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ABSTRACT 

 I 

ABSTRACT 

Contract violations are ubiquitous but are often neglected in management studies. In contrast to prior 

studies examining the functions of contracts in various settings, this master thesis is dedicated to 

understanding drivers and consequences of contract violations in strategic alliances. Caused by 

opportunistic behavior, contract violations pose a risk in strategic alliances, and therefore need to be 

further investigated. This thesis examines how the strategic alliance context constitutes drivers of 

contract violations. Moreover, consequences dependent on the violation type are demonstrated. To 

answer this research objective, a scenario-based experiment is conducted that allows to draw 

conclusions on potential drivers and consequences of contract violations in strategic alliances. The 

results show a significant relationship between determinants of the alliance context, such as strategic 

importance or environmental uncertainty, and the willingness of managers to violate the contract.  

In a subsequent step, mitigation mechanisms through adequately contracting against the examined 

drivers of contract violations are analyzed. To increase the alliance performance, it is investigated 

how the insights on the corresponding consequences of contract violations can be used for 

contracting. It is argued that firms that successfully eliminate the risks of contract violations through 

a contract design based on potential drivers and consequences thereof will gain a competitive 

advantage against other companies. By contributing to management research and extending theory 

on contracting, this master thesis yields important implications for understanding strategic alliance 

contracts, complexity and trust and its interplay in generating a competitive advantage. 
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INTRODUCTION 

In the last decades, companies have been faced with new challenges caused by globalization. These 

challenges include global competition, shorter product life cycles due to rapid technological progress 

and the rising demand of differentiated products. As a result, companies increasingly cooperate with 

each other in order to stay competitive while focusing on core competencies (Cravens, Shipp, & 

Cravens, 1993). Interorganizational relationships can sustain or enhance the competitive position of 

companies (Kale, Dyer, & Singh, 2002). One form of interorganizational cooperation are strategic 

alliances. These cooperative arrangements can enable companies to work more efficiently, to access 

new or critical resources or capabilities and to enter new markets (Kale & Singh, 2009). In addition, 

interorganizational relationships, such as strategic alliances, are said to govern business objectives 

including the access to new technologies and economies of scale which establish reciprocal 

dependencies and thus require a mechanism to control the exchange (Ring & van de Ven, 1992). In 

strategic alliances exchange partners agree to invest resources, share knowledge, and engage in 

economic value-creating activities that build synergies between the resources and capabilities that 

each of the companies bring to the alliance (Das & Teng, 2000). One major instrument to control and 

manage interorganizational exchanges are formal contracts (Harmon, Kim, & Mayer, 2015). 

Contracts occur in numerous forms, yet strategic alliances mostly rely on relational contracts as these 

kinds of contracts reflect long-term investments and have a high transaction specificity. Relational 

contracts are in place to govern transactions which have a high level of risk and a high reliance on 

trust (Ring & van de Ven, 1992). Although the intention and aim of strategic alliances is the economic 

value creation of all partners through cooperation, strategic alliances also have a competitive element 

as the partners have an incentive to compete for the highest degree of economic benefit (Agarwal, 

Croson, & Mahoney, 2010). Therefore, strategic alliances are said to be an inherently risky strategy 

(Das & Teng, 2001). Hence, despite its potential economic value creation for all engaged partners, 

approximately half of all strategic alliances fail (Kale et al., 2002). One major reason for the failing 

of  interorganizational relationships are conflicts arising from the alliance context and based on 

opportunistic behavior.  (Lumineau, Eckerd, & Handley, 2015).  

The motivation for writing this thesis is a lack of research in this field. Management research in the 

field of contracting usually focusses on the functions of contracts and the contractual design so that 
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there is plenty of knowledge about contractual arrangements with different, sometimes contradicting 

theories. However, there is only little systematic research in the field of conflicts. Management 

literature often does not consider the consequences and aftermaths if things go different than initially 

planned. Triggers, drivers, backgrounds and consequences of contract violations have only been 

examined occasionally. Therefore, it is important to also shed light on the “dark side” of contracting. 

But not only in contract research, also in general management science, most of the times the outlook 

of the studies is on improving, optimizing or using less resources. Hence, this master thesis tries to 

fill this research gap by investigating the negative. In the researcher’s opinion decreasing the negative 

impacts can many times be better than optimizing the already positive impact. 

Problem identification 

As aforementioned, there has only been little systematic theoretical research in the field of contract 

violations but plenty of research on how contracts are designed to strengthen the relationship and 

enhance efficiency between the cooperating parties. As contracts do not always succeed, companies 

need to understand which determinants can stimulate contract violations and how the alliance partners 

react when contracts violations occur so that an effective alliance management can be ensured. 

Therefore, this master thesis is designed to examine potential drivers and consequences of contract 

violations. This is achieved by deriving potential drivers and consequences of contract violations 

from management theory which are empirically tested in the subsequent step. The results drawn from 

the empirical analysis are then combined with theory to develop implications on contract design in 

strategic alliances to avoid contracts getting violated so that the cooperation keeps functional. In order 

to narrow down the topic, strategic alliances are the object of analysis. Strategic alliances are a form 

of interorganizational collaboration, combining features of cooperation and competition. Thus, 

strategic alliances are an inherently risky strategy (Das & Teng, 2001) and are often objects of 

contract violations. However, as strategic alliances can strengthen a company’s competitive situation, 

they are often critical for the company’s success (Ariño & Reuer, 2004; Das & Teng, 2001). 

Therefore, in order to prevent contract violations which can in turn lead to the termination of an 

alliance (Smith, 2005), contracts need to be designed in such a way that they prevent the violation’s 

drivers to arise and is adjusted to the corresponding consequences. 
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Problem formulation 

In order to analyze the determinants and consequences of contract violations in strategic alliances, 

the transaction cost economic and the resource-based view will be considered. Based on the logic of 

these two management theories, hypotheses will be postulated. Literature shows that the factors 

influencing the strategic alliance, hereafter referred to as strategic alliance context, are influencing 

the contract design (Reuer & Ariño, 2007). It is, thus hypothesized that the strategic alliance context 

also influences alliance managers to violate the contract. Contracts can be violated on different 

dimensions. Harmon et al. (2015) differentiates two violation types - letter and spirit violation. 

Whereas, letter violations are violations of clearly documented expectations expressed in the contract, 

spirit violations are violations of undocumented, yet still tacitly agreed upon expectations (Harmon 

et al., 2015). The main research question guiding this master thesis is: 

How does the alliance context influence contract violations and what are possible consequences of 

contract breaches based on the violation type? 

In order to combine the two research traces of contract design and contract violations and to 

contextualize the gathered results, implications on contract design will be drawn. Therefore, the sub-

research question of this master thesis is: 

How can contracts be designed accordingly to prevent strategic alliance contracts to get violated? 

The main research question is answered by empirical research conducted through a scenario-

experiment. The sub-research question, respectively the implications on contract design derived from 

the empirical research, is answered by a thorough analysis of the results and the underlying theories 

view and is established in the discussion chapter.  

Delimitations 

There are some delimitations made in this master thesis in order to keep it manageable. Thus, first of 

all it is assumed that sufficient business conditions exist, which cause two or more firms to enter a 

cooperative interorganizational relationship which is governed by a relational contract. For purposes 

of simplicity, only two partners in an alliance are considered. The discussion, however, also applies 

to strategic alliances with more than two partners. Moreover, as this thesis follows a deductive 

research approach the research question only includes knowledge derived from theory. Therefore, the 

drivers and consequences of contract violations in strategic alliances outlined in this thesis are not 
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exclusive but depict possible factors deduced from the theory in the field of contracting and strategic 

alliance research. Furthermore, the consequences of contract violations elucidated in this theory are 

based on the violation type and guided by a study of Harmon et al. (2015). The authors analyzed the 

interpretations of contract violations and its effects on and the management in buyer-supplier 

relationships. This thesis adapts key notes of the study to strategic alliances. Hence, also the 

consequences researched and analyzed in this thesis are not exclusive but derived from existing 

research. Lastly, the notions of determinants and drivers of contract violations are used synonymously 

throughout this thesis. 

Choice of Methodology 

This master thesis is a theoretical work underpinned by empirical data. It is guided by a positivist 

philosophy of research and therefore, its goal is to develop generalizations. Moreover, it follows a 

deductive research approach.  

As this master thesis aims to detect determinants and consequences of contract violations in strategic 

alliances and draws implications on contract design, the overall goal is to derive predictions on the 

phenomenon of contract violations. By doing so it produces generalizations for contract designs 

which are based on existing theory in the fields of transaction cost economics and the resource-based 

view. Therefore, hypotheses are derived from theory which are then tested empirically. Positivism 

adopts a clear quantitative approach to investigating phenomena (Crossan, 2003) and focusses on 

discovering observable and measurable facts and regularities (Crotty, 1998). As common for 

positivist research an experiment was conducted for the empirical part of this thesis in order to test 

the hypotheses. The experimental design is constituted of scenarios. Scenarios can be defined as a set 

of structured conceptual systems of plausible future contexts presented as narrative descriptions 

(Ramirez, Mukherjee, Vezzoli, & Kramer, 2015) and measure behavioral intentions (Callanan, Perri, 

& Benzing, 2006). Scenarios are complementary toolkits that are suitable for generating new ideas 

and arguments and understanding causal relationships (Han, 2011). Thus, an experimental design 

based on different scenarios is understood to be a meaningful method to answer the main research 

question guiding this master thesis. The sub-research question is answered by combining the results 

obtained from the scenario-experiment with existing theory.  
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Choice of Theory 

In order to answer the research questions guiding this master thesis transaction cost economics and 

the resource-based view are applied. These two theories are the most prominent theories with regard 

to contractual research (Mellewigt, Madhok, & Weibel, 2007) as both theories seek to explain why 

companies enter cooperative arrangements and argue for the need of an instrument to govern the 

interorganizational exchange, namely the contract. Moreover, the two theories complement the view 

of contracts as means of control and coordination which is a concept used for answering the research 

questions. The focus of analysis of Transaction cost economics (TCE) is the individual transaction as 

it indicates how the transaction itself influences governance decisions of companies (K. J. Mayer & 

Salomon, 2006). Governance options are influenced by opportunistic behavior of the parties and the 

cost of the governance device, namely the transaction costs (Mellewigt et al., 2007). The basic 

proposition of TCE with regard to the economics of contracts is that contracts are mainly designed to 

improve transactions between two parties by minimizing the exchange hazards and the associated 

transaction costs. Thus, contracts serve as safeguards against opportunism in interfirm exchanges 

(Mellewigt et al., 2007). According to TCE, greater contractual safeguards will be warranted as the 

risk of opportunistic behavior increases. However, the design of contracts is associated with 

inefficiencies such as negotiating, monitoring and enforcing which are in turn creating transaction 

costs (Reuer & Ariño, 2007). In addition to TCE, the resource-based view (RBV) is another theory, 

often applied to contracting (Mellewigt et al., 2007). According to the RBV, firms need to acquire 

valuable, rare, imperfectly imitable and non-substitutable resources and capabilities in order to create 

a sustainable competitive advantage (Barney, 1991). These resources are often found outside of the 

firms boundaries (Dyer & Singh, 1998) and therefore, companies form interorganizational 

relationships such as strategic alliances which require the design of contracts in order to be 

coordinated. RBV literature argues that contracts solve the challenge of organizing the joint value 

creation process of resources across organization boundaries (Mellewigt et al., 2007). The 

combination of TCE and the RBV allows the researcher to analyze contracts as instruments of 

coordination and control (Mellewigt et al., 2007). With regard to these theories, contracts, contract 

violations, contracts and trust as well as strategic alliance contracts are discussed. 

Structure 

As depicted in Figure 1, the remainder of the thesis is organized as follows: First, the methodology 

guiding this thesis including an evaluation of the researcher’s philosophy, is presented. Thereafter, in 
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order to examine the research questions at hand, the thesis will comprise a review of the theoretical 

literature addressing the economics of contracting which forms the basis of a theoretical foundation 

and is later developed into a conceptual framework. In this section contracts as an instrument of 

control and coordination as well as contract violations are systematically outlined. Building up on the 

theory, the following section presents a series of hypotheses which are derived from the presented 

theory. Subsequently, the study conducted in this master thesis is demonstrated inclusive of the 

chosen research design and the corresponding results. In the next steps, the empirical results are 

discussed with theoretical contributions. In this chapter, the drivers and consequences of contract 

violations and its implications on contract design are theoretically discussed. The thesis concludes 

with limitations and possible directions for future research. The thesis structure enables the researcher 

to detect the blind spots in the field of contract violations in order to examine the drivers and 

consequences thereof. Through empirical research and its combination with existing theory 

implications on contract design are derived. 

Figure 1: Structure of the Thesis 

 
Source: own figure 
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METHODOLOGY 

In order to provide a structured analysis of the drivers and consequences of contract violations in 

strategic alliances and its implications on the contract design, the research approach in terms of the 

underlying philosophy of science and the research design needs to be determined. Moreover, it is 

necessary to identify all the factors that affect the research design (N. K. Malhotra, Birks, & Nunan, 

2017). Therefore, in the following the researcher's philosophy of science will be presented and the 

related research approach will be elaborated.  

Philosophy of Science 

The philosophy of science relates to the concept of knowledge creation, the nature of knowledge and 

how the researcher views and understands reality (Saunders, Lewis, & Thornhill, 2019). Thus, it 

ultimately influences the researcher’s choices with regard to research design, research approach and 

the interpretation of results (Healy & Perry, 2000). Research philosophies can be analyzed through 

three major elements, namely epistemology, ontology and methodology as they determine the 

researchers assumptions about the nature of reality and assumptions about knowledge (Saunders et 

al., 2019). Whereas, ontology defines the reality that researchers investigate, the epistemology relates 

to the relationship between that reality and the researcher. The methodology on the other hand is the 

technique used by the researcher to investigate that reality (Healy & Perry, 2000). The 

epistemological perspective of any research defines the used instruments of data collection and 

analysis (Kura, 2012). There are different research paradigms such as positivism, interpretivism, 

critical realism and pragmatism each grounded in different ontologies and epistemologies and 

influencing the research design (Saunders et al., 2019).  

As this master thesis aims to detect determinants and consequences of contract violations in strategic 

alliances, the overall goal is to explain relationships and predictions. Moreover, it is aimed to produce 

generalizations for contract designs which can be applied to other strategic alliances as well. The 

generalizations itself are based on existing literature as the results are critically discussed taking 

theory into account. The philosophy of science guiding this master thesis is grounded within the 

positivism paradigm. Positivism sees the reality as stable and thus believes that it can be observed 

and described from an objective viewpoint (Levin, 2008). Thus, research rooted in positivism believes 

to produce law-like generalizations and promises accurate knowledge (Saunders et al., 2019). 

Therefore, positivism adopts a clear quantitative approach to investigating phenomena (Crossan, 
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2003). According to positivism, reality is independent of the perceptions and biases of the researcher. 

Thus, research consists of observations which are obtained through investigation (Partington & Chia, 

2014). The aim of positivism is to seek causal relationships and to explain and predict events 

(Partington & Chia, 2014). Positivists strictly focus on scientific empiricist method designed to yield 

pure data and facts uninfluenced by human interpretation or bias (Saunders et al., 2019). Furthermore, 

research grounded in positivism focusses on discovering observable and measurable facts and 

regularities. It is believed that only phenomena which are observable and measurable lead to the 

production of credible and meaningful data (Crotty, 1998). A positivist researcher is neutral, 

independent and objective of the research itself as there has been no prior connection to the topic 

being investigated. In this master thesis theory of contracts, contract violations and strategic alliances 

from a transaction cost economic and resource-based view is used to derive hypotheses which are 

then tested. According to a positivist philosophy of science, researchers often use existing theory to 

develop hypotheses which are then to tested (Saunders et al., 2019). Thus, experiments are a common 

research method used by positivist researchers.  

Research Approach 

This master thesis is a theoretical work underpinned by empirical data. The research objective is 

theory extension which is partly achieved by theory testing. The goal of every research design is to 

be in congruence with the purpose of the research. Research designs can be categorized into 

exploratory and conclusive research (N. K. Malhotra et al., 2017). Whereas an exploratory research 

aims to generate deep insights (Yaman & Shaw, 2002), the objective of conclusive researches is to 

describe specific phenomena, to test specific hypotheses and to examine specific relationships (N. K. 

Malhotra et al., 2017). The aim of this master thesis is to examine how the alliance context can 

determine drivers of contract violations and what consequences contract violations cause in strategic 

alliances. It investigates the relationship between specific determinants of strategic alliances and the 

willingness of managers to violate the alliance contract. Accordingly, a conclusive research design is 

chosen which has the advantage of eliminating the effect of the researcher’s prior knowledge on 

gathering and interpreting the data so that the researcher takes an objective role and potential biases 

can be reduced (N. K. Malhotra et al., 2017). Therefore, the choice of the research approach is in line 

with the positivist research philosophy.  

When drawing conclusions in scientific research it is important to distinguish between induction and 

deduction. Deduction uses theory to draw a conclusion, whereas induction starts with observations 
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from which new theories are generated (N. K. Malhotra et al., 2017). In this thesis a deductive 

research approach is used which is in line with the positivist research philosophy as it emphasizes 

structure, quantification, generalizability and testable hypotheses (N. K. Malhotra et al., 2017) 

Deduction involves the development of a theory which is then tested through hypotheses. The 

hypotheses itself are deducted from existing literature and theories. In order to test the hypotheses, 

quantitative data is collected (N. K. Malhotra et al., 2017).  

The chosen methodology need to fit the subject matter and must lead to the right insights (N. K. 

