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Resolving issues of agency amongst value

chain partners through relational turbulence

concept: A review of antecedents, henefits, risks, and boundary conditions

‘The concept of ‘relaficnal tur
bulence theory' asserts that a com-
munication viewpoint on personal
relationships that _emphasizes how

o polaris
tions and cognitive assessments,
disrupting partner dlalogue. Even
though ‘relstional mrbolence theory”
has lately scquired popularity in the
value chain literature for mansging
agency difficulties between partners,
there is enormous disagreement on
its antecedents, advantages, risks
and boundary conditions in menag-
ing such partnerships. A thorough
literature teview consisting of fifty-
twn publications published in peer
reviewed journals between 2011 and
2021 was conducted to Al this gap.
The study identified two types of an-

o

RESEARCHES &
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Authors

tecadents that can lead to resoiving
issues of agency between value chain
partners as structural and relational
antecedents. 1t indicates that rela:
tional turbulence theory tanresultin
avariety of benefits, including prima-
ry-| -level activities and suppart value
activities. However, such advantages
differ based on the boundary cond:-
tions presented in the ‘relational tur-
bulence madel' abaat partners in the
walue chain, The review also points
out that, while the ‘relafonnl turba:
kence model can provide henefits, i
cars also pose threats in resolvin
sues of agency amongst value chain
partners implying 0 doulie-edged
sword outcome.

Background of the
research

was coined in 2008 to d
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the agency prob be-

tween partners in the value chain
The antecedents of relational rur-
bulence in managing agency prob-
lems between partners in the value
chain have received little attenticn
in the existing research compared to
fis results. One factor that was iden-
tified as wnderexploved in this sub-
ct was the ack of good research
that addressed the proper manage-
ment of agency problems between
the actors in the \:A]u: chain, Fur-
a6 previously mer 1
the axisting ixlteraturc mnctmualed
on intra-firm factors such as entre-
preneurship values, business, and
personal trust, interfirm collabo-
ration, family firms, emplovee re-
silience, firms leaming orientation
and memory, performance, mn.o\,a-
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tunt relational aspects in managing
the value chain between the part
ners on the development of relation-
al turbulence.

Future research related to the
benefits of relational turbulence in
managing the agency problems be-
tween partners in the value chain

There is & growing research body
that explores the interaction effect
among these dimensions 10 estab

ies in the current re-
search has failed to
account for external
advantages, This is
related to the difficulty of quantify-
ing issues and measuring external
variables. Future research should
strive to apply mare extensive in-
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relational mrbllJrnu-
hazards, i the
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vide the cumponents, whereas de-

nature of the rishks,
as well as underlying
eonditions and reasons for their ac-
curence.

Future research related to the
boundary conditions of relational

factors un-
der external benefits o explain the
relative |m1w‘l of each dimension
in rel in control-

heow these di fmpact
agency problems between pariners
within the value chain, Ressarchers
recognised and distinguished inter-
nal and external benefits as a con-

sequetice of managing agency prob
lems within the value chain. Based

tiveness and customer relati
walues, Because the current TDCUS

on the afar study, it is
clear that the emphasis is en infer-
rather than outward

orative

benefits. According to the literature
relarional di-

The phrase ‘Sharing Economy’  only evolves over and in-  nal ad
ibe collab- ience, oge gaps, the
value fram (he d,
inthe ar- i

bw actions such s sharing, exchang-
ing and renting resources without
owning them, Scholarly Hierature
on  business-to-consumer  service
sattings has extensively coverad the
classic concept of value co-creation,
while in B2E, conversely, it is under-
utilised. Ome aspect which was iden-
tilled as uider-explored in this ares
is the lack of proper studies which
£ : of

gamzunon.n] sgulit_', and pmpty-nest
mransition, there is a lack of focus
on relationship-leve! antecedents.
The relational turbulence medel con

have 8 positive impace
on market turbulence, higher com-
petitive intensity, innovation abil-
ity, market performance, environ-
mental factors, technal atures,

ling ageney difficultles between the
partners in the walue chain. Future
academics will be able to identify
the interconnections between these
varinbles by building new conceptu-
al frameworks, This can aid the da-
velopment of available literature by
identifying whether a certain com-
ponent of relational turhulence has
a greater impact on a particular as
pect of the outcome varizhle,

