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MANDY M. CHENG, UNSW Australia
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Abstract
Trustis/often positedto substitute for management control in interfirm sactions. However, this
raisesguestiors of how trust arises in new relationships, and whether trusistinat based on
prior experiencdransacting togethés sufficient to persuade managers to fargestments in
management contrel\We useanexperiment to test whether two features of the early stage of
interfirm relationship influence a buyer’s initial trust is@pplier and have consequences for
subsequent investments in management cardrdlin thecollaboration. Theetwo features are
theautonomy of théouyers manager to choose a supplier (idelegation oflecisioamaking
authorityrand the supplier’s willingness to share informativith the buyer. We find that the
buyermanages initial trust in the supplier is associated positiwglth boththe autonomyto
choosghesupplierand the supplier's willingness to share informatiofiormation content and
supplier’characteristiare heldconstantso these results are novel and distinct from prior studies
of the antecedents of tru$te find thathigherinitial trustis associated with reduced expenditure
for management cont®and increased investmarm the collaborationThus,we conclude thia
delegation, oflecisionmaking authorityandsupplier informatiorsharing behavioin the early
stages _ofrelationshipinfluencethe formation of initial trustwhich has real consequences for
investments irmanagement control arad thecollaboration
Keywords: supplier selection, decentralization, autonoaxperiment
JEL deseriptors: M41
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1. Introduction

Studies on the role of management control in mitigating the risksesfirm relationships
have focused on “trust” as a mechanism that attenuates rigkraimishes the need for controls
(Sako™1992Gulati 1995 Tomkins 2001 Dekker 2008. These wdies presume that trust is built
overitimed@s transacting parties gain experience workinghegétereafter “transacting
experience”), but are silent about how trust iald&ghed at the outset of a relationsfifmat has
been,termed “initial trust” by McKnight, Cummings, and Chervar§8L9This is an important
omissionibecause initial trust is a natural stgrpioint for the increasingly important practices of
temperary work groups and interfirm projects in which individuatsfams collaborate with
unfamiliar partiege.g.,Laan, Noorderhaven, Voordijk, and Dewulf 2Qldhansen, Selart, and
Gronhaug 2013 Indeed, initial trust has been shown teeeffcritical decisions and task
performance during the relationskiprmation phase, subsequent trust between transacting parties,
and'the'longerm success of relationshifesg.,McKnight and Chervany 200&angfield Smith
2008. This stug extends the management control literature by examining whethénpveotant
features‘of relationship formatio(i) delegation of automay to select suppliers, arfi)
infofmationsharing behavior, influendagitial trust formationandwhether initialtrust
subsequently influences investmeimtsnanagement contr®andinterfirm collaboraton.
Although'interfirm relationships take a varietyfofms (Anderson and Sedatole 2Q08he focus
of this_study is the common setting of nonequity, contbasied relationships in which dyads of
buyerstand suppliellaborate to obtain a shared return in uncepiadpects(see also
Masschelein, Cardinaels, and Van den Abbeele 2012

An.important precursor to the formation of intarfirelationships is the selection of
transaction partners. In the case of bisiguplier relationships, partner selection may be
centralized (e.g., with business units required to buy frempanydesignatd suppliers), or
decentralized (e.g., with business units given the autonomy tad aedepplierYMcCabe 1987

Sieweke, Birkner, and Mohe 201Remer, Werr, and Bianchi 2014We use motivated reasoning

! Someempirical purchasing and procurement studiiesl that abouthalf of the firms delegate
purchasing decisions to divisional managesdile the other half retain these decisions in
centralized functionée.g.,Plank and Kijewski 1991Sieweke et al. 20)2These findigs can also
apply“broadly to the delegation afitonomy to selectupplies/partnesin collaborative interfirm
relationships. FurthedthoughPlank and Kijewski and Sieweke et al. examine extreme forms of
decentralized supplier selection processeany firms lie on the continuum (e.g., allowing
manages to participate in the selection proge3he extent of deceralization varies with factors
such as firm size, environmental uncertainty, and the complexity, noveligngortance of
products(e.g.,McCabe 1987Lau, Goh, and Phua 1999
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theory(Kunda 1990 to hypothesize that having the autonomy to selgupléers will have a
positive effect on the buyer’s initial trust, alée equal. The transaet partners’ information
sharing.behavior during relationship formation is also likely tsmBeential in developing initial
trustssince, théirms have no transactirexperience. This study focuses on the act of sharing
information rather than the content of information shared betweemdttargsparties. Although
duexdiligence processes and interactions with a partner dul@tigmehip formation can reveal
useful iformation about a partner’s trustworthinésgy., van der MeeKooistra and Vosselman
20007 wewse attribution theory to predict that a sigsjd willingness to share information will in
itselfibe viewed as a signal of trustworthiness iacdease the buyer’s initial trust in thepplier
(e.g¢;'Rennie, Kopp, and Lemon 2Q1¥0/e isolate the supplier’s informatiestaring behavior
from‘the information content in order to test this hypothesis.

