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Abstract

Purpose — Over the last decades, horizontal cooperations between logistics service providers
(LSPs) have become a well-established organizational form and their use is expected to grow
even further in the future. In spite of this increasing importance of horizontal LSP coopera-
tions, little research has been done to reveal how to govern these relationships successfully.
Particularly, the role of contractual governance and its interplay with operational governance
mechanisms remain to be investigated.

Design/methodology/approach — This research analyzes the influence of contractual gov-
ernance on the effectiveness of two types of operational governance (a formal and a relational
type). It relates contractual governance and operational governance to two major outcome
dimensions of horizontal cooperations between LSPs (cooperation-based firm performance
and cooperation-based learning) and uses multivariate statistical methods.

Findings — The results reveal that contractual safeguarding is able to partly replace process
formalization when aiming for better cooperation-based firm performance and complement
process formalization when aiming for cooperation-based learning. At the same time, rela-
tional capital is always complemented by contractual safeguarding independently from the
desired cooperation outcome.

Originality/value — This is the first study analyzing the role of contractual safeguarding in
horizontal cooperations between logistics service providers. It shows its interplay with opera-
tional governance mechanisms, and, thereby, not only considers a relational type of opera-
tional governance, but also a formal type.

Keywords: Horizontal cooperation, contractual safeguarding, governance, logistics service
providers, empirical study, transaction cost economics

Introduction

For quite some time, horizontal cooperations have grown in importance for logistics
service providers (LSPs) and today more than half of LSPs are engaged in one or
multiple such cooperations with other LSPs (Muir, 2010; Schmoltzi and Wallenburg,
2011). Through cooperations with potential competitors, LSPs are able to benefit in
two fields: First, LSPs can access tangible resources which are directly exploitable (e.g.,
extended common transportation networks, warehouse infrastructure or more complex
service packages by combining partners’ resources) and directly contribute to



the LSPs’ firm performance (Cruijssen et al., 2007a; Cruijssen et al., 2007b; Selviaridis and
Spring, 2007; Verstrepen et al., 2009; Klaas-Wissing and Albers, 2010). Second, LSPs can
access intangible resources, which are not directly exploitable (e.g., know-how and infor-
mation) and provide the basis for future innovations, and, thus, enhance future firm perfor-
mance (Carbone and Stone, 2005; Steinicke et al., 2012).

To achieve these benefits, adequate management of the cooperation is necessary. Here,
a major challenge lies in cooperating while at the same time being competitors, a setting of
“co-opetition” which fundamentally differs from vertical cooperations (Bengtsson and Kock,
2000; Tsai, 2002). This important field of cooperation management has, however, been long
neglected by logistics research, which mainly addresses cooperations between LSPs and their
customers (Panayides and So, 2005; Fugate et al., 2009; Yazdanparast et al., 2010) and other
vertical cooperations along the supply chain (Ryals and Humphries, 2010; Braziotis and Tan-
nock, 2011).

Within the management of co-opetitive relationships, the right set of governance mech-
anisms is a major success factor (Hoetker and Mellewigt, 2009; Schmoltzi and Wallenburg,
2012; Steinicke et al., 2012). To achieve an effective governance structure, companies can
utilize a wide range of possible governance mechanisms in cooperations. Among them, (a)
two types of operational governance, a relational type (Kale et al., 2000; Hammervoll, 2011;
Lado et al., 2011) and a formal type (e.g., process formalization) (Murray and Kotabe, 2005),
and (b) contractual governance (Poppo and Zenger, 2002; Teng and Das, 2008) are govern-
ance forms of major importance.

Prior research has shown that both operational and contractual governance mechanisms
reach higher effectiveness in interplay with other governance mechanisms (Kale and Singh,
2009). At the same time, how to design their interplay remains unclear, and, two main
schools have emerged among cooperation management scholars (Kale and Singh, 2009). The
first school of thought suggests that contractual governance reduces the need for operational
governance and vice versa, i.e., they each substitute or crowd out the other (Bradach and Ec-
cles, 1989; Gulati, 1995; Wang et al., 2011), whereas the second school finds that contractual
governance strengthens the positive effects of operational governance, i.e., they are comple-
mentary in enhancing alliance outcome (Poppo and Zenger, 2002; Aalbers, 2010).

However, a research gap exists regarding which of the schools to follow when setting
up governance for horizontal LSP cooperations. Additionally, prior research does not differ-
entiate between distinctive types of operational governance. It only views at the interplay of
contractual governance and one relational type of operational governance — typically just
called “relational governance” —, although a formal type of operational governance can be a
very effective alternative, in particular in LSP cooperations (Steinicke et al., 2012), which
should be taken in consideration when establishing governance in cooperations. Consequent-
ly, also the interplay of contractual governance and the formal type of operational governance
is of major interest, when establishing an effective set of governance mechanisms, but has so
far not been researched. A further research gap remains about how firms can maximize their
benefits from cooperations through better combining governance mechanisms, which is re-
flected in Reuer and Arifio’s (2007) call for further research considering the outcome effects
of governance in cooperations.

This study addresses these research gaps by outlining and evaluating the interplay
of contractual and operational governance in horizontal LSP cooperations regarding
their outcome effects. Based on a sample of 209 LSPs engaged in horizontal
cooperations, this study employs a quantitative hypotheses testing empirical approach



using structural equation modeling. Thus, it provides empirical insights into what combina-
tions of governance mechanisms are most effective in terms of cooperation outcome. The
following section gives an overview of the focal constructs of this research.

