Exploring product and cultural contingencies in @xer-intermediary relationships

Submitted to the EIBA conference Catania, Decerffliglia 2007



Abstract

How should the exporter manage its relationshighvii$ middlemen given different
levels of performance ambiguity? The article adges this question by exploring four
different settings of performance ambiguity inveolyi cultural distance (external
uncertainty) and product complexity (internal unaity). In a sample of 173
Norwegian exporting companies the author analysdational drivers’ effect on
relationship quality between trading partners —ogtgys and their distributors. Results
suggest that: cultural distance and product coniyiexte two key contingency factors
that that moderate the role of relational mechasismed by exporters in creating
relationship quality with their foreign sales intexdiaries. The article discusses
implications for research and for management.



Introduction

The problem of developing relations with the foreidistributor is a key issue in
international marketing (Solberg 2006). The questive ask in the present article is:
how should the exporter manage its relationship vt& middlemen given different kinds
of performance ambiguity? This has only been gilerited attention in international

marketing research.

Ford and Rosson (1982) analysed different aspdcthese relationships in the early
1980s, but only in the late 1990s a more thorougd Agid analysis of exporter-
middleman relations gained impetus with contribagidrom writers such as Aulakh et al
(1996) Celly and Frasier (1996), Bello and Gilldai1997), Mortanges and Vossen
(1999). Since then several contributions have aguak(see for instance Bello et al 2003,
Zhang et al 2003). Much of the focus in exporteeign distributor research has been on
the effectiveness of unilateral control modes @elhd Gilliland 1997) and of what has
been termed relationalism (Bello et al 2003), refatl control (Mortanges and Vossen
1999), social control (Aulakh et al 1996), relaabnorms (Heide et al 1994; Zhang et al
2003), clan control (Solberg 2006a and b). Oneclesion of this research is that
outcome control and relational control seem to wookitively on relationship quality
and performance (Bello and Gillland 1997, Mortasmigend Vossen, 1999, Solberg
2006a) whereas process control either does not &ayesignificant impact (Bello and
Gilliland 1997) or in some instances is counterpiciive (Solberg 2006a and b). In 2006
a special issue of the Advances in Internationatkgléng was devoted to exporter-

middleman relations (Solberg 2006).



The importance of developing good working relatibesween the partners (exporter and
foreign distributor) is in the core of this resdardHowever, the mechanisms to create a
mutually beneficial relationship atmosphere rest thweir ability to evaluate the
performance of their business relations. In tloistext, uncertainties related to both the
external environment and the internal relationsiipsveen the partners create what has
been termed performance ambiguity (Williamson 1988ide 1994). For example, the
agent’s interaction with the foreign customer, ooszing the product, as well as market
volatility, may increase agent performance ambijguiBowen and Bowers 1988).
Research reveals mixed results concerning theteftéqerformance ambiguity. Stump
and Heide (1996) found that increasing performaaoabiguity is related to less
monitoring in an industrial relationship contextMishra et al (1998) argue that
performance ambiguity warrants a combination ofticds, whereas Mysen and Solberg
(2003) found that performance ambiguity had limitefluence on effects of relational
exchange and teaching, but were positively reltddatie effects of flexibility and process

control.

Two factors representing performance ambiguity ardtural distance (external

uncertainty = need for cultural sensitivity by theding partners) and product complexity
(internal uncertainty = need for interaction catgrto solve functional problems related
to the product or the service). The current artlmliegs this discussion of relationship
mechanisms one step forward by studying the efdédhese two contingencies in a

sample of 173 Norwegian exporters. The articlstiactured as follows: after a brief



literature review, we develop a model and subsetgugrotheses of exporter-middieman
relations given different levels of cultural distenand product complexity. Next we
describe the methodology of the study, the resaites presented and finally, before

conclusions, we discuss implications for researchraanagement.

Model and hypothesis development

The basic contention of our model is that relatiars being nurtured in different ways
depending on cultural distance and product complexCultural distance is a relatively
constant factor (Hoppe, 1990), and even though pergonnel in firms can develop
sensitivity to different cultures (Skarmeas et @02, Johanson and Vahlne 1977) and
thus reduce the cultural distance and thereby dcits costs between economic actors,
it appears that this factor plays a critical rakethe way in which relations between
partners evolve. Solberg (2006 a) found that calltdistance impacts negatively on the
exporter’s propensity to use clan control (but meilateral control modes), whereas Nes
et al 2007 found that cultural distance affectshbimtist and interfirm communication.
On the other hand, seen from the importer’s staimdpoulture does not seem to matter
on the relationship structures (Ha and Singapakdd4?, but seems to impact

opportunism (Skarmeas et al 2002, Stump et al 2002)

Culture has been studied by an increasing numberitdrs on management, negotiation
and marketing (see for example Hall 1959, Hofste8@0, Adler 1983, Laurent 1983,

