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Abstract

Purpose: The objectives of this study are to examine how contractual and relational governance
mechanisms influence total value created in a buyer-supplier relationship and to investigate how
supplier's information sharing and information sharing asymmetry between two exchange parties
differentially moderate these associations.

Design/methodology/approach: The study is conducted with a sample of 110 buyer-supplier
matched dyads in various industries in Vietnam.

Findings: This study confirms that contractual governance and relational governance have
curvilinear effects on total relationship value. Governance mechanisms have distinct interactions
with supplier’s information sharing and information sharing asymmetry to influence total
relationship value.

Research limitations/implications: Future study could expand the sample to various countries
to investigate the role of cultural factors in the effects of contractual and relational governance.
Practical implications: The study draws implications for supplying managers about how to
govern a relationship with a buying firm with which they are sharing information. It also
provides implications about how to use contractual and relational governance to control the
effects of supplier’s information sharing, information sharing asymmetry, on total relationship
value.

Originality/value: The study extends the information sharing literature by looking into the effect
of supplier’s information sharing on both parties’ relationship value. It contributes to the
governance literature by investigating curvilinear effects of contractual and relational governance
on relationship performance.
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1. Introduction

In order to mitigate any hazard coming from buyer-supplier relationships, transaction cost
reasoning (e.g., Heide et al., 2014, Williamson, 2010) suggests that business relationship parties
will rely on specific governance mechanisms, such as monitoring with formal contracts (Gulati
and Singh, 1998, Williamson, 1975), and monitoring with relational norms (Vazquez-Casielles et
al., 2013, Bercovitz et al., 2006). Formal contracts, which include formal rules, terms, procedures
and penalties to stipulate the rights and obligations of both parties, can efficiently reduce risk and
uncertainty in business-to-business relationships (Weber and Mayer, 2011, Poppo and Zenger,
2002, Williamson, 1975). In contrast, relational governance using established trust and norms
can encourage greater investment from both buyers and suppliers and discourage opportunistic
behavior harmful to relationships (Dyer and Singh, 1998, Kumar et al., 1995b). Prior research,
however, has found limitations associated with both contractual governance (e.g. high cost, low
flexibility) and relational governance (e.g. opportunistic behavior, misplaced trust) (Cavusgil et
al.,, 2004, Lui and Ngo, 2004, Das and Teng, 1998, Williamson, 1979). Considering these
limitations, we argue that the effects of contractual and relational governance are not merely
linear, but rather lie within a more complex linkage. Although Huang et al. (2014) was the first
study to find a curvilinear direct effect of contractual governance on performance of buyer-
supplier cooperation, there is still a dearth of studies examining the double-sided effects of
contractual and relational governance. What remains unexplored in the governance literature is
the double-sided effects of formal and informal governance mechanisms, and the interaction
effects of these mechanisms with supplier’s relational behaviors such as information sharing to
influence the relationship performance. It is also important to understand how excessive formal

and informal governance can abet negative behaviors in buyer-supplier relationships.
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