Future research related to the
risks of relutional turbuience in man-
aging the agency problems between
p:m ners in the value chain

i gto thr study, the wffects

e used to identify the 15~
sues that commercial enterprises
experience as & result of their con-
tinuing collaborations, Despile this,
the mctnn influencing the quality nf
between actars are al-

gated proper
the agency problems ketween the
partmers in the value chain. There-
fare, poor management of the agency
problems between the partners in the
value chaln is often occurred because
of the dark side of sharing economy.
Future tesearch related to the an
dents of relational turbul in

teged to have o significant effect on
the formatien of operational turbo-
lence in management, However, the
mtra-firm level issues have gained
mre trection, to date, than the re-
mmmshlp lwel Lesues, ac:ur:hng ]
our review, [tis,

ahllll;v
learning mechanisms and supply
chaitn performance, Similarly, the
reviewed literature found that rela-
tional turbulence dimensions hure
market turbulence, higher com-
petitive intensity, innovation abil
ity, market performence, environ-
mental fnmrrs. technology features,
value # lelit

value | ; Telil

ability,

of relat between
partners in the value chain can be,
both, positively and negatively va-
lenced, depending on the siuation.
Current ressarch on the benefits of
relational turhulence is rapidly devel-
aping; however, the current rescarch
an its negativee&'er:tsis far loss devel-
opmt An m L]’E’J““I[, hady of research

learning mechanisms, and supply
dwm pal’urmance.

Thiz paper examines the long
run and short-run relationships
between the current account defi-
cit, budget deficit, saving and in-
vestment gap and trade openness
in 5¢i Lanka using the Auroregres-
sive Distributive Lagged (ARDL)
approach. Time series properties
of the variables, in the presence
of endogenous structural break,
have been analyzed by using Addi-
tive Outlier (AQ) and Tnnovational
Cutlier (I0H madels.

Twin Deficit Hypothesis

The twin deficits hypothesis
states that the movements of a
country’s fiscal deficit and cur-
rent-account deficit tend to be
in the same direction. The twin
deficits create a cyele in which
the deficits widen mare, the cur-
rency hecomes weaker, and the
commodities produced in  the
country become less valusble in
global export as well. Theoretical
and emPin'cal evidence proves
that p 1 fiscal i

it (helmpﬂctuftheunpnr-

this disparity im
pues Lha! a large percentage of stud-

the e el tive: ef&:rt-s oFre
lational turb has

in the agency
problems between partners in the
vilue chain
While the current review identi-
fied six major boundary conditions
from the existing research, establish-
ing limited moderating variables. Az
a result, future studies should con-
tribute fowards uncovering more
moderators of relational turbulence
aniecedents to gain a better under-
dlngof how il
theoretical constructs can be used in
managing the agency problems be-
tween the partnersin the value chain
that develops and evalves in the val-
we chain literature. For example, the
rerm “boundary conditions” refers w
the constraints that affect the man-
agement of value chain activities in
agencies. The gquality of interdepen-
dence, organizations working in tur-
bulenee, firm irmovatheness, vahie
chain innovation ability and future
orientation owing o the adoption of
global walue chain activities, influ-
enge the outcomes in resolving agen
oy difficulties between value chain
partners,
In practice, the influence of in-
Es determined by the

its risks, unﬂzrlmmg 3 :Inuh]e-edged
sword effect. This study identified 11

snpp)v s.ha.'n structure: decreasing in-
between

critical and informative aspects of

increases guality when supp];ars pro-

The Twin Deficit Hypothesis,
Is it Behind the Current Economic Crisis?