Focal constructs

Governing LSP cooperations

Governance helps to fulfill two of the most important tasks of cooperation manage-
ment, (1) the coordination of cooperation activities and resources and (2) the mitigation of the
risk of opportunistic behavior between cooperation partners (Reuer and Arifio, 2007; Hoetker
and Mellewigt, 2009; Steinicke et al., 2012).

To achieve this, cooperating firms can employ various forms of governance in coopera-
tions. Two especially important ones are:

Operational governance

In this research, operational governance is defined as the governance which accounts
for the day-to-day governance of activities and processes. Operational governance consists of
two types: a formal and a relational type of operational governance (Hoetker and Mellewigt,
2009; Schmoltzi and Wallenburg, 2012; Steinicke et al., 2012). First, the formal type of oper-
ational governance refers to rules, policies and procedures, which form a mutually agreed
upon framework of how operational processes within the cooperation activities are supposed
to take place, and are independent from personal relationships (Murray and Kotabe, 2005). In
this research, we focus on process formalization as a mechanism of the formal type of opera-
tional governance. Process formalization is defined as spelling out detailed tasks, activities,
schedules and operating procedures to govern the cooperation (c.f., Murray and Kotabe,
2005). An example are standard operating procedures defining how cooperation partners have
to handle certain cargo types. Process formalization provides an agreed upon formal basis for
day-to-day interactions between cooperating firms on the operational level. Furthermore, it
clarifies goals and responsibilities, and provides transparency about cooperation processes
(Das and Teng, 1998; Min et al., 2005). Process formalization is particularly effective in LSP
cooperations (Schmoltzi and Wallenburg, 2012), which rely on high degrees of standardiza-
tion regarding time schedules and quality rules and mostly need clearly defined organization-
al routines and control systems to function soundly (Klaas-Wissing and Albers, 2010).

Second, the relational type of operational governance refers to operational governance
mechanisms that are interpersonal and social in nature and mainly enhance the building of
trust and social identification (Dyer and Singh, 1998; Jap and Ganesan, 2000). They corre-
spond to the social exchange perspective according to which cooperative exchanges are em-
bedded within a system of social interactions (Granovetter, 1985). In this research, we focus
on relational capital as a mechanism of the relational type of operational governance. Rela-
tional capital involves an atmosphere of forbearance, respect and balanced reciprocity (Wal-
lenburg and Raue, 2011). In addition, it creates a mutual confidence that no party will exploit
the others’ vulnerabilities even if there is such opportunity (Kale et al., 2000). An example
for strong relational capital are cooperation partners trusting each other even when other
partners deal with own customers. Relational capital is an effective governance mechanism of
inter-organizational relationships of LSPs (Wallenburg and Raue, 2011), in which relational
aspects have often been proven to be crucial success factors (Hofenk et al., 2011).



Contractual governance

Contractual governance is setting the legal parameters of the cooperation agreement
(Heide, 1994; Kale et al., 2000; Poppo and Zenger, 2002; Li et al, 2010; Nielsen, 2010). It
amounts to the use of contractual safeguards on which the cooperating firms jointly agree.
Thus, in investigating contractual governance, we focus on contractual safeguarding. It ena-
bles cooperation partners to set forth their mutual rights and obligations through the specifi-
cation of inputs to and expected outputs from the cooperation (Shenkar and Zeira, 1992; Luo,
2002), the definition of processes by which exchanges will occur and any disputes will be
resolved (Reuer and Arifio, 2007). Contractual safeguards further may specify procedures for
monitoring and penalties for noncompliance, and, hence, promote longevity in exchanges
(Poppo and Zenger, 2002). Additionally, contractual safeguards may specify rights to reports
of relevant transactions between partners and rights for notifications about departures from
the agreement (Reuer and Arifio, 2007). In their conceptual work about cooperative LSP net-
works, Klaas-Wissing and Albers (2010) emphasize the role of contractual safeguarding for
establishing incentives and penalties within in the cooperation. Correspondingly, Verstrepen
et al. (2009) include contractual safeguarding as a major aspect in their conceptual framework
for managing horizontal cooperations in logistics. According to Verstrepen et al. (2009),
many LSPs do not sufficiently employ contractual safeguards, and can, therefore, get severe
problems with their partners. For example, when partners fail in reaching pre-defined target
levels for key performance indicators, conflicts are likely to arise. Upon-agreed contractual
safeguards, which specify the expected outcomes and penalties for failing to fulfill these,
provide a base to soundly resolve such conflicts.

The outcome of LSP cooperations

Different approaches to assess the outcome a cooperation yields for the individual firm
can be found in the literature (Kale et al., 2002; Nielsen and Nielsen, 2009; Perry et al., 2004;
Zacharia et al., 2009). The essential question this comes down to is: how does the firm (ex-
pect to) benefit from the cooperation with respect to its own performance? Here, two essen-
tial ways of benefiting can be distinguished.

On the one hand, firms can access tangible resources, which are directly exploitable
(e.g., efficient and effective organized common transportation networks) and in that way di-
rectly improve firm performance in terms of market success and profitability (Kogut, 1988;
Cruijssen et al., 2007c). On the other hand, firms can access intangible resources, which are
not directly exploitable (e.g., know-how and information) (Simonin, 1997; Kale et al., 2000;
Kale and Singh, 2007) and in that way create a basis that indirectly will enhance firm perfor-
mance. Consequently, we assess the outcome of cooperations from two perspectives.

