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Abstract 

In conventional economic theories the competing firms are assumed to act independently. Economic sociology, on the contrary, describes competition not as a set of antagonistic moves of independent actors but as a social action oriented toward others. It implies that the competing firms which are not supposed to transact with one another establish social ties and maintain complex institutional arrangements to sustain in the market. 
Accepting these sociological insights, we have to avoid oversocialized concepts of competition. It means that the idea of social embeddedness of competitive actions should be tested empirically. It is also important to investigate a variety of existing forms of the interfirm social coordination. In this paper we suggest taxonomy of social ties. Using empirical data, we reveal the scope, multiplicity, and intensity of these ties among the competitors, and examine conditions which could facilitate or derail coordinated actions in the market.
Data were collected from 500 managers of retailing chains and their suppliers in five Russia’s cities including Moscow, S.-Petersburg, Yekaterinburg, Novosibirsk, and Tyumen in autumn 2007. The sample includes transnational companies and Russian firms operating in food and electronic sectors of the consumer market.
THEORY

There is a great variety of concepts both in economic theory and sociology describing competition as a key element of the market. Normally, it is treated as a market force which confronts social relations. Competition and social relations oppose one another. In this hostile-worlds approach, as Viviana Zelizer named it, any contact between the two produces contamination of one by the other. However, competition (as well as the market itself) is not a realm which is absolutely separated from social relations. It could and should be addressed as a set of multiple connections between atomistic struggle and cooperation, or their crossroads [Zelizer 2005: 336]. And our major task is to overcome this analytical separation and present competition as infused with the social ties.
Towards a sociological concept of competition

Contemporary economic sociology and more specifically sociology of markets ambitiously claim to present a specific concept (or a group of concepts) of the competition [for a review, see: Swedberg 2005]. But what is a ground for such a distinct sociological concept? Making a first step, sociologists often refer to Max Weber who defined competition as follows:

«A peaceful conflict is “competition” insofar as it consists in a formally peaceful attempt to attain control over opportunities and advantages which are also desired by others» [Weber 1978: 38].

This is a good starting point but strictly speaking it does not differ much from definitions produced by the conventional economic theory but for the special stress on peaceful character of competitive actions (which is merely assumed by the economists). Still we need to understand more clearly where a peculiarity of economic sociology comes from that could allow the sociology to compete with economics for a recognized concept of competition. For this purpose, we have to look at economic concepts first. Considering these concepts very briefly, we have no intention to criticize the economists once again as it has been done thousands of times before. It is just a useful reference to start with and to elaborate our own vision.
Competition in economic theory. Economists do not have a single notion of the competition. Broadly speaking, they suggested two alternative meanings deducted correspondingly from structural and behavioural assumptions. The structural meaning of competition is presented by the mainstream economic theory. It describes general conditions which define competition from the standpoint of a number of market sellers, differentiation of commodities, and barriers to market entry. These conditions were assigned by the neoclassical perfect competition model [Stigler 1968]:

1. The number of firms producing a commodity is sufficiently large for no single firm to make more than a negligible contribution to output.

2. The commodity is homogeneous and consumers do not prefer the commodity produced by one firm against the commodity produced by any other firm.

3. Firms are assumed to act independently.
4. Participants possess complete knowledge of market offers.

This set of assumptions presents an ideal market structure in static equilibrium. It denies rivalry among the market sellers because they can do very little to change the market status-quo. 
The neoclassical model of perfect competition was revisited in many ways by the economists themselves throughout the 20th century. First and second assumptions were questioned in the concepts of imperfect competition and monopolistic competition [Chamberlin 1956; Robinson 1948] while the assumption of complete knowledge of market participants was challenged by the new Austrian school. Austrians also rejected the structural model in favour of a dynamic approach to competition. They saw competition as a process in which firms innovate to get ahead of the others by discovering new combinations of existing resources and exploring new markets [Hayek 1948]. This non-orthodox insight gives a way to behavioural meaning of the competition as a contest of two and more market participants, vying for the same set of scarce resources. Therefore, competition is recognized not as a position of the firms at the market but as their rivalry for the market niches
. 
It is important that in spite of all internal differences and substantial revisions, in major economic theories, both structural and behavioural, still the third assumption of atomized actions assigned by the neoclassical model is left largely unchallenged. It means that the firms are assumed to act independently and competition is viewed as a dispersion of atomized actors taking autonomous decisions on the basis of their complete or partial knowledge. The neoclassical economic theory simply excludes social contacts from its market model. Austrians take social contacts into account but consider them as an undesirable coordination mechanism which leads the market to the equilibrium, while none of the market actors has an incentive to change behaviour unilaterally, and therefore, can reduce competition. 
A different approach to social contacts was demonstrated by the economists in the frame of the game theory. It was proved that communication among actors in repeated games, in which defectors were punished, increased rates of cooperation and might lead to the development of social norms [Axelrod 1984; Green, Fox 2007]. However, game theorists basically assume that market sellers react to the results of action. They neglect direct negotiations among the actors which could and do take place before strategic action or/and in the process of action.  “Prisoners” from their basic model do not have such a dilemma whether to negotiate or to make decisions on one’s own. Game theorists investigate how the social norms of cooperation arise as unintended consequences of the repeated games but they largely ignore pre-existing social norms that largely regulate market participants’ behaviour. Players of the game take care about others’ strategies but still they pursue their own strategies as self-reliant and atomistic agents. They are also rather selfish and inclined to defect from cooperation when the endgame is revealed [Jackson, Wolinsky 1996].
This is a room for the economic sociology to come in. 
Competition in economic sociology. Contrary to a widely held belief, it is not rationality of action that distinguishes new economic sociology from the rival economic approaches. In fact, economic sociology accepts this notion although rationality is treated not only as bounded but also as context-bound [Nee 1998: 10-11]. However, it is rather the assumption of atomized actions that is absolutely critical here. Economic sociology describes competition not as a set of antagonistic moves of independent actors but, on the contrary, as a social action oriented toward others [Abolafia, Biggart 1991]. We will refer to another statement of M.Weber which is more relevant here:

«The potential partners are guided in their offers by the potential action of an indeterminately large group of real or imaginary competitors rather than their own actions alone. The more this is true, the more does the market constitute social action» [Weber 1978: 636].

Because the firms take perceived actions of others into account, their competition is regularized as an array of interrelated niches varying by price, quality and volume of goods [White 2002]. Mutual awareness and orientation are not a deviation from the rules of self-regulated market but rather an important inherent element which allows the market to exist and function more or less smoothly. This mutual orientation of the market participants follows a set of conditions which are principally different from conventional economic theory [White 1988: 228]:
1. Market actors are not perfect strangers. They are known to one another.

2. They take the perceived actions of others into account when formulating their own market strategies.

3. Market participants monitor the actions of others and how they relate to the buyer’s side.

4. They share a great deal of information about the social context in which they operate.

It is important to add that the market actors do not just figure out their own business strategies with regard to volume, prices and quality of product. When monitoring actions of others, they also construct their distinct identities and status ordering [Aspers 2001; Podolny 1993]. Even more, the firms tend to model themselves after competitors perceived as successful in their organizational field in a process of mimetic isomorphism [DiMaggio, Powell 1991]. 
There is no need to deny that competition is a contest among the market sellers maintaining and expanding their niches in more or less rational fashion. But in order to sustain their rivalry, competitors cooperate with each other on the fundamental rules of the game. Their position in this game is not equal. There are leading market sellers (incumbents) who have greater capacities to impose the rules governing the structure of organizational field and maintain the existing order against the other market sellers (challengers), who try to change the existing rules and their status in the market. Incumbent firms use the power of their position not just to enlarge their market niches but also to produce stable relationships in the market, particularly with competitors. Instead of rampant price competition and continuous conflicting they maintain competitive relations on the basis of negotiated order [Fligstein 2001]. 