Turning to the consequences of initial trust,lwpothesize that greater initial trust of the
buyeristassociated with reduced investment in management camdrsicreased investment in
the lbuyersupplier collaboratiorBy mitigating perceived risk, initial trust allowse buyer to
economize on cortls for a given investment in the collaboration,at the other extreme, to
maifitain the same level of control while investingre heavily in the collaboratidnf the effects
of trust'are not confined to reductions in management contrdlg)do influence investments in
the.collaboration, then a failure to consider both provides an pletepicture of the role trust
plays insovercoming the risks inherent in interfimansactions. In the research setting, the
investment in controls precedes theastment in the collaboration, thus we hypotheiia¢ a
given investment in controls is associated positively with subsequeastment in the
collaberation. To our knowledge, this study is the first tratr@nes investments in both
management carols and in the collaboration.

The results show that both the autonomy to setecstipplier and the supplier’s willingness
to sharerinformation increase a buyer manager’s initial tnusiei supplier; however, there is no
interaction,effect. Higher initial trust is found be associated with lower expenditures on
management controls and higher investments in the collaboratioheFunitial trust mediates
the relations between each feature of relationship formatidriree buyer manager’s control and
investment decisions, respectively. That is, a manaberselects a supplier has higher initial

trust, and’hence spends less on controls and more on the coltabtivah one assigned a

2\We focus on the real consequences of trust rather than thmatpi.e., lowest total cost) level
of trustthat balances theosts of control loss against tbests of control investents(Anderson,
Dekker, and Van den Abbeele 2015
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supplier. Similarly, a manager whose supplier wgllynshares (decisirirrelevant) information
has higher initial trust and thus spends less on controls aredandhe collaboration than one
whose. supplier refuses to share extraneous information and wkadrditains the information
fromeother, sources.

Prior.research Isaestablished that trust has two components: competencevinicst,is
defined-assthe belief that the partner has thehilitgyao complete the transaction, and goodwill
trust,which is the belief that the partner wilt aéth integrity and benevolence in completing the
transaction(Sako 1992Das and Teng 200Dekker 2004 When we decompose the measure of
trustinto.these two components we find that both the autonomy t sefpliers and suppliers’
information-sharing behavior significantly increase competearagoodwill trust. However, the
association between informatisharing behavior and competence trust is weaker than that for
goodwill trust. These findings highlight the importance of undedstey thespecific mechanisms
of trustformatior—mechanisms that appear to differ for different components df Wesfind
that competence trust reduces spending on controls and increasgsant in the collaboration.
In contrast, goodwill trust reduces spamglon controls but has no effect on investment in the
collabaration.

Thissstudy makes three distinctive contributionghioliterature. First, it extends the literature
on.trust and management controls in interfirm sg#ito the special caseiatftial trust(i.e., trust
that is_net'based on transacting experience). Research asetioé controls to mitigate interfirm
transaction risk has been criticized for almost exclusivéyynge on theory “grounded in
economics’(Arino and Ring 2010, 1054In using behavioral theories to examine antecedents of
initiahtrust; we contribute evidence on the microfoundatiortsust formation and extend prior
researchion management controls (i.e., delegation of deaskimg authority) as antecedents of
trust,While extant studies focus on selecting thght'i partner to enhance trustan der Meer
Kooistrarand Vosselman 200Bhua, Abernethy, and Lillis 20}, 1his paper contributes evidence
that delegating the right to select suppliers gigesto a cognitive state that affects subsequent
deebions=Similarly, prior studies focus on tbententof information shared between
collaborative partners as the basis of buildingd@stroying) trusTomkins 2001 Vosselman and
van. der. MeeiKooistra 2009. We find that suppliers’ informatiesharingbehavioralso affects
initial trust, holding constant information conteltisleading or misinterpreted behavioral signals
may,prompt buyers to invest less in controls and more in thabooation than transaction risks

warrant. By investigating mechanisms that give tasmitial trust that are both theoretically and
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practically important, we address a common critighat the development of trust is theorized but
has limited empirical suppoftan der Werff and Buckley 2@}

A.second contribution is the joint consideration ofrilsk-mitigating effect of initial trust on
investments in both management controls and the collaboration. Inkp&uenall (2004 and
Langfield-Smith (2008 examine how trust in the relationsHigrmation stage affects contro
choices=The research design of this study adhtpossibility that risk mitigation is met with
increased investment in the collaboration in addition to oradsdé reductions in management
control investments. Thus we provide a more complete gictithe effects of initial trust.

Finally, to the best of our knowledge, this study is the firstecompose trust into its two
components to examine whether their antecedents differ and whethbatieediffering
influences on spending on controls amdthe collaboration. The preliminary findings suggest that
this approach is a promising avenue for understanding mechanisnisdbytimst mitigates risk.
Whilethe"autonomy to select suppliers affects lsottmponents of trust, we find that the
suppliersinformation-sharing behavior has a stronger association withlgdl trust than with
competence trust. Moreover, we find that goodwill and competemsteinduce responses of
differing intensity. Specifically, goodwill trustls a muted effect on investments in the
collaboration as compared to competence trust.eTpediminary findings suggest that different
forms of trust correspond to different responses and, potgnt@tifferent management controls,
a propasition that merits further research.

The‘remainder of the paper is organized as follows: Section 2useridevant literature on
trust in interfirm relationships and develops the research hypott&seon 3 describes the
experiment and the variable measures. Section 4 presents andadishesesults of the

experiment, andection5 concludes with a brief summary of results.