Malhotra et al., 2017). As typical for a positivist study (Saunders et al., 2019), this master thesis is 

guided by a quantitative deductive research The hypotheses examined in this master thesis address 

separate effects of strategic alliance characteristics and contract characteristics on contract violations, 

thus, the empirical methodology needs to isolate the individual effects while controlling the depended 

measure of contract violations. Therefore, this master thesis relies on an experiment. Modern 

management research is primarily based on quantitative methods using large data sets. Moreover, a 

common goal of strategy research is to empirically establish a causal relationship between an 

independent variable and a dependent variable. Thus, it is argued that experiments should be used 

more widely in strategy research and should not be limited to other disciplines (Chatterji, Findley, 

Jensen, Meier, & Nielson, 2016), such as science. Experiments help to complement existing methods, 

to address current theory with new methods and to establish causalities. The use of experiments as a 

research method is especially valuable in situations where competing theories offer alternative 

explanations (Croson, Anand, & Agarwal, 2007). In the case of this master thesis, there are competing 

theories on contracts as a mean of control or as a mean of coordination which are ultimately related 

to the risk of contract violations (Harmon et al., 2015). It is thus argued that the use of an experiment 

is a suited research methodology for answering the research question. Furthermore, as there is only 

little research in the field of contract violations, experiments are an appropriate method for this field 

as experiments are replicable and other researchers can reproduce the research design and verify the 

findings (Croson et al., 2007). Experiments are understood as a research methodology involving the 

collection of primary data from individual decision-makers. By doing so experiments can involve 

individual decision-making or interactive tasks (Croson et al., 2007). As one of the most important 

features of experiments, multiple treatments are involved meaning that some participants see one set 

of materials, and other participants see another set. The behavior of the participants is then compared 

between the groups (Croson et al., 2007). 
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The experiment in this master thesis was set up using a scenario. Researchers have recommended 

assessments that provide content-specific scenarios as suitable (Callanan et al., 2006). The empirical 

part of this master thesis seeks to explain the determinants and consequences of contract violations 

in strategic alliances. It is argued that the use of different scenarios can measure an individual’s choice 

of conflict-handling and measures behavioral intentions (Callanan et al., 2006). Scenarios can be 

defined as a set of structured conceptual systems of plausible future contexts presented as narrative 

descriptions, manufactured for a purpose and independent from someone’s actions (Ramirez et al., 

2015). Scenarios are seen as complementary toolkits that are suitable for generating new ideas and 

arguments and understanding causal relationships (Han, 2011). Taking all this together, an 

experimental design based on the description of different scenarios is understood to be a meaningful 

method to answer the main research question guiding this master thesis.  

Strengths and weaknesses of methodological choice 

Individuals are generally able to identify contextual factors and give a suitable response. Therefore, 

scenarios based on real-life events have proven to be a suitable method to research behavioral subjects 

(Callanan et al., 2006). Due to this, scenario-based experiments overcome the limitation of other 

methods as it allows for a high level of internal validity because it allows for tight control of the study 

environment and enables the researcher to evaluate causal relationships. This control stems from 

sticking to precise predictions which are derived from a theory or a model to be tested (J. H. Kim & 

Jang, 2014). Scenario-based experiments are effective for measuring variables that are based on 

cognitive evaluations (J. H. Kim & Jang, 2014). In strategic alliances managers represent the interests 

of the alliance firm and interact with counterparts from the partner firm trying to advance and 

maximize the interests of the own company and the alliance (Zoogah & Peng, 2011). It are thus, 

individuals who make decisions concerning the strategic alliance. Therefore, a scenario-based 

experiment is appropriate for measuring the willingness of an individual to violate a contract. 

Moreover, experiments allow the researcher to test hypotheses and provide strong evidence for 

causality as well as correlation, and enable a replication of the results (Croson et al., 2007). Research 

on contracts and contract violations is a field shaped by different competing theories (Mellewigt et 

al., 2007). Experiments are understood to be a suitable methodology to reconcile competing theories 

as factors need to be controlled and special situations need to be present (Croson et al., 2007). These 

situations can be recreated in experiments through scenarios. As the scenario-experiment provides 

the opportunity of perfectly describing the strategic alliance context and the violation type, it is meant 
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to be a reliable method to answer the main research question. Moreover, the insights generated 

through the experiment can be coherently combined with existing literature as the hypotheses tested 

were derived from theory. Therefore, the empirical method chosen in this master thesis matches the 

main-research question and the subsequent chapters.  

Nonetheless, there are also some drawbacks of the use of experiments for management research. First 

of all, the external validity is one of the main limitations of experiments. As experiments are abstract 

since there are fewer considerations and dimensions than in the real world, it is harder to predict real 

world behavior (Croson et al., 2007). However, as the hypotheses tested are based on theory and 

theory is developed to explain real-world observations, these theories also need to explain behavior 

in experimental settings, ultimately mitigating the counter-argument (Croson et al., 2007). Moreover, 

realism is a key drawback of scenario-based experiments. As the respondents are not part of the 

described setting they may not be sufficiently simulated in the situation and may not feel what 

managers in real world cases feel (J. H. Kim & Jang, 2014). The participants do not need to worry 

about consequences like financial loss (Michel, 2001) or reputation. Furthermore, as the participants 

had to switch their perspective in the course of the experiment, this circumstance might have 

influenced their perception. This is, however, mitigated by the fact that the participants might have 

not felt personally involved so that an objective assessment was possible. Another argument hold 

against experiments are interaction effects. This means that results from an experiment cannot be 

transferred to the field as in an experimental setting not every detail which might be present in the 

real-word and cause interaction effect can be reproduced (Croson et al., 2007). Furthermore, the level 

of analysis is a major limitation of experiments. In experiments the participants are usually 

individuals and thus single-decision-makers (Croson et al., 2007). In real-world settings, however, 

most models of corporate strategies are made up of groups and teams making the strategic decisions. 

However, firms are made up of groups of individuals and firm’s decisions are made by people (Croson 

et al., 2007). Thus, in the context of the experiment conducted in this master thesis this argument is 

invalid, as the decision to violate a contract is made on an individual level.  

All in all, scenario-based experiments provide a high level of internal validity at the cost of external 

validity (Michel, 2001). In order to achieve a higher external validity, field research with expert 

interviews would have been a valid option. In order to dig deeper into the drivers of contract 

violations, inductive qualitative research should have been conducted which would have revealed 

drivers of contract violations independent and apart from management theories. Nonetheless, 

experiments are a suitable research methods for dealing with questions that cannot be accessed on the 
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field due to access problems and expense (Hofer & Schendel, 1979). Contract violations are a 

vulnerable subject in cooperation relationships. Thus, managers hesitate to give information about 

contract violations they experience. Therefore, gaining access to expert interviews which could have 

provided a higher external validity and more reliable data was not possible in the scope of this thesis. 

Furthermore, in real-life contexts managers are likely to not declare their willingness of violating a 

contract since contract violations can cause legal consequences (K. J. Mayer & Argyres, 2004). 
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THEORETICAL BACKGROUND 

The ultimate goal of this master thesis is to develop a thorough understanding of the drivers and 

consequences of contract violations in strategic alliances and their implications on the alliance 

contract design. In contrast to sufficient research on interfirm cooperation and its influence on the 

performance of companies, there has been only little scholarly on studying contracts and their 

relationship with cooperative governance structures as strategic alliances. Generally, contracts and 

cooperation have been studied separately rather than within an integrating theory (Luo, 2002). In 

addition, as past research has primarily focused on the formation of contracts, it is important to 

investigate the theory of contract violations (Harmon et al., 2015). Consequently, it remains unclear 

how contracts and cooperative arrangements such as strategic alliances relate to each other and how 

this relationship is influenced by contract violations Primary research has mostly dealt with 

contractual safeguards and how cooperating parties can protect themselves from contract violations. 

But there has been no research on the direct drivers and consequences of contract violations and their 

implications on the contract design in strategic alliances. As strategic alliances are arrangements 

which require a high level of trust (Das & Teng, 2001) its interplay with contract design with regard 

to the prevention of contract violations is an important notion to consider. Therefore, the following 

sequence will lay a foundation by examining existing literature on contracts, contract violations, 

strategic alliances and trust. This theoretical background builds a foundation for the discussion and 

the underlying study. Since this master thesis investigates the drivers and consequences of contract 

violations in strategic alliances, only those contracts which coordinate interorganizational activities 

are considered.  

The functions of contracts 

In order to fully understand why contract violations occur and to examine its consequences, it is 

essential to understand why contracts are important and what purpose they serve. This section tackles 

the to some extent contradictory findings in the field of contracting by explicating the underlying 

theoretical concepts with regard to contracts and strategic alliances. The theory of contracts, 

especially the formation of contracts, has been studied over decades and researchers agree that 

contracts have a significant function in the establishment and government of exchange relationships 

between different parties (Harmon et al., 2015; Poppo & Zenger, 2002). Contracts determine the 

terms of an agreement between two or more parties by specifying the work which needs to be 
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accomplished by each party (Schepker, Oh, Martynov, & Poppo, 2014). Due to this contracts are 

ubiquitous in interorganizational transactions and have a crucial function in the management of 

interorganizational relationships (Poppo & Zhou, 2014). The concept of a contract involves two 

central and distinct elements which are firstly the rational planning of transactions and secondly the 

existence of actual or potential legal sanctions to induce the performance of the exchange or to 

eventually compensate for non-performance (Macaulay, 1963). In defining responsibilities and roles 

of the involved parties and defining possible legal sanctions, risks are mitigated and expectations of 

the parties can be aligned (K. J. Mayer & Argyres, 2004). This in turn reduces the risk of contract 

violations. By doing so, contracts improve the governed interorganizational relationships’ 

effectiveness and performance (Ring & van de Ven, 1992). The more detailed the terms with regard 

to i.e. technical specifications , implementation procedures, legal considerations or overall contract 

features, the higher is the contract specificity (Mooi & Ghosh, 2010). Contract specificity means the 

level of explicitness, specification and precision of a contract and refers to the degree to which terms 

of the contract are detailed to enhance clarification and verification (Mooi & Ghosh, 2010). 

Moreover, contracts mitigate the possibility of potential transactional hazards, which can be a 

consequence from asset specificity or complexity of the transaction (Raj, Mayer, & Rich, 2017). This 

can be achieved through a contractual design which aligns incentives and specifies decision rights, 

performance expectations, consequences for contractual breach, and processes for resolving disputes 

(Poppo & Zhou, 2014). Yet, contracts can also psychologically influence transactions as contractual 

framing can lead to specific emotions, behaviors and views of the interorganizational relationship and 

can thus impact the actual outcome of the economic exchange (Weber & Mayer, 2011). With regard 

to this, Weber & Mayer (2011) researched that contracts can play a promotion role as well as a 

prevention role depending on the framing of the clauses. The authors argue that parties act more 

cooperatively and creatively when the underlying contracts are more flexible designed towards a 

common goal achievement, meaning that the contracts are “promotively” framed, than they would 

when contracts are “preventive”, which means that the contracts focus on regulating behavior  

Ring & van de Ven (1992) differentiate between market-based discrete contracts, recurrent contracts 

and relational contracts, each serving the needs of different circumstances of the exchange. Whereas 

recurrent contracts are relatively short-term, and the involved assets obtain a moderate degree of 

transaction specificity, relational contracts are long-term investments and have a high transaction 

specificity. Furthermore, relational contracts are open, contracts used when a trusting relationship has 
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already been established (Ring & van de Ven, 1992). Thus, relational contracts govern transactions 

which have a high level of risk and high reliance on trust, while recurrent contracts are suited for 

transactions with lower risk but still a high reliance on trust (Ring & van de Ven, 1992). Therefore, 

relational contracts are based on the assumption that the associated economic exchange also contains 

a significant social component (Macneil, 1980). Taking this into consideration, relational contracts 

do not include a complete set of terms and clauses for the entire contract duration but define a process 

for periodic renegotiations to adjust prices and quantities (Goldberg, 1976). Relational contracts have 

the power to mitigate some of the potential for opportunism by defining the general terms of the 

exchange, but also in these contracts enough residual opportunism continues to exist (Artz & Brush, 

2000). As this thesis focuses on contract violations in strategic alliances, mostly relational contracts 

will be considered (Luo, 2002). Contracts appear in a variety of modes: Their form ranges from 

informal promises to formalized agreements and can compromise boilerplate or highly customized 

terms (Schepker et al., 2014). Through the use of clauses to clarify and frame the agreements of a 

transaction (Crocker & Reynolds, 1993), the aim of formal contracts is that parties perform in 

accordance with the other parties’ expectation (Salbu, 1997). Besides written formal contracts, 

scholars have dealt with psychological contracts. Psychological contracts are defined as an 

individual’s subjective interpretation of the terms of an exchange which might be overt or implied, 

written or orally expressed, and commonly understood or not (Eckerd, Hill, Boyer, Donohue, & 

Ward, 2013). Psychological contracts do not solely exist but complement written contracts helping 

where written contracts are incomplete (ibid.).  

Underlying theories of contracts 

Transaction Cost Economics 

The theory of Transaction Cost Economics (TCE) is known as a principal theory often used for 

analyzing contracts (Schepker et al., 2014). TCE’s focus of analysis is the individual transaction as it 

indicates how the transaction itself influences governance decision of companies (K. J. Mayer & 

Salomon, 2006). The TCE framework, originally developed by Oliver Williamson and inspired by 

classical contrast theory, defines three generic forms of governance: market, hybrid, and hierarchy. 

Whereas market and hybrid relate to interfirm exchanges, hierarchy corresponds to the unified 

governance of internal exchanges (Poppo & Zhou, 2014). These considerations are based on the idea 

that governance options are influenced by opportunistic behavior of the parties and the cost of the 

governance device, namely the transaction costs (Mellewigt et al., 2007). The theory argues that firms 
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should internalize transactions when contractual hazards are present and favor the market when such 

hazards are absent (K. J. Mayer & Salomon, 2006). TCE attempts to reason when and why relational 

governance structures are more efficient in governing interorganizational relationships than markets 

(Mellewigt et al., 2007). Furthermore, TCE explains that interorganizational cooperation can 

overcome the limitations of restricted rationality, secure economic efficiency with reduced 

transaction costs, and realize transaction stability from opportunistic threats (K. K. Kim, Park, Ryoo, 

& Park, 2010). The theory is based on behavioral assumptions namely that exchange parties underlie 

bounded rationality and that at least one party has the potential to reveal opportunistic behavior. The 

bounded rationality prevents the firm to foresee all possible future scenarios that may arise 

(Williamson, 1985). According to TCE, managers align the governance features of 

interorganizational relationships to match known exchange hazards (Poppo & Zenger, 2002). 

Exchange hazards emerge due to four underlying dimensions of transactions, which are asset 

specificity, behavioral uncertainty, environmental uncertainty and transaction frequency 

(Williamson, 1979). These dimensions in turn create a bilateral interdependence between the parties 

(Argyres, Bercovitz, & Mayer, 2007). The basic proposition based on TCE with regard to the 

economics of contracts is that contracts are mainly designed to improve transactions between two 

parties by minimizing the exchange hazards and the associated transaction costs. Thus, contracts 

serve as safeguards against opportunism in interfirm exchanges, resulting from transaction hazards 

such as asset specificity (Mellewigt et al., 2007). The greater the asset specificity, namely the degree 

to which specific investments are made to a particular transaction, the higher is the risk of value 

appropriation and opportunistic behavior of the other party (Williamson, 1991). According to TCE, 

greater contractual safeguards will be warranted as the risk of opportunistic behavior increases, 

meaning that the degree of bilateral dependency increases. Empirical evidence has shown that the 

complexity of contracts which is measured by the number of clauses named in the contract varies 

with the attributes of the transaction (Saussier, 2000). Contractual safeguards appear in a variety of 

forms such as equity participation, the inclusion of contingency planning clauses or a more detailed 

specification of the tasks to be completed (Argyres et al., 2007). The design of contracts is associated 

with inefficiencies such as negotiating, monitoring and enforcing which are in turn creating 

transaction costs (Reuer & Ariño, 2007). TCE implies, that simpler, less complex contracts are more 

efficient than long, detailed, more complex contracts since there are fewer transaction costs involved 

due to bounded rationality. Simpler contracts in turn may result in greater relational risks (Ariño & 

Reuer, 2004). Therefore, exchange parties face the decision to accept less complex contracts to save 
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transaction costs, or to thrive for more complex contracts to include more safeguards if one of the 

parties has an incentive to act opportunistically (Mellewigt et al., 2007). Thus, if the risk of 

opportunistic behavior falls, complex contracts may be avoided by relying on comparatively simple 

contracts (Reuer & Ariño, 2007). However, parties face another trade-off when deciding on the 

complexity of contracts. As a relatively incomplete contract allows for more flexibility of the parties 

to deal with new arising contingencies, highly incomplete contracts may lead to a greater likelihood 

of misunderstandings regarding the roles of each party in the exchange (Argyres et al., 2007). 

Resource-based view 

Another theory, often used with regard to the application of contracts is the resource-based view 

(RBV) (Mellewigt et al., 2007). According to the RBV firms need to acquire valuable, rare, 

imperfectly imitable and non-substitutable resources and capabilities in order to create a sustainable 

competitive advantage (Barney, 1991). Therefore, companies are challenged to identify resources 

providing the company with a resource stock that creates superior performance (Amit & Schoemaker, 

1993). The RBV emphasizes value maximization of a company through pooling and utilizing 

valuable resources (Das & Teng, 2000). As these valuable resources often lay out of the firm’s 

boundaries, companies cooperate in order to get access to them (Dyer & Singh, 1998). The RBV 

assumes that it will be very difficult, expensive, and time consuming to try to develop those resources 

from scratch. Moreover, certain resources require complex capabilities in order to create value (K. J. 

Mayer & Salomon, 2006). Thus, according to the RBV strategic alliances are strategies used to access 

other firms’ resources and capabilities, for the purpose of gaining otherwise unavailable competitive 

advantages and values to the firm (Das & Teng, 2000). This potential cooperative value creation 

through cooperation, however, needs to be efficiently managed (Madhok & Tallman, 1998). 

Therefore, interorganizational issues, i.e. the pooling of resources, determination of tasks and division 

of labor need to be coordinated which requires the design of contracts (Mellewigt et al., 2007).  

Contracts as a mean of control and coordination 

The RBV is a suitable theory to complement the TCE approach to governance (K. J. Mayer & 

Salomon, 2006). Based on TCE and the RBV management scholars have suggested that contracts 

serve as an instrument of control and coordination in exchange relationships (Argyres et al., 2007; 

Lumineau & Quélin, 2012; Mellewigt et al., 2007; Schilke & Lumineau, 2018). These two 

understandings of function have different assumptions. Whereas the control perspective suggests that 
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partners tend to act opportunistically due to a bounded rationality and uncertainty and a lower level 

of trust, the coordination perspective understands contracts as collaborative instruments (Faems, 

Janssens, Madhok, & Van Looy, 2008). The coordination function has received less attention in the 

contracting literature and is the less prominent research focus (K. J. Mayer & Argyres, 2004; Salbu, 

1997). 

As contracts, according to TCE, serve as safeguards against the hazards of opportunistic, non-

cooperative behavior, it regulates the relational risk of interorganizational relationships (Mellewigt 

et al., 2007). Interorganizational relationships often suffer from control problems which stem from 

misaligned incentives and the joint goals of the exchange (Gulati, 1995). Therefore, cooperating 

organizations often naturally expect their self-interested counterparts to take the full advantage of 

opportunities they have to better their position within the bounds of the written contract. 

