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ABSTRACT:

Supply Chain Management is known to incorporatetindigciplinary fields of science and
business practices. Due to the tremendous amouwataifable organizational theories, this topic
shows necessity for reducing the scope to a relesetnof applicable theories. Among decades,
the Transaction Cost Economics, or better knowithas'Make-or-Buy’ decision, represents a
useful approach for explaining firm boundaries, tcactual arrangements and the existence of
organizations. For assessing the potential of flaimework as a contributing theory to Supply
Chain Management, with respect to four key decigimmts within purchasing, this paper
outlines an extensive literature review regardhmg Transaction Cost Economics as such. Having
confirmed the Transaction Cost Economics as arabstientific theory by a given set of criteria,
the applied framework indicates not only relevarimé, also potential for valuable insights and
practical use within Supply Chain Management.
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1. AN INTRODUCTION TO SUPPLY
CHAIN MANAGEMENT, TRANSACTION

COSTS ECONOMICS AND THE NEED
FOR APPLICABLE THEORIES

Supply Chain Management as a concept first emengetid
1980s and received higher attention among the \iatip
decades (Cooper, Lambert, & Pagh, 1997, p. 1). Sihes,
discussions regarding the definition of the termapfly Chain
Management’ persisted: While authors such as Ste(E289,
p. 3) describe it as a concept dealing with thaltobntrol of
material stream among business functions, systemd
suppliers, Cooper et al. (1997, p. 1) perceive & ‘integrative
philosophy’ for managing the flow in the whole valghain
(Mentzer et al., 2001, p.6). Indeed, as a consemaf
globalization which incorporates both opportunitésl threats
to a company’'s flow of materials, the need for effe
coordination by management has strongly incredgleizer et
al., 2001, p.2). Moreover, criteria such as time quality
became key success factors for competing againser ot
companies (Mentzer et al., 2001, p.2). Effectiv@@y Chain
Management however depends on purchasing as &atriti
driver (Chen, Paulraj, & Lado, 2004, p. 505). Theatt on the
importance of the purchasing function itself ince@d
tremendously: Purchasing began to demonstrateegit role
rather than just a mere operative function anddtklp attain
competitive advantage in the long run through aeedfective
use of the supply base (Mclvor, Humphreys, & McAJ€997,
p. 166). A more specific and strategic approach ttoé
purchasing function is also referred to as ‘Supganagement’
which represents the active involvement in longrtdsuyer-
supplier relationships for sourcing critical comrities (Kraljic,
1983, p. 111).

Management and purchasing, this paper aims to geovi
detailed knowledge about the relevance of thisrthedthin the
context of the given scientific field. In orderdontribute to the
contemporary scientific literature, the followingesearch
question is thoroughly examined within this thesis:

Does the concept of Transaction Cost Economicslifiitfe
determining characteristics of a scientific theamd to what
extent does it contribute to the key decision oiim
purchasing?

This paper is structured in two major parts: Thsetfsection
aims to provide a critical full-perspective insightto the
Transaction Cost Economics which covers the ardaistéry,
core constructs, empirics and a critical assessofahe theory.
After a detailed analysis has been provided, titerse section
establishes the context to the topic of purchasingpplying
the theory to four critical decision points withiinis scientific
field: The actual ‘Make-or-Buy’ decision, which iigtes the
beginning of the procurement process, is followgdHhz point
of choosing an appropriate sourcing strategy far tiven
commodity. Consequently, a supplier strategy neexdsbe
acquired in order to finish the purchasing proceitisin the last
decision point of contracting. Lastly, the paperll whe
completed by critically reviewing the identifiednflings in
respect to the research question proposed.

2. TRANSACTION COST ECONOMICS:
A COMPLEX THEORY WITH THE
NECESSITY FOR DETAILED ANALYSIS
AND CRITICAL EVALUATION

2.1 From the idea of transactions to actual

Due to the interdisciplinary view on Supply Chain operatlonallzat|on: Commons, Coase and

Management, incorporating a variety of subtypesd dne
consequential complexity in research, clear con@pt
boundaries within this scientific field need to bstablished
(New, 1997, p. 15). Although the research activitgarding

Supply Chain Management has increased, much of the

contemporary literature does not necessarily craedtied value
in terms of academic insights or conceptual exgiana (Van

Weele & Van Raaij, 2014, p. 57). Given the high nembf

theories which is discussed and used in the comteBupply
Chain Management, researchers struggle to choosentst
appropriate ones for their studies (Vos & Schi2l 4, p. 2).

One of these theories, which is often represenmteatigoretical
and empirical scientific literature regarding SuyppChain
Management and purchasing, is
Economics. Transaction Cost Economics (or in sfi@@E’) is
the study of protection against
relationships between firms (Shelanski & Klein, 59¢. 336).
Due to bounded rationality and opportunism by huraetors,
the contracts, or transactions in a broader sdnsegcquiring
an economic good are described as incomplete, tirgguh

additional rents for the organization (Hart, 199%, 680;
Shelanski & Klein, 1995, p. 337). Protection agassch rents
is given by choosing an appropriate governance ffmmthe
organization, which is given by either vertical eigtation,
hence producing the economic good within
organization, or market contracting, so buying goed from
the market (Shelanski & Klein, 1995, pp. 336-33id)}common
literature, such a decision is often referred taveke-or-Buy’
decision.

With regard to the Transaction Cost Economics ane th

necessity for providing academic value in Supply i€@ha

hazardous exchange

the own

Williamson as key influencers for the

development of Transaction Cost Economics
Observing the historical development of the thetinyee main
influencers created, shaped and operationalized téwesaction
Cost Economics among the
Commons, Ronald Harry Coase and Oliver Eaton Williamso
all of them being scientists and researchers in fibld of
economics.

In 1931, a first approach towards transactionshasunit of
analysis was introduced by Commons (1931) in higkwo
‘Institutional Economics’. Within his paper, Comn®iil931,
p. 649) discusses the actual characteristics dftutisens or

the Transaction CostOrganizations, as well as the economic exchangeeeet those.

Rather than seeing commodities as the unit of aisaliys
exchange, he proposes the concept of transactidmshws
defined as the “alienation and acquisition [...] obgerty and
liberty created by society [...]" (Commons, 1931, b2k
According to him, transactions need to be negatiatam
between organizations and are seen as a necessaiyement
for the factors of production to be enabled.

With the release of ‘The nature of the firm' in I93Coase
(1937) followed up on the work of Commons. By thate,
zero transaction costs were assumed which thealigtimakes
the market running in the most efficient state (\Athson,
2008, p. 6). According to this logic, producing Bomic goods
in-house is always inferior to market contractibgie to that,
Coase questions the existence of entrepreneuriahzafions,
since especially these emerge by developing inéous
capabilities first instead of making use of markentracting.

This thought represented a first discussion forfedit

governance modes and the possible choices betwesm t

last century: John Rogers



(Coase, 1937, pp. 388-389). Furthermore, Coase (1P3R0)
examines transaction costs as the unit of analpse closer
context and differentiates between certain typetrafsaction
costs, such as search and information, bargainingobicing
and enforcement costs. The discussion stagnatedeftades
until Coase followed up on his ideas in ‘The problefrsocial
cost’, released in 1960: Being formulated as the 48ea
Theorem’ by other scientists, he assumes in hisareb that
bargaining leads to efficient economic allocatiorthwthe
constraint that the transaction costs of bargainamg low
(Coase, 2000, pp. 88-92). However, due to the avhflaof
externalities such as governmental interventiow, i@nsaction
costs cannot be reached and the assumed effidiecation is
prevented (Coase, 2000, p. 118).the context of governance
modes, this implies that organizations can indemck thenefits
by choosing a specific way of contracting dependimgthe
amount of the resulting transaction costs.

Nevertheless, the question was which factors dgtiave an
impact on the decision of taking a specific govaggaform.
Such a transaction cost analysis requires operdiz@tion
which was firstly introduced by Williamson in ‘Magts and
Hierarchies’ (1973). Instead of keeping the dismus&ntirely
within the discipline of economics, Williamson namnly
proposes concrete key characteristics influenciagsaction
costs, but also human factors which interfere i decision

also needs to be seen as incomplete, since the effagent
economic allocation can and will never be estabtish
(Williamson, 1998, pp. 30-31). Next to boundedantdility, the
factor of opportunism also represents a relevastiraption.
Hereby, opportunism is described as the self-isteseeking
behavior by individuals (Williamson, 1985, p. 30).
Opportunistic behavior among economic actors, eibleég the
principal or the agent, is therefore shown by felltg own
intentions although having promised to act in gdadth
towards the other party (Wililamson, 1981, p. 554).
Opportunism by at least some human agents is algiggs to
some extent within an organization. Thus, the irhpac
contract incompleteness is also recognizable irs tbase
(Williamson, 1998, p. 31). Moreover, the unavailipiof
opportunism would make the actual discussion reggra
governance choice of an organization irrelevantcesi
cooperation via market contracting would therefbee more
beneficial and safer than vertical integration (i&ihson, 1985,
p. 31).

