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Preface

Although we are the authors of this text, we cannot claim autonomy in its creation.
We have received contributions from various sources, and without these, the work
would have been impossible to accomplish. The research would not have beer
possible without the support received from the Swedish Research Council. The
group engaged in the research on the Middle East has given their wholehearte
support and assistance during the years needed to complete this task. We are al
indebted to other groups that have assisted our work and without whose help
the research could not have been undertaken. We are grateful for the enormou
assistance received from the Industrial Management Institute (IMI) in Iran. The
former Managing Director, Dr. Ja’far Mara’shi,’ and the researchers, Dr. Mortezah
Emadzadeh, Ali Ayari, Mansour Mojaddam, and Firozeh Saber, worked tirelessly
when conducting the survey in Iran. It was only through the input of the IMI
research group that the data collection in Iran became possible. The empirical par
ofthe study also received a great deal of help from researcher Francesco Ciabusch
His input was to assist in the systemization of the statistical measures obtained ir
the Iranian study and in the Industrial Marketing and Purchasing (IMP2) study.
Throughout the writing of this book, Professor Jan Johanson provided a constan
stream of encouragement and constructive suggestions. The support of Professo
Bo Utas and Annika Rabo sustained our spirits and expanded our thinking. We
are also in great debt to Dr. Javad Amid, whose reflections and insights appear ir
different parts of this book.

Amjad Hadjikhani and Peter Thilenius
Uppsala, September 2004






Part 1

Theoretical and Empirical Fields

The authors of the book “Managing Business Relationships” (eotd 1998),
which discusses the business network, begin with the statement that “No busines
exists in isolation. Each business is dependent for its survival on customers anc
suppliers of products and services, finance and advidbey cooperate to receive

or supply products;.. lobby the government for better trading conditions.” So
far, so good: The statement acknowledges the existence of other actors, such &
governments, that interact with the commercial actors. The authors have made
a great job of developing concepts and presenting managerial implications, but
when the book was studied more closely, it was realized that the statement abov
on government loses its significance if the factor of non-business actors is left
untouched. Except for a few later studies, this is a common omission among
studies that apply industrial network theory or other marketing disciplines. Earlier
researchers tended to analyze marketing as a single buying or selling transactior
The marketing mix model initially directed its focus at suppliers, and later at the
industrial relationship (see, for example, Kotéerl. 1996). As with Forckr al.’s
research on industrial networks, these studies leave the non-business actors in tt
context of “the environment” and treat them as though constraining factors have
some influence.

This brief review shows that there is a gap in marketing research that calls
for new studies which pay attention to the interaction between business and non
business actors. The aim of this study has been to develop a conceptual framewor
for use in analyzing the empirical facts. This model is constructed on the theory
of industrial networks, which identifies actors, activities, and resources.

There is a large amount of research that studies marketing from the point of the
view of multinational companies (MNCs). Based on empirical evidence about the
behavior of MNCs, conclusions are drawn without any reference to the behavior of
their local partners. The behavior of the MNCs is not coupled with opportunities
open to the local firms. In reaction to this shortcoming, this study goes against
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the stream and focuses its attention on the behavior of local customers when
they interact with foreign MNCs. In addition, and unlike the studies prevailing

in industrial networks, this study selects a less industrialized country, namely Iran.
The Iranian case study is composed of interviews with 60 large Iranian firms. The
aim has been to study the Iranian customers’ relationships with their suppliers,
which are international enterprises. There are two main reasons for the selection of
Iran. First, international firms, through their globalization policies, are expanding
increasingly into less industrialized countries. Experience from this study may
contribute some knowledge which is significant for the MNCs in their expansion
into similar countries. Second, the comparison of the Iranian case with a study
that focuses on the experience in industrialized countries can be both fruitful and
interesting. The IMP2 (industrial marketing and purchasing) research study that
was conducted several years ago is also presented here. Some major outcome:
from the IMP2 study are compared with the Iranian case to enrich the discussions
and final outcomes.

This research, in contrast to the earlier study, considers the behavior of the
customer firms and aims at understanding why they behave in a specific way when
interacting with foreign MNCs. Understanding this behavior can help MNCs to
undertake strategic measures that would assist in reducing the uncertainty in the
interaction. As the study develops a new conceptual and theoretical framework that
includes the government, the results can contribute knowledge to governments and
assist them in understanding the consequence of their political actions. Whilst it
is true that the empirical study in the first instance considers the case of Iran, the
conceptual tools and empirical findings are applicable to other studies and contexts.

Finally, the empirical study adds new knowledge on the behavior of firms
with their origins in countries similar to Iran. Although these firms interact with
international companies, understanding the behavior of these firms is essential for
the international companies. Hopefully, this research may open doors for a new
research arena that focuses on the behavior of firms with their origins in countries
which are in different states of development.



Chapter 1

Business Firms’ Interaction with the
Environment

Following the construction of industrial network theory, this study develops anew
perspective by extending theindustrial network boundary. The ultimate purpose of
this chapter isto present amodel that was devel oped to include not only business,
but al so non-business actorswithin the context. The approach is constructed on the
assumption that focal businessrel ationshipsareembedded inacontext infused with
business and non-business actors. This construct will be followed in the empirical
study, which is presented in Part 2. The chapter begins with the objectives of the
study and broadly presentsdifferent viewsontraditional, dyadic, and network stud-
ies. The chapter finally turns to the principles exercised when collecting the facts.

1. Consideration of the Book

In international marketing studies, the main attention is reserved for the business
behavior of the MNCs. The business competency of the MNCsis seen as sufficient
toexplain market entry and expansioninforeign markets. Thepolitical competency
of MNCs or their partners in foreign markets is excluded, and their actions may
be viewed as homogeneous.

This tendency has resulted in later studies expressing the need for further
research on the interaction between business and non-business organizations (see
for example, Boddewyn 1988; Hadjikhani & Sharma1999; Ring et al. 1990). These
researchers contend that the earlier studiesignore that firms accumul ate resources
to raise political competency and influence non-business actors, although, in fact,
few researchers have been attracted to the interactions between business and non-
business actors.

There are a large number of studies in international marketing that indicate
the homogenous impact of government. Studies on risk theories, such as those of
Blance (1980), Boddewyn & Brewer (1994), Campa (1994), Korbin (1982), and
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Simon (1983) are a few examples of the efforts made to elaborate views on the
influence of the government. In other studies, the researchers have emphasized
the diverse ways in which host governments restrict foreign firms (e.g. Doz
1986). The homogeneousinfluenceisoften measured by adaptive actions. Political
activity isindicated by the various strategies used to cope with the environment.
Portions of the international marketing literature also include a bargaining focus,
whereby governmentsgain leverage, and MNCsloseleverage over time. Attention
has not been given to such questions as how the firm/government relationship
is structured or to the eventual content of the political activities of the firms.
The literature ignores the essentia fact that political uncertainty mainly affects
MNCs through local firms and has not paid attention to what political uncertainty
means for the local firms and how it transfers to the MNCs. Thus, the question
of how the partners of these MNCs experience political uncertainty and what
kinds of problems and opportunities they generate has been neglected. The one-
dimensiona view inthe earlier studies discloses no information about the partners
of the MNCs and their complex world. These studies always portray the business
world from the perspective of the MNCs, as though the local firms do not exist.
Even in internationalization cases, such as joint ventures, the local partners are
left out of the domain of the study.

Recent researchers, such as Boddewyn (1988) and Ring et al. (1990) argue that
the MNCs' political behavior affects their market position. Their basisis that the
MNCsdo not merely passively react to agiven condition in their environment but,
rather, that they try to shape their political environment. In further considering
the view, there has been an increasing amount of research studying how MNCs
can exercise influence on government. These include studies on the lobbying
and influence of business firms on political actors (Andersen & Eliasson 1996;
Austen-Smith 1987), creating bargaining competency to convince the political
actors (Ballam 1994; Bolton 1991; Crawford 1982), and on pressure groups, and
bribery and lobbying (Rose-Ackerman 1978). Andersen & Eliasson (1996) and
Boddewyn & Brewer (1994) extended an understanding of the topic by observing
the influence from an interdependence point of view. According to this view,
rel ationshi psbetween busi nessfirmsand government arean outcome of thefact that
they need each other. Governments need both local firmsand MNCsfor economic
development, and business firms need government to gain support and stability
in the market. However, the view is still dominated by a dyadic perspective in
the interaction (i.e. on the interaction between only the business and political
actors). The triadic view is an extension of the dyadic business-to-business view
and integrates the political actors (Boddewyn 1988; Hadjikhani & Sharma 1999).
Despite the efforts of these researchers, the focal attention in these studiesis till
on the behavior of the MNCs.
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The above studies contribute insightful knowledge on the behavior of MNCsin
their interaction with non-business actors. However, they contain two fundamental
shortcomings, whichthisstudy triestoavoid. Thefirstistheir point of departure. No
matter what their theoretical framework, thefocusof these studiesisonthebehavior
of MNCs. An interesting question is how governments can influence only MNCs
when they always have to act together with local partners. Together, they make
mutual commitments for joint ventures or licensing, or carry on other business
activities. One can go even further and explain that government action strongly
affectsthelocal partners and thereafter affects MNCs. It liesin theinterests of the
local partnersto reduce or eliminate uncertainty before it reaches the relationships
with the MNCs. The influence of governments on MNCs, however, can be: (1)
through the local partners; or (2) directly on both MNCs and their local partners.
Hence, it becomesdifficult to understand how the above studiescanignorethelocal
business actors that actually interact directly with the governments. One reason
may be related to the actual research effort: collecting data can be costly and in
some countries may be impossible.

The second area reflects the conceptual framework in international marketing
studies. The traditional dyadic or triadic views developed by some of the
researchers lose their significance, as MNCs and local partners are acting within
a network context consisting of a number of different actors. A conceptual
framework with a limited boundary may lead a study to draw conclusions with a
low level of significance.

There remains a gap in knowledge, and further research can enhance our
understanding of the interactions between business and non-business actors.
This study pinpoints two different types of competencies. The first considers
the management of industrial relationships with business actors. This fidld is
well developed and has been covered in a large number of relationship and
network studies. The second is the political competency, and this supports the
management of the relationship with non-business actors. Thisfield has attracted
fewer researchers. These two competencies are interwoven and complement each
other. Thisresearch is not a study of competency but recognizesit as a significant
issue for the analysis of the empirical facts. The main consideration of this
study, however, is to develop a conceptual framework by elaborating a network
model evolved through different kinds of political and business relationships
and connections. This business network is constructed on the industrial network
principle. The complexity is created by the fact that the network involves actors
from both the business and non-business sides. The study integrates the two
problematic issues of: (1) business to business; and (2) business to non-business,
and unifies them into one conceptual tool. The point of departure is that any firm
interactswith several business and non-business actors, and that their relationships
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are interwoven. Instead of limiting the context towards only business or non-
businessactors, it extendsthe boundary of theindustrial network context to include
areas that have a significant influence. In this construction, the two focal business
actors, local firms and the firms of their foreign international partners, are prone
to be embedded in a context with severa business and non-business actors. The
study concentrates on the structure of the network, constituted by the content of
rel ationships between different types of actors.

Ancther focus of the study is the examination of the theoretica view of
an empirical case — the case of 60 firms from Iran. The focal actors are the
Iranian customers and foreign international suppliers, which have had rather long
business relationships. When operationalizing the concepts, in contrast to the
earlier research that studied the behavior of the MNCs, this study has altered the
focus of attention. It examines the behavior of the Iranian firms when interacting
with foreign international companies. Earlier studiestreated the partners of MNCs
from developing countries as anonymous units, and marketing was explored as
a unidirectional activity of the MNCs. In contrast, this study gives identity to
these firms and studies their business and political opportunities and limitations.
Even studies operationalizing industrial network theory have mainly considered
MNCs in industrialized countries. Studies are seldom carried out that explore
the interaction between MNCs and firms from developing countries. Such an
examination can enhance our understanding of the utility of thetheoretical notions
evolved in this study but aso, hopefully, assisst MNCsand local firmsinimproving
their understanding of their business and political environments.

Selecting network theory as the theoretical approach, the study attempts to
employ a broad perspective from two points of view. First, it considers the four
major concepts of network theory (rel ationship, adaptation, social interaction, and
embeddedness) rather than focusing on one specific concept of the theory. Second,
theempirical field coversfactsabout all five concepts and does not try to formulate
a deep analysis based on afew statistical measures.

Such a broad perspective can be criticized for its generdity. It is true that the
study may ignore a number of interesting points that might have been explored
with attention to only afew variables, but such astudy would not have been ableto
provide conclusions on the adaptability of the theory in another business society.
One aim of thistext isto test network theory in the Iranian business environment
rather than confining itself to anarrow concept. The study also devel ops the theo-
retical notion of non-businessactorsand linksthisto the sel ected theory. In order to
understand how this element isinterrel ated with the other elements (relationships,
adaptation, social interaction, and business embeddedness) in network theory, of
necessity, the study presents facts about all these notions. Studying the content of
each concept and the connections between them increases our knowledge about the
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role of each concept and the function of the theory. It is only through this method
that the study can evaluate the theory in the context of another empirical world.

2. The Empirical Study

The aim of the empirical study was to gain an understanding of the structure
of the rel ationships between Iranian suppliers and foreign customers, and to draw
appropriate conclusions. A survey method was selected here. A case study method,
which could have given in-depth information about afew specific cases, could have
been chosen. But the method wasinsufficient for understanding the structure of the
network and for drawing general conclusions. It was also the aim of the study to
examine atheory that had already been tested in industrialized countries. Asthere
were already a number of studies that employed network theory and analyzed the
facts by using the survey method, this led to the selection of network theory and
the survey method in the initial stage of this research. Fortunately, analyzing two
different conditions, or cases, with the same survey and model, can provide an
opportunity for comparison. The questionnaire used in this study hasits origin in
the IMP2 (European International Marketing and Purchasing) study, which was
also designed on the basis of network theory.

2.1. IMP2

The original IMP2 study started in the 1980s, and the questionnaire contained
several hundred questions examining different aspects of the network. One specific
demand in the IMP2 survey was for persona interviews. The object of these was
to discuss and describe the questions when meeting the managers. The purpose
was mainly to increase the reliability of the collected data.

Themainfocus of the IMP2 research project was on international businessrela-
tionshi psbetween companies|ocated in France, Germany, Italy, Japan, Sweden, the
U.K. and the U.S.A. Researchers from those countries carried out interviews with
several hundred firms located in those countries, and results have been published
in the form of scientific articles, books, and doctoral dissertations. The project
containsthreetypesof rel ated questionnairesdesigned to study behavior fromthree
perspectives. those of apurchaser, acustomer, and the firms of intermediaries. The
general objectives of the IMP2 project were as follows (Havila 1996):

(1) To further develop and understand the rel ationships between producers, users,
and intermediaries (IMP2 was in this respect alogical follow-up of IMP1).
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(2) To explore, describe, and analyze how single relationships are connected to
each other and thereby congtitute networks (The IMP2 differed here from the
IMP1, which studied an isolated single relationship).

(3) Toinvolve different firms in order to create an international character and to
ensureits international application.

In the IMP2 study, the aim of the standardized questionnaire was to examine each
business relationship from three different perspectives. Thus, questionnaires for
suppliers, customers, and intermediaries were designed separately. The questions,
designed with cooperation between researchers from the various universities
involved, were originally framed in English and were then trandlated into the
languages of the researchers.

2.2. Survey Study

The survey conducted in thisresearch hasits origin in the IMP2 questionnaire for
purchasers. Experience from the IMP2 study showed that the survey contained
some questions that the interviewees did not answer and others where there was
alow frequency of responses. These questions were omitted in constructing the
questionnairefor this study. The aim of this study wasto further develop industrial
network theory and to extend the boundary by including non-business actors. This
affected the construct of the questionnaire. Besides the questionsin the IMP2, the
survey also contains questions examining the suppliers’ connectionsto such actors
as the government, unions, and bureaucrats.

The use of networks as the theoretical basis for the survey required the
researchers to conduct interviews with both of the focal actors. Thus, interviews
had to be undertaken not only with the customers but also with the suppliers.
Unfortunately, it was not possible to do so in this study because the MNCs in
interaction with the Iranian firms come from many countries. Such a demand a so
requiresadditional time and increases costs. For these reasons, theinterviewswere
conducted only with the Iranian purchasing firms.

2.3. Presentation of Facts; a Comparison IR-Material and IMP2

The dtatistical analyses in the book are generally limited to a presentation
of descriptive statistics, mainly tables of frequency and histograms. To some
extent, other statistical methods are also used. In each area where a comparison
between the IR-material and the IMP2-material was possible, the information



Business Firms’ Interaction with the Environment 9

presented and discussed was subjected to an analysis in order to disclose any
statistically significant differences between the two groups. This approach must
be seen asappropriatefor the purpose at hand. With the measures obtained from the
guestionnaire, the study could analyze therel ationships of customersand suppliers,
and their connectionsto the businessand non-businessactors. The survey contained
severa questions that measured a specific factor from different angles. This was
important for the verification of the results. Furthermore, the comparisons of the
Iranian study with some of the IMP2 measurements also increased the validity of
the conclusions.

The research did not aim to study one relationship or a limited number of
relationships in the network, but rather the generalized patterns occurring in the
business which was taking place. The main concern was thus with the structure
of the network and the relationships which built that structure. This required the
examination of all the relationships on an aggregate level. On the other hand,
evaluating alarge number of relationships and connections does not permit adeep
penetration of the single relationship. This is the price paid for the benefits of the
study, namely, an understanding of the network and its structure.

Following the questionnaire in the IMP2 study, the constructs that the study
considered were relationship, adaptation, and socia relationship. These three
constructs reflect the focal interaction. The fourth construct included was that
of business connections; the fifth was connections to non-business actors. The
measures in the first three constructs (i.e. the focal interaction) are presented in
Chapters 3-6. When presenting the measures from the study on the behavior of
Iranian firms, some of the results are compared with the IMP2 study. The measures
on the last two constructs that deal with the connections to business and non-
business actors are discussed in Chapter 7.

2.4. Characteristics of the Firms

In order to build areliable foundation for analyzing the business relationship and
network structurein Iran, some characteristics (which were applied in the original
IMP2 study) to be used in selecting the Iranian firmswere decided upon. Thefirms
were to be large, to be in manufacturing and engineering industries, and to have
relationshipswith MNCs. Thefirmsthat could fulfill these requirementswereto be
included. If the study had been restricted to only oneindustry, it would have been
impossibleto find alarge enough number of Iranian firmsto includein the survey.
Before the initiation of the interviews, the managers were specifically required
to concentrate on only one of their most important foreign partners. The Iranian
customerswere required to select afocal relationship that was ranked on the basis
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of itsimportance to the final products of the Iranian firm. The IMP2 study used a
similar principle.

2.5. Data Collection

The data were collected on location in Iran. To obtain reliable information, the
Industrial Management Institute (IM1), which usually conducts market researchin
Iran, was contacted and asked to assist in thecollection of data. Inthebeginning, the
aimwasto collect information about the Iranian suppliers’ interaction with foreign
customers. The main reason for this choice was that the survey in the IMP2 study
contains results from a large number of suppliers’ firms, more than 150 MNCs,
although the number of firms engaged in the customer survey investigation (IMP2)
was less, i.e. 67 firms. However, after several discussions with the IMI group in
charge of thisproject, werealized thedifficulty in finding alarge enough number of
suppliersin Iran. The most fruitful option was, therefore, to focus on the customer
side and employ the customer survey of the IMP2-project in the Iranian case.

In early 1998, thefirst and most difficult task wasto tranglate the questionnaire
into the Persian language. In thisfirst period of the research project, several critical
problems were identified which had to be overcome:

(1) Thereisadifferent research tradition in Iran.

(2) Thetheoretical framework of the study was unfamiliar for the IMI and for the
Iranian firms.

(3) Itisdifficult to find theoretical terminology concerning industrial networksin
the Persian language.

(4) There were alarge number of questions.

(5) Severa personal interviews with employees from each firm were necessary.

(6) Organizing interviews was complex.

(7) It wasdifficult to find enough Iranian firms willing to give interviews.

(8) It wasdifficult to organize and structure the answersin the IMP2.

(9) It was difficult to find a system for comparing answers from IMP2 and the
[ranian study.

At the beginning of the study, it became obvious that without the assistance of the
IMI inIran, it would be ailmost impossibleto collect reliable data. It wasimportant
for the study that the research group at the IMI understood both the theoretical
foundation of the survey and the questions. At the meetings with the researchers
at the IMI, we discussed the content of the questions. We realized that the crucial
issue was to find out whether or not the interviewees could really understand the
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guestions. After checking and rechecking the questions several times, the decision
was made to conduct preliminary interviews with some of the firms. After five
preliminary interviews were conducted, questions were modified, and the process
of datacollection eventually beganin June 1998. Thelast set of plannedinterviews
was finalized at the beginning of 1999, although some complementary interviews
became necessary at alater stage.

The questionsused in thisstudy, similar to the IMP2 project, weredirected at the
individual relationships between Iranian firms and their foreign business partners.
For this project, we also needed to include questions relating to the relationships
between political and business actors, which is a sensitive area. The subject of
politics is not only delicate in the case of Iran. Similar studies in industrialized
countries have been faced with similar problems (Boddewyn & Brewer 1994;
Hadjikhani & Sharma 1999).

The survey document consisted of more than 250 questions on 25 pages. The
survey wasfirst distributed to the managers, who were theninterviewed personally
to discuss and explain each question. This ensured that questions were properly
understood and that the information received from the interviewees was reliable.
Personal interviews were necessary because there were so many questions, and
because many of them were different from what the firms were used to being
asked. As it required several hours to cover all the questions in the survey,
the questions were split up, and each firm was interviewed a number of times.
Theinterviews mainly involved purchasing managers, as the questions examined
purchasing behavior.

After completion of the data collection in Iran, the first task was to translate
the answers into English and to find the equivalent questions in the IMP2. The
guestionnaire was kept within the bounds of the statistical construct in the IMP2.
To facilitate comparison, all the questions were measured separately and then
linked with the answers given in the IMP2. The major attempt in 1998 was to
construct a statistical system that allowed for asimple comparison of each answer.
The effort in 1999 was to provide a statistical structure for the answers in the
Iranian study, which was similar to the IMP2.

The next critical problem was the presentation of the facts. The Iranian survey,
as mentioned, included more than 250 questions. Each question had at least five
options, thus creating tens of thousands of combination possibilities. Although the
purpose of the research wasto conduct astudy of the networks, it wasimpossibleto
explorealarge number of relationships. Therefore, asel ective method was chosen.

In the Iranian survey, after 10 questions relating to background, the variables
followed the IMP2 construction. Questions began with the foca relationships
and continued with adaptations, social interaction, and embeddedness. The survey
contai ned more questions than those presented i n thisbook. The questions sel ected
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Table 1.1: Survey presentation.

Section Iranian Study IMP2 Study Compared

Surveyed Presented Surveyed Presented

Exchange relationship 53 18 59 13 20
Adaptation 44 18 44 5 18
Social interaction 60 18 60 7 18
Embeddedness 77 39 24 3 -

here are intended to help clarify the content by following the above constructs.
Table 1.1 shows a comparison between the IMP2 and the Iranian study. The
“surveyed” column shows the number of questionsin the surveys, the “ presented”
column indicates the number of those questions that are presented in Part 2 of this
book, and the last column shows the number of questions used in comparisons
between the two studies.

In Part 2, when presenting the facts as shown above, those questions considered
pertinent to the topic of thisbook are analyzed and presented. In the Iranian study,
there were many more questions on embeddedness than in the IMP2, principally
because the Iranian study contained 59 questions that dealt with non-business
actors. The variable of political embeddednessis not measured at all by the IMP2.
More information is presented for the Iranian case than for the IMP2. This was
based on the research problem in the Iranian case, and also because there were
more questions in the former than in the latter. The aim of the research was to
study the behavior of the Iranian purchasing firms. There was no attempt at an
equal consideration of the two studies. The IMP2 study has a complementary
mission in this study. Itsroleisto assist in comparing those relationship areas that
are important for analytical purposes.

3. Brief Notes about Earlier Studies

The theoretical framework used by the business management discipline with
respect to business activity appears to be composed of a wide range of theories
and models. In previous decades, there has been a proliferation of aternative
theories and frameworks in many areas of market and management. Some are
built on specific theories; others are constructed by the integration of different
concepts from a number of disciplines (e.g. economics and sociology). One of
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the reasons for the development of these integrated views could be that business
activity affects many spheres of social and economic activities. However, in
reflecting on the historical development, two distinct groups of principles emerge.
In one, the principle of “economy” is used for explanation; in the other, theories
of “business behavior” dominate. Some loosely defined tracks of conceptual
development are listed below, not because of some absolute value, but simply
to make these developments explicit for the theme of this study. The discussion
fundamentally covers two criteria that encompass the objects of this study. One
is the relationship between the business firms, and the other is the relationship
between firms and governments (specifically, the role of the government’s trade
policy in this relationship).

In the first track, there have been numerous attempts to amend the neoclassical
microeconomic theory of thefirm, or to propose alternative conceptions of thefirm
and market. A common trait has been a concern with information processing and
knowledge development in an enterprise, and their impact on overall behavior.
Directly or indirectly, the assumptions of market equilibrium and homogeneity
and the perfect knowledge of market participants have been under question. In
this traditional path, the basis of the behavior is a belief in the rationality in
the functioning of the market and that government has a neutral role. When
introducing the exchange model at the firm level, the voluntary nature of the
exchange, economic efficiency, and the maximization of profit are stressed. In
these studies, appropriate information from the environment is collected on which
to base the strategies. Risk theories challenge the environment, which includes
actors such as sub-contractors, customers, consumers, and governments. While
firmsareassumed to have ahigh capability in managing their businessenvironment,
their political environment acts as a constraining and pre-determined factor.

In another track, business strategy and devel opment has been agrowing concern
in anumber of studies (Kagono er al. 1985; Norman 1977; Porter 1986). The firm
astheunit of analysisis studied, with more attention being paid to the environment
and its business and political components. The more holistic perspective directs
greater attention to the external aspect and its connection with the firm’s strategy.
As a reflection of this externality, the assumption of the hierarchical power of
governments has been presented in many studies of business and marketing (Doz
1986; Jacobson et al. 1993; Poynter 1985). When firms lose the power to structure
astrategy that can maintain their autonomy inrelation to the political environment,
the political environment becomes unidirectional with given outcomes.

Inan extension of the“ strategy track” described above, several other researchers
in business and marketing have put a clear boundary around the firm and have
instead studied the management of business environments. There are a number
of different areas of research that have dealt with how business organizations
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influence or adapt to their environment (e.g. Burns & Stalker 1961; Galbraith
1973; Kagono et al. 1985; Thompson 1967). Management inthisconceptualization
relieson the control dimension of the environmental sources. A changein business
organi zation presents astrategic responseto the potentially impeding force of these
environmental factors. The political environment reinforcesthe enterprisesin their
adaptive actions. In further analyzing the control exercised by governments, some
studies, such asthat by Albaum ez al. (1989), categorize the intervention activities
into those that promote the firm’'s market activities, those that impede them, and
finally those that are competitive and aim, for example, to replace foreign products
with local products to the benefit of the society. The business and market research
conducted in this track presents environmental factors as sources of uncertainty
affecting the structure of the firms. As a necessity, these researchers limit the
boundary of the concept, with the firm as the unit of observation and everything
el se presented as environmental factors. This approach has led to adeclinein the
use of system theory, which utilizes an open view on boundaries.

Studies that specifically consider the interplay between business and political
actors are also affected by a similar development to that described above. One of
the predominant approaches used in many studies of business and marketing (Doz
1986; Jacobson et al. 1993; Poynter 1985) haspresented aunidirectional view of the
assumption of the hierarchical power of governments. In taking thisunidirectional
view into account, some theories have introduced coping strategies for the
management of the political environment. The groundwork for such theoriesisin
industrial organization economics (Caves 1982) or in transaction-cost economics
(Rugman et al. 1985; Teece 1985). The explicit assumption in the studies of
Egelhoff (1988) and Porter (1986) was that extra-organizational constraints are
determinants of a firm's success (Jemison 1981). Others followed Ghosha's
reasoning (1987) with regard to political risk and discussed the unidirectional
dimension of political influence, thereby interrelating the political aspect with the
types of firms and risks. Bradley (1977), Korbin (1982), Phillips-Patrick (1989),
and Ting (1988) discussed patterns of political risk in connection with types of
industries and firms. For these studies, categorization is a means of explaining
homogeneity in the behavior of firms, and consequently, the matter of political
uncertaintiesistreated asagiven condition; little attention is paid to theinteractive
relationships or to the influence of MNCs on local governments.

In order to overcometheinteraction between the economic and political systems
with the use of behavioral models, Stern & Reve (1979) developed a political
economy approach. They claim that political economy views the social system
as comprising interacting sets of major economic and socio-political systems
(Tunisini 1997). They employ a dyadic approach, and their focal actors are
economic actors. They explain that environmental factors, like political factors,
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affect this socio-economic interaction. This approach has become a point of
reference for other researchers to develop further (Dwyer & Welsh 1985; John
& Reve 1982), and implies a complementary approach of microeconomic and
behavioral perspectives. Later studies, such asthat of Achrol, Reve & Stern (1983),
explainthat interorganizational rel ationshipsin marketing takethe network instead
of dyadic form. This approach captures more completely the interaction between
the interested parties.

Recent studies, building on institutional theory, have explicitly rejected the
hierarchical view and presented awider perspective. Yarbough & Yarbough (1987)
suggested employing adyadic view in analyzing theroles of political and business
actors. The main contribution of their concept is that both sides are seen as active
in influencing each other. The model recognizes an interaction between the two
sides. The interactions constitute a market functioning in parallel to the business
market (Boddewyn 1988). Boddewyn’'s model uses Dunning’s (1988) analysis of
ownership, internalization, and location advantages, and is structured to deal with
the mutual influence of political and business actors. For example, Moran’s (1985)
basic tactic (namely, vertical integration of risk-sharing financial networks) tends
to be couched in economic terms and underlies truly political responses of the
business actors. The dyadic approach presented by these authorsis different from
that of Doz (1986) and Poynter (1985), in which governmental policies toward
foreign investors must be responded to by absorbing the cost of governmental
intervention, either by avoiding it or by circumventing it. Some researchers have
criticized the simplicity of these models and have suggested more complex ones
to explain company behavior in a political context (Ring et al. 1990). Jacobson
et al. (1993) extended the theory by including the diversity of therelated actorsand
presenting anetwork view; afew othersintroduced theideaof thesocia dimension
in interaction.

In summary, the critical issue is where the researchers put the boundary for
researching the enterprises. Instead of studying the relationship between the firm
and its environment, several other streams of research explain the behavior of the
firm in the context of interorganizational relationships (Evan 1976; Hannan &
Freeman 1977; Pfeffer & Salancik 1978). Contrary to the view in thefirst category
of studies, the researchers in this track leave the inward focus for explaining
strategic behavior and employ amore outwardly directed view. The primary focus
of attention has been the resource control of the external components and their
impact on the strategy and structure of the firms. The view is an extension of two
major foundations. The first is the extension of the focal unit from “an enterprise”
to “the interactions of enterprises.” The second, in a number of studies, refers to
the abundance of economic theory, its effect on behavior and other activities, and
the use of social theory.
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Inthetrack of interorganizational relationships, someresearchers have extended
the boundaries and studied the firm’s behavior by using institutional theory (e.g.
DiMaggio & Powell 1983). Some marketing and management researchers have
focused on the firm and its environment. Researchers adopting this approach
lean on political science and the social sciences, and use ingtitutional theory.
They see factors in the environment as components of the firms. For the political
environment, some recent studies, building on institutional theory, have explicitly
rejected the hierarchical view and presented awider perspective. The dyadic view,
for the explanation of business behavior, considers two enterprises undertaken by
afirm to be the focal concerns. Both actors are part of the exchange paradigm:
how to maximize cooperation and minimize conflict. Among the most important
variables to be considered in this regard were cooperation (often seen in terms
of contractual obligations), conflict (defined in terms of disagreements), and
opportunism (describing self-interested seeking with guile).

Some apply the dyadic view in studying the business rel ationship with palitical
actors. Yarbough & Yarbough (1987) suggested a dyadic view in analyzing the
roles of political and business actors. The main contribution of the relationship
concept isthat both sides are seen as active in influencing each other. The model
further seesthe interaction as constituting amarket that functionsin parallel to the
business market (Boddewyn 1988). This view is contrary to that of Doz (1986)
and Poynter (1985) in which governmental policiestoward foreign investors must
be responded to by absorbing the cost of governmental intervention, either by
avoiding it or by circumventing it. For this, one needs to identify the legal power
of policymakers as manifest in their ability to control the firms. The most widely
held explanation for businessbehavior refersto governments’ hierarchical view of,
and unidirectional effect on, firms. Studies such asthose by Jacobson er al. (1993)
and Lenway & Murtha et al. (1994) criticized the main studies of linkages and
questioned the use of hierarchical power by states. Boddewyn (1988), who studied
therole of the government for foreign firms, contended that the political actions of
firms do not fit with the predominant models of the behavior of enterprises. These
researchers have criticized the simplicity of these relationship models and have
suggested more complex ones to explain company behavior in a political context
(Ring et al. 1990). Jacobson et al. (1993) extended the theory by including the
diversity of the related actors and presented a network view.

The relationship view is essentially a dyadic one (Dwyer, Shurr & Oh
1987; Petterson 1995). In contrast to the exchange paradigm, the network
paradigm focuses on the relational: how to develop mutually reinforcing long-
term relationships. Network theory, therefore, is an extension of the dyadic
relationship boundary fromtwoto several identities. Further, it leavestheeconomic
base in the dyadic exchange and incorporates behavior anaysis. The view is
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Table 1.2 Summary of views.

Business to Non-Business

Business to Business

Unidirectional
view

Dyadic view

Network view

The focusison political issues and
the governance structure of the

political system. Homogeneity in the

influence on the types of industry
(see, for example, Jacobson et al.

1993; Maddison 1991; Miller 1993).

The explicit focusis on the
interaction of the political and
business actors. Some studiesin
institutional economics introduce a
political market (see, for example,
Boddewyn 1988; Yarbough &
Yarbough 1993).

Studiesin political and social
science, such as those by
Esping-Andersen (1985), Maddison
(1991), and Nowtotny (1989), that
strive for integration of business
actorsin the whole system. The
principal literature includes the
business aspect but still at amacro
level (seeing it as categories of

industry, etc.). Later business studies

realized the need for studies at the
level of the firm. They present a
triadic model that concerns the
interaction of two business actors
and a political actor (see, for
example, Hadjikhani & Ghauri
2000; Ring 1990).

The unit for the analysisis the
firm. The assumption is based on
the homogeneous impact of
political rules, international
marketing and business studies,
adaptive strategies and risk
evaluations (see, for example,
Kotler et al. 1996; Porter 1986;
Ting 1988).

Studies such as those by
Hakansson (1982) and Sheth &
Parvatiyar (1993) usea
relationship approach for the
analysis of the
business-to-business exchange.
The political actors are treated
vaguely and in asimilar way to
the traditional view on the
political environment.

In studies on business and
industrial networks — such as
those of Ford (1990), and
Hakansson & Snehota (1995) —
the dominating approach isto
focus on the business actorsin
the network. The political actors
are in the background, having
only implicit impact. A few
studies, such as that by Jacobson
et al. (1993), look at palitical
embeddedness in terms of
buyer-seller interactions.
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presented as a device to advance understanding of the market system. The social
dimension in the network perspective enriches the concept of business behavior
andintroducesissues such asrel atedness of the dyadic rel ationships, trust/mistrust,
and commitment. Business network theory, whichisborrowed from social network
theory and is specifically developed for understanding business behavior, has
several major differenceswith theearlier concepts, which havetheir rootsmainly in
economic theories. Business network theory, in contrast to those mentioned above,
further expands the explanatory dimension of the firm. Due consideration isgiven
totheimportance of theenvironment. Firms' environments, whichin other theories
are analogousto acategory of componentswith various constraining positions and
abstract weights, are appraised in network theory as actors or components with a
clear identity interacting with the focal enterprise. Furthermore, the theory shifts
the economic base and founds the analytical perspective on social behavior. The
economics of different activities are explained as apart of other constructions, and
the socia dimensions of business activities dominate the explanation of business
behavior. Traditiona thinking is focused on how to prevent disintegration of
inherently apathetic or opportunistic partners, the implicit assumption being that
the dominant forces in arelationship are destructive forces. Relationship cultures
in anetwork, however, are based on the assumption that the exchangeisinherently
constructive and that the key variables are trust and socially accepted norms of
behavior (Macneil 1980; Morgan & Hunt 1994 Table 1.2).

4. The Disposition

The introduction presented in this chapter was intended to introduce the aim and
direction of this study, the purchasing behavior of the firmsin Iran. The book has
two fundamental bases. One is to depict a conceptual framework; the other is to
examineitinrelation to aspecific case. The content of the next chapter followsthis
specific direction. Tracking the principlesin network theory, the focal relationship
is considered first, and subsequently the factor of embeddedness isintroduced. In
thefirst part of the next chapter, the focusis on different exchange dimensions. In
the second part, the field of embeddedness is discussed, and an attempt is made
to include business and political connections. This structure is used to bring in
analytical tools for understanding: (1) how the relationships are organized; and
(2) why the strength in the relationships contains a specific structure. In all of
the following chapters, the effort has been to conduct a comparison between the
market behavior of the Iranian firms and firmsin the IMP2 study.

The book has three parts. The first part is devoted to the introduction and
theoretical framework. The second part comprises the empirical study. The third
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part considerstheanalysisandfindings. Intheempirical part, thefirst three chapters
are subjected to the core elementsin the network. Thefirst chapter in the empirical
part (Chapter 3) focuses on the product and technological exchange relationships.
In Chapter 4, attention is pai d to the adaptation behavior of thefirms, and Chapter 5
is devoted to the social interaction, although Chapters 3-5 are directed at different
relationshipsandtiesbetweenthefocal firms. Inall thesechapters, an effort hasal so
been made to compare the results from the Iranian study with the findings from the
IMP2 study. Chapter 6 considers business and political embeddedness. Part Three
consists of three chapters: Chapter 7, in which the facts are analyzed; Chapter 8,
which describes the theoretical analysis and its implications; and Chapter 9, in
which some concluding remarks are presented.






Chapter 2

Business Networks and Non-Business
Actors’ Embeddedness

As briefly discussed in the preceding chapter, there are a number of disciplines
and theories pertinent to business firms and their interaction with the environment.
The market factors that are the focus of this study take into account both
business and non-business components. In order to study these components,
some researchers base their analytical framework on economic theories, whereas
others borrow from behavioral theory. This study is attracted by behaviora
theory and uses industrial network theory as its basis. The study extends the
boundary of the network and incorporates non-business, specificaly political,
actors into the network. This chapter aims to construct a theoretical framework
designed for studying a business network that is infused with the concept of
the embeddedness of non-business actors. The chapter begins with a general
discussion on industrial networks and continues with ideas about relationships
and embeddedness. The study has distinguished two types of business and non-
business exchange relationships, and introduces them in connection with the two
fields of relationship and embeddedness.

1. Business Network Theory

Business network theories, which have been borrowed from socia network theory,
have several major differencesfrom the other concepts. The aspect of environment,
a critical aspect in traditional and relationship theories, gains another feature
in relation to this theory. In this discipline, the firm’s boundary is expanded,
and environmental components are interwoven into the business arena with the
assumption that no business activity is carried out in isolation. The network
model of the firm-environment interface stems originally from the observation
that business firms often operate and interact in environments that include only a
limited number of identifiable groups of actors. The proposition of the network
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model considerssituationsinwhichtheenvironmentsof theorganizationsthat exert
influence and interact with the firms are concentrated and structured (Hakansson
& Snehota 1989). The model’s basic classes of variables are actors, activities, and
resources. Individuas, firms, and organizations can be actors. Actors are defined
as those who perform activities and/or control resources with counterparts having
identities. Asaresult, the relationships between these actors present as continuous
and complex rather than discreet and simpletransactions. Thus, afirm’sperception
of the external impact on its activities and resources refers to its network context,
thetotal connected reality that is constituted by the entitiesthat have amajor effect
on its condition and performance (Snehota 1990; Thilenius 1997).

In abusiness context, therefore, network isasocial perception of organizations
or a number of entities that are connected (Axelsson & Easton 1992). The
investigation, thus, can limit the population in terms of numbers of organizations
and conceptsthat aretheoretically meaningful. Theenvironment that really matters
to the firms is the perceived environment, and its social meaning for afocal firm
is constructed by groups of relationships affecting focal business. These entities
areactorsinvolved in the economic and political processes of relationships, which
convert resources to finished products and services for consumption by customers
and customers’ customers, buyers and buyers’ buyers, and end users.

If the entities have no important relationships, then the free-market models
beloved by economists prevail. But, with the use of the network model, the basic
approach is through the relationships, specifically that

(1) Relationships contain more than economic transactions.
(2) Every single relationship is to be regarded as a part of a broader context, a
network of interdependent relationships.

Each relationship is embedded or connected to some other relationship. Its
development and function cannot be properly understood if these connections
are disregarded.

In the context of this study, the networks differ from socia networks and
networksin general by being coupled to business activities. Each business activity
in a relationship is more or less dependent on the performance of a number of
other activities, and each activity islinked to one or several other activities which
are more or less extensive and closely linked. The actors, thus, are embedded in
the wider web of business activities performed by other firms and organizations.
The activity of one actor is always more or less dependent on a number of other
actors. Thisraisesthe aspect of embeddedness and interdependency, which arethe
fundamentals in any business network. There is direct interdependency between
supplier- and customer firms doing business with each other, and also indirect
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interdependence between two firms, asoneor the other imports or exports products
from or to a third firm. The following theoretical section is composed of two
major components of relationship and embeddedness. The two components are
introduced in the four areas of:

(1) Business Relationship.

(2) Business-Palitical Relationships.
(3) Embeddedness.

(4) Political Embeddedness.

The first area is to present the basic factors in a business relationship and
the main features affecting the strength/weakness of a relationship. The second
section purely discusses the types and contents of the relationship between
business and political actors. The third section is devoted to the concept of
embeddedness, specifically business embeddedness, and the last chapter discusses
politica embeddedness.

2. Business Relationships

The business relationship is the basic unit in business network theories. It is
assumed that exchange involves several actors and that the relationships are
characterized by mutuality and continuity. The notion has occupied researchers
in different disciplines, and when explaining the types of exchange relationships,
they propose a variety of tracks of thought. In these disciplines, some stress the
social and others the economic dimensions in relationships. From a business
network perspective, it is difficult to isolate one from the other. The exchange
relationship does not solely involve economic or social aspects. Accordingly,
exchange relationships have interwoven social and economic dimensions. These
dimensions are also explored in avariety of ways, depending on the specific needs
of the business research. Some explain the content of the exchange using only
the two dimensions. social and economic. Others subdivide these dimensions
and present the content in more detail. Following the latter track, the content of
exchange rel ationships can be specified in terms of the following three dimensions
(seealso Johanson & Mattsson 1988): (1) BusinessExchange; (2) Social Exchange;
and (3) Information Exchange.

2.1. Business Exchange

This relationship refers to the flow of resources (such as products, service,
technology, and finance) between actors. The flow of some resources, such as
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finance or products, isfrom one to another; the flow of others (such as technology
and knowledge) can be either in one direction or bi-directional. Studying the flow
from aninterdependency point of view, however, showsthat the actors, by whatever
means, are functioning in a network. Aspects such as the distribution channel, in
which the raw material flows from one firm to another and to a third until it is
in the hands of the customer, is a way through which network relationships can
be conferred for a business exchange. When each resource type flows just one
way, and short-term flow is from one actor to another actor, the exchange has
aweak economic nature. An exchange relationship is more developed when the
resource flow isinduced with long-term cooperation and adaptation. The strength
of the relationshipsisan outcome of how extensive the exchange relationships are.
The type, development, amount, and continuity in abusiness exchange are among
the indicators specifying the strength of the exchange relationships.

A constant business interaction, which proceeds with alarge flow of resources,
cooperation, and adaptation, creates an interface among the actors and a structure
of high interdependency and strong relationship. The interaction between buyers
and sellersis constructed on the basis of the resource flow between actorsthat are
somehow interconnected with, and interdependent on, each other. A large number
of studies manifest the cooperation and adaptation needed for technological
development. In such cases, the strength of relationships is reinforced through
the processes of mutual adaptation and mutual orientation. Accordingly, parties
exchange information and knowledge about each other’s competence, experience,
and limits (Demsetz 1992). The strength of the relationship is weak as parties
aim at short-term benefit, and abandon cooperation and adaptation. The firm's
knowledge and resources are used unilaterally, merely within the firm. The benefit
of the complementarity that results from the combination of firms' resourcesis
thus restricted. However, the process of mutual adaptation can strengthen the
interdependence between the partiesfurther. It caninvolve considerableinvestment
that often cannot be transferred to other business relationships. As a consequence,
the ties between parties are reinforced. Mutual orientation implies that the firms
are prepared to interact with each other and expect the other party to behave
accordingly.

2.2. Social Exchange

The discrepancies, conflict, and cooperate in the relationships relate to the next
element, namely social exchange relationshipsor atmosphere. The social exchange
relationship has an important function in reducing uncertainties between parties.
One specific component in studying social exchange is the factor of trust. This
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factor of social exchangeisparticularly important when there are spatial or cultural
differences between the actors, or experience is limited. The interaction between
two actors with different value systems can develop uncertainties in business
relationships.

Thesocial aspect intheexchangeisimportant in avoiding short-term difficulties.
The higher the strength is in the socid ties, the greater the probability that
actorswork for long-term relationships, and short-term difficulties can be resolved
increasing mutuality and trust. Consequently, the social tiesbetween actorsarea so
measured by their strength. Weakness and strength are indicators of how the actors
areinterdependent on each other. The most important function of social exchange
is the long-term process through which successive social exchanges gradually
interlock the firmswith each other. Thisfunctions as glue that binds actorsto each
other and, at the sametime, facilitatesthe businessrelationship. It makesthe actors
realize the potential mutual benefit and reduces their mobility. The fundamental
acquisition in social exchange is an atmosphere of mutual understanding, and the
willingness of the actors to recognize each other’s goal and conditions.

As aconseguence, the element of trust in social interaction becomes important
for social exchange, asit laysthe groundwork for other elements, such as conflict,
cooperation, and power in the business atmosphere. Trust is defined aswillingness
to rely on an exchange partner in whom one has confidence. In contrast, the
legalization of relationships or ahigh dominance of formalized interaction confers
a condition of lack of trust and confidence. The opposite condition results when
relationshipsarebased ontrust and the mutual interest of partners, which minimizes
legal and formalized procedures. Trust has its foundation in mutuality, whereas
mistrust isbased on uncertainty and opportunistic behavior or theexerciseof power.
Theoutcomeof acoercive power inan exchangerelationship, for exampl e, exposes
uncertainty and mistrust, which influences the actorsto adapt their commitment or
search for alternatives. Ultimately, trust functions as aregulator of the amount and
type of the social exchange. The opportunistic behavior of an actor is decisive for
the opportunistic behavior of another. Theuncertainty which emergesislinked with
aweak relationship. This behavior influences a condition of weak relationship in
which price and short-term mechanisms bind enfeebled actors. Actors can switch
from one to another on the basis of economic advantages.

