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ABSTRACT

Jewelry sector has different characteristics from other sectors. There is no documentation in the sector,
but the actors in the sector can reach to a common agreement. Although the products subject to trade is
quite expensive, transactions in the sector are carried out without documents. In other words, the actors
in the sector do not need legal documents such as checks and promissory notes for the trade. There is a
closed system in jewelry sector and this mechanism directs the system. This research attempts to
investigate the determinants of the relations in jewelry sector. While trying to show these determinants,
this study investigates to what extent network and transaction cost approach explain the survival of the
relations in the sector. It is explored in the study whether trust network between buyer and supplier in
jewelry sector affects the informality of the sector and the informality in the jewelry sector is a
mechanism that facilitates the economic advantage between buyers and suppliers.
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ISLEM MALIYETI VE AG YAKLASIMLARI PERSPEKTIFINDEN KUYUMCULUK
SEKTORU: KAYIT DISILIK VE EKONOMIK AVANTAJ

0z

Kuyumculuk sektorii diger sektorlerden farkli 6zelliklere sahiptir. Sektérde belge bulunmamaktadir
fakat sektordeki aktorler ortak bir anlagsmaya varabilmektedirler. Ticarete konu olan iiriinler oldukga
pahali olmasma ragmen sektordeki islemler evraksiz yapilmaktadir. Bir diger deyisle, sektordeki
aktdrler ticaretin yiirlimesi i¢in ¢ek, senet gibi kiymetli evraklara ihtiyag duymamaktadir. Kuyumculuk
sektoriinde kapali bir sistem bulunmaktadir ve bu mekanizma sisteme yon vermektedir. Bu arastirma
kuyumculuk sektoriindeki iligkilerin belirleyicilerini incelemeye ¢alismaktadir. Bu belirleyiciler ortaya
konulmaya calisilirken, ag ve islem maliyeti yaklasimiin sektérdeki iligkilerin ayakta kalmasini
etkileme Ol¢iisii arastirilmaktadir. Calismada kuyumculuk sektoriinde alici ve tedarikgi arasindaki giiven
aginin sektoriin kayit disihigini etkileyip etkilemedigi ve kuyumculuk sektoriindeki kayit disiligin alicilar
ve tedarikgiler arasinda ekonomik avantaji kolaylastiran bir mekanizma olup olmadig1 incelenmektedir.

Anahtar Kelimeler: Giiven, Ag, Miicevher, Kayit Disilik, Ekonomik Avantaj
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1. INTRODUCTION

A significant part of economic action does not happen in a legitimate framework, rather
economic activities take place in an informal environment. The links between people are
embedded within the power relations in social networks. Firms organize the relationships
between people by means of actors. Network relations help actors to create connections with
other firms (Yeung, 2005). To show their legitimacy and interests, organizations provide
network relations with other firms.

As a part of network relations, informal networks are potential tools that allow support for
information and knowledge exchanges. The presence of non-contractual informal networks
enhances information and know-how process. Jewelry sector is an important example of this
informal network. Because of the factors that nurture the relationship between actors,
informality is quite essential in jewelry sector.

In jewelry sector there is no written documentation in trades. Trades are made verbally.
Although there is no documentation, they can reach to a common agreement. Relationships are
very important in the sector. The relations between wholesalers, baggers and jewelry shops
creates the system. There is a chain in the system and everybody is related with each other.
Furthermore, if there is a problem in the sector, everybody is affected from the problem.
Everybody needs each other. There is an order in the system and trust network leads to a system
without documentation.

Although the product (jewel) subject to trade is very valuable in economic sense, there are no
contracts between buyer and supplier. As there are no contracts in the system, the trade relations
in the sector are mostly informal and network relations have profound effect.

In this study I try to draw a framework about jewelry sector and struggle to find the dynamics
of relations in the sector. While drawing this framework, I look how sector’s structure gives
way to relations in the sector within the perspectives of transaction cost and network
approaches.

Practically, by investigating the characteristics of relationships in this sector, this may be an
opportunity for jewelry companies to find the most useful way to survive within the structure
of their relationships.

2. LITERATURE REVIEW
2.1. Transaction Cost Theory versus Market Mechanism

The organization is viewed as a production entity in classical and neoclassical economics, with
the goal of serving competitive entrepreneurs according to the rule of diminishing returns. The
market, on the other hand, is considered as an important tool for organizing economic activities,
while the corporation is merely regarded as “a black box, which responds directly to changes in costs and
the pressures of the market” (Hodgson 1988, as cited in Yeung, 2005, s.308). In neoclassical
economics, the company does not play a significant role; instead, they are primarily concerned
with price equilibrium and resource allocation (Yeung, 2005).