Alternatively, the appreciation of
the domestic currency will make
imports cheaper and export cost-
lier. The exports thus fall in value,
which again increases the current-
account deficit,

Rased on the Mundell-Fleming
framework, the Keynesian propo-
sition argues that the budget defi-
cit does have a significant impact
on the current secount deficit. 1f
the budget is in deficit, then the
government has to borrow money
from the private sector or from
other countries. This leads to the
crowd-out of some private bor-
rowing. The total national sav-
ings which is the sum of private
savings plus the government fis-
cal balance will decrease. With a
lower level of national savings,
the interest rates should increase
leading to an appreciation in the
exchange rate and triggering for-
eign inflows. The appreciation of
domestic currency will make ex-
ports less attractive and imports
more  attractive, subsequently

i the trade balance,

eontribute to carrent aceennt im-
balanees and hence, there exists a
tive-long-run relationship he-
tween budget deficits and current
account deficits, This relationship
is referred to as the ‘twin deficit
hypothesis', Significant fiscal ex-
pansions and external imbalane-
es, which caused macroeconomic
instability in a large number of
advanced countries and emerging
countries, have i exam-

which is the major component in
the current account deficit

Is Sri Lanka suffering
from a double economic
deficit?

5ri Lanka is 4 dassic twin defi-
cit economy, The prevalence of

twin deficits implies fundamental
¢ imbalances. Twin defi-

ining the issue of twin deficits,
Looking at the reasons behind
this, the Mundell-Fleming model
suggests that as budger deficits
widen, interest rates are pushed
upward, and vice versa. Increased
interest rates make the nation at-
tractive to international investors,
resulting in move capital inflows,
This flow results in an appre-
ciation of the national currency,
which in turn leads to an incresse
in the current account deficits,

cits signal that a country's nation-
al expenditure exceads it nation-
al income, and that its production
of tradable goods and services is
inadeqnate. Such economies can
be hesct by high levels of debt, a
heavy reliance on foreign capi-
tal inflows, 3 steady depreciation
of its eurrency, and high-interest
rates. Sri Lanka has suffered bal-
ance of payments (BOP) crises at
regular intervals, with the excep-
tivn of a 9-year period from 1992
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variables using both annual and
quarterly data for Sri Lanka and
employing the multivariate empiti-
cal methodology. We find evidence
for long-run i ips between

ble to exogenous shocks. The typi-
cal palicy prescriptions put for-
ward under such circumstances

are to curtail public sp g and

creazing when the
business manufictures the full sub-
assembly degrades quality. Further,
formal eontrel and social control §
fluence the decision-making quality.
Therefore, futune researchers should
shed light on this aspect with special
reference to primary activities of the
value chain including inbound logis-
Hes, human resource management,
and logistics a8 it is the main compo-
nents of any organization. Further-
mare, future shudies should wse a lon-
gitudinal research design to examine
how un alliance’s market orientation
evolves, Although current boundar-
yvarighles such as pevernment and
institutional features n the value
chain and the role of market nrbo-
lence suggests that managerial per-
ceptivns are compatible with abjec-
tive indicators, furure studies shauld
include objective financial metrics.
Moro information about this study
can be found in below source;

Behl, A, Jeyawardena, N.,
Pereira, V., Tarha, 5., & Bamel, U.
(2022). The role played by reladonal
turbulence in managing agency prob-
lems ameng valoe chain partners in
the sharing economy: A review af
the antecedents, benefits, risks, and
heundary conditions. Tndustrial Mar-
keting Management, 107, 39-51,

Further ‘Industrial Marketing
Management' i a top-Her journal
with an A-star ranking in the Austra-
lian Business Dean's Council. To date,
wery few Sri Lankans have published
in this journal including Dr. Nirma
Sadamali Jayawardena.

ous trade and financial reforms
Secondly, we tested the time series
pmpemes 0[ the variables in the
1 break since

i exchange rate Dexibility.

twin deficis in Sri Lanka. At the
same time, we detect unidirection-
al causation between twin deficits,
which enables the draw of several
policy implications.

Causes and challenges

Like many other developing
countries, for a long period of time,
&ri Lanka has experienced persis-
tently high budpget deficits as well
as current account deficits. This
issue has received some attention
fram the Imternational Monetary
Fund and the World Bank.

