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ABSTRACT

Contracts are manifestations of enforceable agreenwéthin business relationships. In this

way, contract research offers an objectified lémeugh which the relationship between buying and
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selling counterparts can be studied. Notwithstagtie significance of contracts in business
marketing, issues around different types of comgrand the nature of contractual provisions have
received limited attention. A typology of contratiaracteristics, however, may provide useful
insights about the nature of business relationsijgsmay help us understand the complexity of
inter-organizational business phenomena. This sattgynpts to redress the existing shortcomings in
the literature on business contracts by develogitygpology of important contract dimensions in
business relationships to allow for a systematniidication and understanding of business contract
characteristics. We review previous research aodqse a framework of three main dimensions of
contracts that include different provisions andniseof contracts. We define these dimensions as a)
structural, b) enforcement, and c) coordinatiorvigions, and identify sub-dimensions which can

subsequently be used as the basis for an empimcadtigation.
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A Dimensional Model of Contract Characteristics inBusiness Relationships

INTRODUCTION

In business marketing, the relationship betweenngugnd selling counterparts are studied to
understand the interaction between companies (&widHakansson, 2006b). Identifying the
characteristics that are the drivers of succesafsiness relationships and lead to certain outcomes
are an important aspect of understanding organizaltinteractions. Different important
characteristics of business relationships have b#syduced in inter-organizational studies, among
which are interdependence and long-term orientdtBamesan, 1994; Kumar et al., 1995), or trust
and commitment (Mohr and Spekman, 1994; MorganHunat, 1994). Recently, reliance has been
introduced as a business relationship charactenstich is a complementary construct to trust,
involving protective mechanisms that minimize tis& 10f exchange relationships and deliver a
legitimate right to the companies involved (Mougaal., 2007). It is important to understand the
nature of these different relationship attributesy they relate to each other, and consequently how
they impact on relationship outcomes.

Notwithstanding the plethora of inter-organizatibmesearch, only few studies focus on
objectified manifestations of business relationsl{{pranovetter, 1985; Mayer et al., 1995). One of
the main forms of objectified manifestations asoral standards of business relationships are
contracts; a contract being an inscription of ertdable agreements within business relationships
(Mouzas and Ford, 2006; Mouzas and Blois, 2008hikway, contract research offers an
objectified lens through which the relationshipvisestn buying and selling counterparts can be
studied (Ford et al., 2006). It is important to ersfand what the characteristics of the specific
contracts are and how these characteristics raither attributes of business relationships ssch
trust, dependence, and reliance.

Despite the importance of objectified manifestatiéor business relationships, contracts have

been largely ignored in the literature on inter@acsi between firms, i.e. there has not been enough
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attention paid to the overall significance of cants in business relationships, nor to the specific
characteristics of contracts and contractual pronss(Argyres and Mayer, 2007; Faems et al.,
2008). This study attempts to redress this shoricgtmy developing a dimensional model of
contract characteristics and introducing the chargstics of contracts by defining a contract
typology.

In this article we initially discuss business relaships and their characteristics in order to
then review the literature on contracts in suchrmss relationships and their characteristics. @ase
on this review we propose a typology of contragtsléfining a dimensional model of business

contract characteristics. Finally we discuss thdifigs and conclusions.

BUSINESS RELATIONSHIPS

The term ‘relationship’ has been widely used amacapemics and practitioners (Hakansson
and Ford, 2002), as firms search for ways to dfiéate themselves through value creation in
business relationships (Ulaga and Eggert, 2006).iMportance of relationships in business-to-
business markets has been emphasized by the IMBrobsgroup (Hakansson, 1982; Ford, 1984) by
introducing the interaction model. IMP scholarsk@b business relationships taking place between
two active parties (in contrast to the more tradidl view of marketing in which the reaction of an
aggregate market to an active seller company iyzed); they study factors that aid or hinder the
development of close relationships and investigdtieh of these are within the control of the two
companies (Ford, 1980) and consider the resultiadjenges to both structures and processes for
firms (Ford and Hakansson, 2006a). IMP researeb ta increase the understanding of business
markets by investigating the interaction proce$sesa the buying and the selling firms' perspective
(Hakansson et al., 1977). Thus, industrial markeséind purchasing involves successful management
of complex and dependent inter-organizational i@hahips, rather than only optimizing efficient
discrete transactions. For many firms it is of @binportance to create successful business
relationships and to maintain and develop thesgiosiships. Thus, it is necessary to examine the