Consequently, parties try to limit the ways in which a counterpart has the chance to act 

opportunistically by increasing the level of documentation in the contract. Thus, contracts function 

as a controlling instrument and as a monitoring body for the enforceability of transactions  (Harmon 

et al., 2015). Moreover, contracts emphasizing control define the rights, responsibilities and 

obligations of the parties in order to minimize idiosyncratic and deviant behavior (Salbu, 1997). 

Although cooperation and partnerships create value and minimize transaction costs, cooperating 

partners must live with the risk of exploitation by the counter party.  

In contrast to this, the RBV understands contracts as a coordinating function, as contracts serve as a 

framework to define the objectives of the relationship and support coordination (Lumineau & Quélin, 

2012). Contracts which have a coordinating function regulate the collaborating and the trust within 

interorganizational relationships (Macneil, 1980). In doing so, contracts counteract performance risks 

which relate to the hazards of not achieving the targeted performance objectives in an 

interorganizational relationship and originate from expectations which have not been clearly 

communicated (Mellewigt et al., 2007). Especially tasks with a high degree of complexity and 

uncertainty, require a high level of coordination (Schepker et al., 2014). Moreover, contracting 

situations often involve a misalignment of expectations which creates coordination problems (Gulati, 

1995). If, however, expectations are clearly documented in contracts the relationship will not be 

disrupted by misunderstandings. Moreover, terms which emphasize coordination in contracts are 

presumably easier to follow (D. Malhotra & Lumineau, 2011). By integrating the activities of the 

collaborating parties, the aim of coordination is to achieve the collective goal of the partnership. Thus, 
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the reason for documenting contract terms is to clarify and coordinate responsibilities rather than to 

control the partnership (Harmon et al., 2015). Lumineau & Malhotra (2011) found that when contracts 

emphasize coordination, parties tend to act jointly to resolve disputes. In sum, coordination elements 

in contracts can stimulate greater cooperation from both parties (Faems et al., 2008).  

Contracts and Trust 

Many studies have examined trust on an organizational level in different dimensions of analysis and 

contexts (Ring & Nooteboom, 2003). Trust plays an extraordinary role in the establishment and 

maintenance of interorganizational cooperative relationships (R. C. Mayer, Davis, & Schoorman, 

1995; Zajac & Olsen, 1993). The establishment of trust has been widely recognized to be a very 

valuable capability for companies as trust is said to reduce transaction costs and stimulates knowledge 

transfer (Bachmann & Inkpen, 2011). According to relational contracting theories, inter-firm trust is 

important for controlling potential conflicts in cooperative relationships and has a direct effect on the 

performance of the interorganizational relationship (Das & Teng, 2000). Collaborative relationships 

require relational forms of exchange, such as a high level of trust (Morgan & Hunt, 1994), because a 

high level of trust between cooperating organizations can enhance their coordination due to more 

efficient communication (Gulati & Nickerson, 2008). Therefore, it is important to include the role of 

trust in this analysis, in order to analyze the drivers and consequences of contract violations in 

strategic alliances. 

There is no universal definition of trust in management literature, however, Rousseau, Sitkin, Burt, 

& Camerer (1998, p. 395) developed a popular definition stating that “trust is a psychological state 

comprising the intention to accept vulnerability based upon positive expectations of the intentions or 

behavior of another“. Trust can either emerge between people or between organizations. Therefore, 

it is important to distinguish between interpersonal and interorganizational trust. Whereas, 

interpersonal trust describes the trust a boundary spanner of one organization places on a member of 

the other organization, interorganizational trust means the extent of trust placed in the partner 

organization by the members of a focal organization. Since personal interactions and the development 

of trust occur between people and not organizations their behavior is of high significance to their 

organizations (Zaheer, McEvily, & Perrone, 1998). On an organizational level trust can be described 

as a firm’s belief that the other party in the cooperative relationship acts as agreed and does not intend 

to pursue actions in self-interest at the company’s expense (Rousseau et al., 1998). If there is a high 
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level of trust, parties can relinquish complex contracts with a focus on difficult safeguards. Following 

the control perspectives of contracts the initial level of trust in newly formed relationships is typically 

low, whereas the coordination perspective proposes that initial trust is rather high (Harmon et al., 

2015). Moreover, there are two prominent views of trust in the management literature, namely the 

risk-based view and the moral-based view. Whereas in the risk-based view, trust is established 

through the hedge against uncertainty and moral hazards through contractual mechanisms, the moral-

based view of trust emphasizes the faith in the goodwill of others (Ring & Van De Ven, 1994). Even 

though trust provides significant benefits for organizations it is frequently violated (Robinson & 

Rousseau, 1994). This is why contractual agreements may also exist although organizations are 

confident of each other’s trustworthiness. However, the concepts of trust and risk are highly 

interconnected since risk is a necessary condition for trust to arise (Bachmann & Inkpen, 2011; 

Rousseau et al., 1998). There would be no need for trust if transactions could be conducted with 

complete certainty (Lewis & Weigert, 1985). 

Over time organizations will prefer those partners for remaining in interorganizational relationships 

who have demonstrated cooperative behavior over firms that have shown a propensity for 

opportunistic behavior (Gulati & Nickerson, 2008). This notion of trust is connected to the construct 

of prior ties. Although there are divergent findings on prior ties and their connection to contracts, 

literature has shown that learning effects stimulates the use of provisions. According to Zollo, Reuer, 

& Singh (2002) prior ties generate routines for organizations in cooperative relationships which can 

also stimulate the establishment of trust and reduces opportunistic behavior. The concept of trust 

emerging from prior ties is based on the idea that through ongoing interaction, firms learn about each 

other and develop trust around norms, the so called "knowledge-based trust“ (Shapiro, Sheppard, & 

Cheraskin, 1992). Moreover, it is assumed that trust between partners in interorganizational 

relationships will increase over time as the parties gain knowledge about the others expectation and 

competences (Lewicki & Bunker, 2012). 

There are two different and competing views in management literature about the relationship between 

trust and formal contracts: trust and formal contracts as substitutes and trust and formal contracts as 

complements (K. J. Mayer & Argyres, 2004; Mellewigt et al., 2007). If formal contracts and trust are 

seen as substitutes it means that formal contracts and trust have a negative relationship (Dyer & Singh, 

1998; Gulati, 1995). According to this view, trust is expected to reduce opportunistic behavior and 

thus lowers the need for control mechanisms of contracts (Mellewigt et al., 2007). Moreover, trust 
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can be an efficient substitute to formal contracts if partners with existing ties have already invested 

in relationship building and have borne set-up costs that would need to be incurred for alternative 

safeguards (Reuer & Ariño, 2007). If partners have not yet established trust, contracts which specify 

rights and responsibilities of the parties are reasonable. However, if interorganizational relationships 

are characterized by a high level of trust, the parties may feel no need for complex contracts which 

define safeguards (D. Malhotra & Murnighan, 2002). Instead, scholars have argued that formal 

contracts actually serve to foster distrust in cooperative relationships by attempting to mitigate threats 

from opportunistic behavior (Weber & Mayer, 2011). This is due to the fact, that partners may feel 

controlled and restricted in their autonomy if complex contracts are in place. As a result, formal 

contracts seed suspicion and can even encourage opportunistic behavior (Macaulay, 1963). In the 

contrasting view, it is assumed that well specified contracts can promote cooperative, long-term and 

trusting relationships because formal contracts lower the risks of interorganizational relationships. 

Poppo and Zenger (2002) argue that in settings where exchange hazards are severely present the 

combination of formal contracts and informal safeguards such as trust may deliver greater exchange 

performance than either of these governance mechanisms would do in isolation. Clearly articulated 

contractual terms and processes of dispute resolution as well as trust may together create confidence 

to cooperate in interorganizational exchanges. This cooperation encouraged by trust can even 

generate contractual refinements that further support cooperation (Poppo & Zenger, 2002). By doing 

so, formal contracts reinforce transparency in the relationship (Mellewigt et al., 2007). In this thesis, 

the view of contracts and trust as complements is applied.  

Contracts in Strategic Alliances 

Due to changes in technology and a steadily increasing competition, firms seek to enter cooperative 

relationships with other firms (Ring & van de Ven, 1992). The relational view, as an extension of the 

RBV, proposes that resources and capabilities which generate rents for companies are embedded in 

relations that are beyond the firms’ boundaries (Dyer & Singh, 1998). Thus, organizations 

increasingly enter strategic alliances (Gulati, 1995).  

According to TCE, strategic alliances are hybrids which combine the features of internalization and 

market exchanges, because they partially internalize an exchange (Das & Teng, 2000). Strategic 

alliances are an interorganizational form of cooperation where exchange partners agree to invest 

resources, share knowledge, and engage in economic value-creating activities that build on synergies 
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between the resources and capabilities that each of the exchange partner companies bring to the 

alliance. Thus, the ultimate aim of the formation of strategic alliances is to “aggregate, share, or 

exchange valuable resources with other firms when these sources cannot be efficiently obtained 

through market exchanges or mergers/ acquisitions” (Das & Teng, 2000, p. 37). Although the 

intention and aim of strategic alliances is the economic value creation of all exchange partners through 

cooperation, strategic alliances have a competitive element as the partners have an incentive to 

compete for the highest degree of economic benefit (Agarwal et al., 2010).  

Ring & Van De Ven (1994) developed a framework on the developmental processes of cooperative 

interorganizational relationships which can also be applied to the development of strategic alliances. 

According to the authors cooperative interorganizational relationships are constantly shaped and 

restructured by actions and symbolic interpretations of the parties involved. These actions can be 

differentiated in negotiation, commitment and execution stages of which each are assessed in terms 

of efficiency and equity. The paper argues that the developmental processes of interorganizational 

relations are cyclical and that the duration of each stage is dependent on the uncertainty of a partner. 

The higher the uncertainty the longer a stage in the process may take (Ring & Van De Ven, 1994). In 

the negotiation stage parties align their expectations and their perception of risk and trust by 

bargaining. This is achieved by sensemaking that weighs the perceived uncertainty and risks against 

the benefits the partnership will offer. In the following commitment stage the parties agree on 

obligations and rules for their future cooperation. Therefore, the terms and governance structure of 

the relationship are agreed upon and are either codified in formal contracts or in psychological 

contracts. The higher the degree of trust in this stage the more likely the parties will rely on 

psychological contracts instead of formal contracts (Ring & Van De Ven, 1994). In the final execution 

stage, the agreement is put into action and the parties make their payments and orders. Through more 

personal informal interaction, the level of trust is increased in this stage. This will lead to more 

informal psychological contracts which can neglect formal structures to some extent. As conflicts 

start to arise the cycle will start from the beginning. In the final cycle of the developmental process, 

the parties may conclude that the relationship should be terminated (Ring & Van De Ven, 1994).  

In strategic alliances trust and control are highly interlinked with risk. Therefore, for effective alliance 

performance, cooperating partners need to manage this risk by understanding the conjoint roles of 

trust and control. Managing risk is an important aspect of the management of strategic alliances as 

entering a strategic alliances is an inherently risky strategy (Das & Teng, 2001). There is a high 
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uncertainty attending the cooperation among partners in strategic alliances. This uncertainty is based 

on the risk of the partner not cooperating in good faith, known as relational risk, in addition to the 

usual risk of unsatisfactory business performance, known as performance risk. Performance risks i.e. 

include intensified rivalry, new entrants, demand fluctuations, changing government policies, a lack 

of competence of the partner firms (Das & Teng, 2001). Control is known to be an essential 

mechanism in strategic alliances and can be achieved through contracting. Cooperating organizations 

can control each other’s behavior in an alliance through the establishment of policies and procedures 

which can be part of the alliance contract, specifying the acceptable boundaries of behavior (Das & 

Teng, 2001).  

Strategic alliances can be governed through agreements such as equity joint ventures, non-equity 

collaborative arrangements, licensing agreements, management agreements or long-term supply 

contracts (Ariño, De La Torre, & Ring, 2001). Regardless of how the strategic alliance is governed, 

contracts are required. In order to govern the exchange in an strategic alliance, contracts that specify 

the terms of an agreement between alliance partners are a key instrument the management of strategic 

alliances (Gulati & Singh, 1998). Strategic alliances are advantageous over conventional contracts or 

markets for exchanging resources and knowledge because firm-specific technological capabilities are 

frequently based on tacit knowledge and are subject to uncertainty concerning their characteristics 

and performance. Thus, it is difficult to govern those exchanges with simple contracts. Instead, 

strategic alliances require complex contracts such as technology sharing and joint development 

agreements (Mowery, Oxley, & Silverman, 1996). Contracts in strategic alliances are mostly 

formalized and written (Ring, 2002). Companies engaged in strategic alliances create contracts that 

not only include safeguards to manage exchange hazards but also foster learning and coordination 

(Schepker et al., 2014). Strategic alliances contracts establish rights and obligations of the partnering 

organizations and provide documentation of the original agreement for the case if conflicts in the 

alliance should arise (Ryall & Sampson, 2003). Most commonly, strategic alliances are based on 

long-term agreements and therefore entail a great risk of uncertainty. Thus, contractual design must 

take these uncertainties into account (Ring, 2002). In order to manage exchange hazards, contracts in 

strategic alliances set forth mutual rights and obligations through the specification of inputs, 

processes, resolving of disputes and expected outputs. Further, the alliance contract defines the scope 

of the of the collaboration as well as the division of labor, roles and responsibilities (Reuer & Ariño, 

2007). Scholars have found that contracts that focus on safeguarding are less likely to elicit 
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cooperative behavior than those which emphasize bilateral coordination and interdependence (Faems 

et al., 2008).  

Moreover, prior strategic alliances can lead to the development of interorganizational routines which 

can promote the use of less complex contracts which in turn reduces the transaction costs of 

negotiating and monitoring (Reuer & Ariño, 2007). Strategic alliance contracts not only set out rights, 

obligations and contingencies for the cooperation, but they also plan how the alliance will collaborate 

and what their expectations are with respect to the identity of managerial inputs (Ryall & Sampson, 

2003).. In order to meet the targets of strategic alliances inputs are required which are harder to define 

and monitor than in easier cooperative arrangements. Therefore, contracts in strategic alliances are 

more difficult to draft and breaches are harder to detect and prove in strategic alliances (Martin, 2002).  

In today’s economy international strategic alliances are an increasingly growing organizational form 

(Nielsen, 2007). Hence, the formation of international alliances is interconnected with the negotiation 

between managers from different countries and cultures (Nielsen, 2003). There is multiple research 

on the influences of culture on the management of business relationships and the influence of culture 

on interorganizational trust. The literature shows that culture creates differences in values and way of 

thinking and these considerations are important in alliances because people with different cultural 

backgrounds cooperate, negotiate and interact (Hyder, Gebrekidan, & Mukhtar, 2014). Different 

cultural background can further influence the parties’ negotiation behavior and can lead to different 

contract interpretations (Graham, 1985). The four cultural dimensions postulated by Hofstede (1991) 

provide a powerful framework to analyze how different cultural values relate to and influence the 

behavior in organizations. The four dimensions are power distance, individualism, masculinity vs. 

femininity and uncertainty avoidance. Power distance describes the extent to which countries handle 

differences in power and focusses on the relationship between people how do not have the same 

status. Individualism relates to degree to which people in a society are acting and are integrated into 

groups. Masculine cultures are those in which there is a high emphasis on work goals whereas 

feminist cultures refer to values of personal goals and nurturance. Lastly, uncertainty refers to the 

extent to which members of a culture are threatened by uncertain situations (Hofstede, 1991). Based 

on these dimensions, some cultures interpret certain behaviors different than others.  



THEORETICAL BACKGROUND 

 25 

Contract Violations 

Although contracts facilitate coordination and control and even stimulate the establishment of trust, 

interfirm disputes emerge occasionally and contracts get frequently violated (Robinson & Rousseau, 

1994). One major reason for the failing of successful interorganizational relationships are conflicts 

which are a key characteristic of exchange relationships (Lumineau et al., 2015). Summing up the 

findings it can be argued that despite the large amount of research on contracts, trust and its interplay 

with contracts, there is only little literature that provides insights on how interorganizational 

relationships, especially strategic alliances, and trust might be influenced by contract violations. 

Moreover, only few researchers have tried to define different types of contract violations. This thesis 

seeks to address this limitation, not only by representing the possible effects on trust by violation 

type, but also by providing evidence for the drivers of contract violations in strategic alliances.  

A contract is legally binding if three essential elements are present. First, a contract must reflect an 

agreement between legally competent parties. Moreover, the contract must be based on consideration 

and mutual consent. Lastly, a contract should not violate notions of public policy (Ring, 2002). 

Although strategic alliances and other forms of interorganizational cooperation have significant 

advantages for the involves parties, relationships do not always succeed, especially when disputes 

arise, and contracts get violated. A contract is violated if parties engage in deviant behavior that is 

strictly prohibited by the contract. Moreover, a contraction violation occurs when one partner in the 

exchange relationship perceives another to have not fulfilled an obligation that was priory agreed 

upon (Robinson & Rousseau, 1994). Contract violations also occur when a transaction party fails to 

meet the agreement in the contract by withholding information and effort (Griffith & Zhao, 2015). 

Contract violations severely influence the relationship between cooperating partners (Mooi & Ghosh, 

2010). As contracts are based on good faith and fair dealing (Macneil, 1980), a violation of a contract 

can entail serious consequences. Contracts may be violated if the benefits of violating the contract 

exceed the costs of complying with the terms of the contract (Griffith & Zhao, 2015). Contract 

violations can either be intentional or unintentional (Raj et al., 2017). If contract violations are 

intentional, the violated party can use influence strategies like renegotiating and threating to correct 

the behavior (Griffith, Zhang, & Cavusgil, 2006). If the violation, however, was unintentional due to 

incompetence, wronged parties need to understand the problems of the violating party to help the 

partner (Griffith & Zhao, 2015). There are conflicting findings regarding the violation of contracts 

(Griffith & Zhao, 2015). Whereas Faems et al. (2008) found that contracts with high specificity 
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reduce the ability and willingness of partners to violate contracts, Cavusgil, Deligonul, & Zhang 

(2004) researched that formal contracts can stimulate contract violations as they signal distrust. 

Opportunistic behavior is difficult to include in contracts. Therefore, contract violations are a 

common aspect in strategic alliances and is often used of parties as a mean of termination of the 

alliance (Smith, 2005).  