We term the first perspective cooperation-based firm performance. It refers to the ex-
tent to which tangible benefits from the cooperation foster the strategic and financial perfor-
mance of the involved LSP. While an assessment of pure financial effects may be desired in
this perspective, a corresponding measurement is difficult, as the financial effects of a coop-
eration are not directly observable and often very complex to isolate (Saxton, 1997; Gulati,
1998). In contrast, cooperation-based firm performance is an established comprehensive per-
spective (Perry et al., 2004), which reflects whether the cooperation has improved the firms
competitive position through increased market success and profitability (Kale et al., 2002;
Perry et al.,, 2004). For example, increased cooperation-based firm performance can



derive from better market penetration through offering customers a greater geographical cov-
erage by combining transportation networks of cooperation partners.

The second perspective refers to the LSP learning via and from the cooperation. We
will term this domain cooperation-based learning. It is one of the major motives behind coop-
erative strategies of firms in general (Doz and Hamel, 1998) and refers to the extent to which
intangible resources like know-how and information can be adopted from cooperation part-
ners (Kogut, 1988). By carrying out cooperation activities together and getting involved in
the partners’ business processes, LSPs are able to identify and adopt critical know-how and
information from their partners. This information and know-how, in turn, can indirectly also
lead to a competitive advantage for the individual LSP (Porter, 1986; Lane et al., 2001), as it
can be applied in the focal firm’s activities apart from the respective cooperation. For exam-
ple, the new skills and capabilities can enhance operational and management processes of the
focal LSP. Correspondingly, cooperation-based learning covers the adoption of know-how
and information in different fields as technological expertise, service development and deliv-
ery, as well as management practices and tools (Kale et al., 2000).

Conceptual model and hypotheses development

Based on the aforementioned introduction of the two types of operational governance in
horizontal LSP cooperations and the two dimensions of cooperation outcome, this section
develops a conceptual model (see Figure 1). Two base hypotheses (H1a/b and H2a/b) regard-
ing the link from operational governance to cooperation outcome are derived. They serve as
basis for the subsequent conceptualization of the interplay of operational governance with
contractual governance. For this interplay, two hypotheses (H3a/b and H4 a/b) are developed
which outline contractual safeguarding as a moderating factor for the link from operational
governance to cooperation outcome. Finally, the relationship between the two outcome di-
mensions is hypothesized (H5).

‘ Contractual Governance

Haa, Haa Hap, Hap

" Operational Governance .

Formalization

Relational Capital

Learning

Figure 1: Conceptual mbdel



The operational governance — cooperation outcome link

In the following, the effect of process formalization and relational capital on both out-
come dimensions is outlined. For cooperation-based firm performance, this influence is out-
lined from a transaction cost economics perspective, and, for cooperation-based learning,
from a perspective of know-how and information exchange.

Transaction cost economics builds on exchange parties that are rationally bounded and
exhibit opportunistic self-interest seeking behavior (Williamson, 1975). The exchange be-
tween these parties is optimized by applying appropriate governance mechanisms (William-
son, 1985), which help to better coordinate the exchange and reduce opportunistic behavior,
and, thus, reduce transaction costs. Whereas initial research on governance in cooperations,
which was based on transaction cost economics, focused only on formal types of operational
governance mechanisms (Williamson, 1991), later works have shown that also relational
types of operational governance mechanisms are effective in limiting transaction costs (Gula-
ti, 1995; Kale et al., 2000), and current research considers both types of operational govern-
ance (Judge and Dooley, 2006; Hoetker and Mellewigt, 2009). To reduce transaction costs,
partners may use both, process formalization as a mechanism of the formal type of operation-
al governance and relational capital as a mechanism of the relational type of operational gov-
ernance (Lee and Cavusgil, 2006; Zollo et al., 2002; Luo, 2002).

Process formalization improves the coordination of horizontal LSP cooperations
(Schmoltzi and Wallenburg, 2012). It allows for higher efficiency (Murray and Kotabe,
2005), higher information processing capacity (Galbraith, 1973), better utilization of the in-
volved assets, and higher speed of cooperation processes (Galbraith, 1973). Moreover, it
identifies complementary tasks and responsibilities and, by doing so, puts limits on the ac-
tions of cooperation partners and enhances possibilities to monitor the behavior of partners.
This, in turn, makes opportunism less rewarding (Dwyer and Oh, 1987; Dahlstrom and Ny-
gaard, 1999), and, thus, lowers transaction costs (Hoetker and Mellewigt, 2009).

Relational capital “involves the pattern of interaction between partner firms that facili-
tates and allows for the effective functioning of [cooperations] on a day-to-day basis” (Cullen
et al., 2000, p. 224). In particular, it allows partners to better understand the common goals of
the cooperation partners, and, thus, improves mutual decision making and cooperation coor-
dination (Stephen and Coote, 2007). Accordingly, Schmoltzi and Wallenburg (2012) stress
that coordination in horizontal LSP cooperations is positively affected by mutual decision-
making whereas missing mutuality amplifies opportunistic behavior. Relational capital cre-
ates an atmosphere of mutual confidence in which the exchange parties will not exploit the
others’ vulnerabilities even if there is an opportunity to do so (Sabel, 1993, Kale et al., 2000;
Kumar et al., 2011). Therefore, it lowers the need for monitoring which reduces transaction
costs (Gulati 1995).

The two domains, improved coordination and reduced opportunism lower the transac-
tion costs and, thus, enhance its efficiency and effectiveness, what constitutes a tangible and
directly exploitable benefit to each company. It is likely to foster the strategic and financial
performance, as it increases market strength and profitability of the cooperating LSPs. Con-
sequently, we conclude:

H1a: Process formalization has a positive influence on cooperation-based firm perfor-
mance.