interactions underlying these relationships, as agthe resulting networks phenomena to find out
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what is happening in the exchanges between thenizagaons (Leek et al., 2003; Ford and
Hakansson, 2006a).

Much research exists which has attempted to exatheeharacteristics of business
relationships and understand their role in building maintaining such relationships. Different
crucial characteristics have been introduced fariorganizational relationships; these
characteristics include trust (Anderson and Nat@80; Mohr and Spekman, 1994; Morgan and
Hunt, 1994), commitment (Mohr and Spekman, 1994rddo and Hunt, 1994; Storbacka et al.,
1994), conflict (Anderson and Narus, 1990; Morgad Bunt, 1994), coordination (Mohr and
Spekman, 1994; Mohr et al., 1996), communicationdéxson and Narus, 1990; Morgan and Hunt,
1994; Mohr and Spekman, 1994), dependence (Andarstiarus, 1990; Ganesan, 1994; Heide,
1994), and asset specificity (Williamson, 1985; &am, 1994), among others.

Considerations of objectified manifestations inibass to business relationships have been
emphasized in recent research (Henneberg et 8B) 20bjectified manifestations are the inter-
organizational traces left by the interactions iffedent sense-making schemata, exemplified in, for
example, strategy documents or resource allocatenms (intra-organizational) or alliance
agreements or contracts (inter-organizational (@ke¢al., 2009). While social relations affect
organizations and their structures, interactionsl @xpectations regarding possible interactions)
based on rational and instrumental standards shmuttbnsidered in more detail in order to
understand different facets of business relatigpsshiherefore, in order to understand the social-
structural characteristics of organizational intéians, it is necessary to understand these two
differently sourced areas, i.e. psychologicallyrsed as well as rationally-sourced as these
conceptions complement or supplement one anothran@@etter, 1985). For example, certain
institutional arrangements can act as functionbsstutes for trust to discourage malfeasance. Such
institutional arrangement can be manifested as@xphd implicit contracts (Okun, 1981). The
importance of such arrangements has been recogimizled literature on business relationships, e.g.
through the construct of reliance which was intrcetl as a complementary construct to trust,

covering inter-organisational standards, which ing@rotective mechanisms that minimize the risk
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within exchange relationships and deliver a legatieright to the companies involved. In this
conceptualization, contractual documents can aatlkesis for the creation of reliance (Mouzas ¢t al
2007).

Therefore it is important to understand contrasta gart of business-to-business
relationships, specifically, how contracts varyhaitdifferent relationships, and how various
contracts can be categorized, i.e. what the cheniatits of business contracts are. In the nextaec
we set the stage for developing a typology of @mttcharacteristics in business relationships by

summarizing succinctly the existing literature arsiness contracts vis-a-vis business relationships.