The critical point of a contract violation is how the violated company perceives and interprets the 

breach. Harmon et al. (2015) break up contract violations into two categories depending on the level 

of documentation. The authors define “letter violations as the failure to fulfill a clear, documented 

expectation expressed in the contract” and “spirit violations as the failure to fulfill an undocumented, 

yet still presumably tacitly agreed upon, expectation” (Harmon et al., 2015, p. 498). Letter violations 

aim to breach safeguards and other control or coordination clauses. Spirit violations can be 

differentiated between oral violations which refer to verbally made agreements between individuals 

which can take the forms of for example spoken language or handshakes, and tacit violations which 

advert to violating expectations that are not expressed in words, but evolve from industry norms, 

assumptions and values (Harmon et al., 2015). Thus, if violations are aimed to the spirit of the law it 

is often referred to the breach of psychological contracts. The distinction between the letter and the 

spirit of the law is fundamental for the understanding of contractual design as it effects how 

companies react to contract violations in particular to the different types of violation (Harmon et al., 

2015). As outlined before the concepts of contracts and trust are closely interconnected and thus trust 

violations should be included in the analysis when examining contract violations. Trust violations 

concern incidents that lower trusting beliefs in the violating party and trusting intentions towards the 

violating party (P. H. Kim, Dirks, & Cooper, 2009).  
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MODEL DEVELOPMENT 

Despite its many advantages and its potential economic value creation for all engaged partners, 

approximately half of all strategic alliances fail (Kale et al., 2002). With regard to this, it is 

hypothesized that contract violations play an essential role in the failure of strategic alliances. The 

previous chapter discussed existing literature concerning contractual theory, its interplay with trust 

and contract violations. Previous research on contract management in strategic alliances has mostly 

dealt with the contractual design of strategic alliances and looks at how contractual characteristics 

explain alliance outcomes or what triggers changes to alliance contracts (Reuer & Ariño, 2007). 

However, there is only little literature and research on contract violations, its types and especially the 

drivers and consequences of contract violations in strategic alliances. Therefore, this master thesis 

seeks to examine this part of strategic alliances with empirical research to then combine the insights 

with contractual design considerations oriented to the prevention of contract violations. As this thesis 

is guided by a deductive research approach, hypotheses are developed from underlying theory. The 

following section aims to develop a framework for the effects of contract violations in strategic 

alliances based on the theoretical background. In this section hypotheses will be derived in order to 

answer the main research question. In the first part of this section, hypotheses relating to the strategic 

alliance context and its ability to influence contract violations to occur are highlighted. In the second 

partshypotheses concerning the consequences of contract violations are derived. 

Strategic Alliance Context  

The strategic alliance context is argued to be constituted by all factors influencing the strategic 

alliance. Strategic alliances have a rapidly increasing importance in today’s competitive landscape 

and companies use the governance form of strategic alliances to gain access to other firms valuable 

resources (Das & Teng, 2000). Strategic alliances are especially formed if the involved companies 

are either in vulnerable strategic positions or when they are in strong positions which could be based 

on the ownership of valuable resources (Eisenhardt & Schoonhoven, 1996). Since the partners in 

strategic alliances have an incentive to compete for the highest degree of economic benefit (Agarwal 

et al., 2010), there is a high risk of partner opportunism in strategic alliances (Das & Rahman, 2010). 

Opportunism in strategic alliances include activities such as breaking promises, not sharing resources 

or facilities as per agreement, bluffing, lying, misleading, misrepresenting, distorting, cheating, 

misappropriating, stealing (Das & Rahman, 2001). Therefore, it can be reasoned that contract 
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violations occur in strategic alliances. According to the RBV, strategic alliances provide an essential 

competitive advantage if companies get an access to resources and capabilities which are outside the 

firm’s boundaries. Hence, the strategic alliance generate an important and sustainable competitive 

advantage for the participating companies (Dyer & Singh, 1998). If a contract breach occurs, it has 

negative implications for the relationship between the cooperating partners (Griffith & Zhao, 2015), 

especially inter-firm trust is damaged (P. H. Kim et al., 2009). Therefore, contract violations can lead 

to the termination of strategic alliances (Smith, 2005). Hence, if the contract gets violated and the 

strategic alliance terminated, the competitive advantage generated by the strategic alliance is lost. 

Thus, it can be hypothesized: 

H1: Strategic alliance managers have a higher willingness to violate the alliance contract if the 

strategic importance of the alliance is low than if the strategic importance is high.  

There are different types of strategic alliances and most basically it can be differentiated between 

equity and nonequity alliances (Das & Rahman, 2010). The difference between this distinction is 

whether the alliance agreements include equity creating or equity exchange (Das & Teng, 1998). 

There are three major alliance structures, namely joint ventures, minority equity alliances and 

nonequity alliances. Whereas joint ventures are independent entities jointly run by the alliance 

partners, minority equity alliances involve a swap of equity and nonequity alliances are agreements 

without any equity arrangements (Das & Teng, 1998). Scholars have found that equity alliances are 

shaped by less opportunistic behavior than nonequity alliances since the equity binds the 

organizations to the alliance (Das & Rahman, 2010). Nonequity alliances, usually involve agreements 

such as joint R&D, joint production, comarketing, licensing and long-term supply agreements (Das 

& Teng, 2001). Moreover, nonequity alliances do not involve the creation of independent entities and 

partnering organizations work jointly in accordance to their agreement. Therefore, the object of 

control in nonequity alliances is the partner and the alliance contract (Das & Teng, 1998). These 

characteristics of equity and non-equity alliances mean that the equity alliance allows for more 

efficient adaptation to unanticipated contingencies that can arise during the course of the alliance. 

Therefore, equity alliances are most commonly used when partners cannot control the hazards of 

opportunistic behavior (Sampson, 2004). Following a transaction cost economies logic, the presence 

of equity is a transaction cost which needs to be included in the analysis. This transaction cost reduces 

the risk of opportunistic behavior. Hence, the following hypothesis is postulated:  
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H2:  Contracts will be violated more often in strategic alliances with no equity than with equity 

involved. 

According to Luo (2002), contracts and cooperation are interconnected as contracts provide an 

institutional framework for cooperation while cooperation offers a stimulating mechanism for 

executing contracts. As claimed by Gulati, Wohlgezogen, & Zhelyazkov (2012) a lack of 

cooperativeness is one of the main reasons for strategic alliances to fail. However, cooperation is no 

automatic mechanism since not every partner has the interest to be cooperative when it is not 

guaranteed that the other players will behave the same (Gibbons, 1992). As earlier mentioned, 

cooperation serves as another safeguard against contract breaches as it mitigates internal and external 

hazards (Poppo & Zenger, 2002). Moreover, scholars generally agree that with increasing relational 

content of an exchange the degree of cooperation between the exchange partners increases as well 

and thereby opportunistic behavior of the involved parties decreases (Artz & Brush, 2000). Luo 

(2002) found that the interplay of cooperation and contracts stimulate the performance of 

interorganizational relationships such as strategic alliances. There are several measures of 

relationship performance. The objective measures profitability and satisfaction are common to 

examine relationship performance (Das & Teng, 2003). Taking these two measures together, in this 

master thesis relationship performance is defined as enhancing the competitive position by 

accomplishing a higher profitability through the alliance. By combining relationship performance and 

contract violation the following hypothesis is derived: 

H3:  Strategic alliance managers are less willed to violate the contract with a high relationship 

performance than with a bad relationship performance. 

In strategic alliances the close communication and interexchange is important to develop aligned 

expectations which ultimately improves the cooperation. According to Gulati et al. (2012) 

cooperation failures are rooted in partners’ diverging or misaligned interests. Moreover, the aligning 

of economic incentives is critical to ensuring success of strategic alliances (Agarwal et al., 2010). If 

the interests and expectations of exchange partners are aligned, the alliance partners have agreed to 

cooperate in a way that is beneficial for all involved parties (Rousseau et al., 1998). However, 

contracts are never complete (Williamson, 1991) and thus, the expectations of alliance partners can 

never be perfectly aligned. Misaligned expectations stem from different expectations which can in 

turn arise from different organizational cultures or industry norms (Raj et al., 2017). If the 
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expectations of the alliance partners are aligned, cooperation failure can be avoided (Gulati et al., 

2012). Furthermore, misaligned expectations can encourage self-interest seeking behavior and in turn 

deceit (Das & Rahman, 2010). 

H4:  Strategic alliance managers have a higher willingness to violate the alliance contract if the 

degree of misaligned incentives and expectations are high than in strategic alliances where 

all incentives and expectations are fully aligned. 

Literature has shown that a misalignment of partners’ subjective perceptions of expectations and 

behavior can be reduced if there is adequate communication between the partners during the course 

of an alliance (Gulati et al., 2012). Moreover, open communication can help to resolve emerging 

concerns and reduce misinterpretations (Gulati et al., 2012). In addition, poor communication can 

lead to poor interfirm relationships, which can provoke the partners to behave opportunistically (Das 

& Rahman, 2010). Furthermore, open communication between the alliance partners reduces the 

likelihood of incompatibilities and misallocations and enhances the shared understanding of mutual 

expectations, alleviate the fears of partner misconduct and can create trust and group identity (Gulati 

et al., 2012). Communication plays an important role in the trust building process as partner can 

constantly exchange their differences through communication which in turn helps them to avoid 

conflicts (Das & Teng, 1998). Leifer & Mills (1996) found that communication provides the basis 

for interaction from which partners develop common values and norms and thus helps building trust. 

Moreover, communication allows strategic alliance members to recover from mistakes (Agarwal et 

al., 2010). Communication can take forms via phone, email or personal discussion. Thus: 

H5:  Strategic alliance managers are more willed to violate the contract in strategic alliances 

where communication between the alliance partners is weak than in alliances which provide 

a stable communication.  

Most commonly, strategic alliances are based on long-term agreements and therefore entail a great 

risk of uncertainty. Thus, contractual design must take these uncertainties into account (Ring, 2002). 

However, uncertainty can lead to less detailed contracts as it is based on a lack of knowledge in the 

beginning of the parties cooperation (Argyres et al., 2007). Environmental uncertainty means the 

inability to predict changes in relevant factors in the strategic alliance context (Walker & Weber, 

1984). Furthermore, uncertainty limits the probability of accomplishing alliance specific goals and 
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thereby increases the performance risk of alliances (Das & Rahman, 2010). An increase in 

environmental uncertainty is followed by the development of different expectations and goals about 

future exchanges of the strategic alliance partner. As a consequence, the strategic alliance partners 

will desire different contract terms (Artz & Brush, 2000). Thus: 

H6: Managers will be more willed to violate contracts in strategic alliances that are exposed to 

high levels of environmental uncertainly than in alliances where low levels of uncertainty are 

present. 

In strategic alliances, partners often have to develop or acquire assets that are useful and valuable 

only within the context of the specific alliance (Das & Rahman, 2010). This asset specificity creates 

asymmetries in the dependency between the partners (Zollo et al., 2002) as “a focal firm investing in 

these alliance-specific assets becomes dependent on its partner’s cooperation in the alliance” (Das & 

Rahman, 2010, p. 64). Moreover, asset specificity influences contract design since a high asset 

specificity or transaction-specific investments of one partner in a strategic alliance can cause the other 

partners to threaten to terminate the alliance in order to capture more value. Therefore, when a firm 

invests assets in a partnership that cannot be deployed for other uses, there is a high chance of 

opportunistic behavior of their partner (Lui & Ngo, 2004). Thus, firms will negotiate more complex 

contracts to mitigate the threats of hold-up and breach (Reuer & Ariño, 2007). Applying a transaction 

cost economic view, if all involved firms, however, make transaction specific, non-recoverable 

investments, the risk of opportunistic behavior decreases and the alliance outcome should improve 

(Joskow, 1988; Judge & Dooley, 2006; Williamson, 1985). High asset specificity reflects mutual 

commitment and the lock-in of cooperating partners (Lui & Ngo, 2004) and increases the risk of hold-

up (Klein, Crawford, & Alchian, 1978). As asset specificity increases, it becomes more difficult for 

exchange partners to create complete contracts that outline all terms of the exchange and to cover 

fully against contract violations (Artz & Brush, 2000). Taking all these considerations together, it is 

assumed that a party who has not invested as much in alliance-specific assets as another party is more 

likely to violate a contract. Thus: 

H7:  Strategic alliance managers have a higher willingness to violate the contract in alliances that 

are influenced by asymmetric alliance-specific investments than in alliances with symmetric 

alliance-specific investments. 
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Consequences of Contract Violations 

The following hypotheses are based on the findings Harmon et al. (2015) and are applied to the 

context of strategic alliances. When perceiving, explaining, or criticizing a certain behavior, people 

unconsciously assess this behavior as intentional or not (Malle & Knobe, 1997). The violation of a 

documented term appears to be more intentional than the violation of the spirit of the law since the 

expectation was clearly communicated and written down. Thus: 

H8: Letter violations will be interpreted as more intentional than spirit violations. 

Despite the determinants of contract violations based on the context of the strategic alliance it also 

seems to be interesting to analyze the consequences of contract violations and especially how a breach 

of a contract affects a violated party’s trust. By doing so, it is necessary to conduct an analysis of the 

damaged trust following a contract violation. Trust is understood to be “a psychological state 

comprising the intention to accept vulnerability based upon positive expectations of the intentions or 

behavior of another” (Rousseau et al., 1998, p. 395). The higher the degree of trust in the strategic 

alliance the more likely the parties will rely on psychological contracts instead of formal contracts 

(Ring & Van De Ven, 1994). If violations are aimed to the spirit of the law it is often referred to the 

breach of psychological contracts (Harmon et al., 2015). A breach of a psychological contract in turn 

may lead to the erosion of trust and may destroy the relationship itself (Atkinson, 2007). Thus: 

H9: Trust damage will be higher after spirit violations than letter violations.  

Figure 2 depicts the theoretical model underlying this thesis and the framework of the hypothesized 

effects. The strategic alliance context is hypothesized to stimulate drivers of contract violations. 

Contract violations can be executed either by letter or by spirit. The consequences and the drivers 

thereof have implications on the contract design in order to prevent the contracts to get violated. 
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Figure 2. Framework of Hypothesized Effects and Research Model 

Source: own figure 
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STUDY 

As outlined in the methodology chapter and following a positivist philosophy of science, an 

experiment was conducted. In the following the corresponding research design, in particular the 

experiment setup and the data collection techniques are outlined. In the subsequent step the results of 

the experiment are presented.  

Research Design 

The following section of this thesis presents the empirical examination of the identified hypotheses 

in an experiment. First of all, transaction cost economics and the resource-based view were used to 

derive hypothesis which were subsequently tested through a scenario experiment. In the next step, 

the results and theory were combined, and implications were discussed. In the following, the 

participants, the design conducted, and the measurements used are exhibited. Furthermore, the data 

quality is discussed in terms of validity and reliability.  

Sample 

The scenario experiment was designed using an online survey on the platform “Qualtrics” which was 

distributed in the researcher’s personal network. In total 200 respondents participated in the 

experiment, whereof 100 surveys were used for this study. The remaining participants were 

disqualified due to missing answers and/or not completing the whole experiment. Moreover, 

participants were screened for their corporate work experience and only those yielding at least two 

years of corporate work experience were included in this study. Participants with a business 

background were identified to yield the best results for this study, because of their basic understanding 

of business relationships. Thus, they come closest to managers who run strategic alliances compared 

to other participants. In consequence, it is assumed that people with a business background and at 

least two years of work experience in a corporate context function best as a proxy for the inference 

population of managers in strategic alliances. In order to test the hypothesis model described in 

chapter four by examining significant deviations two independent groups where formed. The 

participating subjects were thus randomly assigned into two different groups while holding the 

number of participants per group constant. This was important in order to make sure that individual 

group sample sizes of N>30 were achieved, so that the central limit theorem holds and an ANOVA 

could be conducted. Each group was presented a different scenario and later on evaluating statements 
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with either high values for the independent variables (group 1) or low values for the independent 

variables (group 2). This will be evaluated in more details in the following. The sample’s composition 

is summarized in Figure 3. 52% of the participants are aged 25-34 and 34% 18-24. Moreover, 48% 

are employed and 47% are full-time students. The remaining 5% are self-employed. Furthermore, 

59% have an average work experience of two to five years and 28% six to ten years. 53% of the 

participants in the experiment were female. An independent two samples t-test showed that the groups 

did not significantly differ in gender, age, educational background and work experience.  

 

 
Figure 3: Sample’s composition 
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Data Collection 

As elaborated in the methodology chapter, a descriptive research design was chosen as the most 

suitable research method. Therefore, in order to verify the postulated hypotheses primary data had to 

be collected. Thus, in the first step an experiment in which the participants were randomly assigned 

to one of two questionnaires was designed. The two questionnaires depicted two scenarios. One 

questionnaire was designed with all independent variables at a high level and a letter violation, 

whereas the other questionnaire had all independent variables at a low level and an oral violation. 

Moreover, in order to neutralize possible confounding variables, the participants were asked to 

include only the presently given information to their answer and to not include information given 

before. The link to the online experiment was distributed online to several student groups of CBS and 

in the student’s personal network. 

A scenario experiment was set up. The participants were asked to read through a scenario and then 

answer a questionnaire once they filled out demographical data such as gender, age and work 

experience. Within the scenario the participants were presented a short introduction of a case. The 

story used for the experiment was analyzed and pilot tested to be realistic as well as easy to grasp for 

the subjects. The participants of the pre-test were asked to assess the realism on a scale from one (not 

realistic) to five (very realistic). This quantitative and qualitative feedback was included, and the 

scenarios were adjusted accordingly. The pre-test also revealed that the chosen scenarios capture the 

underlying contextual factors. The total time of the experiment should not exceed 15 minutes, so that 

the participant would not be bored or lose attention for important details in the case scenario. Prior 

knowledge was not needed, and the case was designed to be read through in a few minutes. The goal 

of the survey was not to test contracting experience or familiarity with the industry. In the course of 

preparing the focus and structure of the case scenario several real-world cases of contract violations 

in different industries were collected and analyzed regarding their fit for this study. The case that was 

chosen provided a production and distribution strategic alliance within the sanitary and cleaning 

industry, i.e. the strategic alliance of a well-known distributor of cleaning products (Cleanext) and a 

producer of cleaning gloves (Rubbex). For the experiment a production and distribution strategic 

alliance based on knowledge exchange was chosen as it is understood to be the easiest understandable 

kind of strategic alliance for non-experts. The industry chosen as well as the product itself were 

complex enough to generate a depth for a real-world case and a meaningful strategic alliance situation 

that would be perceived as realistic by the participants. However, before deciding for the specific 

case described above, a strategic alliance expert from a large German retail company was consulted 
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in order to better understand which kinds of contract violations can occur in strategic alliances. By 

doing so, contract violations from the producer’s side were classified as more common and severe in 

today’s business world. One of the most ordinary contract violation in the field of production and 

distribution strategic alliances was the violation of agreed upon exclusivity. Thus, the scenario 

specified a case in which the producer would not stick to the exclusivity between the companies 

which was agreed upon in the contract. The scenario was based on a real case but entirely fictious in 

the sense that contracting partners, their names, the characteristics of the strategic alliance and the 

contract violations were invented. 