H1b: Relational capital has a positive influence on cooperation-based firm perfor-
mance.



The two operational governance mechanisms, process formalization and relational capi-
tal, also positively influence cooperation-based learning.

Cooperation-based learning consists of the acquisition of: (a) information and (b)
know-how (Kogut and Zander, 1992; Kale et al., 2000). Information is easily codifiable
knowledge that can be transmitted, when the syntactical rules required for deciphering it are
known and includes facts, axiomatic propositions, and symbols (Kale et al., 2000). Con-
trasting this, know-how consists of knowledge that is tacit, sticky, complex, and difficult to
codify (Nelson and Winter, 1982; Szulanski, 1996; Kale et al., 2000) and is an accumulated
practical skill or expertise (von Hippel, 1988).

Learning usually takes place when cooperation partners carry out their cooperation ac-
tivities together. Here, operational governance mechanisms enhance cooperation-based learn-
ing to the extent to which they facilitate the exchange of information and know-how. Process
formalization facilitates the exchange of information and extends information-processing
capacity (Galbraith, 1973; Steinicke et al., 2012), and, thus, enhances learning between coop-
eration partners through increased coordination. Process formalization further leads to greater
openness between cooperation partners when it is set up, as partners dealing with sensitive
information and know-how are encouraged to open up (Steinicke et al., 2012) and reveal fur-
ther details of their internal processes (Daugherty et al., 2011), which can be adopted by co-
operation partners. Thus, it also increases learning through reduced opportunism.

Relational capital also enhances cooperation-based learning, as it facilitates the ex-
change of information. In particular, relational capital is associated with higher intensity, fre-
quency, and breadth of the exchange of business-related information (Larson, 1992), and
greater know-how acquisition (Yli-Renko et al., 2001). Additionally, relational capital leads
to a more intense exchange of know-how. Particularly, relational capital lowers the percep-
tion of the risk of opportunism, which makes cooperation partners more confident to share
information and knowledge and to engage in wide-ranging, continuous and intense
knowledge sharing (Kale et al., 2000; Bosch-Sijtsema and Postma, 2010). Consequently, we
hypothesize:

H2a: Process formalization has a positive influence on cooperation-based learning.
H2b: Relational capital has a positive influence on cooperation-based learning.

The interplay of contractual and operational governance

Not only operational but also contractual governance mechanisms have the main func-
tions of enhancing coordination (Li et al., 2010) and reducing opportunism between coopera-
tion partners (Heide, 1994).

Still no research results exist regarding the question whether contractual safeguarding
is either able to substitute or complement the formal type of operational governance. We
outline, contractual safeguarding to be able to substitute process formalization in
improving cooperation coordination and reducing opportunism between cooperation
partners. With respect to cooperation-based firm performance, contractual safeguarding is —
like process formalization — able to improve coordination through better-organized
information processing. In particular, contractual safeguards specify rights to report of
relevant transactions between partners and rights for notifications about departures from
the agreement, and, thereby, facilitate the coordination of cooperation activities (Reuer and
Arifio, 2007). In the same vein, Poppo and Zenger (2002) conceptualize that cooperation
contracts improve cooperation coordination — like process formalization — through the



specification of procedures. For example, the access of information from the
cooperation partners could be realized through process formalization in form of standard op-
erating procedures as well as through clauses in the cooperation contract which contain the
rights to reports of relevant transactions and notifications of departures from the contractual
agreement. Additionally, contractual safeguards are — like process formalization — able to
reduce opportunism by specifying the responsibilities and tasks of the partners in a coopera-
tion (Reuer and Arifio, 2007). In doing so, they also limit the actions of cooperation partners
and enhance the possibility to monitor for opportunistic behavior, which, in turn, becomes
less promising. Therefore, contractual safeguards also lower transaction costs and improve
cooperation-based firm performance. Consequently, contractual safeguarding is expected to,
at least partly, substitute the positive effect of process formalization on cooperation-based
firm performance.

With respect to cooperation-based learning, a similar pattern can be derived. Like pro-
cess formalization, contractual safeguarding is able to coordinate the flow of information
(Reuer and Arino, 2007) as the first of the two types of knowledge relevant to cooperation-
based learning. This reasoning is supported by findings of Steinicke et al. (2012), who empir-
ically show that LSPs can — when striving for innovative outcomes — replace process formali-
zation with equity involvement associated with more formalized coordination. Moreover,
setting up contractual safeguards — like process formalization — encourages the cooperating
parties to open up. Thus, when being set up, contractual safeguarding also allows partners
insights into each other’s sensitive information and know-how. For example, when the ex-
change relationship is specified for the contract, LSPs might gain insight into the technolo-
gies cooperation partners are using. Therefore, contractual safeguarding is hypothesized to, at
least partly, substitute the cooperation-based learning increasing effect of process formaliza-
tion.

H3a: The positive influence of process formalization on cooperation-based firm per-
formance decreases when the degree of contractual safeguarding increases.

H3b: The positive influence of process formalization on cooperation-based learning
decreases when the degree of contractual safeguarding increases.

