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ABSTRACT 

 

  This paper studies managerial behavior in inter-firm supply chain relationships.  I 

first answer two questions:  When a firm outsources to a 3PL, a firm that provide 

multiple logistics services for use by customers, what is the impact on the managerial 

functions that the outsourcing firm carries out on an ongoing basis?  How do the 

managerial functions impact the relationship of managerial competence on supply chain 

performance?  These questions are answered via the examination of a sample of 

companies operating in the US and international markets who purchase services from 

3PL providers.  I find that the ongoing management of outsourcing partially mediates the 

relationship of managerial competence on supply chain performance.  The higher the 

managerial competence, the less time spent managing established outsourcing 

relationships.  This negative association holds, whether the firm does or does not employ 

the services of a 4PL, a firm that organizes 3
rd

 party logistics providers.  This study also 

finds that of the managerial functions of planning, coordinating, leading, educating, and 

monitoring, that only monitoring is significant with respect to managerial competence 

levels.  Managerial units with moderate or high competence levels are about two times as 

likely to monitor their relationships with their 3PL providers, as managerial units with 

lower competence levels.  Supply chain managers concentrate their monitoring efforts on 

client/provider relationships, based upon their view of these relationships.  The 

managerial units with moderate or high competence levels are two times as likely to 

monitor when they have a least favorable view, as opposed to when they have a moderate 

or more favorable view.   The supply chain managers who measure lower in competence 
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make no such adjustment in time spent monitoring their client’s performance, regardless 

of their view of the client/provider relationships.   

The findings just discussed spurred two additional studies in which I explore and 

test the importance of trust in collaborative supply chain relationships (CSCRs).  The first 

is done via 19 semi-structured interviews with supply chain managers, while the second 

utilizes 50 surveys.  Particular attention was paid to assessing only those managers in 

collaborative, as opposed to arms-length relationships.  From the results of the interviews 

I provide a taxonomy for understanding trust signals in new CSCRs.  I also obtain a 

number of thick descriptions for understanding what constitutes psychological contract 

breach (PCB), the operational and relational expectations of the customer in the 

collaboration, and a contemporary view of the goals of supply chain collaboration.  These 

results were incorporated into the scales utilized in the survey research and have been 

validated.  In each of the two studies, I carry out hypothesis testing, which reveals that 

initial trust is important to decrease feelings of psychological contract breach, whether 

the respondent is the customer or the supplier to the relationship.  However, in one case 

PCB is felt more strongly when the respondent speaks of his collaborative supplier for all 

levels of initial trust.  In the other, it is felt more strongly in reference to the customer, 

given higher levels of initial trust.   

Once PCB has occurred, meeting operational expectations alone is not sufficient 

to instill feelings of goal achievement; meeting relational expectations is also required.  

Continuing on with PCB, I find that its magnitude and established trust are important 

factors in the extension of continued trust and future collaborative intentions.  For all 

magnitudes of PCB, the higher the established trust, the higher the subsequent trust up to 
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a tipping point, at which point trust diminishes.  Intentions to remain in the collaborative 

relationship, additionally, are subject to a tipping point.   

Last but not least, I establish an association between the importance of trust and 

the just distribution of rewards.  By examining the payoff structures of actual supply 

chain collaborations, however, I find that rewards are not always shared equally.    

My research makes a unique internally-focused contribution to the literature.  It 

looks at a firm’s supply chain managerial unit as a driver of firm performance in 

outsourcing relationships.  Additionally, it looks at the process the managerial units goes 

through in extending initial trust to a collaborative partner, how it moves beyond any 

psychological contract breaches that might occur, and the rewards the collaborative 

partner receives as an outcome of the collaborative effort.    
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CHAPTER 1 

INTRODUCTION 

The supply chain is one of the newer areas of corporate focus and of academic 

study.  Interest in supply chain management has steadily increased since the 1980s 

(Lummus & Vokurka, 1999), and signs indicate interest will continue – both in terms of 

practice and research (Naslund & Williamson, 2010). Evidence can be seen in business 

via the continuing rise in supply chain management jobs across all levels of the 

corporation (Taylor, 2011).  It can also be seen in academia, as schools increasingly offer 

supply chain management courses as part of their business curriculum alongside 

accounting, finance, business management and marketing (Taylor, 2011).  Supply chain 

managers, armed with a new importance of the supply chain to the corporation have been 

charged with much responsibility.  Supply chain management is needed as a result of the 

rise of global competition, the desire to avoid functional sub-optimization, and the desire 

to step out of a vertically integrated corporate structure when it makes sense to do so 

(Lummus & Vokurka, 1999).  My research takes a fine-grained look at two popular 

activities that have naturally followed as a result of these drivers of supply chain 

management just mentioned, and bears managerial implications for the supply chain 

manager.  These two particular activities were chosen because of their relationship to one 

another, as will be demonstrated throughout this paper. 

The first activity that I look at is outsourcing.  Outsourcing is the purchase of a 

good or service that was previously provided internally (Lacity & Hirschheim, 1995; 

Rothery & Robertson, 1995), or the transfer of activities to an external source (Kotabe & 
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Mol, 2009).  Outsourcing has brought about the desired performance for some firms, 

which we will later see is predicted by the extended resourced based view (ERBV) of the 

firm (Barney, 1991; Lavie, 2006), while others report disappointment, as is 

acknowledged by the need to understand the complexities of  transaction costs economics 

(TCE) (Coase, 1937).  A point made frequently in the literature is that outsourcing 

changes how the supply chain needs to be managed (Amaral, Billington, & Tsay, 2004), 

and that some firms treat outsourced services as if they do not need to manage them at all 

(Barthelemy, 2003).  Thus, I question that when a firm outsources to a third party 

logistics provider (3PL), a firm that provides multiple logistics services for use by 

customers, what is the impact on the managerial functions that the firm carries out on an 

ongoing basis.  I also question how the managerial functions being performed impact the 

relationship of managerial competence on supply chain performance.  The answers to 

these questions lead me back to the data for a closer look at outsourcing, and the 

particular managerial function of monitoring, and how it differs based upon the 

relationship with the 3PL partner.  It was these results that motivated the final study of 

my research.   

I find that the ongoing management of outsourcing partially mediates the 

relationship of managerial competence on supply chain performance.  The higher the 

managerial competence, the less time spent managing established outsourcing 

relationships.  This negative association holds, whether the firm does or does not employ 

the services of a 4PL.  A 4th Party Logistics Provider/Lead Logistics Partner (4PL/LLP), 

was first defined as a consulting firm to integrate and manage a company's logistics 

resources and providers, including third-party logistics providers (3PLs) and 
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transportation companies (Marino, 2002) and has evolved into an independent, singularly 

accountable, non asset based integrator of a client’s supply and demand chains (Win, 

2008).    Additionally, managerial competence has a lot to say about what these managers 

do when they manage outsourcing relationships and who they manage.  Of the 

managerial functions of planning, coordinating, leading, educating, and monitoring, I find 

that only monitoring is significant with respect to managerial competence levels.  

Managerial units deemed to be higher in competence monitor over 50% more than 

managerial units deemed to be lower in competence and it is on the client/provider 

relationships in which they have the lowest view that they focus their monitoring efforts.  

They monitor these providers’ performance more than twice as much when they have a 

low view of the relationship, than when they have a moderate or high view of the 

relationship.  The managerial units who measure lower in competence make no such 

adjustment in time spent monitoring their client’s performance, regardless of their view 

of the client/provider relationship.   

In my work, I acknowledge the vast amount of literature on outsourcing 

performance, as assessed by one party to the relationship of its partner and provide a 

unique, internal focus on what might drive outsourcing performance.  My work makes a 

contribution to the literature on outsourcing management due to its contrasting focus.  It 

looks at the self-assessed competence of the client firm’s managerial unit, as a whole, in 

charge of supply chain management, in managing operations with 3PL providers, and the 

impact on performance.   

Supply chain collaboration, which is two or more members of the supply chain 

working together to create a competitive advantage through sharing information, making 
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joint decisions, and sharing benefits (Simatupang & Sridharan, 2002), is the second 

activity looked at in this study.  At supply chain collaboration’s core is trust.  Monitoring, 

which was found to be so prolific in many of the outsourcing relationships studied, 

provides a bridge between outsourcing management and supply chain collaboration 

because the literature reveals that monitoring is less collaborative in nature (Lee, 

Gilliland, Bello & Osmonbekov, 2011), and a form of verification that is the clearest 

indication that one does not trust (Schoorman, Mayer, & Davis, 2007).  As such, the 

supply chain collaboration research is backed in agency theory (Jensen & Mecklin, 1976) 

and the difficulty an agent might face when asked to act in the best interest of her 

principal.  Thus, I engage in a multi-point study of trust in collaborative supply chain 

relationships (CSCRs) as it impacts and is impacted by a breach to the psychological 

contract between two parties to supply chain collaboration.  The psychological contract  

is an employee’s belief about the terms and conditions of a reciprocal exchange 

agreement (Robinson, 1996; Rousseau, 1989).  I ask how initial trust, as opposed to 

distrust, impacts feelings of psychological contract breach (PCB), before looking at its 

impact on the goals of the collaboration, subsequent trust and future intentions to engage 

in collaborations.  I close this research with one last question that focuses on the just 

distribution of rewards that follows successful collaborations. 

This research comes at a time when supply chain collaborations present different 

challenges to today’s supply chain managers than those faced by managers in the recent 

past.  This is due to three reasons.  First, long-term relationships are being replaced, in 

part, by episodic relationships (Zacharia, Nix, & Lusch, 2011); second, firms are being 

pushed in the direction of collaboration, whether or not they have prior traditions of trust-
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based supplier relations (MacDuffie & Helper, 2006); and third, in the process of 

collaborating, a firm may disclose strategic information that may bring unforeseen 

consequences, should the collaborative partner not handle shared information with 

confidentiality, (Frazier, Maltz, Antia, & Rindfleisch, 2009).  It makes a timely 

contribution to the literature.  However, it also contributes to the literature on supply 

chain collaboration in a unique fashion.  This paper unlocks our understanding of the 

importance of trust in a collaborative supply chain relationship.  It takes an 

interdisciplinary approach as it likens dyadic, inter-firm, team-based, business-to-

business relationship to what is known about intra-firm relationships borrowed from the 

organizational behavior literature in understanding managerial behavior.   

The collaboration research is composed of a qualitative and a quantitative part.   

The qualitative research is centered on 18 semi-structured interviews and a small number 

of scales.  The quantitative research focuses on 50 surveys.  Each produced many results.  

First the semi-structured interviews provide a taxonomy for understanding trust signals in 

new CSCRs.  I also obtain a number of thick descriptions for understanding what 

constitutes psychological contract breach (PCB), the operational and relational 

expectations of the customer in the collaboration, and a contemporary view of the goals 

of supply chain collaboration. Hypothesis testing reveals that initial trust is important to 

decrease feelings of psychological contract breach.  PCB is felt more strongly when the 

respondent is the supplier to the collaborative relationship, regardless of the magnitude of 

initial trust.  However, other tests find that under the condition of higher trust, PCB is felt 

more strongly when the respondent speaks with respect to customer relationships.  

Further, once PCB has occurred, meeting operational expectations alone is not sufficient 
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to instill the feeling of goal achievement; meeting relational expectations is also required.  

Finally, I find that the magnitude of PCB and established trust are important factors in the 

extension of trust and collaboration into the future.  After PCB, the higher the established 

trust, the higher the subsequent trust up to a tipping point, at which point trust diminishes.  

Intentions to remain in the collaborative relationship, additionally, are subject to a tipping 

point.  Last but not least, I find an association between the importance of trust to feelings 

of distributive justice and reveal, despite the association, that rewards of the collaboration 

are not always shared equally between collaborative partners.  
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CHAPTER 2 

LITERATURE REVIEW 

My research takes a fine-grained look at the supply chain management activities 

of outsourcing and supply chain collaboration.  These two particular activities were 

studied because my findings on outsourcing management led me to study supply chain 

collaboration.  Chapters 3 and 4 provide small, topic-specific literature reviews on 

outsourcing, and monitoring in supply chain relationships.  This is because monitoring is 

found to be an important activity in outsourcing management, but also serves as a bridge 

to supply chain collaboration.  Perhaps this can be exemplified by Cousin, Lawson and 

Squire’s (2008) finding that monitoring supplier performance is not of itself sufficient to 

bring about success; rather it is the process of socializing the buyer and supplier that is 

critical to success.  They find that socialization mechanisms, of which I consider supply 

chain collaboration to be of this spirit, fully mediate the effects of supplier performance 

measures (communication and operational-based) on firm performance.  Now, I embark 

on an extensive look into the supply chain collaboration literature.  As is the case with 

Chapters 3 and 4, Chapter 5 also includes a smaller, topic-specific literature review.  

An Introduction to Supply Chain Collaboration 

Recall that supply chain collaboration is often defined as two or more members of 

the supply chain working together to create a competitive advantage through sharing 

information, making joint decisions, and sharing benefits.  This competitive advantage 

results in greater profitability from satisfying end customer needs, than a firm could 

achieve if acting alone (Simatupang & Sridharan, 2002).  More specifically, when 

executed properly, it could result in a collaborative advantage for the supply chain, as 
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competition is no longer between individual firms, but supply chains (Cao & Zhang, 

2012).   

There are certain channel contexts in which strong channel ties (a high degree of 

channel member interaction) make sense, and others in which they do not (Kim & 

Frazier, 1996).  (More on Kim and Frazier’s work as to when this is the case follows in 

this literature review.)   As such, collaboration can be contrasted to a relationship that is 

better suited to an arm’s length, purely cost based type of relationship, as it is 

acknowledged that collaborative actions such as information sharing and making joint 

decisions, would not create any further added value or benefits in some exchanges 

(Lambert & Burduroglu, 2000; Horvath, 2001; Barratt, 2004).  However, if collaboration 

were to create further value or benefits, supply chain exchanges would require a 

movement away from arms-length interactions towards longer term partnership-type 

arrangements if the benefits are to be achieved.   

Collaborative advantage and subsequent profitability via the supply chain, which 

extends from customer to materials suppliers, requires maximizing service to customers 

as efficiently as possible, and requires a strong commitment to close relationships among 

trading partners, which is the essence of supply chain collaboration (Stank, Keller, & 

Daugherty, 2001).  As such, a focal research question has been what is the relationship 

between supply chain collaboration and firm performance?  That this 

collaboration/performance link has been empirically proven (as will be discussed, at 

length, in the collaboration/performance section of the literature review) to bear a 

positive association across the many stakeholder groups, as firm performance is 

frequently measured in terms of customer benefit to the various stakeholders, would lend 
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interest to a second focal research question of how collaborative relationships are 

achieved.  Each of these questions is addressed in the literature review.   

As will be demonstrated throughout this literature review, supply chain 

collaboration, a term which will be used interchangeably with collaborative relationships 

and collaborative supply chain relationships (CSCRs), is multi-dimensional in scope.  

Additionally, it becomes even more so when moving beyond the process of collaboration 

to considering the various outcomes and stakeholders.  For example, many write that the 

concept of collaboration can be categorized into three interrelated dimensions: 

information sharing, decision synchronization, and incentive alignment (Lee, 

Padmanabhan, & Whang, 1997a,b; Simatupang & Sridharan, 2004, 2005).  Yet, it also 

includes cash flow enhancement, volatility and vulnerability lowering regarding cash 

flows, and residual value increasing of cash flows (Srivastava, Shervani, & Fahey, 1998).  

The outcomes are considered from the same perspectives.  When taking the intra-channel 

customer into consideration, the benefits of collaboration include revenue enhancements, 

cost reductions, and operational flexibility to cope with high demand uncertainties 

(Fisher, 1997; Lee et al., 1997a,b), with others eventually progressing to firm 

profitability, as will be discussed later in this paper.  The external customer would 

recognize an increase in shareholder value (Srivastava et al., 1998). 

This literature review continues with a discussion of the origins of supply chain 

collaboration, before addressing the collaboration/performance link and the question of 

how supply chain collaboration is achieved, and includes supply chain management, as 

well as marketing channels literature. 
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Origins 

 Despite that the literature speaks of outcomes such as competitive advantage and 

firm profitability, supply chain collaboration research bears a more operations oriented 

origin, while the marketing channels literature has historically taken a broader view of its 

outcomes.  In the former, supply chain collaboration has evolved out of the need to 

eliminate the causes and impact of distorted information along the supply chain.  The 

latter has been more rooted in achieving shareholder value and competitive advantage. 

 Many authors have cited the bullwhip effect as a driving force behind supply 

chain collaboration (Simatupang & Sridharan, 2008).  The bullwhip effect is the term 

used to show that small changes in product demand by end customers of the chain 

translate into wider swings in demand experienced by the upstream chain members.  In 

this situation, purchases are sequentially driven by distorted information and result in 

excess inventory, which can adversely impact firm financial performance (Lee et al., 

1997 a,b).  Along with order smoothing, in which a test of collaboration on supply chain 

performance outperformed an order smoothing stress test under three different supply 

chain configurations, it and collaboration have been the focus of attempts to avoid and/or 

limit the bullwhip effect (Cannella & Ciancimino, 2010). Smoothing is also known to 

potentially negatively impact customer service (Cannella & Ciancimino, 2010), which 

should also bear consideration when comparing one method to the other.  Information 

sharing, channel alignment, and operational efficiency are the three key elements that 

were offered to mitigate the bullwhip effect, marking supply chain collaboration’s origins 

(Lee et al., 1997a,b).  These three elements can be seen in the definition of supply chain 

collaboration.  
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 The time period of 1997-2000 became historically known as the bullwhip 

rediscovery phase, while the year 2000 ushered in the Bullwhip Avoidance Phase 

(Holweg & Disney, 2005; Cannella & Ciancimino, 2010).  Lee et al’s work (1997a,b) 

couples with Andrasky (1998), to support bullwhip rediscovery and also serves as a call 

to action, calling collaboration the responsibility of leadership.  This was because the 

bullwhip effect was the result of individually rational decision making by the members of 

the supply chain who lacked visibility over the chain.   

 Supply chain management itself, was introduced in the 1980s, out of the great 

focus on information-sharing (Skjoett-Larsen, Thernoe, & Andresen, 2003).  In 1992 the 

Efficient Customer Response Movement (ECR) organization published a report that 

identified four core business areas in which significant efficiency effects could be 

achieved through a closely integrated collaboration among firms (Salmon, 1993; Skjoett-

Larsen et al., 2003).  ECR-related business practices consisted of such things as vendor-

managed inventory (VMI) and Continuous Replenishment (CR) (Ireland & Bruce, 2000; 

Barratt, 2002).  In 1995, Collaborative Planning, Forecasting and Replenishment (CPFR), 

which is of a more comprehensive focus than ECR, was introduced in connection with 

Wal-Mart, Warner-Lambert, Benchmarking Partners, SAP and Manugistics (Cooke, 

1998; Skjoett-Larsen et al., 2003), as a pilot project between the above mentioned 

companies.  Subsequently, Voluntary Inter-Industry Commerce Standards (VICS) 

developed a nine-step process model as a guideline.   

 In 1998, what was termed by Srivastava et al., as a paradigm shift of modest 

proportions occurred in the marketing channels literature in the domain of marketing 

theory.  The authors suggested that “If theory is the stipulation of cause and effect, given 
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particular conditions, then marketing-theory must incorporate more explicitly market-

based assets as an input to marketing strategy choices that affects financial performance 

measures such as cash flows.”  The market-based assets to which they refer are customer, 

channel, and partner relationships, in reaching the desired ends of shareholder value via 

market performance.  This proposed conceptual framework served as a call to action in 

asking for more fine-grained research.  During the same time it was noted that research is 

needed in identifying factors that facilitate the sharing of intelligence between channel 

members, as it could potentially reduce decision making uncertainty (Frazier, 1999).  In 

1999, Srivastava, Shervani, and Fahey proposed an additional framework in which 

market-based capabilities were linked to firm performance via the mediating concept of 

process performance, based on the resource-based view of the firm.  This framework 

would remain largely untested until 2009, as will be later discussed.  Additionally, in 

2001 a framework for the analysis of market-based resources was proposed in reaching 

financial performance via processes that lead to competitive advantage (Srivastava, 

Fahey, & Christensen, 2001).     

 Dual trends in channel relationships were occurring in the 1990s, the underlying 

sentiment of which might have given rise to the 1998 work of Srivastava et al., regarding 

the value of market-based assets.  It is documented that, on the one hand, a shift in 

channel research attention had moved toward relationship marketing and its implications 

(Weitz & Jap, 1995).  On the other, it is documented that channel relationships were 

becoming weaker, rather than more relational in nature, according to a nationwide study 

conducted by Arthur Anderson for the National Association of Wholesalers in 1992. This 

was believed to be particularly true in the case of low and unbalanced manufacturer-
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intermediary interdependence (Frazier & Antia, 1995). It is this situation which speaks to 

why the bullwhip effect was getting so much attention.    

Collaboration/Performance 

 Recall that despite supply chain collaboration’s expected outcomes of competitive 

advantage and firm profitability, much research studied performance in terms of the 

benefits that accrued to the customer of the dyadic collaborative relationship.  I first 

explore the supply chain management literature, which was previously indicated as being 

more operations oriented.  As such, its dependent variable tends to be intra-channel, with 

firm performance and collaborative advantage only recently finding its place as the 

dependent variable.  I then turn to the channels literature, which is more focused on 

stakeholders external to the supply chain.     

 In their December, 2000 editorial, Lambert and Christopher wrote in the 

International Journal of Logistics Management that much anecdotal evidence had been 

cited in support of the benefits of supply chain collaboration, but as yet little rigorous 

research had been published on the subject.  The research that follows, in its various 

forms, generally finds that collaboration bears a positive association with performance.   

 Stank et al. (201) published one of the first pieces of research to empirically 

validate the collaboration/performance relationship.  This research measured logistics 

service performance via a series of operations oriented collaborative initiatives.  Despite 

that this research was based upon the idea that collaboration begins with the customer and 

extends back through the supply chain, it measured performance between dyadic supply 

chain partners.  It found that internal collaboration mediates the relationship between 

external collaboration and logistical service performance.  Performance centered on such 
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things as shorter delivery lead-time, providing desired quantities on a consistent basis, 

and accommodating delivery times for specific customers.  

 Min, Roath, Daugherty, Genchev, Chen, Arndy, and Richey’s (2005) empirical 

work based on 52 respondents at various levels along the supply chain operationalized 

performance as a set of operations oriented questions that centered on a dyadic 

relationship, as well.  For example, “was cost reduced?” was one of the questions.  They 

reported to have found that positive collaboration-related outcomes include 

enhancements to efficiency, effectiveness, and profitability.   Efficiency is the measure of 

how well expanded resources are utilized; effectiveness refers to the extent to which 

goals are accomplished (Mentzer & Konrad, 1991).  They measured efficiency as cost 

reduction, inventory reduction, lead-time reduction, streamlined supply chain process, 

etc.  Effectiveness was exemplified as improved customer service, increased market 

share, increased sales, new product development, etc.  This literature also identified a 

number of antecedents having to do with collaborative intent and collaborative initiatives 

having to do with information sharing and joint activities.  

 Extending the literature, it was acknowledged that the specific performance 

achieved by the firm is a result of the firm’s choice of level of collaboration (Whipple & 

Russell, 2007).  A qualitative study based upon interviews with 21 managers from 

various companies defined performance as expected sustainable payoff.  It developed a 

typology in which three progressively higher ranges of collaboration exist, over which 

the expected pay-offs increased as the firm moves from level to level.  A Type 1 

collaborative relationship is transactional in nature.  For example, information sharing 

leads to greater visibility, which enables each party to reduce errors, which leads to cost 
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reductions, improved in-stock performance, and increased sales.   A Type 2 relationship 

is events focused.  Over Type 1, it suggests an advanced business plan that drives a one-

plan mentality.   A Type 3 relationship is one focused on collaborative process 

management, in addition to operational concerns.  However, the authors acknowledged 

that companies may or may not progress linearly from one type of collaborative 

relationship to the next, as higher levels of collaboration may not make sense.  Recall 

from the introduction that this work agrees with Kim and Frazier (1996), who theorized 

that channel ties are context specific, with environmental uncertainty, replace ability of 

suppliers, and downstream value-added identified as determinants. However, this 

research contrasts with prior work done by Skjoett-Larsen et al. (2003), whose empirical 

study of Danish firms found that a positive association exists between scope of 

collaboration and depth of collaboration regarding CPFR, but that firms should plan to 

progress through the levels.    