More generally, it means that competitive actions are socially embedded [Granovetter 1985]. Market actors are forced to compete and cooperate at the same time. To secure their position in the market they establish interfirm network relationships. These network ties become a structural basis for a complex set of institutional arrangements which in turn reflect on uneven distribution of power and authority in organizational field of the market.

When accepting these views produced by a variety of streams in the contemporary economic sociology, at the same time it is necessary to avoid a risk of oversocialized conceptualization. Social coordination of economic action should not be taken for granted. And social embeddedness of economic actions should not be treated as an unconditional assumption. The abstract idea that all economic actions are socially embedded is not very productive even if it is true at a very general level. We need to test the plausibility of this core statement empirically. For doing this, we have to admit that the firms indeed can act quite independently under certain conditions. Real-world market relations present divergent combinations of atomized actions and social ties. These combinations should be examined empirically to understand the actual place of embeddedness in the market relationships. Above all, we need more specified notions of the social ties and embeddedness assuming that there are gradations within these notions. And when studying social contacts, it is important to reveal actual strength of social ties and degree of embeddedness.
The concept of social embeddedness adapted from Karl Polanyi and reintroduced by the new economic sociology [Granovetter 1985] was further developed, among the others, by Brian Uzzi in “triangulation of theory, fieldwork and statistics” [Uzzi 1996, 1997, 1999]. He also explicitly used the degree of embeddedness as a variable [Uzzi 1999: 488]. Relying on this concept, however, our approach differs in two respects. First, Uzzi analyzed the field of commercial transactions and demonstrated that relations among the exchange partners in the supply chain were built upon a variety of combination of the arm’s-length and embedded ties. In this study we consider the role of embedded ties in relations among the competitors who do not have commercial transactions, and therefore, from the conventional economic standpoint they are supposed to have neither embedded nor even arm’s-length ties with one another. We will argue that social ties are important even in this case. And second, in his major works Uzzi used the embeddedness as a predictor variable affecting the economic performance whether it was a survival of the apparel firms or obtaining loans from the bank. In this study we intend to make a reverse move and explain the presence and intensity of social ties rather than measure their impact on the market parameters.

Taking all this into account we suggest the following research questions: Do competitors coordinate their actions in the market? In which forms does this coordination take place? What kind of factors facilitates the intensity of mutual awareness and interaction in organization networks? Do the level of competition and pressures from the exchange partners provide an effect on the strength of social ties and the level of their embeddedness? Under which conditions are social ties reproduced and developed? The task of this paper is to tackle these issues from the empirical side.
The structure of social ties and explanatory factors
First of all, let us explore the notion of social ties in more detail. In a general sense, the social ties mean selective and sustainable relations by which the market sellers try to control the other market participants’ actions. They do it in a variety of ways. Some of the firms monitor the signals produced by their competitors. The others get involved into stronger forms of network attachments through direct personal interactions and information sharing. This cooperation becomes even stronger if these firms establish implicit agreements and formal strategic alliances aimed to the joint problem-solving. Thus, it is important not just to fix the social ties’ existence but to examine the social content underlying these structures [Smith-Doerr, Powell 2005: 394] and explore a variety of their forms.
Taxonomy of social ties. We suggest taxonomy of forms in which social ties could be developed among the competitors in the market. It consists of several dichotomous variables (see Figure 1). First, we presume that the market behaviour could be divided into atomized and coordinated actions. In case of atomized actions the market participants make their decisions independently as it is prescribed in the neoclassical economic theory. Coordinated actions mean that the market actors do take into account the actions of their competitors when making their strategies [Abolafia, Biggart 1991]. Therefore, the coordinated actions become a basis for an initial form of social ties.

Second, the coordinated actions could be implemented through two alternative forms, i.e. mutual monitoring and network ties. Mutual monitoring is based upon a systematic data collection on one’s competitors without direct interactions among the competing firms. This mutual observation makes a basis for strategic market decisions with regard to volume, price, and quality of product as it was formulated in the H. White’s concept [White 1981; 2002]. Such monitoring should not be reduced to a technical procedure of collecting all available data that circulates in the market. Mutual observation of the market sellers is a highly selective process in which status and identity of the market actors play a critical role. In contrast with the monitoring of actions, the network ties originate from the selective and sustainable direct interactions among the competitors. These continuously reproduced relations make an initial form of the embedded ties [Granovetter 1985]
.
Third, the embedded ties, in turn, could be divided into personal and institutionalized ties. Personal ties are established on an interpersonal level among the firms’ owners and managers of similar ranks. They imply the accumulation of social capital in the form of personal attachments and mutual obligations to share some relevant business information and behave in a predictable way. In contrast, institutionalized ties mean that personal relations among the competitors are developed to the level of inter-organizational attachments [Baker, Faulkner, Fischer 1998]. This form of embedded ties is not entirely dependent on concrete managers and their personal attitudes meaning that the firms are supposed to follow the rules which have been previously negotiated.
Fourth, the institutionalized ties are implemented through informal or formal agreements among the competing firms according to a fundamental division of institutions [North 1990]. Informal institutional arrangements are based on conventions to follow negotiated rules without any formal assignments. As for the formal agreements, they are based on the formal contracts or the other written documents signed by the owners and managers of the competing firms.
Using this taxonomy, we apply the following four categories of social ties among competitors in our empirical study, which are formulated in opposition to the atomized actions, namely:

1. Mutual observation and monitoring of competitors’ actions

2. Mutual exchange of business information among competitors

3. Informal conventions to coordinate actions among competitors

4. Formal agreements on cooperation with competitors

We can easily present illustrative examples for all these forms of social coordination. Monitoring of competitors’ actions could be conducted by means of desk and field market research. Exchange of business information is made by phone calls or during personal meetings at business conferences or at night clubs. Informal conventions presume that special organizational efforts are made to arrange these meetings, discuss the rules and take personal obligations to comply with these rules. As for the formal agreements, they could be signed by the trade association members or by a pool of companies reaching for the same goals.

Figure 1. 

Taxonomy of social ties among the market participants


Weak and strong social ties. Each of the presented divergent forms of social ties can be developed on its own. And all of them can easily co-exist in business practices and compose a kind of portfolios [Powell, Koput, Smith-Doerr 1996]. However, these forms are not equal. They differ in strength of the social ties. The ties become increasingly stronger as we move along from the mutual observations to the network ties, then from personal to institutionalized arrangements, and finally from informal to formal agreements. Thus, we think that it would be productive to apply an idea of the weak and strong social ties which was initially elaborated for the interpersonal relations in the labour market [Granovetter 1973] at the interorganizational level. Similarly, in case of interfirm relations the weak ties are made by loose connections while the strong ties imply close-knit relations.
From this standpoint, the forms of social ties presented in our taxonomy indicate different degrees or gradations of embeddedness. As a result, we have a specific ‘ladder’ of forms in which every next step leads up to a stronger form of social ties, and therefore, to a higher degree of structural and institutional embeddedness. The first step (monitoring of competitors’ actions) means that firms start to build social ties by collecting signals from the market as an alternative strategy to entirely atomized actions. The second step (mutual exchange of information) makes a progress from impersonal observation to personal network ties among the competitors. The third step (informal conventions to coordinate actions) leads to institutionalization of these relationships in arrangements based on personal attachments. Finally, by making the last fourth step up the ladder (formal agreements on cooperation) the firms come to formalization of institutional arrangements moving from personal ties to inter-organizational attachments. Figure 2 displays this step-by-step progress of social ties.
Figure 2. 
Progressive steps in the development of social ties
	Formalisation of social ties
	Step 4

	Institutionalisation of social ties
	 Step 3

	Personalisation of social ties
	 Step 2

	Establishing impersonal social ties
	 Step 1


The first form of coordination stands at the lower level and indicates the weakest form of social ties while the fourth form of coordination stands at the upper level and indicates the strongest form of social ties. These four steps are considered as gradations and used as proxies for the degree of structural and institutional embeddedness of competitive actions.