In conclusion, human agents are subject to bothnded
rationality and opportunism. According to Willianms@1973,
pp. 316-317) these assumptions form the theordcaidation
for the Transaction Cost Economics and rather cefle
requirements for enabling the theory in order tokenat
relevant. Therefore, the analysis pays furtherntitie to the

of how to conduct the economic exchange in his work actual core construct of Williamson's framework hiit the

(Williamson, 1973, pp. 316-319). Over the yearslligfnson’s
‘Transaction Cost Economics’ followed to enjoy highe
popularity due to the applicability in real busisesctivities,
leading to a large increase in empirical researghta further
discussions among scientists. In order to giveh&urrtinsights
into the framework, the next section introduces diseussion
of Williamson’s proposed assumptions by human agent

2.2 Bounded rationality and opportunism
by human agents representing the key

assumptions of the framework

As already stated in the introduction, it is impeott to clarify
that the focus is set on the logic of Williamsoisansaction
Cost Economics framework, implying a certain setedévant
factors, influences and especially underlying aggions. In
contrast to the versions of Coase (1988, p. 33Narth (1990,
p. 362), which will be discussed in more detaisection 2.8,
Williamson’s theory shows strong interrelations twibther
fields of sciences (Williamson, 2007, p. 4). Thisphasizes the
need for an interdisciplinary perspective on thimnBaction
Cost framework, namely economics, contract law amcias
sciences. Contemporary scientific literature dealingth
Transaction Cost Economics has reduced their viewndm
two relevant key assumptions from the field of absciences:
Bounded rationality and opportunism. Both factors subject
to the cognitive ability of human beings, who alsoalescribed
according to Williamson (1998, p. 30) as ‘humanrdagiein the
context of Transaction Cost Economics.

Bounded rationality assumes that individuals areafde to act
or decide on a rational basis due to their limpedspective of

the environment surrounding them and because of the

unavailability of complete information (Simon, 1955 114).
As a consequence, own benefits are maximized bggast a
satisfying manner within their cognitive limiApplying the
context of Transaction Cost Economics to this assiemp
incomplete contracts for example are subject tonbed
rationality since economic agents fail to decideteimpact of
terms and agreements to be added (Hart, 1995,4). 18 a
broader sense, contracting in terms of economi@arozgtion

next section.

2.3 Reducing a complex framework to a
simplified model: transaction costs, its key
attributes and the choice of governance

modes as the core components of the theory
Having identified and explained the assumptionsmbich the
Transaction Cost Economics are based on, the facsstion
the actual core construct of the theory. In genethe
Transaction Cost Economics represent a complex efinark
including a vast variety of different variablestributes and
interferences. Especially the high number of pdssiariables
underlines the difficulty in concrete operationation.
However, this critical aspect will be discussedriare detail in
section 2.7. Instead, this section aims to preskat most
relevant key variables which basically influence tthoice of
the governance form, as well as the relationshigh&den them.
While these relationships are illustrated in ‘Figut’, the
descriptions and explanations to each factor wéllpgoovided
step by step within this section. For the purposéhis paper
and the sake of simplicity, a simplified core model
incorporating the elements and relationships (gl based
on the idea of Williamson (1973, p. 316) has baeated. The
core model differentiates between three main keymemts:
transaction costs, the key attributes of transaatmsts and the
choice of the governance form.

Transactions are, according to Williamson (1992,387),
explained either in terms of contractual agreenenphysical
exchange: A contract between two parties includeth the
negotiated and agreed terms and the actual exacuatial
policing enforcement (Williamson, 1992, p. 337)rtRermore,
transactions are also understood as a good orceegxchanged
via a technological interface (Williamson, 1992, 337).
Considering these definitions, transaction coststiearefore be
described as the cost for agreeing on and exectutieg
economic exchange. More specifically, contractuahgaction
costs can also be separated into different typese b
imperfect information, the economic agent is reggito invest
effort and resources in order to initiate an exdgearwhich are



described by search and information costs (Dahlrh8@9, p.
148). Bargaining and decision costs rather dedh e effort
spent on negotiations between both parties (Dahlh@n9, p.
148). Lastly, policing and enforcement costs odoucase of
violation of the contractual agreements negotiated
(Dahiman, 1979, p. 148). While the first two tractg&an cost
types are described as ‘ex-ante’ costs, hence dostsring
before the exchange is conducted, the last typelésant after
the actual exchange, therefore referred to as ¢est-pcosts
(Dyer & Chu, 2003, p. 59).

Bounded rationality

Choice of
governance mode
*Market

« Hybrid

«Hierarchy

Transaction costs

= Search and
information

+Bargaining and
decision

« Policing and
enforcement

Key attributes of
transaction costs

* Asset specificity
« Uncertainty
« Transaction frequency

Opportunistic behavior

(Figure 1: A simplified TCE version including transadion
costs, its key attributes and the governance choige

In Williamson’s Transaction Cost Economics, the reéegof
transaction costs is influenced by three speciéig &ttributes:
asset specificity, uncertainty and transaction deegy. Asset
specificity represents firm-specific resources Wwhére critical
for creating or preserving strategic advantage I{&¥iison,
1981, p. 555; Zhao, Luo & Suh, 2004, p. 526). Delrgn on
the object of specificity, this key attribute came turther
distinguished into physical, human or site speityfic
(Williamson, 1981, p. 555). Furthermore, uncertains
described as a disturbance or negative externalibych
requires adaption by the organization (Williams@08, p. 8)
whereas frequency refers to the degree of how ofien
transaction occurs (Williamson, 2008, p. 8).

The last segment of the simplified model addresisesactual
choice of a governance form by the organizatioitialty, the
basic principle of the ‘Make-or-Buy’ decision diftertiates
between two types of governance forms: acquiring@momic
good from the market via contracting or producingihouse
by vertically integrating it. Pure market contractiimplies no
dependency between the exchanging organizationsidD&
Han, 2004, p. 40). Terms and agreements are neggbtian
between those parties and captured in a legalaxiniavid &
Han, 2004, p. 40). On the contrary, the hierar@presents the
complete administrative control of assets by kegpthe
property rights within the organization (Arnold, ) p. 24).
Although the ‘Make-or-Buy’ decision is often perceiv and
referred to as a simple dichotomy between verfit@gration
and market contracting, another option is represkhy hybrid
contracting: Choosing this governance mode implibs t
presence of external disturbances, partly infludrime the key
attributes of transaction costs (David & Han, 209440). As a
consequence, contracts are kept flexible in orderadjust
specific critical clauses in a future time peridhyid & Han,
2004, p. 40).

Establishing a reference to the initial core mqé@ure 1), the
degree of transaction costs is influenced by itg &ktributes,
namely asset specificity, uncertainty and transachiequency.
Transaction costs themselves can be separategdaatch and

information costs, bargaining and decision costs,well as
policing and enforcement costs. Within empiricabeaa&rch,
most relationships between the key attributes ahdaction
costs and the choice of the governance mode aextigir
observed. As long as there is no intention to tiyemeasure
the degree of transaction costs by one of the kepuates, the
segment of transaction costs should rather beaean implicit
and separate continuum. Therefore, the governaocesmserve
as the dependent variables, whereas the key aé#sibaf
transaction costs are of independent nature (S$lél&Klein,
1995, p. 338). Nevertheless, depending on the degrfe
transaction costs, the model requires the orgdoiz&d choose
either for pure market contracting, hybrid contiragt or
integrating the good vertically within the own taechy. All
these influencing activities occur with regardie assumptions
of bounded rationality and opportunistic behaviavhich
represent the causes for the actual inefficiencyednnomic
allocation. While section 2.5 will provide more &xjt
statements and influences of the key variableseater variety
of relationships and hypotheses by empirical ewders
examined within section 2.6.