 Cao and Zhang’s (2011) empirical work finally utilized the dependent variable of 

performance on the firm level, the ultimate outcome of supply chain collaboration per its 

definition.  It consisted of financial performance, which was composed of 4 objective 

measures having to do with sales and return on investment.  Additionally, a collaborative 

advantage implies a competitive advantage, further encompassing the definition of supply 

chain collaboration.  In their study, they looked at the mediator variable of collaborative 

advantage, to find that it completely mediates the relationship between supply chain 

collaboration and firm performance for small firms, while partially mediating the 

relationship for medium and large firms.  Collaborative advantage is imperative to 
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performance, as competition is on the channel level, versus the firm level (Cao & Zhang, 

2012).    

 In contrast to most of the supply chain management literature, Cao and Zhang 

(2011) being an exception, firm financial performance was the focal dependent variable 

in the marketing channels literature.    Srivastava et al.’s (1998, 1999) recognized that 

market-based capabilities contribute to a firm’s financial performance, but the exposition 

remained largely conceptual for a decade.  Ramaswami, Srivastava, and Bhargava (2009) 

offered an empirical process linkage between capabilities, process performance and 

financial performance. 

 Recall that the framework proposed by Srivastava et al., (1999) was grounded in 

the resource-based view of the firm, in which four indicators are identified that have the 

potential to generate sustained competitive advantage: value, rareness, imitability, and 

substitutability (Barney, 1991).  It tested the link between market-based capabilities and 

firm performance using the moderating concept of process performance.  The processes 

studied were new product development, supply chain, and customer management, and the 

research yielded mixed support.  Firm performance was measured with the objective 

measures of return on assets, net profits, sales, and market share (Moorman & Rust, 

1999).   

 Specifically, it found that supply chain management (as well as new product 

development and customer management) mediate the influence of firm capabilities on 

firm performance.  In agreement with Lee et al., (1997a,b) and Andraski (1998), and their 

focus on leadership discussed earlier, while competence in sharing information is 

important, capabilities associated with supply chain leadership provide higher supply 
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chain management support. Despite that all were found to have a synergistic positive 

impact on firm performance, under certain conditions, customer management was termed 

the “clear winner”. Ultimately, these findings support the value of relationships with the 

ultimate customer, which have serious implications for performance.  It is currently 

believed that a 10% increase in customer equity leads to an average increase of 15.5% in 

shareholder value (Schulze, Skiera, & Wiesel, 2012).      

How Supply Chain Collaboration is Achieved 

We now look to how supply chain collaboration is achieved.  The most recent, as 

well as the seminal work, both look to having the correct managerial mindset as 

something the firm must do to achieve supply chain collaboration.   

Fawcett, Fawcett, Watson and Magnan (2012) found the manager’s ability to 

identify and employ the correct enabling mechanisms to be instrumental in achieving 

supply chain collaboration.  They found that managerial decision makers are subject to 

the dual forces of the desire to establish a collaborative capability and those resisting 

organizational change.  More specifically, what is pertinent is effectively managing 

change.  In their longitudinal work that consisted of approximately 50 structured 

interviews in 2006 and 2011, they developed a theoretical model for explaining 

collaboration successes and failures, and identified many resistors to collaboration.  They 

also identified the enablers that would allow for these resistors to be overcome, as long as 

the manager possesses the ability to identify and employ the correct enabling 

mechanisms.  

 This paper offered an extension of the literature from Lee et al.’s (1997a,b) purely 

theoretical work, which suggested that management was the key to supply chain 
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collaboration, while offering the three counterbalancing recommendations mentioned 

earlier.  Additionally, it extended the suggestion that collaboration will take an upper 

managerial level change in terms of attitude, recognition and rewards (Andraski, 1998).  

However, there is a wealth of findings that go beyond the manager in determining what 

the firm might possess that allows supply chain collaboration to be achieved.  Much of 

this research will be discussed in this paper.   

 It is common for research to speak to specific actions the firm must take if supply 

chain collaboration is to be recognized.  For example, recall the empirical work by Stank 

et al. (2001) and Min et al. (2005).  In the former, it was found that firms must achieve 

internal collaboration, more so than external.  In this, internal collaboration includes the 

following:  a method for facilitating information exchange, sharing operational 

information, possessing the ability to share both standardized and customized 

information, providing objective feedback to employees regarding integrated logistics 

performance, and encouraging integration through the firm’s compensation, incentive, 

and reward system.  Min et al. (2005) found similar collaborative mechanisms of 

information sharing, joint planning, joint problem solving, joint performance 

measurements, and leveraging resources are discussed.  However, this work additionally 

offers the antecedents of skills, strategic intent, internal alignment, relationship 

orientation, relationship specific investment, free flow of information and heightened 

communication, and formalization.  Joint knowledge creation (Cao & Zhang, 2012) 

seems to be an addition to the many common themes that typify supply chain 

collaboration.  This is perhaps a result of Cao and Zhang’s (2012) identification of a 
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collaborative advantage above and beyond the competitive advantage afforded by 

CSCRs.  

 Samaha, Palmatier, and Rajiv (2011), looked at what it considered a lesser-studied 

construct from a different perspective.  They looked at avoidance, versus what the firm 

might need to possess to achieve collaboration.  This work found that perceived 

unfairness has a greater impact on channel member cooperation and flexibility, than 

conflict and seller opportunism.  Conflict and opportunism have been defined as the most 

widely studied negative factors in business-to-business research.  Collaboration might be 

promoted by maintaining a sense of fairness along the distribution channel, such that 

understanding how relationships are damaged is a critical component in building and 

preserving strong distribution channels.  

 By way of theory and case study, architecture for supply chain collaboration was 

offered in Simatupang and Sridharan (2008).  They suggest that little attention from 

previous research has focused on recognizing and designing key elements of the 

architecture of supply chain collaboration that help the chain members scrutinize the 

dynamics of their collaborative efforts.  They identify five key elements which are 

sufficient to promote productive behavior in collaborations.  These are a collaborative 

planning system, decision synchronization, information sharing, incentive alignment, and 

innovative supply chain processes (operational capability and improvement).      

 Additionally, the importance of episodic collaboration was recently empirically 

supported, as opposed to only collaborating on longer-term relationships (Zacharia et al., 

2011).  The firm wishing to collaborate would want to possess collaborative process 

competence (Zacharia et al., 2011), which is the know-how to manage an episodic 
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collaborative initiative more efficiently and effectively than those firms lacking the 

ability.  This suggests that the agility to quickly move in and out of relationships is a 

mechanism needed in some desirable collaborative relationships.  Episodic collaboration 

has been found to fully mediate the absorptive capacity to collaborative engagement link.  

Absorptive capacity is defined as an organizational capability in which a firm possesses 

the ability to recognize the value of new external knowledge, assimilate it, and apply it to 

commercial ends (Cohen & Levinthal, 1990; Zacharia et al., 2011).   Collaborative 

engagement is defined as the degree of the firm’s involvement in a collaborative effort 

(Zacharia et al., 2011).     

Works previous discussed in this literature review have focused on channel 

relationships as the dependent variable, namely the effect of such things as information 

sharing on channel relationships.  Frazier et al., (2009), reverses this relationship, in that 

they look at the effect of channel relationships on information sharing.  They find that 

distributors are more likely to share information with manufacturers, regardless of who is 

the dependent, when they trust the manufacturer, when an investment has been made by 

either party and when they have good product-market familiarity.  Distributors were less 

likely to share internally strategic information in periods of market uncertainty but do 

share externally strategic information.  Additionally, they found that the more 

interdependent, the less the distributor withholds information, and the more the supplier 

is invested, the less the distributor withholds information.  While this might cause some 

to question the causality of collaborative relationships and information sharing, it might 

also support the dynamic and iterative nature of such relationships.   
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CHAPTER 3 

ONGOING MANAGEMENT OF OUTSOURCED 3PL SERVICES:  TOWARDS AN 

UNDERSTANDING OF WHERE THE MOST COMPETENT MANAGERS SPEND 

THEIR TIME TO BRING ABOUT SUPPLY CHAIN PERFORMANCE 

 

Introduction 

 This research looks at the ongoing management of outsourced 3PL services.  A 

3PL (third party logistics provider) is a firm that provides multiple logistics services for 

use by customers.  The main purpose of this research is to shed light on the managerial 

functions being performed in the process of managing outsourced 3PL services.  It finds 

that the more competent the firm’s management, the less time spent across the managerial 

functions (planning, organizing, leading, educating, and monitoring).  However, the more 

competent the firm’s management, the more time spent on monitoring, in bringing about 

supply chain performance. 

 Recall that outsourcing was defined as the purchase of a good or service that was 

previously provided internally (Lacity & Hirschheim, 1995; Rothery & Robertson, 1995), 

or the transfer of activities to an external source (Kotabe & Mol, 2009).  Outsourcing to 

3PL providers offers client firms many benefits (Chamberland, 2003; Jiang, Frazier, & 

Prater, 2006; Jiang, Belohlav, & Young, 2007; Venkatraman, 2004; Kroes & Ghosh, 

2010).  The outsourcing of logistics functions can allow a business to concentrate on its 

core competencies (Hong, Chin, & Liu, 2004; Lieb & Bentz, 2005; Liu & Lyons 2010), 

to improve customer service, respond to competition and eliminate assets (Handfield & 

Nichols, 1999; Liu & Lyons, 2011).  “The popular business press is replete with 

examples and cases of manufacturing firms that have been very successful in harvesting 

the benefits of outsourcing by reducing costs, improving speed and responsiveness, 
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reducing cycle times, improving innovativeness, increasing flexibility and agility, and 

improving overall competitiveness” (Chamberland, 2003; Jiang, Frazier, & Pratier 2006; 

Jiang, Belohlay, & Young, 2007; Venkatraman, 2004; Kroes & Ghosh, 2010). The 

economic and competitive benefits are clear for this ever-increasing outsourcing trend 

(Kroes & Ghosh, 2010).   

 Yet, clients and 3PL providers report a number of continuing problems with 

outsourced 3PL services (Langley, 2009).  For example, they reported a shortfall in 

anticipated cost savings of about 33% (Langley, 2009).  Outsourcing arrangements entail 

a number of hidden costs, which decrease the actual cost savings that firms experience 

(Garaventa &Tellefsen, 2001; Kroes & Ghosh, 2010).  Outsourcing requires the client 

firm to engage in activities that were not needed in the absence of the relationship 

(Amaral et al., 2004), among other things.  For example, the level of integration that 

outsourcing requires is relatively more difficult to achieve (i.e., integrating within internal 

functions, as well as integrating with third-party logistics providers across organizational 

boundaries) (Frohlich & Westbrook, 2001; Jayaram & Tan, 2010) than if the services 

were performed internally.  Firms sometimes treat outsourcing as abdicating 

(Barthelemy, 2003).  Thus, the shortfall in savings highlighted above by Langley (2009), 

might have much to do with basing the decision to outsource on initial cost savings, with 

little to no consideration of the full set of ongoing managerial costs.         

 With a goal of supply chain performance, supply chain managers consider the 

conditions under which it makes sense to outsource services to 3PL(s).  Coase (1937) 

made this same consideration with regards to firm performance, when assessing the 

conditions under which it makes sense for an entrepreneur to seek hired help instead of 
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contracting out. In both cases, consideration should be given to the degree of the expense 

of the two options.  The traditional economic theory of Coase’s time suggested that, 

because the market is “efficient,” (those who are best at providing each good or service 

most cheaply are already doing so) it should always be more cost effective to contract out 

than to hire.  However, transaction cost economics (TCE) acknowledges there are a 

number of transaction costs (the cost of securing a good or service) to using the market 

that are above and beyond the price of the good that must be taken into consideration.  

This suggests that firms will hire versus contract out when they can produce internally at 

a lower cost.  However, there is also a natural limit to what can be produced internally.  

Such “decreasing returns to the entrepreneur function", as Coase (1937) refers, include 

increasing overhead costs and increasing propensity for an overwhelmed manager to 

make mistakes in resource allocation.  As the modern-day supply chain manager goes 

about her decision to outsource or not to outsource, she is still faced with assessing, one, 

whether the market is truly efficient, two, whether transaction costs might exist which 

can’t outweigh the benefit of outsourcing if outsourcing is to prove beneficial, and three, 

determine at what point the firm faces a natural limit with regard to decreasing returns on 

what it can produce internally.     

 The objective of this study is to understand the managerial functions that the 

outsourcing firm performs on an ongoing basis, and how the managerial functions impact 

the relationship of managerial competence on supply chain performance in the 3PL 

industry.  It addresses the following research questions:  What is the impact on the 

managerial functions of ongoing outsourcing management?  Does the ongoing 
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management of outsourcing mediate the relationship between managerial competence 

and supply chain performance?   

 This study contributes to our knowledge of outsourcing in the 3PL industry by 

providing theoretical insights and empirical findings.  Through a Web survey with US 

and international firms engaged in outsourcing in the 3PL industry, this research 

empirically tests the relationships among the constructs of managerial competence, 

ongoing outsourcing management, and supply chain performance.  I find that the ongoing 

management of outsourcing partially mediates the relationship of managerial competence 

on supply chain performance.  The higher the managerial competence, the less time spent 

managing established outsourcing relationships.  This negative association holds, whether 

the firm does or does not employ the services of a 4PL, a firm that organizes 3
rd

 party 

logistics providers.  This study also finds that of the managerial functions of planning, 

coordinating, leading, educating, and monitoring, that only monitoring is significant with 

respect to managerial competence levels.  Managers with moderate or high competence 

levels are about two times as likely to monitor their relationships with their 3PL provider, 

as managers with lower competence levels.  As firms who employ a 3PL report varying 

degrees of success, this study contributes to the literature in that it provides insight into 

how firms choosing to employ a 3PL may wish to manage across the managerial 

functions. 

Theoretical Paradigms 

 Two theoretical paradigms provide insight into understanding the expenses to 

ongoing outsourcing management.  This study is rooted in the perspectives of:  (1) 

transaction cost economics, and (2) the extended resource-based view.  Upon completion 



25 

of this discussion, a literature review on outsourcing under incomplete information and 

partner opportunism follows. 

Transaction Cost Economics 

 Transaction cost economics (TCE) was discussed in the introduction via the work 

of Coase (1937).  To elaborate, transaction cost economics addresses the question of what 

main purpose is served by alternative forms (hierarchies and markets) of economic 

organization (Williamson, 1975).  The situation being studied in this paper- the impact on 

the managerial functions of ongoing outsourcing management – likens hierarchies, or 

vertical integration, to the internal performance of services, while likening the market 

mechanism to the outsourcing of 3PL services, in assessing transaction costs.  The 

decision to use either hierarchies or market mechanisms depends on the relative 

monitoring costs that arise from bounded rationality and from uncertainties due to 

partners’ self-interest and opportunism (Kaufman, Wood, & Theyel, 2000).  The goal is 

to avoid internalizing an activity that may not be aligned with the firm’s competencies 

and to avoid monitoring costs that offset the cost savings recognized by utilizing the 

market (Cao & Zhang, 2011) via being able to accurately assess transaction costs and 

their impact on performance.  As is done in this research, Commons (1934) writes that 

transaction cost analysis entails an examination of the comparative costs of planning, 

adapting, and monitoring task completion under alternative governance structures.  

Extended Resource Based View 

 The extended resource based view (ERBV) also offers theoretical foundation to 

the subject matter of this paper.  It extends consideration given to the impact on the 
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managerial functions of ongoing outsourcing management to its implication on supply 

chain performance from a different perspective than TCE, however. 

 The resource based view (RBV) rests on the assumption that firms within an 

industry may be heterogeneous with respect to the strategic resources they control, and 

that these resources may not be mobile across firms (Barney, 1991).  It further claims that 

investing in relation-specific assets enables partnering firms to build competitive 

advantage because of their rare, valuable, non-sustainable, and difficult-to-imitate nature 

(Barney, 1991; Cao & Zhang, 2012).  The extended resource based view, extends the 

RBV from the assumption that firms must own or fully control the resources to be of 

value to the firm, to the idea that the inter-connected firms combine resource to achieve 

competitive advantage for the outsourcing client (Lavie, 2006).  Thus, the firm can better 

assess if otherwise unobtainable resources can be tapped and used in the creation of a 

competitive advantage or desired performance via outsourcing.  

Literature Review 

Next we look at the supply chain manager’s bounded rationality and uncertainties 

due to the providers’ self-interest and opportunism, which are known to come into play in 

the outsourcing decision making process (Kaufman et al, 2000). 

Outsourcing Choice Under Incomplete Information and Bounded Rationality 

 An overarching trend is that firms make the decision to begin outsourcing 

because they feel there is money to be saved, only to find that the decision is frequently 

based upon a limited understanding of the expenses that might be encountered and their 

affect on the firm (Tolbert & Zucker, 1983).  Thus, the question is posed: How does the 

decision-maker incorporate the expenses to managing services outsourced to 3PLs?  The 
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following discussion lends some insight into the magnitude of this task.  This is done by 

way of example pertaining to quality.  I then consider two studies that recommend how 

much might be saved in terms of initial cost savings, in order for outsourcing to be 

deemed effective, as well as industry data on documented concerns that may be 

responsible for this shortfall in savings.  Finally, I look into the scale of outsourcing with 

regards to cost savings.   

Tolbert and Zucker (1983) found that many firms enter into outsourcing after 

being enticed by other firms’ reports of cost savings, while treating, for example, quality 

considerations as an afterthought.  Outsourcing performance is known to be negatively 

impacted by quality issues (Wiengarten, Pagell, & Frynes, 2013).  That a decision maker 

may neither be able to grasp nor incorporate all costs into his decision making means that 

he is making decisions under conditions of bounded rationality (Simon, 1957).  In this 

particular situation, the decision-maker would have to anticipate a quality issue of some 

form, recognize that there is a cost to quality, would have to quantify it, and incorporate 

those costs into his decision making to arrive at accurate data on which to base the 

outsourcing decision.  Gray, Roth, and Tomlin (2009) write that some 25+ years later it is 

found that the competitive priority placed on cost still plays an integral role in sourcing 

decisions, while conformance quality priorities do not, and this may lend some insight 

into the magnitude of the task.  The Gray et al. (2009) study acknowledges that managers 

are subject to bounded rationality and serves as a call for more research that rigorously 

addresses how important nonfinancial competitive dimensions, not limited to quality, are 

best entered into outsourcing decisions, along with the dimension of total delivered costs.   
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 In order for outsourcing to be effective, it must realize a cost savings of 40% 

(Lancellotti, Schein, & Stadier, 2003).  Perhaps this is because the savings is intended to 

offset unknown, but not unanticipated costs, in resulting in a net positive experience for 

the client firm.  Langley (2009) studies the 3PL industry and examines the state of the 

global market for 3PL services and explores the challenges of supply chain orchestration.  

He found that 3PLs bring a 44.3% decrease in costs, on average, to their customers across 

all regions.  However, 36% of clients and 34% of 3PL providers’ report that expected 

cost reductions have not been met, as was mentioned in the introduction to this paper.  

Other documented concerns from that study include:  lack of continuous, ongoing 

improvement and achievement in offerings; service level commitments not realized; 

information technology capabilities not sufficient; lack of project management skills; 

unsatisfactory transition during implementation stage; lack of global capabilities; benefits 

not achieved in a timely manner; promising premium services that the provider does not 

have; lack of business process integration across regions and supply chain services; lack 

of industry-specific knowledge;  and the inability to form meaningful and trusting 

relationships.  This dissatisfaction was experienced by, except on one parameter, roughly 

¼ to ½ of all clients surveyed and serves as the issues the supply chain manager may 

have to anticipate in her decision making (Langley, 2009).  Perhaps this is why more 

transactional, operational, and repetitive activities (for example, domestic and 

international transportation, customs brokerage, warehousing, and forwarding), were the 

most frequently outsourced, with the more strategic customer-facing and IT-intensive 

activities (for example, transportation planning, information technology, supply chain 

consultancy, and customer service) the least frequently outsourced (Langley, 2009).   
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 I must note that if it is indeed true that outsourcing decreases costs, in general, it 

is not necessarily true that outsourcing more will bring about additional decreases in 

costs.  There is an optimal degree of outsourcing, and when it is goes beyond that 

optimum, financial performance in lowered in a negatively curvilinear fashion (Kotabe et 

al., 2009). 

Outsourcing and Partner Opportunism 

 Shi (2007) found that vendors often need extra effort to understand their client’s 

business processes, especially when these processes are idiosyncratic, complex, and 

convoluted.  Thus, it may be the case that when a 3PL provides service to a client, the 

provider may benefit by obtaining insight previously gathered by the client, without 

which the provider cannot provide equal or better service until the provider firm has 

gained the same insight.  This may result in less than desirable performance that appears 

to the client as opportunistic behavior on the part of the provider.  However, less than 

desirable performance, assuming unrealistic expectations on the part of the client have 

been ruled out, may be the result of blatant opportunistic behavior, as well.  However, the 

client may not be able to assess the degree of blatant opportunism, when viewing 

operations from the outside. 

 A literature stream exists on how to decrease the opportunity for opportunism.  

Figg (2000), while acknowledging that complacency on the part of the outsourcing 

provider is a distinct possibility, suggests the use of a preliminary on-site audit, as a 

vehicle for revealing slight variations between what the outsourcing firm proposes and 

what it is actually capable of delivering.  An internal audit, to quantify performance 

metrics on expectations previously shared with the provider, was suggested as a means of 



30 

follow-up (Figg, 2000).  These measures, however, are limited by what the client firm 

can observe.  As such, Smith (2007) suggests that the right-to-audit clause should be 

carefully crafted.  Notice periods should allow for surprise audits, specifically to the 

locations where work is being performed.   

 It is difficult to fully address the considerations raised with regards to TCE and 

ERBV without having an understanding of what the 3PL provider is truly capable of 

providing.   The acknowledgement of opportunism in TCE is not novel to my research.  

Williamson (1999) wrote that by going beyond the orthodox description of simple self 

interest seeking behavior to strategic behavior is a manifestation of opportunism on the 

part of the provider.  Williamson (1999) goes on to say that “true conditions will not 

reliably be disclosed and contracts not supported by credible commitments will not be 

self-enforcing;” thus the audits discussed above may be exactly what is needed to 

disclose true conditions upon which credible commitments can be formed. 

Conceptual Development 

 This current research starts with the assumption that the supply chain manager has 

already made the decision to outsource, and has some objective that she hopes to achieve 

from outsourcing.  When I identified reasons for shortfalls in outsourcing performance, 

above, they were externally focused on the provider.  This research takes a sharp contrast, 

as it looks internally to the client firm to see how it might manage ongoing outsourcing to 

bring about desired performance.  My findings will arm the supply chain manager with 

many considerations regarding outsourcing management. 

 Supply chain managers are motivated to outsource because they expect 

outsourcing will result in some benefit that the firm may not be able to otherwise achieve.  
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Despite the advantages previously detailed in the opening of this paper, literature 

abounds on the many unrealized expectations.  Much of the literature I discussed was 

from the point of view of the client and the provider, assessing one another.  My research 

acknowledges the responsibility of the customer firm in the success of its outsourcing 

relationships.  As my work is internally focused, it looks at how the firm continues to 

manage the services it has outsourced, and it identifies what some supply chain managers 

do that others do not, that results in the desired outsourcing performance. In doing so, it 

answers two questions.  It answers what the impact is on the managerial functions that the 

firm carries out on an ongoing basis, when it outsources to a 3PL.  It also answers how 

the managerial functions impact the relationship of managerial competence on supply 

chain performance.  Via survey research of supply chain management personnel with 

outsourcing experience, I test three relationships.  The first  speaks to the relationship 

between managerial competence and ongoing outsourcing management.  The second 

speaks to ongoing outsourcing management on supply chain performance.  The last, then 

considers the direct effect of managerial competence on supply chain performance, 

absent of the proposed mediator of ongoing outsourcing management, before testing for 

mediation. Before introducing each construct I begin with hypotheses development for 

each of these relationships.  

