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RELATIONAL RISK AND RELATIONAL RENTSIN AGRIBUSINESS??

I ntroducing risks and rentsin stakeholders relationships
in beef agribusiness in emerging economies,
The Argentinean case.

ABSTRACT. In this article we offer the results of a local research in beef agribusiness
competitiveness. The original set of analysis gives the perception of key local experts on the
level of competitiveness on a global basis. The further analysis introduces an emerging issue,
the dispersion of the valuation and scoring. The different stakeholders representatives
consulted shows that the level of discrepancy in the scoring does not allow the consensus for
collective knowledge creation and innovation. In consequence the improbable construction of a
common strategy and agenda. The results of the second set of analysis introduces in the
research agenda the need of a new focus, oriented to the relational view. In order to
under stand the high level of relational risk and low level of relational rents, due to discrepancy
and dispersion of the diagnoses.

1. INTRODUCTION

Argentine agribusiness has grown and developed competitive advantages during the 90's.®
The ingtitutional change produced in the early 90's based in market oriented rules promoted
privatisation, de-regulation, openness of domestic markets, administrative reform of the
State. The Convertibility Law - currency board - created the initial conditions to finish with
rampant inflation and finally evolved to a fiscal and monetary framework. All the changes
converged in a paradigm shift of Argentine society, mainly the relationship between the
State and families and firms.

The whole of Argentine economy was involved in a deep process of increasing
productivity. The cost reduction went trough the main sectors of the economy. In parallel
quality assurance and total quality management was introduced in the main sectors of the
local economy. The agribusiness sector * has been leading this process during the last
decade ratifying the “traditional competitiveness’ of the comparative advantages
augmented by developing innovation and new competitive advantages®. Nevertheless the
effectiveness and efficiency of the interchange was not so spectacular due to some
ingtitutional and organisational constrains.

R. Coase clearly stated this type of situation®: “... the productivity of an economic system
depends on speciaisation. But specialisation depends on exchange. And the lower cost of
exchange (transaction cost as they have come to be called) the more specialisation will be,
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the grater the economy and the higher standard of living of people in that economy.
However the level of transaction cost depends on the ingtitutions of a country, its legal
system, its political system, and its culture...”

Coase quotation puts the key of economic performance - in a way, the key of
competitiveness - in the institutional and organisational environment, and in such sense
how the rules of the game influence the performance of the players , the different
organisations in society.

Traditional studies of competitive strategies have pointed two main sources of competitive
advantages, or the sources of super-normal returns.

The first one, Industry Source View associated with Porter”, considers the firm membership
to an industrial sector and its potential of bargaining and rivalry the main source of
competitiveness.

The second one, Resource Based View®, that focused the source of outstanding
performance not in the industry, but in the firm. Special and distinctive resources and
capabilities difficult to achieve and imitate by competitors are the man source of
competitiveness. In such away afirm can developed within its core competences a singular
set of dynamic capabilities that explains its superior performance.

Nevertheless the traditional approach is limited for the comprehension of competitiveness
in global economy where complex systems are competing between them, corporate or
national basis. In both cases strategic alliances and complex inter organisational systems
are developed.

Recent studies had explored the possibility that critical resources could span firm
boundaries and may be embedded in inter firm routines and processes. This idiosyncratic
inter firm linkages may be a source of relational rents and competitive advantage.
Developing effective and efficient inter organisational relationships promotes a rent
generating process. The Relational View® of competitiveness define the source of critical
competences in the relationship, that creates relational rents, however includes also the
relational risk as arestriction for superior performance.

The third source of super normal rents, the relationa view, focus in cooperative strategies
and inter organisationa relationship as the key elements of competitiveness. This approach
is on line with Coase quotation, in fact there is no key competitiveness of a firm, or an
industry that can go beyond the transaction costs of the economic system in a given
society. Nevertheless very little field research and case studies had been carried on using
this new institutional approach. In fact when competitiveness is discussed the main stream
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theoretical background is focused in the first or the second approach above mentioned, only
recently, the relational view has been considered.