2.4 Applying the determining criteria of a
theory: Transaction Cost Economics qualify

as a scientific theory despite few limitations
Initially, the purpose of this paper serves to gpaland assess
the relevance of Transaction Cost Economics astibating
theory in Supply Chain Management. At first, howewhis
requires the Transaction Cost Economics to be cuoefiras an
actual scientific theory, since relevance can dmdyassigned if
the proposed concept fulfills certain criteria. $hthe theory
analysis follows to identify and validate the Tractson Cost
Economics according to a set of determining chargstics
suggested by Vos and Schiele (2014, pp. 3-6). Eberchining
characteristics consist of two categories: While ttheory
construction’ represents the given components @orceptual
development, the ‘empirical construction’ implieshet
requirements and possibilities for actually testihg theory
(Vos & Schiele, 2014, p. 4).

In Transaction Cost Economics, the unit of analysé&ng
studied since Commons’ proposal in 1931 is the &etien.
(Commons, 1931, p. 652) Under the assumption of dedin
rationality and opportunism (Williamson, 1998, pp0-31),
organizations intend to assess and choose spéeifisactions
for the reason of undertaking the most efficienbrenic
exchange. Influenced by its key attributes, the rekegof
transaction costs determines which type of coritrgctor
governance mode, is chosen for the own organizdtaowms of
interrelation). In practice, the most efficient séttransactions
is represented by the lowest total cost (value Hawy)
(Shelanski & Klein, 1995, p. 336). No physical resion is
given for choosing specific transactions. Howewueegative
externalities influence predictions and outcomeghef theory
(space boundary) (Coase, 2000, p. 116). Relevandamia
begins with the intention to acquire an economiodgand is
restricted to the point until the transaction fbist good is
legally terminated (time boundary). System state® a
complicated to assess within Transaction Cost Ecasom
Although Williamson (1973, pp. 316-319) proposes tey
factors which allow empirical testing, discussiomegarding
complete inclusiveness are still continuing. Fumthere, since
transaction costs represent a rather abstract thfficulties in
measurement are given (David & Han, 2004, p. 4@weéler,
despite the complexity of this framework, the ofieralized
variables are known to be persistent (Carter & Hodg2006,
p. 461).



Next to conceptual characteristics for the theaeyatopment,
also the criteria for practical applicability ofethiTransaction
Cost Economics require an analysis and assessmemiréady
indicated, Williamson’s Transaction Cost Economiciero
operationalization on a satisfying measurementl Iearapirical
indicator) (Carter & Hodgson, 2006, p. 461), whidlowas and
favors empirical research. Due to the high compyerf
Transaction Cost Economics, propositions can aeghi& most
different contexts among the framework, making estants
regarding governance modes (Argyres & Liebeskir®®991 pp.
59-60), the effects of the key attributes or firerfprmances
(Ellram, Tate, & Billington, 2007, pp. 3-4). Havirap impact
on the degree of transaction costs, these transadtave clear
influences on the consequential choice of a goverdorm
(Chiles & McMackin, 1996, pp. 74-75). The large etyiin
known and unknown variables from business pragiiceides
opportunities for vast, but mostly qualitative hiipesis testing,
which is for example given by Lyons (1995, p. 43&)bert,
Rivard and Patry (2004, p. 924) or David and Hao@&@. 40).

In conclusion, the Transaction Cost Economics fulfile

requirements for a theory to almost full extent.spiee the
difficulty in identifying the exact boundaries amgistem states,
as a consequence of incorporating a huge varietgpits and
influences, the theoretical construction is givEnrthermore,
the framework supports empirical testing by thespmkty to

construct propositions and hypotheses. With the tactors of
the theory discussed and their existence confirthedanalysis
proceeds with a deeper insight on what the thexaygtéy states.

2.5 Analyzing the key statements: the logic
of the governance choice being based on a

contracting decision-tree

The initial purpose of the Transaction Cost Econgnig to
provide insights on how the organization can pitotself from
relationship-specific rents (Shelanski & Klein, 59%. 336).
Priority and focus are hereby set on acquiring ékenomic
good for the lowest total cost, with respect to ahganization’s
given resources and information available (Shela&sKlein,
1995, p. 336). While section 2.3 already gave arifgs/e view
on the key factors relevant for choosing the righode
governance mode, the current section aims for giogi an
explanatory perspective on how the key factorsrawtein the
economic environment and why specific mode is cho%aus,
for clarifying the main statements of the TrangacttiCost
Economics, a visualized decision-making frameworly b
Williamson (1998, p. 38; Appendix A) is includeddaadjusted
to the core model in this paper (Figure 2). Based tle
theoretical components discussed within section, 2.3
Williamson’s ‘simple contractual schema’ illustratéo what
extent the key attributes of transaction costshzare an impact
on the actual decision-making for a governance mode

(A) Market

Choice of

governance (B) Unrelieved

mode

(C) Hybrid

(D) Hierarchy

(Figure 2: Extended version of the TCE framework
including the contractual scheme by Williamson [198].)

Assuming that the organization has the choice dheei
procuring a good from the market or producing ithivi the
own firm, the asset specificity of the good is ewded at first.
In case of no firm-specific assets available, trengaction
would not represent any threat for procuring thedgfrom the
market. Therefore, market governance will be chabiade A,
Figure 2) (Williamson, 1985, pp. 38-39). Howevelr,asset
specificity is given, the organization is possitdubject to
higher relationship-specific investments. Consetlyenthe
need for contractual safeguards is evaluated. @ctoial
safeguards for example contain penalties or inftiona
disclosure agreements (Williamson, 2008, p. 9). hBot
uncertainty and transaction frequency can provelsaens for
negotiating on contractual safeguards: In situatioof
environmental, performance or behavioral uncemyairthe
organization has to evaluate whether one of thegerral
factors will increase ex-post transaction costs dRésch &
Heide, 1997, p. 31). Nevertheless, the organizatstitl
conducts market contracting (Node B, Figure 2) b n
contractual safeguards are necessary for the t@osa
although a certain degree of asset specificityiverg Lastly,
the final decision point requires a cost evaluatiegarding the
contractual safeguards: If costs outweigh the benef market
contracting, the good will be organized and adnténed within
the own firm-related hierarchy (Node D, Figure Bjiliamson,
1998, pp. 38-39). However, in case of lower totasts for
market contracting, a hybrid mode (Node C, Figyris 2hosen
which require a higher focus on relational goveo®a(Grover
& Malhotra, 2003, p. 460).

Although the key statements of this framework inm of the
governance choice and the resulting reach for lhighenomic
efficiency are logical, the illustrated exampleresents a rather
simplified version of how the main factors interadgth each
other. Thus, the applicability of the extended nideeds to be
difficult in actual business practice, since enuailievidence
indicates a more complex system with other inteingn
variables. In order to follow up on the main stagets of
Transaction Cost Economics, not only the mentioney k
relationships need to be empirically verified, kaiso other
potential influences from business practice in toatext of
Supply Chain Management and purchasing.

2.6 Empirical evidence in Transaction Cost
Economics: a literature review approach

2.6.1 An introduction to the systematic literature
search

Due to the extensive number of scientific literat@vailable,
this paper aims to provide a review of the past aundent
research on a systematic level. In order to dehspliterature is
selected according to three specific criteria: vahee, variety
and continuity. Relevance is given by choosingditiere which
either explicitly focuses on Transaction Cost Ecoins as a
whole or a part of the concept, or which takesftamework as
a scientific lens to acquire another perspectivetHermore,
variety in terms of tested variables and researgeesgpectives
needs to be ensured, especially due to the conylekithis
framework. Lastly, continuitpamong time is favoredA long
theoretical progression implies a change in emginiesearch
factors. Whereas core concepts and relationshéteated at an
early stage of operationalization, the degree ofaideand
specificity within research can increase over tinigch offers
valuable insights in empirical development.