BUSINESS CONTRACTS

Business contracts have been used to study ajrgowe forms, b) strategic alliances, and c)
business marketing. An overview of these studiggasented in Table 1 (the specific focus for each
study as well as the main findings are enumeratedhis section we parsimoniously review the
literature on business contracts, starting withstinely of governance forms:

Governance Forms

Contracts play an active role in the study of goaece forms (Williamson, 1996). Formal, in
other words, legally enforceable contracts, am@diced as a governance tool for the safeguarding
of transaction-specific assets from opportunismil{§ivinson, 1975; 1985). ). The analysis of
governance forms is based on a transaction cosp@etive that emphasizes the sacrifices of
searching, negotiating and monitoring individuahgactions. Argyres and Liebeskind (1999) try to
extend the transaction cost perspective by drawiage attention to the role of contracts. They argue
that in some cases transaction costs would pregita firm would switch partners as this would be
more efficient; however, in practice due to othegang transactions, this predicted action is too
costly or not feasible for the firms. This condiisia situation called governance inseparability.
Contractual commitments can be one of the limitegioreating governance inseparability. Such
contracts can vary in terms of their explicitndszdness, concreteness, or what Macneil (1980)

refers to as presentation. Presentation is a conisep to denote the extent to which an explicit
6
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contract attempts to predict into the future anplieily state today (i.e., in the present) howigas
situations that might occur in the future will benllled if they were to occur (e.g., price inflation

clauses in industrial purchasing contracts, expnessanties that address product failure).

Other studies using transaction cost perspectovegplain governance forms attempt to
investigate the relationship between contractsratadional governance; Poppo and Zenger (2002)
emphasize that aspects of relational governancdaaml contracts function as complements rather
than supplements. They view relational governasc @omposite factor including norms and
dimensions such as open communication and shafimfpomation, trust, dependence and
cooperation. They measure contractual complexitthbyindicator of the contract customization,
asking their key informants to indicate agreememnéls with the statement: “the formal contract is
highly customized and required considerable legakiv(717). They also request the respondents to
indicate the length of the contract (in pages) asand indicator of a complex contract, and they
test the correlation between the two items, whickhiown to be significant. The result of this study
suggests that “contractual complexity and relatiggaernance function as complements in
explaining satisfaction with exchange performan@&yl).

The study of governance forms focuses on formairaots, usually understood as “the
degree to which the [seller] relies on explicit tants to govern its relationships with [the buyer]
(Cavusgil et al., 2004). This is usually measunedsimple scales (Lusch and Brown, 1996). Mayer
and Argyres (2004) conduct a detailed case stud@yevkn contracts between the same two partners
with the purpose of investigating the role of leagnin formal contracting. This study shows that
over time firms learn to contract with each othetleey learn how to work together. The study found
many changes in the contracts as a result of pgesdsy which the firms learn to contract. Other

than the documentation processes mentioned irSttatement of Work’ (SOW) and the SOW
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format changes, contract changes or additions wlgserved in the categories (1) changes to enhance
communication, (2) clarification of responsibilgiexpectations, and (3) contingency planning.

In a later study Argyres and Mayer (2007) introddid&erent constructs to characterize
contracts, e.g. their extensiveness, and alsoalysswhether managers, engineers, or lawyers are
the primary repositories of different contract terim the organization. They represent a typology of
five different types of contractual provisions; $berovisions are the capabilities for
designing/developing (1) roles and responsibiljt{&$ decisions and control rights, (3) dispute
resolution, (4) contingency planning, and (5) comination. Some of these were already mentioned
in Mayer and Argyres (2004)’s paper (i.e. commutiica responsibilities/expectations, and
contingency planning). Detailed explanation of ‘teées and responsibilities” of the parties may
serve a safeguarding function by reducing ambigalityut contractual obligations and consequently
reducing the possibility of opportunistic actioiitie second dimension in which contract design
capabilities can develop involves the allocatiorid&fcision and control rights” between parties. The
third dimension of contract design capability is thispute resolution” ability, which is the abylito
determine how to deal with disputes that couldeadligring the execution of the contract. While roles
and responsibilities deal with actions that mustdeied out in the project or interaction,
“contingency planning” involves anticipating and kimay provisions for problems that may or may
not occur during the execution. The parties mush&more determine how they plan to
communicate with each other during the executio@manner in which they communicate with
each other also may be specified in the contrdast ifientifies the last (fifth) dimension of the
contract design. In a further study, Argyres e{2007) study the design of the contracts by
examining the relationship between two contragwmavisions, i.e. contingency planning and task
description. They conclude that these two provisioehave as complements in contractual design.
In their study, these two provisions are measuredimensionally, coded on a binary basis.