2. Background and hypothesesdevelopment
Trust in interfirm relationships

Following conventions of prior studies, “interfirmust” is defined as: (i) a firm having
positive expectations about its partner (e.g. gb@ti the partner’s abilities or that the partndt w
not act against the firm’s interest); and (ii) mrfibeingwilling to be vulnerable to the actions of
its partnerseeRousseau, Sitkin, Burt, and Camerer 198@nkins 2001 Vosselman and van der
MeerKooistra 2009. Interfirm trust includes beliefs that a tranton partner has the requisite
skills*(ability), is honest and committed to keeapits word (integrity), and is concerned about and
has positive intentions toward the firm’s intergétsnevolencejMayer, Davis, and Schoorman

1995 Nicolaou, Sedatole, dn_ankton 201). Interfirm trust can exist at multiple levels betn

This article is protected by copyright. All rights reserved



individuals and/or firmgTomkins 2001 Velez, Sanchez, and Alvar&ardet 2008 This study
examines an individual’s (i.e., a buyer manager’s) trussimpplying firm and its employees.

Early research on interfirm trust posits that tidistinishes the need for formal controlsitas
reduces'behavioral uncertainty and perceived(Bsis and Teng 200Yosselman and van der
MeerKooistra 2009, induces and extends the scope of cooper@bas andleng 1998Velez et
ak 2008;zand enhances performance and stability of the relatio(aiger, McEvily, and
Perrone 1998 Empirical tests of these propositions adopt défifie trust measures. In one
approachytrust is measured indirectly by assurttiagit is present between firms that interact
repeatedly, but absent (or markedly diminished) in new partnensitipsut prior transacting
experiencde.g., Gulati 199p Other studies, like this one, use validated sdaldsectly measure
trust'on a‘continuous scaldicolaou and McKnight 20Q6Nicolaou et al. 2011 Whether it is
measured,directly or indirectly, embedded in most studib®iassumption thatust is gained
through'transacting experience.

A number of studies challenge this assumption, arguing that taysexist at the outset of a
relationship, or may emerge early in relationship formationredfansactions begie.g.,
McKnight'et al. 1998Christ, Sedatole, and Towry 2Qi&n der Werff and Buckley 201L4Even
without firsthand transacting experience, “initial trust” el@ps based on dispositional,
institutional, and cognitive factors. Whether iaitirust is stable (i.e., robust) or prone to cleang
(i.e., fragile) depends on antecedent conditisash as public repuian, first impressions based
on‘the"other party’s willingness to share information, and an thaiVs disposition to trust
(McKnight et al. 1998 Initial trust is important because it leavesdng imprints on the
development of [diaborative] relationships in later stages of depehent”(Vlaar, Van den
Bosch;and Volberda 2007, 40®itial perceptions of a partner’s trustworthiness may hawvg lo
termieffects because cognitive processes promote the maintenhetiefefe.g.,McKnight and
Chervany=2006van der Werff and Buckley 2014nkpen and Curral2004 and Langfield
Smith(2008 highlight the importance of studying actionglavents that affect trust during the
relationshipformation stage. If there is minimal trust at the outsetrelationship, then perceived

transaction risks can be mitigated by spending more on managesnénis? In contrast, if trust

*nitial trust is particularly valuable if controbsts entail fixed costs that are “sunk” in future
periods asiwell as variable costs. In ttase, the benefit of trust gained through transacting is
limited to savings associated with eliminating or reducing variai¢rol costs. Dy€1995 notes
that it is common for theoretical studies to assume such atcosture (e.g., a fixed cost of
contracting per contingency or risk).
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exists prior taransacting, partners may diminish spending on management contiafs/ast
more in the collaboration.

This. paper investigates antecedent conditionsitiflaence initial trust in interfirm
relationships; specifically, the influence of tweafures of relationship formatierthe delegation
of autonomy to select suppliers and suppliers’ informasioaring behavier-on a buyer
manager’siinitial trust in a supplier. We furth&amine the consequences of initial trust on
subseguent spending on management controls and on the collaborgtioa.lHpresents a
schematie,of the model. To shed light on the mechanisms ofdragation and potentially
differing.effects on subsequent investments, initial trudeomposed into its two components:
competence tist and goodwill trust. The following sections develop the resdgobtheses
about'the'effects of delegation of autonomy to select supphersuppliers’ informatiosharing
behavior on buyers’ initial trust.

[INSERT FIGURE 1 HERE]
Delegation of autonomy to select suppliers and initial trust

Management controls are designed to align organizational structuréh@ delegation of
decisionmaking authority, performance measurement systems, and ireceatiemes) with
strategy:to deliver superior performar{densen and Meckling 1993n considering factors that
influence a buyemanager’s initial trust in a supplier, we focustbe delegation of a specific
decisionmaking authority—the selection of a supplierto an employee who is charged with
managingthe buyesupplier relationshign an experimental study, Slonim and Garba(2008
find that participants who are allowed to specify age and gehdeaateristics of their partners
are meore attracted to, and have greater initial trust in, phaetiners compared to those allowed no
inputsThey also spetate that, independent of partner characteridfiesact of participating in
partner selection affects trust through a “behavioral eff8amilarly, McKnight et al.(1998
theorizesthat one’s perception of having some control ineertain situation facilitates the
formation.of initial trust.