Thus, we can presume that trust appears as a continuous scale. On one end, the
exchangeisbased on trust and long-term relationships, and on the other, exchange
has a short-term profit or economic basis. An easy switching of alternativesis an
indicator of the economic nature in exchange relationships, which have a high
degree of mobility. Lack of trust can elevate other mechanisms in the exchange,
such as price, although actors can choose a position on the continuum from trust
to price. In this scale, the element of high trust stands on one edge and economic
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exchange on the other edge. Business actors can choose one of the elements or to
some degree combine the two elements.

Trust and mistrust, or uncertainty, contain the characteristics that are explained
in the form of dyadic relationships. The explanation incorporates aspects such as
the diffusion of trust/mistrust to other relationships. This means that, because of
embeddedness, trust and mistrust in a dyadic relationship spreads or transfers to
other exchange rel ationships. Furthermore, trust and mistrust in arelationship are
outcomes of several partners willingness in cooperation. As trust diffusesin the
network, so also does opportunism.

Some definetrust intermsof awillingnessto rely on exchange partnersin whom
one has confidence (Dasgupta 1988), and therein willingnessis related to dyadic
interaction and capability through connected relationships (Larson 1992). Others
extend this further and explain that trust and mistrust in a dyadic relationship are
outcomes of the accumulation of expectations and events of different types and at
different levels or parts of the network (Hadjikhani & Hakansson 1996; Macaulay
1963). Trust and mistrust exist on different levels(i.e. fromthelevel of the personal
and dyadic to those of the firm and political actors). Any change in the trust in
one level or relationship affects the trust at other levels and in other relationships.
The explanation assumes that trust in a dyadic relationship is an outcome of the
accumulation of trust in dyadic and other connected relationships.

2.3. Information Exchange

Concerning information, the process of exchange relationships between actors
entails access to and the use of information. The social and business exchange
is processed by an exchange of information among actors. Thus, the customer-
supplier relationship is considered as a vehicle through which each actor can
gain access to and make use of a counterpart’'s knowledge. The information
exchanged and combined involves a change in the knowledge base of partners.
That implies processes of interactive learning. These processes involve technical,
communicative, and social interactive learning and enhance the innovative
capabilities of the producer-supplier and the competence of the user-customer
(Lundvall 1988). This knowledge can then be transferred through forma and
informa means with their bases in technical, commercial, and social areas. The
content of the information can vary for different types of relationships. The
range can contain complex technical or market information, which calls for high
interdependency and strong rel ationships. In other cases, rel ationships can develop
on the other end of this range, low interdependency and a weak relationship, and
contain standard and formalized or only simple product information. One aspect
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in the exchange is the depth of the information. On the one hand, information
can just contain simple and standardized technical/social knowledge, and have a
low adaptation and interdependency. On the other hand, a relationship may be
strong and have a complex nature requiring adaptation. Connecting this element
to the social dimension and organizational nature, the aspect of formality in the
information exchange becomesimportant. Aninteraction that places greater stress
on the social relationship and on trust will elevate both formal and informal
interactions to a higher degree.

In summary, the three elements mentioned above — business, social, and
information elementsin exchange rel ationships— themsel ves provide no grounds
for the construction of networks. The two fundamental bases that glue the actors
and relationships together are adaptation and interdependency. One specific char-
acteristic, for example, that distinguishes between long- and short-term exchange
isthe aspect of adaptation. Coordination and cooperation, whichlink theactorsand
enable them to attain extravalue in the relationships, have their foundation in the
view that actors are interdependent and that this also requires adaptation. The pro-
cess nature of network theory implies the development of exchange relationships,
and that leads to change in interdependency and adaptation. On the whole, the
relationship is reinforced through the mutual adaptation and mutual orientation
processes. Without it, the exchange is in an isolated arena for a short space of
time. Thisview of the attributes of adaptation and interdependency give lifeto the
dimensions. A further devel opment of the terms adaptation and interdependency in
the relationships brings out the notion of relationship outcome. The outcome can
be explained by the strength and weakness of relationships, illustrated in Table 2.1.

These characteristics encompass the basis of exchange relationships in the
market in this study, namely, that the actors are functioning in a business market

Table 2.1: Some characteristics of weak and strong interdependency.

Weak Relationships Strong Relationships

Simple exchange Complex resource exchange

Few exchanges Large numbers of exchange relationships

Low adaptation High adaptation

Few actors engage Few or large number of actors

Economic bases and low Exchange combined with large socia exchange

socia exchange
Small and simpleinformation  High and complex information exchange
exchange
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constructed of both business and non-business actors. The buyer and seller have an
exchangerel ationship not only with each other but al so with other actorsbelonging
to business and non-business structures. An actor may aim for, or pursue, different
aspects with these actors. The relationship with one group may be exclusively
based on technical concerns, whereas with other groups, the relationship may be
politically based. These will be discussed in more detail later.

3. Political Exchange Relationships

This section presents a view on the political exchange relationship, which has an
essential role for the business-exchange relationships. Following the discussion,
the actors can be classified into two distinct groups of business actors and non-
business actors. In the exchange between two actors belonging to two different
systems, thereciprocity isnot necessarily achieved through any direct benefittoone
actor over another, but may be achieved through an indirect benefit (Bagozzi 1975;
Ekeh 1974; Hadjikhani & Sharma 1999; Levi-Strauss 1969), although mutuality
can have both adirect and indirect nature. Theinteraction between thetwo requires
not only an adjunct of conflicting interest but aso an arenafor exploring options
and sharing common values (Hult & Walcott 1990).

Some researchers observe the exchange between the business and political
actors as the foca relationship. Following this, researchers such as Ring et al.
(1990) argued that the view of the power of authority based on the unidirectional
influence of political actors suffers from an economic bias and a passive
perspective. Integration of the social dimension and a network perspective enrich
the concept of the political behavior of business actors and introduce issues such
as interdependency, influence and power, trust/mistrust. These elements together
determine the strength/weakness of a political relationship. Within this area of
thought, researchers have used different approaches to study how business actors
behave to reach an outcome from their political relationships.

The perspective of this study presumes that political actors have institutional
legitimacy based on values and norms from actors such as voters and the
media, and subsequently are able to undertake coercive and supportive actions
in their relationships with business actors. Business actors are driven by business
legitimacy based on profit and growth (Hadjikhani & Sharma 1999; Jacobson
et al. 1993). The purpose of business actors in this interaction is to convert the
dependency on political actors to mutual interdependency (direct or indirect) and
gain influence. Otherwise, the dependency to political actors leaves the business
actor with weak relationships to the political actors, and the only option left in
such a case is adaptation.



Business Networks and Non-Business Actors’ Embeddedness 29

Political actors, with their legitimate power, use different tools for or against
the business actors interacting with firms. They support business firms through
procurement policies. Such support is distributed selectively, favoring certain
sectors and firms. To regulate business activities and market forces, governments
implement laws on the formation of cartels and pricing, which influence both
local and international firms. In general, political actors employ avariety of tools
that affect firms interacting with international firms, with the aim of encouraging
economic growth and satisfying other non-business actors on whom the political
actors are dependent. Business actors experience the supportive or coercive
actions of palitical actors through the political rules governing tariff and non-
tariff decisions. Political actors use these rules in different measures to regulate
the behavior of business actors that interact with foreign MNCs. In a traditional
theoretical scene, political actors have the legitimate power, and business actors
are politically dependent on what decisions are made. Through this, the content
of trade policy, and whether it is coercive or supportive, affects the confidence of
business actors in their relationships with political actors. However, the political
actors are al so dependent on business actors.

Business actors control financial and technological resources, and produce
products services, thus creating jobs. Political actors control financial and non-
financial resources, and possess the power to make laws to regulate the business
activities of firms (Booth 1993). These activities affect income distribution and
employment, which are essential for economic growth and the GNP. For business
actors, the economic outcome dominates the interactions, and political actors are
driven by public needs, political ideology, or general economic values. Based
on this reasoning, researchers discuss mutuality in the needs of both. Marketing
researchers make claimsfor strategic actionsto convert the dependency of political
actors to interdependency and thereby gaining influence. Business actions are
to manifest interdependency, and an exchange between the two benefits both.
Thus, though with some modification, political exchange becomes similar to
business exchange. In political exchange, financial transactions with politicians
is prohibited as the public recognize it as corruption. Furthermore, product and
technological interdependency is missing. In business relationships, the mutuality
ismore direct, and an actor seldom gains | egitimate power. However, despite such
differences in the other analytical tools in business relationships, such as socia
and information exchanges, strengths and weakness are as prevalent asin political
exchange relationships.

Similar to a business relationship, one of the principle foundations that binds
and forms the strength in the relationship between two actorsistrust (Hadjikhani
1996). Palitical actorsin gaining trust need to show afairly stable value system.
But the discrepanci es between the proclaimed political values/slogansand political
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Table 2.2: Political activities of the business actors.

Influence Adaptation

Mutual interdependency Dependence on political actors
Mutual interaction and benefit Supremacy of the political actors
Cooperation Conflict

Trust Mistrust

Negotiation and convincing One-sided decisions

decisions make some business actors lose their trust in political actors (Brunsson
1986). This, as Brunsson (1986) noted, is because governments are expected to
satisfy different actorswho have conflicting demands. Intermsof network, political
actors themselves are embedded in a network with non-business actors, including
media, voters, and unions, al of which drive the behavior of political actors
in different directions. Although, similar to the business-exchange relationships,
trust/mistrust between these actors can be discussed in terms of weak and strong
relationships, which correspond with the influential and adaptive positions of
business actors (see Table 2.2).

Intermsof influence, the political and business actors enjoy cooperation and the
mutual benefit of the relationship, which istrustful. There is a complex exchange
of market and technol ogical information for each political issue (Boddewyn 1988;
Boddewyn & Brewer 1994; Hadjikhani & Sharma 1999). Palitical decisions and
conseguencesare negotiated with powerful businessactors. Political actors, despite
their legitimate political power, acknowledge the market power of the firms. The
next setting is based on a weak relationship and mistrust. It derives from the
coercive actions of political actors, which can be far from the needs of business
actors. In this option, the exchange is unidirectional.

Ultimately, the exercise of influence by business actorsisto gain subsidies and
strengthen market positions. Although, contrary to passive support actions which
are designed for unproblematic relationships (DiMaggio 1988), business actors
can actively undertake actions to build interdependency and strong relationships
with political actors. Influence embodies those activities intended to convince
political actors to provide specific political support. The extent of influence
varies. This is strictly connected to the political power of governments and
their interdependency with the actors in the political system, the market power
of firms, and the political issues. In the next setting, business actors have a
very low influence and high adaptation, which requires adaptive strategies for
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production activities, organization structure, purchasing and marketing behavior,
for example, and in severe cases, firms are forced to leave the market to the
supremacy of political forces. This portrays weak or conflictual relationships.
On the whole, such issues as continually changing political concerns and the
repositioning of political actors make the political relationship complex and
dynamic.

Generaly, an interdependent relationship has its basis in the reciprocity of
gains and losses. In political exchange, this interplay is always threatened since
the interaction is based on dissimilar value bases and the temporary nature of
the position of political actors. These two characteristics thus cause weakness
in the political exchange. However, business actors make commitments with the
intention of developing and maintaining such dyadic relationships (Hadjikhani
& Sharma 1999). The interactive forms can be through co-option, absorption,
and coalescence. The interplay has probably been the reason for the emergence
of studies investigating the extent of cooperation under conditions ranging from
bargaining to non-bargaining (Boddewyn 1988; Roth & Schoumaker 1983),
bribery (Rose-Ackerman 1978), lobbying (Milbrath 1965; Potters 1992), and
collective action (Olson 1975). Severa studies can be mentioned, including one
by Jansson et al. (1995), which concentrated on the influence of MNCs on
political actors. Hadjikhani & Sharma (1999) and Ring er al. (1990) extended
these dimensions of exchange and connected this cooperation to trust, giving the
cooperation asocia dimension. The bargaining and non-bargaining factors listed
by Boddewyn & Brewer (1994) illustrate the varietiesin cooperation and conflict,
which are also related to trust in a political relationship, and which can result in
outcomes of either influence or adaptation.

A reason for the weakness in the rel ationship is the resistance of political actors
to engage in cooperation, and thereby mistrust and conflict fill the content of
the relationship. Business actors, in such an urgent position, respond either by
continuing to remain in the relationship and adapting (Hadjikhani 1996; Wells
1977) or by exiting (Hadjikhani & Johanson 1996; Hirschman 1970). Some of
these conditions of cooperation can degrade trust in the connected relationship
when, for example, the public learns of a case of bribery, which is recognized as
illegitimate.

The political relationships are treated in this study as the main connected
relationships. The extension liesin the presumption that non-business actors have
a dominant position in the business network and affect/become affected by the
business relationships. This view raises the most important aspect of the network
— embeddedness. Theaim of thefollowingistointroduceand discusstheattributes
of embeddedness of business actors, which in the later section will be connected
to political embeddedness.



32 Non-Business Actors in a Business Network

4. Firms and Government

Business firms interact with other firms and government to pursue their business
goals. In these terms, a firm's relationships with other firms and government can
be discussed in terms of embeddedness. Thus, a business firm is connected to
other partiesto make businessand political exchanges. Connected relationshipsare
consideredto bean essential condition for the existence of abusinessnetwork. Two
exchangerelationshi psare connected to the extent that exchangein onerelationship
is positively or negatively contingent upon exchange in other relationships (Cook
& Emerson 1984). When a business entity is supposed to act in such a structure,
thereisreason to believe that the firm is embedded in a network of interdependent
actors exerting both influence and making adaptations to achieve mutual gains.
Embeddednessrefersto the fact that economic activities and their outcomes affect
and areaffected by thefocal actors' dyadic relationships(Andersson 1992; Grabher
1993). So, in order to understand a specific businessrelationship, it isnot sufficient
toview it asanisolated unit (Blankenburg Holm 1996); rather, it must be studied on
the basis of alarger context, which consists of connections to other relationships.
In this vein, the business networks are composed of the focal relationship and a
number of connected relationships that somehow are interrelated with each other.
This view interrelates a restricted focal actor and relationship with a number of
other relationships. In some cases, the principleof direct mutuality ispreserved and
in othersreciprocaly isindirect. The environment of businessfirms, asillustrated
inFigure 2.1, is constructed of connected rel ationships so that the strength of, and

Connected Exchange

Relationship \ /O
Actor \ m

O w Focal Business B O

O/ Exchange Relationship

Figure 2.1: Business embeddedness.
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changesin, the connected (for example between actors A and C) and focal relation-
ships(between actors A and B) affect each other. The explanation impliesthat other
actors connected to actors A, B, or C may affect the focal exchange relationships.

Embeddedness can be analyzed through aspects of strength. The degree of
strength formsthetypeof structureinthe network. High strengthand alimited num-
ber of connected relationships constitute an extreme and bounded structure. Low
strength in connected rel ationshipsand alarge number of actorsconstituteal oosely
coupled structure. Themore afocal actor isdependent on the embedded actors, the
weaker the relationship, the higher the adaptation, and the weaker the focal actors’
position in the network. The closer these embedded actors are (in terms of direct
andindirect exchangerelationships) to thefocal actor, thegreater thestrengthinthe
network. In connection to the aspect of typesof actorswithinthe structure, theview
explains that firms are embedded in a network in which the context incorporates
actorsof different natures. Theview permitsidentifiable and known political actors
to be enclosed within the boundary of the network. In this vein, the environment,
contrary to aclassical specification of thebusinessnetwork, isnot completely given
or seen as less important. The view implies that embeddedness in the political
realm can be as important as, or even more important than, embeddedness in the
business realm. Following the construction of interdependency of the embedded
actors, businessactors can exerciseinfluence on actorswhich have different values.

4.1. Embeddedness in a Political Context

The complexity of embeddedness in this argumentation lies in the notion that
the network expands its territorial observation and involves actors who do not
have similar value systems (Hadjikhani & Sharma 1993). As presented in the
earlier section, network theory constructsaview of political actorsthat isdifferent
from many studies where alaissez-faire market condition is assumed. In alaissez-
faire market condition, business actors dominate the market. Such a presumption
explored in terms of the network recalls the traditional industrial network that
homogeneously constrains the business actors in the formation of their network
context. Political actorsarein, or even beyond, the horizon of the network context
because they are very distant from the core activities.

In this study, a network is seen as a set of sociopolitically and economically
interrelated actors. Some actors have a generalized exchange, while others have
a specific exchange in which the reciprocity is not necessarily achieved through
any direct benefit of one actor over another. Instead, it may be achieved through
an indirect benefit provided for another actor, which is embedded in the network
(Bagozzi 1975; Ekeh 1974; Levi-Strauss 1969). The view of interdependency is
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explored to indicate that the political embeddedness requires not only an addition
of conflicting interest but also an arenafor exploring options and sharing common
values (Hult & Walcott 1990). Business actors' political behavior is seen as
being governed by activities intended to adapt to the outcomes of the behavior of
political actors, athough thefirm’saim isto exercise influence on political actors.
Otherwise, firms become dependent on poalitical actors, and the option remaining
for thefirm isadaptation, which causes structural change and increases costs. Such
a view relies on a network explanation (Forsgren 1989; Johanson & Mattsson
1994), which is as follows: international firms are dependent on the government
because political rules affect their business. At the same time, the government is
dependent on foreign enterprises because firms make investments that, in turn,
affect groups on which governments depend, such as the media and the public at
large (Hadjkhani 1996; Jacobson ef al. 1993). This callsforth the explanation that
these two actors are interdependent, and their interplay is contingent upon a set
of actors from both business and palitical systems. Such interdependency may be
invisible or indirect, but it exists.

The focal actor’s two types of exchange relationships and connections are
depicted in Figure 2.1. In one relationship, the political exchange, the political
actor undertakes coercive and supportive actions for, or against, the focal actor.
Types and content of the political actions lie in the strength of embeddedness
between the political and other business and non-business actors. Political actors
undertake actions to convince those with whom they are highly interdependent. In
this manner, business actors exercise influence to gain subsidies for their business
activities.

The presumption in the idea of embeddedness is that the connected political
and business relationships affect the focal relationship. Imagine a case where
a government decides to make a drastic change in the customs duty. The new
decision, first, will influence the focal firm’s relationship with the political actor
because of the influence of the decision on the cost structure. Because of the
interdependency, the focal firm also has to change its business relationship with
its counterpart. The purchasing or selling value between the two hasto be atered.
The decision will affect the cost structure of the production and distribution
systems, which will further affect the other embedded business. Furthermore, it
affects factors like employment, which are important for the political actors. Asa
result, the embedded actors also may have to change their organization and their
marketing or purchasing activities. As a conseguence of the decision and therule
of interdependency, such a political decision aso influences social relationships.
It has an impact on trust between the political and thefocal firm, and subsequently
on those businesses that are embedded. The degree of impact lies in the degree
of strength in the connections or, in other words, the degree of embeddedness.
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However, because of the role of interdependency, the impact from an embedded
actor transfers to the focal and other embedded relationships. Thus, cooperation
and conflict between afocal and political actor affectsthetrust inthefocal business
relationship, and that transfersto other interrel ated businesses (Macaulay 1963). In
caseswhere apowerful embedded actor discreditsafirm’smarket activity, or when
governments use the power of their authority, there is a conflict and conseguent
mistrust. A political actor, which discredits a firm because of its interdependency
with a powerful interest group or political ideology, will affect the atmosphere in
the focal relationship as well as those businesses that are embedded.

The higher the number of firmsinterdependent with political actions, the greater
the density in the political zone of the context in the business network. The higher
the level of impact from political actors on a focal actor, the higher the level
of impact on embedded business actors. The complexity lies in where to set the
boundary of the network. Incorporation of the political system also includes non-
business actors, such asmedia, unions, and the public. Their numbersarelargeand
vague, and the benefits of the actors are much more ambiguous. These complicate
the measurement of density. But density isasignificant issue asit representsamap
of the business and non-business actors who have direct and indirect exchange
relationships with the focal actor. No matter what the types of embedded actors
are, the terms interdependency and adaptation the density assist in measuring the
degree of embeddedness and the structure.

The atmosphere, expressed here in terms of power and trust, has its impact
on the focal relationship, which transfers to others. The higher the degree of
interdependency, the higher the degree of impact onthefocal actor. A crucial issue,
specifically important in political embeddedness, i sthe aspect of thepolitical power
of political actors, which can be used for the creation of interdependency. Such a
condition isan outcome of ahigh degree of dependency of political actorstowards
non-business actors. A strong degree of dependency between business actors and
political actors becomes equivalent to a weak political-business connection. An
interesting issue for such a case is that there is a high degree of embeddedness,
but the relationship has a weak nature. Under a condition of weak relationship
with a high dependency, the only option left for the focal firm is adaptation, which
subsequently affects others who are embedded in the network.

5. Summary
The attempt in this chapter has been to develop amodel for studying the business

network. The model has its basis in network theory, but it infuses non-business
actors into the boundary of the network. The model integrates two problematic
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issues of business-to-business and business-to-non-business actors. The chapter
continued with a discussion about the business relationship and its composition,
introduced by: (1) business exchange; (2) socia exchange; and (3) information
exchange. Thepolitical exchange relationshipswereintroduced to differentiate the
contents of business and non-business relationships. The model then elaborated
discussions about embeddedness. Asfar asthe embeddedness considered business
actors, themodel isnot uniqueand issimilar to alarge number of business network
studies. The moddl’s distinctivenesslies in the notions introduced, concerning the
embeddedness with non-business actors. Since political actors control other types
of resourcesthan the businessactorsand havelegitimate power, the study presented
other notions to examine the content. When studying the content concerning non-
business actors, the model introduced different types of actions varying from
negotiation to cooperation. For the strength in these relationships, the model
introduced the two concepts of influence and adaptation. The conceptual tool that
integrates these two problematic issuesis the strength in the negative and positive
relationships. These concepts unify the two areas in such a way that a business
network can be identified by its structure. This structureis discussed and is said to
be composed of the accumulation of the strength in thefocal and embedded actors.

Thenext sectionisdevoted to apresentation of thefacts. Thismodel will be used
to operationalize the empirical facts, and to present and analyze the conclusions
reached by the Iranian and IMP2 studies. The analysis is to lead to additional
findings that can enrich the conceptual framework.



Part 2

Decomposition of the Facts

Inthe preceding chapter, different perspectives on market and firms’ behavior were
presented. The aim was to introduce the benefits and shortcomings of different
disciplines and to construct a theoretical framework. A distinct specificity in this
construction was the requirement to include non-business actors in the industrial
network. Yet, a business relationship is fundamentally embedded in connection
with different types of actors. The specificity liesin the extension of theindustrial
network boundaries; the integration of non-business actors will shed new light on
our understanding of the business firms' behavior. While the non-business actors
have been referred to in other industrial network studies as assuming a non-active
rolein the network environment, this study integrates these actorsinto the network
and gives them an identity.

No doubt, such a theoretical framework can be applied to different firms in
different societies, since business firms both influence and are influenced by non-
business actors. A presumption of linear, measurable impact — or indeed of no
impact — from the side of the non-business actors produces doubtful results
and conclusions. However, the inclusion of non-business actors will increase
the complexity of the framework. This is because: (1) the number of the factors
increases; and (2) the selection of the factorsand across-sectional analysisbecome
much morecomplicated. However, if theresults, asthese chapterswill demonstrate,
prove to be to some extent complementary and far-reaching, then the extension of
theindustrial network boundary isanecessity. Theworld of businessistoo complex
to be explained away by any industrial network model that excludes non-business
actors.

The survey is constructed to measure the content of focal relationships between
Iranian firms and foreign MNCs, and also to study embeddedness in terms of
the connections between the focal Iranian firms on the one hand and other local
and foreign business and non-business actors on the other hand. Following this
construction, the presentation of the empirical facts will first study the nature of
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the focal relationship, before proceeding to examine the connected actors. The
main aimsin this part of the book are:

(1) To study the strength/weakness of the focal relationships as this impacts on
the content of the relationship. This is achieved by three chapters which
cover different aspects of relationship development, adaptation and social
interaction;

(2) To study the embedded actors interaction with the focal relationship. The
purpose is to understand the types and strength of these connections and,
further, to illuminate the impacts of these connected relationships on the foca
busi nesses between the Iranian and foreign firms. Theimpactsare discussedin
termsof strengthinthe negative/positive connection with thefocal relationship.

The subsequent four chapters present the empirical findingsfrom the survey. While
studying the focal relationship, the three aspects of relationship development and
adaptation are presented in the three different chapters. In these chapters, the
results of the Iranian cases are compared to those findings from the IMP2 (see
Part 1, method section). For some of the questions, the results from both studies
are compared. The comparison is designed to assist this study when drawing
conclusions.

The fourth chapter is devoted to the topic of embeddedness. In each chapter,
before the presentation of empirical results, atheoretical discussion is presented.
The concepts can be considered as views that have their bases in the theoretical
framework presented in the theoretical part of this study.



Chapter 3

The Focal Relationship

This chapter is devoted to the empirical facts about the relationship between the
focal actors, namely, Iranian firms and their foreign partners. The relationship can
be defined and analyzed in various ways, depending on the selected theoretical
framework. In this chapter, the structuring of the survey results is based on the
relationship content. Relationship content is defined in terms of: (1) a temporal
continuum covering past, present and future transactions; and (2) the types of ties
that constitute the relationship. The strength of the ties is dependent on these two
dimensions of the content. Subsequently, the survey presents facts and findings
about the history of the relationship and about present and future expectations.
The next section sets out the results obtained for the exchange ties between Iranian
and foreign firms. This covers aspects like product exchange and technological
cooperation between the firms.

1. A View on Relationship Content

Theexchangewithintherelationshipsexistson several different levels. Thecontent
is a dimension that encompasses several aspects. Content can be described as a
factor whichincludes aspectsthat determinethe strength of the rel ationships. Some
researchers (e.g. Hakansson & Johanson 1987) signify the content by the nature of
theflowsbetween partnersand view thetechnical and social flowsasadecisivefac-
tor for the content. Others(e.g. Ford et al. 1998) focus on the exchange of products,
services, money or social interaction. Still others(e.g. Hadjikhani 1997) extend this
conceptual boundary and include different aspectslikethe residueleft after the ex-
change. Thelatter study embodiesthetime dimensioninthe content along acontin-
uum of past, present and future. Thetime dimension holdsfor duration of business
relationship. A significant aspect of this dimension is durability, which maintains
thenetwork for along period. Thisisimportant sincethe composition of the content
at present has a connection to the past. Furthermore, the past and present affect
expectations influencing commitment, which is essential for the future exchange.
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Figure 3.1: Relationship length and extent.

The second dimension is the relationship extent. This dimension considers the
technical and social contents of the exchange. It includes the number and extent
of the business exchange. These two dimensions are exhibited in Figure 3.1. One
considerstherelationship development serving the dynamic aspect, i.e. the actors
present and past activities, and also their future expectations for the devel opment
of the business relationship.

The view of content is specifically important when studying linkages between
the actors. A study on content provides no further knowledge if actors and
relationships are identical. But, a network’s relationships are diverse, and there
is no standardized content; actors are linked to each other differently, and each
relationship’s content i s specific. One specific aspect that distinguishes the content
of each relationship isits strength. In Figure 3.1, the strength of both dimensions
is expressed in terms of weak/strong and also positive/negative attributes. They
simply indicate the duration and composition of the relationship. Cell 1 refers
to arelationship of short-term interaction containing few and simple exchanges.
A newly established relationship would belong to this cell. Cell 4 exhibits the
opposite situation; here, the relationship is composed of intensive exchanges
and is of a long-term nature. A long-term relationship between firms with an
extensive technological cooperation for technical development (Hakansson &
Johanson 1987) would fit the cell 4 categorization. In cell 2, the actors have had a
long-term interaction, but the relationship contains few and simple exchanges.
A long-term exchange of standardized products would indicate this situation.
Finally, cell 3 refers to a relationship of intensive and diversified exchange
which has existed for only a short period of time. Cases like market entry with
project selling can denote a high level of exchange within the time limit of a
project.

These cellsare composed of different contents representing four different levels
in the relationship strength. Cell 1 reflects a situation where the ties are weak and
can easily be broken by alternative choices (e.g. choosing a different supplier).
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Cell 4 reveals adiametrically opposed situation. Cell 2 shows avery low level of
cooperational development. The relationship has a more formalized and narrow
structure, and the number of the exchanges is limited. The experience gained
in the long-term cooperation seems to indicate a lack of adaptation in technical
capacities, and therefore aweak relationship. The potentiality to upgrade a weak
relationship to a stronger one is depicted in cell 3; here, the extensive and large
number of complex exchanges contains the seeds for further cooperation in the
future (Hadjikhani 1996).

2. Historical Development

When studying the focal relationship, the aim of the questionnaire was to
measure aspects like the development of the relationship and its content.
Some of the questions consider the process, aspects like the history and
initiation of the relationship, while other questions related to the composition
of the relationship and the characteristics of the actors themselves. In studying
the process, the respondents were asked questions on the commencement of
the relationship; when the firms made their first purchase from their foreign
partners; how these rel ationships devel oped; and their future expectationsfor their
relationships.

The answer to the first question, “the year of initiation,” is presented in
Figure3.2. Asindicated, theinitiation of therelationshipsdoes not follow agradual
development or specific trend. The number of relationships, along the vertical axis,
and number of years, along the horizontal, show a rapid increase and decrease,
respectively, in the years 1956-1997. However, the significant aspect of thefigure
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Figure 3.2: Relationship initiation.
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liesinthevaluesgivento theinitiation of the relationship. Whereastherel ationship
initiation seems stable until 1970, it rapidly increasesin the yearsaround 1973 and
then declines until 1980. After 1980, it increases up to the year 1986 and then
again decreases rapidly. The next positive development occurs around the year
1995 and then again rapidly decreases. In 1996, it starts to increase slowly. As
shown, a steady incremental progression in the initiation development years is
absent.

In the original IMP2, the decade that the relationships were started was the
1920s, and in each year, the number increased steadily. In the Iranian study, onthe
contrary, the first relationship started much later, and the successive development
trend for the majority of the firmsisby the year 1988. In this study, one firm starts
purchasing in 1956 and the next one in 1966. Furthermore, the values are not of a
progressive nature.

One explanation can be attributed to radical political and economical changein
Iran. Asdepictedin Figure 3.2, therate of valuefor thefirst purchaseisintensifiedin
theyearsaround 1973, 1988, and 1995. Thisisrelated to the positive expectations
of the Iranian firms because of the improvement in the genera business
environment.

As stated above, the intensity in the initiation of the relationships can be
explained by economic and political changes. During the period 1970-1998,
the Iranian political and economic milieus were faced with several dramatic
changes. These periods can bedividedinto three substantial periods:. pre-revolution
(prior to 1977), revolution and war (between Iran and Irag, 1978-1988), and
post-war (1988). Expansion, revolution, and consolidation in the economic and
political systems correspond to the changes in the development of the business
relationships.

In 1973, the same year that the Shah'sfifth plan was instigated, oil prices rose,
and likewise Iran’s oil revenue. The government started to make huge investments
indifferent industrial sectors. The expendituresin 1974 increased 141% compared
to the year before, and Iranian firms intensified their exchange relationships with
the foreign MNCs. Local demand was increasing. For example, the consumption
of electricity wasincreasing at arate of 18-20% ayear (Looney 1982). The result
was arapid demand for electricity and an increase in the interaction of local firms
with foreign firms.

Asthe figure indicates, after the first expansion period, the number of relation-
ships decreased. The explanation for this lies in the political developments after
1977, combined with increasing business uncertainty and hostility against foreign
MNC:s. In the autumn of 1978, the political and economic situation became more
unstable (Financial Times, 29 July 1980). As Figure 3.2 portrays, thereisaradical
decreasein the number of new relationships at thistime. Unfortunately, thereisno
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Table 3.1: Historical development.

Question t-Value  df Significance Mean
(Two-Tailed) Difference

1. What wasthefirst purchase ~ 7.380 119 0.000 16.24
made from this supplier,
years ago?

reliable information about the total imports by Iran during the period 1982—-1992
(Monthly Bulletin of Statistics 1993, December, United Nations). According to
the study by Rezayi (1986), the total value of imports dropped from 1000 billion
Rialsin 1977 to around 700 billion between 1978 and 1980, and increased to 1300
billion Rialsin 1985 (see also Hadjikhani 1996). A similar devel opment trend can
be observed in the number of exchange relationships during the crises and consoli-
dation periodsillustrated in Figure 3.2. We can see that the number of relationships
decreased in 1977 but thereafter increased and assumed a positive trend. However,
it seems that the rate of increase is repressed. There is a further dramatic change
at the time of the war between Iran and Irag. In 1988, after the termination of
the war, suddenly the number of relationships increased. The positive degree of
intensity after 1988 isunmistakable; the only explanation for this development can
be the termination of the war between Iran and Iraq. This can aso be verified by
the sudden and rapid increase in the import and export valuesto Iran. After 1988,
it seemsthat the number of new relationshipsincreases but at a much slower pace.

As depicted in Table 3.1, the first aspect of the focal exchange relationship
under consideration concerneditshistorical devel opment. Interesting enoughwhen
comparing the average age of the relationships, the relationships between the
Iranian customers and their suppliers are significantly older than the relationships
in the IMP2-study. An examination of the mean difference of the age of the
relationships shows that those between the Iranian firms and their foreign
counterparts are, on average, 16 years older. This might be attributed to the
relatively long period (1970-1998) where the relationships which had aready
been established remained, although with a very limited interaction.

2.1. Relationship Development

Several sets of questions were constructed in the research to examine the
relationship between the focal actors. Some questions measure the general content
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Figure 3.3: Pattern of purchase development over the previous 5 years.

of the relationships, in order to determine the parametersimportant to the survival
of the relationships. Othersrefer to specific ties and measure the product exchange
or technological cooperation.

Concerning thegeneral aspect, intheset of questionsrelatingtothe Development
Patterns inthefocal exchangerelationships, thetrendin purchasing (over thepast 5
years) was examined, i.e. the stability, regularity and quantity of the purchase. The
first question examines the purchasing trend during the previous five years, and
the response scale offered five options from “rapid increase” to “rapid decrease”
(see Figure 3.3). The answers reveal a degree of increase in the last five years
for this factor. The percentage of the rapid and slow increase taken together is
50.0%. The rest, 31.7%, selected the aternative “unchanged,” and 15.0% chose
“rapid decrease” and “slow decrease” The accumulated value given for the “slow
decrease” and “unchanged” trend is 43.4%.

However, the combined value for the options “rapid increase” and “slow
increase” is50.0%, whereasfor “rapid decrease” and “slow decrease,” it is15.0%.
This shows that alarge number of the Iranian firms have observed a positive trend
in the relationship devel opment. However, thistrend is much lower than the trend
in the industrialized societies. The corresponding aternatives in the IMP2 study
are 64.9 and 12.4%. For the alternatives “rapid increase” and “slow increase,” the
IM P2 scores are more than 30% higher. Furthermore, the value of the“ unchanged”
ismuch lessin the IMP2. In the question for the Iranian firms, the score is 31.7%,
and for the previous study, it is22.8%. Thisgives an indication of the development
in the content of the relationship. A simple conclusion is that the growth in the
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Figure 3.4: Profitability for the past 5 years.

content of the relationship in the Iranian case is much less than the previous
study.

Two other questions that cover the development pattern reflect the
importance of the economic relationship over the next five years. One question
examines the profitability of the relationship for the supplier and another
for the customer. The main question is “Considering all costs and revenue
associated with this relationship, how would you assess its profitability over
the coming five years. (a) for your company; and (b) for the supplier's
company?’

Figure 3.4 illustrates the anticipated profitability for the coming five years
via a response scale ranging from “very bad” to “very good.” As shown, the
combined values given to the first two options of “very bad” and “rather bad”
in the customer question are 3.3%. The same options in the question for the
supplier have the score value of 6.7%. The values for “break even” are higher,
both at 16.7%, but are much less than the next two options. The combined scores
for the aternatives “rather good” and “very good” are 75.0% for the customer
and 71.6% for the supplier questions. These scores lead to several interesting
conclusions.

These measures signify: (1) the anticipated high level of economic gains over
the next five years; and (2) the mutual benefit in the interaction. The first has its
basisin the high percentage scores for the options “rather good” and “very good.”
This implies that the Iranian customers predict a high economic benefit in their
exchange with the foreign suppliers.
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Further, the Iranian firms as reaping high economic gains in this interaction
also predict the same for the foreign suppliers. Moreover, and thisis crucial, the
Iranian customers believe that this relationship is important not only because of
the amount of the exchange but because of the mutuality in the economic gains.
If the scores for the last two options had lower values, the relationship would be
viewed as having only weak economic ties; or the relationship could have been
considered unimportant. Also, if thevaluesfor the customer and suppliersreveal ed
substantial differences, the relationship could have contained an imbalance in
the exchange. Imbalance is an indicator of aweak relationship conducted by the
exercise of power.

The positive view held by the Iranian managers vis-a-vis the importance of the
relationships emphasizes the fact that whatever the relative strength of the other
guestions, both partners considered the exchange to be essential for their market
activities in Iran. The results from these questions will later be used to support
or regject other variables in the relationships. A crucia finding is that the Iranian
customers believe in the absence of opportunism in the behavior of their foreign
partners. Thisisimportant, since opportunism is a criterion for aweak and short-
term relationship.

Ancther interesting set of questions in the context of relationship development
is the expectation of the Iranian customers. The question was. “What are your
expectations regarding purchases from this supplier for the next five years?’ As
shown in Figure 3.5, the degree of expectation for the option “rapid increase” is
very low, viz. 8.3%. But for the option “Slow increase,” it is much higher, 25.0%.
Unfortunately, the future expectation for the options “sow decrease” and “rapid
decreases’ are 28.3 and 5.0%. This means that the number of firms that expect a
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Figure 3.5: Expectations regarding purchases for the next 5 years.



The Focal Relationship 47

reduction in the business exchangein the futureis higher than those who anticipate
amore positive devel opment.

This is based on the accumulated values for the two first options (33.3%) and
the two options “slow decrease” and “rapid decrease” (33.3%). However, the
answers to other questions reflecting the past dimension, for example, “the total
purchase during the last five years,” as shown earlier, reveal a positive trend. For
the question relating to the past five years, the values that the Iranian managers
give to the options “rapid increase” and “slow increase” are 50.0%, while the
combined value for the two options of “dow decrease” and “rapid decrease”
is15.0%.

The comparison of theresultsfrom thelast fiveyearswith thefuture expectations
reveal sthat thelow degree of future expectation can berelated to the higher degree
of uncertainty for future development. This uncertainty can have its source in
other parts of the network; for example, it may derive as a direct consequence of
uncertainty in the political sphere. This explanation has its basis in the economic
and political development, which correspondsto thevoltility inthepast dimension
of the relationship devel opment.

The comparison of the values for future expectations with another question
(whichisnot set out in this chapter), considering regul arity in purchasing behavior
over the past five years, underscores the above conclusion. This is because the
combined value given to the options “fairly regular” and “irregular” is about 65%.
The answer for “very regular” is extremely low (5%), and for “very irregular” it
is about 7%. The highest scores are given to the options “fairly regular” (45%)
and “fairly irregular” (21.7%). However, the interaction contains a lower degree
of uncertainty concerning the past five years than for the coming five years.
However, future uncertainty is not manifested because of the problems in the
focal relationship, sincethefocal relationship containsahigh level of profitability
for the both Iranian and foreign firms.

Degspite the fact that the development trend in the past is better than that of
future expectations, the values in the past, compared with the results from the
industrialized countries (IMP2,) are not so high. Another question that examined
the past dimension was: “How stable was the purchasing pattern?’ in the last five
years (see Figure 3.6).

The Iranian managers were presented with aresponse scale, ranging from “very
“stable’ to “very volatile” The scores presented, as depicted in Figure 3.6, are
compared with the values from the earlier IMP2 study.

Theresponsefor the option “very stable” is8.3%, and for “rather stable” 56.7%.
The valuesfor the “rather volatile” and “very volatile” options are 10.0 and 6.7%,
respectively. The answers show an interesting prevalence of the “rather and slow”
for these questions. The result can aso be compared with the values from the
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Figure 3.6: Stability in the purchasing pattern over the past 5 years.

IMP2 study. In the IMP2, the dominant values have a very positive nature. More
than 37% chose the option “very stable,” and for the same alternative, the score
given by the Iranian firmsis below 10%. However, in the industrialized countries,
purchasing patternsenjoy adegreeof stability that isthreetimesgreater thanin|Iran.
In the Iranian case, the combined value for the options “rather volatile” and “very
volatile” is16.7%, and for the IM P2 study, the same combined valueis 6.7%. This
means that the degree of volatility is more than double for the Iranian firms. The
comparison verifies the discussion above about the uncertainty. The purchasing
pattern of the Iranian firms over the past five years has been less stable than IMP2.
Instability has caused a degree of uncertainty higher than that perceived by the
firms in the previous study. This also confirms the lower degree of dependency
and a higher degree of uncertainty for the Iranian firms. But still, the scoresin the
Iranian firms' study indicate stability in the interactions.

Concerning relationship development (depicted in Table 3.2) the comparison
between the IR-study and the |M P2-study showsthat the Iranian customersoverall
have a more positive view on the development of their relationships. In the group
of questions used to investigate this, we find that four out of seven test for
significant differences between the answer from the IR-study when compared
with the IMP2-study. It is clear that the relationship for both the customer and the
supplier is viewed as more profitable in the IR-study, and that the stability and
regularity in purchasing is higher (see Table 3.2). Thetrend in purchasing and the
expectations for the future shows, however, no difference compared to the IMP2-
study, indicating that the long-term nature of the relationship between the Iranian
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Table 3.2; Relationship development.

Question t-Value df Significance = Mean
(Two-Tailed) Difference

1. What has the purchase trend 1527 115 0.130 0.38
been over the last five years?
2. Considering all costs and 2408 115 0.018 0.73

revenues associated with this
relationship, how would you
assess its profitability over the
last five years for your
company?
3. Considering all costs and 3051 112 0.003 0.80
revenues associated with this
relationship, how would you
assess its profitability over the
last five years for the supplier?
4. What are your expectations 1897 114 0.060 0.45
regarding purchases from this
supplier for the next five years?

5. How stable was the purchase 2719 106 0.008 0.62
pattern?
6. How regular was the purchase 2.370 87 0.020 0.97

pattern, i.e. have purchases
been made at regular intervals?

customer and their foreign suppliers is very similar to the relationships in the
IMP2-study.

3. The Focal Exchange Relationships

This part of the study reflects several aspects in the exchange relationships. The
first section considers the product and technological exchanges, and the second
section considers the activities of the focal actors in product specification or
technological cooperation. This section also integrates areas like market share and
product delivery. The results from the Iranian study are compared with a selection
of the evaluations reached in the IMP2 study.
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3.1. The Product and Technological Exchange

In this context, the study seeks to measure two areas, viz.: (1) the type; and
(2) the nature of the products flowing from the foreign suppliers to the Iranian
customers. The survey includes six different questions covering aspects like
product classification and the newness of the product. One question seeks to
determine the type of products. The five options are: raw material; semi-finished
product; component; light equipment; and heavy equipment. The type of product
selected by 50% of the I ranian customersisraw materials, and 29% select industrial
components. The rest constitute heavy and light equipment. The values given to
thesealternativesalmost correspond withtheresultsfromthepreviousstudy, IMP2,
with two major differences. The percentage in the heavy equipment option for the
IMP2 study is 27%, whereas for this survey, it is 8%. Furthermore, in the Iranian
study, the option “raw material” rates 50%, and in the IMP2 casg, it rates 31%.
However, the values for the other options are similar. However, the high rating for
the “raw material” option prepares the ground for the assumption that half of the
Iranian customers operate in the processing industry.

Ancther question (not depicted here) examines the knowledge of the Iranian
firms about the specificity or the degree of standardization of the exchanged prod-
uct. Theresultsshow that 60% of thefirmsclassify theexchanged product assimilar
to the existing products. The rest (40%) responded that it was a “totally new” or
“somewhat modified solution.” Thesevaluesareal so similar to theresults achieved
in the IMP2 study, with one mgjor difference. The percentage of the aternative
“atotally new solution” and “new in several aspects’ in the Iranian case rate both
scoresof 13.3%, butinthe M P2 study, the scoresfor the corresponding alternatives
are 3.6 and 10.9%. However, the novelty in the exchanged products between the
Iranian firms and their foreign partners is three times greater than in the IMP2
study. Reflecting on the product exchanged, the type of the product is one of the
factorsthat determinethe content of arelationship. Thefinding above, for example,
requires a high technological competency for at least 40% of the Iranian firmsto
handle the product exchange. Further, it requires complex technological cooper-
ation between different units of the Iranian and foreign firms. Consequently, the
relationship content hasto be consolidated, at |east for thisgroup of thefirms, witha
number of strong ties. Oneaspect in abusiness-exchangerel ationshipistheengage-
ment of bothinteracting parties. In terms of relati onships, the partners need to have
some degree of cooperation regarding issues like the specification of the product
exchanged. One of the questionsin this respect was: “Who specifiesthe product?’

AsFigure 3.7 illustrates, the role of the supplier alonein specifying the product
is very low. The response option “both supplier and customer are engaged” rated
22.8% (for theIMP2 study, it is39.3%), and the option “ mostly the customer” rated
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Figure 3.7: Who specifies the product?

26.3%. Theinteresting option that fixes the exchange relationship asbeing weak is
“only customer,” which rated ahigh score of 38.6%. For the same option, thevalue
in the IMP2 is about 9%. These results can be analyzed in different ways. Oneis
that in the Iranian study, cooperation between the supplier and customer regarding
technological issuesisweak. A further detailed question examining aspects like
technological cooperation will approve/reject this hypothesis. The other possible
reason is that the Iranian customers know what they want to buy. However, this
possibility can be rejected by reference to the question above, which studied the
requirement of the product in terms of the content of the relationship. Thiswill be
analyzed further in subsequent chapters.

Studying the possible differences and similarities (see Table 3.3) concerning the
product and technol ogical exchangereveal sthat thereare no significant differences

Table 3.3: Product and technological exchange.

Question t-Value df  Significance Mean
(Two-Tailed) Difference

1. How much does the product 1.072 113 0.286 0.28
depart from the products you
have used previously?

2. Who specifies the product? 3795 112 0.000 0.90
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between how the companies in the IR and the IMP2 studies perceive the current
product compared to previously used product. This implies a similarity between
the characters of the relationships when it relates to the product technology. If a
large portion of the relationshipsin either study had concerned product with very
specific attributes, it is likely that this could have been observed as a significant
difference. Contrary to this similarity, the Iranian firms state that the customer, to
a higher extent, specifies the product compared to the firmsin the |MP2-study.

3.2. Importance of the Customers

Another crucial area in the exchange relationship centers on the importance of
the customer and supplier to each other. The scores measure this interdependency.
Examining how this interdependence operates in practice will help to develop an
understanding of the partners' needs vis-a-vis each other. In this respect, we focus
on two sets of questions: (1) the importance of the customer for the supplier; and
(2) the importance of the supplier for the customer. In each set, the questions
measure the importance for a specific area in the relationship, like “the amount
in the exchange.” Each question offers the respondents a response scale of five
options: “strongly disagree,” “partly disagree,” “uncertain,” “partly agree” and
“strongly agree.” Thefirst main question of the set is: “Inwhat respect isyour firm
important to this supplier?’ This topic contains 11 sub-questions, from which the
study will present the results for only seven. The answers to these seven questions
provide a good basis from which to extrapolate the importance of these partners
to each other.