For acquiring the necessary data, the scientifemcbeengines
ScienceDirect, Scopus and Google Scholar have tsssh The
main search term for this paper is given by the weyds of



‘Transaction Cost Economics’. Searching literatwith these
main key words, the total number of available &taeaches
3.043 results at Scopus, 1.770.000 results at @ddgholar and
74.084 results at ScienceDirect. Due to this laageount of
literature, Scopus offers the option to filter g@arch down to
articles only within ‘social sciences’ (2.131 cosintwhile
Google Scholar and ScienceDirect do not providehsuc
functions. In order to make further specificatiansliterature
search, either the key words ‘Transaction Cost Booos’ or
‘Transaction Cost’ (15.467 counts unfiltered and62.@ounts
filtered) have been combined with the following reaterms:
‘Asset Specificity’, ‘Assumption’, ‘Criticism’, ‘Empical
Evidence’, ‘Evidence’, ‘Efficiency’, ‘Firm Boundaes’,
‘Frequency’, ‘Governance’, ‘Hierarchy’, ‘Hybrid Camicting’,
‘Hybrid’, ‘Make-or-buy’, ‘Measurement’, ‘Organizain’,
‘Resource-based view’, ‘Risk’, ‘Social Exchange Theor
‘Test’, ‘Theory’, ‘Uncertainty’, ‘Variables’ or ‘Vetical
Integration’ in various combinations. Specificalljor
purchasing-related literature, the key words ‘Teation Cost

Economics’ or ‘Transaction Cost were searched in
combination with ‘Buyer’, ‘Buyer-supplier relationghj
‘Contracting’,  ‘Outsourcing’,  ‘Purchasing’, ‘Stratgg

‘Supply’, ‘Supply Management’, ‘Supplier’, or ‘Sating’.
After the results were presented by the searcmesgthe given
articles were sorted according to their degree ebéviance.
Finally, the literature search was followed by theen criteria
proposed at the beginning of this section. A gdn&tof the
journals in which the selected articles are pubklisitan be
found within ‘Appendix B'.

2.6.2 General empirical findings: support for the

Transaction Cost Economics core model is visible
Due to the vast amount of variables and the vanatiin
possible relationships, the literature review fbistsection
requires certain limitations. Therefore, attentisrpaid to the
key attributes of transaction costs (asset spégifiencertainty,
and transaction frequency) and their impact onginernance
choice, more specifically the degree of verticalegnation.
Moreover, next to further general findings of they lattributes
with impact on other factors and phenomena, thedmufactors
as mentioned in section 2.2 are observed.

Generally, empirical validation is needed for thesirelevant
relationships of the Transaction Cost Economicgraposed in
the core model within section 2.3. Therefore, theeat
influences of the transaction costs’ key attribum@s the
governance choice or the degree of vertical intemraare
reviewed first: Levy (1985, p. 438), being one bé tearlier
researchers to test Williamson's approach, receghizpositive
influence of the combined factors of asset spatjfiand
uncertainty in relation to the degree of verticategration.
Later studies from Coles and Hesterly (1998, p.)4fwf
example go further into detail in terms of asseicHjrity and
recognize the same patterns for both physical amdan types
of this key attribute. While also studies from Geyrss,
Steenkamp and Kumar (2006, p. 532) confirm the tpesi
effect of uncertainty availability on the tendentgwards
hierarchical governance, Balakrishnan and Werneif€86, p.
347) found contradicting evidence where a negatiationship
between these two factors is observed. For the adse
transaction frequency, Rindfleisch and Heide (1$9731) and
Geyskens, Steenkamp and Kumar (2006, p. 524) izdtithe
low number of studies conducted for this variatelgarding the
direct impact on the governance choice. Howeverhéda
(1997, p. 168) observes that higher transactioquieacy is
associated with a higher tendency towards the fuleya
therefore implying a careful validation of thisatbnship.

Going further into detail within the empirical datanore
specific relationships between the key attributesransaction
costs and other context-related factors were asdlyAsset
specificity, representing a more dominant role otrex other
key factors (Shelanski & Klein, 1995, p. 337), iscaobserved
the most within other literature reviews and caseiss (David
& Han, 2004, p. 45; Geyskens, Steenkamp & Kumab62@.

528; Rindfleisch & Heide, 1997, pp. 33-39). A vigilimpact is
reflected by the topic of market integration: sination-
specific investments bear costs for either devalppthe
technology or training the employees for produditydhigher
asset specificity implies a stronger tendency tkenase of
integration within foreign markets channels (Klefrazier, &
Roth, 1990, pp. 79-80). A similar case of prefernnggrated
channels in presence of high asset specificityss supported
by Anderson and Coughlan (1987, p. 71). In gend@dkow
(1988, p. 115) assigns high relevance to asseifgjitgcwhen

relationship-specific investments are involved, csinthe
attribute may reflect a source of high ex-postgeamtion costs
when contractual relations are not monitored pedgisnough
(Pilling, Croshy, & Jackson Jr, 1994, p. 237).

Within common literature, the key attribute of ‘@ntinty’ is
often differentiated into certain types: Behaviowcertainty
implies an increase in salesperson opportunisn;iwhowever
can be countered by inducing higher goal congruence
(Anderson, 1988, p. 247). Furthermore, firms shoteralency
to avoid external reseller channels and integratse within
their organization in presence of behavioral uraisty. (John
& Weitz, 1988, p. 351) Environmental uncertaintystead
reflects its relevance in terms of demand risk¢esimore risk
within the partnership is accepted when the degoée
uncertainty is low (Jin & Doloi, 2008, p. 719). Mmver, Fink
et al. (2006, p. 519) indicate that technologicatertainty does
not necessarily lead to a tendency towards hieiGatch
integration, but also gives evidence for the peiee of active
relational governance.

As already indicated, the availability of studieslated to
transaction frequency is limited. Next to Mahe?997, p. 168)
research, transaction frequency shows a positie¢tigeship to
outsourcing (Maltz, 1994, p. 245). However, thithea applies
for services than goods, since sourced goods can tigher
volatility in supply and ordering costs.

Not only are the key attributes empirically resbactwithin the
context of Transaction Cost Economics, but also ghbeial

factors reflected by the underlying assumptionsp@unism,

often taken into consideration with the factor ofist, is

negatively related to the tendency towards relatism (Lado,

Dant, & Tekleab, 2008, p. 417). The same suppdidusd by

(Liu, Luo, & Liu, 2009, p. 305), with the additidhat the factor
of trust positively influences relationship perf@mnce. Since a
majority of the studies examines the social andhtiaal

aspects in a closer buyer-supplier context, a ndwtiled

analysis is provided within section 2.6.3.

In order to summarize the general findings, noy aignificant
support for the key attributes of transaction cadstsdirect
relation to the choice of vertical integration denmtified, but
also their impact on other factors within the canhtef
Transaction Cost Economics. More specifically, ti@luences
are either from strategic, cost-related or behavinature. The
high variety in possible variables to examine repnés a
difficulty in providing a full-perspective literata review.
Therefore, limitations in total inclusiveness ofe tlavailable
empirical data are emphasized. However, a moreilekbta
approach towards purchasing in particular is prediavithin
the next section.



2.6.3 Purchasing-related findings: a wide field for

applications is researched and empirically tested
Within Transaction Cost Economics, a strict differation

between general and specific empirical findingsatesl to
purchasing and Supply Chain Management is diffittukttain.
Due to having the context between buyer and supfilims

established, overlaps in literature exist. Thersfthne literature
review within this section either contains artickgsich directly
address ‘Transaction Costs’ and ‘Purchasing’ op[8y Chain
Management’ as key words, or articles which emzeashe
background of these scientific fields in their wsh.

In order to establish a connection to the presedtgd from
section 2.6.2, the discussion continues to focumtaractions
between buyer and supplier. In general, Heide ahdn@®
(1995, p. 57) state that buyer-supplier relatiopstgre not only
conducted to protect the organization from uncetyaand asset
specificity, but that the synergy of both results reduced
transaction costs. Establishing such a relationshjgrotect the
organization against uncertainties and support Igugtability
can also result in forming alliances (Lee, Yeung,Cheng,
2009, p. 190). Taking the factor of ‘trust’ as auiement,
especially the customer side benefits from trammactost
savings in relationships (Bharadwaj & Matsuno, 200668).
Having active buyer-supplier interactions also el
relationship-specific investments: Wagner and Bai#l 8, p.
65) observe that active relationship-specific inments
stimulate the supplier's motivation for process elev
innovations. However, after performing a case stwdgh
hospitals and their suppliers, Castano and Millsl&®. 157)
emphasize attention to contract incompleteness soch
investments, which represent a source for highamstction
costs.