Usunier 1993, Grennes 1999, Nes et al 2007). Fsaamce Hall's (1959) conception of



high context and low context cultures gives considie insight into the important
dimensions of behaviour of different national greug\ccording to Hall (1959) the
German, Nordic and American cultures are all in kv context part of the scale,
implying that statements are taken literally andttprecision is required in order to
convey the full meaning of the statement. At thieeotend of the scale Hall identifies
countries like Japan, Latin America and Arab caestplacing more emphasis on the use
of symbols. Galtung (1981) maintains in the samie tleat Anglo-Americans focus more
on facts, whereas Gallic and Germanic people target extent emphasize theoretical
presentations. The Gallic in turn are more conaemuith elegance than the Germanic,
the latter setting up perfection and indisputapidis their ideal. Hofstede’s (1980) well-
known cultural dimensions (uncertainty avoidancewgr distance, masculinity, and
individualism) represent another set of constracis have been widely used in academic
research. Hofstede’s dimensions are useful asrépgsent an easy way out to quantify
otherwise very complex constructs. However, reseasing these dimensions does not
always give predicted results (see for instancenghet al 2003). The use of culture and
cultural distance as variables in management relsgerses in fact great challenges to the
researcher (Grennes 1999, Shenkar 2002). Yet,fdabe that culture and related
constructs such as psychic and cultural distanee,caltural sensitivity are difficult to
operationalise should not prevent us from invesitigatheir effect on relations between

partners in the international market place.

Different products require different kinds of irdetion with the customer and

middlemen in foreign markets in order to reducerimal uncertainty. It is fair to assume



that the degree of interaction to a great exterdigtated by what we may term the
functional needs experienced by the partners tagm@ long term relations in order to
carry out their mutual business transactions act¥kely as possible. The need for long-
term relations varies greatly between types of petsl Valla (1986) introduces three
categories of products (semi-finished goods, corapts; equipment), requiring different
levels of attention in business relationships. Mfiison (1975) uses frequency of
transactions, whereas Cunningham and Homse (1986G)duce product complexity

divided in six categories (functional, manufactgtinspecification, application,

commercial and finally political complexity). Geadly, the more complex the product
and the more frequent the transactions, the mare{ibnally) interdependent the buyer-
seller relationship (Campbell, 1985). Another aspafcthe interdependence between
buyer and seller is the value of the delivery, ordy in terms of money, but not the least
in terms of criticality to the customer (whereawiach may cost only 1%o0 of the total
worth of a ship order, it may still be critical tioe operation of the ship). Combining the

two dimensions (culture and product) gives us aghad suggested below.
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Figure 1: A typology of exporter-middleman relason



It has been shown that relationship quality betwdenexporter and its middlemen in
foreign markets is positively related to export fpenance (Solberg 2006a).
Relationship quality therefore constitutes a keyiatng variable in explaining

performance in international markets. The questigen remains: what composition of
the relationship mechanisms yields the best regilten different combinations of

internal and external uncertainties. The follogvgections will briefly describe the four
situations and develop a number of hypotheseserkléd them. By relationship

mechanisms | understand both the controls thaétiperter can deploy in order to align
agent goals with its own goals (outcome, process dan control) and a number of
levers that help the exporter in that endeavouorimation exchange, investments in
relations, social relations, flexibility, and pariation by the exporter in local marketing
operations. In addition | have included the rofforded to the agent in the critical

introductory phase of the relations.

Limited relations

In this cell of the model we assume that the retegiwith customers are easy to develop
and maintain. Typical relationships would be betweconomic actors in neighbouring

countries trading products such as unbranded ptedaued standardised components.
There are no specifically demanding requirementeither on adapting products to

specific needs in the market, nor on understanthiegcultural differences between the
actors. The performance ambiguity is minimal amghgaction costs are therefore

deemed to be low between the exporter and its émstiomer in the foreign market.



Under these circumstances it is assumed that tkeofahe agent is first and foremost
important in the introductory phases of the expgrtventure. This is when the exporter
needs assistance in identifying and getting emleddér customers. Later we may
assume that the exporter can operate with lesgipation of the agent. Furthermore,
given the uncomplicated nature of trading relatidnis suggested that social relations
with the intermediary will yield better returns ghier relationship quality) relative to
other mechanisms since the “technical” and cultueglirements to reduce transaction
costs are limited. Also, for the same reasongnsite investment in the relations in and
information exchange with the agent seem if nouneldnt so at least less necessary
under such conditions. Finally, relationship guais thought to be less critical in this
cell than in other cells since transaction costslawver and the consequences of a switch
of partners and/or operation mode are less drar{Bénito et al 2006) as the role of the
agent is lesser than in other relationships. Moreally this gives us the following

hypotheses:

H1: In limited relations

a: The role of the agent restricted to introductidrthe exporter relationships cell yields
better returns than in other cells.

b: Social relations with the intermediary are therenproductive than other governance
mechanisms.

c: Investments in relations and information excleagipld inferior returns (in terms of

relationship quality) relative to other cells.



d: Relationship quality is less important than they relationships.

Functional relations

Here the relations are characterised by higherséetion costs due to product
complexity. Typical situations would be complexogucts and services (necessitating
extensive customer adaptation, servicing and maamee and/or high technical content)
sold to neighbouring countries. In this situatibnis deemed critical to have well

functioning relations with the intermediary so thabducts are being installed and
maintenance carried out in a correct way and tlm mecessary knowledge is

appropriately transferred.