Several research works have dealt with the relationship between contractual safeguard-
ing and the relational type of operational governance (Bradach and Eccles, 1989; Gulati,
1995; Poppo and Zenger, 2002; Aalbers, 2010; Wang et al., 2011). For the case of horizontal
LSP cooperations, we propose contractual safeguarding to complement the positive influence
of relational capital on cooperation outcome, and, thus, follow the second of the two above
introduced schools of thought. Puranam and Vanneste (2009) suggest that contractual gov-
ernance and the relational type of operational governance complement each other in complex
cooperation settings with unforeseeable contingencies and high uncertainty and volatility.
Horizontal LSP cooperations fulfill these criteria, as they are complex involving many part-
ners and business functions as well as having an international reach (Schmoltzi and Wallen-
burg, 2011). Moreover, Steinicke et al. (2012) emphasize that LSP cooperations are — in con-
trast to manufacturing cooperations — more complex to govern due to the key role of the cus-
tomer in the service delivery process and the difficulty of protecting proprietary knowledge.

In particular, contractual safeguarding is an effective complementary measure to over-
come a major limitation of relational capital in reducing opportunism (Poppo and Zenger,
2002). This limitation is the lacking security of repeated exchanges that



is necessary for the relational type of operational governance to become effective (Klein,
1996; Baker et al., 2002). Only when the exchange partners are sure about the longevity of a
complex cooperation, good personal relationships and trust will encourage them to invest in
the cooperation, and, thus, in its long-term success. In contrast, when it is unclear whether
repeated future exchanges will take place, exchange partners may better behave opportunisti-
cally and pursue short-term gains instead, as possible future pay-offs only are vague. Con-
tractual safeguarding provides this security, as partners agree to a binding long-term com-
mitment and even specify legally enforceable punishments, and, thus, it lowers the attractive-
ness of opportunistic behavior. Hence, contractual safeguarding overcomes this limit of rela-
tional capital, and, therefore, is likely to complement its transaction cost reducing effect
which increases cooperation-based firm performance.

Contractual safeguarding also complements the positive effect of relational capital on
cooperation-based learning in a similar manner. Repeated exchanges and stable, long-term
relationships are a precondition for cooperation-based learning (Beamish and Banks, 1987,
Lane et al., 2001), as successful learning “rests upon an iterative process of exchange be-
tween the member firms and the extent to which personnel from the two firms have direct and
intimate contact to further an exchange” (Arrow, 1974; Badaracco, 1991 in Kale et al., 2000,
p.- 221). For example, when an LSP is learning from its partners in complex fields such as
how to provide higher quality in service delivery, a continuously lasting exchange with these
partners is necessary to adopt all relevant aspects. Contractual safeguarding is effective in
ensuring this longevity of a cooperation, as partners agree to a binding long-term commit-
ment, and, therefore, complements relational capital in facilitating cooperation-based learn-

ing.
H4a: The positive influence of relational capital on cooperation-based firm perfor-
mance increases when the degree of contractual safeguarding increases.

H4b: The positive influence of relational capital on cooperation-based learning in-
creases when the degree of contractual safeguarding is increases.

Interrelation of outcome dimensions

The (intangible) know-how and information adopted from cooperation partners through
cooperation-based learning can be turned into tangible benefits, and, thus, positively affects
cooperation-based firm performance (Leonard-Barton, 1998; Zahra et al., 2000; Nielsen and
Nielsen, 2009), particularly, for two main reasons. First, the adopted knowledge (know-how
and information) provides a basis for the development of innovations within LSPs (Chapman
et al., 2003). Such innovations have been proven to enable business organizations to gain
competitive advantages necessary to compete in their markets (Kandampully, 2002; Dilk et
al., 2008; Defee and Fugate, 2010; Daugherty et al., 2011), as innovative organizations are
able to adapt to new economical challenges and changes in customer demand more easily
(Grawe, 2009; Grawe et al., 2009; Gunday et al., 2011). Second, the adopted know-how can
often be directly applied in the focal firm’s processes and lead to tangible benefits, e.g., re-
duced cycle times, improved order fulfillment, external partnering capabilities, and stronger
management competencies (Celuch et al., 2002; Panayides, 2007), which, in turn, will in-
crease profitability and market success.

H5: Cooperation-based learning has a positive influence on cooperation-based firm
performance.



Methodology

Sampling and data collection

The data for hypotheses testing was collected with a web-based survey. The question-
naire was sent to executive managers of LSPs, who can be assumed to be well qualified as
informants because horizontal LSP cooperations mostly lay in the responsibility of the top-
management. Corresponding to the crucial role of cooperation contracts in our research mod-
el, the survey was addressed to respondents in a country with legal enforceability. In particu-
lar, the sample was drawn from a commercial company database containing German firms
with an annual turnover of more than 1 million euros. Overall, we could obtain valid email
addresses for 3,661 LSPs with legal entities in Germany, which received an invitation with a
personalized link to the questionnaire. We received 389 responses, a response rate of 10.6%.
Of those, 160 responses originate from LSPs that did not cooperate horizontally with other
LSPs, whereas 229 responses originate from LSPs with relevant cooperation experience —
this share of 59% cooperating LSPs is consistent with the share identified by Schmoltzi and
Wallenburg (2011). Due to our research aim, the responses from non-cooperating LSPs could
not be used for hypotheses testing. Of the remaining 229 datasets, 20 were deleted because of
incomplete data leaving 209 sets for further analysis (see Table 1).

To test for potential non-response bias, company demographics of responding firms
were compared to those of the non-responding ones using available data from the company
database (Wagner and Kemmerling, 2010). To test for potential late-response bias, survey
data from the earliest third of respondents was compared to the latest third (Armstrong and
Overton, 1977). For both, no significant differences between the groups were found, indicat-
ing that non-response is of no concern.