Transaction Cost Economics are also often considese a
‘measurement tool' or ‘theoretical perspective’ fepecific
business practices within purchasing. Although potsl may
be outsourced due to lower costs, internal prodaocti
knowledge has a positive effect on preventing &atisnal
hazards and increases efficiency (Kumar, 2013 6f).2ntra-
organizational knowledge is also favored for the
implementation of Supply Chain Management practisesh
as Just-In-Time, which should be considered witipeet to the
degree of transaction costs (Gonzalez-Benito, Su@mnzalez,
& Spring, 2000, p. 279). Wever et al. (2010, p. 228tead use
the Transaction Cost approach to conduct a casky,sithere
transaction costs are used as a measurement fotifyirey
unnecessary rents within quality management systems

Moreover, the Transaction Cost Economics serve twige
insights for sourcing or outsourcing strategiestémms of
products and services. Parmigiani (2007, p. 308)réxes that
companies choose for concurrent sourcing in ordeertsure
both the access to strategic resources and cajebiliThe
importance of accessibility to such resources edmed by a
study of Ettlie and Sethuraman (2002, p. 365) wisghports
the advantages of global sourcing, although trdisacosts
are lower when firms source locally. FurthermoraygAand
Straub (1998, p. 535) consider production costst nex
transaction costs within information systems outsiog
strategies, which even shows higher influence imabntext.

Derived from the content, three major fields of laggtion for
Transaction Cost Economics have been found. Therigmipi
research in buyer-supplier relationship underlities social
component within purchasing and acts as a sourgtehtial
transaction costs. Furthermore, transaction costs aso
intended to be measured by identifying the impdcother

variables on it or by using Williamson’s framewods a
scientific lens for identifying them within pracgis. Lastly, it
shows relevance for choosing sourcing strategiéberein
terms of local or global sourcing, or the outsongcdf goods
and services in general. Since again the varietypassible
variables is too high, limitations in terms of infoation
inclusiveness need to be considered.

2.6.4 Conducting a life-cycle analysis: the strong

representation in virtues drives the progression of

the theory

As stated in section 2.4, a scientific theory reggiia complete
theoretical and empirical construct in order togeed with its
natural progression. With regard to the conductedlysis

within this paper, both from conceptual and emglricature,
the potential of a theory develops through itsudgt (Vos &
Schiele, 2014, p. 3). Virtues reflect charactarssin terms of
quality and scientific value (Vos & Schiele, 2014, 6).

Therefore, the criteria for good virtues reviewed \bos and
Schiele (2014, pp. 3-6) are applied on the TrammacCost
Economics theory in order to assess the qualipragression.

Regarding the internal virtues, the strong diffiguit assessing
internal consistency and coherence represents #ictiog
point in Transaction Cost Economics: Due to the derity of

the framework, also as a consequence of including

organizational theories and social components, &k laf
consensus among scientists exists (David & Han420p040).
Before Williamson’s version of the Transaction Cihstory has
been introduced in the 1970s, operationalizatios nat given
and thus no concrete possibilities for empiricdidagion and
verifiability. However, with regard to the reviewenpirical
evidence from sections 2.6.2 and 2.6.3, validaitonot only
found for the core variables, but also for othentemt-related
factors, which indicates high discrimination in lbypesis
forming. Nevertheless, especially Williamson (20Qx, 25)
emphasizes the need for further operationalizatgimce the
current dimensions are sufficient for empiricaltitegy but are
also not identified precisely enough.

For the external virtues, the Transaction Cost Epoo®
address a wide scope of critical topics within eguits,
organizational sciences and contract law (MachdRiéhman,
2008, p. 2) and represent, indicated by the evielémcsection
2.6.3, applicability in management practice on bbigh and
narrow abstraction level. Although being a comptirory,
external consistency of the Transaction Cost Ecoo®nig
strongly given: Due to its application as a broad abstract
scientific lens in empirical research, shown bytises 2.6.2
and 2.6.3, and its use in combination with otheergdic
theories external literature incorporates and stppdhe
framework (Argyres & Zenger, 2012, p.2; Silvermd99,
p.1110; Young-Ybarra & Wiersema, 1999, p.440). kemnore,
the aspect of conservatism is not observed. Insteadvirtues
of other persistent Transaction Cost theories coenwéh those
of Williamson’s version which will be discussedniore detail
within section 2.8. Lastly, the theory provides itfiul
knowledge due to its strong potential in explainpfgenomena
in business practice, especially in the field ofghasing and
Supply Chain Management. Nevertheless, the aspédartbier
operationalization is required in order to ensurale-adding
progression.

Reviewing the internal and external virtues for pesitheory
development, the Transaction Cost Economics is dble
confirm a majority of the named criteria. After debing the
conceptual foundation in section 2.4 and the dsifer further
development within this section, the life-cycle ipiosing of
the theory can be determined. Seeing theories asraty



progressive, several degeneration criteria whichibib the
development of the theory are proposed (Vos & 3ehiz014,
p. 9). Due to the long progression in TransactionstCo
Economics since the 1930s, the initial TransactiOost
approaches have often been subject to reformukation
conceptual backgrounds,
Attempts in operationalization were tried in thé@8 by Coase
until Williamson presented a sufficient version time 1970s.
However, arguments regarding the correct
foundation persisted, which lead to alternativeneaction Cost
theories by Coase himself who favoured an economjghasis
on transaction costs (Mikami, 2011, p. 50) or Ndi1B9o, p.
362) who applies his Transaction Cost theory inaitipal
perspective.

In conclusion, the conducted life-cycle analysisl dime given
evidence assess the Transaction Cost Economigegiessing.
Nevertheless, there is the possibility that futtesearch will
stagnate due to the incapability in defining ancasueing all
relevant variables. As a consequence, reformulatioil be
demanded and have to succeed against others, aiseptual
stagnation will continue. Since the discussion reiga the
persistence of the theory is complicated and regqua wider
perspective on this topic, it will be followed up more detail
within the next section.

2.7 A critical assessment of the theory:
varied opinions on empirical evidence, the
level of measurement and the underlying

assumptions

Within this paper, the Transaction Cost Economias been
described to possess strong explanatory value alkdyt

organizations exist and in which way core actigitige chosen
to be contracted. Especially Williamson, takingead role in
the creation development of the Transaction CosnEmics,

does not retain to praise his own framework. (\Afitison,

2000, pp. 605-607) Despite the possibility of Vdittison being
biased by his own ideas, there is a general ne@ktuify the

criticism among researchers for such a complexrtheo

In general, positive features of the framework i@gresented
by the ability of determining boundary choices. i#agg

strategic importance to this topic, Poppo and Zeri§@98, p.
853) describe the Transaction Cost Economics ag iseiperior
towards other theories to identify firm boundariésrthermore,
varied critique to the empirical support is givaithough the
number of empirical studies strongly increased dheryears
and relationships have been significantly confirrbgdesearch
(Geyskens, Steenkamp, & Kumar, 2006, p. 524), vevisuch
as from Carter and Hodgson (2006, p. 461) or Damil ldan
(2004, p. 40) came up with mixed results. (Macheri&hman,
2008, p. 1) Regarding hybrid contracting, unconftyms

visible and indicates strong influences by otheknown

factors (Macher & Richman, 2008, p. 1). Furthermoas,
already indicated in the sections before, the djmeralization

of dimensions did not occur to full extent: Cartaddodgson
(2006, p. 474) criticise the lack of direct measuren

transaction costs. Moreover, Zhao, Luo and Suh42p0538)
mention the aspect of measurement inequivalenceoiriext
with the factor of uncertainty. However, strongestique is

related to the underlying assumptions regarding druiactors
on which the Transaction Cost Economics are bashdsitl

and Moran (1996, p. 14) criticize the assumption of

opportunism: describing it as a “self-fulfillinggphecy” (p.14),
opportunistic behaviour fosters the need for sanstiand
monitoring, which however increases again oppostimi
behaviour even more in return (Ghoshal & Moran,8)98lext

core factors and assunsption

conceptual

to opportunism, Klein and Foss (2005, pp. 7-8) eavstrong

critique by many researchers about the limited afseounded

rationality within the framework. Moreover, Chilesnda

McMackin (1996, p. 74) address the importance ok ri
neutrality as a third behavioural assumption tiniskided.

In conclusion, three key points of criticism haveeb
identified: mixed empirical support which is maybaused by
the incapability of recognizing important variahlesrong
methodological procedures or due to the lack of
operationalization. Especially the latter might ast a future
source of complications, since the lack of dimenalization
again leads to problems in empirical testing. basthe
strongest point of criticism is represented by tiveong
conceptual foundation in terms of assumptions: ardy have
the current assumptions been criticized, but alsw nes
proposed. Reviewing the facts and opinions reggrdin
Transaction Cost Economics, the variety in different
perspectives emphasizes again the strong complexitis
interdisciplinary theory. Since this interdiscigiy view is
reflected by comparing and contrasting Williamson's
framework to other scientific theories, section ®iB continue
the discussion regarding this topic.