In the scenario, Rubbex and Cleanext conclude a contract for a strategic alliance which includes the 

production of cleaning gloves on the one hand and the exclusive distribution of these on the other. 

The strategic alliance is built up upon knowledge exchange between the two parties. Rubbex is a 

successful manufacturer of rubber products, including cleaning gloves. Cleanext is one of the leading 

manufacturers and distributors of cleaning supplies. In the scenario it is stated that, Cleanext has had 

little success with the production of cleaning gloves in particular and has often had to withdraw its 

products from the shelves due to manufacturing defects. It was not possible to create synergy effects 

with other products within the company. Therefore, Cleanext enters a production strategic alliance 

with Rubbex, meaning that Rubbex will produce the cleaning gloves for Cleanext. The goal of the 

strategic alliance is mainly the exchange of knowledge: Cleanext on the one hand expects to gain 

production knowledge whereas Rubbex expects to gain knowledge about efficient branding and 

distribution. Through joint planning and early commitment, the product development can be 

shortened, and marketing can be accelerated. In order to achieve these goals, the companies decide 

to meet on a monthly basis to exchange their knowledge. In order to keep the strategic alliance going, 

exclusivity from both sides is an important factor which is the basis of the cooperation. Moreover, 

the participants were told that a competitor of Cleanext approaches Rubbex and asks for a 

cooperation. As Cleanext and Rubbex agreed on exclusivity in the sharing of knowledge, production 

and distribution, selling their knowledge to a competitor would violate the strategic alliance contract. 

The scenario and the corresponding survey are included in the Appendix.  

After reading the scenario, the participants were requested to answer questions on their trusting 

intentions. The experiment was designed to measure trust both before and after the contract violation 

so that the trust damage could be calculated for the later analysis of variances. With regard to trust 

intentions the participants were asked to take the perspective of the violated party. Hereafter, 

participants had to switch perspectives so that the questionnaire was structured to be filled out from 
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the perspective of the violating party. After reading the initial scenario, the participants were asked 

to assess their willingness of contract violation from the view of the violating party. The participants 

were directly approached in the case scenario by telling them they are a manager working for Rubbex. 

Hereafter, the groups were split in two, and each group was presented with different small follow-up 

scenarios. After illustrating the follow-up scenario, the participants were each time asked to again 

assess their willingness to violate the contract by only taking the present information into account 

and ignoring the information given before. For answering the questions, the participants were told to 

occupy the role of Mr. Rubber from Rubbex. After each treatment the participants were asked how 

willed they are to sell the knowledge to the competitor from the standpoint of the violating party. 

After the actual contract violation occurred, the participants were asked to answer questions on 

intentionality and trust from the standpoint of the violated party.  

Manipulation of independent variables 

The questionnaire assessed three dependent variables namely the willingness of contract violation, 

intentionality and trust damage. There were no manipulation checks included. The goal was to 

manipulate the characteristics of the strategic alliance in a way that participants would recognize the 

violation itself as identical but with a varying situation that allowed for the same scenario to be 

experienced in a completely different way. In order to test the effect on contract violations, the 

participants were asked to assess their willingness of contract violation following each manipulation 

of the strategic alliance characteristics. Therefore, the participants were asked to put themselves in 

the role of Mr. Rubber. Furthermore, the violation type was manipulated in a way that there was a 

different documentation level, namely the exclusivity agreed upon by letter or orally. Here, the 

participants in both cases were asked to assess their trust prior to the contract violation and after the 

contract violation. The independent variables are the strategic alliance context with different 

characteristics in distinct manifestations and violation type.  

Strategic alliance context 

There was one scenario in which each characteristic was at a high level and one scenario in which 

each characteristic was at a low level. Thus, one group was exposed to the manipulation of a strategic 

alliance characteristic each time. Through pilot testing of the survey it was identified how the 

scenarios need to be described in order to measure the right constructs. Table 1 presents the scenarios 

the groups were presented for each characteristic.  
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 Group one Group two 

Strategic 

importance 

Rubbex’s sales have been very low in 

the last years which is caused by the 

white label (no name) branding and 

the lacking popularity of their brand. 

Through the strategic alliance with 

Cleanext, Rubbex benefits from the 

Cleanext brand name and thereby 

increase its sales, making them the 

biggest producer of cleaning gloves. 

Rubbex’s sales have been very stable 

in the last years providing them with a 

good competitive position. Rubbex 

has been successful with its white 

label branding and distribution but 

promises higher sales with the 

knowledge gained through the 

alliance 

Equity 

Cleanext and Rubbex have built a 

mutual company for the gloves called 

Rubnext. Each company holds 50% 

of Rubnext. 

Cleanext and Rubbex have agreed on 

no monetary exchange. The 

companies only meet on a monthly 

basis. 

Relationship 

performance 

Both companies were able to boost 

their profits as a high volume of 

business could be generated. The 

competitiveness and the strategic 

position of both companies could 

have been strengthened. Moreover, 

the companies were able to achieve a 

higher profitability.  

None of the companies were able to 

boost their profits. The 

competitiveness and the strategic 

position of both companies were not 

strengthened. Thus, a termination of 

the strategic alliance will not worsen 

Rubbex performance.  

Misaligned 

incentives 

Rubbex and Cleanext shared all 

relevant information which was 

agreed upon in the strategic alliance 

contract. Furthermore, on request 

more knowledge was shared. 

Cleanext was not interested to share 

knowledge about successful branding. 

Cleanext only saw their obligation to 

distribute the cleaning gloves and to 

share their processes about successful 

distribution which was agreed on in 

contract. 
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Communication 

Mr. Clean and Mr. Rubber have a 

good relationship which forms a good 

basis for communication. The 

managers meet on a monthly basis to 

discuss the cooperation and to resolve 

any conflicts. As soon as there is any 

incident affecting the cooperation, the 

managers contact each other. 

Mr. Clean and Mr. Rubber were not 

able to openly communicate concerns. 

Instead of discussing and talking about 

their needs and wishes for the ongoing 

cooperation they did not enter any kind 

of communication. They did not stick 

to the agreed upon monthly meetings 

Environmental 

uncertainty 

In February 2020 the government 

expressed to impose a higher tax on 

the rubber used by Rubbex. However, 

the alliance contract runs for two more 

years with the same price conditions. 

Therefore, Rubbex is not able to 

adjust the conditions in the strategic 

alliance contract if the new tax will be 

implemented. Selling to Swipey, 

however, would enable Rubbex to 

adjust the prices to the higher tax. 

The market for cleaning gloves is very 

stable and there are no unpredictable 

changes to material or taxes. 

Therefore, the conditions agreed upon 

in the contract are an industry 

standard. 

Asymmetric 

investments 

Rubbex did not have to make any 

investments to keep the strategic 

alliance going. Cleanext, however, 

paid for a special machine which suits 

their needs regarding the color and 

size of the gloves. The machine is 

only suitable with the material used by 

Rubbex which is kept a company 

secret. Thus, the machine bought by 

Cleanext is useless outside of the 

scope of the strategic alliance. 

Both companies paid for a special 

machine which suits their needs 

regarding the color and size of the 

gloves. The machine is only suitable 

for the commonly produced cleaning 

gloves. Thus, the machine is useless 

outside of the scope of the strategic 

alliance. 

Table 1: Scenarios based on the strategic alliance context presented to the participants 



STUDY 

 41 

Violation type 

Within the scenarios provided to the participants the type of contract violation was manipulated in 

two different ways. In accordance with previous findings and especially Harmon et al. (2015) letter 

and spirit violations, in form of an oral violation, were identified to be tested in the developed 

hypotheses.  

 Group one 

(Letter violation) 

Group two 

(Spirit violation) 

Violation type 

The participant was presented a short 

excerpt of the strategic alliance 

contract that showed a clause stating 

that exclusivity between the two 

cooperating parties is agreed upon. 

The participant was presented the 

same excerpt but without the 

exclusivity clause. Additionally, an 

oral agreement between Rubbex and 

Cleanext in form of a short dialogue 

was presented in which they mutually 

agreed on exclusivity. 

Table 2: Scenarios based on violation type presented to the participants 

Dependent Measures 

The following section describes the items used to measure the three dependent variables. Please see 

the Appendix for the questionnaires that were used in the experiment. The questionnaires were 

designed by using five-point Likert scales that can be described as quasi-metric resulting in interval 

scaled variables (Carifio & Perla, 2007).  

Willingness of Contract Violation 

As first dependent variable the contract violation based on the characteristics of the strategic alliance 

was measured. Therefore, the willingness of the managers of contract violations based on the initial 

scenario was measured using a five-point Likert scale: Based on this information - How likely are 

you to sell the knowledge to Swipey? (1 = Extremely likely; 5 = Extremely unlikely). After that, the 

willingness of contract violation following each stimulus was measured: Based on this information - 

How likely are you to sell the knowledge to Swipey? (1 = Extremely likely; 5 = Extremely unlikely). 

This procedure was repeated for each independent variable. The difference between contract violation 

prior and after each stimulus was then computed as an unweighted index, respectively. Since personal 



STUDY 

 42 

interactions occur between people and not organizations their behavior is of high significance to their 

organizations (Zaheer et al., 1998). Therefore, the individual’s willingness of contract violation was 

assessed as it mirrors the actions of companies.  

Intentionality 

One item assessing the intentionality of Rubbex’s contract violation was adapted and translated from 

the study by Harmon et al. (2015): Rubbex was fully aware that the knowledge exchange with Swipey 

would violate the contract (1 = strongly agree, 5 = strongly disagree).  

Trust damage 

The trust damage following a contract violation is understood to be the difference between the trusting 

intentions before the violation and after the violation of the contract. Thus, the level of trust was 

measured before and after the contract violation and the difference was then respectively computed 

as an unweighted additive index of two items of trust before and after the violation. Two items 

assessing the participants’ level of trust were adapted from Harmon et al. (2015): (1) I would feel 

comfortable working with Rubbex in the future; (2) I would grant Rubbex influence, even if I could 

not monitor their actions using a five-point Likert scale (1 = strongly agree, 5= strongly disagree). 

Data analysis 

The overall willingness of contract violation from the perspective of the producer, Rubbex, both 

before and after the explanation of the strategic alliance characteristics was computed separately. The 

willingness of contract violation was determined by assessing it both before and after the stimulus, 

namely the case scenario, and the difference was then computed as an unweighted index. This was 

repeated for each strategic alliance characteristic in order to test which of the included characteristic 

can and to what extent influence the willingness of the violated party to breach the contract. The 

single variables of the dependent measures of trust damage which was assessed with more than one 

item wass aggregated to build scores in the logic of their underlying constructs in order to reduce the 

complexity of the analysis, to interpret the findings and to give answers to the postulated hypotheses. 

In this step, new variables were created for each measurement by calculating the means of the item 

scores. Therefore, the trust damage was separately computed before and after the contract violation: 

(TD1 + TD2)/ 2.  
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Data quality 

The experiment was pretested with a sample of Npretest = 15. The results showed that a stronger 

manipulation of all variables was needed. Thus, the scenarios were specified and pretested again. 

This whole process was repeated until the manipulation was understandable for every participant of 

the pretest. Moreover, the questionnaire was optimized based on the findings and insights gained 

from the pretest so that minor mistakes such as orthographic and grammatical mistakes could get 

corrected. As the experimental survey was pretested the data quality could be improved as the 

questionnaire could be adjusted to avoid errors. The final experiment was finished on the survey 

software “Qualtrics” and the data was later exported to the statistical software “JMP”. Questionnaires 

that were not completely or wrongly filled out were rejected and not taken into account for statistical 

tests. The overall nonresponse rate yielded 20% in consequence of 160 completed questionnaires out 

of a gross sample of 200. As scenarios involve processes that can guide the research of complex issues 

in uncertain contexts by accommodating different perspectives (Ramirez et al., 2015), this master 

thesis was designed to ensure a high level of data quality by researching a topic in which the 

participants only have little knowledge upon.  

Results 

In this section the results of the analysis are presented according to the research method discussed in 

the second chapter. The research conducted aims to measure the drivers and consequences of contract 

violations in strategic alliances and analyses different violation types. Therefore, nine hypotheses 

have been generated to investigate how the determinants derived from literature cause contract 

violations in strategic alliances and how the consequences of contract violations vary by the violation 

types. In the following, detailed results of the tested hypotheses are presented. The results of the 

means and the results of the analyses of variances of the hypotheses are summarized in Table 3. All 

results were computed with the statistical software JMP and all the conducted statistical tests were 

made under the convenient five percent significance level (α = 5%) to keep the type I error low. The 

analysis was conducted from an independent sample formed out of two groups.  

Before conducting an analysis of the variances (ANOVA) an understanding test of the scenario given 

was made. In the first step it was assessed whether the two group assessed the initial scenario the 

same. Therefore, a two-sample t-test was conducted: H0: μhigh = μlow; H1: μhigh ¹ μlow. The test was 

insignificant, i.e. the null hypothesis was accepted indicating that both groups understood the initial 
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scenario in the same way. The two groups yielded Mhigh = 3,77778 and Mlow = 3,85294. In order to 

test significant group differences between the group which was exposed to all independent variables 

at a high level and the group which was exposed to all independent variables at a low level, multiple 

one-way ANOVA’s were used (one dependent variable each time) to determine whether there are 

any statistically significant differences between the means of the two groups in this study. Moreover, 

a one-way ANOVA was also used to test the group differences between the violation types. ANOVA 

represents an appropriate analytic technique for the current study because differences in means across 

two groups for a collection of independent variables that are conceptually related were tested. 

Beforehand, the assumptions of independence of observations, normality and homogeneity for the 

following one-way ANOVA’s of the three dependent measures were checked and were tested. 

Independence of observations was given and the dependent variable in the analysis was of metric 

measurement level (interval-scaled data). The distributions were checked for normality by executing 

a Shapiro-Wilk Test, because the analysis of variance assumes that the dependent variable 

approximates a normal distribution. To screen for homoscedasticity of error variances, meaning to 

test that the error variances among the groups are equal or homogenous within the sample, a Levene’s 

Test was conducted. If homogeneity of variances was not given, a Welch-Test was conducted. Table 

three summarizes the results of the ANOVA, or Welch-Test respectively for all postulated 

hypotheses.  
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      Means   

  F-value R2 Low-level High-level p-value 

Strategic alliance context           

H1: Strategic importance 27,638 0,2217 -0,46154 0,87234 <0,0001 

H2: Equity 41,977 0,30215 -0,76923 0,97872 <0,0001 

H3: Relationship performance 72,9886 

 

-1,4038 0,8936 <0,0001 

H4: Misaligned incentives 23,0634 

 

0,40385 -0,89632 <0,0001 

H5: Communication 58,0387 0,37435 -1,4231 0,7234 <0,0001 

H6: Environmental uncertainty 30,9838 0,24209 0,53846 -0,97872 <0,0001 

H7: Asymmetric investments 25,4909 0,208105 0,78846 -0,59574 <0,0001 

  

  

Means 
 

  F-value R2 Spirit violation Letter violation p-value 

Intentionality 
     

H8 8,4611 

 

1,808 1,307 0,047 

Trust damage 
     

H9 0,0122 0,000127 1,94681 0,192157 0,9123 

Table 3: Summary of statistical analysis  

Willingness of Contract Violation 

First of all, the willingness of the participants respectively the strategic alliance manager’s willingness 

of contract violation was assessed both before and after the stimulus, namely the case scenario, and 

the difference was then computed as an unweighted index of before and after the stimulus, 

respectively. In order to test if there is a difference between the high-level scenarios of each strategic 

alliance characteristic and the low variable scenarios, a Levene’s test was conducted for each scenario 

of the strategic alliance characteristics. If the Levene’s test would score a significant p-value, the null 
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hypothesis would have to be rejected meaning that the assumption of variance homogeneity would 

not be fulfilled (Lix, Keselman, & Keselman, 1996). In this case the Levene’s test was significant for 

each scenario except for the case of misaligned incentives and relationship performance. Therefore, 

for all other cases variance homogeneity was given and one of the criteria for an ANOVA was 

fulfilled. For the dependent variable contract violation, the Shapiro-Wilk Test did not yield a normal 

distribution in any of the different strategic alliance characteristics. Thus, strictly speaking it would 

have not been allowed to conduct an ANOVA. According to the central limit theorem, it appears that 

as n increases, all forms of non-normality have less effect on power and significance level based on 

normal theory (Glass, Peckham, & Sanders, 1972). Therefore, an ANOVA was conducted as the 

group’s sample size was greater than N=30. In the cases of misaligned incentives and relationship 

performance a Welch-Test was conducted instead of an ANOVA.  

It should be noted that the relatively low means are a result of the difference of the assessment of 

contract violation prior and after each stimulus. If the mean of difference between contract violation 

prior and after the stimulus is negative it means that the stimulus had a positive influence on the 

willingness of contract violation. Respectively, a positive mean of difference means that the stimulus 

had a negative influence on the willingness of contract violation. If there is no difference the stimulus 

did not change the willingness of contract violation and thus had no influence. As shown in Table 3, 

the hypotheses one to eight show a significant p-value. In these scenarios each stimulus influenced 

the willingness of the participants to violate the contract in both directions, positively and negatively, 

compared to the initial scenario. This means that the absence of strategic importance, equity, 

communication, certainty, aligned incentives, relationship performance and asymmetric investments 

stimulates the willingness to violate the contract compared to the initial willingness. At the same time 

the presence of these factors reduces the willingness to violate the contract.  

H1: Strategic alliance managers have a higher willingness to violate the alliance contract if the 

strategic importance of the alliance is low than if the strategic importance is high.  

Hypothesis 1 can be accepted. The results show a statistically significant difference in the willingness 

of the participants to violate the contract. Moreover, the means indicate that presence of strategic 

importance for the cooperating parties negatively influences the willingness of the participants to 

violate the contract, meaning that their willingness is decreasing, to a greater extent than the absence 

of strategic importance positively influences the willingness of contract violations.  



STUDY 

 47 

H2:  Contracts will be violated more often in strategic alliances with no equity than with equity 

involved. 

Table 3 show a statistical significance for H2 meaning that the hypothesis can be accepted. The means 

reveal a distinct influence of equity on the willingness of the participants of contract violation, 

whereas non-equity diminishes contract violations. The mean of the group which was exposed to an 

equity alliance is significantly higher than the mean of the group in which no equity was involved.  

H3:  Strategic alliance managers are less willed to violate the contract with a high degree of 

relationship performance than with a low relationship performance. 

