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Introduction 

In 1994, Colombia’s largest beer company, Bavaria, aired an iconic commercial. 

The advertisement took place in a small town in rural Colombia. It relied on a careful array 

of clichés to convince its viewers that the setting was “Anytown, Colombia.” In the 

commercial, the entire town is seen getting ready to what appears to be a special occasion. 

During the preparations, “Big Ears,” one of the town’s quaintest inhabitants, asks everyone 

to be quiet. He ceremoniously sticks his ear to the ground and announces that “it” is about 

to arrive. A second later, Bavaria’s truck appears. Its driver hugs everyone, as if they were 

his lifelong friends. The party gets going—all the citizens gather around the town’s store, 

and “Big Ears’” friends start opening beer bottles (Bavaria, 1994).  

Images 1 and 2: Big Ears in Anytown, Colombia 
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This advertisement quickly became part of Colombia’s popular culture. But more to 

the point, it clearly embodies the crucial relationship played by distributors and small 

independent retailers in the provision of basic consumer goods, such as beer, in Colombia. 

Nonetheless, despite the importance of small independent retailers for Colombian 

companies—they represent approximately 55% of total retail sales according to 

conservative estimates (Capizzani, Ramírez Huerta, & Rocha e Oliveira, 2012),—there are 

few studies that shed light on their particular workings. Particularly, there is a pointed lack 

of studies that explore the crucial relationship between formal industrial and manufacturing 

companies and generally informal small retailers. Similarly, little has been said about the 

key role distributors play as intermediaries between these two extremes: the formal world 

of production and the informal world of retail (Mair, Martí, & Ventresca, 2012, p. 820). 

Understanding this connection becomes an even more pressing need when we take into 

consideration Colombia’s history of armed conflict. It becomes likely that this violent 

history is what has fostered and maintained the marked abyss between the formal and the 

informal markets (Dirven, 2001).  

Structure and Intuitions 

This dissertation is composed of two papers that shed light on the distribution of 

basic consumer goods in a country stricken by a long-lived armed conflict. Contractual 

arrangements between distributors and freight generators (industrial companies that 
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produce basic consumer goods) tell us a lot about how Colombian organizations have 

adapted to conditions of uncertainty. I take advantage of the Colombian case, in which the 

local popular notion that “the country is doing badly, but the economy is doing ok” was 

widespread, to explore how and why organizations survive in radical uncertainty (Caballero 

Argáez, 2014). This dissertation pivots around two questions: (1) how and why distributors 

and freight generators alter their governance structures, expressed in the tacit and explicit 

arrangements as a strategy to adapt to turbulent and violent environments, and (2) what 

motivates each party to accept different contractual distribution agreements and why are 

they sometimes willing to assume a greater uncertainty in exchange for more control. These 

two questions shed light on how distributors play a brokerage role between the urban 

modern capitalist market logic represented by industries in the center and a less structured 

market logic represented by small retailers in peripheral areas of cities and of rural 

Colombia, as happens in the case of Bangladesh, described by Mair, Martí and Ventresca 

(2012).  

The hypothetical answer to the stated questions is that industries use differentiated 

agreements with their distributors that explicitly respond to both levels of violence and of 

implied perils associated to each different municipalities. This differentiation is possible 

because of the interplay of implicit agreements and of explicit contracts and regulations 

(Polanyi, 1966; Hodgson, 2006). Drawing on Hodgson’s critiques of Douglass North’s 

concept of institutions, I understand formal institutions as the explicit, private, and formally 

agreed upon contracts between organizations and individuals, and the explicit, formal, 

public, and legally enforced laws, norms and regulations. In this work the informal and tacit 

agreements will be referred to as those culturally and socially transmitted codes of conduct 

that constrain and shape behavior (2006). In that sense, informal and tacit agreements fill in 

the voids between formal contracts and the enforcement of the law, even if they are not 

explicitly agreed upon on paper (Hodgson, 2006, 13). Explicit and tacit arrangements are 

nested in each other, and one depends on the other for its enforceability. Tacit agreements, 

despite their implicit nature, may not be clear-cut but they are identifiable (Rocher, 1990). 

Another hypothetical answer is that companies in Colombia have learned to 

navigate the uncertainty derived from armed conflict and overall political violence in 

different ways. The basic concept of complexity in management, following Ashby’s law of 
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requisite variety —variety absorbs variety—is that organizations can only respond to 

variety with variety (Ashby & Goldstein, 2011, 206). In other words, organizations must 

transcend the urge of controlling factors of risk and uncertainty futilely and rather learn to 

deal with complex situations. Organizations regulate themselves when facing uncertainty 

by developing new ways of facing this complexity. As stated by Goldstein in his 

introduction to Ashby’s classic article “Variety, Constraint and the Law of Requisite 

Variety,” “the emergence of new functionalities allows the system to become even more 

adaptable in the sense that emergence adds to the variety of the regulator to keep up with 

increasingly diverse and unexpected disturbances” (Ashby & Goldstein, 2011, p. 198). 

Even if several complexity researchers have studied self-organization and network 

management and offered tools to analyze dynamic complexity in networks’ behaviors, the 

Viable System Model derived by Beer using Ashby’s Law of Requisite Variety is still the 

most used systemic framework to analyze organizations complexity and its incidence on 

management (Bohorquez & Espinosa, 2015); this is because it offers more detailed theory 

and tools to deepen into the analysis of pathologies in the interactions among networked 

agents pursuing common purposes, than other related complexity theories do – like 

Complex adaptive Systems (Espinosa & Porter, 2012). VSM also has been used to support 

studies on governance structures, which is at the core of the first question of this thesis 

(Espinosa, 2015, Espinosa & Walker, 2017). 

The perils associated with the armed conflict or overall violence can be catalogued 

as uncertainty rather than risk given the impossibility of assessing the probabilities of 

robbery, kidnapping, ambush, or any peril of the sort. This statement, however bold, does 

not imply that I’m falling into the trap of considering risk as a “purely objective category” 

(Renn, 2008, p. 3). Rather, it clarifies the notion of uncertainty used in this dissertation: it 

assimilates more closely to the notion of uncertainty first explored by the first 

cyberneticians when discussing entropy and complexity (Ashby & Goldstein, 2011, p. 190). 

 

Multimethods and Multiparadigms 

The two questions that guide this dissertation build on each other to provide a better 

understanding of two distinct problems. The first problem deals with the role distributors 
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play as intermediaries between freight generators and the more traditional channels.1 The 

second considers how consumer goods are supplied around Colombia despite the varying 

levels of uncertainty and complexity. The first paper has a qualitative approach, while the 

second is has a quantitative one. The first paper combines neo institutionalism with 

organizational cybernetics to understand how organizations deal with the uncertainty of 

political violence and how this uncertainty affects contractual relationships. The second one 

explores the effects of uncertainty on governance structures by analyzing the effect of 

different variables in the type of contract agreed upon by the distributors and freight 

generators in each municipality. The separation of perspectives is not an acknowledgement 

of the alleged incommensurability of the two chosen theoretical approaches, as suggested 

by Hasse (2005, 2), but rather a strategy for exploring a traditional problem from an 

innovative perspective. In this sense, one of the contributions of this dissertation is a 

proposal for knitting together two theoretical and methodological approaches that, when 

united, allow for a more comprehensive understanding of the problems addressed in this 

dissertation.  

Nonetheless, the interplay between quantitative and qualitative approaches 

necessitates the additional exploration of the interaction between two traditionally 

contesting theories. This connection resides in the idea that distributors and freight 

generators operate as organizational systems. The network of actors that conform the 

distribution of basic consumer goods can be seen as a sort of system. Or in the words of 

Espejo and Reyes, as a “set of interrelated parts that we experience as a whole.” The parts 

can be recognized as such because they follow an identifiable and regular pattern of 

interaction (Espejo & Reyes, 2011, 3). These organizations work as interrelated systems 

that adapt dynamically to a changing and complex environment, that face “continual 

change and development, ongoing feedback across all levels, coevolving bottom-up and 

top-down development, and by a growing focus on processes replacing some of the single-

minded myopia over performance” (Espinosa & Porter, 2011, p. 5). As a matter of fact, a 

stable system remains so when it has an identifiable pattern of interactions that goes beyond 

                                                           
1 Freight generator and traditional channel are concepts used by local managers, consultants 
and specialized press to refer to companies that produce cargo that must be transported, 
hence the name freight generators, and to small independent retail spots, as opposed to the 
modern channel that refers to retail chains and large supermarkets. 
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formal agreements, despite uncertainty and changing environments (Goldspink & Kay, 

2003, p. 463). In this sense, sustainable organizations learn to adapt to a changing and 

complex environment by understanding this environment as a key aspect of the decisions 

taken within the organization (Espinosa & Walker, 2011). This implies inquiring into the 

relationships between the notion of self-organization and the emergence of patterns of 

interaction with the idea that these patterns are based on preexisting and emergent tacit 

institutions. It also implies that studying these processes and these interactions from a 

systemic perspective involves understanding how formal and tacit institutions affect them.  

The theoretical keystone of the approaches explored in this dissertation, considering 

the problem in question, is how uncertainty is everywhere conceived. The main supposition 

behind transaction cost economics that is inherited by neo institutionalism is that risk and 

uncertainty are allocated between two parties and that it is central to any contractual 

decision, as are vertical and horizontal externalities, asset specificity and foreclosure 

(Joskow, 2005, p. 325). As Joskow states, there is a need for exploring other factors that 

affect this decision, standing on the supposition that there is no such thing as a perfect 

contract. Still, despite this warning, Joskow stands on the classic notion that risk is 

relatively quantifiable and can be incorporated into a contract, while uncertainty must be 

avoided or at least heavily valued in any transaction. An empirical example of this notion is 

Kim and Kung’s analysis of the effect of political uncertainty on asset evaluation: 

uncertainty derived from political uncertainty leads to diminishing capital investments on 

the part of organizations that rely on specific assets (Kim & Kung, 2012, p. 26). On the 

contrary, organizational cybernetics perceives uncertainty as unavoidable but above all, as 

embraceable. Organizations must learn to navigate this uncertainty to be sustainable, and 

managers must learn to balance the amount of information they receive: too much impedes 

them from making decisions on time, too little doesn’t allow them to detect important 

changes (Espinosa & Walker, 2011, p. 37).  

The first paper is based on one in depth reference case study and three 

complementary case studies (Gibbert, Ruigrok, & Wicki, 2008). The goods of these four 

companies are part of Colombia’s basic market basket, a figure used by Colombian policy 

makers to identify the poverty line and determine which products are exempt from sales 

tax. Three of these companies produce goods that belong to the food and drinks categories, 
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and the fourth produces shortening and oils for human consumption as well as different 

types of soaps. The names of these companies and of the people interviewed are omitted 

unless authorized expressly by the company or the person. Because these four companies 

were not chosen randomly but rather because of the characteristics they share—producers 

of basic consumer goods, production centers in Bogota and multiregional distribution 

schemes—I am cautious about establishing generalizations based on my findings on these 

four cases (George & Bennett, 2005, p. 315). The second paper, based on a quantitative 

methodology, explores the external and internal factors that determine one company’s 

decision to distribute its products to a certain location, focusing specifically on how factors 

associated with armed conflict influence this decision, following Forero et all’s approach to 

the impact of uncertainty derived from violence in the Colombian agribusiness (Forero-

Pineda, Wills, Andonova, Orozco, & Pardo, 2010) (Forero-Pineda, Wills, Andonova, 

Orozco, & Pardo, 2010). The hypotheses stated in the second paper build on the 

conclusions stated in the first, and focus on the contracts and the municipalities used by the 

company in question. It uses a reference case study to analyze the influence of uncertainty 

on the distribution of the specified products. 

Qualitative data can be used to shed light on whether a company will subscribe to 

one type of contract or another as well as to determine the tacit arrangements that surround 

each contract. Quantitative approaches help us think about specific cases and how these 

cases fit the proposed model. Qualitative approaches help us think about the workings of 

these arrangements in a nested analysis (Lieberman, 2005, p. 440). Nevertheless, to 

adequately triangulate the information collected on the reference case study, it is necessary 

to contrast different cases and to assess how either violence or security in each municipality 

is related to the type of contract established between companies and their distributors 

(Gibbert, Ruigrok, & Wicki, 2008).  

Following Mahoney and Goertz’s analysis on the ways in which quantitative and 

qualitative methods complement each other, the objectives of this multi-method effort are 

to (1) assess the mechanisms and causes that explain a determined relationship between 

different variables and (2) asses the probabilistic relationship of these variables (Mahoney 

& Goertz, 2006, 229). The first paper is concerned with the “specific outcomes of particular 

cases,” while the second one estimates “the average effect of one or more causes across a 
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population of cases” (Mahoney & Goertz, 2006, 230). Approaching a research problem 

through different methodological paths allows for a better comprehension of one of the 

problems Colombian organizations face on a daily basis. 

A multi-paradigm theoretical approach implies a multi-method research strategy 

(Lewis & Grimes, 1999, p. 675). For the first paper, I chose one in depth reference case 

study and three supporting case studies. The cases chosen are positive cases (George & 

Bennett, 2005). They were chosen precisely because they all deal with the production and 

distribution of goods that are part of Colombia’s basic consumer goods basket; they all 

operate with different distribution schemes and different contractual arrangements with 

their distributors, such as internally organized distribution, outsourced distribution, or a 

combination of the two; they all distribute their goods to small independent retailers and 

rely heavily on this “traditional channel,” and they all have a multi-regional presence, as is 

shown in the development of the case studies in the first paper of this dissertation. In the 

second paper the unit of analysis is the 1000 plus municipalities of the country, and the 

reference case study is used to build the dependent variable—that is, the type of contract 

agreed upon by the distributor and the freight generator.  

The reference case study was chosen because of the disposition of the organization 

to disclose their archival information and because they allowed me to personally observe 

the different distribution and production processes and to attend company meetings. The 

supporting case studies were chosen because of widespread presence of these companies in 

the Colombian market and because these companies’ policies, particularly Bavaria-

SabMiller, permeate the policies drafted by other companies. A notable example of this is 

the semi-centralized distribution arrangement used by various Colombian companies, 

referred to by lawyers and managers as the “Bavaria contract” (J.Ricaurte, recorded 

interview, May 27, 2015).  

Rigorous case selection is one of the most challenging aspects of qualitative studies. 

This dissertation explores the effect of uncertainty that comes with violence and armed 

conflict in the type of contracts agreed upon by distributors and industrial freight generating 

organizations, a topic that has not been thoroughly studied. Because this question stands on 

a theory that is still work in progress in which the interaction between different variables 

has not been yet thoroughly explored, starting with a case study methodology is very useful 



DOING BUSINESS AMIDST CONFLICT 12 

(Gibbert, Ruigrok & Wicki, 2008, 1466). The exploration of concepts in the first paper 

allows for the definition of hypotheses in the second paper.  

The information for building the case studies comes from primary and secondary 

sources. The first step after deciding to research the way Colombian companies adapted to 

a turbulent environment was to recreate the historical context of the past decade, focusing 

on the conditions that could affect business decisions, specifically regarding the distribution 

of goods. I reviewed fifteen years of national press (El Tiempo, Semana, El Espectador, 

Portafolio and Dinero) using the magazine and paper’s online search engines with key 

words such as roadblocks, undersupply and land piracy and then with the name of each of 

the four companies studied, as well as that of the CEOs of each of the four companies. I 

also used the National Police’s official information regarding land piracy (Dirección de 

investigación criminal and Interpol, 2009, 2010, 2011, 2012, 2013, 2014). The second step 

was to review the regulation regarding public and cargo transportation and how it changed 

between 1990 and 2014. This implied the revision of the Colombian Code of Commerce, 

the policy documents that regulated the transportation of cargo in the period 

abovementioned (CONPES), and the discussions about these projects on the national press.  

Parallel to this search, I started conducting open interviews with key stakeholders in 

order to explore my initial intuitions and contribute to precision of the context of the 

dissertation. The information gathered in this initial step was compiled using Clifford 

Geertz’s notion of thick description (Geertz, 1973). As stated in his classic book, The 

Interpretation of Cultures, description must be interpretative, it must analyze the way social 

discourses flow, it must be bound by what is perceivable, and, lastly, it must be detailed, 

almost microscopic (Geertz, 1973, p. 5).  

The next step was defining the conceptual categories that would guide the rest of the 

research. The categories defined were control and power, legitimacy and sustainability and 

uncertainty. Conceptual theoretical and empirical validity is the most important aspect of 

any qualitative research: if concepts aren’t sufficiently specified, the observations could 

lead anywhere (Mahoney & Goertz, 2006, 243). As stated by Gibbert et al, construct 

validity and internal validity come from establishing a clear chain of evidence behind these 

constructs and by triangulating theoretical intuitions with empirical information creating the 

abovementioned chain of evidence (Gibbert, Ruigrok, Wicki, 2008). This is important in 
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the recollection of data. These categories and the interplay of these categories guided the 

second group of in depth interviews that were structured according to the previous analysis 

and the design of the questions for the survey carried out with Company A’s distributors. 

The results of this survey, composed of 26 questions, are summarized in Table 6. The 

complete survey can be viewed in Appendix 2. The survey poses questions regarding how 

distributors relate to the freight generator and how they relate to the context they work in. 

The categories were used to guide the active observation I carried out throughout the study 

and to analyze the archival and documental information reviewed from the reference case 

study: each distributor’s folder with all the contracts signed between the distributor and the 

company, the annotations to the contracts, and the memos and letters crossed between the 

two parties. The information gathered after the categories were defined was used to analyze 

the distribution of goods in the reference case study and the validating studies.  

The different processes regarding the distribution of goods and the roles played by 

each system involved the way companies interact, and the way information flows between 

them were analyzed using Stafford Beer’s Viable System Model (VSM) (Beer, 1994). This 

meant defining what was the level of recursion (or embedded sub-organizations) that was 

going to be analyzed and analyzing the different roles played in each level, following VSM 

criteria. In this case, the system in focus, the recursion level analyzed, refers to the patterns 

of interaction regarding distribution, as can be seen in Figure 1, which zooms in the system 

in focus. Needless to say, this figure is more focused on the roles and hierarchies of the 

different roles of the distribution process in a model organization than a typical ‘unfolding 

of complexity’ using VSM language (as in Espinosa &Walker, 2013). That is why it uses 

square boxes rather than circles to represent the roles.  

Nevertheless, the idea behind this diagram is still to choose those primary roles who 

have direct responsibility for implementing the networks’ purpose (freight and distribution) 

at all levels of embedded (recursive) organization, and their interactions. Aiming to avoid 

communication problems that have been reported when using the original VSM diagrams 

with the customers of a systemic intervention (Lowe et al, 2016), The VSM maps 

developed using the primary data were discussed with the managers and advisors of the 

reference case study—as they are presented in the first paper—in the form of tables in 

which the different points of diagnosis and the systems they affect are identified. In each 
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point of diagnosis there is an analysis of the institutions, formal or tacit, that are used. In 

this step, I focus particularly on the relationship with the environment and a mapping out 

the institutional framework previously studied, following Watts’s approach concerning the 

impact of institutions on the analysis of the VSM (Watts, 2009, p. 60-61). This led to a 

refinement of the concepts defined in a previous section. One of the most difficult aspects 

of this refinement was separating institutions from interactions, avoiding the over-

socialization trap (Morris & Manny, 2005, p. 145-147; Granovetter, 1985).  
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Figure 1: System in Focus 
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The interviews and the press information gathered for the validating case studies 

also helped refine the concepts in question. Because qualitative studies part from specifying 

a few possible causal paths to a specific outcome (Mahoney & Goertz, 2006, 238), the 

identification of the saturation point—the indicator of robustness in qualitative studies—is 

very sensible. It was evidently reached when the information gathered in interviews from 

actors outside and within the reference case study repeated over and over.  

The definition of concepts and the propositions of the first paper were the basis for 

the hypotheses of the second paper. For this paper, I used the archival information of the 

reference case study described above to define in which municipalities Company A had a 

significant presence and which contractual arrangement regulated the relationship between 

the distributor and the freight generator in each municipality. This information was used to 

build a contractual decentralization index, the dependent variable in a fixed effect panel 

regression (1998-2008) for assessing the impact of uncertainty on contractual 

decentralization (Harbaugh, Krause, & Vesterlund, 2002). The independent and control 

variables used in the model were taken from several municipal data bases with information 

regarding violence and armed conflict, municipal government efficiency, distance from 

Bogota to each municipality and basic demographic and economic data. Control variables 

played a key role in the model, as they were not only used to reduce error and increase 

statistical power, but were considered in the hypotheses. As Becker (2005) mockingly 

states, “Control variables are variables too” (p. 275).  

Setting The Assumptions Straight 

This dissertation stands on three assumptions. The first assumption is that there is 

indeed an armed conflict in Colombia and that this has led to rampant violence throughout 

the national territory. Of course, this context of violence generates uncertainty, and this 

uncertainty means productive organizations in this country have to adapt to radical 

conditions. This conflict doesn’t only involve guerrillas, paramilitaries and the state, but 

also other actors that have political stances attached to violence such as drug trafficking 

cartels and even common delinquency (Palacios, 2012, 31). It also assumes that this is a 

changing conflict, and as the actions and strategies developed by the groups in questions 

change, the reactions of private and civil actors to the conflict also affects the price of 



DOING BUSINESS AMIDST CONFLICT 17 

commodities and the availability of work force (Dube & Vargas, 2013). Productive 

organizations have been the victims and the perpetuators of the conflict in one way or 

another. In this dissertation, I focus specifically on how these legal productive 

organizations—and by legal, I mean those that abide by the law— have legally survived 

amidst the presence of illegal armed groups. This does not mean that I am unaware of 

companies that have survived through other types of strategies, such as explicit agreements 

with illegal armed groups, and that have benefited directly from Colombia’s prolonged war. 

One of the best-known cases of this is Chiquita Brands a company that, as stated by Evans, 

had an explicit agreement with paramilitary groups and directly benefited from their actions 

(Evans, 2011). Nonetheless, the way legal companies have managed the political 

uncertainty derived from violence remains unexplored. This is important because the 

distribution of goods is precisely the aspect in which freight generators deal directly with 

the perils of the armed conflict. It is when visiting clients all over the country that 

organizations leave the formal, urban and industrial environments they operate in and face 

the complexity and perils of rural, peripheral, or informal markets where the presence of 

illegal armed groups can be more intense. It is likely that during the implementation of the 

Transitional Justice System that is stipulated in the peace agreement with FARC signed in 

September 2016, which offers incentives for the parties involved in this conflict to tell the 

truth for more lenient sentencing, Colombia will have the opportunity to set the record 

straight on many of these incidents that we have not thoroughly explored. 

The second assumption is that infrastructure, distance, regulation regarding 

transport, insurances and the presence of the state are factors that determine the type of 

contract and governance arrangement that organizations and individuals agree upon. These 

factors, as well as the uncertainty of the armed conflict, are decisive in determining these 

arrangements (Guaqueta, 2006). I take these elements into consideration with the caveat 

that this is not a dissertation about distribution networks or logistics, but rather one that 

explores the changes in logistics and distribution as a strategy for adapting to a determined 

condition, the incentives behind these decisions, and the brokerage role played by 

distributors. I explore the distribution contracts of producers of massive consumer goods, 

because they capture how organizations cope with economic and political uncertainty 

derived from violence.  
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The third assumption is that in the assessment of the questions stated above, I 

consider the fact that Colombia had a price reference table that regulated freight prices 

between municipalities from 1997 to 2013, and that the model contracts used by the 

reference case studied in this research organization have not changed since 2005, as 

confirmed by J.Velez in a personal interview (J.Velez, interview, July 26, 2012). Even 

though direct distribution contracts that involved hierarchy (hybrid and centralized 

agreements) could be exempt from these mandatory freight prices, they did act as reference 

prices for unregulated transactions. 

The contributions of this dissertation are threefold. First, it establishes 

communicating vessels between different theoretical approaches that together can lead to a 

better understanding of how organizations adapt to turbulent environments: Stafford Beer’s 

Viable System Model gives elements to determine how an organization deals with 

complexity and how it establishes internal processes to adapt to external circumstances. 

Institutionalism allows companies to systematize the social norms that determine this 

complexity and this reaction, while transaction costs gives a proper framework for 

analyzing the types of contractual arrangements between and within organizations. While 

Institutionalism focuses on analyzing agent interactions from the viewpoint of their 

economic transactions, VSM also focus on analyzing agent interactions from the viewpoint 

of their capabilities to deal with joint tasks’ complexity. Second, it explores a specific 

situation in an environment that has not been thoroughly studied, despite the growing 

interest in the Colombian armed conflict, specifically how legal organizations have 

continued to do business in environments with rampant illegality and how formal and 

informal markets have connected. Third, it proposes a decentralization index to explore 

historical changes in contractual arrangements. Additional to these scholarly contributions, 

paper one discusses the problems in the current transportation regulation in Colombia and 

proposes changes and paper two discusses which might be the most efficient contractual 

arrangements to use in complex and violent environments.  
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Paper 1: Relinquishing Control to Deal with Uncertainty 

Abstract 

This study explores the nonprofit incentives that underlie the contractual 

arrangements that shape the distribution of basic consumer goods, and how these change 

under the auspices of political violence. As uncertainty rises, freight generators willingly 

give up control to manage this complex situation and therefore protect its legitimacy and 

sustainability. Distributors are willing to accept more uncertainty if it allows them to grow 

their business and gain independence. In order to explore the interplay of uncertainty, 

control, information and interaction, and legitimacy and sustainability, I use different 

qualitative research approaches in one organization—in-depth interviews, surveys, 

observation, and archival work—and then contrast these results to three other case studies 

of other companies producing basic consumer goods that also rely heavily on small 

independent retailers for their sales. Methods combine institutionalism conceptual tools and 

Stafford Beer’s Viable System Model as analytical tools. Results showed that there is a 

dissemination of uncertainty along the distribution chain at the expense of control and that 

this arrangement depends on the type of interactions and on the type of relationship 

developed between the freight generators and the distributors. These results challenge the 

pertinence of the current regulation for freight transportation in Colombia. 

Key words: Control, uncertainty, viability and legitimacy, governance 

 

Introduction 

One of transaction cost theory’s main contributions to organizational studies is the 

analysis of the reasons that determine the existence of different organizational structures 

and the provision of a set of tools that allow us to questions these arrangements (Ménard, 

2005, 283). An organization’s governance structure must adapt to specific conditions that 

vary in space and time. Organizations that thrive in highly turbulent economic and political 

environments, for example those in conflict ridden countries, appear to give up control to 

manage uncertainty, as part of their adaptation arrangement. The combination of for profit 

factors traditionally studied by transaction cost economics and those derived from war 

related situations may lead to counterintuitive governance structures, namely the fact that 

lower levels of control, when uncertainty is higher, allow for better management, despite 
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high frequency and high asset specificity. Economic sociology, and most notably new 

institutionalism, build on the question about organizational governance structures by 

providing additional interpretative tools to study different organizational forms, parting 

from the notion that “all forms of organization are costly, and their respective advantages 

can be assessed only comparatively” (Ménard, 2005, p. 284). One of the privileged sources 

of information to study the advantages behind different organizational structures is the 

analysis of contracts. Contractual arrangements give the necessary information to assess the 

classical aspects studied by transaction cost theory to analyze organizational governance 

structures—namely frequency, asset specificity and uncertainty. As expected by transaction 

cost theory, in scenarios of high frequency of interactions and high asset specificity, 

organizations tend to establish hierarchical arrangements and these are reflected in 

contracts. On the contrary, in scenarios of high uncertainty, low frequency of interactions 

and generalized assets, organizations opt for decentralized arrangements, which are then 

reflected in contracts (Williamson, 1971, Williamson, 1995).  

This notion might lead to the idea that hierarchical and decentralized contractual 

arrangements appear to be the two ends of a continuum. In this simplistic notion of 

organizational governance, arrangements that have parts of one end and parts of the other 

would be located somewhere in the middle. Nonetheless, the governance structures that “lie 

in the middle,” that is, hybrids, are far more complex than originally imagined. In his paper 

on the French poultry industry, Claude Ménard argues that “hybrid forms” have identifiable 

properties that are distinct from those of markets and formal organizations” (1996, p. 155). 

In a more recent paper, Ménard’s view takes Williamson’s “discrete structural forms” 

perspective view of contractual arrangement one step further, shedding light on how the 

choice of governance structures responds to the economic incentives involved in each 

context and how hybrids “organize joint activities based on inter-firm coordination” in 

scenarios where markets cannot coordinate different and sometimes opposing interests and 

where “integration would reduce flexibility, create irreversibility, and weaken incentives” 

(Ménard, 2005, p. 296). 

This perspective opens the possibility of inquiring into other factors that affect 

contractual arrangements other than frequency, asset specificity and a general notion of 

uncertainty, and include political uncertainty, social networks, irrational assessments of risk 



DOING BUSINESS AMIDST CONFLICT 21 

and other nonprofit motivations. It opens a debate that concerns the impact of political 

uncertainty on the establishment of organizational governance, specifically regarding 

contractual arrangements from different theoretical perspectives. Parting from this idea, I 

analyze in this paper the nonprofit motivations behind specific contractual arrangements 

that define another specific organizational structure. For profit incentives are not the only 

driver behind governance structures evidenced in contractual arrangements. This doesn’t 

mean that they are not important, as Elster states, “to accept social norms as a motivational 

mechanism is not to deny the importance of rational choice” (Elster, 1989, p. 100). It does 

mean, however, that context specificity cannot be ignored when analyzing variables behind 

a contractual decision. Nonprofit incentives help us understand how organizations use their 

structure to adapt to specific environments, even in situations of high turbulence. As I argue 

in this paper, contractual decisions in contexts of high uncertainty, specifically political and 

regulatory uncertainty, respond to the interplay of profit incentives and relational and 

communicational issues. In other words, the decision behind determined contractual 

arrangements is guided by rationality and by social norms and by the context of the 

relationship and the patterns of interaction between the involved parties.  

The conceptual tools provided by transaction cost theory are useful for posting 

questions regarding the type of organizational governance and organizational structure 

based on ownership (Williamson O. E., 1995; Williamson O. E., 1991; Williamson O. E., 

1971), but the analytical tools traditionally used by these approaches tend to simplify the 

myriad of interconnections involved in the decision behind a determined governance 

structure. Stafford Beer’s Viable System Model provides these complementary analytical 

tools (Beer, 1994; Espinosa & Walker, 2011). Unlike other complexity approaches, the 

Viable System Model translates a systemic view of organizations into a series of tools and 

concepts that help determine how complexity is managed within and between organizations 

parting from the basic notion that organizations are constantly adapting to complex 

environments (Espinosa & Walker, 2011, p. 13). It offers a way of mapping and valuing in 

more detail the different levels of embedded organizational teams, and their capabilities to 

deal with the complexity of key organizational tasks and relationships.  According to these 

two authors, the Viable System Model provides a metalanguage to understand and manage 

organizational complexity, and contrary to other approaches such as Holland’s (1992) 
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Complex Adaptative System, it also provides specific tools to facilitate systemic 

interventions. This way, the VSM not only proposes a way of mapping, understanding and 

referring to complexity but also tools to make these analyses useful for organizations.  Beer 

proposes to analyze the viability of a system, understanding viability as “the ability of a 

system to maintain a separate existence,” by breaking down organizational functions into 

five categories of systems (Beer, 1994, p. 199). The reason why “a different set of 

abstractions [are a useful] working tool” (Beer, 1985, p. xi) is precisely because VSM is not 

designed for modeling an organization’s formal structure, but rather for determining how 

variety and complexity is managed within informal or formal networks of people 

responsible for key tasks in an organization. The VSM will be used throughout this 

dissertation to map the issues pinpointed in the text that allow us to understand the 

decisions behind different governance structures regarding the distribution of basic 

consumer goods in Colombia precisely because of its practical tools to understand and deal 

with complexity. Unlike its sister complexity theory, Complex Adaptive Systems (CAS), 

the VSM offers detailed criteria to design decision making structures and to re-design and 

rebalance stakeholders’ roles and decision capabilities to achieve better management of 

complexity and therefore, better performance. Even if there are other systemic approaches 

that could also strengthen the analysis by providing a systemic view on complex situations 

and interactions, no other offers detailed criteria and tools to rethink the way of dealing 

with the complexity and uncertainty of interactions as the VSM does. Soft approaches are 

ideal to support problem solving; critical systems are focused on analyzing stakeholders’ 

interactions regarding power, and other systemic approaches focus on analyzing business 

processes, such as Lean Systems, Systems Dynamics, or strategic development processes, 

such as Interactive Planning. 

This paper explores the profit incentives and relational and communicational issues 

that stand behind contractual arrangements for the distribution of basic consumer goods in 

peripheral Colombia to explain how uncertainty and control are distributed among the 

parties in each contractual arrangement. To do so, it uses elements from new 

institutionalism and Stafford Beer’s Viable System Model which help it determine the 

institutional framework, the contractual and non-contractual aspects of the distribution 

agreements, and the nature of the interactions between key roles in the distribution chains  
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(Beer, 1985; Beer, 1994). I argue that these two approaches to organizational structure 

complement each other and allow researchers to have a broader view of the motivations 

behind a decision, which involves understanding issues of control and governance from 

both the economic incentives perspective and the communication and relational issues, as 

further explored in the methodology section. This paper is based on one in depth case study 

and three supporting cases. The four companies examined are industrial producers of basic 

consumer goods whose sales have relied heavily on small independent retailers and that 

operate in a context of high political uncertainty and a variable and complicated regulatory 

framework, as is explored in the next section. The information from the interviews was 

complemented with archival data. These four organizations operate in Colombia, where 

companies had to learn to navigate amidst conflict and where facing decisions that affected 

the organization and its employee’s integrity and legitimacy was not a hypothetical 

situation but rather part of everyday life. Probably one of Colombia’s most salient 

characteristic is its “paradoxical pattern of development,” in which “on the one hand, stable 

political, economic and social institutions coexist with very high levels of violence and 

territorial fragmentation, on the other” and more specifically, where, there is an asymmetric 

institutional development that combines “small niches of excellency in the center of the 

institutional map, and ample areas of precariousness in the peripheries” (Rodríguez-

Garavito, 2012, p. 57, 84). 

These companies will be referred to in this paper either as organizations producing 

basic consumer goods and as freight generator indistinctively, using the term commonly 

employed by local managers and trade consultants (Ricaurte, 2013). The interviews were 

held during 2012-2015, but the archival work covers the period between 1990, when a 

mayor Constitutional Reform was instituted in Colombia, and 2015, when the project 

concluded. 

After this introduction, this paper is divided into six sections. In the coming section, 

I discuss the empirical setting and give an overview of the sources of political uncertainty 

for the distribution of basic consumer goods in Colombia and discuss the current 

regulation. This analysis is mapped using the analytical tools of Beer’s Viable System 

Model. On the third section I discuss the four concepts guiding this research and propose 

five potential schemes and discuss the theoretical implications behind each of them. In the 
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fourth section I discuss the methods and the data collection strategies. In the fifth section I 

present the results using the VSM’s analytical tools and propose two hypotheses that derive 

from the analysis of the propositions. In the final section I discuss the limitations and future 

implications of this research. 

 

Empirical Setting 

Understanding the institutional environment is necessary for analyzing any 

contractual arrangement. As stated by Ménard, institutional environments are “an external 

source of uncertainty, influencing the choice of one form of hybrid rather than another” 

(Ménard, 205, p. 299). In recent years, there has been a growing interest on the analysis of 

the institutional framework as a key aspect of understating governance structures and 

relational issues underlying contractual arrangements (Tihanyi, Graffin, & George, 2014).  

Understanding the environment is key when a cybernetic perspective is used, as it is 

not possible to analyze the viability of a system without understanding its relationship with 

the environment. As Beer states, “we have to note that any viable system exists in an 

environment, and that this environment may be a precondition of viability” (Beer, 1994, 

119). A system chosen in a determined study because of a question or interest, is also 

embedded in other systems, much like Russian dolls are (Espinosa & Walker, 2011). 

Following this train of thought, systems have different relationships with their 

environments and they can delineate or “parcel out” the environments that affect their 

operations “in highly arbitrary ways” (Beer, 1994, p. 128). Parting from the notion that 

“environment” is not necessarily a geographical concept (Beer, 1994, p. 129) but rather one 

that involves different instances such as institutional, regulatory and market relationships, 

as well as connections between systems in different recursions, the following section 

describes the environmental issues—particularly, the regulatory framework, a brief history 

of land piracy and uncertainty associated with transportation, and the specifics of the 

market structure—which are necessary to understand the distribution of basic consumer 

goods in peripheral areas in Colombia.  
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Table 1: Viable System Model of Recursion Level 0, Systems, Focus and Functions 

 

System 1 
Four organizations studied: Company A, B, C 
and D, distributors, commercialization 
companies. 

Process level 

System 2 Transit police, customs and tax authorities 
Regulation and tactical 
planning 

System 3 
Ministry of Transportation and other policy 
making authorities 

Operations, planning and 
control 

System 3* Superintendence of transportation, transit police Audit 

System 4 
Ministry of Transportation and other policy 
making authorities 

Development, research and 
marketing 

System 5 
Congress, different lobbies (including trade 
unions of truck drivers, commercialization 
companies and industrial companies) 

Decision to maintain identity 

Environment 

Regional differences, dispersed traditional 
market, concentrated modern market, varying 
levels of violence and varying sources of 
violence 

 

 

 

The following description of the environment shadows Stake’s methodological 

suggestion of mapping the different dimensions of the historical context in which a 

situation happens to have enough tools to analyze the particularities rather than the ordinary 

elements of each case (Stake, 2005, p. 446-447). The contextual analysis of the following 

three sections is gathered in Maps 2.1 and 2.2 using the first three steps of Espinosa and 

Walker’s methodology for self-transformation that is based on Beer’s VSM’s methodology 

(Epinosa & Walker, 2011, Chapter 3; Beer, 1985). 

Regulatory Framework 

The importance of government regulation in the functioning of markets cannot be 

understated. As stated by Fligstein in one of economic sociology’s cult books, The 

Architecture of Markets, “firms operate against an extensive backdrop of common, 

understandings, rules and laws [that] are most often supplied by governments” (Fligstein, 

2002, p. 3). Despite the liberalization trends in transportation regulation that have been in 
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vogue in the past 30 years in various OECD countries, transportation, including road freight 

transportation, has remained highly regulated (Boylaud, 2000). Colombia is not an 

exception to these trends. Freight transportation is considered a public service. This means 

that even though the vehicles used for freight transportation are mostly privately owned, it 

is understood that they serve a public purpose and therefore must comply certain 

regulations.  

In conformity to the regulation that has been in force since 1993, public freight 

transportation by land in Colombia has to follow a three-pronged process that includes the 

freight generator, a transportation company that serves as an intermediary and the truck 

drivers (Law 105 of 1993, Law 336 of 1996, Law 769 of 2002 and Code of Commerce). In 

principle, when using public freight transport, freight generators cannot sign transportation 

contracts with truck owners or drivers directly, and must proceed through an intermediary. 