Explanatory factors. We do not have a task of exploring if social ties generate surplus value for the parties involved but rather to explain the scope and intensity of social ties themselves. Even those who believe that the impact of networks is profound have to admit that they are highly contingent upon context [Smith-Doerr, Powell 2005: 393]. And we need to reveal the factors which shape this context and influence coordination efforts. In this study we will attract two groups of factors including positional and relational parameters. The positional parameters indicate the place of a given firm in the organizational field of the market. As for relational parameters, they describe contractual and non-contractual relations of a given firm with the other firms including both direct competitors and exchange partners. These parameters are presented below:

· Firm’s position in supply chain

· Market sector in which a given firm operates
· Firm’s market position

· Firm’s market power
· Market competition among firms

The first three factors describe positional parameters of the firms. First, we assume that position of a given firm in supply chain is able to produce an effect on social ties. Whether the firm acts as a producer, distributor, or retailer could influence the structure of interfirm connections. 
Second, it is important to specify the market sector with regard to commodity groups the firms operate with. 
Third, market position in the organizational field measured by the company’s size and its share of the market in a certain product category could increase a probability of establishing and maintaining social ties.
The last two factors in our list reflect on relational parameters. We assume that social coordination could be influenced by the market power of a given firm. The latter is defined first as capacities to overcome economic barriers and enter the market. Market power is also measured by the strength of bargaining power of the firm against its exchange partners in the supply chain (in our case it involves relations between transacting suppliers and retailers).
Finally, competition is another force that could contribute to the scope and intensity of interfirm connections. This parameter reveals relations of the firm with the other firms in the same market niche (in our case, relations among non-transacting retailers or among suppliers of the same commodity).
Hypotheses

The first two hypotheses reflect on basic insights regarding the presence (or absence) and the scope of social coordination. We assume that different forms of social ties exist in the market and their development could make a progress through several stages. Specifically, we hypothesize:
H1. Social coordination among competitors is important but its scope and intensity differ across the market segments. The market demonstrates a variety of combinations of atomized actions and social ties. 

And,

H2. Weak social ties among the competitors are more widely spread in the market than strong ties. At the same time, the weak ties create a pre-condition for further development of stronger social ties implying an increasing degree of their embeddedness. 

The rest of our hypotheses concentrate on the major factors which could affect different forms of social coordination. With respect to a firm’s position in supply chain we formulate the following proposition:
H3. Suppliers develop their social ties with the competitors more intensively than retailers do because the suppliers’ position in the commodity chain is more vulnerable at present.
This vulnerability of suppliers originates from the development of the buyer-driven commodity chains, in which retailers (the buyers) normally have an upper hand [Gereffi, Korzeniewicz 1994].

With regard to the product categories it would be reasonable to expect the following:
H4. More specialized firms in the consumer market have more incentives to coordinate their actions if compared to more generalist firms.

Given it is easier for the larger companies to negotiate due to their small numbers and, at the same time, because potential losses from disorganized actions could be higher for the dominant firms:

H5. Development of social ties is positively related to company size and firms’ market share. 

Assuming that the higher the pressures of the market on a given firm with regard to the market entry and bargaining procedures, the greater the incentives of the firms to coordinate actions with the competitors are:
H6. The progress of social ties is positively associated with the market barriers and negatively associated with the firm’s bargaining power in the market exchange.

Given the increasing competition persuades the market actors to take additional efforts of coordinating their actions and sustaining their market niches: 

H7. Development of social ties is positively related to the strength of market competition.

To test these hypotheses, we have collected quantitative data and designed special measurement instruments. 

DATA AND MEASUREMENT
Our data were collected in a course of the research project carried out by the author and research team of the State University – Higher School of Economics in autumn 2007. 
Sample. Our empirical data focus on retailing as one of the most dynamic sectors of the Russian economy since the beginning of XXI century. The survey embraces the consumer market’s food and electronic sectors. These two sectors covered about 50 percent of sales in Russian retailing in 2007. We oversampled agents from the food sector (about 70% of the final sample), which is the biggest retail sector attracting most of attention from the analysts and policy makers at present. Electronic sector was taken for cross-sectoral comparisons.
On the retailers’ side the sample includes global and Russian retail chains of different size operating in two market sectors. On the suppliers’ side our sample includes companies of different size and profile. One half of them work as distributors while the other half is presented by producers arranging direct supplies to retail outlets.

In total, we received 500 questionnaires filled up by managers of retail chains and their suppliers in five Russia’s cities, including Moscow, S.-Petersburg, Yekaterinburg, Novosibirsk, and Tyumen. Thus we have two cities from the Central and Central-Western regions of Russia, one city from the Ural region (Yekaterinburg), and two cities from Siberia. On average 50 retailers and 50 suppliers were interviewed in each city area.
Dependent variables. Different forms and degrees of social coordination among competitors are used to construct our major dependent variables. They include:

· Scope of social ties
· Multiplicity of social ties
· Intensity of social ties 

Scope of social ties is measured separately for each of four forms of coordination (we have four dichotomous variables here, where 1 = presence of ties; 0 = absence of ties).

Multiplicity of coordination methods is measured by a simple index indicating the number of coordination forms applied by the firm. The index has the lower bound of ‘0’ (absence of ties) and the upper bound of ‘4’ (presence of all forms simultaneously).

Intensity of network coordination is measured by the variable that varies between 0 and 4. The value ‘1’ is assigned to the weakest ties and the value ‘4’ is assigned to the strongest ties (0 means that ties do no exist). This variable is used for measuring the degree of embeddedness.
All these variables are based on the principal opposition of social ties and atomized actions. We define the company’s actions as atomized if the manager reported that the company did not collect any business information on the competitors and at the same time none of four forms of social ties were present.

Forms of coordination, especially in case of mutual monitoring, are also supplemented with the additional data on the different methods of data gathering, including data collection from the following sources:

· Market open sources
· Business partners
· Competitors (informal channels)
· Competitors (formal channels)
Analysis of these divergent methods also contributes to our understanding of a variety of social ties among the market sellers.
Independent variables. Our independent variables indicate major explanatory factors including positional and relational parameters.
Position in supply chain defines whether a firm acts as a supplier or as a buyer (retailer). In this paper we would not draw a distinction between producers and distributors on supply side of the chain.

Market sector variables differentiate between the firms operating in the food sector and the firms dealing with the electronic durable goods. Firms in the food sector are considered as more generalist (i.e. operate with a larger amount of product categories) while firms in the electronic sector are viewed as more specialized. As far as a given firms can operate in both sectors, two separate questions on product categories were suggested in our questionnaire. 
Market position of the firm is measured by the company size (large vs. medium and small) and market share in a major product category. Both parameters are evaluated by the respondents
. The size of the company is often treated as an indicator of its market power [Baker, Faulkner, Fischer 1998; Uzzi 1996]. We define it as a positional parameter while the market power is associated with the relational parameters. As for the market share, we use a variable in which all firms were grouped into three clusters according to the width of their market niche. 
Market power is also measured by two parameters. The first one shows a capacity of a given firm to enter the market. It indicates to which extent it is difficult to get into the supply chain and sign a contract with a large exchange partner
. This parameter varies between 1 and 7, where 1 means “very easy” and 7 means “very difficult”.  The second parameter reflects upon a firm’s bargaining power. It is defined by a capacity of the large exchange partners to impose contract conditions to a given firm. This parameter measures the pressure experienced by a given firm within the last year and varies between 0 and 3. The highest value means that the contract conditions were imposed in more than a half of bargaining situations. 0 means that such situations did not happen at all. 
Finally, competition is measured by three variables, namely: 
· General level of competition in a given market segment (high, medium or low)
· Changes in the level of competition over the last two or three years (competition level could increase, decrease or remain unchanged)

· The number of direct competitors evaluated by the respondent 

Now we turn to the empirical findings.
FINDINGS

We start with the exploration of social ties revealing their scope and intensity. Then we turn to the explanation of social ties’ presence (or absence) considering effects of the positional and relational parameters.
Exploration of social ties

We asked the respondents if their firms have different forms of social ties with the competitors. Almost 20 percent of managers took a ‘hard to say’ option. These cases were dropped out. It reduces our sample to 402 respondents including 192 retailers and 210 suppliers. For this group of managers we compute our results. 