The first question is “What was the share of this supplier's total sale of this
product in your country?’ The alternative choices are scores from 10 to 100%.
More than 28% of the firms had no knowledge about the activities of their foreign
partnersin Iran. For 100% of the market share, we have a response rate of more
than 18%, which means that more than 18% of the foreign firms have only one
customer, i.e. theforeign firms are completely dependent on their Iranian partners.
About 55% of the firms sel ect the values from between 30 and 100% of the market
share. The percentage indicates again that the foreign firms have few customers
in the Iranian market and that these customers are important. The rest (17% of the
firms) judge the degree of importance to be in the range 1-30% for their foreign
suppliers. Accordingly, the conclusion is that the mgjority of the foreign firmsare
heavily dependent on these customersin the Iranian market.

Another question sought to measure the rel ationship content in terms of market
share. One question in this group was “How large a share of your need does this
supplier meet?’ Thevaluesareinteresting sincealmost 27% of the firmsbuy 100%
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of their needs from their foreign partners. About 70% of the firms declare that they
purchase 50-100% of their needs from these foreign firms. This means that many
of these Iranian firms are completely dependent on their foreign suppliers. Asthe
Iranian firms are large firms spending over U.S.$200,000 every year, the amount
or market share of the purchase isimportant.

The next question examines the importance of the amount spent by the Iranian
firms with their foreign partners. More than 45% strongly agree that the amount
they purchase has made them important to the foreign suppliers. This percentage
response is double that given in the IMP2. The second highest value is 30%, and
this is allocated to the option “uncertain.” Apart from this option, the responses
generaly give the impression that the foreign firms are heavily dependent on
their Iranian customers on the basis of the amount of the exchange relationship.
However, such a conclusion requires further supporting evidence from responses
to other types of questions.

The next question in thefirst set is about the “range of the product they buy asa
reason for the importance of the supplier.” More than 55% “ strongly disagree” or
“partly disagree” with the statement that the firm is important for this supplier
because of the range of their products. However, 30% partly agree with the
statement. This means that there are some Iranian customers that do purchase a
variety of productsfromtheir suppliers. But theproduct variety isnot adeterminant
for the interdependency, at least for the majority of the firms. In order to further
our understanding of the interdependency between the Iranian customers and their
foreign suppliers, we should focus our attention on the technological aspect in
the content of the relationship. The study, as follows, refers to some questions
in the survey that relate the degree of interdependency to the technology factor.
The following two questions in the first group measure this factor. The results
obtained for the question that studiesthe“importance of the partner for therange of
technological development” is presented in Figure 3.8. One question in this group
is phrased as a statement to which the respondents were asked their reactions. This
was “ Suppliers are of importance for technological development.” The answersin
Figure 3.8 reveal that 51.7% (in the IMP2, 28.6%) “strongly disagree” with this
statement, and for theoption* partly disagree,” thescoreis 10.0%. Thedevelopment
trend in the values is digressive for the aternative options (“partly agree” and
“strongly agree”). Comparing these scoreswith the IM P2’ s study disclosesanother
picture. After thefirst option, “strongly disagree,” the scoresin the IMP2 reveal a
positive trend.

For the option “strongly agree,” the percentage is almost five times greater than
in the Iranian case. This leads to the conclusion that the cooperation between the
firmsinvolvedinthel M P2 that bel ong to devel oped countriesismore commonthan
between the suppliersand customersinthis study. However, valueslike 15%for the
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Figure 3.8: Partner’s importance in the technical development.

“partly agree” option can be questioned, since the value for the same option in the
IMP2is21%. Such avalue (15%) is surprisingly high asthe other questions arrive
at different results. Connecting this question to the earlier question, for example,
can help us to understand these measures. The comparison gives the impression
that the fundamental basis of the cooperation relates to aspects connected to the
guantity of the purchased products. Thus, the cooperation is revealed via other
variables, such as quantity and price. This also means that for a relationship with
only alow level of technological aspects, the role of price becomes paramount.
Such a conclusion requires verification. One finding that supports this conclusion
relates to the statement that “ The firm isimportant for this supplier becauseitisa
source of technological ideas.” Asindicated in Figure 3.9, about 51% of the firms
select the option “ strongly disagree,” and the score for the option “ partly disagree”
isabout 11%.

A comparison of the above values with the values from the IMP2 shows that
combined scores for the “ disagree” options are much higher for the Iranian firms
and much less in the values for the options “partly agree” and “strongly agree.”
The results confirm an important aspect regarding the content of the relationship:
namely that the relationships are simple and that cooperation mainly revolves
around the aspect of quantity. In addition, the findingsillustrate that technological
cooperation is not at all extensive among the partnersin the Iranian case.

The next group of questions analyzed the theme of “In what respect is the
supplier important to your firm? The study examines the importance from the
supplier’s side.” The survey contained eight questions to examine this issue. But,
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Figure 3.9: Supplier’simportance as a source of technological ideas.

following theprinciple of relevanceand similarities, the study will present only two
of them.

The first question is (see Figure 3.10): “Is the supplier important because it
is used as a safeguard?’ For the options “partly agree” and “strongly agree,” the
total percentage is aimost 70%. The answers display an interesting issue in the
relationship that refers to another dimension of uncertainty in the relationship.
The relationship content in this interaction can be measured by the valuesin the
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Figure 3.10: Concept of the supplier as a safeguard.
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Figure 3.11: Important partner in technological cooperation.

options selected. The combined value of 68% for the two above options shows
that Iranian firms interaction with foreign firms is not founded on a strong
business relationship. Figure 3.10 above shows explicitly that the suppliers can
be measured as a safeguard for the majority of the Iranian firms. It can also be
concluded that the Iranian customers, because of alow level of interdependency,
canmoveto alternative suppliers. Thelevel of certainty intherelationshipisso high
that the Iranian customers seriously evaluate business offers from the suppliers
competitors.

The results above can be verified by the answers to the next question,
shown in Figure 3.11. This question is about “the importance of a partner
in technological development.” A total of 45% of the interviewees “strongly
disagree” or “partly disagree” with the postulation that the foreign suppliers
assist them in technological development, compared with around 30% in IMP2.
During private interviews, we asked the interviewees how they understood the
guestion of technological development. Their answers did not correspond to
the usual definition as given in Western countries. Technological cooperation
was perceived to be the suppliers assistance in understanding the function
of the purchased products, and not permanent technological relationships for
innovation or the modification of products. Itistherefore possiblethat the combined
score for the “partly agree” and “strongly agree” is higher than it needs to be.
Such complementary information affects the discussion presented above about
technological cooperation. Conseguently, before reaching any conclusion, we
should try to incorporate several values from different questions.
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Table 3.4: Importance of the customers.

Question t-Value df Significance Mean
(Two-Tailed) Difference

1. What isyour share of this 2890 74 0.005 22.66
supplier’stotal salesin your
country of this product?

2. In what respect isyour firm 2028 116 0.045 0.70
important to this supplier? For
the amount we buy from them

3. Inwhat respect is your firm 0.965 117 0.336 0.36
important to this supplier? For
the range of products we buy
from them

4. Inwhat respect is your firm —-1363 114 0.175 —0.48
important to this supplier?
Important partner in technical
development

5. In what respect is your firm 2509 113 0.014 1.02
important to this supplier?
Source of production
technology ideas for them

6. In what respect is the supplier 5419 118 0.000 152
important to your firm?
Safeguard

7. In what respect is the supplier —1.384 120 0.169 -0.39

important to your firm?
Important partner in technical
development

Table 3.4, detailing the importance of the customers, shows some interesting
notions when comparing the IR-study to the IMP2. First, the Iranian customers
account for a significantly higher portion of the foreign suppliers sale in the
customers' home country, compared to the customers in the IMP2-study. On
average, the Iranian customer share of the suppliers’ total sale is 20% higher
than for the customers in the IMP2-study. This is enhanced in the difference
between the studies when focusing on the importance of the Iranian customers
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for the foreign suppliers. Here, we find that the Iranian firms also are comparably
more important than the customers in the IMP2-study concerning the amount
bought, but are also relatively more important than the IMP2 when it comes to
being a source of production technology ideas for the foreign supplier. There are,
though, no significant differences in the importance of the customers, relating
to the range of products bought and the aspect of being an important partner
in technical development. The fact that there are a great number of similarities
between the Iranian relationships and the IMP2, with regard to technological
development, is supported by the absence of a significant difference concerning
the importance of the supplier to the customer in that area. On the contrary, when
studying the importance of the supplier as a safeguard for the customer, there is
a highly significant difference between the IR-study and the IMP2. The Iranian
customers regard their foreign suppliers as much more important compared to the
other group of customers. To conclude, the analysis proves that the two groups of
relationships function very similarly, concerning the importance of the customer
in some fundamental aspects of the relationship.

3.3. Product Performance

To examine the level of technological cooperation, we raised another question.
Generally, technol ogical cooperation between buyer and seller meansthat they dis-
cussand specify their needsand together try tofind technological solutions. Thesit-
uation may al so arisewhereby the partnersdo not have astrong technol ogical coop-
eration, and one needsto specify to the other its particular needs. Questionsin this
direction aonedo not play adecisiverolebut, in combination with other questions,
can promoteadeeper understanding of thecontent of thetechnol ogical tiesbetween
thetwo partners. On this subject, we raised two more questions, one of which was:
“To what degree can performance requirements for the products be specified by
you?” Asshownin Figure 3.12, thefollowing percentages were given for the vari-
ousoptions: “very low” (0%), “low” (8.3%), “neither low nor high” (15%), “high”

(41.7%), “very high” (35%). This means that the Iranian firms have a high degree
of power to specify the products, more than 76% specify what their needs are.
The firms can then determine the performance requirementsin their relationships
with the supplier. Inthe survey for the IMP2, the total value given to the combined
options“high” and “very high” isamost the same (76.7%). But if we compare the
results from this question with the results from, for example, an earlier question,
thepicturewill shift. Inthelast question for theIMP2 study, thevaluesconsider the
development of anew product. But for the I ranian study, the* high” and “ very high”

options for product specification relate just to the product itself and nothing else.
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Figure 3.12: Specification of product.

Another question in studying the business relationship, specificaly, the
exchange of product in a deeper context, is the effect of delivery problems on
the production system. In industrialized countries, in order to increase efficiency,
the firms work in cooperation with the suppliers to regulate precisely when
deliveries should take place. Methods like just-in-time and a well-organized
buying-selling system are devel oped to reduce the production costs. The customers
benefit from reduced production costs by not having the input products sitting in
the warehouse for along time. A delivery from the supplier enters the supplier’s
production system directly by its arrival time. The longer the products sit in
the warehouse, the less efficient the production process is, and the higher the
final production costs will be. Well-organized internal units and stability in the
environment are required for such efficiency to be achieved.

Before we see the results of the impact of delays on the customer, we need
to ascertain the number of deliveriesin a year. The results from the question on
the number of deliveries can support/reject the findings related to the delivery
problems. For 18% of the firms, the number of deliveries is once a year, and
30% of the firms have deliveries twice a year. For deliveries three, four, and five
times a year, the scores are 7, 13 and 12%, respectively. However, haf of the
customers receive deliveries from foreign suppliers only once or twice a year.
About 32% of thefirmsreceivedeliveriesthreeto fivetimesayear. Evenif wetake
into consideration the nature of the product, which may require a large quantity
per delivery, the findings point to the conclusion that the firms are obliged to
import large quantities because of uncertainty. This uncertainty is not related to
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Figure 3.13: Effect of delivery delays.

therelationship with theforeign suppliersbut rather hasitsbasisin the surrounding
actors. This conclusion can be verified by the following questions.

We raised two questions to examine the impact of the delivery on production.
The topic question was “What are the consequences to your firm of a delay in
delivery?’ The first question asked what the conseguences would be of a “one
week delivery delay.” As shown in Figure 3.13, the percentage for the “marginal
and minor effect” isabout 72%. For the “major and very serious effect,” it is 15%.

In Figure 3.13, the question is compared with another question, which is about
the delay for one month. For the option, “marginal effect” and “minor effect,” the
values are about 8 and 32%, respectively. However, the scores, contrary to thefirst
question, increase. The options“major effect” and “very serious effect,” are about
27 and 17%, respectively. It seems that the delay of a month has a much greater
impact than the delay of aweek. But still, the total value for the two alternatives of
“major effect” and “very serious effect” is not more than 44%. This meansthat the
strategy of Iranian firmsisto reduce interdependency on their foreign suppliers by
purchasing the product in bulk quantity. The values presented for the delivery and
delay imply that the Iranian customer, because of uncertainty somewhere else in
the network, uses the delivery to reduce the impact. They buy alarge quantity and
store it in the warehouse to minimize the uncertainty that derives from elsewhere
in the production system.

The issues tackled in the last questions complement each other. They indicate
at least two problems. The first refers to impacts within the organization of the
Iranian firms. The second reflects on the relationships between Iranian customers
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Table 3.5: Product performance.

Question t-Value df Significance Mean
(Two-Tailed) Difference

1. To what degree can 0.244 118 0.808 0.05
performance requirements for
the product be specified in
advance by you?

2. How frequently are deliveries —2422 71 0.018 —13.65
made to your firm? Regarding
more or |ess continuous sales

3. What are the consequences to —5.656 117 0.000 -1.43
your firm of delivery delay?
One week’s delay?

4. What are the consequencesto —6.382 115 0.000 -1.32
your firm of delivery delay?
One month’s delay?

and the foreign suppliers. One conclusion is related to the matter of efficiency
in production, and the next focuses on the strength of the relationship. The first
concerns organizational aspects; as discussed above, the Iranian customers invest
in the construction of large warehouses to reduce their dependence on the flow of
input products. The reason for such an organizational system is not uncertainty
in the capacity or willingness of the supplier to deliver the products in a smaller
guantity. Management, rather, relies on other aspects of their environment. Firms
make substantial investmentsinimporting alarge quantity of these products(which
negates any possible savings or increased organizational efficiency which the just-
in-time delivery method could have made). Firms have also invested massively in
the construction of warehouses and maintenance of the buildings and products.
When considering the second aspect, the minimal concrete transactions (in the
form of few deliveries in a year) indicate a weak relationship between the two
partners.

Table 3.5 manifests the final comparison between the IR-study and the IMP2-
study related to the focal exchange relationship concerning product performance.
The first question, measuring whether the customer can specify performance
requirementsfor the product in advance, reveal svery high similarities between the
Iranian and the IMP2 customers. But thisisthe only similarity on thistopic. The
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other threequestions, all related tothedelivery of products, indicatethat the opinion
of Iranian customers differsto alarge extent compared to that for customersin the
IMP2-study. Interestingly, the Iranian customers receive deliveries significantly
less often than the customers in the IMP2-study. Also, the Iranian customers find
the consequences of delays in delivery much less severe in comparison with the
customersin the IMP2-study.

4. Summary

In the first section of this chapter, the concepts of extent and development were
introduced as the determinant factors of the relationship content. The number
and the depth of the relationships define one dimension of extent, while the
dimension of devel opment isexplained by the history and future of therel ationship.
These conceptua tools were used to understand the relationship’s strength and
interdependency. When presenting the facts, these concepts were used to select,
structure, and analyze the empirical results. Accordingly, the empirical study
was initiated with a presentation of the historical development and preceded by
the study of the product and technological ties. To increase the validity of the
arguments, comparisonswere made with the results obtained from the IMP2 study.

An interesting finding in studying the development of the relationship was
the apparent connection between the relationship intensity and socio-political
development in Iran. The answers revealed that the increase and decrease in the
number of relationships correspond with periods of political stability/instability. In
the early period of the 1970s and the post-war period in Iran (1988), when greater
political stability and economic prosperity prevailed, the level of intensity in the
relationships increased. However, during periods of the revolution (at the end of
1970s) and the Iran-Irag war (1980-1988), the number of relationships decreased.
In the IMP2, on the contrary, the results show a more stable and incremental
development. Furthermore, the relationshipsin that survey are more longstanding,
dating back, on occasion, more than five decades. In the Iranian case, the oldest
relationship originated in the 1970s.

In further examining the relationship, the study focused on changes in
relationships over the previous five years and anticipated changes for the next
five years, so the survey looked both backwards and forwards. In the Iranian
case, the rate of increase (50%) was far higher than the rate of decrease (15%)
over the previous five years. However, this rate of increase in the Iranian case is
much less than the rate in the case of IMP2. Another factor examining the future
dimension was the anticipated rate of profitability over the next five years. Two
results are obtained, one a high rate in the profitability and one the mutuality
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in the gains between the Iranian customers and foreign suppliers. Profitability
and mutuality represent two important bonds greatly affecting the strength of
the relationship. Apparently, the focal firms in the Iranian case consider their
relationships to be essential, as they are keen to preserve the mutuality. Because
of the mutuality in the benefits, the rate of opportunismislow. The expectationis
that the high degree of mutuality in the future will positively affect the relationship
development.

Connected to the devel opment dimension, the future aspect examined the factor
of expectation. Apart from a small group that believed in unchanged content, the
values given by the other firms revealed an uncertainty about future devel opment.
The firms are skeptical regarding an increase in the strength of their relationships
over the next fiveyears. Thisuncertainty isnot necessarily because of the problems
intherelationship between the Iranian and foreign firmsbut rather islinked to their
uncertainty regarding other actors in the environment.

A number of questions measured the content of the product and technological
exchanges. Some questions measured the factor of product specification, and the
others evaluated the importance accorded by the Iranian firms to technological
cooperation. For the first criterion, the data disclosed that the Iranian firms alone
are very active in specifying the products they require to their foreign suppliers.
Only 23% of the customer and supplier firmsinteract equally in the technological
areas of the product. This shows that there is a low degree of interdependency
between the Iranian customers and foreign suppliers. Further, when measuring
the foreign suppliers as a source of technological development, the score given
to the factor of “unimportance” is more than 60%, which is very high. These
scores are much higher than in the study of the firms in the IMP2. However, in
another question that measured the supplier’s role as a partner for technological
development, the value is a little higher. This is mainly because some of the
Iranian firms are engaged in project activities, and therefore they recognize the
foreign supplier’ simportancefor technol ogical development. However, thelranian
firms purchase large quantities, and that makes them important customers for
the foreign suppliers. From the results, it can be concluded that price is an
important factor binding the actors in the Iranian study. Both firms, as will be
discussed in the social interaction, have an understanding about the role of the
price.

In a further analysis of the strength of the ties, the study examined product
delivery. It seemsthat the Iranian firms purchase their productsin large quantities
and very few times per year. About 50% of the Iranian firms make their purchases
only once or twice ayear. Thus, they are necessarily obliged to buy their products
and store them in warehouses. A late delivery of several weeks does not greatly
affect production for the Iranian firms. This shows the absence of “just-in-time’
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methods to increase the efficiency in the production system. The purchase of a
large quantity in each delivery can be explained by the uncertainty in the business
environment. The analysis in the chapters that follow will help us to establish
whether the hypothesis of low interdependency between the Iranian customers
and foreign suppliersis in fact true. The principle of just-in-time has an inbuilt
interdependency.



Chapter 4

Adaptation

In the previous chapter, the aim was to understand the content of the business
exchange between Iranian customers and foreign suppliers. We also compared the
results from the IR-study with the results from original IM2. The measures con-
sidered the general and specific bondsin the exchange of products and technol ogy.
This chapter follows the same track and focuses specifically on the adaptation
behavior. Adaptation is perceived in this study asan activity that enforcesthewill-
ingness of the partnersto invest in arelationship. High levels of adaptation require
a large investment and generate a strong relationship. In contrast, in a situation
with alow level of adaptation, aweak relationship is produced, and the mobility of
the partiesisincreased. In considering the content of the relationships, this section
is devoted to the presentation of resultsfor two specific aspects of adaptation. The
first considersthe adaptation for technol ogical cooperation, and the second implies
changes in the routines to ensure a smooth cooperation. The aim isto measure the
extent to which parties are willing to invest in the relationship. The chapter ends
with a study on how the organizations are adapted to handle the relationships.

1. Views on Adaptation

The concept of adaptation refers to the ways in which a fit is achieved
between interacting units. International marketing strategies generally consider
standardization versuslocal adaptation asaway of fitting the firm (and product) to
its environment (Cateora 1996; Keegan 1969). Standardization is seen asatool to
minimizethe cost of specific adaptation. Local adaptationisphrasedintermsof the
needs of the customers (Ansoff 1979). From a network perspective, the business
market is seen as consisting of interactions dominated by few partners with long-
lasting relationships, in which adaptation is one of the major componentsfor long-
term rel ationships (Hallén, Johanson & Seyed-Mohammed 1991). Adaptationsare
based on the needs of the partners. They take place between individuals, units, and
organizations that are dependent on each other.
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According to Johanson & Mattsson (1987), adaptations are important for
several reasons. First, they are an indicator of the strength of the bonds between
interacting firms. Adaptation makes the parties increasingly dependent on each
other. Partners, who have made extensivetechnol ogical and organizational changes
and areflexibleto their counterpart’s needs, construct strong relationships. A high
level of interdependency results from modifications and changes in the rules and
structures for fitness. In contrast, exchange partners structuring standardized rules
and fixed procedures construct weak interdependency, although adaptation may
be expressed in terms of high and low degrees. This naturally correlates with
the level of interdependency and mutuality. A high symmetric adaptation is an
indicator of mutual interdependency. An asymmetrical adaptation refersto acase
of dependency of one to another and imbalance in the power relationship.

The second dimension considers the durability of the relationship. Mutual
and unique adaptation consists of a balance in interdependency and long-
term interactions. This in turn means that an understanding in the relationship
contributes solutions besides those of the formal rules. The partners’ “voice,” as
Johanson & Mattsson (1987) explain, is better as a conflict-resol ution mechanism
than strategiessuch asreferenceto amuch-detailed contract or exit. Thisdimension
amplifies the learning and social interaction processes that enable the actors to
understand each other. This, in turn, affects the mobility of the actors and their
degree of freedom to switch to competitors. In the long term, alarge investment
in unique adaptation will delimit the degree of mobility.

The third dimension is related to the second above. A situation with high
adaptation and low mobility requires flexibility from the actors. Thisisimportant
as it indicates that there is some space for changes in the relationship. The
cooperation and adjustments in the activity process mean that rules are not
given. The relationship content is unfixed, and partners aways need to make
new investments to deal with adaptations. In the context of change, adaptation
investment aimed at maintenance and progress is necessary.

Finally, adaptation also brings changes in the attitudes and knowledge of the
parties, which, in turn, enrich the relationship through a mutual orientation. The
mutuality ismanifested through common language regarding products, technol ogy,
and administrative rules and processes. This also implies adaptation in strategies
and resource contribution. Partners modify their strategies to enrich mutuality in
goalsandinvestments. In the process of cooperation, conditions of misfit may arise
in anumber of activities. The parties act to influence and adapt to reach common
purposes in the interaction.

These dimensions amplify the degree of adaptation in relation to the strength
of the relationship. Corresponding to these dimensions, adaptation reflectsarange
of operationalization aspects varying from administrative to technological areas.
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These aspects indicate how two partners are willing to change and adapt their
production and organization. This can vary from simple routine administrative or
technological changes — alow degree of strength — to a more extensive change
in the technology or to some aspect of organizational structure — a high degree
of strength. An extensive administrative adaptation affects criteria such as the
delivery of product and timing. Thissubsequently affectstheinternal costs, asfirms
change their boundary-spanning units, such as stockholding. By contrast, a low
administrative adaptation makes the relationships similar to economic exchange.
The supplier delivers just the requested products, and the customer pays the fee
according to the agreements. The partners have the flexibility to change their
partners. Buyers or sellers have alternatives, and the cost of changing a partner
is low. This mobility, however, has another cost. The cost is connected to the
nature of the relationship that appears to have a weak character. A relationship
with low interdependency is accommodated with an absence of high adaptation in
the resource exchange.

In the opposite condition, partners have made an extensive technological
adaptation and become strongly interrelated when they change their marketing,
purchasing, production, or management and administrative units. The routine
in production or other units of one firm become interrelated with the internal
structure of the other. Any change in the units or the structure of a partner will
directly affect the other. Alternatives become limited and costly. The high level of
interdependency reduces the mobility and forces the firms to live together even if
other market opportunities exist. On the one hand, partners obtain mutual benefit
but, on the other hand, they lose their mobility. The cost aspect becomes more
serious when adaptation is unidimensional. One actor completely adapts itself to
another, enjoysits powerful position in the relationship but losesits mobility. This
condition ariseswhen an actor has control over aresourcethat isneeded by another.
Large MNCs purchasing a large quantity of exchange from small firms can force
small firmsto follow their application, asthey are the major buyers. These factors
are among those that measure the strength of relationships.

2. Adaptations

In this chapter, the two aspects, technological and administrative adaptations,
are presented. In the technological part, the aim has been to measure: (1) the
effort of partnersto make unique changes adapted to the counterpart’s request; (2)
the modifications that partners have made in the products to fulfill the needs of
their partners; and finally (3) the suppliers’ effort to provide technological advice
to the customer. Following the discussion of technological adaptation, the next
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part of this chapter considers administrative adaptation and adaptation in service,
specifically inthetraining of personnel. Thefinal section isdevoted to adiscussion
on relationship investment and management.

2.1. Specificity in Adaptation

Following the track of adaptation, the degree of originality in adaptation to the
partners is examined with two questions. The first question was directed at an
evaluation of the supplier's adaptation, and the second was with respect to the
customer. The purpose of these questionswasto understand the specific adaptation
that the firms had made towards each other. The more particular and original
the adaptation was towards the partner, the more specific and privileged was
the partner in the relationship. The uniqueness of the technological adaptation
has a direct relation to the degree of product complexity delivered by supplier
to customer. Thus, the more specific the adaptation, the more sophisticated will
be the technological adaptation. Thence, when a product is customer-specific,
collaboration and adaptations make the partners interdependent. Consequently,
the high strength in the relationship decreases the rate of mobility.

However, studying the two questions in this case provides contrary evidence.
A large group of the firms in these questions selected the alternative that
indi cated non-specific or general adaptations. |n measuring the degree of specificity
in adaptation, one of the questions considered the suppliers and another the
purchasers. The results are depicted in Figure 4.1. The accumulated value for the
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measurement of “large” and “very large” in the question “ unique to this supplier”
was 58.4%. The accumulation for the same alternatives in the question related
to supplier adaptation was 53.3%. This value becomes much higher if the value
from the alternative “neither” is included, although the managers explained that
adaptations made by the two focal actors were of a general nature. The discussion
becomes moreinteresting if the valuesin the alternative “unique” are also studied.
In aimost none of the answers was the adaptation described as “unique” As
illustrated, in the questions the values for a unique adaptation were 5.0 and 3.3%,
respectively. Even these values do not necessarily mean that this group of firms
had made a sophisticated technol ogical adaptation. It could be that these so-called
“unique activities’ were actually standardized but considered by the firm to be
specific (although regular) activities. They may refer to administrative areas, such
as a specific agreement connected to the product delivery.

As illustrated in Figure 4.1, both partners have changed their routines and
technology. But the dominating values reflect the change with a general or
standardized response. The generality in the adaptation leads to a conclusion.
As far as these firms have not made large specific changes, they have a high
mobility in their relationships and the ability to change their partners and interrupt
relationships. Interruption of relationship is an outcome of a weak relationship.
Thiscan bearesult of two major factors: (1) thereexist large numbersof alternative
choices; and (2) it is aresult of constraints from other dependent actors. In this
case, the weakness can only be depicted in terms of the specificity of the change.
The study needs to elevate other factsin order to have a deeper understanding of
the content and implying forces in the adaptation.

Table 4.1 compares the results from IM2 and IR studies. The first area
investigated in relation to adaptation concerns the specificity in adaptation. Here,
there are clear differences between customers in the IR-study and in the IMP2-
study. The comparison of the answers for the both questions manifests that, in the
Iranian customers' opinion, both themselvesand their suppliershave made changes
that are more unigque in their relationships than the customers in the IMP2-study.

2.2. Product Modification

Following the questionsabove, several otherswereraised to eval uatethe adaptation
intheareasof product modification and new product development. These questions
had atwofold objective. Onewasto examinethevalidity of theanswersintheabove
two questions, and the other wasto find cluesto understanding the specificity inthe
adaptation. The result can approve or reject the conclusion above on the weakness
of the relationship. In Figure 4.2, two of these questions are presented: one is
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Table 4.1: Specificity in adaptation.

Question t-Value df  Significance Mean
(Two-Tailed) Difference
(1) To what extent are the 2732 107 0.007 1.24
changes you have made unique
to this supplier or similar to
those you have made with
regard to other suppliers?
(2) To what extent are the 2026 107 0.045 0.81

changes this supplier has made
unique to you or similar to
those he has made with regard
to other customers?

about product modification, and the other considered new product devel opment.
The topic question was “what changes have been made by your supplier to adapt

to you, your products, or procedures?”’

As shown in Figure 4.2, the dominating value (more than 48%) in relation
to product modification was given to the alternative “none.” For the alternative
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“small,” it was 15%, and “neither small nor large” was a little higher at 20%.
The most important alternativeis “very large” Unfortunately, no more than 3.3%
was given to this value, meaning that the foreign suppliers had not made large
product modifications. In a general sense, it is possible that the interviewees saw
product modification as technological adaptation, and therefore there was a low
rate for the alternative “very high.” The critical issue isthat the score given to new
technological development is even lower than that given to product modification.
The percentage of the value given to the alternative “very large” was 3.3%, with
15% given to “large” The accumulated value for the aternatives of “none” and
“very small” wasmorethan 68%. Such ahigh value canonly lead to oneconclusion:
that the magjority of thefirmsdo not have an established technological relationship.
Cooperation between the two, other than in a few cases, did not have a deep
technological context. The interaction did not contain new product development
designed for the Iranian customers. The questions above provide enough evidence
to draw the conclusion that the very low technological cooperation among these
firms has elaborated weak technological ties.

Concerning changes made by the suppliersin order to adapt to the customers’
products or procedures (illustrated in Table 4.2), there are similarities between the
groupswhenitinvolves product modification. However, whenitinvolvessuppliers
adaptation regarding new product development for the customers' sake, there is
a statistically significant difference between the opinion of the Iranian firms and

Table 4.2: Product modification.

Question t-Value  df  Significance = Mean
(Two-Tailed) Difference

(1) What changes have been 1.625 119 0.107 0.60
made by your supplier to adapt
to yourselves or your products
or procedures, regarding
product modification?

(2) What changes have been 2.081 119 0.040 0.77
made by your supplier to adapt
to yourselves or your products
or procedures, regarding new
product devel opment for your
sake?
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the firms in the IMP2-study. The Iranian firms consider the changes made by the
supplier to be higher compared to how the customersin the IMP2-study seeiit.

2.3. Technological Advice

The questionnaire contained 10 questions directed at the further study of
technological bonds. The aim was to penetrate deeper into technological
cooperation at thelevel of serviceand advice. The questions measured the strength
of tiesamong individual s and organizationsfor areaslike technol ogical assistance.
All the answers from these 10 questions indicated one specific direction, and the
study will, therefore, only present three of the questions that demonstrate the
trend of the answers. The topic question, covering severa of the questions, was
formulated as follows: “ Do the suppliers provide any of the following servicesto
you, and if so to what extent, compared with what you consider normal practice?’

In this group, one of the questions considered the technological advice and
cooperation between Iranian customers and foreign suppliers. As illustrated in
Figure 4.3, surprisingly, the rates for the values “average” and “above average’
were 44 and 20%, respectively. The percentage given to the accumulated
aternatives of “no” and “less than necessary” was 30.6%. Despite the fact that
the value of 30.6% is not that low, the accumulated value for the aternatives of
“average’ and “above average” is very high, more than 64%. This means that the
supplier provides a high degree of technological servicesto the Iranian customers.

A preliminary snapshot analysis of the measures above indicates that the
majority of the firms have ahigh degree of technol ogical cooperation at the service
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Table 4.3: Technological advice.

Question t-Value df Significance Mean
(Two-Tailed) Difference

(1) Doesthe supplier directly 1.997 100 0.049 0.46
provide any of the
following servicesto you,
and if so to what extent as
compared to what you
consider normal practice?

Technical advice,
cooperation & development

and assistance levels. The first review gives an idea that, despite al the facts
discussed before, there is a technological relationship between the partners (i.e.
the majority of the foreign firms provide technological assistance). This question
compared with the earlier question (Figure 4.2) shows the different degrees of
strength in the technological bonds. Technological advice, for example, which
refersto the simpletransfer of technological information, contains ahigher degree
of interdependency and stronger bonds than the technological bonds created in
developing new products. Theresultsfrom IR and IMP2 are comparedin Table4.3.

One specific aspect of the suppliers’ adaptation concernsthe provision of certain
services and whether any extraeffort has been made. Inthe present study, technical
advice, cooperation and development was examined in this respect. The analysis
revea ed asignificant difference between how the Iranian firmsand thefirmsinthe
other group looked upon these aspects of technological advice. The Iranian firms
noticed that the suppliers provided ahigher degree of technological advicein their
relationship, in comparison with the relationships the firmsin the IMP2-study had
with their suppliers.

2.4. Service and Delivery Adaptation

The results from the above questions provide a deeper understanding of
technological bonds. In one area, that of new product development, the degree
of interdependence and strength was very low. This section refersto technological
tiesin arather less complex area. It considers areas such as service and delivery.
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Figure 4.4: Suppliers adaptation behavior.

The question is how the relationship is organized in those areas that require a
lower level of intensity in interaction. A group of questions was used to measure
these factors. In the following section, three will be presented, which measure
the suppliers adaptation behavior in relation to: (1) the delivery procedure; (2)
thetechnical advisory service; and (3) technological information. These questions
aim to provide knowledge about the strength in the other bonds. The findings are
illustrated in Figure 4.4.

Questions (2) and (3) are related to the technical aspects. Both examine the
suppliers’ adaptationto Iranian customers. Question (2) isabout changeinthefield
of technical advice, and question (3) concerns the change in the flow of technical
information. However, these two questions examine two factors with different
levelsof cooperation intensity. Question (2) studies afactor that requires deeper or
more intensity in the interaction than the factor studied in question (3). Technical
advisory services are accommodated through persona interaction beyond the
standardized information flow. Such services are concerned with more specific
technical problems and solutions. In contrast, question (3) measures adaptation of
amore standardized nature. Such an adaptation is specific only when considering
a particular product, but it is far from an adaptation that requires specific and
comprehensive technol ogical adaptation. Thetechnical information (question (3))
is transferred in forms such as ssimple standardized brochures and catalogues.
Question (2), however, reflects amore personal interaction.

The comparison of the answersto these two questions showsthat the percentage
of technical information adaptation is higher than that of the technical advisory
service. The accumulated values for the alternatives of “none” and “small” for the
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question on the advisory service was 48%, compared with 33% on the technical
information question. Further, the accumul ated valuefor the alternatives of “large’
and “very large” for the question on the advisory service was 18%, compared
with 31% on the technical information question. These measures indicate that the
technical bond in relation to technical information is stronger than that whichisin
relation to technical advisory services. However, the degree of the values given to
standardized rel ationships was higher than that which required a stronger bond for
along-term interaction (although ties with alow intensity of personal interaction
were stronger than ties with high intensity when just information exchange was
included).

In question (1), which was concerned with delivery procedure, the alternatives
of “none” and “small” adaptation change have avalue higher than 53%. However,
the percentage for the category “large” is more than 23%, which is more than
the percentage for the questions requiring higher technological cooperation. The
score given to “very large” was only 1.7%. A possible explanation for this low
value could be that delivery change does not necessitate a very large adaptation
commitment. In a condition with high mutual technological interdependency
in terms of technological cooperation, a high value for delivery would have been
necessary. As the mutual technological cooperation in this study islow, as shown
earlier, so the need for delivery adaptation is low. In the question of the delivery,
the values given to delivery adaptation were lower than the values given to the
information service question. The value in the delivery question was 40%, in the
guestion on advisory assistance 31.7%, and on the information service 56.6%.
But, the values for the first two alternatives “none’ and “small” in relation to
delivery were high. This explains that in delivery adaptation, the majority of
the Iranian customers were not highly dependent on the foreign suppliers. In
general, the answers show that the rate of adaptation for the delivery procedure
was higher in relation to the other bonds. This finding confirms the earlier
conclusion about the purchasing behavior of the Iranian firms. As discussed,
Iranian firms, because of the high uncertainty generated by the connected actors,
are obliged: (1) to buy large quantities; and (2) to make only afew purchases per
year.

Comparing the result from question (3) with the result on questions (1) and (2),
a regression trend for the adaptations is shown. Ranking these three questions,
adaptation for the technical advisory service requires more interactions than the
delivery procedure, and delivery requires moreinteractionsthan the pure exchange
of information. This means that the degree of adaptation of the foreign suppliers
has been greater for aternatives containing standardized changes. The suppliers
did not specifically adapt their activities toward Iranian customers. Adaptation in
the Iranian case was of a more general nature, but there were specific adaptations
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in areas such as information needs, which require a more standardized and lower
commitment.

The degree of generality or specificity of the adaptation had its impact on the
strength of the business bonds. Adaptation demanding a general change generates
lower interdependencies and weaker bonds. In contrast, in cases where business
partners have made specific adaptations towards each other, there will be stronger
bonds. Thus, the degree of strength depends on two areas, namely: (1) the type of
selected adaptation aternative; and (2) the degree of commitment to the selected
alternative. For the first area, some alternatives, such asthe three discussed above,
represent adaptations containing alow degree of interdependency. But others, such
as extensive technological cooperation, represent interdependency that contains a
higher degree of strength, although the degree of interdependency for the cause of
adaptation varies from standardized to more complex depending on the types or
areas of the adaptation. For the second area, each adaptation alternative containsa
degree of strength. Generally, adaptation can have alow or high degree. The low
degree of technological adaptation in the Iranian case manifests alow degree of
strength in the technological bonds.

Another area of adaptation studied involves changes made by the supplier to
serviceand deliveries. Inthiscontext, three questionswereanalyzed for similarities
and differences between the IR-study and the IMP2-study (see Table 4.4). The
results indicate that there are clear differences in the opinion of the Iranian
customers and the customers in the IMP2-study relating to delivery procedures,
technical advisory as well as technological information. In all three cases, the
Iranian firms find the changes made by their foreign suppliers to be more
considerable than those observed by the customers in the IMP2-study.

2.5. Adaptation in Administration

The survey contained a group of questions that specifically examined aspects
such as administrative adaptation. For this group, the top question was “What
changes has your firm made in order to adapt to the supplier or his products
or procedures?’ There were 38 questions related to this topic. They examined
administrative, product, and production routines. As follows, only two questions
represent the general trend in the answers. Of these, one considered adaptationsin
the administrative routines. The question was “To what extent have Iranian firms
changed their administrative routines for this specific supplier?’ In this question,
the value for the alternative “large change” was only 1.7%. For the alternatives of
“large” and “very large” adaptations, the value was 11.7% (see Figure 4.5). This
means that the rest, more than 78%, had selected the alternatives “none,” “small,”
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Table 4.4: Service and delivery adaptation.

uestion t-Value ignificance ean
Questi Val df Signifi M
(Two-Tailed) Difference

(1) What changes have been 2301 117 0.023 111
made by your supplier to
adapt to yourselves or your
products or procedures,
regarding the delivery
procedure

(2) What changes have been 3.322 116 0.002 1.66
made by your supplier to
adapt to yourselves or your
products or procedures,
regarding the technical
advisory

(3) What changes have been 4.936 118 0.000 2.37
made by your supplier to
adapt to yourselves or your
products or procedures,
regarding technological
information

and “neither small nor large” changes. For the first two aternatives, the value
was more than 68%. This further reveals some facts about how the Iranian firms
have only weakly adapted their administrations to their counterparts. A similar
answer was obtained in relation to the suppliers’ administration. The valuesin the
alternatives for the question concerning “his administrative routines” were lower,
with more than 16% selecting the alternative “don’t know,” although both firms
conducted alow degree of administrative adaptation. Thisresultisnatural, asthere
isalow degree of interdependency in technological cooperation.

In business interactions with strong relationships, partners adapt their
administrative routines to increase efficiency in the information and product flow
between thefocal partners. The adaptation isalso ameansof reducing the conflicts.
Otherwise, an administrative routine not adapted to the range of interdependency
fabricates a mismatch in the management function. The conclusion is that in this
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Figure 4.5: Administrative adaptation of the focal actors.

study, the very low administrative adaptation is not an outcome of a mismatch.
Rather, it is because of the strength of the ties, which do not require a high degree
of administrative adaptation.

As depicted in Table 4.5, in the area of adaptation in administration, the
comparison between the IR-study and the IMP2-study reveals some interesting
results. It can be concluded that the Iranian firms foreign suppliers make
significantly more changesto adapt themselvesto the Iranian firms’ administrative
routines than the suppliers in the IMP2-study. At the same time, the changes
made by the Iranian firmsto adapt to the foreign suppliersare highly similar to the
situation for the customers in the IMP2-study.

2.6. Personnel Training

The discussion above raises some uncertainty concerning the rates of the
technological bonds given by the interviewees. What had really been rated by
the respondents? In this connection, we introduce three other questions. The
presentation of these questions had two objectives: first, to gain more knowledge
about the interviewees' perception of the questions, and second, to gain a deeper
knowledge about adaptation in the personal interactions. One of these questions
referred to the personal training andinstruction of thelranian firmsby the suppliers.
AsdepictedinFigure4.6, therating given by thelranianfirmsissomewhat different
from the rating given in response to the earlier question.
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Question t-Value  df  Significance Mean
(Two-Tailed) Difference
(1) What changes has your 0474 117 0.637 0.10
firm made in order to adapt
to the supplier or his
products or procedures,
regarding administrative
routines
(2) What changes have been 4.145 115 0.000 2.65

made by your supplier to
adapt to yourselves or your
products or procedures,
regarding the administrative

routines

The results show that about 60% received no personal training. This is quite
a high percentage for partners who claim to have a strong technical advice and
information service (see Figure 4.4). Furthermore, the accumulated percentage for
the category of “above average” and “much above average” was less than 14%.
This reveals two facts: (1) the product exchange technological advice referred to
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Figure 4.7: Frequency of meetings per year.

in question (3) displayed in Figure 4.4 is of a standardized and general nature;
and further (2) the exchange of technological information is bel ow the acceptance
level of the customers. For the majority of firms, the technological knowledge
exchange was composed of advice provided by simple instructions rather than
through personal involvement.

For avalidation of the discussions above, the following three questions, which
consider the personal meetings and number of personnel involved in the meetings,
are presented. Two of these questions provide information about the structure
of the technical bonds. They can give further knowledge about the strength
of the technical bonds as well as the degree of interdependence of the partners.
The presumption is that a higher degree of interdependency is also related to the
frequency of meetings and the number of people involved. The results from the
answers are depicted in Figure 4.7.

Regarding the question “How frequently do personal meetings take place?’ as
Figure4.7 aboveillustrates, therewasalow frequency of meetings. The percentage
for “no meetings’ was about 12%, with 44% reporting one to three meetings per
year. For four to seven meetings, the value was 11.9%. An important aspect isthe
high percentagefor thelow frequency of themeetings. A strong technological bond
requires an intensive relationship and a number of meetingsto modify and develop
new products. Only through a high frequency of personal meetings can partners
develop new products and solve technological problems. The more complex the
technology, the higher the requirement is for personal meetings. Thisis contrary
to the facts given in the case of Iranian firms.

Figure 4.8 connects the former question to the number of people engaged in the
relationships. The question was “How many people are directly involved in the
relationship?’ One question concerned the Iranian customer firm, and the next was
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Figure 4.8: Number of peopleinvolved.

about the foreign supplier firm. The result shows the same trend as the previous
question. For the category one to three people, the value was 58.3%, and for the
alternative of four to seven people, the value was 26.7%. Thereafter, the values
decreased rapidly. The value for the category of four to seven people is high
(26.7%), but this is mainly because 15% of the respondents were involved with
four people, at the lower end of the category. This simple illustration shows that
even in those few meetings, the Iranian customers were invol ved with few people.
The combination of the questions above reinforces the fact that these meetings
have a more standardized nature. Nevertheless, it has to be mentioned that four to
seven people were engaged in more than 26% of the cases. This means that the
meetingsin this group of firms engaged several engineers and managers. Asthere
were few meetings, as depicted above, the main conclusion is that in the meetings
of this group, the discussions were about the quality and quantity of the products,
and not about product development. This conclusion can be confirmed in the last
section of this chapter, which is about the units engaged in the relationships.
Inthisconnection, another question wasrai sed about the number of peopleinthe
relationships from the supplier firms. The answer is interesting, as the frequency
showsthat there were even fewer people from the suppliersthan therewere Iranian
customers. Thus, in the meetings, the Iranians out-numbered their foreign partners.
As shown in the figure above, the percentage for the accumulated number of 1-3
peoplewasmorethan 73.3%. Thisnumber dropsvery fast by theincreasing number
of people engaged in the meetings. The results obtained in this question confirm
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the conclusion that the meetings are about product specification and not about
complex technological changes.

The comparison of the above questions leads to some fundamental conclusions.
One considers the content of the exchange. The facts reveal that the technological
bonds have a simple nature for three reasons. First, the specificity in adaptation
refersto information exchange, which mainly touches on the functional aspects of
the products. Second, the products exchanged were not complex, and the Iranian
firms had enough technological knowledge and did not need assistance from the
foreign suppliers. Finally, and a more conclusive result, as the relationships have
a general nature and are not specific, the level of interdependency between the
partnersislow, and the relationships are weak.

Personnel training isanother aspect discussed in the connection to adaptation. In
this area, the comparison (see Table 4.6) shows large similarities when comparing
the opinions of the Iranian firmswith those of the firmsin IMP2. The frequency of
personal meetings, and the number of peopleinvolved in the relationship from the
customers and the suppliers, are almost the same for the two groups of firms. This
is also the case for the suppliers’ provision of personnel training and instructions
where no significant differences between the groups can be found.

2.7. Investment for Adaptation

Animportant areain the interdependency between two firmsisthe commitment of
the focal firms. The more investment the partners have made in a relationship,
the more interdependent they are. Investment is another key that measures
interdependency and the strength of the relationship between partners. When
only one firm invests in the relationship a condition of dependency arises, as
the firm investing in the relationship becomes dependent on the other. Following
this discussion, the study presents another question that examines the investment
of the Iranian firms in the relationships which they have introduced as the most
important in their business network.

Thequestion askedwas: “Inall, how largeistheinvestment made by your firmin
your relationship with this supplier?’ (see Figure 4.9). There were five aternative
responses: “none,” “small,” “neither small nor large,” “large,” and“very large” The
accumulated percentagefor thealternatives“none,” “small,” and “ neither small nor
large,” was 80%. In general, the answersillustrate the fact that alarge majority of
the firms have not made a financia investment in their partners. For the first two
choices, the percentage was 50%, and for the last two (“large and very large”), the
value was 16.6%. Financial investment in a relationship is one of the indicators
of the importance of the partnership. The higher the importance of a partner, in
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Table 4.6: Personnel training.

Question t-Value  df  Significance Mean
(Two-Tailed) Difference

(1) Doesthe supplier directly  —0.763 114 0.447 -0.17
provide any of the
following servicesto you,
and if so to what extent as
compared to what you
consider normal practice?
Personnel training and

instructions

(2) How frequently do 0.179 9 0.858 1.99
personal meetings take
place?