2.8 Differentiation and evolutionary
tendencies: an efficiency framework showing

potential for co-evolution with other theories

Although the paper sets its main emphasis entigglythe
framework of Transaction Cost Economics, it shoutd be
viewed in isolation of other theories. Differenées ransaction
Cost theories have already been indicated withiticge®.6.4.
Coase (1988, p. 33) follows an economic tendendpgbmore
superior to social sciences, and therefore see@pdmtionalize
calculative measurements for transaction costs §Mmik 2011,
p. 50). On the contrary, a more altered version thod

Transaction Cost approach is represented by No@BQO(1p.
362): based on the assumptions of instrumentadnality and
neoclassical theory, the efficiency is sought witthie political
environment, more specifically between governmemd &e
public sector (North, 1990, p. 362).

In general, the Transaction Cost Economics are ragitp the
field of new institutional economics, stating theatonomic
activity is not isolated from social influences, tbrather
influenced by these to a larger extent (Rutherf@@Ql1, p.
173). Comparing for example the social exchangerth® the
Transaction Cost framework, the latter providesgimts on
strategic interaction between organizations as sdung-
Ybarra & Wiersema, 1999, p. 439), while the soeiethange
theory goes further into the social component bgn@ring the
personal and relational backgrounds among the eciano
agents (Granovetter, 1985, p. 490). Next to suchoeo-
organizational approach, also knowledge-based i#metike the
resource-based view show conceptual contrastserimst of
firm boundaries, the resource-based view emphasieeseed
of resource exploitation to the market, rather ttsfating the
capabilities within the own hierarchy (Silverman999, p.
1109). Since the Transaction Cost Economics aigetermine
the exact firm boundaries for maximizing transactio
efficiency, two different approaches for value gatien, being
either efficiency focus or resource synergy, arsiblé and
represent two contrasting views for organizations.

The literature indicates that theories indeed mayge together
as a consequence of evolutional development anch far
completely new perspective on how to examine phemam
Logical tendencies of co-evolution are represemgdhe idea
of combing the often compared Transaction Cost thand the



resource-based view: Jacobides and Winter (2005406)

propose that the vertical integration of productignrather
decided by selection mechanisms of the resourcedbaiew.

Continuous integration and disintegration of spéxsal

capabilities forces the market to increase efficyewhich is in

the interest of the transaction cost approach.hEumtore, Foss
and Foss (2004, p. 119) even propose a more abappmach
by viewing resources as a collection of properghts, so
basically the whole set of transactions, to attebu

Summarizing the central issue of differentiation dan
evolutionary tendencies, the Transaction Cost Ecicoohmave
always been subject to conceptual changes and tedhpéth
other transaction cost versions of different sdienfields.
Differentiation towards other theories is visible ferms of
providing an interdisciplinary view on economicganizational
and social sciences, instead of having a pure foousnly one
field. Moreover, the combination with the resoubzesed view
indicates possible evolutionary co-development psed by
researchers.

3. TRANSACTION COST ECONOMICS
APPLIED TO PURCHASING: AN
ANALYSIS OF FOUR KEY DECISION
POINTS

3.1 Decision point ‘Make-or-Buy’: the
essence of the Transaction Cost Economics

showing strong relevance for this choice

With respect to the discussed facts and findingsasp the

decision point of ‘Make-or-Buy’ basically representhe

essence of the Transaction Cost Economics. Mulplelies

have been performed in order to assess the validitis core

variables for determining the governance choice #mas

whether a good is produced in-house or procurech fthe

market. Direct influences by the key variables dme t
governance choice or the tendency towards verititagration

are observed and accepted, although a minority tudies

disagrees (Carter & Hodgson, 2006, p. 461; David & H
2004, p. 40; Geyskens et al., 2006, p. 524; Rirsiffei Heide,

1997, pp. 33-39; Shelanski & Klein, 1996, p. 33 hwever,

the given evidence confirms the theory mostly ioldson of

other purchasing-related factors. Therefore, a mwiclentext

within Supply Chain Management needs to be estadalish

Williamson (2008, p. 1) attempts to create a fgshnection
between the Transaction Cost Economics and the topic
outsourcing in Supply Chain Management within hipgraln
general, outsourcing is referred to as “contractimg of
activities that were previously performed withinfiam, to
subcontractors outside a firm.” (Girma & Goérg, 2094 817)
Due to influences of external organizations, strong
collaborations with suppliers and the opportunity form
alliances, Williamson (2008, p. 14) indicates phoiesi
governance choices by organizations which wouldadefrom
the usual propositions. The higher emphasis on akoci
interactions in forms of buyer-supplier relations)i networks
and alliances is not only indicated by the evidemdgthin
section 2.6.3, but also by studies from Madhok @atman
(1998, p. 326) which examine a direct connectiotwben the
social or organizational factors and the governaoice.

Going further into detail, purchasing-related Giterre often
examines the Transaction Cost Economics for org#ioizs
incorporating a hybrid governance form. Accordingte basic
logic discussed so far in this paper, the requirgmeor

choosing hybrid governances are both high asseifigty and
the presence of uncertainty, which is usually giweithin
Supply Chain Management; else there would be no need
conduct it. As long as administrative costs ancepial value
through collaboration do not outweigh the benefitssertical
integration, the organization decides on hybrid t@mting.
(Williamson, 1998, p. 39) However, deducted by camm
literature, the observed findings in section 2.&8d this
discussion, hybrid organizations imply exactly #esocial
interactions in form of buyer-supplier relationshimetworks
and alliances. Not only do these social interastipresent a
key aspect in this field of science, but also beeah crucial
importance within the upcoming decision points wkknosing
the appropriate sourcing and supplier strategiesspide the
supporting evidence regarding Transaction Cost BHoww) it
is known that the framework struggles with the
operationalization of those, mostly unknown, soaidlluences
and factors. Thus, a higher interference by vaemfilom social
sciences increases the complexity of applying besary to a
buying or outsourcing situation and therefore tlifécdlty in
measuring the exact determinants for a ‘Make-or-Rlgcision.

Furthermore, the Transaction Cost Economics airmd¢cease
economic efficiency by choosing the set of consagith the
least transaction costs (Williamson, 2008, p. wever, the
degree of transaction costs should not directlyabgociated
with the total value of a transaction: following smurcing
strategy or taking market investments may possibBult in
higher costs than producing a good in-house. Howydenefits
such as the access to technology and knowledgaynees and
markets represent opportunities for increasingoterall value
of an organization (Gereffi, Humphrey, & Sturge@005, pp.
86-87). Limiting the view down to a pure efficiency focus
within the firm boundaries can reduce costs, buemial value
or synergy effects in either monetary or intangitden might
be forgone when vertical integration is chosen jigst the
reason of reducing costs (Holcomb & Hitt, 20074p8). Thus,
organizations which either deal with mature prodifetcycle
stages, implying a need for cost efficiency, or ehhdo not
require additional resources in form of assetsnmovations
rather benefit from a ‘Make-or-Buy’ decision through
transaction cost perspective than organizationsvistyp the
opposite tendencies.

In conclusion, the Transaction Cost Economics priigna
addresses the core problem of this decision pdiat.core
factors and relationships provide significant ewnick for the
reasons of choosing a more efficient governanaa fgiven the
options of making, buying and hybrid contractingpEcially
the latter represents a dominant role in Supply €hai
Management. Nevertheless, two critical discussiomtp for
the theory were derived: the complexity to assemgsaction
costs in presence of social interference and thleenifocus on
efficiency. In Supply Chain Management, organizati@dapt
to their external environment and their internapatailities,
which requires a more dynamic approach of identifyand
measuring the resulting degree of transaction costs
Furthermore, as long as efficiency is not the primaiterion
for an organization to choose for either to maketmtbuy,
Williamson’s theory should be applied with carecs potential
value in form of resources or synergy effects milght lost.
Despite the criticism, the Transaction Cost Ecomsngénjoys
both conceptual and empirical relevance for deteimgi a
‘Make-or-Buy’ situation and therefore reflect a sigotheory
for this decision point.



3.2 Decision point ‘Sourcing strategies’:
transactions as key influencers for choosing

sourcing strategies

Together with the decision to procure a good frobmrarket, a
specific sourcing strategy needs to be acquiredhbybuying
firm. While aiming for cost efficiency and reliaityl in supply
(Freytag & Kirk, 2003, p. 136), choosing an appiaigr
sourcing strategy represents high strategic impoeéfor the
organization (Gadde & Hakansson,
Depending for example on factors such as firm iooat
production process steps or the type of componeilifferent
sourcing strategies like ‘offshore sourcing’, ‘Ibsaurcing’ or
‘complex sourcing’ have emerged (Kotabe & Zhao, 200.
14).