Hypotheses Development 

 Before proceeding with the hypotheses development, I remind the reader of the 

challenges faced by the supply chain manager that were just discussed in the literature 

review, as they apply throughout the hypotheses development.  Now, I begin with 

studying the relationship of managerial competence to ongoing outsourcing management.   
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 First, I start with the idea that when services are outsourced, due to the fact that 

they are performed outside of the firm, they require a different type of management than 

if performed in firm.  This is because when highly interdependent activities are 

decoupled, as would be the case with outsourced services, coordination and control are 

likely to be compromised (Thomas, 1967), and projects become more difficult to control  

(Hui, Davis-Blake, & Broschak, 2008).   

 Next, I move on to the idea that some firms are aware that outsourced services 

require a different type of management.  It can be seen in Lancelloti et al.’s (2003) 

finding that outsourcing is known to present a managerial challenge to the firm.  It is 

additionally captured by Neal et al.’s (2007) finding that when a firm is managing the 

outsourcing effort, it is prompted to look at outsourcing as part of an overall business 

strategy.  It is known that actions such as these can avoid the potential of being left with 

fragmented decision making and broken information flows (Amaral et al., 2004).  

Outsourcing is known to require increased planning, adapting, and monitoring 

(Commons, 1934).  Additionally, the emergence of fourth party logistics providers 

(4PLs), which can be attributed to arising as a result of  the increasing complexity of the 

types of outsourcing that have developed (Barthelemy, 2003), can be thought of as a 

proxy for internal management.   However, not all firms are aware that outsourced 

services require management.  As was previously mentioned, others treat outsourcing as 

abdicating (Barthelemy, 2003).   

 Next I offer support that more competent managerial units achieve their 

objectives because they better manage the process needed to bring about their desired 

results.  This can be seen in the literature when we consider that managerial competence 
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is linked to effectiveness (Ekaterini, 2011), and it affects the association between top 

managers and organizational outcomes (Lau, 2011; Lin, Chou, & Chen, 2012).  Although 

not solely responsible, managerial skill (competence), along with training, in the context 

of entrepreneurial ventures, was found to be the most effective factor that contributed to 

venture success (Elmuti, Khoury, & Omran, 2012). In the case of maintaining a market-

focused strategic orientation for firms in transitional economies, managerial competence 

was found to be one of the requirements instrumental in developing the desired market-

focused orientation (Lau, 2011).  I liken a firm’s outsourcing goals to such desired 

outcomes, and propose that the more competent managerial units will better know how to 

managing ongoing outsourcing, just as it promoted goal achievement in these examples. 

 It can be seen that a different type of management is required when a firm 

outsources, as opposed to when it does not outsource.  This is because managers are 

faced with more complex operations.  Some 3PL clients recognize the need for ongoing 

outsourcing management, while others do not.  Regardless, more competent managerial 

units better know how to achieve desired results.  I hypothesize that the higher the 

competence of the managerial unit engaging in outsourcing, the more ongoing 

outsourcing will be managed.   

H1: Managerial competence has a positive effect on ongoing outsourcing 

management.  

  

 Ongoing outsourcing management on supply chain performance is the subject 

matter of this next hypothesis.   

 Supply chain management has a significant bottom-line impact on a firm’s 

financial success (Grosse-Ruyken, Wagner, & Erhun, 2010), and if outsourcing is a part 
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of the firm’s supply chain management strategy, the firm will have to acknowledge that 

outsourcing management has bottom-line implications.   

 I begin by acknowledging that outsourcing does not always result in desired 

performance.  For example,70% of outsourcers have had negative experiences with 

outsourcing, and nearly half have failed to see the cost savings they had originally 

anticipated when making the decision to outsource (Mears, 2005), cost savings being the 

performance objective in this case (Casale, 2004; Schniederjans, Schniederjans, & 

Schniederjans 2005; Kroes & Ghosh, 2010).  (It is acknowledged that the Mears (2005) 

study of 25 large organizations, with a combined US$50 billion in outsourcing contracts 

found that nearly half failed to see the cost savings they had originally anticipated when 

making the decision to outsource, versus Langley’s (2009) finding of 34% via a sample 

of several thousand participants across North America, Europe, Asia Pacific, and Latin 

America.)  Freeing up internal resources may be another desire that goes unmet (Mears, 

2005; Brent, 2009). The inability to free up resources may stem from outsourced projects 

being more difficult to control (Hui et al., 2008); because outsourcing has added a layer 

of complexity that has resulted in unexpected management needs (Mears, 2005).  These 

two examples are not meant to be an exhaustive list, only to serve as examples of how 

outsourcing may not lead to desired performance. 

 Bharadwaj and Roggeveen’s (2007) comparative research helps to illustrate my 

point.  Vertically integrated customer service support personnel were chosen over their 

counterparts who were from an outsourcing provider, in a study in which participants 

were asked to assess problem solving ability and the effort required during 

troubleshooting and to make a choice as to which provider provided better service.  The 



35 

respondents’ choice was hypothesized to be due to the greater degree of control and 

shared systems and processes that exist within the contiguous boundaries of the 

organization.  At the heart of this, is that once the organization has committed to an 

outsourcing arrangement, the potential for risk increases significantly, as the company 

must rely on outside personnel to manage important business processes correctly (Figg, 

2000).  However, management of the outsourced service, just as it had lead to greater 

satisfaction when performed internally, should be able to mitigate customer 

dissatisfaction, just as it had when the service was performed internally.  Recalling that 

unanticipated managerial costs and resources were associated with a firm’s failure to 

meet outsourcing objectives, the challenge, then, is to manage without consuming too 

many resources so that overall objectives can be achieved. 

 This literature leads to the hypothesis that firms need to manage the outsourcing 

relationship in ways that might be unknown to or unanticipated by the supply chain 

manager when making the decision to outsource if positive experiences are to be 

achieved and result in the desired supply chain performance, given outsourcing’s bottom-

line impact.   

H2: Ongoing outsourcing management has a significant positive effect on supply 

chain performance.   
 

This last hypothesis addresses managerial competence as a predictor of supply 

chain performance.  It is void of the mediating construct of ongoing outsourcing 

management, and addresses the direct relationship of managerial competence on supply 

chain performance.  
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 Acknowledging the depth of research on the topic of firm performance, this 

hypothesis begins with the generic finding that management scholars generally accept 

that organizational capabilities can be a major source of firm performance (Wernerfelt, 

1984; Barney, 1991, 2001; Peteraf, 1993, Drnevich & Kriauciunas, 2011).  Given that 

organizational capabilities are related to firm performance, if managerial competence is 

an organizational capability, then it is also related to performance.   

 This would seem to be a valid assumption given that managerial competence is 

known to have a more direct relationship to a firm's performance when compared to other 

capabilities, such as the formality of a firm’s long-range planning activities (Rue & 

Fulmer, 1973).  Additionally, it is known that the direct effect of managerial competence 

is stronger at the process level (Drnevich & Kriauciunas, 2011).  This is because ordinary 

capabilities, such as managerial competence, contribute to performance by increasing 

revenue (e.g., Brush & Artz, 1999; Peng & York, 2001), as well as by reducing the costs 

associated with providing services (e.g., Brush & Artz, 1999; Kaleka, 2002), and that 

these actions can positively affect firm performance (Williamson, 1991).  As these goals 

coincide with previously mentioned outsourcing objectives, I hypothesize as follows:   

H3:  Managerial competence has a significant positive effect on supply chain 

performance. 

 It is difficult to separate performance from the acts that lead to its achievement.  

Recall in the first set of hypotheses that acts, such as effectiveness and association must 

have an object upon which they are acted, and this was supported by two examples that 

resulted in desired performance.  Likewise, managerial competence, as an organizational 

capability, does not lead to performance unless it is applied.  Therefore, I predict that 
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ongoing outsourcing management mediates managerial competence on supply chain 

performance. The proposed direct and mediating effects are presented in Figure 1. 

 
Construct Development 

 This research utilizes three constructs.  This section of the paper describes each in 

detail. 

Managerial Competence 

 Managerial competence was captured as an index via the McClelland/McBer Job 

Competence Model (Spencer & Spencer, 1993).  I chose their generic managerial 

competency model because it is based on 36 different managerial models covering a wide 

range of levels, functions, and environments.  It is believed that this would best capture 

all scenarios, as it is possible that managers not directly involved with supply chain 

decisions, and across various levels of the organization, can nevertheless influence supply 
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chain outcomes.  The 12 competencies of the generic model are listed in Table 1, which 

also includes a base requirement of organizational awareness and relationship building, 

along with expertise/specialized knowledge of one’s field.  As were all scales within this 

study, each competency was captured on a 5-point likert-type scale (Likert, 1932).   

Table 1 

 McClelland/McBer Job Competency Scale for Relationship Management  

1.) Impact and influence 7.) Self-confidence 

2.) Achievement orientation 8.) Interpersonal understanding 

3.) Teamwork and cooperation  9.) Directiveness/assertiveness 

4.) Analytical thinking 10.) Information seeking 

5.) Initiative  11.) Team leadership 

6.) Developing others 12.) Conceptual thinking 

 

Ongoing Outsourcing Management 

 Management is defined as the functions of planning, organizing, leading 

(educating), coordinating, and controlling (Fayol, 1916).  I took a functional approach to 

testing ongoing outsourcing management in this study.  I made this choice because 

functional concepts have tended to cross disciplines.  For example, marketing was viewed 

via the functional school of thought, beginning with Shaw (1912).  I chose Fayol’s (1916) 

approach because management pioneers all published management texts in the 1950s that 

defined management as a process consisting of a set of, similar, interdependent functions, 

following the spread of Fayol’s work to the United States, and it endures in textbooks 

today.  Offering general justification to this construct, recall that transaction cost analysis 

entails an examination of the comparative costs of planning, adapting, and monitoring 

task completion under alternative governance structures (Commons, 1934).  What 

Commons is suggesting is that the cost of management be compared under each of the 

structures, which is exactly what Fayol’s (1916) functions provide for in this paper that 
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possesses the purpose of shedding light on outsourcing management given a change from 

providing a service internally.   

  However, as Fayol’s (1916) managerial context was intra-firm, and the context of 

this study is inter-firm, I duplicated one measure to capture a more detailed understanding 

of the focus of effort.  Recall in the introduction to this chapter I wrote that the level of 

integration that outsourcing requires is relatively more difficult to achieve due to needed 

integration with internal functions, as well as integrating with third-party logistics 

providers across organizational boundaries (Frohlich & Westbrook, 2001; Jayaram & 

Tan, 2010); thus, this addition is justified.   

 The specific measures can be seen in Table 2.  Expenditures on each are gathered 

across nine 3PL tasks to be discussed next. 

Table 2 

Management Functions 

1.) External planning and coordinating 4.) Educating 

2.)  Internal planning and coordinating 5.) Monitoring 

3.) Leading  

 

 

3PL Task Categories 

 The sixteen 3PL functions given in Langley’s (2009) industry report were the 

basis for the tasks utilized in this study.  With one exception, they were grouped based 

upon similarity, into 9 task categories.  They are listed in Table 3, below.   

 The employment of an LLP/4PL was included in the study.  A 4
th
 Party Logistics 

Provider/Lead Logistics Partner (4PL/LLP) was defined for the participant as an 

organization that organizes other 3
rd

 party logistics partners for outsourcing of logistics 

functions.  An LLP serves as the client’s primary supply chain provider, defining 
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processes and managing the provision and integration of logistics services through its 

own organization and those of its subcontractors (Council of Supply Chain Management 

Professionals).   The LLP/4PL services task, as the exception mentioned above, was 

dropped from the survey, as it is anticipated that the LLP will be partaking in the 

activities studied on behalf of the client. 

 Expenditures on ongoing outsourcing management as a percent of total volume 

outsourced were used, rather than simply using expenditures in dollars. 

Table 3 

Condensed Langley 3PL Task Categories  

1.) Transportation (carriage/product 

movement) 

6.) Inventory management 

2.) Transportation (services such as 

freight forwarding, customs 

brokerage and freight bill auditing 

and payment) 

7.) Product labeling, packaging and/or 

kitting 

3.) Forwarding, customs brokerage 

and freight bill auditing and payment  

8.) Customer service (order entry, 

processing and fulfillment) 

4.) Fleet management  9.) Product assembly and/or contract 

manufacturing 

5.) Warehousing and/or cross-

docking  

 

 

 

Supply Chain Performance 

 Supply chain performance was assessed via a scale designed for evaluating the 

performance of third-party logistics arrangements (Knemeyer, 2004).  As was the case 

with the 3PL task categories discussed above, the 50 performance parameters were 

grouped based upon similarity into the nine parameters listed in Table 4, below.  Two of 

the 50 questions were excluded, as they were deemed unnecessary to the purpose of this 

study. 
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Table 4 

Condensed Knemeyer Supply Chain Performance Scale 

1.) Logistics operations performance 6.) Opportunistic behavior 

2.) Marketing channel performance  7.) Reputation 

3.) Asset reduction  8.) Satisfactory prior outcomes 

4.) Trust  9.) Specific investments 

5.) Communication   

 

Methodology 

 I now begin with providing specific information on the survey respondents before 

discussing the survey instrument, statistical analysis and results. 

Respondent Profile 

 A random sample of 42 professionals employed in supply chain management and 

experienced with outsourcing to 3PLs, who voluntarily completed my survey on 

outsourcing management at their firm, were used for this study.  Though a sample size of 

85 is desired as the recommended sample size when maintaining the industry standard of 

α = .05 and a medium effect size, 42 is well above the recommended sample size of 28, 

for a large effect size (Cohen, 1992).   

 Of the 101 responses received, 59 were not able to be used.  Five were duplicate 

responses either from the same participant or from employees of the same company.  

Three respondents indicated that they worked for companies who do not outsource.  Two 

respondents appeared to not understand the survey questions, via their given answers.  

For example, when asked to quantify outsourcing in terms of dollars, both respondents 

provided text answers.  Last, 49 responses were too incomplete to be usable.   

 The survey was distributed via e-mail, on two separate occasions, to the 450 

person membership of ISM-Philadelphia.  ISM-Philadelphia is the local division of the 
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Institute for Supply Management, which is the oldest and one of the largest supply 

management associations in the world, which bears the mission of leading the supply 

management profession through its standards of excellence, research, promotional 

activities, and education.  ISM-Philadelphia’s survey participants were additionally asked 

to forward the survey link to anyone whom might be able to answer the survey.  Fifty 

additional responses were also sought via Amazon Mechanical Turk (AMT).  While 

AMT respondents were compensated $1.50 for their work, other respondents were asked 

to identify their favorite charity and were then entered into a drawing for a $1,000 

donation to be made to the winner’s favorite charity in his/her name. 

 The majority of the participants are employed in purchasing and procurement 

(36%), followed by operations management (14%), supply chain management (10%), 

traffic and transportation management (7%) and other (33%).  “Company president” is an 

example of one of the participants who fell into the “other” category.  Despite that the 

participants may have come from various levels across the organization and possess 

various levels of responsibility, the participants are all alike in that they have supply 

chain management experience and are employed by companies that utilize 3PL service 

providers.   

 The companies represented are from a number of different industries including 

chemical, food processing, aerospace, automotive, paper, telecommunications, and retail.  

They range in size from small (less than 100) employees to large (greater than 10,000) 

employees. Table 5 provides details on their size in terms of sales dollars. 
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 Thirty of the 42 companies (71%) operate in the international arena, while 12 

(29%) are regional players in the US market.   

Survey Instrument 

 An online survey was employed in this study, and is currently accessible via the 

following link: https://fox.qualtrics.com/SE/?SID=SV_6AyxEP4HwN508Be .   

After the survey instrument was tested by 3 industry practitioners unknown to me, 

many recommended changes were made to promote the ease with which participants 

would be able to supply accurate answers.  It was distributed upon obtaining Institutional 

Review Board (IRB) approval.   

 In addition to job title, industry, number of employees, annual sales dollars, and 

firm size, the survey gathered:  1.) Data pertaining to managerial competence via the 

McClelland/McBer Job Competence Model (Spencer & Spencer, 1993), 2.) Expenditures 

on managing the outsourcing function per volume of outsourcing dollars via the 

managerial functions of planning, organizing, leading (educating), coordinating, and 

controlling (Fayol, 1916) across the combined 3PL services previously identified, 3.) An 

index of supply chain competence via the condensed Knemeyer (2006) scale, and 4.) 

Expenditures on 4PL providers.  (A copy is in Appendix A.)    

https://fox.qualtrics.com/SE/?SID=SV_6AyxEP4HwN508Be
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Research Methodology and Statistical Analysis 

 The data was analyzed via various methods to test mediation and analysis of 

variance.  Mediation was tested via the Baron and Kenny (1986) test for mediation, and 

via Preacher and Hayes’ (2004) tests of indirect effects.  The Preacher and Hayes tests, in 

addition to providing all that is needed to test mediation via the Baron and Kenny test 

(1986), additionally explores the Sobel test for indirect effects and a nonparametric 

bootstrapping procedure (Baron et al., 1986).  Once mediation was tested, ANOVA was 

performed.   

Results 

 For hypotheses 1-3, recall that the independent variable in this analysis is 

managerial competence, the dependent variable is supply chain performance, and the 

mediator is ongoing outsourcing management.  Managerial competence and supply chain 

performance appear univariate normal per the graphical method and have Cronbach’s 

alphas of .907 and .914, respectively, suggesting that the desired constructs are being 

measures per the chosen scales (Cronbach, 1951; Streiner, 2003).  Ongoing outsourcing 

management also had an acceptable Cronbach’s alpha of .914 (Cronbach, 1951; Streiner, 

2003) but was transformed via a log transformation, as it was severely right-skewed.    

Results are included with the transformed variable as well as the non-transformed 

variable, for reasons which will be later explained.     

  The total effect of managerial competence on supply chain performance is 

statistically different from zero (b = .9734, p < .001), indicating that as managerial 

competence increases, so does supply chain performance, supporting H3.   The effect of 

managerial competence on ongoing outsourcing management is also statistically different 
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from zero (b = -.0287, p = .009).  However, the negative value of the coefficient indicates 

that as managerial competence increases, ongoing outsourcing management decreases, 

which was not as hypothesized in H1.  In H1, it was hypothesized that the relationship 

between managerial competence and ongoing outsourcing management is positively 

related, lending no support for H1.  Due to the negative coefficient, I immediately tested 

and was able to rule out multicollinearity between managerial competence and ongoing 

outsourcing management via a variance inflation factor (VIF) of 1.0.  Given a 

recommended threshold of 3 (Hair, Anderson, Tatham, & Black, 1995), I concluded that 

multicollinearity is not an issue.  (Thereafter, I adopted this threshold through the rest of 

this paper.)  Thus, even thought the results were not as hypothesized, they are still able to 

be interpreted.  Lending support to H2 is the finding that the effect of ongoing 

outsourcing management on supply chain performance, when controlling for managerial 

competence, is positive and statistically different from zero with the result of (b = 2.9558, 

p = .08), but only at levels of α = .10.   Finally, the direct effect of managerial 

competence on supply chain performance, when controlling for time per expenditure, is 

statistically different from zero (b = 1.0583, p < .001) indicating that ongoing outsourcing 

management only partially mediates the effect of managerial competence on supply chain 

performance.  

 The Sobel test produces results that conflict with the Baron and Kenny (1986) test 

results and suggests no mediation (z = -1.4382, p > .05).  However, there is reason to be 

suspicious of the results of this test, as the two-tailed p-value is based on the assumption 

that the distribution of total effect of the independent variable on the dependent variable 

and the direct effect of the independent variable on the dependent variable, controlling for 
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the mediator, follows a normal distribution under the null hypothesis.  Data that is not 

normally distributed is typically an issue in the Sobel test, especially in small samples 

(Bollen & Stine, 1990), both of which are present with regards to the data being analyzed 

in this case.  

 Bootstrapping, however, is a way of circumventing the power problem introduced 

by asymmetries and other forms of nonnormalities in the above mentioned sampling 

distribution (Bollen et al., 1990; Lockwood & MacKinnon, 1998; Shrout & Bolger, 

2002).  In this case, bootstrapping agrees with the findings of the Baron and Kenny 

(1986) test in that 0 falls just above the upper bounds of the 95% confidence interval.  

Thus, the indirect effect is indeed significantly different from zero at p < .05.  The true 

indirect effect is estimated to lie between -.1799 and -.0092. 

 Given that two of the three tests established that partial mediation was found, I 

then turned my attention to the negative association found in H1.  Recall that in H1 it was 

hypothesized that as managerial competence increases, ongoing outsourcing management 

increases, yet the finding was that as managerial competence increases, ongoing 

outsourcing management decreases.  The concern was that the use of 4PLs may have 

understated ongoing outsourcing management.  As fifteen respondents (36%) reported 

that their firms utilized the services of a 4PL and provided the specifics on that usage, 

just the same as if management were provided in-house with regards to the internal 

management of outsourcing of 3PL services, the tests for estimating indirect effects were 

repeated with the inclusion of the 4PLs expenditures.  However, this yielded very similar 

results, in that ongoing outsourcing management only partially mediates the effect of 

managerial competence on supply chain performance (Baron et al., 1986; Preacher et al., 
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2004), the Sobel test finding no mediation (Preacher et al., 2004), and bootstrapping 

suggesting a significant indirect effect (Preacher et al., 2004), to which the prior 

arguments as to why these findings may be so, still apply.  The coefficient changed from 

(b = -.0287, p = .009) to (b = -.0278, p = .014).  It is also worth noting that H2 was also 

found to be significant at a more acceptable α = .05 (b = 3.3474, p = .039).   

 Last but not least, the tests for estimating indirect effects were repeated with the 

inclusion of the 4PLs expenditures and the untransformed outsourcing management 

expenses that are carried out on an ongoing basis, as the distribution changed slightly 

with the inclusion of the 4PL data.  For a third time, this yielded very similar results, in 

that ongoing outsourcing management only partially mediates the effect of managerial 

competence on supply chain performance (Baron et al., 1986; Preacher et al., 2004), the 

Sobel test finding no mediation (Preacher et al., 2004), and bootstrapping suggesting a 

significant indirect effect (Preacher et al., 2004).  The effect of managerial competence 

on ongoing outsourcing management is statistically different from zero (-.0845, p=.045), 

indicating an even stronger negative association between managerial competence and 

ongoing outsourcing management.  The results are summarized in Table 6, below. 

 One-way ANOVA was performed to more deeply analyze how managerial 

competence relates to ongoing outsourcing management on each of the 5 managerial 

functions of planning and coordinating (outside the firm), planning and coordinating 

(inside the firm), leading, educating, and monitoring.  The continuous variable of 

managerial competence was recoded into a categorical variable of 5 levels (highest 

competence, higher competence, medium competence, lower competence, and 
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lowest competence) and the relation tested.   Of these, only the function of monitoring 

was found to be significant (p = .023), with the means indicating that managers of the 

highest competence (M = .3879) spent the most time monitoring their business operations 

with their 3PLs and managers of lower competence (M = .1953) and lowest competence 

(M = .1753) the least.  The Bonferroni test of multiple comparisons revealed that the 

greatest mean difference between adjacent categories is between medium competence 

and lower competence levels, with a mean difference of .20435 (p = .075).  However, it 

must be pointed out that p = .075, which indicates significance at α = .10.   

