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Abstract

In this paper we introduce the idea of a compound relationship; that is, for many pairs of firms, the overall relationship between two firms is composed of many different simple relationships that are of a number of different kinds, supplier to customer and the reverse, competitor to competitor and partner to partner. This multiplicity of relationships can lead to both opportunities and challenges for each of the two firms in the dyad.  We begin by defining the nature of these compound relationships and delineating why it is important to the firm to treat  them as such rather than focusing only on the simple relationships.  We then use the political economy framework popularized by Stern and Reve (1980) and used effectively in the marketing channels domain to develop a set of conceptual propositions that apply to many aspects of compound relationships.  We end with some speculations on what the management of compound relationships should look like and opportunities for future research.

Introduction 

It is a productive time for research in relationship marketing.  Since Dwyer, Schurr, and Oh (1987) underscored the importance of considering relationships in marketing, marketing scholars have been paying an accelerating amount of attention to marketing relationships and approaching the topic from a number of perspectives.  Customer Relationship Management has become one of the leading constructs in marketing scholarship today (Johnson and Seines 2004, Reinhartz and Kumar 2000).  Other relationship-based ideas such as customer co-creation (Prahalad and Ramaswamy 2000) and co-production (Bendapudi and Leone 2003) are receiving increasing attention in both marketing and strategy research.  Marketing scholars are also studying supply chain relationships (Wathne and Heide 2004).  For example, Wuyts, Stermersch, Van Den Bulte, and Franses (2004) examine how a vendor’s relationships with its suppliers affect its customers’ willingness to engage in a tightly connected relationship with the vendor.  In fact, in a recent Journal of Marketing article, Vargo and Lusch (2004) suggest that a new dominant logic is emerging in the marketing discipline, a logic of service-centered exchange that accords significant importance to managing external relationships. 


Relationships with external partners are extremely important to the 21st century firm, and the management of each of these types of relationships requires serious attention on the part of practitioners and scholars alike.  However, we contend that considering relationships at the level of the individual relationship between two firms is simply not sufficient in this day and age.  Each of the studies cited is concerned with the management of one set of relationships at a time.  Instead, firms, managers, and scholars alike must consider the many different kinds of relationships that one firm has with another firm and the simultaneous management of those relationships.  Consider the following examples.

· One of the authors worked for the chemicals division of Celanese Corporation for several years in the 1970’s and 1980’s.  While there, he worked on a system to control several different kinds of finished goods trades between his company and a number of other chemical companies, such as DuPont and Union Carbide.  For one kind of trade, both companies would book orders from their customers for products that they both produced, but whichever plant was physically nearest the customer would ship to the customer, no matter which company’s plant it was, and the company that booked the order, not the company that shipped the order, would bill the customer.  The two companies were customers of each other, suppliers to each other, competitors against each other, and collaborators with each other.  (The different prepositions we use to describe the relationships are themselves interesting.)

· Dell Computer Corporation buys components from Lenovo (ex-IBM) and also competes with Lenovo in the personal computer market. Despite their rather high level of competition, Lenovo-IBM sees Dell as one of its largest distributors as well as one of its largest competitors.

· Recently, Sony Corporation and Konica Minolta Holdings Inc. agreed to cooperate to develop digital single lens reflex (SLR) cameras. The two companies are competitors in numerous industries, and Minolta is a significant player in the camera marketplace.
The scenarios above exemplify an increasingly prevalent and important trend in business practice.  According to Kanter (1994), the business world of the late twentieth and early twenty-first centuries is a world that involves increasing amounts of collaboration, and relationships between two firms are more and more often including multiple roles.  Businesses in many industries, particularly but by no means exclusively in B2B industries, are finding themselves in deep and complex relationships with other businesses in their industry or related industries.  Moreover, and perhaps more importantly, these complex relationships encompass several different kinds of subsidiary relationships.  Firms find themselves in the roles of customer, of supplier, of collaborator, and of competitor all with the same firm.  Additionally, they may find themselves in these several different roles across different divisions of their own firm and the partner firm and for different products and services for both the purchasing firm and the supplying firm.  

We use the term compound relationship to define these complex relationships between two firms (See Figure 1).  Formally, we define a compound relationship as comprised of two or more separate, distinct, and more or less independent, simple relationships between a pair of firms.  We, in turn, define simple relationships as individual, discrete relationships that occur between these same two firms, such as supplier to customer, competitor to competitor, or joint partners. 

****************

Figure 1 about here

****************

We use the compound relationship term because each simple relationship between two firms is largely separate and independent, at least in terms of the personnel who instantiate it and the process by which it is carried out, from every other simple relationship between these two firms, but together these simple relationships form and define a larger, higher-level relationship between the firms, a relationship that in some cases can make or break the firms involved.  It is this larger dyadic relationship that we call a compound relationship.  But why is this an important issue?  The answer is relatively simple.  As long as the focus of attention within a given firm is on the individual relationships it has with a partner firm, the firm in question faces the potential that it will optimize each of the individual relationships and in the process suboptimize or even harm the larger relationship.  

This paper seeks to make a number of contributions.  The first is to indicate the importance of compound relationships. The second is to elaborate the concept of compound relationships, and the third is to develop a conceptual model for thinking about these relationships based on a political economy framework (Stern and Reve 1980).  An additional theoretical contribution is that we extend the political economy framework in two ways.  We apply it to more general situations than the channels of distribution domain that marketing scholars have studied (Frazier 1999, Grewal and Dharwadkar 2002, Stern and Reve 1980), and we consider multiple levels of internal political economies.  In the next section we discuss why the idea of compound relationships is important.  Following that, we elaborate the concept of compound relationships and develop our conceptual model and some of its implications.  Finally we conclude with managerial implications and future research directions.