On the other hand, according to transaction cost theory, changes in transaction cost do not only
rely on market price, but also depend on economic exchange. They contain monitoring and
contractual performance costs as search and information costs. However, transaction costs do
not depend on market price of the goods or services, they are governed by exchange. As
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monitoring and contractual performance are difficult to assess, it is also problematic to
determine transaction costs (Robins, 1987).

Williamson (1985) claims that by means of bureaucratic governance, transaction costs can be
decreased. As market system contains less transaction costs than governed transactions, costs
of governance in the real world are outweighed (Robins, 1987).

2.2. Transaction Cost Theory, Trust and Opportunism

The transaction cost theory establishes a foundation for analyzing the dynamics that affect
organizational structure in response to changing economic conditions. As a driving force of
social change, economic efficiency gains evolutionary relevance. Transaction-cost
minimization is a vital factor for organizations. According to transaction cost theory,
organizations are seeking for the situation that creates minimum transaction costs. When the
transactions costs are greater, contracts are more hierarchical (Pisano, 1989; Pisano 1988, as
cited in Gulati, 1995). Furthermore, opportunism creates most remarkable transaction costs
(Gulati, 1995). Contracts play an important role to protect firms from opportunism. A legal
contract has a profound effect to provide a framework. Trust neutralizes the effect of
opportunistic behavior and consequently reduces the transaction costs associated with an
exchange. Trust provides an alternative control mechanism, it can compensate for contracts in
exchanges (Bradach & Eccles, 1989, as cited in Gulati, 1995).

Opportunism between firms may create high transaction costs and as a result trust can arise.
Some behavior may lead firms to lose business relations with their partners, can ruin
relationships between firms. As a result, they may lose reputation (Granovetter, 1985;
Macaulay, 1963; Maitland, Bryson, & Van de Ven, 1985, as cited in Gulati, 1995).

2.3. Network Approach and Social Ties

In any event, later behavioral and managerial theories about the firm have attempted to unpack
the firm as a collection of successful assets (Garnsey 1998; Penrose 1995, as cited in Yeung,
2005). The application of such a methodology to the company hypothesis has called into
question the firm's neoclassical origins. Coase (1991, s.4) emphasized that “the main reason why it
is profitable to establish a firm would seem to be that there is a cost of using the price mechanism”. Williamson
eventually caught up with his work. In structuring financial activities and limiting transaction
costs within economic groups, Williamson (1985) specifies the alternative "governance structures".
Firm is handled, as a center of negotiations constituted by administration tools, both contractual
and non-contractual (Aoki, Gustafsson, and Williamson 1990, as cited in Yeung, 2005). An
alternative administration way occurs in the market by means of firm. The firm is more seen as
coordinating tool than as a profitable entity in the economy.

The idea of the adequacy of progressive power inside the company has been labeled as “the
atomized and anonymous market of classical political economy, minus the discipline brought by fully competitive
conditions—an undersocialized conception that neglects the role of social relations among individuals in different

firms in bringing order to economic life” (Granovetter, 1985, 5.495).

To organize social life, social actors govern the integration of network relations. As opposed to
being a profitable tool or a capitalist entrepreneur, it is a discursive process, which occurs, in
social interaction. Power relations among actors are important between firms; relations are
constructed during social discourses. In brief, the firm evolves from a social environment which
is created by social networks and actors ingrained in networks (Yeung, 2005). We cannot see
the firm as a static “point” or “black box” as identified by Arrow (1999). It is, without a doubt, a
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growing and dynamic organization, shaped by continuous social ties and conflicts of ideas
between social actors. It is a dynamic and developing association developed by means of
progressing social relations.

The firm's perception differs from the neoclassical view of the firm as a production unit. As
firm is not only consist of exchange and transactions, network analyze also does not view firm
as a center of negotiations. The role of social actors has an important role between firms (Yeung,
2005).

Substantivists underlined that, unlike classical and neoclassical economists, we cannot think of
the economy as separate from social life. As Polanyi et al. (1992, s.33) mentioned, “the human
economy, then, is embedded and enmeshed in institutions, economic and noneconomic”. Organizations are a
result of social rationality as well. Social constructionism has emerged as a result of this modern
organization paradigm. This perspective claims the idea of the socially built nature of current
associations (Granovetter, 1991; Yeung, 2005).