Managerial Implications and Discussion 

 As much of the research for explaining shortfalls in outsourcing performance is 

focused on the provider, the sharp contrast taken in my research to look internally to the 

client firm, itself, as a driver of outsourcing performance to see how it might manage 

ongoing outsourcing to bring about desired performance, makes a unique contribution to 

the literature.  The main purpose of this research is to shed light on the managerial 

functions being performed by a client firm in the process of managing outsourced 3PL 
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services.  This research bears many managerial implications.  First is that ongoing 

outsourcing management partially mediates the relationship between managerial 

competence and supply chain performance.  This would imply to the manager that 

outsourced functions must be managed, just as they would if they were performed 

internally.  However, what it also implies is that there is more to the 

competence/performance relationship that is not captured here, so simply spending time 

on the managerial functions of planning, coordinating, leading, educating, and monitoring 

will not guarantee supply chain performance.  What speaks volumes is the negative 

association of the relationship between managerial competence and ongoing outsourcing 

management.  Having established a positive association between managerial competence 

and supply chain performance, it opens the question of what are the most competent 

managers doing that leads to supply chain success, if it is not spending time managing the 

outsourcing relationship via the managerial functions of planning, coordinating, leading, 

educating, and monitoring?  A more fine-grained look into this very question finds that 

the managerial function of monitoring is performed nearly twice as much by managerial 

units with the highest and moderate competence versus managerial units of lower 

competence, suggesting to the manager that benefit can be gained by either proactively 

diverting potential issues or quickly identifying problems that have already occurred and 

taking corrective action.   

Limitations 

 The largest limitation of this research is with respect to the difficulty in collecting 

quality data.  For example, the constructs of managerial competence and supply chain 

performance were each based upon participant’s perception, which is subject to error, 
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should perception not represent what more concrete data might represent.  In addition, the 

remaining construct of ongoing outsourcing management was difficult to obtain, and its 

lack of being answered was the reason why the majority of the responses that were not 

used were not usable.  Errors in this reporting grid, which consisted of 54 different 

measures (6 managerial functions x 9 outsourced services), could easily lead to the 

overstating or understating of the mediating effect.  Recall that, expenditures on ongoing 

outsourcing management as a percent of total volume outsourced was utilized.  It also 

must be acknowledged that the use of 4PLs may lead to underreporting of the functions 

performed, as the functions may be being performed by 4PLs, versus being performed 

internally.  I made the attempt to incorporate expenditures on 4PLs into the tests of 

mediation.  However, the concern remains that survey participants may not fully 

understand which of their suppliers might constitute a 4PL, thus understating the 

management of outsourced functions.  Last but not least, having failed to request the 

participant’s years of experience in supply chain management, I have little insight into 

how experienced my sample might be. 

Future Research 

 As this study focuses on ongoing outsourcing management as a moderator of 

managerial competence on supply chain performance, and found only partial mediation, a 

natural extension to this work might be to look at other mediators to the relationship.  For 

example, Langley (2009) finds that 37% of 3PL clients and providers report that 

information technology capabilities are not sufficient.  Thus, the question can be posed: 

does information technology that might replace one or more of the managerial functions 

moderate the competence/performance relationship?  The negative association between 
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managerial competence and ongoing outsourcing management may provide an approach 

for framing this study.  Asking what the most competent managers are doing that leads to 

supply chain performance may result in a list that can be investigated in identifying 

mediators to the competence/performance relationship.   

 Another approach is to look at what promotes ongoing outsourcing management 

either via the managerial functions or other mediators as suggested above.  In this case, 

the question can be posed: are firms that engage in strategic planning more likely than 

firms that do little planning to have a better understanding of what it takes to manage 

ongoing outsourcing relationships?  As was so noted earlier, when compared to other 

capabilities, managerial competence has a more direct relationship to a firm's 

performance than, for example, formal long-range planning (Rue & Fulmer, 1973).  So, 

what then might promote outsourcing management that is carried out on an ongoing 

basis?  Also, for example, as a potential driver, how might labor intense industries view 

outsourcing management that is carried out on an ongoing basis, differently than capital 

intense industries?  

 However, the question remains, what, in addition to ongoing outsourcing 

management via the managerial functions moderates the competence/performance 

relationship, and what are the drivers of these potential mediators?  Although this work 

takes a unique approach in its internal orientation towards outsourcing success, much 

opportunity in this area remains. 
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CHAPTER 4 

KEEPING AN EYE ON SUPPLIERS: AN EMPIRICAL ANALYSIS OF HOW 

MANAGERIAL COMPETENCE INFLUENCES 3PL PROVIDER MONITORING, 

GIVEN PERCEIVED RELATIONSHIP PERFORMANCE 

 

Introduction 

 I consider two forces that influence the degree to which a manager will monitor 

the performance of her 3PL provider.  I look at monitoring, which is defined as a focus 

on compliance with private, voluntary codes of conduct, expanding in meaning from its 

original focus on supplier compliance with national regulations and laws (Locke, Qin, & 

Brause, 2007), as a function of how the manager views her firm’s relationship with its 

3PL provider.  Should the manager feel that her provider’s interests are not perfectly 

aligned with her firm’s, she may be influenced to monitor her provider, as opposed to 

engage in a truly collaborative effort with the provider.  The act of monitoring can be 

largely explained by agency theory, which is offered as a theoretical foundation to this 

research.  However, first, I begin by looking to the manager’s ability to know when and 

when not to monitor the provider’s performance.  I consider managerial unit competence 

in monitoring the relationship and the ability to move towards collaboration in light of the 

fact that the interests of both parties might not be perfectly aligned.  Thus, the act of 

monitoring may also be explained by the competence of the managerial unit in bringing 

about collaborative efforts between channel members that result in the desired 

outsourcing performance. 

 The objective of this study is to contribute to our knowledge of client/provider 

relationships.  In this study the terms client and customer are used interchangeably, as are 

the terms provider and supplier.  My hypotheses are not only theoretically justifiable, but 
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also are supported by empirical research.  Survey research representing client/provider 

relationships across various industries, geographical locations, and firm sizes is gathered 

and utilized in testing the relationships among managerial competence, perceived 

provider performance, and time spent monitoring as a ratio of total time spent managing 

the outsourcing relationship across all of the managerial functions.  My three main 

findings are: 1.)  Managerial units who are deemed to be higher in competence monitor 

about 50% more, on the average, than managerial units who are deemed to be lower in 

competence.  2.)  The managerial units who are deemed to be higher in competence 

spend more than double the amount of time monitoring provider performance in which 

they have the least favorable view of the client/provider relationship.  3.)  Managerial 

units deemed lower in competence make no such adjustment in time spent monitoring, 

regardless of their view of the client/provider relationship.    

 This research offers insight into how the supply chain manager’s firm’s actions 

contribute to the success of outsourcing performance.  It is meant to supplement what 

was found in Chapter 3 regarding outsourcing performance.  It presents the supply chain 

manager (that is, the customer) with what he might want to do in the relationship, as 

opposed to what the provider firm should do.  Recall that much of the literature on 

outsourcing performance bears a provider focused emphasis. 

Literature Review 

 This study on the competence of the client firm’s managerial unit in managing 

relationships with 3PL providers and on how the client firm views the relationship with 

3PL providers, as determinants of how much time the manager will spend in monitoring 

3PL provider’s performance is rooted in the perspective of agency theory and the 
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associations between monitoring, collaboration, and trust.  Supply chain collaboration is 

introduced in this chapter as a means of contrasting it to monitoring, as was also briefly 

done in Chapter Two.  A thorough literature review on supply chain collaboration was 

previously provided in Chapter Two, and will be revisited in Chapter Five. 

Agency Theory 

 Agency theory states that in principal-agent relationships, it is generally 

impossible to perfectly align the agent’s interests with those of the principal’s.  

Asymmetric information can be exploited and costs arise from contracting, monitoring, 

and bonding, in attempts to eliminate potential advantages (Jensen & Mecklin, 1976).  

Consider the situation in which the client firm’s manager finds himself in an ongoing 

relationship with a provider firm in which contracting and bonding may have taken place 

in the initial phases of the relationship. Likening the theory to the situation the manager 

faces, he is left with deciding how much time to spend in monitoring, on an ongoing 

basis, at an expense to the firm, the provider’s performance if the client wishes to attempt 

to assess if a desired level of performance is being met.  As agency theory would suggest, 

if the manager is able to bring the interests of the two parties into alignment, which is at 

the heart of supply chain collaboration, she may be less inclined to undertake the act of 

monitoring.  Supply chain collaboration is defined as two or more members of the supply 

chain working together to create a competitive advantage through sharing information, 

making joint decisions, and sharing benefits (Simatupang & Sridharan, 2002).  Because 

supply chain collaboration is meant to bring opposing interests into alignment, it stands in 

contrast to monitoring as a means of ongoing outsourcing management.  Gundlach and 
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Cannon (2010) classify monitoring and collaboration as verification strategies, suggesting 

that one need not be utilized in the presence of the other.  

Monitoring 

 In this section of the literature review I consider monitoring and collaboration, 

their association with one another, and their association with trust. 

 Monitoring is not collaborative in nature (Lee, et al., 2011).  Its very act indicates 

an absence of trust (Schoorman, Mayer, & Davis, 2007), while trust is important if 

collaboration is to be achieved (Fawcett et al., 2012; Frazier et al., 2009; Barratt, 2004).  

Much literature speaks on the either/or usage of monitoring and collaboration and their 

association with trust.  It is typically believed that trust and monitoring are inversely 

related and trust and collaboration are directly related.  However, conflicting results are 

acknowledged. 

 In the inter-group relationships literature, to which I liken collaborative supply 

chain relationships, it is proposed that parties can use some combination of trust and 

monitoring to influence the level of cooperation.  For a given level of cooperation the 

parties should be compelled to reduce monitoring in response to high trust and increase 

monitoring in response to low trust (Ferrin, Bligh, & Kohles, 2007).  Ferrin et al. (2007) 

went on to find that increases in cooperative behavior resulted in increased trust and 

decreased monitoring.  (However, Ferrin et al., (2000) found that trust and monitoring 

were not substitutes for each other.)  By way of example, monitoring is then linked to 

desired performance, in the form of compliance, environmental and organizational 

performance, and cooperation.  External failure penalties and facility audits, as means of 

monitoring client/provider relations, were found to promote compliance (Handley & 
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Gray, 2013).  Environmental collaboration and monitoring practices among supply chain 

partners, additionally, were found to lead to improved environmental performance and 

organizational performance (Green, Zelbst, Bhadauria & Meacham, 2012).  Coletti, 

Sedatole, and Towry (2005), while acknowledging that prior research finds that the mere 

presence of a control system causes decision makers to view the collaborative setting as 

non-cooperative, and collaborators as untrustworthy, acknowledge that formal controls 

such as monitoring systems improve cooperation by reducing the incentives for 

opportunistic behavior.  Via experiment, they find that “a strong control system can 

enhance the level of trust among collaborators. They suggest that the mediating role of 

control-induced cooperation provides the mechanism by which control systems can 

increase trust in collaborative environments. They find this increased trust has a positive 

effect on the subsequent level of cooperation among collaborators. Taken together, the 

results suggest an increasing marginal benefit of control system strength arising from the 

trust that control-induced cooperation engenders.”  (Again, (Ferrin et al., 2000) present 

conflicting results, in that they find inconsistency.  They find that neither trust nor 

monitoring resulted in consistent changes in cooperative behavior.)  Yilmaz and 

Kabadayi (2006) similarly found that monitoring facilitates cooperation and moderates 

the effects of trust on cooperation. Trust is ultimately linked to performance in both inter-

organizational (client-contractor) and intra-organizational teams (Kadefors, 2004; Costa, 

Roe & Taillieu, 2001).     

  Other research serves to further clarify these relationships.  Gundlach and Cannon 

(2010) found that when a supplier was highly trusted, increased market monitoring had 

no effect on performance. On the other hand, when trust of a supplier was low, increased 
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market monitoring enhanced the supplier’s performance.  Additionally, in early stages of 

business relationships, monitoring and benevolence trust (which is one’s willingness to 

do as promised, as opposed to competence trust, or one’s ability to do as promised) 

interact to positively impact business performance. Continued monitoring in later stages 

interacts with benevolence trust to performance detriment. Conversely, monitoring and 

competence aspects of trust hurt business performance in earlier life stages  (Kusari, 

Hoeffler, & Iacobucci, 2013). As can be seen, the monitoring/collaboration/trust 

relationship associations are complex, multi-dimensional, and differ under varying 

degrees of monitoring, collaboration, and trust.  

 Before concluding the findings on monitoring, collaboration and trust, I consider 

Ferrin et al.’s (2000) finding that suggest that scholars and practitioners should consider 

whether “control mechanisms” like trust and monitoring are outcomes rather than 

determinants of cooperative behavior.  This suggests a shift in thinking and causality that 

may be partially supported per the literature discussed above.  I included Ferrin et al.’s 

finding that for a given level of cooperation, the parties should be compelled to reduce 

monitoring in response to high trust and increase monitoring in response to low trust.  

However, the majority of research finds that some desired outcome, such as cooperation 

is the result of monitoring, trust, or trust that follows monitoring.  Regardless of the 

causality, collaborative supply chain relationships are not likely to function as efficiently 

and effectively as possible without trust. 

   It is not nearly as imperative to the study at hand and the literature previously 

discussed, but due to its presence in the monitoring literature stream, I briefly mention the 

literature stream on monitoring mechanisms.  In mentioning but a few, continuous 
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supplier monitoring and improvement (SPIM) was recommended by Parkash and 

Kaushik (2011).  Additionally, software agents were tested and suggested as a means to 

improve dramatically the capabilities of current dashboard-monitoring systems (Moraga, 

Rabelo, Jones & Vila, 2011). Last but not least, Chae (2009) offers a background of why 

performance measurement is necessary for supply chain management success, pragmatic 

guidelines for designing and implementing performance metrics are offered, and critical 

KPIs with the definition, examples, and computation mechanism are provided. 

The Benefit of Collaboration In Outsourcing Relationships 

 Recall that supply chain collaboration was defined earlier as two or more 

members of the supply chain working together to create a competitive advantage through 

sharing information, making joint decisions, and sharing benefits (Simatupang & 

Sridharan, 2002).  In connecting it to outsourcing relationships, I acknowledge the point 

of view of Gottfredson, Puryear, and Phillips (2005), who suggest collaboration has risen 

in importance with the push to develop core competencies and strategic capabilities 

within the firm, while outsourcing everything else.  Thus, it is desirable to establish the 

benefit of a collaborative spirit in outsourcing relationships.    

   Theory on the resource based view (RBV) provides a vehicle for exploring the 

importance of a collaborative spirit in outsourcing.  The extended resource based view 

(ERBV), extends Barney’s (1991) resource based view (RBV) from the assumption that 

firms must own or fully control the resources to create value to the idea that the inter-

connected firms combine resources to achieve competitive advantage for the outsourcing 

client (Lavie, 2006).  The knowledge-based view (KBV) of the firm, which is an 

additional outgrowth of the resource-based view, states that knowledge is the most 
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strategically important of a firm's resources (Conner, 1991; Grant, 1996; Spender, 1996), 

and it may be gained via outsourcing with a partner who possesses some desired 

knowledge.  Further, absorptive capacity, is an organizational capability defined by 

Cohen and Levinthal (1990) as a firm's ability to recognize the value of new external 

knowledge, assimilate it, and apply it to commercial ends (Zacharia et al., 2011), which, 

too, may be reached via outsourcing.  Given the importance of each of these 

relationships, conducting them in a collaborative manner may lead to the information 

sharing, joint decision making, and sharing of rewards characteristic of supply chain 

collaboration and beneficial to such crucial relationships.  Collaboration enables a firm to 

achieve differential performance as it taps into the resources and routines that reside 

among diverse members of the supply chain (Mahoney & Pandain 1992; Dyer & Singh 

1998; Fawcett et al., 2012), much the same a might be desired in an outsourcing 

relationship.   

Conceptual Development 

Supply chain managers are motivated to outsource because they expect 

outsourcing will result in some benefit that the firm may not be able to otherwise achieve.  

Recall the finds of Chapter One that the ongoing management of outsourcing partially 

mediates the relationship of managerial competence on supply chain performance.  Also, 

the higher the managerial competence, the less time spent managing established 

outsourcing relationships, and that of the managerial functions of planning, coordinating, 

leading, educating, and monitoring, that only monitoring is significant with respect to 

managerial competence level.  Managers with moderate or high competence levels are 

about two times as likely to monitor their relationships with their 3PL provider, as 
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managers with lower competence levels.  I consider two forces that influence the degree 

to which a manager will monitor the performance of his 3PL provider.  I look at 

managerial unit competence and how the manager views the relationship with the 

provider.  The first hypothesis speaks to the relationship between managerial competence 

and monitoring.  The next two speak to how this relationship is changed given the 

manager’s perceived relationship with the provider. After the hypotheses development 

for each of these relationships, I will introduce each construct. 

Hypotheses Development 

 This research has three main hypotheses.  First, my research speaks to the 

relationship between managerial competence and monitoring.  Then it takes a more fine-

grained look into the managerial competence as a predictor of monitoring by studying 

how this relationship is changed given the manager’s perceived relationship with the 

provider.   

 I begin by offering support that more competent managerial units achieve their 

objectives because they better manage the process needed to bring about their desired 

results.  (Recall the value of managerial competence was also established in Chapter 3 H1 

and H3.)  More competent managers are more effective (Ekaterini, 2011) and promote a 

greater association between top managers and organizational outcomes (Lau, 2011; Lin, 

Chou, & Chen, 2012).  Managerial competence may also be an organizational capability 

that can be a major source of firm performance (Wernerfelt, 1984; Barney, 1991, 2001; 

Peteraf, 1993, Drnevich & Kriauciunas, 2011).  For example, Zacharia et al. (2011), and 

Fawcett et al. (2012) both found a connection between managerial ability (competence) 

and the establishment of collaborative relationships, which has a positive association with 
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firm performance (Cao et al., 2011).  For this hypothesis, monitoring is the desired 

behavior sought by management.  Additionally, given that monitoring is  a process level 

function, and the direct effects of capabilities are stronger at the process level (Drnevich 

& Kriauciunas, 2001), it may be that more competent managers monitor more. 

 I next remind the reader that agency theory, whose applicability in outsourcing 

relation was established above, supports the value of monitoring, and that I also provided 

examples of its value in the literature review.  Monitoring leads to some desired 

outcomes, such as compliance (Handley & Gray, 2013), environmental performance and 

organizational performance (Green, Zelbst, Bhadauria & Meacham, 2012), and 

cooperation (Coletti, Sedatole, & Towry, 2005; Yilmaz & Kabadayi, 2006). 

 Keeping in mind more competent managers better know how to bring about 

performance objectives via monitoring and knowing that monitoring is important because 

of agency theory and because it leads to desired results, I hypothesize that:   

H1: Managerial competence has a significant positive association with time spent 

monitoring 3PL provider performance. 

 

 It addition to the direct relationship investigated above, how the relationship is 

viewed by the manager is the subject matter of hypotheses two and three.  

 I begin by reminding the reader of conditional impact and/or benefits of 

monitoring.  Recall the mediating role of control-induced cooperation (Ferrin et al., 

2000), the moderating role of monitoring on trust and cooperation (Yilmaz & Kabadayi, 

2006), the differing impacts of monitoring in relationships of varying degrees of trust, 

(Gundlach & Cannon, 2010), and that the impact of monitoring varies based upon type of 
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trust and relationship length (Kusari, Hoeffler, & Iacobucci, 2013).  Clearly, a supply 

chain manager’s use of monitoring may need to be conditional. 

 I next discuss under what conditions a supply chain manager may wish to 

monitor.  In theory, collaboration enables a firm to achieve differential performance as it 

taps into the resources and routines that reside among diverse members of the supply 

chain (Mahoney & Pandain 1992; Dyer & Singh 1998; Fawcett et al., 2012).  The same 

can be said for outsourcing relationships and the ends can be achieved either through 

collaboration or monitoring.  However, this might be easier said than done, depending on 

the manager’s competence level with regards to managing 3PL relationships and how the 

manager views the relationship with the provider.  In the previous hypothesis I suggested 

that the more highly competent the manager, the more he will monitor 3PL provider 

performance.  At this point, I suggest that this is contingent upon how the manager 

perceives the relationship to be with the 3PL provider.  The manager may be wondering 

if the 3PL provider shares the same goals as his firm.  If so, perhaps he can trust the 

supplier.  If not, how might he reasonably believe the supplier would act in his firm’s best 

interest?  Agency theory suggests that perceived goal incongruence increases 

safeguarding behavior (monitoring) and impedes collaboration (Kumar, Schee & 

Steenkamp 1995; Duarte & Davies 2003; Gulati & Nickerson 2008; Rossetti & Choi 

2008; Groznik & Heese 2010; Fawcett et al., 2012).  Additionally, when the manager 

feels that his firm is being threatened, he may resist any information or resource 

commitment (desire to engage in more outsourcing or to approach collaborative 

relationships) (Williamson 1979; Fawcett et al., 2012), and engage in more monitoring.  

In a supply chain collaboration context, Fawcett et al. (2012) found that the balance 
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between the desire to establish a collaborative capability and the forces resisting 

organizational change is influenced by the management’s ability to identify and employ 

the correct enabling mechanisms.  In a monitoring context, I suggest that monitoring may 

not only be predicted by the manager’s ability to employ monitoring, as was 

hypothesized in H1, but will also be determined by the manager’s ability to act upon his 

perceived relationship with the 3PL provider, and that managerial units high in 

competence will better know of the conditionality of monitoring discussed above, and 

hypothesize as I have below. (This relationship is depicted in Figure 2). 

H2: For highly competent managers who consider perceived client/provider 

relationships, there is a significant negative association between how the 

relationship is viewed and time spent monitoring 3PL provider performance.     

 

H3: For managers of lower competence levels, perceived client/provider 

relationship will not be considered in time spent monitoring 3PL provider 

performance.  
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Construct Development 

 This research required the use of three constructs. 

Managerial Competence 

 Managerial competence was captured as an index via the McClelland/McBer Job 

Competence Model (Spencer & Spencer, 1993), just as was used in Chapter Three.  

Recall that I chose their generic managerial competency model because it is based on 36 

different managerial models covering a wide range of levels, functions, and 

environments.  I believed that this would best capture all scenarios, because it is possible 

that managers not directly involved with supply chain decisions, and across various levels 

of the organization, can nevertheless influence supply chain outcomes.  While the scale 

has 12 competencies, 5 were deemed to be outward looking, and, thus, reflect 

competencies with regards to managing relationships with 3PL providers.  They are in 

Table 7, below.  Each competency was captured on a 5-point likert-type scale (Likert, 

1932), as is all other tables in this chapter. 

Table 7 

McClelland/McBer Job Competency Scale for Relationship Management 

1.) Achievement orientation 4.) Interpersonal Understanding 

2.) Teamwork and cooperation 5.) Directiveness/assertiveness 

3.) Initiative  

 

Perceived Relationship 

 Perceived relationship was captured as a subset of the Knemeyer scale for 

evaluating the performance of third-party logistics arrangements (Knemeyer, 2004), just 

as was used in Chapter One.  However, as was the case above with using only outward 
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looking measures to measure managerial competence, this construct maintained only the 

8 relationship oriented questions.  They are listed in Table 8. 

Table 8 

Condensed Knemeyer Supply Chain Performance Scale for Perceived Relationship 

1.) Has values 5.) Is honest/not opportunistic 

2.) Adheres to principles/standards 6.) Keeps promises 

3.) Communicates relationship expectations 7.) Is fair and appropriately 

concerned 

4.) Seeks feedback 8.) Made investment on our behalf 

 
    

Provider Monitoring 

 Monitoring 3PL providers was gathered as a ratio of time spent monitoring over 

time spent across all managerial functions.  Fayol (1916) identified the managerial 

functions as planning, organizing, leading (educating), coordinating, and controlling.  To 

the extent that management pioneers all published management texts in the 1950s that 

defined management as a process consisting of a set of similar, interdependent functions, 

following the spread of Fayol’s work to the United States, and that management 

textbooks are still organized in this manner, this method for framing management 

endures.  This construct is not provided in tabular form in this chapter, because it is the 

same as was provided in Chapter One, Table 2.  Table 3 is additionally duplicated to 

measure the 9 task categories takes from Langley’s 2009 industry report. 