Table 3 shows a p-value of <0.0001 providing a significant difference between a low level of 

relationship performance and a high level of relationship performance. Thus, the Welch Test proved 

that the hypothesis H3 can be accepted: Strategic alliance managers have a higher willingness to 

violate the contract if the relationship performance of the strategic alliance is low. 

H4:  Strategic alliance managers have a higher willingness to violate the alliance contract if the 

degree of misaligned incentives and expectations are high than in strategic alliances where 

all incentives and expectations are fully aligned. 

The Levene’s Test showed a significant p-value and therefore, it was not possible to conduct an 

ANOVA. Thus, a Welch-Test was used. H4 can be accepted. The p-value is <0.0001. Contract 

violations occur more often in strategic alliances which are exposed to a high degree of misaligned 

incentives than in strategic alliances where all incentives and expectations are fully aligned because 

the alliance managers have a higher willingness to violate the contract. 

H5:  Strategic alliance managers are more willed to violate the contract in strategic alliances 

where communication between the alliance partners is weak than in alliances which provide 

a stable communication.  

There is a statistical significance for H5 meaning the hypothesis can be accepted. The means indicate 

that the presence of a weak communication influences the willingness of contract violations to a 
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greater extent than the stimulus of a good communication reduces the manager’s willingness of 

contract violation.  

H6: Managers will be more willed to violate contracts in strategic alliances that are exposed to 

high levels of environmental uncertainly than in alliances where low levels of uncertainty are 

present. 

H6 can be accepted. The p-value is <0.0001 providing a significant difference of contract violations 

between a strategic alliance in which environmental uncertainty is present and an alliance in which it 

is not. Therefore, environmental uncertainty influences the willingness of alliance managers to violate 

the contract.  

H7:  Strategic alliance managers have a higher willingness to violate the contract in alliances that 

are influenced by asymmetric alliance-specific investments than in alliances with symmetric 

alliance-specific investments. 

Lastly, H7 can also be accepted. As the means indicate, asymmetric alliance-specific investments 

increase the willingness of the alliance managers to violate the contract whereas symmetric alliance-

specific investments decrease their willingness.  

The overall results indicate that being exposed to the context factors which directly stimulates the 

manager’s, respectively the participant’s, willingness to violate the contract has had a higher effect 

compared to their initial willingness than not being exposed to them.   

Intentionality 

The Levene’s Test was significant and thus the assumption of variance homogeneity could not have 

been met. The Shapiro-Wilk test was insignificant meaning that the dependent variable is not 

normally distributed. However, due to the sample size being larger than N=30, a Welch-Test was 

conducted. The analysis yielded a significant F-value of 8,4611as stated in Table 3.  

H8: Letter violations will be interpreted as more intentional than spirit violations. 

Table 3 shows a p-value of 0,047. With an alpha value of five percent, the hypothesis can be accepted. 

Although the means show that the difference is only slight, spirit violations are interpreted as less 

intentional than letter violations. 
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Trust damage 

For trust damage, trust was assessed both before and after the contract violation. The Levene’s Test 

was insignificant proving the assumption of variance homogeneity. The Shapiro-Wilk Test revealed 

that the residuals were not normally distributed, i.e. strictly speaking an ANOVA cannot be 

conducted. Nonetheless, the group size was sufficient and therefore an ANOVA was used. The 

analysis yielded an insignificant F-value of 0,0122. The coefficient of determination was 0,000127.  

H9: Trust damage will be higher after spirit violations than letter violations.  

The p-value was 0,9123. Thus, there is no statistical significance for H9 meaning that H9 needs to be 

rejected. There is no significant difference between spirit and letter violations with regard to trust 

damage.  

All relevant statistical tests were also executed by excluding students from the sample, i.e. using a 

smaller, but more homogenous sample. The results showed the same tendencies, however, by 

changing absolute numbers. Yet, in order to increase the statistical power of the tests and to decrease 

the type II error, a greater sample size was favored.  
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DISCUSSION 

The purpose of the experiment was to develop further evidence and support for research findings in 

the international management literature by increasing the understanding of the drivers of contractual 

violations and their consequences in strategic alliance. The gathered findings provide new insights 

on contract violations in strategic alliances and advances the international management literature and 

the practice of contracting in several important ways. There is a great extent of management literature 

on the development and management of interorganizational relationships through the instrument of 

contracts (K. J. Mayer & Argyres, 2004). However, there is only little research and knowledge about 

the breach of contracts, why breaches occur and how they influence the ongoing relationship. Going 

beyond the traditional view of contracts as a controlling and coordinating mechanism, this master 

thesis features contract violations as an important aspect which must be considered in economic 

exchanges such as in strategic alliances. This master thesis makes important contributions to existent 

literature as it sheds light on drivers and consequences of contract violations in strategic alliances. 

Therefore, strategic alliance factors influencing the strategic alliance context and its influence on 

contract violations are considered in particular. This master thesis investigates how the alliance 

context can stimulate contracts to get violated. In addition, by analyzing the consequences of contract 

violations, it is differentiated between letter and spirit contract violations. In order to put the insights 

into context with existing literature, as a subsequent step it is analyzed how the examined drivers of 

contract violations can be eliminated through an adequate contract design. Moreover, it is investigated 

how the insights of the corresponding consequences of contract violations can be exploited in the 

contract design to increase the alliance performance. 

One key insight gathered from the results presented in the previous section is the fact that certain 

factors of the strategic alliances context can influence the willingness of managers to violate a 

contract. Moreover, it was found that the degree of experienced intentionality differs by how 

explicitly an agreement was documented. Expectations which were documented in written form have 

been found to be more intentional than expectations agreed upon orally. However, the damage on 

trust was found to not significantly differ between letter and spirit violations. Nonetheless, an analysis 

of the origin and the background of the participants need to be included to this issue. In the section 

on hand the results will be put in context with existing literature and theories on strategic alliances 
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and contract violations, particularly with transaction cost economics and the resource-based view. By 

doing so implications for alliance managers and the contract design are drawn.  

Drivers of contract violations in strategic alliances 

Strategic alliances are often governed by relational contracts which are open contracts used when a 

trusting relationship has already been established (Ring & van de Ven, 1992). However, also 

relational contracts get frequently violated as the cooperating partners have an incentive to compete 

for the highest degree of economic benefit (Agarwal et al., 2010). The experiment has shown that the 

context of the strategic alliance, meaning its setup, structure and characteristics can influence the 

willingness of managers to violate the strategic violence contract. Thus, implications on how to setup 

and manage a strategic alliance can be derived from the results. Strategic alliances itself are an 

inherently risky strategy (Das & Teng, 2001) and therefore the risk needs to be reduced through a 

consistent alliance setup and context. 

First of all, the results have proven that the strategic importance of the alliance for the cooperating 

parties influences the willingness of the parties to violate the contract. If the strategic alliance is 

crucial for a party’s corporate success and competitiveness, the willingness of managers to violate 

the contract is low. However, if the strategic alliance does not influence the competitiveness 

considerably, managers are more likely to violate the contract. Therefore, in order to safeguard 

against contract violations, cooperating parties which want to enter a strategic alliance should make 

sure that all parties have the same dependency on the strategic alliance for their business success. To 

do so, dependencies should be checked prior to entering the strategic alliance. Nonetheless, a 

thorough analysis needs to be gauged as a strict analysis of the strategic importance for the 

cooperating partners might destroy trust. Control, trust and risk are highly interlinked in strategic 

alliances (Das & Teng, 2001). Thus, the control of the dependency should be executed on a moderate 

level to not already destroy trust before the cooperation has even started. Moreover, alliances with a 

high degree of strategic importance involve greater risks than alliances which are not strategically 

crucial for the cooperating parties. Therefore, in the case of crucial strategic alliances the scope and 

the rights and obligations of the cooperating parties needs to be specified more explicitly (Ariño & 

Reuer, 2004). In return, this specification serves as another contractual safeguard against contract 

violations. Therefore, not only the strategic importance itself but also the careful choice of alliance 

partners with the same strategic dependency on the alliance success, hedge the contract to get violated.  



DISCUSSION 

 52 

Furthermore, the degree of equity involved in the strategic alliance influences the willingness of 

managers to violate the contract. If the strategic alliance is not based on equity but only on cooperation 

and resource-exchange arrangements, there is a higher risk of contracts to get violated. Equity is 

known to be a contractual safeguard (Argyres et al., 2007). Nonetheless, equity also destroys trust 

and creates transaction costs according to a TCE logic (Mellewigt et al., 2007). This supports the 

view of contracts as a mean of control. The equity exchange noted in the strategic alliance contract 

serves as a safeguard to protect from opportunistic behavior from other parties. Non-equity alliances 

have weaker and fewer control mechanisms than equity alliances (Poppo & Zenger, 2002).  

This master thesis has shown that contracts in non-equity alliances get more likely violated than 

contracts of equity alliances due to a higher willingness of managers to violate the contract. Therefore, 

non-equity alliances request more contractual safeguards which curb opportunism (Lui & Ngo, 2004). 

This can be achieved by including penalties for opportunistic behavior which increases the cost of 

self-interest activities (Parkhe, 1993).  

Another factor influencing the willingness of managers to violate a strategic alliance contract is the 

relationship performance. If the strategic alliance establishes a better competitive position for the 

alliance partners than the partners would have achieved without cooperating, it features a good 

relationship performance. If, however, the competitive situation does not get strengthened through 

entering a strategic alliance, the performance of it is rather low. The experiment has shown that a 

high relationship performance prevents the parties to violate the contract. Therefore, companies 

entering a strategic alliance need to make sure that the relationship performance is kept on a high 

level so that they can safeguard against contract violations. Relationship performance can be 

understood in terms of the partners fulfillment of strategic objective on the one hand and in terms of 

the partner companies’ satisfaction with the alliance on the other hand (Das & Teng, 2003). Strategic 

alliances need to accumulate collective strengths in order to improve the relationship performance. 

Furthermore, interdependencies between the partners are positively related to alliance performance 

as these increase commitment and trust. However, inter-partner conflicts worsen relationship 

performance (Das & Teng, 2003). Therefore, companies forming a strategic alliance should avoid 

cooperating with companies which might cause conflicts. Firms entering a strategic alliance should 

therefore execute a thorough analysis of partners. By doings so, alliance managers should analyze if 

the strategic alliance provides collective strengths, if there is potential for conflict between the 

partners and if symmetrical interdependencies between the partners will arise (Das & Teng, 2003). 

This partner analysis made to avoid contract violations in strategic alliances is in line with the 
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resource-based view and the related relational view as partners owning complementary resources 

which in turn create interdependencies are selected.  

Highly related to the relationship performance is the communication between strategic alliance 

partners. The study conducted in this master thesis proves that a stable and frequent communication 

of the cooperating firms prevents managers to violate the contract. On the other hand, a non-existing 

communication between the partners stimulate managers to violate the contract. Communication can 

form interorganizational routines which in turn increase relationship performance (Zollo et al., 2002). 

Thus, by maintaining a stable communication in strategic alliances the relationship performance can 

be strengthened which on the other hand safeguards against contract violations. Moreover, a good 

communication can hamper conflicts to arise and reduces opportunistic behavior. By doing so, 

communication between the cooperating companies hinders managers to violate a contract. 

Interorganizational routines, which are established through communication (Zollo et al., 2002), 

further promote the use of less complex which lead to less transaction costs of negotiation and 

monitoring (Reuer & Ariño, 2007). Furthermore, communication can help managers to firstly re-

negotiate the alliance contract before violating it. As bad to non-communication in strategic alliances 

can facilitate contract violations, alliance managers should pay attention to keep a good, stable and 

open communication going. This can be achieved by introducing regular meetings and a good private 

relationship between the managers.  

Another attribute of strategic alliances which is highly linked to communication and relationship 

performance are misaligned incentives. In the experiment, participants which were exposed to a 

scenario in which the companies’ incentives were misaligned, were more willed to violate the contract 

as participants which were faced with companies’ which incentives and expectations were fully 

aligned. The knowledge of being exposed to fully aligned incentives negatively influenced the 

willingness of the participants to violate the contract compared to a situation without being exposed 

to the knowledge. In strategic alliances communication is crucial for developing aligned expectations 

and incentives which ultimately improves the cooperation and thus the relationship performance. If 

the incentives of the cooperating firms are aligned, then the partners have mutual interests which 

ultimately increases the relationship performance. This in turn reduces the risk of conflicts to arise 

and contracts to get violated (Das & Teng, 2003). Misaligned incentives increase the willingness of 

managers to violate the contract. This is based on the fact that the cooperating parties get frustrated 

with the ongoing relationship. Before signing the strategic alliance contract, managers need to make 

sure that the contract specifies their needs and meets their expectations. Also, a good communication 
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can prevent the incentives to get misaligned (Agarwal et al., 2010). Managers should monitor for 

misaligned incentives on a steady basis in order to prevent conflicts to arise and contracts to get 

violated. In line with the understanding of contracts as an instrument of control, misaligned incentives 

can cause interorganizational relationships to suffer from control problems (Gulati, 1995). 

Furthermore, managers need to already consider the alignment of incentives in their partner selection 

in order to safeguard against misaligned incentives.  

The study also revealed that environmental uncertainty positively influences the willingness of 

alliance managers to violate the contract. Environmental uncertainty can change the context of the 

strategic alliance and can cause misaligned incentives as a party’s position in the strategic alliance 

can get worsened. According to TCE, environmental uncertainty can trigger exchange hazards due to 

opportunistic behavior (Williamson, 1979). Following the logic of contracts as a mean of control, a 

high environmental uncertainty requires more complex contracts as the conditions of the strategic 

alliance is vulnerable to get changed. Environmental uncertainty might emerge due to environmental 

changes (Ariño & Reuer, 2004). Changes to the environment can alter the assessment of the alliance’s 

value as the value of resources which have been valuable before can diminish. This can affect the 

behavior of alliance managers due to perception of unfairness (Ariño & Reuer, 2004), leading to 

companies violating the strategic alliance contract. Managers should be careful entering a strategic 

alliance in a setting which is exposed to a high degree of environmental uncertainty in order to 

safeguard against contract violations. Environmental uncertainty can, however, be mitigated by trust 

(Lui & Ngo, 2004). It is therefore also very important for alliance managers to establish a trusting 

relationship in order to protect against uncertainty and thus avoid contract violations. 

This master thesis indicates that asymmetric alliance specific investments can trigger contract 

violations. Asymmetric investments are creating interdependencies which consecutively diminish 

relationship performance (Das & Teng, 2003). In order to create interdependence between the 

strategic alliance partners so that a better relationship performance can be achieved, investments need 

to be symmetric. Aside from that, asymmetric alliance specific investments trigger opportunistic 

behavior and are a source of interorganizational conflicts (Reuer & Ariño, 2007) which can initiate 

firms to violate a contract. Hence, executives should be cautious to asymmetric alliance specific 

investments which are useless outside of the boundaries of the ongoing cooperation. By doing so, 

they implicitly safeguard against potential conflicts to arise and avoid a situation to emerge in which 

one party has a higher bargaining power and is keener to violate a contract.  
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The overall results indicate that being exposed to the factors which directly stimulates the manager’s 

willingness to violate the contract has had a higher effect compared to their initial willingness than 

being exposed to the contrary factors; i.e. being exposed to a high level of strategic importance has a 

greater negative influence on the willingness of contract violation than being exposed to a low 

strategic importance has a positive effect.  

The context of the strategic alliance generates several drivers of contract violations in strategic 

alliances which are interlinked with each other. Based on these determinants there are multiple ways 

how managers can prevent contract violations to occur by analyzing the relationship and situation 

beforehand and introducing certain measures. In the experiment only a few characteristics of the 

strategic alliance context which influence contract violations were examined. This research, however, 

is not comprehensive. There are many more possible factors influencing the willingness of managers 

to violate a strategic alliance. Moreover, in the experiment the characteristics were only considered 

isolated. In real life contexts the interplay of all characters and factors needs to be considered in order 

to make right decisions on the strategic alliance structure and contract design. Furthermore, the 

relationship between the cooperating parties as well as prior ties need to be included as this influences 

trust between the partners. Trust on the other hand influences the contractual safeguards which are 

required in the strategic alliance contract and thus influences all aspects analyzed above.  

Consequences of contract violations 

For the dependent measure intentionality, the findings revealed that there is a statistical difference 

between the groups. The participants perceived letter and spirit violations both as intentional. 

However, letter violations are perceived as more intentional than spirit violations. A breach of the 

strategic alliance contract is perceived as an intentional act which affect the violated partners trust. 

The results indicate a difference in the group means between letter and spirit violations with regard 

to intentionality. The group mean for letter violation is lower than for spirit violations. That is because 

participants presumably put factors such as miscommunication between the parties for spirit 

violations into consideration (Harmon et al., 2015). Those aspects might mitigate the experienced 

intentionality and cause spirit violations to be perceived as less intentional. The hypothesis related to 

this result was derived from a study by Harmon et al. (2015). The findings that letter violations are 

interpreted as more intentional than spirit violations are consistent with the coordination perspective 

of contracts. As a clause is documented by letter, the cooperating parties are aware that the agreement 

can create divergent interpretations. Therefore, in this case the contract serves as an instrument to 
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coordinate the cooperation of the parties as the contract coordinates different expectations and 

behaviors (Harmon et al., 2015). 

There are varying results with the dependent variable trust damage. In this case the study conducted 

in this master thesis did not yield significant results. The type of contract violation had no impact on 

the damage of trust. There was a high trust damage for both types of contract violations. In the original 

study by Harmon et al. (2015) there was a significant difference in trust damage between spirit and 

letter violations supporting the perspective of contracts as a mean of coordination. In the original 

study a contract violation between a contractor and subcontractor was investigated. This relationship 

is based on a simple exchange and is thus governed by a market-based discrete contract (Ring & van 

de Ven, 1992). Those exchange relationships are from a simpler nature than relationships in strategic 

alliances. Strategic alliances are complex constructs in which trust, control and risk are highly 

interweaved. Trust is a necessary condition for strategic alliances to be formed but entering a strategic 

alliance is an inherent risk itself (Das & Teng, 2001). The risk in strategic alliances is relational 

meaning that there is an uncertainty that partners will act opportunistically. This risk of strategic 

alliances is controlled through contracts (Das & Teng, 2001). Strategic alliance contracts are complex 

technology or knowledge sharing agreements (Mowery et al., 1996). Hence, if companies enter a 

strategic alliance, they have conquered their notion of distrust and rely on contracts to control the 

inherent risk. If this contract gets violated to a subsequent date it is a strong encroachment into the 

violated parties trusting intentions. Furthermore, the contract which has been the only instrument to 

control the inherent risk of strategic alliances gets less valuable for the partnership due to the 

violation. The aspect that both violation types have a strong effect on trust damage supports the 

perspective of contracts as a mean of control as both kinds of contract, letter and oral agreements, 

failed to control the risk.  