The Importance of Considering Compound Relationships


Again, consider an example.  In the late 1970’s, PepsiCo, manufacturer of Pepsi Cola and other soft drinks, decided that it needed to increase fountain sales for its soft drink line, because fountain drinks have a much higher margin than do either grocery sales or vending machine sales.  To do this it acquired several fast food outlets, Taco Bell, Pizza Hut, and Kentucky Fried Chicken.  Acquiring these new outlets added to Pepsi’s fountain sales, but, unfortunately, it also subtracted from Pepsi’s fountain sales.  Several large fast food chains, including McDonalds, the largest, signed exclusive agreements with Coca Cola, Pepsi’s primary and bitter competitor. These agreements were seen as being responses to Pepsi’s moving down stream in the channel and becoming their competitor.  Twenty years later, Pepsi sold its retail fast food businesses in order to be in a better position to sell its soft drinks at other restaurants (PepsiCo, Inc. History at premium.Hoovers.com). Adding a new relationship with the fast food companies, competitor to competitor, led to the loss of a previously important relationship with a number of them, supplier to customer.  The point is that a firm must carefully manage such strategic relationships and that management of the compound relationship involves management of the entire relationship, not just managing each of the simple relationships.  Pepsi’s strategic miscalculation is one example that argues directly for considering compound relationships.  However, there are a number of arguments for considering the compound relationship when making decisions within the simple relationships. 

In one sense compound relationships are an artificial construct.  If a firm never considered their existence, the various simple relationships between the two firms would continue to exist.  If the firms were competitors, they would remain competitors.  If each firm also supplied the other firm, this would not change.  The problem of course is that the simple relationships do affect each other and some have greater effects than others.  Conceptualizing the net of simple relationships that one firm has with another as a compound relationship highlights certain very real and important facts.  First, the various simple relationships do carry with them behaviors and norms, and these behaviors and norms will often be in conflict, or at the very least incoherence, with each other (Brandenburger and Nalebuff 1996).  Second, this means that the partner firms are simultaneously in a number of roles with respect to each other, roles that vary in terms of their power relations and potential for opportunistic behavior.  This is important to note; compound relationships do not play out sequentially, that is, first we are competitors, then our firm supplies the other firm, then our firm buys from their firm.  Instead, these divergent relationships are going on at precisely the same time.  Third, the nature of compound relationships changes; thus management must constantly monitor them.  So this simultaneity, complexity, and mutability are precisely why the notions of compound relationships and managing them as such are valuable.  

There are at least three reasons why it is important for the firm to pay attention to itss compound relationships with other firms.  First, making a mistake or behaving poorly in one simple relationship may harm other simple relationships.  Consider the case in which two firms act as both suppliers and customers to each other.  Each firm needs to pay attention to its behavior with the other firm, for example, to meeting its accounts payable obligations in a timely manner in its role as customer, or to meeting its delivery schedules in its role as supplier, to ensure that it may be seen as sufficiently responsible and cooperative to act as supplier for other products or to take part in a joint venture with the partner firm.  Secondly, and conversely, performing well in one simple relationship may harm other simple relationships.  If the two firms are competitors and customers, cutthroat or highly competitive behavior in the role of competitor may jeopardize the cooperative behavior needed to take on a supplier or customer role with the partner firm.  In an extreme case, firms are now opting to fire unprofitable or unattractive customers (Winer 2001).  Third, performing well in one simple relationship may lead to additional relationships. Dwyer, Schurr, and Oh (1987) have proposed that buyer-seller relationships move through stages; performing well in one stage in such a relationship is grounds for moving to another, more committed stage.  Good suppliers or good customers may be asked to become collaborators; a good competitor who demonstrates real capability may be asked to join with the partner firm to develop new markets or new products.  Thus, behavior in each simple relationship must be considered for its impact on other simple relationships, and ultimately on the compound relationship.


To summarize this discussion, we contend that awareness of the larger, compound relationship throughout the management of the simple relationships is valuable for a number of reasons.  We have outlined how failing to consider the effects of an action by a firm’s representative to a simple relationship on the larger, compound relationship can be harmful to the compound relationship, despite the action’s usefulness to the firm’s representative or division that takes part in the simple relationship.  We have also suggested that being aware of the impact of actions in what may be perceived as less important individual relationships can aid the larger relationship and through it other, perhaps more important simple relationships.  Thus, consideration of the larger relationship can be both protective and proactive (Brandenburger and Nalebuff 1996).  We conclude this section with our first, foundational research proposition.

P1.
How a firm behaves in all its (simple) relationships with another firm with which it has a compound relationship will impact: 1) the compound relationship and 2) each of the simple relationships that compose that compound relationship.

Understanding Compound Relationships

Relationships.  Let us begin with the most general of definitions, that of a relationship.  A relationship is a connection between two entities—organizations, people, societies or nation states—such that the entities have explicit roles for which there are expected norms of behavior.  Let us narrow our thinking to the types of simple relationships that two firms may have with each other, for example a supplier-customer relationship or a competitor to competitor relationship.  The observation that drives our thinking in this paper is that two firms often have more than one of these specific relationships.  So in a given pair,, one firm may sell a number of different products to the other firm, and in another pair, they may compete in one market and have a supplier-customer relationship in another.   It is the pair and their different relationships that is our unit of analysis.. 

For a given firm, we categorize the simple relationships that it and another firm might undertake into four basic types: customer to supplier in which the firm buys a product or service from the partner firm; supplier to customer in which the firm sells a product or service to the partner firm; competitor to competitor in which the two firms compete with each other for some resource, generally customers; and collaborator in which the two firms work together, formally or informally, to achieve a common goal(s).  Given the four different kinds of relationships, there can be eleven different kinds of compound relationships, six that contain two simple relationships, four that contain three simple relationships, and one that contains all four kinds of simple relationships.  See Figure 2 for a representation of the eleven types of compound relationships.   It should be noted that there are likely to be numerous examples of each of these simple relationships within the compound relationships; for example, a supplier firm may have more than one division and more than one product group that sells to a particular customer firm. 