The three above mentioned sources of competitive advantages had been analysed and
proposed by different academics. Moreover the previous approach, the study of
competitiveness and the benchmarking is focused on the firm or the industry. Nevertheless
the study of systemic competitiveness at national level should include a more institutional
approach. Some recent studies are introducing some of these new issues. This new
framework had been explore by industry and consultants in order to promote reengineering
and strategic planning in business day life.

This article is promoting a deep thinking, scouting the boundaries, around a
competitiveness research project'® being currently run in the UK on global basis.

2. PROBLEM STATEMENT

In the case of global beef agribusiness an UK Consortium®! (industry, government and
industry organisations) managed and founded a research project. A British consultancy
company? developed a questionnaire and had run the study following the theoretical
holistic framework of competitive dynamics approach in the lines of the IMD’s model that
is used in the competitiveness study of the World Economic Forum in Davos. The study is
currently run by the consultancy and the fina results are going to be published in the
present year.

In order to follow this study with the potential of comparison and benchmarking it was
specially requested the use of the same questionnaire in order to fulfil that condition. The
Beef Agribusiness Competitiveness Questionnaire consist in a number of critical questions
related to factors, grouped as drivers of dynamic competitiveness. The questionnaire
includes different aspects of institutional, organisational and technological environment
related with beef agribusiness. In fact, going further, including some of the new issues
above mentioned.

Nevertheless a final “competitive score” was achieved in our local research, the extremely
relevant issue that emerged from the research was the large dispersion of the results. The
extreme diversity in different expert’s answers, to nearly all the key factors and drivers
analysed in the questionnaire.

The results of the interviews to relevant experts (representing the different segments of the
main stakeholders involved in the local beef supply chain) showed a remarkable dispersion
in the distribution. The dispersion of the results is consequence of the fragmented and
particular perception of beef agribusiness reality by the different stakeholders. The
contradictory perception determines by the way a lack of consensus of the main strategic

10 Project Management Services— Institute of Grocery Distribution PMS/IGD Global Livestock Benchmarking Survey 2000. United
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problems affecting the business. Therefore the subsequent agenda is aso very
contradictory. Therefore, it is not possible to develop a common agenda under this
circumstances. The redlity is perceived different, the identified problems are different, and
the proposed solutions are different.

This situation promotes suspicion instead of trust, opportunism instead of credible
commitments, and overall this situation determines a business environment that promotes
poor inter — relationships. From the relational view, this conditions determines:

“low rents and high risk, further more, this conditions are real constrains for developing
dynamic capabilities of collective knowledge creation and in the end for co — innovation
and value creation. In such scenario is not feasible to create competitiveness, moreover, in
such environment the result is lack of competitiveness’.

In several recent studies developed around the systemic competitiveness of beef
agribusiness in Argentina has been pointed as key constrains for creating sustainable
competitive advantages the institutiona and organisationa environment®®. This
multidimensional interaction determines at the end lack of co-operation*® in supply chain
processes in beef agribusiness in a complex business environment with rampant tax evasion
and low technological innovation. *° 16

The lack of co-operation generates poor inter-relations between the different stakeholders
in the supply chain in local beef agribusiness. Poor interrelationships determines poor
innovative capabilities and limited value creation.

This business environment overlooked through the relational view and the social capital
paradigms introduces the concept of risk and rents in stakeholders relationships as one of
the key issues for research and intervention in this type of situations.

In emerging economies, specialy the Argentinean case of beef agribusiness, the relational
approach of risk and rents is increasingly explaining the value creation restrictions due to
the poor conditions of developing socia capital under particular institutiona and
organisational environment.

3. OBJECTIVES

The main original objective was to determine through a questionnaire to local experts the
“level of competitiveness’ of local beef agribusiness following the procedure developed by
PMS/IGD project in the UK with the future potential of benchmarking.
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Congress Food & Agribusiness. Puntadel Este. Uruguay. June 1998.
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Carne. Buenos Aires, Argentina. Septiembre 1997. AAIC. Modernizacion en € consumo de carne vacuna. Asociacion Argentina de
Industrias de la Carne. Buenos Aires, Argentina. Agosto 1996.