Consequently, these intermediaries must be constituted as commercial organizations whose 

main activity is freight transportation and must be authorized by the National Ministry of 

Transportation to provide this service (Decree 173 of 2001). These intermediaries must 

have the “human, technical, financial and information resources to provide an efficient and 

high quality service” (Conpes 3489, 2007, p. 6). They are supposed to be a guarantee of 

formality and risk-control in the transportation contract. In addition, any service provided 

by a public service truck must have an official freight manifesto stating exactly the type and 

quantity of the freight, the origin and destination, and the people and organizations 

involved in the transportation transaction. This manifesto was mandatory for every product 

except those that are considered necessities as proclaimed in Decree 144 of 1988, until mid-

2015, when it was stated that every shipment transported by land between municipalities 

except non-processed agricultural products had to comply with this obligation. 

Before this recent modification, Luis Orlando Ramirez, transportation union leader, 

stated that these exemptions, as well as the fact that intra municipal freight transportation or 

private trade transportation do not need cargo manifestos either, had contributed to the 

sector’s rampant informality (L. Ramirez, recorded interview, July 22, 2014). Specifically, 

he stated that the fact that agricultural and primary products, intra municipal transportation 

and private transportation do not need an official freight manifesto opened a loophole that 

contributed to the failure of the three-pronged system. Juan Carlos Rodríguez, 
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representative of the transportation companies, has a different take on this conundrum (J. 

Rodríguez, recorded interview, July 25, 2014). According to Rodríguez, the main issues 

regarding the lack of clarity and potential loopholes of the transportation regulation stems 

from the lack of differentiation of passenger public transportation and freight public 

transportation in law 336 of 1996. Still, Ramirez states that there is one aspect in which the 

law is perfectly clear: the current regulation doesn’t allow individuals to provide transport 

services without passing through formal organizations. Even the figure of sole 

proprietorship societies that was used by owners of three or more freight trucks was 

revoked for transportation contracts by the turn of the century. According to José Antonio 

Ricaurte, a Colombian risk assessment expert, the result of this regulation is the following 

“after fifteen years of working under this regulation and a great deal of critiques from truck 

owners, Colombia has seen the creation of an important group of transportation companies 

that are well organized, have controlled processes, quality control mechanisms. 

Additionally, freight management and equipment control has improved as has the 

formalization of trucks and drivers” (Ricaurte, 2013, p. 61). Ricaurte states that a way of 

assessing this improvement is comparing Colombia to its neighbors: in Peru, Venezuela 

and Ecuador individuals are involved in the contracting process and this has led to an 

almost negligible reimbursement of damages in the past decades (Ricaurte, 2013, p. 61). 

Nicolas Estupiñán, Deputy Minister of Transportation at the time of the interview, 

stated that the current regulatory framework for public freight transportation leads to 

several market distortions that are difficult to understand and that create unfortunate 

externalities (N. Estupiñán, interview, July, 4, 2015). For example, truck drivers and truck 

owners in this scheme have little to no stability: their contract ends as soon as the trip ends 

and employment contracts between intermediaries and drivers or truck owners are not 

frequent. On the other hand, long-term contracts are common among the generators and the 

intermediaries but scarce among the intermediaries and the drivers. As a matter of fact, the 

official transportation contract as typified in the Code of Commerce is signed between the 

freight generator and the intermediary leaving the truck owner and truck driver outside of 

the contract (Conpes 3489, 2007, p. 7). Nonetheless, these regulatory efforts seem 

disconnected with reality: 76,1% of the truck fleet in 2006 belonged to individuals as 

opposed to organizations (Conpes 3489, 2007, p. 10). Moreover, in addition to the little to 
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nonexistent stability in the contractual relationship between the transportation company and 

the truck owner when dealing with public service trucks, mouth-to-mouth is still the 

predominant signaling mechanism in the transportation sector in Colombia. 

Estupiñán states that a possible explanation for this situation is the high transaction 

costs of transportation in Colombia (N. Estupiñán, interview, July 4, 2015). Having long-

term contracts of employment relationships with truck drivers implies buying trucks, 

training people, paying for social security and paying for management. Additionally, truck 

drivers and owners have specific knowledge about the routes such as gas prices in different 

cities, the best and cheapest restaurants and hotels in the routes, the condition of the roads 

and the security information, that due to their respective levels of informality are pieces of 

information that are hard to formally account for. There are other costs associated with the 

transportation of products in Colombia that are not part of official accounting. Some of 

these include informal information about the prices of diesel, or the best places to have 

lunch. Others bribes and illegal fees paid by truck drivers to get ahead in the line for 

loading and unloading in maritime ports as well as payoffs to organized criminal groups 

must also be considered. In the current state of affairs, these costs are diluted along the 

chain and are not officially considered in the total cost of freight transportation (N. 

Estupiñán, interview, July 4, 2015).  

Union leaders defend the three-pronged system empathically. Ramirez states that 

there are several loopholes in the regulation that have been used by freight generators to 

their advantage by avoiding the intermediary stated by the law. He believes that freight 

generators have private truck fleets for inter-municipal distribution to avoid having to 

comply with the public transportation regulation and those that sell their products to 

informal businesspeople that transport goods to remote areas are bending the law in their 

favor. In particular, according to the union leader, this last type of transportation 

arrangement is extremely prejudicial for trade, as it doesn’t comply with any of the risk 

management regulations other drivers have to abide to given the obligation of having a 

freight manifesto. In his words, “This way, they accommodate their commercial 

relationships to their convenience so they don’t have to abide by the legal dispositions 

stated in the model. The three-pronged model is very clear, obvious and clear. Everything, 

except a couple of products, must have a freight manifesto” (L. Ramirez, recorded 
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interview, July 22, 2014). Ramirez states that freight generators try to disregard the figure 

of the intermediary as a cost reducing strategy despite of what is stated by the law, the 

current predominant model in which a distributor is hired through a commercial contract 

for distributing a company’s products without the intervention of an intermediary is a way 

“of avoiding labor obligations, diminishing operative costs and obstructing labor 

formalization” (L. Ramirez, recorded interview, July 22, 2014). 

Freight generators have a different take on contractual issues, as their biggest 

concern is capillary distribution. Freight companies offer interesting options for 

transportation between ports, production centers and logistics hubs, but there are only a few 

companies that offer capillary distribution services (L. Ramirez, recorded interview, July 

22, 2014). Amaury Covo, General Manager of Tractocar, one of the country’s largest 

distribution companies, the focus of most of the large distribution companies is the 

movement of goods from factories to ports or from ports to transportation hubs (A. Covo, 

interview, June 25, 2013). In these situations, Colombian companies still tend to use private 

service vehicles or they tend to rely on small transportation companies that are small 

enough to be able to have tacit exclusivity arrangements with them, as happens with 

Company C and Company B (J. Sierra, recorded interview, July 6, 2015 and M. Krausz, 

interview, March, 2013). Moreover, this situation has led to very interesting distribution 

arrangements among complementary companies such Casa Luker (primarily a coffee, 

chocolate and soap producer) and Alianza Team (primarily an oil and margarine producer). 

In 2012, these two established a distribution agreement that has proven successful: Casa 

Luker started distributing Alianza Team’s products in chain supermarkets and small retail 

spots (S. Villegas, interview, May 3, 2014). Each company oversees its commercial 

activities, but Casa Luker is in charge of the logistics and distribution of both company’s 

products.  
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Figure 2: Institutional Map 
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Table 2: Diagnostic Points: Tacit and Formal Institutions, Description and Viable System 

Model, Recursion Level 0 

Diagnostic 
point Systems Description Nature 

1 

Environment, 
System 2, 
System 3 and 
System 5 

"Firms operate against and extensive backdrop of 
common understandings, rules and laws that are most 
often supplied by governments" (Fligstein, 2002). In 
the particular context, common understandings and 
governmental regulations don't necessarily agree. 
They can even be contradictory. Formal and tacit institutions 

2 

Environment, 
System 2, 
System 3 and 
System 5 

Public transportation in Colombia is overregulated. 
Freight generators can't hire truck owners or drivers 
directly and must pass by an intermediary. The 
purpose of this is to avoid informality. Formal and tacit institutions 

3 

Environment, 
System 1, 
System 2 and 
System 5 

Three pronged scheme involves a third actor in the 
contractual process. By law there has to be an 
intermediary between the truck driver and the freight 
generator. The purpose of this tight regulation is to 
fight against informality, without obtaining concrete 
results. Formal institutions. 

4 

Environment, 
System 1, 
System 2 and 
System 5 

Regulation affects actors differently. Lack of clarity-
loopholes-freight generators take advantage of this 
situation. Tacit institutions 

5 

Environment, 
System 1 and 
System 2 

Little stability in relationships between truck drivers 
and owners; contractual relationships end at the end 
of a trip/ Long term contracts which imply different 
relationships. Formal and tacit institutions 

6 

Environment, 
System 1, 
System 2 and 
System 5 

 Market distortions in the transportation framework 
creating unnecessary externalities. High transaction 
costs. Formal and tacit institutions 

7 

Environment, 
System 1, 
System 2 and 
System 3 

The market depends on mouth to mouth information. 
This information is exchanged between distributors, 
truck drivers, and freight generators.  Tacit institutions 
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8 

Environment, 
System 1, 
System 2 and 
System 5 

Land piracy: Pillage, theft, roadblocks-changing 
information. Interaction between government, 
unions, private sector. Formal and tacit institutions 

9 

 

Environment, 
System 2, 
System 3  
 

Law 105 of 1993, Law 336 of 1996, Law 769 of 
2002, Code of Commerce, Conpes 3489, Decree 144 
of 1988. 

Formal institutions 

10 
Environment, 
System 2  

No regional differentiation in regulation despite 
abysmal regional differences. Formal institutions 

11 
Environment, 
System 1 

+60% of the market is highly atomized: traditional 
distribution channel which requires the capacity to 
adapt to microenvironments.  Formal and tacit institutions 

12 
Environment, 
System 1 

-40% of the market is highly concentrated in4 key 
players which gives more importance to the atomized 
market Formal and tacit institutions 

13 
Environment, 
System 1 

Challenges of capillary distribution posed by 
regulation and local context. Formal and tacit institutions 

14 
System 1, 
System 2 

Distribution intermediaries must emit a freight 
manifesto for each trip, with exception of a few 
products.  Formal and tacit institutions 

15 
System 1, 
Environment 

Informal relationships between distributors-exchange 
of information regarding routes, princes of gas, 
security issues, etc. Formal and tacit institutions 

 

A final aspect of land freight transportation regulation in Colombia is that despite 

the abysmal regional differences in the country, regulation is not regionally differentiated. 

Organizations and distributors operate with the same regulatory framework in highly 

populated capital cities and remote towns; and in small cities with low violence rates and 

peripheral city belts in which there is an active presence of illegal armed groups. The 

intense debate around the effects of transportation regulation in an organization’s 

efficiency, on the one hand, and on the ever-growing informality, on the other, indicate the 

importance of uncertainty and control in the definition of distribution contractual 

arrangements in Colombia. Of course, regulation is a key decision making factor, and an 

essential part of the relationship between organizations and their environments. However, it 
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is also a territory of dispute. These arrangements do not only need to uphold contractual 

aspects such as frequency, asset specificity and uncertainty, but they also need to account 

for the willingness of different parties to accept apparently unbalanced contracts. 

Straightforward regulation is one of the many aspects that determine a contract’s 

enforceability and its ability to regulate a relationship, and in essence, the viability of any 

system. Environments in which regulation is unclear or changing, require specific 

adaptation mechanisms and require the operation system to be constantly adapting to these 

situations.  

Figure 2 illustrates the findings described in the previous paragraphs.  The interplay 

of institutions, tacit and explicit that regulate the relationship between freight generator and 

distributors can be organized in three different levels. The level closest to the core implies 

the institutions both parties decide upon directly, namely the type of contractual 

relationship, the task that each party will perform and the type of hierarchical arrangement 

between the two. The next level maps the explicit regulations in which the decisions of the 

previous circle can take place: the three-pronged system, the public transportation 

regulation, the overall framework and the local police codes. The two parties cannot 

directly decide on how these regulations operate, but are keenly aware of the implications 

of these institutions in their day to day decisions as described in the declarations of the 

interviewees. The last circle includes institutions that are out of the control of the two 

parties involved: uncertainty factors, market factors, national and local and center and 

periphery tensions as well as the overall environment. These factors are considered 

structural and are difficult to change from their position, but do affect the type of decisions 

they make.  

This figure is further developed in Table 2. This table maps the different diagnostic 

points identified while interviewing and surveying the parties involved in the distribution of 

basic consumer goods in Colombia and ties how each point affects a part of the system, 

using Beer’s Viable System Model and how this point is related to the tacit or formal 

institutions described in Figure 2. As Table 2 makes clearer, the VSM allows the researcher 

to classify the nature of complex interactions and to reflect on unbalances in the way 

stakeholders are dealing with the complexity of their interactions. While new 

institutionalism offers criteria to understand the nature of the contracts between 
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stakeholders, generically, by superimposing this understanding to the more detailed VSM 

mapping of typologies of roles and interactions and pathologies evolving from current 

interactions, the analyst can offer a more in depth analysis of current obstructions to 

performance and suggest improvements. 

A Brief Recent History of Freight Transportation in Colombia 

In the past years, management scholars have dealt with non-traditional contexts to 

question mainstream theories. This notion of non-traditional contexts can include different 

types of organizations, such as “private and family firms, entrepreneurial businesses, 

nongovernmental organizations, and public and private partnerships” as stated by Tihanyi, 

Graffin and George (2014, p. 1537). It has also considered different institutional, historical 

and geographical contexts. In 2010, Bamberg and Pratt of the Academy of Management 

Journal addressed researchers everywhere in the hope of revamping organizational studies. 

They entreated researchers to study countries other than the United States and those in 

Europe. In their words: “we should remind ourselves that some of the most significant 

contributions to management theory emerged from what might be labeled “unconventional” 

organizational research: research where either or both the sample and the context are 

unusual by all norms” (Bamberg & Pratt, 2010, p. 665). Because this dissertation partially 

responds to this request—it deals both with non-traditional organizational and 

geographical, historical and institutional contexts—carefully describing the context within 

which these contracts are drafted, is of special importance.  

Land Piracy in Colombia has been a recurring issue in Colombia’s recent history. In 

1991, Defencarga, an association of transportation companies fighting insecurity in freight 

transportation since 1971, sent Cesar Gaviria, Colombia’s president at the time, a document 

pleading for strengthened security on the roads (Los transportadores de carga, en las garras 

de la piratería, 1991). According to this document, in 1990 there had been over 100 trucks 

stolen, as well as freight worth 4 500 million pesos (1990 pesos) pillaged in 1990, 38% 

more than the previous year. El Tiempo, Colombia’s largest national newspaper, stated that 

land piracy was the biggest problem affecting Colombian companies in the mid-nineties. 

The official amount lost due to different forms of robbery of freight in 1993 was COP$ 97 

300 million, around $1 237 million dollars of the time, but per other sources, this amount 

could have been up to 19% higher. 
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By 1994, land piracy was no longer the exclusive preserve of guerilla groups, but 

had rather become a source of income for common delinquents as well. Despite their use of 

similar methods for freight theft—the establishment of false police roadblocks, the motives 

and the details varied by region. On the road between San Alberto and Barranquilla in 

Atlántico, most thefts were perpetuated by the FARC and the ELN –the two most 

prominent guerrilla groups at the time. Their primary intention seems to have been 

supplying their troops (Piratería se toma las vías, 1994).  

Medellin and Antioquia generally were the prime loci of piracy. The area comprised 

by Antioquia, Valle del Cauca and the Zona Cafetera was the most prone to piracy by 

common delinquents while Cesar, Santander and Magdalena were the most prone to piracy 

by guerrilla groups. These trends have continued in recent years, as is shown in Table 1.3.  
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Table 3: Land Piracy Events in Colombia 2007-2013, Recursion Level 0 

 

Note: Prices in dollars are adjusted to the official exchange rate of US Dollars to 
Colombian pesos in each of the reported years.  

Adapted from: “Tablas estadísticas: delitos y contravenciones”, (Dirección de investigación 
criminal and Interpol, 2009, 2010, 2011, 2012, 2013 and 2014). 
 

According to information provided by Fasecolda to El Tiempo, based on insurance 

claims in August 1994, Bogota-Medellin, was the most unsafe route in Colombia, where 3 

out 10 piracy incidents happened. This was followed by the Bogotá-Bucaramanga-Santa 

Marta route where 25% of the incidents happened, and the Bogota-Cali-Buenaventura route 

where 20% of the reported incidents happened. This information only reveals incidents of 

insured vehicles and the estimations made at the time suggest that the problem was 

widespread on every road in Colombia. These acts of piracy more often targeted the freight 

than the vehicles. The cargo was stolen by different means (roadblocks, at night while the 

 

Total 
reported 

cases 
Total reported cases 

involving trucks 

Total value of stolen 
goods and vehicles 

in US dollars  
Three most affected regions and 
number of incidents per region 

2007 
565 265 $26.325.855 

Bogotá Metropolitan area (98), 
Cundinamarca (78), Medellín 
Metropolitan area (72) 

2008 
646 310 $29.051.336 

Bogotá Metropolitan area 
(129), Medellín metropolitan 
area (107), Cundinamarca (96) 

2009 
580 259 $26.892.616 

Medellín metropolitan area 
(133), Bogotá metropolitan 
area (127), Cali metropolitan 
area (58) 

2010 
414 200 $53.121.375 

Medellín metropolitan area 
(104), Bogotá metropolitan 
area (48), Cali metropolitan 
area (45),  

2011 
404 178 $21.584.877 

Medellín metropolitan area 
(106), Bogotá metropolitan 
area (51), Arauca (39) 

2012 
392 169 $24.886.487 

Medellín metropolitan area 
(103), Valle (36) Bogotá 
metropolitan area (32) 
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driver was sleeping, by armed robbery and even while the truck was in motion) and the 

trucks that were stolen were found empty or incinerated elsewhere most of the time.  

In July of 1998, El Tiempo reported the recovery of a chocolate cargo form Luker 

that had been stolen by common delinquents. The vehicle and the freight together were 

valued at COP$ 60 million at the time. In April 2002, the same newspaper reported that the 

head of a gang of pirates had been caught in the outskirts of Medellin, the comunas, after 

the police had infiltrated the group 6 months earlier. The group apparently was one of the 

urban cells of the ELN in Medellin and was dedicated to the extortion of truck drivers and 

robbery of cargo in the city. Their modus operandi was to stop drivers and threaten to block 

their passage, if they didn’t pay a monthly stipend. Some of the affected companies were 

Coca-Cola, Postobon, Cervunión, Luker, Noel and Colanta. These companies had exposed 

what was happening to the authorities (Extorsiones de $400 millones, 2002). This type of 

news story is a regular occurrence in the local press, consistent with what Forero et al state: 

“Violence and insecurity in rural areas of Colombia have become common in recent years, 

and case-based evidence suggest that hybrid forms of organization may be functional and 

stable in contexts of violence and insecurity” (Forero-Pineda, Wills, Andonova, Orozco, & 

Pardo, 2010, p. 4). 

Aside from what may seem anecdotal evidence, land piracy has been a key debate 

issue in national news since 1990. In the past 25 years, there were over 21,575 mentions of 

land piracy in El Tiempo, Colombia’s largest national newspaper (El Tiempo, 2015). 

According to the National Police, trucks have been the type of vehicle most affected by 

land piracy, whether it has to do with the theft of vehicles or with the plundering of 

transported goods. 

In September 17, 2015, Colombia’s Minister of Defense stated proudly that land 

piracy had been 33% lower in the first semester of 2015 than the same period in 2014 and 

that this had been a recurrent trend in the past years (Judicial, 2015). Nonetheless, 

businesses do not perceive this reduction as an improvement in their overall security. In the 

past year, SABMiller Colombia decided to halt an ambitious plan to regain control of their 

distribution network based on security issues. In the words of its Logistics Vice-president, 

“We currently distribute directly to 76% of the country, the rest is covered via independent 

distributors. What will happen if things keep getting worse is that we’ll have to reverse this 
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trend because there are areas where we simply won’t go because of corporate governance 

and because we simply can’t deal with those kind of issues” (A. Barrera, recorded 

interview, July 17, 2015). This description helps us understand the relationship between the 

systems comprised between industrial organizations and their distributors and the 

contractual relationship between them, and to have elements for analyzing the different 

aspects that affect any distribution arrangement in this situation.  

Some Particularities of the Local Market 

 Colombia’s retail market still relies heavily on independent small stores around the 

country. This myriad of small stores, “the corner stores” (la tienda de la esquina), is 

considered the traditional distribution channel, and not the more modern channel comprised 

of hypermarkets and supermarket chains. According to Nielsen, the information and 

measurement multinational, 307,000 out of 577,331 retail spots in Colombia are small 

independent grocery retail locales that make up the “traditional channel” (La tienda, el 

aliado de la casa, 2014). The importance of independent retail spots depends varies across 

companies. For example, 98% of Bavaria’s sales, Colombia’s most prominent beer 

producer, depend on the traditional channel (Clavijo, 2012). Even though this is a 

particularly high figure, the dependence on the traditional channel is very high for 

Colombian producers of consumer goods and the cases studied in this paper are not an 

exception. For Company A, it represents around 60% of its total sales, and Company C’s 

sales are not very different. This last company sells only 22% of its products through the 

modern channel and the rest of its products are sold on the traditional channel or the 

institutional one. As Sierra from Company C stated “the small store in Colombia is 

reluctant to disappear” (J. Sierra, recorded interview, July 6, 2015). 

This trend is reflected in marketing investments made by producers of basic 

consumer goods. Company C, Company D and Company A invest in annual small 

storeowner fairs and in specialized magazines and union trade publications (Los tenderos 

de festival, 2002) (No falte al festival de la familia del tendero, 2003) and recognize the 

importance of this segment of the market. Even though logistics costs associated with the 

traditional channel go as high as 15-20% as opposed to 5.5% in the modern channel (A. 

Barrera, interview, December 10, 2013, ranges confirmed by phone with Velez, Advisor at 

Company A, and J. Sierra, Logistics Manager at Company C, September 22, 2015), the 
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diversity of this segment still makes it a safe and interesting target for the 

commercialization of basic consumer goods. 

Theory and Propositions 

 The motivations of an organization or an individual to agree to any contractual 

arrangement respond to the assessment of economic incentives in a specific scenario and to 

their relationship with the environment. Hybrid organizational structures imply separate 

ownership, as in classical market transactions, but also consider other forms of control set 

in place by explicit and implicit agreements between the parties involved, as a strategy to 

adapt to a specific environment (Ménard, 1996, p. 177). Political uncertainty caused by 

changing and uncertain regulations, violence and land piracy, as well as a highly atomized 

market are key factors that affect decision making in the distribution of basic consumer 

goods in Colombia. These three factors pose two different types of challenges for industries 

operating in this ambit.  

The first challenge is dealing with the very concrete threats associated with 

violence, such as direct confrontation with an illegal armed group, roadblocks, property 

damage, ransoms or the injury or death of an employee. The second one is the 

organization’s viability and legitimacy, which can be affected by any of these scenarios. 

These two factors are what impel an organization to devolve control onto their distributors. 

When an organization or even a specific agreement between an organization and another 

party is perceived as legitimate, it has followed an institutionalization process, which, 

according to Tost (2011), “occurs as an emerging social entity gains taken-for-granted 

quality that leads it to be perceived as an objective and natural reality”. Suddaby and 

Greenwood state that legitimacy is a key factor for organizational survival (2005, 37), or in 

Stafford Beer’s terms, for ensuring the system’s viability. Beer’s notion of viability goes 

beyond economic viability and addresses the most literal conception of the word: the ability 

to maintain a separate existence (Beer, 1994, p. 113). We submit that organizations will try 

to protect their legitimacy (or “viability”) by tightening or loosening hierarchical control—

or in Beer’s language, less dominance from meta-systemic rather than operational 

functions—depending on the organization’s liability in each area. In areas where there are 

higher perceptions of safety there would be more control and less control in areas with low 

levels of perceived safety.  
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Proposition 1: Freight generators will have more control of distribution in areas 

where there is a higher perception of safety.  

In the case of distribution of basic consumer goods in Colombia, distributors are 

willing to accept the increase in uncertainty implied by a decentralized agreement not only 

because the contractual agreement between the parties is legitimized, but because it gives 

them more control and greater independence. Forero et al state that the “the perception of 

personal insecurity similarly affects decisions on how to organize production and 

distribution activities” referring specifically to agroindustry, they found that political 

uncertainty only affects production contracts but not distribution contracts, probably 

because “production requires permanent presence in the conflict-ridden zones” (Forero-

Pineda, Wills, Andonova, Orozco, & Pardo, 2010, p. 12). Due to the seasonal nature of 

agroindustry, distribution is not a permanent feature of palmiculture, the case studied by 

Forero et al. On the contrary, companies producing industrial basic consumer goods depend 

on frequent contact with retail spots at risk of being replaced by the competition, and this 

contact is provided through commercialization and distribution activities. Distribution of 

control is one of the central aspects of any institutional arrangement, including contracts 

(Hart, 1995). Control and power play a definite role in the way uncertainty is distributed 

satisfactorily between two parties drafting a contractual arrangement. As stated by Scott 

(2002, p. 303) organizational power is closely tied to strategy and objectives. As a matter of 

fact, organizational goals do not only determine the path an organization follows but also 

the decisions that are taken and the power transactions within the organization (Scott, 2002, 

p. 303). In their classic paper Pfeffer and Salancik state that power is a way of lining up 

organizational strategy and the reality it operates in, “the amount of power an individual 

has at any one time depends, not only on the activities he or she controls, but also on the 

existence of other persons or means by which the activities can be achieved and on those 

who determine what ends are desired, and hence, on what activities are desired and are 

critical to the organization” (Salancik & Pfeffer, 1977, p. 8). A balanced distribution of 

uncertainty is unlikely when control and power are unbalanced, as can be concluded from 

Coase’s hold up problem (Klein, 1996, p. 177). Nonetheless, as Ménard states, two parties 

can agree to a seemingly unbalanced arrangement when there is some sort of information 

disclosure between the parties that can be interesting for the apparently losing party (1996, 
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p. 7). The importance of control in any of these agreements is the fact that “control makes 

command credible” as it “provides means for implementing orders, for evaluating the 

adequacy of actions chosen, and for checking on members tempted to renege their 

commitments” (Ménard, 2005, p. 290). This notion of the distribution of control can be 

extended to the distribution of uncertainty.  

We can suppose that producers of basic consumer goods are interested in preserving 

their position in the market by assuming the least uncertainty possible and therefore in 

situations of political uncertainty derived from violence, they are willing to relinquish 

control if doing so affords them greater safety. More uncertainty comes with more power 

and control over their operations. Distributors in non-hierarchical agreements are willing to 

assume greater uncertainty because they receive more power and control. Distributors also 

have ways of dealing with this transfer of uncertainty by protecting themselves on other 

fronts. For example, it is likely that distributors tend to distribute products to the regions 

they grew up in, or where they live. In any case, it is possible to assume that distributors 

with social ties to a region are more likely to distribute products to this region, even when 

the levels of violence are high. Another facet of this relationship is that distributors with 

relationships of longer standing with the industrial company are less likely to change 

routes. They tend to stick to the ones they have traditionally used, even if violence 

increases on those routes. This will be so because they already have established commercial 

networks in these areas, and because they have a long-term relationship with the company 

that has been profitable and beneficial for both parties. Human assets in “intra-firm 

agreements”, as well as the definition of hybrids have acquired weight, which Ménard has 

alluded to as the coordination of “legally autonomous decision makers while checking their 

propensity to free ride” (Ménard, 2005, 298).  

Proposition 2: In situations of political uncertainty caused by violence, freight 

generators will give up control, if doing so affords them greater safety. 

Proposition 3: Distributors are more likely to distribute products in areas with high 

political uncertainty caused by violence if they have social and family ties in a given 

area.  
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Proposition 4: Distributors prefer to continue working a route they already know, 

even if violence increases. This is because of the relationships they have already 

built on the route.  

Due to this transfer of control, both parties must define new governance structures 

beyond the contracts signed. For the relationship to be viable, the governance structure and 

the actual operation of the contract must be efficient, of course, understanding that for an 

authority to be able to exert its power, there must be mutual consent and commitment 

between the parties (Ménard, 1996, p. 28). But in the specific case of the relationship 

between industrial organization and distributors, there must be other governance 

mechanisms that go beyond the explicit mutual consent, commitment and contract signed 

between the parties. These mechanisms are decidedly equivocal and are more related to 

self-organization and to emergent properties than to the clauses in the contracts signed 

between the parties. Like almost every human interaction, hybrid organizations have 

coexisting explicit and implicit ways of exerting some sort of control over their 

relationship. The question falls on how to conceptualize these non-contractual aspects and 

how these affect the viability of the relationship between distributors and producers of basic 

consumer goods of the specific system this paper focuses on. Stafford Beer states that a 

system’s viability, in other words, its ability to maintain a separate existence, depends on its 

capacity to absorb variety. Following Ashby’s law of requisite variety he writes that, “only 

variety can absorb variety” (Beer, 1994, p. 88 and 114).  

This implies that the channels conducting information between the environment and 

the different units and within the units should be able to handle the variety transmitted in 

each interaction. Nonetheless, Beer’s central contribution is the notion that the process of 

ensuring viability involves self-production that goes beyond self-reproduction or 

autopoiesis to put it in Maturana and Varela’s terms (Beer, 1994, p. 405). Espinosa and 

Walker take this notion a step further stating that this is the basis for self-organization and 

this emerging process is a key element for absorbing complexity in each interaction 

(Espinosa & Walker, 2011, p. 31-33). The first four propositions in this paper acknowledge 

how control and uncertainty are distributed among the different parties involved in a system 

bound by a contractual arrangement. The last proposition asks about the viability of these 
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arrangements. It states that contractual arrangements that foster self-organization lead to 

more sustainable relationships and systems. 

Proposition 5: Contractual arrangements that foster self-organization lead to more 

sustainable relationships and hence, more sustainable organizational systems given 

that the service is mutually satisfactory.  

Definition of Concepts 

As stated by Schwaninger, legitimacy, understood as the process of “fulfilling a 

purpose at the service of a larger whole,” is essential for obtaining viability (2007, p. 50). 

On the one hand, Ménard states that “firms can overcome markets in organizing certain 

transactions” if there are “some informational advantages to integration” (Ménard, 2005, 

293). On the other, he states “information noises in firms may provide a rationale for 

defining the boundaries of firms” (Ménard, 2005, 293). Management of information and 

complexity is of special importance in contexts of high political uncertainty where risk 

factors are intensified and where a mistaken assessment of a perilous situation can have 

potentially fatal consequences for the individuals and for the system’s viability, as 

described in Preece, Shaw and Hayashi’s analysis of Japan’s disaster response system 

(Preece, Shaw, & Hayashi, 2015). In these types of situations, uncertainty becomes a key 

driver behind governance arrangements, to the point that the willingness to assume greater  

uncertainty can become a powerful negotiation asset. Some organizations might be willing 

to give up control to diminish uncertainty, while others are willing to assume greater 

uncertainty as a trade-off for more power and control. 

We have thus analyzed the interplay of concepts and categories that determine how 

people assess their environment when accepting contractual conditions. Conceptual 

definition is a key aspect of qualitative studies. While quantitative studies depend on the 

operationalization of variables as described in the previous section, qualitative research is 

based on the conceptual validity (Mahoney & Goertz, 2006, p. 243). The propositions and 

concepts developed in this section interplay with each other as a sort of mandala. As stated 

in Table 4, the three conceptual lines used in this dissertation analyze the four concepts 

explored in the hypotheses stated in the previous sentence in different but complimentary 

ways. Figure 3 explores how these concepts are interrelated, the core concepts lie in the 

middle, and the propositions explore different types of connections between these concepts.  
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Table 4: Conceptual Differences in Three Paradigms Analyzed 

 

Concept 
New institutionalism: 
Economics 

Neo Institutionalism: 
Sociology and 
Organizational 
Studies 

Viable System 
Model 

Control 

Control makes 
command credible. It 
allows to check on the 
compliment of parties’ 
commitments. 
Balanced uncertainty 
leads to balanced 
control (Ménard, 2005, 
290; Klein, 1996, p. 
177). Control can 
change, it changes 
according to 
organizational 
structures and adapts to 
environments. 
(Ménard, 1996, p. 
177). 

Control (power) is a 
way of lining up 
organizational 
strategy and the 
reality it operates in; 
a way to define goals 
and the way to attain 
them (Scott, 2002, 
303; Salancik & 
Pfeffer, 1977, p. 8). 

Organizations must 
transcend the urge 
of controlling 
factors of risk and 
uncertainty futilely 
and rather learn to 
deal with complex 
situations (Ashby & 
Goldstein, 2011, p. 
198).  

Uncertainty 

The allocation of risk 
and uncertainty 
between two parties is 
a central aspect on any 
contractual decision, as 
are vertical and 
horizontal externality, 
asset specificity and 
foreclosure (Joskow, 
2005, p. 325; Kim & 
Kung, 2012, p. 26; 
Langlois, 1992) 

The more sources of 
uncertainty in an 
organization's 
environment, the 
more bases and 
modes for power 
(Scott, 2003, p. 302).  

Uncertainty is 
unavoidable and 
embraceable: too 
much impedes them 
from making 
decisions on time, 
too little doesn’t 
allow them to detect 
important changes 
(Espinosa & 
Walker, 2011, p. 
37).  
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Viability 
and 
Legitimacy 

Norms provide the 
legitimacy to any set of 
rules (North, 1992). 

Legitimacy is a key 
factor for 
organizational 
survival (Suddaby 
and Greenwood, 
2005, p. 37). / For 
Schwaninger, 
legitimacy, 
understood as the 
process of “fulfilling 
a purpose at the 
service of a larger 
whole”, is an 
essential aspect for 
obtaining the goal of 
viability (2007, p. 
50). 

Viability as a 
system’s ability to 
maintain a separate 
existence (Beer, 
1994, p. 113). 

Patterns of 
Interactions 

“All forms of 
organization are costly, 
and their respective 
advantages can be 
assessed only 
comparatively” 
(Ménard, 2005, p. 
284). / "Information 
noises in firms may 
provide a rationale for 
defining the boundaries 
of firms” (Ménard, 
2005, p. 293). 

Organizational goals 
not only determine 
the path an 
organization follows 
but also the type of 
decisions that are 
taken, as well as the 
power transactions 
within the 
organization and with 
other organizations 
(Scott, 2002, p. 303). 

The process of 
ensuring viability 
involves a process 
self-production that 
goes beyond self-
reproduction (Beer, 
1994, p. 405; 
Espinosa & Walker, 
2011, p. 31-33). 

 

  



DOING BUSINESS AMIDST CONFLICT 46 

Figure 3: Concepts and Propositions 

 

 

 

Methods and Data Collection 

 

The conceptual relationships suggested above consider the tacit aspects of 

contractual relationships. Because of the many nuances I want to capture through the 

interplay of the different concepts proposed, I used different qualitative research methods 

that open different viewpoints on this relationship and in order to build the reference case 

study and the validating case studies (Gibbert, Ruigrok, & Wicki, 2008). The first research 



DOING BUSINESS AMIDST CONFLICT 47 

method was to carry out open in-depth interviews with stakeholders such as union leaders, 

policymakers and insurance experts, general managers and distribution and commercial 

executives in freight generating organizations, and distributors with different types of 

contractual arrangements with the freight generator. In total, I conducted 32 formal 

interviews between 2012 and 2015. The profiles of the interviewees and dates of the 

encounters are summarized in Table 5 excerpts of these interviews in which the core 

concepts are discussed are in Appendix 1. The purpose of these interviews was to analyze 

the different parties’ perceptions of distribution arrangements in Colombia and how these 

vary in different regions. The reference case study of this research was Company A. All the 

managers involved in the distribution process in this company were interviewed. 

Additionally, a sample of 15 distributors that included distributors of rural and urban 

routes, and routes involving different levels of political violence both inside Bogotá and 

“road” routes, meaning those outside the city, and having different periods of permanence 

in the company, were chosen for in depth interviews. In the other two cases, the sample was 

smaller. In Company C, the general manager, the logistics director and the director of the 

“traditional channel” were interviewed. Additionally, the logistics director of Company D, 

another freight generator producer of cooking oil and related products with a strategic 

partnership with Company C for the distribution of their products was interviewed. In the 

case of Bavaria-SabMiller, the interviews conducted with the logistics director and the 

external consultant, were complemented with a very thorough review of national press in 

the period comprised between 1990 and 2014. Because of the high profile of this company, 

it was easy to track different incidents related to the distribution of their products in 

Colombia. Except for seven interviews in which the interviewees weren’t comfortable 

being taped, every interview was recorded and transcribed. I took detailed notes of my 

observations during every meeting and verbatim notes in interviews that could not be 

recorded. The interviews were developed in different stages. First, interviews were held and 

contrasted with press information; second, they were held to test concepts, and third, to 

build and validate the Viable System Model map specifically for the distribution of goods 

to small independent retailers in Company A. The first interviews were open interviews 

while the last ones were structured interviews (Lieberman, 2005, p. 449). 
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Table 5: Interview Profiles (Full information in Appendix 1) 

Name Date  
Role in 

distribution of 
goods 

Organization and position 

Director Position June 25, 2013 Distributor 
General Manager, Distribution 
company 

Distributor July 18, 2014 Distributor 
Independent distributor-urban 
route, Company A 

Distributor July 18, 2014 Distributor 
Independent distributor-urban 
route, Company A 

Distributor July 18, 2014 Distributor 
Independent distributor-urban 
route, Company A 

Distributor July 23, 2014 Distributor 
Independent distributor-rural 
route, Company A 

Distributor July 23, 2014 Distributor 
Independent distributor-rural 
route, Company A 

Distributor July 23, 2014 Distributor 
Independent distributor-rural 
route, Company A 

Distributor July 23, 2014 Distributor 
Independent distributor-rural 
route, Company A 

Distributor July 23, 2014 Distributor 
Independent distributor-rural 
route, Company A 

Distributor July 21, 2015 Distributor 
Independent distributor-urban 
route, Company A 

Distributor July 21, 2015 Distributor 
Independent distributor-rural 
route, Company A 

Advisor July 26, 2012 
Freight 
generator 

Advisor and shareholder, 
Company A 

CEO March, 2013 
Freight 
generator 

CEO, Company B 

Vicepresident 
December 10, 
2013 

Freight 
generator 

Logistics Manager, Company C 

Director  May 3, 2014 
Freight 
generator 

Logistics Director, Company D 

CEO 
July 2013, June 
2104, June 2015 

Freight 
generator 

General Manager, Company A 

Manager July 18, 2014 
Freight 
generator 

Commercial Manager, 
Company A 

Manager July 23, 2014 
Freight 
generator 

Commercial Manager, 
Company A 

Consultant February 9, 2015 
Freight 
generator 

Consultant; Former president of 
CEMEX  

CEO May 6, 2015 
Freight 
generator 

CEO, Company E 
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Manager June 11, 2015 
Freight 
generator 

Dispatch Center Director, 
Company A 

Director July 6, 2015 
Freight 
generator 

Logistics Director, Company E 

Manager July 14, 2015 
Freight 
generator 

Traditional Channel Director, 
Company E 

Vicepresident July 17, 2015 
Freight 
generator 

Logistics Manager, Company C 

Advisor July 21, 2015 
Freight 
generator 

Advisor and shareholder, 
Company A 

Manager June, 2015 
Freight 
generator 

Commercial Manager, 
Company A 

Consultant May, 2015 

Freight 
generator, 
external 
consultant 

External consultant in road 
safety to Company C America, 
Former vice president of the 
Colombian Fund for Road 
Safety (Fondo de Prevención 
Vial) 

Consultant May, 2014 
Lawyer-
Stakeholder 

Former Minister of Commerce, 
Consultant 

Policy maker July 4, 2014 Policy maker 
Deputy Minister of Transportation of 
Colombia 

Consultant May 27, 2015 
Lawyer- 
Stakeholder 

Lawyer, Consultant 

Union Leader July 22, 2014 Union Leader 
Trade Union Executive 
Director 

Union Leader July 25, 2014 Union Leader Trade Union President 
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These categories and the interplay of these categories guided the second group of in-

depth interviews structured according to the previous analysis and the design of the 

questions asked to Company A’s distributors. The survey was composed of 26 questions 

that inquired about how distributors relate to the freight generator and how they relate to 

the context they work in. The categories were used to guide the active observation I carried 

out throughout the study and to analyze the archival and documental information reviewed 

for the reference case study: each distributor’s folder with all the contracts signed between 

the distributor and the company, the annotations to the contracts, and the memos and letters 

exchanged between the two parties. The information gathered after the categories were 

defined was used to analyze the distribution of goods in the reference case study and the 

validating studies and analyzed using Geertz’s thick description (Geertz, 1973).  