In this setting we expect quality of the relatiopshto be enhanced by levers that are
supposed to ease their well functioning, such &srnmation exchange and flexibility.
Information exchange enhances trust and smootlegritgress of alignment of goals
and perceptions (Moorman, Deshpandé and ZaltmaB)19=exibility on the other hand
is a “bilateral expectation of a willingness to raadaptations as circumstances change”
(Heide and John 1992, p. 35). These are needebelieye, because adaptations have to
be made along with the delivery of the more congpéd products and services.
Furthermore, for the same reasons, the role oéxperter is deemed to be more active in
the local marketing of the products than in thetkah relationships cell; the knowledge

and expertise of the exporter is necessary to dmaocthe transaction. This calls for

closer interaction between the exporter and iermediary.



Finally we anticipate that clan control is moreeetfive here than in the previous cell
since complex deliveries necessitate a higher @egfénvolvement by the intermediary.
Given local idiosyncrasies and problems exportgscally will encounter trying to
control and monitor the intermediary when carrying local marketing activities in this
setting, this latter will at times need to make isiens independently of the exporter.
Clan control implies elements of shared values tamst: trust based on benevolence of
the partners and their credibility. Trust in thantext entails mutual confidence that no
partner will exploit the other (Sabel 1993), andesupposes that the trust based
relationship is founded on the experience thatpaeners have with each other after
having worked together over time - reaching a degwé efficiency in their mutual

dealings (Ganesan 1994). Summing up this sect®@pagtulate that:

H2: In functional relations
a: Information exchange, flexibility and exportarficipation are more important than in
limited relations.

b: Clan control is more important than in limitedations.

Cultural relations

In this situation the firm is selling standard puots to countries that are culturally distant
from the exporter's home base. For firms locatedNorthern Europe, this would
typically be Eastern Asia, Arab countries, and tesser extent Latin countries, both in
Europe and in America. The problems of psychidatise have been explored in a

number of studies, and it is evident that the ®atisn costs are seriously augmented as



unexpected behaviour both from customers, regylaigencies and business partners -
and the inability of the exporter to react propetdythis behaviour - have a vicious

tendency to disturb the “normal train of affairs”.

Studies on cross-national organizational behaviBuiedi and Lawrence 1970; Hofstede
1980; Laurent 1983) suggest that culture matterd, the mechanisms in inter-
organizational relations are not fully explored.adg et al (2003) investigate how
national culture affects relational norms betwegpogters and their foreign distributors,
and Ha et al (2004) examine the relationship betwesional cultural distance and trust,
but neither found significant results. Nes et2&l(7) found that cultural distance impacts
negatively on inter-firm communication. FurthermporSolberg (2006a) found that
cultural closeness is positively related with otamtrol, or put differently: the further the
cultural distance, the more problematic it is tbcedntly establish clan control. In a
setting with simple product offerings and high atdi distance we may therefore expect
that clan control is not going to be as effectigeira other relational settings. On the
other hand, given the uncertainty surrounding &atiens, the exporter needs to apply a
number of levers in order to build a well-functiogi relationship with its foreign
partners. Some of these may be directly relatettust building such as empathetic
behaviour or flexibility allowing for unforeseen ews given the different cultural
settings of the exporter and the host countriesbé8g 2006a). Social embeddedness
between key members of the partner firms (Graneweit985, Uzzi 1997) and strong
personal relationships (Hakanson et al 1982, Wilssomd Mummalaneni 1986,

Mummalaneni and Wilson 1991) are other means &natbmmitment and trust between



buyers and sellers. We believe that importancéhe$e mechanisms increases with
cultural distance as they will act to reduce theastainty. More “technical” mechanisms
such as knowledge transfer or teaching are lesgatrin the present cell (cultural
relations) since the products are rather simplesaaddardised. Finally we believe that
the agent’s role is more active than in limitechtieins. The agent is supposed to be a
bridge builder between two distant partners, bigttble is not limited to the initial phase
of the relationships; rather it is an ongoing fumetlasting throughout the relationship

between the partners. This gives us the follovipgotheses:

H3: In cultural relations

a: Social relations and flexibility are more eféint than other mechanisms

b: Social relations and flexibility are more ef&ai than in other cells of the model.

c: The role of the agent goes beyond the mereduottory role; therefore the role of the
agent restricted to introduction of the exporternegatively related to relationship

quality.

Complex relations

The problems of cultural relations are compoundgdhe challenges confronting the
exporter of cooperating with the intermediary iewiof adapting complex products to
local market needs, transferring information anevidedge. This is possibly most
conspicuous for large projects in distant markketd,also for technologically advanced
products and branded products in these marketans@ction costs are assumed to be

particularly high in this instance.