Another interesting aspect which needs to be examined are the aftermaths of contract violations in 

strategic alliances which are influenced by the perceived intentionality and the trust damage of 

managers. As priory mentioned, strategic alliances are mostly based on long-term complex contracts 

and therefore a timely termination of the alliance is often impossible. Depending on the structure of 

the alliance, i.e. the presence of equity, a termination is associated with great costs (Reuer & Ariño, 

2007). Therefore, in most cases trust needs to be restored to keep the strategic alliance going. The 

study has shown that both, spirit and letter violations are perceived as intentional, yet, letter violations 

are interpreted as more intentional. Therefore, if an undocumented agreement gets violated there is a 

higher chance that the parties can dissolve the conflict more efficiently when the violating party relies 
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on misunderstandings or a lack of clarity. Furthermore, a letter violation is often associated with legal 

consequences. In addition to this, the question arises how parties can recover from breaches in trust. 

As the work and exchanges in strategic alliances are often solely based on trust (Das & Teng, 2001), 

subsequent vigorous efforts need to be made in order to regain a trusting relationship. The experiment 

revealed that the damage on trust in strategic alliances is severe after both, spirit and letter violations. 

If contracts have not been monitored on a regular basis and especially if there was a spirit violation, 

courts are handicapped due to a lack of evidence of the violation of the contract (Smith, 2005). 

Furthermore, alliance parties may know that the counterparty is violating the contract but may have 

difficulties to prove that the behavior constitutes a breach of the alliance agreement (Smith, D.G., 

2005). Hence, the strategic alliance partners need to file a rigorous plan to keep the cooperation going. 

Implications on contract design 

Although strategic alliances are based on cooperation and jointly collaboration its contracts get 

frequently violated due to opportunistic behavior (Reuer & Ariño, 2007). The results of this master 

thesis provide several implications on the contract design of strategic alliances in order to minimize 

the risk of contract violations. If potential drivers and consequences of contract violations are known, 

alliance contracts should be designed in such a way to prevent these drivers to arise. Furthermore, as 

possible consequences could have been analyzed, a contract design tailored to these consequences 

can moderate the effects if contract violations yet occur.  

The experiment has shown that the absence of strategic importance, equity, communication, certainty, 

aligned incentives, relationship performance and asymmetric investments stimulates the willingness 

of strategic alliance managers to violate the contract compared to their initial willingness without the 

knowledge of these circumstances. At the same time the presence of these factors reduces their 

willingness to violate the contract. Therefore, with this knowledge in mind, a deliberately designed 

contract can prevent the breach. Hence, contracts need to eliminate certain factors right from the 

beginning so that the willingness of the manager to violate the strategic alliance does not increase as 

soon as a determinant arises or the context changes.  

As already analyzed above, when forming a strategic alliance and drafting a contract it is essential to 

decide if the strategic alliance is based on equity or not. The experiment conducted has shown that 

managers are more likely to violate the strategic alliance contract if there is no equity involved. 

Therefore, alliance managers need to gauge if the companies would rather invest capital and hedge 
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against contract violations or to build a non-equity alliance and take the risk of contract violations. If 

they decide to form a non-equity alliance the contract needs to include more safeguards which at the 

same time produce transaction costs and generate monitoring costs (Mellewigt et al., 2007). Yet, the 

managers can rely on a trusting relationship and relinquish on contractual safeguards in order to 

reduce transaction and monitoring costs (Mellewigt et al., 2007). Besides that, there must be an 

optimal mix between trust and contractual safeguards as both concepts interact and influence each 

other. Following a TCE logic, a firm should increase contractual safeguards in non-equity alliance 

when the partner is likely to act in an opportunistic manner (Lui & Ngo, 2004). The experiment has 

further revealed that the strategic importance can stimulate contract violations. If the strategic alliance 

does not provide a significant strategic importance for the cooperating firms, managers are more 

willed to violate the contract. This constitutes a trade-off for the companies. If the strategic alliance 

is not critical for the company’s success, managers are less willed to invest equity. However, a 

strategic alliance elicits close cooperation and therefore knowledge between the partners is 

exchanged. Hence, if the strategic importance is not high but the risk of contract violations from the 

counterparty rises, managers should nevertheless invest equity to safeguard against contract 

violations to reduce monitoring costs. In summary, when there is a risk of a breach of the contract or 

valuable information and knowledge are at stake, it is recommended to build an equity alliance. 

Besides this, equity is expected to align the incentives of the cooperating parties (Hennart, 1988). The 

experiment has also shown that misaligned incentives increase the willingness of managers to violate 

the strategic alliance contract. Thus, when it is foreseeable that the cooperating parties have different 

incentives, the firms should form an equity alliance. However, when deciding on building an equity 

or non-equity alliance, the companies need to consider the interplay of many different factors. Equity 

alliances reduce the willingness of managers of contract violations and should therefore be favored if 

valuable information, critical knowledge and strategic importance are on stake. The experiment 

revealed that equity has the strongest negative effect on the willingness of managers to violate the 

strategic alliance contract which means that the presence of equity reduced the willingness of the 

managers to violate the contract the most. Therefore, if the other factors which diminish the 

willingness of contract violation are not given or cannot be assured, the alliance contract should 

feature equity. 

The research has also revealed that relationship performance influences contract violation as priory 

analyzed. In order to keep the relationship performance of the companies at a high level, the contract 

needs to be designed accordingly. This can be achieved by including clauses of coordination featuring 



DISCUSSION 

 59 

close collaboration. The contract should include regulations of regular meetings and feedback rounds 

which can stimulate the relationship performance. Furthermore, the contract should create incentives 

in order to boost the relationship performance (Agarwal et al., 2010). This can be done by including 

monetary incentives if a certain profitability of the strategic alliance could get achieved. If the 

strategic alliance proves to not create a high relationship performance, the contract should include 

clauses of renegotiating in order to re-stimulate the relationship performance (Ariño & Reuer, 2004). 

Likewise, a lack of communication of the alliance partners can trigger contract violations. Hence, the 

contract should be designed in such a manner that expectation and incentives of the firms are clearly 

communicated. Moreover, the contract needs to specify rules of communication (Agarwal et al., 

2010). This can be done by putting down clauses of regular meetings such as weekly conferences. 

The contract design should further protect the alliance partners from uncertainty.  

The experiment conducted in this master thesis has also shown that environmental uncertainty can 

encourage alliance managers to violate the contract. Therefore, the contract should include clauses 

which guard uncertainty and allow for renegotiation if the context of the strategic alliance is changing 

(Ariño & Reuer, 2004). By doing so, managers can rely on the contract if they feel that the 

communication of the partners is bad or if the uncertainty increases. Thus, the risk of contract 

violations is reduced by including coordination clauses on collaboration. Also, asymmetric alliance 

specific investments positively influence the willingness of alliance managers to violate the contract. 

Therefore, the alliance contract should prevent asymmetric investments and should regulate that all 

partners contractually invest the same amount of money. The experiment has shown that if there were 

symmetric alliance specific investments the willingness of the alliance manager to violate the contract 

has decreased. Therefore, symmetric alliance specific investments can prevent alliance companies to 

act opportunistically. Nonetheless, also those measures and considerations need to be examined in a 

close connection to trust.  

However, while including safeguards in order to prevent the drivers of contract violations to arise, at 

the same time the alliance managers need to keep an eye on the complexity of the alliance contract. 

Past research has shown that incomplete contracts allow for more flexibility of the parties to deal with 

new arising circumstances, while at the same team incomplete contracts may lead to a greater 

likelihood of misunderstandings regarding the roles of each party in the exchange (Argyres et al., 

2007). Complex contracts on the other hand, generate higher transaction and monitoring costs 

(Mellewigt et al., 2007). In addition, complex contracts are said to decrease trust (Poppo & Zenger, 

2002). A decrease in trust can further decrease the relationship performance (Zaheer & Harris, 2006) 
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which itself triggers the willingness of alliance managers to violate the alliance contract. This master 

thesis takes a different perspective on the interplay between trust and contract complexity. It is argued 

that trust needs to be built and strengthened through different actions right from the beginning of the 

alliance setup. In strategic alliances trust can be built through ongoing interactions with the partners. 

Trust arises if the actual behavior and the expected cooperative behavior of the partner match - the 

better the match, the higher the trust (Parkhe, 1998). Therefore, if the alliance contract eliminates 

opportunistic behavior right from the beginning, there is a higher expected cooperative behavior and 

at the same time a better actual behavior as contract violations are prevented which ultimately creates 

a high match and hence a high level of trust. Research has further shown that thorough communication 

can build trust (Meier, Lütkewitte, Mellewigt, & Decker, 2016). Communication, at the same time, 

has shown to decrease the willingness of managers to violate the contract and should therefore be 

promoted during the strategic alliance formation phase and throughout the whole alliance life cycle. 

By establishing routines of trust creation subsequent to the setup, design and signature of the alliance 

contract and by creating a high match between the expected and actual cooperation guided through 

the contract, the interconnection between trust and the complexity of contracts can get dissolved. 

Furthermore, a complex contract meeting the collaborative expectations from all parties creates 

involvement and thereby increases trust (Poppo & Zenger, 2002). Moreover, a complex contract 

following the implications drawn in these master thesis reinforces transparency in the relationship 

and facilitates learning processes which also stimulate trust (Mellewigt et al., 2007). 

Lastly, another consideration which should be taken into account is the explicitness of contracts. As 

aforementioned, it is distinguished between letter and spirit violations. Letter violations are “the 

failure to fulfill a clear, documented expectation expressed in the contract” (Harmon et al., 2015, 498) 

and spirit violations are “the failure to fulfill an undocumented, yet still presumably tacitly agreed 

upon, expectation” (Harmon et al., 2015, 498). The experiment conducted in the course of this master 

thesis has revealed that the perceived intentionality is higher for letter violations than spirit violations 

whereas the damage of trust has been the same for both violation types. Despite designing a complex 

strategic alliance contract to prevent the drivers of contract violations to emerge and to stimulate trust, 

contract violations cannot be fully prevented. Therefore, the risk is still emergent with complex 

contracts following the guidelines demonstrated above. However, parties which were able to build a 

high trusting relationship can consider designing certain critical clauses which are critical to be 

maintained but are likely to get violated as undocumented expectations in the spirit of the law, as the 

perceived intentionality in the case of a contract violation by spirit is lower. The initial position of a 
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lower perceived intentionality can help to keep the strategic alliance going and can help to dissolve 

the conflict due to the proposition of misunderstandings.  

All in all, taking a transaction cost economics point of view, the contract needs to be designed in such 

a way to prevent alliance partners from opportunistic behavior which results in a complex contract 

design. At the same time, transaction costs and monitoring costs need to be held at a moderate level 

which is contradictive to a complex contract design. In order to dissolve this contradiction, strategic 

alliance managers need to carefully dissect the strategic alliance context and analyze potential drivers 

of contract violations, so that the alliance contract will be designed individually depending on the 

determinants. By building a high level of trust through the contract design, transaction costs can be 

reduced, and complex contracts can be ensured. However, before signing the contract the parties need 

to make sure that the complex contract does not feature any misunderstandings to further prevent 

contract violations.  

This master thesis has revealed some drivers of contract violations in strategic alliance which 

managers should carefully analyze before designing an alliance contract. Contracts can serve as an 

instrument of coordination and control. These two understandings have different assumptions. 

Whereas the control perspective views alliance companies to act opportunistically due to bounded 

rationality and uncertainty and a lower level of trust, the coordination perspective views contracts as 

a mean to highlight rules of collaboration (Faems et al., 2008). It is argued that a thorough analysis 

of the circumstances and contexts of the strategic alliance can lead to the contract serving both 

mechanisms, which is antithetic to some studies (Harmon et al., 2015). The contract should be 

designed individually to match the context and can therefore highlight both, rules of coordination and 

joint collaboration and control mechanisms (Mellewigt et al., 2007). Following the control 

perspectives of contracts the initial level of trust in newly formed relationships is typically low, 

whereas the coordination perspective proposes that initial trust is rather high (Harmon et al., 2015). 

By following the implications on contract design presented in this thesis, the initial trust needs to be 

high in order to allow for contracts solving control and coordination issues. If a high initial trust can 

be established, complex contracts featuring both, control and coordination clauses can be designed.  

The thesis further supports the view of trust and contracts as complements as trust is understood to 

enable companies to design complex contracts. Furthermore, with a high trust and commitment to a 

complex contract from both sides, the contract can play a promotion role causing parties to act more 

cooperatively and creatively and thereby stimulating the relationship performance (Weber & Mayer, 
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2011) and decreasing the willingness of managers to violate the contract. If the contract is designed 

to generate routines for the alliance partners by including clauses of coordination, the establishment 

of trust can be further stimulated and opportunist behavior reduced (Zollo et al., 2002). Furthermore, 

by eliminating uncertainty through a contractual design focusing on control and coordination, risk-

based trust can be created (Ring & Van De Ven, 1994) which simultaneously dissolves the negative 

relationship between trust and contract complexity. 

The results which are drawn from this master thesis can further be put in relation with the 

developmental framework of cooperative interorganizational relationships developed by Ring & Van 

De Ven (1994). As mentioned earlier, this framework shows that cooperative interorganizational 

relationships are constantly shaped and restructured by actions and symbolic interpretations of the 

parties involved. The framework argues that the developmental processes of interorganizational 

relations consist of a negotiation, commitment and execution stage. These processes are cyclical and 

the duration of each stage is depended on the uncertainty of a partner (Ring & Van De Ven, 1994). 

As proposed in this master thesis, strategic alliance managers should execute a thorough analysis of 

the alliance context in order to design a corresponding contract which eliminates potential drivers of 

contract violations which in turn reduces uncertainty. Therefore, if the contract is designed to resolve 

uncertainty a priori, each stage of the developmental process is shorter which means, that the 

formation of the strategic alliance takes less time. This ultimately induces that the advantages a 

strategic alliance provides for the partners can be obtained faster which lead to a competitive 

advantage of the cooperating companies.  

The implications on contract design drawn from the discussion have effects on the alliance success. 

According to a RBV perspective, following the steps of a careful analysis of the context and adjusting 

the contract accordingly, the strategic alliance contract itself will be a valuable, rare, imperfectly 

imitable and non-substitutable (VRIN) resource. As the contract is adjusted to the specific context it 

is imperfectly imitable and non-substitutable. Furthermore, as outlined above such a contract 

stimulates the relationship performance, increases trust and thereby prevents contract violations. 

Therefore, this contract is valuable for the strategic alliance. It is rare in the sense that such a contract 

is costly and timely to design  (Ariño & Reuer, 2004) and thus is a resource which needs to be invested 

in. VRIN resources ultimately create a sustainable competitive advantage for the strategic alliance 

and its partners and increases the firm performance (Barney, 1991) . Therefore, if the alliance firms 

succeed to design a contract adjusted to the alliance context, the relationship performance will 

increase automatically which itself safeguards against contract violations. Hence, strategic alliance 
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managers should keep a close eye on designing the alliance contract, in order to keep a stable 

cooperation going and to utilize the advantages of a strategic alliance to the fullest. Through 

interorganizational relationships organization can sustain or enhance their competitive position (Kale 

et al., 2002). Hence, if the contract is a VRIN resource, the alliance firms have a competitive 

advantage. Furthermore, if all partners fully approve the contract to be a valuable resource, the 

monitoring costs can get reduced which dissolve the trade-off between complex contracts with high 

transaction costs and simple contracts with low transaction costs. Therefore, a main goal of alliance 

managers should be to design a contract which is valuable, rare, imperfectly imitable and non-

substitutable by carefully analyzing the contextual factors and implementing clauses of coordination 

and control
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Figure 2. Conceptual Framework: Drivers and Consequences of Contract Violations and Implications on Contract Design 

 

 
Source: own figure
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Figure 3 depicts the conceptual framework developed in this master thesis. In the scope of a strategic 

alliance the individual context creates drivers of contract violations. As some circumstances influence 

managers to violate the strategic alliance contract, contract breaches are no rare occasion. Contracts 

can either be violated in the letter of the law, or in the spirit of the law, depending on the explicitness 

of the contract (Harmon et al., 2015). Contract violations, independent from the violation type, in turn 

decrease the trust of the cooperating partners. In order to prevent contract breaches in strategic 

alliances which are often subject to the exchange of critical knowledge, there are implications on the 

contract design which can be derived from the drivers and consequence of contract violations. A 

contract design focusing on both, control and coordination mechanisms, can enhance the building of 

trust. Such a contract, in turn improves the relationship performance and reduces uncertainty. If the 

alliance companies succeed to design such a contract, the contract itself will be a VRIN resource 

providing the partners with a competitive advantage.  

Limitations and Future Directions 

This thesis provides a significant contribution to the investigation of contract violations and its 

implications on contract design in strategic alliances. Nevertheless, it may also raise several concerns. 

First of all, the notion of cultures and international alliances has been disregarded in the experiment. 

In a globalized world there are plenty of international strategic alliances. The boundary spanners are 

from different cultures and preserve different values. With regard to interorganizational routines, the 

alliance managers of different background might utilize potentially incompatible practices (White, 

2005) which might influence the development of trust in order to safeguard against contract 

violations. Besides this, it is assumed, that the perceived intentionality and trust damage might be 

influenced by culture differences. Therefore, it is assumed that the consequences of contract 

violations on trust and perceived intentionality are connected to the managers cultural values. Cultural 

values are presumed to influence the severity of letter and spirit violations. Some cultures might value 

letter violations as more severe, whereas other cultures might value spirit violations as more severe. 

Furthermore, cultural differences may lead to different conceptions of required tasks and of the 

alliance‘s environment, which on the other hand can cause contracts to get violated (Gulati et al., 

2012). The sample of this study was not very diverse as most of the participants are German (70%) 

due to the distribution in the students’ own network, 10% of the participants are Danish and 20% are 
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from diverse, mostly European, countries. Therefore, the sample is not significant enough to draw 

conclusions from cultural differences.  

The most popular limitation for strategy research is the external validity. Due to the use of an 

experiment, the external validity of this study is rather low. It can be argued that the scenario 

experiment is abstract and unrealistic and is limited in many ways compared to real-word settings. 

First of all, the experiment did only test drivers of contract violations derived from transaction cost 

economics and resource-based view literature. Therefore, the investigated hypotheses have not 

directly been observed in real-life contexts. However, as theory is developed to explain real-world 

observations, these theories also explain behavior in research (Croson et al., 2007). Yet, due to the 

focus on theory, this research is not comprehensive. There are many more possible factors influencing 

the willingness of managers to violate a strategic alliance contract. Moreover, the interplay of the 

drivers needs to be further examined. These factors can be assessed by researching real-life contexts. 