****************

Figure 2 about here

****************


It is important to discriminate the compound relationship construct from both simple dyadic relationships and networks.  A simple dyadic relationship between two firms involves each of the two firms in a specific role, whereas a compound relationship is comprised of all the simple dyadic relationships that exist between the two firms.  A network, on the other hand, is comprised of the web of connections among a number of entities, in our case, firms, and while a network often contains more than one simple relationship between two firms, that is not its dominant characteristic.  It is worth noting that network analysis does not typically include competitors, whereas that is one of the simple relationships that the compound relationship may include.

Dominant Relationships. An issue to consider is which of the simple relationships that make up a compound relationship is likely to be more important than the others.  We label this simple relationship the dominant relationship.  See Figure 3 for a graphical representation of these relationships among these constructs.

****************

Figure 3 about here

****************

So, for example, in the Lenovo-Dell relationship we described in the introduction, one might reasonably expect that the dominant simple relationship between the two firms is the competitor-competitor relationship and that the supplier-customer relationship is less important, although this may change with time and changing market circumstances.  Note that, although it is not impossible that there will be two or more equally important simple relationships, we do not generally expect this to be the case.  We anticipate that the dominant relationship will have greater effects on the nature of the compound relationship. 

P2.
In most compound relationships, one of the simple relationships will be the dominant relationship, that is, the relationship that will influence the nature of the compound relationship more than will all of the other simple relationships.

However, not all dominant relationships are equally dominant.  If the dominant relationship is extremely dominant, then we may expect it to practically define the relationship.  For example, at least until recently, Ford sold some parts and equipment to General Motors.  Still and all, the dominant relationship between Ford and GM is competitor to competitor, and one would suspect that any other relationship would be arms length and relatively non-cooperative.  On the other hand, some dominant relationships are more dominant than others.  In the chemicals industry, for example, some of the dominant relationships are competitor to competitor, yet the same firms are able to work well together in more cooperative relationships, such as the one described in the introduction.

We propose that there are at least three factors that might determine which of the simple relationships is dominant.  The first of these, and we speculate the strongest, is path dependence (e.g., Anderson, Dalsace, and Ross, 2004) expressed in this case in the primacy of the original relationship.  Two firms who began with a certain relationship, for example supplier to customer or competitor to competitor, may find it difficult to introduce norms appropriate to other simple relationships into the compound relationship.  The other two factors are perhaps more rational; they consider the economic and strategic realities of the various simple relationships. In the same fashion that firms doing CRM should focus on customers who are most important to the firm from an economic or strategic perspective (Winer 2001), firms can be expected to focus on relationships that are more economically or strategically important. If one simple relationship is more economically important to one or both of the two firms than the other simple relationships, then that relationship has an increased likelihood to be the dominant relationship.  Similarly, if any one simple relationship is of particular importance to the firm compared to the other simple relationships, then it has an increased likelihood to be the dominant relationship.  Certainly, there may be other factors that might influence which simple relationship is the dominant relationship, but we believe that these three are expecially important ones.

P3.
Which simple relationship is the dominant relationship is a function, among others, of three factors: history, economic importance, and strategic value.

Political Economy Framework and Compound Relationships


In defining compound relationships and their components, we have raised issues related to how the relationship works both socially and economically.  We now turn to the political economy framework (Benson 1975, Stern and Reve 1980, and Wamsley and Zald, 1973), which allows us to structure these issues systematically and comprehensively.  The political economy framework has been used extensively in the marketing domain (e.g., Achrol, Reve, and Stern 1983, Frazier 1999,Gassenheimer, Houston, and Davis 1998, Grewal and Dharwadkar 2002, and Hutt, Moskwa and Shapiro 1986) and explicitly delineates the internal socio-political and economic structures and processes of an institution and the environment that influences them.  Figure 4a, adapted from Stern and Reve (1980), represents a generic political economy.  Conceptually political economies, according to Stern and Reve (1980), are considered to have an internal political economy comprised of an internal economy, economic structures and processes, and an internal polity, socio-political structures and processes, which exist within an environment. The environment itself, according to Stern and Reve (1980) is comprised of two parts, the external economy and external polity.  


We adapt Stern and Reve’s (1980) political economy framework as shown in Figure 4b. Our adaptation is designed to reflect the fact that internal economies exist within their environments, not separate and distinct from the environment.  Hence, in Figure 4b, we wrap the environment around the internal political economy.

****************

Figure 4a and 4b about here

****************

One could envision each simple dyadic relationship that we have been discussing as containing a political economy and existing within an environment where each of the other simple relationships is just a small part of the environment.  For a graphical representation of this view, see Figure 5.  In Figure 5 each of the four types of simple dyadic relationships is shown with its political economy, and the simple dyadic relationships are seen as largely independent of each other.   As a result, in this view, we would expect that no one of the simple dyadic relationships would be affected by any of the other simple relationships.

****************

Figure 5 about here

****************

However, this view significantly undervalues the importance of interrelationships among the simple dyadic relationships that comprise the compound relationship between the two firms.  Instead in Figure 6 the compound relationship is framed in terms of a political economy surrounded by an environment, within which each of the simple relationships exists as a part of the political economy of the compound relationship, a part that may have greater or lesser influence on each other and the compound relationship.  We recognize that this complicates the picture within the compound relationship’s political economy, but our basic assumption is that the whole of the compound relationship is greater and more important than the sum of its constituent parts, its simple dyadic relationships. The view presented in Figure 6 better reflects that assumption. 