Referring to the examined literature within this eapthe
impact of the transaction cost attributes on sowgrsirategies is
not only significant, but even represents the daemsons why

proper Supply Chain Management needs to be conducted

Especially asset specificity reflects the basicessity for even
dealing with the topic of sourcing strategies. Aligh high
asset specificity often relates to internal sowgcia lack of
resources or capabilities may force the organimatioprocure
the good from the market with the requirement afitcactual
safeguards (Williamson, 2008, pp. 9-10). Furtheemor
uncertainty of any kind is avoided or even proastiv
counteracted by monitoring the supply chain or mgkise of
business practices (Heide & Stump, 1995, p. 57, zGlea-
Benito, Suarez-Gonzalez, & Spring, 2000, p. 21@ktly, the
attribute of transaction frequency, being the quatinte
measure for how often economic exchanges occumrbes
crucial when contracts need to be set up and mediterhich
implies further transaction costs (Williamson, 29p. 246).
Assuming a business situation where the theorypied in
practice, the manager would conduct a transactish analysis
to identify as many of these critical transactiasgpossible and
assess their degree of costs arising for each isgustrategy
intended.

However, both identification and application in Ibfe

sourcing challenges bear complications and diffies! Due to
the persistent incapability in quantifying the exaegree of
transaction costs (Wang, 2003, pp. 1-9), transa@giimations

by managers can turn out to be imprecise. While the

measurement of the basic transaction cost typesahgsod
chance for more accurate estimations (Dahiman, ,19.7948),
although still being difficult for a manager to chutt, abstract
types such as opportunity costs become relativepossible to
determine (Collins & Fabozzi, 1991, p. 27). Furthere, Kim

and Rucker (2005, pp. 10-11) fail to apply the teatisn cost
theory for determining sourcing strategies becasehoosing
an industry where perfect information is availabltws, the
applicability of a transaction cost analysis vargmin among
organizations industries, with reference to theculsion
regarding firm boundaries in section 3.1. Altho®&ghneider et
al. (2011, p. 252) give support and relevance ®@ ttieory
within a global sourcing situation, a practical bgagion by

managers is refused due to the lack of human faetahin the
framework.

Summarizing the discussed facts,
Economics provide reasons for the necessity of chogir
strategies and present a unit of measurement im fafr the
transactions themselves. While this framework hétpgather
insights about which strategic factors possiblyeham impact
on the degree of transaction costs, limitationgdentification
and application of the framework need to be comsidle

1994, pp. 27-28).

the Transactiont Cos

Nevertheless, the evidence shows that the trapsactst lens
provides a useful perspective for qualitatively essing the
degree of transaction costs in order to decide ®owacing
strategy based on cost efficiency. Therefore, qotved and
empirical relevance can also be assigned to thiside point.

3.3 Decision point ‘Supplier strategies’
critical buyer-supplier relationships
representing a source for hazardous

transactions

After a specific sourcing strategy has been chodsgnthe
organization, the consequential action would belecide on
how to actually interact with the supplier. Suctyéusupplier
relationships are initiated with the purpose ofr@asing value
for both parties, or for reducing costs of the enoit

exchange, which under certain degrees also regraseritical
factor for overall success (Zaheer, McEvily, & Pere, 1998,
p. 141). Collaborative features such as trustsfatiion and
commitment form the basic requirement for the coafien
between buyer and supplier (Cannon & Homburg, 20029).

Since this section identifies and discusses thecejmmnal
connection between Transaction Cost Economics apglisu
strategies, either market governance or hybrid g@ree need
to be assumed. Generally, the transaction costacterstics
have a key impact within buyer-supplier relatiopshiand
represent actual reasons for entering such cobdioois:
Firstly, the presence of high firm-related asseectjrity
requires the organization to carefully conduct guatontrol,
monitoring and enforcement efforts (Buvik, 2000, 101).
Secondly, further effort in commitment, knowled¢psng and
relationship-specific investments protect the orgation from
technological uncertainty (Bensaou & Anderson, 1999160).
Moreover, transaction frequency not only increasese
willingness for cooperation like the other key iatites, but
also the foster the improvement of business prowgss the
implicit intention to reduce transaction costs &s#ar,
Kurokawa, & LeBlanc, 2001, p. 506). Lastly, addigbstudies
examine other influences than of the key attribaied address
how relational factors are related to the aim oflucng
transaction costs: Hallikas (2002, pp. 3529-3580)dxample
emphasizes the time factor within the relationskipting that
long-term relationships bear less transaction carstsless risk,
but instead result in higher dependency towardstipglier and
therefore a lower strategic position.

Going further into long-term relationships, managesan
become subject to the factors of trust and opp@tunwhich
have higher relevance in the Transaction Cost Ecarsom
While a positive relationship between inter-orgatinal trust
on avoiding exchange hazards is identified (Gulé&ti
Nickerson, 2008, p. 703), Bharadwaj and Matsuno§2p068)
examine a case where the increase of the vendadsro
management cycle performance was positively affgctiust,
which again has further reduced transaction céstsording to
the given logic, both the degree of trust or opj@igm provide
reasons for the organization to accept the riskavoid them:
Either, trust is not given (or opportunistic beloavs) and the
firm decides to protect itself from hazards by itthg
additional clauses and terms, or trust is givenofguortunistic
behavior is not) and the degree of transactionscdstreases
since no need for contractual safeguards is availab

Although several statements of the previous disonssan be
assigned to section 3.4, the review shows that dbee
components of the Transaction Cost Economics fifstbvide
reasons for entering a buyer-supplier relationsimg secondly

10



emphasize the factors of trust and opportunism niaking

transaction decisions. The given literature obseied states
relationships as relevant within this decision paind confirms
the applicability of the theory for identifying spier strategies.
However, exact proposals for supplier strategiethiwithis

context are either not existing or were not foumberefore,

limitations in terms of information for this seatimeed to be
stated.

3.4 Decision point ‘Contracting’:
Transaction Cost Economics for identifying
incomplete contracts and the need for

safeguards

When the organization has succeeded to decide sou@ing

and supplier-interaction strategy, the final caticstep in

purchasing involves the actual contract set-up ideo to

capture all agreements on a legal basis. Wen ef2atl1)

describe a purchasing contract as “one of the en@no
contracts, which refers to a lawfully effectivesrfwl, written

agreement signed by both supply and requisitiortigzarto

definite their rights, duties and obligations sotasperform

supply and marketing tasks” (p. 1). For this decisstep, it

needs to be clarified that the contracting doesreptesent the
actual choice of the governance mode, but ratheptbcess of
contracting itself. The choice on the governancedends

logically taken in decision point 3.1.

Applying the Transaction Cost Economics in the eanbf the
contracting procedure, the scientific literaturerosgly
addresses the problem of contract incompletenesa. rasult of
bounded rationality, being a key assumption ofttte®ry, and
thus the lack of complete information, human beiags not
able to include all necessary safeguards (Hart5189 134).
More specifically, contract incompleteness is givieyp the
factors of uncertainty, information asymmetry, usetvability
and the difficulty in defining the product (Casta&oMills,
2013, p. 159). Furthermore, information asymmeggia has a
positive impact on the factor of opportunism whiem enhance
conflicts within contractual bargaining (Parker &itley, 2003,
p. 107). Not only the contractual bargaining repngés a type of
potential transaction costs (Dahlman, 1979, p. 14&)also the
exact specification of property rights in strategiliances
requires investments of time and resources in aggeand
monitoring (Oxley, 1997, p. 388). Within a casedstuSaussier
(2000, p. 204) applies the Transaction Cost franmkwo the
topic of contract incompleteness and identifiesignificant
trade-off between ex-ante and ex-post transactistsc Either
uncertainty requires the organization to agree @taikkd
contractual safeguards already during the setiufbexability in
terms and agreements is preferred and the riskdifianal ex-
post transaction costs is taken into account. Trasle-off
relates to the risk dilemma mentioned in sectié 3.