(3) How many people are 1.759 90 0.082 1.26

directly involved in the
relationship from the
customer?

(4) How many people are —1.865 96 —0.065 —4.72
directly involved in the
relationship from the
supplier?

terms of technological or other relationships, the higher the need isto invest in
and change the technology and organization. In the case of Iran, the situation is
the opposite. As discussed above, the majority of the firms do not see any reason
to make an investment in this foreign supplier.

Figure 4.9 compares two questions of relationship investment. One concerns
the customer, and the other is about the suppliers. As shown, the trend in the
answers is amost the same as for the first question. The total value for the two
alternatives “none” and “small” in the question concerning customer investment
was 50%, with 31.6% responding in this way to the question of the suppliers
investment. If the alternative “neither small nor large” is added to these values,
80% is obtained for the customer and 66.6% for the supplier. These values show
that the Iranian firms believe the foreign suppliers to be more dependent on
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Figure 4.9: Relationship investments.

the Iranian customers, as the suppliers have made a greater investment in the
relationship.

In contrast, the values for the aternatives “large” and “very large” are low. A
great number of Iranian customers believe that the suppliers have not made alarge
investment (1.7%) in the relationships. The values also show that the suppliers
act similarly to the customers. The comparison of these results also gives the
impression that the Iranian customers believe that foreign suppliers have made a
larger investment in the relationships than the foreign suppliers do, as the value
for the category “large” in thefirst question was 8.3%, and in the second question,
20%. Despite the fact that the accumul ated values for the categories of “large” and
“very large” in thefirst question was 16.6%, and in the next question 21.7%, it can
be concluded that the mgjority of the firms have not made any investment in the
relationships. The conclusion is that the low degree of investment has generated a
high degree of mobility. Thisnaturally isembedded with ahighlevel of uncertainty.
But, despite ahigh degree of mobility, asthe questionsin Chapter 3 have shown, the
focal relationships are not so short-lived. There must be areason why the partners
continue the exchanges with some suppliers. With reference to this finding, it can
be concluded that Iranian customers have become more dependent on their foreign
suppliers because of their connections with other actors (i.e. the dependency has
gained strength from the connected relationships).

As mentioned in the previous discussion, investments made in the relationship
between the focal firms are central. A comparison of the answers given on the
two questions used to analyze investment reveals that the investments made by
Iranian firms in the relationship with their foreign suppliers are at a similar level
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Table 4.7: Investment for adaptation.

Question t-Value  df  Significance Mean
(Two-Tailed) Difference

(2) Inal, how largeisthe —-1122 115 0.264 —0.38
investment made by your
firm in your relationship
with this supplier?

(2) Indl, how largeisthe 2489 116 0.014 1.29
investment made by this
supplier in the relationship
with your firm?

to those made by customers in the IMP2-study (see Table 4.7). The investments
made by the foreign suppliersin their relationships with the Iranian customersare,
however, at a significantly higher level in comparison with the investment made
by the suppliersin the relationships in the M P2-study.

2.8. Organization Adaptation

Animportant aspect ishow an enterprise managesitsexchangerelationshipwith an
important partner. The term “management” considers the units or individuals that
areresponsiblefor handling therel ationshipwithafocal partner. Themain question
is: “How important were the following different units within your own company,
for thisrelationship?’ One question measures the role of the headquarters, and the
other examines the engagement of other groups within the firm.

Thefirst question was to measure the degree of importance of the headquarters.
An interesting result can be observed in the answers on the importance of the
different units. The five aternatives ranged from “very highly important” to “not
at all important.” More than 60% of the firms interviewed selected the “high
importance” of headquarters. This explainsthe high dependency of the purchasing
units on the strategic apex for thefinal decisions. Generally, headquarters delegate
responsibility for decisions to the purchasing units, because they do not have
specific knowledge about the purchasing market, product technology, or the
content of each specific relationship. Theinvolvement of headquartersin aspecific
relationship can only occur for reasons such as production technology. However,
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Figure 4.10: Adaptation of the organization units.

theresultsin the questionsgenerate another factor, management style. Thefactor of
management style can be verified when we compare the values from the questions
in the Iranian survey with the val ues obtained from the corresponding alternatives
in the IMP2. In the IMP2 study, the value in the alternative “high importance” of
headquarters was | ess than 30%, indicating that headquartersin the industrialized
countries devote 30% less time to managing the relationship with their foreign
partners (see Figure 4.10).

Thisdoes not mean that the management in the IM P2 was |ess complicated than
in the Iranian cases. Rather, it shows that the management among Iranian firmsis
structured by a hierarchical system (i.e. the purchasing units' activity is vertically
controlled by the headquarters). A speculative conclusion would be the degree of
importance of the exchange. The Iranian firms' headquarters have a large degree
of engagement because of reasons such asthe recognition of this specific exchange
as an important part of their business activities.

The conclusion of a centralized management system is also confirmed by the
values given to the next question. This question measures the importance of other
groups in the relationship. The accumulated value in the two aternatives “rather
strong” and “very important” is less than 27%, but the value for the alternative
“no importance” reached 31.7%. The accumulated value for the alternatives “no
importance” and “minor importance” was 50% and, together with the alternative
“some importance,” totals 66.7%, athough the influence of the other units, such
as marketing or production units, is minor. It seemsthat the purchasing units have
alow power position, and their major tasks are centralized and handled mostly by
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Table 4.8: Organization adaptation.

uestion t-Value ignificance ean
Questi Val df Signifi M
(Two-Tailed) Difference

(1) How important were the 4.487 105 0.000 231
following different units
within your own company,
for initiating the
relationship? Your own
group HQ

(2) How important were the 4.486 106 0.000 243
following different units
within your own company,
for initiating the
relationship? Other units

headquarters. The answers also lead to the conclusion that, despite theimportance
of these relationships with foreign companies, the exchange is weakly related to
other unitswithinthelranianfirms. Theheadquartersvertically controlspurchasing
units. Functionally, headquarters delegate the essential part of the exchange to
purchasing units because of the units' competence. These units have knowledge
about the production system and have specific information about the local
needs.

Thelast aspect of adaptation investigated concerns changes in the organization.
In this respect, the comparison between the IR-study and IMP2-study in Table 4.8
displays clear differences. It is obvious from the previous discussion that the
Iranian firms consider other units, including the group headquarters, to be of
great importance for managing the relationship with the foreign supplier. This
conclusion is supported by the highly significant difference between the opinions
of the Iranian firms and the firms in the IM P2-study.

3. Summary
The factor of adaptation between the Iranian and foreign firms has been examined

in this chapter with respect to several areas. The first attempt was to understand
the degree of the partners’ adaptation in general, and the effort thereafter was to
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gain adeeper knowledge by examining the adaptation in different exchange areas.
In general, when examining their particular adaptation, the research arrived at the
conclusion that none of these actors have made a specific unique change to adapt
their activitiesto their counterparts. Adaptation islargely general and not specific
tothepartnership. The study further presented the eval uation of thelranianfirmson
adaptations of the products. Areas such as product modification and new product
development are studied to measure the foreign suppliers’ investments in these
criteria. The results again show the absence of the suppliers’ commitment in both
aress.

For a deeper study of the adaptive behavior, the study examined the
administrative areas. The aim was to understand the extent to which the partners
changed their administration, service, information exchange, and personal training.
Considering the administrative routines, the majority of the Iranian and foreign
firms (about 70%) have made no or very small changes. A large number (16%)
stated that they did not know of changes. This again discloses the absence of
administrative adaptation.

In further examining the degree of adaptation, the study contained questions
about the bonds that surround the core product and technological bonds. Service,
delivery, and information adaptations are examples of these. Similar to the results
above, there has been alow degree of adaptationin all thesethree areas. Theresults
show areverse connection between the administrative commitment and the types of
administration. For the adaptation type “information exchange,” the values given
are higher than for other types of adaptations, such as delivery procedures. The
degree of the commitment in information exchange was low and also contains a
weak bond. The degree of adaptation was a little higher in the area of personal
training, but still, about 65% of the Iranian firmsreceived no or very little personal
training. Besides the personal training, the study also examined the frequency
of meetings and the number of people engaged in them. The small number of
meetings over ayear, and the few people engaged implicitly disclose alow degree
of cooperation.

Inonequestion, thestudy aimedto discover thelevel of investment for adaptation
by each of the firms. The response indicated a very low degree of investment
from both sides. Almost 80% of the firms made no or very little investment to
keep the relationships alive. Another area that was examined was connected to
organizational adaptations. The answers were clear. The main adaptation is that
the headquarters undertake tasks. This means that the role of the other unitsis not
considered as important in the Iranian firms. This excludes consideration of the
technological aspects as the most important part of the interaction.



Chapter 5

Social Interaction

Thequestionsinthis chapter eval uate the strength of the bonds reflecting the social
construction of the relationship. Some questions measure the social interaction in
general; others measure specific social bonds. The survey comprised more than
60 questions measuring different aspects of the social interactions between the
Iranian customers and their foreign partners. The comparison of the results from
this survey with original IMP2 can enhance our understanding. The aim of this
chapter isto generate an understanding of the atmospherein which these actorsare
linked to each other, for not only Iranian firms but also firms studied in the IMP2.
Depending upon the nature of the bonds, these questions can be grouped into two
interrelated categories. The first category deals with questions that measure the
genera views of the Iranian firms on socia interdependency. These refer to the
strength in the relationship and incorporate aspects such as mobility and mutuality.
The second category measuresthe outcome of the social and businessties, namely,
trust. Trustismeasured asthefundamental factor that bindstheactorsandfacilitates
the relationship. In this category, questions examine the view of the Iranian firms
about, for example, cooperation, personal relationships, and attachment. Social
interaction is presented in three sections of this chapter. The first two sections are
related to interdependency and measure general aspects of mutuality and mobility.
The third section is devoted to the dimension of trust in the relationship.

1. Short Notes on the Views

Asmentioned in Chapter 2, every business enterpriseisdeeply rooted inits specific
socia context. It is the specific conditions and circumstances, in the form of
economic and social interdependencies, that make a business enterprise possible
and, at the sametime, constrain itsopportunities. Every enterprise connectsvarious
people and activities with a varying degree of mutua fit. In the earlier chapters,
interdependency was discussed in terms of functional bonds, which contain the
technol ogical/product-rel ated information, and administrative bonds. The concept
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of adaptation has also been examined in terms of how partners make offers in
an attempt to get closer to each other. In a further study of the relationship, an
important aspect is to understand how these interdependencies are conceived and
conceptualized by the partners. In this chapter, the focusis on the atmosphere that
iscreated. Thisisexamined through the aspects of (1) mutual fitness, (2) mobility,
and (3) the trust relationship.

The concept of social interaction — the atmosphere — is defined as the
emotional setting between the partners. This differs in different networks with
regard to the impact that can be expected from the properties of the network
structure (Blankenburg et al. 1997). The social atmosphere is a variable linking
the supplier and customer exchange (Ford et al. 1988). The elements in the
atmosphere are stressed in many conceptualizations. They are presented in terms
of factors such as power/dependence, perceived feelings, understanding, and
trust, with power/dependence and trust being identified by researchers, such as
Anderson and Narus (1990), as representing mutuality. However, all the studies
agree on two fundamental aspectsin the social interaction that are interconnected:
interdependency and trust.

The relationship between two parties can be characterized as balanced
or imbalanced with regard to interdependency (Hallen & Sandstrom 1991).
Imbalance, which elevates the fact of power in the relationship, is indicated by
an unmatched dependence. A business relationship with such an imbalance is
characterized by mobility. Potential mobility is a resource that strengthens the
position of an actor as it can change the partnership. An actor with high mobility
can venture the existing relationship in favor of competitors. This element does
not necessarily imply a condition of conflict, but it can provide evidence for the
strength of the relationships. The exercise of power by one partner increases
vulnerability, as a weak partner can move to a competitor when there is an
opportunity.

The relationship of interdependence can also be perceived as balanced as
partners can, to some extent, control resources, and mutual interdependency is
preserved. The degree of balance can be discussed by the level of mutudity. In a
condition where partners feel equal to each other, at least two different situations
exist. One considers non-committed actors and is thus a situation of complete
freedom in which parties are independent. Another implies a situation in which
partners have made a high investment for adaptation and have become mutually
interdependent. This exposes a continuum on which the balance of mutuality and
adaptation can have different degrees of interdependency. Strength and weakness
intheinterdependency reflect the degree of mobility. The success of competitorsin
penetrating arelationship is a consequence of the degree of interdependence. Low
mobility relies on ahigh level of interdependence and vice versa. This dimension
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has a correlation with adaptation, which may be low or high, followed by the role
of mutuality.

The other dimension in the social atmosphere that is explored in this study
is trust. Trust is an important factor in any relationship, as its absence has
a strong bearing on the strategy an actor chooses. There are two dominant
conceptualizations of trust intheliterature. Rousseau et al. (1998) interpret trust as
cognitive expectation, whereas Johnson-George and Swap (1982) define trust by
“the willingness to take risks’ (e.g. McAllister 1995). Some, like Moorman,
Desphande & Zatman (1993), combine the two definitions in a higher-order
construct. Following the principle of reciprocity in exchange theory (e.g. Blau
1964), trusting behavior is defined in this study as being grounded in mutuality
and stability (Anderson & Weitz 1992; Rousseau et al. 1998). Trust can also
be built on expectations and can lead to a willingness to rely on a relationship
partner in whom one has confidence (Dasgupta 1988). Trust is the concurrence of
promise with real action. In the absence of uncertainty, the foreign affairs of firms
can proceed because business actors can easily plan their future courses of action.
Therewould be no problem of trust if people alwaysdid what they said they would
and were expected to do. The vulnerability of an investigated actor comes from
the increasing uncertainty associated with the inability to control the behavior of
acounterpart. When actors use their power to influence other actors, mistrust may
appear (Pagden 1988). The studiesin trust are well documented.

Somestudiestreat trust asacommaodity and regard itsmai ntenance asanecessity
(Hawthorn 1988); otherwise, uncertainty increases, and mistrust becomesasource
of problems. Thus, trust can be seen on acontinuum from high to low. At oneend of
the continuum, actions correspond with promises and reciprocity prevails. At the
other end, there is a high disparity between promises and actions, and mistrust
emerges. Changes can occur in either direction of this continuum. Reduction
in trust or an increase in mistrust requires repeated deviations in actions from
promises. Such deviations can arise for unforeseen reasons beyond the control of
the counterpart (Hadjikhani & Sharma 1993). Another reason for deviating is a
change in the credibility of trust (Dasgupta 1988). This refers to a situation in
which actors do not follow the rule of reciprocity and do not consider themselves
obliged to fulfill their promises.

Some studies, such asthose by Hadjikhani (1996) and Hadjikhani & Hakansson
(1996), a so disclose another interesting dimension besides the continuum of trust,
namely, levels (individual to institutional) in the trust. Cases like the positive
relationship between governments (Hadjikhani 1996) or the belief of buyersin
products made in different countries (i.e. country of origin and/or trust among
individuals in the organization) are examples of trust relationships between actors
standing at different levels. Conceptually, these aspects — levels of trust and the
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trust/mistrust continuum — constitute the multidimensionality of trust. Business
trust should be seen as an outcome of the combination of trust among business
and non-business actors at different levels (Hakansson & Ostberg 1975). Trust
can be classified at different interrelated levels. A change in business or political
actions does not necessarily have similar effects on different levels of trust. A
business actor can use trust at one level to obtain trust at another level where
trust is low or absent. The mistrust at one level could also influence another
level. Trust can be on an individual level (Macaulay 1963); it can aso be on a
corporate level based on organizational structure, rules, or process (Hakansson &
Ostberg 1975). Business trust may gain assistance from the relationship between
governments. According to this view, the outcome in business trust is produced
by the trust/mistrust relationships between the actors at these different levels. The
multidimensionality of trust implies that each individual relationship concerns
not only trust/mistrust between the two individual actors but also trust/mistrust
at other levels. According to this explanation, trustworthiness contains not only
the sediment left from relationships at the individual level, but also relationships
among groups and firmswith groups, units, and even perceptionstowardsthe firm.
This follows the rule of connection in the network: that trust in one relationship
affects another.

2. Social Interdependency and Mutuality

Another dimension in socia interaction is the customers feelings about the
mutuality intheir relationshipswith their suppliers. Theextent of highor low values
infeelings constitutes a continuum for mutuality that extends from high dependent
in one extreme to high power in another extreme. In examining mutuality, the
guestions in the survey were concerned with the aspects of dependency and
power in the interaction. Mutuality in the resource exchange involves a feeling
of interdependency in the relationship. The more dependent actors are on their
partners, the more power the partner hasin arelationship. The exercise of power
is an instrument that affects the partner's behavior towards the wishes of an
actor in the exchange. The case of equality indicates only one condition on the
mutuality continuum when partners have afeeling and position of equal power in
the relationship.

An important characteristic of this mutuality is the level of interdependency,
which is directly connected to the content of the exchange. Equality in a highly
devel oped business exchange includes technological cooperation and a high level
of mutuality in the relationship. In contrast, an exchange containing a simple
interaction has a low level of interdependency but also mutuality. According
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to the network approach, mutuality is a cumulative process that takes into
account gains and contributions. In the long term, the content of an exchange
develops successively, and the partners aim for a balance in what they offer and
what they gain (i.e. equality in the exchange is preserved). Mutuality also has
other characteristics. A developed multilateral activity strengthens mutuality and
interdependency, as few exchange bonds, and a low volume of exchange will
develop a weak interdependent relationship. The latter can arise despite a long-
term interaction, as the content of the exchange is being kept at alow level. Thus,
every exchange affectsthebehavior of actors, asit elevatesafeeling of the potential
and actual gains from arelationship.

To examine the aspect of mutuality in the survey, five questions were raised.
Results from only three of the questions are discussed, as similar results were
obtained from the other questions. The questionsexaminehow Iranianfirmsrealize
the mutuality in their relationships with their foreign partners.

Thefirst question (see Figure 5.1) considered the feelings of dependence of the
Iranian firms. They were asked to respond to the statement: “We feel dependent
on this supplier.” Thirty-five percent of the firms either partly or strongly agreed
with the postulation. Thisrate is somewhat higher than in the survey for the IMP2
study, where it was about 30%.

Ingeneral, however, the percentagesfor these alternativeswere much lower than
the rates for the disagreement alternatives. The accumulated percentage for the
first two disagreement alternativesis 56.6%, that is less than the 50.0% value for
similar alternativesinthe M P2 study. Thisimpliesthat thefirmsinthe | MP2 study
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Figure 5.1: Feeling of dependency.
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perceived themselves to be much less dependent on the suppliers than the Iranian
firms did. Surprisingly, the difference is much less than expected. At the same
time, athird of the Iranian firms felt that they were not dependent on the foreign
firms. One reason for such a low difference is that, as will be discussed later,
Iranian managers have the feeling that foreign firms are greatly dependent on
Iranian firms because foreign firms have shortcomings in the Iranian market and
lack social knowledge.

The next statement was. “We have a feeling of mutual dependence in our
relationship with this supplier” (see Figure 5.2). The topic relates to a similar
area in mutuality, with a clearer expression. In their responses, the majority of
the Iranian firms selected the aternatives “partly agree” (41.7%) and “strongly
agree” (13.3%). It seems that the firms' managers recognized mutuality as the
basisfor theinteraction. Combining these categories, it can be seen that 55% of the
managers (an even higher percentage than in the IMP2 study) were positive about
the interaction. In the question, the accumulated score for the alternatives “ partly
disagree” and “ strongly disagree” was not more than 30%. Thisvalue corresponds
with the accumulated percentage in the next question, which examined the degree
of frequency in the adaptation. Adaptation refers to the appropriateness of the
partners’ input into the technol ogical and organizational bonds of the relationship.

As can be seen in Figure 5.2, the accumulated value for the “partly agree”
and “strongly agree” categories in relation to adaptation was also 30.0%. As the
result for the adaptation question shows, the accumulated rate for the “disagree’
alternatives was more than 53%, which is much higher than the 30% accumulated
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rate for the alternatives of partly and strongly agree. It is true that the majority of
thefirmsin all of thethree questionshad afeeling of equilibriumintheinteraction,
but the values indicate that the rate of the imbalance in the relationshipsis not low
(e.g. Figures 4.5 and 4.9 in Chapter 4).

Two speculative conclusions can be presented. One considers the power
exchange, and the other is the balance in the mutuality in the relationship. The
guestions presented in the earlier chapters demonstrate the scores in the specific
bonds, such as those of product or organization. The power in the relationship
concernsthefunctional interdependency. Theevidence showsthefunctional power
of foreign firms, specifically, the technologica dependency of the Iranian firmson
the foreign firms. However, in the questions concerning the general feelings and
perceptions of the Iranian personnel, the answers, as shown above, indicate amore
balanced interaction. The questions in the earlier chapter generate a picture that
is not completely the same. The earlier questions, displayed in Figure 4.9, were
related to the functional aspects, and the answers reported the more objective facts.
Thedifferencesbetween theresultscoul d beafunction of thetypeof questions. The
later questionsexamined perceptionsand feelings, which can bedirectly associated
with powerlessnessin the sense that managers select those alternatives that do not
disclose, for example, their powerless position. The explicit declaration of low
power is sensitive, particularly for people who come from cultureslike Iran: They
perceive it as a personal shortcoming.

The next conclusion refers to the factor of mutuality. The answers show that,
in spite of aweak relationship, the actors to some degree have a balance in their
relationships, although mutuality has no direct connection with the strength of
the relationship. In cases where actors have weak relationships, they may perceive
the relationship as balanced. The aspect of balanceisimportant, asit hasan impact
on continuity in the relationships. Imbalance in the relationship can be recognized
as opportunism and can lead to short-term relationships. An imbalanced long-
term interaction results from the exercise of power. This reflects a condition
in which the relationship is coercive because of the power of one interacting
partner on another. The field of mutuality in the relationship between Iranian
and foreign firms is discussed in further detail in the following section (see also
Table 5.1).

Sacial interaction rel atesto various aspects of therel ationship’ satmosphere. The
first concerns social interdependency and mutuality, and is explored through three
guestions. Here, the conclusion of the comparison of the IR-study and the IMP2-
study isthat the situation for the Iranian customersis very similar to the situation
for the customersin the IMP2-study. Inthe customer’s dependency on the supplier,
the feeling of a mutual dependency as well as the frequency of adaptation made
by the customer, there are no differences between the two groups.
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Table 5.1: Socia interdependency and mutuality.

Question t-Value df  Significance Mean
(Two-Tailed) Difference

1. Wefeel dependent on this 0.260 110 0.796 0.07
supplier

2. We have afedling of —0.233 110 0.816 —0.06
mutual dependencein our
relationship with this
supplier

3. Adaptations are more 1.281 110 0.203 0.29
frequently made by us than
by the supplier

2.1. Interdependence and Mobility

The questionsrelated to the factor of mutuality examinethe perception of mobility
and interdependency of the Iranian firms. The firms were asked to explain their
willingnessto change apartnership. In away, the questionshad ageneral character
and aimed at measuring how Iranian firms recognize their own and their partners
position in the network. (That is, their position in terms of the strength of
their partners compared with other aternative partners in the market). These
aspects may enlarge our understanding in two areas. One is the positioning of
the Iranian and foreign firms beyond the dyadic interaction. This is related to
the aspect of connection and the power of suppliers’ competitors in the Iranian
market. The other area considers the strength of the dyadic relationship between
the Iranian and foreign firms. In a case of high mobility, a condition of low
interdependency follows. When firms note a low degree of choice, the condition
isone of low mobility with high interdependency and a high degree of strength in
the relationships.

Considering thefactor of mobility, three questionsare presented in thefollowing
discussion. They examine the mobility of the Iranian customers and foreign
suppliers. The aternatives consider the degree of probability in changing partners.
Two of the questions are related to the behavior of the Iranian buyers, and oneis
about the Iranian buyers' perceptions of the behavior of their foreign partners. In
thefirst question, the study examined the Iranian firms' aternativesif they wanted
to change or replace their foreign partners.
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Figure 5.3: Mutuality and understanding.

Figure 5.3 illustrates the respondents reactions to three statements: (1)
“Considering everything, we actualy have no aternatives to this relationship”;
(2) “We would not buy from another supplier at the expense of our current
supplier”; and (3) “It would be very difficult for us to find a replacement for
this supplier.” In statement (1), almost 52% of the firms indicated a high level of
potential mobility. In other words, these firms explained that they would change
their suppliers if another one appeared. However, the values given to the last
two alternatives of “partly agree” and “strongly agree” were not so high (23.3%
and 15.0%, respectively). The accumulated percentage of 38% is rather high if
the value is compared with the results obtained from the questions previously
presented concerning the business exchange. The earlier questions showed that
for alarge number of Iranian firms, the technological bonds contained alow level
of interdependency. A comparison can be made with statements concerning the
foreign partner asasource of technol ogical devel opment (see Chapter 3, Table 3.7).
The answer shows that only one out of five of the Iranian firms perceived their
foreign firms as technological partners. It is clear, therefore, that these partners
have a weak technological bond. The difference between 38% in question (1)
above and the measures for technological interdependency may have another
explanation. This difference, as well as the conclusion of weak relationships, can
appear because of the firms' connection. It may be that the selected alternatives
in question (1) have their foundations in financial bonds. The terms of payment,
cash, aform of installments, and the exchange rate, can all generate a dependency
among the partners. Generally, firms acting in developing countries are obliged
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to find sources for financing their purchases. Financing is a significant tie in the
interaction with firmsfrom devel oping countries, asforeign MNCsrecognizethese
countriesas high-risk marketsand are not willing to venturetheir capital . Suppliers
that have a strong positive connection to sources for financing industrial activities
are given priority by the customers. Conceptually, thisimpact enlarges the dyadic
relationship view and gives greater importance to the aspect of connection. Thus,
one can conclude that the stronger the connection of a supplier to supporting the
actors activitiesfinancially, the stronger the position of the supplier will bein the
relationship. In the Iranian case, a number of foreign firms, by gaining financial
support from others, have strengthened their own position and weakened that of
their competitors'.

The results and explanation above can be verified by the next question that
considers the view of customers in finding a replacement for their partners. As
question (3) indicates, it seemsthat only 5% of the Iranian customersare uncertain
of their position in the market, although this group does not have a clear view of
their own and their partners’ positionsin the Iranian market as awhole. However,
this small uncertain group also shows that a large group of the Iranian managers
have good knowledge of their competitors. Among the Iranian firms, alarge group
(60%) sel ected thefirst two alternatives, indicating ahigh ability to change partners.
These firms explained that it would not be difficult to find another alternative with
which to substitute their foreign suppliers. The high potential mobility of these
firms reveal s the weakness in the strength of the relationships.

Statement (2) was: “We would not use another supplier at the expense of our
current supplier.” The accumulated score for the alternatives “partly agree” and
“strongly agree” was just above 20%. The score of 35.0% for the alternatives
of “partly” and “strongly agree” in question (3) is higher than the 20.5% in
guestion (2). The reason for such a difference could have its foundations in the
types of interdependencies. As mentioned above, a relationship is composed of
severa bonds, and each bond has a specific connection structure. The strength of
arelationship is an accumulation of the strength in al of the focal and connected
bonds. Firms can face a condition in which a supplier’s competitors offer similar
problems and opportunities, except in afew areas. Consider a case wherethefocal
supplier and al of the supplier’s competitors can contribute equal exchangeto the
customer except for one, which can offer, for example, different terms of payment.
Generaly, the strength of the connected bond that may result from an exchange
is related to the strength of the connection between the supplier and its financial
sources. Thus, the difference between the values 20.5% in question (2) and 35.0%
in question (3) is because of the high dependency of the Iranian firms on foreign
suppliers. This can be confirmed by the value of 38.3% given to the alternatives
“partly agree”’ and “strongly agree” in question (1).
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Question (2) measured the extent of customers activity in changing
partnerships. The question, ultimately, measures the reaction of Iranian customers
if several suppliersoffered asimilar exchange. A comparison of theresultsbetween
guestion (2) and the two questions (1) and (3) (see Figure 5.3) shows that the
accumulated values for “partly agree” and “strongly agree” in question (2) were
lower than for the other two questions. The value in question (1) was 38.3%, in
question (3) 35.0%, and in question (2) 20.5%. This means that almost 38.3%
(question (1)) of the firms had no other alternatives to that particular supplier.
Even if anew aternative supplier appeared 20.5% (question (2)) were not willing
to change suppliers. Therest of the firms are forced to retain their relationships.

The accumulated results for the first two aternatives, “strongly disagree” and
“partly disagree” in question (1) was about 52%, and for question (2) 65%.
These values also support the answers for the aternatives “partly agree” and
“strongly agree,” athough, questions (1) and (2) are complementary in showing
a high level of potential mobility among a large group of the Iranian firms. The
degree of potential mobility, as the comparison of the cases shows, varies. The
basis for variation was the degree of dependency of the customer, apart from
the technological bonds. In a condition where a supplier’s competitor can offer
similar opportunities, customers can very easily change their supplier. Thisis a
conseguence of weak relationships.

In examining the aspect of mobility, the survey included another question
(not depicted in this chapter) that asked the Iranian customers to explain their
perceptions of thefuture behavior of the suppliers. About 30% of thefirmsbelieved
that their suppliers could easily find other customers. This means that for this
group, the exchange does not contain such a degree of benefit that the partners
could expect a high level of development in the relationship. They perceived that
these suppliers could switch to another in the near future. However, the majority of
thefirms, 55%, believed that the supplierswould continuetheir relationshipsinthe
future. Comparing this value with the values in the earlier questionsisinteresting.
Thereisa10% difference between the values given to these two alternatives, 55%
in this question, and 65% in the answers to question (2). The difference can be
explained by the Iranian customers’ beliefs that the foreign suppliers are highly
dependent on them. In question (2), the customers explained that they could easily
change the supplier, but they did not realize that the suppliers aso had such a
freedom. Compared with the values for the freedom of the foreign suppliers, the
Iranian customers believed that they had a higher degree of potential mobility to
change partners than the suppliers, although, the foreign suppliers have a higher
dependency on the customer than Iranian customers have on the foreign suppliers.
Thisaspect, interdependency between these two partners, will be discussed further
in the following section (see also Table 5.2).
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Table 5.2; Interdependency and mobility.

Question t-Value df  Significance Mean
(Two-Tailed) Difference

1. Considering everything, we 0.290 108 0.773 0.09
actualy have no
alternativesto this
relationship

2. We would not buy from —0.467 110 0.642 -0.12
another supplier at the
expense of this current
supplier

3. It would be very difficult 1.133 109 0.260 0.31
for usto find areplacement
for this supplier

The second aspect of the atmosphere and socia interaction of the relationship
to be compared involves interdependency and mobility. The first question about
the existence of alternatives for the customer in the relationship with the supplier
indicates high resemblance in opinions between the Iranian firms and the firms
in the IMP2-study. This is aso the case for the other two questions relating
to whether the customer would buy from other suppliers at the expense of the
current one, and would have difficulty in finding a replacement for the current
supplier. Like the result concerning social interdependency and mutuality, the
relationships between Iranian firms and their foreign suppliers are very similar to
the relationships between the customers and suppliers in the IMP2-study when it
concerns interdependency and mobility in the relationship.

3. Trust

In this study, more than 30 questionsin the survey specifically examined the factor
of trust and its multidimensionality. In terms of trust, questions were connected
to the fields of functional and personal trust. In relation to persona trust, the
guestions covered such areas as cooperation and personal relationship. In terms of
functionality, questions were related to aspects such as the exchange of technical
information.
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Figure 5.4: Cooperation with foreign firm.

Thefirst four questions considered cooperationingeneral . The emphasi swasnot
onrelationship at anindividual level, but rather was concerned with the perception
of cooperation in the context of the organization. The first three statements were:
(2) alack of cooperation has caused problemsin the relationship; (2) we cooperate
closely with this supplier; and (3) the supplier has a good understanding of our
problems as a customer.

The scores in Figure 5.4 indicate that Iranian firms have a very positive
perception of cooperation with their foreign partners. For the first question, lack
of cooperation causing problems, three out of four chose the alternatives“ strongly
disagree” and “very strongly disagree.” Thevauefor thefirst alternative, “ strongly
disagree,” accounted for more than half of the answers. None of the respondents
strongly agreed with the statement, and only 21.7% partly agreed. Thus, oneinfive
of the firmsrealizes that lack of cooperation is a source of relationship problems.
For thisgroup, the cooperation problemwill naturally elevatemistrustintheforeign
firms. In comparing this with the values in the following two questions, this was
the highest score given to mistrust.

When examining closeness in cooperation and good understanding in the
partnership, the accumulated value for the equivalent aternatives of partial and
strong disagreement in statement (2) was 3%, and in statement (3) was 5%. That
isto say, the degree of mistrust for the two statements (1) and (2) was similar, and
stood at avery low level. Thereason for the degree of mistrust being higher in the
first question is difficult to understand. One explanation could be that the last two
statements examined the cooperation and understanding of the foreign sellers but
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not the content of therelationship. Thefirst statement examined the achievement of
cooperationintermsof whether there had been momentsof mistrust. The statement
was more specific than (2) and (3) (see Figure 5.4), which aimed to measure the
cooperation more concretely.

Statement (2), which examined the closeness in cooperation, had a score of
about 88% for the combined alternatives “ partly agree” and “strongly agree.” The
alternatives “strongly disagree” and “partly disagree” had a total of only 3%.
Similar values can be found for statement (3), which measured the understanding
of the foreign partner. For the aternatives of strongly and partly agree, 83.3%
of the Iranian firms believed that the foreign firms understood the local firms'
problems. This means that a very large number of Iranian firms experienced a
trustful relationship, as they stated that their foreign partners cooperated closely
and had an understanding of their problems. However, the number of uncertain
firmsin relation to both statements (2) and (3) was quite large (more than 10%).
The score for the uncertain group was lower in the first question, about 3%. The
difference could be because of the nature of the statements. As mentioned earlier,
the first statement was more specific than statements (2) and (3) below.

These three questions examined the perception of the Iranian firms regarding
cooperation with their foreign partners. Questions measured general aspectsin the
relationship. Results from these three questions show that Iranian firms generally
trust their foreign partners. They believe that their foreign partners understand the
Iranian firms and act to satisfy them.

The earlier questions on the business relationship, which measured specific
issues such as technological cooperation, have provided different results. They
show a much lower percentage for the willingness of partners to cooperate. In
contrast with the results from the above questions, it can be concluded that Iranian
firms seem to have a strong belief in their partners’ willingness to cooperate.

A contradictory result was obtained from the questions designed to measure the
functional aspects of the relationship. In the following question, the focus was on
measuring two specific areas in the content of trust. One was the short-term profit
preferencein cooperation, and the other wasactivity satisfaction. The statement put
to respondents was: “ The supplier puts cooperation with us before his short-term
profit” The statement was a response to a crucia area in trust building, namely
the actors’ mutual benefit in along-term relationship. Mutuality requires an equal
gain and understanding of each other’s needs and ability. Figure 5.5 illustrates
how theforeign suppliers classified cooperation and satisfaction before short-term
profit. There were five choices on a scale of cooperation to short-term profit. The
guestion narrowly examined the perception of the Iranian firms concerning foreign
firms' aim in cooperation. The values for the alternatives “ strongly disagree” and
“partly agree” were5.0% and 11.7%, respectively, although, very few Iranianfirms,
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Figure 5.5: Cooperation and short-term profit orientation.

16.7%, saw the foreign firms' behavior as opportunistic. Rather, the mgjority of
the Iranian firms, 61.7%, believed that foreign firms preferred to cooperate. These
measures show that a large group of the Iranian firms “partly agree” (40.0%),
and the rest (21.7%) “strongly agree” that the foreign firms prefer cooperation
over short-term profit. The belief may be grounded in the presumption that these
foreign firmsaim to stay in the relationship. However, those firms that selected the
aternative " strongly agree” were confident of along-term relationship. The aim of
along-term relationship was verified by the 21.7% who answered in the alternative
“strongly agree” category. This value was not quite as high when only one of the
fivefirmsinterviewed had a strong belief that foreign firms prefer mutuality in the
cooperation.

Thisresult may depend on the uncertainty of the Iranian firmsabout the strategic
purpose of the foreign firms in Iran. The interesting result that confirmed this
conclusion was the percentage of Iranian firms that were uncertain about the
preference of the foreign partners. The number of firms in this group was quite
high 20.0%. A drastic analysis of the answer could be that the uncertainty was
a signa for the profit orientation of the foreign suppliers, meaning that a group
of Iranian firms declared their uncertainty as they had not observed any evidence
showing the willingness of the foreign firms to cooperate. However, the majority
of the Iranian firms, to some degree, still trusted their foreign suppliers.

One of the most interesting aspects of social interaction relates to the factor of
trust. In the first set of questions, the focus is on cooperation in the relationship.
Three of the four questions point towards high similarities in the relationships
between the Iranian customers and their suppliers and the customersin the IMP2-
study and their suppliers (see Table 5.3). The possible lack of cooperation causing
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Table 5.3: Trust.
Question t-Value df  Significance Mean
(Two-Tailed) Difference

1. Lack of cooperation has —-1.716 99 0.089 —0.46
caused problemsin our
relationship

2. We cooperate closely with 1.789 98 0.077 0.35
this supplier

3. The supplier has agood 2071 98 0.041 0.39

understanding of our
problems as a customer
4. The supplier puts 0.052 96 0.958 0.01
cooperation with us before
their short-term profit

problems, the closeness of cooperation, and whether the suppliers put cooperation
before short-term profit are perceived similarly by the Iranian customers and the
customers in IMP2. One difference in opinions can be observed when it comes
to the supplier having a good understanding of the customer’s problem. Here,
the Iranian customers have a more positive attitude than the customers in the
IMP2-study.

3.1. Personal Relationship — Individual Level

Arrow (1974) explained that trust is an important lubricant of asocial system that
saves time and trouble. In this socia system, individuals representing different
organizations interact and bring their own perceptions about the promises made.
Theselink the individuals, even though they may have other perceptions about the
interacting organizations. Some researchers go further and only predict trust at an
individual level. Their effort is to explain the success of economic transaction by
includingtrust at thislevel. In onecase, Dore (1983) and Sabel & Zeitlin (1985), for
example, present goodwill and sentiments of friendship among individuals as the
basis for successin recurring economic exchange. According to this explanation,
trust is engendered by the social norms that insist that business relations are
personal relations. Trust at an individual level is not the same as general trust.
The latter is an accumulation of trusts at different levels.
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The survey included more than 10 questions aimed at evaluating trust at an
individual level. But in this study, only afew questionsthat are representative and
illustrate the general trend in the answers are included. These questions measure
different aspects of trust at an individual level. Some examine personal contacts,
and others are related to cultural differences.

The first two questions are related to the personal interactions between the
two partners. The general outcome from the answers to these two questions is
that the partners have a very good personal relationship, and this did not emerge
because of the efforts made by the Iranian managers. Theaim in thefirst question
was to understand the level of social interaction; in the next, it was to gain an
understanding of the partners’ commitment in the relationship. In response to the
statement “ We have excellent personal relationshipson asocial level with peoplein
thesupplier’scompany,” thetotal valuegivenfor the categories” strongly disagree”
and “partly disagree” was 25.0%, with 16.7% being uncertain (see Figure 5.6).
But the mgjority of the Iranian managers, just below 60%, stated that they have
an excellent persona relationship with the supplier’'s personnel. In this group,
46.7% selected the alternative “ partly agree,” and 11.7% “strongly agree.” Despite
the fact that the percentage for “strongly agree” was not more than 11.7%, this
should not be seen as alow value because the description “excellent relationship”
(one of the choices) isastrong expression. The total value given to all the “agree’
alternativeswas 58.4%, compared with 25% choosing “ disagree” alternatives. This
indicatesthat the majority of thelranian firmsbelievethat they haveagood personal
relationship with the foreign suppliers’ personnel. A dilemma in the answers is
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Figure 5.6: Personal relationship.
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the score of 16.7% for the aternative of uncertainty. This could be the result of
using the term “excellent.” Perhaps if the question had been phrased using the
word “good,” rather than “excellent,” the uncertain group might have selected the
alternatives “partly agree” or “strongly agree.”

Given such aresult, the next question measured the commitment of the partners
in social relationships. This question had two functions. The first was to provide
information about the partners’ investment in the social relationship. The second
was to try to confirm the conclusion of a high level of mutuality in the personal
relationship presented in the first question. The presumption was that a strong
social relationship at the individual level indicates mutuality and that the partners
are actively involved in establishing and maintaining the relationship.

Inthisquestion, 11.7% of thelranian managerspartly agreed with the postul ation
that they were more active in establishing relationships; none of them strongly
agreed. Thus, very few Iranians made a bilateral investment in social interaction.
As shown in Figure 5.6, the mgjority of the Iranian managers supported mutual
investment in the socia interaction. More than 80% of the Iranian managers
disagreed with the postulation that they had initiated the social interactions. That
value includes the 51.7% who strongly disagreed and the 30% who partly agreed.
These results also confirm the valuesin the first question.

In the first question, the majority of the Iranian managers (58.4%) stated
that the relationship was excellent. These two questions showed that personal
relationships between Iranian and foreign managers are based on understanding.
One clear conclusion is that mutuality and trust exist among these managers, but
thisconclusion canonly bereached by comparing theresultsfromthetwo questions
(see Figure 5.6).

Table 5.4: Personal relationship —individual level.

Question t-Value df  Significance Mean
(Two-Tailed) Difference

1. We have excellent personal 2.659 96 0.009 0.76
relations on a social level
with peoplein the
supplier’s company

2. We usually make an effort —4.783 98 0.000 -1.22
to establish personal
contacts with people in the
supplier’s company
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Trust is not only related to aspects of cooperation. The personal relationship on
anindividual level isalso decisivein the forming of trustful relationships between
customersand suppliers. When comparing thel R-study with the IMP2-study inthis
area (see Table 5.4), someinteresting differences between the groups are reveal ed.
First, the Iranian customers have asignificantly more positive view of the personal
relations on a social level with the people in the suppliers companies, indicating
trustful relationship. Second, the Iranian customers have a much less positive
attitude toward making personal contacts with people in the supplier companies.
These results confirm the conclusions drawn in the earlier discussion on thistopic.

3.2. Formal and Informal Social Relationship

One aspect of personal interaction is cultural differences. There are a number of
studies in international marketing which put the emphasis on how the cultural
aspect influences the interaction (Hofstede 1991; Peters & Waterman 1982;
Pettigrew 1979). While researchers such as Levitt (1983), Nordstrom (1990), and
Porter (1986) point to the world of business as being made up of homogeneous
cultural interactions, others stress heterogeneity and differences in cultura
behavior. Inthisview, cultural differencespresent asamajor factor causing friction,
conflict, and a communication gap. Hofstede's (1983) study stressed cultural
differences as a source of individual conflicts. The author, among several other
researchers, stressed that the differencesin deeply rooted values of managersfrom
countrieslike Iran and those from devel oped countries are a source of problemsin
interaction. In the following questions, the purpose was to measure such concerns.

The four statements listed below were directed at examining the social
impacts. The first two measured the cultural influence in terms of friendship and
communication problems. These were concerned with the social interaction at
an individual level (see Figure 5.7). The next two statements (3) examined the
general impact of cultura differences and (4) considered the impact of cultural
differences on business interaction (see Figure 5.8).

Statement (1): “It is difficult to make friends with the sellers and technicians.”

Statement (2): “Language differences create problems in discussions with this
supplier”

Statement (3): “Cultural differences have caused crisesin the relationship.”

Statement (4): “When we visit the supplier, we interact on aformal level”

In response to (1), the lranian managers disagreed with the postulation.
Forty-five percent of the managers selected the alternative “strongly disagree,”
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and 25.0% partly disagreed. This means that 65% of the Iranian managers
observed no problem in social interaction with foreign buyers. Only 10.0%
of the Iranian managers partly agreed, and none strongly agreed with the
statement. The remaining 18.3% of the Iranian managers were uncertain. This
is a high score, and it is difficult to explain why such a large nhumber of the
managers selected this aternative. However, a comparison of these results
with the results from (b) laid the groundwork for the conclusion that there
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are strong ties in the personal relationships between the Iranian and foreign
firms.

Statement (2) measured another aspect of cultural differences, namely, commu-
nication. The statement was about language differences as a source of problems.
Asillustrated in Figure 5.7, 63.3% strongly disagreed 18.3% partly disagreed, and
only 10.0% partly agreed, although about 81.6% of the Iranian managers stated
that language was not a problem for their social interaction. Language was seen
by very few of the managers as a hindrance in their social interaction. Statements
(2) and (2) were complementary. Both signified alow level of social distance and
strong social bonds. Theresultsareinteresting, asthey illustrate thefact that social
interaction contains different types of bonds. Asillustrated in this section, some
bondsareweak, and othersare strong. In categorizing these bonds, one can observe
that some of the bondswith a more sociofunctional nature are weak, and those that
are related to purely cultural aspects are stronger. Another conclusion considers
the cultural differencesthat have engendered avery low level of impact. Thisresult
iscompletely contrary to thefindingsin earlier research (Hofstede 1991). Previous
results (see Figure 5.5) show alack of cooperation for a group of the firms.

In adding knowledge about the social interaction at anindividual level, two more
statementswereintroduced. Statement (3) considered the cultural impacts, and (4)
measured theformality intherelationship. Theresultsfor (3) verified the measures
presented in (1) and (2) above, namely that mutuality and trust are not limited by
cultural differences. Ninety percent of the Iranian managers did not observe the
cultural differences as a source of problems. Only 3.3% of the managers realized
that this factor affected their relationships. Among these managers, only 1.7%
saw cultural differences as a source of crises. The aim of statement (3) was to
understand the Iranian managers genera view about social interaction and its
influence. As (1) and (3) measured the specific aspects in the relationships, this
statement referred to the culture as a whole. The aim was also to detect if there
was a significant difference between general and specific findings.

Statement (4) reflects the formality in the relationship. The question is
interesting as it measures the personal relationship aside from the informal
interaction, and can reveal facts about differences between the social-business
and informal interactions. The answers were surprising. Almost 60% selected the
alternatives“ partly agree” and “ strongly agree” with the postulation of formalities
in the relationships (43.3% partly agreed, and 15.0% strongly agreed). However,
8.3% reported that they strongly disagreed, and 26.7% partly disagreed. Theresults
indicate that the majority of Iranian managersclearly differentiate friendship from
formal interaction. Asthe results from (1), (2), and (3) showed, there is no doubt
about a strong informal relationship. It seems that the Iranian firms, because of
uncertainty about unforeseen changes, haveto rely on formal contracts. Thiscould
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be because of the Iranian firms connections to other actors that have a major
influence on the focal relationship. The interaction with the foreign suppliers
is based on trust of an informal nature, with Iranian managers showing little
uncertainty, as discussed above, about the social behavior of theforeign suppliers.

Theresponsesrevealed that | ranian managersdividethe social relationshipsinto
two bonds, one purely social and the other involving social-business interactions.
When it is purely social, as depicted in the earlier questions, the relationship is
strong. But when theinteractionisfunctional (i.e. it has asocial-business context),
the relationship is more formal.

In further examining the formality of the business interaction, two questions
concerning the arrangement of agreements between Iranian firmsand their foreign
partners must be considered. Thefirst question, asexhibited in Figure 5.9, is about
formalization of the agreements.