The scope of social ties
First, we analyze the forms of social ties separately. It turns out that 73 percent of managers report that they monitor their competitors’ actions on a regular basis. 31 percent point to a mutual exchange of business information. 18 percent coordinate their actions with competitors by informal agreements. And finally, 12 percent of business actors have some sort of formal agreements on cooperation with their competitors (see Figure 3). 
Figure 3. 
Major forms of social coordination (N = 402)
	Formal agreements on cooperation with competitors
	 12%

	Informal agreements on market rules 
	 18%

	Mutual exchange of business information
	 31%

	Monitoring of competitors’ actions on a regular basis 
	 73%


This data is consistent with the first part of Hypothesis 1 claiming that social ties among competitors do exist and are important. Only 17 percent of managers were qualified as subjects of the atomized actions. Besides, we suspect that the scope of social coordination is to some extent underestimated here. Given 20 percent of our respondents avoided definite answers, the actual involvement into interfirm social ties with the competitors could be even higher. Reluctance to respond at least for a part of managers could be explained by the fact that our survey was conducted during the time when the Russian Federal Anti-Trust Service became more active in regulating retail market (we will come back to this element of the institutional context below). 
As hypothesized, the number of firms being involved into some kind of social coordination is large enough. However, the social ties are far from involving everyone. One third of managers in total sample (33%) for various reasons do not point to the existence of any form of social coordination with their competitors. It supports a second part of Hypothesis 1 proposing that the scope of social ties differs among the groups of market actors and social ties develop side by side with the atomized actions. 
The idea of multiplicity of social ties is based on an assumption that the firms are able to use several forms of social ties simultaneously in their business practices. Distribution of firms according to the number of forms of social ties is presented in the Figure 4.
Figure 4. 
The number of forms of social coordination applied by the firms (N = 402)
	Four forms of social coordination
	 5%

	Three forms of social coordination
	 7%

	Two forms of social coordination
	 20%

	One form of social coordination
	 51%


We see that nearly a half of the market actors use one form of social coordination while 33 percent use multiple forms of social ties, including 20 percent of them that use two forms; 7 percent practice 3 forms; and 5 percent of market sellers apply all four forms of social coordination.

Intensity of social ties also differs across the groups of managers. Weak ties are more widely spread than strong ties which is consistent with our Hypothesis 2. Collection of relevant business data that circulates in the market and monitoring of competitors’ behaviour is the most popular form of social coordination, and 43 percent of respondents confine their actions to this form only. At the same time, 40 percent of them use stronger forms of social coordination going beyond simple observations. 23 percent establishes informal or formal institutionalized relationships with their competitors. And only 12 percent have formal agreements getting to a higher degree of embedded actions.

What is even more important, obtained data confirms that the stronger social ties normally coexist with the weaker ties, while the reverse is not true. From 57 to 77 percent of managers who establish stronger social ties also use relatively weaker social ties at the same time (for all correlations, p < .001, two-tailed test). It means that in keeping with Hypothesis 2, we could consider a weaker type of social coordination as a precondition for the development of a stronger type of relationships under certain conditions (it is especially true for the first form of business data collection). By climbing up the stairs leading from weak to strong forms of social ties, market participants move from a lower to a higher level of embeddedness of their market actions in social relations.
We will briefly analyze each of four forms of social ties below. We believe that this evidence will enrich our understanding of competition going far beyond the simplistic notion based on the behaviour of atomized market actors.
Competition through the monitoring of others 

Observation of the competitors’ actions by the firms may stimulate imitation of strategies or, on the contrary, promote strategic differences. In any case, it is important for the positioning of the firms vis-à-vis their competitors in the market. What instruments are used by the firms for monitoring their competitors’ actions? We have specified this issue by putting a special set of questions on the methods of data collection into the questionnaire. After dropping 12 percent of ‘hard to say’ cases coded as missing values, we compute the results for the rest of 442 respondents. 
It is revealed that more than a half of our respondents (56%) collect data on the competitors from open sources by desk research. At the same time even more managers (60%) collect data by conducting a field research in retailing outlets. Retailers monitor the competitors’ chain stores while the suppliers monitor the outlets to which their competitors deliver their goods
. Of course, fieldwork is much more costly for the market actors than desk research. However, the former is more important for them because it provides more valid and updated information. Managers are often distrustful of data coming from the publicly opened sources and prefer to obtain it on their own.
If we take both desk research and field data collection, it turns out to be three quarters of our market actors (75%) involved in business data monitoring, including 40% of those who practice both desk and field research at the same time (see Figure 5). 
Competition through business information exchange

Apart from impersonal data collection on the market competitors, managers gather business data from the other market participants on a personal basis. There are two ways of doing it. The first way is to deal with one’s exchange partners informally meaning that retailers address their suppliers and suppliers address retailers. According to our data, this channel is used by 45 percent of our respondents in total (see Figure 5).
The second way is to address one’s competitors. This channel of getting business information is not so widely spread. However, more than one fourth of the market agents (28%) use it on an informal basis as an element of their business practices. There is also a group of companies which conduct this information exchange on a basis of formal agreements with their competitors. It makes 10 percent of our sample. Altogether, one third of market actors (32%) report that they get business information from their competitors either on informal or formal basis (5% obtain it in both ways). However, most of the information is transmitted through informal channels rather than through formal interfirm agreements.
Figure 5. 
Methods of business data collection (N = 442)
	Collect data from competitors on a formal basis
	 10%

	Collect data from competitors on an informal basis
	 28%

	Collect data from business partners
	45%

	Collect data from the market
	 75%


It is important to note that only 29 percent of the interviewed managers confine data collection to impersonal observations (desk research and field research). More that a half of the market sellers (57%) use their interfirm network ties either with their exchange partners or with competitors as channels for obtaining the necessary business information. Though this personalized and institutionalized exchange through embedded ties is not as common as data collection from the market through impersonal social ties is; but apparently both of them are important. 
All in all, a vast majority of managers (87%) collect business data on their competitors, including 57% of those who gather this data through more than one channel. And only 13 percent of market participants claim that they do not collect business information on their competitors at all. Thus, for most of the market sellers such a data collection is quite normal business routine. 
Competition through formal alliances 
Competing firms demonstrate a capacity to develop formal alliances under certain conditions. According to our data, 12 percent of 402 interviewed managers point to the existence of formal agreements with their competitors. What kind of agreements should we refer to? 
Undoubtedly trade associations’ membership could serve as a most well known example here. 12 percent of our respondents report that their firms have joined some trade associations along with their competitors. However, we do not put this parameter into our basic classification because membership of several competitors in one trade association could not be interpreted as a clear evidence of the strong interfirm social ties. From our previous studies of the retail market [Radaev 2003] we know that members’ actual contribution to the activity of a trade association varies considerably from the leader position to a mere observation or non-intervention. It is confirmed by the following fact: 81 respondents (20% of the whole sample) mention either formal membership in trade associations or formal alliances with their competitors. But only 13 respondents (16 % of this group) are involved into both activities simultaneously. These two groups of firms are similar in size making 12 percent each but overlap very slightly.