Deducting the given facts, not only human failuis heen
identified as a cause for incomplete contracts,ded strategic
reasons for coping with asset specificity, uncatiaiand
transaction frequency. By agreeing on contractualgserds in
forms of terms and clauses in order to avoid infees by the
given key attributes, the organization determiniss @xact
transactions and thus the degree of transactias.ddereover,
the intended sourcing or supplier strategies whstiall be
conducted by the organization are agreed upon é¢heractual
contracting and realized in form of transactionlserEfore, the
final decision point of contracting benefits fromtransaction
cost view and assigns high relevance for this theor

4. DISCUSSION AND CONCLUSION

4.1 The Transaction Cost Economics as an
approach for seeing the bigger picture in
Supply Chain Management

The aim of this study is to answer the researclstipre “Does
the concept of Transaction Cost Economics fulfille th
determining characteristics of a scientific theamd to what
extent does it contribute to the key decision oiim
purchasing?”

In general, the Transaction Cost Economics show atuma
historical progression implying a lot of complicats in
development. Problems in conceptualization and
operationalization for Transaction Cost theoriesehpersisted
until an appropriate framework has been createtthén1970s.
Since then, it clearly reflects the determiningreleteristics of a
scientific theory proposed by Vos and Schiele (2¢4p1 3-6):
core components, laws of interrelation as well aanglaries,
which form the basis of a theory, have been idiedtifand
assessed. Furthermore, the empirical construct aipties to
the Transaction Cost Economics: the given compeneng¢
testable, while proposed interactions and relatippss can be
observed or at least studied. However, complicati@an
emerge as soon as the exact units of interactionther
interactions between them (with reference to systetes) are
studied within research, since a closer observatiocomplex
organizational or economic environments often ledds
different results. Such problems are criticized agscientists
as a consequence of incomplete operationalizatsn,the
incapability of determining all relevant influencesd also due
to building the theory on possibly wrong assumggiohhuman
nature. In the context of theoretical charactassand virtues,
these facts may hinder progression or even shoggarceration
of the theory in a future point of time. Discontityuin
empirical research implies stagnating value-addsiyhts into
the concept or a higher lack of application in bhass.
Nevertheless, such a temporal state has not beeheg yet.
The reviewed empirical evidence within this papbhoves a
sound development in insights and relevant factespecially
due to tested applicability in organizational theand practice.
Given the fact that the Transaction Cost Econonmicerporate
good internal and external virtues, a higher pasitig within
the theoretical life-cycle is identified and assdnin addition,
evolutionary drifts in other conceptual directicam® proposed
by scientists. With respect to the historical depehent, where
Transaction Cost theories already separated frorh etver
into different approaches, such evolutionary drifiee not
unfounded and there is definitely a chance for lagrobne,
especially in case of empirical stagnation or ceterejection
of the criticized assumptions.

Considering the discussed facts, including the comfoce
with the criteria of a theory, the observed virtuamsd the
proposed life-cycle classification, sufficient esitte for
qualifying the Transaction Cost Economics as arheogiven.
Therefore, in reference to the research questi@nconcept of
Transaction Cost Economicsloes fulfill the determining
characteristics of a scientific theory.

Next to reviewing the Transaction Cost Economics and
classifying it as a scientific theory, also the egof relevance
and applicability to the key decision points in ghasing and
Supply Chain Management is intended to be asseBsedhis
purpose, the Transaction Cost Economics has besnaged in
the areas of the ‘Make-or-Buy’ decision, the choio&
appropriate sourcing and supplier strategies, ab age the
procedure of contracting. Firstly, the Transactid@@ost
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Economics framework represents a well-developedpgetive
for analyzing a ‘Make-or-Buy decision’. However, cinhybrid
modes reflect the relevant governance types witBipply
Chain Management, the theory needs further researttiose
social components between buyer and supplier toemak
complete and correct decision. In addition, theufoomn
transaction efficiency may reject value opport@sitiwhich
exceed firm boundaries. For the sourcing strategiestheory
acts as a valuable scientific lens to identify ptite transaction
costs for sourcing. However, measurement is réstticdo
qualitative levels, which decreases the degreeeatigeness for
the Transaction Cost analysis. Furthermore, nexihéoknown
key transaction cost attributes, the factors ofcopmism and
trust show each a significant impact on whetheerdain set of
transactions within a buyer-supplier relationstspchosen or
not. Lastly, the topic of contract incompletenessalibes one
of the problems the Transaction Cost Economics airsotve.
Perfect information is impossible to reach as agapization
and thus, exposure to hazardous rents is not tio.aberefore,
contractual safeguards will always be an essemtiglessity
when procuring strategic goods from a supplier.

Identifying much supportive, but also contradictiagidence
emphasizes the limitations and complexity of thanBaction
Cost Economics and additionally underlines the rieeturther
operationalization.  Nevertheless, transaction cosise
consistently present in contracting and as longnasket

With reference to the original addressed problerohtnose for
the most efficient governance option in terms ahsactions,
the model views the ‘Make-or-Buy’ decision as alexion of

total transaction costs added up by the necessauyciag

strategies, supplier strategies (or supplier-sygeniestments)
and the contracting. According to the reviewed emik within

this paper, the degree of transaction costs iseénfted on one
hand by its key attributes and on the other handother

unknown variables which have a possible impactanh ef the
three key decision points. The total transactiostseesulting
from each key decision point will be offset agaitin& total cost
of producing the good within the hierarchy.

For this framework, the ‘buy’ decision is referred as either
the pure market governance mode or the hybrid malteugh
the latter one represents higher relevance withis rodel. In
addition, it rather provides simplistic and isothtdecision-
making options. Due to the main emphasis on trdaimgacost
efficiency, further dimensions have not been addiéakeover,
both the total cost of production and the totahs$ection costs
are based on estimations by the organization. Tdrere
limitations in terms of measurement need to be idensd.
Further dimensionalization of variables and varemwithin the
decision-making paths are recommended for futuseaieh.

4.3 Limitations
With respect to the answered research questios ptgper has

transactions are conducted, the theory always showsconducted a systematic literature review of thex§aation Cost

applicability in each of the analyzed decision p&inTo
summarize, having both conceptual and empiricatvaeice

Economics in order to provide new academic valuthénfield
of Supply Chain Management. In order to proceed witth a

given within purchasing and Supply Chain Management, research, a highly varied perspective includingotégcal

enough evidence is provided for further answerhmgresearch

backgrounds, different views and empirical evideneeded to

question. Thusthe concept of Transaction Cost Economics, 0€ observed. These factors also represent souwcemssible

with the prerequisite of being qualified as a tlyecdoes
contribute to the key decision points in purchasiog large
extent.

4.2 Proposal: A simplified Transaction cost

model in purchasing

In actual business the direct use of the TransacGwst
Economics is often refuted and not possible duth¢olack of
exact dimensions and operationalization (Carter &ddon,
2006, p. 474). However, the need for direct appildg in

business practice is given. Therefore, based onreéliewed
theory and the discussed findings when applying

Transaction Cost Economics on the key decision point

Supply Chain Management, a simplified decision-mgkin

framework is proposed within figure 3.

Degree of:
* Asset Specificity [ Unknown
= Uncertainty € 3 external variables
* Frequency

Make or Sourcing Supplier
contmmng
<T_‘,
Total

Transaction
Costs

(Figure 3: Simplified transaction costs model on ke
decision points in Supply Chain Management.)

limitations. As indicated, the Transaction Cost Eioits are
subject to a long process of progression. Certdiical facts or
sequences of development are therefore understoodgwor
maybe not taken into account at all. In additidrg theory is
known to be criticized in terms of conceptual foation.
Furthermore, for a sufficient literature review, asany
contributing perspectives should be included assiptes
Although this paper intended to do so, limitatiara still be
given. Lastly, as already described within sectif.1, the
presented empirical evidence might lack of relevanteven
critical scientific information. Since a full-pemsgtive view in

the €mpirical evidence for such a framework requireghér

resources and capabilities for research, this nepresent
another source for limitations. Nevertheless, githenfact that
this paper represents academic work in form of ehélar
thesis, restrictions and limitations in executirige tactual
research are already implicitly given.

4.4 General recommendations for future

research

Recommendations for further research can be statdtid area
of application within decision points of Supply OChai
Management. Since this paper rather provided atoetpry

approach, more emphasis needs to be put on thet exac

dimensions of relevance within the given decisiainfs. As
already stated, restrictions were given for thiggraTherefore,
more capabilities and resources should be invésteitaining
a bigger perspective for applying the theory. Femtfore, the
proposed model in section 4.2 provides a limitedwviof
Transaction Cost Economics and its impact on thesiec
points. Thus, further specification of relevant iahtes,
decision criteria and paths for the given modeldsessary.
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