Priorstudies find that selecting a partner with thght” characteristics enhances tr(sin
derMeefKooistra and Vosselman 200Phua et al. 20)1If initial trust in a partner is driven
only by partner characteristics, then all else equblyer manager’s initial trust in his supplier
should.be'the same regardless of whether the supplier is chokan by his superior. In contrast,
werdraw on the theory of cognitive dissona(ieestinger 1957and related research on motivated
reasonindKunda 1990 to hypothesize that the mere act of choosing a supplier caselfy
increase a buyer manager’s trust. Cognitive dissonance theorssutge individuals who have
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made a difficult decisioexperience poaiecision dissonance (i.e., psychological discomfort
arising from the concern that the decision may not be optifafda extends this argument,
positing.that dissonance motivates individuals entally restructure available informatiom t
supportithe belief that their decision is correct and to deeiihg foolish or inept. For example,
one may.focus on advantages (disadvantages) of the chosen (rejptitad) The tendency to
evaluatesinformation in ways that are consistent wiefeences is known as “motivated
reasoning’{Kunda 199).

We posit that a buyer manager with the autonomy to choose aesugpliotivated in the
manner.described by Kunda to believe that the supplier has titye tabsucceed in the
collaboration (i.e., competence trust) and the intentions twiicintegrity and benevolence (i.e.,
goodwill trust). Hence, holding supplier information constant, withesize that a manager who
is given the right to select a supplier is morelljkto perceive that supplier as trustworthy and to
bestow'both competence trust and goodwill trust upon the supgieratmanager with no

decision autoomy.

HYPOTHESIS1. The buyer manager’s initial trust in a suppliethigher when he has
autonomy to select the supplier than wherdoes not have autonomy to select the

supplier.

Information-sharing behavior and initial trust

During the uncertain early stages of relationsbhipnfation, firms actively search for
information and are attuned to cues about potential partnerenbtfon that sheds light on
partners’ relevant skills, experience, and values can increasbytnesticing information
asymmetry and uncertainffomkins 2001Vosselman and van der Melépoistra 2009. Trust
can also be built when partners signal commitment to the relatioirgiiption to cooperate, and
(hence) trustworthiness by providing information thiatis them in a vulnerable position. For
examplethe provision of sensitive cost information @penbook accounting can build trust
(Dekker 2003 However, in willingly sharing sensitive information, the influenoéinformation
content and of the signal provided by this action are confounded oftraunications literature
finds that both information content and behavior of a speaker itftuperceptions of
trustwarthinesgWhitener, Brodt, Korsgaard, and Werner 1p98

Thesexfindings prompt us to ask whether a supplier’'s informatianingbehaviorsignals
trustworthiness and increases a buyer managetial iimust when the content of the information

being shared does not indicate the supplier’s trustworthinesgivelly, the supplier’s
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informationsharing behavior could have no bearing onntla@ager’s initial trust in the supplier if
he recognizes that the information content shared is irrelevéim¢ collaboration and does not
shed.light.on the supplier’s trustworthiness. Similarly, becthessupplier does not benefit from
withholding innocuous information, the refusal laee such information may not reduce initial
trust, However, attribution theory provides guidance in undetstgmow an act of sharing even
irrelevantsinformation influences initial trust.

Attribution theory posits thandividuals continually interpret other people’s behaviors in an
effortito establish their motivatiorf§Vagner and Gooding 19Rbservers tend to attribute
observeddbehavior to dispositional factors (i.e., an actersomality) rather than to external
situational factors, and they often draw on their own behawviepairtoire to explain others’
behaviors. Thus, the attribution process is influenced by peliefs and experience about what
constitutes reasonable causa{iBilbert and Malone 1995Prior studies posit that trust is a result
of an“attribution process. Rennie et(@010 find that auditors attribute trustworthiness to rige
wha communicate openly. In this vein, attribution theory sugdleata buyer manager will
attribute"a'supplier’s informatiesharing behavior to the lattetisistworthinessndependent of
information coment. The manager interprets the act of sharing information as e@d¢dnictegity
and benevolence, which engenders goodwill trust. A supplielliagriess to share information
may.be interpreted as the supplier having nothing to(eide,any prior failures or evidence of
incompetence Thus, competence trust may increas¢emdency to think positively of the
supplierrand his ability to do the job may also stem from theager’s goodwill trust in the
supplier. Conversely, the refusal to share information mayliEhavioral cue that the supplier is
lacking,in,goodwill and/owishes to hide incompetence. The above arguments are summarized as

follows:

HYPOTHESIS2. The buyer manager’s initial trust in the suppligehigher when the suppliés

willing to shareinformation aboutis firm than wherherefuses to share informatio

Delegation.of autonomy to select suppliers, information-sharing behavior, and initial trust
Research on motivated reasoning bias and cognitive dissonance stiggigsast decisions

affect howanew information is interpreted. Cognitdissonancéheory posits that individuals

experience increadeognitive dissonance when they receive informatiat is inconsistent with

a prior decision. In response, they downplay the significahttésoinformation(Festinger 1957

This article is protected by copyright. All rights reserved



Aronson 199% Thus we expect that autonomyskelect suppliers will cause a buyer manager to
downplay the significance of his chosen supplier’s refusal to &farenation. In contrast, a
buyer.manager who did not select his supplier will not feel a psygical need to justify a prior
choiee;nors he likely to hold a strong prior belief about gesigned supplier. As such, his initial
trustin the supplier will be reduced by the disagvthat the supplier refuses to share information.
Thisssuggests an interaction effect where the decreasdiah tinist that accompanies a supplier’s
refusal to share information is less for a buyer manager elbaots the supplier than for @mho
is agsigned the supplier.