To summarize, in studying governance forms, forooaltracts are introduced as a
governance tool. Based on a transaction cost parepedifferent kinds of contracts are identified.

Specifically, some studies investigate the linkn@stn contracts and relational governance. Other
8
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studies attempt to introduce distinct contract sermorder to represent a typology of contractual

provisions.

Strategic Alliances and Business Contracts

The second area in which business contracts hasrediadied is that of strategic alliances. A
review of this literature starts with Parkhe’s (398tudy in which he introduces a checklist of
safeguards aex-post deterrents. These deterrents consist of contriesafieguards, or provisions in a
formal partnership agreement, that inflict penalfer the omission of cooperative behaviors or
commission of volatile behaviors. He proposes aehoflstrategic alliance hypothesizing that the
extent of the perception of opportunistic behavwiod the level of contractual safeguards embedded
in a strategic alliance will be positively relatdtis assumed that incentives for opportunismlwan
inhibited by prospective punishments. He introduare®ight-item checklist of safeguardseagost
deterrents.

Focusing on the contractual complexity in strategfiences, Reuer and Arino (2007)
categorize Parkhe’s (1993) checklist into two sfiedimensions, which are the coordination
provisions and the enforcement provisions. In tlaiggorization five provisions of “confidentiality
provisions”, “restrictions on proprietary informai’, “termination provisions”, “arbitration
clauses”, and “lawsuit provisions” load on a distifactor, labeled “enforcement provisions”. The
other three provisions, which are “rights to repart relevant transactions”, “notification rights f
departures from the agreement”, and “auditing sgHbad on another factor, labeled “coordination
provisions”. Reuer and Arino argue that “firms thawve collaborated with each other in the past are
not less likely to negotiate enforcement provisjaather, repeat collaborators are less likely to
adopt contractual provisions that are informatianalature and are geared to the coordinationef th
alliance” (2007: 313). In other words “enforcemprdvisions are the most stringent provisions that
deal with intellectual property as well as moreese\breaches that involve lawsuits and third-party

adjudication, whereas coordination provisions heeweaker, informational provisions concerning
9
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the monitoring and adaptation of the alliance” (32Mso residing in the strategic alliances
literature, Lerner and Merges (1998) study a samp®90 alliances and categorize the issues
mentioned in the alliance agreements regardingabmghts into four categories: “key aspects of
alliance management”, “determination of allianceps’, “control of intellectual property”, and
‘governance structures”.

Therefore, in studying alliances, specific relasioips between contractual safeguards and
relational behavior (such as opportunistic beha&iat cooperation) is investigated, and the
determinants of the application of control rightsalliances are examined. Several distinct promsio
for contractual complexity are introduced, whick aseful for the purpose of our study, namely
developing a contract typology.

Business Marketing and Business Contracts

Another area in which business contracts have begtied is business-to-business
marketing. In business marketing, contracts arenative when a mutual understanding exists
between parties as to how they will interact anal déth each other, including the handling of fgur
contingencies (Lusch and Brown, 1996). Lusch arwBrs (1996) scales measure the hard
contracting (i.e. explicit contracting over rolesdaexplicit contracting for handling unexpected
events) and soft contracting (i.e. normative carting over roles and normative contracting for
handling unexpected event).