Addressing our previous study of Russian retailing we prefer to take purchasing pools (“zakupochnye soiuzy”) as another illustrative example of formal alliances to describe how institutional arrangements are being formalized in the Russian business practice [Radaev 2007]. Purchasing pools are strategic alliances established formally by the direct competitors (in our case, big retailers) to regulate pricing policy with regard to the supplied goods. In fact, this is a formal agreement designed by retailers in order to bring down requirements of the suppliers and strengthen their own bargaining power. 
The first experience of this kind of concerted actions was demonstrated in Russia in spring 2001 by three major retail chains including “Perekrestok” (chain of supermarkets), “Dixi” (chain of discount stores), and “Kopeika” (chain of discount stores). They established Russian Purchasing Alliance and demanded from their thirty major suppliers to introduce single discount rates based on the volume of sales instead of previously dominant practice of individual discount rates. Having fulfilled that task the alliance was dismantled.
However, this new practice of collaborative problem-solving was applied again in a short while. In autumn 2001 retailing chains “Perekrestok” and “Kopeika” announced the Second Russian Purchasing Alliance together with “Sedmoy Continent” (chain of supermarkets). They tried to push out off the market the suppliers that had accepted 10-15 percent discount rate demanded by «Metro. Cash & Carry» entering the Russian retail market.  That second alliance was not very successful. “Metro. C&C” as the first global operator in the Russian food retail market managed to introduce its own rules of the game disregarding all desperate efforts of the local competitors [Obukhova, Prosvetov 2002]. 

 Then, “Perekrestok”, “Kopeika” and “Lenta” (Russian chain of Cash & Carry stores) established a new purchasing pool in 2004. The target was different at that time. They tried to persuade the food producers to move to direct supplies and dismiss speculative wholesale trade mediators. Those producers who were reluctant to rearrange their supply chains confronted a risk of loosing their contracts or reducing supplies and assortment of goods on the chain store shelves. Retail companies calculated that potential reduction of costs by 5-15 percent could be achieved as a result of these efforts [Matveyeva 2004]. The same goals were pursued by “Sedmoy Continent” and “Viktoria” (multi-format store chains) launching their purchasing alliance in 2005.
These examples are not confined to the food sector. A similar purchasing pool was established in the sector of electronic durable goods by the Russian store chain “Technosila” and the Ukrainian store chain “Foxstrot” in 2005. The objective was to coordinate their relations with the suppliers and achieve 2-3 percent reduction of costs (actual reduction was 3-4 percent). The partners also agreed to coordinate policies in the field of the private label production in China (”Techno” and “Wellton” in “Technosila” and “Bravis” and “Delfa” in “Foxstrot”) and to buy through the alliance more than a half of these goods.
Borrowing experience from the market leaders, The Union of Small Retailing Chains also established their purchasing pool to which 28 market sellers joined in 2007. Thus, we can conclude that practices of formal agreements among competitors do take place.
Explanation of social ties

Now we turn to the analysis of the major explanatory variables including position in the supply chain, market sector, size of the firm, market power, and competition level to reveal their effects on social ties presence or absence.

Suppliers are more active in networking than retailers are
The position of a given firm in supply chain is very important for the issues we investigate. In our Hypothesis 3 we assume that suppliers should develop their social ties with competitors more intensively than retailers do. Screening our data, we have no reasons to reject this Hypothesis. Indeed, suppliers are much more active in coordinating their actions if compared to the retailers. This division is significantly and positively related to all variables describing each form of social coordination separately; index of multiplicity of these forms; and intensity of the social ties (p < .01). The only exception from this rule is the absence of significant correlation with the probability of formal agreements among the competitors. Position in the supply chain is also not associated with the frequency of membership in the business associations. That backs up the statement we have made earlier that this kind of formal association is not very informative for characterization of the actual degree of interfirm network formation.
Two complementary interpretations could be attracted to explain this remarkable causal link between the status of supplier/retailer and activities in interfirm coordination. The first interpretation has already been suggested in Hypothesis 3 claiming that suppliers have less bargaining power in the buyer-driven commodity chains [Gereffi, Korzeniewicz 1994]. Therefore, they have to compensate it by more intensive efforts in collecting business data, building up informal connections and formal alliances with their competitors to survive and stay in the market. 
We do not deny this first interpretation. But we would like also to draw attention to a current specific institutional and political context of Russian market. The point is that our survey was conducted at the time when the Federal Anti-Trust Service and the Federal Ministry of Agriculture started to pay much of attention to retail trade. In 2007 they launched a mass media campaign against retail chains which were blamed for their domination and demands for the undeserved benefits from the suppliers. Thus, the second interpretation of significant differences between retailers and suppliers in relation to scope and intensity of social ties becomes relevant here. In the existing political context managers of the retail chains had an incentive (consciously or unconsciously) to protect themselves from accusations and misrecognize a fact that they had explicit connections with the other competitors because it could be interpreted as suspicious affiliations or as illegal cartel pools. It is highly probable that at least some of them avoided positive answers when asked about their involvement into coordinated actions for this reason. It is also remarkable in this respect that ‘hard to say’ option in the questions on social coordination was pointed out by 24 percent of retailers and only by 16 percent of suppliers.

At the same time we believe that suppliers, they do not have an obvious reason to conceal their activities in business networking in this context. Therefore, we think that suppliers’ responses could be taken as a closer approximation to the reality under the today’s specific circumstances. That is a reason to examine the evidence provided by 210 suppliers in our survey in more detail comparing it with that of 192 retailers. 
It turns out that three quarters of suppliers (77%) admit that they use to monitor their competitors’ actions regularly. 41 percent pointed to the mutual exchange of business information. More than one fourth of suppliers (27%) coordinate their actions with the competitors on a basis of informal agreements. And finally, 14 percent have some sort of formal agreements on cooperation with their competitors (see Figure 6). Let us add that 13 percent of suppliers have joined trade associations. All these percentages exceed average values presented earlier in this paper for all respondents.
Respectively, involvement of retailers into a variety of social ties is lower if compared with the average values. Mutual observations are practiced by 68 percent of retailers. Only one fifth (20%) admit that they exchange business information with their competitors. As for informal and formal agreements, they are established by a smaller number of managers in retail trade (9% in each case). Comparative data on suppliers and retailers is presented in Figure 6.
Figure 6. 
Forms of social coordination applied by the suppliers/retailers (N = 210/192)
	Formal agreements on cooperation with competitors
	 14% / 9%

	Informal agreements on market rules 
	 27% / 9%

	Mutual exchange of business information
	 41% / 20%

	Monitoring of competitors’ actions regularly 
	 77% / 68%


The index of multiplicity of social ties calculated as a number of social coordination forms used by a given firm also has significant differences in values for suppliers and retailers (see Figure 7).

Figure 7. 
The number of coordination forms applied by the suppliers/retailers (N = 210 / 192)
	Four forms of social coordination
	 7% / 9%

	Three forms of social coordination
	 11% / 5%

	Two forms of social coordination
	 27% / 11%

	One form of social coordination
	 45% / 52%


We can see that 45 percent of suppliers use one form of social coordination and the same number apply more than one form of the social ties. For retailers these groups are different (52 and 25% respectively). We should add that only 11 percent of market agents on the supply side represent themselves as entirely atomized (i.e. do not point to any of these forms) while for retailers this group makes up 23 percent.
As for divergent methods of information collection, we have data on 228 suppliers and 214 retailers who provide definite (positive or negative) answers here. Again, suppliers are more active than retailers. A majority of suppliers (81%) are involved in business data monitoring including desk research (61%) and fieldwork data collection (65%). As for the personalized and institutionalized exchange, two thirds of suppliers (65%) use their relations with exchange partners or competitors as channels for getting the necessary business information. Within this group 51 percent collect data from their exchange partners (the retailers); 39 percent gather it from their competitors (the other suppliers) on a basis of informal agreements; and finally, 11 percent of suppliers use formal agreements for accomplishing this task. 
In case of retailers all these numbers are significantly lower. 69 percent of retail managers collect data circulating in the market including desk research (50%) and field research (53%). Various kinds of network ties are used for these purposes by a half of retailers (49%). In this group 39 percent collect data from their exchange partners; 16 percent address the competing firms on an informal basis; and 8 percent obtain it through formal agreements (see Figure 8).
Figure 8. 
Methods of business data collection applied by the suppliers/retailers (N = 228 / 214)
	Collect data from competitors on a formal basis
	 11% / 8%