Since we applied a single source approach, we designed the survey to reduce
common-method bias by arranging the survey question in an order, which does not
allow for conclusions about the research model. In addition, respondents’ anonymity
was warranted and in the questionnaire it was stressed out that no wrong

Sales revenue (in €) n %

1-5 million 58 27.7
>5-25 million 61 29.2
>25-100 million 42 20.1
>100-500 million 23 11.0
>500 million-5 billion 7 3.3
>5 billion 5 24
Not specified 13 6.3
Total 209 100
Number of employees n %

1-50 72 34.4
51-100 38 18.3
101-500 63 30.1
501-1000 9 43
>1000 19 9.1

Not specified 8 3.8
Total 209 100

Table 1: Firm demographics of respondents



answers exist. We further tested for the presence of common-method bias by using a theoreti-
cally uncorrelated marker variable (Podsakoff et al., 2003). The lowest correlation of this
variable to the other items is 0.005 (p > 0.938), representing the upper bound for a potential
common-method variance. This indicates that also common-method bias is of no concern in
our study.

Measurement models

Construct measurement relied upon multi-item 7-point scales derived from logistics and
strategic management literature. They were pretested with six logistics researchers and six
executive managers of LSPs to ensure face validity.

Cooperation-based firm performance was measured based on the performance scales of
Perry et al. (2004) reflecting to what extent the cooperation resulted in a better competitive
position and increased profitability of the focal firm. For assessing cooperation-based learn-
ing, we referred to the scale of Lane et al. (2001), measuring to what extent firms have
learned from their partners. Process formalization was measured using the formalization scale
of Murray and Kotabe (2005) from which one item was eliminated in the scale refinement
process. Relational capital was assessed based on the scale of Kale et al. (2000).

To capture the degree of contractual safeguarding, we used a measure of contractual
provisions developed by Parkhe (1993). Specifically, he developed a list of eight contractual
safeguards based on legal literature. Respondents in our study were asked to indicate for each
item whether this contractual provision is applied in the specific cooperation. For testing the
interplay of governance via multi-group analysis, the sample was divided into two subgroups:
a low contractual safeguarding group that applied the half or less of these eight safeguards (N
= 67), and a high contractual safeguarding group that applied more than half of these eight
safeguards (N = 142).

Empirical research relies on measurement models that are both reliable and valid. Scale
reliability and validity were assessed using SPSS 20 and Amos 20. All Cronbach’s alpha val-
ues were well above the suggested 0.7 (Nunnally and Bernstein, 1978). In addition, the con-
firmatory factor analysis showed good model fit: y?/df = 1.876, CF1 = 0.965, TLI = 0.953 and
RMSEA = 0.065. All factor loadings are significant at p < 0.001, supporting convergent va-
lidity. Further, for all constructs, the Fornell and Larcker (1981) criterion indicates discrimi-
nant validity, as results show that all AVEs surpass the respective squared correlations. All
measurement models used in the questionnaire can be found in the Appendix.

Hypotheses test results

Our model provides good fit between theory and empirical data: The fit of the structural
base model indicates adequate model fit (y*/df = 1.876, CFI = 0.965, TLI = 0.953, RMSEA =
0.065).

As displayed in Figure 2, Hla,b find support, as process formalization (+0.29, p <
0.001) and relational capital (+0.39, p < 0.001) have significant positive effects on coopera-
tion-based firm performance. Also H2a,b find support as process formalization (+0.34, p <
0.001) and relational capital (+0.32, p < 0.001) have a significantly positive influence coop-
eration-based learning. Cooperation-based learning has a significant positive effect on coop-
eration-based firm performance (+0.32, p < 0.001) providing support for H5.



Hla: 0,293**
Performance

Formalization

H2b: 0,324***

Relational Capital

Learning

Values representregression weights from the structural equation model
*** Designates significance at.001 level

Figure 2: Empirical results for hypothesized base model

The explanatory power of the model is substantial, as the variance explained (R?) is
68.0% for cooperation-based firm performance and 15.4% for cooperation-based learning.

To identify the moderating effects of contractual safeguarding, a multi-group analysis
was conducted. All parameters of the structural model were estimated separately for the two
subsamples under scrutiny and moderation was examined by conducting t-tests to verify the
significance of differences between the structural paths. Table 2 contains the results of the
moderation analysis. The results presented in this table indicates that, H3a and H3b find only
partial support, as the effect of process formalization on cooperation-based firm performance
is significantly stronger in settings of low contractual safeguarding (p < 0.001) compared to
settings where contractual safeguarding is high. At the same time, the effect of process for-
malization on cooperation-based firm learning is significantly stronger in settings of high
contractual safeguarding (p < 0.001) compared to settings where contractual safeguarding is
low. Thus, H3a is supported whereas H3b has to be rejected. Consistent with H4a and H4b,
the effects of relational capital on cooperation-based firm performance (p < 0.001) and coop-
eration-based learning (p < 0.001) are significantly stronger in settings of high contractual
safeguarding compared to settings of low contractual safeguarding, providing support for H4a
and H4b.