****************

Figure 6 about here

****************

The issue with defining the compound relationship in terms of its political economy is that it complicates understanding the internal economy and the internal polity.  No longer can we describe either of these constructs with a simplistic representation that refers to the whole political economy.  Instead, by introducing the political economy of the compound relationship, we are creating the equivalent of a two-level political economy.  At the top level is the political economy of the compound relationship, and at the second level are the political economies associated with each of the various dyadic simple relationships that comprise the compound relationship.  This is both problem and opportunity.  On the problematic side, we lose simplicity and elegance.  On the opportunity side, we gain a closer reflection of reality and an understanding of the importance of managing these simple relationships as both separate and interdependent.  

In the following sections we examine the internal political economy of the compound relationship.  We will look at the socio-political processes as represented by the relationship norms, socio-political structure as represented by the power balance and goal consensus between the two firms, the economic processes as represented by the propensity for opportunism, and the economic structure as represented by the nature of the exchange relationship.  We recognize that these are not the only examples of their types; however, we contend that for the purposes of studying compound relationships, they are particularly salient (Stern and Reve 1980). In fact, several of these have received the benefit of their own literatures, role theory and norms (Goffman 1959), power (Stern and El-Ansary 1977), and opportunism (Williamson 1975, 1981). 
Socio-political Processes: Relationship Norms. As part of this separateness and independence, we suggest that each type of simple relationship has what we might term generic norms of behavior associated with it (Brandenberger and Nalebuff 1996, Heide and John 1992).  Competitors, quite simply, compete; they may be vicious competitors or “good” competitors, but they compete with the firm in question.  And it is likely to be habitual for any representative of the firm in question who is involved in a competitive relationship to think in terms of competing with the competition and of the competition, in turn, competing with the firm.  On the other hand, suppliers supply and service their customers in return for sales.  They may be engaged in single transactions or in long term, relationship based transactions, but the main purpose of the relationship is to sell products and/or services that the customer values sufficiently to continue to buy at an acceptable price to the supplier firm.  Similarly, customers buy; they may recommend new products (van Hippel 1982) for the supplier to purchase, but the main purpose of the relationship for customers is to obtain goods or services that they need or want, either to product their own product or to, in some fashion, support their business activities.  Finally, collaborators cooperate.  They may create new products; they may open new markets, they may establish joint ventures, but they cooperate, albeit at one degree or another of closeness in the cooperation.  And these generic norms act to influence the norms that define a specific simple relationship and the compound relationship within which it is contained.

P4a.
Relationship norms for a given simple relationship are at least partially based on the basic nature of the relationship.

We further suggest, however, that relying solely on these generic norms is too simplistic.  Based on a number of factors, firm history, relationship history, industry conditions, etc., the instantiation of these generic norms, that is the actual behaviors will vary.  Integrated Social Contracts Theory (Donaldson and Dunfee 1994, Donaldson and Dunfee 1995, and Dunfee, Smith, and Ross 1999) proposes that self-defined communities develop their own authentic norms that are legitimate unless they violate hypernorms, a thin set of overarching norms that almost all actors would agree to.  Building on this conceptualization, we suggest that firms are communities, industries are communities, and dyadic relationships are communities, and therefore are likely to have their own idiosyncratic norms that diverge somewhat from the generic norms described above.  For example, competition in both the automobile industry and the airline industry is fierce and often price based, whereas competition in the chemical industry is much gentler and often attribute or service based.  Thus, there are basic relationship norms that act in each type of simple relationship, but these norms are often specified rather differently.

P4b.
Relationship norms (both simple and compound) are influenced by the norms of the two specific firms and of the specific relationship they form. 


A final issue that has an important effect on these norm conflicts is that the 

firm and its partner must consider the future.  As Kanter (1994) indicates, relationships of all types are dynamic as well as reciprocal.  As such, they change.  In the 1980’s IBM and Apple competed to see which would define the very nature of the personal computer market, yet in the 1990’s and the 2000’s IBM and Apple cooperated in a number of joint ventures and standards setting efforts.  The firm simply cannot afford to assume that all will be precisely as it is now.  As Heide and Miner (1992) demonstrate, “the shadow of the future” must influence the decisions and behaviors of today in any relationship. The close collaborator may become a vicious competitor, and the valued supplier may become a serious competitor.  However, the hand of time cuts both ways; the serious competitor may become a valued collaborator or supplier.  In partnership, the firm cannot afford to be too collaborative or cooperative; in competition, the firm may not wish to be too competitive.  This has obvious implications for managers attempting to manage compound relationships, but it also has implications for researchers studying compound relationships in the context of political economies.  Any static analysis is just a snapshot and subject to change.

P5.
Compound relationships change over time and, in so doing, affect the kinds of norms and behaviors that are appropriate for them.  

This discussion, however, begs a question.  Why is it that these simple relationships have the potential to conflict with each other?  And why do they bring problems to the compound relationship? We suggest that it is due to conflicts in socio-political processes or polities across the relationships.  

Consider the kinds of simple relationships that we have defined: competitors, suppliers, customers, and collaborators. Each of these relationships has certain behaviors and norms associated with it behaviours and norms that we have labelled generic.  Recall that these generic norms are that competitors compete, suppliers supply and service, customers buy and use, and collaborators work together to achieve some goal.  What does the existence of these generic norms mean for the compound relationship?  In a particular compound relationship, any or all of these simple relationships may exist. Yet there are significant conflicts among the norms for these relationships.  The obvious conflict is between competition and the other three relationships.  It is as if there are two generic types of simple dyadic relationships, more competitive and more cooperative.  Competitors compete, whereas partners, suppliers, and customers to a considerable degree cooperate.  Hence, whenever a competitive relationship is one of the simple relationships, there must be conflict among the various expectations that exist in the simple relationships that make up the particular compound relationships.

