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Plural distribution systems are often found in industrial markets. Although transac- 
tion cost analysis has been successfully applied to understanding decisions about 
distribution systems, these plural forms have been virtually ignored in extant em- 
pirical work. Critics suggest that extant transaction cost models are inadequate to 
study these systems. We contend that transaction cost reasoning can be readily 
applied to understanding these systems, and undertake an analysis of a common 
plural form, namely, the simultaneous use of an independent rep system with a 
company-operated, "house account" system. Familiar transaction cost problems 
like lock-in (the safeguarding problem), and difficulties in evaluating an indepen- 
dent rep's performance (the behavioral uncertainty problem) are posited to lead 
firms to deploying house accounts to augment an independent rep system. Us- 
ing data lrom a survey of independent agents, we provide preliminary evidence 
for these predictions. We discuss the implications of'our findings for theory and 
practice. 

1. Introduction 
Industrial firms often distribute their products simultaneously through multiple 
channels. For instance, a vertically integrated channel and an independent 
channel may be used simultaneously. Industry observers have suggested that 
the use of these dual distribution systems wi l l  continue to grow i n  importance 
(Corey, Cespedes, and Rangan, 1989). and some have gone so far as to suggest 
that i t  wi l l  become the dominant design in  the 1990s. 

I n  an influential article, Bradach and Eccles (1989) criticized transaction 
cost analysis (TCA) for its lack of attention to these popular plural forms 
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of economic organization.' They contend that "by slavishly adhering to the 
markets and hierarchies framework. [TCA research] ignores the obvious and 
fascinating issues ofwhy companies so often both make nrd  buy"(Bradach and 
Eccles, 1989: 100, emphasis in original). According to them, understanding 
plural forms requires accommodating the idea that price, trust, and authority 
are three basic processes that combine in various ways within organizational 
forms. 

Granting trust coequal status with price and authority does not fit comfortably 
within the traditional TCA limework. In an extended discussion, Williamson 
(1993) notes that the calculative approach embodied in TCA has considerable 
explanatory power, and that incorporating broad notions of trust are not likely 
lo be productive. Nevertheless, it is noteworthy that the empirical TCA work 
appears to be silent on the issue of plural forms. Data about plural forms appear 
to have been treated in one of three ways in the extant studies. 

First, some studies have simply discarded the observations. For instance, in 
their study ddownstream vertical integration, Anderson and Schmittlein (1984) 
discarded data on sales territories served simultaneously by independent reps 
as well as company salespeople. Likewise. Walker and Weber (1984) excluded 
observations that combined integrated and nonintegrated transactions. 

Other studies h w e  not discarded the data but changed the unit of analysis to 
the outlet level (Brickley and Dark, 1987; LaSontaine. 1992; Shepard, 1993). 
For instance, Brickley and Dark studied the choice of franchisee-owned versus 
franchisor-owned outlets as a function of outlet-level variables such as observ- 
ability. Thus, outlets located further away from the head office would tend to 
be franchised, while closer-in locations would be company-owned. The final 
mix of store types is merely the aggregation of the choices made for individual 
locations. This approach cannot explain a plural form setup where an indi- 
vidual sales territory is serviced simultaneously by an independent sales agent 
and a company employee. Anderson (1985) describes such territories in the 
electronics industry. 

The third approach involves adopting a "hybrid form" perspective on these 
data. Assuming a continuum that runs from market to hierarchy, plural Form 
data are viewed as a hybrid mode intermediate between the two poles. For 
instance, John and Weitz (1988) coded the industrial distribution channels used 
by the firms in their sample into three categories along this continuum: a market 
channel category (less than 5 percent direct sales), an intermediate channel 
category (between 5 and 95 percent direct sales), and an integrated channel 
category (more than 95 percent direct sales). They documented shifts along 
the continuum from markets through hybrids to hierarchies commensurate with 
increases in asset specificity and uncertainty. 

As with the outlet-level approach, hybrid forms cannol explain the simul- 
taneous use of two or more forms in the same instance. The John and Weitz 
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data obscure this point as their sales data are at the aggregate (firm) level 
only. To see this clearly, consider a firm in their sample that sold 50 percent 
of its volume through independent resellers, and the other 50 percent through 
company-owned distributors. This aggregate split could have arisen in two very 
different ways. In one case, suppose the volume in each sales territory were 
derived equally from the independent and the company-owned systems. This 
is very different from the alternative case where all sales in any one territory are 
made by one or the otherchannel type. Multiple forms are used simultaneously 
in the former, but not the latter case. Yet, the two cases are not distinguished 
in the John and Weitz market-hybrid-hierarchy scheme. 

There is a further distinction between the hybrid approach and the plural 
form approach. Notice that an increase in the proportion of direct sales moves 
the hybrid form ever closer to the hierarchical form. Thus, a hybrid form with 
90 percent direct sales is not viewed as the same institution as one with 10 
percent direct sales; it is more hierarchical. In contrast, the number of different 
forms employed remains the same (two) regardless of the proportion of sales 
through one or the other. Conceptually, this distinction is crucial in that further 
increases in the variables responsible for eliciting a dual system over a unitary 
market mode should not cause the dual mode to drift toward a hierarchical 
mode. In contrast. the John and Weitz hvbrids drift toward the hierarchical oole 
with continued irlcruases i n  sp~.cific ~ S S C ' I S  i~nd uncert;iinly. 

Gallini and Luvz's mtlytic model (19921 of 3 rranchisur's store-mix dcci- 
sion comes closest to the plural forms view. They show that new franchisors 
will own some stores (despite the lower-powered incentives associated with 
employee managers) in order to signal credibly to potential franchisees about 
business prospects. As the franchise system ages, this information asymmetry 
diminishes, and the mix favors more franchised stores. Although this represents 
an advance over the previous work, the Gallini-Lutz model is silent about the 
simultaneous use of a franchised store and a company store to serve the same 
market. Furthermore, they cannot account for plural forms in the long run. 
Eventually, all stores will be franchised in their model. 

1.1 Goals of this Analysis 
Our review shows that plural forms are relatively underresearched, despite their 
apparent popularity in industrial markets. We propose to add to the literature 
in two ways. First, we contend that dual forms can be studied with the standard 
transaction cost lens of identifying safeguards for non-redeployable assets, and 
providing adaptation capabilities to cope with uncertainties. .Unlike Bradach 
and Eccles (1989), we hold that it is not necessary to invoke trust in order to 
accommodate plural forms. 

Second, we undertake to offer evidence for our conjectures with data about 
one particular type of plural form found in industrial distribution. Specifically, 
we examine dual channels whereby firms distribule simultaneously through 
independent manufacturers' representatives (a "rep" channel) and "house ac- 
counts" (a direct channel). This economizes on transaction costs in two ways 
relative to a rep-only channel. Consider that a rep-only channel must he 




