The question isinteresting from two perspectives. Oneis the comparison of the
values from the two studies. Asillustrated in Figure 5.9, as many as 95% selected
the alternatives“agreat deal” and “entirely.” For the same question, IMP2 showed
the same trend but with some differences. In the IMP2, the percentage for the
first two alternatives “ very little” and “to some extent” was 21.4%, compared with
only 5.0% in the Iranian study. Furthermore, the valuesfor the alternatives“ agreat
deal” and “entirely” were clearly lower in the IMP2.

The answers above become more interesting if they are linked with the next
guestion, which aimed to measure a specific area in the persona interaction.
The question was. “What effects do the written agreements have on the actual
dealings between you and your two companies?’ The Iranian firms, asillustrated
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Figure 5.10: Impact of the written agreements.

in Figure 5.10, saw the written agreements as the main factor in the relationships.
A massive 96.6% confirmed a high reliance on the written contract. For the same
alternatives, the result for the IMP2 was only 32.3%. One can therefore suggest
that the formal social relationship did not have as decisive arole as it did in the
Iranian case (in the Iranian case, the value was 95%). This finding confirms the
results obtained for the reliance on the written contract, with an accumulated value
of 53.2% for the same alternatives. Thismeansthat, in reality, thereisamuch lower
rate of formalization of the contract in industrialized countries than in countries
like Iran.

In this survey, the Iranian firms recognized the written agreement and its
impact as a means to challenge uncertainty in the relationships. Such an attitude
reveals another fact in the relationship. This is connected to the issue of written
contracts. Generally, a written contract is a management tool used to secure
relationships under uncertain conditions. In cases where the firms have elaborated
astrong relationship, the role of formal agreements becomes insignificant. Under
such conditions, where the partners have a long-term relationship, the rules of
the game are clearer for both. There is less of a need for written details in
the agreements, athough in the Iranian case, despite a strong informal social
relationship (friendship), the relationship contains a weak social-business bond.
This is not because of uncertainty in the socia bonds but rather has emerged
because of the impacts from other parts and levels of the network. The uncertainty
in the relationships with business actors transfers to, and weakens, the social-
business relationship.
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Table 5.5: Formal and informal social relationship.

Question t-Value  df  Significance Mean
(Two-Tailed) Difference

1. It isdifficult to make —3.779 93 0.000 —0.96
friends with sellers and
techniciansin thisfirm

2. Language differences —2.915 93 0.004 —-0.75
create problemsin
discussions with this
supplier

3. Cultural differences have —2.841 91 0.006 —0.69
caused crisesin the
relationship

4. When we visit the supplier, 2.303 95 0.023 0.64
we interact on aformal
level

5. To what extent are the 2770 119 0.007 0.42
arrangements with the
supplier formalized in
written agreement?

6. What effect do these 8415 120 0.000 181
written agreements have on
the actual dealings between
your two companies?

The last aspect of social interaction relating to trust concerns the formality and
informality of the social relationship. In all, six questions are used to investigate
thisarea. When comparing the Iranian firmswith thefirmsin IMP2 (see Table5.5),
all six questions disclose significant differences leaving no room for similarities
between the relationships of the two groups. First, the Iranian firmsfind it clearly
lessdifficult to make friendswith sellers and techniciansin the supplying firm than
the customers in the IMP2-study. This is also the case with language difficulties
and cultural differences, where the Iranian customers see these as much less of a
problem than the customers in the IMP2-study. However, the Iranian customers
give much moreto attention to interacting on aformal level with the supplier, both
on asocial level and when it comes to writing and using formal agreements with
the supplier, compared to the customers in the IMP2-study.
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4. Summary

This chapter examined the strength of the social bonds. Theresultsfrom the earlier
chapters provide some answers about the degree of dependency and strength in the
business exchange relationships. The chapter was concerned with the “soft” part
of theinteraction between the Iranian customers and foreign suppliers. The crucial
guestion was how the socia atmosphere influenced the business exchange. The
social bonds reflect the following dimensions: (1) socia interdependency/power
and mutuality; (2) potential mobility; (3) trust and a persona relationship; and
finally, (4) social-businessinteractions. The concepts presented in the introduction
are used to operationalize the answers and assist in the analysis and review of
the values obtained. Factors such as mutuality, power/interdependency, mobility,
and trust have been followed in the presentation of the answers. When drawing
conclusions, the valuesin each question have been connected to the valuesin other
guestions to gain support or sanction.

The first two questions reflect the factors of dependency and mutuality.
Surprisingly, about 35% of the Iranian firms declared that they have feelings of
dependency on the foreign suppliers. However, more than 56% of the Iranian
customersdeclared that they are not dependent on foreign suppliers, and thevalues
showed a higher dependency of foreign firmson Iranian firms. In connection with
the mutuality in the dependency and in the rate of input for the adaptations, two
other questions were raised. In contrast to the above results, the answers showed
that the majority had a feeling of equilibrium and that they reported mutuality
in the input for the adaptations. More measures are needed to confirm the above
results.

In further examining the issue of interdependency, several other questions were
raised to evaluate the mobility of the partners. The outcomes showed that more
than 60% had a high degree of potential mobility because they did not observe
their foreign partners as a partner with whom they could develop, for example,
new technologies. Only 22% were unwilling to replace their partners with
another. Strangely, more than 55% of the Iranian firms believed that their foreign
partners were very satisfied and would continue to be in the future. However,
the values in these questions disclose a high degree of potential mobility. This
result could be because, even with a high degree of mutuality, the strength
of the bonds for this group was insufficient to keep them together for a long
period.

Considering thefactor of trust, the questions measured the cooperation between
the partners. More than 75% explained that the partnerships did not have any
cooperation problem. When further examining trust, the question of “closeness’
showed a very low level of mistrust among the managers. Similar values were
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obtained when measuring the level of understanding. More than 83% declared
that they did not have any problem in understanding each other, despite the
fact that they came from completely different societies. One evident conclusion
was that the questions measuring the informal relationships resulted in higher
values than those that examined the formal business interactions.

The factor of trust was also measured in relation to specific areas such as the
preference for cooperation over short-term profit. Iranian firms perceived that
more than 67% of the foreign suppliers preferred cooperation to a relationship
built on short-term profit. This value is rather high. Thus, the vaue for the
opportunistic behavior of theforeign suppliersisranked very low (16%). However,
the percentage of the Iranian firms who were completely sure that the aim of the
foreign supplierswasalong-term rel ationship wasal so not that high, at only 21.7%.

While the above questions mainly considered the study of trust at an
organizational level, the study also examined trust at the individual level. The
majority of the Iranian firms, 60%, reported a very good personal relationship.
Strangely, and in contrast to the studies on cultural behavior, the Iranian managers
perceived that theforeign people mainly initiated social interaction. A deeper study
of trust was conducted with questions about the formal and informal relationships.
An interesting conclusion was reached from one question examining the problems
related to the cultural differences. It was surprising to realize that the cultural and
language differences have had a very low impact on the relationships. More than
93% of the managers, for example, did not see cultural differences as a problem
in the interaction.

The above five questions mainly reflected the informal relationships. One
interesting question was directed at whether there was any difference between
these measures and formal interactions. One question was about formality in the
agreements, and another reflected the impact of the written contract. Contrary to
what was expected, the Iranian firmsrelied on formal agreementsto aconsiderable
extent. The scoresgiven to formality inthe businessrel ationshipswere even higher
thanintheMP2 study. Similar resultswere obtained for the question on thewritten
contract. It seems that the Iranian firms, because of their uncertainty about their
environment, prefer to resort to formal business exchange.



Chapter 6

Embeddedness

Inthe earlier chapters, the aim wasto study thefocal dyadic business relationship.
The facts included information about the product and technology, adaptation,
and socia bonds. Clearly, this was a step towards understanding the strength
and weakness of the focal relationships. It was necessary to limit the analysis
to a study of the business-to-business relationships, but that is insufficient
for a comprehensive understanding of the firms' behavior. Inasmuch as these
firms have exchanges with other actors, this chapter attempts to study the
embeddedness of the firms. The following questions are addressed: What is
the nature of the Iranian firms' relationships with their embedded business and
non-business actors in Iran? How do the embedded relationships affect the
focal relationship between the Iranian and foreign firms, and how are these
managed?

As discussed in Chapter 2, embeddedness pertains to both business and non-
business actors. This chapter, after the presentation of the Iranian managers
general views, comprises two sections. The first section considers the business
connection, and the second is devoted to the connections with non-business
actors. The attempt in the first section is to understand the extent to which
the focal relationship is interrelated with the local and foreign firms and
organizations. In the second section, negative/positive connectionsand the strength
of the connections are discussed in the context of political embeddedness (for
government decisionsover trade policy). The negative/positive nature of the bonds
is indicated by the coercive or supportive actions of the government and the
bureaucratic organization covering trade policy decisions. The chapter begins
with the views on the interactions and activities between political and business
actors, and finishes with a discussion on the management behavior of the Iranian
firms.

Morethan 60 questionsin the survey were concerned with businessand political
embeddedness, and interviewees gave complete answersto 53 of them. A selection
of representative questionsis presented in this chapter.
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1. Some Conceptual Details

Thecomplexity of theinterface between businessand non-businessactorsistreated
differently in different marketing models, and the interaction problems between
these two groups of actors are usually treated ambiguously. Traditional marketing
research studies non-business actors as components of the environment and sees
their impact as homogenous. In these analytical models, adaptation is proposed
to deal with the uncertainty which derives from the coercive actions of non-
businessactors(Kotler 1999). In economictheories, thefirmsareviewed, primarily,
as production units operating in a faceless market environment. Similarly, the
literature based on organi zation theory does not have apertinent view of the market
environment.

However, studies that are more recent have taken two directions. One specifies
the dyadic view for studying the interaction between business and non-business
actors. Another extends that view further and insists on the application of network
theory. These two views also introduce the concept of influence, instead of
adaptation, on the marketing behavior of firms.

According to the network view, the most important implication of the existence
of relationships is that firms cannot be regarded as independent units that choose
their counterpart at any time but rather asinterlocked units constituting a complex
structure (Hakansson & Johanson 1987). One suggestion that has been madeisto
employ adyadic view for the analysis of political and business actors (Boddewyn
1988; Yarbough & Yarbough 1987), but this approach still creates an analytical
boundary asit delimits other relationships. In further developing the dyadic view,
other studies have presented views on network theory for a more comprehensive
understanding of connectionsbetween actorsof different origins (Hadjikhani 1996;
Hadjikhani & Sharma1999; Ring 1990). These theories have been tested in studies
carried out in industrialized markets, but the implication of such views needs to
be tested in countries with alower degree of industrialization.

This study expands the territorial boundary of explanation and integrates the
non-business actors. The view implies that a network approach can preferably
be used to analyze a structure built on interaction between business and non-
business actors. Against thisbackground, it can be postulated that any single actor
isembedded in two different types of interactions. With referenceto thediscussion
on various types of exchange (Bagozzi 1975), there are no theoretical obstacles
preventing the use of thiswider application of business relationships. Particular to
this study, two types of actorsin the business network, business and non-business,
are distinguished. Political actors control financial and non-financial resources
and exercise power to make laws and regulate business activities (Hadjikhani
& Sharma 1999). Business actors, however, are involved in economic activities.
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Figure 6.1: Political and business interactions.

The political actors act for political ideas and values, and the business actors
function on the economic outcomes. Following that explanation, the combination
of types of actors leads to a matrix (see Figure 6.1) with four combinations. In
the first cell, the situation for both parties is grounded on business rules, and their
fundamental interest in the long-term is growth and profit. The power exchange
is through business resources, and conflicts are resolved on business grounds.
At the other extreme, combination four involves two political actors with non-
business grounds for legitimacy. Palitical mechanisms govern the exchange, and
the actors act to gain political legitimacy. These are the two least complicated
situations. Situationstwo and three are more complicated asthe interacting parties
functionally rely on different principles. One acts on the basis of political values
and the other on business gains. Management of the interaction thus becomes
complicated.

Political embeddedness results in a business network structure, which links
actorsin al of these four conditions. A business actor, besides connecting with a
number of business actorsin businessinteractions, aso hasto deal with actorsof a
political nature. Critical to theselatter interactionsis the matter of the dependence
of businessactorsonthepolitical actors. Theinfluential activitiesof businessactors
are introduced as a management tool to affect that interdependency (Boddewyn
1988; Lenway & Murtha 1994). Management activities are acts to strengthen
the position towards non-business actors and to bring mutuality. In cases where
political power and coercive actions are used, the position of business actors is
weak. The types and contents of political and business action can be combined
into a matrix (see Figure 6.2) with four situations.

A high degree of coerciveaction, for example, in situations one and two, leadsto
very weak relationships (Hadjikhani & Sharma1999). A contrary situation can be
seenin cell 3, wherethe political actions are specific and supportive. In conditions
two and four, the contents of the political actions are general (i.e. they reflect on
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Figure 6.2: Political and business actions.

several firms or industries). An aspect in this construction is the dynamism of the
political action. An action that is coercive at one time may become supportive at
another time. A business actor’s strategy isto gain a position in cell three asit is
accommodated with mutuality and aspecific strong rel ationship. Thelater business
studieselevateavariety of viewson influential activitiesof businessfirmsdesigned
to overcome changes and bring strength to the relationships.

Embeddedness implies a principle of transfer of these supportive/coercive
actions to other business relationships. Thus, business relationships are affected
by the political exchange relationships between political and business actors. The
degree of impact depends on the strength of the positive or negative political
exchange. A highly negative connection with political actors naturally increases
uncertainty in the focal relationship. Stability in political rules, for example, is
proclaimed by business actors as an exigency to build a strong and positive
business relationship. No matter which political society it concerns, stability is
accommodated with trust that transfers from the exchange with political actorsto
the focal business relationships.

2. Embeddedness

In the empirical study, one important aspect in understanding connections was to
measure embeddedness in general . The first three questions examined the general
opinion of the managers on how the political and business connections affect
the focal relationship. Respondents were asked: “In your relationship with this
supplier, give a value to the role of the following actors.” In this group, one of
the questions was related to the connections of the political actors. The next two
guestions referred to the connections of the business actors. Question 1 examined
the managers' opinions on “foreign trade” and referred to its impact on the focal
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Figure 6.3: General opinions on the importance connections.

relationship. The second question related to “your competitors,” and the third to
“your customers.” Figure 6.3 illustrates the values given to these questions.

Based on these three questions, the managers appeared to be knowledgeable
about the environment in which they operated. This conclusion is drawn from the
fact that none of the managers selected the aternative “don’t know” in response
to these questions. All the managers selected one of the alternatives ranging from
“no importance” to “very high importance.” None of the firms mentioned having
difficulty in evaluating the actors and their actions.

As depicted in Figure 6.3, very few (about 5.7%) of the respondents saw
the impact of foreign trade as having no or minor importance. Only one firm
(representing 1.7% of the total) selected the alternative “no importance.” For the
guestion relating to competitors, 45.8% selected no or minor importance, and
33.9% selected these categories in relation to customers. These answers indicate
that the managers assigned alower importance to the market actors (i.e. customers
and competitors).

A closer observation of the answersin the last three alternatives strengthens the
arguments above. In the question of foreign trade, the answers in the last three
alternatives “very high importance,” “high importance,” and “some importance”
are interesting. They disclose two important aspects. one is the distinction of
the degree of importance assigned to each bond, namely with foreign trade,
competitors, and customers; and the other appliesto the role of the political actors
in the business market.

In contrast to the question concerning “your competitor,” the scoresin the ques-
tions on the importance of “foreign trade” and “your customers’ are much higher.
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The comparison of the values in the first two and the last two alternatives (each
guestiontaken separately) isinteresting. It seemsthat the managersassigned avery
high scoreto theimportance of thetrade policy (73.3%) and to customers (54.2%).
Thevaueisdlightly lower in the question about competitors (44%). The compar-
ison between thefirst and last aternativesin the question concerning competitors
(45.8% for the first two aternatives and 44% for the last two alternatives) shows
that the managers did not give a high value to the importance of the competitive
market. By using network theory, one may speculate that the competitors are not
important because of a high interdependency between the focal actors. In this
study, such speculation can easily be rejected by reference to the earlier chapters
on relationships. The results in the earlier chapters contain enough information
manifesting a weak relationship between the Iranians and their foreign partners.
However, in the question concerning the customers, the first two alternatives had
a cumulative value of 33.9%, and the last two alternatives 54.4%. This simply
implies that the managers had a higher dependency on their customers than on
their competitors, although the negative connection to the competitors was weak.

The answers concerning the impact of the political actors (via foreign trade)
are much more interesting. As mentioned above, the cumulative value of the first
two alternatives “no importance” and “low importance” in the question on trade
policy was only 6.7%. However, the cumulative value of the last three alternatives
(“some importance,” “high importance,” and “very high importance”) was 93.3%,
meaning that the managers see the actions of political actors as a very important
element in their market activities. Political actors play acrucial rolein the Iranian
market, and this was borne out by the fact that only 1.7% of the managers chose
the alternative “no importance.”

The comparison shows which actor in the market was considered to have the
highest degree of importancefor thefocal relationship. Whilethe cumulative value
for the last three alternatives in the question concerning the political actors was
93.3%, the valuesfor the similar aternativesin the next two questionswere 54.2%
(for the competitors) and 66.1% (for the customers). The differences between the
values above have such a degree of significance that it is not difficult to draw the
conclusion as to which connected actor has the strongest influence on the focal
relationship. The survey contained several other questions that could confirm the
strong influence of the political connection. Two of these questions are presented
here. The first aimed at measuring the influence that each connected actor has
on the Iranian firms, and the second at alocating a value to the selected actor.
Thefirst question was: “Which group most influences the focal relationship?’ As
illustrated in Figure 6.4, the actors can be classified into two groups: business and
non-business actors. When ranking these two groups, 81% of the Iranian firms
viewed the political actor as the one that most influenced their business with the
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Figure 6.4: Connection with business and non-business actors.

foreign partners. This indicates that the Iranian managers are more dependent on
the connected political actors than on the connected business actors. In another
question (not illustrated here), the managers were asked to evaluate and select the
alternatives that had the most influence on their business. The question measured
the influence of non-business actors on the focal relationship. Here, 80% of the
respondents selected the alternatives “very and high” influence, and the rest, 20%,
selected the alternative “to some extent.” These values confirm the conclusion that
the focal relationship is highly influenced by the non-business actors. The values
can explain the weakness in the focal relationship.

In further developing the question above, another question arose. Iranian
firms were asked to evaluate relationships with business and non-business actors
in different sectors. As shown in Figure 6.5, non-business actors also include
intermediary actors such as the unions. The score verifies the results introduced
in Figure 6.1. The score for government was 39%. This can be compared with
the focal relationship (between Iranian firms and foreign suppliers) that had only
18.9%. The value given to competitors was only 2.7%. For the connection with
business actors, the difference between customers (5.4%) and competitors (2.7%)
can clearly be seen.

As discussed earlier, it seems that the firms consider the impact of local
customers to be double that of competitors. The comparison of the actors in the
intermediary group with business actors showsthat even these groups have ahigher
influence on the focal relationships than the business actors do. The cumulative
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Figure 6.5: Evaluation of focal and connected relationships.

value for an intermediary group, such as a branch organization, was higher than
the scores for customers or competitors. The score for connected intermediaries
(chamber of commerce and unions combined) was 13.5%, which was more than
for competitors (at 2.7%) or customers (at 5.4%).

Thereview of the questions above provides ageneral picture about theinfluence
of the connected actors on the Iranian firms. The explanation reveas the high
degree of influence of the political actors. It also provides general and even specific
information about the role of the different political and business actors in the
sphere of the connection. The purpose of the following sections is to understand
the strength of these connections in relation to each separate type of connection.
The concentration, however, ismainly on the connection with non-business actors.

3. Business Connection

In this respect, the survey included several questions. Only a few have been
selected, as they contribute enough facts to draw some essential conclusions.
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Figure 6.6: Business connection.

Two of the questions studied the connections to other suppliers, and to suppliers
competing with the foreign firms. The topic question was. “To what extent isyour
businesswith this specific supplier affected by your own rel ationshipswith some of
the following?’ In Figure 6.6, the questions examine the impact of three business
connections: (1) the Iranian firm's customers; (2) competitorsto the foreign firms;
and (3) complementary productsto the foreign suppliers products.

In the first question (1), which referred to the firm’s own customers, about 50%
selected the alternatives “none” and “low.” The same alternatives in questions (2)
and (3) scored 51.6 and 71.9%, respectively. It is interesting to compare these
scores with the scoresin the last two aternatives (“very high” and “high”). Here,
the cumul ative scoreswere 23.4 and 28.4%, and in question (3) 12.3%. In question
(3), more than 52% selected the alternative “none” Seven percent selected “very
high” in responseto this question. This can be confirmed by the valuesfor question
(2) above. In that question, the alternative “very high” was selected by 6.7% of
the respondents and the aternative “none” by 43.3%. The fundamenta difference
between questions (1) and (3) liesin the answer to the alternative “to some extent,”
which, on question (1), was 23.3%. This was a high score and made the scores
for the other alternatives low. On question (3) the score was 14%, indicating
that the suppliers of complementary products have a very low influence on the
focal exchange relationship. This meansthat, similar to the focal relationship that
containssimpleproduct exchange, the complementary productsareal so of asimple
nature. This character of the exchanged products affects the interdependencies
between the focal and the connected actors. As the values for the aternatives
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“very high” and “high” arelow, thereis alow interdependency between the focal
and connected complementary suppliers.

The picture is dlightly different in question (2), which measures the extent of
interaction with the competitors. In this question, the cumulative values for the
first two alternatives “not at all” and “low,” and the last two alternatives “high”
and “very high,” were 51.6 and 28.4%, respectively. There is a large difference
between these values and the values in the similar alternatives in questions (1)
and (3). The answers to question (2) also disclose that there is aweak connection
between the Iranian firms and the suppliers competitors. Some may interpret
this result as evidence of a strong focal relationship, but the facts in the earlier
chapters interposed a weak focal relationship. The exchanged products between
the focal actors, for example, as discussed in Chapter 3, did not have a complex
nature. Further, theval uesin question (2) do not indicateawell-functioning market.
If one assumes that a product is not too complex, then the competitive market
has to function in a traditional way (i.e. the price mechanism has to regulate the
transaction). A high domination of the price competition will naturally lead to
a low interdependence among actors. The study, however, produced results that
show aweak price competition and aweak focal relationship.

3.1. Business Connection with Financial Actors
The survey also contained questions examining the dependency on the financial
actors. One of the questions referred to the extent of the impact of the banks

or financial organizations on the focal relationship. As depicted in Figure 6.7,
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Figure 6.7: Financial connection.
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the cumulative values for the alternatives “high” and “very high” were 31.7%.
Compared with the values given in the other three questions above for the same
aternative, this was the highest response. In question (2) above, which examined
the aspect of competition, the aternatives “high” and “very high” had a value of
28.4%, whichisdightly lower than the connection to sources contributing financial
resources to the business activities. Otherwise, the financial connection compared
with questions (1) and (3), in Figure 6.6, seems to contain a higher degree of
strength than in question (3), which referred to complementary products.

For example, the value given to the aternatives “high” and “very high” in
question (3) was only 12.3%. In question (3), in Figure 6.6, only 23.3% of the
managers selected the first alternative “none.” Thisis quite alow value compared
with the question above, where it was 40%. A closer review of the answers
indicates that the difference may lie in the two aternatives offered: “low” and
“to some extent.” For these two alternatives, the cumulative value in question (2),
Figure 6.6, was 48.3% compared with 25% in the question above. This means that
within the limits of “low” to “very high,” the mgjority of the Iranian managers
observed the competition to have low impact. One group of Iranian managers
considered the financial connection to have an even lower degree of impact.
This group, 40%, believed that the financial actors had little or no influence.
However, 31.7% of the firms indicated the high influence of these actors. This
value is much higher than the values in the similar aternatives in questions
(1), (2), and (3) above. Thus, the financial connection was viewed as creating a
stronger bond than these connected actors did. But, compared with industrialized
countries, the connection is very weak.

Despite some differences between the values in these questions, one general
conclusion isthat these bonds have aweak connection with thefocal relationships.
Two connections displayed several major differences compared to the others. One
wasthe connection to the suppliers’ competitors, and the other was the connection
to the financia actors.

4. Political Connection

Poalitical actors usetheir legitimate powersto affect the business actorsin different
ways. In relation to foreign business, political actors direct their major actions
towards two areas of policy: tariff and non-tariff trade policies. Business firms,
however, create interna political capability and use external organizations, such
asindustrial branches and unions, to manage the political actors. When studying
the political influence, some researchers (see for example, Brunson 1986; Sharma
& Jansson 1993) subdivide the political actors into government and bureaucrats.
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In accordance with this approach, the influence of the Iranian government and
bureaucrats is discussed separately here. In the section on the government, the
discussion considers the exchange on tariff and non-tariff policies. After the
section on bureaucrats, an attempt is made to explain how Iranian managers have
“managed” the palitical actors.

4.1. Political Actions — Tariff Decisions

One exchange bond considers the area of tariff in foreign trade. The political
actors aim to decide the tariffs, and business actors aim to influence the content
and adapt it to their conditions in the market. In examining this bond, the survey
included more than seven questions. Two of the questions reflected the export and
import tariffs. As depicted in Figure 6.8, when managers were asked to assess the
influence of the two tariffs, there was a major difference between the two factors.
The import tariff was considered to have a much higher impact on Iranian firms.
In the first alternative “not at al,” the value for the import tariff was 18.3%, and
for the export tariff 36.7%. In the alternative “very high,” the value for the export
tariff was 16.7%, and for the import tariff 46.7%; thus, the degree of impact of
the import tariff was twice that of the export tariff. Thisindicates that the Iranian
managers believed that the import tariff has nearly three times more influence on
the focal businesses. The degree of influence of the import tariff becomes higher
when the two alternatives of “high” and “very high” are added together. The value
for the influence of the import tariff then becomes 70%, and the export tariff 20%.
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Figure 6.8: Tariff and non-tariff decisions.
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These two questions reveal two facts: (1) the behavior of political actors towards
product export constructs aweak negative connection; and (2) the dependency of
the firms on the local customers.

Theresearch al so studied theinfluence of different typesof tariff policies. Inthis
line, in one of the questions, the | ranian managers were asked to choose one of the
six important typesof political actions. AsFigure6.9illustrates, thefactor selected
by the managers as most important was “consumption of final products,” with a
value of 46.7%. The second-highest value (about 29%) was given to the factor
“specific duties” The other factors were supported by 5-9% of the respondents.

The resultsin this question confirm the second conclusion above. The score of
46.7% for the factor “consumption of the products’ indicatesthat the Iranian firms
have a higher dependency on their final customers. The high dependency on local
customers clarifies the low degree of dependency on political actions in relation
to the export tariff.

Infurther studying the different types of tariff decisions, one question concerned
government subsidies. As Figure 6.10 shows, more than 46.7% selected the
aternatives “high” and “very high.” If the value given to the alternative “to
some extent” is included with the above two alternatives, 60% rated this value
as having an influence, although a large number of firms believe in the influence
of government subsidies. Eventually, government subsidies have a positive impact
on the businessinteractions. However, a high degree of subsidies|eadsto financial
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Figure 6.10: Government as financia actor.

dependency. In cases of weak industrial relationships, theremoval of subsidiescan
damage the firms.

The answersto this question are in line with those of financial interdependency
presented earlier. In those questions, the strength of the relationships with the
financial sources was examined. As discussed, the financial dependency of the
firms on external sources was very high. In relation to the subsidies, as shown in
Figure 6.10, the core business is positively connected to the political actors. The
high scoresin the alternatives “very high” and “high” are to some extent related to
the nature of the firms. The cross-analysis of the statistics showed that these firms
are mostly state-owned and, without subsidies, could not continue in the market.
However, for the other firms, the degree of dependency on the political actors was
low asthe subsidiesthey received were low. Thisdoes not mean that their financial
needs are limited. They have a high dependency on private financial sources but
receive low support. As aresult, the core business is suffering because of awesk
business relationship with the Iranian government and with banks.

4.2. Non-Tariff Political Actions

The study contained more than nine questions aimed at understanding the political
action by using non-tariff regulations. All these questions examined the connection
between the Iranian government and the rel ationship between thefocal Iranian and
foreign firms. They considered relationship areas such as product specification,
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Figure 6.11: Product regulations.

standards, packaging, labeling, and exchange and credit control. In the following
section, some of the questionsthat concern product import and their characteristics
will be discussed. The basis for selection is not only to present those questions
that confirm the earlier conclusions, but also to gain an understanding about other
types of political actions.

The topic question for a group of the questions was: “To what extent is your
business with this specific supplier affected by non-tariff actions?’ Two of the
guestions referred to product standards and specifications, and the third to import
guotas. In the questions on product standards and specifications, as illustrated
in Figure 6.11, the values increase successively in moving from alternative one
to alternative five. But it seems that the government decision regarding product
specification has a higher influence than product standards. In question (1), on
product standards, 53.4% selected the alternative “very high,” and in question (2),
on product specification, this was selected by 63.4%.

However, the cumulative value for the alternatives “high” and “very high” for
guestions (1) and (2) are rather similar (78.4% for the first and 76.7% for the
second). Thevaluesfor theother three alternativesare al so similar. These questions
aso included the aternative “do not know.” As none of the respondents selected
this aternative, it seemsthat all the firms had a clear opinion about the impact on
the product level. In another question, which is not depicted above, the aim was
to measure the political impact on packaging, labeling, and marketing. In almost
all of the questions, the values for the two categories of “very high” and “high”
taken together were more than 53%. When the alternative “to some extent” was
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included, this reached more than 73.3%. These values are again similar to the
values presented for questions (1) and (2) above.

However, the mgjor finding wasin relation to the high influence of both product
standards and product specification on the focal relationship. Almost 80% of the
Iranian firms considered the high regulation of the product standard as coercive
actions influencing the focal relationship. In both questions, the managers gave a
low value (8.3%) to the alternative of “not at all.”

Question (3), in Figure 6.11, measured the import quotas. In this question,
the Iranian managers considered political decisions concerning imports to be a
hindrance in their business with their foreign partners. More than 41% saw the
interference as having a major influence on the focal relationship. The cumulative
valuefor thetwo alternativesof “ high” and“ very high” is63.3%. Thisvalueislower
than the value for the same alternatives in the other two questions. Nevertheless,
63.3% represents quite a high score. An alternative that is substantially different
from the other two questions is the alternative “not at all.” This alternative, which
had a score of 8.3% in the other two questions, was selected by 23.3% in answer
to question (3). These facts show that the coercive actions of the government have
a higher degree of influence concerning product standards and specification than
concerning import quotas.

4.3. Non-Tariff and Flow of Financial Resources

As mentioned earlier, one connection that had a high negative impact on the focal
relationship was the financial tie. The flow of financial resources considers two
substantial areas. Oneisthe connection to actors such asbanks; the other isto rules
imposed by the political actorsto regulate financial transactions. Aswas shownin
the review of business connections, the Iranian firms saw actors such as banks as
a source of uncertainty.

The following review considers questions about political actionsin relation to
foreign exchange. Results from four questions are presented in this section. They
eval uate the connection with the political actors with respect to foreign financial
transactionsthat affect the focal partners. The attempt isto understand the content
of the relationship and whether the government agencies exercise power over
the Iranian firms. The topic question for al four questions was: “To what extent
is your business with this specific supplier affected by non-tariff actions?’ The
actions considered were: (1) exchange control; (2) the exchange rate; (3) prior
import deposits; and finally (4) credit restrictions.

Figure 6.12 measures the first two areas of Iranian government intervention
in financial transactions between Iranian firms and their foreign partners. One
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interesting result is the number of managers who selected the aternative “I do
not know.” In question (1), on exchange control, it was selected by only one firm
(1.7%), and in question (2), on the exchange rate, none of the firms selected this
aternative. This shows a high level of knowledge among the Iranian managers
about the content of theforei gn exchangerel ationship. Theresultsin both questions
indicated a high level of coercive action by the government, exposing strong
negative connections. These contribute to the conclusion of a high dependency
of the Iranian firms on the political rulesregulating financial transactions between
focal actors.

Thevaluesgiventothetwo alternativesof “high” and“very high” areinteresting.
In question (1), on exchange control, the value for the alternative “very high” is
about 8% higher than for that alternative in question (2), on the exchange rate.
But the cumulative values on those two alternatives for questions (1) and (2), at
81.6%, are similar. However, the value for the aternative “not at al” in question
(1), 8.3%, is much higher than the 2% in question (2). The cumulative values for
thefirst two aternativesin question (1) are 10%, and in question (2) 12.4%. Thus,
the cumulative values for the first and last two alternatives for these two questions
are similar, with alow score in the first two choices and a very high score in the
last two. The scores also show ahigh dependency of thefocal firmson government
decisions concerning foreign exchange regulations. The Iranian government uses
itshierarchical power to control theflow of financial resourcesto foreign countries.

The following two questions examine two other financial bonds, namely
prior import deposits and credit restrictions, in order to gain a more specific
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understanding of the foreign exchange rules. As Figure 6.13 illustrates, it seems
that the political actors wish to control all types of foreign financial transactions.
To achieve this, they use different means in various degrees of strength to affect
foreign trade.

As depicted in Figure 6.13, the value given to the aternative “not at all” was
much higher in these two questions than in the earlier ones. On the question of
import deposit, the value was more than 38%. The alternative of “not at all” (in
relation to coercive action) is, thus, 22 times less in relation to “import deposit”
than it was to the question on the exchange rate, as illustrated in Figure 6.12.
The comparison of the scores in the category “not at all” in the question on
import deposits (Figure 6.13) and on exchange control (Figure 6.12) shows the
value on the deposits to be about five times more than that on exchange control.
This also means that in the other aternatives, the values on import deposits are
much lower than the values in relation to the credit exchange rate and exchange
control.

In the question on credit restriction, the values given to the different alternatives
aresimilar to the val uesin the questions on the exchangerate and exchange control.
These three questions show that firms have similar opinions about the coercive
action of the government. The cumulative value for the aternatives “high” and
“very high” in the question on credit restriction is more than 76%. For the same
alternatives, the value for both of the earlier questions was 82%. In the question
on the exchange rate, if the value given to the alternative “to some extent” is also
included, the cumulative value is 87%. In al three questions, the mgjority of the
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Iranian managers realized that these coercive decisions had a negative influence
on the focal business relationship.

Oneexplanationfor thelower valuesin the question onimport depositsisthat the
firmsthemselves may havean opportunity to reducethenegativeinfluence. It seems
that Iranian firms have a high cash flow and capital that can be used as a deposit.
This conclusion is aso verified in Figure 6.6. This management tool is employed
by the firms to reduce the strength of the negative political connection. While
the firms cannot challenge the high degree of coercive actions, they have adapted
their behavior, but the effect is to restrict their capital resources. This resource
is thus withdrawn from the production process, which, naturaly, has increased
the production cost. Thus, the coercive actions of the Iranian government have
increased the product price in the market.

The use of the power of government authority to control the flow of financial
resources to foreign countries may have its foundation in economic conditions
in the country, yet it has created a negative connection not only towards the
focal business firms, but also against the final customers. The higher this negative
connection, the weaker the Iranian firms' relationships with the foreign firms and
local customers will be, and the stronger the need for organizational adaptation,
surplus capital to deposit, or other management tools.

5. Supportive and Coercive Political Actions

The discussion to this stage considered the recognition and measurement of the
content of the various bonds connected to the palitical actors. Each bond is
measured separately, and some comparative discussions have been presented. The
following section aims at two specific areas. One is to understand the positive
or negative natures of the bonds; the other is to understand how Iranian firms
realize the strength of these bonds. For each question, the managers were asked to
recognize and eval uate the most and least influential of the political actions on the
focal relationship.

Two questionsare presented inthefoll owing discussion. Oneconsiderscoercive,
and the other supportive, actions. The questions were simple. Iranian managers
were to select one among 12 alternatives. As Figure 6.14 illustrates, the least
coercive actions recognized by the firms were actions such as export quotas
and state trading. The most coercive were the actions related to the financial
transactions.

The dternatives in the question concerning the positively connected bonds
received values that are almost in direct opposition to those of the negatively
connected bonds. Government subsidies were considered the most supportive.



134 Non-Business Actors in a Business Network

Percentage
0 10 20 30 40 50 60 70 80 90 100

) ) ; )
Government subsidies F—‘LQI—‘—‘—\} 6
,

Government state trading

License or permits

Product standards
Packaging, labeling and marketing
Product specifications

Export quotas

Import quotas
Exchange control
Exchange rate

Prior import deposit

Credit restriction [

B Coercive O Supportive

Figure 6.14: Coercive and supportive actions.

One critical issueis clear: there is a high negative connection to the government
for its control of the financial flow to foreign firms. The score here was 74.1%.
It seems that Iranian firms do not demand state control of the business exchange.
The highly coercive political action has created a negative relationship with the
political actors. The comparison of the cumulative values in all the supportive
and coercive aternatives shows that the managers measure the degree of negative
connection more highly than they do the positive connection.

The influence of financial control behavior by the political actors was aso
presented in the earlier sections. As mentioned, in some criteriathe impact was as
high as 81%. Thisisin line with the results obtained in the above questions.

Considering the supportive actions, the values have an almost regressive trend
(i.e. the higher values are in the supportive actions, the lower they are in the
coercive actions). Government subsidies scored 36.6% (the highest rate). Scores
reduced with the questions referring to standardized products (14.5%), import
guotas(12.8%), and finally credit restriction (0%). Although government subsidies
had the highest value, it was till only 36.6%, which confirms the value for
government subsidies presented in Figure 6.10. On that question, the positive
impact of the government subsidies was valued at 46.7% (this was the support
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for the combined alternatives “high” and “very high”). The results indicated that
the firms preferred tariff-trade supportive actions directed at specific areas. In the
question of the exchange rate (Figure 6.13), only 10.9% of the firms interpreted
non-tariff political actions as supportive. Figure 6.13 also shows that few firms
(3%) selected the alternative of “not at all.” Inthisfigure, for the question on credit
restriction, thevaluefor thealternative“ not at all” was 13.3%. However, thevalues
for the same alternative referring to exchange control and the exchange rate were
much less, 8.3 and 2%, respectively. The presumption is that those who selected
this alternative received financial support from the state. The difference between
these values, 13.3% compared with 8.3 and 2%, could be because of needs and the
expectation of gaining support rather than because of what they actually received.

The comparison of the supportive and coercive actions showed that the most
negative factor influencing the focal relationship was the influence of the Iranian
government in financial transactions. These bonds, namely credit restrictions, the
exchange rate, and exchange control, gained the highest score (74%) for coercive
actions and the least value for being supportive (15.4%). The reverse pertained to
government subsidies, which scored 44.2% as supportive and 8.2% as coercive.
These values uphold the statement that the Iranian government uses coercive
means more strongly than supportive actions. Such a conclusion is based on the
explanation that the highest values in supportive actions are not as high as in
coercive actions.

6. Connection to Bureaucrats

No matter what political decisionsaremade, itisthebureaucratic organizationsthat
exercise and implement the political rules. These organizations can strengthen or
weaken the political connection as they translate and regulate the firms' behavior.
They can exercise power in relation to foreign trade rules for testing products,
custom documentation, product classification, and financia transactions. The
survey contained seven questions directed at these issues. Five of these questions
are presented below. Three questions are related to product exchange, and two
measured financial and product exchange control. For this category, the leading
guestion was. “To what extent do trade administrative procedures affect your
business relationship with this supplier?’

The measures depicted in Figure 6.15 show that the bureaucrats, at least, are
not positively connected to the focal relationship. The questions were concerned
with: (1) customs for product classification; (2) customs for product valuation;
and (3) product testing. It istrue that in all three questions, the alternative “not at
all” scored more than 25%. But the cumulative score in the three alternatives “to
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Figure 6.15: Connection to bureaucrats — product regulations.

some extent,” “high,” and “very high” was also quite high. The values for these
three alternatives were 58.3, 60, and 55%, respectively, showing that almost 60%
of the firms recognized that they had a negative connection with the bureaucrats.
The alternatives “do not know” and “low” scored about 4 and 12%, respectively.

Theresultsal so show that theimpact from thethree bureaucratic areas of product
classification, product valuation, and product testing is similar. This can also be
verified by the values given to the first two alternatives of “not at all” and “low” in
the answers to these three questions. However, in product testing, the bureaucratic
procedure had alower influence than in product eval uation and classification. This
is because the exchanged products are simple raw materials.

The similarities in values may have been because the bureaucrats had taken
opportunistic positions. No matter what the content of the rules, they may have
tried to create obstacles which would strengthen their power against the Iranian
firms. It can be concluded that bureaucrats amplify the coercive actions of the
political actors and strengthen the negative connection.

In further examining the bureaucrats' behavior towards the Iranian firms, the
next two questions evaluated respondents’ views on the two areas of customs
documentation and inspection time (Figure 6.16). For the first three alternatives,
values were very similar, although there were some differences. One difference
was in the values given to the first aternative “not at all.” Here, the scores were
28.3 and 35%. The first related to the question on documentation and the second
to inspection time. Another difference can be seen in the cumulative value of the
three alternatives “very high,” “high,” and “to some extent.” In relation to the first
guestion, the score was 61.7%, and in relation to the second, 43.3%.
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Figure 6.16: Relationship with bureaucrats for inspection and customs.

The comparison shows a difference of 18.4%. This means that the firms are
constrained by a higher level of influence from the bureaucratic requirement of
documentation records than from the time that the bureaucrats require to inspect
the products. The difference could be because the inspection task is carried out
by technical people, whereas documentation duties solely involve bureaucrats.
No matter what the source of the differences is, the two questions confirm the
conclusion that bureaucrats exercise their power to affect the focal exchange
relationships via these two areas. The critical problem is the management of
bureaucrats or administrators. Theinfluence through political rules can be difficult
because, as has been discussed earlier, rules have a genera nature. Thisgroup, in
similar cases, could translate and execute the rules according to their individual
means and goals. The general management strategy, as introduced in marketing
studies, covers tactics such as negotiation and manipulation.

The answersto the five questionsillustrated in Figures 6.15 and 6.16 show that
bureaucrats use their position to affect the business exchanges between Iranian
and foreign firms. These questions considered five different bonds through which
actors could have had interactive exchanges, but in these cases, the political actors
have constructed a strong negative connection. In the case that bureaucrats are just
following thepolitical rules, theanswershave adifferent structure. Theaternatives
“not at al” and “low,” for example, may have gained much higher values. In such
a case, bureaucrats do not impose such a high degree of negative impact on the
business firms' operations. Reflecting on the results to these questions, it can
be concluded that bureaucrats exercise their power through different connecting
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ties. All five of the ties examined, with minor differences for product testing
and inspection time, have strong negative connections to the focal business
relationships. This could be for two fundamental reasons. One is because of the
negative connection to the palitical actors. Iranian managers observe bureaucrats
asan extension of the government, evenif the bureaucratsjust execute the political
rules and do not play a political game. The other reason is the trandation of the
political rulesto gainaposition of power. Inthisstudy, aspresented earlier, thereare
substantial facts that confirm the second hypothesis. Bureaucrats exercise power
beyond the formal position authorized by their political power. Their coercive
actions explain the high degree of strength in the negative connection and the
uncertainty that emerged towards bureaucratic behavior.

7. Managing Political Connections

The results in the earlier section showed the degree of negative influence as well
as the areas that are preferred by the firms for building positive and supportive
relationships. The results presented are the outcomes of the management activities
of the firms. The negative connection could have been stronger, but the firms,
as several managers stated, “have done what they could to reduce the negative
influence of the government and bureaucrats’ intheir relationshipwiththeir foreign
partners.

The next group of questions was focused on the management of the political
connection. The questions, which were related to the activities of management,
can be divided into three areas: (1) the influence and cooperation of management
behavior; (2) management by connection; and finally (3) adapting the internal
organization.

7.1. Influence

In this group, two of the questions were simply concerned with the exchange of
political knowledge between the Iranian government and Iranian firms. The first
reflects the exchange of information about the consequence of the government’s
political decisions. The next examines the knowledge of the paliticians about the
conseguences of their actions on the Iranian firms' foreign relationships. In the
first question concerning contacts with decision-makers, as Figure 6.17 shows, it
seems that the majority of the managers had tried to establish contact with the
government. Ten percent of the firms reported no effort to build even a simple
relationship. In this question, the cumulative value for the first two aternatives of
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Figure 6.17: Management by exchange of information.

“not at all” and “low” was 16.7%. In contrast, more than 81% selected the three
aternatives of “very high,” “high,” and “to some extent.” This implies that most
of the Iranian firms intensively discuss the political decisions that concern them.
The high intensity in the exchange of information reflects the seriousness of the
political issues. Thiscan aso be verified by the fact that not more than 1.7% chose
the alternative “I do not know,” athough, the Iranian firms were more certain
about the content of this question when evaluating the aternatives. As compared
with several other questions examining the focal businessinteraction, thisvalueis
very low.

The cumulative value of 73.3% for the aternatives “high” and “very high”
shows the general tendency in the Iranian firms' political behavior. In a sense,
the firms did not just accept political decisions but also made an effort to contact
the political actors. Surprisingly, when the question becomes more specific (seethe
next question in Figure 6.17), the cumulative value for the alternatives “high” and
“very high” reduces alittle to 67.7%.

In the first question, adding these two alternatives to the alternative “to some
extent” produced a score of 83.6%, and in the second question, the score reached
was 85%. This means that in these two questions, the Iranian firms behaved very
similarly. The only major difference in the scores reflects the aternative “to some
extent.”

The essential aim in these questions was to understand how the Iranian firms
manage the interaction and exercise influence on the Iranian government. In this
section, two questions are presented. In these questions, the extent of influence
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of the firms beyond normal communication is examined. One considers the
modification of the political decisions on foreign trade through contacts with the
government, and the other considers avoidance behavior when facing the impact
of theinteractions.

The answers to the question on cooperation with government provide more
detailed information (see Figure 6.17) and have amost the same structure as
above. The scores in the categories of “not at all” and “low” were 8.3 and 5%,
respectively. Compared with the first question (contacts with decision-makers),
fewer respondents selected the last two alternatives “very high” and “high.” The
scoreinthe category “very high” was 36.7% and in “high” 30% (with acumulative
value of 66.7%). If the aternative “to some extent” were to be included, the
score would be 84.9%. This value shows a dightly higher level of input into
the relationship to communicate with political actors. The aim of the firmsisto
convince the political actors by reasoning about the consequence of their actions.
In spite of these differences, these questions together manifest a high degree of
investment by the firms in influencing the government through the exchange of
information. This score also signifies another fact: that even the state-owned firms
are obliged to employ the same management strategy as the private firms.

7.2. Cooperation

Asdiscussed earlier, very few Iranian firms seem to enjoy the specific support they
gain from the government. For the other firms, acrucia areain managing political
activities is to influence the political actors. The two earlier questions examined
the actions undertaken by the Iranian firms, but the questions did not explore how
effective their activities were. In the case of influence, the management aims to
convert coercive to supportive behavior or, at least, to reduce the degree of impact
of coercive behavior.