The second research approach was to hold surveys among the distributors of 

Company A. A total of 37 out of Company A’s 80 all male distributors were surveyed. These 

surveys were held personally during the cargo hours, early in the morning (5 a.m.-8 a.m.), 

and late in the evening (6:00 m.-8:00 m.). Asides from the 26 questions contained in the 

surveys that can be consulted in Appendix 2, I took verbatim notes of the explanations they 

gave to their answers and of any additional comments. The survey’s questions were 

developed based on the concepts and the interplay of concepts developed in the case study: 

uncertainty, control, sustainability and legitimacy, and exchange of information. The survey 

process was personal and each conversation with the distributors ended up being a structured 

interview, which allowed to cross-validate both processes and integrate case study methods 

with survey methods (Gabe, 1994, p. 118). This was possible because on the one hand, they 

had questions regarding the surveys; especially about the uses the information would receive, 

and on the other, all of them had some sort of explanation to their answers that they wanted 

to share. The questions posed by the distributors were mostly about the purposes of the 

survey. The stories shared were mostly anecdotes about their lives as distributors. 

Information from surveys was not only codified and analyzed, but it was used to enrich the 

definition of the four concepts developed above. Their responses included their perceptions 

of the different uncertainty factors in the route they covered as well their contractual 

relationship with the freight generator, their strategies for dealing with uncertainty, their 
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social ties in the areas covered and their perception of control as summarized in Table 6. This 

information was contrasted with the contractual form used by the company with its 

distributors. This contract is a non-labor distribution contract that doesn’t establish a formal 

hierarchical relationship between the distributor and the freight generator. Instead they are 

long-term contracts that have particular non-market coordination items such as the 

specification of the route that each distributor must cover, and the stipulated commissions 

for the different kind of products. It also includes a series of obligations regarding the 

payment of social security services for themselves and their employees, the observation of 

the specific sanitary and tax regulation for the transportation of food and beverages, and the 

conditions in which they must maintain their trucks, including carrying the freight generator’s 

brands and publicity on their bodywork. 



DOING BUSINESS AMIDST CONFLICT 52 

Table 6: Survey results 
 

Urban/rural Time 
Perception about 

contractual situation Perception of uncertainty 

What are the types of 
uncertainty factors in the 
route you cover? (They 
could choose more than one 
option) 

75% urban routes (within Bogotá) / 25% rural 
routes 

Average: 12.73 years / 
Mean: 13.5 years 

7.1% consider to be 
employee of the FG / 
3.57% consider to be 
contractors of FG / 
60.71% consider to be 
independent workers / 
28.75% consider to be 
entrepreneurs 

7.1% consider their route to be very 
safe / 21.43% consider their route to 
be somewhat safe / 42.86% consider 
their route to be somewhat unsafe / 
28.57% consider their route to be 
very unsafe 

17.86% accidentally, 25% 
theft by organized illegal 
armed groups, 92.86% theft 
by common delinquency, 
14.28% homicide rates, 
17.86% presence of illegal 
armed groups, 42.86% lack 
of presence of the public 
force 

What type of strategies do you use to face risks 
in the route? (They could choose more than one 
option) 

Are you responsible 
for the freight 
generator's image?  

Are you responsible for 
the freight generator's 
presence?  

Do you consider your contact with 
the freight generator your boss?  

Hypothetically, are you 
interested in changing your 
route? 
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35% speaking with clients and friends in the 
route, 46.4% speaking with other distributors 
even of other companies, including the 
competition, 10.7% going to the authorities, 
3.6% ignoring the situation, 85.7% using small 
strategies, such as carrying petty cash in large 
quantities to distract thieves or using 
inexpensive cell phones. 

96.4% of the 
distributors consider 
being totally 
responsible for the FG 
image in their route, 
3% consider to me 
sometimes responsible 
for the FG image in 
their route. None 
considered being a 
little responsible or not 
responsible for the 
FG's image in their 
routes. 

92.3% considered being 
totally responsible for 
the FG's presence in the 
route covered and 7.1% 
considered being 
sometimes responsible 
for the FG's presence in 
the route covered. None 
considered to be little 
responsible or not 
responsible for the FG's 
presence in the route 

53.57% answered totally yes, 
21.43% answered sometimes yes, 
7.14% answered sometimes no and 
17.86% answered totally no 

10.7% answered totally yes, 
14.3% sometimes yes, 3.6% 
sometimes no, 67.9% totally 
no 

Which factors would lead you to want to 
change routes? 

Do you feel you are in 
control of the 
distribution and the 
commercialization of 
the freight generator's 
products in your route? 

Do you feel the freight 
generator has more 
control over certain 
routes than others? 

Which factors do you believe lead 
the freight generator to have more 
control over one route than another? 
(They could choose more than one 
option) 

Do you work with members 
of your family? 

     
3.5% answered they would want to change 
routes if they started working with a new 
company, 7.1% answered they would want to 
change routes if there were an increase in the 
route's insecurity, 36.3% answered they would 
be willing to change routes if their business 
grew to the point they had to add new routes, 
0% said they would be willing to change routes 
if sales fell 

82.1% answered 
totally yes, 10.7% 
answered sometimes 
yes, 7.1% answered 
sometimes no, 0% 
answered totally no 

21% answered totally 
yes, 28.6% answered 
sometimes yes, 3.5% 
answered sometimes 
no, 39.2% answered 
totally no 

3.6% consider a good public order 
situation, 14.3% considered large 
population, 3.6% considered state of 
the infrastructure, 39.3% considered 
the closeness to the FG's factory, 0% 
stated it was related to the presence 
of the state 

57% work with members of 
their family (brothers, 
wives, sons and daughters, 
nieces and nephews, 
cousins, in that order of 
frequency) 
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The third research strategy was participant observation in Company A’s distribution 

process, meetings and shadowing. I assisted to 7 meetings between the distributors and the 

commercial manager, the general manager and one of the company’s external consultant 

and shareholder; and shadowed the two commercial managers that occupied this position 

during the extent of the study. I assisted to more than 20 cargo sessions in the early 

morning and evening. The impressions of over 100 hours of observation were recorded in a 

field journal and later consigned in a document describing the distribution system of the 

organization. This description can be found in Appendix 3. Participant observation is a key 

methodological strategy for case building (Gibbert, Ruigrok, & Wicki, 2008) 

Every direct or indirect record related to any of the four concepts developed above 

in the interviews, survey notes, archival work or field journal was collected in a document 

that is summarized and translated in Appendix 1 and organized into the four categories 

described in the previous section. Interview transcripts were reread several times after the 

analysis to ensure information was not lost. The information gathered for Company A, the 

case used to define concepts, was then used to map institutions regulating the relationship 

between the distributors and the company and the motivations and incentives each party 

might have had behind each tacit or explicit agreement identified. As stated by Ménard, 

hybrids should be taken stock of “through contracts and/or through formal governing 

bodies” without disregarding other coordination mechanisms (Ménard, 2005, 299). 

Additionally, the information was also used to develop a second map of this relationship, in 

this case using the language provided by Stafford Beer’s Viable System Model as it 

provides clear guidelines for outlining patterns of interactions (Beer, 1985). This was made 

possible by analyzing the different embedded systems and determining the system this 

analysis was to focus on: that comprised by distributors and the producing company as two 

separate organizations that together perform a common function. The relationship between 

the operation system and the environment is the key adaptation factor in this instance. Even 

though this task is not explicitly mentioned in contractual arrangements, it is a crucial 

aspect of these relationships. Distributors have more tools to deal with uncertainty than 

freight generators do, notably the ability to understand and adapt to local logics, the 

professional network each distributor has developed on each route and the sometimes 
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ambivalent relationship between distributors and freight generators, in which the first feel 

they are independent form the freight generator, but at the same time they feel that the 

freight generator is their boss and accept specific responsibilities vis-a-vis the freight 

generator’s image and presence on the route.  

Table 7: Viable System Model of System in Focus and Viable System Model, Recursion 

Level 2 

System 1 

System 1 primary activity is itself a viable system. 
Each System 1 is a viable system in itself. In 
Company A System 1 relates to the distribution role, 
specifically, once the distributor has left the cargo 
area and sells and takes his/her products to retailers. 
They are in charge of dealing with local realities and 
adapting to local environments. They are tied to the 
other system through contractual relationships that 
also have non-contractual logics. 

Process level 

System 2 

System 2 is in charge of planning tactical operation. It 
also serves as information channels between System 1 
and System 3, must process information for ensuring 
proper control. In Company A System 2 is composed 
of the distributors supervising functions which 
include, aside from contractual relationships, informal 
interactions during cargo hours, the role played by the 
company's employees in the cargo process and on the 
day to day interaction. It also includes the formal 
information systems, including sale and incident 
reports. 

Regulation and tactical planning 
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System 3 

Structures and control for the implementation of rules 
and rights and the allocation of resources for System 
1's function. It provides the framework for the 
analysis of the big picture view of the processes inside 
of System 1. In Company A System 3 is composed by 
the Commercial manager and her team and to a lesser 
extent by the General Manager. They are in charge of 
managing System 2 and of formalizing and processing 
the sometimes informal information that informs 
decision making processes. The contractual 
relationship between System 1 and the organization is 
defined here. The tacit relationship is handled by 
System 2, the formal relationship by System 3. 

Operations, planning and control 

System 3* Audit of operation and decision making system. Audit 

System 4 

System 4 is responsible for monitoring the interaction 
with the environment and ensuring organizational 
viability. In Company A this role is played by the 
General Manager and by the President's Advisors, in 
charge of identifying new opportunities and risks 
related to the relationship with the environment, 
including of course the sub-environments each 
System 1 deals with. It analyzes the formal 
contractual relationship with distributors from a more 
general perspective: as part of an organizational 
whole and not just in relation to one process.  

Development, research and marketing 

System 5 

Responsible for policy decisions, to think about the 
organization as a whole and of balancing the entire 
team. This is a shared responsibility between the 
General Manager and the President of Company A. 
The latter does not deal with the day to day issues of 
the distribution, but the first does so and combines 
different tasks. System 5 relates to the environment 
and does not form as specific and local a perspective 
as System 1 does, but from a more global perspective. 
It is here where the organization manages its 
incidence in national and local regulation through 
unions.  

Decision to maintain identity 
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Diagnostic 
point 

Systems Description Nature 

1 
System 1, System 2, 
System 3 

60% of the distributors of company A 
consider themselves to be independent, 
28,7% consider themselves to be 
entrepreneurs. Nonetheless, over 50% 
consider that the freight generator is their 
boss all the time and over 21% consider the 
freight generator to be their boss some of 
the time.  

Formal and tacit 
institutions. It deals 
with the formal 
contract, but also in 
the way distributors 
perceive the contract. 

2 
System 1 and 
Environment 

The most common uncertainty factor 
identified by distributors is theft by 
common delinquency, followed by the 
patchy presence of the police.  

Formal and tacit 
institutions: Public 
force is a formal 
institution by 
definition, but the 
perception people have 
of their role and of 
safety depends on 
other factors. 

3 
System 1, System 2, 
System 3 

Company A tends to have long term 
contractual relationships with their 
distributor, (Average of 12.7 years) 
contrary to the market's tendency, where 
short term relationships tend to be the most 
common. 

Formal and tacit 
institutions: semi-
centralized contracts 
set the stage for more 
long-term 
relationships. 

4 
System 1 and 
Environment 

Social relationships and social interactions 
(talking to friends, clients and other 
distributors) are the most common 
strategies used by distributors to handle 
uncertainty. Over 85% of the distributors 
carry petty cash and hide the rest and use 
inexpensive cell phones as a strategy to 
avoid theft.  

Tacit institutions that 
are not considered in 
contracts, but affect 
the tasks performed by 
distributors 

5 
System 1, System 4 
and System 5 

Over 96% of distributors feel responsible 
for the image of the freight generator in the 
route. 82% consider that they are in charge 
of the commercialization of the freight 
generator's products. 

Formal and tacit 
institutions: contracts 
may have dispositions 
on the management of 
the company's image, 
but the way 
distributors actually 
interiorize the 
obligation to perform 
this task depends on 
other tacit factors.  
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6 
System 1, System 2, 
System 3 and 
Environment 

Over 67% of the distributors are not 
interested at all in changing their route. 
They are comfortable with what they're 
doing and do not wish to open new 
markets. They would consider changing 
routes only if they started working with a 
new company. None said they would be 
willing to change their route if sales fell.  

Formal and tacit 
institutions: contracts 
and the perceptions 
around contracts 

7 
System 1, System 4 
and System 5 

There is no consensus on the perception of 
distributors of the reasons why 
hypothetically the company would want to 
have more control over a certain route, but 
50% consider that the company would want 
to have more control over one route. 
Distributors believe that the main reasons 
why the company would want more control 
are the size of the population, the distance 
to the main factory.  

Formal and tacit 
institutions: contracts 
and the perceptions of 
contracts 

8 
System 1, 
Environment 

Over 57% of distributors work with family 
members.  

Formal and tacit 
institutions: contracts 
and the perceptions 
around contracts 

9 System 1 

Information flows differently from one side 
to the other. Distributors tend to be more 
open about their assessment of uncertainty 
than freight generators. The last seem to do 
so as a strategy for protecting their 
legitimacy. 

Tacit institutions: 
these aspects are not 
stipulated in contracts 
and the way each party 
handles each situation 
implies different 
conceptions of how to 
protect legitimacy. 

10 
System 1, System 2, 
System 5, 
Environment 

Distributors are the first contact an 
organization has with its surrounding local 
environment. This is not explicitly implied 
in contracts but distributors face insecurity 
derived from armed conflict directly.  

Tacit institutions: not 
explicitly included in 
contracts, but part of 
contractual 
relationships  

 

Stafford Beer’s Viable System Model has been used predominantly as a systems 

design and diagnosis tool (Beer, 1995, p, ii). Authors such as Espinosa and Walker (2013) 

have gone further and used the VSM language as a conceptual tool for analyzing the 

sustainability of a given organizational system or network in its relationship with its 
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environment. The main advantage of the VSM for this second use is its capacity to grasp how 

the patterns of interactions between the agents involved in an organizational system that is 

also embedded in a complex socio-ecological system affect its viability.  

The analysis of the overlapped maps was validated from two perspectives. The first 

one involved collating this information with the survey described above, and the second one, 

triangulating this information with the other three cases studies. These other cases were used 

for clarifying meaning, and above all for “verifying the repeatability of an observation or 

interpretation” of course, with the caveat that “no observation or interpretation is perfectly 

repeatable” (Stake, 2005, p. 454). The two overlapping maps can be used as a tool for 

analyzing distribution arrangements between parties from the perspective of patterns of 

interaction and of the institutional background that regulate the arrangement.  

Discussion and Results  

This paper explored the different connections between uncertainty, power and control, 

legitimacy and sustainability and patterns of interaction and information in the context of 

distribution agreements between freight generators and distributors in Colombia in the past 

two decades.  

Freight generators’ and distributors’ assessment of uncertainty includes different types 

of exposure to danger. Nonetheless, freight generator managers tend to be more discreet 

and strategic than generators when talking about how they assess uncertainty. Estupiñan 

went so far as to claim that insecurity derived from public order problems was a bigger 

burden for freight generators than for distributors (N. Estupiñan, interview, July 14, 2014). 

Cesar Constain, former CEO of Cemex and a prominent logistics consultant in Latin 

America recounted an anecdote from his previous job: “[As a freight generator] you are 

responsible for whatever happens with the truck even if the truck is not yours. [In Cemex] 

we had to install a special device to avoid cyclists clinging to the truck. That represented a 

risk that could put the company’s name at risk and we had to deal with it” (C. Constaín, 

recorded interview, February 9, 2015). When talking about types of uncertainty and 

Company A’s specific contractual arrangement, Vélez stated “the main reasons why we 

outsourced our distribution in the 1990s was a series of problems that still exist and the 

company is not ready to handle: how to deal with all those trucks and the constant theft of 

cash” (J. Vélez, interview, July 26, 2012). When specifically asked about risk associated 
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with organized violence, freight generators answered ambiguously, probably because of the 

legal implications behind different types of answers. Barrera from Bavaria-SabMiller was 

categorical in his answer: [when distributing in areas considered unsafe] “we work hand in 

hand with the police. We tell them where we’ll be and sometimes they appear. But we do 

not use escorts or bodyguards. We feel violence attracts violence. Therefore, we don’t have 

armed people in our trucks to protect the vehicle. The instruction if something happens is to 

give the thieves whatever they ask for. Everything is insured” (A. Barrera, recorded 

interview, July, 17, 2015). Jorge Humberto Ángel, a former distributor currently working as 

Company C’s traditional channel coordinator stated that when he was a distributor 

Company C had not stopped taking products to conflict ridden areas such as “Florencia, 

San Vicente and all those places, such as Cartagena del Chaira” despite the fact that “I 

heard stories about what could happen there but we still went” (J. Ángel, recorded 

interview, July 14, 2015).  

Distributors were more open to talk about security issues, a specific form of 

uncertainty, related to their jobs. 71,43% of Company A’s distributors consider the route 

they cover unsafe. Nonetheless, when explaining their answers, they had different 

approaches. Rodolfo Guevara stated “Everything has its risks, if you’re running late, you 

have to be careful”. In a distributor’s meeting, the person in charge of the route covering 

the Middle Magdalena region, one of the historic centers of contention between guerrilla 

groups, paramilitary groups and the Colombian army stated nonchalantly “No one goes into 

Puerto Boyacá without permission. All the distributors are already registered informally. 

They pay illegal payoffs. But the groups know them and let them work without problems” 

(Verbatim notes, Distributor’s meeting, July 18, 2014). Another distributor in charge of one 

of Bogotá’s most insecure routes stated “One of the most delicate problems is insecurity 

[…] there are companies like Bavaria that only go into certain areas with armed escorts, but 

I am only armed with God” (Verbatim notes, Distributor’s meeting, July 18, 2014). 

Uncertainty caused by violence is an omnipresent factor in the distribution of basic 

consumer goods in Colombia: 92.86% of Company A’s distributors stated that common 

delinquency is one of the risk factors they had to face on the route they covered, followed 

by 42.86% who stated that lack of presence of the police was an issue and another 42.86% 
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who stated that theft perpetuated by illegal armed groups and the presence of illegal armed 

groups were key risk factors (Table 6).  

The difference between the statements of the freight generators’ managers and 

distributors can be explained by the freight generator’s interest in maintaining its 

legitimacy. A typical example of this division is the story each party tells about the 

distribution of goods in the Comunas in Medellin. Managers tend to tell the stories of 

distributors dealing with illegal groups in these areas as anecdotes that have nothing to do 

with them or something that happened in the past, while distributors recall this same 

situation from a vivid perspective and with concrete information about what had happened.  

Another aspect that reveals this tension between the perception of uncertainty between 

freight generators and distributors is the type of strategies used by distributors to face the 

most common risk factors, namely robbery by common delinquents and plundering by 

organized illegal groups. These defense strategies are thought to maintain the distributor’s 

integrity and are not linked with the freight generator’s integrity. Some of these strategies 

include carrying petty cash in bulk in an accessible pocket or inexpensive cell phones. 

Others include exchange of information with clients and distributors who work with other 

companies, and in the past five years, depositing money in banks frequently. Alfonso 

Martínez even stated that he started dressing differently 12 years ago when the public order 

started getting worse in the peripheral neighborhood of Bogotá covered by his route: “I 

used to wear a tie, but like this [pointing at his short-sleeved button down shirt and jeans] 

it’s safer. I also don’t like carrying a logo on my truck. I took it off a couple of years ago 

and avoid having conversations with Company A about it. It makes my car less inviting for 

thieves. Why should I expose myself unnecessarily?” (Verbatim notes, survey process, June 

2015). Luis Alfredo Molina, in charge of one of the rural routes stated that he had faced the 

theft of products in the past years but that the biggest risk is with “petty thieves and crack 

addicts”. To this he stated that the clients, normally small store owners, “always watch out 

for us, they tell us if there’s someone around. We also watch our colleagues’ backs.” 

(verbatim notes, survey process, June 2015). Wilson Torres had a very different experience: 

“I don’t count on my clients; they usually don’t get involved because they can get in 

trouble. In the end, I leave and come back, but they have to stay” (verbatim notes, survey 

process, June 2015). 
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One of the most common trade strategies to deal with theft is to carry a big wad of 

small denomination bills in one pocket and the rest of the money hidden in the truck. This 

story is different when told by managers than when told by people in the field. While 

managers tell this as a story as an amusing anecdote they’ve heard, three distributors 

showed me the pack of COP$ 1000 and 2000 bills they carried in their front shirt pocket. 

Ramirez, trade union leader, even states: “I’ve seen people that work in Bogotá, even those 

that go as far as Puerto Boyacá, with a pack of 2000 peso bills. When a common thief 

comes to rob them, they give them the big chunk of small bills and they think they hit the 

jackpot with millions, when in reality they have only 80.000 maximum” (L. Ramirez, 

recorded interview, July 22, 2014). This strategy is not only practiced by 86% of Company 

A’s distributors, but every one of the persons interviewed for this paper confirmed it was a 

common practice in the trade. 

Contrary to what managers stated about the importance of the police in controlling 

insecurity, distributors have a different take. Even though a little over 42% of Company A’s 

distributors stated that the lack of police presence was one of the risk factors on their 

routes, only 10.7% stated that they went to the police as a strategy for dealing with risk. 

Some even stated they were more afraid of the police than of the thieves and that “going to 

the police meant bringing upon oneself delinquency” (Distributors’ meeting, verbatim 

notes, July 18, 2014). 

The difference between the freight managers’ and distributors’ statements about 

insecurity tells us a lot about the importance they give to security. Despite the fact that as 

deputy minister of transportation Estupiñan stated that he felt that organized illegal groups 

tend to go after the freight generation and not the distributor (N. Estupiñan, interview, July 

14, 2014), distributors are more willing to talk explicitly about their encounters with 

organized illegal armed groups and common delinquency while managers tend to talk about 

these issues from a theoretical perspective or about something that happened in the past. 

The issues regarding power and control also show contrasts between distributors and 

managers. The results of the surveys done in Company A and the comparison of these 

results with the rest of the interviews are indicative of this. While the different levels of 

management interviewed stated in different forms that they had a non-labor contractual 

relationship with their distributors, despite that over 89% of distributors interviewed (n=33) 
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consider themselves to be independent workers or entrepreneurs, as opposed to employees 

(none) or contractors, 75% said that they considered that they totally or somewhat agreed 

with the statement that their counterpart in the freight generating company was their boss. 

Even so, distributors themselves commonly refer to Company A’s commercial manager as 

“boss”. In this order of ideas, 96.4% of Company A’s distributors consider being “totally 

responsible” for the company’s image in the covered route and 92.3% considered being 

responsible for the company’s presence in the same route. Vélez stated that in the mid 90’s 

when the company made the decision of outsourcing its distribution and commercialization 

through long-term contracts with their distributors, “the technology for controlling 50 or 80 

trucks did not exist” and the company was prone to the theft of gas, and to the mishandling 

of its property, additional to the other sources of uncertainty described above.  

The differences in the way freight generators and distributors assess uncertainty 

indicate that there is indeed a transfer of control and of the responsibility of managing 

complexity from the former to the latter. Nonetheless, freight generators are aware of the 

trade-off implied by this exchange: less uncertainty also means less control over the routes 

and over final clients. Company C started regaining control of the traditional channel in 

Bogotá and Medellin in the past year, as confirmed by Julian Sierra. Company C depends 

heavily on outsourced distributing companies “that may be working with three or four other 

freight generators and not every distributor does a good job (J.Sierra, recorded interview, 

July 6, 2015). Furthermore, in the first interview I had with Barrera from SABMiller, he 

stated that despite the costs implied in reaching the traditional channel, they were very 

interested in maintaining the brand’s presence. According to him, “We see an opportunity 

in increasing our direct control over this route” (A.Barrera, interview, July 23, 2013). Two 

years later, his take was different: “Sadly, despite the faith we have in the peace process 

and in President Santos’ policies—we are the most pro-government firm there is—I have to 

say my job has been getting harder. There are areas that had not been troublesome in the 

past that are bothering us again. Four of our trucks were burned last year and that had not 

happened in a decade […] My strategy is to diminish risks” (A.Barrera, recorded interview, 

July 17, 2015). Because of this they are implementing an online payment platform, working 

hand in hand with the police, travelling in convoys with trucks from other freight 

generators, stopping their ambitious expansion project and continuing to rely on external 
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distributors in places like Cauca, Putumayo, and the Catatumbo region in Northern 

Santander (A.Barrera, recorded interview, July 17, 2015).  

Maintaining a position in the market is crucial for every company producing basic 

consumer goods. Because approximately 55% of basic goods sales take place in small retail 

stores, companies assume the costs and uncertainty of supplying peripheral markets (as 

stated repeatedly by the managers interviewed in this research), to minimize risk 

(Capizzani, Ramírez Huerta, & Rocha e Oliveira, 2012). Distributors become companies’ 

greatest allies. They are not only the companies’ only contact with remote areas, but they 

also carry out indispensible commercial and collecting tasks. Moreover, distributors’ ability 

to manage greater uncertainty—an ability derived from their knowledge of certain regions 

and routes—gives them an even greater negotiating power and assures long-term 

relationship with the freight generator. This is the case even when there isn’t a contract to 

fall back on. Companies thus rely heavily on their distributors to maintain an active 

relationship with small retailers around the country. They delegate crucial commercial and 

collection responsibilities to distributors. Thus, in these cases, companies increase 

distributor participation while also giving up access to operational information. These 

coping mechanisms confirm propositions 1 and 2.  

This implies that distributors assume greater uncertainty in their operation. They do so 

to profit from the company’s relationship with small retail centers. The testimonies of 

managers, union leaders and distributors further confirm this theory. Distributors, however, 

are prepared to deal with a greater level of uncertainty. The wad of small denomination 

bills is a clear of example of the sort of preparation entailed. But the most efficient strategy 

is the development of professional ties in peripheral distribution centers. Distributors 

working in areas of high uncertainty have specialized knowledge that helps them deal with 

autochthonous varieties of uncertainty. An example of this particularized knowledge is 

familiarity with the roads. Another example is the development of tight knit networks with 

their clients and with other distributors. 71.5% of Company A’s distributors were not 

interested in changing the route they covered. When asked what would make them change 

routes, only 7.1% said that an increase in security would encourage them to change their 

routes, while 36.3% said that they would be interested in changing routes only if their 

business grew to the point of expansion. Only one distributor emphatically said that he 
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would change his route if he had problems with his clients, the size of the market and with 

uncertainty. Another said he might be interested in changing his route to a rural route 

because he it might make his job less stressful (Verbatim notes, Survey process, 2015). 

Nevertheless, these last two distributors, like the rest of them, stated that their business had 

grown in the past year.  

In the four companies studied, managers recognize the importance of distributors in 

“opening” and “developing” new routes. Vélez stated that when opening new routes, the 

company usually hires someone who will create new business connections. This same 

person will also oversee selling the company’s products. And once he has established a 

reliable distribution route, the company will cede the route to him (J.Vélez, interview, July 

26, 2012). Distributors know that once they have done the difficult task of establishing 

relationships with small retail storeowners, especially when these connections have been 

established in particularly violent regions, they have assured a long-term relationship with 

the company that hired them. It’s unlikely that these distributors will want to change their 

route or to supply a different region. One of Company A’s distributors stated mockingly: 

“having continuity in a route is essential because even the delinquents get to know you. 

One already knows them and speaks to them. They even tell you, as a joke: ‘Give me 

something for the bullets that I will use today to rob the guy from the competition’” 

(Distributor’s meeting, recording, 2014). 

Still, freight generators have the incentive to regroup routes regularly—at least every 

two years (W.Poveda, recorded interview, 2014). These statements support proposition 4, 

but partially refute proposition 3.  

Long term relationships between distributors and freight generators, independently of 

the contractual arrangement, are desirable for both parties. This stability, nonetheless, can 

only be assured when there is a relatively equitable allocation of uncertainty and control 

between the parties. According to the information gathered it is possible to state that 

companies with more long term relationships are those with arrangements that seem fair to 

both parties, even when these arrangements aren’t necessarily those that comply with the 

regulation. For union leaders, regulation should be the only criteria for contracts. As stated 

by Ramirez, the practice of directly hiring small trucks for urban and rural detail 

distribution is reprehensible. In his words, “Any type of direct contract goes against the 
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three-pronged system and affects the entire chain [when contracting drivers directly] they 

don’t assume responsibilities as an employer and don’t assume investments in fixed assets 

or in the operations […] Informality is huge and generates little risk coverage” (L. Ramirez, 

July 22, 2014). Still, the compliance of the transportation regulation for the distribution of 

goods to the traditional channel is viewed as excessive by the freight generators’ managers 

and even by the distributors. Of the four companies considered in this study, Bavaria is by 

far the most prepared to deal with the current regulation, the emission of cargo manifestos 

and even the management of information. Nonetheless, they still consider themselves more 

“information producers” than “information receptors or users,” and they feel affected by the 

“excessive red tape” involved in the current regulation (A. Barrera, recorded interview, July 

17, 2015). The lack of information regarding transportation is probably one of the biggest 

obstacles faced by policy makers who believe that the inefficiencies and the distortions in 

the market are great but are impossible to pinpoint (N. Estupiñan, interview, July 14, 2014). 

The truck drivers’ union’s official argument in favor of higher regulation follows this train 

of thought “the use of cargo manifestos is the only way to have official measurements of 

transportation logistics in the country” (L. Ramirez, recorded interview, July 22, 2014). 

The lack of information in the transportation process is does not only affect freight 

generators and regulators. It is also affects the relationship between freight generators, their 

distributors and the final clients. Giving up control to reduce uncertainty and protect the 

freight generator’s reputation also means giving up control of the more traditional channels. 

One of Company A’ greatest challenge is to stop “losing information about the small 

retailers. But we were not aware of this problem until 2011 when we started thinking about 

implementing technological tools for this” (J. Vélez, interview, July 26, 2012). Until today, 

they have used information provided by market researchers to redefine routes, but they 

have not implemented an information system of their own, as Company C, Company D and 

Company B have done so. For Company C’s CEO Adriana Osorio, the information system 

is essential for tracking the types of products that are being sold. However, she also claimed 

that it is difficult to convince distributors to use this system (L.A. Osorio, June 5, 2015). 

Still, as Sierra further stated, having an outsourced distribution system “is easier” for the 

company: “it groups information, it reduces tasks and reduces the amount of direct 

employees you have to have” (J. Sierra, recorded interview, July 6, 2015).  
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Freight generators are more likely to change the distribution company they work with 

than are truck drivers. Company D stated that when they changed distribution companies, 

they asked the companies to affiliate the drivers they already worked with (S. Villegas, 

interview, May 3, 2014). The relationships between distributors and freight generator tend 

to be long-term relationships, namely because of convenience. The average time 

distributors have worked in Company A is 12.73 years, with a mean of 13.5 years. More 

decentralized relationships imply less control, which means more autonomous decision-

making. Freight generators want to reach the atomized traditional channel not only because 

it represents an important fraction of the retail market in Colombia, but also because the 

same atomization that makes it expensive to reach, also makes it a safe investment. Losing 

one client does not imply a massive loss. Company C decided to start addressing the 

traditional market directly after having a semi-outsourced distribution scheme ten years ago 

(J. Sierra, recorded interview, July 6, 2015). Company C has a highly independent 

commercial force and an outsourced distribution scheme. To balance this lack of control it 

created a selling force that follows sellers and distributors and takes account of whatever 

has been neglected. This way Company C makes sure that the atomized traditional market 

is being thoroughly attended. As stated by Ángel, the members of this task force are called 

eagles because of the longevity of the bird and its capacity to adapt to extreme conditions. 

In her words, “When an eagle reaches a certain age it has to decide whether it lives or dies. 

If it decides to die, it just dies, bye-bye. But if it decides to live, it goes into a cavern, 

destroys its own peak, feathers and claws until everything grows out again. Our task force 

follows this philosophy, it’s painful and involves patience but it’s worthwhile. We brought 

the eagle’s way to the way we peddle our clients” (J. Ángel, recorded interview, July 14, 

2015). 

Despite the difficulty in managing formal information systems, they are highly effective 

informal channels of information in place. Distributors have a permanent interaction with 

their local environment and with their direct contact in the freight generator. This is quite 

evident in the case of Company A, and is a common issue in the other cases studied. Giving 

up control and power means waiving uncertainty, but it also means giving way to self-

organization processes and to an efficient management of information and complexity 

through informal channels of information, supporting proposition 5.  
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Conclusions and Further Research 

The development of these propositions departed from the idea that transaction cost 

economics and institutional approaches in general benefit from the VSM’s conceptual and 

methodological tools. The collection and processing of information described in the third 

section used conceptual and methodological elements from both perspectives that were 

shown in figures 1 and 2 and in the analysis of the five propositions put forward in this 

paper. Having apparently contradictory theoretical approaches to organizational theory 

interplay was not easy, but together, understanding the ontological differences discussed 

throughout the paper, provide a fruitful framework for understanding the distribution of 

basic consumer goods in Colombia.  

The development of these propositions departed from the idea that transaction cost 

economics and institutional analyses, in general benefit from the VSM’s conceptual and 

methodological tools. The collection and processing of information described in the third 

section used conceptual and methodological elements from both perspectives that were 

shown in figures 1 and 2 and in the analysis of the five propositions put forward in this 

paper. The interplay between apparently disjoint theoretical approaches to organizational 

theory was not easy, but as demonstrated through the paper, these combined analyses 

proved to be fruitful for a better understanding of the complexities and understanding of the 

complexities and uncertainties faced by the stakeholders at all levels of embedded 

organization. Coming from disparate conceptual backgrounds, they both study repetitive 

patterns of interaction between stakeholders in organizational networks; while transaction 

costs and institutionalism focus on economic aspects of the interaction between agents, the 

VSM deepens into the complexity of the interactions and the way chosen to address such 

complexities. They jointly provide a more in depth understanding of   the existing patterns 

of interaction and the mechanisms used to ease or not such interactions, for example, 

contracts, other structural and communication tools and mechanisms. Further research on 

the strengths and weaknesses of this multi-methodological choice and its possibilities for 

generalization is desirable. 

The five propositions explored in this paper approach different aspects of incentives 

behind a contractual decision, with special attention to the distribution of basic consumer 

goods in violent areas. The evidence that buttresses the exploration of each proposition 
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leads us to see the interplay of rational choice and social norms as “motivational 

mechanisms” as stated by Elster (Social Norms and Economic Theory, 1989, p. 100). The 

decision to accept a determined contractual relationship and to the will to continue in that 

contractual relationship depend on the patterns of interactions between the parties and on 

the relationship with the environment. But most important of all, the evidence shows that 

the contractual relationship between the parties isn’t complete once the contract is signed, 

but rather that it changes over time as circumstances change, even when the contract 

doesn’t. These changes do not alter the commissions or the price paid by the freight 

generator to the distributor, but they do alter the way that these interact with each other and 

with their environment, especially in contexts of high violence.  

This paper opens a debate on the impact of political uncertainty on the establishment of 

organizational governance, as it pertains to contractual arrangements. Hybrid governance 

structures, in which control is diluted according to particular rules across the parties 

involved, appear to be an effective strategy to adapt to turbulent environments (Ménard, 

2005; Ménard, 1996). Uncertainty is distributed along the distribution chain and because of 

this, freight generators are able to diminish the potentially deleterious impact the 

ramifications violence can have on their legitimacy, distributors are able to maintain their 

independence and cause their business to grow, according to their wants. These types of 

contractual arrangements also leave space for self-organization. Contractual arrangements 

are definitely incomplete, not only because dealing with every potential aspect of the 

relationship between the parties in a contract is impossible, but because leaving open spaces 

for self-organization appears to be essential for the arrangements’ viability (Espinosa & 

Walker, 2011). Espinosa and Walker have explored the possibility of explicitly designing 

spaces for self-organization in formal contracts, but there is still a lot to explore in this area. 

Is it possible to design contractual arrangements that respond to environments that allow for 

self-organization? This is a question that has been posed in Complex Adaptive Systems 

research without definite conclusions yet. 

The organizations studied do not produce highly innovative goods, nor are they 

organized in unconventional ways. However, they must face sources of uncertainty that 

similar firms in many other parts of the world not, namely organized violence and in some 

cases, rampant delinquency. This situation causes us to question how these freight 
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generators, whose corporate offices and (in most cases) production plants are in the 

country’s capital city, relate to the cities’ peripheries and to remote rural areas. Do they 

implicitly or tacitly take into consideration the rates of violence in each municipality? Do 

the different variables identified in the interviews and surveys as key aspects in the 

decision-making process affects the type of contracts signed between the distributor and the 

freight generator, altering the governance structure? Or is this just a matter of perception? 

The current system inhibits learning processes and relies heavily on other social institutions 

to build trust. This limits the development of trust among parties involved and of course 

leads to higher demands and challenges in the management of the already complex 

relationships between distributors and freight generators. 

One of the most important practical contributions of this research is to understanding 

the significance of family ties in Colombian businesses. Family ties appear to be an 

important aspect for both the structure of the freight generators and the viability of the 

distributors’ business, but not in the way anticipated by this study. Over 57% of Company 

A’s distributors work with family members. Company A itself is a family owned company 

as are Company C, Company B, Company D and up until 2008, Company D. How do 

family relations affect governance structures? 