There are, however, two reasons why we may not observeesaciion effect. First,
motivated reasoning theory broadly posits that even in the absencen@iveodissonance,
individuals are motivated to construct beliefs and interpret nfasniration to support their
preferred conclusiofKunda 19871990. Thus, a buyer manager with autonomy to select
suppliers‘will prefer to conclude that the supplierchose is trustworthy. He may engage in
motivated reasoning and interpegty new information about the supplier more favorably to
supportithis preference, even if the new information does notehrbi prior decisiofKunda
198%). Accordingly, he may more strongly attribute a willingnesshiare information to a
supplier'sitrustworthiness and downplay a supplier’s refiossthare information as compared to a
mareger who is assigned a supplier. If théghe case, autonomy to select a supplier will increase
a buyersmanaggs initial trust in his supplier under both typesrdbrmationsharing behavior.
Second;"motivated reasoning bias is constrained by an indiviéindity to construct a
rationalizaion. Very strong counterevidence will force an individual to acaspindesirable
conglusion, (Kunda 1990). Similarly, Kieslér971) argues that cognitive dissonarioduced self
justification behavior is mitigated by very strong negative feedbwiforces an individual to
abandon.a decision commitment. Neither theory makes clear wisditets ‘very strong”
counterevidence. However, if a supplier’s refusal to stmrecuous information is seen as a very
strong.negative behavioral signal, then a buyer manager with autdo@ehect suppliers may
lower:his:assessment of the supplier’'s trustworthiness degpésra to conclude that his supplier

choicemwas correct. Based on the above discussion, we pos#diinfpresearch question

RESEARCHQUESTION: Does theeffect thathe supplier’s informatiorsharing behavior have
onthe buyer manageriitial trust differ depending on whether nothehas the

autonomy to seleché supplier?

The effect of initial trust on investment in management control and in the collaboration
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The extant empirical literature on interfirm managat controls focuses almost exclusively
on the riskmitigating role of trust and its impact on the design of managecoemtol systems
(Gulati.1995 Coletti, Sedatole, and Towry 200Ghrist et al. 2012 An equaly important but
little .explared path by which trust may influenegerfirm collaboration is the effect it has on the
real activities of collaboration. Although the risktigating effects of trust may reduce
management control investments with no changte real activities of collaboration, it is edyal
plausible that trust makes possible greater investsnin the collaboration with no changes to
management contro{&ndersonChrist, Dekker, and Sedatole 2014

Consider first the relation between initial trust and spendingontrols, holding investments
in the' collaboration equal to what they would be in the absencdief tnist. Higher levels of
trust'reduce perceived risk in a relationship, and thus reducedakfor control§Groot and
Merchant 2000Das and Teng 2001 We predict that, on average, a buyer manager with greater
initial'trust in the supplier will spenéss on management controls to avoid incurring unnecessary
costs

HYPOTHESIS3a The buyer manager’s initial trust in the supplismiegatively associated with

hisspendingon controls

Nextpeonsider the relation between initial trusd anvestments in the collaboration, holding
expenditures on controls equal to what they would be in the absemiial trust. Common risks
of interfirm transactions include the potential fartnerdo behave opportunistically (i.e.,
relational risk) and for the collaboration to fail to achidesired outcomes due to partner
incompetence and factors other than noncooperative behavior (iferp@nce risks{Das and
Teng 2001 A buyer manager who has high initial trust in a supplier hagt@reonfidence in the
supplier'scompetence and goodwill, and perceives less relational aratiparfce risk in the
collaboration. All else equal, if a buyer expedtghler returns from the collaboration (i.e., risk of

failure is decreased), he will invest more in tb#aboration. Thusve predict

HypoTHESIS3b. The buyer manager’s initial trust in the supplismiositively associated with

hisinvestment irthe collaboration

“'Some management accdimy studies observe that formal controls and trust are complements
(e.g.,Coletti et al. 2005Velez et al. 2008 However, the association between trust and formal
controls depends on the stage of collaboration and the role oblsdiivmkins 2001 Velez et al.
2008. We study initial trust formation which precedes control investment dasisiod, hence,
predict a negative relationship between control and trust.
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Together, Haand HD anticipate that the risknitigating effects of trust have consequences for
bothinvestments in management controls and in thelmoligion; that is, initial trust prompts a
mix/of investments that lies on a continuum.

Iftrustistused in combination with management controls to mitigeitéDas and Teng
2007, then investment in the collaboration will be isfhced byboththe level of trust and the
levelof‘control. Representing controls as a balanced portfotiornmon in seminal management
control frameworkge.g.,Ouchi 1979Jensen and Meckling 199&nd trust is commonly treated
as partof the control portfoligwan der Meekooistra and Vosselman 2000 he possibility that
trust acts in conjunction with controls to mitigate risk necdssiteonsideration of an association
between investments in controls andha collaboration. That is, other than directlyr@asing
investment in the collaboration by mitigating rislkee H&), trust can adhroughcontrol
investments to mitigate risk and to promote investment in theboolition. Therefore, holding the
level of trust constant, we predict that investraentcontrols are positively associated with

investments in the collaboration. We allow for théssibility with?:

HYPOTHESIS4. The buyer manager’s investment in the collaboration is positasdociated

with prior spending on controls.