	Collect data from competitors on an informal basis
	 39% / 16%

	Collect data from business partners
	51% / 39%

	Collect data from the market
	 81% / 69%


Let us add that more than one channel of data gathering is used by two thirds of suppliers (66%) and only by a half of retailers (48%). As for the group of market participants that do not collect business information on their competitors at all, it makes only 9 percent in case of suppliers and gets up to 17 percent in case of retailers. 
Finally, a significant difference in favour of suppliers is also observed in each of two market sectors (food and electronics) taken separately. Now let us consider the difference between these market sectors in detail.
Market sectors are not important
We expected some differences in the firms’ coordination and network formation depending on the product market sector (grocery or electronic). In our Hypothesis 4 we make a proposition that it is easier for the firms in electronic sector of the consumer market to coordinate their mutual actions because they are more specialized in terms of their product categories than the firms in the food sector in which they are normally more generalist in their nature. It is more difficult to cooperate when the field of activity is wide and diverse.
Contrary to our expectations, attribution of firms to the food or electronic sectors does not affect the scope and intensity of their social coordination at all. There are no significant relations here. The only exception has been revealed with regard to membership in trade associations. We have a positive relation in case of suppliers (p < .05) and negative relation in case of retailers (p < 0.01). It is partially explained by the fact that a major Association of Traders and Producers of Electronic Consumer Goods (RATEC) established in 2000 is much more politically active and capable to attract more members than, for example, the Association of Retailing Companies (ACORT) established by the leading food retailers two years later. 
For the subgroups of suppliers and retailers taken separately no significant links in relation to the market sector have been revealed at all. In summary, we can conclude that the firms’ product category provides a minimum impact on the scope and intensity of social coordination.
The size does not matter
Formulating our Hypothesis 5, we expected that the social ties’ development would be positively related to the company’s size and firms’ market share because it should be easier to negotiate for the larger and dominating market actors due to their smaller numbers. At the same time, potential losses from disorganized actions could be higher for the large actors providing a stronger incentive to coordinate their actions in some way.

From the empirical viewpoint, we have to admit that both of our predictions have failed. With a few exceptions, we have not discovered many significant relationships of the market position to the social coordination. Among exceptions, we would mention that the firms of larger size indeed monitor their competitors and exchange information with them more frequently (p < .05) which is especially true for mutual observations within the group of suppliers (p < .01). As for retailers, the size does not provide and significant impact here at all.

Market share is also not important. The only exception was found for the group of suppliers in which the larger firms are slightly more active in establishing formal agreements with their competitors. With the exception for these few links, our Hypothesis 5 should rather be rejected because the smaller companies’ activity in their social coordination is turned out not much to differ from that of larger organizations.
Market power is the most influential factor
The next two explanatory variables reflect on a capacity of the firm to enter the market and demonstrate strong bargaining power in contractual relationships. The Hypothesis 6 supposes that the progress of social ties is positively associated with the firm’s bargaining power in the market exchange. We assume that the higher the pressures from the dominant exchange partners are the greater additional incentives competitors have for consolidation.
Our first indicator of the market power, barriers to the market entry, is measured by a relative difficulty to sign contracts with the large-scale exchange partners. It demonstrates asymmetry of power capacities in the market. Empirically, this parameter is positively and significantly related to almost all variables measuring social coordination efforts with the exception for formal agreements with the competitors. It means that higher barriers to the market entry (and therefore, lower access to the market) lead to a higher probability for competitors to apply divergent forms of social coordination. Multiplicity of these forms and intensity of coordination also increase (p < 0.01). It should be added that this observation is true for the relationships with both global and Russian large companies. Mutual monitoring, multiplicity of methods, and intensity of coordination are positively related to the level of the barriers to market entry in case of retailers and do not influence suppliers’ behaviour in any significant way.

Our second indicator of the market power is the firms’ bargaining power measured by the capacity of exchange partners to define business contracts’ conditions with a given firm unilaterally. Similar to the market barriers, this parameter (bargaining power of a given firm vis-à-vis exchange partners) is negatively and significantly related to all measures of social ties meaning that the weaker bargaining power of a given firm the more incentives are to coordinate actions with the competitors. It includes significant relations of the bargaining power with all four forms of social coordination taken separately (p < .05), their total number, and intensity of coordination (p < .01). In contrast with the indicator of market barriers, bargaining power of the firm is more important for suppliers. A weak bargaining power stimulates more active monitoring of the competing firms and raises the number of social coordination forms.
All in all, with some minor exceptions the market power revealing an asymmetry of relationships among the market actors is the most influential predictor affecting the social coordination.
Market competition stimulates mutual observations
Our final proposition is that social ties’ development should be positively related to the competition level (Hypothesis 7). We assume that increasing competition forces the makes market actors to coordinate their actions, and therefore, better protect their market niches. 

We have to remind that competition was measured by three variables, including: general level of competition in a given market segment; direction of change in the competition level over the last two or three years; and the number of direct competitors. 

Our results show that indeed the level of competition is positively related to the probability of mutual monitoring of competitors’ actions and to the number of social coordination forms (p < .01). It is also true for the food sector and, in case of monitoring, for the electronic sector (p < .05). For both groups of retailers and suppliers the impact of competition level is confined to the mutual monitoring as a simplest form of social coordination.
Changes in the level of competition do not provide a significant effect on social ties. A major part of our respondents just points out that this level has increased over the last 2-3 years. As for the number of competitors, it is inversely associated with the company size but does not influence the scope and intensity of social coordination. 

Thus, we may conclude that estimated competition level is an important factor but it provides an effect predominantly in case of mutual observations.
All links among most important dependent and independent variables are presented in the Table 1.
Table 1. 

Correlations coefficients between major dependent and independent variables used in the analysis (Spearman, N = 402)

	
	Scope of social coordination among competitors
	Number of coordination forms
	Intensity of social coordination

	
	Monitoring of competitors
	Information exchange
	Informal agreements
	Formal agreements
	
	

	Supplier vs. retailer
	.11*
	.23**
	.23**
	.08
	.29**
	.29**

	Food sector
	– .05
	–.03
	–.09
	–.01
	–.05
	–.04

	Size of firm
	.13*
	–.01*
	–.06
	.03
	–.03
	–.09

	Market share
	–.05
	.01
	.11
	.10
	.01
	.04

	Market barriers
	.14*
	.12*
	.13*
	–.01
	.19**
	.18**

	Bargaining power
	–.17**
	–.10*
	–.11*
	–.11*
	–.22**
	–.18**

	Competition level
	.22**
	.00
	.05
	–.03
	.12*
	.03


* p < 0.05; ** p < 0.01
Effects of the market pressures on social ties (binary logistic regression model)
It is important to understand what kind of effect is produced by market pressures on the formation of social ties. According to Hostile-World approach, increasing market pressures should contaminate social coordination and dismantle social ties. Our Hypotheses 5-7, on the contrary, make general propositions that these pressures could stimulate social ties emergence.