%6 Direccion de Alimentos. Carne Bovina. Cadenas Alimentarias. Alimentos Argentinos. N3. SAGPYA. Julio 1997. Moavro E. Carne
Bovina. Cadenas Alimentarias. Alimentos Argentinos. Edicion Especia Sial Mercosur 99. SAGPY A. Julio 1999.



Due to the singular dispersion verified in the answers and scoring to different factors and
drivers of competition that emerged from the different selected local experts it was not
enough the usual traditional approach to competitiveness and strategy.

The present objective is to suggest the introduction of the concept of relationa risk and
rents. The remarkable dispersion of the data that emerged, imposed the need of a further
analysis. It opens the opportunity to introduce the relational view of competitiveness
introducing risks and rents in stakeholders relationships. The lack of consensus and
common perception of the reality are main drivers involved in developing poor inter -
relationships, and consequently its relevant influence in generating rents, risk and
competitiveness along the beef system in the local market.

4. PROCEDURES.

The method used consists in personal interviews with relevant experts representing the
different segments of the main stakeholders involved in the local beef supply chain. The
personal interview will go over an extended questionnaire, previously answered; to ensure
its full and accurate completion and to seek profound further relevant information.

The questionnaire was submitted to local agribusiness leaders from academia, industry and
government, seeking the opinion of their expertise and report their collective views by
scoring the answers from “0 to 10" score scale of response. The proposal was to determine
by an extended local study, the domestic view of beef competitiveness, moreover a global
study was simultaneously runned by the UK Consortium.

The study had a principal output, “some sort of score” for different drivers and factors
related to local beef competitiveness. The group of around 30 experts'’ that were involved
in the research are locally very well considered. In the data processing work raised a side
output - a collateral emerging issue - that in the follow up of the research ended to be the
most important result of the such investigation.

The multiple questionnaire items are presented in 7 sections - drivers - with a number of
factors each, that totalise 157 questions related to different dimension of competitiveness.
Each factor was converted into a positive statement, for which a high level of agreement
indicates competitiveness. The group of drivers under study were the following:

1. Farm Economy, detailed evaluation of the agfood economy.(25 factors).

2. Food Processing Economy, detailed evaluation of the processing sector’'s
performance.(29 factors).

3. Domestic Market, strength and vibrancy of domestic market as spur to
competitiveness; on the grounds that a strong domestic market helps companies to
build a firm base before exporting.(25 factors).

7 The 30 experts were selected between well known local agribusiness leaders in academy, industry and government that had been
currently involved in beef agribusiness chain management. The core group of the private sector was involved in anima breeding,
farming, processing industry, local retailing and international trade. Government officers were involved in policy making and state
agencies of regulation and control. The academics included a group of Ms. Sacs. students involved in chain management research,
students were involved also in government and industry professional work. Research Coordinated H. Ordofiez. Food & Agribusiness
Programme. Buenos Aires University. Summer 2000.



4. Management and people, extent to which agfood companies are run in an
innovative, profitable and responsible way. Availability and quantity of human
resources.(25 factors).

5. Infrastructure, degree to which natural, technical and communication resources
positively influence primary food chain competitiveness.(11 factors).

6. Government, how far government policy, practice and legidation assists
competitiveness.(27 factors).

7. Science and technology, the scientific and technological capability and
capacity.(15 factors).

The original analysis and data processing was oriented to achieve a “ competitiveness
score” of beef agribusiness around the seven selected drivers with a final score identifying
the national level of competitiveness. The answers and score to the group of factors
included in each driver was analysed through the following descriptive statistics. the mean,
the standard deviation, the coefficient of variation and the median. 8. This last one appeared
to reveal the consistency of a determinate score for the factor in analysis.

Lastly, the final and further analysis went through a more detailed procedure taking each of
the 157 factors. The scoring to each answer by the nearly 30 experts involved was analysed
through the following descriptive statistics: the mean, the standard deviation and the
coefficient of variation.