Methodology 

Respondent Profile 

 This study utilized a random sample of 52 participants who have supply chain 

management experience and are employed by companies who utilize 3PL service 

providers, which was large enough to achieve statistical power (Cohen, 1992).  Despite 
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that this is the same survey as was used in Chapter Three, because this research relied on 

fewer questions than the research in Chapter Three, I was able to use more of the 

incomplete surveys and the specifics of this difference are detailed below.   

 The majority of the participants are employed in purchasing and procurement 

(40%); followed by operations management (14%), supply chain management (6%), 

traffic and transportation management (10%) and other (30%).  “Company president” is 

an example of one of the participants who fell into the “other” category.  The companies 

represented are from a number of different industries including chemical, food 

processing, aerospace, automotive, paper, telecommunications, and retail.  Thirty-six of 

the 52 companies (69%) operate in the international arena, while 16 (31%) are regional 

players in the US market.  They range in size from small (less than 100) employees to 

large (greater than 10,000) employees. Figure 3 provides details on firm size. 
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Survey Instrument 

 The survey instrument is discussed in Chapter Three. 

Research Methodology and Statistical Analysis 

 I began by ruling out multicollinearity between managerial competence and 

provider view via the variance inflation factor (VIF = 1.13) (Hair et al., 1995).  

Additionally, I validated the scales via Cronbach’s alpha (Cronbach, 1951; Streiner, 

2003), to find that they were acceptable at .749 for managerial competence and .866 for 

provider view.  Then I analyzed the data via two-way ANOVA in SPSS utilizing a 3X2 

factorial design. I utilize Fisher’s LSD (Least Significant Difference), due to a significant 

main effect, one dichotomous independent variable, and one three-level categorical 

independent variable.  Additionally, a series of 2X2 factorial ANOVAs were run to look 

at interactions on pair-wise comparisons between relationships at levels 1-2, 2-3, and 1-3.   

Results 

 Recall that the dependent variable in this analysis is time spent monitoring 3PL 

providers as a ratio of total time spent managing 3PL providers.  Also recall the predictor 

variables of managerial competence and perceived relationship performance.  Managerial 

competence is dichotomized at a mean of 18.74 (Range 8-25).  It is meant to measure the 

manager’s competence regarding outward focused relationships, such as would be the 

case with 3PL providers.  It is a 5 item scale.  Perceived relationship is a three-level 

categorical variable with a mean of 29.92 (Range 18-40), meant to measure how the firm 

views the relationship with the 3PL provider.  It is an 8 item scale.   
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 A two-way ANOVA found a main effect for competence of F(1, 41) = 11.629, p 

< .05 and a main effect for perceived relationship of F(2, 41) = 2.588, p < .10.  There was 

also an interaction between competence and perceived relationship of F(2, 42) = 3.454, p 

< .05.  Simple effects tests showed that competence influences the time spent monitoring 

provider performance when perceived view of the relationship is low F(1, 41) = 11.113, p 

<  .05.  However, when the perceived view of the relationship is medium F(1, 41) = .356, 

p > .05, and when it is high F(1, 41) = 1.661, p > .05, i.e., there is no difference for levels 

of competence. 

 Figure 4 provides a plot of the relationships tested in this research.  As can be 

seen, managers of higher competence spend more time monitoring their 3PL provider’s 

performance than managers of lower competence.  However, managers of higher 

competence do not monitor their 3PL provider’s performance evenly.  They adjust for 

how they perceive the relationship to be with the provider.  The more highly they view 

the relationship, the less they monitor, while the lower they view the relationship, the 

more they monitor the provider’s performance.  Managers of lower competence levels 

make little adjustment, regardless of how they view the client/provider relationship.  

Means are also provided in Table 9. 

I hypothesized in H1 that managerial competence has a significant positive association 

with time spent monitoring 3PL provider performance.  Per the results above, H1 is 

confirmed.   Managerial competence possesses predictive power of 22% with regards to 

monitoring provider performance, given a partial eta squared of .221.  Therefore, 

although it is not solely responsible, managerial competence has a substantial impact on 

the amount of time a manager will spend monitoring an outsourcing provider. 
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          Table 9 

          Variable Means 

Managerial 

Competence 

Perceived 

Relationship 

Monitoring/ Total 

Management 

Low Low 0.17 

  Medium 0.2513 

  High 0.1492 

  Total 0.1985 

High Low 0.6333 

  Medium 0.2975 

  High 0.2714 

  Total 0.3129 

 

 

  

I also hypothesized that managerial competence, in conjunction with perceived 

relationship with the 3PL provider, would lend additional insight into time spent 

monitoring 3PL provider performance.  Specifically, H2 states that for highly competent 

managers, with the addition of perceived client/provider relationships, there is a 

significant negative association between how the relationship is viewed and time spent 
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monitoring 3PL provider performance. In H3, I stated that for managers of lower 

competence levels, the addition of perceived client/provider relationships will not be 

considered in time spent monitoring 3PL provider performance.  As with H1, the above 

results confirm these hypotheses.  The partial eta squared of .144 on this interaction 

suggests explanatory power with regards to monitoring provider performance of 14%.   

 Pair wise comparisons provide a more fine grained view of the relationship 

between the interaction of managerial competence and perceived provider relationships 

as predictors of time spent monitoring.  In a test of between-subjects effects at perceived 

provider relationships of low and medium, the interaction is indeed significant and 

provides the highest predictive power of all three pair-wise comparisons (p = .005, .26).  

However, when looking at the pair-wise comparison between medium and high views of 

providers, the interaction is not significant and is only marginally significant (p = .106, 

.115) when comparing the high and low groups with respect to perceived relationships 

with providers.  I suspect that what can be seen with respect to the highly competent 

managers is muted by the apparent inactions taken by the managers of lower competence 

levels to take perceived relationship into consideration in choosing how much time to 

spend in monitoring performance. Regardless, these results confirm H2 and H3.     

Managerial Implications and Discussion 

 This research bears a number of managerial implications.  First, it speaks to the 

importance of managerial competence in knowing how to manage client/provider 

relationships.  As this particular independent variable was dichotomized, it may be the 

case that even managers who measure even slightly above average in terms of managerial 

competence may have considerable insight in knowing how to manage client/provider 



71 

relationships.  In the case of this research, knowing how to manage client/provider 

relationships should be thought of as knowing when to monitor provider performance and 

when not to monitor provider performance.  Having said this, this research also speaks to 

the importance of having managers who are able to accurately assess the client/provider 

relationship.  Thus, the manager will know when he/she needs to put effort into 

monitoring provider performance, as well as when additional effort is unnecessary.  The 

reader should be well aware that what was demonstrated to be true for the manager with 

high competence levels, did not hold for the manager with a lower level of competence.  

Additional information on perceived client/provider relationships was not reflected as 

making a difference in the manager’s decision making.  For example, the results might 

suggest that the apparent inaction by managers of lower competence levels to take into 

account perceived relationships was so strong that it muted the change in actions taken by 

the highly competent mangers in choosing how much time to spend monitoring provider 

performance, given similar information on perceived relationships. 

 It must additionally be noted that what was attributed to managerial competence 

may be less about the ability to desire to behave in a competent manner, and more about 

the inability to implement what might be considered competent behavior.  For example, it 

is known that internal collaboration mediates the relationship between external 

collaboration and logistical service performance. In other words, if firms want to improve 

service performance through collaboration with external customers and suppliers, they 

need to enhance internal collaboration (Stank et al., 2001).  Thus, failure to take 

perceived client/provider relationships into consideration when monitoring provider 
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performance can be as much a result of the manager’s inability to carry out desired 

actions, despite his desire to carry out such actions.  

 Additionally, perhaps the ability to manage by exception, as a result of 

technological capabilities, could be a resource available only to the high competence 

managers that might serve to enhance their competence.  Should such a resource not be 

afforded by a manager, it might help to result in a lower managerial unit competence 

score.  

Limitations 

 The greatest limitation of this research is the difficulty in collecting quality data. 

The sample size is smaller than I would have hoped. As this survey was lengthy and 

asked for firms to reveal some specific and potentially confidential information, I 

received many incomplete surveys.  Last but not least, it must be acknowledged that the 

use of 4PLs may lead to underreporting of the monitoring function, as well as all 

managerial functions, as these functions may be performed by the 4PL provider.   

Future Research 

 It might be beneficial to extend this research by looking into what types of 

monitoring mechanisms that supply chain managers engage in that are most beneficial in 

supply chain management today.  Additionally, it may also be beneficial to look into 

what specific outsourcing provider behaviors promote monitoring.  Both have managerial 

implications. 
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CHAPTER 5 

 

A MATTER OF TRUST:  PSYCHOLOGICAL CONTRACT BREACH IN NEW AND 

ESTABLISHED SUPPLY CHAIN COLLABORATIONS AND THE PERCEPTION OF 

JUSTICE 

 

Introduction 

 Supply chain managers frequently engage in collaborative supply chain 

relationships (CSCRs) to gain operational or strategic advantages.  This might be due, in 

large part, to having to react to an opportunity in the marketplace that the firm cannot 

achieve alone, thus requiring the core competencies of a strategic partner.  However, as a 

result of the changing landscape of contemporary, global commerce, supply chain 

collaborations present different challenges to today’s supply chain managers than those 

faced by managers in the recent past.  This is due to three reasons.  First, long-term 

relationships are being replaced, in part, by episodic relationships (Zacharia et al., 2011); 

second, firms are being pushed in the direction of collaboration, whether or not they have 

prior traditions of trust-based supplier relations (MacDuffie & Helper, 2006); and third, 

in the process of collaborating, a firm may disclose strategic information that may bring 

unforeseen consequences, should the collaborative partner not handle shared information 

with confidentiality (Frazier et al., 2009). 

 At the heart of these collaborative supply chain relationships is one’s decision to 

trust or not to trust a specific, potential collaborative partner.  Supply chain managers are 

well aware that not all potential partners can be trusted to be reliable collaborators that 

deliver what they promise.  Previous findings suggest that managers spend a 

disproportionate amount of time in monitoring their partners (Blessley, 2012), which 

indicates an underlying suspicion of their collaborators.  My work suggests that the 
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degree of trust in managing supply chain relationships is related to the inherent 

psychological contract.  Recall that this is an employee’s belief about the terms and 

conditions of a reciprocal exchange agreement (Robinson, 1996; Rousseau, 1989).  If the 

psychological contract is breached, meaning that the employee’s beliefs are not entirely 

substantiated, it leads to unmet expectations and a loss of trust (Robinson, 1996).   

 This paper seeks to unlock our understanding of the importance of trust in a 

collaborative supply chain relationship, which is a special case of a dyadic, inter-firm, 

team-based, business-to-business relationship.  In doing so, I take an inter-disciplinary 

approach and borrow from the organizational behavior literature.  This research focuses 

on whether initial trust, the amount of trust the parties had before engaging in 

collaborative relationships, is imperative to a CSCR’s success, which is assessed in a 

number of different ways.  I first study how initial trust, as opposed to distrust, impacts 

psychological contract breach, before looking at its impact on goal achievement, 

subsequent trust and future collaborative intentions.  I propose a taxonomy for what 

actions signal trustworthiness to the customer, a term which is used interchangeably with 

client.  Psychological contract breach, unmet operational and relational expectations, and 

performance objectives are also defined.  Then I briefly address distributive justice, or the 

fair distribution of rewards (Adams, 1965), to study the importance of trust to the 

perception of justice.     

 I find that a supply chain manager who has low initial trust when entering into a 

collaborative supply chain relationship will in general report greater feelings of 

psychological contract breach (PCB), and I find that this is stronger when the respondent 

reports on his suppliers, as opposed to his customers.  However, I also find that higher 
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trust is also linked to higher PCB, with respect to customer relationships.  I find that once 

psychological contract breach has occurred, the supply chain manager will report that 

goal achievement is lower, and is less likely to report that relational expectations are 

being met.  In addition, I find that the degree of PCB is an important predictor of future 

trust and collaborative intent.  The more trust the supply chain manager has in his 

supplier before the breach, the more trust he has after the breach, regardless of the 

magnitude of the breach.  However, the greater the magnitude of the breach, the less the 

client is interested in collaborating with the supplier, despite reports that trust has not 

been lost.  For breaches of greater magnitude, supply chain managers in less trusting 

relationships report greater collaborative intentions than supply chain managers in more 

trusting relationships; however, this relationship is reversed for breaches of lesser 

magnitude.  Additionally, I also find a tipping point in which great breaches lead to a 

retraction of trust.  With respect to justice, I find that a supply chain manager’s 

perception of just distribution is directly related to his perception of trust.  Despite 

studying CSCRs rewards are not always equitability distributed.  

 These findings are empirically supported via both, interview and survey research. 

Literature Review 

 Previous supply chain collaboration literature has addressed trust.  A trust-based 

collaborative culture was identified as the number one ranked of eight enablers for a 

CSCR, while lack of trust was identified as the biggest resistor to CSCRs (Fawcett et al., 

2012).  Others extol the need to have trusting relationships if collaboration is to be 

achieved (Frazier et al., 2009; Barratt, 2004).  Frazier et al. (2009) studies what motivates 

suppliers and their customers to share and integrate knowledge in order to improve their 
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capabilities.  Sako (1992) explores buyer/supplier relations and distinguishes between 

arms-length contractual relations, which requires contractual and competence trust, and 

obligational contractual relations, which additionally require goodwill trust.  Blessley 

(2012) finds that the most competent supply chain managers possess a monitor and 

manage-by-exception mentality, which would suggest an absence of trust.  Others 

suggest that trust is the effect of collaboration (Nyaga, Whipple, & Lynch 2010; Whipple 

& Russell, 2007).  For example, Nyaga et al., (2010) found that collaborative activities, 

such as information sharing, joint relationship effort, and dedicated investments lead to 

trust and commitment.  Whatever the direction of causality, an association exists between 

trust and supply chain collaboration. 

Trust has also been studied with respect to PCB.  The organizational behavior 

literature on initial trust finds a negative association between initial trust in the employer 

and psychological contract breach (Robinson, 1996).  Robinson (1996) went on to find 

that this psychological contract breach is negatively related to employee contributions 

(goal achievement), but that feelings of unmet expectations and loss of trust mediate this 

relationship.  Additionally, prior trust moderates the relationship between psychological 

contract breach and subsequent trust, such that those with lower prior trust experience a 

greater decline than those with higher prior trust after a perceived breach (Robinson, 

1996).  In a more fine grained approach, Grimmer and Oddy (2007) found that it is more 

specifically the relational dimension of the psychological contract, as opposed to the 

transactional, that mediates psychological contract violation on commitment and trust. 

Weber, Malhotra and Murninghan (2004) identified an affective component and a 

cognitive component to trust, in which the cognitive component needs to precede the 
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development of an affective component (Atkinson, 2007).  The affective component, as 

would likely be promoted by collaboration (Lövblad, Hyder, & Lönnstedt, 2012),  might 

cause someone to take a sudden risk not warranted by the available evidence (Schoorman 

et al., 2007) and can continue in the absence of cognitive trust (Atkinson, 2007).  

Schoorman et al. (2007) find that while emotions may create a temporary “irrationality” 

with respect to trust, after a period of time the cognitive component would lead a decision 

maker to return to a rational perspective.  The impact of affect on PCB was studied via 

the work of Robinson and Rousseau (1994).  They find that people in more collaborative, 

as opposed to transactional, arms-length relationships, have a more adverse reaction to 

breach, making emotions of violation more likely. 

 Other literature tracks a recent trend in CSCRs, where firms are being pushed in 

the direction of collaboration, whether or not they have prior traditions of trust-based 

supplier relations (MacDuffie & Helper, 2006); where long-term relationships are being 

replaced, in part, by episodic relationships (Zacharia et al., 2011); and where, in the 

process of collaborating, a firm may disclose strategic information (Frazier et al., 2009).  

Essentially, supply chain decision makers might be faced with entering into episodic 

collaborative relationships with partners with whom they have little experience and, 

therefore, little basis for trust, on terms that may be of great strategic importance to them. 

Thus, this paper offers a contemporary look into collaborative supply chain relationships 

under conditions that many managers would consider less than ideal.   

Note that the contexts and findings of these other studies differ from the present 

paper.  This current study extends the body of literature on trust in supply chain 

collaborations.  It provides an inter-firm perspective on the association between trust and 
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PCB.  In particular, I seek to understand if supply chain managers behave differently 

under varying degrees of trust.   

Hypotheses Development 

 This research proposes a typology of new supply chain collaboration trust signals, 

defines PCB, operational and relational expectations, and tests three sets of hypotheses.  

The first set of hypotheses speaks to the relationship between initial trust and 

psychological contract breach.  The second speaks to the relationship between 

psychological contract breach and the performance that is the goal of the collaborative 

relationship, as mediated by feelings of unmet operational and relational expectations.  I 

then view trust that might have been established in the course of the supply chain 

relationship as a moderator between psychological contract breach and subsequent 

feelings of trust for the supply chain partner, before incorporating future purchase 

intentions in the third set of hypotheses.  In this, I hypothesize a tipping point in which a 

positive relationship between two trust variables turns to a negative relationship at a 

maximum point.  My final hypothesis predicts an association between trust and justice in 

collaborative supply chain relationships. 

Hypothesis 1 

 In the context of an employer/employee relationship, as the employee’s initial 

trust in her employer increases, her perception of PCB by the employer decreases 

(Robinson, 1996).  In H1, I suggest that the nature of the collaborative supply chain 

causes it to mimic Robinson’s intra-organizational environment, and extend this finding 

to inter-organizational supply chain collaborations.  Thornton, Esper, & Morris (2011) do 

this when they suggested that the intra-organizational pattern of counterproductive work 
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behavior can be applied to inter-organizational relationships, which further justifies my 

hypotheses.  Breach timing offers additional support to this argument.  Given that earlier 

breaches may pose a greater barrier in the psychological contract formation than later 

breaches (Eckerd, Hill, Boyer, Donahue, & Ward, 2013), earlier trust may alter the 

impact on PCB.   

 Before proceeding, I offer some clarification regarding my terminology.  The 

terms client and provider will be utilized in the hypotheses below, although customer and 

supplier may be substituted with client and provider, respectively.  These terms were 

chosen, as client and provider connote a longer-term and more in-depth relationship than 

a simple, arms-length, one-time customer and supplier interaction.   

H1a:  A client’s initial trust in a provider in a dyadic and collaborative supply 

chain relationship will be negatively related to perceived psychological contract 

breach by the provider. 

 

 Taking this first hypothesis one step further, I look to the direction of the dyadic 

relationship as having an impact on the relationship hypothesized in H1a, above.   

 When Langley (2009) measured performance between the two parties to an 

outsourcing relationship (clients reporting on their provider’s performance and providers 

reporting on their own performance), he found that the client assessed the provider’s 

performance as lower than the provider’s self-assessment (Langley, 2009).  Because 

providers tend to have a more favorable opinion of themselves than their clients do, I 

hypothesize that this will carry over to feelings of psychological contract breach.  

Providers will underestimate how much they are breaching the psychological contract. 

Given the point made in the previous hypothesis, I hypothesize that initial trust will 

lessen feelings of psychological contract breach more so in the downstream direction 
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(when the client trusts the provider) than in the upstream direction (when the provider 

trusts the client). 

H1b:  A provider’s initial trust in a client in a dyadic collaborative supply chain 

relationship will be negatively related, but to a lesser degree, to perceived 

psychological contract breach than will be the client’s. 

 

Hypothesis 2 

 Robinson (1996) found that, in the context of an employer/employee relationship, 

psychological contract breach is negatively related to employee output, but that feelings 

of unmet expectations and loss of trust mediate this relationship.  This relationship is the 

starting point for my next set of hypotheses.  I will propose to test if a similar relationship 

exists in supply chain collaboration and further, whether PCB is negatively related to goal 

achievement via unmet operational and relational expectations, but I need to develop 

these hypotheses more precisely.  

 Recall from Chapter Four that agency theory states that in principal-agent 

relationships, it is generally impossible to perfectly align the agent’s interests with those 

of the principal’s and that asymmetric information can be exploited (Jensen & Mecklin, 

1976).  Consider a principal (i.e., customer), who is engaged in a relationship with an 

agent (i.e., supplier).  If the principal feels, under conditions of psychological contract 

breach, that his supply chain partner is behaving opportunistically, I suggest that his 

reaction will not be to withhold his own effort as is the case with Robinson’s (1996) 

finding.  Instead, it will be to perceive that the goal of the collaboration is being 

compromised by the actions of the collaborative supply chain partner (the agent/supplier).  

Similarly, with respect to goal achievement, McFarlane Shore and Tetrick (1994), when 

studying transactional, as opposed to collaborative, interaction in an intra-firm context, 



81 

find that the employee likely perceives his obligations are reduced or the employer’s 

obligations are increased in an attempt to arrive at a new just goal after PCB has 

occurred. 

 Shifting gears, it has been found that expectations of two different natures exist.  

This research describes them as operational and relational.  Other research utilizes 

slightly different terminology, and suggests the higher order of relational expectations 

over operational expectations.  For example, one stream of research distinguishes 

between transactional and relational obligations and likens transactional obligations to 

hygiene factor theory, suggesting that they lose salience once fulfilled and the focus 

moves on to relational obligations (Atkinson, 2007).  In another, there is support for a 

willingness of participants to allow emotions to drive outcomes when they are attitudinal 

and otherwise hidden from the supplier, as would be the case with relational expectations, 

as opposed to operational expectations.  Outcomes that are transparent work behaviors, 

and therefore observable, do not allow participant’s actions to be dictated by the emotions 

they are experiencing (Eckerd et al., 2013), which speaks to my operational expectations.   

 Operational outcomes – for example, improving product quality, reducing process 

cycle time, and improving customer value – lead to relational outcomes, such as trust, 

credibility, and relationship effectiveness (Zacharia et al., 2011).  In this research I 

reverse this association and suggest that relationship degradation, such as loss of trust, 

will lead to perceptions of performance degradation and ultimately to unmet goals.  

Simons and Peterson (2000) found that intergroup trust moderates the relationship 

between task and relationship conflict, and that trust is the key to gaining the benefits of 
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task conflict, with the goal of improving performance through group synergistic effects, 

without suffering the costs of relationship conflict. 

 It has been established repeatedly that relationship conflict (as opposed to task 

conflict) hurts team performance (De Dreu & Weingart, 2003).  In a team conflict 

situation, group members have been known to spend their time and energy focusing on 

each other, rather than on the group’s task-related problems (Jehn, 1995; Simons & 

Peterson, 2000).  Note the distinction made regarding relationship and task conflict.  

Examples of task conflict are conflicts about the distribution of resources, procedures and 

policies, and judgments and interpretation of facts.  Examples of relationship conflict are 

conflicts about personal tastes, political preferences, values, and interpersonal style.  This 

distinction was made because it has been commonly employed in the organizational 

behavior literature (De Dreu & Weingart, 2003).  It is also being made because the 

present study likens relational expectations to what teams might desire in good working 

relationships, the absence of which causes a decrease in team performance.  However, 

while task conflict was originally held to be beneficial to team performance (Jehn, 1995), 

it was later found to be detrimental to team performance (De Dreu & Weingart, 2003), 

and I make the same argument with respect to unmet operational expectations that I made 

with (unmet) relational expectations.  I suggest that if operational expectations, i.e., what 

a team might desire in good working relationships, are absent, the absence causes a 

decrease in team performance. 

 Agency theory gives the client in the supply chain collaboration good reason to 

ask if its collaborative partner is breaching the psychological contract via compromised 

goals achievement.  The link between operational and relational outcomes might lead a 
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supply chain manager to not only question the operational outcome, but the relationship, 

as well.  This relationship is depicted in Figure 5, below.  Knowing that task and 

relational conflict lead to a decrease in team performance, such as in a CSCR, I 

hypothesize the following: 

 

H2a:   Psychological contract breach in a dyadic and collaborative supply chain 

relationship will be negatively related to perceived collaborative relationship 

performance. 

 

H2b:  A sense of unmet operational expectations will mediate the relationship 

between psychological contract breach and perceived collaborative relationship 

performance in a dyadic and collaborative supply chain relationship. 