Ring and Van De Ven (1992) argue that relationakmaxts can have advantages for parties
such as providing them with an ability to avoidlidies caused by the use of other forms of
governance such as discrete contracting. Theyndissh discrete market transactions and relational
contracting transactions, in which the governarnieectuire is based on relational contracts and
bilateral governance. They propose that certaiiniess relationship characteristics such as rigkt tr
and “reliance on trust” (which is in itself is ahar ill-defined construct; Mouzas et al., 2007ate
to the choice of governance, specifically the ceatthe safeguards used in contracts. For example,
they offer the propositions that “high risk, highiance on trust transactions will be governed by

relational contracts” (490) and that “the elabanats of safeguards in relational contracts is a
10
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function of the perceived level of risk in a tractsan and the reliance on trust by parties to the
exchange” (493). Relational contract theory isimohune from criticism. Mouzas and Blois (2008)
provide a critique of relational contract theorydontrasting theoretical contracts with existing
empirical evidence.

Another area of contracts covered in the area siness-to-business marketing is umbrella
agreements. These are framework contracts thatnegcribe a set of basic rules and principles of
how contracting parties wish to relate to eachmoh®uzas and Furmston, 2008). Thus, umbrella
agreements can improve the interaction procesdassiness network by providing a framework of
principles within which exchanges may happen. is Way, umbrella agreements between
companies transform implicit norms, which are enaaebin customs and business practices, into
more explicit, basic norms for interactions. Theguéwe a balance between stability and change and
resolve the conflict between certainty on the oaedh and flexibility on the other by providing
interaction guidelines, such as the inclusion @roferms regarding volume and prices as well a the
inclusion of renegotiation activities and regulasimess reviews (Mouzas and Ford, 2006).

To sum up, in the area of business-to-businesseatiagk especially alliances within business
relationships are studied. The role of contractoordinating marketing and networking activitiss i

explored, and specifically umbrella agreementdrareduced and compared to traditional contracts.

TOWARDS A MODEL OF BUSINESS CONTRACT CHARACTERISTIC S

In summary, contracts vis-a-vis business relatiggsshave been studied from various
perspectives in the areas of transaction cost ecmso strategic alliances, and business marketing.
These different areas emphasize and highlightréifitecontract aspects, such as relational contracts
learning in contracting, contract terms, the rdleantracts in business relationships and alliances
and umbrella agreements (see Table 1). All of tsésdies address the importance of contracts in
business relationships but fail to provide a corhprsive and systematic typology, i.e. a
dimensional model of contracts. However, they mtevthe building blocks for such a typology via

their kaleidoscopic discussion of often overlapdimgmes. Based on this review, we introduce three
11
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main dimensions of contracts to develop a typoloiggontracts in business relationships. These
dimensions are based on the themes representee @xtant literature.

As the basis of a typology of contract charactiessive choose the dimensions of
“coordination provisions” and “enforcement provissd. Such a dimensional model is influenced by
Reuer and Arino (2007) as well as Parkhe’s (1988kklist of safeguarding items which consists of
contractual safeguards or provisions in a formatagent which inflict penalties for omission or
commission of specific behaviors. However, in thiginal categorization, provisions such as roles
and responsibilities which relate to structuraiMsimns are ignored. Therefore, in order to create
more comprehensive typology, we add the “structdiralension” provision as another main
dimension. A more detailed introduction of the ghmeain contract dimensions follows. We also
identify the main sub-dimension for each main digien. As shown in Table 2, the sources for the
derivation of these dimensions and sub-dimensiengadl as existing operationalisations are also

provided.

Thestructural dimension includes those contract provisions that attempletiine the overall
structure of the business interaction. This dim@msiovers key aspects of contract management,
governance structure, and roles and responsibilitievisions. Contracts can be managed as
umbrella agreements (Mouzas and Ford, 2006; Moazd$-urmston, 2008); this relates to the
structure specificity of the contracts and is ied in the structural dimension. Role specificdy (
so-called explicit contracting over roles) can beasured by items such as “in dealing with our
major supplier, our contract or distribution agreetprecisely defines the role of each party”
(Lusch and Brown, 1996: 35). In the contracts sdsmas can be included to specify the roles and
responsibilities of each party. This can includecsfying delivery schedules, or required equipment
and material (Argyres and Mayer, 2007). The stmattdimension covers such item as well.