Actually, modern organizations show that it is not an obligation for a firm to engender in
transaction costs that are low. Indeed, minimizing transaction costs should be viewed as a result
of financial underpinnings rather than a reason for them. The importance of social
embeddedness in a network is supported by the relational approach, which give importance to
social embeddedness in a network. (Yeung, 2000).

As social actors and their relationships create nature of firm, it may be more beneficial to focus
on how social actors and their relationships are organized. Since the firm is primarily made up
of social actors and their ties, it's useful to look at how these connections are managed. Some
researchers suppose that the firms have ability to build social capital (Nahapiet and Ghoshal
1998; Tsai and Ghoshal 1998, as cited in Yeung, 2005). These abilities are set in relations
between firms and network is an important tool to maintain these relations. As a result, it is
possible to govern the firm by managing social factors. Moreover, if it is possible to govern
social relations so it will be possible to reduce transactions costs. It is accordingly critical to see
how actors in society directs the organization by creating network relations which characterizes
the firm.

In economics, this social perspective on the firm eliminates the firm's "undersocialized" status.
Social constructionism becomes a part of this process since the corporation is considered as a
coordinating mechanism for the effectiveness of collective acts of social actors.

Furthermore, networks are also within this social constructionism. Networks are both stable and
dynamic at the same time. Individual commercial transactions between companies are
frequently conducted using a secure connection mechanism. New relationships are formed on
occasion, and some early ties are shattered for various reasons, but the majority of interaction
occurs within existing partnerships. Existing relationships, on the other hand, are continually
changing as a result of interactions between firms in the context of transactions carried out
inside the relationship (Johanson and Mattsson, 1987).

Network position plays an important role in determining the cumulative nature of market
activities. Firms have certain positions in the network at any given time. They describe the
network's links with various firms, which are the result of previous network operations.
(Johanson and Mattsson, 1987). Such relationships are important and may reduce transaction
costs. Because there is risk in social trade relationships, trust is necessary, and organizations
can demonstrate their trustworthiness to one another.

61



Ufuk Universitesi Sosyal Bilimler Enstitiisii Dergisi Yil:11 Sayi:21 (2022)

2.4.Trust and Informality

The placement of network contact in social situations takes into account the development of
trust. Contracts are considered as more effective when they are accompanied by trust.
Accordingly, transaction costs decrease by means of trust between social actors (Lazzarini and
Miller, 2008). Moreover, the embeddedness debate mentions the significance of social

relationships in the development of trust and decreasing misbehavior. “The widespread preference
for transacting with individuals for known reputation implies that few are actually content to rely on either

generalized morality or institutional arrangements to guard against trouble” (Granovetter, 1985, 5.490).

Trust based networks create an informal exchange process within the formal sector (Lomnitz
and Sheinbaum, 2004). Trust is a key issue on the emergence of social networks and leads to
an informal economy. It is difficult to sustain formality in a trust-based network. The
expectation of obeying rules in both social and economic sense is problematic.

3. THEORETICAL FRAMEWORK

In jewelry sector multi-digit figures of money generally emphasized. Countries like Italy, India,
China and Turkey have leadership in the sector. The global jewelry trade is worth billions of
dollars, with hundreds of tons of jewelry produced each year (Gereffi, 2007, as cited in Evren
2010). Although it is risky to make transactions in the sector, it is not usual between diamond
traders to make contracts and legitimate their trade relationships (Richman, 2005). Besides, the
members of the sector fulfill the contractual rules without coercion. Jewelry industries in most
of the countries are affected from social networks (Carnevali, 2011). In addition to the fact that
the Turkish jewelry industry has an important place in the world, the business in the sector is
also based on trust and social relations instead of written documents.

Due to the relational contracting practice in the sector, trust has a vital role for the survival of
the sector. The sector depends on verbal agreement and reputation between actors instead of
contracts. By means of this trust mechanism, collective action and networks play an important
role in jewelry sector.

Most sociologists claim that actor is socialized and the social norms, rules and obligations direct
the action (Coleman, 1988). Coleman gives the example of diamond market, which has a closed
community and there are strong family ties and interaction; they do not need for inspection.
There is no formal insurance in the sector; the sector is going by informal relations and close
network ties. In the lack of these relations, the market would not work efficiently (Coleman,
1988). Coleman claims that as a consequence of closure of the social structure, sectors with the
close network can monitor and guide behavior easily.