To evaluate how increasing market pressures affect social coordination we build up a binary logistic regression model with a dichotomous variable indicating whether the firm has social ties, where 1 = presence of ties; 0 = absence of ties. First, we take the monitoring of competitors as a dependent variable. Then it is replaced by similar variables indicating the other forms of social ties.
To find relevant predictors on a preliminary stage we did a principal component analysis for all independent variables first. We revealed the following three factors with the explained variance of 65 percent:

· Market position
· Market relations
· Market competition

When selecting predictor variables representing these three factors we struggled with the problem of multicollinearity produced by numerous intercorrelations among the major independent variables. We tried to omit variables that were highly correlated with another variable and finally we succeeded to build up a model in which all independent variables (Xs) are not highly or even moderately correlated with one another but at the same time highly correlated with the criterion variable.
Finally, we take the size of company as a proxy for the firm’s market position; bargaining power of the firm as a proxy for market relations; and general level of competition in a given market segment as an indicator of the competitive situation. As a result, we have the following equation:
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where:
Y = Monitoring of competitors (1 = monitor the competitors; 0 = otherwise)
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We recoded our independent variables into dummies and run a binary logistic regression with 402 observations. 

It was found that the scores on criterion variable are well predicted (correctly predicted percentage is 75,4). Confidence intervals for most of regression coefficients are wide (p < .05). Procedures of adding and dropping variables do not improve the outcomes. Regression coefficients are presented in Table 2.

More specifically, the size of the firm has an influence on social coordination with a high level of significance meaning that larger firms monitor their competitors more frequently than small and medium enterprises. Bargaining power of the firm also affects the probability of coordinated actions, especially in case of the firms that are never dictated by their exchange partners.  But the association is negative here proving that less bargaining power forces the market sellers to coordinate their actions more actively. Evidence on the level of competition is more complicated. General level of competition is positively related to the probability to monitor the competitors’ actions but for each value indicating the high and medium levels of competition this association is not significant.

Table 2.

Coefficients from binary logistic regression of monitoring competitors’ actions (N = 402)
	
	Coef.
	Std. Err.
	Wald
	Sig
	Exp(B)

	Size of the firm
	.726
	.267
	7.390
	.007
	2.066

	Bargaining power of the firm
	
	
	12.475
	.006
	

	Never being dictated by     the exchange partners
	–1.478
	.425
	12.114
	.001
	.228

	Being dictated few times
	–.731
	.354
	4.263
	.039
	.481

	Being dictated up to a half  of cases
	–.885
	.398
	4.950
	.026
	.413

	General level of competition
	
	
	14.913
	.001
	

	High level
	1.292
	.750
	2.964
	.085
	3.640

	Medium level
	.269
	.767
	.123
	.726
	1.340

	Constant
	.476
	.793
	.361
	.548
	1.610


These results are consistent with previously formulated Hypotheses 5-7 and confirm our major conclusions regarding the impact of the major explanatory factors. On a more general explanatory level, we could claim that the increasing market pressures (larger competitors, higher level of competition, and stronger bargaining power of exchange partners) do not contaminate social ties as it is prescribed by the Hostile-World approach. On the contrary, they stimulate formation of social ties.
However, this observation has certain limitations. It is valid for the weak form of social ties only, i.e. for a case of competitors’ monitoring. When we replace our dependent variable with the other dichotomous variables indicating stronger forms of social coordination (exchange of business information, informal conventions and formal agreements with the competitors) we are not able to obtain similar results: predicted values deteriorate and regression coefficients demonstrate a low level of significance. 
We also do not have any strong evidence that variance of our independent variables affect the probability of monitoring for the subgroup of retailers taken separately. As for the subgroup of suppliers the positive impact of the size and negative impact of the bargaining power are demonstrated at a high level of significance of regression coefficients (p < .01 and p < .05 respectively). But it is not true for the level of competition.
Similar results at a high level of significance are also obtained for the group of firms operating in the food sector. Again, we have a negative impact of the bargaining power (p < .01) and positive influence of the firms’ size (p < .05) while the effects of the competition level is not that clear. At the same time, these results are not valid for the electronic sector (besides, the number of firms from this sector in our sample is rather small).
All in all, it means that explanations of the close and highly embedded ties are more complicated than that of relatively loose interfirm connections. And more research should be done to explore the effects of various market parameters on the strength and intensity of social ties among the competing firms.

DISCUSSION OF INSITUTIONAL IMPLICATIONS

Competition through a negotiated order

From the standpoint of their substantive content, networks include informal ties, formal structures, and relational form of governance in which authority is broadly dispersed [Smith-Doerr, Powell 2005: 379-380]. That means that they are most intimately related to institutions. Mutual orientation of the market sellers is not confined to the monitoring of others’ actions and immediate exchange of business information. Special institutional arrangements are built up upon the structural basis of network ties to integrate and regulate market relationships. We would like to discuss some general institutional implications of the social ties in this section and suggest the following statements: 
· Network ties stimulate formation of the shared understandings of rules
· Leading sellers take efforts to establish these rules and push defectors out of the market

· Rules must be continuously negotiated among the leading sellers, otherwise the rules deteriorate in a short while

· Negotiated order maintained by the leading sellers helps to sustain competition in the long run

Market rules are by no means confined to abstract prescriptions. They are full of context-specific meanings. And symbolic struggle for production of these meanings (for example, what should be treated as ‘fair’ or ‘unfair’ play) continuously accompanies the economic competition. Most powerful sellers (the biggest or/and most innovative firms) have better chances to win in this symbolic struggle. The rest of market sellers (smaller and more traditional firms) have no other way but to follow the leaders, imitate their actions, and learn interpretations produced by the leaders.

What is the objective of the market leaders in this symbolic struggle? They certainly pursue their own economic interests, and therefore, take efforts to maintain existing status hierarchy and protect it from challengers and newcomers. But at the same time the market leaders have to take care of the market prospects in general. Their major goal is not to suppress less influential market participants but to sustain the market in the long term by eliminating predatory competition and creating favourable conditions for strategic development. To achieve this goal they have to elaborate and impose conceptions of control, or sets of shared understandings, which reflect on how the market really works and where the market is going to develop. This idea is formulated by Neil Fligstein in the following way:

 “A stable market is defined as a market in which the identities and status hierarchies of firms (the incumbents and the challengers) are well known and a conception of control that guides actors who lead firms is shared” [Fligstein 1996: 663].

Apart from legislative norms, the leading market actors establish business conventions aimed to restrain short-term and self-interested economic behaviour. They also elaborate special instruments for the demarcation of those who comply with the market rules and those who demonstrate an opportunistic behaviour. 
It is worth to underline here that compliance with the rules should be distinguished from compliance with the laws (given a noticeable difference between formal and informal rules that guide the behaviour of market actors). Thus, the informal rules (pravila) substantially differ from laws (zakony) though they are mutually related. 
Empirically, compliance with the informal rules is not easy to define because they are not explicitly formulated on a verbal level and sometimes not discussed by the market participants at all. However, interviews collected in a course of one of our previous studies bring some light to this sophisticated problem [Radaev 2003]. We would conclude that conformity to the market rules means:

· Avoiding the behaviour that produces a destructive effect on the market (for example, undermines an existing price policy by voluminous and spontaneous clearances)

· Refusing ‘black’ (illegal and most risky) business arrangements, which could let your contractors down in case of the controlling investigations of the state regulatory bodies
· Rejecting arranged check-ups (zakaznye proverki) in relation to competitors meaning that state controlling bodies should not be sent to competitors to disrupt their activities as it is frequently done 

· Settling disputed issues through negotiations

Thus, breaking these rules might cause a direct damage to the market’s sustainability or jeopardize the survival of the other market participants.

Leading market sellers try to build up their public image as those who act predominantly according to laws or/and rules, and therefore, they try to distinguish themselves from defectors who do not comply with the rules and conduct opportunistic and disruptive actions. Defectors are accused for using predatory pricing policy; for tax evasion that runs a risk beyond a point which is acceptable for the leading companies; and for their denial of negotiation. These opportunists are stigmatised as ‘outcasts’ (‘otmorozki’). Therefore, they are presented as those who could not be trusted. And a strategic policy of the leading sellers in relation to the market ‘outcasts’ is to push them out of the market.
Then, to sustain the market, it is not sufficient just to establish conventions once and forever. They could be challenged and broken down at any moment due to the market fluctuations or government interventions. There also must be a room for continuous negotiation of policies and settling disputed issues among the leading sellers. This is important for establishing mutual trust and persuading partners to follow the accepted rules [Radaev 2004].
The idea that a smooth functioning of the market mechanisms needs a negotiated order to be established was nicely formulated by the economic sociologists Mitchell Abolafia and Nicole Biggart:

“Long-term market participants developed and agreed on means for maintaining the market. There is an apparent paradox here: in order to sustain their rivalry, competitors cooperate on the fundamental rules of the game” [Abolafia, Biggart  1991: 221].
As we mentioned above, this idea is not shared by many market analysts. We turn back to this issue again with regard to policy implications.