P6.
Conflict among the norms of simple relationships is greater when one of the simple relationships is that of competitor to competitor. 

There is another form of conflict that should be acknowledged, however.  Even in cooperative relationships there is conflict.  Cooperative relationships, whether buyer-seller relationships or some form of an actual partnership, exist to create value for the two partners, value that the two partners would not get without the relationship.  Otherwise, there would be little point to the relationship (see e.g., Johnson and Seide 2004).  But the creation of value must necessarily raise the issue of how to divide that value between the two partners.  All else equal, the supplier would prefer a higher price and the customer would prefer a lower price.  Additionally, all else equal, each of the two partners in a simple relationship would prefer to get more from the relationship rather than less.  Thus, there is the potential for conflict in cooperative simple relationships, conflict that can spill over into the other simple relationships that define the compound relationship.

P7.
Conflict will still exist among the norms of simple relationships even if competitor to competitor is NOT one of the simple relationships. 


Socio-Political Structure: Power Differences and Goal Consensus.  Wamsley and Zald (1973) propose five dimensions of internal political structure: 1) consititutions (formalizations such as contracts), 2) degree of goal consensus, 3) unity of authority, 4) patterns of subunit power, and 5) patterns of succession.  For the purposes of considering compound relationships which are inherently between two independent firms, we can 1) ignore constitutions as being covered in the relationship norms, 2) ignore patterns of succession as not germaine, and 3) consolidate unit of authority with subunit power.  This leaves us with two dimensions to consider, subunit or member power and degree of goal consensus.  We begin by examining the balance of power in the compound relationship and then move to examining goal consensus.  

All relationships have power levels; that is, the two firms each have some power in the relationship. The relationship would not have formed if there was not value in it for each of the two firms, and it is the value that one partner has for another that defines its power in the relationship.  As Ross, Anderson, and Weitz (1997) have found, the two firm’s perceptions of the relationship and their outcomes from the relationship vary dramatically with the firms’ relative power.  Simply put, the weaker firm perceives that it gains less from the relationship, despite the fact that it probably needs the relationship more. 

The political economy or power relations literature (Stern and Reve 1980) suggests that power in one relationship may be a function of importance in another relationship between the two firms.  Thus being an important customer or supplier of a partner firm will often lead to a powerful position in other simple relationships. This is additional support for the importance of considering the entire compound relationship.  Relatedly, Hardy and Phillips (1991) contend that cooptation of weaker parties by stronger parties is not always good for either or both.  This suggests that one of the factors that must be considered in managing the compound relationship is the balance of power across the various relationships between the two parties.  

 P8.
The more unequal power is in a compound relationship, the less likely norm conflict is and the more the compound relationship will benefit the more powerful partner.

We now turn briefly to the issue goal compatibility or congruence.  As Wamsley and Zald proposed, another aspect of political structure is the degree of goal consensus amongst the members of the political economy, in our case the partner firms.  Goal congruence is important to every relationship.  Coughlin, Anderson, Stern, and El-Ansary (2001), writing in the channels area, state that clashes of goals are largely inevitable in interfirm relationships.  The more parties believe their goals are incompatible, the less motivated they are to coordinate (Tjosvald 1984) and, hence, the more likely they are not to cooperate.  As a result, we suggest that cooperation will be greater in compound relationships in which the partner firms have compatible or congruent goals.

Pd.
The more congruent/compatible the partners’ goals are in a compound relationship, the more cooperative the compound relationship will be.

In the next section we examine one area of possible advantage that compound relationships can provide to a firm, that of pre-empting opportunistic behavior in relationships.

Economic Processes: Opportunism.  An example of an economic process is opportunism, defined as “self-seeking with guile” (Williamson, 1975, p. 6) and found in relationships at both the organizational and individual level.  Williamson describes guile as “lying, stealing, cheating, and calculated efforts to mislead, distort, disguise, obfuscate, or otherwise confuse” (1985, p. 47).  Thus broadly conceptualized, opportunistic behavior includes everything from falsification of expense reports, to deception in advertising, to misrepresentation of one’s credentials in order to gain information about a competitor.  Opportunism in relationships, particularly the management of opportunism, has received a great deal of attention in the marketing literature (See Wathne and Heide 2000 for an overview).  Also, in an era of corporate scandals, firms are increasingly interested in preventing and managing opportunism.  Maitland, Bryson and Van de Ven have observed that “opportunism neither is ubiquitous, nor is it very unusual” (1985, p.64) , indicating that the potential for opportunism is ever present, but not always realized.   However, despite both research and corporate interest, there is limited understanding of how to manage opportunistic behavior in relationships (Wathne and Heide 2000).  We will first discuss the safeguards used to prevent opportunistic behavior in relationships between two firms and then extend the discussion to include the possibility of compound relationships.

Perhaps the greatest fear on the part of either an organization or individual when entering a new relationship is the unpredictability of the partner’s behavior (Gulati 1995), especially the potential for opportunistic behavior.  Recent increases in the number of firm alliances and arm’s length transactions have resulted in a dramatic surge in the use of contracts to pre-empt opportunistic behiavor (Gulati 1995) .  The contract is meant to ensure at least some predictability of behavior.  The contract typically achieves this by outlining expectations on the part of both parties to the agreement, providing a system of monitoring compliance with the contract, and either explicitly or implicitly assuring a sense of mutual gain to be realized from enacting the particulars of the contract. However, contracts are by no means the only possible safeguard, nor does the existence of a contract necessarily derail all opportunistic behavior.  There are loopholes in any contract and some individuals who are expert at finding those loopholes.  There are also some individuals who feel comfortable ignoring the stipulations of a contract.  Thus, more informal mechanisms may be equally or more effective.