This cell combines the features of the two previaedls (functional and cultural
relations). It is therefore expected that some lhoation of these latter’'s mechanism
will yield returns in terms of relationship quality For instance, clan control being
important with complex products, is supposed to dffective also when product
complexity is compounded with cultural distancen dpite of the fact that cultural
distance makes clan control more difficult (Solbe2§06a) we believe that the
requirements of product adaptation will prevailso, it is expected that process control
in this context will have counterproductive effecs the complexity of the relationships
does not warrant any detailed instructions andesyuesnt follow-up by the exporter. On
the other hand, outcome control is predicted toyiled&ding positive returns. Solberg
(2006a) found that outcome control in general dmy limited effects on relationship
guality, regardless the contingencies of the retetnip. However, the more complex
these become, the more we should expect that damgréhe outcome of the agent’'s
activity will impact positively on results, sinceéet intermediaries know they are held
accountable for the results (Anderson and Olive87)%nd that they bring about an
alignment of interests of the parties involved @aisardt 1989). Furthermore, all the
bonding mechanisms such as social relations, irdbom exchange, flexibility,
investments in relations, exporter participatioa expected to have positive impacts on

the quality of the relationships between the pastirethis context. Hence:

H4: in complex relations

a: Clan and outcome controls are positively relaectlationship quality.



b: Process control is negatively related to retetiop quality.
c: Social relations, information exchange, flextijl investments in relations, and

exporter participation relate positively with retettship quality.

Methodology

Sample

469 Norwegian firms registered in the Norwegian &@xmBarometer were asked on
telephone if they were interested in participatingthe present study, 246 of which
answering positively. Thus we obtained both then@aof the most appropriate
respondent in the firm, and a commitment by thisg@e to respond. Immediately after
the telephone conversation, we sent an e-mail songaan introductory letter and a
guestionnaire using the Questback data systemor®&#ie deadline we had received 173
valid answers - or a response rate of 70,3% ofréfieed list or 36,9% of the gross
sample frame. Some of the fallout was due to trand heavy workload of the potential

respondents. Table 1 gives an overview of the asitipn of the sample.

Table 1: Composition of the sample

Sales Exports to most important rairk
Million NOK* Percent of sample Million NOK* Percemf sample
<25 23,5 <25 14,9

26-50 21,2 26-50 9,5

51-100 16,5 51-100 14,3

101-500 23,5 101-500 34,5

>500 15,3 >500 26,8

*1 Euro = ca. 8,50 NOK; 1USD = ca. 6,50 NOK (NOKNerwegian krone)

This composition compares well with other studiésNorwegian exporter behaviour
(Solberg 2002, Solberg and Durrieu 2006, Nes 20ar).

! This list is the result of one year's registratifirelevant firms representing a cross sectioNafvegian
exporting firms.



The respondents were asked to answer a numberesfigus pertaining to their relations
with their local representative in their most imjaot export market. This is slightly
different from the research presented by Anderswh ldarus (1990) and Bello and
Gilland (1997) who chose the focal relationshifpéathe fourth most important in foreign
markets, in order to avoid a “positive evaluatioash because “relations with a firm’s
first- or second-largest-volume trading partnerdtém be uniformly positive” (Bello and
Gilliland 1997, p. 29). We decided to use the mogiortant one, first because not all
exporters sell to four markets, and second bec#usenot obvious that all first and
second volume relationships are trouble-free. Alge assume that the knowledge of
details of the relationships between the tradingneas is higher in the most important

market, than lower down the row.

Measurements

The following constructs were measured on a 5 phikért scale: outcome control,
process control, clan control, information exchangecial relations, flexibility,
investments in relations, agent role, partner coaifmn, cultural closeness, product
complexity and relationship quality. Table 2 shdes items used in each construct and
their corresponding Cronbach alpha values. We lsalapted measures used by Bello
and Gilliland (1997) (output and process contrdéxibility, resource inadequacy),
Solberg (2006a) (social relations, investment latiens, cultural closeness), Morgan and
Hunt (1994) (trust/clan control). Defining produmimplexity, we have sought to tap
into the technological and servicing complexitytibé product offering. Role of agent
and participation in local marketing by the exporéee de novoitems. Relationship

guality has been defined in various ways, and coost like trust, absence of



opportunistic behaviour, cooperation and stabitityy be included (Johnson et al. 1993).
In Johnson and Raven (1996) it was examined in geom fairness, commitment,
cooperation and communication intensity. In thespnt research we define relationship
quality more instrumentally, evoking associatiorisstability, potential and longevity

rather than the more affective definitions of Jamand Raven (1996).

Table 2: Constructs used in the study

Construct and items Factor loadings Alpha

Contingency variables

Product complexity .83
Our products that the agent is responsible fogasured by
- a high degree of copmplexity .900
- a high degree of technological innovation .869
- a high degree of specialisation .861
- a great need for maintenance .608
Cultural closeness .76
There is no cultural difference between ourselvesaur agent .893
The cultural differences that might exist betwe®s ¢ountry of our agent and
our country do not represent any problem in olati@ns with our agent .854
There are no language problems between ourseldesuaragent .704
Independent variables
Output control .89
We follow up our agent regularly to check that figdfility objectives are being met .875
We follow up our agent regularly to check that salbjectives are being met .868
We follow up our agent regularly to check that nerkhare objectives are being met .866
Process control .69
We regularly monitor the activities of the agent .874
We control how the agent introduces our produt¢hémarket .735
Clan control .74
Our agent is trustworthy .866
Our agent has high integrity .841
It is not necessary to follow up our agent sinahitays works to the benefit of the firm .687
Our firm has traditions, norms, values that ditbetdecisions & activities of the agent .657
Social relations .66
Key personnel in our firm are good friends with k®rsonnel in the agent firm .839
We have extensive social relations with our agent .709
There are well-defined guidelines between oursedwebthe agent .630
Investments in relations .68
We invest considerably in developing our relatitmeur agent .817
We invest considerably in developing our own knalgle about this market 792