Theenforcement dimension includes the contract provisions that are the ratrgtgent

provisions that deal with intellectual propertyveall as more severe breaches that involve lawsuits
12
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and third-party adjudication. They cover sub-dimens such as confidentiality provisions,
restriction of information, termination provisiorabitration clauses, lawsuit provisions, and aaintr
rights. In Parkhe's (1993) checklist, items suctnas-use of proprietary information even after
termination of agreement” and “lawsuit provisiomse& among this dimension provisions (Reuer and
Arino, 2007). This dimension covers items concertontrol rights. To operationalize control rights
Lerner and Merges (1998) suggest items such dsigfint to manufacture final product” and the
“right to market product alone”. To measure contrghts regarding the determination of alliance
scope, they suggest items such as the “right tarekplliance” and the “right to terminate alliance
without cause”. They introduce items such as “owhigr of patents” and “ownership of core
technology” as a way of capturing control rightsifaellectual property. Further enforcement
provisions are dealing with the handling of unexpdevents, for example the legal remedies for
failure to perform (Lusch and Brown, 1996) and ldgal consequences if one party fails to comply
with operational expectations (Cavusgil et al.,200

The coordination dimension refers to informational provisions concerning thenitoring and
adaptation of the business interaction. These pi@mv cover sub-dimensions such as rights to
reports of relevant transactions, notification tggle.g. for departures from the agreement, agditin
rights, contingency planning, and items which atieta enable better communications. Among
Parkhe's (1993) checklist, items such as “periaditten reports to all relevant transactions” anel t
“right to examine and audit all relevant recordsg eepresent different coordination provisions
(Reuer and Arino, 2007). Argyres and Mayer (200foiduce contingency planning provisions such
as the “impact of industry standards issues” amdroanication provisions such as “single point of

contract at one of the partners”. These items laeaanong the coordination provisions.

FINDINGS, IMPLICATIONS, AND FURTHER RESEARCH
Our underlying position is that contracts playgnséicant role in business relationships.
Thus, our study contributes to further researcproyiding a better understanding of a contract

typology, based on a dimensional model that dessrtbe different kinds of contracts, and which
13
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ultimately will help us understand and manage lfuginess relationships. In this way, our research
contributes to the field of business marketingrtyaducing a typology model for contracts in
business relationships. Three dimensions with plelsub-dimensions are used to categorize
different provisions of the contracts and thus émabholars and practitioners to differentiate agion
various kinds of business agreements. This modebiiracts in business relationships enables
future research, both in the quantitative as weth& qualitative area, to understand the beteer th
interplay between business contract characteristiaghie one hand, and business relationships
characteristics on the other.

In this study with the purpose of presenting a disienal model of business contracts, we
reviewed the relevant literature in different ar@g®vernance forms using transaction cost
economics, strategic alliances, and business-tovss relationships) which deal with business
contracts. Based on this review, we offer threeeatlisions as a typology of contract characteristics i
business relationships, which are the structurakdssion, the enforcement dimension, and the
coordination dimension. These dimensions introgurogisions included in business contracts that
serve different purposes. We detail each dimensyontroducing relevant sub-dimensions and
potential operationalisation extracted from therature (presented in Table 2).

To further develop the findings from this study, prepose that as a next step an
operationalisaton for contract characteristicsedam the dimensions and sub-dimensions, need to
be done in order to provide a tool to capture @mttcharacteristics in a systematic and empirical
way. Secondly, this will lead to the use of suctempirical tool with real cases, e.g. by categogzi
the contracts that companies have with their mappkers and customers. Finally, this tool can be
used to understand antecedents and consequerimesiragss relationships better, e.g. by analyzing
how certain contract characteristics affect busimekationship characteristics, as well as how
business relationship characteristics affect bssimentracts, applying a survey-based study using
structural equation modeling (SEM) approaches.