 

H2c:  A sense of unmet relational expectations will mediate the relationship 

between psychological contract breach and perceived collaborative relationship 

performance in a dyadic and collaborative supply chain relationship. 
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Hypothesis 3 

 

 These next hypotheses question how subsequent trust, after a psychological 

contract breach, is influenced by the degree of trust that was present in the collaborative 

supply chain relationship.  I then look at the ability to salvage future business relations 

via collaborative intentions.  

 It has been found that, in the context of an employer/employee relationship, prior 

trust moderates the relationship between psychological contract breach and subsequent 

trust, such that those with lower prior trust will experience a greater decline in trust after 

a perceived breach than will those with higher prior trust (Robinson, 1996). In this 

research I look at the impact of prior trust, which I term established trust, and define it as 

when trust is present between the parties in a relationship before the breach of 

psychological contract.  I look to see how it impacts subsequent trust, which is defined as 

one’s trust after a PCB has occurred.  It is captured with the question of how much a 

customer trusts its supplier in the future, and considered through the lens of loss aversion, 

reasoned action, and planned behavior, in addition to the literature on trust.  

 Organizational behavior and consumer behavior literature is then employed to 

predict a tipping point, which will be discussed in the hypotheses that follow. 

The endowment effect (Thaler, 1980) states that value appears to change when a 

good is owned, such that the loss of utility associated with giving it up, is greater than the 

utility gain associated with receiving it.  The effect is that giving up something, in this 

case, trust, in a relationship, is viewed as a loss with greater utility than that which would 

be gained when initially entering the relationship.  Moreover, loss aversion (Kahneman & 



85 

Tversky, 1984), in which losses loom larger than the corresponding gains, would 

additionally speak to a desire to want to continue to perceive trust in a relationship.   

Of additional consideration is Sako (1996), which showed that collaborative 

relationships depend on goodwill trust above and beyond the contractual and competence 

trust required in arms-length relationships.  When considering that goodwill trust is likely 

what the respondents are referring to when they report established trust, and that the 

affective component of trust has been found to cause someone to take a sudden risk not 

warranted by the available evidence (Schoorman et al., 2007), I suggest that it might be 

aroused in a situation such as this, and hypothesize the following (as depicted in Figure 6) 

with respect to subsequent trust. 

 

H3a: Established trust will moderate the relationship between PCB and 

subsequent trust, such that those with higher established trust will retain a 

greater degree of subsequent trust.  

 

I now explore the supply chain manager’s future intentions to collaborate.  

Intentions regarding future business are rooted in the theories of reasoned action 

(Fishbein & Ajzen, 1975) and planned behavior (Ajzen, 1985).  According to the theory 

of reasoned action, if a person views the suggested behavior as positive (attitude), and if 

he thinks that his partner wants him to perform the behavior (subjective norm), this 

results in a higher intention (motivation) and he is more likely to do so.  According to the 

theory of planned behavior, an individual’s behavior will be driven by his intentions, 

based upon personal attitude, subjective norms, and perceived behavioral control.  

Therefore, supply chain managers holding the attitude that they intend or need to 



86 

continue to engage in collaborations, especially under the influence of others who wish to 

see the collaborations continue, will be more motivated to do so. 

That trust-building activities, like sharing highly confidential information, which 

is indicative of someone’s intention to remain in the relationship, generally only occur 

after a certain level of trust already has been developed (Hart & Johnson, 1999), speak to 

how the moderator, established trust, might figure into this relationship.  Likewise, this 

can be seen in the outcomes on purchase intentions under relationship-destroying 

activities.  In an experimental setting in which participant assumed the role of purchasing 

managers, attribution (reneging), severity, and timing of psychological contract breach 

were all found to directly lead to a decrease in future order size (Eckerd, 2013).  My 

research equates future order size to collaborative intentions and suggests that this is 

motivated by a loss of trust.  This relationship is depicted in Figure 2, and I hypothesize 

as follows: 

H3b:  Established trust will moderate the relationship between subsequent trust 

and future collaborative intentions, such that those with higher established trust 

will be more willing to engage in future collaborative business. 

 

 Additionally, I suggest that there exists a tipping point at which this relationship 

between PCB and subsequent trust reverses, such that in extreme cases of PCB, greater 

established trust does not result in greater subsequent trust being given, but less 

subsequent trust.  I develop this line of thought below. 

 When a supply chain manager chooses to give subsequent trust based upon 

established trust, which is a relationship maintaining act, the trusting relationship is the 

focus of the endowment effect discussed earlier.  However, H3c  is motivated by a shift in 

focus for the supply chain manager.  In the case of the supply chain manager’s desire to 
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withdraw subsequent trust, the focus is on avoiding the loss of something else of personal 

importance to the supply chain manager, as opposed to being relationship maintaining.  

The supply chain manager is behaving as would be expected under the endowment effect; 

however, the focus of the endowment has changed from trust maintenance to the 

maintenance of something else of value to the participant.   

Organizational behavior literature on person-organization fit additionally lends 

support to a tipping point in employer/employee relationships.  Person-organization fit is 

defined as the congruence between patterns of organizational values and patterns of 

individual values (Chatman, 1989).  Chatman (1991) found that new employees whose 

values most closely matched those of the firm’s felt more satisfied and intended to 

actually remain longer; those whose values did not closely match, intended to leave.  

While the former case would result in an upward-sloping linear relationship between 

retention (x axis) and satisfaction (y axis), the latter would flatten out and resemble an 

inverted U, and thus identify the tipping point.  Robinson and Rousseau (1994) directly 

link violation of the psychological contract, which they suggest may bear responsibility 

for the dissolution of the intra-firm relationship.  In this instance, I liken feelings of 

psychological contract breach to the perception of lack of shared values.  In doing so, I 

am again likening inter-firm collaborative relationships to intra-firm relationships and 

suspect that a collaborative supply chain partner will withhold subsequent trust as a result 

of low satisfaction and resulting poor fit in the relationship.  Brockner, Tyler, and 

Cooper-Schneider (1992) find this tipping point.  They concluded when studying attitude 

and behavior change by employees following a layoff that higher perceptions of 
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unfairness coupled with higher prior commitment to the company resulted in a situation 

of  “the higher they are, the harder they fall.”   

 I also suggest this situation has a parallel that can be found in the consumer 

behavior literature.  Hart and Johnson (1999) speak of such a tipping point.  They refer to 

it as a trust defect, which is essentially a breach in the customer’s psychological contract 

by the business from whom she is making a purchase.  As was the case in the person-

organization fit discussed above, while the relationship before the trust defect would 

result in an upward sloping linear relationship between retention (x axis) and satisfaction 

(y axis), a trust defect would cause the line to flatten out and resemble an inverted U, and 

again indicate a tipping point.  Positive brand equity is eroded, and future sales will 

decrease, for customers who are subject to this trust defect.  This is because the customer 

feels not only a sense of loss, but a sense of betrayal, and chooses to exit the relationship 

(Hart & Johnson, 1999).  In an online market context, longitudinal data confirm that 

buyer intentions do influence actual transactions over time (Pavlou & Gefen, 2005). 

As trust’s affective component has been cited throughout this paper, I am once 

again calling on it to help offer an explanation as to how a PCB causes a tipping point.  

Recall that the affective component of trust might cause someone to take a sudden risk 

not warranted by the available evidence.  In the case of the supply chain manager in a 

high trust relationship, this sudden risk, would be to extend subsequent trust, even though 

PCB has and/or is occurring.  Further, recall that proponents of the strictly cognitive 

approach to decision making about trust would argue that while emotions may create a 

temporary “irrationality” about the data on trust, the decision maker does return to a 

rational perspective (Schoorman et al., 2007).  I suggest that the catalyst for this behavior 
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is a PCB that can no longer warrant the client’s extending trust to the collaborative 

provider.  Schoorman et al. (2007) go on to suggest that it is likely that this affective 

response dissipates over time after a violation of trust, and I suggest that this too yields 

the tipping point via a breach of the psychological contract.   

 Although the organizational behavior and consumer behavior literature just 

discussed pose slightly different reasons for the employee and customer, respectively, 

choosing to exit the relationship, the idea is that there is a point at which the client 

chooses to exit, as opposed to maintain, the relationship.  See Figure 6 below, for a 

graphical depiction.  Thus, I hypothesize a tipping point exists in which subsequent trust 

is withdrawn. 

 

H3c:  Established trust will moderate the relationship between psychological 

contract breach and subsequent trust such that in extreme cases of breach those 

with higher established trust will result in a lesser degree of subsequent trust.  
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Hypothesis 4 

 In this section I explore the role of distributive justice in collaborative supply 

chain relationships.  Recall that Adams (1965) defines distributive justice as the fair 

distribution of rewards.  This study incorporates distributive justice, as it bears a 

significant link to understanding trust and CSCRs.   

 Distributive justice is linked to organizational commitment in an intra-firm, 

employer/employee context (Gaetner & Robinson, 2000).  This might be a result of the 

distributive justice/trust association.  For example, if the employee feels he is receiving 

equitable treatment, he may trust the employer, and choose to be committed to the 

organization.  I say this because, in the inter-firm context, it has been found that trust in a 

supply chain partner is possible only if suppliers share the rewards, as opposed to only 

the risks of collaboration (Dyer, 1996).  Thus, Dyer’s work (1996) would seem to imply 

that these two virtues are so closely linked that one cannot come without the other.  

Supply chain collaboration is two or more members of the supply chain working together 

to create a competitive advantage through sharing information, making joint decisions, 

and sharing benefits (Simatupang & Sridharan, 2002).  The definition provides us with 

three acts, all three of which are argued to precede or follow trust, and the last, of which 

is a condition of distributive justice.  Therefore, I conclude that distributive justice must 

be studied in understanding trust and collaborative supply chain relationships.   

 Relative depravation and social comparison are at the root of distributive justice.  

Relative depravation  is the idea that people’s reactions to outcomes depends less on the 

absolute level of those outcomes than on how they compare to the outcomes of others 

against whom people judge themselves (Colquitt, Greenberg & Zapata-Phelan, 2001; 
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Stouffer, Suchman, DeVinney, Star, & Williams, 1949; Festinger, 1954).  Thus, the 

customer will likely compare his firm’s rewards with those received by the supplier in 

assessing distributive justice.  Moreover, he will probably expect rewards contingent 

upon the effort put forth by his firm, compared to those of the supplier.  Homans (1961) 

and Blau (1964) argued that participants in an exchange will come to expect a profit that 

is proportional to their investment and that fairness exists when this expectation is met.  

However, it should be noted that conclusions are subject to the individual’s inherent 

subjectivity (Homans, 1961).  

 Social exchange relationships, such as CSCRs, depend on trust that future 

obligations will be fulfilled (Blau, 1964).  Adams (1965), however, acknowledges that 

this may not be the case and goes on to look at the restoration of justice once inequality is 

found.  His key contribution is that individuals wish to restore balance, which is achieved 

by either party changing or withdrawing from the relationship.  (Adams views equity 

theory as a special case of cognitive dissonance (Festinger, 1957)).  Walster, Berscheid, 

and Walster’s (1973) later work is also particularly relevant to organizational settings 

such as supply chain collaborative relationships.  It pertains to victims of exploitive 

relationships as is possible in supply chain relationships, given the inherent differences in 

formal power between parties.  It distinguishes between actual and psychological equity 

and concludes that since the perceptions of inequity may be difficult to control, much 

weight should be placed on managing reactions.  Thus, one would expect that suppliers 

who do not create feelings of equity with their clients may find that their collaborative 

partners wish to exit the collaboration.  
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 Deutsch (1975) and Leventhal (1976a,b) both find that when the goal is group 

solidarity, such as would be the case with CSCR’s, equality rather than equity is the 

appropriate allocation norm.  Equality  would eliminate perceptions of inequality in this 

situation.  However, this says little about the proportion of work put forth by each party 

or subjectivity, which I acknowledge may come into play and render a equitable 

distribution ineffective.  Thus, the appropriate allocation norm may be unknown as to 

what will create feelings of justice in collaborative supply chain relationships.  

Nonetheless, I argue that if the supplier feels he is being treated fairly, he will be more 

likely to perceive that the distribution of rewards is just, and justice will be more strongly 

felt in higher trust than lower trust relationships.  These hypotheses are depicted in Figure 

7: 

 

 

 

 

       H4b  

   

     H4a 

 

Figure 7.  The Relationship Between Initial Trust And Distributive Justice 

 

H4a:  In a collaborative supply chain relationship, feelings of distributive justice 

will be positively associated with subsequent trust. 

 

H4b: Magnitude of trust will moderate the relationship between initial trust and 

feelings of distributive justice such that greater trust leads to higher feelings of 

distributive justice. 

Initial Trust 

 

Distributive 

Justice 

 

Magnitude 
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 The research into distributive justice ends with a game in which it is proposed that 

the respondent’s feelings about the payoffs they are experiencing under supply chain 

collaborative relationships will tell much about how collaborative in nature they find 

these relationships to be.  Game theory is defined as “the study of mathematical models 

of conflict and cooperation between intelligent rational decision-makers”  (Myerson, 

1991).  Parkhe, Rosenthal and Chandran’s (1993) work found that insights from game 

theory can be can be applied to more effective management of inter-firm strategic 

alliances (ISAs), “the relatively enduring inter-firm cooperative arrangements, involving 

flow and linkages that utilize resources and/or governance structures for autonomous 

organizations, for the joint accomplishments of individual goals linked to the corporate 

mission of each sponsoring firm.”  As such, game theory can be applied to the study of 

collaborative supply chain relationships in revealing the participants’ orientations 

towards conflict (a breakdown in collaboration) and cooperation (collaboration).   

 One of two models, Prisoner’s Dilemma (PD) and Stag Hunt, should capture what 

is currently taking place with the distribution of rewards in contemporary collaborative 

supply chain relationships.  The payoffs for Prisoner’s Dilemma are ordered as follows:  

UD>MC>MD>UC.  This suggests that, temptation (UD), yields a higher payoff for the 

party taking the temptation, than mutual cooperation (MC).  It is followed by mutual 

defection (MD), and that is followed by the “sucker’s” payoff (UC).   Therefore, the 

ultimate loser is the party who cooperates with an uncooperative partner.   However, in 

the case of Stag Hunt, the payoffs are as follows:  MC>UD>MD>UC, and, thus, mutual 

cooperation produces a payoff that is greater than defecting.  The idea is that if the 

http://en.wikipedia.org/wiki/Mathematical_model
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players cooperate they will each get a piece of a bigger pie and be better off as a result.  

More specifically, they will trap a stag and all eat well, if they choose to cooperate.  

Therefore, by asking the respondents involved in collaborative relationships to provide 

their payoffs relative to an anchor of mutual cooperation (MC), I propose that the payoffs 

the participants are recognizing will reveal the respondents’ feelings regarding the 

cooperative nature of their supply chain partners. 

P1:  Actual payoffs of collaborative supply chain relationships will reveal supply 

chain partners’ true collaborative intentions. 

 

Interview Methods 

 The sample for this study is composed of 19 purchasing and supply chain 

personnel who have an average of 17 years of supply chain management experience and 

have experience in collaborative supply chain relationships, as opposed to arms-length 

relationships.  Collaborative supply chain relationships are ones in which the participants 

share information, make joint decisions, and share benefits (Simatupang & Sridharan, 

2002).  Arms-length relationships are a purely cost-based type of relationship, in which 

collaborative actions such as information sharing and making joint decisions, would not 

create any further added value or benefits in the exchange (Lambert & Burduroglu, 2000; 

Horvath, 2001; Barratt, 2004).  As Lövblad et al. (2012) suggest that research regarding 

the affective relationship commitment focus on the individual as the unit of analysis, and 

I point out the appropriateness of affective arousal in CSCRs in the literature review, I 

argue the appropriateness of the individual as the unit of analysis.  

 The participants were interviewed during the spring of 2013.  Their interviews 

ranged in length from 40 minutes to 1 hour and 40 minutes.  They were identified at a 
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Supply Chain Management career fair at Temple University, in which I introduced 

myself via letter as a PhD candidate conducting her dissertation work, and incentivized 

via entry into a drawing for an apple ipad 16GB.       

 After an extensive review of the literature on supply chain collaboration, 

marketing channels, and organizational behavior literature on team conflict and 

psychological contract breach, I identified a gap in the literature with respect to trust, its 

impact on feelings of psychological contract breach, as well as the impact of 

psychological contract breach on feelings of unmet expectations, future trust, and 

collaborative intentions, and a semi-structured interview script was developed to probe 

these elements of CSCRs.  As this work sets out to explain managerial behavior in 

relationships that are frequently less than ideal, I chose Glaser and Strauss’s (1967) 

approach for qualitative research for its ability to allow an appropriate level of probing 

into the experiences of supply chain managerial decision makers involved in 

collaborative supply chain relationships.  This was additionally reinforced by Atkinson’s 

(2007) stating the importance of qualitative methods in studying trust and psychological 

contract breach.  I took particular care to extract the core of the emerging theory from the 

active sampling of theoretically relevant data via the constant comparison method of 

qualitative analysis (Glaser & Strauss, 1967).  The qualitative analysis will then provide 

data as evidence for conclusions.  I continued until theoretical saturation was reached.  I 

identified one typology for new trust signals, as well as four definitions that have being 

employed in a large scale survey replication of the findings discussed in this paper.  I also 

adopted Eisenhardt’s (1989) recommendations for building theory from case study, in 

that I relied on replication logic in producing objective constructs, measures, and testable 
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theoretical propositions as a bridge from rich qualitative evidence to mainstream 

deductive research (Eisenhardt & Graebner, 2007). 

 This study incorporated three quantitative questions, in measuring the relationship 

between trust, psychological contract breach, and expectations, and the responses were 

utilized to test all three sets of hypotheses previously discussed in this paper.  The 

respondents reported on high trust and low trust collaborative providers and customers 

and typical feelings of psychological contract breach experienced in those relationships 

utilizing a 7-point Likert scale (Likert, 1932), with 7 being the maximum and 1 being the 

minimum, as anchors.  Additionally, continuing with the same 7-point Likert scale, 

respondents reported on goal achievement, magnitude of unmet operational and relational 

expectations, established trust, subsequent trust, and future collaborative intentions with 

their collaborative providers.  Last but not least, respondents reported on feeling of 

justice in low and high trust collaborative relationships with suppliers so that I could test 

the fourth set of hypotheses.  I maintained the 7-point likert scale, with 7 meaning that the 

respondents firm received 100% of the rewards of the collaboration, 4 meaning that the 

rewards are shared evenly, and 1 meaning that the rewards were received only by the 

supplier.  A copy of the interview script is included in Appendix B. 

Interview Results 

 In H1a, recall that an increase in initial trust was predicted to decrease feelings of 

psychological contract breach.  For supplier relationships, I ran ordinary least squares 

(OLS) regression to find a significant relationship:  F(1, 33) = 26.31, p < 0.001 between 

initial trust and psychological contract breach.  Given that R
2 
= 0.45, initial trust is a good 

predictor of feelings of psychological contract breach.  Repeating the OLS regression for 
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customer groups revealed that trust is a good predictor of feelings of PCB given F(1, 28) 

= 10.36, p = .003 and R
2 

= .270.   Thus, H1a is supported, given that the results of the 

linear regression suggest that as trust increases, psychological contract breach decreases.   

 Dyadic trust as a predictor of psychological contract breach was tested via one-

way ANOVA.  It was tested in both high initial trust and low initial trust relationships.  

ANOVA revealed a significant difference between the high trust group and the low trust 

group, with means for psychological contract breach of 1.86 and 3.72, respectively.  F(1, 

33) = 13.98, p = .001.  Therefore, PCB is more strongly felt in low trust relationships.   

 I predicted that PCB would be more strongly felt in relation to the supplier then 

the customer.  I tested to see if there is a difference in feelings of psychological contract 

breach between suppliers and customers for those respondents who had a great deal of 

trust before entering into the collaboration, and those that did not via one-way between 

subjects ANOVA.  For the high trust dyads, ANOVA revealed only marginal significance 

between the high trust supplier and customer dyads, with means for psychological 

contract breach of 1.86 and 2.63, respectively.  F(1, 33) = 2.948, p = 0.096.  Thus, PCB 

was more strongly felt in relation to the customer then the supplier, which was the 

opposite of what was predicted.  Marginally statistically significant Welsh and Brown-

Forsythe robust tests of equality of means (p = .112) support my finding.  No significant 

relationship was found for the low trust dyads.  Thus, H1b is only marginally supported, 

at best, and is the opposite of what was hypothesized.   

 Having established the importance of initial trust, this work identifies trust signals 

that supply chain managers use to determine the trustworthiness of their potential new 

providers.  In the absence of prior trusting relationships, the 19 respondents identified six 
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signals of trustworthiness regarding a potential supplier to the collaborative relationship.  

The resulting taxonomy is offered in Table 10a. 

Table 10a 

Trust Signals In New Collaborative Supply Chain Relationships 

Category Occurrence % 

First Impression of Reliability: Buyer 

Instinct 15 36% 

Reputation: Outside Source 9 21% 

Firm Transparency 6 14% 

Firm Mutual Interest and Ability 6 14% 

First Impression of Reliability: 

Salesperson Promoted 4 10% 

Reputation: Inside Source 2 5% 

Total 42 100% 

  The most frequently occurring category is First Impression of Reliability: Buyer 

Instinct, and is centered on how reliable the purchasing agents find the salesperson or her 

company and its representatives to appear.  Respondents described such things as 

personal presentation by the potential supplier, responsiveness, and one’s ability to say 

what she is going to do and her actually doing so.  The category of first impression is 

divided between buyer instinct and salesperson impression because not only is the buying 

firm forming its first impression but the selling firm can shape that impression through 

promotion based upon accounts of past successes relayed on a person-to-person basis 

between the parties involved.  Clearly, more weight is placed upon the purchasing agent’s 

own instinct than on the salesman’s opinion of himself.  In addition to all of the things a 

salesperson is to do and all of the things he and his firm must possess, one action to avoid 

was mentioned – being too pushy, in terms of obtaining and increasing sales. 
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 The next most commonly occurring category is Reputation: Outside Source.  This 

category is two-pronged.  It encompasses independent third parties and also word-of-

mouth input from trusted industry partners.  These industry partners have been said to 

work for other closely related firms within the industry, or even competitors, but are 

bound by social networks that run within the industry.  They can be ex-coworkers or 

friends and acquaintances whom the client decision-maker has met at various industry-

related events.   

 Reputation: Inside Source was mentioned far less frequently.  This category arose 

as a result of respondents reporting that they would seek out input from other divisions 

within their own company when it comes to assessing potential new partner 

trustworthiness.  Its low frequency could arise for a number of reasons.  However, what is 

known for sure is that when one chooses to go to an external source, he is choosing that 

external source, which may not be the case when going to an internal source. 

Firm Mutual Interest and Ability and Firm Transparency are also important 

signals of potential new collaborative supply chain partner trustworthiness.  Firm Mutual 

Interest and Ability is about the client decision-maker’s judgment of the potential 

partner’s desire to listen and share mutual goals and objectives.  Firm Transparency takes 

this idea one step further, in that the purchasing agent is looking to see if the potential 

provider is willing to put forth concerns and allow the client visibility into its operations.  

Table 10b provides representative quotes for each of the categories above. 
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Table 10b 

Representative Quotes of New Collaborative Supplier Trustworthiness  

No. Category Quotes 

1 

First Impression of 

Reliability: Buyer 

Instinct 

"Does everything match?  Are there no red 

flags?  Do they do what they say and say what 

they do?" 

2 

Reputation: 

Outside Source 

"If they are vetted by the OEM.", “Are they 

FDA Approved?”, “I would look at their D&B 

and their safety record."   

3 Firm Transparency 

"What process do they use to provide a 

service to us and will they disclose it?", "Do 

they look like they have nothing to hide and 

are they willing to stipulate terms in writing?" 

4 

Firm Mutual 

Interest and Ability 

"Trust is earned through performance during 

adversity.  I look for a meaningful dialogue re: 

how they might deal with issues that arise." 