This paper used two apparently opposed theoretical and methodological to analyze a 

specific situation. One the one hand, a systemic approach allows researchers to consider as 

a unit of analysis the relationship between several organizations. In this case, this nexus 

was between freight generators and their distributors as a specific level of recursion, a level 

of recursion that includes systems from different organizations that are bound together by 

the contractual agreement between the parties. On the other, because the VSM’s tools for 

mapping patterns of interactions between the parts of each system help to reveal how the 

relationship between different parties works, where information flows and where it is 

truncated (Beer, 1985, p. xi). The encounter between these two theories could lead to 

research on the brokerage role played by distributors, to further exploration of how 

organizations survive in other contexts of political turbulence and high uncertainty such as 

those after natural disasters, and finally, to explore self-organization, a topic in vogue in 

both, seemingly-opposed lines of research. 
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Finally, the current three-pronged system defined by the Colombian regulatory 

framework does not respond to an organization’s need to adapt to highly changing 

environments. While having a transportation system that protects drivers and controls 

informality, tax evasion and contraband is evidently important, regulation must also 

respond to distributors’ and freight generators’ needs. The abyss between regulation and 

implementation is probably because the system was devised for the distribution of goods 

between ports and plants and vice versa. The existing regulatory framework was designed 

neither with the realities of capillary distribution in mind, nor with the needs of last mile 

logistics and doesn’t consider these abysmal regional differences on regulation. Local 

differences should be translated into specific regulations. The government should use 

distributor’s and producer’s insights on this varying reality to finish this task. This would 

allow for a better articulation of Systems 2 and 3. Despite this disjuncture, networks of 

distributors and freight generators have figured out ways to adapt to the actual environment 

and comply with the three-pronged system without adopting it. This study articulated some 

of the ways in which that has been achieved. 
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Paper 2: Contractual Agreements as an Organizational Survival Mechanism in 

Conflict Ridden Areas (1998-2008) 

 

Abstract 

Violence derived from armed conflict seriously challenges freight generators that 

operate in conflict ridden zones. This paper is interested in the way freight generators adjust 

their distribution contracts to legally navigate unfavorable, violent environments. To 

respond to violence, organizations alter their distribution contractual arrangements. The 

central hypothesis of this paper is that as violence rises, so does organizational 

decentralization. To test this hypothesis this paper traces the distribution routes of an 

organization that produces perishable consumer goods, and that heavily relies on the highly 

atomized, small, independent retailers in Colombia. The paper examines the different 

contracts drafted by this organization to create a centralization index. It uses a probit, an 

OLS and a panel regression to estimate the effect of violence on the centralization of 

contracts arrangements. It uses geographic, institutional, demographic, and infrastructure 

variables as controls. Based on this models, it maintains that homicide, and other variables 

related to violence, affect the type of contract drafted. This confirms that semicentralized 

governance structures—that is, hybrids—can be used by distributors to deal with violence. 

  

Key words: violence, insecurity, distribution contracts, governance, hybrids 
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Introduction: Defining the Problem and its Underlying Assumptions  

 

In September 2001, Colombia’s oldest guerrilla movement, FARC, blocked the 

distribution of beer and sodas in 71 municipalities in Colombia. This blockage was 

particularly intense in the region of Sumapaz—only one hour away from Bogota, the 

capital city (Uribe, 2001). The FARC’s intention was to pressure the country’s largest beer 

and soda producers to pay a new “tax” they had created through their own Tax Act 002 

(Rodríguez-Franco, 2016). Companies that distributed their products in these 

municipalities, and small retailers who sold these products without paying this “tax,” had to 

do so “at their own risk and willing to assume the consequences”—as stated in a pamphlet 

distributed by the guerrilla movement. The largest beer producing company in the country 

faced the possibility of losing more than 150 million dollars, and it firmly stated that it was 

not willing to pay what the FARC was demanding. According to their spokesperson, “the 

only thing we will be paying is what is demanded by the Constitution and the law. Act 002 

is not a law, it’s an extortion” (Uribe, 2001). 

This anecdote is relevant because, despite the intensity of the armed conflict in 

Colombia in the past three decades, this is one of five cases reported in the country’s largest 

newspapers in which illegal armed groups effectively restricted access to mass consumer 

goods. Notwithstanding the terrifying threats, retailers, distributors and freight generators 

found different ways to take beer, sodas, drinkable water and juices to these seventy-one 

municipalities in Sumapaz. For example, they hid these goods in passenger cars or inside 

the trucks of other distributors, and they used alternate routes (Bebidas están en medio de 

dos fuegos, 2001; Uribe, 2001). The question of how and why companies continued doing 

business in this difficult environment remains unexplored. It is no secret that insecurity 

derived from violence poses a great challenge to private organizations, and that some 

organizations adapt to violence by modifying their structure and pursuing hybrid 

arrangements (Orozco Collazos, Forero Pineda, & Wills Herrera, 2013). Insecurity in this 

point is understood as perception, acknowledging the difference between “objective 

conditions and subjective (perceived) measures of insecurity” which is needed because 

“objective conditions and subjective perceptions may differ” (Vélez, Trujillo, Mora & 

Forero, 2016). Still there is a lot to be explained about the way in which organizations have 
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adapted to challenging circumstances in Colombia. Are governance structures, manifested 

in contracts, a way to adapt to these conditions?  

Since ‘La Violencia,’ a period in the mid-twentieth century in which armed factions 

of the two major political parties in the country, Liberals and Conservatives, dismissed 

traditional political confrontations and reverted to armed confrontation, Colombia has 

endured a period of prolonged violence (Palacios, 2012, p. 31). Although there is not a 

continuity or consistency between the different forms of violence that have come up in the 

last sixty years, it is safe to say that violence—in one form or another—has characterized 

the country’s recent history (Palacios, 2012, p. 21). 

Despite the persistence of different forms of violence, Colombia only had one year 

of economic contraction in the second half of the twentieth century—1998 (National 

Planning Department). Colombia’s economic performance can be described as moderate 

but constant, contrary to what has happened in other Latin American countries, where wild 

fluctuations have been the general rule (Bertola & Ocampo, 2012). As Rodríguez-Garavito 

recalls, several historians, such as Pizarro and Deas, maintain that Colombia’s history has 

been characterized by the coexistence of “relatively stable political, economic and social 

institutions on the one hand, and very high levels of violence and territorial fragmentation 

on the other” (Rodríguez-Garavito, 2012, p. 58). Motivated by the recurrence of what 

appears to be an exceptional resilience, Fernando Cepeda invited several scholars to write 

about why Colombia has not “failed as a state” despite having been so close to collapse. 

The scholars were to explore why “Colombia had been able to maintain itself as a 

democratic state with a reasonable economic and social development, despite the 

challenges of guerrillas, terrorists, armed cartels trafficking illegal drugs, vigilantism and 

high levels of social inequality and concentration of private property” (Cepeda Ulloa, 2007, 

p. 57). From the differing contributions, Cepeda concludes that there are several reasons 

behind this paradox, such as: keen entrepreneurial spirit, resurging civil resistance and 

bustling creativity.  

Other scholars of Colombia, such as Rodríguez-Garavito (2012), argue that this 

paradox is more complex than originally stated by Pizarro. Using a comparative case-study 

methodology, they argue that behind the paradox lies an abysmal difference between the 

center and the periphery. This uneven sort of development, continues Rodríguez-Garavito, 
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is not only expressed in the marked difference between the institutions and organizations of 

Bogotá and the ones of smaller, remotes towns, but also visible in institutions and 

organizations that work in both capital cities and remote towns. According to Rodríguez-

Garavito, five reasons explain this abysmal division (Rodríguez-Garavito, 2012, p. 79-80). 

The first is Colombia’s difficult geography (an argument which Rodríguez-Garavito takes 

from Palacios and Safford’s hypothesis)—a complicated geographical terrain which has 

fostered different, at times even opposing, economies and institutional practices. The 

second reason is Colombia’s lack of “Weberian monopoly” on violence. The third is the 

ubiquitous drug-trade that that has given rise to a mobster economic logic that has 

permeated social life and that goes beyond the explicit confines of the trade. The fourth 

reason is clientelism, practiced and enforced by the ruling political parties since the XIX 

century, and which has further widened the gap between the center and the periphery 

(Rodríguez-Garavito, 2012, p. 80). The final reason is the appalling income inequality, that 

places Colombia in a dishonorable position (11th place), among the world’s most unequal 

economies (The World Bank, 2013).  

A third group of scholars contend that contrary to the common notion that war is a 

synonym of chaos, people in war torn areas manage to establish order and define 

governance structures (Risse, 2011). As a matter of fact, building on Risse’s proposals, 

many authors have stated that the Western-biased “failed state” category must be revised 

and propose the notion of “limited statehood”, as a conceptual alternative that recognizes 

other forms of statehood (Risse, 2011). This idea is followed by the notion that there can be 

governance in precarious conditions, and that there can be rule-making and the provision of 

public goods where there is no government; that private actors can develop public 

functions; that “state actors are not absent in areas of limited statehood”, and that private 

actors find ways to regulate themselves in limited statehood (Risse, 2011, 24). Although the 

empirical studies that have followed this train of thought have not set their eye on 

Colombia, Arjona’s work on civil resistance in Colombia and on the relationship between 

civilians and armed groups helps understand how social capital determines how and why a 

civil community relates with an illegal organization, with pretensions of authority, and how 

different forms of order, from active resistance from civilians to full endorsement, can 

coexist (Arjona, 2008). 
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In this paper, I explore municipal contextual factors that may have incidence in 

shaping governance structures between freight generators and distributors, parting from the 

notion of contracts as governance structures (Williamson, 1971, Williamson, 1995). I focus 

specifically on the distribution of basic consumer goods to small independent retailers, 

called by local experts the “traditional channel” as opposed to the “modern channel” 

composed of chain supermarkets and retailers with organized logistics of their own (see 

Market Structure section in previous paper). Organizations find ways to adapt to turbulent 

conditions if they wish to continue operating in a conflict-ridden zone. Orozco, Forero-

Pineda and Wills-Herrera explored associativity in agribusiness in conflict-ridden areas and 

concluded that perceived insecurity and hybrids in production and distribution are 

positively correlated (2013). It is expected that something similar should happen with 

industrial organizations producing basic consumer goods, specifically on the distribution of 

goods to different municipalities in Colombia.  

The central question than guides this paper is the relationship between levels of 

violence in municipalities in Colombia and organizational decentralization, represented in 

less hierarchic contracts between freight generators and distributors. In that sense, changes 

in the organizational structure that lead to higher decentralization regarding distribution, 

allow freight generators to adapt to and continue doing business in an ongoing-armed 

conflict. Behind this idea lies the assumption that organizations are not black boxes but are 

rather networks of actors with interests and agency and can be considered as both a group 

of actors and a collective actor (Scott, 2003). 

Transaction cost economics’ traditional notion of organizations as a “legal, 

contracting transacting entity [that] has become the instrument in capitalist economies for 

carrying out the processes of production and distribution for increasing productivity, and 

for propelling economic growth and transformation” is important for the formulation of 

hypotheses in this paper (Chandler, 1993). Nonetheless, it is important to note that 

contracts involve a larger interplay of institutions beyond those explicitly stated in the 

document. For example, even when legal ways for implementing contracts exist, the 

enforcement of most contracts does not require coercive methods. Depending on the 

circumstances, a contract can be fully enforced without any credible coercive methods 
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effectuated by a third party, but solely by the explicit and tacit agreements between the 

parties in the given arrangement (Boettke, Coyne, & Leeson, 2004, 2). 

The focus of this paper is specifically on how legal productive systems made up by 

a freight generator and a distributor have adapted to violence in Colombia, understanding 

that the levels of violence vary from municipality to municipality. The effect of violence 

can be analyzed through analyzing the presence of organized illegal armed groups, internal 

displacement because of conflict, homicides rates, and the way the State manifests itself in 

these situations, understanding that violence and insecurity, understanding insecurity as a 

perception of violence, are different and do not necessarily operate in the same way (Vélez, 

Trujillo, Moros & Forero, 2016). This does not mean that I am unaware of companies that 

have survived through other types of strategies, such as explicit agreements with illegal 

armed groups, and that have benefited directly violence. One of the best-known cases of 

this is Chiquita Brands a company that, as stated by Evans, had an explicit agreement with 

paramilitary groups and directly benefited from their actions (Evans, 2011). Nonetheless, 

the way legal companies have adapted to uncertainty derived from violence remains 

unexplored. 

Infrastructure, distance, regulation regarding transportation and the presence of the 

State are factors that determine the type of contracts and arrangements organizations and 

individuals agree upon. These factors, as well as uncertainty derived from armed conflict, 

are decisive in determining these arrangements (Joskow, 2005, p. 325). I explore the 

distribution contracts of freight generators because they capture how organizations cope 

with economic and political uncertainty derived from violence, understanding that political 

uncertainty affects asset evaluation and must affect other aspects of contractual 

relationships (Kim & Kung, 2012, p. 26).  

Literature Review and Hypotheses: The Market, Hierarchy or Hybrid Debate in 

Violent Environments  

The decision on whether to integrate or not has been widely studied by transaction-

cost economics and organizational studies and has been a classic research subject in these 

fields (Joskow, 2005, p. 3; Williamson, 1971, p. 113; Argyres & Zenger, 2012). Deriving 

from this inquiry, scholars have focused on the development of governance and 

organizational structures that go beyond the market-versus-hierarchy debate, establishing 
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that there are indeed hybrid organization structures with specific and distinct characteristics 

that cannot be merely classified as part of a homogenous market-hierarchy continuum 

(Ménard, 1996, p. 2; Williamson, 1995). As a matter of fact, Williamson states that hybrid 

forms are not part of a strict continuum but rather that “the hybrid form of organization is 

not a loose amalgam of market and hierarchy but possesses its own discipline rationale” 

(Williamson, 1995, p. 294). Ménard further states that hybrid organizational forms “involve 

some forms of planning, and of administrative decisions, both within and among the firms 

concerned (otherwise, the market would suffice),” they would “develop specific features to 

maintain long term relationships among the parties to the arrangement, while guaranteeing 

efficient coordination and acceptable shares of the rent” and they “must also be combined 

so as to define viable forms” (Ménard, 1996). These aspects, planning and administrative 

decisions, mechanisms for assuring a long-term relationship, and a viable and fair division 

of rents, can be defined in formal contractual mechanisms as well as tacit agreements 

between the parts.  

Paraphrasing Williamson’s statements in his 1991 paper “Comparative Economic 

Organizations,” Ménard establishes that a hybrid form “is a specialized governance 

structure for dealing with bilateral dependence without going as far as integration. The key 

idea is that of a bilateral dependency strong enough to require close coordination, but not 

strong enough to induce full integration” (Ménard, 1996). According to Williamson (1991), 

the differences between the forms of coordination (market, hierarchy or hybrid) are the 

differences in coordination and control mechanisms, the difference in the abilities to adapt 

to disturbances and the different type of contract law that regulates them. As a sort of 

intermediate arrangement, hybrid structures can preserve ownership and autonomy. 

Additionally, because of the dependency between the parts involved, the long-term 

contracts “are supported by added contractual safeguards and administrative apparatus” 

(Williamson, 1991). In a non-radical context, the main drivers behind the definition of 

market, hierarchy or hybrid organizational arrangements would be asset specificity and 

frequency of interactions, but in more complex situations, uncertainty becomes a key aspect 

for the market-hierarchy debate as the need for adaptability becomes a key issue (Ménard, 

1996, p. 4). These hybrid arrangements respond more effectively to changing 

environments, have a joint history that partly explains why and how the parties involved in 
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the agreement persist on it, and have developed a series of informal rules that can be 

considered the basis of the arrangement, even more so than the formal contract signed 

between the parties.  

In contexts of high political uncertainty derived from violence, as the one explored 

in this paper, organizations must find coping and survival mechanisms (Kim & Kung, 

2012, p. 26). Governance structures appear to be one of the modified aspects to cope with 

these circumstances. Even though vertical integration can help organizations make quicker 

decisions to adapt to change, it also centralizes the management of uncertainty. A more 

decentralized ownership structure can give organizations adaptability in the long run, and 

distribute uncertainty among the parts of the arrangement making it easier to manage. In 

this sense, separate ownership becomes a strategy to cope with the challenges of 

institutional uncertainty derived from armed conflict and violence (see Paper 1 of this 

dissertation). Additional to the contributions of Orozco Collazos, Forero Pineda, and Wills 

Herrera (2013) on the hybridization indexes of agribusinesses in contexts of high political 

uncertainty, preliminary qualitative explorations on the distribution of basic consumer 

goods produced in cities and distributed in rural areas suggest that there tends to be higher 

organizational decentralization when there are higher violence levels. This appears to be a 

response to the political uncertainty generated by violence. Building upon these initial 

findings and the literature reviewed in the previous paragraphs, the first hypothesis of this 

paper is that the higher violence levels, the higher the organizational decentralization. 

Violence in this case involves different approaches that are related to different expressions 

of violence. Demobilize people, landmines, internally displaced as forms of capturing the 

impact of the armed conflict in each municipality, and homicide rates as a variable that 

captures both violence derived from the armed conflict as well as other forms of violence 

associated with common crime. These variables, as well as other factors, can eventually 

affect the perception of insecurity of the community, the distributors and the freight 

generators. Nonetheless, there is not a one on one relationship between rates of violence 

and perceptions of insecurity, understanding security as “freedom from the threat of 

physical violence associated with conflict and criminal activity” (Krause, 2014, p. 5). Even 

though this hypothesis studies how violence rates affect a determined decision and could 

eventually be analyzed as a form of insecurity, the hypothesis doesn’t not rely on 
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measurements of insecurity or of perceived risk, but rather of objective measurements 

related to violence. 

 

Hypothesis 1: The higher violence levels, the higher the organizational 

decentralization. 

Following this idea, freight generators in Colombia tend to have differentiated 

contractual agreements with their distributors depending on the municipality they’re taking 

the product to. One single company can deal with several different arrangements with their 

distributors and each respond to different incentives. The uncertainty derived from the level 

of violence in the municipalities where the freight generator wishes to take its products to 

would determine the specific contractual relationship between the freight generator and the 

distributor, as it affects other business decisions such as asset evaluations (Kim & Kung, 

2012, p. 26). In this sense, we can hypothesize that organizations are willing to assume 

certain uncertainty when there is also a possibility of making a reasonable profit, taking 

into consideration that the allocation of risk and uncertainty between two parties is key in 

any contractual decision, as are other more thoroughly studied aspects such as vertical 

integration, asset specificity (Joskow, 2005, p. 325). Even though violence appears to be a 

key factor in determining how centralized distribution contracts are this decision is also 

influenced by other factors. First, this decision is affected by the size of the population 

where the products are being taken to—a denser population means a larger market and a 

more interesting deal for the distributor. This aspect can be assessed by taking into 

consideration the total population, the total area of the municipality, and the percentage of 

rural population. Second, by the distance between the population the products are being 

taken to and the place where they were produced. In this specific case, it is measured by the 

distance between Bogotá and the different municipalities in the country. 

Hypothesis 2: The smaller the population, the higher the organizational 

decentralization. 

Hypothesis 3: The larger the distance covered by a distributor to reach a determined 

municipality, the higher the organizational decentralization. 

Third, the type of contractual arrangement chosen by the two parties depends on the 

suitability of the institutions that allow for that contract’s enforcement in case of 
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nonfulfillment, or on a third party that could mediate in an eventual disagreement. Even 

though it is very likely that given a civil disagreement between distributors and freight 

generators, the dispute would be settled in the city where the factory (or production center) 

is located or where the contract was signed, the presence of governmental institutions in the 

municipalities the distributors cover is expected to be related with the type of contract 

chosen between the freight generator and the distributor. Tax compliance and fiscal 

efficiency is one of the most accurate ways to study the influence of the State in private 

commercial agreements. It not only shows us how much regulatory power the State has in a 

determined area, but it is also closely linked to the ability the State must establish the rule 

of law (Martin, Mehrotra, & Prasad, 2009, p. 21; Feldman & Slemrod, 2009, p. 157). 

Another variable that captures governmental presence, specifically regarding the provision 

of justice, is the number of captures of alleged criminals by the local authorities in each 

municipality.  The less governmental presence the less centralized and more market 

dependent the contract will be. More specifically, the lesser fiscal efficiency in a certain 

municipality, the more decentralized the contract.  

Hypothesis 4: The stronger the presence of the State in a certain municipality, the 

lower the organizational decentralization.  

The variables contemplated in hypotheses 2 through 4 offer alternative explanations 

to governance structures preferred by the two parties. In this sense, control variables are as 

important as the independent and dependent variables explored in this section and are 

considered in the theoretical analysis described above (Becker, 2005, p. 275).  

Methods and Data 

The four hypotheses stated above are explored through a cross sectional probit 

regression, a cross sectional regression and a panel regression based on municipal data and 

on an index of contractual decentralization between a company producing bread and pastry 

products in Bogotá (Company A) and its distributors (Harbaugh, Krause, & Vesterlund, 

2002). In the first regression, the dependent variable is Company A’s decision of 

distributing or not distributing its products to a certain municipality and encompasses all 

the municipalities in Colombia that can be reached by road. This regression assesses the 

factors that affect an organization’s decision of taking its products to a determined 

municipality or not and doesn’t explore the type of contract used to distribute its products 
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to the municipality that they have decided to go to. In the second and third regressions, the 

dependent variable is an index that assesses centralization of the contract signed between 

the freight generator and its distributors according to the municipalities covered by that 

distributor. These regressions only cover the municipalities to which Company A has taken 

its products since 1998 and excludes from the analysis all those municipalities that have not 

been reached by the company in this period. This two-stage analysis acknowledges that the 

decision of going or not going to a municipality and the decision regarding the type of 

contract, once the decision of going is made, respond to different incentives. 

 I used the archival information of Company A for the period comprised between 

1998 and 2008 to define which municipalities were visited by this organization and the type 

of contractual arrangements established between the distributor and the company in each 

municipality. The municipalities that were not accessible by road were excluded from the 

first regression, for they imply a multimodal effort that is not commensurable with road 

distribution, leaving a sample of 964 municipalities out of a total of 1117 according to the 

National Statistics Authority, DANE. The second regression covered a total of 633 

municipalities, accessed by Company A in 2008. The third regression covers 302 

municipalities which include municipalities where Company A was present between 2003 

and 2008 and that have complete statistical information for the variables covered for the 

entire period. Bogotá was also excluded from the sample because it was the reference city 

to measure distance as Company A is based there. Despite the concentration of small 

independent retailers in the capital city and the size of its population, the company’s 

production plants are in this city and thus interfere with the model. The panel does not 

cover the entire review period because of lack of official data regarding municipal 

performance, specifically in variables related to institutional strength. 

The contractual centralization index involved the exploration of six different 

variables that describe the type of possible contractual relationships between distributors 

and freight generators. These variables were grouped, for the sake of clarity, in two. The 

first group of variables explores contractual relationships. First, it establishes whether the 

company did or didn’t distribute its products in each municipality (see Table 8, Variable 1). 

Only the municipalities in which the company distributed its products during the period 

comprised in this study were considered, but because there are municipalities to which the 
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freight generator took its products in some of the years included in the analysis and not in 

others, it was important to have information for each of the years between 2002 and 2008. 

Second, it established the type of contracts signed between the freight generator and the 

distributor in any given municipality examining whether the contract responds to an 

employment relationship, a market relationship, a hybrid arrangement, or a combination of 

any of the above using Ménard’s proposed classification (Ménard, 1996). On one extreme 

we find hierarchic arrangements. In these arrangements, there is an employment contract, 

and the distributor in charge of a given municipality has all the responsibilities and benefits 

any regular employee has (including a fixed salary independent of any additional incentive 

scheme). In this case, there is also full integration and the municipality is grouped in the 

first category. On the other extreme, we find a market relationship, in which there is no 

contract, and the distributors and the company have a simple and sporadic commercial 

relationship that responds solely to market rationality. In this latter case, we also find full 

decentralization, and it thus composes the second category. In between, there are two 

different grades of decentralization. If the distributors in a determined municipality are 

semi-centralized distributors, and play the role of agents of a determined company, the 

municipalities are grouped into a third category. If a company has both vertically integrated 

and semi-centralized distributors in a municipality, these municipalities are grouped in a 

fourth category. The municipalities in which Company A is not present are grouped in a 

final fifth category. Lastly, the municipalities in which Company has had no presence in the 

10 years considered in this paper, are excluded altogether. Each of the aspects described 

above was categorized to capture the different types of contractual arrangements (see Table 

8, Variable 2).  

The second group of variables that make up the index explore more specific aspects 

regarding the type of control in binary relationships. First, it explores if the company 

decides where the distributor works (see Table 8, Variable 3). Second, whether the 

company determines the route followed by the distributor (see Table 8, Variable 4). Third, 

whether the company owns the truck driven by the distributor (see Table 8, Variable 5). 

Fourth, whether the company has lent money to the distributor to buy his or her truck (see 

Table 8, Variable 6).  
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Because of the nature of the variables, as expected, I came across a high correlation 

between the six variables. In order to reduce these six correlated variables into a smaller set 

independent composite variables, I ran a Principal Components Factor Analysis. Because this 

analysis allows me to capture the variance of the variables that compose it, rather than 

choosing one of the variables as a proxy of the others or using the six variables without any 

treatment, or assigning weights to each variable. The new variable generated by means of 

the Principal Component Analysis, reflects the behavior of the six original variables 

without suffering from the over-ambiguity of correlation or stripping the model from 

information by excluding any of the six contractual and non-specific contractual variables.  

Additionally, it enables a nonbiased assessment of the weights that are assigned to 

each variable (Hair, Anderson, Tatham, & Black, 2008). Because of the method used and 

the type of variables used in the process, the determined index does not capture 

concentration, that is, if we understand concentration from an econometric perspective, as 

used to calculate GINI coefficients. It does however, capture the variance of six variables 

related to contractual centralization. It creates a new variable the responds to the 

information disseminated by the six variables described above and that explains the 

variance of these six variables which assess binary and opposing characteristics related to 

the type of contract and the contractual relationship between the freight generator and the 

distributor. This index allows me to thoroughly describe the variables in question without 

having to respond to the problems commonly associated with categorical variables. By 

using the Principal Component Analysis, I was able to safely transform six discrete factors 

into one all-encompassing variable that captures the variance of the latter, while also paying 

heed to the particular and often volatile response of each individual variable. Because of the 

robustness of the results, it was possible to use only the first component as it captured 

73.37% of the variance of the six variables analyzed as shown in Table 8. This component, 

or this new variable, assesses the level of centralization of contractual relationships 

between industrial freight generators and distributors in Colombia (it is important to note 

that the components of the model, numbers 1 through 6 in the results table in Table 8 do not 

correspond to the variables in the previous description). Moreover, this index, enabled me 

to deal with instances in which there is correlation concerning contracts and the extent to 

which these are either centralized or decentralized. By using the Principal Component 
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Analysis, I could determine with greater certainty the extent to contracts respond to 

municipal instances, by being more or less centralized.  
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Table 8 Centralization Index: Description and Results 

First Group: Contractual Relationships 
 
1. Going not 
Going, over time 

Categorical variable that describes the 
municipalities covered by the freight generator. 
This information varies in the period between 
2002 and 2008, not all municipalities covered 
were covered in the entire period. This variable 
captures in which years has the freight generator 
had presence in municipalities.  
 

Binary variable 

2. Type of 
contract  

Categorical variable that describes the type of 
contract signed between the distributor and the 
freight generator (employment relationship, 
market relationship, different types of hybrid 
arrangement). This variable can change in the 
same municipality over the period studied. 
 

Categorical 

Second Group: Specific Aspects of the Contractual Relationship 
3. Decision of 
where the 
distributor works 

Categorical variable that describes who makes 
the decisions of where the distributor works. If it 
is made by the freight generator, there is 
supposed to be more centrality than if it is made 
by the distributor. This variable sometimes 
varies in the same municipality in the period 
covered. 
 

Binary variable 

4. Truck 
ownership 

Categorical variable that describes who owns the 
truck used by the distributor. If it is owned by 
the freight generator, there is supposed to be 
more centrality than if it is owned by the 
distributor. This variable sometimes varies in the 
same municipality in the period covered. 
 

Binary variable 

5. Loan Categorical variable that describes if the freight 
generator has lent money to the distributor. If it 
has, there is supposed to be more centrality than 
if it hasn’t. This variable sometimes varies in the 
same municipality in the period covered. 
 

Binary variable 

6. Decision over 
route 

Categorical variable that describes who makes 
the decisions of the exact route the distributor 
covers. This is different from the assigned area. 
If it is made by the freight generator, there is 
supposed to be more centrality than if it is made 
by the distributor. This variable sometimes 

Binary variable 
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varies in the same municipality in the period 
covered. 

 

 

 Initial Eigenvalues Extraction Sums of Squared 
Loading 

Component       

 Total % of 
Variance  

% 
Cumulative 

Total % of 
Variance  

% 
Cumulative 

1 0.817 75.377 75.377 0.817 75.377 75.377 

2 0.178 16.382 91.758    

3 0.071 6.535 98.293    

4 0.019 1.707 100.000    

5 0.000 0.000 100.000    

6 0.000 0.000 100.000    

1 0.817 75.377 75.377 3.387 56.458 56.458 

2 0.178 16.382 91.758    

3 0.071 6.535 98.293    

4 0.019 1.707 100.000    

5 0.000 0.000 100.000    

6 0.000 0.000 100.000    

 
 

Even though centralization has been a classic question in transaction cost 

economics, there is still a rich and ongoing debate on how to assess governance 

relationships between two organizations in the case of hybrid arrangements (Shelanski & 

Klein, 1995). Because of this, to assess the level of centralization of the contractual 

arrangement between the freight generator and the distributor, my proposed categorization 

for contractual centralization according to the variables stated above was validated with 
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external experts. The model contracts can be found in Appendix 32. The information for 

each of the variables that composes the index taken from Company A’s archives that 

contain the information of the distributors that work for this organization and is 

corroborated with additional interviews and surveys (described in paper 1, Table 6 and 

Table 7). 

The independent variable in this model is violence in each municipality in the 

period between 2003 and 2008. I use different measurements to assess the level of violence 

in each municipality. The first measurement is the homicide rate, the second is the number 

of demobilized individuals, the third is the number of landmines, the fourth is the number 

of internally displaced persons, and the fourth is the number of reported kidnappings. A 

fifth variable that measures both violence and institutional strength, captures was also 

considered. These variables were retrieved from the Municipal Panel Database of Centro de 

Estudios Económicos of the University of Los Andes, CEDE which compiles different 

official sources of information and from the SIGOT of the Colombian cartographic 

authority Codazzi Center.3 The variables were all standardized before this analysis (March 

& Sutton, 1997, p. 698). The full statistical description of these variables can be found in 

Appendix 4.  

Despite the difference in the motivations behind political violence and common 

delinquency—a difference emphasized by Gonzalez and Posada (2001)—it is possible to 

assume that homicides generate the same effect in business decisions. The objective rate of 

homicide rates may affect the contractual decision made by business owners. Rettberg 

states that “the private sector is usually acutely aware of the direct link between security 

and business opportunity” which might lead us to believe that businesses are not 

necessarily interested in the ultimate causes of armed conflict, but rather on the immediate 

effects security may have on their operation (Rettberg, 2004, p. 139). Nonetheless, as 

Camacho and Rodríguez (2010) have stated there is a relationship between the escalation of 

                                                           
2 The experts that reviewed the categorization of the contracts were Ángela Orozco, lawyer 
specialized in commercial law and former Minister of Foreign Trade (2001-2002) and 
Laura Valdivieso, trade leader of the oil and shortening industry, lawyer and former 
Customs Director of the National Tax and Customs Authority.  
3 The Municipal Panel Database of CEDE can be accessed online: 
http://datoscede.uniandes.edu.co/microdatos-detalle.php/263/2/157/ 
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organized violence and that of common crime and even though homicide rates can 

contemplate the effects of these two causes, using other variables that measure violence 

allows for a more detailed analysis of the effects of violence on contractual 

decentralization.  

Perils associated with armed conflict and overall violence can be catalogued as 

uncertainty rather than risk given the impossibility of weighing and monetarizing in a 

contract the probabilities of kidnapping, ambush, or perils of the sort, including the 

variables used in this paper to assess violence (homicide rates, landmines, internal 

displacement, demobilized, kidnappings and captures—to a lesser extent). Additionally, as 

mentioned before, the variables included in the models reflect objective measurements of 

violence and do not include perception of insecurity. Because of issues derived from this 

situation, the different variables available at a municipal level for assessing violence were 

considered and were analyzed in different regressions as seen in Table 9, which 

summarizes the first two sections of Appendix 4.  

Apart from the dependent and independent variables, two other types of variables 

were contemplated in this analysis. The first of these two are those variables that are 

intrinsic to each municipality and that do not necessarily change rapidly over time. These 

variables are not directly related to any form of violence but affect the decision of going to 

a determined municipality as well as the type of contract used by the freight generator and 

the distributor. These variables include the municipality’s population, altitude, the linear 

distance to Bogota and to the nearest: departmental capital, marketplace and local 

marketplace. Because linear distances are variables that do not vary at all in the period 

studied and because the panel had fixed effects according to the Hausmann test, and are not 

considered in the third regression because of the fixed effects. They also include per capita 

GDP, infant mortality rates and the proportion of rural population in the municipality. 

These variables were taken from CEDE’s Municipal Panel Data Base and from the SIGOT. 

The second of these two groups are those variables relate to the municipality’s 

governance and statehood (Risse, 2011). These variables consider the different types of 

institutions that are present in each municipality as well as the government’s capacity to 

provide public goods and ensure sound fiscal management. Municipal categories, fiscal 

capacity, as a proxy for good government and governance practices, current account deficit, 
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the presence of public notaries, the presence of banking and financial organizations, the 

presence of savings corporations, the presence of Catholic and non-Catholic churches, the 

percentage of paved roads and the presence of hospitals and of primary health centers were 

considered. The totality of institutional factors were analyzed also using a Principal 

Components Factor Analysis (Hair, Anderson, Tatham, & Black, 2008) in order to 

determine the weight of each variable in the index, and create a new variable that would 

capture the largest possible effect of these characteristics in Company A’s decision of going 

or not going to a determined municipality. This variable was used in the first model The 

second model includes individual institutional variables as opposed to a composed variable 

in order to assess the specific effects of different institutional characteristics in contractual 

decisions. These variables were also retrieved from CEDE’s Municipal Panel Database and 

from the Codazzi’s SIGOT. The basic descriptive analysis of the three groups of variables 

can be seen in Appendix 4.  

The correlation between these variables was tested using a simple Pearson test for 

the last year of the panel, 2008, to ensure that variables didn’t covary and in order to 

structure the model, as can be seen in Appendix 4. These analyses were carried out for the 

different groups of variables separately and included other variables that were explored but 

not included in the final model because they were correlated with other variables or because 

they did not affect the model’s predictive capacity such as the number of libraries, the 

number of teachers and the number of tax recollection services in each municipality (Hair, 

Anderson, Tatham, & Black, 2008, p. 145). 