Safeguards are thought to mitigate opportunism by creating incentives for the parties to act in such a way as to support the exchange—to prevent the premature termination of the exchange and to align the self-interested motives of each party in a way that can bring about mutual benefit.  A compound relationship may be one such informal mechanism.  For the cooperative aspects of a compound relationship to succeed there is a greater need to align behavior and expectations in its component simple relationships than there would be in a single simple two-party relationship.  Of course, one, rather pathological possibility is that the parties would coordinate their behavior by acting opportunistically in all of their simple relationships.  However, the potential for destroying the value of the other simple relationships is too great; instead, we expect that the parties will align their behavior so that no one behaves opportunistically.

P9:  
Compound relationships can act as safeguards against opportunism on the part of all parties involved.

Interpersonal trust is one of the most widely recognized forms of governing relationships (Smith et al 1995).  Repeated ties between firms over time build trust, which also can serve as a safeguard against opportunism (Gulati 1995, Ring and Van de Ven  ????)  Gulati investigates repeated interactions of two firms over time, concluding that familiarity does indeed breed trust.  The assumption is that trust builds slowly in a relationship.  Although trust is believed to be slow to develop, it can be quickly destroyed  For example, Lewicki and Bunker (1996) describe a process of trust development in a relationship in which parties come to rely on the predictability of the behavior of other parties; thus a form of experience-based trust emerges (McAllister 1995).  In a compound relationship, experience-based trust would be based on experiences working with the simple relationship and having expectations met in these interactions in a predictable fashion.
Closely related to the formation of trust is the fact that firms are also concerned with a possible spillover of reputational effects from one simple relationship to another.  If I treat my competitors badly but then turn around and want to sell something to them, they are likely to be wary about buying from me.  Stuart (1998) proposes that one of the two factors that influence the ability to enter relationships is a firm’s reputation.  This provides collateral support for our idea that how a firm performs in its simple relationships with a firm, in the broad sense, defines whether or not the compound relationship that includes those simple relationships will grow or shrink.  It also suggests that firms will not develop successful compound relationships if they have a poor reputation as a relational partner and may be forced to focus on individual level relationships.  We suspect that such a reputation may well lead to such a firm having an organizational life that, in Hobbes’ (1651/1968) terms, is nasty, poor, brutish, and short.  
Furthermore, in a longer term relationship the opportunity to impose social sanctions, available because of considerable prior investments in the relationship, can act as a safeguard against opportunism (Dyer 1997).  In a business relationship it is not only social sanctions that can be imposed, but also sanctions involving loss of repeat and potential business.  If one party withdraws from the relationship, this can have considerable business repercussions.  The expectation is that if one party engages in opportunistic behavior, the other party has the opportunity to retaliate and do the same.  This expectation of possible retaliation serves as a disincentive to engage in opportunistic behavior.  In a shorter relationship, on the other hand, “one can take the money and run” without fear of retaliation from the other party.  This reasoning can be extended to a compound relationship.  Even a compound relationship of a relatively short duration incurs the possibility that opportunistic behavior in one simple relationship will incur retribution in another simple relationship.  The assumption is that parties to a relationship would not want to take that risk and thus would behave conservatively, i.e., non-opportunistically.  Particularly if the dominant relationship is dominant because it generates the greatest financial return, parties in other subsidiaries will be careful not to endanger the dominant relationship.

Jap and Anderson (2003) test the effectiveness of three potential safeguards against opportunistic behavior: bilateral idiosyncratic investments, goal congruence, and interpersonal trust.  In longstanding relationships, the bilateral idiosyncratic investments would be considerable.  The longer and deeper the relationship, the more one has invested in the relationship and the more one has to lose by opportunistic behavior that may jeopardize the relationship.  Goal congruence is important because it can preempt conflicts of interest.  A conflict of interest occurs when a person has difficulty performing the duties of a job because those duties conflict with other interests.  Often a conflict of interest is conceptualized as a conflict between work duties and personal interests, but it can also involve a conflict between two or more work duties or obligations.  Based on Jap and Anderson (2003), we conclude that compound relationships are more likely to act as safeguards against opportunistic behavior if the dominant relationship is (i) of long-standing, (ii) goals are aligned, and (iii) trust characterizes the relationship.  If the dominant relationship is that of competitor, we would expect greater opportunism than if the dominant relationship is that of customer.  This may well be the case because of lack of goal congruence and potential conflict of interest.  Ross and Robertson (2000) demonstrated that salespeople were less likely to lie to a customer than to a competitor, suggesting that there is less opportunistic behavior in the customer relationship than in the competitor relationship.  

P10: 
If the dominant simple relationship is that of competitor to competitor, there will be greater opportunism in all of the simple relationships than for any other type of dominant simple relationship.  

Economic Structures: The Structure of Exchange.  All business relationships can be thought of as having a structure that defines them. Consider the generic relationships that we have examined so far.  In competitive relationships, competition is generally price or non-price oriented.  In partner relations, the relationship is generally defined either by contract or agreement.  In buyer seller relationships the relationship is generally market based or relationship based.  Moreover, most types of generic relationships have some kind of exchange associated with them.  Partnership relationships may exchange experience for market share growth.  Buyers and sellers exchange money for good or services.