5. RESULTS AND DISCUSSION.

The first set of analysis oriented to a competitiveness score results from the aggregate of
the different items -factors - included in each driver as they were scored by the different
experts consulted. The results of the fina scoring for the different drivers of
competitiveness was:

DRIVER MEAN STD DEV Ccv MED
1. FARM ECONOMY 4.14 1.32 31.95 3.93
2. FOOD ECONOMY 3.87 151 39.04 3.71
3. DOMESTIC MARKET 4.00 164 41.02 3.63
4. MANAGEMENT 3.34 1.30 38.86 3.04
5. INFRASTRUCTURE 6.30 2.18 34.58 5.70
6. GOVERNMENT 4.62 1.85 40.05 4.25
7. SCIENCE & TECHNOLOGY 4.02 0.93 23.09 3.89
TOTAL COMPETIVENESS SCORE 4.17 0.70 16.80 4.00

The result above summarised indicates that the local experts consulted perceived a medium
low competitiveness for nearly all the drivers studied. The poorest average scored is related
to industrial processing performance and the highest related to local natura resources
expressed through infrastructure that are in fact well know weaknesses and strength of the

18 All the statistics were cal culated using the PROC UNIVARATE of SAS.



local beef agribusiness. It is interesting to point that the local perception of competitiveness
looks poorest than the wide spread opinion of argentine beef agribusiness competitiveness.

The level of the statistics analysed, standard deviation and coefficient of variation does not
show arelevant dispersion.

The further research appeared when the aggregate was splitted into a singular statistical
analysis of each one of the 157 factors. In the second set of analysis the drivers were
splitted into the different factors. In a detailed analysis that can be observed in tables 1 to 7
in the ANNEX a remarkable dispersion of the scoring done by the different experts
consulted.

In each of the seven drivers analysed it can be observed more than 70% of the answers with
anomalous values of dispersion expressed in the standard deviation and the coefficient of
variation. In some case it have been observed that for the same factor the different experts
scored from O to 10 with a very irregular distribution of the scoring.

The dispersion emerged suggested that was enough evidence to assume that the discrepancy
in the scoring was due to a different perception of reality. The lack of consensus yields
interesting interpretations.

The most striking lack of consensus was observed with key factors related with competition
that included several aternatives strategies. This finding is consistent with the idea that a
different perception of redlity, is cause of poor interrelationships. In away is not an
incentive for collective actions of knowledge creation and innovation. Therefore it is
assumed that no collective strategy or agenda can be built in this environment. In such
business scenario relational risk is presumed to be high and relational super normal rents
presumed to be low.

On the other hand having a high level of consensus (i.e. low dispersion) contributes to
assume high level of inter relationships, and thereby reduces the probability of relational
risk augmenting the potential of relational rents

The results of the second set of analysis is consistent with the local “ average public
opinion knowledge’ of the beef agribusiness system. The public opinion refers to this
agribusiness sector as very badly co-ordinated and with poor co-operation between the
different stakeholders.™®

Moreover, it has been proposed by industry, farmers and the government the development
of a“Private Beef Board” to promote competitiveness and the quality of argentine beef on
global basis. The firsts meetings took part in early 1997, several proposals were discussed
and different Law Projects were elevated, but until nowadays there have not been a find
result. The different sectors involved in beef agribusiness represented in the “future Beef
Board” can not arrive to a common strategy and agenda for launching the project. The long

9 Vaccareza L & Wallace G.. Situacion del sector de la carne vacuna en la Argentina. Direccién de Mercados Ganaderos. SAGPYA.
Informes varios 1993/1999.



ineffective and inefficient recent history of that project is on line with the results of this
research and with the common public opinion of this issues.

It has been mentioned in recent studies (quotations 11 & 12) that the institutional and
organisational environment could be the cause of this low level of relationship between
beef agribusiness stakeholders. The dual and ambiguous institutional environment,?°
distinguished by low enforcement conditions and the prevailing collective action of interest
group seeking rents from this particular conditions of weak and complex rules of the game,
determines a high risk and low rents conditions in the competitive scenario.