The networks have a direct influence on one's interest in and intrinsic incentives for
participating in activities. Closely related to direct influences are notions of reputation and
fairness in which either negative or positive social pressures encourage you to act or not to act.
Since administration structures rely on connections between actors, it is sensible to expect that
they change with the behavior of those actors.

By means of strong ties, trust occurs and becomes a part of the network structure in jewelry
sector. Consequently, as trust increases the actors who will not need contracts and as a result
trust decreases transaction costs. The diamond market example shows that close network
relations led to low transaction costs. Close network structure of jewelry sector highlights the
collective action of actors who belongs to this close network.
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As Coleman (1990) emphasizes actor’s values, behavior and the reputation through a network
give rise to trust. In jewelry sector trustworthy behavior between buyer and supplier emerges
from common values and norms.

Trust does not have an important place in a perfect market. As knowledge is perfect, transaction
costs do not occur. Contracts are arranged perfectly so there is no place for cheating. Moreover,
if an effective outsider authorizes the agreement, rules of contract does not allow for deception.
Because of this, it is not rational for an actor to obey the rules of the contract (Lazzarini and
Miller, 2008). Hence, we do not encounter opportunism and guile in a perfect market.

On the other hand, sectors like jewelry sector, which depends on trust relations, does not have
perfect markets. In this sector, trade goes without contracts and it depends on networks between
organizations. Moreover, trust relations create the network between organizations. These trust
relations generate an informal economy. The term opportunism, which is one of Williamson's
core concepts, can be used to describe network features of the sector. Opportunistic behavior
may result in uncertainties and these uncertainties leads to risk of being exploited in social
interactions. Trust is an important tool to reduce opportunism. Trust is an important concept in
network analysis as well. The network approach, which is more in line with social exchange
theory, views firms as social units. Because of this, there is place for opportunism and guile but
the strength of trust reduces opportunism and guile. Correspondingly reduces transaction costs.

In jewelry sector network relations depend on informal mechanisms. The main aspect of
informal systems is to focus on the social examples of communication between firms. As the
number of transactions increase firms get acquainted with one another and create social
connections. By means of these social attachments and norms they create a trust network
without contracts. Granovetter (1985, s5.489) emphasized, “Embeddedness in network relations is
strongly related to trust”. Trust between two actors empowers them to have a commonly helpful
relationship, which is not controlled by implementing contractual laws.

Granovetter (1973) also mentioned the strength of weak ties. He emphasized that weak ties can
create bridges for new sources. But in contrary, in jewelry sector strong ties plays more
important role. As trust has a vital effect on relations in jewelry sector, strong ties help buyers
and suppliers to increase social interactions within the close network structure of sector.

Transactions costs and the structure of relations between organizations can change as a result
of social context. This aspect is important in light of the fact that repeated relations can develop
trust between organizations, and trust can reduce the transaction costs (Granovetter, 1992;
Marsden, 1981). Due to the strength of trust relations in jewelry sector, there are no contracts
in trade relations and consequently reduces transaction costs.

Transaction cost economics claim that, if there are no transactions costs, there would be
exchange processes between units (Williamson, 1985, 1991). When market mechanism is not
successful, governance of organization is seen as a solution. Transaction cost economics is not
just concerned with, how to govern transaction costs, but they are also interested in how the
organizational structure may change in the relation with exchange activities (Gulati, 1995).
Emphasizing on the cost minimizing process and ignoring the social embeddedness of
transactions is the main lack of transaction cost theory (Wu and Choi, 2004).

In jewelry sector the commodity subject to trade is very valuable so there is a place for
opportunism. Some researchers in transaction cost and relational view mention that long-term
relationships reduce opportunism (Ghoshal and Moran, 1996). The trust created between buyer
and suppliers emerges from close network relations.
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In jewelry sector, the transactions that take place between buyers and suppliers are a long
running process, since all of the previously mentioned members share most of the values and
norms that shape their interactions within the network and the transactions that exist in the same
network (Macaulay, 1963). These norms and values create a trust network in which they do not
need to make contract for their trade relations.

Trust based network structure of jewelry sector gives rise to informality. Furthermore, this
informality seen as a formal process within the trust-based network structure of jewelry sector.
The informal structure of sector enables actors to survive economically in a more advantageous
position.