3. Researchdesignand variable measures
Overview of the experimental task

We conduct a 22 betweersubjects, computdrased experiment (developed using tHeee
software(Fischbacher 20QY with 132 participants recruited from an advanced management
accounting undergraduate course in a large Australian uityvdrse two independent variables
are the"buyer manager’s autonomypédect suppliers (autonomy versusangonomy) and the
supplier’s informatiorsharing behavior (willing to share information versus refuselsares
information). Upon arrival at the computer lab, participantsamdamly assigned to one of the

fouritredaments. They then assume the role of a research and devetdR&&) manager in a

® Alternatively we nay consider investments in controls and in the collation as joint decisions
(i.esstheycovary) However, in practice these decisions are oftalesequentially over a period
oftime during which new information becomes availabldadjustment costs often make it
suboptimal to revisit prior decisions. Agesult, earlier investments in conroiay not fully
anticipate subsequent investment decisions about the collaboBdi®and Ten¢1998 and
Colletti et al.(2005 similarly predict that more extensive control induces greatbsequent
investment in the collaboration.
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medical technology firm that recently invented alinal device which it plans to develop and
produce in collaboration with a supplier. Particifsaare told that the joimiroject’s success, on
which.their/own payout depends, is determined by: (i) the amounsgieey on monitoring the
supplier ($6$30,000); (ii) the amount they invest in the project#M,000); (iii) the state of the
economy.(recession/normal/high groyytand (iv) the effort that the supplier exerts
(low/average/high). All participants choose the amounts to spentbnitoring and to invest in
the project. Participants in the autonomy treatment also elmws of three suppliers. The level of
supplier efort and the state of the economy are unknown at the timéhds#t choices are made.
Participants are told that the marginal retuimeffort for each supplier “type” increases with
monitoring\except for a supplier that already exerts high efiod,hat the three economic states
are equally likely’ Upon completing the experiment, participants receive a payeatiam the
profit or loss of the joint project and unused funds that aremested in either the project or
controls“Figure 2 summarizethe steps of the experiment which are detailed below.

[INSERT FIGURE 2 HERE]

The'eomputer task begins by illustrating how the R&D division’s peréorce is determined.
To ensure that participants understand how their performance agafculated, theynust
correctlysanswer several questions about the calculation ofuiséodis performance before
proceeding. Qualified participants then read descriptions o fiotential suppliers. Each supplier
has twospositive attributes and one negative attieif-igure 3). Participants are expected to weigh
theserattributes during selection, which ensures that thsgguently experience cognitive
dissonance. Participants learn from a reliables®thrat (absent monitoring) the suppliers differ in
the effort;hat they will exert in the joint project (the suppliers includeva average, and high
performer); however, eante, each supplier's effort is unknofAt this point, participants in the
autonomy condition choose a supplier, while those in theutenany condition are told which

supplierthe CEO has selected based on the same informationdipgivate information).

® Thesstate of economy is included to indicate that the investment project involvesasgiae of
uncertainty and is not riskee. It represents performance risk that is outside the participant’s
control.

" Unused/funds are included in the division’sfpemance calculation to allow participants to
internalize the true cost of investment, and to encourage thenar&dully consider their
investment decisions.

&The supplier descriptions do not include statem#vatsdirectly indicate the supplier's

willi ngness to exert effort in the joint project. We conducted a pdbwi¢h tenstudents and three
accounting faculty members to verify the comparable desisabflisuppliers. Another eight
accounting faculty members and students reviewed the modifsedpteons and additional
changes made to further balance the supplier attributes.
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[INSERT FIGURE 3 HERE]

Next, participants receivadditionalinformation about the selected or assigned supatier
follows:.the supplier had some initial installatiproblems with its payroll system but the
problemsyhave been resolved by an IT firm; and the supplieuctmdnnual strategic planning
retreats for its employees. Specifically, partiaysdearn that the supplier's CEO has either freely
shared-orrefused to share additional information about the sufigi, the informatiorsharing
behavior manipulation). In tHgefuses tsharé condition, participants are given the same
additionahinformation rad told that it was obtained through other sources, ensuring that
informatien content is common to all participantsc®8ese our focus is on the supplier’s
informationsharing behavior rather than information content, the additiofahnation is not
directly relevant to the joint projectThe participantshenanswer two questions to verify their
understanding thaachsupplier perforraatadifferent level and that they recall the identifytioe
supplierthatthey are workingvith.

Participants nexanswer questions that measure their initial trust in the supatidrthen
determinethe amounts to spend on monitoring and on the joint praeitigants are told that,
on average, increasing the level of monitoring increases thdextgpffort, tut supplier effort is
capped-atthe level that corresponds to the effort of adffght supplier in the absence of
monitoring® Thus, monitoring only improves performance for leffort or averageffort
suppliers:"Also, funds are not fungible; funds spent or unspenanagament controls do not
diminish or augment funds available for the project, and vicavérs

After making these decisions, participants respond to two manguuletiieck questions before

learning,the R&D division’s postivestment pedrmance, the supplier’s effort, the state of the

° In folleW-up questions, all pildest participants indicate that they do not corrsiiis
information relevant to their assessment of the supplier.