For future research, implementing a dyadic perspet needed to understand the impact of the

relationship characteristics and also the impacbaofpany characteristics on the characteristics of
14
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the contracts between the buyers and sellers. érantire, network effects can be considered
(beyond a dyadic perspective), including the immdichird parties and their influence on contracts.
Our study is also limited to considerations regagdwritten contracts, and there are cases in which
companies apply oral contracts. Considering nonfieall oral contracts would further enrich our

contract typology.
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Table 1: Overview of Business Contract literature

Area

Source

Emphasis

Findings

Governance Forms

Williamson, 1975;
1985

« Formal contracts as a
governance tool

+ Transaction cost
perspective

Contractgplay an important role in TCI
governance tool for safeguarding.

Transaction costs include the cost of !
monitoring contractual arrangements.

Argyres and
Liebeskind, 1999

+ Contractual commitments

Prior contractual commitments limit th
governance arrangements in the futut

Poppo and Zenger,
2002

« Contract

« Relational governance

Formal contracts and relational gover
than substitutes.

Cavusgil el al., 2004

* The role of trust and
contracts in business
relationships

It is proposed that formal contracts ar
opportunism. They empirical results s
not significant.

Mayer and Argyres,
2004

« Learning to Contract

Over time firmdearn to work together
each other.

Contracts and intesrganizational trust

Argyres and Mayer,
2007

* Contract terms

Types of contract terms (extensivenes

The relationshigpetween the transactic
of details in a contract is proposed.

It is suggested that wHmnanagers, enc
organization)are the primary repositor
terms.

Strategic alliances

Parkhe, 1993

» Alliances as ex post
deterrents

Contractal safeguards were positively
opportunistic behavior, negatively link
negatively linked to the lonterm orient

Lerner and Merges,
1998

* Determinants of control
rights in alliances

The allocation otontrol rights to the R
financial resources.

Reuer and Arino, 2007

« Contract complexity

Eight provisions for contractual compl

Two underlying dimensions of contrac
enforcement and coordination functio.

The usage of particular contractual pr
specificity and whether the alliance’s
open-ended.

Business-to-business
relationships

Ring and Van De Ven,
1992

« Alliances

» Choice of governance

The characteristics of the forms of go
providing a conceptual framewovkere

Lusch and Brown, 199¢

Contracting and relationa
behavior

The performance of marketing activiti
members an be coordinated by normg

Mouzas and Ford, 200

Umbrella agreements

Umbrella agreements used in B2B ne
facilitate the interaction process and i
can create a framework for going nec

Mouzas and Furmston,
2008

* Umbrella agreements

+ Contract law

Umbrella agreements can be ubsgdus
the traditional contracts difficulties.
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Mouzas and Blois
(2008)

+ Relational Contracts

+ Incomplete Contracts

« Relational Contract theory is critically
with incomplete contract theory as we
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Table 2: Dimensions of Contract Characteristics

Dimension Derived | Sub-Dimensions | Source Operationalisation
from
Structural Luschand | | Key aspects of Poppo and Contraqtua_l co.mpIeX|ty (contract
Provisions Brown, contract Zenger, customization):
1996 2002 1 = strongly disagree, 7 = strongly agree
management
G « the formal contract is highly customized
» Governance . .
and required considerable legal work
structure
. Contract * the length of the contract (in pages) is also
on _r?c_t . asked and the correlation between the two
spel;u 'ﬁ' Y. 1.€. items is tested
Umbretia versus - "Mouzas Specificity of the contract
detailed
L and Ford, . .
specifications 2006 * The extent to which parties use umbrella
* Roles and Mouzas agreements
responsibilities and » Default and mandatory rules
Furmston, _
2008 » Renegotiation of contract terms
Argyres Responsibilities/expectations:
and Mayer,| | One partner receives full hardware
2007 L
specifications from the other partner