Despite this, the experiment did not include the character and features of the managers itself. As 

certain people would embrace a higher level of risk than others would, it is assumed that this kind of 

managers are more willed and likely violate a contract. Thus, the interplay between the strategic 

alliance characteristics and the managers characteristics is an interesting topic to research and might 

influence the results presented in this master thesis. With regard to trust, it is important to examine 

the transfer of the interpersonal to the interorganizational level, especially concerning the difference 

between interpersonal and organizational trust. Furthermore, the experiment did not investigate the 

influences of prior ties on the willingness of contract violations. Prior ties are often associated with a 

high level of trust and it is therefore assumed that a contract violation associated with prior ties has 

more severe consequences. Also, the experiment ignored the fact that some managers would rather 

plead for renegotiation than violating the contract in the first place (Ariño & Reuer, 2004).  

Second, some might also say that the personal involvement of the participants was too low to correctly 

assess the willingness of violating a contract and its consequences. The participants were only asked 

to read through a scenario and then project their thoughts on the situation. Therefore, the participants 

did not put personal consequences of contract violations into consideration such as a loss of equity, a 

loss of reputation or even a resignation of the managers. This might have led to less personal 

assessments. The only personal involvement which occurred in this master thesis is the direct 

approach of the scenario asking the participant to occupy the role of Mr. Rubber from Rubbex. If the 

study would have been conducted in a different way the results might have been different to some 

extent. However, the limited scope of this study did not allow for a deeper personal involvement. 
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Nonetheless, the research design of this master thesis through the use of a scenario experiment 

allowed for the drivers to be evaluated in essence and were not mitigated and influenced by personal 

factors. 

Third, the overall setting only consisted of a scenario that featured a strategic alliance with two 

partners which is congruent with much of research conducted on strategic alliances. However, 

strategic alliances can involve several partners (Elmuti & Kathawala, 2001). Therefore, the 

relationships and trust are not only two sided but multi-sided. This might lead to a measurement error 

when compared to real-life contexts as some companies might have a better relationship with each 

other than other companies in the same alliance. The limited time and scope of this thesis did not 

allow for a greater analysis. In addition, the experiment did only include a few consequences of 

contract violations in strategic alliances. In future research the consequences need to be further 

examined in order to further improve the contract design and to prevent contracts to get violated. The 

implications on contract design featured in this master thesis are very general. There are several and 

diverse forms of strategic alliances each with different motives and governance structures. Hence, 

also the alliance form needs to be incorporated when designing the alliance contract. For future 

research it would be interesting to examine how contract violations vary between different forms of 

strategic alliances. Moreover, the understanding of spirit of the law needs to be further investigated 

in order to fully understand when exactly contracts are violated. Moreover, the difference between 

spirit violations and trust violations needs to be dissolved. In addition to this, a differentiation between 

spirit and letter violations with regard to the context factors has been disregarded. Hence, research 

ahead needs to clarify what factors cause spirit violations and what letter violations.  

Contract violations are a common phenomenon in strategic alliances due to opportunistic behavior. 

As discussed above, if the alliance contract is perfectly adjusted to the context of the strategic alliance, 

the contract itself is a VRIN resources and is designed in such a way that it stimulates relationship 

performance and thus safeguards against contract violations. Therefore, it needs to be further 

investigated if alliances with contracts designed as outlined in this master thesis have a better 

performance and competitive advantage against other strategic alliances.  
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CONCLUSION 

The aim of this master thesis was to establish a model of the determinants and consequences of 

contract violations in strategic alliances. Through empirical research in form of a scenario-

experiment, it was investigated how the alliance context influences contract violations and how the 

corresponding consequences thereof differ by violation type. The understanding of the drivers of 

contract violations in strategic alliances and the consequences associated with them provide valuable 

information for the drafting of contracts and for the management and setup of strategic alliances. 

These insights help to design an appropriate formal contract. The thesis indicates that the alliance 

context which is constituted by factors such as the strategic importance, relationship performance, 

alliance-specific investments, communication, aligned incentives, equity and environmental 

uncertainty influences the willingness of managers to violate the strategic alliance contract. The 

higher the strategic importance of the alliance for a company’s success, the lesser is the willingness 

of alliance managers to violate the contract. This relationship is congruent with the factors of 

communication, relationship performance, symmetric alliance specific investments, environmental 

certainty and aligned incentives. Particularly the presence of equity reduces the managers willingness 

to violate the alliance contract. With this in mind, implications on contract design can be derived so 

that the risk of contract violations can be eliminated right from the formation phase of the strategic 

alliance. It was demonstrated how an adequate contract design can improve the relationship 

performance by reducing uncertainty due to an elimination of factors influencing the willingness of 

alliance mangers to violate the contract. In turn, a high relationship performance itself was found to 

reduce the willingness of contract violations of alliance managers. By including safeguards in the 

contract through clauses of both, control and coordination, the alliance context can be influenced and 

reconfigured in such a way that the risk of alliance managers to violate the contract is minimized.  

Furthermore, with regard to the consequences of contract violations in strategic alliances, the thesis 

revealed that there are differences in the conception of contract violations if agreements are violated 

by letter or by spirit. Letter violations are interpreted as more intentional than spirit violations. Taking 

this cognizance into consideration, contracts can be designed accordingly. To consciously leave 

(legal) loopholes for potential later gains, organizations should document in a less formalized way. 

By doing so, if the contract is actually violated by the company, there are better options to resolve 

the conflict than if the agreement was formalized in the contract. However, this consideration should 

only be taken into consideration if the particular contract violation, covered by legal contractual 
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loopholes, does not damage the partners trust and happens by mutual consent. Taking the implications 

of the drivers and consequences of contract violations in strategic alliances on contract design 

together, there are significant effects on the complexity of contracts. Previous research has shown 

that complex contracts destroy trust (Reuer & Ariño, 2007). This thesis features another perspective. 

It is argued that including clauses of control and coordination in the contract can enhance trust as the 

parties are assured that the risk of contract violations is minimized. As control and coordination 

clauses signalize both, safeguards and rules of collaboration, the manager’s willingness, as well as 

their possibility to violate the strategic alliance contract is reduced. Moreover, a contract promoting 

both, control and coordination, reduces the uncertainty of the alliance partners. A reduced uncertainty, 

in turn,  shortens the development process of strategic alliances (Ring & Van De Ven, 1994), meaning 

that the inherent advantages of alliances can be obtained faster leading  to a better competitive 

position of the cooperating companies. By following the steps of adjusting the alliance contract to the 

context, it is claimed that the contract itself will become a valuable, rare, imperfectly imitable and 

non-substitutable resource in the sense of the resource-based view. As these contracts enhance trust 

to arise it stimulates the relationship performance and thus the contract itself ultimately safeguards 

against contract violations. 

However, the "soft" factors such as culture, personality or human character are at least as important 

for a successful management of the alliance and contract. Hence, only the right balance of all factors 

influencing the strategic alliance context increases the probability of success of strategic alliances. 

This master thesis suggests future research directions. As the “soft” factors have not fully been 

considered in this thesis, research on the alliance managers and their personality traits seems to be 

appropriate. With regard to this, it is important to examine the transfer of the interpersonal to the 

interorganizational level, especially concerning the difference between interpersonal and 

organizational trust. It needs to be further investigated how the interplay of interpersonal and 

interorganizational trust, can prevent contracts to get violated  In connection to this it is necessary to 

examine which kind of managers are most likely to violate a contract, how this is interconnected to 

culture and how the risk of contract violations can be mitigated with regard to the manager’s 

personality.  
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APPENDIX 

Participation in a survey on contract management 
 
Welcome and thank you very much for your willingness to participate in my questionnaire. The 
completion of the questionnaire will take no longer than 10 minutes and will help me a lot with 
my master thesis. All data will be treated anonymously and will not be shared with third parties. 
 
First of all, I would like to ask you to provide the following demographic data  
Please state your main occupation. 

• Employed 
• Self-employed 
• Student 
• Unemployed 

 
Please state your age. 

• Under 18 
• 18 – 24 
• 25 – 34 
• 35 – 44 
• 45 – 54 
• 55 – 64 
• 65 – 74 
• 75 – 84 
• 85 or older 

 
Please state your gender. 

• Male 
• Female 
• Other 

 
Please state your nationality 
 
 
Please state your education  

• High school graduate 
• Apprenticeship 
• Bachelor 
• Master 
• Diploma 
• Doctorate 

 
Do you work/study in a business-related context? 

• Yes 
• No 
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Please state your corporate work experience (including internships and student jobs). 
• Less than two years 
• 2 - 5 years 
• 6 - 10 years 
• +10 years 

 
Please read the following scenarios carefully and answer the relevant questions.  
Note: This is a fictional scenario. The scenario is for research purposes only and does not illustrate 
an effective or ineffective management. 
 
Cleanext, will enter into a strategic alliance with Rubbex in May 2019. Rubbex is a successful 
manufacturer of rubber products, including cleaning gloves. Cleanext is one of the leading 
manufacturers and distributors of cleaning supplies. In recent years, Cleanext has had little success 
with the production of cleaning gloves in particular and has often had to withdraw its products from 
the shelves due to manufacturing defects. It was not possible to create synergy effects with other 
products within the company. Therefore, Cleanext enters a production strategic alliance with 
Rubbex, meaning that Rubbex will produce the cleaning gloves for Cleanext. The goal of the 
strategic alliance is mainly the exchange of knowledge: Cleanext on the one hand expects to gain 
production knowledge whereas Rubbex expects to gain knowledge about efficient branding and 
distribution. Through joint planning and early commitment, the product development can be 
shortened and marketing accelerated. In order to achieve these goals, the companies decide to meet 
on a monthly basis to exchange their knowledge. In order to keep the strategic alliance going, 
exclusivity from both sides is an important factor which is the basis of the cooperation. Both 
managers are very motivated by the contract. Through the prospective cooperation Cleanext has 
been able to achieve a 17% reduction in production costs and a resulting 30% increase in 
productivity. Mr. Rubber from the product management for cleaning gloves of Rubbex will take 
over the development of the cleaning gloves in a leading position and is responsible for the strategic 
alliance form Rubbex side. Mr. Clean, product manager at Cleanext will be the responsible person 
on the other side for the ongoing cooperation between the two companies. Mr. Clean and Mr. 
Rubber have only recently started a professional relationship that works well on a professional 
level, so that a high level of trust in the exchange relationship could have been established. 
 
Please put yourself in the position of Mr. Clean. 
Please indicate to what extent you agree with the following statements 
 
I feel comfortable working in the strategic alliance between Cleanext and Rubbex. 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 

 
I would grant Rubbex influence, even if I could not monitor their actions 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 
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Please now put yourself in the position of Mr. Rubber. 
 
In February 2020 Swipey, a competitor of Cleanext, approaches you and asks for a cooperation 
because they want to differentiate their products and want to offer cleaning gloves now as well. 
Selling the knowledge to Swipey would violate the strategic alliance contract as you and Cleanext 
have agreed on exclusivity in the sharing of knowledge, production and distribution. Contract 
violations hamper the performance of strategic alliances. 
 
How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Group 1:  
 
In the following different scenarios are presented. Please only consider the case description and the 
corresponding scenario to answer the question. 
Rubbex sales have been very stable in the last years providing you with a good competitive 
position. Rubbex has been successful with its whitelabel (no name) branding and distribution but 
promises a higher sale with the knowledge gained through the alliance. The exclusivity between 
Rubbex and Cleanext has not changed Rubbex sales, which stayed almost the same. Therefore, the 
strategic alliance between Rubbex and Cleanext is not crucial for Rubbex's sales and competitive 
position. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
Cleanext and Rubbex have agreed on no monetory exchange. You and Cleanenxt only meet on a 
monthly basis. Therefore, a termination of the strategic alliance will not have any implications on 
Rubbex’s financial situation. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 
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Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
Cleanext and Rubbex cooperation has not been going very well. None of the companies were able 
to boost their profits. The competitiveness and the strategic position of both companies were not 
strengthend. Thus, a termination of the strategic alliance will not worsen Rubbex performance. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
Rubbex and Cleanext shared all relevant information which was agreed upon in the strategic 
alliance. Furthermore, on request more knowledge was shared. All expectations are fully met on 
both sides. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 Mr. Clean and Mr. Rubber were not able to openly communicate concerns. Instead of discussing 
and talking about their needs and wishes for the ongoing cooperation they did not enter any kind of 
communication. They did not stick to the agreed upon monthly meetings. 
 
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
The market for cleaning gloves is very stable and there are no unpredictable changes to material or 
taxes. Therefore, the conditions agreed upon in the contract are an industry standard and Rubbex 
could not generate more money by cooperating with Swipey than they do with Cleanext 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
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• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 Both companies paid for a special machine which suits their needs regarding the color and size of 
the gloves. The machine is only suitable for the commonly produced cleaning gloves. Thus, the 
machine is useless outside of the scope of the strategic alliance.  
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please now put yourself again in the position of Mr. Clean. 
 
Here is a simplified extract from the contract of Cleanext and Rubbex. Contracts of strategic 
alliances are often based on trust and therefore often not every detail is included in the contract. 
 
Strategic Alliance contract 
 
Between 
Cleanext ApS   And  Rubbex ApS 
Cleanstreet 1     Rubberstreet 1 
1400 København    1200 København 
 

1. This is an agreement between Cleanext and Rubbex to build a production strategic alliance. 
Rubbex agrees to produce cleaning gloves for Cleanenxt until 2025. The goal of the alliance 
is next to the production agreement an exchange of knowledge. 

2. Cleanext is committed to purchasing at least twenty million units per year by 31.12.2025 
 
In order to keep the contract simple, you and. Mr Rubber orally agreed on exclusivity. Exclusivity 
means that Rubbex is not allowed to share their knowledge on production or to sell their gloves to 
other companies and Cleanext is not allowed to distribute any other than Rubbex’s gloves. After 
their last meeting and after signing the contract you assure that there is an exclusive agreement and 
that no exchange with other companies will take place. Mr. Rubber says, "Well, that's 
obvious." Rubbex decides to also sell their knowledge to Swipey. 
  
Please indicate to what extent you agree with the following statement 
  
Rubbex was fully aware that the knowledge exchange with Swipey would violate the contract. 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagreeStrongly disagree 
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I would feel comfortable working with Rubbex in the future 
• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 

 
I would grant Rubbex influence, even if I could not monitor their actions 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 

 
Group 2: 
 
In February 2020 Swipey, a competitor of Cleanext, approaches you and asks for a cooperation 
because they want to differentiate their products and want to offer cleaning gloves now as well. 
Selling your knowledge to Swipey would violate the strategic alliance contract as the companies 
have agreed on exclusivity in the sharing of knowledge, production and distribution. Contract 
violations hamper the performance of strategic alliances. 
 
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
In the following different scenarios are presented. Please only include the information stated below 
to your answer. Please do not consider any information given before to answer the question. 
 Rubbex sales have been very low in the last years which is caused by the whitelabel (no name) 
branding and the lacking popularity of their brand. Through the strategic alliance with Cleanext, 
Rubbex benefits from the Cleanext brand name and thereby increase its sales, making them the 
biggest producer of cleaning gloves. Swipey is not as competent in distribution and branding as 
Cleanext.  
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
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 Cleanext and Rubbex have built a mutual company for the gloves called Rubnext. Each company 
holds 50% of Rubnext. A termination of the strategic alliance would have huge implications on the 
financials of both companies. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 
Cleanext and Rubbex relationship has been going very well. Both companies were able to boost 
their profits as a high volume of business could be generated. The competitiveness and the strategic 
position of both companies could have been strengthend. All expectations to the alliance were fully 
met on both sides. 
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 Whereas Rubbex expected Cleanext to share more knowledge on their knowledge about successful 
branding, Cleanext was not interested to share that kind of knowledge. Cleanext only saw their 
obligation to distribute the cleaning gloves and to share their processes about succesful distribution 
which was agreed on in the strategic alliance contract. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 Mr. Clean and you have a good relationship which forms a good basis for communication. The 
managers meet on a monthly basis to discuss the cooperation and to resolve any conflicts. As soon 
as there is any incident affecting the cooperation, the managers call each other.  
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
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• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 In February 2020 the government expressed to impose a higher tax on the rubber used by Rubbex. 
However, the alliance contract runs for two more years with the same price conditions. Therefore, 
Rubbex is not able to adjust the conditions in the strategic alliance contract if the new tax will be 
implemented. Selling to Swipey, however, would enable Rubbex to adjust the prices to the higher 
tax. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please only include the information stated below to your answer. Please do not consider any 
information given before to answer the question except the case description.  
 Rubbex did not have to make any investments to keep the strategic alliance going. Cleanext, 
however, paid for a special machine which suits their needs regarding the color and size of the 
gloves. The machine is only suitable with the material used by Rubbex which is kept a company 
secret. Thus, the machine bought by Cleanext is useless outside of the scope of the strategic 
alliance. The termination of the strategic alliance would therefore undermine Cleanext but not 
Rubbex. 
  
Based on this information - How likely are you to sell the knowledge to Swipey? 

• Extremely likely 
• Somewhat likely 
• Neither likely nor unlikely 
• Somewhat unlikely 
• Extremely unlikely 

 
Please now put yourself again in the position of Mr. Clean. 
 
Here is a simplified extract from the contract of Cleanext and Rubbex. Contracts of strategic 
alliances are often based on trust and therefore often not every detail is included in the contract. 
 
Strategic Alliance contract 
 
Between 
Cleanext ApS   And  Rubbex ApS 
Cleanstreet 1     Rubberstreet 1 
1400 København    1200 København 
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1. This is an agreement between Cleanext and Rubbex to build a production strategic alliance. 
Rubbex agrees to produce cleaning gloves for Cleanenxt until 2025. The goal of the alliance 
is next to the production agreement an exchange of knowledge. 

2. Cleanext is committed to purchasing at least twenty million units per year by 31.12.2025 
3. This is an exclusive agreement. None of the companies is allowed to enter a cooperation 

with other companies or to sell knowledge to other companies. 
 
Rubbex decides to sell their knowledge to Swipey.  
 
Please indicate to what extent you agree with the following statements.  
Rubbex was fully aware that the knowledge exchange with Swipey would violate the contract. 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagreeStrongly disagree 

  
I would feel comfortable working with Rubbex in the future 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 

 
I would grant Rubbex influence, even if I could not monitor their actions 

• Strongly agree 
• Somewhat agree 
• Neither agree nor disagree 
• Somewhat disagree 
• Strongly disagree 

 