We give our agent special training to market aridose products 617



Information exchange .64
The information flow between us and the agentfisfsetory .798

The information exchange in this relationship egfient and informal 767

It is expected that both parties keep each otheéated on events or changes in 728

the market that may affect the other party

Flexibility/empathy .70
Both parties are open to each other’s requestftifyna prior agreement .818

When some unexpected situation arises, both parbesd rather work out a new deal

than hold each other to the original terms .789

Both parties are flexible with regard to rush irrggs from the other party .709

Cooperation between the partners 71
Our participation in the sales process in the dgenarket is minimal (R) .889

We are cooperating closely with our agent in tHessand marketing in this country .844

Introductory role of agent .63
It is primarily in the introductory phase that thgent plays a role, later we take over .842

The agent appears first and foremost as a bridigeu .838

Dependent variable - Relationship quality .78
Our relations with our agent may be described as:

Stable - unstable .877

Well functioning - difficult .810

Predictable - unpredictable 747

Having a great potential - having little potential 579

Some of the constructs achieve Cronbach alphasrltdve@ .70: process control (.69),
social relations (.66), investments in relation88), information exchange (.64) and
introductory role of agent (.63). One may arguat th value below .70 could indicate
unreliable scales. However, the value of the agdwme depends on the number of items
on the scale (Cortina 1993). As the scales usdldeimesearch project sometimes consist
only of 2 or 3 items, the reported alphas may tloeeebe accepted. Even though process
control was operationalized in the same way asoBafid Gilliland (1997), we had to
reduce the number of items to two for the scalepproach .70. This may suggest that
constructs that are reliable in one setting (USoexpg firms) may not achieve
satisfactory scores in another (Norwegian exporteso, some of the constructs are
new (“Cooperation between the partners” and “Iniicidry role of agent”) and therefore
need further refinemenit.

2 In both cases we had to exclude items to achievepaable alpha scores: “The agent is responsiblalif
the marketing activities in this market”; “We paigiate in all phases of the sales process in thiket’;
“Changing the agent will set us several years lactkis market”.



We have controlled for discriminant validity usiRgarson correlations. The results are
shown in appendix 1, indicating by and large thatdonstructs are not strongly
correlated, although some are borderline caseswea®.5 (output control/process
control, output control /power, output control/ist@ents in relations, information

exchange/social relation, clan control/relationzdldy).

Results
Descriptive statistics
In order to establish the four cells according tw model, we used the two constructs,
cultural closeness and product complexity, andd@i@ithe sample into four groups based
on the mean value of each of these constructs. gave us the following distribution of

firms in the model.

Table 3: Distribution of sample in the model anérage sales volume.

Cell N Sales (mill NOK)
Limited relations 41 600
Functional relations 41 310
Cultural relations 41 320
Complex relations 50 160

We then ran an ANOVA test to explore differencesh@ mean scores between the four
resulting cells (see table 4). For five of the temstructs (clan control, social relations,
information exchange, flexibility and role of aggtite score differences were significant.
Concerning clan control, social relations, inforimatexchange and flexibility it appears

that product complexity is the main factor explagithe differences between the cells.

In other words, firms operating with complex protdug@unctional and complex relations)



emphasise these factors more in their relations wieir trading partners than firms

operating in a context of simple products and latuzal distance.

On the other hand,

firms operating in limited relations contexts seeto a larger extent than firms in other

cells of the model - to use the agent as a mere algener rather than on a continuous

basis.

Table 4: ANOVA test for differences between meaithe four cells

Construct Limited Functional | Cultural Complex | Scheffés test - p<=0.10
relations | relations relations | relations

Relationship quality 1.9 1.8 2.1 1.8

Clan control 2.1 1.8 2.3 1.8 Complex and Functig@alltural

Process control 2.4 2.4 2.8 2.7

Outcome control 2.6 2.4 2.7 2.4

Social relations 2.2 1.9 2.3 1.9 Complex and Foneti<Cultural

Investment in relations| 2.5 2.5 2.8 2.7

Information exchange 1.8 1.7 2.1 1.5 Complex amkianal<Cultural

Flexibility 19 1.5 2.0 1.5 Complex and Function@lstural
Complex and Functional<Limited

Cooperation with agenf 2.8 3.3 3.3 3.3

Introductory role of 34 3.6 3.7 4.1 Complex and Functional>Limite|

agent

Testing the hypotheses

In order to test the hypotheses we used mainlessipns where relationship quality was

the dependent variable and the other nine constmete independent variables. For

each of the cells we have run three regressions: with only the three control

mechanisms (clan, outcome and process: model 8,vath only the other relational

drivers (model Il) and one with all drivers (mod#). Table 5 gives the result of this

analysis. The results show that most of the egnatexplain a substantial part (in some

instances between 40 and 70%) of the variancedatioreship quality in three of the four

cells (limited, functional and cultural), and betmel4 and 21% in the complex relations




cell.

Also the inclusion of all relationship drige (both controls and the other

mechanisms) increases the explained variance (efareghat of cultural relations).