The first regression explored Company A’s decision of distributing its products to 

different municipalities according to the variables just described. Chance only would 

explain 68.1% of the possibilities. A Hosmer-Leneshaw test indicates that the model has a 

good prediction capacity (0.173), it has a global predictive capacity of 93.3%: 86.5% when 

the decision is to not go and 96.4% when the decision is to go.  
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Table 9: Statistical Analysis for Possible Violence Related Variables 

 

 

 

  

B Sig. B Sig. B Sig. B Sig. B Sig. B Sig. B Sig. B Sig.
Dependent Variable
Constant 254.428,00 0,99 -0,018 0,95 0,907 0,00 239,944 0,94 5,082 0,00 -0,992 0,22 0,816 0,00 5,395 0,00
Conflict (Historic) 12.804,00 1,00 -0,024 0,89 X X X X X X
Population 12.721,00 1,00 X X X X X X X
Captures (Common crime) 0,00 1,00 X X X X X X X
Demobilized 0,18 1,00 0,042 0,01 0,045 0,01 X X X X 0,044 0,23
Kidnapping -2.191,00 1,00 0,127 0,10 X X X X X X
Landmines 0,75 1,00 0,054 0,04 X X X X X X
Coca Plantations -8.490,00 1,00 0,631 0,00 X X X X X X
Presence of Illegal Armed 
Groups -0,37 1,00 0,357 0,03 -0,375 0,02 X X X X 0,252 0,43
Internally Displaced -0,01 1,00 -0,001 0,00 -0,001 0,00 X X X X 0,000 0,07
Total Time 0,00 1,00 X X -0,03 0,99 0,001 0,33 X X X
Density 0,00 1,00 X X -0,019 0,99 0,000 0,43 X X X
Percentage of Paved Roads -0,06 1,00 X X -1,015 0,99 0,043 0,00 X X 0,058 0,00
Homicide Rates 0,02 1,00 X X X X X X -0,007 0,07
Fiscal Performance -0,79 1,00 X X X X 0,019 0,12 X X
Execution Capacity 0,03 1,00 X X X X -0,017 0,00 X -0,003 0,34
Current Ratio 3.002,00 1,00 X X X X 0,06 0,70 X X
Current Account Deficit 0,00 1,00 X X X X 0,00 0,86 X X
Distance to Bogota -0,07 1,00 X X -0,16 0,99 -0,019 0,00 X X -0,022 0,00
Municipal Category 1 -93.592,00 0,99 X X 292,243 0,97 X 0,00 X X X
Municipal Category 3 -97.696,00 0,99 X X 550,647 0,94 X X X X
Total Population 0,00 1,00 X X 0,001 0,97 0,000 0,01 X X X
Rurality Index -56.471,00 1,00 X X -186,126 0,98 -0,829 0,23 X X -1,046 0,15
Births 0,02 1,00 X X -0,055 0,96 X X X X
Infant Mortality Rate -0,22 1,00 X X 1,611 0,99 X X X X
Area 0,00 1,00 X X 0,000 0,97 0,000 0,67 X X X
Altitude 0,00 1,00 X X -0,079 0,96 0,000 0,98 X X X
Distance to Regional Capital 
City -0,09 1,00 X X -1,621 0,94 0,012 0,00 X X X
Distance to Nearest Regional 
Marketplace 0,11 1,00 X X 0,001 1,00 -0,001 0,83 X X -0,011 0,00
Distance to Nearest Local 
Marketplace -0,14 1,00 X X -0,518 0,98 -0,022 0,00 X X X
GDP per capita 0,00 1,00 X X 0,000 1,00 X 0,000 0,00 X 0,000 0,01
Notaries -1.021,00 1,00 X X X X X -0,65 0,00
Banking Institutions -0,90 1,00 X X X X X 0,01 0,94
Financial Institutions -4.690,00 1,00 X X X X X 0,57 0,00
Savings Corporations -8.582,00 1,00 X X X X X 0,59 0,00
Catholic Churches -2.150,00 1,00 X X X X X 0,58 0,00
Non Catholic Churhces -5.275,00 0,99 X X X X X -0,11 0,07
Hospitals -6.884,00 1,00 X X X X X 0,48 0,03
Health Centers -4.703,00 1,00 X X X X X -0,72 0,00
Health Local Points -0,68 1,00 X X X X X 0,10 0,25
Tax offices -8.716,00 1,00 X X X X X -0,14 0,41
Number of State Institutions 0,91 1,00 X X X X X -0,03 0,41
State Hired Teachers -0,28 1,00 X X X X X -0,05 0,16
Libraries 12.197,00 1,00 X X X X X -0,05 0,79
Total Captures -0,94 1,00 0,26 0,00 0,272 0,0010 X X X X 0,356 0,05

Regression 1: Binary logit regression model (binary) with every variable in the data base (none of the coefficients is statistically significant in this analysis)
Regression 2: Binary logit regression model with only violence variables (homicide rates will be included in the final model)
Regression 3: Binary logit regression model with violence variables excluding non significant variables or those with conflicting coefficients
Regression 4: Binary logit regression model with structural variables 
Regression 5: Binary logit regression model with structural variables excluding correlated variables
Regression 6: Binary logit regression model with economic variables (variables are not correlated)
Regression 7: Binary logit regression model with institutional variables (there is a high correlation between these variables)
Regression 8: Binary logit regression model with combined variables or regressions 3, 5, 6 and variable developed with a Principal Component Analysis for institutional variables

Regression 1
Variables

Going not going

Regression 2

Going not going

Regression 4

Going not going

Regression 3

Going not going

Regression 5

Going not going

0,244 0,015

Regression 6

Going not going

Regression 7

Going not going

Regression 8

Going not going
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Table 10: Results of Regression Analysis Predicting Decision of Going to a Certain 

Municipality (2008) 

  

N=964 
Probit model 
Cox and Snell R-Squared: 0.576 
Nagelkere R-Squared: 0.806 

 B 
Stand. 
Error Sig Exp (B) 

Colineality 
Tolerance 

Colineality 
VIF 

      

Demobilized 0.044 0.036 0.226 1.045 0.765 1.30 

Presence of Illegal 
Armed Groups 

0.252 0.319 0.43 1.286 
0.779 1.28 

Number of internally 
displaced people 
expelled 

0 0 0.068. 1 

0.718 1.39 

Total Captures 0.356 0.178 0.046* 1.428 0.795 1.25 

Percentage of Paved 
Roads 

0.058 0.01 0*** 1.059 
0.869 1.15 

Distance to Bogota -0.02 0.002 0*** 0.978 0.790 1.26 

Distance to Nearest 
Local Marketplace 

-0.01 0.003 0.002** 0.989 
0.746 1.34 

Rurality Index -1.05 0.731 0.153 0.351 0.702 1.42 

Execution Capacity -0 0.003 0.342 0.997 0.961 1.04 

Per Capita GDP 0 0 0.007** 1 
0.930 1.07 

Institutional Factors 0.244 0.1 0.015* 1.276 0.759 1.31 

Homicide Rates -0.01 0.004 0.073. 0.993 0.755 1.32 

Constant 5.395 1.029 0 220.22   
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Table 11a: Correlation Tests Analysis Predicting Decision of Going to a Certain 

Municipality (2008) 

 

 

 

Table 11b: Marginal Effects 

Variable Media B Constant 

Marginal effect 
with other 
variables. with 
expected value=0  

Demobilized 0.0000  0.044 5.395 0.0001979248  
Presence of Illegal 
Armed Groups  0.252 5.395 0.0011335691  
Number of internally 
displaced people 
expelled 0.0000  0.000 5.395 0.0000000000  
Total Captures 0.7002  0.356 5.395 0.0012505664 * 
Percentage of Paved 
Roads 76.1112  0.058 5.395 0.0000031856  

 1 2 3 4 5 6 7 8 9 10 
1. Demobilized Pearson 

Correlation 
1 0,229** 0,330** 0,052 -0,064* 0,017 0,077* -0,205** -0,033 -0,036 

Sig. 
(bilateral) 

 0,000 0,000 0,107 0,046 0,591 0,017 0,000 0,304 0,260 

N 964 964 964 964 964 964 964 964 959 964 
2. Presence of Illegal 
Armed Groups 

Pearson 
Correlation 

0,229** 1 0,314** 0,130** -0,006 0,141** 0,153** -0,155** -0,013 -0,092** 

Sig. 
(bilateral) 

0,000  0,000 0,000 0,852 0,000 0,000 0,000 0,683 0,004 

N 964 964 964 964 964 964 964 964 959 964 
3. Number of internally 
displaced people 
expelled 

Pearson 
Correlation 

0,330** 0,314** 1 0,031 -0,064* 0,236** 0,203** -0,101** -0,025 -0,120** 

Sig. 
(bilateral) 

0,000 0,000  0,331 0,048 0,000 0,000 0,002 0,434 0,000 

N 964 964 964 964 964 964 964 964 959 964 
4. Total Captures Pearson 

Correlation 
0,052 0,130** 0,031 1 0,090** -0,026 -0,157** -0,362** -0,066* -0,008 

Sig. 
(bilateral) 

0,107 0,000 0,331  0,005 0,429 0,000 0,000 0,040 0,814 

N 964 964 964 964 964 964 964 964 959 964 
5. Percentage of Paved 
Roads 

Pearson 
Correlation 

-0,064* -0,006 -0,064* 0,090** 1 -0,141** -0,272** -0,195** -0,050 0,138** 

Sig. 
(bilateral) 

0,046 0,852 0,048 0,005  0,000 0,000 0,000 0,124 0,000 

N 964 964 964 964 964 964 964 964 959 964 
6. Distance to Bogota Pearson 

Correlation 
0,017 0,141** 0,236** -0,026 -0,141** 1 0,307** -0,118** 0,131** -0,197** 
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Distance to Bogota 290.9199  -0.022 5.395 -0.0043149820 * 
Distance to Nearest 
Local Marketplace 50.9658  -0.011 5.395 -0.0000860935  
Rurality Index 0.5770  -1.046 5.395 -0.0085402034 * 
Execution Capacity 18.7450  -0.003 5.395 -0.0000142680  
Per Capita GDP 8.483.845.2920  0.000 5.395 0.0000000000  
Institutional Factors 0.0000  0.244 5.395 0.0010975828 * 
Homicide Rates 0.3545  -0.007 5.395 -0.0000315656  

n=964 

After assessing the relationship between violence, municipal institutional strength 

and Company A’s decision to distribute its products to a certain municipality, the next step 

was to assess the relationship between these same factors and the level of contractual 

decentralization between the industrial company and the distributor, according to the index 

described in Table 8. A cross sectional model ran with the same variables as the first 

regression had a very low explicative power, reflected in a very low R2 and a significant 

constant. This led me to explore other variables because violence rates did not affect this 

second decision as much as it affected the first. According to these models once a company 

decides to go to a certain municipality, the other factors that determine the type of contract 

established with its distributors tend relate more each municipality’s institutional strength 

and not necessarily with to the level of uncertainty derived from violence. 

Table 12a: Results of Regression Analysis Predicting the Level of Contractual 

Descentralization (2008) 

Model 

Non Standarized 
Coef. 

Stand. 
Coef. 

t Sig. 
B 

Stand 
Error 

Beta 

Constant -0.14 0.226  -0.62 0.54 
Municipal Category 
3 

0.738 0.138 0.203 5.339 0*** 

Rurality Index -0.58 0.21 -0.14 -2.78 0.01* 
Infant Mortality 
Rate 

-0.05 0.008 -0.27 -6.29 0*** 

Altitude 0 0 0.211 5.15 0*** 
Distance to Nearest 
Local Marketplace 

0.004 0.001 0.206 5.169 0*** 

Per Capita GDP 0 0 -0.09 -2.45 0.02* 
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Public Bank -0.06 0.042 -0.12 -1.49 0.14 
Savings 
Corporations 

-0.03 0.055 -0.03 -0.62 0.54 

Non Catholic 
Churches 

-0.05 0.022 -0.16 -2.4 0.02* 

Libraries 0.278 0.075 0.313 3.696 0*** 
Homicide Rates 0.001 0.001 0.035 0.886 0.38 

 

Signif, codes: 0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1 
n=639 
R: 0.459 
R-Squared: 0.211 
 
 

Table 12b: Marginal Effects 

Variable Media B Constant 

Marginal effect with 
other variables. with 
expected value=0 

Demobilized 1.5500  -0.004 1.213 -0.0007089780 
Presence of Illegal Armed Groups 0.3400  -0.119 1.213 -0.0214810497 
Number of internally displaced 
people expelled 203.3000  0.000 1.213 0.0000000000 
Total Captures 0.7877  -0.120 1.213 -0.0222759967 
Percentage of Paved Roads 79.6186  -0.004 1.213 -0.0008238969 
Distance to Bogota 196.3978  0.000 1.213 0.0000000000 
Distance to Nearest Local 
Marketplace 37.5060  -0.004 1.213 -0.0007633005 
Rurality Index 0.5763  -0.802 1.213 -0.1746989644 
Execution Capacity 13.3381  0.001 1.213 0.0001753743 
Per Capita GDP 9.443.280.9460  0.000 1.213 0.0000000000 
Institutional Factors 0.0160  -0.042 1.213 -0.0074220559 
Homicide Rates 34.1972  0.000 1.213 0.0000000000 

 
n=639 
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Table 13: Correlation and Covariance Table Analysis Predicting the Level of Contractual 

Descentralization (2008) 

 

 1 2 3 4 5 6 7 8 9 10 11 

C
or

re
la

tio
ns

 

1. Homicide 
Rates 

1 0.08 0.04 0.06 0.15 0.18 0.15 
-

0.14 
0.07 

-
0.11 

-
0.09 

2. Savings 
Corporations 

0.08 1 
-

0.01 
0.01 

-
0.11 

-
0.06 

0.02 0.07 0.19 
-

0.29 
-

0.03 

3. Per Capita 
GDP 

0.04 
-

0.01 
1 0.1 

-
0.01 

0.07 
-

0.09 
0.02 0.01 0.03 0.1 

4. Distance 
to Nearest 
Regional 
Marketplace 

0.06 0.01 0.1 1 
-

0.11 
-

0.09 
-

0.07 
-

0.29 
-

0.06 
-

0.14 
0.17 

5. Municipal 
Category 3 

0.15 
-

0.11 
-

0.01 
-

0.11 
1 0.12 

-
0.09 

-
0.04 

-
0.07 

0.09 0.11 

6. Altitude 0.18 
-

0.06 
0.07 

-
0.09 

0.12 1 
-

0.09 
0.21 

-
0.18 

0.25 
-

0.03 
7. Public 
Bank 

0.15 0.02 
-

0.09 
-

0.07 
-

0.09 
-

0.09 
1 0.09 

-
0.24 

-
0.24 

-
0.76 

8. Infant 
Mortality 
Rate 

-
0.14 

0.07 0.02 
-

0.29 
-

0.04 
0.21 0.09 1 -0.4 

-
0.06 

-
0.08 

9. Rurality 
Index 

0.07 0.19 0.01 
-

0.06 
-

0.07 
-

0.18 
-

0.24 
-0.4 1 0.28 0.14 

10. Non 
Catholic 
Churches 

-
0.11 

-
0.29 

0.03 
-

0.14 
0.09 0.25 

-
0.24 

-
0.06 

0.28 1 
-

0.26 

11. Libraries 
-

0.09 
-

0.03 
0.1 0.17 0.11 

-
0.03 

-
0.76 

-
0.08 

0.14 
-

0.26 
1 

C
ov

ar
ia

nc
es

 

1. Homicide 
Rates 

0 0 0 0 0 0 0 0 0 0 0 

2. Savings 
Corporations 

0 0 0 0 0 0 0 0 0 0 0 

3. Per Capita 
GDP 

0 0 0 0 0 0 0 0 0 0 0 

4. Distance 
to Nearest 
Regional 
Marketplace 

0 0 0 0 0 0 0 0 0 0 0 

5. Municipal 
Category 3 

0 0 0 0 0.02 0 0 0 0 0 0 

6. Altitude 0 0 0 0 0 0 0 0 0 0 0 
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7. Public 
Bank 

0 0 0 0 0 0 0 0 0 0 0 

8. Infant 
Mortality 
Rate 

0 0 0 0 0 0 0 0 0 0 0 

9. Rurality 
Index 

0 0 0 0 0 0 0 0 0.04 0 0 

10. Non 
Catholic 
Churches 

0 0 0 0 0 0 0 0 0 0 0 

11. Libraries 0 0 0 0 0 0 0 0 0 0 0.01 

 

 

After exploring the effect of homicide rates and institutional variables in contractual 

decentralization in one year, the next step was to assess how the changes in violence rates 

and institutional strength over time affected contractual decentralization. The third 

regression explores these variables with a panel that covers the years 2003 through 2008. 

The variables that do not vary in time such as altitude, distances, and other factors that are 

not measured on a yearly basis were excluded from the model as the Hausman test that was 

carried implied that a fixed effect model best predicted the behavior of the data.  

 

Table 14: Results of Panel Regression Analysis Predicting the Level of Contractual 

Descentralization (2003-2008) 

 

Balanced Panel: n=302. T=6. N=1812     
 

    
Residuals :     
 Min.  1st Qu.  Median  3rd Qu.  Max.  
-0.79100  -0.11200  -0.00698  0.05980  1.34000  
 

    
Coefficients:     

 Estimate Std. Error t-value Pr(>|t|) 
Total population  -1.7121e-06  1.1670e-06 -1.4671 0.1425646 

Were there confrontations related to the 
armed conflict?  -1.5885e-03 2.4022e-03 -0.6613 0.5085377 
Homicide Rates 6.6213e-04 2.0895e-04 3.1688 0.0015614** 
Fiscal Capacity -8.2108e-06 2.3030e-06 -3.5653 0.0003748*** 
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Rurality Index 1.0957e+01 1.0064e+10 10.8872 < 2.2e-16 *** 
Captures (armed conflict)  -3.9060e-03  1.4382e-03  -2.7160  0.0066834 **  
Captures (common crime)  4.1244e-06  6.7880e-05  0.0608  0.9515574 
Demobilized 2.5945e-03   1.2190e-03  2.1284  0.0334694 * 
Kidnappings  1.5434e-02  3.4297e-03   4.5002  7.313e-06 *** 
Coca Plantations  -1.6901e-01  6.0417e-02  -2.7974  0.0052179 **  
Landmines 2.6140e-03  2.8378e-03   0.9212  0.3571189  
Number of internally displaced people 
expelled 2.6250e-05  2.3031e-05  1.1398  0.2545641  
---     
Signif, codes: 0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1   
 

    
Total Sum of Squares: 164.72     
Residual Sum of Squares: 141.84    
R-Squared: 0.13886     
Adj. R-Squared: 0.1148     
F-statistic: 20.1301 on 12 and 1498 DF, p-value: < 2.22e-16   
 

Results and Discussion 

 The purpose of this paper is to explore the effect of uncertainty associated with 

violence on the probability of contractual decentralization in the distribution of basic 

consumer goods. A probit regression to assess how violence affects the decision of going or 

not going to a certain municipality, an OLS regression to explore how violence influences 

the contractual centralization once a company has decided to take its products to a certain 

municipality, and a panel to assess how violence affects contractual centralization over 

time. Colombian companies that depend on small independent retailers to have different 

contractual agreements, under the supposition that these arrangements are a strategy to face 

violence.  

Violence rates measured both by homicide rates and the number of internally 

displaced people in each municipality negatively affect an organization’s decision to take 

its products to a determined municipality. The larger the homicide rates and the larger the 

number of internally displaced people the smaller the probability of taking its products to a 

determined municipality (first model). Nonetheless, once the decision of having presence in 

a municipality is taken, homicide rates have a non-significant but positive effect on the 

probability of contractual centralization in the cross-sectional model for 2008, and a 
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positive and significant effect on contractual centralization in the panel regression (2002-

2008). High homicide rates initially affect the decision of not going to a municipality, but 

once the distributor has already decided to have presence in that municipality, higher 

homicide rates lead to more centralized contracts. This information could be considered 

counterintuitive, but homicide rates tend to be higher in small municipalities with high 

presence of illegal armed group and in medium and large cities than in the rest of the 

country. Small municipalities with high violence rates tend to be discarded once the 

decision of going or not going to a municipality is taken, but medium and large cities with 

attractive markets but high violence rates tend to lead to more centralized contracts. The 

effects of the rate of kidnappings is consistent with this analysis. Nonetheless, the number 

of hectares of coca plantations affects negatively the rate of centralization. These results 

partially corroborate hypothesis 1 as formulated in this document, but shed light onto a few 

additional factors about the relationship between freight generators and distributors in 

contexts of uncertainty derived from violence. Organizations assess the impact of homicide 

rates and factors related with armed conflict when deciding to go or not to go to a certain 

municipality, but once the decision is taken, other factors influence the decentralization rate 

in a determined year and over time.  

The size of the market, expressed by the size of the population and the rurality index 

was expected to be a key predictive variable in the contractual centralization index. 

However, the effects were partial. The size of the population had a non-significant but 

negative effect in the decision of going or not going to a determined municipality. When 

analyzing the effect in the decentralization index it did not have a significant effect either in 

the year 2008 nor in the panel. However, the rurality index did have a negative and 

significant effect on the panel, suggesting that the higher the rurality rate in a municipality 

the more decentralized the contractual arrangement used by the freight generator. Even 

though the size of the population was not significant in the decision of going or not going to 

a determined municipality or on the decentralization index at any given moment, the 

changes in the percentage of rural areas in a determined municipality did affect 

decentralization rates. They higher the rurality index, the lower the centralization rate with 

an effect over time. To understand these conclusions more thoroughly, it is important to 

state that Bogota’s neighboring departments. Boyacá. Cundinamarca. Tolima and Huila, 
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concentrate a large percentage of the total population, around 7.3% of the country’s 

population in 4.2% of the total national area, distributed in 313 municipalities located less 

than 7 hours on route from Bogotá. Additionally, it was in these areas that Company A 

started its distribution. It is important to consider that it was in these areas closer to Bogota 

were Company A first opted to create semi decentralized contracts as opposed to fully 

centralized contracts for its distribution and then modeled this to other regions in the 

country. 

Distance from the production center (Bogota) to each municipality was a key factor 

for the first two models, but was not considered in the panel because it was a non-varying 

variable in a fixed effects panel. It did however affect the decision of going or not going to 

a determined municipality: the closer to Bogota, the more likely to go to that municipality. 

However, once the decision of going or not going was taken, the distance between Bogota 

and the municipality did not have a significant effect in the level of contractual 

decentralization. Because Colombia has different centralities contrary to countries with 

only one or two key institutional reference points, the first two models also considered the 

distance between the municipality and the closest departmental capital and the nearest 

marketplace. These two variables had a negative and significant effect in the decision of 

going or not going to a determined municipality. Nonetheless, once the decision of going or 

not going to a certain municipality was taken, the effect changed. The distance to the 

nearest marketplace had a positive and significant effect on the decentralization index. In 

other words, the distance to Bogotá is a key factor to decide whether a company distributes 

its products to a certain municipality or not, but once the decision is taken, other factors 

affect the decision. The closeness to Bogotá is important for this decision. As a matter of 

fact, it is so important that the distance to other departmental capitals and to central regional 

marketplaces has a negative effect on this decision. Once the decision is taken, the 

closeness to regional marketplaces starts to be a factor that positively influences the 

centralization of a contractual decision. This results confirm the initial intuition derived 

from the settlement patterns of Colombia described by Safford and Palacios (Safford & 

Palacios, 2003).  

 Statehood and institutional strength are aspects expected to influence contractual 

decentralization in the distribution of goods. The intuition behind the fourth hypothesis was 
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based on Rodríguez and Portes’s theory on the contrasts between center and periphery in 

Colombia (Rodríguez-Garavito, 2012). The effect of fiscal efficiency had a negative and 

significant impact in the decision of going or not going to a determined municipality. So 

did the presence of regional and municipal health centers, as opposed to hospitals. The per 

capita GDP however had a positive and significant effect as did so the percentage of paved 

roads. The presence of notaries, banking institutions, savings corporations, hospitals and 

churches did not have significant influence. Once the decision of going to a determined 

municipality was taken, the per capita GDP still had a positive and significant effect, as did 

the municipal category, a measurement used by the National government to classify 

municipalities according to their institutional strength. The more solid the municipal 

institutions and the higher the per capita GDP, the more centralized the contract between 

the freight generator and the distributor. Accordingly, fiscal capacity had a negative but 

significant effect on the contractual decentralization over time, as stated by the panel’s 

results. The rate of arrests, a variable that captures both institutional strength and 

uncertainty derived from crime, also had a negative but significant effect. These results 

give partial support to hypothesis 4.  

 Because the coefficients of the three models are relatively low, it was necessary to 

run additional tests to assess independence, multicollinearty and variable inflation factor for 

the variables that compose the three regression. The assessment of Collinearity VIF and 

Tolerance (Table 10) showed that despite the low coefficient rates, there is no collinearity. 

which allows us to conclude that there is indeed influence of the factors analyzed in the 

dependent variable despite the size. Also, the VIF and tolerance analysis give us additional 

information about the behavior of the variables. First, that the effects of these variables over 

the independent variable are not subject to the behavior of the other variables in the model. 

And second that there are no signals of moderation of mediation of variables. To confirm 

this. I ran additional regressions with Total Captures and Homicide Rates for each of the 

models to confirm this information. In other words, the variables contemplated in the 

models are independent. Additionally. I calculated a Durbin-Watson test. which gave me a 

result of 1.885 for the probit model (first model) and of 1.874 for the OLS cross sectional 

model (second model) which confirms the independence of the errors in the analysis 

developed. This information was corroborated through the analysis of the normality of the 
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errors with the QQ Plot and Histogram in Appendix 4. Both show that the errors are not 

distributed normally but the non-normality in the distribution of the errors does not affect 

the coefficients that can still be considered the best linear unbiased estimators.  

 I also calculated the marginal effects as shown in Table 11b as an additional 

robustness check for small coefficients. This table shows the total number of captures, 

distance, rurality index and institutional strength are the variables that have the highest 

marginal effects over the probability of going to a determined municipality. Total captures 

and institutional strength have a positive marginal effect in the probability of going to a 

determined municipality. while the distance to Bogota and the rurality index have a 

negative marginal effect.  For the OLS cross sectional, second model, the strongest 

marginal effects are those of total captures, rurality index and the presence of subversive 

groups with a negative effect as shown in Table 12b. These results are consistent with the 

results of the model and corroborate the conclusions described above. These variables have 

a stronger marginal effect over the model than the others. Rurality index and institutional 

factors have similar marginal effects on both models. On the other hand, total captures, a 

variable that predicts both institutional strength and in a lesser degree violence, has a 

positive marginal effect in the decision of going to a municipality, but a negative marginal 

effect on the centralization index. It also affects positively the decision of going in a much 

higher proportion than it affects negatively the type of contract. This gives us additional 

evidence to state that the decision of going to a determined municipality is different than 

that behind the type of contract once the decision of going is made and that in the first 

decision, variables related to institutional strength and to insecurity and violence are more 

important than in the second decision.  
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Table 15: Possible Moderation or Mediation Analysis of Capture Variables  

 

Homicide 
Rates

-0.003 0.002 4.163 1 0.041 0.997

Total 
Captures

0.221 0.070 9.811 1 0.002 1.247

Constant 0.661 0.096 47.339 1 0.000 1.936

Standarized 
Coefficients

B
Error 

estándar
Beta

Constant 0.059 0.044 1.327 0.185
Total 
Captures

-0.075 0.026 -0.113 -2.860 0.004

Standarized 
Coefficients

B
Error 

estándar
Beta

Constant 0.071 0.054 1.314 0.189
Homicide 
Rates

-0.002 0.001 -0.077 -1.939 0.053

Standarized 
Coefficients

B
Error 

estándar
Beta

(Constant) 0.098 0.055 1.790 0.074
Homicide 
Rates

-0.001 0.001 -0.050 -1.220 0.223

Total 
Captures

-0.066 0.027 -0.099 -2.426 0.016

Total Captures and Homicide Rates 2008-Going Not Going

Total Captures 2008-Centralization Index

Total Captures and Homicide Rates 2008-Centralization Index

Homicide Rates 2008-Centralization Index

Non Standarized 
Coefficients

t Sig.

Non Standarized 
Coefficients

t Sig.

Non Standarized 
Coefficients

t Sig.

B
Standard 

Error
Wald gl Sig. Exp(B)
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Conclusions and Further Research 

This paper furthers our understanding of the effect of violence on governance 

structures suggesting that variables associated with violence affect how a Colombian 

company makes decisions and how its distribution contracts change as these factors vary. 

Additionally, it makes the argument that organizations use contractual arrangements to 

adapt to turbulent environments. The information shows that companies take the decision 

of going or not to a determined municipality heavily based on its assessment of uncertainty 

derived from violence, but once the decision is taken, the type of contract is more 

influenced by the size of the market and the institutional strength of each municipality. It 

specifically illustrates the point by focusing on how Colombian companies make decisions 

according to violence rates, distance, and road conditions in each municipality. The 

conclusions of this document, contribute to the debate posed by Rodríguez-Garavito and 

Portes: There are indeed vast differences between center and periphery in Colombia and 

these differences are not only reflected in regional contrasts, but are present in national 

institutions and organizations (Rodríguez-Garavito, 2012). A further exploration of the 

dissimilarities in which one single organization or systems of organizations deal with 

different municipalities, contributes to the debate on the soundness of Colombian 

institutions. This paper prepares the ground for exploring the center-periphery hypothesis 

discussed in the second section of this paper in private organizations.  

The discussion of the role played by Bogotá in the definition of governance 

structures in different municipalities has to be discussed in further research, as it is relevant 

to understand how the traditional distribution channel interacts with the distribution to large 

retail chains. Bogotá concentrates a little over 17% of Colombia’s population. Some of its 

Standarized 
Coefficients

B
Error 
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(Constant) 0.170 0.018 9.633 0.000
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localities have larger population than main cities. Kennedy in the western outskirts of the 

city, for example, has over one million inhabitants and itself portrays many of the country’s 

challenges: a growing middle class, peripheral areas with little access to public services and 

different manifestations of violence. Given the qualitative data recollected in the research 

process behind this paper, neighborhoods are considered as units by distributors and freight 

generators in the construction of distribution routes of as much as municipalities are. 

Theoretically neighborhoods in Bogotá could be treated as municipalities, but information 

is not sufficiently segregated to allow this analysis.  

A comparative analysis of how contracts have changed overtime in different 

organizations other than company A would give valuable information on how contractual 

decisions change as conditions change and make the results more robust. Unfortunately, 

most Colombian companies do not have a clear notion of the importance of keeping 

historical archives for the preservation of institutional memory and for research.  

Finally, the results presented above show there is still a void regarding what are the 

perishable consumer goods industries’ and the distributors’ motivations for entering a 

decentralized contractual agreement to confirm that contractual changes are a form of 

adaptation to violence. There could be other motivations that still must be explored. 

Nonetheless, the information that I have gathered for this analysis allows us to see how 

private actors negotiate their roles in social contexts and redefines their positions, changing 

institutions and becoming more efficient (Boettke. Coyne. & Leeson. 2004, p. 7). In this 

situation, freight generators have the ability to use formal institutions to their advantage, 

and define their own rules of the game, through their distribution contracts to face radical 

uncertainty derived from armed conflict.  
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Final Conclusions 

Five years ago, I started wondering about a question that has interested Colombian 

scholars—and of course scholars on Colombia—for a while: Why has the country had a 

consistent economic growth rate for the past 50 years in a context that can be considered 

more than unfavorable for economic prosperity? (Caballero Argáez, 2014). This is indeed a 

question with no answer, or at least with an answer that surpasses any researcher’s lifespan. 

The first intuitive answer to this question was that it was probably through the illegal armed 

group’s direct extortions, namely FARC’s Laws 001 and 002, described in the first paper of 

my dissertation (Rodriguez-Franco. 2016). But the letters demanding the payments 

associated with these laws were massively distributed by the FARC to almost every formal 

company enlisted in the databases of the Chambers of Commerce along the country. They 

were petrifying, of course. But beyond that, they were more of a pretentious manifestation 

of power than a direct threat and even less, a direct contact between these illegal armed 

groups and private industrial companies located in the country’s cities. After exploring this 

idea further. I came across with the external advisor of one of the companies I later studied 

and he told me about the changes he wanted to propose in the distribution scheme of the 

company he was working with. I immediately realized that was the window I was looking 

for. The distribution of goods, specifically basic consumer goods, was that aspect of the 

company’s where these industrial private for profit organizations had to deal with directly 

with the Colombian armed conflict and with the potential threats of the illegal armed 

groups. When I started talking to people about these intuitions, looking for information, and 

starting to translate intuitions into a structured research question things started to make 

sense, especially when this question led me to start thinking about the relationship between 

center and periphery in Colombia, about formality and informality and about contracts as 

adaptation strategies (Rodríguez-Garavito, 2012).  

 The two questions explored in this dissertation—one, how and why distributors and 

freight generators alter their governance structures, expressed in the tacit and explicit 

arrangements as a strategy to adapt to turbulent and violent environments and two, what 

motivates each party to accept different contractual distribution agreements and why are 

they sometimes willing to assume a greater uncertainty in exchange for more control—are 

relevant for the Colombian case given the different aspects explored in this dissertation. 
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First, the traditional channel (as opposed to supermarket chains) represents 55% of the 

retail sales in Colombia according to different sources and information from companies 

(Capizzani, Ramírez Huerta, & Rocha e Oliveira, 2012). These independent retail spots are 

scattered around the country and are a pillar of the supply of necessities around it. Second, 

despite the conflict there has not been prolonged episodes of scarcity in the country as 

discussed in the dissertation but this existing conflict does affect the way freight generators 

relate to their distributors and to the environment in which they work. Third, local 

regulation regarding public transportation sets the background for the type of contractual 

arrangements that can be defined between a freight generator and distributors. Despite the 

efforts to surpass the regulation, the parties involved in the contract must find ways to adapt 

their needs to the regulation.  

These questions are also relevant for the field of organizational studies because they 

stand on one of the field’s most classic questions: the distinction between institutions and 

interactions, in this case, specifically expressed in contracts understood as the mediators of 

a determined relationship within an organization and as a mechanism that structures that 

relationship. The contract, of course, does not come by itself. The contract is embedded in 

an institutional setting on the one hand and acquires enforceability as it is implemented 

over and over again; enacted, if you may (Granovetter, 1985). In essence the enforcement 

of the contract depends on both the institutional setting and on the patterns of interactions 

between the parties involved in that contract. It is only possible to understand why a 

determined contract binds a relationship between two parties if one understands thoroughly 

both the institutional framework and the emerging patterns of interactions between the 

parties (Espinosa & Walker, 2011).  

How can I pinpoint the contributions of this dissertation in each of these three 

fronts? Let’s start with the first paper. The specific questions posed around how contractual 

relationships can become a legal and legitimate adaptation or coping strategy to an 

uncertain environment involves analyzing different aspects of the problem. Just as Henry 

Moore tried to present in a single sculpture different perspectives of a same object in order 

to portray the essence of that object and not just one perspective.  

My objective is to analyze the interplay of four pairs of concepts in order to analyze 

the type of contractual relationship between freight generators and distributors. These 
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concepts are power and control, uncertainty, legitimacy and sustainability as paired 

concepts and the emerging patterns of interaction and flow of information. These concepts 

are organized into five propositions that are explored in four case studies: one in depth case 

and three other cases that were used as references for triangulation. The propositions 

explore different types of pairings of these four couples of concepts. 

The results were mapped in a way in which one can see different types of 

arrangements studied and the way the parties interact. For this particular step. Stafford 

Beer’s Viable System Model was very useful because it made me think outside the formal 

structure of the organizations studied and instead think in terms of the functions carried out 

by the parties involved in the distribution of basic consumer goods (Beer, The Heart of 

Enterprise, 1994). In order to implement Beer’s system. I had to analyze the different 

organization system’s levels of the reference case until I reached the layer of the system, or 

recursion level, in which the specific problem of the distribution of goods in the traditional 

channel and the encounter with the environment.  

The third step implied the biggest challenge of the dissertation: establishing the 

differences between institutions and interactions. Of course, conscious of Hodgson’s 

warning regarding the subtleties of informal institutions. I do believe there is a tendency of 

in institutionalims to assume everything is an institution (Hodgson G. , 1998). There is an 

important theoretical debate behind this notion that I cannot discuss now, but part of my 

motivation in this dissertation was that the problems I was analyzing were in part 

institutional, but in part were due to the interactions between these parties. Someone could 

say there can’t be interactions between individuals without structures. without institutions, 

and I would have to say that Weber and I partially disagree, but that’s another story. The 

issue here is that there are institutions and there are interactions and that establishing the 

differences between both is essential. Not all interactions are bound to formal institutions 

(Granovetter, Economic Action and Social Structure: The Problem of Embeddedness, 

1985). In organizational systems, there are even interactions that can even be considered 

pathological. Using Beer’s Viable System Model in my analysis alongside new 

institutionalism was a way for me to avoid the “oversocialization” trap 

Proposition 1 stated that freight generators are interested and do have more control 

for the distribution where they believe it is safer. Proposition 2 states that in situations of 
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uncertainty, generators would want to give up control in order to protect their safety. These 

two propositions are linked with the interplay of the notions of risk and uncertainty and 

power and control. In both propositions, I suggest that giving up control is a way of 

enabling the management of complexit, specifically of uncertainty. Distribution agreements 

and the interactions that happen around these contracts in this specific case in the traditional 

channel. which involves dealing with peripheral and violent areas, reflect this tension 

between uncertainty and control. This finding contributes to the complexity theory 

literature as it introduces two concepts widely used in institutionalism and a more formal 

notion of uncertainty to the way complexity is perceived. On the other hand, it contributes 

to the new institutionalism by showing uncertainty is unavoidable and that embracing 

uncertainty, rather than restraining it, is a key aspect for organizational sustainability. 

Uncertainty as perceived by distributors, can relate to any exposure to danger. For 

distributors, uncertainty was related with organized illegal armed groups, of course, but 

also with common delinquency, infrastructure issues and even police controls. Evidence 

showed that freight generators relied heavily on distributors in maintaining an active 

relationship with the traditional channel. Because of the importance of this channel and of 

the risks associated with this distribution, freight generators are willing to give up control to 

better manage uncertainty. On the other hand, distributors are willing to manage a greater 

deal with uncertainty because they have more tools to deal with it and because, the greater 

dose of control they receive makes them more necessary for the freight generator giving 

them leverage over their contractual relationship and on their day-to-day interactions.  

Nonetheless, despite the initial idea that attributed this willingness to assume greater 

uncertainty to the social ties distributors had in the routes they traditionally covered, 

distributors do not tend to work routes where they have friends, family or where they grew 

up. Quite the contrary, distributors in charge of the most dangerous routes, specifically 

urban peripheral neighborhoods, live nowhere near these areas. They do, however, rely 

heavily on professional networks for managing risk, which partially refutes preposition 3. 

which stated that distributors were more likely to assume risks in areas where they had 

social and family ties, parting from the idea that these ties would help them control the risk.  

Proposition 4 states that distributors are not interested in changing their routes, even 

when things get “complicated” because of the costs associated with opening a new route. 
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This proposition refers to the tension between freight generators and distributors. While the 

first have the incentive to regroup routes regularly and open new markets, the second do 

not. As a matter of fact, each regrouping means a lot of work for the distributors. Only two 

distributors of the over 50 distributors surveyed stated that they wanted to change the route 

they were covering.  

What is interesting about this though is that freight generators and distributors do 

tend to have long term relationships (despite the changes in the routes). Companies that 

have completely outsourced relationships with their distributors and to comply with the 

three-pronged scheme, change the distribution company they work with regularly, but do 

not change the actual distributors. They change company, when the freight generator 

changes company.  

Proposition 5 stated finally that contractual arrangements that don’t pretend in 

practice or paper to control every aspect of the relationship between freight generators and 

distributors foster more sustainable relationships and in consequence, more sustainable 

organizational systems. Giving up control is in essence a way of fostering self-organization. 

Even in the scenario of the most thorough distribution contract, because of the market 

structure. where there still is a myriad of small retailers, there is no way of defining 

specifically how to deal with every type of potential client. Giving up control and power 

means better managing uncertainty, but is also a way of fostering self-organization 

processes. This proposition gives support to one of the Viable System Model’s core 

concepts: the more environmental uncertainty and the more possible changes, the more 

variety an organizational system has to deal with and respond to. In these scenarios, a more 

descentralized structure allows each operational unit to deal with their own variety so that 

they can cope with the environmental messiness without expecting a higher level of 

intervention, making the organizational system more sustainable. 

The conclusions of this first paper give insights for organizations dealing with 

turbulent environments, particularly those derived from armed conflict. Embracing 

uncertainty not by intending to control it, but by scattering it through the distribution chain 

appears to be a sustainable way to operate a business in a conflict-ridden zone. It also sheds 

some light into the need of changing the current regulation in order to acknowledge what is 
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truly happening between distributors and freight generators and designing more robust anti 

informality strategies. 

The analysis of the propositions in the first paper lead the way to the questions and 

hypotheses explored in the second paper as stated in the introduction of this dissertation. 

The second paper takes from the analysis of the propositions in the first paper and takes the 

relationship one step further. It analyses the type of contracts signed between freight 

generators and distributors according to the different municipalities. This specific paper 

explores the following hypothesis that explore the link between violence levels in different 

municipalities and the level of organizational decentralization, the size of the population, 

the distance between the production center and the municipality where the small retailer is 

and the relationship between fiscal efficiency. Hypothesis 1 was supported by the data, 

hypothesis 2 wasn’t, but it leads us to a very interesting debate regarding the patterns of 

population in Colombia that has been thoroughly discussed by historians and geographers 

such as Frank Safford and Marco Palacios, as shown in the dissertation. Coherently, 

hypothesis 3 was supported by the data: distance is a key aspect for defining the type of 

contract signed between the distributor and the freight generator, and the freight generator’s 

decision of going or not going to a determined municipality. Finally. Hypothesis 4 received 

partial support: even though the results of the municipal fiscal efficiency were not 

significant, the state of the roads can be also considered way of assessing institutional 

strength.  

Why define hypotheses taking into consideration the control variables? Thomas 

Becker’s 2005 has a very interesting discussion regarding control variables in 

organizational studies. Control variables are used to rule out alternative explanations for 

their findings or to reduce error and increase statistical power. After reviewing the top 4 

journals in the field, he concluded that given the way control variables are treated in models 

in IO, and organizations fields, he suggests to include controls in the hypothesis and not 

just limit the analysis to discuss the results of the controls in the model in the given 

hypotheses. 

In the future, it would be interesting to run the same model for different 

organizations, but there are many companies willing to let you study them, very few willing 

to let you look at their contracts, especially when many of these distribution contracts have 
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serious agency issues that could also lead to another research project. For the moment, the 

paper proposes a series of categories to analyze the typical distribution contracts used by 

Colombian companies using the basic principles stated by Williamson and Ménard.  

Papers 1 and 2 are close knit. Despite the different methodological choices, paper 

two depends on the conceptual findings of paper 1. Without the analysis of the influence of 

the environment (regulation, violence, market structure) on contractual choices, about the 

tension between risk and control, about local knowledge as negotiation leverage for 

distributors, the hypotheses in Paper 2 could not have been stated. Despite the fact that the 

two papers have different methodological approaches, they are still very much connected. 

These two approaches are more like two angles of a Moore sculpture, following the 

metaphor I stated earlier, than two separate approaches on the same issue as argued in the 

introduction of this dissertation. Even though the focus of my research: the relationship 

between freight generators, specifically, producers of basic consumer goods and 

distributors in a single country in a determined period of time, is not very large, the 

problem can occupy the rest of my academic life. The theoretical connections between 

complexity theories and institutionalism, the vague limits between institutions and 

interactions, the way the Colombian private sector has continued to function despite the 

high rates of violence through legal and legitimate strategies and through other illegal and 

illegitimate strategies, there is still a lot to be done, but I do hope I have taken a step 

forward in these directions with this project.  