5 

First Impression of 

Reliability: 

Salesperson 

Promoted 

"I want them to be able to present proof of 

reliability with other clients", “Can this 

salesperson make decisions?" (Meaning does 

the salesperson have the authority to act of my 

behalf?)   

6 

Reputation: Inside 

Source 

"I would look to see if they have a track record 

for a different division of our company." 

  No definitive set of obligations have been offered in the literature to form the 

content of the psychological contract (Atkinson, 2007; Millward Purvis & Cropley, 

2003).  My research offers insight into what forms the content of a psychological 

contract, from an avoidance perspective, as opposed to an approach perspective, as I 

asked my respondents what constituted specific incidences of psychological contract 

breach.  Their responses are categorized in Table 11 below.  The first two categories, 

Communication Issues and Promises not Kept, account for 72% of the responses and 

represent issues that are less tangible than concerns of price or poor quality.  Thus, 

psychological contract breach may be something felt by the supply chain manager, yet is 

difficult to identify and exemplify.  However, the importance of quality and price are not 
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to be underplayed, as they may be inherent in communications issues and the promises 

the buyer was looking for. 

Table 11 

Frequency of Mention of Psychological Contract Breach 

Category Occurrence % 

Communication Issues 9 36% 

Promises not Kept 9 36% 

Poor Quality of Product or Service 5 20% 

Price 2 8% 

Total 25 100% 

 

 I next link feelings of psychological contract breach to unmet expectations.  In H2 

it was hypothesized that as psychological contract breach increases, goal achievement 

decreases and that the relationship is mediated by unmet operational and relational 

expectations. 

 Unmet operational and relational expectations as a mediator of psychological 

contract breach on goal achievement, H2b and H2c, were not supported.  I ruled out 

multicolinearity (Hair et al., 1995) given PCB VIF = 1.439, unmet relational expectations 

VIF = 1.576, and unmet Operational Expectations VIF = 1.273 and proceeded with other 

analyses.  Thereafter, I found that while the mediated relationships were not found, PCB 

is a predictor of goal achievement.  In fact, PCB is a good predictor of Goal 

Achievement, via OLS Regression: F(3, 29) = 4.372, p < 0.05, R
2 

= 0.335.  Given these 

results, H2a is supported and I can conclude that psychological contract breach is a good 

predictor of feelings of goal achievement.   

In order to shed light on operational and relational expectations, a distinction that 

I feel unlocks information about collaborative supply chain relationships despite that I 
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could not prove its mediating effects, I ran OLS regressions between 1.)  psychological 

contract breach and unmet operational expectations and 2.)  psychological contract 

breach and unmet relational expectations.  Psychological contract breach is a somewhat 

significant predictor of unmet relational expectations, given that F(1, 32) = 4.103, p = 

0.051, with R
2
 = 0.117.  Next, I ran a one-way between subjects ANOVA, which did not 

reveal a significant difference between the importance of unmet relational and 

operational expectations.  I interpret this finding to not downplay the importance of 

operational expectations, but to speak to the importance of both operational and relational 

expectations, and suggest that while each are important to the client, only feelings of 

unmet relational expectations are predicted by psychological contract breach.  Table 12 

provides the means for each of the groups.  

Table 12 

Mean Causes of Unmet Expectations 

Type/Breach  High Breach Low Breach 

Operational 3.92 3.45 

Relational 4.03 3.39 

 The definitions provided for the respondents for unmet operational and relational 

expectations are summarized below in Table 13 and Table 14, respectively.  Unmet 

operational expectations were grouped into Delivery Issues, Quality Issues, and Price Not 

as Agreed, with Delivery Issues being the most frequently mentioned.  However, many 

respondents spoke to issues that were greater than price, delivery, and quality that related 

to the spirit of operations.  Thus, Spirit not Upheld arose as a category, and includes all 

operational concerns that were not directly related to price, delivery, and quality. 
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As can be seen in Table 6, respondents seemed to be more interested in conveying 

how the collaborative partner did what it did that resulted in unmet relational 

expectations than in conveying what the collaborative partner did that resulted in unmet 

operational expectations.   

Communication issues topped the unmet relational expectations categories, 

accounting for well over half of the responses.  The two remaining categories were more 

deleterious in nature.   Equal numbers of respondents (17%) reported that their 

collaborative suppliers exhibited dishonesty and thwart efforts by the client firm to 

monitor aspects of the collaboration (compliance concerns). 

Table 13 

Frequency of Mention of Unmet Operational Expectations after 

Psychological Contract Breach 

Category Occurrence % 

Delivery Issues 10 40% 

Spirit not Upheld 8 32% 

Quality Issues 5 20% 

Price not as Agreed 2 8% 

Total 25 100% 

 

Table 14 

Frequency of Mention of Unmet Relational Expectations after 

Psychological Contract Breach 

 

 

 Goals of the collaboration were additionally described via the structured 

interviews, as can be seen in Table 15, below.  Mutual benefit was the most frequently 

given answer, which clearly falls within the definition of collaboration.  As my 

Category Occurrence % 

Communications Issues 28 67% 

Dishonesty 7 17% 

Compliance Concerns 7 17% 

Total 42 100% 
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respondents all had experience with supply chain collaborations, I suspect that the other 

goals were also of mutual benefit to the supplier, despite that they were framed with the 

benefit to my respondents in mind.  Thirty out of the thirty-six responses (about 84%) 

require high collaboration, and are much more involved than arms-length relationships, 

with the remaining two requiring lesser degrees of collaboration. 

Table 15 

Frequency of Mention of CSCR Goals 

Category Occurrence % 

Mutual Benefit 12 33% 

Price 7 19% 

Quality 6 17% 

Specific Goal:  Other 5 14% 

Specific Goal - Other 3 8% 

Preferential Treatment 3 8% 

Total 36 100% 

CSCR = Collaborative Supply Chain Relationships 

 

 Descriptions for psychological contract breach, unmet operational expectations, 

unmet relational expectations, and goals of collaborative supply chain relationships were 

established independently by me and my Dissertation Chair.  To arrive at these 

descriptions, I created categories of responses from the transcribed responses for the 

relevant interview questions.  I then provided my Dissertation Chair with the transcribed 

responses, who created categories and checked them against my responses.  We had high 

inter rater reliability, over 85%, for all of the descriptions except unmet relational 

expectations, and easily came to agreement on the grouping of responses and category 

names.  Our low initial agreement on unmet relational expectations was mainly the result 

of a need to separate responses into communication issues and those actions that take on 

a more deleterious nature than simply being a communication issue.    
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 I performed one last statistical test on the relationships between psychological 

contract breach, unmet relational expectations, and goal achievement.  I categorized the 

respondents by high, medium, and low relational expectations fulfillment, to provide a 

more fine-grained look into the PBC to goals achievement relationship.  This revealed 

that respondents who assess that their relational expectations have not been highly met, 

report lower goal achievement the higher the PCB.  (In Figure 8, see lines for relational 

expectations met:  medium and low.)  However, respondents who assess that their 

relational expectations are highly met actually revealed that PCB has much less of a 

negative impact on goal achievement, even at higher levels of psychological contract 

breach, as can be seen in Figure 8.  R
2 

= .229, .387, and .353 from high, medium, and 

low, respectively.  This once again speaks to the importance of a provider firm’s fulfilling 

relational expectations, especially after a psychological contract breach, which must be 

above and beyond fulfilling operational expectations.   

 Thereafter, I examined H3a, which pertained to the relationship between PCB and 

future trust for both high (upper line) and low (lower line) trust categories.  I used a two-

way (2  2 factorial) ANOVA for interaction of established trust and PCB, but H3a is not 

supported, given F(1, 60) = .111, p > 0.05, R
2 
= 0.58.  However, it can be seen in Figure 

9 below, that psychological contract breaches of greater magnitude do result in a decrease 

in trust after PCB over those of lesser magnitudes, as is indicated by line slope, regardless 

of the size of the established trust before the breach of psychological contract.  

Additionally, the greater the trust a supply chain manager had in her provider before the 

breach, the greater the trust she gave after.   
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Figure 8.  Psychological Contract Breach As A Predictor Of Goal Achievement 

By Level Of Fulfilled Relational Expectations 

 

 
 

Figure 9.  Psychological Contract Breach as a Predictor of Trust for Categorical 

Established Trust 

  

 Hypothesis H3b, which takes this relationship one step further in testing the 

moderating effect of higher and lower levels of established trust on subsequent trust to 
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future collaborative intentions, was also tested via two-way (2  2 factorial) ANOVA.  

This hypothesis was supported, as F(1, 60) = 6.534, p < 0.05, R
2 
= 0.61 and the p-value is 

interpretable per the Levene test (p > 0.02).  Figure 10 below graphically depicts that the 

greater the trust before the breach the lower the collaborative intention even when trust is 

reported to remain high after the breach; and, that when trust is lost after the breach, 

collaborative intentions are lower (with higher established trust exhibiting higher 

intentions).  This can be seen per the intersecting of the lines for high and low established 

trust groups.  Thus, those who have trusted before a breach may offer subsequent trust, 

but these results do not lend support that they are willing to engage freely in future 

collaborative intentions. 

 

 

Figure 10.  Trust after Psychological Contract Breach As A Predictor Of Future 

Collaborative Intentions For Categorical Trust 

 

 Hypothesis H3c predicts a tipping point in trust as a result of psychological 

contract breach.  Although this hypothesis was not statistically tested due to small sample 
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size, Figure 11 presents preliminary evidence of this relationship.  The responses were 

categorized into 3 PCB groups:  high, medium, and low.  Thereafter established trust was 

used to predict subsequent trust, and the inverted u-shape produces visual evidence of a 

decrease in subsequent trust in both the high and medium groups.  The continuously 

increasing low PCB group would additionally support the hypothesis, as a tipping point 

would be more likely the result of high PCB, and less likely to exist in this category.  

 

 
 

Figure11. Established Trust As A Predictor Of Subsequent Trust By Level Of 

Psychological Contract Breach 

 

 Hypothesis H4 predicts an association between trust and distributive justice in a 

supply chain collaboration. The OLS Regression was not significant for this relationship.  

I then tested to see if there is a difference in feelings of justice between high trust and low 

trust, as opposed to distrust, suppliers via one-way between subjects ANOVA.  ANOVA 

revealed close to marginal significance between the high trust and low trust suppliers, 

with means for feelings of justice of 4.125 and 3.746, respectively.  F(1, 28) = 2.675, p = 
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0.113.  Thus, the fair distribution of rewards was more strongly felt in high trust 

relationships, but only with marginal significance.  Marginally statistically significant 

Welsh and Brown-Forsythe robust tests of equality of means (p = .142) agreed with my 

findings. 

 I also proposed that payoffs will reveal the collaborative partners’ true intentions 

to collaborate.  However, after reviewing the interviewee’s responses, I came to the 

conclusion that this scenario doesn’t fit the games of Prisoner’s Dilemma or Stag Hunt as 

well as originally thought.  This is due to having to measure the payoffs of CSCR’s as 

constant-sum, as opposed to their having no upside limit, as would typically be the case 

under Prisoners Dilemma and Stag Hunt.  However, given that 13 people in the high trust 

group and 6 people in the low trust group, with (M =4.13, SD = .289) and (M = 3.75, SD 

= .875), respectively, reported equal sharing of rewards, I conclude that the respondents’ 

possess a spirit of collaboration in their CSCRs.          

Survey Construct Development 

Recall that the qualitative study just discussed in the previous section included a 

small number of questions containing scales that were asked to each participant, as part 

of the semi-structured interviews.  Additionally, recall that each of the scales was 

analyzed and the findings discussed.  This second part of my chapter on CSCRs serves to 

replicate that study via quantitative, survey research.  As such, the interview results that 

produced thick descriptions have been formulated into several of the constructs being 

used in the survey research.  Because this research extends the organizational behavior 

literature on psychological contract breach to an inter-firm supply chain environment, 

much of the qualitative work was undertaken with the specific purpose of creating thick 
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descriptions that could be created into scales for further study.  I begin with an 

introduction of each scale. 

Initial Trust 

 Trust is operationalized via Schoorman and Ballinger (2006), in Table 16.  Trust 

is defined as the perceived credibility and benevolence of a target of trust (Ganesan, 

1994; Kumar et al.,1995), as defined by Larzelere and Huston (1980) and Doney and 

Cannon (1997).  It incorporates both the social psychology and marketing literature.  It is 

additionally defined as the willingness to be vulnerable to another party (Mayer et al., 

1995).  It is measured utilizing a 7-point Likert-type scale (Likert, 1932) in which 1 = 

completely disagree and 7 = completely agree.  Each respondent answered these 

questions for collaborative suppliers whom they trusted a great deal, and for new 

collaborative suppliers with whom they had not yet extended trust. 

Table 16 

Trust Operationalization 

1.) My collaborative supplier keeps my interests in mind when making decisions. 

2.) I would be willing to let my collaborative supplier have complete control in 

this collaboration. 

3.) If my collaborative supplier asked why a problem occurred, I would speak 

freely even if my firm was partly to blame. 

4.) I feel comfortable being creative because my collaborative supplier 

understands that sometimes creative solutions do not work. 

5.) It is important for me to have a good way to keep an eye on my collaborative 

supplier. 

6.) Increasing my vulnerability to my collaborative supplier would be a mistake. 

7.) If I were solely in charge, I wouldn’t let my collaborative supplier have any 

influence over important decisions. 

 

Psychological Contract Breach 

Recall that the psychological contract is defined as an individual’s beliefs about 

the terms and conditions of a reciprocal exchange agreement between itself and another 
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party (Rousseau, 1989; Robinson, 1996).  Capturing the essence of what might constitute 

a psychological contract is what is termed goodwill trust, which Sako and Helper (1998) 

operationalize via the question, “We can rely on our customer to help us in ways not 

required by our agreement with them.”  It gets at the idea that not every expectation can 

be put in writing, but that there are certain actions the parties to the relationship might be 

expected to take for each other.  

 This construct was created as a result of my qualitative study when I asked 

respondents what constituted psychological contract breach, and its operationalization 

can be seen in Table 17, below.  Respondents were asked to answer each question for 

typical collaborative partnerships for high and low trust conditions.  Responses were 

measured utilizing a 7-point Likert-type scale (Likert, 1932) in which 1 = completely 

disagree and 7 = completely agree. 

Table 17 

Psychological Contract Breach Operationalization 

1.) Deliver as promised. 

2.) Provide material that is of the specified quality. 

3.) Give me advance notice of delivery and/or quality problems. 

4.) Take corrective action when necessary. 

5.) Respond in a timely manner to my inquiries. 

6.) Act in the spirit of the collaboration. 

 

 In order to test H1b, which hypothesizes that trust is a predictor of psychological 

contract breach, and that it is felt more strongly in upstream than downstream 

relationships, data must be gathered on relationships of both directions.  Thus, the trust 

and psychological contract breach measures were first asked of upstream relationships 

and later repeated for downstream relationships.  As was discussed for each of the 

constructs above, respondents were asked to consider the typical relationship in which 
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they had trust in the collaborative supply chain partner, and in which their firm had not 

known the collaborative supply chain partner well enough to extend trust. 

Collaboration Relationship Performance 

 Collaborative relationship performance is meant to measure how successful the 

partners are in achieving the intended goals of the collaboration.  It can be used 

interchangeably with goal achievement.  It is another construct which was created as a 

result of my qualitative work.  It can be seen in Table 18, below.  Each respondent was 

asked to report on typical collaborative relationship performance on each of the questions 

below in high breach and low breach situations, utilizing a 6-point Likert-type scale 

(Likert, 1932) in which 1 = completely disagree and 6 = completely agree.  The 

respondent, additionally, could choose that the particular goal was not applicable so as to 

not count 0 scores for goals which were not important to the respondent. 

Table 18  

Collaborative Relationship Performance Operationalization 

1.) Get better pricing. 

2.) Get better delivery. 

3.) Tap into their expertise. 

4.) Achieve a competitive advantage. 

5.) Feel they understand my needs. 

6.) Feel they fulfill a unique need I might not be able to achieve otherwise. e.g. meet 

sourcing diversity requirement. 

 

Unmet Operational Expectations 

 I define operational expectations as what the client to the collaborative 

relationship expects to receive from the supplier.  The interview respondents were asked 

what they considered to be unmet operational expectations and this construct was 

operationalized as below, in Table 19.  This research followed the same7-point likert-type 
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scale (Likert, 1932) as was used above.  Also as above, respondents were asked to report 

on each of the conditions of high and low psychological contract breach.   

Table 19 

Operational Expectations 

1.) Delivery issues. 

2.) They didn't operate in the spirit of the collaboration. e.g. bent rules and interpretations 

of the contract. 

3.) Quality issues. 

4.) Pricing was not as agreed. 

 

Unmet Relational Expectations 

 I define relational expectations as how the client to the collaborative relationship 

expects the supplier to interact in the relationship.  This operationalization was created 

exactly as was for operational expectations above and can be seen in Table 20.  

Table 20 

Relational Expectations 

1.) Communication issues. 

2.) They didn't relate to my firm in the spirit of the collaboration. e.g. were less than 

pleasant to work with. 

3.) They lied to my firm. 

4.) They undermined my firm's actions. 

 

Established Trust and Future Trust 

 Established trust and future trust depart from the construct used above.  To 

measure these two variables, I asked: After large and small psychological contract 

breaches, how much subsequent trust do you typically give to the collaborative supply 

chain partner in conditions of low and high earned trust.  This question utilized a 7-point 

likert-type scale in which 1 = no trust and 7 = complete trust. 

Collaborative Intentions 

 Collaborative intentions is defined as a customer’s desire to engage in future 

collaborative relationships with a collaborative supply chain partner.  This variable was 
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measured much like the trust variables immediately preceding this construct.  I asked: 

After large and small psychological contract breaches, what are your typical intentions to 

collaborate in high and low subsequent trust situations (assume that you are not 

constrained from doing so).  The respondents answered on the 7-point likert-type scale.  

However, in this case 1 = Collaborate Not at All and 7 = Collaborate All of the Time. 

Justice 

 For interview participants, distributive justice was measured via the enduring 

Price and Mueller (1986) Distributive Justice Index.  The Hopkins and Weathington 

(2006) adaptation was utilized.  It incorporates a 7-point likert-type scale (Likert, 1932), 

in which 1 = 0%, and 7 = 100%, serving as anchors.  Its operationalization can be seen in 

Table 21.  The questions are stated below, beginning with the base question of, is your 

firm fairly rewarded... 

Table 21   

Distributive Justice Operationalization 

1.) ...considering the share of the responsibilities that your firm has in the collaboration? 

2.)...considering the amount of experience that your firm brings to the collaboration? 

3.)...for the amount of effort that your firm puts forth? 

4.)...for work that you have done well? 

5.)...for the stresses and strains of your job? 

 

Survey Methodology 

 I now begin with providing specific information on the survey respondents before 

discussing the survey instrument, statistical analysis and results. 

Respondent Profile 

 A random sample of 50 supply chain management professionals possessing 

collaborative relationship experience voluntarily participated in my study.  In the fall of 

2013 I obtained a mailing list of 1537 members of a professional supply chain 
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management association who were listed as having supply chain management experience 

as a practitioner and e-mailed the survey to them, along with a cover letter introducing 

myself as a PhD Candidate conducting her dissertation work.  After first sending out the 

survey, I followed up with two reminders.  I received 161 bounced e-mails, and a total of 

41 completed e-mails.  An additional 7 respondents came from near partially complete 

surveys.  This is a response rate of  3.5%.  The last two respondents came from a second 

mailing list of 50 practitioner contacts I gathered at two professional conferences on 

supply chain management that I attended in the fall of 2013, for a response rate of 4%.  

 In addition to verifying that each respondent had collaborative relationship 

experience, I additionally asked for years of supply chain management experience, title, 

industry, and company size in sales dollars.  Three respondents did not answer how many 

years of supply chain management experience they have, and two answered 20+, and 

30+, respectively.  For purposes of obtaining an average, I included only 20 and 30 for 

those particular respondents, for an average of 20.72 years of experience.  Nineteen of the 

respondents identified themselves as either a director (16), president (2), or vice-president 

(1) involved with collaborative supply chain relationships.  Still, there were many other 

senior level respondents, as well.  The two respondents with the least experience, 1 year 

and 4 years, identified themselves as a logistics specialist in the airline industry and as a 

lead buyer in the packaging industry, respectively.  All industries are two numerous to 

mention.  They include but are not limited to semi-conductor, automotive, consumer 

packaged good, biotech, oil and gas, and cosmetics.  Additionally, company size in sales 

dollars are too numerous to mention.  One respondent reported a company size of 
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$3,000,000 USD.  However, all other respondents, with the exception of one respondent 

who did not answer this question, reported company size of several billion US Dollars.     

Survey Instrument 

 An online survey was employed in this study, and is currently accessible via the 

following link:  https://fox.qualtrics.com/SE/?SID=SV_em6PGvp977ikNHn   

 After receiving IRB approval, and making many of the changed to the survey 

recommended by two practitioners, one of whom was unknown to me, I distributed the 

survey as is detailed in the previous section. 

 In addition to the demographic information discussed above, I additionally asked 

about initial trust, psychological contract breach, unmet expectation, goal achievement, 

subsequent trust, future collaborative intentions, and the perception of justice with respect 

to supplier relationships.  I repeated the questions on initial trust and psychological 

contract breach for customer relationships.  Additionally, I asked for trust signals in new 

collaborative relationships.  In the cover letter I incentivized the respondent with a 

drawing for 2 $50.00 American Express gift cards for each 50 respondents, so I 

additionally asked for contact information should the respondent wish to be included in 

the drawing.  A copy of my survey is in Appendix C. 

Research Methodology and Statistical Analysis 

 The data was analyzed via various methods to test regression, analysis of 

variance, mediation and moderation.  I began the statistical analysis on the survey data by 

first reviewing Cronbach’s alpha for each of the constructs I created from the interview 

data.  As can be seen per the scales below, the alpha values suggest that the desired 

constructs are being measures per the created scales (Cronbach, 1951; Streiner, 2003).  I 

https://fox.qualtrics.com/SE/?SID=SV_em6PGvp977ikNHn
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also ran Cronbach’s alpha for the trust and justice scales I borrowed from other’s works.  

They did not provide as good of a fit.  (Low trust justice = .944, .946 standardized for 

n=26; high trust justice = .841, .843 standardized for n=37; Low trust = .537, .546 

standardized for n= 48; and High trust = .547, .571 standardized for n=45).  See Table 22.  

Table 22 

Cronbach’s Alphas for Newly Created Constructs 

Construct Cronbach's Alpha Standardized N 

PCB LT 0.919 0.922 48 

PCB HT 0.882 0.901 48 

Operational 

Expectations LT 0.736 0.75 36 

Relational 

Expectations LT 0.803 0.795 40 

Operational 

Expectations HT 0.704 0.706 35 

Relational 

Expectations HT 0.815 0.826 40 

Goals LT 0.894 0.896 42 

Goals HT 0.842 0.842 42 

LT = Low Trust, HT = High Trust 

 

Results 

 In H1a, recall that an increase in initial trust was predicted to decrease feelings of 

psychological contract breach.  I ran ordinary least squares (OLS) regression for 

upstream dyads (respondents with respect to their collaborative suppliers) and 

downstream dyads (respondents with respect to their collaborative customers).  I found a 

significant supplier relationship:  F(1, 98) = 70.91, p < 0.001 between initial trust and 

psychological contract breach.  Given that R
2 
= 0.42, initial trust is a good predictor of 

feelings of psychological contract breach. As trust increases, psychological contract 

breach decreases.  The same was found with respect to the customer relationship:  F(1, 
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96) = 60.332, p<.001 between initial trust and psychological contract breach for customer 

relationships. R
2 
= .386.  However, the coefficient was positive for the customer 

relationships, indicating that as trust increases in customer relationships, so do feelings of 

psychological contract breach.  Recall that H1a is supported via the interview results and 

is supported for supplier relationships via the survey results but is the opposite of my 

hypothesis for customer relationships (but is statistically significant).  The respondents 

have reported several high incidences of PCB for high trust suppliers and this might be 

indicative of one’s inability to move past high and perhaps unexpected betrayals in high 

trust relationships, which corroborates the need for this research.  