* One partner deliverables section

» Project schedule directed to be negotiated
after SOW signed

» Project schedule included in SOW

» Delivery schedule for hardware platforms
from one partner included in SOW

» Features to be included in each release are
included in SOW

» Equipment and material required section
gets additional detalil

Argyres et | Task description:
al., 2007 :

« coded on a 1-7 Likert-type scale, where 1
represents cases in which the contracts
contains very little detail in the description
of the task to be accomplished and 7
represents cases in which very extensive
technical description was included

Lusch and | Roles specificity:
Brown, . . . .
1996  In dealing with our major supplier, our

contract or distribution agreement precisely
defines the role of each party

« In dealing with our major supplier, our
contract or distribution agreement precisely
defines the responsibilities of each party

 In dealing with our major supplier, our
contract or distribution agreement precisely
states how each party is to perform.
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Lerner and

Control rights regarding the governance

Merges, structures:
1998 .
« Control of top project management body
+ Seat on R&D firm’s board
e Equity in R&D firm
* Right to participate in R&D firm's
financings
* Right to register R&D firm's stock
 Ability to make public equity purchases
Enforcement | Parkhe, ' . Parkhe, Which safeguards listed below were put into
. Confidentiality : . s
Provisions 1993; Reuer o 1993 the formal agreement of this alliance
and Arino provisions
2007 ' Restriction of » designation of certain information as
proprietary and subject to confidentiality
property - fh
information provisions of the contract
N * non-use of proprietary information even
Termination L
. after termination of agreement
provisions
Arbitration clauses  termination of agreement
. . * arbitration clauses
Lawsuit provisions
 lawsuit provisions
Lerner and | Control rights regarding the key aspects of
Merges, alliance management:
1998

* Right to manage clinical trials

« Right to undertake process development
» Right to manufacture final product

* Right to market universally

« Right to market product alone

Control rights regarding the determination of
alliance scope:

* Right to expand alliance

* Right to extend alliance

« Right to terminate alliance without cause
* Right to terminate particular projects

* Right to sub-license

« Right to license after expiration/terminatio

* Right to “shelve' projects

Control rights regarding the control of
intellectual property:

« Ownership of patents

« At least partial patent ownership
« Control of patent litigation

* Right to know-how transfer

« Ownership of core technology

« Right to delay publications

>

* Right to suppress publications
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Lusch and
Brown,
1996

explicit contracting for handling unexpected
events:

In dealing with our major supplier, our
contract or distribution agreement precisely
states the legal remedies for failure to
perform

In dealing with our major supplier, our
contract or distribution agreement precisely
states what will happen in the case of events
occurring that were not planned

In dealing with our major supplier, our
contract or distribution agreement precisely
states how disagreements will be resolved.

Cavusgil et
al., 2004

We state precisely in our agreement the
legal consequences for less-than-
satisfactory performance on the part of th
distributor.

D

We state precisely in our agreement the
legal consequences for the distributor if [it
fails to comply with operational
expectations.

—

We state in our agreement in precise legg
terms the operational responsibility of eagh

party

Coordination
Provisions

Parkhe,
1993; Reuer
and Arino,
2007

Rights to reports
of relevant
transactions

Notification rights
for departures
from the
agreement

Renegotiation

Auditing rights

Parkhe,
1993

Which safeguards listed below were put into
the formal agreement of this alliance?

periodic written reports of all relevant
transactions

prompt written notice of any departures
from the agreement

the right to examine and audit all relevant
records

Argyres
and Mayer,
2007

Contingency planning:

Communication:

Addition of risks or concerns section to
SOW

Hardware problems or changes lead to
renegotiation of costs and schedule

Impact of industry standards issues
discussed in SOW

Changes to SOW must be in writing

Changes to SOW must be reported in a
timely manner

Single point of contact at one of the partn

D
—=

Argyres et
al., 2007

Contingency planning:

coded on a binary basis: as zero if the
contract in question contained no
contingency planning and one if
contingency planning was included
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