Finally, it is important to clarify that paper 1 was written and conceived for 

publication in Emergence: Complexity and Organization. while paper two was written with 

Social Science History as a target journal and the structure and focus defined for each paper 

took into consideration what each of these journals privileges in the author guidelines.  
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Appendix 1: Full Disclosure of Interviews and Excerpts From Interviews Organized 

by Categories 

Full Disclosure of Information of Interviews. (Complement of Table1.2) 

Name Date  

Role in 

distribution 

of goods 

Organization and position 

Amaury Covo June 25. 2013 Distributor General Manager. Tractocar 

Pedro Luis Lizcano July 18. 2014 Distributor 
Independent distributor-

urban route. Company A 

Andrés Giraldo July 18. 2014 Distributor 
Independent distributor-

urban route. Comapan 

Jorge Pérez Díaz July 18. 2014 Distributor 
Independent distributor-

urban route. Comapan 

Efren Casallas July 23. 2014 Distributor 
Independent distributor-rural 

route. Comapan 
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Roberto Cárdenas July 23. 2014 Distributor 
Independent distributor-rural 

route. Comapan 

Marcos Cubillos July 23. 2014 Distributor 
Independent distributor-rural 

route. Comapan 

Jorge Pérez Díaz July 23. 2014 Distributor 
Independent distributor-rural 

route. Comapan 

Helys Romero July 23. 2014 Distributor 
Independent distributor-rural 

route. Comapan 

Jorge Cárdenas July 21. 2015 Distributor 
Independent distributor-

urban route. Comapan 

Antonio Barreto July 21. 2015 Distributor 
Independent distributor-rural 

route. Comapan 

Jaime Vélez July 26. 2012 
Freight 

generator 

Advisor and shareholder. 

Comapan 

Miguel Krausz March. 2013 
Freight 

generator 
CEO. Grasco 

Alejandro Barrera 
December 10. 

2013 

Freight 

generator 

Logistics Manager. 

SABMiller-Bavaria 

Simón Villegas May 3. 2014 
Freight 

generator 

Logistics Director. Alianza 

Team 

Fanny Ramirez 
July 2013. June 

2104. June 2015 

Freight 

generator 
General Manager. Comapan 

Wilmer Poveda July 18. 2014 
Freight 

generator 

Commercial Manager. 

Comapan 

Wilmer Poveda July 23. 2014 
Freight 

generator 

Commercial Manager. 

Comapan 

Cesar Constaín February 9. 2015 
Freight 

generator 

Current President of CSI 

Consultant; Former president 

of CEMEX  

Luz Adriana Osorio May 6. 2015 
Freight 

generator 
CEO. Luker 
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Reynel Garzón June 11. 2015 
Freight 

generator 

Dispatch Center Director. 

Comapan 

Julian Sierra July 6. 2015 
Freight 

generator 
Logistics Director. Luker 

Jorge Humberto Ángel July 14. 2015 
Freight 

generator 

Traditional Channel 

Director. Luker 

Alejandro Barrera July 17. 2015 
Freight 

generator 

Logistics Manager. 

SABMiller-Bavaria 

Jaime Vélez July 21. 2015 
Freight 

generator 

Advisor and shareholder. 

Comapan 

Viviana González June. 2015 
Freight 

generator 

Commercial Manager. 

Comapan 

Claudia Puentes May. 2015 

Freight 

generator, 

external 

consultant 

External consultant in road 

safety to SABMiller Latin 

America. Former vice 

president of the Colombian 

Fund for Road Safety (Fondo 

de Prevención Vial) 

Ángela Orozco May. 2014 
Lawyer-

Stakeholder 

Former Minister of Commerce

Current President of R&O 

Consulting Services 

Nicolas Estupiñán July 4. 2014 Policy maker 
Deputy Minister of Transportation 

of Colombia 

José Antonio Ricaurte May 27. 2015 
Lawyer- 

Stakeholder 

President. Vertice Seguros 

(Insurance company) 

Luis Orlando Ramirez July 22. 2014 
Union 

Leader 

Executive Director. ATC-

Truck driver Union 

Juan Carlos Ramirez July 25. 2014 
Union 

Leader 

President. Colfecar-

Distributing companies 

Union 
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1. Power and control, and the transfer of power and control 

 

Jaime Velez. 

Comapan 

July 26th 2012 

“Medellin has approximately 20 routes; Bogota has 60. Pereira 15, and Cali has 

12 routes. There is some control on those routes. Some routes are owned, others 

are lent. They are lent to the very people who opened them.” 

 

“Controlling 50 trucks was impossible. we didn’t have the technology. But now 

we do, a hunter tells you everything.”  

Amaury Enrique 

Covo Torres. 

Tractocar 

June 23rd 2013 

“We have our own and third-party owned checkpoints nation-wide. Depending 

on the risk, they have certain schedules. Traffic controllers with technology and 

people.” 

 

“The environmental factors that have the biggest impact are infrastructure, 

institutions and security. The latter is a factor that can be controlled, but it’s 

hugely expensive. Especially because there’s a lot of drivers’ rotation that 

makes it expensive.” 

 

“We’ve managed to control the transportation of delicate cargo.” 

Alejandro Barrera. 

Logistics Director. 

SABMiller. 

December 10th 2013 

“One of the priorities was to serve the market as directly as possible. We started 

with a 50% of direct service. There was no control at the stores.” 

 

“The traditional channel is very expensive, but it’s important due to brand 

awareness. Wherever we see an opportunity the aim is to have a direct control.” 

 

“Gangs in the communes of Medellin want to control distribution.” 

Road distributors 

meeting. Comapan. 

July 23rd 2014 

“So, first, the cargo will be slightly better controlled, and second, it will always 

be fresh; Mr. Roberto has to stick out his neck and leave a little bit more, 



DOING BUSINESS AMIDST CONFLICT 123

considering you never know how the sale’s gonna go, so that could be a reason 

too.” 

 

“Yeah. well, actually the thing is most of us working there are like a family so 

that kind of makes the managerial part have a better control.” 

Luis Orlando 

Ramirez. Union 

leader ATC. July 

22nd. 2014 

In the end there is a direct hiring process between the freight generator and the 

transportation company, and many companies hire smaller trucks, it’s common 

in trucks that are used for urban distribution, they’re trucks of less than 10.5 

tons, low-tonnage small trucks; so there tends to be a direct hiring. I think this 

affects the chain of supply because what the three pronged system looks for in 

this triangle is formality.” 

 

“The freight generator doesn’t assume work responsibilities, second, it doesn’t 

assume investments on fixed assets like a vehicle and it doesn’t take any kinds 

of risks, not with the vehicle or with the product operation, nor with the 

situations that can happen with the vehicle, like breakdowns, things that can 

happen. I’ll only tell you distribute and I’ll pay you per every distributed unit, 

in other words I’m hiding it, in the distribution model I’m hiding both the 

transportation and the work responsibilities, there you have it, it’s a better 

investment and it’s very big already. I imagine many companies are already 

doing business that way. 

Of course it’s also a huge risk for the freight generator, that’s because there 

aren’t any permanent relationships, so to say. Informality is huge, informality 

generates a low risk coverage, that’s what it does.” 

 

“Yeah, it’s not contraband, or drugs, or stolen goods, that kind of transportation 

is very prone to be used to move stolen cargos, those of us who have worked for 

so long in the transportation business, especially in big marketplaces, like in 

marketplaces here we’ve known that semi-trucks full of goods are robbed, they 

enter a marketplace and leave through the secondary gates through urban 

distribution trucks, they simply take the cargo from the semi-truck and load it 
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onto a truck and there are no types of records, of course there’s not any kind of 

control for agricultural cargo, industrial products have a protocol, quality 

controls, delivery controls, proper receiving controls. 

 

The strictness of the institutions that have something to do with that control, for 

example INVIMA and ICA, they also can’t do much in regard to metropolitan 

distribution transportation because they’re almost always located at road 

checkpoints.” 

Juan Carlos 

Rodriguez. Colfecar. 

July 24th. 2014 

“There are even some statistics that show that road piracy has been controlled, 

recently the numbers showed that, among other things, containers appear, there 

was even a 17% decrease in criminal acts, and there was a very recent 

phenomenon, one or two years ago: the whole road piracy phenomenon was 

moving into the cities, to the urban areas. when trucks leave the companies… 

It’s getting organized, and the police have fought against it a lot, some gangs 

where even poisoning companies themselves, this means they had a network 

that came from the very companies, and, and they had identified the cargo 

already; but here the concept of the nature and type of cargo plays a major role, 

it’s not the same or it’s not attractive, the risk profile isn’t as high for perishable 

goods as it is for, say, technological gadgets, to use an extreme example. So 

let’s say the risk is one of the elements taken into account by police authorities 

to fight against this type of crimes, but I believe there has indeed been a 

decrease and I think the risk, the risk profile is completely different for the 

urban transportation of perishable items when compared to the one I just 

mentioned.” 

 

“We’re back to the coverage issue, sometimes the systems that are used to 

monitor the vehicles’ cargoes are, say, turned on when the truck is on a certain 

road, there is also a big problem which is the complicity of public forces in 

some cases, and this makes it easier for the crime to be committed, especially if 

you take into account that, the, um, criminals can now camouflage, they 

recently took a… They took a truck two days ago, a tractor truck, a truck full of 
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cargo and they neutralized it, they disabled its tracking device using another 

one.” 

Simon Villegas. 

Alianza Team. 

March 5th 2014 

“There’s more control every time, they are launching regulations that affect 

companies. For example, companies with over 10 vehicles had to develop a 

road security plan. And that’s expensive. 

 

The government is partially responsible for the current strike since they haven’t 

been able to put order in the sector. It’s not necessarily due to the charter fee 

reference table which is itself absurd, but it’s due to a lack of order. There is 

regulation over regulation but there’s no order in that sector. For example, how 

come they don’t regulate the loading and downloading time-frames? Or 

standby? It’s a pure lack of control from the government.” 

Juan Antonio 

Ricaurte. Vertice 

Seguros. May 22nd 

2015  

“And besides since it was a service. what happened before this? Well, these 

men answered or not, depending on the man’s seriousness, but the informality 

was absolute and the amount of complaints and problems and lawsuits for cargo 

theft were… People tend to forget it but this was a mess before ’96, and so 

when order was established, then taking the risk and financing the operation… 

This man who complained so much devoted himself to transportation; the 

problem is this intermediation between the driver and the transportation 

company, so the government came up with the infamous charter fee reference 

table which is some sort of market price control. I mean not sort of, it actually is 

a price control whick in my opinion makes no sense. Why? If Colombia went 

for free trade. why are we going to control prices? So what’s happening out 

there? Well, the country’s swarming with trucks, many oil pipelines started to 

operate, the most important one being Petrorubiales down in Puerto Lleras or 

Puerto Gaitan in los Llanos, that one started operations and all the tanker truck 

drivers that used to move the oil lost their jobs, and so they went to the ports to 

put pressure there, to get cargoes. And so obviously there is an oversupply of 

trucks. I mean the supply of trucks in Colombia sky-rocketed, there are more 

than necessary, you go to the 80th down there and you’ll see parking lots full of 
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trucks that haven’t been used in six months, they’re looking for something to 

do.” 

 

“So it’s a very unfair competition but it’s not caused by the government, it’s a 

social problem that isn’t easy to work out. I mean I don’t know how to solve 

that to be honest. I think the charter fee reference table… The solution they 

came up with now is a regulated charter fee reference table.” 

“Look, because in ’96 there were only two insurance companies left that 

insured transportation, almost all of them had left the business due to the risk, it 

was already catastrophic, nowadays you get fifteen offers, now of course the 

government already controlled that, but, but… during Pastrana’s term it was 

disastrous.” 

Reynel Garzon. 

Comapan. May 2015 

“And zero control but even with distributors there is also a particular 

relationship that isn’t completely a work relationship, but it’s a long term 

relationship. without an exclusivity clause, there is exclusivity with distributors 

and that’s a model that works a lot in Colombia but doesn’t work in other 

countries; it is very Colombian but it is also related to certain realities and 

complex contexts that we all know, and so my questions are more about the 

person’s background, his life more than a month ago rather than his new, his 

new life…” 

Luz Adriana Osorio. 

Luker. June 5th 2015 

“—And do they always go to the same area? I mean is it always the same man 

in the same area? 

—Always, yes. Why? Because those are the zones or regions that are the most 

susceptible to theft, and a way to minimize the risk is to be able to control the 

people. when it was outsourced they used to go and say “I’ve been robbed”, 

they faked their own robberies because they are with you… Insurance covers 

me. I’ve got control of him because I can call him at any time of day. I can put 

someone to spy on him to know if he stopped or not.” 

—And how did you do it before having all the technology? 

—Well. we used clipboards with notepads and pencils. we used some big 

forms, and there we used to write down who arrived, and so the man wrote 
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down the time of arrival, the time of departure and the client signed it to state 

whether he received the cargo or not; and. well, you more or less made an 

estimation, he left and the journey takes two days, he should be there on such 

day at such time. well we kind of had that type of control.” 

“—Of course, then that’s why supermarket chains say no, you can’t take more 

than three units per person but you go with your cousin. with your son or with 

your friend, at least you have the activity generated by the supermarket chain, 

it’s in the south or somewhere else, so that’s what creates the most distortion. 

—Yeah and so the price ends up varying and so according to those factors you 

don’t have any way to control it. 

—No, there’s no way to control that.” 

 

“We have a distribution map, but if you take a look at, say big cities… Or 

almost all big cities are mixed and entire populations that are close to the main 

cities are too, they can be more direct than mixed but in farther areas like 

Putumayo. well there they are, everything, everything there is outsourced, or 

maybe not outsourced but under the distribution model, because you can hire a 

small truck that is outsourced or hire a big supplier to take care of clients. So it 

is a model, it’s a model of, um, like an in-between thing that doesn’t take care 

of the total market but has certain control over it, over distribution.” 

Alejandro Barrera. 

Logistics Director. 

SABMiller. July 

17th. 2015 

“So I give you closed routes, so not only am I guaranteeing you a nice price on 

the way there but I also guarantee the way back, so with that people no. I 

haven’t felt affected, let’s say the impact is caused by those who have no 

control, it’s more about the red tape, the paperwork, the investment on 

information systems, a bunch of stuff to be able to constantly ask the Ministry 

of transportation for the social security payments that I’m entitled to, to send the 

manifests… You start to see that it’s kind of, kind of endless, even, as you can 

see. we’re working hard on some manifests but it’s also an issue with the 

electronic hardware, and so you gotta have the paperwork for that, the cargo’s 

internal documents, the cargo manifest…” 
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“Often, the higher variable payment of travel expenses, too much cash is used 

and so it’s not so easy to control it either, not all the companies put that as a 

social security payment as it should be, and yet it’s a paid benefit. we’re 

inefficient, so that on the one hand, and on the other hand I worked for many 

years on government issues, via ANDI, and we’re an important company in the 

logistics chamber with Aguilera and others there at ANDI. we’re not the only 

ones of course but I think we’re the most important ones, because us. Argos. 

Cemex, it’s very interesting what we do from a transportation perspective, there 

are some five or six that I think are important for, for that issue. And somehow 

the small or medium ones end up following suit.” 

 

“We’re there working on the issue, investing a lot on technology that will help 

us decrease the accident rate, safety elements. well, max speed controls, etc., 

it’s a very big dream but it’s global within our holding.”  

Jorge Humberto 

Angel. Luker. July 

14th 2015 

“And commissions and everything’s normal. we’ve always had a basic salary 

and some commissions, but commissions were moved and at the time it was 

like that, per kilo or per pound or per liter, that’s how it was, and so we started 

to do that work, and they started to hire new salesmen, so there was this man in 

management. Mr. Ivan Giraldo, he came up with a way to do the distribution, 

how to measure and control it, and so there was a management report and in 

that report we were given all the data such as how many clients we had at the 

beginning of the month, how many we completed, how many were removed, 

how many clients did we sell each of the products, and what the effectiveness 

was regarding that.” 

 

“Each area, each salesman. we were geographically distributed and each had to 

get something and so we said, for example, chocolate had 60% of the clients, 

and then we knew we had to sell them at 390. we had to control and sell that, 

and the same goes for coffee, for every single thing we were given a goal of 

how many packages we had to sell.” 
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“So that sets an example for Casa Luker to change their strategy and they are 

back on track trying to have direct service, having a direct service brings many 

benefits in the sense that, that not all distributors do a good job, normally the 

distributor puts different trading houses together, and that makes you go with 

other two, in terms of cost & benefit, it’s a positive thing but in terms of what 

priority is given to my portfolio, how it’s being taken care of. what access do I 

have to that database and how I control the distribution. I mean that already 

plays against outsourcing and it’s better to do it directly; I’ve heard massive 

consume companies in Colombia, for massive consume companies their own 

appraisal is a critical factor, how they take care of their traditional channels, and 

how much autonomy and control they have over it. what normally happens is 

the distributor limits access to the information and when you don’t state it you 

have him and that’s it, making a change is difficult and so you’re losing, you’re 

losing control of your brands and what you want to do with them. Casa Luker 

started to pick up that traditional channel again in, in Bogota and Medellin, 

since a year ago.” 

 

“—Yes, there was a deliberate plan and the idea at the time was also to work 

with small distributors, at that time they had distributors that were sufficiently 

big to do everything, or almost all the work. 

—That’s right, so during the process... What have we found during the process? 

That. well, in spite of being defined, access to information isn’t easy, unless 

you’re technologically connected to the information systems you’re limited to 

what the distributor wants to share with you and they’re still in control, they are 

still in control.” 

 

“Yeah, and it’s not necessarily like there isn’t a general control, but it’s not an 

absolute control.” 

 

“Yes, since a long time ago, but signing the free trade agreements at least has 

increased the rumor of control for that. what happens is the government hasn’t 
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taken the definite measures because they know companies aren’t fully ready for 

it, and letting outsourcing into a company is. well, if you don’t have a reason, if 

you have no reason to maintain your fees, sometimes you have a 12 or 15% 

more than the intermediation fee from the transportation company.” 

 

“That measure is the best in terms of service and control, but that’s also an 

issue, it isn’t easy because there is a, um, a transportation context in the market 

where there is still some informality, and so I think about all I have to pay a 

distribution assistant versus what I’d pay the distribution assistant according to 

what’s paid in the streets.” 

 

“No, and they give you the renting, they give it to you with a control system, it 

even assesses it like when the driver is driving, and, and it covers the vehicle’s 

scheduled maintenance, that is what the measure does.” 

 

“When you buy a pound of coffee it can last for a few days. when you buy a 

nutrition supplement it lasts for three months, but. what happens? That what 

one’s looking for is power, to enter the struggle of the storekeeper, grocery 

stores depend on what happens every day, if you go to the store today in the 

morning the storekeeper may not have money but in the afternoon he’ll have it, 

and he’ll buy from those who go there in the afternoon.” 

 

2. Violence, uncertainty, theft, volatility 

 

Jaime Velez. 

Comapan 

July 26th 2012 

“There’s the problem of integrating Comapan’s distributors 

through commercial severance pay. However, the main reasons 

why the distribution was originally outsourced are still active: the 

handling of trucks and cash robberies are problems that still exist 

and the company isn’t ready to deal with them.” 

 



DOING BUSINESS AMIDST CONFLICT 131

“In the 90’s Comapan had the direct sales but there were many 

thefts and the company ended up answering for everything and for 

storekeepers’ irresponsibility. However, now there is already 

enough technology to do the tracing that wasn’t possible before, 

like GPS, tank meters, etc.” 

 

Wilmer Poveda and 

road distributors. 

Comapan. July 18th 

2014 

“You can’t enter Puerto Boyaca without a permit. The distributor 

is already on the list. He pays the “vacuna” (extortion tax). But 

the armed groups already know him and leave him alone to 

work.” 

 

PR—“Going to the police means having the criminals after you.” 

 

JP—“It’s better to go with the thief than to go to the police.” 

 

“A. Dealing with more delicate things is insecurity. There is 

criminality in some areas. There are certain routes where 

companies are escorted, but God is my bodyguard. 

Having continuity on the road is key because even criminals end 

up knowing you. You talk to them, they even tell you jokingly 

“give me something for the bullets ‘cause today I’m gonna rob 

Alpina’s truck.” 

 

W There’s no record of this but yearly they rob 5 or 6 

distributors.” 

 

A. You gotta be resourceful. I work with my son and I tell him 

“have money in your pocket and let go of whatever necessary.” 

 

W In terms of the distributors’ net income, the risk is not to have 

the cargo stolen, but to be ripped of their cash.” 
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PR. Client rotation is our main risk. 

 

A. You always have to be prepared, but “the thief is more scared 

than you.” You gotta have a wad of $2000 pesos bills. They think 

it’s millions, they take the money and run away. 

 

J. I always carry a big wad in my pocket. 

 

W Distributors have small bills to give change to the client, and 

for thieves as well. Between you and I, some keep stashes inside 

the cargo where they carry the money, and others have safes. 

 

J I have small bills in a pocket and what I’m carrying in the other 

one. 

 

Parking is a problem, it’s another risk. 

“You never know who you should fear more, the police or 

thieves.” 

 

From the back of the room. “Once they stole my rearview and the 

next they gave me a ticket for not having it.” 

 

A. Parking is an issue... The general law forbids us from parking 

in public space. You can’t park anywhere in Bogota, but, how are 

we supposed to do our jobs? 

 

J. Tickets are in my budget.” 

 

A. I get two tickets every year. 
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 I’ve already got three so far this year. 

 

“Exactly, now another risk that can happen during distribution is 

that suddenly the raw materials that you’re carrying, often with 

weather changes or one thing or another, the product doesn’t 

always arrive in the best condition, so many times you have to 

pick up part of the product, there are many returns, that makes it 

to be poorly handled, as they say that starts to leave you lagging 

behind the competition and so you start to give in because the 

quality is decreasing.” 

 

“-) Everybody talks about the security and public order issue in 

Puerto Boyaca, since it was a big concern. 

-) Yes, at the beginning we maybe had a small risk regarding the 

infamous “vacunas” (extortion taxes), but now due to the 

processes and all that, at the moment we’re not being pestered, 

there are parts where they say you’ll be messed with and they are 

collecting that money, but we’re not being bothered. 

-) They haven’t got to you. well I hope they never do. 

Of course and besides it seems it’s more, more complicated in the 

city than on the road, it’s also about insecurity and extortion. 

-) Yeah, that’s true. I mean working on the road, you can work 

more comfortably, there’s less stress. 

-) I worked here in Bogota on several routes, not with Comapan 

but with another company and damn, you were mugged every 

week, and it wasn’t only about being mugged, you were 

humiliated because I mean you’re surrounded by four or five guys 

with some, some big knives. I’m telling you. 

-) The client has become more exigent, or rather more exquisite so 

they will always want a personal benefit and in case you want to 

codify someone it doesn’t matter if they already know the product 
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or not, they will simply tell you at once the discount up front in 

any haggling, and so you as a distributor face the risk that if you 

don’t know how to handle that you start giving discounts, 

discount after discount and it turns out that from the percentage 

they’re giving you. well it’s not true... And since those discounts, 

most of those discounts when they are for a client that pays up 

front, you have to answer for that directly.” 

 

“So the risk is on the route, but in towns, in towns security is 

much better than here in the city. we face the risk on the road, for 

example, from here to Honda, from here to Fresno, yes, on the 

road is where that happens a lot, there are many cases, but in 

towns. well in my case I only work in towns that so far are very 

safe, still very safe, those towns are very safe, they’re still good.” 

 

“What happens is that criminality seems to spread day after day, 

maybe due to being tackled in the city or something and so they 

also tend to look for new horizons, and so you start to see a case 

like Honda. Honda was very, very safe but now you have to stay 

alert, because there have been some insecurity outbreaks and so. 

what I’m saying is big cities, they’re... How can I put it? They’re 

moving from big cities to towns, unfortunately that’s happened, it 

has somehow increased but yeah, there are still safe towns where 

you’re not as much at risk as in a big city.” 

 

“Buying... The decrease in sales is, is due to the increase in 

competition. I mean there have been more, more companies that 

due to the sales that are now also rather low in big cities, they 

now tend to look for markets in smaller towns, and so they split 

the cake and anyway it’s not like their populations are growing 

too much, but then. what’s happening? Well a little bit or a lot, 
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but that kind of competition is taking something from us and the 

sales are divided, the sales are lower now.” 

 

“Yes, because, for example, one of Alpina’s trucks or a beer truck 

face a higher risk than a bakery truck.” 

 

“There’s a lower risk on rural routes. A friend of mine works in 

the southeast. Fuquene, etc. I worked in Soacha and I was used to 

being careful. And my friend’s assistant. who was once with me, 

used to tell me “don’t worry, take it easy” and he left the door 

open. That’s when Uribe became president. Before that, road 

routes used to be more complicated. Theft levels are now lower 

on the road.” 

 

“-) So far we haven’t seen that, in the beginning, around 2006 or 

2007 when I started, there were as you say some riots in Fresno, 

in Alto del Trigo, they demanded contributions, they called them 

contributions for I don’t know what, but that disappeared around 

2009 or 2010.” 

 

“AG. “On one occasion they tried to extort me up there in Ciudad 

Bolivar, it was a matter of not letting them intimidate me, and 

then I realized they were common criminals, even though they 

said to be part of Bloque Capital (paramilitary forces).” 

W “In Bogota it’s common criminals.” 

 

PR. “In the southeast when I took a new person. I had to send him 

to be registered with them. You have to let them know you. Those 

groups know who goes in and out and who doesn’t and they like 

to have control over the people who go there. They wanted to 

know who went there and what for. In fact, only beer and Ramo 
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were allowed. Ramo. where I worked. was the only one that 

operated without a ‘vacuna’.” 

Amaury Cobo. 

General Manager. 

Tractocar. June 25th 

2013 

Since 1998 they haven’t had any trouble with the guerillas. They 

have 5 or 6 thefts a year and some fake thefts cases. 

During the last two years there have been cases of criminal 

groups, they rob the trucks but not the cargo. 

Technology has been useful to control theft. 

They have their own and third-party checkpoints nationwide. 

Depending on the risk, they have certain schedules. Traffic 

controllers with technology and people.  

Nicolas Estupiñan. 

Deputy Minister or 

Transportation. July 

14th 2014 

“When big companies started to put all the risk factors in the 

equation, the cost doubled.” 

 

“The 2004 Conpes document contemplates the renewal of the 

total amount of vehicles based on the decrease of risk and 

accident rates.” 

 

“Most people scrapped the old cars. There is an oversupply of 

vehicles which lets the freight generator set the prices. The model 

is proposed by the freight generator. The company says “yes” to 

the conditions set by the generator and transfers the risk to the 

truck driver.” 

Luis Orlando 

Ramírez. Union 

Leader. ATC. July 

22nd 2014 

“And I give it to John Smith to distribute it as X potato chips and 

I have my freight insurance, of the product, and I tell him let’s do 

it. I’m insured, if an accident were to happen this guy says “well 

thank God he’s insured” but X Chips generator’s insurance 

company reserves the right to subrogate the warranty to the truck 

driver, and that’s why I say the model is not tight, that’s why I say 

the owner isn’t ready to rely on a legal structure and have his own 

contractual insurance policies that don’t jeopardize his property.” 
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“Apart from the property risk there’s a security risk in cities, 

because what’s happening is that major companies that use the 

urban distribution model in transportation are delegating the 

responsibility to a truck driver who is susceptible to theft. who is 

susceptible to common muggings. who is permanently driving... 

That’s not, that doesn’t remove the responsibility towards the 

freight generator, so that’s created a high proliferation, especially 

in big cities, it’s catastrophic in Medellin, but it’s generated, and 

here in Bogota it’s the same, it’s generated an increase in common 

criminality in the way of robbing distribution trucks.” 

 

“Now, of course, those things happen, they proliferate through 

these hiring models, the market of illegal groups in different 

districts. I’m talking about... It’s the groups, the criminal gangs 

that put a price to the possibility of a car entering the district, the 

operational trips, so, okay, you want to enter the district on your 

truck, go ahead but you have to give us between $50000 and 

$100000 pesos or you’ll be asked for a daily or weekly fee, or 

even a monthly fee, and the urban distribution model has allowed 

for that because it has become a source of income for criminal 

gangs.” 

 

“What happens is that the sociological analysis that has always 

been made about that is that throughout the whole initial 

phenomenon that now you perceive it as historical linked to drug 

trafficking, it left them set up, armed and organized with an 

idiosyncrasy that was born with them, some groups of criminals 

who became organized criminal gangs and they have to subsist 

somehow, because the drug trafficking money doesn’t flow as it 

used to, so abundantly, so they moved to other types of businesses 
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and they were armed and organized for that, and so they are 

forming those organizations, it’s what was left by drug cartels.” 

 

“Yes, of course, but look, the transportation company is taking 

advantage of many loopholes to avoid complying with the legal 

decrees that were designed by the national government through 

the Ministry of Transportation, and so for example they’ll tell you 

‘I’ll give you a freelance contract for the distribution, get yourself 

a car’, they avoid the labor responsibility.” 

 

“The freight generator doesn’t assume work responsibilities, 

second, it doesn’t assume investments on fixed assets like a 

vehicle and it doesn’t take any kinds of risks, not with the vehicle 

or with the product operation, nor with the situations that can 

happen with the vehicle, like breakdowns, things that can happen. 

I’ll only tell you distribute and I’ll pay you per every distributed 

unit, in other words I’m hiding it, in the distribution model I’m 

hiding both the transportation and the work responsibilities, there 

you have it, it’s a better investment and it’s very big already. I 

imagine many companies are already doing business that way. 

 

“Yes, it’s a commercial risk because there is no control over the 

kind of relationship with that person. Informality is huge, 

informality generates a low risk coverage, that’s what it does.” 

 

“I’m going crazy because there are always some steep streets, it’s 

especially difficult for me in the mornings because the truck is 

fully loaded and I have to deliver the cargo, if I don’t deliver I’ll 

be late and if I don’t sell it well, you know, some two months later 

he was crossing the street and a car ran him over and bang, threw 

him into the air, flipped his bicycle and the car and everything and 
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that day he was fired, he was crippled. when maybe the company 

could have said to him ‘let me help you with occupational 

hazards’ and so on.” 

 

“The “Vigía” is a, um, a requirement by the Superintendence of 

Ports and Transportation that leads to the permanent reporting of 

information from companies that issue cargo manifests, so all the 

operation of metropolitan distribution is being left aside, let’s put 

it that way, the strictness of the measurements is being, it’s being 

lost, so it ends up becoming too, too informal, too loose. without 

much regulation and above all since there’s no formalization as 

proposed by the three pronged system so it’s all prone to 

infringement, it’s prone to a lot of things, even contraband of 

products, it’s prone to the commerce of goods that are pirated or 

stolen, and it has generated... What was your question again? Now 

what are the transportation companies’ expectations. I think a 

work opportunity has been created for an important sector of 

transportation companies that have bought low tonnage trucks, a 

phenomenon is occurring in, in freight transportation in Colombia 

and the way I see it, my viewpoint is very personal but I think it’s 

how it is, through the physical destruction of vehicles, the famous 

scrapping program, many transport companies scrapped high 

tonnage heavy trucks even for the government’s subsidy, or they 

sell their work permit, and the opportunity to remain in business, 

to continue in the business is obtained through the acquisition of a 

smaller low tonnage truck and those low tonnage trucks are the 

ones that end up working on urban distribution.” 

 

“City authorities don’t have the ability to deal with that or it’s not 

their competence and they’re not interested, and the reason is the 

only thing that local authorities want, or the police, for example, 
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is that if they see a truck loaded with bread in a given district of 

the city, the only thing they do is they stop the truck and their 

priority is to validate the paperwork that support as objective 

evidence that the cargo is legal, they’re not interested in there 

being operational legality in terms of transportation. The district 

authorities don’t care about the operational legality of 

transportation, they’re only interested in the legality of the cargo 

itself.” 

 

Juan Carlos 

Rodriguez. Colfecar. 

July 25th 2015 

“But, in the end, there’s a thing and it’s that the risks that are 

eventually faced by a truck driver that is working for a company 

with a permit and these informal urban distributors, be it those 

that operate under this model or those linked to a company, the 

risks in the end are very similar.” 

 

“There are even some statistics that show that road piracy has 

been controlled, recently the numbers showed that, among other 

things, containers appear, there was even a 17% decrease in 

criminal acts, and there was a very recent phenomenon, one or 

two years ago: the whole road piracy phenomenon was moving 

into the cities, to the urban areas. when trucks leave the 

companies… It’s getting organized, and the police have fought 

against it a lot, some gangs where even poisoning companies 

themselves, this means they had a network that came from the 

very companies, and, and they had identified the cargo already; 

but here the concept of the nature and type of cargo plays a major 

role, it’s not the same or it’s not attractive, the risk profile isn’t as 

high for perishable goods as it is for, say, technological gadgets, 

to use an extreme example. So let’s say the risk is one of the 

elements taken into account by police authorities to fight against 

this type of crimes, but I believe there has indeed been a decrease 
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and I think the risk, the risk profile is completely different for the 

urban transportation of perishable items when compared to the 

one I just mentioned.” 

 

“They know what they are after. Cargo insurance is not 

mandatory but that doesn’t mean it’s not covered because 

regardless of the cargo being or not being insured, the transporter 

has to answer for it, it’s clear in the legal model and that leads 

people to talk more about the way to negotiate the insurance, and 

so there are many modes there, for example the company buys the 

insurance and the beneficiary is the owner of the cargo, in other 

cases the one who acts as the insurance buyer and beneficiary is 

the sender or the freight generator, and be it one or the other, all 

of that will be shown in the charter fee that will be paid, that’s 

what the negotiation is about, but in sum, no transportation 

operation, or maybe too few transportation operations are not 

insured, the insurance coverage is something that, in more than 

96% of the cases the cargo is insured even in the cases of 

perishable goods, even more because the risks there are more 

related to damages rather than total losses, it’s the damage to the 

goods because the sender’s interest is in the goods to reach the 

final consumer in the best condition, so there the coverage is 

different, because there may be a higher risk not due to a loss but, 

again, because of the, um, the damage to the goods or also the 

issue of delivery delays, yes delivery delays, so even though it’s 

not mandatory the Ministry is working on the creation of a, um, 

even of an insurance because there is a mandate in the Code of 

Commerce which is article 994 of the Code of Commerce that 

says that the government is the one who must establish the 

conditions of that cargo insurance, and until that is properly 

defined, it won’t be mandatory, it’s not mandatory, so the idea is 
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that when the insurance becomes mandatory it will be because the 

Ministry will have already made the implementation, saying what 

the amount will be. who will pay for all that, that’s the situation 

and of course it’s very important to insure the cargo due to the 

high risk associated to transportation.” 

Jose Antonio 

Ricaurte. President. 

Vertice Seguros. 

May 27th 2015 

“And besides since it was a service. what happened before this? 

Well, these men answered or not, depending on the man’s 

seriousness, but the informality was absolute and the amount of 

complaints and problems and lawsuits for cargo theft were… 

People tend to forget it but this was a mess before ’96, and so 

when order was established, then taking the risk and financing the 

operation… This man who complained so much devoted himself 

to transportation; the problem is this intermediation between the 

driver and the transportation company, so the government came 

up with the infamous charter fee reference table which is some 

sort of market price control.” 

Reynel Garzon. 

Dispatch Center 

Director. Comapan. 

June 11th 2015 

“Exactly and when big bills like 10s. 20s or 50s they start to put 

them with the cargo, in the part where they have the damages, and 

they carry that and if something happens they steal $80000 pesos 

from him and nothing happens, the man says he just sold to three 

big clients and since they were very close to each other so he 

hadn’t had the time to search, and so from COMAPAN’s money 

they took $312000 pesos and he had just precisely cashed his 

salary, they also took more than $300000 pesos of his money. 

which means they took more or less $600000 pesos in an armed 

robbery. with knives. 

With knives in a rural area? 

Yes, it was in Virginia, a town in the outskirts of Pereira, it’s in 

Risaralda, it’s a small town. And there have been many cases of 
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armed robbery with... And previously when I worked there, it 

happened to me like two or three times. 

During all that time? 

In all that time. I mean in twelve years and me, me too, even at 

the distribution company, they broke in and well, they threatened 

us and they took the money I had, it was in May. I remember it so 

well that it was predictable. what happens is that we, during May 

we order many decorated cakes to celebrate mother’s day because 

in small towns it, it sells like hot cakes because there aren’t many 

bakeries or anything like that, and our cakes are very pretty and 

very affordable and tasty, and so, during those days, by May 9th 

we had already sold 3000 or 4000 cakes and they paid us in cash, 

so during that time we received a lot of cash, and so it happened 

that on that day I had some cash, that day we were robbed, 

fortunately there were some checks and transfers too, that day 

they took from me around 6 million pesos in cash. 

And when did that happen? 

That was like, quite some time ago, some seven or eight years 

ago, yeah, seven, eight.” 

“-Always, yes. Why? Because those are the zones or regions that 

are the most susceptible to theft, and a way to minimize the risk is 

to be able to control the people. when it was outsourced they used 

to go and say “I’ve been robbed”, they faked their own robberies 

because they are with you… Insurance covers me. I’ve got control 

of him because I can call him at any time of day, and I can put 

someone to spy on him to know if he stopped or not. 

-Now of course in a town it’s much more difficult to recover a 

client, in the city if you have a problem you go and talk to the 

client two hours later, in the town if the client wasn’t serviced you 

lost him.” 

-He won’t see you later. 
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-Yeah he won’t see you and the time, and the sale...” 

Alejandro Barrera. 

Logistics Director. 

SABMiller. July 17th 

2015 

“Yes, unfortunately yes, even though I have faith on the peace 

process and on president Santos’ policies, etc., etc., and we’re as a 

company real supporters of the government, and we’re helping 

them, sadly I have to say that from my position, my everyday job 

is becoming more and more difficult, there are areas where it had 

been a long time since they bothered us, last year four of our 

trucks were burned. we had a decade without that, it’s 

complicated, those areas of the country. well it’s not so fancy 

anymore there, some of our distributors have had more complex 

areas like Norte de Santander, the area around Tibu. we have a 

distributor there, in the area near Putumayo. Santander de 

Quilichao in Cauca, they’re having problems with the distributors, 

there’s extortion, threats, unfortunately we’re feeling that which 

we hadn’t felt in a long time so directly, and on the other hand it’s 

also common criminality we’ve also had an, um, an important 

increase in theft, they’ve been stealing the truck drivers’ cash, a 

month and a half ago they broke into the distribution center in 

Cartagena and stole 200 million pesos from the daily income, so 

unfortunately if we compare the events that have been happening 

with what used to happen in the past. well then yes, there’s an 

increase. 

And what kinds of strategies do you use to mitigate that? 

 The only strategy is to report, to denounce, to keep in 

touch with the national police force, in all the districts we’re in 

permanent touch with the commanders, reporting what’s 

happening and joining the public forces in many of those cases. 

They escort you… 

 Well we work hand in hand as in coverage blocks. we tell 

them I’ll be in the area, they patrol it and so on but we don’t have 

that policy of escorting trucks. we believe violence attracts more 
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violence, and so we’re against having bodyguards or armed 

people in our trucks to protect the vehicles, no, everything’s 

insured so we say “let go of it, give it to them.” 