  Next I tested to see if there is a difference in feelings of psychological contract 

breach between those respondents who had a great deal of trust in their collaborative 

partner before the collaboration, and those that did not via one-way between subjects 

ANOVA.  In this test, ANOVA revealed a significant difference between the high trust 

group, with means for psychological contract breach of high trust suppliers of (M = 6.10) 

and high trust customers of (M = 2.04), respectively.  F(1, 97) = 8.59, p = 0.004.  

Statistically significant Welsh and Brown-Forsythe robust tests of equality of means 

(.004) support my finding.  In the low trust group, means for customer were (M = 4.49) 

and for supplier were (M = 13.54), F(1, 97) = 28.361, p < .001.  Again, statistically 

significant Welsh and Brown-Forsythe robust tests of equality of means (.000) support 

my findings.     

 I predicted that PCB would be more strongly felt in relation to the supplier then 

the customer.  While the interview results for low trust groups was not significant and 

were the opposite as hypothesized for the high trust groups, H1b is supported via the 



119 

survey results.  This might also lead me to conclude that customers, in general, are a lot 

harder for supply chain managers to understand than suppliers.  This might be a result of 

how far removed the supply chain manager is from the customer or the use of second 

hand information by one’s own colleagues that might have become distorted in the 

process, nonetheless leaving the customer as the focus of blame.   

 H2 hypothesizes the mediation of PBC and goal achievement via unmet 

operational and relational expectations.  I began by ruling out multicolinearity (Hair et 

al., 1995) given PCB = VIF 1.005, unmet relational expectations = VIF 2.625, and unmet 

operational expectations = VIF 2.629; then I tested mediation via Andrew F. Hayes’ 

Indirect macro and interpreted it via Preacher & Hayes (2008), to find mixed results.  The 

bootstrap results of n = 1000 suggested no mediation given a 95% confidence interval, 

with lower bounds of -.0039 and upper bounds of .0047.  However, given significant total 

results of b = -.0171, p = .0002 and direct results of b = -.0104, p = .001, mediation is 

found via the difference of b = -.0103.  R
2 
= .34, p = .000, and offers support that 

psychological contract breach predicts goal achievement and is mediated via unmet 

operational and relational expectations.  Further analysis revealed that unmet operational 

expectations alone mediated feelings of psychological contract breach to goal 

achievement.  Unmet operational expectations mediates by a difference of b = -.0105, 

given total effects of b = -.0107, p = .0002 and direct effects of -.0105, p = .0001.  R
2 
= 

.32, p = .000.  However, as in the model with unmet operational and relational 

expectations, bootstrap results of n = 1000 suggested no mediation at a 95% confidence 

interval with lower bounds of -.0046 and upper bounds of .0037. 
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 Recall that mediation was not found via the interview results.  However, recall 

that psychological contract breach was found to be a good predictor of unmet relational 

expectation and goal achievement, but not unmet operational expectations.  The 

collective findings lend support that feelings of psychological contract breach drive 

feelings of unmet relational expectations, and goal achievement, but that operational 

expectations drive feelings of goal achievement and mediate the PCB to goal 

achievement relationship. Therefore, H2 is partially supported. 

 H3 is with respect to PCB, subsequent established trust and future collaborative 

intentions, moderated by established trust.  I hypothesized that PCB predicts subsequent 

trust and that it is moderated by established trust.  Additionally, I hypothesized that 

subsequent trust predicts future intentions to remain in a collaboration and that it is also 

moderated by established trust.  I began by ruling out multicollinearity via (Hair et al., 

1995) between future trust, as predicted by PCB and established trust (VIF = 1.000) and 

collaborative intentions via future trust and established trust (VIF = 1.401). However, 

neither relationship is significant per the survey data.  Recalling the interview results, the 

former relationship was not significant, while the latter was.  For the former (PCB as a 

predictor of subsequent trust moderated by established trust), just as the case with the 

interview results, subsequent trust is always higher for higher established trust.  This can 

be seen in Figure 12, below.  In retrospect, it is not likely that these two lines would ever 

cross, demonstrating statistical significance.  However, this is still an interesting finding.  

For the latter (subsequent trust as a predictor of future intentions to remain in a 

collaboration) the survey results differed from the interview results.  The interview 

results showed an interaction, while the survey results do not.  They do, however, speak, 
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once again, to the benefit of established trust.  In both, high and low subsequent trust 

situations, higher established trust resulted in greater collaborative intentions.  This can 

be seen in Figure 13, below.  Last but not least, I tested for the tipping point also 

hypothesized.  As can be seen per Figure 14, a tipping point exists but only in the low 

PCB situation.  Taken together with Figure 11, the existence of a tipping point is 

supported across the range of breaches.    

 
Figure 12. Psychological Contract Breach As A Predictor Of Trust For Categorical 

Established Trust (Survey) 
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Figure 13. Trust After Psychological Contract Breach As A Predictor of Collaborative 

Intentions for Categorical Trust (Survey) 

 
 

Figure 14. Established Trust As A Predictor Of Subsequent Trust By Level Of 

Psychological Contract Breach 
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 Recall that Hypothesis H4 predicts an association between trust and distributive 

justice in a supply chain collaboration.  I first tested this association via ordinary least 

squares (OLS) regression to find a marginally significant relationship:  F(1, 98) = 3.318, 

p = .072 between initial trust and justice.  Given that R
2 
= .033, along with the result of 

marginal significance from the interview and survey results, I can not conclude that the 

two are associated.  Next I tested to see if there is a difference in feelings of justice with 

respect to rewards distribution by respondents for suppliers whom they trust a great deal 

and those in whom they have little trust, via one-way between subjects ANOVA.  

ANOVA revealed a significance relationship between the high trust and low trust 

suppliers, with means for feelings of justice of (M = 20.045) and (M = 15.08), 

respectively.  Recall that these scores are taken from a 5 question scale of 7 points each, 

for a maximum justice score of 35.  F(1, 98) = 4.537, p = 0.036.  Thus, the fair 

distribution of rewards was more strongly felt in high trust relationships.  Statistically 

significant Welsh and Brown-Forsythe robust tests of equality of means (p =.036) support 

my findings.  The interview results were also in agreement that the fair distribution of 

rewards is more strongly felt in the high trust group than the low trust group.  Since 

justice is felt more in high trust relationships than in low trust relationships, I suspect the 

regression results could not be captured due to sample size.  

 Despite the revelation that PD and stag hunt cannot be assessed in the 

collaborative relationship, as I discussed in the interview results, I carried this study of 

justice into the survey to see if those results at least supported what was found via the 

interview results. 
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 Recall that P1 proposed that the respondent’s payoffs will reveal the collaborative 

partners true intentions to collaborate.  Additionally, recall that most interview 

participants reported the equal sharing of rewards, which was more prevalent in the high 

trust group than the lower trust group.  Survey participants reported a somewhat different 

orientation towards collaboration, with a mean and standard deviation for the low trust 

group of (M = 4.11, SD = 1.35) and for the high trust group of (M = 4.97, SD = 1.14).  As 

can be seen to agree with the interview data, the fair distribution of rewards is felt more 

strongly in the high trust group than the lower trust group.  However, the wider standard 

deviation offers proof that fewer respondents’ reported that rewards are evenly shared.  In 

the low trust group, only 12 out of 36 respondents reported sharing rewards evenly, with 

12 reporting receiving less than half of the rewards and 10 reporting receiving greater 

than half of the rewards.  In the high trust group 26 of 37 respondents reported receiving 

half of the rewards, which 8 reported receiving less than half and 3 reported receiving 

more than half.  I speculate that this difference between interview and survey participants 

may be a result of anonymous survey participants’ willingness to report receiving more 

than half of the rewards of the collaboration.  The differences between the interview and 

survey results can be seen in Table 23, and suggest that a collaborative spirit does exist 

and is more strongly felt in high trust than lower trust groups.           

Table 23 

Comparison Of Low And High Trust Supplier Relationships From Interview  

and Survey Results 

Justice Survey   Interview   

  Mean 

Standard 

Deviation Mean 

Standard 

Deviation 

Low Trust µ = 4.11 σ = 1.35 µ = 3.746 σ = .857 

High Trust µ = 4.97 σ = 1.14 µ = 4.125 σ = .298 
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Table 24 is a summary of all interview and survey findings with respect to CSCRs. 

Table 24 

Summary of Results 

Hypotheses Interview Survey 

H1a Trust predicts 

PCB (Different for 

High/Low Trust) 

Supplier OLS F(1, 33) = 26.31 

p<.001 R2  = .45.  Customer OLS 

F(1, 28) = 10.36, p = .003 and R2  

= .27.  ANOVA F(1, 33) = 13.98, 

p=.001.  PCB is felt more in the 

absence of initial trust than when 

initial trust is present.     

Supplier OLS F(1, 98) = 70.91, p < 

0.001 R2 = .42.  Customer OLS F(1, 96) 

= 60.332, p<.001 R2 = .386.   (Opposite 

of hypothesized.)  High Trust - ANOVA 

F(1, 97) = 8.59, p = 0.004.  Low Trust - 

F(1, 97) = 28.361, p < .001.  PCB is felt 

more in the absence of Initial Trust.     

H1b Moderated by 

Dyad Direction 

High Trust F(1, 33) = 2.948, p = 
0.096.  PCB stronger for 

Customers than Suppliers.  Low 

Trust moderation not significant. 

See ANOVA results above.  PCB 

stronger for suppliers than customers. 

H2a PCB predicts 

Performance 

PCB is a good predictor of goal 

achievement.  F(3, 29) = 4.372, p < 

0.05, R2 = 0.335. 

Direct effect via Mediation. 

H2b Mediated by 

Unmet Operational 

Expectations 

Mediation not found. OLS between 

PCB and Unmet Operational 

Expectations not supported.  

ANOVA- No difference between 

Unmet Operational and Relational 

Expectations. 

Mediation found. b =  -.0105 R2 = .32, p 

= .000.  Bootstrap results of n = 1000 

suggested no mediation.  

H2c Mediated by 

Unmet Relational 

Expectations 

Mediation not found. OLS between 

PCB and Unmet Relational 
Expectations F(1, 32)= 4.103, p = 

0.051, R2 = 0.117.  ANOVA-  No 

Difference between Unmet 

Operational and Relational 

Expectations.  Moderated 

Regression- Relational 

Expectations Fulfillment Found to 

Impact Goal Achievement 

Differently. 

Mediation not found. 

H3a PCB predicts 

Subsequent Trust 

moderated by 
Established Trust 

Moderation not found.  Higher 

Established Trust Always Results 

in Higher Subsequent Trust, 
regardless of PCB magnitude. 

Moderation not found.  Higher 

Established Trust Always Results in 

Higher Subsequent Trust, regardless of 
PCB magnitude. 

H3b Subsequent Trust 

predicts Future 

Intentions moderated 

by Established Trust 

Subsequent Trust predicts Future 

Intentions and is moderated by 

Established Trust.  F(1, 60) = 

6.534, p < 0.05, R2 = 0.61.  

Moderation not found.  Higher 

Established Trust results in greater 

Collaborative Intentions, regardless of 

magnitude of Subsequent Trust. 

H3c Tipping Point 

Graphical Proof that Subsequent 

Trust Decreases as PCB Increases 

in High and Medium Existing 

Trust groups. 

Graphical proof that Subsequent Trust 

Decreases as PCB Increases in Low 

Existing Trust groups. 
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Table 24 (Continued) 

Summary of Results  

Hypotheses Interview Survey 
H4a Trust predicted 

Feelings of Justice 

(Different for 

High/Low Trust) 

OLS Regression not supported. 

OLR Regression marginally 

significant.  F(1, 98) = 3.318, p = 

.072, R2 = .033.  Initial Trust is a 

good predictor of Justice.   

H4b Moderated by 

Dyad Direction 

Moderation not found - close to 

significant at p < .10.  Justice more 

strongly felt in High Trust than Low 

Trust group.  ANOVA F(1, 28) = 

2.675, p = 0.113.  

Justice more strongly felt in High 

Trust than Low Trust group.  

ANOVA F(1, 98) = 4.537, p = 

0.036.   

P1 Payoffs reveal 

Collaborative 
Intentions 

Justice felt more strongly in the High 

Trust than Lower Trust group.  Equal 
sharing most frequently reported. 

Justice felt more strongly in the 

High Trust than the Lower Trust 

group.  Much lower reporting of 
equal sharing of rewards. 

 

Conclusions and Managerial Implications 

 Feelings of psychological contract breach are dependent upon initial trust and this 

paper identifies how feelings of initial trust are assessed.  Therefore, it may behoove the 

potential supply chain provider to consider these findings when attempting to enter new 

collaborative supply chain partnerships.  This should also be considered in light of my 

finding that although psychological contract breach was felt much more strongly in low 

trust than high trust relationships, psychological contract breach was felt much more 

strongly in supplier relationships than customer relationships.  (Customers’ perceptions 

of psychological contract breach proved much harder to predict.)  Suppliers interested in 

knowing what they can do to create genuine trust can refer to my taxonomy derived from  

customer responses in assessing supplier trustworthiness in new collaborative 

relationships.   
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 Sako (2006) suggests a move away from a framework that focuses on safeguards 

against the abuse of trust towards thinking about enhancers of trust, and the signals 

identified by my respondents provide insight into such enhancers.  Trust development 

among buyers and suppliers with respect to on-line trust building in the e-enabled supply 

chain, has been studied and bears some overlap.  For example, an analytic network 

process identified a community responsibility system over a feedback and third party 

system (Agarwal & Shankar, 2003).   

 Suppliers who have been awarded a contract and whose clients have experienced 

varying degrees of psychological contract breach can also benefit.  This paper lends 

insight into the different types of unmet expectations the client firm might feel and serves 

as a way of driving behavior for the supplying firm.  As it was found that psychological 

contract breach is a predictor of feelings of unmet relational expectations, it may pay to 

take particular care to simply look beyond operational performance.  Recall that it was 

found that operational and relational expectations are about equally desirable in assessing 

expectations and that achieving operational expectations is imperative if goals are to be 

met.   

 The managerial decision maker can rest assured that despite what is known about 

initial trust on feelings of PCB, having the client establish trust in the provider is still 

very valuable and desirable, in that it, across the board, results in higher subsequent trust 

after psychological contract breach, than that reported by lower trust groups.  However, 

the provider should not view this as a guarantee of future collaborations.  It is not that at 

all.  Although low breach may not have too much of an impact when trust was higher 

before the breach, high breach situations tend to be a deal-breaker for the 
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client/respondents in this study.  In the case of low established trust, future collaborative 

intentions are certainly lower than in the high established trust group, although I have 

some evidence that suggests this might not always be the case in high breach situations, 

speaking once again to the importance of trust.  Last but not least, a clear tipping point 

exists between PCB and future collaborative intentions.  I offer evidence across the 

spectrum of breach magnitudes that collaborators choose to exit the relationship.  

Therefore, once forgiven does not mean that the collaborative partner will remain in the 

collaborative relationship. 

 This paper also bears some interesting findings with respect to trust and justice.  

Trust promotes feelings of justice.  This might be particularly important to those involved 

in collaborative relationships, as sharing rewards is one of the foundations of supply 

chain collaboration. 

 An additional contribution to this research are the scales it offers to the academic 

community for testing psychological contract breach, relational and operational 

expectations, and goal achievement in collaborative supply chain relationships. 

 A few points need to be kept in mind when considering the outcomes of this 

research.  First, despite my best efforts, the sample size for this research is small.  

Additionally, risk propensity was not assessed for the respondents in this survey.  

However, it may be a consideration that can be made in future research, as trust and risk 

are inextricably linked, and as it is known that trust leads to risk taking in a relationship 

(Mayer, Davis, & Schoorman, 1995; Schoorman et al., 2007).  While I did gather 

information on what would prohibit a respondent from acting on her future collaborative 
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intentions, I requested her intentions should she be free to act upon them.  Should this not 

be applicable in the job market, managerial behavior might not follow as predicted.   

 This research demonstrates the importance of trust and prescribes how it can be 

achieved in new collaborative supply chain relationships.  It additionally gives 

contemporary supply chain collaboration goals and demonstrates the importance of not 

only reaching them in an operational manner, but the importance of being a good partner 

to the relationship.  Last but not least, it demonstrates the power of established trust to 

subsequent trust and also demonstrates via future collaborative intentions that supply 

chain relationships are much more likely to endure if not subject to deteriorating trust. 

Future Research 

 This work has revealed many opportunities for future research.  One opportunity 

is in the cross-cultural study of psychological contract breach.  Because our modern 

economy is a global economy, one may find herself transacting business with people of 

different cultures and with it may come different customs and ways of doing business.  

For example, differences in the perception of psychological contract breach and 

expectations with respect to the fair distribution of rewards may have strong cultural 

roots.  Another opportunity for future research sparked from these findings is in the study 

of high goal achievement in relationships after high psychological contract breach.  An 

example of this can be seen in Figure 8.  This may be of particular interest when one 

company has a catastrophic failure with respect to another company.  Despite that I 

mentioned that we operate in a global economy, we are all subject to time and materials 

constraints and firms may very well face a situation when they do not have or do not 

want to exercise other supply options (or suppliers may want to maintain customers even 
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after a catastrophic failure).  Therefore, either side of the dyad will benefit be 

understanding how to move forward and achieve after the largest of psychological 

contract breaches. 
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APPENDIX A 

OUTSOURCING SURVEY INSTRUMENT 
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APPENDIX B 

 

SEMI-STRUCTURED INTERVIEW INSTRUMENT 

 

Thank you for allowing me to interview you.  Please know that this is completely 

voluntary and that you may choose to quit at any time.  Please also know that all 

responses are anonymous and confidential. 

 

Definitions are provided for terminology that may be unfamiliar or confusing.  They are 

in italics. 

 

This interview contains a number of 1-7 scales.  Please keep in mind that 7 is always 

more, while 1 is always less. 

 

I 1. Think about your suppliers and customers.  Think specifically about suppliers and 

customers where the relationship is collaborative in nature, versus arms length.  (See 

definitions below.)  Think of some typical situations where your firm had trust in the 

suppliers and customers before entering into the collaborative relationship(s).  Now think 

of some typical situations where your firm did not have a basis for trusting the suppliers 

and customers before entering into the collaborative relationship(s).  (See definitions 

below.)   

 

This question is about psychological contract breach (PCB). (See definition below.)  Tell 

me about how much psychological contract breach you typically experience in each of 

the four situations. 
 

Collaborations Suppliers Collaborations Customers 

High Initial 

Trust (Scale 1-7 

__________) 

PCB (Scale of 1-7 

__________)  

Comments: 

High Initial Trust 

(Scale 1-7 

__________) 

PCB (Scale of 1-7 

__________)  

Comments: 

Low Initial 

Trust (Scale 1-7 

__________) 

PCB (Scale of 1-7 

__________)  

Comments: 

Low Initial Trust 

(Scale 1-7 

__________) 

PCB (Scale of 1-7 

__________)  

Comments: 
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Definitions: 

 

A collaboration in one where the members of the supply chain work together to create a 

benefit through sharing information, making joint decisions, and sharing benefits.  An 

arms length relationship is one where a good or service is exchanged for payment and 

there is no benefit to be made by the firms working more closely. 

 

Trust is the perceived credibility and benevolence of a target of trust.  No trust does not 

mean distrust, it more means no basis for trust.   

 

The psychological contract is an individual’s beliefs about the terms and conditions of a 

reciprocal exchange agreement between itself and another party. 

__________________________________________________ 

2. In the absence of already having an established, trusting relationship with a potential 

collaborative partner, what could a want-to-be-collaborative partner do that would signal 

trust to you? 

 

 

 

__________________________________________________ 

3.  What constituted specific incidences of psychological contract breach? 

 

 

 

 

 

 

 

 

__________________________________________________ 

II Now focus on some typical, up-stream relationships in which you experienced a 

breach of psychological contract. 
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4. Recall that collaborations are a result of some mutual goal(s).  What are your 

typical goals? 

 

 

 

 

__________________________________________________ 

5. Give some examples of how goals were compromised over varying degrees of 

psychological contract breach.   How close did you come to reaching your goals 

in low breach and high breach situations? 

 

Degree of 

Psychological 

Contract Breach 

How were Goals Compromised? 

Low Breach 

(Scale 1-

7__________) 

 

C 

Goals Reached (Scale of 1 -7 __________) 

Comment: 

 

 

 

 

High Breach 

(Scale 1-

7__________) 

 

D 

Goals Reached (Scale of 1 -7 __________) 

Comment: 

 

 

 
 

 
 

__________________________________________________     

6. In what ways is psychological contract breach about what the supplier did 

(operations oriented shortfalls that can be seen and measured or are factual) as 

opposed to how they did it (relational shortfalls that are more feelings oriented)? 

 

Examples of What they did that breached the contract.   
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Examples of How they went about doing it. 

 

 

 

 

 

__________________________________________________ 

 

7. How much breach is attributed to what they did and how they did it in low and 

high breach situations:   

                                               D Carried __________                        C Carried __________ 

What they did (Operational 

Expectations): 

(1-7) 

High Breach: 

(1-7) 

Low Breach: 

How they did it (Relational 

Expectations): 

(1-7) 

High Breach: 

(1-7) 

Low Breach: 

 
 

Comments : 

 

 

  

__________________________________________________     

 

III  Continuing our focus on some typical, up-stream relationships in which you 

experienced a breach of psychological contract, now consider the situation where 

you have come to establish trust in the supplier/collaborator. 
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8. Think of some typical supplier/collaborators in which you have experienced a 

psychological contract breach AND with whom you have established a general 

trust over the course of the collaboration. Tell me how this impacts your 

willingness to give continued trust.  Also, tell me about your willingness to enter 

new collaborations with them. 
 

Trust After 

Psychological Contract 

Breach 

High Trust Before PCB 

(Scale of 1-7 
__________) 

Low Trust Before PCB 

(Scale of 1-7 __________) 

High Psychological 

Contract Breach 

(Scale of 1 -7 

__________) 

 

Trust After PCB(Scale 
of 1-7 ___________) 

Comments: 

Intent (Scale of 1-7 
__________) 

Trust After PCB (Scale of 
1-7 _________) 

Comments: 

Intent (Scale of 1-7 
__________) 

Low Psychological 

Contract Breach 

(Scale of 1 -7 

__________) 

 

 

Trust After PCB 

(Scale of 1-7 

__________) 
Comments: 

Intent (Scale of 

1-7 __________) 

Trust After PCB 

(Scale of 1-7 __________) 

Comments: 

Intent (Scale of 1-7 

__________) 

Additional Comments from above: 

 

 

 

 

__________________________________________________ 

 

9. What are the reasons why you might choose a future collaboration with a 

supplier/collaborator if you have low future collaborative intentions?  
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__________________________________________________ 

IV Last, focus on the rewards of collaboration and how they are shared. 

10. Remember that supply chain collaboration is about creating mutual benefits and 

sharing those rewards.  This last question focuses on how those rewards are shared.  

Consider the typical situation where you trust the supplier/collaborator.  Now consider 

the situation where you either do not trust or are not sure that you can trust the 

supplier/collaborator.  Tell me about how fair you feel the reward received by your 

company is for the amount of effort made by you and your supplier/collaborator. 
 

Trust How Fairly are Rewards Shared? 

Trust 

(Scale of 1-

7__________) 

(Scale of 1-7 __________) 

Comments: 

 

 

 

 

Do Not Trust 

(Scale of 1-

7__________) 

(Scale of 1-7__________) 

Comments: 

 

 

 

 

11.  What are the deal breakers in which you will not collaborate with a firm under 

any circumstances? 

 

 

 

 

 

 

 

This concludes the interview.  Thank you for your time.  I can be reached at 484-988-

0606 or misty.blessley@temple.edu if you have any questions. 

 

 

 

mailto:misty.blessley@temple.edu
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APPENDIX C 

 

SUPPLY CHAIN COLLABORATION SURVEY 
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