In thefirst question (“ To what extent can you modify trade policy by contacting
decision-makers?’), displayed in Figure 6.18, a few firms (16.6%) selected the
aternatives“high” and “very high.” Thesefirmsare state-owned firmsthat exercise
their legitimate position to affect the political actors. However, the influence of
these firms comprises simple relationship areas. Considering the aternatives “ not
a al” and “low” in the first question, the score was 36.7%. A comparison of
the score in the first two and last two choices (see above) shows that twice as
many firms cannot exercise influence on the government as can. However, 45%
of the firms selected the aternative “to some extent.” Thisis quite a high score. It
means that almost half of the Iranian firms can, to some extent, interact with the
government to modify their decisions.
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Figure 6.18: Avoidance and negotiation strategy.

In keeping with this hard line of influence, the second question (try to exit)
tried to measure whether the Iranian firms could avoid the impact of political
connections; in other words, whether they could disconnect themselves from the
relationship with the political actors. As Figure 6.18 makes clear, more than
60% selected the aternative “not at all.” If this value is combined with the
score on the second alternative “low,” it produces a score of 81.7%. These firms
circumscribe the political control via avoidance strategy. Again, a special group
(11.7%) selected the alternative “high.” According to previous studies, these firms
employ a variety of management tactics to disconnect themselves from political
rules. These are “home-made” tactics, indigenous actions adapted to specificity in
the circumstances (Hadjikhani 1996).

However, the majority of the Iranian firms have a high dependency on the
government. The government uses its coercive power to such a degree that the
firms cannot even use avoidance strategies. This meansthat the elaborated control
system hasrestricted thefirmsinto specific and given positions. Their rel ationships
with their foreign partners have to follow a specific track dictated by the connected
political actors. Themajority of the firms seem to be unable to manage the political
connection through avoidance or negotiation.

7.3. Managing Connections

As concluded above, the Iranian government is the major source of uncertainty
in the relationship between Iranian firms and their foreign partners. Given that
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negative impact, an important aspect is what effort the Iranian managers made to
challenge this uncertainty. It should be recalled that the values given to influence
and uncertainties are the results of management activities. In understanding the
management behavior of the Iranian firms, it isinteresting to study which actorsin
the surrounding environment have assisted the Iranian firms. In the section above,
besides the source and types of impact, the ultimate management strategy, namely
avoidance, was al so discussed. The following presentation covers management by
the mobilization of other actors.

The survey included several questions to measure the utility of other actorsin
this task. Four of these actors — trading partner, local customer, branch industry,
and local supplier — manifesting weak and strong connections are presented.
The scores for the influence of these four actors are depicted in Figure 6.19. The
responses display an interesting aspect concerning the structure of the answers. As
illustrated in Figure 6.19, no one selected the alternative “1 do not know.” It seems
that all the managers knew which actors had assisted the firmsin their mission.

Among these actors, the highest valuefor the alternative “ very high” was 18.3%.
This was given to the organization responsible for the branch industry and shows
that thiswas the most powerful and positively connected actor. More than 41% of
the managers supported the alternative “high” and 25% the aternative “to some
extent.” Combining these three alternatives produces avalue of 85%. Thisverifies
the conclusion that there is a strong general and positive connection between
Iranian firms and the branch industry. This relationship is not specific, since the
branch industry includes alarge number of firmsfrom avariety of industries with
different demands and questions.

100
90
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Figure 6.19: Influence of the other connected groups.
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The next strong connection wasthat to thelocal customer. With ascore of 16.7%
for the alternative “very high,” the local customer’s value was not much less than
that of the branch industry. The values given to the alternatives “rather much”
and “to some extent” were 28.3 and 10%, respectively. These values are much
lower than the values given to branch organizations. The cumulative value for the
three dternatives (“very high,” “high,” and “to some extent”) is 55%, which is
much lower than the 85% in the question on foreign trading partners. However,
the values of 45% for the first two aternatives and 55% for all three were quite
high, compared with the results on the questions concerning local suppliers and
foreign trading partners. In the first question, the value for the alternative “not at
all” was 63.8%, and for the alternative “low,” it was 15.5%. The cumulative value
for the first three alternatives is more than 86%, an indication of the almost total
lack of influence of the foreign partners on the Iranian government. This fact may
aso betruefor theindustrialized countries, and it would not have been surprising,
therefore, if the value had been even higher than 86%. Consequently, the values
8.6 and 5.2% for the aternatives “very high” and “high” become interesting. The
Iranian government has always spoken in favor of local sovereignty, independence,
and religiousvalues. These scores show theinfluence of theforeign partnerson the
Iranian government. One explanation for the influence could be that these foreign
firmsareinvolved in aspecific type of industry. Project-selling mode, for example,
in most cases involved both focal firms and governments. Foreign partners can
interfere when decisions relate to aspects such as technical specifications and
terms of payments.

For the question on local suppliers, the values for the alternatives “very high”
and “high” were 3.4 and 18.4%. L essthan half of theinterviewees, 48.3%, selected
the aternative “not at al,” and more than 18% selected “low” in relation to the
influence of the local supplier. The cumulative value for thefirst three alternatives
is 78.3%. This is much higher than the cumulative value for the local customer
(55%) and branch industry (40%) for the same alternatives. These values show
that local suppliers have aweak connection to the Iranian firms and government.

The results show the strength and weakness of the four actorsin influencing the
government for the sake of this specific dyadic relationship. Comparatively, the
branch industry, with itsgeneral relationship, hasthe strongest degree of influence,
and foreign firms, with their specific demands, have the weakest relationship
with the Iranian government. The values given in these four questions show that
the local connections assist the Iranian firms in challenging a negative political
connection. Among the locally connected actors, some customers had a stronger
positive connection than the suppliers did. This conclusion can be verified by
the results introduced in the section on business connections, where there was a
strong connection between the Iranian firms and the local customers. It seemsthat
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the specific positive connection with local customers has strengthened the Iranian
firms' position towards the negative political connection with the government. In
other words, they have reduced the strength of the negative connections with the
political actors.

7.4. Internal Adaptation

There are conditions when firms, in spite of assistance from other groups, still
have strong negative connections to the political actors, and they, necessarily,
resort to other aternatives to challenge the uncertainty. They can select from or
combineavariety of alternatives, such as negotiation, adaptation, and exit fromthe
market. The exit strategy containstwo options. Oneisto moveto another industry;
another option is to leave the country, as firms in industrialized countries can. In
the first option, asthe poalitical impacts have a general nature, as discussed above,
the strategy of changing industry does not reduce the level of uncertainty. Further,
entering into new markets requires new knowledge and additional resources. Thus,
the Iranian firms do not stand to make any gains from the alternative of changing
industry. The second option, exit to another country, requires a completely new
capability and marketing ability, to which these firms do not have access. These
implications leave no space to select an exit strategy. As has been mentioned,
Iranian firms have a local market orientation. They have neither the financial
resources nor the market and technological capability to penetrate into a stable
market inindustrialized countries. Thesefactorslimit their exit behavior. However,
some firms have entered into neighboring countries that require low market and
technological knowledge, aswell asalow level of capital resources.

In the absence of an exit strategy, the other two strategies require internal
structural changes. Some strategies, like negotiation, have a simple nature, and
others are much more complex and require adaptation. The latter strategies can
force firms into alarge investment within the organization. In the earlier section,
the study introduced the negotiation and avoi dance strategies of the Iranian firms.
Inthissection, factsabout four questionswill be presented regarding the adaptation
strategies. The following two questions eval uate the management in terms of: (1)
general adaptation and specific changesin production and the production process;
and (2) political units which have evolved to handle the political connection.

For thefirst area, two questions are introduced. One is about the organizational
structure, and the second considers the production process. As Figure 6.20 shows,
the values given to the aternative “not at all” in relation to the structure of the
organization were 13.3%, and in relation to the production process 22%. The
cumulative value for the first two alternatives “not at al” and “low” in question
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Figure 6.20: Management adaptation.

(1), which dealt with “organization structure,” is 16.8%. In question (2), on the
“production process,” it is 33.9%. This meant that comparatively, the firms had
done less adaptation in the production process. A similar outcome could be
observed when the three alternatives “to some extent,” “very high,” and “high” are
combined. Values in relation to question (1) were 81.6, and 66.1% in relation to
question (2).

These values contain several interesting results. First, as mentioned above,
the management of uncertainty required substantial change in the organizational
structure. Second, the majority of the firms changed both the organizational
structureand production processto deal withthe negativeconnectiontothepolitical
actors (for example, about 34% of the firms had highly adapted the production
process). This value increases to 52.5% if the values for “very high” and “high”
are combined. There is such a degree of strength in the political connection that
more than 50% of the Iranian firms have made large investments to adapt the
production process. Thisisasignificant aspect, asthe adaptation in the production
process necessarily has to follow the technological interdependency, and not the
political or bureaucratic connections. This discloses an important fact about the
content of the focal exchange. Technologically, the exchanged products have such
asimple nature that the production process can easily be adapted to the demands
of the political actors. In other cases, thefirms do not have an advanced production
process. They haveexternalized the processtoforeign suppliersor loca customers.

Another important aspect is the adaptation towards the source of uncertainty.
Thestructural changes presented in the abovetwo questionsarenot directly related
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Figure 6.21: Internal task change.

to the flow of financial resources or foreign transactions that have been the main
sourceof uncertainty. Theadaptationsarethe outcome of the negativeimpactsfrom
regulations such as import quotas, product standards, and so on. This conclusion
reveal sanother seriousproblemin the political connection. Despitethe regulations
having amuch lower impact than the uncertainty from financial transactions, these
factorshave created alargeinvestment to change the structure of the organizations.
As financia flow does not require high structural changes, the question is what
types and how large are the visible and invisible investments to challenge the
emerged uncertainty for thesake of foreign exchange. The question above, adapting
the organization structure, implied changesin different units of the Iranian firms
organization. In thefollowing section, the questions are more specific and measure
adaptation at the middle-management and strategic apex levels. Figure 6.21 shows
that thevaluefor “ very high” is45%. If thevaluefor “high” (26.6%) isincluded, this
createsatotal of 71.1%. Theimplicationisthat inthe majority of cases, the genera
managers undertake the responsibility of challenging the political connection. The
valuefor thealternative “not at all” isvery low, only 5%. Theresultin thisquestion
makes clear the critical nature of the political issue. It is at such a level that
very few general managers are not engaged in political affairs. The next question
measures whether the firms have established specific unitsto handle their political
connection. The value given for the aternative “very high” was 21.7%, and for
“high” 23.3%. The cumulative value for the three alternatives of “very high,”
“high,” and “to some extent” is 61.7%. This means that more than 60% of the
firms have, to some extent, established specific units to challenge the political
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uncertainty. Moreover, the degree of uncertainty is at such alevel that more than
83.3% (the cumulative valuesfor the alternatives “ very high,” “high,” and “to some
extent”) of the general managers undertake the management tasks concerned with
the political issues. It can also be concluded that most of the managers’ time is
devoted to managing the uncertainty from the political connection.

The results from the four questions above show that the Iranian managers, in
attempting to reduce theimpact of government actions, have resorted to adaptation
strategies to deal with the major uncertainty in technological and financial areas.
The high level of impact because of these negative ties has forced the firms to
change their organization at different levels. Adaptations have reflected: (1) the
firm’'s organizational structurein general (such asits stockholding); (2) changein
the units' tasks (such as their headquarters); and (3) adaptation in the production
process. These structural changes correspond with the different types of influence
and uncertainty introduced in this part of the book.

8. Summary

Theearlier chaptersfocused attention on studying the content of thefocal exchange
relationships, whereas this chapter has covered the influence of the embedded
actors on the focal relationships between Iranian customers and foreign suppliers.
Theearlier chaptersleft some unanswered questions. Questions such aswhat keeps
the relationships alive or how the low degree of strength in the focal relationships
has influenced, or continues to influence, the focal relationship were untouched.

Tothisaim, thechapter beginswith ashort conceptual discussion on connections
between business and non-business actors, and proceeds with the presentation
of four major sections. The first section considered the general views of the
Iranian managers about the political and business actors in the environment.
The second and third sections dealt with specific business and non-business
actors, and their impacts on the focal relationships. The evaluation aimed at
constructing a picture of the degree, and negative or positive influence, of these
two connection types. Finally, the chapter presented the management actions of
the Iranian firms in challenging the uncertainty that emerged from the negative
connections. Considering the political actions, the fundamental factor examined
in al the questions is trade policy, as the aim of the research was to study the
relationships between Iranian and foreign firms.

When evaluating the general views on political and business embeddedness, the
three questions eval uated theimpact of political actors, competitors, and customers
onthefocal exchange. Thevalueof thealternative“ noimportance,” inthe question
ontrade policy, was about 1.7%, competitorswere considered of no importance by
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28.8% of the respondents, and customers by 23.7%. In the alternative “important,”
thelargestimpact wasascribed to the political actors' decisionsontradepolicy. The
valuefor trade policy decisions was 93%, for customers 66%, and for competitors
54%. The question about customers evaluated a positive connection, whereas the
other two were considered negative connections. Thus, the highest valuewasgiven
to a negative connection. This value was confirmed with a question that evaluated
the private and political actors comparatively. The impact value for the political
actors was 81%, and for the business actors 18%. In another question, the firms
were asked to rank al actors, including the foreign suppliers. The ranking was
constructed to evaluate the degree of the negative and positive impact of each
factor on the Iranian firms. The valuefor the negative influences of the government
was 39%, and for the competitors 3%, whereas the positive value for the foreign
supplierswas 19% (although theimpact of the government had ahigher degreethan
the focal partner and competitors). In the study of business connections, several
actors were examined. For the three positively connected actors, suppliers to the
Iranian firms, suppliersto theforeign firms, and suppliers’ competitors, the degree
of influence is generally low. Among these three, the lowest degree of impact on
the focal relationship was allocated to suppliers of foreign firms, and the highest
to the suppliers’ competitors. The other actor examined was the financial actor
and his influence on the focal relationship. The degree of impact from financial
actors is even higher than from the suppliers competitors, but in general, about
50% perceive financial actors as having avery small impact.

In studying political embeddedness, two major decision fields, tariff and non-
tariff, were examined. For tariff decisions, areas such asimport and export tariffs,
consumption of final products, and specific duties were considered. The study
shows a large variation in the values given to these different areas. The highest
negative impact was in the political rules on the consumption of final products.
However, the most supportiveinfluence camefrom government subsidies, although
the degree of intense dependency on financial subsidieswas not very high at 30%.
Thisrate is even lower than the rate (33%) for those who proclaim a high level of
independence of the subsidies (see Figure 6.12).

The first three questions in the field of non-tariff political actions concerned
product standards, product specification, and import quotas. In all three, coercive
actions elaborating negative connections had a high degree of support. In product
specification, for example, the value for the very high impact on the focal
relationship was more than 63%. In product standards, the score given to the
coercive impact of the government on the focal relationship was almost 80%.

The areas reflecting the factor of non-tariff coercive actions show much higher
degrees. For example, the negative ties for the control measures of the government
on foreign financial transactions scored more than 80%. The Iranian government
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usesits power viathe exchange rate, exchange control, and prior import deposits,
to create obstacles for Iranian and foreign firms. Among these areas, the strength
in the negative bonds varied. Some, such asthe deposit required prior to importing,
have a weaker impact than credit restrictions.

In one of the questions, the Iranian managers were asked to rank 12 areasin
which the government exercises its coercive and supportive actions towards the
focal relationship. Strangely, only 36% of the firms gave avery high evaluation of
subsidies. Thisimplies that the other firms see subsidies as a negative connection
to the government. Similar to thisresult, the negative bonds were strongest for the
foreign exchange transactions. In this and in other questions, evaluations showed
avery low impact for export tariffs. This verifies the earlier conclusion that the
Iranian firms are not very dependent on the export market but are completely
dependent on the local Iranian market.

In another question, the group evaluated the strength of the negative or
positive connection with the bureaucrats. Factors, such as customs for product
classification, valuation, and testing, were eval uated. Surprisingly, the bureaucrats,
similarly to the government, have el aborated a negative connection with acoercive
nature. Gradually, bureaucrats have strengthened the impact from the actors that
have negative connections. Naturally, the areasin which the exchanges occur have
different strengths. Negative connections such as product classifications gained
60% for their high impact, and others, such as product valuation, scored 43%.
Bureaucrats create more uncertainty about documentation for customs than for
product testing.

The study presented different types of influence and adaptation actions by
Iranian managers for the management of the political actors. One interesting
finding was that, despite the authority and power of the government, the managers
had undertaken actions to influence decisions. The study showed that the actions
had different degrees of strength. Questions measuring weak ties, such as simple
information exchange to cooperation, were discussed. While the simple actions
of information exchange had a very high level of influence on political actors, the
cooperation aternatives were ranked very low. This means that political actors,
in keeping with their political authority, are not willing to come close to business
actors. The political actors prefer to maintain their distance, with a very weak
relationship with the local actors.

Management also considered the involvement of other actors affecting the
political actors. Several connected actors, among them local suppliers, branch
organizations, and foreign suppliers, were observed. Generally, the values show a
low degree of influence from these actors. The highest degree for the aternative
“very high” was 18%, which was given to the branch industry. The lowest degree
(8%) wasawardedto foreign partners. However, the combination of thealternatives
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“high” and “to some extent” showed that the branch industry and customers have
the strongest positive connections to the focal firms.

When the uncertainty could not be challenged by the influential activities
of the Iranian firms and connected actors, adaptation of the internal structure
was a hecessity. In two questions, the study measured the extent of change in
the organizational structure and production process. The results show a drastic
adaptation change in both areas. More than 81% of the firms have adapted their
administrative units, and 66% had changed the production process to challenge
the uncertainty that emerged from the political connection. In other questions that
examined the importance of the political issues, the firms were asked to state who
undertakes the task of dealing with the political actors and matters of adaptation.
It seems that the tasks were mainly handled by the general managers because of
the strategic impacts of political decisions.



Part 3

Synopsis

The previous part was devoted to a presentation of facts about the purchasing
behavior of the Iranian firms when interacting with the MNCs. In further
understanding the behavior of these firms, the study compared the Iranian case
with the IMP2 case. Their relationships were studied in terms of strength and
weakness, for example. In order to understand the exchanges between the Iranian
and foreign firms, the study focused on the concept of embeddedness. Theaimwas
to conceptualize the content of the focal and connected actors. Since the political
actors are important in the business market, the effort was to explore how the
politically connected actors contribute their supportive or coercive actionstowards
the relationship between Iranian and foreign firms.

In the empirical part, some analytical notes are debated to enhance an
understanding of the facts. Some of the measures in Chapters 3-5 may have
been confusing. A problem was that the strengths and weaknesses in some of
the relationships were difficult to analyze. Doubts about the validity of the facts
forced the study to check and recheck the measures and carefully compare them.
In order to improve understanding of the firms' behavior, the research continued
to study the embedded actors in Chapter 6.

Naturally, the answersdo not indicate support from all thefirms (i.e. the answers
were not completely homogeneous). A small group of firms, about 10-20%, had
a different view from the mainstream. When discussing the facts, the research
presented some explanations about the behavior of the mainstream of firms, as
well as those outside the mainstream.

Thefollowing three chapters are devoted to an analysis of the factsand findings.
In the first chapter, the empirical results will be compared to highlight the
similarities and differences, not only among the questions in this study, but also
withtheresultsfromthe | MP2 study. Thedrivingforceintheanalysisisthestrength
and weaknessin the relationships. The aim isalso to find conceptual el ementsthat
can describethe behavior in amore consistent way. Inthe second chapter theresults
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from the empirical evidence become connected to the theoretical foundations
introduced in Chapter 2. The specific aim of the final chapter is to present the
outcomes that enlarge our conceptual understanding of the firms' behavior in a
context that includes non-business actors.



Chapter 7

Relationship and Embeddedness

In this chapter, the study will present an analysis of the measures offered in the
earlier chapters. Following the order in the earlier chapters, this chapter is divided
into four sections. Thefirst three sectionsare composed of resol utionsthat cover the
focal actors' relationships, adaptation, and social relationships. The fourth section
is devoted to an analysis of embeddedness. In thefirst three sections, the outcome
inthe Iranian study is compared with the results reached in the study of IMP2. The
comparison isnot aimed at an analysis of the purchasing behavior of the MNCsin
industrialized countries. Rather, it has the projected aim of supporting or rejecting
the measures of the behavior of the Iranian firmswhen interacting with MNCs. In
all these sections, the facts are interwoven with concepts such asinterdependency,
uncertainty, and trust, which are used to assist in the analysis of the strength and
weakness of the relationships.

1. Major Results on Relationships
1.1. Relationship Development

In studying the relationships, the two dimensions of (1) relationship development
and (2) relationship extent are explored, in order to understand the content of
the relationship between the Iranian customers and foreign suppliers. The first
dimensions were examined through questions on the history and expectations of
the relationship. Two interesting findings apply to: (1) the development of new
relationships; and (2) the connection between development of the relationships
and sociopolitical development in Iran. It was surprising to observe how the rate of
intensity in the relationships sharply decreases and increases in different periods.
Further, these drastic changes coincided with sociopolitical changes. Between
the years 1970 and 1998, the number of new relationships decreased sharply,
at least six times. In these periods, Iran was faced with increasing oil prices,
mass demonstrations, revolution, the initiation and termination of awar with Irag,
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and drastic financial crises. These measures are very different from the results
obtained in the IMP2. Firgt, the year in which relationships were initiated in the
IMP2 cases was much earlier than was the case in Iran. Relationships between
firmsin the IMP2 study had already begun in the 1920s. In the Iranian case, very
few relationships had started by the 1970s. Second, the devel opment processinthe
IM P2 wasnot subject to such drasti c changes, asthe soci oeconomi ¢ environment of
thesefirms had ahigher level of stability. Inthe IMP2 study, the relationshipswere
of a successive and incremental nature. The principle of long-term relationship
and mutual interdependency can easily be observed. Third, with the increasing
globalization of the market in industrialized countries, MNCs have extensively
elaborated new relationships. In the IMP2 study, the trend shows a sharp increase
after the 1960s. Despite the fact that the devel opment trend between the years 1970
and 1997 was also positivein the Iranian case, there were a much smaller number
of extensive relationships than was found in the IMP2.

Considering the types of products exchanged, the results in the Iranian and
IMP2 surveys showed that the scores for each product type were similar (i.e. in
both studies, similar product types gained similar values). Thisnaturally increases
the validity in the comparison of the two studies. Almost half of the purchased
products were raw materials, and the rest consisted of industrial components and
equipment.

One crucia aspect in the existing relationship is the development pattern. The
sediment left from past relationships affects the strength of existing relationships.
Past rel ationshipsleave experiencesthat create trust or mistrust in the partnerships.
In this context, several measures pinpoint the specific role of the past dimensionin
the Iranian case. One of the questionsreflected the devel opment of therelationship
over the previous five years. It was interesting to know if the exchanges, like
the historical background, had altered dramatically during recent years. The
results were enlightening. They showed that more than 46% of the firms, despite
the uncertainty in the socioeconomic conditions, had increased the amount of
exchanges. (This rate is much lower than the rate given in the IMP2.) If the value
for theaternative " unchanged relationship” isincluded, then the scoreismorethan
81%. Infact, very few (only 15%) of thefirmsreported alow increasein the number
of their relationships during thelast fiveyears. This positive devel opment indicates
a degree of interdependency and trust, as otherwise the partnerships would have
been broken or weakened.

The analysis above is till of ageneral nature. More specific information about
the content of the rel ationship devel opment was necessary. In another question, the
study measured mutuality and profitability. The results show that thefirmsrealized
that the mutuality in gains would continue in the future. The answers indicated a
high degree of profitability for both actors in the following five years. Very few,
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little more than 3%, had a pessimistic view about the future and expected poor
profitability.

In al the measures on past and future expectations, the Iranian firms identified
mutuality and equality in profitability. These are important values because they
reject the opportunistic behavior of the actors. Further, they elevate the fact that
the Iranian customers and foreign suppliers are bound together and are not merely
in a short-term exchange relationship. It is true that the relationships are not as
longstanding as those in the IMP2, but they are not short-lived either. This aso
means that the firms are bound together on grounds other than just the price factor.
This conclusion is confirmed by the rate of stability in the exchanges between the
Iranian firms and foreign partners. However, the degree of stability is lower than
the measures reached in the IMP2. Furthermore, the degree of volatility was much
higher in the study of Iranian cases, but in general, the level of instability was low.

Although the previous dimension shows a mutual profitability and a degree
of stability in the relationships, it could aso be fruitful to study the views of
the managers about the future of the relationships. Contrary to the values for
the previous dimension and high expectation for profitability, the measures on
regularity in the exchange show alower degree of positive expectation. Here, the
degree of irregularity increases to more than 50%. In addition, the firms believed
that there would be greater volatility in the future than there had been in the
past. Purchasing patterns were three times more stable in the IMP2 case than
in the Iranian case. In the Iranian case, the group that expected an increase was
two and half times smaller than the group that had increased their exchange in
the past. This means that the Iranian customers have a high level of uncertainty
regarding the future devel opment of therelationship. Thisisnot simply because of
problems between the partners. It may also depend on uncertainty about changes
in the environment of the relationships. Despite the fact that the Iranian firms have
a lower expectation than the firms in the IMP2, the former are not pessimistic
about the future of their partnerships. They recognize the rel ationship as necessary
and essential. There are, however, some firms that expect a weaker exchange
development in the future.

1.2. Product and Technological Relationships

The past and future dimensions of the relationship development disclosed some
crucia facts about the content of the relationships between the Iranian customers
and their foreign suppliers. The study contained questions evaluating the content
of the relationships by measuring the strength in the technological and product
exchange relationships. One criterion considered the degree of unigueness of



156 Non-Business Actors in a Business Network

the products. According to the network perspective, a high degree of uniqueness
containsan inbuilt strong rel ationship. Thistype of product demandstechnological
cooperation and adaptationsamong the partners. When asupplier providesaunique
product to a customer, it generally requires a high level of trust and a long-term
relationship. A crucial issue in assessing uniqueness was not only the customers’
evaluation of the degree of specificity of aproduct, but a so how uniquethat product
isinthemarket. A product can be recognized as standardized in oneindustrialized
country but can be seen as unique in aless devel oped country.

The results are interesting. Almost 60% of the customers specified that the
productswere of astandardized type. Thevaluesgiven to the“totally new product”
were about 13%, with “new in some respect” selected by 10% of the respondents.
These last values are much higher than the values in the study of the IMP2.
This means that the novelty of the products was higher in the Iranian case. The
novelty requirestechnological competency, specifically for firmsfrom developing
countries. The small group of Iranian firms purchasing unique products has to
develop technological and organizational abilities that allow them to manage the
interaction with their suppliers. These naturally bind the suppliers and customers
to each other strongly but, aswill be discussed, such astructureisabsent for alarge
number of firms. In those cases where Iranian customers supported the value of
products’ uniqueness, the business relationship can be of aproject-selling type. In
international business, this modeisvery usual among MNCs and purchasers from
countries like Iran. It always includes new technologies but does not necessarily
bindtheactorsinthelong-term. Asthe eval uation on profitability and technol ogical
interaction shows, the price of the product is an important factor. A long-term
relationship indicates that the partners have a mutual understanding about the
price. Naturally, this factor creates a weak interrelationship among the actors, as
it is easier for competitors to offer a lower price. However, as will be further
discussed, it is not only the price mechanism that binds these actors.

Beside the few unique exchanges, the majority of the exchanges involve
standardized products. Such atype of product exchange does not require complex
cooperation and adaptations. The conclusions of low interdependency, because of
the standardized nature of the products, have alow reliability. Further knowledge
is needed on the content of the other bonds binding the suppliers and customers.
In challenging this problem, the study contained several questions that examined
the technological bonds of the relationships. They measured: (1) the role of the
Iranian customers and the foreign suppliers; and (2) the degree of cooperation.
The questions measured the partners’ degree of engagement in specifying the
exchanged products. Theaim wasto understand if therewas abalance or mutuality
and cooperation. A highlevel of cooperation for product specification will generate
high interdependency in product ties.
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Unfortunately, the eval uation displayed alow degree of strength for the product
specification. More than 65% of the Iranian customers explained that they alone
specified the content of the products. This large group had enough knowledge
about the product technology and did not feel dependent on their foreign suppliers,
although the Iranian firms had a low level of uncertainty when the exchange
considered the technology of the products. This could be because the simple
nature of the products did not require cooperation for technical specification. In
no more than 23% of the cases did both partners specify the products equally. The
comparativevaluein the IMP2 caseswas about 38%. Thus, inthe IMP2 study, for a
large number of firms, the customers and supplierstogether decided on the content
of the exchanged products. Further, the other values in the same question showed
that there was more interdependence between the supplier and customer firmsin
the IMP2. The conclusion is that the supplier and customer firmsin the IMP2 had
a higher degree of cooperation than the firms in the Iranian study. Furthermore,
the exchanged products in the IMP2 study were of a more complex nature.

The discussion above is the basis for the conclusion of weskness in the
relationships. Moreover, because of the low level of interdependency, the firms
have a high degree of potential mobility. In relation to the factor of product
novelty, mentioned above, the value in the Iranian case was three times higher
than the value in the IMP2 case. Theoretically, novelty requires a high level of
technological cooperation and adaptation in the relationships between Iranian and
foreign firms, but the factsdo not indi cate this degree of technological cooperation,
adaptation, or interdependency. A low degree of technological cooperation is
combined with reasons such as standardized types of products and alow degree of
novelty. Theoretically, alow level of technological cooperation can also bereached
when the purchasing firms have a high technol ogical competence. The assumption
in the last factor, high technological competence, is that the Iranian firms could,
for example, undertake further product development themselves. Otherwise, they
purchasethe productsand sell them asthey areto the customersin Iran. Inany case,
the results from several questions display the absence of a strong technological
relationship. In aquestion examining the“new ideasfor product technology,” only
8% of the Iranian firms saw their foreign suppliers as avery important source, and
more than 51% evaluated them as being very unimportant. In the IMP2 study, the
measures were twice these.

Following these results, the question then is whether other factors bind the
actors. An important area of study is to know the utility of the suppliers. In one
guestion that examined the importance of suppliers as a safeguard, the aim wasto
learn the Iranian firms' strategy in the relationships. Surprisingly, the values again
showed a weakness in the relationships. The strategy for more than 68% of the
Iranian firmswasto usetheir suppliersas safeguards. Only 23% of thelranian firms
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observed other factors to be important. In the IMP2, the rates were the opposite.
Importance as a safeguard was supported by 26% of the firms, whereas 65%
reported other factors keeping the actorstogether. In terms of technological bonds,
the interdependency of the suppliers in the Iranian case is weak, as the Iranian
customers have a high level of potential mobility. This means that if alternatives
appear, the Iranian firms could leave their partners.

In further examining the activities and role of the foreign supplier and Iranian
customer, the question was “Who specifies the technology in the products?” The
guestion showed that more than 76% of the I ranian firms specified the detailsin the
exchanged products. The majority of the Iranian firms could themsel ves undertake
the technological part of the production system without technical assistance from
the suppliers.

Another question that examined the role of the firms in the exchange was
the degree of importance of the customer. This aimed at providing further facts
about the degree of interdependency in the bonds surrounding the technological
exchange. The questions evaluated two factors: the “amount of the exchanged
product” and “ market share.” Theresultsareinteresting, sincealargeamount of the
products purchased by the Iranian firms show the dependency of the foreign firms
on the Iranian firms. However, Iranian customers are dependent on the foreign
firms, as the mgjority of the Iranian customers (70%) purchased 50-100% of
their needs from their foreign partners. In either case, the interdependency is high
inasmuch asit mainly considersthefactor of the quantity intheexchange. However,
when the question considered technological cooperation — the core ties — the
conclusion was different. This is verified by the presentation of the suppliers
importance as a source for technological development. Iranian customers do not
agree that the suppliers assist them in their technological tasks. This supports
the conclusion that, because of the weak technological ties, there is only a
simple cooperation between the firms, covering aspects such as quantity and
price. The situation is different in the IMP2 study, where the firms indicated the
importance of the suppliers when developing new products.

1.3. Summary

Asmentioned above, arelationship contai nsother tiesthat surround thecoreties, an
example being the delivery of products (see Table 7.1). Understanding the content
of these ties between Iranian and foreign firms can increase our understanding
of the strength of the relationship and level of uncertainty. In general, a strong
relationship provides a strong core and surrounding ties. A weak relationship, in
contrast, hasan inbuilt weak core and surrounding ties. Inthe Iranian case, the core



Table 7.1: Summary of the focal relationship.

Brief Summary

Results

Relationship
development

Product and
technological
relationships

Development patterns follow the critical socioeconomic
development. The length of life of the relationshipsis not
short, and during the last five years, the relationships have
become stronger because: (1) the partners have had a
mutual interest and profit in the exchange; (2) the
relationships contain a high degree of exchange and
development; (3) compared with the IMP2, there is a higher
degree of volatility in the exchange; (4) thereisahigh
degree of stability in the relationship; and (5) thereis future
optimism about the profitability. At the sametimethereisa
pessimistic opinion on the development of the relationships
with the foreign suppliersin the future.

Standardized products with the exception of afew unique
products. In contrast to IMP2, the customers mainly
perform the product specifications. Iranian customers have
technological knowledge to decide the content of the
products. Contrary to the IMP2 case, the foreign suppliers
in the Iranian case are not important for technological
development. MNCs are recognized mostly as safeguards.
The factor of delivery in the Iranian caseis very different
from the IMP2 case. Contrary to the IMP2 which employs
the“just in time” principle, Iranian customers purchase a
large amount of the product each time. The delay in delivery
has alow impact.

o High dependency on socioeconomic changes.

e Mutuality and interdependency between the focal actors.
Lack of opportunism and partners do not have short-lived
relationships.

o Stability in the exchange in the past.

o Prediction for mutuality in the gains and prolonged
relationships.

o A degree of optimism towards the future, but uncertainty
is higher than in the past dimension.

e The exchange relationships contain core bonds and
surrounding bonds.

o Low interdependency and weak ties for both core and
surrounding bonds.

e Thefactor of priceisimportant in the relationship.

o Low dependency on the suppliers to specify the content of
the products.

e Weak technological cooperation.

o High potential mobility of the Iranian firms.

e Low interdependency to the delivery time.

o High interdependency to the suppliers’ ability to deliver a
large quantity.
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ties have a weak nature, but the surrounding ties have different types of strength.
While the quantity of the purchase binds the actors strongly to each other, the
delivery factor contains a weak level of interdependency. The results show that
almost half of the customers received a delivery only once or twice a year. More
than 32% received a delivery between three and five times a year. Even if one
assumes that customers buying raw materials do not need to buy several times a
year (in the pursuit of cost efficiency), the question is why other customers do
not have a higher frequency in their deliveries. Furthermore, the impact of the
delay of weeks or months is surprisingly low, even though the factor of “just in
time,” which is an important management criterion for the reduction in costs and
price in industrialized countries, is absent in the Iranian market. A high level of
market uncertainty could be the reason that the Iranian firms buy alarge quantity
in each delivery. The conclusion is that there are two reasons for the principle of
few deliveries: (1) the type of purchased product; and (2) the high uncertainty in
the environment. This uncertainty forces the firms to buy in large quantities and
does not allow them to follow business rules such as“just in time.”

2. Adaptation

The above study divided the relationship’s content into two groups of core and
surrounding ties. Despite the difference in the strength of these two groups of ties,
the conclusion was that the relationships had a low interdependency. However,
the question is still why these actors have continued their relationships for such a
long period. Further, despite the fact that the Iranian firms had lower expectations
for the future, they still had some optimism in the relationship devel opment. They
predicted a high and mutual profit in the future. The fundamental presumption
in the network perspective is that, under conditions of weak relationships, the
price mechanism constructsinstability in the relationships. But the results showed
stability in the exchange relationship. Thus, the measures in the relationship did
not provide a complete picture of the content of relationships. The relationship
measured in Chapter 3 encompasses some of the ties, but measures on other
ties are needed. It could be, for example, that these firms have made new
adaptations to increase their fitness for future transactions, and, when this study
was conducted, the relationships between the Iranian and foreign firms were
not developed to an extent that the research could have shown the outcomes
from the new adaptations. A study on adaptation to the needs of the firms
may open new doors in further understanding the content of the relationship.
A high adaptation in the industrial relationship strongly binds the actors to
long-term relationships. A low degree of adaptation, in contrast, generates
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weakness in the relationship, low interdependency, and high mobility in the
partnership.

The aim in the study of adaptation was to measure how the firms have adapted
their different types of activities to each other. One question that measured an
important aspect of the adaptation was about the uniqueness in the adaptations.
The question was to evaluate whether the partners had made unique or general
adaptations towards their partners. The measure was important, as the degree of
originality was an indicator of how far the partners had sacrificed their resources.
The cost of being treated as a unique partner took into account not only changes
in routines and administration but also other parts of the organization. The
exchange partners, foreign and Iranian firms, would adapt units such as R& D and
production. Unique technological adaptations brought high interdependency. A
high scorein uniqueness of adaptation was seen asameasure of astrong and close
relationship.

Unfortunately, the scores showed the opposite condition. The adaptation was
not specific but had a general nature. The score for general adaptation was about
60%, and unique adaptation was about 3%. In such a condition, mobility is high,
and the cost of changing a business partner is low. Complex and unique products
and components require specificity in the relationships. When a product is to be
tailored for the specific needs of a customer, the relationship is composed of high
adaptation costs for both partners. The measured values in adaptations such as
product modification and new product development al so disclose weak ties, which
are simple in nature. It can therefore be concluded that the actors have created
a fit with a low level of adaptation. The fit is an outcome of the balance and
stability in the exchange. Another question was how these firms have changed
their administrations to increase the degree of fit and to guarantee a long-term
relationship. This referred to areas such as service, information exchange, and
personal training, which surround the core activities. As has been discussed, the
strength of these tiesis different depending on the nature of the tie. For example,
the adaptation for information exchange is much higher than the adaptation for
delivery procedures. However, despite the differences between administrative
bonds, more than 70% of the firms explained that they had made no or only very
small administrative adaptations.

The differencesin the scores given to the adaptations to different ties generated
some conclusions about the content. One general conclusion was that the adaptive
behavior has two dimensions. One dimension refers to the type of adaptation and
the other to the degree adaptation (see Table 7.2). Adaptation can reflect aresas,
such as information, that are broad. It can also contain new product development
that is unique. Furthermore, adaptation for each of these two types can be high
or low.
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Table 7.2: Summary of the social interaction.

Brief Summary

Results

e The mgjority of firms do not have the
feeling of dependency. The grounds
for mutual interdependency and
balance in the exchange are different
for the suppliers and customers.

e Mutuality is based on simple
grounds, and therefore firms have a
high level of ability to change
partners, but the majority of the firms
do not act opportunistically. The goal
of some firmsis short-term profit.

e The socia relationship has a high
level of trust. Contrary to other
studies, when the interactionison
formalities, the degree of trust islow,
and Iranian customers demand
written procedures. The level of trust
increases when it considers the
measures on social interactions.
Here, thereis alarge difference
between the two components of
personal and functional trust.

e Mutual interdependency on different
grounds.

e A high potential mobility.

e Mutuality and balance.

o Interdependency based on an
absence of aternatives.

e A low level of social mistrust.

e A high level of uncertainty in the
environment, causing mistrust in the
focal relationship.

e Distinction between personal trust
and sociofunctional trust.

e A high level of personal trust.

e Low uncertainty because of high
trust in the social relationships.

e A very low impact from cultural
differences.

The study shows that the majority of the Iranian, and even foreign, firms had
high adaptive changes in those types, such as information exchange, which are
simplein nature. This can be compared with other adaptive types, such as product
development, in which the Iranian firms have a low degree of adaptation. In the
Iranian case, there was a difference among the simple types of adaptations. The
simpler the adaptation type, the higher the degree of adaptation.

As shown in Figure 7.1, the adaptations in the different cells indicate bonds
with avariety of strengths. As the scoresin the Iranian case unfold, each type of
bond is constrained by a change in strength, which is not exactly the same asin
the other bonds. But, in general, the adaptations in the Iranian case amplify alow
degree of adaptation. Cell 2 shows the adaptation in the core relationships, which
considered a low degree of uniqueness and specificity. Cell 4 shows an example
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Adaptation Degree
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Unique

Adaptation Extent

Large

Figure 7.1: Adaptation extent.

of aservicethat involved alarge adaptation, but the adaptation itself was of alow
degree. Information adaptation, however, gained adightly higher score and could
be placed between cells 2 and 4. Other than this, the different adaptation bondsfall
into cells2 and 4, and show aweak level of adaptation. These cellsare composed of
values generating alow level of interdependency. Adaptation between the Iranian
customers and the foreign suppliers was generally of alow degree and generated
alow level of strength.

These factors indicate that the focal firms could change the partnership quite
easily (i.e. partners have a high degree of mobility). To provide more evidence on
the weakness of the relationship, the values in the frequency of meetings can be
mentioned. As discussed above, there was a low frequency of meetings between
the Iranian and foreign firms, and the meetings did not involve a large number
of people. In particular, the meetings did not involve people from the core task
units.

2.1. Summary

An interesting outcome of studying the different types of adaptation was that
the measures in the questions complemented each other. Accordingly, it becomes
easier to draw conclusions on the content of the adaptive behavior. For example,
a conclusion that technological advice does not require a unique adaptation
but mainly contains standardized adjustments can easily be verified. The small
numbers and low frequency in personal meetings manifest, for example, such a
level of adaptation. Verification is also derived from the results of the questions
in the earlier chapter. The low degree of delivery adaptation shows an absence
of “just-in-time” planning, assisted by the conclusion reached in the question on
the amount of purchasing. Thus, the results in the adaptation section complement
the results obtained in the earlier chapter. Unanswered questions, such as why
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these firms have not changed the partnerships, remain. If the conclusion of weak
adaptation and interdependency is correct, why then do relationships not have a
short life?

3. Social Relationships

While Chapters 3 and 4 attempted to study the hardware field of the relationship,
Chapter 5 considered the software field (i.e. the atmosphere). The measure was
usedtoincrease understanding of theinterdependency andtrust betweenthelranian
customersand foreign suppliers. It first offered measures on the general perception
of the socia interaction and continued with a presentation of the results for some
specific social bonds. In Chapters 3 and 4, the findings showed that the business
relationship was weak, and the degree of adaptation to the core ties was low.
Accordingly, the expectation wasthat the answersin relation to social bondswould
generatesimilar val ues, leading to anal ogous conclusions. But thevaluesin relation
to the social atmosphere disclosed different and interesting results.

In general, the values in the questions show a high degree of mutuality among
the actors. TheIranian managers perceived the rel ationship as containing abalance
in the exchange. This implies that the degree of opportunism is low. Despite the
balance in the interaction, alarge group of the firmsin the questions studying the
degree of mobility explained that they would not have problems in changing to
competitors. This high degree in the ability to change partners is an outcome of
the weak interdependency.

A group of firms, about 20%, reported a higher interdependency with their
suppliers, despite the fact that their technological interdependency was low. This
can be explained by the foreign suppliers' relationship with other firms. As
discussed in the chapter on connections, I ranian firms have avery high dependency
on suppliers connected with the financing of their activities. Such connections
strengthen the dependency of the firms on the foreign suppliers.

In the questions examining the level of cooperation, the values show that the
majority of the Iranian firms perceive that their partners could easily switch to
others (see Figure 4.4). More than 60% of the firms have no difficulty in changing
their partners. At the same time, about 40% have no aternatives and cannot
purchase from competitors. Thus, a large group of the Iranian firms that have
alow technological interdependency also have alow degree of mobility.

However, for the majority of the Iranian firms, the interesting aspect is that,
on the one hand, they have balance and mutuality (see aso the results for the
degree of profitability in Chapter 3) and, on the other hand, they have a high
degree of potential mobility. The question is how this is possible. The only
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explanation can be that the balance and interdependency can represent different
dimensionsin the socia interaction. Mutuality can be reached with ahigh level of
interdependency but is also possible, as the case in Iran shows, with alow level
of interdependency. Thus, each of these dimensions (i.e. mutuality and balance)
containsacontinuumwith ascalefromlow to high. Thedegreefollowsthestrength
in the interdependency. Thus, the crucial aspect is not the matter of who depends
on whom but rather the strength of the interdependency, which affects the degree
of mobility.

The study reveals an interesting issue in terms of trust, that is the division of
business or functional trust from socia or personal trust. The first considers the
exchange of, for example, business information or formalities in the agreements;
the second reflects areas such aslanguage or personal interactions. Given the high
level of ability to change partners, intheIranian case, thelevel of mistrust wasvery
low. In a question examining the closeness of the people engaged, the percentage
of mistrust was less than 3%. Despite the fact that the degree of mistrust at the
organizational level was higher (5%), there was till a high level of trust on the
individual and organizational dimensions. On the question concerning closeness
in cooperation, the value was more than 87%. A similar value was given to the
question of “partners’ level of understanding.” Contrary to these results, the level
was much lower when the question examined the technological cooperation.

The questions above examined general aspects of socia trust. When business
trust was examined — the functional aspect of social interaction — the results
were different. One specific area that was evaluated was the preference of the
foreign suppliers for cooperation as opposed to short-term profit. Only 21% of
the Iranian firms perceived that the foreign supplier highly preferred cooperation,
and 40% agreed partially with this contention. These values can be compared with
the score on the question of degree of closeness, which was 87%. The low degree
of preference may be because of the uncertainty of the Iranian firms about the
strategic purpose of the foreign suppliersin thisinteraction. A drastic conclusion
could be that alarge group of the foreign suppliers aimed for short-term profit.

3.1. Summary

Thestudy showsthat the I ranian managersdistinguished social trust from business-
social trust. Thefirst factor was conceived of asa purely personal relationship and
understanding. The other, functional trust, considers the formalities and rules of
businessnegotiation. Whereassocial trust gained avery high score, sociofunctional
trust generated a lower value. The first form of trust exhibited a high level of
interdependency and low uncertainty; but the second showed a lower level of
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interdependency and higher uncertainty. More than 93% of the Iranians did not see
cultural differenceasaproblem. Onthe other hand, morethan 60% of the managers
wanted the businessto be driven by formal rules. The results are interesting as the
Iranian firms, on the one hand, want to build personal relationships and, on the
other hand, of necessity, have to rely on written agreements. The high uncertainty
did not emerge because of the social setting in thefocal relationship but could have
been because of environmental factors.

Thisconclusion hasitsimpact on other studies dealing with cultural differences.
The values obtained in the questions (see, for example, Figure 4.8) show facts that
are different from the conclusions in earlier studies (see, for example, Hofstede
1983; Usunier 1993). In contrast to those studiesthat arguethat cultural differences
between firms from industrialized and developing countries like Iran are a major
source of uncertainty, this study presents a different view. The evidence in this
chapter indicates that people in these firms have a strong social bond, in spite of
the fact that these relationships, as presented in the first question of Chapter 3,
do not have along historical background. The next contradictory and interesting
finding concerns the aspect of formality in the interaction. The earlier research
emphasized the role of informal rel ationshipswhen theinteraction involves people
from developing countries like Iran. This study shows that the Iranian firms rely
on formalities and formal business relationships.

4. Embeddedness

In this chapter, the embeddedness of the Iranian and foreign firms is studied by
exploring the exchange relationship between the Iranian purchasing firms and the
surrounding business and non-business organizations. The question was how the
Iranian firms' relationships with their foreign partners affected, and were affected
by, the embedded actors. In this section, the empirical findings cover business and
non-business connections and their strengths and weaknesses. The analysis aso
draws conclusions about the management actions of the Iranian firmsto challenge
the uncertainty created by the embedded actors.