The cargo too? 

 They don’t often steal the cargo, that’s mostly when. when 

there are strikes and things like that, they decide to stop a truck 

and quench their thirst with my products, but that’s it, that’s less 

serious, it’s almost never about the cargo, it’s about the cash the 

drivers carry. we have that risk, so then it’s with the authorities. 

we tell them at once that our philosophy is to deal with the 

competent authorities, now as a mid and long term strategy even 

though it’s difficult that should be the final strategy. I think the 

country in the end is moving more and more money through 

banks, the final strategy would be to rely on bank transfers, 

obviously we’re light years away from that, for storekeepers to 

use bank products is difficult, they don’t like to be visible to tax 

agencies, it’s a challenge, it’s often due to other factors, most of 

our clients’ shops are served by their owners, they don’t have time 

to go to a bank to make a transfer, their clients pay them 100% in 

cash, and so they have all that cash too, so it’s a little bit 

complicated but we’ve been working on several initiatives with 

our bigger clients, those who decided to have a payment card. 

we’re working on it, this year we set up online payments (PSE), 

and so if there’s an internet connection at the store or if they own 

a smartphone with online payments capabilities, then they can 

make the payment via web, but we’re far from achieving that, 

there’s still a lot of cash. 

Yes but still you have a good amount of control over that. 

 Yes, but it’s very difficult. we try to encourage our clients 

to do it, to migrate the payment cards. we did a pilot with 

technology and cell phone payments. what many clients tried to 
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do was to use those non-banking points such as unique collection 

points and let them be the ones who collect our money, in other 

cases they used the wire transfer receipts, it’s all distant. we have 

365000 stores.” 

  It’s complicated, it’s complicated but that’s the strategy, 

my level of evaluation and to lower those risks in the future. 

“Yes, that’s an independent Facebook, one could create a 

Facebook for truck drivers, they’re always talking about what is 

happening on the road, landslides, the weather, strikes, 

everything, so if they support each other all the time, it’s a 

permanent network for everything, they talk about everything, it’s 

normal, that’s how it has always worked and now it happens 

during strikes. we traveled in caravans, caravans of twenty, thirty 

vehicles. We joined Argos or Alpina or Coca Cola. 

And did you organize that through ANDI or yourselves directly? 

 We do it ourselves or with Coltecar. we have logistics 

contacts within all the companies so we knew where the heat was, 

it was in Boyaca, so yeah we said let’s meet in Tocancipa and we 

all left in groups of fifteen or twenty trucks at the same time. 

And that kind of protection is like what you told me you used to 

have in ’98? 

 Yes, there’s a lot of experience, for example my logistics 

general manager is a guy who has over thirty years of experience 

in the business, he has always worked in the transportation area, 

and so the same initiatives are repeated. 

That means that’s where they come from too? 

 Yes, they’ve been used since long ago, the only new or 

different thing this year was that during this strike my drivers 

asked me for helmets because rioters were throwing some very 

big rocks that could, that could almost hurt them, so we bought 

motorcycle helmets for everyone, safety helmets so they put on 
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their helmets and went in a caravan in case a rock went through 

the windshield nothing would happen to them, that kind of stuff. 

we’re developing some protection grids like those used in 

armored cash transport cars so that they’re easy to install on the 

road, easy to set up and remove so that when there’s a situation 

like that. we can install them and they can go with those grids that 

will block the rocks.” 

 

“It’s the same as always. Mercado in Barranquilla, gangs and 

other criminals in Medellin’s communes, and the areas of Ciudad 

Bolivar and the place where Coca Cola used to be. Cazuca. 

Cazuca’s hills, the same guys in the urban areas but in the rural 

areas we’re starting to feel it, in those areas that have historically 

been hot. well they’re hot again.” 

Jorge Humberto 

Angel. Traditional 

Channel Director. 

Luker. July 14th 

2015 

“No, no, in fact, in fact there are very few parts where we go 

today where we wouldn’t have gone during insecurity times, no. 

what happens is that at that time we did it for example in 

Florencia and San Vicente and all those places over there in 

Cartagena and Chaira, in all those places. Luker always went 

there; no, it’s not like Luker stopped going there during periods of 

violence, for example I was there too during that time, in Meta. 

Casanare. Guaviare and there are many stories about things that 

used to happen there but Luker did go there.” 

Nicolas Estupiñan. 

Deputy Minister or 

Transportation. July 

14th 2014 

Security is an issue that’s more important for the freight generator 

because guerillas don’t extort the driver but the freight generator. 

Simon Villegas. 

Logistics Director. 

“Extortion, the problems on the road are the distribution 

company’s problems but as per Team’s policies we don’t pay 

extortion. If we have to pay extortion. we don’t go there.” 
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Alianza Team. 

March 

 

 

3. Non-contractual relationships, frequency, information flow 

Road distributors 

meeting. Comapan. 

July 23rd 2014 

“What happens is that Roberto’s routes and mine are very 

different. Why? Because Roberto serves his clients weekly, and 

we generally or at least on my route we’ve decided to serve our 

clients at least twice a week.” 

Alejandro Barrera. 

Logistics Director. 

SABMiller. July 

17th 2015 

“No. we use it the wrong way. we’re more like information 

senders than receivers or information users...” 

“So I give you closed routes, so not only am I guaranteeing you a 

nice price on the way there but I also guarantee the way back, so 

with that people no. I haven’t felt affected, let’s say the impact is 

caused by those who have no control, it’s more about the red tape, 

the paperwork, the investment on information systems, a bunch of 

stuff to be able to constantly ask the Ministry of transportation for 

social security payments that I’m entitled to, to send the 

manifests… You start to see that it’s kind of, kind of endless, 

even, as you can see. we’re working hard on some manifests but 

it’s also an issue with the electronic hardware, and so you gotta 

have the paperwork for that, the cargo’s internal documents, the 

cargo manifest…” 

Luz Adriana Osorio. 

CEO Luker. June 5th 

2015 

“No. we know where they go, because we ask them... And in the 

market there are for example some tools called Tracksys and with 

those tools we can capture the clients’ information, and every 

month we monitor it to see that the clients are growing, that we’re 

selling. we see which are the products with the highest and lowest 

levels of rotation. 
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And you don’t have a parallel salesforce, you don’t have your own 

people to go and visit the stores? 

 Oh, yes, in areas where there are products that have a high 

rotation then you go during the week, then someone else goes the 

next week, and then you check the other one.” 

 

“Kind of like that, and the other thing is that the distributors’ 

channel, to be properly managed requires a very well defined 

strategy where. where many things are outlined, the territories, the, 

um, the management and work and information reliability numbers, 

the follow-up, the alignment of the remuneration of the salesforce 

with other trading houses, so if you simply decide to outsource that, 

it becomes more expensive.” 

 

“That’s right, so during the process... What have we found during 

the process? That. well, in spite of being defined, access to 

information isn’t easy, unless you’re technologically connected to 

the information systems you’re limited to what the distributor wants 

to share with you and they’re still in control, they are still in 

control.” 

And what they may want to share is the specific information about 

how much does every store buy, they don’t give information about 

the cash and I imagine that happens with the less tangible info too. 

 That’s with the road distributors, the conditions. who have 

certain discounts, how they are handled by X and Y, everything 

that’s being handled.” 

Jaime Velez. 

Comapan 

July 26th 2012 

Our current goal is to stop losing information from the 

storekeepers. In fact, our concern about not losing that 

information anymore only emerged last year. The technological 

tools to have that information exist. 
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There was an information exchange with the sales people at 

Alqueria. who just underwent that change. 

Alqueria was selling to 180000 stores in Cundinamarca alone. 

Due to that information they’re rethinking their distribution areas 

because they’re wrongly distributed. For example, there are 

distributors who have over a thousand stores assigned and of 

course they can’t visit them all. To improve product rotation and 

ensure quality. 

Road distributors 

meeting. Comapan. 

July 23rd 2014 

“Well, and do you share information with other companies’ 

distributors like, for example, information about routes or clients, 

or not? 

-) Yes, of course, of course we do because anyway, as people say, 

the closer your enemy is the harder you can hit him, right? So that 

is often part of, part of the strategy that helps us because we’re with 

the competition and you know what they’re promoting, so with that 

information you decide to take your own measures.”  

Luis Orlando 

Ramirez. Union 

leader ATC. July 

22nd 2014 

“The “Vigía” is a, um, a requirement by the Superintendence of 

Ports and Transportation that leads to the permanent reporting of 

information from companies that issue cargo manifests, so all the 

operation of metropolitan distribution is being left aside, let’s put it 

that way, the strictness of the measurements is being, it’s being lost, 

so it ends up becoming too, too informal, too loose. without much 

regulation and above all since there’s no formalization as proposed 

by the three pronged system so it’s all prone to infringement, it’s 

prone to a lot of things, even contraband of products, it’s prone to 

the commerce of goods that are pirated or stolen” 

 

“And that in any case they’re required to comply with the flow of 

information before the Ministry of Transportation, and, and why 

use the cargo manifest? Well because that’s the only way to have a 
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logistics measurement of transportation and of transportation in the 

country.” 

 

Appendix 2: Survey 

 

Nombre encuestado:________________________________________________________ 

 

Lugar de residencia:________________________________________________________ 

 

Lugar de residencia de su familia:_____________________________________________ 

 

¿Cuáles municipios/barrios cubre su 

ruta?:_____________________________________________________________________ 

 

 

 

 

¿Cuántos años lleva trabajando como distribuidor, vendedor y/o auxiliar, incluyendo 

tiempo trabajado con EMPRESA y con diferentes empresas? 

 

___________  

 

Vendedor/Auxiliar/Vendedor (tachar todas las que apliquen) 

 

¿Cuántos años lleva trabajando como distribuidor/vendedor/auxiliar en EMPRESA? 
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___________ 

Vendedor/Auxiliar/Vendedor (tachar la que aplique a su última posición) 

¿Cuál de las siguientes opciones describe mejor su situación actual? 

 Empleado 

 Contratista 

 Trabajador Independiente 

 Empresario o emprendedor 

 Otra. ¿cuál? 

 

 

¿Considera usted que su interlocutor con en EMPRESA es su jefe? 

Totalmente sí A veces sí A veces no Totalmente no 

    

 

¿Cuántos años lleva trabajando en la ruta que está cubriendo actualmente? 

_________ 

¿Qué otras rutas ha cubierto? ¿En qué años y por cuánto tiempo? 

Ruta:__________________________Año:______________Tiempo:__________________

Ruta:__________________________Año:______________Tiempo:__________________ 

Ruta:__________________________Año:______________Tiempo:__________________ 

Ruta:__________________________Año:______________Tiempo:__________________ 

Ruta:__________________________Año:______________Tiempo:__________________ 

 

Si ha cubierto otras rutas. ¿Cuál de las siguientes opciones describe mejor la razón por la 

que cambió de ruta?  

 

 Comenzó a trabajar en una empresa nueva 

 La empresa con la que estaba trabajando decidió cambiar las rutas 

 Usted decidió solicitar un cambio de ruta 

 Su negocio creció hasta el punto que tuvo que crecer su ruta 

 Otra. ¿cuál? 
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¿Considera que la ruta que cubre es______? 

 

Muy segura Algo segura Algo insegura Muy insegura 

    

 

¿Tiene usted vínculos como los siguientes en los municipios de la ruta que usted cubre? 

Puede escoger más de una opción. 

 

 Amigos de toda la vida  Usted vive en algún lugar de esa ruta 

 Amigos recientes  Usted ha vivido en algún lugar de esa 

ruta 

 Familia   Otro. ¿Cuál? 

 Usted creció en algún lugar de esa 

ruta  

 Usted no tiene ningún vínculo en la 

ruta 

 

¿Cuáles son los factores que hacen insegura una ruta determinada? Puede escoger más de 

una opción. 

 

 Accidentalidad en la vía  Presencia de grupos armados 

 Robos por parte de grupos armados  Falta de presencia de las fuerzas 

públicas 

 Robos por parte delincuencia común  Otro. ¿Cuál? 

 

 Tasa de homicidios   

 

¿Cómo maneja usted la inseguridad en la ruta? Puede escoger más de una opción. 

 

 Hablando con clientes y amigos que 

están en la ruta 

 Ignorando la situación 
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 Hablando con otros distribuidores 

en la zona, incluso de la 

competencia 

 Usando pequeñas estrategias, como 

cargar menudo en efectivo en un 

bolsillo o un celular flecha. 

 Acudiendo a las autoridades  Otro. ¿Cuál? 

 

 

 

¿Considera que usted es responsable de la imagen de EMPRESA cuando está llevando sus 

productos? 

 

Totalmente sí A veces sí A veces no Totalmente no 

    

 

 

¿Considera usted que es responsable de mantener la presencia de las marcas de EMPRESA 

en la ruta que usted cubre?  

 

Totalmente sí A veces sí A veces no Totalmente no 

    

 

Hipotéticamente. ¿Usted quisiera cambiar la ruta que cubre normalmente? 

Totalmente sí A veces sí A veces no Totalmente no 

    

 

¿Cuáles de estos factores lo llevarían a usted a querer cambiar de ruta? 

 Comenzar a trabajar en una empresa nueva 

 Un incremento en la inseguridad en la ruta 

 Un detrimento de las ventas en la ruta 

 Su negocio creció hasta el punto que tiene que expandir su ruta 

 Otra. ¿cuál? 
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¿Cree que usted tiene el control de la comercialización y la distribución de la ruta que 

cubre? 

Totalmente sí A veces sí A veces no Totalmente no 

    

 

¿Qué tan de acuerdo está con esta afirmación? EMPRESA tiene más control sobre unas 

rutas que sobre otras.  

Totalmente de 

acuerdo 

A veces de acuerdo A veces en 

desacuerdo 

Totalmente en 

desacuerdo 

    

 

¿Cuáles factores cree usted que hacen que EMPRESA decida tener más control sobre unas 

rutas que sobre otras? Puede escoger más de uno. 

 Buena situación de orden público  Poca distancia desde el punto de 

cargue 

 Una población grande  Alta presencia del Estado  

 Buen estado de las vías  Otro. ¿Cuál? 

 

 

 

Actualmente. ¿tiene a miembros de su familia trabajando con usted? 

 

Sí No 

 

Si sí. ¿quiénes? 

 

 

 

 

En los últimos 5 años. ¿ha crecido su negocio? 
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Sí No 

 

Observaciones: 
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Appendix 3: Contractual details of Company A and Contractual Documents 

 

Company A was founded 60 years ago and since it started until 1994, it had a 

vertically integrated distribution force. In 1994, the company opted for a new strategy. It’s 

distribution costs had grown enormously without any impact on the sales and the 

relationship between the company and its employees had gotten more and more 

complicated. As the current manager recalls, the distributors did not take care of the 

company assets, namely the trucks and the special baskets used to transport the bread, and 

the company had to respond for all sorts of damages without having any way of controlling 

or supervising whether these damages were caused by recklessness or by the normal wear 

of the vehicles. Additionally, distributors. who worked on a fixed salary base, had no 

incentives whatsoever to increase sales or to sell the company’s products in places where 

they had no previous commercial relationships. In other words, the vertical integration 

scheme was inefficient. Still, despite the fact that this system had not been working for 

several years. what appears to have detonated this change was the increase in extortions to 

truck drivers and distributors from illegal armed groups and common delinquency as it is 

the only factor that changed in that precise moment. 

This increase in extortions had put both distributors and the company in a difficult 

situation. According to the commercial director of company A. when a distributor had to 

negotiate extortion in the name of the company, he was more at risk than if he had to do it 

for himself. The company name made the extortion larger, more permanent and in a way, 

depersonalized the relationship between the truck driver and the extorter, as it became a 

relationship between two organizations. The three distributors now working for company A 

that were interviewed agreed with this statement.  

In the light of this situation. Company A decided to copy the distribution 

arrangement used by a prominent soda company in Colombia and sold the trucks to the 

distributors by lending them the money to buy them and by providing the information 

needed to start a new business. Company A even copied almost exactly the contract this 

soda company had with their distributors and as a matter of fact, this was the contractual 

model used until last year. with some minor variations. when it was changed in order to 

meet new company standards. This semi-decentralized arrangement implied that 
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distributors were now independent, but had an exclusive commercial relationship with 

Company A and had to distribute the company’s goods in a determined area defined by the 

company. Additionally, the distributors had to comply with the hygiene and legal standards 

determined by the law and the Company could terminate the contract unilaterally if this was 

not so. Company A committed to provide products everyday, to ensure that each distributor 

stuck to its assigned route avoiding conflicts between distributors and provided technical 

assistance for business procedures and financial support whenever the distributor was 

interested in buying a new truck and expanding his business. Company A deliberately 

promoted the involvement of the entire distributor’s family in the business because 

according to the company’s general manager, this not only brought better opportunities for 

the distributor’s close circle, but by making it a family business, they became more 

dependable.  

What is interesting about this arrangement is that the company kept the distribution 

of their goods to large supermarkets in the five main cities in Colombia and left the 

distribution of goods to rural areas, small cities and the city’s peripheries to these 

distributors. Even more, the distribution of goods to truly remote areas and the most violent 

parts of the country (this of course has varied greatly throughout the years, and has changed 

according to the distributors’ will to go to a determined place or another) were left to a third 

group of distributors, those who simply bought products directly to the company and sold 

them wherever they wanted without any sort of company control.  

 The key of this arrangement’s success is the fact that the company and the 

distributors quickly established a series of routines that made the contractual arrangement 

profitable for both parties. Both the distributors and the company knew that the rules of the 

game were clear and that despite the turbulence of the environment, they were not bound to 

change. The scheme worked so well that when the company decided to establish new 

distribution points in the five largest cities in Colombia, they just replicated what initially 

started happening in Bogotá without major setbacks. As a matter of fact, the newest 

distribution point was established last year in Bucaramanga and the company used this 

exact scheme: direct distribution to large supermarkets, semi centralized distribution to 

medium and small retailers in urban and rural areas, and absolute decentralization in very 

remote areas, particularly those with high presence of illegal armed groups. 
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 It is important to note that Company A’s estimations establish that they are currently 

reaching less than 50.000 of approximately 300.000 retails spots in Colombia. 
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Appendix 4: Statistical Information 
 

Independent and Control Variables Considered in Analysis 

 

  Variable Source 

1 

V
ar

ia
bl

es
 r

el
at

ed
 to

 v
io

le
nc

e 
an

d 
ar

m
ed

 c
on

fl
ic

t 

Have there been historical 
confrontations related to the armed 
conflict?  

CEDE. Dummy variable 1 if there has been 
confrontations. 0 if there hasn't 

2 
Demobilized CEDE, number of demobilized persons 

reported in each municipality  
3 Kidnappings CEDE, number of kidnappings in municipality 

4 
Landmines CEDE, number of landmine incidents in each 

municipality 

5 
Number of internally displaced people 
expelled 

CEDE, number of internaly displaced persones 
expledde by this municipality 

6 
Presence of illegal armed groups 
(binary) 

CEDE. Dummy variable. 1 if there is presence 
of illegal armed groups. 0 if there isn't 

7 
Presence of coca plantations (binary) CEDE. Dummy variable. 1 if there is presence 

of coca plantations. 0 if there isn't 

8 
Total captures CEDE, total number of criminals captured by 

the State 

9 
Homicide rates DANE. Number of homicides per 100.000 

inhabitants 
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10 
V

ar
ia

bl
es

 r
el

at
ed

 to
 m

un
ic

ip
al

 c
ha

ra
ct

er
is

ti
cs

 
Total Population 

DANE1993-2015. Estimations between 1993 
and 2005, proyections between 2005-2012, 
total number of people 

11 Rurality Index 

DANE 1993-2015. Estimations between 1993 
and 2005, proyections between 2005-2012, 
rural population over total population 

12 Births DANE 1993-2015. Total number per year 
13 Infant Mortality Rate DANE 1993-2015. Rate per 100.000 births 
14 Official Area DANE in km2 DANE, squared kilometers 

15 Population Density 

DANE. Area/Total Population 1993-2015 
(Estimations between 1993 and 2005, 
proyections between 2005-2012, total number 
of people) 

16 Altitiude  DANE, meters above sea level 

17 
Lineal distance to the Deparmental 
Capital  DANE, lineal kilometers  

18 
Lineal distance to nearest largest 
regional marketplace 

DANE, lineal kilometers (if it is in the same 
municipality, it marks 0) 

19 Lineal distance to Bogota DANE, lineal kilometers 

20 
Lineal distance to nearest local 
marketplace 

DANE, lineal kilometers (if it is in the same 
municipality, it marks 0) 

21 Per capita GDP DANE. 2005 constant pesos 

22 
Time Required to Travel from 
Municipality to DC 

Google Maps. Information retrieved in July 
2015 for the intersection of each municipality 
and Bogota 

23 V
ar

ia
bl

e
s 

re
la

te
d 

to
 

Notaries 

Superintendencia de Notariado y Registro. 
Number of Notaries in Municipality 1993-
2003 
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24 
State Bank-Presence of Agricultural 
Bank 

Banco Agrario. Number of spots in 
municipality 

25 Presence of other private banks 
Superintendencia Financiera. Number of 
banking entities in municipality 

26 Presence of savings corporation 
Superintendencia Financiera. Number of 
banking entities in municipality 

27 Presence of Catholic Churches 
Ministry of the Interior. Number of catholic 
churches 

28 Presence of Non Catholic Churches 
Ministry of the Interior. Number of non 
catholic churches 

29   

30 Municipal Category (1-6) 

National Planning Department. Categories of 
Municipalities according to their size, 
development level and ammount of budget. I 
chose two categories. 1 and 3 out of 6 possible 
due to the effect of these two on the model and 
because these two cosider the largest number 
of municipalities 

31 Percentage of Paved Roads SIGOT-Information for 2005 

32 

Fiscal Performance Index 

National Planning Department. Fiscal 
Performance Index. This is published annualy 
as of 2008 and is an analysis of each 
municipality's capacity to recollect taxes and 
the efficiency of its spending  

33 
Spending Capacity 

DANE. Per capita spending, information 
available for 1993 and 2005 

34 
Current Account Performance 

National Planning Department and CEDE 
available from 1993-2003 
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35 
Current Account Deficit 

National Planning Department and CEDE 
available from 1993-2003 

36 

Hospitals 
CEDE, number of hospitals in municipality 
1993-2008, information is not complete for all 
the municipalities 

37 

Health Centers 
CEDE, number of health centers in 
municipality 1993-2008, information is not 
complete for all the municipalities 

38 

Minor Health Centers 
CEDE, number of minor health centers in 
municipality 1993-2008, information is not 
complete for all the municipalities 

39 

Presence of Tax Offices 
DIAN (CEDE), number of tax recollecting 
offices 1993-2008, information is not complete 
for all the municipalities  

40 

Number of State Institutions 
Number of state ran institutions, regardless of 
function. 1993-2008, information is not 
complete for all the municipalities 

41 

State Hired Teachers 
Number of state hired teachers 1993-2008, 
information is not complete for all the 
municipalities 

42 

Public Libraries 
Number of public libraries in each 
municipality 1993-2008, information is not 
complete for all the municipalities 
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Summary of Statistical Analysis of Variables (Table 9 in Paper 2) 

 

 

 

 

B Sig. B Sig. B Sig. B Sig. B Sig. B Sig. B Sig. B Sig.
Dependent Variable
Constant 254.428,00 0,99 -0,018 0,95 0,907 0,00 239,944 0,94 5,082 0,00 -0,992 0,22 0,816 0,00 5,395 0,00
Conflict (Historic) 12.804,00 1,00 -0,024 0,89 X X X X X X
Population 12.721,00 1,00 X X X X X X X
Captures (Common crime) 0,00 1,00 X X X X X X X
Demobilized 0,18 1,00 0,042 0,01 0,045 0,01 X X X X 0,044 0,23
Kidnapping -2.191,00 1,00 0,127 0,10 X X X X X X
Landmines 0,75 1,00 0,054 0,04 X X X X X X
Coca Plantations -8.490,00 1,00 0,631 0,00 X X X X X X
Presence of Illegal Armed 
Groups -0,37 1,00 0,357 0,03 -0,375 0,02 X X X X 0,252 0,43
Internally Displaced -0,01 1,00 -0,001 0,00 -0,001 0,00 X X X X 0,000 0,07
Total Time 0,00 1,00 X X -0,03 0,99 0,001 0,33 X X X
Density 0,00 1,00 X X -0,019 0,99 0,000 0,43 X X X
Percentage of Paved Roads -0,06 1,00 X X -1,015 0,99 0,043 0,00 X X 0,058 0,00
Homicide Rates 0,02 1,00 X X X X X X -0,007 0,07
Fiscal Performance -0,79 1,00 X X X X 0,019 0,12 X X
Execution Capacity 0,03 1,00 X X X X -0,017 0,00 X -0,003 0,34
Current Ratio 3.002,00 1,00 X X X X 0,06 0,70 X X
Current Account Deficit 0,00 1,00 X X X X 0,00 0,86 X X
Distance to Bogota -0,07 1,00 X X -0,16 0,99 -0,019 0,00 X X -0,022 0,00
Municipal Category 1 -93.592,00 0,99 X X 292,243 0,97 X 0,00 X X X

Regression 1
Variables

Going not going

R 2

GNG

R 4

GNG

R 3

GNG

R 5

GNG

R 6

GNG

R 7

GNG

R 8

GNG
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Municipal Category 3 -97.696,00 0,99 X X 550,647 0,94 X X X X
Total Population 0,00 1,00 X X 0,001 0,97 0,000 0,01 X X X
Rurality Index -56.471,00 1,00 X X -186,136 0,98 -0,829 0,23 X X -1,046 0,15
Births 0,02 1,00 X X -0,055 0,96 X X X X
Infant Mortality Rate -0,22 1,00 X X 1,611 0,99 X X X X
Area 0,00 1,00 X X 0,000 0,97 0,000 0,67 X X X
Altitude 0,00 1,00 X X -0,079 0,96 0,000 0,98 X X X
Distance to Regional Capital 
City -0,09 1,00 X X -1,621 0,94 0,012 0,00 X X X
Distance to Nearest 
Regional Marketplace 0,11 1,00 X X 0,001 1,00 -0,001 0,83 X X -0,011 0,00
Distance to Nearest Local 
Marketplace -0,14 1,00 X X -0,518 0,98 -0,022 0,00 X X X
GDP per capita 0,00 1,00 X X 0,000 1,00 X 0,000 0,00 X 0,000 0,01
Notaries -1.021,00 1,00 X X X X X -0,65 0,00
Banking Institutions -0,90 1,00 X X X X X 0,01 0,94
Financial Institutions -4.690,00 1,00 X X X X X 0,57 0,00
Savings Corporations -8.582,00 1,00 X X X X X 0,59 0,00
Catholic Churches -2.150,00 1,00 X X X X X 0,58 0,00
Non Catholic Churhces -5.275,00 0,99 X X X X X -0,11 0,07
Hospitals -6.884,00 1,00 X X X X X 0,48 0,03
Health Centers -4.703,00 1,00 X X X X X -0,72 0,00
Health Local Points -0,68 1,00 X X X X X 0,10 0,25
Tax offices -8.716,00 1,00 X X X X X -0,14 0,41
Number of State Institutions 0,91 1,00 X X X X X -0,03 0,41
State Hired Teachers -0,28 1,00 X X X X X -0,05 0,16
Libraries 12.197,00 1,00 X X X X X -0,05 0,79
Total Captures -0,94 1,00 0,26 0,00 0,272 0,0010 X X X X 0,356 0,05

0,244 0,015
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1. Regression 1: Binary logit regression model (binary) with every variable in the data base (none of the coefficients is 
statistically significant in this analysis) 

2. Regression 2: Binary logit regression model with only violence variables (homicide rates will be included in the final model) 
3. Regression 3: Binary logit regression model with violence variables excluding non significant variables or those with 

conflicting coefficients 
4. Regression 4: Binary logit regression model with structural variables  
5. Regression 5: Binary logit regression model with structural variables excluding correlated variables 
6. Regression 6: Binary logit regression model with economic variables (variables are not correlated) 
7. Regression 7: Binary logit regression model with institutional variables (there is a high correlation between these variables) 
8. Regression 8: Binary logit regression model with combined variables or regressions 3, 5, 6 and variable developed with a 

Principal Component Analysis for institutional variables 

 

 

Analysis of Possible Moderation and Mediation Relationships 

I developed and analysis of potential mediation and moderation relationships between total captures and homicide rates, as the 

key violence variable. I first analyzed the behavior of these two variables independently and together in the cross-sectional probit with 

the dependent variable being the decision of going or not going to a municipality in a specified moment: 2008. Then I developed the 

same analysis for the cross-sectional model which explores the type of contractual relationship that regulates the distribution of good to 

the municipality the freight generator has already decided to go. In both scenarios, the coefficient and the effect of these two variables 

are not altered. This information, alongside the collinearity analysis suggests there is no interaction between these two variables. The 

analysis was not carried out for the panel regression that analysis the type of contract because the information gathered is not available 

for the period comprised by this regression (2002-2008). The publicly available information at a municipal level has progressively 
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improved in Colombia.  Nonetheless. I analyzed the behavior of just homicide rates in this panel. without other variables, and the 

behavior is consistent: the coefficient is the same as when ran with the other variables that compose the model.    

 This analysis is necessary because the direction of the coefficient of the variable Total Captures changes between the cross 

sectional probit model (Going Not Going) and the cross sectional ols model (Centralization Index). The reason behind this change is 

not an interaction between variables, but rather a grounded reason: once the freight generator has decided to go to a determined 

municipality, the factors that affect the type of contract used vary. The explanation proposed by this dissertation is that once the first 

decision is made, the variables that affect the assessment of violence and insecurity change. 

 

Total Captures and Homicide Rates 2008-Going Not Going 
          

 B 
Standard 

Error Wald gl Sig. Exp(B) 
  

   
Homicide Rates -0.003 0.002 4.163 1 0.041 0.997   
Total Captures 0.221 0.070 9.811 1 0.002 1.247   
Constant 0.661 0.096 47.339 1 0.000 1.936           

          

  
Total Captures 2008-Centralization Index 

          

 

Non Standarized 
Coefficients 

Standarized 
Coefficient

s 

t Sig. 

 

  

B 
Error 

estándar Beta 

 

   
Constant 0.059 0.044 

 
1.327 0.185 
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Total Captures -0.075 0.026 -0.113 -2.860 0.004 
 

          

  
Homicide Rates 2008-Centralization Index 

 
   

 

Non Standarized 
Coefficients 

Standarized 
Coefficient

s 

t Sig. 

   

B 
Error 

estándar Beta     
Constant 0.071 0.054 

 
1.314 0.189    

Homicide Rates -0.002 0.001 -0.077 -1.939 0.053     

           

  
Total Captures and Homicide Rates 2008-Centralization Index 

 
   

 

Non Standarized 
Coefficients 

Standarized 
Coefficient

s 

t Sig. 

   

B 
Error 

estándar Beta     
(Constant) 0.098 0.055 

 
1.790 0.074    

Homicide Rates -0.001 0.001 -0.050 -1.220 0.223    
Total Captures -0.066 0.027 -0.099 -2.426 0.016           

          

          

   
Homicide Rates 2002-2008 Panel-Centralization Index            
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Non Standarized 
Coefficients 

Standarized 
Coefficient

s 

t Sig. 

 

  

B 
Error 

estándar Beta 

 

   
(Constant) 0.170 0.018 

 
9.633 0.000 

 
  

Homicide Rates -0.003 0.000 -0.197 -14.736 0.000 
 

          

  
 

 

Exploratory Statistics and First Model: Cross-Sectional 2008 (Going or Not Going) 

 

Analysis for First Model: Cross-Sectional 2008  

This first model is a Logistic Regression that analyzes which factors affect the decision behind going or not going to a 
determined municipality in Colombia. Only 964 municipalities out of a total of 1148, can be reached by road from Bogota. Because 
this dissertation focuses on how companies analyze uncertainty derived from armed conflict and violence on the distribution process. I 
only took into consideration municipalities that can be reached by road. Municipalities located on islands or in areas that can only be 
reached by air or boat were excluded from the analysis.  

The dependent variable in this model is a binary variable. A value of 1 was assigned if the Company studied goes to that 
municipality and of 0 if it didn’t. The independent variable is the rate of violence. Different forms of measuring violence were used to 
contemplate different expressions of this phenomenon, namely the rate of homicides on the one hand, and the presence of coca 
plantations, the presence of illegal armed groups, the number of kidnaps and the number of confrontations, among others. I carried out 
the exploratory analysis for this model in ten steps described in this first section follows.  
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First. I ran a model to see how did the dependent variable (going or not going to a determined municipality) behaved without 
any other variables. The random effect of this variable is of 66.3%. which means that the model must explain more than this 
percentage in order to be valid. The Wald test shows that the constant has a significant effect.  
 

Random effect 

  

Observed 

Pronosticated 

   
Percentage 

  NO YES 

 

Does CA go to this 
municipality? 

NO 0 325 0.0 

YES 0 639 100.0 

Global percentage     66.3 

 

Wald test 

  B 
Standard 
Error 

Wald gl Sig. Exp(B) 

 Constant 0.676 0.068 98.470 1 0.000 1.966 

Second. I explored the behavior of different potential independent variables. This analysis gave me a sense of which variables 
that measured anything related with armed conflict would be statistically significant in the logit model. All the variables related to 
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violence/armed conflict that are publicly accessible and had municipal information were considered. This was an exploratory exercise 
in order to see which variables could affect the behavior of the decision of going or not going to a determined municipality. The total 
number of captured criminals, the presence of coca plantations, the presence of illegal armed groups, the number of expelled internally 
displaced people, and the presence of landmines had a significant effect and increased the predictive capacity of the model. 

  Punctuation DF Sig. 

 
Variables 

Have there been historical confrontations 
related to the armed conflict?  

0.596 1 0.440 

Demobilized 0.002 1 0.967 

Kidnappings 0.005 1 0.943 

Landmines 8.963 1 0.003 

Number of internally displaced people 
expelled 

48.885 1 0.000 

Presence of illegal armed groups (binary) 19.400 1 0.000 

Presence of coca plantations (binary) 43.272 1 0.000 

Total captures 8.440 1 0.004 

Global statistics 88.219 8 0.000 

Third. I explored the validity of the model. Because this first analysis is a logit model. I used a Cox and Snell’s and Nagelkerke’s R-
squared using only the dependent variable and the variables related to the armed conflict. This analysis showed me that in both tests. 
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with only these two variables the model has a very low R-squared in both tests. This means that there are other variables that heavily 
affect the company’s decision to go or not to go to a determined municipality that have to be considered.  

Log 
likelihood -2 

R squared 
Cox y Snell 

R squared 
Nagelkerke 

1128.730a 0.102 0.141 

Fourth, the Hosmer and Lemeshow test shows the predictability of the model. It helps further the two previous analysis and helps see if 
the model is well adjusted to the data. 

Hosmer and Lemeshow Test 

Paso Chi-cuadrado gl Sig. 

1 32.842 8 0.000 

 

 

  
Doesn’t Go = NO Goes = SI 

Total 
Observed Expected Observed Expected 

Step 1 
1 61 67.961 35 28.039 96 

2 42 43.820 54 52.180 96 
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3 49 35.761 47 60.239 96 

4 39 31.533 57 64.467 96 

5 42 28.306 56 69.694 98 

6 12 22.487 68 57.513 80 

7 20 26.734 76 69.266 96 

8 23 25.815 73 70.185 96 

9 21 23.914 75 72.086 96 

10 16 18.669 98 95.331 114 

The previous two analyses confirm that variables related with armed conflict increase the model’s predictive capacity by 3%. If 
we only include the variables related to armed conflict as independent variables, the model only predicts 21.2% of the decision of not 
going to a municipality and increases the predictive capacity of the model only by 2.8% from 66.3% to 69.1%.  
 

  

Observed 

Expected 

  
Decision to 
go Correct 

percentage  
  NO YES 

NO 69 256 21.2 
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Step 
1 

Decision to 
go 

YES 42 597 93.4 

Global percentage      69.1 

 

 
 

 
Fifth. I ran some descriptive statistics analysis for the variables related to armed conflict and the correlations between these 

variables.  
 

       

95% TI, 
for 
EXP(B) 

 B 
Standard 
error Wald gl Sig Exp(B) 

Inferior 

Have there 
been 
historical 
confrontations 
related to the 
armed 
conflict? 

-
0.024 

0.168 0.02 1 0.886 0.976 0.703 1.356 

Demobilized 0.042 0.017 6.343 1 0.012* 1.043 1.009 1.078 
Kidnappings 0.127 0.076 2.753 1 0.097 1.135 0.977 1.319 
Landmines 0.054 0.026 4.286 1 0.038* 1.055 1.003 1.111 
Number of 
internally 
displaced 

-
0.001 

0 25.594 1 0.000*** 0.999 0.999 0.999 
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people 
expelled 

Presence of 
illegal armed 
groups 
(binary) 

0.357 0.166 4.625 1 0.032* 1.429 1.032 1.977 

Presence of 
coca 
plantations 
(binary) 

0.631 0.222 8.092 1 0.004** 1.879 1.217 2.902 

Total captures 0.258 0.081 10.27 1 0.001** 1.295 1.106 1.517 

Constant 
-

0.018 
0.273 0.004 1 0.948 0.982   
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       Pearson 
Correlation

1 0,144** 0,150** 0,019 0,151** 0,162**

Sig. 
(bilateral)

0,000 0,000 0,555 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,144** 1 0,462** 0,101** 0,330** 0,229**

Sig. 
(bilateral)

0,000 0,000 0,002 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,150** 0,462** 1 0,157** 0,298** 0,247**

Sig. 
(bilateral)

0,000 0,000 0,000 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,019 0,101** 0,157** 1 0,413** 0,255**

Sig. 
(bilateral)

0,555 0,002 0,000 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,151** 0,330** 0,298** 0,413** 1 0,314**

Sig. 
(bilateral)

0,000 0,000 0,000 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,162** 0,229** 0,247** 0,255** 0,314** 1

Sig. 
(bilateral)

0,000 0,000 0,000 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,042 0,133** 0,173** 0,371** 0,417** 0,332**

Sig. 
(bilateral)

0,188 0,000 0,000 0,000 0,000 0,000

N 964 964 964 964 964 964
Pearson 
Correlation

0,073* 0,052 0,091** -0,007 0,031 0,130**

Sig. 
(bilateral)

0,024 0,107 0,005 0,835 0,331 0,000

N 964 964 964 964 964 964

*. Correlation is significant at the 0,05 level (bilateral).

1. Have there been 
historical 
confrontations 
related to the armed 
conflict?
2. Demobilized

3. Kidnappings

4. Landmines

5. Number of 
internally displaced 
people expelled

6. Presence of 
illegal armed 
groups (binary)

7. Presence of coca 
plantations (binary)

8. Total captures

**. Correlation is significant at the 0,01 level (bilateral).
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The number of demobilized population and number for kidnappings are correlated, but the second is not statistically significant 
and therefore will not be used in the model. The presence of coca plantations and of landmines are correlated with the number of 
internally displaced people. Because the presence of coca plantations is related to geographical and climate conditions (it does not 
grow in high altitudes) that are not present in the entire country. I discarded this variable. Because the number internally displaced 
people is a more robust variable (it is continuous rather than binary) and because the way it is measures an immediate effect of the 
armed conflict in this variable and the changing effect it has over the years. Out of these three variables, the number of internally 
displaced people has a larger explicatory power in the model and is statistically more robust. 