Table 5: Standardised beta coefficients in the éalis:

Dependent variable: relationship quality

Limited relations Functional relations Cultural relations Complex relation
Model> I Il Il I Il Il I Il Il I Il Il
Indep. variable
Clan control .57a .25¢c | .73a .59a | .30c .08 .34b .38b
Process control -.18 -.25 -.02 -.14 .16 -0l 5-.1 -.31c
Outcome control| .38a -.01 -.07 .13 .26 .02 | .31c .27
Social relations .70a | .68a .37¢ .28 .58a | .47b .36¢C 12
Inv. in relations -.16 .02 -.03 .00 -.06 -.02 03. -.19
Info exchange .02 .05 .16 .06 .28¢c .28 12 .13
Flexibility .32b .23 A7 .06 .30b | .32c .23 .28¢c
Participation in -.25c | -.28b .24 .24 .07 .06 .06 .20
local marketing
Role of agent .36b | .32b -12 .00 -.24 | -.29c¢ .08 A1
F value 86074 8823p 8092a 109882727a| 46303 4831p9118a| 52013 3640b 205%2064c
Adj. R° .395 .610 .688 461 .239 .513 270 608 .550 169140 . | .210

a: p<=.01; b: p<=.05; c: p<=.10

Hla-c concerns associations between the dependentndependent variables in the

limited relations cell. We receive support for Hir@roductory role of agent), and H1b

(social relations are more productive than otherchmaisms) and partly for Hlc

(investments and information are less productivatiree to other cells) -see table 5. In

fact, information exchange does not seem to plegteain achieving relationship quality

in the limited relations cell, whereas it does sacultural relations. On the other hand,

investments in relations do not affect in any digant way the quality of the

relationships in any of the cells, thus lendingsnpport for that part of H1c. H1d, stating

that relational quality is less important in thaitied relations cell than in other cells, was

tested in the ANOVA test (table 4) and is not supgmbby the data. There is actually no

significant difference in the scores of relatiopsguality between the four cells.




H2a states that information exchange, flexibilitylgarticipation by the exporter in local
marketing activities enhance the relationship dqualiore in the functional relations than
in the limited relations cell. The main part oisthypothesis does not receive support by
our data (table 5). Yet, we may conclude thatpiicipation contributes positively (but
not significantly) to relationship quality in thaurfctional cell, whereas it correlates
significantly with a negative sign in the limiteelations cell, thus lending support to that
part of the hypothesis. H2b stating that clan @n$ more important in the functional

relations cell (than in the limited relations ce#reives support (see table 4).

H3 deals with relationships in the cultural relagocell. H3a anticipates that social
relations and flexibility are more efficient thather relational mechanisms in this cell,
and H3b states that they are more important heaa th other cells. H3a receives
support in our data (table 4), whereas H3b onleikes scant support (table 5). It
appears that social relations contribute morelaiomship quality in théimited relations

than in the cultural relations cell. On the othand social relations contribute more in
the latter than in the two other cells, thus legdbartial support for this part of the H3a.
Concerning flexibility, this driver is only margiliya more efficient in this cell than in

other cells (complex and limited). H3c statingtthgents in this cell contributing on a

more continuous basis enhance the relational gualgeives support (table 5).

Finally H4 deals with associations in the complebations cell. H4a and b concerning

the role of control mechanisms receive partial supim our data (table 5). Clan control



correlates positively and process control negativel relationship quality, whereas

outcome control does not (at p<=.10). When oné/ ¢bntrol mechanisms are included

in the equation (model 1) the picture changes soma¢woutcome control then becoming

significant (and process control not significan8lso H4c, dealing with social relations,

information exchange, flexibility, investments ielations and exporter participation in

local marketing is given partial support (table Docial relations and flexibility seem to

yield positive returns (depending on what factoesiacluded in the equations) relative to

relationship quality whereas the other predictarsidt have any significant impact.

Table 6: Summary of hypothesis tests

H Relationship

Limited relations

Hla Introductory role of agent -> relationship dtyal

H1lb Social relations (vs other mechanisms)-> rehethip quality

Hlc Info exchange/investments in relations (veothechanisms)
-> relationship quality

H1ld Relationship quality less important in limitedations cell

Functional relations

H2a Information exchange, flexibility, participatie> relationship quality +

H2b Clan control (vs. limited relations)-> relatsrip quality

Cultural relations
H3a Social relations and flexibility (vs other maaisms)
-> relationship quality

H3b Social relations and flexibility (vs other c3ll
-> relationship quality

H3c Introductory role of agent -> relationship dual
Complex relations

H4a Clan control and outcome control -> relatiopguality
H4b Process control -> relationship quality

H4c Social relations, information exchange, fleiij investments
in relations, participation -> relationship quglit

Sign

+

Outcome
+ support
+ support

mixed  partial support

ns no support

mixed  partial support

+ support
+ support
ns no support
- support
+ support
- oI

mixed  partial support



Discussion

Ten out of twelve hypotheses were supported oligblgrsupported by our survey data.
First it is noteworthy that relationship qualityeses equally important in all the four
cells. H1d suggested that in limited relationds tivould not be the case as the
vulnerability of the exporter is much less pronceshin this part of the model, given the
relatively low transaction costs involved. Onesa@a for the opposite result may be
sought in the fact that - since the relationships @aracterised by low performance
ambiguity - it is not so difficult to obtain goodlations with the local middleman. The
easy transfer (relative to other cells) of locgresentation to alternative middlemen does

not imply that relationship quality would be regaddoy the exporter as less vital.