Low High

(n=67) (n=142)
Contractual safeguarding Standardized Significance of difference

path coefficient in path coefficient Hypothesis
Formalization—performance (H3a)  0.42** 0.19* p<0.001 Support
Formalization—learning (H3b) 0.07n.s. 0.30%** p<0.001 Reject
Rel. capital—performance (H4a) 0.28*  0.40%*** p<0.001 Support
Rel. capital—learning (H4b) 0.18n.s. 0.39%** p<0.001 Support

Notes: n.s., Not significant. * ** ***Significant at 0.1, 0.01, and 0.001 levels, respectively

Table 2: Results of moderation analyses for contractual safeguarding



Discussion

Theoretical contributions

Our results reveal a new perspective on the interplay of governance mechanisms in hor-
izontal cooperations. Recent research in the field of governance in cooperations examines the
interplay of two distinct governance forms, in particular contractual governance and the rela-
tional type of operational governance (Mayer and Argyres, 2004; Reuer and Arifio, 2007).
Here, two different schools have emerged among cooperation management scholars (Kale
and Singh, 2009), of which the first school suggests that contractual safeguarding and the
relational type of operational governance substitute or crowd out each other (Bradach and
Eccles, 1989; Gulati, 1995; Wang et al., 2011), whereas the second school emphasizes con-
tractual safeguarding and the relational type of operational governance to be complementary
(Poppo and Zenger, 2002; Aalbers, 2010).

Our research not only clarifies this interplay of governance mechanisms for the case of
LSP cooperations, but draws a more comprehensive picture by extending the view on gov-
ernance in cooperations in two ways. First, unlike in most of the previous research contribu-
tions, we not only limit our research to the relational type of operational governance, but fol-
low Wallenburg and Raue (2011) and extend the view to a second type: a formal type of op-
erational governance, and contrast the effectiveness of these two types of operational govern-
ance with the level of contractual governance applied. Second, when examining the interplay
between operational and contractual governance, this research goes beyond identifying
whether these governance forms are in use at the same time. Rather, it is first in building up-
on the outcome effects that originate from the combination of contractual and operational
governance mechanisms and is, therefore, responsive to Reuer and Arifio’s (2007) call for
further research.

To examine and explain the interplay of operational and contractual governance, this
research illustrates and draws upon the underlying levers through which governance in coop-
erations affects cooperation outcome. Both forms of governance affect cooperation outcome
through the same two main levers: On the one hand, they facilitate the coordination of coop-
erations, and, on the other hand, they reduce the risk of opportunistic behavior between coop-
eration partners.

This research shows how contractual safeguarding influences the effectiveness of oper-
ational governance mechanisms in increasing cooperation-based firm performance as well as
cooperation-based learning.

(1)  With respect to cooperation-based firm performance, contractual safeguarding is able
to partly substitute the coordination facilitating and the opportunism reducing func-
tions of process formalization. At the same time, contractual safeguarding comple-
ments the opportunism reducing function of relational capital. Consequently, with re-
spect to cooperation-based firm performance, our results for LSP cooperations corre-
spond to the second of the two schools of thought concerning the interplay between
contractual governance and the relational type of operational governance, leading to
more clarity in this discussion. Furthermore, our result correspond to Puranam and
Vanneste (2009) who suggest a complementing effect particularly in uncertain and
complex cooperation settings — a criterion which LSP cooperations fulfill (Schmoltzi
and Wallenburg, 2011). Contrasting this, our findings contradict Gulati (1995) who
identify the relational type of operational governance to substitute contractual govern-
ance.



(2)  With respect to cooperation-based learning, contrary to our expectations, process for-
malization is not substituted by contractual safeguarding, but rather complemented.
Only when contractual safeguarding is high, process formalization increases coopera-
tion-based learning significantly. Apparently, contractual safeguarding is necessary for
process formalization to improve the exchange of know-how and information between
cooperation partners. This exchange particularly takes place, when process formaliza-
tion is jointly set up by the cooperation partners. During this set-up of process formal-
ization, security about the longevity of the cooperation and future exchanges decrease
the risk that partners will use sensitive information and know-how to one’s own dis-
advantage. It rather encourages partners to open up and exchange sensitive infor-
mation and know-how when establishing process formalization for cooperation pro-
cesses. Besides, contractual safeguarding also complements relational capital in in-
creasing cooperation-based learning. Consequently, also with respect to the second
outcome dimension, cooperation-based learning, our results for LSP cooperations cor-
respond to the second school concerning the interplay of contractual governance and
the relational type of operational governance, and confirm, e.g., Cannon et al. (2000)
who argue that contractual governance strengthens information exchange through rela-
tional mechanisms. Our findings contrast the findings of Wang et al. (2011) who iden-
tified contractual governance and the relational type of operational governance to sub-
stitute each other when cooperations strive for innovative outcomes.

Thus, these results have drawn a comprehensive and clear picture of the interplay of
contractual governance and two types of operational governance and build upon the outcome
effects that originate from these combinations. Thereby, they make a theoretical contribution
by bringing clarity to a long lasting discussion between scholars of two opposing schools of
thought.

As expected, cooperation-based learning is a driver for cooperation-based firm perfor-
mance. This result extends the findings of Shang (2009), who finds a positive effect of learn-
ing capabilities on performance of LSPs, to the context of horizontal LSP cooperations.

Managerial implications

Our results provide guidance for managers of horizontal cooperations between LSPs,
who strive for establishing governance mechanisms. Implementing an efficient governance
structure is one of the most important tasks of cooperation managers (Kale and Singh, 2009).
When considering the potential losses through implementing inefficient combinations of gov-
ernance mechanisms, a profound knowledge about its outcome effects and its interplay with
other governance mechanisms is of high value for cooperation managers. From our results, it
can be concluded whether operational governance mechanisms (i.e., process formalization
and relational capital) can be substituted or complemented by contractual safeguarding.
Therefore, it allows managers to better understand what has been a blackbox so far: investing
efficiently into the right set of governance mechanisms.