We use the idea of exchange (Bagozzi 1975) and its development in terms of transactional versus relational exchange (e.g., Dwyer, Schurr, and Oh (1987) as a metaphor to reflect these ideas. Transactional exchange is the idea that an exchange transaction is a one-time event such that the two transactors will never transact again or if they do will not recognize each other.  Under such an exchange, transactors need never consider reputational effects.  On the other hand, relational exchange assumes that the parties will encounter each other again, even to the point of carrying on a longer term transaction relationship.  The idea applies nicely to compound relationships.  By their very nature, compound relationships carry with them the need to consider their component simple relationships as more relational as compared to exchange oriented.  Hence, we propose that:

Pb:
Simple relationships that are a part of compound relationships are more relational rather than transactional in nature compared to independent simple relationships
We can, however, say more about compound relationships by referring to the concept of the dominant relationship.  Recall that by definition, the dominant relationship is the most important amongst the simple relationships that comprise the compound relationship.  If the dominant relationship is competitor to competitor, then we have proposed that this relationship will result in a compound relationship that is more competitive and less cooperative than other compound relationships.  As a result, the relationship will be less oriented toward the long term well being of the two firms and more oriented toward the success of one of the two firms. This means that the compound relationship will be more transactional in nature as compared to relational.  Thus, we propose:

Pb:
Compound relationships in which the dominant relationship is competitive are more transactional rather than relational in nature compared to compound relationships that are more cooperative in nature.
To this point, we have focused on the internal political economy of a compound relationship to the exclusion of the environment, or the external political economy.  In the next section, we address this issue by considering the environment that surrounds the political economy of a compound relationship.

The Environment and Compound Relationships. 
 Stern and Reve (1980) suggest that analysis of the external socio-political environment involves specification of the type of actors exercising power (Evan 1965), the power relations and means of control between external actors and the entity (Thompson 1967), power relations between external actors (Terreberry 1968) and the extent to which activities of entity members are controlled by environmental forces (Benson 1975).  We follow Grewal and Dharwadkar’s (2002) institutional framework conceptualization to examine most of these factors.  

Before we move to the institutional environment, however, one aspect of control by environmental forces that deserves considerable mention is that of the degree of control exercised on the political economy  by its external environment.  Wamsley and Zald (1973) discuss the influence of the environment on the political economy and suggest that the entity, in our case the compound relationship is more independent the less clear the environment’s goals are for the politilcal economy and the more limited the degree of surveillance of the political economy. Benson (1975) demonstrates that the more highly regulated the political economy is, the more formal and structured the political economy is.  Thus, in a highly regulated industry, we would expect the nature of compound relationships to be less flexible and more formal simply because of legal constraints.
Pa. The more regulated the industry in which the compound relationship exists, the more formal and less flexible the compound relationship is. 
Grewal and Dharwadkar (2002) use Stern and Reve’s (1980) political economy framework to develop a rich conceptualization of the role of the institutional environment on marketing channels.  We extend Grewal and Dharwadkar’s (2002) framework to look at the environment of the political economy of a compound relationship, rather than a channel of distribution.   A channel of distribution is, in our terms, but one of potentially many simple dyadic relationships that might exist between two firms.

Grewal and Dharwadkar (2002) use DiMaggio and Powell’s (1983) conceptualization of institutions as resulting from three kinds of processes, regulative processes, validation processes, and habitualizing processes.  For each of the three processes, Grewal and Dharwadkar (2002) suggest two mechanisms that may drive the process.  So for, regulative processes, they suggest imposition (the influence of external institutions on structure and process by means of authority, constraint, and coercion) and inducement (the influence of 

external institutions on structure and process by means of provision of incentives or disincentives).  For validation processes, they suggest authorization (the intentional validation of a firm’s structures and process by external institutions that cannot exert coercive or incentive based control) and acquisition (the mimicking of successful institutions or firms by the firm), and for habitualizing processes, they suggest imprinting (the maintenance of structures or processes over time) and bypassing (the ignoring of formal organization structures and processes in favour of cultural control). 

We suggest that these six processes may be divided into two categories, formal and intentional versus informal and unintentional.  The first of these includes four of the processes, imposition, inducement, authorization, and acquisition; the second contains two: imprinting, and bypassing.  If a firm does not manage its compound relationships, both the formal and the informal processes are focused on the political economy of the individual simple relationships.  That is both formal and informal mechanisms support the political and economic norms in the existing simple relationships, the former by intention and the latter by largely habituation.  If an organization begins to manage based on its compound relationships as well as its simple relationships, then it must reallocate the formal, intentional mechanisms associated only with a given simple relationship and move towards considering the mechanisms’ effects on the compound relationship, as well as the simple relationship.  This envisions a manager engaged in formal planning and oversight of the compound relationship, rather than the manager responsible for each simple relationship merely considering the effects of that relationship on the firms’ other simple relationships. All this, by the way, must occur in spite of existing institutions in the external environment, which can be expected to continue to support consideration of solely the structures and processes that have been associated with the simple relationships.  Moreover, it will be difficult at best to deal with the informal, unintentional processes that would also continue to support the structures and processes associated with each of the simple relationships.  

P11: 
Unless managers intentionally manage a compound relationship, environmental institutions will obviate consideration of the interactions between the simple relationships in the compound relationship.

Thus, we are suggesting that many institutions and processes in the firm’s environment hinder management of the compound relationship and to succeed, the firm must develop formal institutions in support of the compound relationship. 

Discussion


To summarize, we have suggested that firms are increasingly caught up in complex, multi-role relationships with partner firms that require the firm to consider all of the relationships that it has with a given partner firm as one, compound relationship.  Arguably what we see in these relationships is a new form of convergence, not global convergence or convergence of markets or means of going to market, but convergence of businesses; firms are finding themselves in much tighter, more multifaceted relationships with other firms, more dependent on other firms across multiple dimensions and kinds of relationships, than they have been. 