The institutional environment defined as the rule of the game determines that the different
stakeholder, the players, creates specia inter — relationships paradigm that determines low
resources exchange main cause of the risky and non-profitable situation.

6. PENDING ISSUES: THE RESEARCH AGENDA

The discrepancy observed in the second set of analysis suggests that a relational approach
should guide future research on beef agribusiness in Argentina. The original questionnaire
was focused in more traditional approaches even though some of the no orthodox
competitive framework was used. The PMSIGD questionnaire moved forward from the
usual benchmarking of performance and included different criteria similar to the holistic
competitive dynamics studied developed by IMD. Nevertheless the original questionnaireis
not focused in the relational approach.

In order to understand this pending issues i.e. relational view, the future research agenda
should include and explore the following drivers as suggested by Dyer & Singh (already
guoted) that are determinants of relational rents:

* Relation on specific assets, duration of safeguards and volume of inter-firm transactions.

* Knowledge sharing routines, partner specific absorptive capacities and incentives to
encourage transparency discouraging free riding.

* Complementary resources and capabilities, ability to identify and evaluate potential
complementarities and the role of organisational complementarities to access benefits of
strategic resource complementarity

* Effective governance, ability to employ self enforcement rather than third parties and the
ability to employ informal versus forma self enforcement governance mechanism.

On the other side the effects of trust in the interrelationship and relational risk should be
aso included as key drivers. Recent studies®! had tested the effect of trust and governance

2 Ministerio de Economia Evasién y competitivided en & mercado de la carne. (Tax Evasion and Competitiveness)
www.mecon.ar/sicym/cndc/doc3f.htm. 1999.

2L Nootebom HB & Nooderhaven NG. Effects of trust and governance on relational risk. Academy of Management Journal. Vol 40. N2
308-33. 1997.



on the risk perceived by stakeholders. Trust was an effective reducer of transactions cost
and was directly related with low levels of relational risk.

Finally should also be included in further research the implications of rent seeking,
opportunistic behaviour, the information cost, the enforcement costs, the limits of
enforcement and the value of trust in market exchange. All this drivers and factors were
deeply studied related to rational cooperation in stakehol ders rel ationships?2.

The main output of this article is suggesting that discrepancy in the diagnosis was leading
to the improbable collective strategy and agenda. In consequence, that was a key constrain
for competitiveness and it should effectively push a new research agenda based on the
relational view of competitiveness. This new approach could open new opportunities for a
deeper knowledge of the poor competitive performance of beef agribusiness in the last
decade.
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1. FARM ECONOMY

2. FOOD PROCESSING ECONOMY

3. DOMESTIC MARKET

Var N Mean Std Dev cv Var N Mean  StdDev CV
RL 28 361 3716 10437 R6 28 371 339 9L
RZ 28 257 318 12363 R27 21 315 298 9476
R3 28 304 320 10851 R28 28 379 281 7414
R& 28 414 293 7067 RO 27 322 249 71155
RS 28 414 306  13% R 28 225 255 11323 |
R6 28 307 223 7240 RSL 28 471 288 6106
RT 22 445 3171 7124 R:2 28 454 273 6015
RE 25 528 303 5148 R33 27 622 249 399
RO 28 289 256 8843 R34 28 654 270 4133
RIO 28 350 298 8501 R% 28 480 356 7281
RIL 28 261 288 11065 R% 28 318 312 9802
RIZ 28 307 234 7619 R37 28 554 302 5463
RI3 28 646 323 4990 R 28 275 210 7642
RI4 28 386 207 7688 R 28 254 210 8278
RI5 27 393 304 10039 RA0 28 561 354 6316
RIG 28 339 279 8233 R&L 27 500 305 6L02
RI7 27 611 234 3833 Ri2 25 272 232 8525
RIS 27 356 303 821 R3 25 380 31l 8Le2
RI9 28 411 201 7086 R4t 21 274 267 97.38
RO 28 229 269  117.79 RA5 28 257 227 88.9
R2L 21 462 277 5087 | RA6 28 304 280 9208
R22 28 532 284 5341 R&T 28 118 168 14245
R23 28 425 2656 6229 RA8 28 193 L6l 8340
R4 28 761 275 3619 RAO 28 807 279 3454
R 26 604 272 4504 RS0 28 393 301 7650