Social contacts as illegal actions
Most of the traditional economists tend to neglect interfirm social contacts. But what makes things even worse, when considering these contacts, they treat them with a suspicion even in case of so called ‘parallel actions’ (parallelnye deistvia), or simultaneous actions which means that competitors pursue similar strategies (for example, fix prices at the same level) as a result of their mutual monitoring and continuous adjustment. Any coordination efforts undertaken by the competing firms are taken as a potential or actual violation of the market self-regulating forces. There is a strong belief that personal relations among economic agents bring the competition to an end [Stigler 1946: 226]. 
Above all, these economistic views have explicit policy implications. They create the core of anti-trust regulation prescribing that the market actors must act independently to preserve competition. According to a programme statement of the Head of Federal Anti-Trust Service Igor Artemiev, cartels present a most dangerous problem for the Russian economy today [Artemiev 2008]. As a result, large-scale companies involved into coordinated and networked actions run a serious risk of being accused for disruptive behaviour and attempts to dominate in the market. It means that social contacts (including collective agreements and mere simultaneous coordinated actions) are considered as illegal or at least very suspicious actions from the legal point of view that should be a subject for investigation carried out by the state regulatory bodies. The public officials of the Federal Anti-Trust Service are sure that concerted actions must be prohibited and if their existence is proved their participants should be invariably seen to the court. It means that to comply with the legal regulations, behaviour of the firm has to correspond to the model of homo economicus while those who deviate from this model must be punished.
Public officials see a major problem not on a substantive but on a technical side here. They admit that it is difficult to prove that affiliation of companies does take place if none of the participants comply voluntarily and disclose the existence of “cartel agreements”. So they expect that competing firms will surrender and report on one another. As a reward, the opportunists breaking the social ties and reporting on their competitors will avoid prosecutions. The Federal Anti-Trust Service also insists that the police should be granted with the legitimate rights to check up the phone calls of suspects in business [Artemiev 2008]. In our opinion, introduction of these rules will produce at least two outcomes in the near future. First, under this pressure the formal alliances concerning economic issues will be carefully avoided by the direct competitors who will have to cancel their social ties or to confine them to informal and indirect coordination. Though exceptions could be made for the alliances of small and medium enterprises. Second, it creates new opportunities for predatory competition with the use of non-economic instruments.
In contrast with this asocial insight, the economic sociology considers social contacts and institutional arrangements as inbuilt elements of the market. They do not necessarily present a conspiracy against the market and undermine competition though we must admit that under certain conditions it could and does happen. Indeed, cartel agreements of the leading sellers are possible. Thus, we do not argue that all network ties automatically stimulate competition and contribute to public welfare. Instead of it, we argue that more complex substantive analysis of the nature and consequences of these ties is required instead of ignoring social contacts as non-existent or denying them as an unconditionally damaging factor. The conditions under which network coordination facilitates or derails competition should be properly defined what is not possible without special investigation.
Conclusions

The mainstream economics largely neglects coordination of actions among competitors or considers it as detrimental for competition and optimal allocation of the scarce resources. Any concerted actions leave alone formal agreements among the leading market sellers are normally treated as a barrier to self-regulated mechanisms of the market. Economic sociology suggests a different view on competition describing it not as a set of antagonistic moves of independent actors but as a social action oriented toward others.
Pursuing a research strategy of the contemporary economic sociology, in this paper we have made an attempt to show that interorganizational social ties are important even for direct competitors who are not supposed to transact. The results of our study confirm that a large number of competitors are enmeshed in interfirm coordination. Their mutual observations and interactions are not a deviation from the normal market order but an important inbuilt element of the regular market structure. 
At the same time, we need to avoid oversocialization of the notion of economic competition. Intensity of cooperation among rival firms is uneven and the forms of social coordination are very diverse. Behaviour of the competitors includes both atomized actions and social ties displaying variations in a degree of structural and institutional embeddedness in different market segments.

Some of the formulated research hypotheses were supported by empirical evidence while the others failed. Weak social ties among the competing firms are more widely spread than strong ties. The former make a foundation for potential development of the latter. This development through stages is related to different positional and relational factors. It is revealed that positional factors including size of companies, their market share, and the market sector are not very influential while relational factors including intensity of the competition and especially firms’ power in the market exchange provide more significant effect. 
The increasing market pressures including higher level of competition and stronger bargaining power of exchange partners do not contaminate social ties but rather stimulate formation of social ties. Though this observation is valid only for the weak form of social ties based on the monitoring of competitors.

Finally, we would draw attention to the important fact that academic debates on the nature and fundamental conditions of economic competition have explicit policy implications which are evident in the Russia’s present political context. The point is that conventional economic insights treating any concerted actions as a precondition for abuse of resources and discrimination of the other market sellers could be easily found at the basis of anti-trust legislative statements. The existing Russian Federation Law “On Protection of Competition” adopted in 2006 and Draft Laws being discussed in the year of 2008 prohibit social contacts and define them unilaterally as illegal mutual agreements. Thus, economistic vision is imported to the areas of practical economic policy and legislation. The task of the economic sociology is to intervene and argue that social coordination is not necessarily detrimental for competition. Relations are more complex than most of the economists and policy makers imply. And social ties facilitate competition in the long run. 
This defines a research agenda of the economic sociology for the near future. It is not sufficient anymore to claim that social ties do matter. Their impact should not be treated as universal and invariant. We need to examine complicated linkages and divergent combinations of atomized and embedded actions. We also have to learn much more about specific positional and institutional contexts in which market exchange takes place. It means that business practices of the market sellers present specific configurations of self-interested economic struggle and mutually oriented social ties in which the social ties do not just restrain the market forces but serve an important instrument for protecting the market from serious failures and destructive price wars among competitors. 
In this study we have managed to reveal that existence of interfirm social ties are positively associated with a higher level of competition which runs counter the prevailing opinion. But this conclusion is valid for the initial form of social ties only (i.e. mutual monitoring of competitors’ actions). And we have to admit that our knowledge of the influence of competition on social ties as well as reverse influence of the factors affecting competition is not sufficient. Thus, it is very important to put forward a clear research programme that could disclose diverse and complicated linkages between competitive actions and network exchange.
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� The M.Weber’s statement cited above clearly accepts this behavioral economic notion of competition.


� A fundamental dichotomy of the arm’s-length and embedded ties should be also referred to in this context [Uzzi 1996, 1997]. These forms are attributed to relationships between exchange partners arranging their transactions in the supply chains. In our case, the competitors do not transact with one another, and therefore, we do not apply this dichotomy in our study.


� Evaluation of the company size by the managers proves to be an adequate indicator. This variable correlates at high level of significance with the number of trading outlets the company works as a retailer or a supplier and the number of regions in which this company operates. This is true for both retailers and suppliers in the food sector. Additional justification of a validity of this indicator in case of retailers is presented by a significant relation between the company size and possession of hypermarkets which are predominantly developed by the large-scale companies.


� We analyze relations with the large companies in this case because they are more desirable as exchange partners from the standpoint of both economic performance and status of a given firm.


� General Director of a biggest Russian retail chain informed the author of this paper that his company uses to monitor its direct competitors with regard to the prices on most important goods on a daily (!) basis.
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