191f'the supplier imot a high performer, a rigkeutral participant shouliitst spend on controls to
ensure that the supplier is exerting high effort goash invest all additional funds in the
collaboration.

' A research design that permits the unconstrained allocationestment funds between
controls and theollaborative projedhas the same effect as combining both funds and allowing
participants to apportion the total amount between controls anuidjeet. Thiscorrespondto a
scenario_in which both decisiongaimultaneou§.e., allocating more funds to controls
necessitates allocating lessthe project)We opted for sequential decisions with constraints o
thexfungibility of funds to mirror the evolution of decisions éshk” costs that characterize
investments in interfirm management contif@iseAnderson and Dekker 200Bhua et al. 20)1
This research design, which perngeguential decisions, is appropriate for testing H4 which
predicts that investment in the collaboration is influenced bptbeeding amount spent on
controls.
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economy, and their own cash payout. The first manipulation clsskparticipants whether they
chose the supplier or the CEO assigned the supplier; aséd¢bad asks whether the additional
supplier.information was voluntarily shared by the supplier or ta@ye across the information by
chanceUnless otherwise stated, results reported in s pee based on a sample of 94, which
is obtained after excluding 36 participants who failed one or batiipdation checks and two
autlier-eased? Final payouts for th80-minute task ranged from A$11.50 to A$25.50, with an
average of A$16.45 per participant. Figure 2 provides a sampldat#n of divisional
perfarmance.
I ndependent variables

Autenomy toSelectSuppliers The autonomy to seleatsupplieris manipulated at two levels
Participants are either free to choose one of three supmigienomycondition), or are assigned a
supplier by their CEO (nrautonomy condition)To guard againgbarticipants infering that the
CEOrhas'private knowledge about supplier effort, they are tolth¢hgtinfamiliar with the
suppliers and does not provide a reason for his choice.

InformationsharingBehavior Theinformationsharingbehaviorof the supplier is
manipulated at twtevels Participants are eithegiven additional information about the supplier
andtold that thesupplier'sCEOwaswilling to shareit (willing to sharecondition) or told that the
suppliersCEOrefusesto share additional informatiginefuses to shareondition) In the latter
condition; theparticipans aregivenidentical additional informatioand told thathey came across

it by chance

Dependent variables

Thethreedependent variables are the buyer managtial trust in the suppliefinitial
Trust),spendingon management controControl Spending, and investment ithe pioject
(Projectiinvestment

Initial Trust: Initial trust is measured using a stem scale based on Mayer et(@995 and
adapted to the interfirm settirflyicKnight, Codhury, and Kacmar 2008icolaou et al. 2011

12 Fifty-threepercent ofmanipulation check errors acausedy participants in the rautonony
conditiongincorrectly reporting that they chose a suppBafore answeringthe manipulation
check questionsthese participans answeed a hypothetical choice question about whether, if
given“a choicethey would choosehe same supplier as the oasigned We speculate thahe
high,error ratanay bedue to participants misinterpretitigis question as asking them to choose a
supplier.lnraddition,we excluddwo outlier casewherethe selected investments ($33 and $3,500
respectively) are more thahree standard deviations below the mé@ousineau and Chartier
201Q Kline 2010. See therobustness tests performed using the full sample and incorporating
outliers undetAdditional robustness testdfi theResults section
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Table 1 provides the wording of the six items and descriptivistgtaton participant responses.
All items are measured on a seyawint Likert scale (1 = “strongly disagree” and 7 = “strongly
agrée”)..\We derive the measure of initial trust from an egpdoy principal axis factor analysis
(whieh"does not require normally distributed datéh direct oblimin rotation (which allows
factors tode correlated). Although all items l@edone factor, item 2 has a very low factor
leading-0f:0.58. For sampfézes of 85 and 100, factor loadings greater than 0.60 and 0.55,
respectively, are significafitair, Black, Babin, Anderson, and Tatham 2Q@Bus for our sample
of 94respondents, item 2 is somewhat troubling. Because veelgténg a validated scale to the
novelsetting of buyesupplier relationships, we err on the side of caution and rémeéctor
analysis after dropping the potentially problemégm 2. The remaining five items have high
internal reliability (Cronbachlpha = 0.87) and load on one factor that explains 67 pesteéam
variance, with loadings ranging from 0.63 to 0.90 (Table 1) anibanwalue of 3.36. The factor
scores‘are used to compute the composite measimiéal trust for conducting ANOVA
analyses®, and these five items are also adopted as measures of therimtidhtent variable.
[INSERT TABLE 1 HERE]

Control SpendingControls are defined in relation to investments in monitoring nréshes
that'are used tmotivatesuppliersto exert effort in the collaboration. Control spending measures
the.amounthata participantspendson monitoring supplier effort ($8530,000).

ProjectinvestmentThe amoung participant investin the joint project ($6$50,000).