As we can see in the Figure 1, if the closure of network increases in jewelry sector, trust
increases. The increase of trust leads to rises in the number of non-contractual agreements.
Furthermore, buyer and supplier in the jewelry sector begin to make their trades without
obeying legal issues, without paying taxes. As a result, informality and “black economy”
increases.

Figure 1. Relationship Between Trust and Informality in Closed Network Jewelry Market

As aresult, it can be proposed that trust relationships between buyer and supplier may lead the
actors in the jewelry sector to behave in a more informal way.

Proposition 1: Trust network between buyer and supplier in jewelry sector increases the
informality of the sector

In addition, in jewelry sector, the informal relationships between buyers and suppliers give them
opportunity to pay less tax. Moreover, the strength of the network ties put the actors of the
sector in a more advantageous position in economic sense. As there are no contracts between
buyer and supplier, it gives them flexibility in paying process. Jewelry shops are not paying
their money to suppliers in advance. They put a date for payment and this date is flexible
according to each side. This flexibility gives the advantage of using third persons’ money. The
system is going with trust relationships. There is a network between buyer and supplier.
Although there is no documentation, by means of trust the system works. If there is an
untrustworthy behavior in the relationships, the system automatically sent the untrustworthy
people from the system. Because of the network system in the sector, instead of using credits
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from banks buyers prefer to use suppliers’ money without giving interest to them. This structure
of sector gives them an important economic advantage. Therefore, it is proposed in this study
that the informal structure of the jewelry sector may pave the way to economic advantage
between buyer and suppliers in the sector.

Proposition 2: Informality in the jewelry sector is a mechanism that facilitates the economic
advantage between buyers and suppliers

4. CONCLUSION

This research has focused on the interactions in an informal sector (jewelry sector). The study
is concerned not only with transaction cost approach and trust network structure of jewelry
sector but also examined the informal structure of the sector. Trust is an important determinant
of relations in this network. A system is created in the jewelry sector by means of this trust
network and strong structure of this network decreases transaction costs in the sector. On the
other hand, the informality of jewelry sector gives an important economic advantage to the
actors in the sector.

In this study I effort to explore the effects of network due to trust mechanism in jewelry sector
and combine these effects with informal structure of the sector. Furthermore, I investigate
whether trust network between buyer and supplier in jewelry sector affects the informality of
the sector and informality in the jewelry sector is a mechanism that facilitates the economic
advantage between buyers and suppliers.

The aim of the study is to learn the structure of jewelry sector and how the sector survives. In
jewelry sector there is no written documentation in trade. Trades are made verbally. Although
there is no documentation, they can reach to a common agreement. Relations are very important
in the sector. The relation of wholesalers, baggers and jewelry shops creates the system. There
is a chain in the system and everybody is related with each other. If there is a problem in the
sector everybody is affected from the problem. Everybody needs each other. There is an order
in the system. Jewelry shops are not paying their money to wholesalers in advance. They put a
date for payment and this date is flexible according to each side.

Credibility and being well known has a profound effect on relations in sector. Reference is very
important and by means of good reference you can stay in sector. Everybody is investigated in
sector and the credibility gives person reliability in the sector.

If there is a disagreement between wholesaler, bagger and jewelry shop, the side, which creates
the problem, sent out of the system. As there is no documentation in trades in sector, the system
creates its own mechanism. The people who don’t carry out the rules of the system are sent out
from the system automatically.

As derived from the literature the most important factor of the going mechanism in sector is
goodwill. There is no documentation in trades in sector and everything is going with goodwill.
Agreement is made on price and nobody goes back on his or her promise. Everybody believes
the goodwill of relations. Both of the sides are sure about their goodwill.

This goodwill may come from trust relations. Trust has a vital place for them. The system is
going with trust relationships. All of the relations in the sector depend on trust. There is a trust
chain between each other. Although there is no document in agreements, by means of trust the
system works. If there is an untrustworthy behavior in relations, the system automatically sent
the untrustworthy people out from the system.
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To sum up, from this study we can derive that, relations in jewelry sector do not only depend
on the relationships between actors and their linked transaction costs. But also trust identifies
the relations, which are created by repeated ties over time. We cannot handle only transaction
costs or social factors to explain the relationships in this sector; we should also look the informal
structure of the sector. Informality has a profound effect on the survival of relationships in the
sector. Last but not least, this study shows that, in jewelry sector, in which there are no contracts
we should also think how the economic advantage of informality shapes the survival of network
relations in the sector.
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