‘Twin deficits are argued to be

with the

2016 an indication of the

to 2000, hhaﬁhadlhu ge of a
vy driven fated with
Fund {IMF) in 52 yeersduriug 1965-  high debt levels. This is because
demand by the

of crisis. Sri Lanka's economy dem-
onstrates o high degree of macro-
eccnomic volatility, evidenced by
its frequent BOP rru-a-s. Dt-s:plh'
thelr related on

gap in national savings and invest-
ment) boosts imports and fuels
inflation, In addition, defcits are
argued to drive § interest rates up,

structural reforms, past fiscal and
external seclor consolidation and
reforms have failed to take root as
demonstreted by repular bailout
programs with the IMF,

The twin deficits problem is
a mujor source of economic vul-
nerability in the region with most
South Asian eeonomies reporting
fiscal and external imbalances. Fis-
cal consolidation remains a policy
priority for most of the countries
in South Asia, including Sri Lanka,
and domestic revenue mobilization
i=-a key factor in the consalidation
process. Lile many other emerging
countries, for o long period of time,
the 811 Lankan economy has been
experiencin) persistently  high
budget deficits and current account
deficits. In this study, we attempt
to explore the twin deficit hypoth-
esis interacting with key financial

out pr private
to make the
even less competitive interaation-

5rl Lanka is a classic twin deficits
economy and has sesn persistent
twin deficits since 1970, the sole
exception being a surplus on the
current aceount in 1977, The two
deficits moved together, and show
a srong correlation il 2000, But
the correlation has heen weaker
sinee then. Sti Lanka's national
savings have consistently fall-
en shori of national investment
However, the gap has narrowed
considerably over time, from a
peek of 19.8% in 1980 when Sri
Lanka undertnok a massive public
investment program,. Post-2010,
remittance dollars have helped
propel national savings, and tour-
tsm revival has helped boost for
eign exchange earnings.

Findings

The purpose of this study is
to wxamine twin deficits, particu-
larly in the context of emerging
country settings. As such, in this
study, the m:\'m r\l:jeclivps were to

ally, M
is hurt further by inflation, Huw-
ever, the ahove arguments need to
be gualified. For instance, if the
current account deficit is a result
of private sector imports of invest

ment goods, the sustainability of
foreign debt levels may be more
promising on the assumption that

of rwm deficits, review the exist-
i and the

Ilzdlrlona] unit oot lests (ADF
and PP) suffer from power defi-
ciency. Thirdly, a flexible, robust
cconometric framework  called
the ARDL modelling was applied
to estimate long and short-term
relatiomships among variables.

Our empirical results support
the Keynesian view that thers s a
strong, positive link between the
current account deficit, saving-
investment balance, and budget
deficit in Sri Lanka during the pe-
riad of 1970-2020, We found that a
one percent increase in the saving
and investment gap will lead to &
.82 increase in the current ac-
count deficit, while 2 one percent
increase in the hudget deficit will
increase the current account defi-
it by 0,35 percent. If we consider
the effect of trade openness on the
current account, a one percent in-
crease in trade openness leads wa
{056 percent increase in the cur-
rent aceount defieit, the result is
statistically significant.

The structural bréak dummy
varialile was found 1o have a posi
tive effect but was also statistically
insignificant. The findings suggest

rw%n deficit phenomenon based
on empirical evidence using data
for the Sri Lankan economy, Saleh
et al. (2005) studied the twin defi-
cit hypothesis in Sri Lanka and
found that budger deficits con-

such may
the necessary returns.

On the other hand, if a cur
rent account deficit is driven pri-
marily by consumer imports, debt
sustainakility issues are more
worrying, Persistent fiscal and
current sccount deficits are ar-

tributed overwhel ly to cur-
rent account imbalancesWe find
this model grossly miss specified
since ather relevant variahles {like
saving-investment balance) were
excluded from the analysis, Our
paper differs from the previous
studies on twin deficits phenome-

that reducing the budget deficit
andjor reducing the saving and
investment gap in Sri Lanka may
well assist in improving the cur-
rent aceount deficit. Policies must
be put in place for increasing ex-
ports and benefit from trade lib-
eralization policies in the area of
specm]xz.enun to increase e:m:mnl
Al this
has u]nmsba]y confirmed  that
the root of the current economic
crists is a long-term dual-deficit
economy in the country.
Prof, Aruna Shanthaarchehi
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h These P Trade op is an all-incl ity of
eave the economy more vulnera-  sive surrogate that captures vari- Sri I.mllm