Second, clan control (or trust) is important irespve of contingency setting.  Its
impact is most conspicuous for firms in the funeéibrelations cell. In this setting the
exporter needs to rely on trustworthy intermedsatigat can carry out local marketing
without too much interference of the exporter, sajvwcustomer related issues “there and
then”. The mutual confidence and the shared vabeéseen the partners built over time
will smooth the transaction of complex products amake other controls if not uncalled-
for so at least less important. Unilateral corstis#em less conducive to produce positive
effects for relationship quality. Generally, prssecontrol yields negative or limited
returns corroborating other findings (Bello and liaihd 1997, Solberg 2006a) and

outcome control seems only to work when other i@tal mechanisms are left out.



Third, social relations play a pivotal role for #gie firms in the model. Disregarding the
product offering, it seems as though social retegtioonstitute the most important “glue”
in the relationship between the trading partnetgstdpping other more “operational”
precursors in most of the cases. However, it iiquéarly firms in limited or cultural
relations (with low product complexity) that empisasthis kind of social relations
suggesting that relations emerging from transferamiplex product knowledge are being

substituted by more affective relationship drivierghese two cells.

Investments in relations do not have any impaatetetionship quality whatsoever. This
does not necessarily entail that such investmemtsedundant; rather it suggests that
they do little to improve relationship quality ditly. They may however impact on other
relationship mechanisms. For instance Solberg &20@und that unilateral controls
were positively linked to such investments, therébyging about positive effects on
relationship quality through outcome control - patarly in limited and complex
relations (see table 5). Investments in relati@ss trust building mechanism however
seem less relevant than as a necessary relatiotifispmvestment which needs

safeguarding through unilateral controls.

Also information exchange seems to have little iobgan relationship quality, save for
one cell: cultural relations, thus lending no suppo this part of our hypotheses H2a and
H4c. Even though it is strongly related to clamtcol (correlation of .58) and thereby
trust (Anderson and Weitz 1989, Anderson and N4A#), Morgan and Hunt 1994) a

combination of other mechanisms seems to reducelé@sn creating relationship quality.



On the other hand, it comes as no surprise thatnrdtion exchange is exceptionally
important in cultural relations. Communication anfbrmation exchange foster trust by
assisting and resolving disputes and aligning mimes and expectations (Moorman,
Deshpandé and Zaltman 1993), attributes that argcylarly important in bridging

cultural differences. In contrast, information kange is significantly less prevalent in
cultural relations than in other settings (compdexd functional relations - see table 4),
corroborating findings by Nes et al (2007) that camication is negatively associated
with cultural distance. It may therefore come gmeadox that - in the cultural relations
cell - firms place less emphasis on this mechaniangpite of its positive effects on

relationship quality.

Flexibility is predominantly emphasised by firmsfimctional and complex relations (see
table 4), indicating that product complexity is seas particularly influential in
promoting this kind of relational strategy. Neweiless, its effect on relationship quality
is important in only three of the cells in the mh@adnot in the functional relations cell
- thus challenging the part of H2a concerning fidity. The explanation lies possibly in
the set of relational drivers in the equation: abglations, clan control and participation
by the exporter in local marketing activities seemoverride the importance of other
mechanisms in this settifig Without these drivers, flexibility stands out e most

important precursor of relationship quality alsofioms with functional relations.

% Running a regression with only these three indépenconstructs gives an increased adjusted R2 of
0.560 vs 0.513 with the whole set of constructfuithed. Running a regression without these three
constructs reduces the adjusted R2 to 0.213, fitmthie effect of flexibility (beta = 0.42; p<0.05)



Participation in local marketing activities by teeporter displays interesting patterns. It
receives the highest score in the limited relatioal (though not significantly higher

than the other cells), but is counterproductivergating relationship quality. The reason
for this negative link may lie in the fact that thensaction costs associated with
customer relations in this setting are low and ttlase cooperation with the agent
therefore seems redundant. This observation nissto@ linked to the role of the agent
as a bridge builder in the introductory phasehefdustomer relations, indicating that the
role of the exporter in its direct dealings witle tinarket yields markedly better returns in
this cell than in the other cells. In the functibrelations cell, the beta score of exporter
participation is quite high (not significant, thdug becomes significant at the .05 level
when combined with only clan control and socialatieins - see also footnote 3)

suggesting that its contribution to the local mérigwith complex products is important

- supporting this part of H2a.

The models explain a substantial part of the vagan relationship quality. Model Il
for example explain between 50 and 70% of thisarex@ in three of the four cells —
limited relations, functional relations and culturalations. In complex relations the
independent variables only explain 21% of the veméa The dual effect of internal and
external uncertainty therefore seems to greatljuémice the effect of the set of
relationship levers studied in this article. ~ Weaymspeculate why the relationship
mechanisms are less effective in this particulartext. To this effect we have tested
whether structural factors (for which we have datagh as power balance between the

partners, exporter resources, importance of foeaket, relationship length or degree of



integration play a role in this environment, butnto avail. For instance, even though
firms in the complex relations cell to a largeremttthan the other firms operate through
wholly owned or partly owned sales channels, th#emince is not significant:
transaction cost reasoning (Anderson and Gatig®&6)ldoes not seem to prevail in this
situation. One possible explanation might liethe way in which incentives work in
different situations. We may hypothesise that undigh performance ambiguity
(product complexity and cultural distance), whermgerds tend to be risk averse
(Eisenhardt 1989), relationship quality be enhanbgdfixed salary rather than by

commission.