The first group of questions, which examined the strength in the business
and non-business actors, concluded with a crucia finding. It was surprising to
find that the non-business actors could have such a high level of influence on
the focal interaction. The actions of the non-business actors were measured by
the decisions and implementation of the trade policy that regulated the behavior
of the Iranian customers and their foreign partners. An effective use of the trade
policy by the government normally constitutes a structure through which al types
of technological, product and financial bonds become affected.
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Figure 7.2; Illustration of business-political connections.

In three questions, the Iranian firms were to evaluate the actions of different
types of actors. One question was to evaluate the government’s trade policy, and
the other two reflected the behavior of customers and competitors. The results
showed that 93% of the firms selected the alternative “high importance” for the
trade policy question. Forty-five percent sel ected thisalternative when considering
both customers and competitors, although between the two negative connections
(tothe government and competitors) the connection to the competitorswasweaker.
Trade policy has constructed a strong negative connection to the government. In
another question that examined the degree of importance of the business and non-
business actors, the aim was to compare the strength in the business and non-
business connections. The score for the trade policy of the government was 81%,
and for the business actors 19%. These values confirm the conclusion that the
focal relationship is embedded in ahighly negative connection. Figure 7.2 depicts
aschematic view of thestrength of connectionsto businessand political actors. The
political connection is four times stronger than the connection with the business
actors. Naturally, the stronger a relationship is, whether negative or positive, the
greater the investment made in the relationship will be. Thus, the major attention
of the Iranian firmsis towards political activities.

The above results expound the general evaluation. A deeper knowledge of the
degrees and types of connections was necessary. In one question, the interviewees
were asked to compare and evaluate the degree of importance for a large number
of business and non-business actors. A very interesting result was that even
the score for the foreign partners (19%) was much lower than the rate given to
the government (39%). The score for competitors was 3%, which isless than the
score given to the banks. Among the business actors, banks were more important
in the exchange than any other business actors, but the government remained the
major source of uncertainty. Thus, the relationship between the Iranian customers
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and foreign suppliers was confronted by: (1) a very high power dependency
on the political actors. (The Iranian government uses its political legitimacy to
control the content of the focal exchange.) Other factors affecting the relationship
were: (2) alow degree of negative connections to the competitors; (3) compared
with the competitors, a strong connection to intermediary organizations such as
a branch organization; and (4) among the business actors, actors with financial
resources which have a strong connection.

4.1. Business Connection

When studying each business connection specificaly, the results showed that the
suppliers of complementary products have the weakest connection to the focal
actors. The suppliers competitors gained a higher score (positive connection).
But the critical problem is that the connections to both of the above two actors
are not considered to have a high degree of importance. In the IMP2 study, for
example, the connection to the complementary products had a higher degree
of connection to the focal relationships. The more complex a product is, the
higher the interdependence with complementary products will be. In a condition
where the producers of complementary products are weakly connected to the
focal relationship, the exchanged product has a simple nature. Furthermore, the
customer firms do not have a complex technological production process. These
results confirm the following conclusionsin the above sections:

(1) Thefoca exchange products are of asimple nature.

(2) Incaseswherethe purchased productsare complex, thelranianfirmsactinone
of two ways. Either they purchase the products in project form, meaning that
they do not necessarily hol d thetechnol ogical competency to devel op or modify
the products, or if they do not have a complex production process, they simply
transfer the dependency to the connected actors. For example, dependency
on the producers of complementary products would be transferred to the
customers' customers. Iranian customers would simply purchase the products
from theforeign firmsand sell them to the customerswithout processing them.

The conclusion concerning the weak negative connection to the competitors
denotes aweak competitive structurein the Iranian market. However, the financial
actors have a higher level of importance than the other business actors. Iranian
firms have a higher dependency on the financial actors than on any other business
connection. When comparing theimportance of the connected business actors, the
two highest scoreswere givento the suppliers’ competitorsand to banks. However,
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compared with the non-business actors, the scores for these business actors were
very low. Thus, the focal relationship is embedded in a business network context
that contains. (1) a weak negative connection to the competitors in the Iranian
market; (2) aweak positive connection to the suppliers competitors; (3) a weak
positive connection to the firms producing supplementary products; (4) strong
dependency on sources such as banks; and (5) a strong positive connection to the
customers. Beside these, as mentioned earlier, thefocal relationship itself suffered
from weakness in the exchange. This was based on the content of the exchange
that did not contain the elements of technological and product development or
cooperation.

These measures on the strength in the focal and connected relationships
generated a critical conclusion about the nature of the business network context
in this study. These relationships construct a business network structure in which
actors are weakly bound to each other. That isto say, the Iranian market does not
contain astructure through which market mechanisms, asdefined in thedevel oping
countries, can function properly.

4.2. Political Embeddedness

Political embeddedness was explored by evaluating the connection to the
government and bureaucrats. The content of the connection reflects the Iranian
government’s regulation on foreign trade and the bureaucrats who implement
the decisions. In the trade policy, the two major areas examined in relation to
non-business actors were the tariff and non-tariff trade policies. In the context
of trade policy, the two factors of import and export tariffs were compared in
several questions. In all the measures, the import tariff was evaluated as being
very important for the Iranian firms' business. If the firms interacted with foreign
customers, then the export tariff regulations gained a degree of importance. One
may speculate that the low degree for the export regulations was because such
regulations are of a supportive nature. Therefore, when examining the coercive
actions, the value for the export tariff shows alower score but, when studying the
degree of supportiveness, the Iranian firms did not value the export tariff as an
important factor in their businesses. Government subsidies were the supportivetie
that had the highest degree of importance.

A comparison of theimport and export tariffsgenerated theimportant conclusion
that Iranian firms customers are loca (i.e. the Iranian firms are dependent on
the local market and their foreign partners). This also shows the low degree of
internationalization of the firms. This conclusion is verified by several questions
measuring the interaction of the Iranian firms with firmsin the foreign countries.
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In the second area of trade policy, the study examined non-tariff regulations.
Regulation of the product and the financial exchange created the bond of influence.
The evaluation of these rules showed that the Iranian firms realized that the
regulations for the “product standards’ constituted the most coercive relationship.
The degree of influence for “product standards’ was evaluated at more than 80%.
However, the bonds through which the government exercised its control over the
product exchange had aweaker negative connection than that of the political rules,
concerning the foreign financial transactions. It was realized that foreign financial
transactions (in the non-tariff trade policy) had had the highest influence. The
bonds in the foreign transactions covered, for example, credit restrictions and the
exchangerate. The evaluation al so leadsto another conclusion: that the regul ations
on foreign financial transactions are different depending on the exchange types.
The negative impact of aprior import deposit, for example, isevaluated to be three
times | ess than credit control.

The measures aso revea the effort of the government to control al the areas
in foreign financia transactions. The high dependency of the Iranian firms on
the Iranian government constructs a weak focal relationship. More than 70% of
the Iranian firms observed that the exchange rate was a factor that delimited the
extent of the relationship between the Iranian and foreign firms. A comparison of
the connections showed that the foreign financial transactions had a much higher
degree of strength than the government subsidies.

Beside the government, the bureaucrats are the next group of non-business
actorsthat implement the authorized political rules. The connected bonds between
the Iranian firms and the bureaucrats contain an exchange. On the one side, the
bureaucrats act to execute the political rules; on the other side, Iranian firms try
to find standardized or specific solutions to manage the bureaucrats. The coercive
actions of the bureaucrats are exercised in areas such as product documentation
in customs, product testing, product evaluation, and classification. The Iranian
firms realize that the relationship with the bureaucrats creates a negative impact
on their relationships with the foreign suppliers. These bonds are stronger than the
connections to market actors like competitors. In al of these areas, only 20% of
the firms held the opinion that the interaction with the bureaucrats had not created
critical problems. Otherwise, the majority observe the connection to contain a
strong negative nature.

4.3. The Challenge

The discussion above shows how a high level of uncertainties that emerged from
the connected actors. These uncertaintiesweretransferred to thefocal relationships
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and produced critical problems for the Iranian firms. Of necessity, the firms
employed management tools to eliminate or reduce the impact, thus preventing
inordinate expenditure in time and resources that the firms could otherwise have
invested in the business relationships. In a case such as having a product import
certified, the Iranian firms are obliged to collect more than 10 certifications from
different bureaucratic organizations. Thelranian managersexplained that merely to
know how and whereto collect such documentsrequiresgood political knowledge.
Besides the knowledge competency, each certificate demands a great deal of time
and work, and occupies anumber of people. The other problemisthat therulesare
always changing. The political competency that is most appreciated, as discussed
inother studies (see, for example, Boddewyn 1988; Hadjikhani 1996), isthe ability
to find specific solutions for each specific case. In order to reduce the uncertainty
that emerges from the bureaucrats, the managers use indigenous solutions. These
strategies are necessary as the degree of negative connectivity to the bureaucrats
is stronger than the strength in the business connections. No matter whether it is
of anegative or positive nature, the business connections have a lower impact on
the focal exchange relationships.

The measures achieved for the supportive and coercive influences are outcomes
from the management activities of the Iranian firms towards the political actors.
Iranian managers undertook a number of actions to reduce the impact of coercive
actions and increase the support obtained from the government. The management
behavior comprises both influential and adaptive actions. When examining the
exchange of information, some surprising results were reached. With reference to
the earlier results, it was expected that the firms would not have made any effort
to influence the government because of the latter’'s superior role in society. But,
when simple management behavior was examined, the scores showed the firms
high degree of political activity. In questions concerning whether the firms had
discussed the poalitical issues with government agencies, more than 85% gave a
positive answer.

When studying the expectation, the values for future development contained
a higher degree of uncertainty. Analyzing the embeddedness provides tools for
finding some explanation. The high dependency on the political actors and
instability in the political rules naturally generates future uncertainty. This future
mistrust affects the management of the political relationships. They imply that:

(1) Thechalenge hasatimedimension. Instability inthe political rulesisamajor
source of uncertainty. When firms do not know the future development of the
political rules, the solutions are to wait until the new uncertainty arises.

(2) Thelargevariationin thetypes of coercive actions demands genuine solutions
for each type of political action.
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(3) Irrespective of the types of uncertainty in the future, one important factor is
the stability in the relationships with the bureaucratic organizations. While
political formalities reduce the power of the firmsto influence political actors,
the firms can exercise their influence on the bureaucratic organizations.

Infurther examining theinteraction between the political and businessactors, some
guestions specifically considered the extent of the influence. In one question, the
aim was to examine whether the firms have succeeded in convincing the political
actors to modify the regulations. The score for the aternatives “high” and “very
high” was about 16%. Thus, the results revealed that the cooperation strategy
has not been successful. The conclusion is that when the exchange has a simple
content without the exercise of influence, the relationship has a positive and strong
nature, but when the rel ationship is more specific and contains adimension of high
influence, it has aweak nature.

In such a condition, the study aimed to establish whether the firms could
strengthen their rel ationshipswith other connected actorsto reduce the uncertainty
and strength in the negative connection with the government. The focus was
also on examining the utility of the other connected actors. Among these actors,
surprisingly, the branch industry had the highest influence. This verifies the
conclusion that there is a strong general bond with a positive connection to the
branch industry. Furthermore, the result indicates the high influence of the final
customer on the government, when deciding on the content of the regulations.

Adaptation hasalsoresulted ininternal changesin the organization of thelranian
firms. The firms have been obliged to make comprehensive changes at all levels.
Changes in the production process and the centralization of decisions are among
those adaptive actions that the firms have instituted to reduce the uncertainty from
the surrounding political environment.

Paradoxically, the management of the relationships with the bureaucrats has
strengthened the position in the market of the Iranian firms and even of theforeign
firms. Sincethe connection to the bureaucratsisvery strong, the competency of the
firmsto managethebureaucratshaslimited theterritory of the network context. The
complexity of the bureaucratic rules and the competency to elaborate indigenous
solutions obstructs the ability of competitors to break into the business. Lack of
political knowledge hinders the penetration of new firms, and the network context
becomes limited, although the advantage of a complex bureaucratic rule is that
it strengthens the focal relationship. This is also true for the connection with the
government. As will be discussed, Iranian firms use their political competency to
delimit penetration of others into the market. The strong negative connections to
the government have promoted the political competence of the Iranian firms. This
has become an advantage that has constrained newcomers in the market.
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Thus, theinteresting finding isthe high level of the managers' knowledge about
the embedded actors, specificaly the government. This conclusion is based on
the answers to the alternative “I do not know” in al of the questions in the
Iranian study. The comparison of the answersto the alternative “1 do not know” in
different chapters shows large differences. The scores given to this alternative are
much lower in the questions examining embeddedness than in those examining
relationship aspects. Whilethe scoresin the other questionshold values at between
3 and 10%, the scores on the question for embeddedness are below 3% and in most
cases zero. The reliability could have been questioned if the interviews had not
included others besides the general managers.

This produces a condition, as mentioned earlier, of a high degree of potential
mobility because of the low degree of technological and product interdependency.
Thismeansthat the competitors can easily enter or exit from the market. With such
apresumption, the question then iswhy the negative connection to the competitors
is so low. One explanation could have its source in the market uncertainty driven
by the political actors. The conclusion is that the management of the connection
to the government requires a high political competency. The absence of high local
political competencies has become afactor that hinders competitors from entering
themarket. Besidethis, thecompetitorshaveto find MNCsthat arewilling to accept
the risk and operate in the Iranian market. Political and business relationships,
together with knowledge about these actors, are specific competencies that create
a barricade against potential competitors. The political and market competencies
eventually generate a monopoly position for these firms in the Iranian market.
The political competency of the firmsis composed of two interconnected factors.
Oneispoalitical knowledge, and the other isthe personal relationship with political
actors, specifically with bureaucrats.

5. Summary

This research studies the relationships between Iranian firms and foreign
MNCs. The study compares the results from some of the IMP2 studies with
the Iranian study. The comparison, as has been discussed, does not involve the
political connection because the IMP2 study did not contain questions about the
relationships between business and non-business actors.

The study of relationship, adaptation, and social exchange revealed how the
relationship bonds are structured. The content of the bonds exposed the degree
of strength coupling the Iranian purchasers and foreign suppliers. For each type
of relationship, several bonds were examined and compared with the results in
the IMP2 study, in order to understand the similarities and dissimilarities in the
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behavior of firmsfrom developing and industrialized societies. The focal actorsin
the Iranian study encountered a number of sociopolitical impacts, but succeeded
in keeping their relationships alive.

The analysis of the relationship showed mutuality and balance in the
relationships but was composed of a low level of interdependency. Despite the
environmental turbulence, the exchange contains a high level of profitability, and
partners have enjoyed stability. The wesak tiesin the technological exchange, high
potential mobility, standardized type of exchanged products, and importance of the
pricefactor, are some of the characteristicsin the relationship. The study of IMP2,
in contrast, espoused a structure with alower level of mobility and more complex
exchange relationships. The study of adaptation reinforced the belief in this study
that the content of the exchange between the Iranians and MNCs has asimple and
weak technological structure. The low range of product adaptation, together with
insubstantial organizational adaptation, strengthened the findings concerning the
weakness of the relationships.

A focal relationship, as has been discussed, is composed of business and socia
types of exchange relationships. Furthermore, each relationship type consists of
severa bonds. Animportant finding in this study isthat these bonds can be divided
into two groups. One considers the core bonds that reflect core exchanges such as
technological adaptation, and the other group considers the bonds surrounding the
core bonds. While the core bonds in the Iranian study were weak, the surrounding
bonds had a stronger nature. Adaptation of core bonds requires alarge investment
aimed at a long-term relationship, but adaptation of the surrounding bonds is
composed of lower demands. Similarly, in the Iranian case, some surrounding ties
are strong, but the focal actors are not strongly interdependent on each other. In
such a condition, the question of what keeps these customers and suppliers aive
was difficult and remained unanswered. The analysis of thefocal relationshipsand
adaptation is not enough to provide the answers.

The purpose of the analysis of the social relationships was to gain a deeper
understanding about the atmosphere. On the one hand, the results indicated a
high potential mobility and low functional trust. On the other hand, the Iranian
and foreign firms had a high socia trust, low uncertainty, and low impact from
the sociocultural differences. Strangely, and contrary to studies in international
marketing that introduce criticality and problems related to the sociocultural
differences among MNCs and firms from countries like Iran, this study arrives
at completely opposite results. The examination of cultural differences shows a
very low impact because of the differencesin the country of origin of these firms.
Considering functional or informal trust, the conclusion wasthat the Iranian firms
had a high degree of uncertainty, not towards the MNCs, but because of the high
uncertainty about the political embedded actors.
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In studying embeddedness, the conclusion is simply that the connection to the
government containsavery high degree of negative strength. The degree of impact
variesdepending onthetypeof political actions. Thosecoerciveactionsthat had the
highest impact considered the areas of foreign exchange, which directly affectsthe
financial exchange between the Iranian and foreign firms. Government subsidies
have created positive bonds, which have a positive influence on the interaction
between the foreign suppliers and Iranian customers. But the positive value in
the subsidies is much lower than the negative values displayed for the coercive
actions of the government. An interesting outcome was also that the strength of
the relationship between the government and Iranian firms was stronger than the
relationship between the Iranian and foreign firms. Furthermore, competitors and
producers of the supplementary products are, for example, two of the connected
actors that, despite their importance in an industrial network, have, in the Iranian
case, alow degree of strength. In a comparison of the negative connections (with
government and competitors), the government’s link to the focal relationship was
much stronger than that of the competitors.

The analysis a so covered the management actions of the Iranian firms towards
the political actors. As far as the behavior contained simple actions, such
asinforming the political actors, the values have ahigh degree. When the questions
measured the consequences of moreinfluential activities of the firms, the answers
gain lower values. In the context of management, the adaptation of the firms
is introduced as a means of reducing the political uncertainty. Organizational
adaptations encompass the three areas of :

(1) changein thetasks of the organization units;
(2) adaptation of the production process;
(3) centralization of the decisions.

Thesechallengesare, of necessity, accommodated with alargepolitical investment,
which otherwise could have been used in the firms' industrial activities. However,
such a condition embodies some advantages for both Iranian and foreign firms.
The fundamental factor in the management of the negatively connected actors
(comprising political and business actors) is the firms political competence.
Long market experience has generated a market and business knowledge that is
interwoven with a well-established market relationship. These have consolidated
amonopoly condition for the firmsin the market.






Chapter 8

Results

Taking into account the results from the cases, the aim of this chapter is to
present results and further develop the notions introduced in Chapter 2. When
analyzing the findings, the study presents some provocative comparisons between
the Iranian and IMP2 studies, which should highlight the connection to the non-
business actors and stimulate new studies. The section beginswith the problematic
issue of relationship strength. The purpose is to present the problem with weak
technological cooperation but containing a large quantity of product exchange.
Linked to this, the second issue considers the setting of boundaries. This concept
ispresented asthe fundamental aspect in studying business networks. The premise
isthat if a specific research is examined with two different boundary settings, the
measures on the strength of arelationship will be completely different. Following
this presentation, the outcomes from the empirical case that a business network
context includes non-business actors will be introduced. This also leads on to
another section which contains the interesting issue on purchasing behavior in two
different industrial societies.

1. Relationship Strength and Weakness

As Donaldson & Toole (2000) state, the term relationship in industrial marketing
can mean avariety of “things’” depending on how it isapplied. Some studies confer
to the economic exchange and view relationship as resource exchange dependency
(Wernerfelt 1995), while others concur with the transaction cost. Some research,
like this study, adds layers such as social aspects in the relationship. Following
the latter line, the theoretical frame presented in Chapter 2 was constructed to
present a model on the relationship structure for studying relationship strength
and weakness.

A critical issue in studying the weakness/strength structure, even for studies
applying socia constructions, is that each study envelops a specific combination
of variables. Some, like Bradach & Eccles (1989), and Husted (1994), capture the
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components of trust and price, and combine the social and economic exchange to
signify the strength in the relationship. Some authors, like Szymanski & Henard
(2001), highlight the factors of expectation and performance, and Hallén et al.
(1987) recognize the strength in factors such as adaptation, information process.
Still others, like Donaldson & Toole (2000), construct a cooperate model on
the action and belief components, although, the weakness/strength’s structure
identifies with the content of a dyadic relationship, and al but Bradach & Eccles
(1989), and Husted (1994) stress technological and socia criteria. Bradach &
Eccles, and Husted (ibid.) stress, more than other researchers, the factors such as
price and profit. These factors, which are disclosed as having a significant rolein
the relationship between the Iranian and foreign firms, will be explored later in
this section.

The outcomes of long-/short-term relationships act as antecedents to the social
and economic ties in relationships. Against the background of the preceding, the
theoretical framework presented in Chapter 2 constructs the network view for
studying the weakness/strength structure. The model regards the strength of the
relationship as antecedent to the contents in the dyadic bonds and aso to the
connected relationships. Similar to those authors stressing the role of connection
in MNCs-subsidiary relationships, this study recognizes not only the strength of
the focal relationship constituted by the content of the dyadic exchange but also
therole of the connected relationship on the strength of the focal relationship.

Following the construction above, severa researchersidentify factorsto evaluate
the strength that can be considered as synonymous to the length of relationships.
A long-term relationship, elaborated by Ford et al. (1998), and Hakansson &
Snehota (1989), involves strong technological and organizational cooperation and
adaptation (Hallén er al. 1987). Furthermore, and very importantly, according
to the researchers above (ibid.) a requirement for a long-term relationship is
exchange complexity. One such criterion which has gained a low value in the
Iranian case and ahigh value in the IMP2 study is product complexity. According
to the researchers above, product complexity is the determinant factor that affects
the relationship strength and degree of mobility. As discussed in the chapters on
empirica study in the Iranian case, the technological and information exchange
relationships contain low values. According to the earlier studies (ibid.), these
empirical facts have to indicate a weak relationship. The facts manifest that the
foca technological and relationship organizational cooperation contained low
adaptation and information exchange. The prerequisite for a strong relationship,
which purportsto beacomplex product exchange, isabsent inthelranian case. The
exchange products, with some exceptions, have a standardized nature. |n addition,
asthevaluesfor the product delivery indicate, it seemsthat the lranian firmshavea
low interdependency to their foreign partners. Following the rulesfor deciding the
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relationships’ strength, the values given to these different exchange relationships
in Iran construct alow interdependency and weak relationship.

The critical question is why these actors till have a cooperation and why their
relationship is not so short-lived. Furthermore, it al'so seems that the partners are
sdatisfied and have a very positive view of their future relationship, despite the
fact that the technological and product exchange have obtained low values of
strength. This means that there are other factors beside adaptation, technological
cooperation, and information exchange that bind the actors together. The high
values for the expectation in the exchange also indicate that the actors are bound
very strongly and aim to continue cooperation. In addition, the measures on socid
atmosphere provide evidence showing mutuality and interdependency, implying a
high level of trust in the relationship. Thus, the valuesin the Iranian case manifest
two contradictory facts. While the product and technological cooperation contain
alow strength in the bonds, other values provide evidence for strong bonds.

A clear fact is that the quantities measured, such as the amount of financial
transaction, have bound the actors strongly to each other. The focal actors have
a high mutual economic gain in the interactions. The price has such a level that
profit gains in the past and in the future have strongly bound the actors to each
other. Furthermore, the product exchange in the Iranian case has a large volume.
In network theory, the substantial factor that binds the actors for a long-term
relationship is technological cooperation and organizational adaptations (Ford
et al. 1998; Hakansson & Snehota 1989). According to this view, the economic
exchange, in terms of price and quantity, does not have the strength that can bind
the actorsfor along time period. If we only study the focal relationship, the results
in the Iranian relationship with their foreign partners manifest contrary results.
In the Iranian case, it seems that the factor binding the actors for along time is
constructed on values other than technological and cooperation. This follows the
explanation of Bradach & Eccles(1989), Hadjikhani & Seyed-Mohammad (1997),
and Husted (1994), that it isthe economic exchangein the rel ationship which binds
the actors. The financial and product volumes, together with economic gains, can
tie the actors strongly for along-term interaction.

Another important result in this study considers the impact of the connected
relationships on the strength of the focal ties. Embeddedness injects the negative
or positive strength of the connected relationships into the focal relationship.
That is to say that the strength in a relationship is constructed not only on the
content of the exchange in the focal relationship, but also on the content and
influence of the connected relationships. Following the construction of Ford ef al.
(1998), and Hakansson & Snehota (1989), afocal relationship based on financial
or product volume will constitute a network, which integrates competitors with
strong negative connections, although competitors can easily offer lower pricesand
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break the focal ties. A high degree of mobility indicates aweak focal relationship
and strong negative connections to the competitors. However, the presumption in
these studies is that a focal relationship constructed by financial exchange and
low mutual adaptation, for example, cannot elaborate a long-term relationship.
When the economic exchangeisthe basis of the transactions, the business network
contains a strong hegative business connection.

The view is built on the construction that the business rules dominate the
network’s function. The problematic issue in the Iranian study is that the
competitors have a weak negative connection, and their impact on the focal
relationship has a low value. Furthermore, as mentioned above, despite the fact
that the focal technological and product bonds between the Iranian firms and their
foreign partners are of aweak nature, the relationship has a high value of strength.
We have a low level of mobility, on the one hand, and on the other hand a low
level of mutuality and technological interdependency. The critical question iswhy
such a condition can occur. Following the construction in Chapter 2, Table 8.1
illustrates the content of different bondsin the Iranian case.

However, the entire essential bonds in a relationship are not necessarily strong
or weak. Some bonds can be strong, whereas others have weak contents. The
significant aspect is the accumulation of weak compared to strong bonds, which
determines the degree of strength. In the Iranian case, despite a low degree of
interdependency in technological and organizational cooperation or adaptation, it
seems that the other bonds strongly bound the actors together.

Table 8.1: Weak and strong interdependency.

Weak Ties in the Case

Strong Ties in the Case

Simple product exchange, low
technological cooperation

Few numbers of exchange

Low technological and organizational
adaptation

Few actors engage

Economic bases

Low and simple information exchange

High interdependency for the
purchase. Large amount in the
purchase. High profit

Low competition and low degree of
mobility

High social adaptation

Small number of actors

Exchange combined with large social
exchange

High profit in the past and large future
expectation
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The critical question is why the network contains such low mobility and low
competition. It isdifficult to explain the condition by the structure of the “business
network.” A market network including only business actors has difficulty in defin-
ingwhy, inaconditionwherethefocal actorshave high profit gains, the competitors
are absent. A high degree of strength in the social bonds between the Iranian and
their foreign partners cannot a one constitute a strong relationship. Another prob-
lematicissueinthelranian caseisthat the social businessrelationshipishighly reg-
ulated, despitethefact that thefocal actorsproclaimahighlevel of trust. Theanswer
to the questions above does not have its foundation in the content of the exchange
relationship; rather, it has its ground in the embedded actors. As the embedded
business actors have a low influence while embedded non-business actors have a
highinfluence, the problemliesinthebehavior of thepolitical actorsor bureaucrats.

One significant aspect in the relationship analysis above is the absence of the
connection to the non-business actors. While network studies explore non-business
actors as a component of the invisible environment, the aim of this study has been
to search and give an identity to the non-business actors, and to measure their
influence on the strength of the focal relationship. Considering the values given
to the political connection, a clear conclusion isthat one main reason competitors
have difficulty in penetrating the market is the high political uncertainty. From
their experience in Iran, the foreign firms have gained political knowledge that
prevents new competitors from penetrating into the Iranian market.

The genera conclusion is that the influence from the political actors transfers
to the focal relationship and affects its strength. The more specific conclusion
concerns the impact on the range of commitment leading to the binding of
resources. In other words, the higher the value of the negative connection, the
lower will bethe commitment that bindsthe actorsfor along period. Technological
development or organizational adaptations are among those bonds that bind actors
for along-term relationship, although, a high level of uncertainty in a connected
actor possessing a high degree of power affectsthe nature and strength of thefocal
relationship. Bonds leading to long-term and high commitment are related to the
strength of the negative connections. Where the focal relationship was considered
in the case of industrialized countries, the number of competitors were larger, and
the degree of mobility was higher. In the Iranian case, the major factor binding
actors strongly is knowledge, which will be discussed in the later sections.

2. Boundary of the Industrial Network

Boundary is a perceptua parameter used to surround those issues important for
studying a phenomenon. The perspective taken and the objective of the study
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restrict the setting of boundaries. The content within the boundary must include
aspects that are essential for the study. The context beyond the boundary is
considered unimportant and is recognized as insignificant to the purpose of the
study. The critical question for every study, then, is whether the construction of
the boundary is such that the conclusions and results have validity. An essential
decision iswhat is outside and what is inside the context.

The mainstream of industrial network studies only encirclesthe business actors.
The network boundaries delimit the others from the context and position themin
the environment. The conceptual framework in Chapter 2 expanded this context to
include non-business actors. One may specul ate that the reason was exigent to the
nature of a study that encompasses a situation highlighting high political impacts,
but the theoretical claim of this study has been on the setting of boundaries in
the industrial network model in general. The main consideration, as the results
in the empirical study show, is the urgent need to include non-business actorsin
futurestudies. Boundary expansion canimprove our understanding of theindustrial
network. The conceptual framework used in this study is applicable to different
conditions no matter what the level of industrialization (see Hadjikhani & Ghauri
2000).

If the boundary setting in the Iranian case had been similar to that in the IMP2
study, the survey would only have contained questions on the behavior of the
business actors. An interesting question then would have been what conclusions
could have been drawn and what difference they would have had on the results
in this study. The first obvious implication would be the absence of non-business
actors and their impact on the Iranian and foreign firms. In such a study, the
focal business actors and business connections (Chapters 2-5 and the section on
business connection in Chapter 6) would dominate the explanation and analysis. A
summary of theresultsof theimpact of relationship and connectionsisillustratedin
Figure 8.1.

As depicted, the importance of the focal relationship with the foreign supplier
is only 19%. Contrary to this low value, the political connection to government
and bureaucrati c organizations has gained 44% impact, more than twice that of the
focal relationship. Other non-business actors aso have 13% impact (unions 8%
and chamber of commerce 5%) on the focal relationship. As has been discussed,
the impact of other actors in the value chain, for example, customers (5%) and
other producers (3%), is very low. Further, the impact from competitors (3%)
is aso very low. The figure illustrates the content of the relationships impacts.
While the focal relationship contains a fairly low level of importance, the non-
business actors, i.e. government, bureaucrats, unions and chamber of commerce,
highly affect the industrial relationships of the focal firms. Thefocal actors have a
weak technological relationship but are highly connected to non-business actors.
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Figure 8.1: Business and non-business network.

Iranian Customer Foreign Supplier

Referring to the results illustrated in the Figure 8.1, conclusions such as the
following could have been drawn: The Iranian purchasers and foreign suppliers
have weak technological and adaptation ties because of the simple exchange
relationship. Consequently, the actors have a high mobility.

So far so good, but the question iswhy the firms, despite ahigh market profit and
severa years of exchange relationships, still have weak product and technological
ties. In searching for the answers, the study could only reflect on the settings of
the business actors. The non-business actors that have influenced the construction
of the industrial network would be excluded. The factor of political competence
that, in reality, has strengthened the focal relationship would be obscured. Another
possible conclusion could have been: There is a difference between the socio-
functional and social relationship; or the competitors’ position in the market is
weak because of the low uncertainty in the focal exchange relationships.

Simultaneously, these conclusions raise questions such as why and how such a
difference in the cultural aspect arises, and why the competitive market does not
function properly. Studies that exclude non-business actors, as the IMP2 did, do
not contain the substance to provide proper answers for such questions. The low
level of competition, for example, is not because of the low business uncertainty.
Rather, it isfor the cause of political uncertainty and competitors' lack of political
knowledge. In line with these results, the study could also have come to such
a conclusion as: The positive future expectation, mutuality, and balance in the
exchange have generated a low uncertainty and high level of trust.

Another example of an incorrect conclusion reflects the delivery frequency.
Based on the results in the relationship’s adaptation, which illustrates a low
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frequency and high volume of purchase in each delivery, the conclusion can be
that: The low frequency is because of high uncertainty in the “just-in-time” ability
of the suppliers or suppliers’ supplier in the delivery of products.

The conclusion presents the uncertainty in the businessinteraction to define the
behavior of thefirms. It omitsother sourceslike political connection. Inthelranian
case, the negative connection with government has such a strength that the firms
are not ableto reduce the production costs by employing the rule of “just-in-time.”

Unfortunately, these conclusions are not completely correct. It is true that the
measuresindicateahighlevel of social trust, but thelranian firmswant toformalize
their business exchange. The degree of relationship formalization in the Iranian
study was higher thanin IMP2 study. The crucial reason for that is the uncertainty
in the connection to the political actors. The political uncertainty transfers to the
focal relationship, and the firms challenge it by the formalization of negotiations
and details in the contract. This is also relevant for the analysis of the measures
concerning the quantity and frequency of apurchase. Without questionson political
actors, the analysis may have concluded that “ahigh uncertainty existsinthefocal
business relationships.”

The discussion above was based on a presumption that the Iranian study had
excluded the questions on non-business actors in the survey. It highlights the
problems in setting the boundaries of the network. Excluding some actors from
the context before any measures are undertaken may raise doubts about the
conclusions. Figure 8.1 shows the extent of the relationships and the influence
of different actors on the Iranian firms. The political actors weight in these
interactions is about 44%, and compared with each of the business relationships,
this value is the highest. The figure exposes the significance of each business
and non-business actor in the business network. It is true that in the Iranian case,
the extent of uncertainty that non-business actors engender is extreme, but the
ultimate goal of the research in this extreme case is to denote the limitations of
the industrial network. In line with this track, several researchers have attempted
to enlarge our knowledge on political actors. Some researchers, for example,
proclaim theinfluence of business actors on non-business actors (see, for example,
Boddewyn & Brewer 1994; Hadjikhani 2000; Hadjikhani & Ghauri 2000). In
international marketing, a large number of studies connect the political aspects
to the adaptation strategy (Makhija 1993; Miller 1992). Very closely connected
to the inquiry of this study is research on lobbying and the influence of business
actors and interest groups on political actors and vice versa (Andersen & Eliasson
1996; Potters 1992). There are a large number of studies on pressure groups
(Becker 1961; Van Winden 1983), bargaining (Bolton 1991; Crawford 1982), and
bribery (Rose Ackerman 1978), all of which are concerned with the subject of
influence. This study eventually follows this track, with one exception. It includes
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not only the dyadic business political interaction but also other actors in the
network.

No matter whether the firm influences or is influenced by political actors,
the crucia finding is the interdependency among business and non-business
actors. Perceptualy, a context signifying only business actors leaves others in
the environment. The environment beyond the context is a unit in which actors,
as Snehota (1990) explained, are not or cannot be identified. This environment
is characterized by certain attributes and properties. The actor-environment
interaction concerns adaptation that has an internal focus. This one-sided internal
focus sees the environment as having factors constraining the behavior of the
business actors. Non-business actors, not by definition but for the cause of objects
and operationalization, are viewed in the context of the environment. This view
leaves no space for elaboration of influence. For example, the political activity of
the firms as a marketing tool is not considered. In opposition to this view, political
connections and knowledge, as the Iranian case illustrates, are the significant
factors by which firms can reduce or eliminate the uncertainty generated by the
negative connections. The politically bound specific relationships and knowledge
affect the competitive market. On the one hand, political connection can constrain
the business firms, and on the other hand, it can become a market advantage.

3. Purchasing Behavior

The analysis of the empirical study discloses the difference between purchasing
firmsin the developing and industrialized countries. The comparison of the Iranian
study with the IMP2 study generates new insights. Long-term relationships are
fundamental inindustrial networks. In accordance with the rule of incrementality,
actorsdevel op their exchangerelationshi psand bonds of mutuality, and the benefits
strongly bind the suppliers and customers for a long time. In contrast to this
principal, and contrary to the IMP2 study, the magjority of the Iranian purchasers
explained, for example, that they used their foreign suppliers as safeguards. If
competitors appeared, they could changetheir foreign partners. This, together with
several other findings, displayed aweak relationship between thefirms. Low levels
of technological cooperation and technol ogical adaptation, alow degree of product
novelty, and standardized product exchange between Iranian firmsand their foreign
partners have bound the actors weakly to each other. The consequence was a high
level of potential mobility for both Iranian firms and their foreign partners, and,
thus, the likelihood of short-term interactions.

A critical question in conducting part of this research was whether traditional
marketing or relationship models could have offered a better analytical tool to
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understand the behavior of the Iranian purchasers. The 4P model (price, product,
place, and position), for example, may have been better fitted for the analysis of
thefirms’ behavior. Theclosest factor, the price, could have been used to explainthe
purchasing behavior of the Iranian firms, but further analysis of the answersin the
survey reveal ed new facts. The utility of these modelsfor aprofound understanding
of thefirms' purchasing behavior was not high. The driving forcein the 4P model,
for example, is opportunism. The basic assumptions in these models are based on
ahighly competitive market, and that the firms can easily change from one partner
to another. Furthermore, the presumption for these models is the unidirectional
impact of the environment, and that the models do not account for a high impact
from the political factor. In all these areas, the facts in the Iranian case disclose
different results.

The aspects of length of the interaction and strength in the relationships
were more highly valued in the IMP2. This was an outcome of a high level of
technological cooperation, and a higher level of adaptation and specificity in
the exchanges. Despite the fact that the Iranian purchasing firms have a more
stable exchange with their foreign customers, their relationships have a weaker
interdependency and high potential mobility. Under such a condition, the study
needed a further explanation for questions such as why and how the Iranian firms
remain bound to their foreign partners, why the relationships have not developed
further, and the nature of the competitors' positionsin the Iranian market.

In the analysis, the factors of interdependency and uncertainty are the two
dominating concepts. The strength of the interdependency and level of uncertainty
are part of the facts needed to understand the content of the relationships.
Conceptualy, the combination of these two notions generates four different
conditions (see Figure 8.2). Cell 1 reflects a condition where the exchange has
asimple nature, and actors are linked to each other with few relationship ties. Any
change in the terms binding these ties can make the actors break the exchange.
The potential mobility is very high, and factors such as price play a significant

Interdependency
Weak Strong
High
1 2
Uncertainty
3 4
Low

Figure 8.2: Degrees of interdependence and uncertainty in the relationship.
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role in the survival of the exchange relationship. Cell 4, in contrast, displays a
condition in which actors are bound to each other because of the complexity in the
exchange. The industrial relationship for developing new products is an example
of thiscombination. An exclusive technological relationship, high adaptation, and
long-term interaction generate high mutuality and fitness. The competitors' power
to break such arelationship is limited. Exchange complexity causing strength is
not problematic in itself. Complexity is bothersome when an actor cannot select a
viable course of action. It becomes a problem when it gives rise to ambiguity and
uncertainty, making an actor unableto produce adequate action. Thisdescribesthe
conditionin Cell 2. A group of purchasing firmsin the IM P2 study have elaborated
such arelationship, but there is an absence of such valuesin the focal relationship
in the Iranian case. Cell 3 considers a condition such as the Iranian case. Because
of alow technological adaptation, the relationship has aweak interdependency but
aso alow uncertainty. Adaptation and product exchanges are not unique and are
of a standardized nature. Iranian purchasers and foreign suppliers have a similar
power position and have preserved mutuality and a trustful relationship.

Whentheanalysisrefersto only one specifictie, such astechnological exchange,
it is not too difficult to position the tie in one of the cellsin the matrix illustrated
in Figure 8.2. The situation becomes different when arelationship containsalarge
number of different tieswith avariety of strengths. Iranian firms, on the one hand,
have technological and product ties that create a weak interdependency and, on
the other hand, purchase a large quantity of products that bind the actors more
strongly. For alarge number of Iranian firms, the size of the exchange is more than
two thirds of the suppliers’ market share. Moreover, all the surrounding bonds, as
discussed in Chapters 3 and 4, are strong, athough the relationship contains both
weak coreties(e.g. technological, product, and adaptation) and strong surrounding
ties (such as delivery and amount of exchanged product, and socia interaction).
The study, therefore, verifies each conclusion by measuring several questionsin
the survey.

Since this study examines several exchange ties, positioning the relationship
in just one cell is complicated. While the core ties can be placed in Cell 3, the
surroundingtiesfall into Cell 4. Thedegree of uncertainty islow mainly becausethe
Iranian and foreign firms have adapted strong administrative routines to deal with
the uncertainty. They have reached a stage where both firms gain mutual benefit.
They have stability in the exchange and expect an optimistic future development.

The state of interdependency and uncertainty in the focal interaction between
the Iranian purchasers and foreign suppliers can be verified by the results reached
in the social interaction. A mutual feeling of interdependency and balance in the
exchanges relies on a trustful relationship. These results show the atmosphere as
it pertains to Cell 4. The high level of socia trust signifies that the Iranian firms
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have a sound knowledge about their foreign partners’ behavior. Thisisdueto their
relatively long experience in doing business with the same suppliers.

The issue becomes more problematic when the eval uation considers the social-
business interactions. The need of Iranian purchasers for certainty has forced
them to formalize the social-business interactions. This is completely different
fromthe social-personnel interaction between the purchasersand foreign suppliers.
The crucia question is why such a differentiated pattern has arisen. Positioning
the social relationship in one of the cells in the matrix becomes difficult, as one
social dimension displays a low uncertainty and another a high uncertainty. The
above explanation is asimpleillustration of the complexity in studying the firms
behavior in such countries.

As discussed, an interesting finding was the diversity in trust. In this case,
the evidence is contradictory to the findings in other studies on two different
dimensions. The first considers the impact of the cultura differences, and the
next comprises the content of the trust. As mentioned in an earlier chapter,
while a large number of researchers in the field of business culture have
discussed the high complexity in social interaction between international firms
and firms from countries like Iran, this study shows an opposite condition.
Iranian firms have acknowledged a highly trustful relationship with their foreign
partners. None of the variables examined showed a low value. The second
finding was that the social relationship needed to be divided into two areas: pure
personnel interaction and social-businessinteraction. Thefirst comprisesthe social
interaction, communication, and the feelings among the individuals coming from
different firms. The second refers to the social relationships in formal business
activities. The critical issue is that a study that measures the socia relationship
only initsgeneral sense missesthe point. Thesetwo dimensionsrepresent different
typesof trust and have their foundationsin different sources. Thefirst reliespurely
on cultural factors, and the second is based on acombination of cultural, business,
and political factors. They contain different degrees of uncertainty and require
different types of management action. Further research into different types of
social exchange and management is necessary to understand the behavior of the
firms coming from countries with different sociocultural environments.

The complexity is aggravated when the analysis incorporates the embedded
actors. Thisresearch studiesthe strength of both negative and positive connections.
Surprisingly, the business embeddedness that is generally expected to construct a
strong context in an industrial network had a weak structure in this study. In
industrial network theory, alow degree of negative connection to the competitors,
for example, could be explained as being rooted in a high interdependence among
focal actors. In this condition (Cell 4), where firms are strongly bound, changing a
partner generates costly new adaptations. Thisexposesaweak negative connection
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to the competitors. Against this principle in the industrial network, Iranian
purchasers and foreign suppliers have a weak technological interdependency (as
discussed before, their relationships fall into Cell 3). Apparently, this principle
in the industrial network cannot explain the weakness in the connection to
competitors. Strangely, thisweaknessin the connectionisverified not only between
the Iranian purchasersand their competitors but al so between the foreign suppliers
and their competitors in the Iranian market. The reason for such a structure could
not be found in the industrial context. The weakness in business embeddedness
was engendered by other sources. In the Iranian case, even positively connected
business actors, such as the supplementary product producers, are evaluated as
having alow degreeof strength. Another possible speculationisthat themarket size
is not large enough to attract new competitors. However, the size of the purchases
showsthat there are afew other local purchasersin the market. Thelow percentage
of theimpacts from competitors (3%) indicates that each competitor has captured
a segment and does not threaten the other. They have to challenge the sources,
creating a higher level of uncertainty.

In the cause of simplification, the context can be divided into three zone areas:
business, intermediary, and political zones. The intermediary actors, in contrast
to the business actors, constitute a stronger relationship (see Figure 8.3). These
actors are bound to the purchasing firms and political actors. Their duty is to
affiliate with political actors and strengthen the purchasing firms' relationship
with the foreign suppliers. A comparison of one individual intermediary with one
individual connected business reveals that the intermediary actors do not have a
lower strength than the connected business actors. It seems that the role of the
intermediary actorsis to support the purchasing firms and reduce the uncertainty
that emanates from the political actors, although the positive connections to the

Intermediary
Zone

Industrial
Zone

Political
Zone

Figure 8.3: Business network conceived as interrelated zones.
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intermediary actors place them between Cell 1 and Cell 3in Figure 8.2. A crucial
guestion is why intermediary actors have gained such a strong position. Perhaps
it is because they are among the few organizations that have an influence on the
political actors.

Contrary to the business connections, the connection to the political actors
has a very high degree of uncertainty. This uncertainty has influenced the focal
relationship and generated alow interdependency between the Iranian and foreign
firms. The relationship between the Iranian political actors and business firms can
be positioned in Cell 2, but we need to note that the Iranian business firms are
highly “dependent” on the political actors. To challenge this political uncertainty,
the Iranian firms applied adaptation and influence strategies. Adaptation implied
changesin the whole organization structure and has been costly. Among influence
activities, only the simple information exchange was effective. It seems that the
political actors refuse to interact directly with the business actors. The political
and ideological values are rigid and dominate the business constructions. Political
actors conceive a close cooperation with the business actors as illegitimate and
fear that it could divert government policy. One option for the Iranian firmswasto
reduce the uncertainty indirectly. The firms selected two management strategies.
One was the exercise of influence viaintermediary actors but this alternative has
several shortcomings: (1) itisindirect and lessefficient; (2) itisof ageneral nature,
and specific support is absent; (3) the degree of influence is not very high. The
other alternative is to influence bureaucrats. Contrary to the first alternative, this
alternative is more specific and concrete but is burdensome, with higher costs for
the organizations. It also demands indigenous or entrepreneuria actions, as the
issues are specific each time.

Naturally, similar to the experience in industrialized countries, asmall group of
firms have exercised their influence on the political actors and gained specific
support, but the majority of the purchasing firms are negatively bound to the
political actors. The outcome of this connection is embeddedness in a context
structure that is dlightly different from what exists in an industrialized country.
Theindustrial network of the Iranian purchasing firms is composed of avery high
degree of connection to the political zone. The degree of strength in the industrial
zoneislow. Itistruethat the number of tiesin the business context islarger, but the
strength in each individual business tie, as mentioned earlier, is not much higher
than the strength of the ties for the intermediary actors. The purchasing firms are
acting in a network where the political zone has the strongest negative structure,
and the industrial zone does not contain stronger relationships than those in the
intermediary zone.

It also seemsthat the supportive actions of the political actorsare not in balance
with the needs of the purchasing firms. Comparison of the positive and negative
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behavior of the political actors reveals two facts: (1) that the positive actions are
general and are perceived by the Iranian firms as inefficient for their real needs;
and (2) that the strength in the coercive behavior is much higher than that in the
supportive behavior.

Following the structures in the three zone areas, the problematic issue is to
consider theinfluence of thefirms' political activitieson market activities. It seems
that thefirmshave become political organizations, and management of the political
zone has becometheir crucial and strategic market activity. Consequently, itisnot
so surprising that the focal dyadic relationship has not been devel oped.