R51 28 454 349  76.96

Var N Mean  Std Dev Ccv
RS5 28 600 226 3768
RS6 28 220 248  108.39
R57 28 332 283 8518
RS8 26 592 243 4L06
RS9 28 307 284 9248
R6O 28 411 274 6671
R6L 28 725 274 3184
R62 28 314 319 10162
R63 28 220 251  109.69
R64 28 657 289 4301
RS 28 521 350  67.12
R66 28 220 235 10302
R67 28 186 188  101.23
RS 28  3.7/5 316 842l
REO 27 363 330 9332
RI0 28 193 102 9972
RIL 28 311 295 9488
Ri2 28 686 253 369
Ri3 28 543 318 5856
Ri4 28 52 315 5093
R75 28 218 263 12051
R6 28 239 231 9.7
R77 28 364 286 7844
RI8 28 536 321 5904
R19 28 329 265 8067

R52 28 4.04 280 69.26

R53 28 3.36 301 89.62

R54 27 241 229 9518
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4. MANAGEMENT

6. GOVERNMENT

7. SCIENCE AND TECHNOLOGY

5. INFRASTRUCTURE

Var N Mean StdDev CV Var N Mean Std Dev cv Var N Mean  Std Dev cv Var N Mean Std Dev Ccv
R8O 28 3.86 346 89.73 R116 28 332 234 7051 [R143 28 457 316  69.03 | R105 28 8.82 176 2001
R81 26 3.04 272 8952 R117 28 2.54 283 11179 R144 28 357 218 6117 | R106 28 9.07 144 1586
R82 27 367 336 9L71 R118 28 425 322 1567 R145 25 428 261 60.90 R107 28 914 133 1450
R83 27 448 405 9040 R119 28 6.54 250 3828 R146 28 275 253 9211 | R108 26 8.38 177 21.09
R84 27 370 330 89.18 R120 28 6.64 248 3737 R147 27 4.96 313  63.10 R109 28 721 310 4291
R85 27 444 347 7803 R121 28 461 281 6092 R148 28 518 302 5830 R110 28 361 296 8208
R86 27 259 236 9094 R122 27 7.00 259  36.96 R149 28 464 295 6347 R111 28 532 306 5742
R87 27 389 289 7423 R123 28 418 291 6956 RI50 28 329 265  80.67 R112 27 5.70 306 5367
R88 27 3.70 328 8855 | R124 27 6.56 303  46.22 R151 27 311 275 8840 R113 28 4,68 250 5333
R89 27 4,00 304 759 R125 27 6.67 269 4034 [R152 28 296 263 8377 | R114 28 321 253 7869
RO 27 504 303 6019 R126 27 6.00 357 5956 R153 27 311 261 8379 R115 28 432 268 6205
ROL 27 252 205 8120 R127 28 193 248 12851 R154 28 368 275 7474 |
R92 27 2.26 251  10.89 R128 28 5.46 320 5861 R155 28 3.89 313 8043
R93 27 2.33 200 8571 R129 27 2.89 229 7936 R156 26 6.19 290 4681
R94 27 2.00 192 96.08 R130 28 111 263 23750 RI57 26 427 350 8210
R95 27 2.26 260 1489 R131 28 7.00 339 4841
R96 27 152 228 14991 R132 28 854 230 2696
R97 27 248 233 9376 R133 28 5.79 357 6176
R98 27 2.67 248 9303 R134 28 3.07 323 10519
R99 26 2.73 249 9122 R135 28 3.89 354 90.98
R100 28 175 219 12502 R136 27 5.89 332 5639
R101 27 326 219 67.32 R137 28 2.39 312 13035
R102 28 229 234 10233 R138 26 3.85 350 90.87
R103 28 600 331 5518 R139 28 4,00 316  79.06
R104 28 689 352 5108 R140 28 2.14 273 12746

R141 28 414 316 7625 |

R142 28 461 312 67.70
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