It would seem that at least some of the compound relationships in which a firm is involved would have real strategic importance to the firm. We have focused on the harm that we suggest a firm can do to itself by mismanaging its compound relationships.  This harm might include losing existing simple relationships with partner firms because of its behaviors in other simple relationships, not being able to develop new simple relationships with a partner firm because of its behaviors, and the inability to reduce the risk of opportunism in existing relationships.  However, there may be real competitive advantages (Hunt and Morgan 1995) to the firm that would accrue from managing its compound relationships. Network theory (e.g., Stuart 1998, Van de Ven and Walker 1984) suggests some advantages to managing compound relationships, for example. Redundancy is advantageous in networks; it provides alternatives if a node should fail.  So, firms have often used multiple suppliers for critical products in order to protect their supply, thus providing redundancy.  It is interesting to speculate that another kind of redundancy, having the same firm taking on multiple roles or nodes within the network may provide competitive advantage also.   

Clearly, at least some and perhaps many of a firm’s compound relationships with other firms are likely to be strategically important to both firms.  We suggest that they are also difficult to manage well, and begin to move toward a set of suggestions for managing compound relationships in the next section.

Some Thoughts on Managing the Compound Relationship.  We contend that it is important for the firm to intentionally manage the compound relationship and the simple relationships based on the tone the firm wants to set for the compound relationship.  We suggest that planning the nature of the compound relationship and then determining appropriate behaviors in the simple relationships based on the compound relationship should come closer to optimizing the overall relationship.  For example, we might recommend a greater degree of distance in even a customer-supplier or partnership simple relationship if the firm is concerned about future competition with the other firm or if the firm wishes to maintain a strong competitive relationship with the other firm in other markets.  This recommendation and others like it can be expected to develop into a set of prescriptions to help management understand and deal with compound relationships.  The successful management of compound relationships may well constitute one source of competitive advantage, for the firm; conversely, failure to manage compound relationships may cause harm to overall firm performance.

There are a number of factors that might be considered in beginning to think through managing the compound relationship.  We illustrate with two: speculations about a management process for beginning to consider compound relationships and about the types of management structures needed to manage new simple relationships that might develop.  The first issue is the question of how to structure other simple relationships that are in conflict with the dominant simple relationship, for example, a joint venture between serious competitors.  The structure will lie along a continuum that varies in terms of formality from only informal separation with informal firewalls between the two organizations to a formal, contractual organization or joint venture with formal contractual firewalls.  In between might lie a hybrid or compromise such as a separate functional unit with formal policy based firewalls between the simple relationships.  

Which structure is appropriate would differ depending on several factors.  The larger the size and/or importance of the other relationship in relation to the dominant relationship, the more important formal separation would become.  Similarly, the greater the conflict between the nature and needs of the other relationship and the dominant relationship, the more important formal separation would become.  Finally, the greater the degree to which the dominant relationship might stultify the other relationship, the more important formal separation would become. 

With respect to the process of managing compound relationships, we suggest that the first step is the explicit designation of a relationship manager for each important compound relationship.  The role of the relationship manager would be to oversee and be responsible for the entire relationship.  We suspect that this should be a formal rather than an informal role and that representatives for each of the simple relationships should report to the relationship manager, at least in matrix form.  Second is a definitional process.  The relationship manager and the simple representatives should identify all simple relationships, identify dominant and other relationships, determine an organizational structure for each simple relationship and determine and communicate appropriate role norms for each simple relationship that are based on both the nature of the simple relationship and the planned nature of the compound relationship.  The relationship manager and the simple representatives should then forecast as much as possible the future direction of the compound relationship and begin the process of developing the relationship knowledge base for ongoing management of the compound relationship.  Once this is done, the relationship manager should begin to work with the representatives of the simple relationships to ensure that decisions and behaviors in the simple relationships are appropriate to the needs of the compound relationship.

Research Directions.  While there are a number of possibilities for future research, the most pressing is to examine whether, and if so under what conditions, not explicitly managing compound relationships harms performance.  Conversely, it remains to be determined how explicitly managing compound relationships may enhance firm performance.  At present, however, an issue is the lack of evidence that firms are explicitly managing such relationships.  Perhaps, as firms move towards such a model, possibilities for case-based research will arise.

Another fruitful area for research would be to empirically examine the validity of, and perhaps the boundary conditions associated with the  propositions developed in this manuscript. For example, we have suggested three factors that may determine which simple relationship in the compound relationship will be the dominant relationship.  This is amenable to empirical examination with carefully defined sampling of firms, and it may be that there is much more to be understood about how dominant simple relationships influence the larger, compound relationship. 

Another fruitful research direction that is available now to scholars may be explicit examination of the roles and behaviors associated with the various simple relationships and the degree to which community factors—firm, industry, and dyad--influence these roles and behaviors.  For example, future research may look to identify the core of generic norms that characterize cooperative and competitive relationships.  Once these are identified, it would become possible to examine how individual firms, dyads of firms, and industries modified those generic norms.

A final research direction that might be fruitful would be to examine how simple relationships and their conflicting norms and behaviors affect individuals who act as the firm’s representatives in the various relationships.  We have focused on firms as the unit of analysis in compound relationships, but these differences have huge impact on the individuals affected, who may well experience role conflict and ambiguity.  This issue, too, could be studied now, for example, in the context of employees seconded to joint ventures that include competitor firms.  

Conclusion 


In this manuscript we have developed the idea that compound relationships between firms exist and are important to the health of the firm.  We have suggested that behaviors in the simple relationships may affect the larger, compound relationship for both good and ill, depending on the conflict between the behavioral norms in the particular simple relationship and those in the other simple relationships and the compound relationship they comprise.  Further, we have developed a framework for describing compound relationships and have suggested that it is important to explicitly manage compound relationships.  We end with some suggestions for managing compound relationships and the beginnings of a research agenda for studying compound relationships.
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