Many LSPs join a horizontal cooperation to access tangible resources which are
directly exploitable (e.g., well organized common transportation networks or
warehouse infrastructure) and directly contribute to the LSP’s firm performance. In such
cases, process formalization and contractual safeguarding are substitutes. Consequently,



LSPs can choose whether to rely on extensive contracts or on elaborated process formaliza-
tion in order to improve coordination and reduce opportunism. This is an interesting finding,
as managers of LSPs are enabled to make a strategic decision, but this decision will depend
on situational aspects carefully to be taken into account. For example, when establishing an
international transportation network with LSPs from several countries with several legal sys-
tems involved, it might be much cheaper to extend process formalization (e.g., handbooks
and standard operating procedures) than increasing the complexity of contracts by involving
many lawyers from the respective countries, in order to develop extensive contractual safe-
guards.

Contrasting this, our results show that process formalization and contractual safeguards
are complements when cooperating LSPs aim at accessing intangible resources, which are not
directly exploitable, e.g., know-how and information, and provide the basis for future firm
performance. LSPs particularly learn from cooperation partners, when establishing or refining
process formalization together. Here, the longevity of the cooperation ensured by contractual
safeguarding leads cooperation partners to open up and share sensitive information and
know-how with their partners. In consequence, LSPs striving to learn from their partners
when developing process formalization provide confidence to their partners through well-
specified cooperation contracts.

Our results further provide cooperation managers with clear answers about the interplay
of relational capital and contractual safeguarding. Contractual safeguarding complements
relational capital as a facilitator of coordination and a reducer of opportunism, irrespective of
whether the LSPs expect tangible or intangible benefits from the cooperation. Through high
contractual safeguarding, LSPs ensure longevity of their cooperation, and, thus, provide secu-
rity that future exchanges will take place. In doing so, they overcome a major limit of rela-
tional capital: the lacking security of future exchanges. Thus, managers striving for increased
coordination and reduced opportunism through relational capital can rely on the complement-
ing effect of contractual safeguarding as an effective measure.

This study also helps managers to understand the role of cooperation-based learning for
cooperation-based firm performance. By accessing intangible resources like information and
know-how, LSPs build a foundation for future tangible benefits like new developed services
or improved operational processes. Consequently, LSP managers only seeking after tangible
benefits from cooperations, should consider learning and the access to intangible resources as
an intermediate step to realize tangible benefits, and, thus, as a driver for cooperation-based
firm performance.

Limitations and future research

This study has some limitations, which may be addressed in future research. First, the
effectiveness of contractual safeguarding depends on the legal systems. In countries, in which
it is more difficult for a firm to enforce its rights, contracts are likely to be less effective than
in Germany, where the survey data was collected. Accordingly, future research comparing
our findings with the interplay of contractual governance and operational governance in
countries with different legal systems would be valuable.

Second, the effectiveness of relational capital depends on the behavior of the
involved people and is likely to depend on the respective cultural environments. In
countries where organizations are characterized by more hierarchy and where
employees are stronger oriented towards their top management and less independent, it
might be more difficult to develop relational capital between competing firms in



horizontal cooperations. Therefore, additional research clarifying the effectiveness of rela-
tional capital as an operational governance mechanism in horizontal cooperations in other
cultural environments will be useful.

Third, in our research, we focus on process formalization as a mechanism of the formal
type of operational governance. To get a more comprehensive understanding of the formal
type of operational governance, we encourage further research about this type. In particular,
the measurement of cooperation performance through formalized procedures is a promising
field of research.

Finally, our study investigates governance in cooperations as an important lever to deal
with opportunism between cooperation partners. Apart from governance, also the behavior of
cooperations partners in situations of disputes is crucial to the extent of opportunism existent
between cooperation partners. Future studies addressing the effectiveness of possible conflict
management strategies to cope with opportunism will be of high value for both, researchers
and practitioners.
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Appendix: Measurement scales

Mean SD
Cooperation-based firm performance* (Perry et al., 2004)
Cronbach’s alpha = 0.86
To what extent has the cooperation:
Enhanced penetration into existing markets? 4.77 1.48
Increased your market share? 4.76 1.56
Increased your profitability? 4.78 1.51
Cooperation-based learning* (Lane et al., 2001)
Cronbach’s aipha =086
To what extent have you learned from your cooperation partners in the following areas:
Technological expertise 3.44 1.78
Development of new services 3.78 1.79
Service production/delivery 3.52 1.75
Management practices and tools 3.03 1.61
Process formalization* (Murray and Kotabe, 2005)
Cronbach’s a:pho\ =0-89
In our cooperation we have...
...written documents (e.g., handbooks) that spell out detailed tasks, activities and schedules for the cooperation. 433 2.33
...detailed standard operating procedures (e.g., rules, policies, forms, etc.) for the processes of the cooperation.  4.55 2.30
Relational capital* (Kale, Singh and Perlmutter, 2000)
Cronbach’s alpha = 0.83
The cooperation is characterized by...
...close personal interaction. 5.43 1.47
...personal friendship. 4.02 1.68
...mutual trust. 5.29 1.60
...high reciprocity. 4.99 1.55
Contractual Safeguarding (Parkhe, 1993; Reuer and Arifio, 2007)
Which of the following safeguards did you include into your cooperation contract?

abs. %
Rights to reports of relevant transactions 118 56.5
Notification rights for departures from the agreement 154 73.7
Auditing rights 87 41.6
Confidentiality provisions 183 87.6
Restrictions on proprietary information 167 79.9
Termination provisions 163 78.0
Arbitration clauses 95 455
Lawsuit provisions 105 50.2

*Corresponding items are measured on a 7-point Likert-scale where 1 = strongly disagree and 7 = strongly agree
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