 

 
B 

Estimation eror Wald gl Sig. Exp(B) 

Step 1a 
Demobilized 0.045 0.017 7.094 1 0.008 1.046 

Presence of illegal armed groups -0.375 0.161 5.457 1 0.019 0.687 



DOING BUSINESS AMIDST CONFLICT 179

Number of internally displaced people 
expelled 

-0.001 0.000 32.605 1 0.000 0.999 

Total captures 0.272 0.079 11.704 1 0.001 1.312 

Constant 0.907 0.100 82.665 1 0.000 2.477 
 

Sixth. I analyzed the effects of potential control variable in the model related to the different characteristics of municiapalities. 
Municipal area, travel time in minutes from Bogota to each municipality, density, percentage of paved roads, distance from Bogota, 
municipal category, total population, rurality index, number of births, infant mortality rate, area in kilometers, altitude, distance to the 
nearest departmental capital, distance to the nearest regional marketplace and to the nearest local marketplace, total per capita GDP 
were considered. These variables were either related to the hypotheses stated on the second paper or with any of the aspects that were 
analyzed in the first paper of this dissertation. Of course. I had to have information for all the municipalities in the country and 
preferably over time (except for those that don’t change like distance to Bogota and to the nearest marketplaces, area and altitude). I 
ran a regression with all the variables and did a preliminary descriptive analysis, including a correlation analysis.  

 

Exploratory Regression 

 

 DF Sig. 

Area 23.281 1 0.000 

Time 455.213 1 0.000 

Density 1.149 1 0.284 

Percentage of Paved Roads 67.262 1 0.000 
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Distance to Bogota 565.418 1 0.000 

Municipal Category 1 26.256 1 0.000 

Municipal Category 3 756.791 1 0.000 

Total Population 0.425 1 0.515 

Rurality Index 0.022 1 0.883 

Births 0.600 1 0.438 

Infant Mortality Rate 147.952 1 0.000 

Area in KM 23.281 1 0.000 

Altitude 60.453 1 0.000 

Distance to Departmental Capital 6.204 1 0.013 

Distance to Nearest Regional 
Marketplace 

275.247 1 0.000 

Distance to Nearest Local 
Marketplace 

152.904 1 0.000 

GDP Per Capita 25.973 1 0.000 
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Exploratory Regression With Tests 

 

 

  

B Stand Error Wald DF Sig. Exp(B) 

95% T.I, for EXP(B) 

Inferior Superior 

 

Area 0.000 0.003 0.001 1 0.972 1.000 0.994 1.006 

Time -0.028 3.627 0.000 1 0.994 0.973 0.001 1188.350 

Density -0.019 1.566 0.000 1 0.991 0.982 0.046 21.124 

Percentage of Paved Roads -1.015 83.613 0.000 1 0.990 0.363 0.000 5.382E+70 

Distance to Bogota -0.160 10.930 0.000 1 0.988 0.852 0.000 1715869032.000 

Municipal Category 1 292.243 7917.234 0.001 1 0.971 8.309E+126 0.000 . 

Municipal Category 3 550.647 7196.499 0.006 1 0.939 1.390E+239 0.000 . 

Total Population 0.001 0.032 0.001 1 0.971 1.001 0.940 1.067 

Rurality Index 
-
186.126 

7113.940 0.001 1 0.979 0.000 0.000 . 

Births -0.055 1.038 0.003 1 0.958 0.946 0.124 7.235 
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Infant Mortality Rate 1.611 86.808 0.000 1 0.985 5.007 0.000 3.897E+74 

Altitude -0.079 1.704 0.002 1 0.963 0.924 0.033 26.042 

Distance to Departmental 
Capital 

-1.621 21.689 0.006 1 0.940 0.198 0.000 572370867600000000.000 

Distance to the Nearest Regional 
Marketplace 

0.001 20.628 0.000 1 1.000 1.001 0.000 362158638700000000.000 

Distance to Nearest Local 
Marketplace 

-0.518 21.840 0.001 1 0.981 0.596 0.000 2319892288000000000.000 

GDP Per Capita 0.000 0.000 0.000 1 0.999 1.000 1.000 1.000 

Constant 239.944 3208.203 0.006 1 0.940 1.609E+104     
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Correlation Table 

 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 
1. Time Pearson 

Correlation 
1 -0.001 -0.074* 0.848** -0.078* -

0.636** 
0.085** -0.046 0.092** 0.346** 0.118** -

0.295** 
0.133** 0.475** 0.296** 

Sig. 
(bilateral) 

 
0.964 0.021 0.000 0.016 0.000 0.008 0.153 0.004 0.000 0.000 0.000 0.000 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
2. Density Pearson 

Correlation 
-0.001 1 0.093** 0.032 0.046 0.009 0.535** -

0.276** 
0.481** -

0.189** 
-0.043 0.002 -

0.157** 
-

0.151** 
-0.127** 

Sig. 
(bilateral) 

0.964 
 

0.004 0.322 0.155 0.783 0.000 0.000 0.000 0.000 0.186 0.950 0.000 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
3. Percentage 
of Paved 
Roads 

Pearson 
Correlation 

-0.074* 0.093** 1 -
0.141** 

0.173** 0.184** 0.077* -
0.195** 

0.063 -
0.297** 

-
0.205** 

-0.072* 0.006 -
0.288** 

-0.272** 

Sig. 
(bilateral) 

0.021 0.004 
 

0.000 0.000 0.000 0.017 0.000 0.052 0.000 0.000 0.026 0.861 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
4. Distance 
to Bogota 

Pearson 
Correlation 

0.848** 0.032 -
0.141** 

1 -
0.145** 

-
0.685** 

0.137** -
0.118** 

0.154** 0.301** 0.138** -
0.303** 

0.096** 0.524** 0.307** 

Sig. 
(bilateral) 

0.000 0.322 0.000 
 

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.003 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
5. Municipal 
Category 1 

Pearson 
Correlation 

-0.078* 0.046 0.173** -
0.145** 

1 -
0.288** 

0.059 -
0.110** 

0.025 -
0.139** 

-0.041 0.073* -
0.206** 

-
0.211** 

-0.154** 

Sig. 
(bilateral) 

0.016 0.155 0.000 0.000 
 

0.000 0.065 0.001 0.438 0.000 0.203 0.024 0.000 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
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6. Municipal 
Category 3 

Pearson 
Correlation 

-
0.636** 

0.009 0.184** -
0.685** 

-
0.288** 

1 -0.069* 0.064* -0.061 -
0.312** 

-
0.135** 

0.218** 0.029 -
0.433** 

-0.311** 

Sig. 
(bilateral) 

0.000 0.783 0.000 0.000 0.000 
 

0.031 0.046 0.057 0.000 0.000 0.000 0.366 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
7. Total 
Populaiton 

Pearson 
Correlation 

0.085** 0.535** 0.077* 0.137** 0.059 -0.069* 1 -
0.442** 

0.982** -
0.169** 

0.052 -
0.094** 

-
0.187** 

-
0.093** 

-0.128** 

Sig. 
(bilateral) 

0.008 0.000 0.017 0.000 0.065 0.031 
 

0.000 0.000 0.000 0.110 0.003 0.000 0.004 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
8. Rurality 
Index 

Pearson 
Correlation 

-0.046 -
0.276** 

-
0.195** 

-
0.118** 

-
0.110** 

0.064* -
0.442** 

1 -
0.428** 

0.290** -0.010 0.246** 0.128** 0.157** 0.042 

Sig. 
(bilateral) 

0.153 0.000 0.000 0.000 0.001 0.046 0.000 
 

0.000 0.000 0.762 0.000 0.000 0.000 0.189 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
9. Births Pearson 

Correlation 
0.092** 0.481** 0.063 0.154** 0.025 -0.061 0.982** -

0.428** 
1 -

0.147** 
0.049 -

0.113** 
-

0.169** 
-0.074* -0.115** 

Sig. 
(bilateral) 

0.004 0.000 0.052 0.000 0.438 0.057 0.000 0.000 
 

0.000 0.126 0.000 0.000 0.022 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
10. Infant 
Mortality 
Rate 

Pearson 
Correlation 

0.346** -
0.189** 

-
0.297** 

0.301** -
0.139** 

-
0.312** 

-
0.169** 

0.290** -
0.147** 

1 0.249** -
0.202** 

0.270** 0.423** 0.466** 

Sig. 
(bilateral) 

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
 

0.000 0.000 0.000 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
11. Area Pearson 

Correlation 
0.118** -0.043 -

0.205** 
0.138** -0.041 -

0.135** 
0.052 -0.010 0.049 0.249** 1 -

0.096** 
0.110** 0.338** 0.584** 



DOING BUSINESS AMIDST CONFLICT 185

Sig. 
(bilateral) 

0.000 0.186 0.000 0.000 0.203 0.000 0.110 0.762 0.126 0.000 
 

0.003 0.001 0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
12. Altitude Pearson 

Correlation 
-

0.295** 
0.002 -0.072* -

0.303** 
0.073* 0.218** -

0.094** 
0.246** -

0.113** 
-

0.202** 
-

0.096** 
1 -

0.137** 
-

0.107** 
-0.272** 

Sig. 
(bilateral) 

0.000 0.950 0.026 0.000 0.024 0.000 0.003 0.000 0.000 0.000 0.003 
 

0.000 0.001 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
13. Distance 
to 
Departmental 
Capital 

Pearson 
Correlation 

0.133** -
0.157** 

0.006 0.096** -
0.206** 

0.029 -
0.187** 

0.128** -
0.169** 

0.270** 0.110** -
0.137** 

1 0.208** 0.406** 

Sig. 
(bilateral) 

0.000 0.000 0.861 0.003 0.000 0.366 0.000 0.000 0.000 0.000 0.001 0.000 
 

0.000 0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
14. Distance 
to Nearest 
Regional 
Marketplace 

Pearson 
Correlation 

0.475** -
0.151** 

-
0.288** 

0.524** -
0.211** 

-
0.433** 

-
0.093** 

0.157** -0.074* 0.423** 0.338** -
0.107** 

0.208** 1 0.532** 

Sig. 
(bilateral) 

0.000 0.000 0.000 0.000 0.000 0.000 0.004 0.000 0.022 0.000 0.000 0.001 0.000 
 

0.000 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
15. Distance 
to Nearest 
Local 
Marketplace 

Pearson 
Correlation 

0.296** -
0.127** 

-
0.272** 

0.307** -
0.154** 

-
0.311** 

-
0.128** 

0.042 -
0.115** 

0.466** 0.584** -
0.272** 

0.406** 0.532** 1 

Sig. 
(bilateral) 

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.189 0.000 0.000 0.000 0.000 0.000 0.000 
 

N 964 964 964 964 964 964 964 964 964 964 964 964 964 964 964 
 

**. Correlation is significant at the 0.01 level (bilateral). 
*. Correlation is significant at the 0.05 level (bilateral). 
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Seventh. I analyzed which of these variables were either not significant or had high correlations with other variables. Infant 
mortality rates were highly correlated with 9 other variables, and so GDP per capita, the birth rate, and the category into each 
municipality belonged. This set of variables corresponds to those that are characteristics of each municipality. 

 

Exploratory Regression  

  

 Punc. DF Sig. 

Time 455.213 1 0.000 

Density 1.149 1 0.284 
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Percentage of Paved Roads 67.262 1 0.000 

Distance to Bogota 565.418 1 0.000 

Total Population 0.425 1 0.515 

Rurality Index 0.022 1 0.883 

Area 23.281 1 0.000 

Altitude 60.453 1 0.000 

Distance to Departmental Capital 6.204 1 0.013 

Distance to Nearest Regional Marketplace 275.247 1 0.000 

Distance to Nearest Local Marketplace 152.904 1 0.000 

  
 

 

  

Exploratory Regression With Tests 

 B 
Stand. 
Error 

Wald DF Sig. Exp(B)  
95% TI 
Exp(B) 

       Inferior Superior 
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Time 0.001 0.001 0.966 1 0.326 0.999 0.997 1.001 

Density 0.000 0.000 0.622 1 0.430 1.000 0.999 1.000 

Percentage of 
Paved Roads 

0.043 0.008 29.393 1 0.000 1.044 1.028 1.061 

Distance to Bogota 
-
0.019 

0.002 76.270 1 0.000 0.981 0.977 0.985 

Total Population 0.000 0.000 7.554 1 0.006 1.000 1.000 1.000 

Rurality Index 
-
0.829 

0.686 1.460 1 0.227 0.437 0.114 1.675 

Area 0.000 0.000 0.179 1 0.673 1.000 1.000 1.000 

Altitude 0.000 0.000 0.000 1 0.983 1.000 1.000 1.000 

Distance to 
Departmental 
Capital 

0.012 0.003 17.335 1 0.000 1.012 1.007 1.018 

Distance to Nearest 
Regional 
Marketplace 

-
0.001 

0.002 0.045 1 0.831 0.999 0.995 1.004 
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Distance to Nearest 
Local Marketplace 

-
0.022 

0.005 18.429 1 0.000 0.978 0.969 0.988 

Constant 5.082 0.859 35.027 1 0.000 161.156     

  

 

 Eigth. I explored the variables that were related to each municipality’s fiscal and economic capacity. The previous variables 
had to do with intrinsic characteristics of each municipality that vary little or no at all over time. This set of variables on the other 
hand, are related with each government’s capacity. The first variable is fiscal performance, the second one is the ability to execute 
resources, the third and fourth to current account deficit, and fourth municipality’s GDP per capital. This last variable was used in the 
previous analysis but was discarded.  

 

Exploratory Regression  

 Punc. DF Sig 

Fiscal Performance 23.162 1 0.000 

Execution Capacity 22.808 1 0.000 

Current Account Performance 3.920 1 0.048 

Current Account Deficit 1.441 1 0.230 
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Per Capita GDP 25.120 1 0.000 

 

Exploratory Regression With Tests 

  B 
Stand. 
Error 

Wal
d 

DF Sig. 
Ex
p(B
) 

95% T.I, for 
EXP(B) 

Inferior 
Superio
r 

Fiscal Performance 0.019 
0.01
2 

2.479 1 0.115 1.019 0.995 1.043 

Execution Capacity 
-
0.017 

0.00
5 

12.40
9 

1 0.000 0.983 0.974 0.992 

Current Account Performance 0.058 
0.15
2 

0.145 1 0.703 1.059 0.787 1.426 

Current Account Deficit 0.000 
0.00
0 

0.030 1 0.862 1.000 1.000 1.000 

Per Capita GDP 0.000 
0.00
0 

22.95
2 

1 0.000 1.000 1.000 1.000 

Constant 
-
0.992 

0.80
1 

1.533 1 0.216 0.371     
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Correlation Table 

 1 2 3 4 5 
1. Fiscal Performance Correlación 

de Pearson 
1 -0.186** 0.387** 0.294** 0.098** 

Sig. 
(bilateral) 

 
0.000 0.000 0.000 0.002 

N 964 959 962 964 964 
2. Execution Capacity Correlación 

de Pearson 
-0.186** 1 -0.083* -0.059 -0.019 

Sig. 
(bilateral) 

0.000 
 

0.011 0.068 0.549 

N 959 959 959 959 959 
3. Current Account 
Performance 

Correlación 
de Pearson 

0.387** -0.083* 1 0.336** 0.024 

Sig. 
(bilateral) 

0.000 0.011 
 

0.000 0.458 

N 962 959 962 962 962 
4. Current Account Deficit Correlación 

de Pearson 
0.294** -0.059 0.336** 1 0.005 

Sig. 
(bilateral) 

0.000 0.068 0.000 
 

0.881 

N 964 959 962 964 964 
5. Per Capita GDP Correlación 

de Pearson 
0.098** -0.019 0.024 0.005 1 
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Sig. 
(bilateral) 

0.002 0.549 0.458 0.881 
 

N 964 959 962 964 964 
 

**. Correlation is significant at the 0.01 level (bilateral). 
*. Correlation is significant at the 0.05 level (bilateral). 

 

 Ninth. I explored other variables related with governmental efficiency, but that were more closely related to the types of 
institutions and infrastructure available in each municipality as a way of assessing governmental presence. After the initial exploration. 
I developed a principal component model in order to capture the largest possible effect of these variables on the final model. Before 
this I ran some exploratory regressions.  

Exploratory Regression 

  Punc. DF Sig. 

 Variables 

Notaries 0.367 1 0.545 

State Owned Banks 0.584 1 0.445 

Other Banks 6.951 1 0.008 

Savings Corporations 3.475 1 0.062 

Catholic Churches 2.294 1 0.130 

Non Catholic Churches 0.375 1 0.540 

Hospitals 7.519 1 0.006 
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Health Centers 9.343 1 0.002 

Minor Health Centers 0.757 1 0.384 

Presence of Tax Offices 0.015 1 0.901 

Number of State Institutions 0.091 1 0.762 

State Hired Teachers 0.679 1 0.410 

Public Libraries 0.615 1 0.433 

Global Statistics 115.882 13 0.000 

  
 

Exploratory Regression With Tests 

  B Stand Err Wald df Sig. Exp(B) 

95% TI, for 
EXP(B) 

Inferior Superior 

 

Notaries -0.647 0.195 11.022 1 0.001 0.524 0.358 0.767 

State Owned Banks 0.010 0.128 0.006 1 0.938 1.010 0.787 1.297 

Other Banks 0.567 0.119 22.610 1 0.000 1.764 1.396 2.229 
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Savings Corporations 0.588 0.197 8.913 1 0.003 1.800 1.224 2.648 

Catholic Churches 0.579 0.140 17.173 1 0.000 1.783 1.357 2.345 

Non Catholic Churches -0.107 0.059 3.325 1 0.068 0.898 0.801 1.008 

Hospitals 0.478 0.214 4.997 1 0.025 1.612 1.061 2.451 

Health Centers -0.720 0.156 21.338 1 0.000 0.487 0.358 0.661 

Minor Health Centers 0.103 0.089 1.342 1 0.247 1.108 0.931 1.318 

Presence of Tax Offices -0.144 0.174 0.685 1 0.408 0.866 0.616 1.218 

Number of State Institutions -0.027 0.032 0.681 1 0.409 0.974 0.914 1.037 

State Hired Teachers -0.052 0.037 1.938 1 0.164 0.950 0.883 1.021 

Public Libraries -0.049 0.181 0.073 1 0.787 0.952 0.667 1.358 

Constant 0.816 0.101 64.842 1 0.000 2.261     

   

Correlation and Residues Table 

 1 2 3 4 5 6 7 8 9 10 11 12 13 

R
ep ro
d

uc
e d 

1. Notaries 0.798a 0.79 0.836 0.63 0.839 0.784 0.805 0.684 0.666 0.778 0.883 0.803 0.806 
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2. State 
Owned 
Banks 

0.79 0.783a 0.828 0.624 0.831 0.777 0.797 0.677 0.66 0.771 0.874 0.795 0.798 

3. Other 
Banks 

0.836 0.828 0.876a 0.66 0.879 0.822 0.843 0.716 0.698 0.815 0.925 0.841 0.844 

4. Savings 
Corporations 

0.63 0.624 0.66 0.498a 0.662 0.619 0.635 0.54 0.526 0.615 0.697 0.634 0.636 

5. Catholic 
Churches 

0.839 0.831 0.879 0.662 0.882a 0.824 0.846 0.719 0.7 0.818 0.928 0.844 0.847 

6. Non 
Catholic 
Churches 

0.784 0.777 0.822 0.619 0.824 0.771a 0.791 0.672 0.655 0.765 0.868 0.789 0.792 

7. Hospitals 0.805 0.797 0.843 0.635 0.846 0.791 0.811a 0.69 0.672 0.785 0.89 0.809 0.812 

8. Health 
Centers 

0.684 0.677 0.716 0.54 0.719 0.672 0.69 0.586a 0.571 0.667 0.757 0.688 0.691 

9. Minor 
Health 
Centers 

0.666 0.66 0.698 0.526 0.7 0.655 0.672 0.571 0.556a 0.65 0.737 0.67 0.673 

10. Presence 
of Tax 
Offices 

0.778 0.771 0.815 0.615 0.818 0.765 0.785 0.667 0.65 0.759a 0.861 0.783 0.786 

11. Number 
of State 
Institutions 

0.883 0.874 0.925 0.697 0.928 0.868 0.89 0.757 0.737 0.861 0.977a 0.888 0.891 
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12. State 
Hired 
Teachers 

0.803 0.795 0.841 0.634 0.844 0.789 0.809 0.688 0.67 0.783 0.888 0.807a 0.811 

13. Public 
Libraries 

0.806 0.798 0.844 0.636 0.847 0.792 0.812 0.691 0.673 0.786 0.891 0.811 0.814a 

R
es

id
ue

s 

1. Notaries  0.012 0.021 -0.1 -0.03 -0.03 0.058 -0.09 -0.07 0.048 -0.03 -0.07 0.033 

2. State 
Owned 
Banks 

0.012  -0.06 -0.19 -0.02 -0.02 0.015 0.011 -0.04 0.07 -0.04 -0.13 0.118 

3. Other 
Banks 

0.021 -0.06  0.034 -0.02 0.003 0.021 -0.08 -0.03 -0.03 0.007 0.016 -0.03 

4. Savings 
Corporations 

-0.1 -0.19 0.034  0.027 -0.04 -0.08 0.024 0.049 -0.14 0.04 0.141 -0.17 

5. Catholic 
Churches 

-0.03 -0.02 -0.02 0.027  -0.05 -0.03 0.046 -0.01 -0.03 0.009 0.022 -0.03 

6. Non 
Catholic 
Churches 

-0.03 -0.02 0.003 -0.04 -0.05  0.017 -0.07 -0.05 -0.03 0.002 -0 0.004 

7. Hospitals 0.058 0.015 0.021 -0.08 -0.03 0.017  -0.13 -0.09 0.018 -0.02 -0.06 0.045 

8. Health 
Centers 

-0.09 0.011 -0.08 0.024 0.046 -0.07 -0.13  0 -0.04 -0 0.004 -0.02 

9. Minor 
Health 
Centers 

-0.07 -0.04 -0.03 0.049 -0.01 -0.05 -0.09 0  -0.08 0.01 0.044 -0.09 

10. Presence 
of Tax 
Offices 

0.048 0.07 -0.03 -0.14 -0.03 -0.03 0.018 -0.04 -0.08  -0.03 -0.09 0.053 
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11. Number 
of State 
Institutions 

-0.03 -0.04 0.007 0.04 0.009 0.002 -0.02 -0 0.01 -0.03  0.063 -0.03 

12. State 
Hired 
Teachers 

-0.07 -0.13 0.016 0.141 0.022 -0 -0.06 0.004 0.044 -0.09 0.063  -0.11 

13. Public 
Libraries 

0.033 0.118 -0.03 -0.17 -0.03 0.004 0.045 -0.02 -0.09 0.053 -0.03 -0.11  

 

 

Principal Components Model 

Component 
Initial Values Extraction Loads Sums Squared 

Total 
% de 
variance 

% accumul. Total 
% de 
varianza 

% acumulado 

1 9.917 76.286 76.286 9.917 76.286 76.286 
2 0.94 7.235 83.521    

3 0.539 4.143 87.664    

4 0.432 3.325 90.989    

5 0.265 2.035 93.024    

6 0.197 1.512 94.537    

7 0.185 1.423 95.959    

8 0.152 1.169 97.128    

9 0.112 0.863 97.991    

10 0.099 0.763 98.754    
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11 0.09 0.694 99.448    

12 0.07 0.537 99.985    

13 0.002 0.015 100    
 

 1
 
 
Total Number of State 
Institutions 

0.988 

Catholic Churches 0.939 
Other Banks 0.936 
Public Libraries 0.902 
Hospitals 0.901 
State Hired Teachers 0.899 
Notaries 0.893 
State Owned Banks 0.885 

Non Catholic Churches 0.878 

Tax Offices 0.871 
Health Centers 0.766 
Minor Health Centers 0.746 

Savings Corporations 0.705 

 

Tenth, after exploring the four set of variables and identifying which had a significant effect on the dependent variable and 
which were correlated with each other, as well as how they affected the robustness of the model I ran a final regression with the 
selected variables, including a new variable for institutional strength. These variables increase the predictive capacity of the model to 
an average of 93.3 percent. Homicide rates were included in the final version of the regression increasing the model’s predictive 
capacity to 93.7. 
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   Punct DF Sig. 

Step 0 Variables 

Demobilized 0.024 1 0.878 

Presence of Illegal Armed Groups 23.185 1 0.000 

Number of internally displaced people 
expelled 

48.624 1 0.000 

Total Captures 7.510 1 0.006 

Percentage of Paved Roads 55.655 1 0.000 

Distance to Bogota 536.616 1 0.000 

Distance to Nearest Local Marketplace 139.367 1 0.000 

Rurality Index 0.016 1 0.899 

Execution Capacity 21.643 1 0.000 

Per Capita GDP 20.874 1 0.000 

Institutional Factors 0.459 1 0.498 

Homicide Rates 2.009 1 0.156 
 

 

 
Goes = NO 

Doesn’t Go = YES 
Total 

Observed Expected Observed Expected 

Step 1 

1 93 92.202 0 0.798 93 

2 87 87.831 6 5.169 93 

3 72 69.627 21 23.373 93 
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4 31 33.772 62 59.228 93 

5 5 9.167 88 83.833 93 

6 7 2.736 86 90.264 93 

7 1 1.098 92 91.902 93 

8 1 0.432 92 92.568 93 

9 0 0.111 93 92.889 93 

10 0 0.025 93 92.975 93 
 

 

Final Regression With Tests 

      
        95% TI for EXP(B) 

  B St. Err Wald df Sig Exp(B) Inferior Superior 

 

Demobilized 0.044 0.036 1.463 1 0.226 1.045 0.973 1.121 

Presence of Illegal Armed Groups 0.252 0.319 0.623 1 0.430 1.286 0.688 2.402 

Number of internally displaced people expelled 0.000 0.000 3.336 1 0.068 1.000 0.999 1.000 

Total Captures 0.356 0.178 3.991 1 0.046 1.428 1.007 2.024 

Percentage of Paved Roads 0.058 0.010 35.327 1 0.000 1.059 1.039 1.080 

Distance to Bogota -0.022 0.002 167.349 1 0.000 0.978 0.975 0.982 

Distance to Nearest Local Marketplace -0.011 0.003 9.749 1 0.002 0.989 0.982 0.996 

Rurality Index -1.046 0.731 2.045 1 0.153 0.351 0.084 1.473 

Execution Capacity -0.003 0.003 0.902 1 0.342 0.997 0.990 1.003 

Per Capita GDP 0.000 0.000 7.273 1 0.007 1.000 1.000 1.000 

Institutional Factors 0.244 0.100 5.909 1 0.015 1.276 1.048 1.553 
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Homicide Rates -0.007 0.004 3.225 1 0.073 0.993 0.986 1.001 

Constant 5.395 1.029 27.469 1 0.000 220.220    

 

 

Final Correlation Table 

 1 2 3 4 5 6 7 8 9 10 11 12
1. Demobilized Pearson 

Correlation 
1 0.229** 0.330** 0.052 -0.064* 0.017 0.077* -0.205** -0.033 -0.036 0.338** 0.104

Sig. 
(bilateral) 

 
0.000 0.000 0.107 0.046 0.591 0.017 0.000 0.304 0.260 0.000 0.001

N 964 964 964 964 964 964 964 964 959 964 934 964
2. Presence of Illegal 
Armed Groups 

Pearson 
Correlation 

0.229** 1 0.314** 0.130** -0.006 0.141** 0.153** -0.155** -0.013 -0.092** 0.177** 0.356

Sig. 
(bilateral) 

0.000 
 

0.000 0.000 0.852 0.000 0.000 0.000 0.683 0.004 0.000 0.000

N 964 964 964 964 964 964 964 964 959 964 934 964
3. Number of internally 
displaced people 
expelled 

Pearson 
Correlation 

0.330** 0.314** 1 0.031 -0.064* 0.236** 0.203** -0.101** -0.025 -0.120** 0.185** 0.287

Sig. 
(bilateral) 

0.000 0.000 
 

0.331 0.048 0.000 0.000 0.002 0.434 0.000 0.000 0.000

N 964 964 964 964 964 964 964 964 959 964 934 964
4. Total Captures Pearson 

Correlation 
0.052 0.130** 0.031 1 0.090** -0.026 -0.157** -0.362** -0.066* -0.008 0.176** 0.203

Sig. 
(bilateral) 

0.107 0.000 0.331 
 

0.005 0.429 0.000 0.000 0.040 0.814 0.000 0.000
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N 964 964 964 964 964 964 964 964 959 964 934 964
5. Percentage of Paved 
Roads 

Pearson 
Correlation 

-0.064* -0.006 -0.064* 0.090** 1 -0.141** -0.272** -0.195** -0.050 0.138** 0.069* 0.058

Sig. 
(bilateral) 

0.046 0.852 0.048 0.005 
 

0.000 0.000 0.000 0.124 0.000 0.036 0.070

N 964 964 964 964 964 964 964 964 959 964 934 964
6. Distance to Bogota Pearson 

Correlation 
0.017 0.141** 0.236** -0.026 -0.141** 1 0.307** -0.118** 0.131** -0.197** 0.081* 0.018

Sig. 
(bilateral) 

0.591 0.000 0.000 0.429 0.000 
 

0.000 0.000 0.000 0.000 0.014 0.584

N 964 964 964 964 964 964 964 964 959 964 934 964
7. Distance to Nearest 
Local Marketplace 

Pearson 
Correlation 

0.077* 0.153** 0.203** -0.157** -0.272** 0.307** 1 0.042 0.068* -0.075* -0.119** 0.223

Sig. 
(bilateral) 

0.017 0.000 0.000 0.000 0.000 0.000 
 

0.189 0.036 0.020 0.000 0.000

N 964 964 964 964 964 964 964 964 959 964 934 964
8. Rurality Index Pearson 

Correlation 
-0.205** -0.155** -0.101** -0.362** -0.195** -0.118** 0.042 1 0.110** -0.082* -0.365** -0.096

Sig. 
(bilateral) 

0.000 0.000 0.002 0.000 0.000 0.000 0.189 
 

0.001 0.011 0.000 0.003

N 964 964 964 964 964 964 964 964 959 964 934 964
9. Execution Capacity Pearson 

Correlation 
-0.033 -0.013 -0.025 -0.066* -0.050 0.131** 0.068* 0.110** 1 -0.019 -0.062 -0.020

Sig. 
(bilateral) 

0.304 0.683 0.434 0.040 0.124 0.000 0.036 0.001 
 

0.549 0.060 0.529

N 959 959 959 959 959 959 959 959 959 959 930 959
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10. Per Capita GDP Pearson 
Correlation 

-0.036 -0.092** -0.120** -0.008 0.138** -0.197** -0.075* -0.082* -0.019 1 -0.003 -0.025

Sig. 
(bilateral) 

0.260 0.004 0.000 0.814 0.000 0.000 0.020 0.011 0.549 
 

0.917 0.445

N 964 964 964 964 964 964 964 964 959 964 934 964
11. Institutional Factors Pearson 

Correlation 
0.338** 0.177** 0.185** 0.176** 0.069* 0.081* -0.119** -0.365** -0.062 -0.003 1 0.034

Sig. 
(bilateral) 

0.000 0.000 0.000 0.000 0.036 0.014 0.000 0.000 0.060 0.917 
 

0.304

N 934 934 934 934 934 934 934 934 930 934 934 934
12. Homicide Rates Pearson 

Correlation 
0.104** 0.356** 0.287** 0.203** 0.058 0.018 0.223** -0.096** -0.020 -0.025 0.034 

Sig. 
(bilateral) 

0.001 0.000 0.000 0.000 0.070 0.584 0.000 0.003 0.529 0.445 0.304 

N 964 964 964 964 964 964 964 964 959 964 934 964
 

** Correlation is significant at the 0.01 level (bilateral). 
*. Correlation is significant at the 0.05 level (bilateral). 

 

 

 

 

Exploratory Statistics and Second Model: Cross-Sectional 2008 Centralization Index 
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Model 

Non Standarized 
Coef. 

Stand. 
Coef. 

t Sig. 

95.0% trust interv, for 
B 

Correlations Colineal Statistics 

B 
Stand 
Error 

Beta Inferior Limit 
Superior 
Limit 

Order O Partial Part Tolerance VIF 

Constant -0.14 0.226  -0.62 0.54 -0.584 0.305      

Municipal 
Category 3 

0.738 0.138 0.203 5.339 0 0.467 1.01 0.152 0.209 0.19 0.881 1.14 

Rurality Index -0.58 0.21 -0.14 -2.78 0.01 -0.995 -0.171 -0.104 -0.111 -0.1 0.528 1.9 
Infant Mortality 
Rate 

-0.05 0.008 -0.27 -6.29 0 -0.062 -0.033 -0.255 -0.245 -0.22 0.67 1.49 

Altitude 0 0 0.211 5.15 0 0 0 0.233 0.202 0.183 0.754 1.33 
Distance to 
Nearest Local 
Marketplace 

0.004 0.001 0.206 5.169 0 0.003 0.006 0.1 0.203 0.184 0.8 1.25 

Per Capita GDP 0 0 -0.09 -2.45 0.02 0 0 -0.108 -0.098 -0.09 0.97 1.03 
Public Bank -0.06 0.042 -0.12 -1.49 0.14 -0.145 0.02 0.043 -0.06 -0.05 0.198 5.04 
Savings 
Corporations 

-0.03 0.055 -0.03 -0.62 0.54 -0.142 0.074 0.042 -0.025 -0.02 0.655 1.53 

Non Catholic 
Churches 

-0.05 0.022 -0.16 -2.4 0.02 -0.096 -0.01 -0.031 -0.096 -0.09 0.295 3.39 

Libraries 0.278 0.075 0.313 3.696 0 0.13 0.426 0.068 0.147 0.132 0.176 5.67 
Homicide Rates 0.001 0.001 0.035 0.886 0.38 -0.001 0.003 -0.079 0.035 0.032 0.822 1.22 

 

 

Correlation Table 

 1 2 3 4 5 6 7 8 9 10 11 
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Correlations 

1. Homicide 
Rates 

1 0.076 0.035 0.064 0.145 0.182 0.154 -0.14 0.071 -0.11 -0.09 

2. Savings 
Corporations 

0.076 1 -0.01 0.012 -0.11 -0.06 0.017 0.069 0.193 -0.29 -0.03 

3. Per Capita 
GDP 

0.035 -0.01 1 0.097 -0.01 0.071 -0.09 0.018 0.012 0.031 0.097 

4. Distance to 
Nearest Regional 
Marketplace 

0.064 0.012 0.097 1 -0.11 -0.09 -0.07 -0.29 -0.06 -0.14 0.173 

5. Municipal 
Category 3 

0.145 -0.11 -0.01 -0.11 1 0.121 -0.09 -0.04 -0.07 0.093 0.105 

6. Altitude 0.182 -0.06 0.071 -0.09 0.121 1 -0.09 0.211 -0.18 0.251 -0.03 
7. Public Bank 0.154 0.017 -0.09 -0.07 -0.09 -0.09 1 0.087 -0.24 -0.24 -0.76 
8. Infant 
Mortality Rate 

-0.14 0.069 0.018 -0.29 -0.04 0.211 0.087 1 -0.4 -0.06 -0.08 

9. Rurality Index 0.071 0.193 0.012 -0.06 -0.07 -0.18 -0.24 -0.4 1 0.276 0.139 
10. Non Catholic 
Churches 

-0.11 -0.29 0.031 -0.14 0.093 0.251 -0.24 -0.06 0.276 1 -0.26 

11. Libraries -0.09 -0.03 0.097 0.173 0.105 -0.03 -0.76 -0.08 0.139 -0.26 1 

Covariances 

1. Homicide 
Rates 

0 0 0 0 0 0 0 0 0 0 0 

2. Savings 
Corporations 

0 0.003 0 0 -0 0 0 0 0.002 0 0 

3. Per Capita 
GDP 

0 0 0 0 0 0 0 0 0 0 0 

4. Distance to 
Nearest Regional 
Marketplace 

0 0 0 0 0 0 0 0 0 0 0 



DOING BUSINESS AMIDST CONFLICT 206

5. Municipal 
Category 3 

0 -0 0 0 0.019 0 -0 0 -0 0 0.001 

6. Altitude 0 0 0 0 0 0 0 0 0 0 0 
7. Public Bank 0 0 0 0 -0 0 0.002 0 -0 0 -0 
8. Infant 
Mortality Rate 

0 0 0 0 0 0 0 0 -0 0 0 

9. Rurality Index 0 0.002 0 0 -0 0 -0 -0 0.044 0.001 0.002 
10. Non Catholic 
Churches 

0 0 0 0 0 0 0 0 0.001 0 0 

11. Libraries 0 0 0 0 0.001 0 -0 0 0.002 0 0.006 
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Model 
Dimension 

Self-
Value 

Condition 
Index 

Variance Proportions 

(Constant) 
Municipal 
Category 3 

Rurality 
Index 

Infant 
Mortality 
Rate 

Altitude 

Distance to 
Nearest 
Regional 
Marketplace 

Per 
Capital 
GDP 

Public 
Bank 

Savings  
Corporations 

Non 
Catholic  
Churches 

Libraries 

1 

1 7.752 1.000 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

2 1.894 2.023 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01 0.06 0.03 0.01 

3 0.608 3.570 0.00 0.00 0.00 0.00 0.00 0.00 0.02 0.02 0.63 0.01 0.02 

4 0.601 3.590 0.00 0.00 0.00 0.00 0.02 0.00 0.00 0.02 0.03 0.01 0.01 

5 0.383 4.501 0.00 0.00 0.00 0.00 0.01 0.06 0.79 0.00 0.02 0.00 0.00 

6 0.260 5.463 0.00 0.00 0.00 0.00 0.15 0.22 0.02 0.01 0.06 0.22 0.02 

7 0.152 7.149 0.00 0.00 0.02 0.01 0.44 0.04 0.00 0.09 0.11 0.49 0.02 

8 0.135 7.570 0.01 0.09 0.04 0.03 0.11 0.59 0.09 0.03 0.00 0.07 0.00 

9 0.080 9.873 0.01 0.28 0.32 0.01 0.00 0.03 0.00 0.12 0.06 0.09 0.25 

10 0.074 10.205 0.00 0.23 0.02 0.10 0.00 0.00 0.01 0.47 0.01 0.01 0.48 

11 0.042 13.629 0.00 0.04 0.58 0.64 0.03 0.05 0.00 0.20 0.00 0.04 0.15 
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12 0.020 19.826 0.98 0.35 0.02 0.19 0.24 0.00 0.06 0.04 0.00 0.04 0.03 

  Minimum Maximum Media Stand. Dev. N 

Prognosticated Value -2.2481289 1.4153023 0.0029354 0.45961319 634 

Residue 
-
2.17071438 

1.82439852 0.00000000 0.88891466 634 

Standard Prognosticated 
Value  

-4.898 3.073 0.000 1.000 634 

Standard Residue  -2.421 2.034 0.000 0.991 634 
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Q-Q Plot for Results for Table 10 
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Histogram: Error Distribution Results for Table 10 
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