4. Summary

Following the crucial areas in the theoretical framework presented in Chapter 2,
the weaknesg/strength in the rel ationships reveal ed how, specifically in the Iranian
case, the partners are related to each other. The interesting issue is that the firms
have long-term relationships for the exchange of products and social interactions,
but leave aside technological cooperation. Furthermore, the Iranian firms and
their foreign partners have trustful relationships. As far as cultural differences
are concerned, the psychic distance between the firms is low. But when social
interaction considers the business rules, firms have built strong administrative
routines. These routines, contrary to the firmsin the IMP2, have an impact on the
relationships. Moreover, despite the fact that economic transaction between the
firmsin the Iranian study is the predominant factor, the competitive market does
not function properly. Theresultsindicate that the impact from the political actors
has such strength that Iranian firms, contrary to the firms in the IMP2, have not
succeeded in constructing an effective organization. This conclusion is validated
by factslikethe low dependency on delaysin the product delivery fromtheforeign
suppliers.

Another result considers the boundary settings in the business network. The
study of Iran discloses that:

(1) The business network context is composed of different kinds of actors. The
context introduced here is composed of three different zones.

(2) Research methods need to be devel oped further, as non-business actors do not
follow the same pattern of behavior and hold different values, and have another
basisfor their legitimacy.

(3) Instudying businessnetworks, the boundary needsto incorporate non-business
actors since disconnection of non-businessactors may yield unrealistic results.
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Thefinal section dealswith the behavior of the purchasing firmsin the cases. In
this section, the strength of different ties and the consequences on the purchasing
behavior of the firms has been the focus of attention. The comparison of the
Iranian study withthel M P2 study generatesnew ideas. Long-termrelationshipsare
fundamental inindustrial networks. In accordance with the rule of incrementality,
mutuality and benefit strongly bind the suppliers and customers for a long time.
In contrast to this principal, and contrary to the IMP2 study, the majority of the
Iranian purchasers explained, for example, that they used their foreign suppliers
as safeguards. The study of the behavior shows that the firms have both strong and
weak ties. The strong ties are considered to be those exchange ties surrounding
the core tie, which encompass adaptation and technological cooperation.

Thecomplexity becomesaggravated when the embedded actorsareincorporated
into the analysis. Contrary to the study of IMP2, the Iranian firms encounter
low competition and a high degree of impact from non-business actors. These
conditions have encouraged Iranian firms to adapt themselves to the existing
situation. They have incorporated specific market and political knowledge, and
have strengthened their market position. This knowledge has lowered the degree
of competition and increased the dependency of the foreign firms.



Chapter 9

Concluding Remarks

The study was initiated with the three presumptions of: (1) when doing business,
specifically in countries like Iran, political actors exercise their political power
on business firms; (2) the political actors are to promote business and preserve
business stability, and business actors contribute industrial development and
create employment, and that these two are interdependent on each other; (3)
network theory isan appropriateanalytical tool for studying businessrelationships.
Following thefirst two presumptions, the theoretical framework in Chapter 2 was
adapted, and non-business actors were incorporated into the model. Conclusions
were drawn based on the incorporation into the model, and on the outcomes from
the Iranian and IMP2 cases.

This chapter concludes the study and aims at pointing out some conceptual
areas appropriate not only for Iran but also for other countries. It generates
notions like horizontal and vertical connections, political competency and the
political market which is aimed at generalization for different types of markets.
The generation of a new notion leads on to another concept related to market
structure. The large number of firmsin the both the Iranian and IMP2 cases have
made it possible to draw conclusions on certainties in the business networks.
The notion of isolated networks is presented to highlight the situation where
firms are obstructed. It is concluded that conditions of high political obstruction
transform the business firmsto political firmsin order to gain business benefit. As
the firms in the Iranian case are highly constrained by political and bureaucratic
issues, the concept of enfeebled firms and marketsisintroduced. The essay shows
how the resources are committed towards the supplementary and core business.
Another conceptual notion under focus is the varieties in market structures for
developing and developed countries. With the amplification of business activities
in a society and accumulation of industrial consequences, conclusions are drawvn
on the varieties in the development and types of market structures. The notion
is important because it expands the applicability of the business network to the
larger society. It connects the development in one country to the construction of a
business network structure in a different society.
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1. Horizontal and Vertical Dimensions in the
Network Context

This research is one of the few in business network studies that includes actors
like non-business organizations in the horizontal dimension. The study on the
business firms and the impact from the environment can disclose crucial facts on
the network boundary. The extension of the boundary and inclusion of actorslike
government into the network context can increase our understanding. This study
exploresthe view that network context can be divided into horizontal and vertical
dimensions. Whilethevertical context includesbusinessactorswhich haveavalue-
added business exchange, the horizontal dimension has a hon-exchange business
relationship. Such a viewpoint will naturally affect the results and conclusions of
aresearch study.

Traditional marketing theories recognize the actorsin the horizontal context as
environmental constraints (Porter 1986). Political systemsare explicitly explained
in industrial organization theory as determinants of the firms' success and failure
(Egelhoff 1988; Jemison 1981; Porter 1986). The genera paradigm is that these
structures determine the firms' strategy and performance. As a reflection of this
externality, many studies in international business concerned, for example, with
the political environment/political environmentsrefer to the hierarchical power of
governments. Following this track, marketing mix studies containing economic
theory (Norman 1977; Porter 1986) also concur on firms adaptive and bypass
strategies. In asimilar vein, elements such as suppliers and customers are treated
as environmental components.

The differentiation of actors in the network context into the horizontal and
vertical groups is based on types of relationships. Easton (1993) signifies the
vital role of the horizontal dimension and elaborates views to divide actors into
business or non-business. The approach is grounded on the structural differences
in the actors’ motives, the nature of the exchanges, and the position of legitimacy.
As far as actors in the vertica dimension are engaged in the chain of adding
business value and supplementary distributive channels, the horizontal actors can,
for example, stand in their regulative position. Contrary to vertical relationships,
horizontal relationships are generally indirect and generate conflicts.

Research on industrial networks (Hakansson & Snehota 1995; Hipple 1988),
relationship marketing (Bitner 1995; Sheth & Parvatyar 1993), triadic rel ationships
(Hadjikhani & Sharma1999; Havila 1996), and networksin the context of product
and technology development (Hakansson 1987; Wynstra 1997) is limited among
the very large number of studies that are pertinent to the knowledge on vertical
relationships. Their major contributions reflect the impact of vertical connections.
Despite the arguments for the changing role of marketing and need for theories
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construed by realities, there has been low interest among researchers to develop
views that incorporate actors from a horizontal context. The business network in
the Iranian case clearly illustrates how the connected actors in the horizontal axel
affect the focal business relationships.

A response to this shortcoming was initiated by the study of Easton & Araujo
(1992). Their assertion is that business actors also have relationships with non-
business actors. An extension of the network context induces complications, as
actors in these two dimensions are bound, for example, by different grounds of
legitimacy or types of relationships. While, for example, competitors’ behavior is
constructed on businesslegitimacy, political actors have political legitimacy. They
simply have different functional bases but are all, somehow, interdependent in a
complex web of networks.

In relationship theory, the analysis of a relationship ordinarily relies on the
behavior of two interdependent actors. I n business network theory, the relationship
between supplier and customer is embedded in a vertical context. The content of
a relationship is an antecedent not only to the focal actors' activities but also
to the acts of connected suppliers supplier or customers’ customer. A central
theme in long-lasting interdependency is that one relationship has an impact on
another relationship. Furthermore, this content is based not only on the partners
actions and sacrificesin the vertical context but also on the actions of actorsin the
horizontal context. Thus, adyadic relationship isapart of the“ network paradigm”
which recognizes interdependency between several types of actors. Asillustrated
in Figure 9.1, our essential argument is that business networks are composed of
vertically and horizontally connected relationships.

The focal relationship is thereby contingent on exchange with both business
and non-business environments. The model developed presented in Figure 9.1
explainsthat afocal relationship can gain support or hindrance/positive or negative
(also their strength and degree of impact) from these different sets of connected
relationships. They can have positive or negative impacts on the firms. Thus,
a network is a set of connected relationships which can support or hamper a
focal relationship, depending on whether a dyadic relationship is affected by
the connected relationships positively or negatively (Duck 1993). One connected
relationship can support, while another can hinder, adyadic. In this construction,
there is reason to expect that the network provides the content of the relationship.
Connections can have a business nature for the interdependency in the business
and social interactions, and can also meld with relationships of a non-exchange
character like political actors. As depicted in Figure 9.1, the content of a dyadic
businessrelationship isdetermined by: (1) the composition of interactionsbetween
two dyadic business partners; (2) the impact of the vertically connected business
actors; and aso (3) the impact of the horizontally connected relationships. A
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Figure 9.1: Vertical and horizontal connections.

dyadic business relationship is influenced by the support or impediment from
the horizontally and vertically connected relationships. In the vertical connection,
the main components are suppliers/customers, while in the horizontal context, the
relationships are with actors like competitors and political units, because of their
importance in the business market.

In studying the positive or negative and a so the strength in the impact of, for
example, political actors, researchers introduce the two variables of the adaptive
and influential activities of the firms. The view is based on relationships due
to the indirect interdependency between the political and business units. For
the influential actions, strategies like lobbying (Calingaert 1993; Coen 1999),
cooperation and partnership (Boddewyn & Brewer 1994), and commitment in
social interactions with political actors (Hadjikhani & Ghauri 2001) are ways of
gaining some degree of support for the core business. For the adaptive behavior,
there are a large number of studies on strategic planning that pose the political
factor as a non-controllable (Kotler 1999). In studies on risk management and
risk calculation, risk categorization (Friedman & Kim 1988) is presented as a
precautionary activity to rationalize business commitment. The political means as
a structural constraint leads to the prediction that high impact from the political
actors forces business firms to have a low business engagement in a country.
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Thus, the political connection is a source of uncertainty which can mean a: (1)
positive or negative; (2) strong or weak, impact on business (Hadjikhani 1996).
Thus, technological cooperation requires. (1) political stability in the rules; and
(2) influential or adaptive strategies interconnected with cooperation activities.
Relationships governed by product exchange contain simple adaptive or simpler
influential strategies.

The vertical connection is based on resource interdependencies. The
connection’s property, like low/high interdependencies, determines the nature
of impact. Ultimately, the degree of adaptation and mutuality is decisive.
The statement confers to the factor of actors compatibility, i.e. whether the
connected and focal actors have supplementary functions or not. Disharmony or
conflict between focal and connected rel ationships generates uncertainty. Business
connections to suppliers/customers, which are supposed to supplement the focal
relationship, can, in some circumstances, become discordant with the focal
relationship and engender conflict affecting commitment in the focal relationship.
Problems with such uncertain connections can also germinate distrust. Continuity
in the exchange with restrained connected relationships is constructed on a low
level of interdependencies. Otherwise, the focal relationship is condemned to
dissolution. Low interdependencies and lack of alternative choices will lead to
long-term and simple transactions with the connected rel ationships.

Traditionaly, industrial network theory perceives horizontal connections to
actors like competitors as having a high negative impact on the focal relationship
(Bengtsson & Kock 1999). While cooperative relationships with suppliers and
customers are easy to grasp, the relationship with competitors, which lacks
direct economic transaction, has been neglected. In advancing knowledge on the
relationship with competitors, studies like those of Bengtsson & Kock (1999) and
Gynawali & Madhavan (2001) explain the impact of competition on focal firms
relationships. Bengtsson & Kock (1999) and Easton & Araujo (1992), reflecting
on the distance between competitors, include two el ements of competition/conflict
and cooperation/harmony constructed on trust. In the Iranian case, we could
illustrate the degree of impact that competitors had on the business relationship.
Thevery low degree of impact manifeststwo alternative conditions: (1) thelack of
competitorsand strong market position of thefirms; and (2) thecooperative strategy
of the competitive firms. Competitive relationships can thus contain elements of
negative/positive, constructed on social exchange (conflict and distrust) alone, or
together with cooperation and economic exchange relationships, although, ahigh
negative impact of the actors in the horizontal context can have a high impact
on the focal exchange relationship. Asillustrated in the Iranian case, these actors
restricted the cooperative behaviour of the focal actors. Such an impact will be
further discussed in Section 4.
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2. Political Competency

The network defined for this study is a set of actors — enterprises, competitors,
suppliers, governments, unions, and branch industries — linked to one another in
various exchange relationships. It seems that the Iranian firms are challenging on
two strong fronts, the business and the political. For doing business, the utility of
theintermediariesison the palitical front. Such an assumption divides the context
into two interwoven parts. Similar to other studies, the market activities of the
firms can be divided into two distinct activity segments. Figure 8.1 in the earlier
chapter, for example, illustrates the fact that there are alarger amount of activities
directed at the non-business actors than at the business actors, although firms also
devote resources to confronting the political field. Political activities construct a
competency that is essential and distinguishable from business competency. At
the same time, the political competency subsidizes the business activities. In the
Iranian case, it istrue that the coercive actions of the political actors have caused a
highlevel of uncertainty, forcing thefirmsto makelarge commitmentsto challenge
the burden, but the firmshave al so accumulated ahigh level of palitical knowledge,
such as how, when, and where to adapt or influence.

Political competency can be defined as the commitment of resources and
knowledge to deal with uncertainty from non-business actors. It includes:

(1) knowledge on positive and negative political decisions,

(2) knowledge on government and bureaucratic agencies,

(3) knowledge on decision and execution processes,

(4) utility of the existing political and business relationships, and consequently,
(5) political ability in terms of mobilizing the resources.

Political competency is attractive to enterprises for several reasons (Etzioni
1988). It creates winners and losers (Alt & Chrystal 1983) and can reduce
organizational or marketing costs (Boddewyn 1993). Further, aswill be discussed
later in the Iranian case, it affects the competitive market. Political competency
is a complement to business activities, and its ultimate goal is to strengthen the
business rel ationships.

Thenotion of political competency hasitsorigin in the recognition of anetwork
arena for political activities. This is an arena where business actors are related
to non-business actors in handling political agendas that impede or support the
business activities. Firms' relationships with actors will produce reactions that
can be grouped into influence and adaptation activities. The reasoning is based
on the concept of the network and is similar to Boddewyn & Brewer’'s (1994)
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view of the political market, which explains that the political market functions
in paralel to the business market. Managing this market recalls the ability in
resource mobilization (i.e. political competency). Subdividing the market into
two distinct but interrelated political and business markets opens new doors for
studying a subject such as political competency. Hopefully, further research can
exploit the phenomenon more deeply. Earlier studies, such as those by Boddewyn
(1993), Hadjikhani & Sharma (1999), and Ring et al. (1990), uncovered political
competence by pinpointing only strategically influential activities. In contrast, this
study is concerned with both adaptation and influential activities as elements of
political competency.

In the Iranian case, the influential activity generated a low degree of output
from government, but a higher influence is imposed on bureaucrats and branch
organizations. It isfallaciousto conclude that because of alow influence, the firms
have a low level of political competence. The Iranian firms earlier experience
with different types of adaptation developed their palitical ability. Since adaptive
actions are costly, the selection of appropriate actions is sometimes decisive for
the firm's existence in the market. Some enterprises follow the procedures and
highly adapt the organization; others can maneuver and find simple bureaucratic
adaptive or influential solutions. The latter delimits the negative impact, and the
business actors can manage uncertainty with lower costs. Dissimilar to the case
with the EU where enterprises lobby the political actors to influence the rules
before political decisions are taken (Hadjikhani 2000), in an adaptation case like
Iran the enterprises affect the content of the rules after decisions are made. The
latter firms exercise their political activities on the bureaucrats.

Political competence is decisive in adaptation outcomes. In a case like Iran,
where the political actors control the market activities, the firms have to resort
to their ability to maneuver. Otherwise, a high level of control of political actors
could force them to exit from the market. In markets with ahigh level of political
uncertainty, the firms, for the sake of their existence, create a competency to
avoid confrontation by different untraditional means. These strategies — here
called ingenious strategies — are different types of marketing inventions that
business actors undertake in order to cut across political barriers. The invention
strategy is not along-term strategy. It is employed until normal conditions return.
There are many such strategies. They can mainly be pursued by interaction with
intermediaries or political actors. Imagine a case in which an MNC aims to
penetrate or expand in such amarket. Missing interactions with alocal politically
competent firm will confront the firm with a condition in which the market
uncertainty transfersdirectly tothe MNC. Consequently, theMNC hasto undertake
all the adaptation costs or |eave the market. Apparently, local partners absorb the
local uncertainty and create a boundary around the MNCs. This explains why
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MNCs aways try to find competent partners in foreign countries. With their
knowledge of local partners, aswell astheir networks, local firms have the ability
to reduce the uncertainty before it reaches the MNCs.

Ingenious actions or entrepreneuria behavior is specific. In Chapter 6, when
discussing the tariff and non-tariff political fields of actions, the study presented
at least 12 areas where political actors exercise their power. Each area contains
a large number of political issues. Each issue affects specific types of business
relationships and requires specific political and business knowledge. Political
competency lies in the ability of the firms to accumulate “political resources’
and steer them into entrepreneurial actions. While the government in the Iranian
case is exercising a high level of power, the firms act via connections with
the intermediaries and bureaucrats. The personal interviews disclosed a high
input in devel oping indigenous strategi es towards intermediaries and, specifically,
bureaucrats. It is because of these indigenous untraditional actions that the firms
have survived. The indigenous behaviors reflect political competence, whichisan
essential component of the political market. No matter what the content of the
indigenous strategy, the utility of political competenceisto reduce the costs of the
impact: the higher the firms' political competence, the more genuine and effective
the solution. The connections to unions, the branch industry, and specificaly to
bureaucrats are strategic means for challenging the uncertainty.

Political competency reflects several complex aspects. Shaap & Twist (1997)
stated: “Most network theorists agree that policy network is not easy to manage”
(p. 62). There is agreement as to why the options for steering in such networks
are limited. Under conditions where the political actors use coercive means to
control the business actors, business networks become highly complex. There are
five grounds for this complexity. First, there is an imbalance of power. Second,
the exercise of authority requires complex bureaucratic procedures for business.
Third, the interaction of actors has different grounds for legitimacy, and there are
differences in their value systems (Brunsson 1986). Fourth, management of this
network iscompletely dependent on the needs existing in the business context, and
finally, firmshave to manage two different but interrelated network contexts. These
impede interacting firms from developing or integrating actors and resources to
build a political competency.

A crucia area, which specifically considers the Iranian case, is the adaptation
of the political values prevailing among political and other non-business actors.
Political competency is the ability to understand these values and to have
resources to undertake appropriate strategic actions. Generation of distinctive
and entrepreneuria ideas to integrate business needs with political needs is a
determining factor for the survival of the firms. Adapting political values into
organizational behavior is a strategy to manifest the closeness to the legitimacy of
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the political actors. The closer the manifestation isto the political values, the more
effective it isto gain support from the political actors.

This also describes the specificity in the political competency. A condition of
high political uncertainty requires unique political competency from the firm,
whichinturnresultsinareduced level of threatsfrom possible competitorslacking
this competency. Other aspects of complexity, as stated above, are the number of
political rules and instability in the political position. Non-business actors in the
political context do not hold long-term values or positions (Hadjikhani & Sharma
1999). In the Iranian case, the reasons for the high level of formal agreements or
the purchase of large quantities of products rather than adopting a “just in time”
approach is a consequence of such uncertainty.

Political competency, similar to businesscompetency, affectsthemarket position
of the firms. As discussed in Chapter 7, one reason that Iranian firms have alow
level of competition in the market liesin their unique political competence. Firms
possess a competence that constrains others. The firms' business and political
(ingtitutional) knowledge (Boddewyn 1988; Hadjikhani 2000) and entrepreneurial
ability ininteraction with non-political actors generate a specific market position.
The experiential knowledge of the firms, specifically with the political actors and
bureaucrats, gives them a competitive advantage over competitors. An interesting
outcome is that this competence also benefits the foreign firms interacting with
these purchasers. Foreign suppliers interacting with local purchasers that possess
such competence withhold a market advantage from competitive foreign firms
in that market. This factor explains the behavior of MNCs in their entrance or
expansion in such markets. MNCs' dependency on the local firms is not only
because of their shortcomings in the business market, but also mainly because
of the burden of political uncertainties and the political competency of the local
firms. Thiskeeps MNCs' lacking local partners out of the market. MNCs, for their
penetration or expansion strategy, haveto “ buy themselvesin” to thelocal network
vialocal partners. No matter whether the mode of internationalization is through
export or direct investment, interaction with local firmsthat possess high business
and political competenciesal so constructsacompetency for theinternational firms.
In the Iranian case, the strategy of having weak technological relationships, high
profitability, and simple product exchange reflects the mutuality in understanding
the market uncertainty.

3. Enfeebled Business Market — Bazaar Behavior

Firms can be defined as units interacting with others to exchange resources and
gain extra value for their missions. The nature of fundamental exchanges is
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business. Other exchanges complement the business interactions. Relationships
of atroublesome or negative nature call for actions, like elimination, reduction
or adaptation, to deal with the high level of uncertainty. In a condition with both
high and long-term impacts, the adaptation cost can threaten the firms' business
missions. Inasmuch asthe nature of theimpactshasageneral coerciveconstraining
all businesses, we have an enfeebled market.

An enfeebled market is a market condition in which firms divert their core
businessresourcesfrom theindustrial activitiestowards complementary activities.
Simply stated, resources that are to be invested in industrial relationships are
degraded to upgrade supplementary relationships. Supplementary relationships
consist of those, such as social and political, which are necessary for the
core relationships. The core relationship is perceived as being composed of
industrial and organizational components. Inasmuch as firms have an industrial
nature, the resources are primarily to be addressed to the industrial and
technol ogical relationships. Technol ogical cooperation, research and devel opment,
and organizational adaptations like stock holding, are some of the elements which
constitute the content of the corerelationships. A largeamount of resources put into
the supplementary relationships upgrades the supplementary activities at the cost
of degrading the core relationships. In terms of relationship investment, industrial
activities restrain, and supplementary activities inflate. In markets like Iran, the
political connection affects the entire behavior of the firms. The negative impacts
are antecedent for alarge-scale political commitment. The political commitments
arethe adaptation investments madeto fit the organi zation and production structure
with political rules. Furthermore, the investments committed by firms build and
keep the relationships with non-business actors. Other costs, such as bribery,
transfer capital resources from the core to supplementary activities. In enfeebled
markets, firms are interlocked into a strong contradictory zone of relationships.
Firms are simply unable to effectively commit resources to business activities.
Their business relationships, for example, incorporate non-business values to a
degree that undermines the firms' industrial nature. The peculiarity in a business
market like Iran is that the coercive actions of non-business organizations can
enrich some of the firms' business activities and become supportive. These firms
naturally support the rules and influence non-business organizations to preserve
these actions. The distinctive characteristics of markets in which non-business
actors have apredominant effect in the business rel ationships are presented bel ow.

Characteristics of an Enfeebled Market

For Business Relationships

Low capital investment in the industrial relationships.
Weak technological development.
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Weak technological and organizational adaptations.
High formality in the business rel ationships.
L ong-term business relationships because of:

Partners' interdependency dueto the large size of the exchange
Low psychic distance-high trust
Low competition
High profitability in the relationships
Low knowledge of and impact on other business actors
Low value added in the production
High level in capital return
High capital liquidity-low interdependency to the financial sources
High level of socia interaction with local business firms.

For Non-Business Relationships

High level of corruption

A permanent and high dependency and impact from non-business
organizations

Inefficient production and organizational structure

High technological and organizational adaptations toward non-business
relationships

High political knowledge.

These characteristics separate the enfeebled markets from the markets in which
firms base their activities on industrial attributes. Firms in the enfeebled market
avoid large amounts of investment in technological cooperation or research and
development, sincetheseinvestmentsarebuilt on along-term return oninvestment.
Instead, firms commit their resources to areas such as bribery in order to influence
social relationships and the adaptation of production and delivery to handle the
political rules. Efficiency in the business relationship and industrial organizational
structure is undermined. Uncertainty from political decisions and bureaucratic
procedures restrict long-term investment, and leave no space but for investments
with rapid and short-term return. Long-term investment in the production facilities
or therelationships' efficiency, like product delivery just intime, iscontingent ona
businessrel ationship that contai ns non-busi ness actors with asound market policy.
Limitsto thefirms' production activity and the low value added in the production
process detract from the firms' industrial nature.

Research on firms acting in enfeebled markets like those of Iran, the Middle
East, and Central and South America has not been given serious attention. Almost
al business studies are concentrated on the behavior of the firms in developed
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countries. Transaction costs, and relationship or network theories are developed
for studying the firms in devel oping countries. Some general studies on markets
in developing countries do exist. But we rarely find studies at the level of the
firm. Research that elaborates views on how firms behave in these markets is
dim. There has been some research on the interaction of the foreign MNCs
with the firms from developing countries. They shed light on aspects such as
cultural differences, market risks, etc. and are devised to study the behavior of
the MNCs with these firms, but this research neglected the local firms' point of
view. However, the studies overl ook the contingency elementsthat block thelocal
firms.

The Iranian exercise shows the serious need for studies that observe the market
from the point of view of the firmsin developing countries. More research on the
behavior of firms in these countries will increase our understanding about these
markets. Such studies will also highlight the nature of the cooperation difficulties
between MNCs and local firms from devel oping countries. Recent studies mainly
pinpoint the interaction problem but include no deep consideration. It may be that
psychic distance has asignificant rolein the construction of the enfeebled markets.
But the case manifesting weak industrial relationships has been mainly antecedent
to the general coercive actions from restraining non-business actors. The critical
issue did not have a cultural nature.

There are several new studies that reflect on Central and Eastern European (as
developing) countries and consider the area of transition. Transition defines the
process of transformation from a position of total political constrains towards a
demoacratic and understanding stage, where the business and non-business actors
understand their economic and social gains. As the economy in these countries
transforms, the researchersintroduce concepts such as non-market to market bases
demands (Aslund & Layard 1993; Golobeva 2001; Johanson 2001; McCarthy,
Pfeffer & Shekshina 1996). The concept of duality in these market systems (Nuti
1996) isintroduced to prescribe the process of transformation to a market system.
Thecritical problem in the case of Iran and similar countriesisthat the markets do
not undergo such a transformation process. Every market has an in-built smooth
transformation process. Thus, changesin enfeebled marketsarenot drastic or easily
measurable. Firms have been acting under such conditions for decades. Changes
or improvements have been within the framework of one specific type of market
structure. Improvements do not radically transform the market structure.

There is a large difference between business networks that have business
relationships as their primary source of uncertainty and other types of
business networks where firms are forced to prioritize the uncertainty from non-
business relationships. The Iranian case study contains the basis on which to
construct characteristics for firms acting in enfeebled markets. Figure 9.2 is a
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High Non-
Business
Coercive Actions

Weak Industrial
Context

Figure 9.2: Compatibility of the political impact and bazaar market behavior.

simpleillustration of the consequence of high coercive impact from non-business
organizations.

Business firms are like intelligent organisms. They survive by adapting to a
restraining power and use influential activities to gain specific benefits. In an
enfeebled market, instead of long-terminvestment, firmsdivert long-term business
towards short-term investment with a steady and rapid return on investment. This
strategy achievessurvival and short-term profit. But the consequenceisadigression
in the technological and industrial activities, which restrains the technological
and social development in the country. However, as illustrated in Figure 9.2,
we can simply find a business market composed of “bazaar firms” The market
can aso include frontier firms acting against the bazaar firms behavior. The
frontier group aims to have long-term technological relationships and may also
see international orientation as a necessity for their growth. In one instance, the
frontier firms challenge the market by building a business network with strong
technological relationships with their counterparts. In the other instance, that of
the bazaar market, firms have traditionally adapted themsel ves to the situation and
act to preserve the coercive behavior of the non-business organizations. The profit
gained with simple exchange relationships is dependent on the coercive behavior
of non-business organizations. They commit political investment to influencing
political decisions, to preserve their market positions.

Bazaar behavior brings about short-term high profitability in the interactions.
The business rules binding these firms' relationships for a long term are, for
example:

(1) incorporation of political valuesto maintain political legitimacy,

(2) strong social interactions,

(3) high delivery capability,

(4) high profitability and rapid capital return,

(5) high political commitment and knowledge, and exercising influence,
(6) other factors, like low competition.
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The palitical interference of governmentsin businessactivities affectsfirmsin both
frontier and bazaar groups. In a bazaar market structure, resources are not bound
for long-term technological development, organizational adaptations, or research
and development projects. As elaborated in the earlier section, a large majority
of the Iranian firms have developed political knowledge in order to maintain their
short-term profit. The conservation of existing political rules preserves the firms
economic benefits. Political and market knowledge prevents the penetration of
new players and weakens the frontier firms in the market. For the bazaar group,
changesin the behavior of non-business actors can threaten profitsand increase the
risk for the penetration of new competitors. Asfar asthe bazaar business structure
dominates a business society, and the business interactions are constructed on the
short-term profit basis, the supplementary relationships are upgraded. Thefrontier
firms strategic choices areto:

(1) exit from the market,
(2) follow the stream and behave like the bazaar group, and
(3) proceed in amarket with high uncertainty and low profit

Aslong as frontier firms want to commit a high investment in the core industrial
activities, they are subject to a high uncertainty. Contrary to the behavior of the
bazaar group, the frontier group lobbies for the changes in the political rules.
The discussion above about the bazaar group of business firms is not based on
a depth of research. However, this is the dominating group of business firms in
several developing countries, and future studies on the behavior of this group will
increase our understanding about the market in developing countries.

4. Isolation of Networks

No businessis an island, but sometimes a network can become an “island.” In the
Iranian case, a problematic issue wasin the setting of boundaries. In an industrial
network, with the concentration of activities and resourcesin afew specific actors,
the network hasalow density and becomesisolated. Anisolated network hasweak
lines of exchange with itsenvironment. Theinteraction iswith alimited number of
actors inside the context. Isolation is a perceptual map of the relationship density
and is conceived as a structure coupling a few actors with each other. The more
concentrated the density, the more isolated the business network becomes. This
study definesisolation in terms of the density of the weak and strong ties. Elliot
(1999), when defining isolation, deferred to the explanation offered by Bridges &
Villemez (1986) and Granovetter (1985), and connected it to the strength of theties.
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Thestrength of thetiesamong thefew actors prescribesthetypeof i solation. Strong
ties constitute a strong isolated network and a loosely isolated network involves
weak ties. Both typesrefer to alow density, constructing alimited boundary inthe
network context.

In a condition where a business network is constrained by some of the actors
coercive actions, regulations, or lack of resources, the relationships constitute a
structurein which the numbers of the business actorsbecome delimited. The actors
conduct their activitiesin alimited market space. The business network context of
the Iranian firms, for example, is constrained by the palitical actors. The palitical
actions curtail the territory of the business activities. The firms' resources and
activities are concentrated towards the political and afew specific business actors
isolated from the Iranian purchasers’ network. While the activitiesin the business
context are delimited, the territory of the political context is extended.

Socia science studies have shown considerable interest in the subject of
the isolated network, among them, Bakkenes et al. (1999), on communication
networks and isolation, Hill (1996), on sociocultural diversity and isolation, and
Lubben (1988), who explored the domains of knowledge on socia isolation.
Rubenstein & Lubben (1994) developed ideas about well-being and social
isolation, and a number of studies have presented evidence on the relationship
between social interactions (contra socia isolation) and health (House, Landis
& Umberson 1988). Researchers in political science, with reference to socid
networks, present conceptual terms such as closedness in the network (Jordan
1990; Rhodes & March 1992). Closedness is defined as the social dimension
that occurs when certain actors are excluded from the interaction, for example,
because other actorsfail to appropriate their contribution. Some authors havetried
to explain such networks by explaining the relativity in the closeness (Hanf &
Scharpf 1978). In the context of this study, the concept of closednessis similar to
isolation, as both require interactions with few actors, and there are others outside
the network that are relatively connected to the actors inside. However, isolation
implies a consequence of actions by some actors and not because of, for example,
a failure in contributions of certain actors outside the network. The isolation
of prisoners, for example, is not the cause of differences in the motivation or
values.

While the subject of social network isolation is widely explored in the social
sciences, the implication of network isolation is left completely untouched in
marketing studies. Industrial and business network studies are always occupied
by views on market expansion and development in internationalization. It seems
that the phenomenon of isolation does not exist in the market. Further research
into industrial network isolation, its advantages and disadvantages, may provide
new tools in understanding different network structures.
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A secret industrial research project is an example of an isolated network. The
members of the network interact only with a small, identified group working
together towards a specific mission. Such ahighly isolated network isless organic,
astheinteractionisonly with alimited group, but membersare morediversified as
they al have specific roles. In contrast, in a case like the Iranian study, an isolated
network contains two interwoven structures with two completely different sets of
goals. They draw the structure and the boundary in different directions.

Weak competition and diffusion are examples of parameters that lie within
the interest of studies in isolation (Hill 1996). Apparently, the greater the
interdependency between a large number of business actors, such as customers,
suppliers, and competitors, the lower the isolation and the higher the diffusion
of market knowledge and technology. Isolation with a consensus among actors,
in contrast, is the concentration of resources towards a specific goal, but an
isolated business network with loosely interrelated memberslosesits fundamental
utility specifically, when its context contains two different structures functioning
against each other. In the case of this study, the business context is limited
because the purchasing firms only interact with a few business actors. The
problematic issue in this study is that the members are not tightly coupled to
each other but are strongly related to the regulative behavior of the non-business
actors. The values gained in the business interdependencies indicated weakly
coupled actors inside the context of an isolated network, or at least, there is
a weakness in the industrial context. Isolated networks with loose structures
have shortcomings in their ability to develop new products or modify processes.
Interactions are few and limited, despite the fact that mutuality and trust can be
preserved.

5. Isolation — Internationalization

An industrial network context can be divided into geographical areas, both
global and national (Mazet, Spencer & Bocconi 1990). The utility of this
spatial perspective is that a researcher can make a distinction between local
and international contexts. In industrialized countries, the new marketing process
among international companies is through globalization of the firms. The market
strategy of thesefirmsisto enlarge the context of the network internationally. Their
aimisto capture new foreign markets and spread their networkswidely in different
countries. The networks are expanded in both local and international dimensions.
The results in the Iranian case are completely contrary to this experience. The
purchasing firms, beside their foreign partners, have almost no relationship with
other foreign firms. These Iranian firms, which belong to some of the largest
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firmsin Iran, have shortcomings in both input and output when considering their
interaction with foreign international firms. Internationally, the Iranian firms are
isolated. They have no interaction with the suppliers suppliers, financial sources,
or any other foreign business actor. Their products are not exported. Their market
activities are aimed towards local customers. The only line relating the firms to
the international market is the relationship with the suppliers. In a few cases,
there is evidence that the Iranian purchasers, viaforeign suppliers, are connected
to those who finance projects. While globalization of the firms in industrialized
countriesisincreasing, and their network boundary is expanding, the Iranian firms
are addressing the local market. Their networks are isolated and restricted locally.
Isolation from the global market inevitably restricts the firms' development and
growth.

Another crucial question is how the firms are coupled locally. Based on the
evidence in the study, it seems that the Iranian firms are also isolated locally.
They have alow level of competition and significant exchange relationships with
only a few business firms. This has delimited the network boundary. The firms
enjoy interactions with few actors and low competition, and have a low degree
of interdependency with the local producers. Evidently, the firms are tied into
an isolated and loose local network structure. This, as mentioned above, affects
the factor of diffusion of knowledge and technology (Hill 1996). The weaker the
ties binding actors in an isolated network, the lower will be the diffusion of the
coreissuesto other network relationships. A wesak interdependency in an isolated
network leads to lower productivity and innovation. In such a condition, as far as
the relationships are not restricted by high competition, the firms can control the
market mechanisms. Thisengendersaself or ego development that can assumetwo
different directions. Thefirst concentrateson short-terminteractionsand issatisfied
with existing conditionsfor reasons such as ahigh uncertainty and unpredictability
inthefuture. Inthe case of Iran, firmsare constrained by ahigh level of uncertainty,
and thereforethey restrict their market activitiestowards simple business exchange
relationships. Another reason is that behavior is contaminated by cultural factors,
meaning that cultural valuesarethe underlying factor for short-term exchange. The
strategy of these firmsisto gain economic prosperity with simple and short-term
business activities. They avoid complex business activities that require long-term
investment.

The second direction is that the firms devote resources to developing new ideas
or productsfor their own specific purposes. Thissignifiesthe ego devel opment and
firms aim to benefit from the outcomes alone. Firms build avery strong boundary,
and internal structure and cooperation with externa units reflect simple output
or input transactions. The Iranian study has an absence of evidence to reject or
confirm this development.
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Thecriticality inaloosely isolated network isaggravated if negative connections
block the network not only internationally, but also locally. It could also bethe case
that the loosely isolated structure itself is an outcome of the negative connections.
Thefirst condition addresses cultural values. The second condition is engendered
by political factors. In thisstudy, the evidence showed that the political connection
is the fundamental factor. No matter what the reason is, political actors block the
industrial context in the Iranian cases. The political actors, with their legitimate
power, generate such a degree of uncertainty that isolation becomes necessary for
the survival of the firms. Developing strong relationships becomes problematic
because of future uncertainty about the political system. Firms' international
business degrades, and local weak business upgrades.

There is along-standing research tradition in the social and political sciences
on the behavior of actorsinisolated networks (see, for example, Heath et al. 1999;
House, Landis & Umberson 1988; Jordan 1990; Rubenstein & Lubben 1994;
Swerdlow 1998), but the issue is disregarded in the research on marketing and
industrial networks. Research topics, such as why firms are sometimes trapped
in aloosely isolated network, can enhance understanding of the firms' behavior
and their delimitation in internationalization. It can add new insights to market
strategies and their appropriateness in different types of networks. Furthermore,
since the diffusion of technology in such a network is delimited, such studies can
be related to macro-economic development theories.

6. Market Structures

In concluding this book, the final question is how the results reached in the two
cases of the Iranian and IM P2 can befurther developed and generalized. The cases
covered the behavior of 60 large firms (in each case). They represent two different
markets with two extremely different international business environments. The
size and amount of firms included in the study represent such a strength that the
opportunity isincreased to generate conclusions on divergence in market structures
for devel oped and devel oping countries. Thelranian caseisatypica exampleof the
devel oping countries, and the IM P2 represents a case for devel oped countries. The
firms' major missions (profit and growth) and problemsin these different industrial
societies are directed towards different structures. Whereas firms in developing
countriesgive priority to the political uncertainty, firmsin the developed countries
orient the major activities toward business uncertainty. The former commit alarge
investment to adapt production and administrative routines dictated by political
actors, whereasthelatter allocatethe resourcesto their cooperation with customers,
suppliersand other related firmsin the business market. The basisfor thedifference
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liesin the fact that non-business actors in developing countries like Iran use their
hierarchical power to control theindustrial activities. The differencesin the major
efforts and taskswill consequently create different market structuresin developed
and developing countries.

As proclaimed earlier, the business market in Iran, similar to many other
developing countries, has an isolated business market structure. In contrast, the
findings in the IMP2 illustrate a market in industrialized societies which is
constructed onan“open” industrial network structure. However, indifferent market
places, for such reasons as the strong impacts from non-business actors or eventhe
willingnessof businessactors, different market structuresappear. Theconclusionis
that the formation/deformation of a business structure and the utility of analytical
concepts to understand these markets are completely contingent on the degree
of the values in the elements that firms prioritize and to which they commit their
resources. Firms' business capital and knowledge resourcesarelimited. Resources
are committed to those elements relating to higher uncertainty. Generally, there
are four elements to which firms in every market place commit their resources
and direct their activities. The values that firms in different societies give to
these elements vary, since they generate different degrees of uncertainties. These
elements are:

(1) technologica
(2) economical
(3) socid

(4) politica

Figure 9.3 provides a simple illustration of different market structures. It is
the values in the elements (mentioned above) that construct different network
structures. These values are gained by the degree of impacts made by these
elements on the firms business activities. The concept of an isolated market

Business Market Structures

T

Industrial Network Isolated Business Economic Exchange
Structure (1) Market (2) Market Structure (3)

Figure 9.3: Different business structures.
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structure that relies on a delimited boundary setting is relevant for societies
like Iran, the Middle East countries, and China, which have permanent impacts
from non-business actors. In these markets, the power of non-business actors
obstructs the natural development of business networks in the country. Firms lack
technological cooperation and cannot take advantage of the benefits of expansion
and globalization. The term “isolated structures’ is even used for the analysis of
an industrial group acting towards a specific mission, i.e. project marketing and
organizations. These groups act on a “temporary” basis and do not represent the
structure of awholesociety. Theindustrial activitiesof such groupscan be confined
by the rules of the business network. The political group interference is limited
and is generally delimited in the context. These structures are not countrywide.

We assume that firm A, like many other firmsin a country, actsin condition 1.
The determinant elements for firm A are the industrial and social ones, i.e. strong
and long-term technological cooperation combined with long-term and mutual
benefit for all engaged. In such a country, the impacts on firm A mainly originate
from the relationships with other interdependent business firms. Some firms have
strong, and others wesak social and industrial relationships. Firm A has low/high
adaptations and social interactionsto its counter and connected parts. The mission
isto develop therel ationships, expand the network context, and al so gain long-term
profit. The firm's context contains a number of negatively/positively connected
actors competing with firm A or with its counterparts. For firm A, it is the role
of business that dominates the business activities. With adaptive rules like “just
intime” firm A saves its capital to invest in technological and marketing areas.
Non-business actors stand on the horizon of A’s network. The network structureis
governed by the principle of industrial relationships, and the political element has
alow degree of impact, although, a simple conclusion isthat each of the business
networks has an in-built ability to promote industrial development in the country.
If we now aggregate the business networks in a country and relate them, we will
have the business network structure at the country level. The aggregation of the
industrial activities of the firmsin these networks formsthe basisfor the industrial
development in the country.

The analytical model above used to define the market structure is the business
network. Such a condition fits well with the case like IMP2, to which industrial
network theory can easily be applied. Contrary to this, the other extreme case is
the exchange theory. In such a presumptive society that applies macroeconomic
principles for business activities, we find high values in the economic element.
Factors such as price, short-term profit, economic exchange, and weak industrial
relationships form the foundation of the market principles. This can lead to the
hypothesis that the behavior of firms in an isolated market like Iran could have
been better understood with conceptual termsborrowed from other theoriesthanthe
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industrial network. Microeconomic theory does not treat and value technological
cooperation relationships. Thisissimilar to the lranian case. In the microeconomic
theory, the free enterprise perspective assumes that the market profit balances the
market construction. Competition and free entrance carry considerable weight in
this market. The Iranian market holds an opposite condition, since the competitors
have alow impact in the firms' market operation. In this theory, individua firms
or customers have alimited influence on market price. Competition in the market
functions to set the market price. In countries like Iran, the firms competition
is not on the business rules or price; rather, it is on the management of political
relationships. The presumption in the exchange theory isthe availability of market
informationfor all thefirms. Thisiscontrary to theexperiencegainedinthelranian
case. One conclusion wasthat competitorswere excluded from the market because
of their foible political-market knowledge. The theoretical construction in both
business network and macroeconomic theory is grounded on the presumption that
the palitical environment doesnot interferein the market space and that the | ai ssez-
faire condition prevails. In microeconomic theory, the political actionsare limited
only to create market equilibrium. Inthe business network theory, theassumptionis
not that political actorsareto have an affect on the nature of the business activities.
In countrieslike Iran, the condition is completely different as governments control
financia and production activities. In macro-economic theory, each businessis as
an isolated unit. There are no bonds between the firms. The isolated network
also holds the view of the separation of firms but with the presumption of a
different structure. Separation considers groups of firms, and within each group,
firms are interdependent on each other and cannot act in isolation from each
other.

Whenreviewing earlier studiesin Chapter 1, two tracksin the research on market
and business firms' activities were introduced. The explanation above for firm A
is in line with the track on business networks, which implies market activities
as the interdependent behavior of industria firms. But in our Iranian case and
in markets in other developing countries, the non-business actors permanently
dominate business relationships. The discussions above highlight the fact that
firms in these countries have relationships with other firms. However, because of
the high power of political actors and the low degree of negative connections to
competitors and also weak industrial interactions, the firms remain in an isolated
context containing few business actors. Firms are related and bound to specific
and limited relationships. The structure has such characteristics that it does not
fit with either the macroeconomic or industrial network structure prevailing in
developed countries. Isolated network structures stand somewhere in between
the exchange market structure and business network structure. Isolated network
structures contain strong/weak elements from both structures. On the one hand,
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the isolated networks have long-term relationships but a weak technological
development. On the other hand, the element of price and profit, which is one
of the bases in the economic exchange structure, is strong. The conclusion is that
the structure envelops firms with long-term relationships constructed on profit
and social interactions. This network is delimited to afew business actorsthat are
strongly affected by thepolitical system, which blockstheminanisolated structure.
Isolated firms, by definition, are acting in a market composed of strong/weak
elements in both exchange, microeconomic, and industrial network perspectives.

In cases where isolated behavior is mainly composed of a strong industrial
relationship and wesk political element, the firms are acting in an industrial
network. There are alarge number of secret industrial projects where the actors
have a secret mission and are isolated from othersin the society. These structures
are temporary and constructed on strong industrial relationships, acting towards
specific industrial missions. Contrary to this condition, in the cases like Iran and
other developing countries, firms are blocked into permanent structures.

Yet, different combinations of the values in the elements (above) can provide
different structures. Each condition requires a specific type of analytical concept.
Depending upon the strength in the values of these elements, the presumptive
structure can hold microeconomic or business network principles. The Iranian
and IMP2 cases, for exampl e, construct two different structures. One constructs an
industrial network that ultimately creates new business opportunitiesin the society.
The other isolated structure cannot provide new business opportunitiesand growth
to the society because of the firms’ industrial isolation. The uncertainty of along-
term investment commitment has forced the firms to adopt another strategy. Firms
follow the rule of business networks to keep the relationship alive but with limited
numbers. Firms choose simple relationships with alow level of investment. The
isolated structure only applies to the strength in the technological development
cooperation. |solated firms have social interactions with a large number of firms
intheir surrounding environment. But from the technological cooperation point of
view, small isolated networksform the busi nesssoci ety. Each onederivesabusiness
requiring simple technological input. The competition market does not function
properly. Firms gain benefits but do not contribute industrial development to their
surrounding environments. The capital turnover is high, and resources are not
invested in the long-term pay-off industrial activities. Investment in technological
research and development is obsolete, as firms do not trust the stability in the
political rules. Furthermore, why do firms need to commit large capital resources
for long-term industrial gains when the profit gained in simpletransactionsis high
enough? In countries similar to Iran, the business networks' mission is mainly
political and does not contributeindustrial resourcesto the economic devel opment
of the larger society.
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Before closing the book, we need to mention the differences between the
isolated structures and the business structures which are completely controlled by
governments. The crucial issueisthat the isolated structuresin societies like Iran
and the Middle East countriesare not similar to those of thetotalitarian systems. In
atotalitarian system, the businessactivitiesare planned by the political system, and
the business firms cannot act as autonomous units. The firms act as political units
functioning under hierarchical political decisions. Each firm is like an isolated
node related to political system and afew businesses with political power. Instead
of an isolated business network, we have isolated firms. The business rules are
replaced by planned political decisions, and production units follow procedures
for quantity and quality. Business firms, like firms in the isolated structure, are
dominated by the political system, but they are more anonymous. Competition
is absent not because of market uncertainty but because of political prohibition.
While the driving force for the firmsin the isolated network is profit, the firmsin
totalitarian systems have no economic gains. Firms' business knowledge cannot
be used for gain and to keep competitors out of the market.
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