Implications for research and management

This study has shown that different settings witlh kinds of performance ambiguities
(cultural distance and product complexity) influerthe effects of relational strategies of
exporting firms. It strengthens the argument thagt or clan control yields good returns
in all settings and that social relations may seage efficient “glue” in exporter-

middleman relations. Other than that it gives meanin the use of the repertoire of

relational mechanisms.

There are two directions for further research twamhe out of this. First, the study needs
to be complemented by other studies in other camtio validate the results from
Norway. New studies should develop further soméhefconstructs used in the present

research, in particular “Participation by the expoin local marketing activities”, and



“Introductory role of the agent”. Second more apth and longitudinal case studies are
needed to more fully understand the relationshipharisms between exporters and their
middlemen in different settings and how these meisinas impact on the relations with
customers in the market. A cross-sectional stilgythe present one only scratches the
surface of these relations and gives us interesintfications, but hardly a full

understanding of the phenomena under study.

Managers may use these results in their own asapfgineir relations with their foreign

trading partners. For instance since social kagtiare one of the most important
precursors of relationship quality - irrespectiyesetting, firms should be cautious when
promoting sales and marketing people to new postiafter just short periods of time.
This prevents the possibility to build long-termat®nships between key personnel of
the trading partners, and thus prevents also lugldf the resources that otherwise would
have been created around such relationships. Whewing people within the

organisation, it also suggests that not only tlaadition of the job to the successor is
critical, but the selection of the successor himgé. Also, rather than deemphasising
social relations in the cultural relations cell gghscore significantly less) possibly
because it is more challenging, firms should carsigdays to improve social relations,
since this is the single most important lever timaproves relationship quality in this

setting.

Furthermore, managers should also pay attentidghetoamportance of flexibility in their

dealings with their intermediaries. This relatibst@ategy, reflecting a problem-solving



attitude, seems to pay off in most situations. oAllscus should be given to the role
distribution of the trading partners. In the liedtrelations cell for instance exporters
should not too actively involve the agent after theoduction of its products to its
customer groups, and they should take a more agaré themselves in the local
marketing. It is vital to be aware of these med$ras at an early stage, since contractual
arrangements often specify the different roleshef players in the relationship and may
lock the partners in roles that later on are capnteluctive and difficult to get out of due
to tactical considerations. Conversely, in thetuwal relations cell, exporters should
much more actively use their agents, and let thiay @an important role in carrying out

their business transactions.

Conclusions

Performance ambiguity has obvious implicationsramitoring and control mechanisms
of foreign sales intermediaries. Cultural distaaoel product complexity are two key
contingency factors that imply different levelsawhbiguity and that moderate the role of
relational mechanisms used by exporters in creaglegionship quality. Figure 2 gives

an overview of the main findings of the study.
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Figure 2: Summary of the findings

Generally speaking clan control, social relationd partly also flexibility are important -
albeit with various strength and various combinaie in all the cells of the model. In
limited relations where ambiguity on both dimensids low, it is first and foremost
socialisation that gives rewards in terms of relahip quality, whereas in the cultural
relations cell (high external uncertainty) clan woh becomes insignificant in the
presence of other mechanisms.

In the complexioaktcell the importance of

socialisation seems to fade in the presence ofadatrols and flexibility.

Other precursors to relationship quality are mai@syncratically dispersed. For
instance, the role distribution between the tragimaginers seems critical in two of the

cells - limited and cultural relations, implyingathin low product complexity settings



cultural differences impact on the effect of théerof the agent. Moreover, information

exchange appears to enhance relationship qualyyimiultural relations.

Research on exporter-middleman relations has pestec number of contributions
corroborating the role of the somewhat softer i@hati mechanisms (Solberg et al 2006).
The present article has sought to delve deepethiganaterial by studying the impact of
performance ambiguity on the effect of a numberedétional drivers. This research
should be supplemented by other contributions #xore how these contingencies
behave in other settings and how other contingenamray affect the role of these

mechanisms.
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Appendix

Relation | Clan Process | Outcome| Social Inv. in Info ex- | Flexi- Partici-
quality | control | control | control | relations| relations| change | bility pation
Clan control .60 -
Process control .14 .15 -
Outcome control .36 .25 .56 -
Social relations .56 .40 .39 43 -
Inv. in relations .32 .19 .48 .56 .49 -
Info exchange 46 42 .30 .28 .58 .25 -
Flexibility 43 46 .19 17 .37 .22 41 -
Participation in .09d -.01d .08d .03d .08d .14c .08d .03d -
local marketing
Role of agent .06d .10d .25 .15d .01d .14d .06d| 3d.0 46

All correlations are significant at p>0.10 except those nominated d.