4. Results

With the exception of H4, the correlations presented in Tabledda preliminary support for
the 'hypotheses. Each independent variable hasidicigt positive association within initial trust,
and'initial trust has a significant negative asati@nwith control spending and a significant
positiverassociation with project investment. TRipdtheses are tested in two stages of analysis.
First, we perform a twavay ANOVA to test the main and interaction effects of the buyer
manager’'s autonomy to selettppliers and the supplier’'s informatigharing behavior on initial
trust (H1, H2, and the research question). Next, we usewstlieguation modelling (SEM)
software SPSS Amos 20.0 to estimate the model depicted in Figkiliee 2010 and to test H3a,

H3b,"and H4. The SEM results also provide estimates of thedhdifects of selection autonomy

3'As.a sensitivity analysis, weerform confirmatory factor analyses and compare the
unconstrained measurement model to an alternative model in whfabktal loadings and error
variances are constrained to be equal. The results ofsgehre difference test show that the
unconstrained model has a significantly betterfit(=52.00,df=8, p<0.007). Thereforewe
reject the use of an equalleighted measure of initial trust.
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and informatiorsharing behavior (acting through initial trust) on control spendird project
investment, as well as additional supporttfie ANOVA tests of H1 and H2
[INSERT TABLE 2 HERE]

ANOVA analyses: Testing H1, H2, and Research Question

H1'predicts that a buyer manager with the autonomy to chamgepdier has a higher level of
initial trust than one who is assigned a supplibe descriptive statistics reported in TablgaBel
A show'that the level of initial trust is higherr foarticipants in the autonomy condition than those
in the neautonomy conditiotf (5.80 versus 4.89). Tablepanel B also shows that this difference
(the main effect of the autonomy to select supplisrsignificant (F=20.479<0.01)*° Thus, H1
is supported.

Two further tests show that, holding supplier description congtengct of choosing a
supplier influencegrust. First, we divide participants into three groups based on supplier
preferences and condumteway ANOVA test for each group to assess whatinitial trust
differs between the two treatments. We select palficipants in the nautonomy treatment who
indicated that they would have chosen the supplier assigned BYetBeBy matching these with
participants in the autonomy treatment who chose the same supglieontrol between
treatments for differences in initial trust tha¢ associated with the suppliers’ descriptions. The
resulting. three groups with different preferred supplierommequal sizeén = 13, 11, and 35).
For.the largest group, theitial trust associated with treutonomytreatment (59) is
significantly higher F=7.08,p=0.01) than the neautonomytreatment 4.98), as expectedhe
results for the two smaller groups are not sigaiiity different, whit is unsurprising given the
small'sample size#\s a second test, we combine all three groups and incoegd'staiplier name”
as a covariate to fexamine the relation between autonomy to selegil®up and initial trust. As
expected, the initial trust associated with theaainy treatment (5.80) is still significantly highe

(F=9.02,p<0.01) than the nautonomy treatment (5.05), and there is no significant relation

4 We also, ask participants with assigned suppliers to indicate (i) if they would hawm ¢hes
same,supplier as that assigned by the CEO, and (ii) thet éxteshich they believe that the CEO
can choose a bettperforming supplier than themselves (“cdehce in the CEO")A oneway
ANGOVA test shovs no significant difference between the initial trust aftipants who prefer
thenassigned suppliers and those who prefer other supglfescorrelation between initial trust
and confidence in the CEOatso not significantly different from zerdaVe thereforeexclude both
variables from subsequent analyses.

15 Unless otherwise indicatedie report twetailed p-values for all ouF-tests and Chsquare

tests, and on@iledp-values for tests of pattoefficients.
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between the covariate and initial trust. Theselte#udicate that the behavioral effect of selactio
on initial trust exists after controlling for supgyl characteristics
[INSERT TABLE 3 HERE]

Consistent with H2, Table, anel A shows that initial trust is higher when supplier is very
willing to_share additional (decisieirrelevan} information as compared to when a supplier
refusesstosshare additional information that subsequently beconikeblkevb.55 versus 5.12).
The ANOVA result shows that this difference is dfigant (F=4.01,p=0.05), which supports H2.
Thusyeven when theontent of the irrelevant information is held constant, the sufgplie
informatiensharing behavior has a positive impact on initiast.

We next turn to the research question of whether the influenbe stipplier’s information
sharing behavior onitial trust differs with the buyer manager’s automoto select the supplier.
The ANOVA results inform this research question by showing thanhtaeaction effect is not
significant £=0.08,p=0.78). Thus, there is no conclusive evidence that autonosejldot a
supplier differentially affects the buyer manager’s respam#ieet supplier’s informatiosharing
behavior®

SEMranalyses. Testing H3a, H3b, and H4

H3aandH3b predict that greater initial trust is associatethiower spending on controls and
higher.investment in the project, respectively. &l&® posit that initial trust mediates the relagion
between the independent and dependent variables to yield ireffiemts of each independent
variable on subsequent control and project investment deciséspgctively. Table 4 presents the
results.of testing the partially latent model ofufigy 11’ Consistent with the ANOVA analysis, the
results show that the autonomy to select suppli¢ts£=0.77,p<0.01) and the supplier's
willingness to share information (H2=0.30,p=0.04), respectively, have a positive effect on
initial trust.

[INSERT TABLE 4AND FIGURE 4HERE]

18 prigr literature recognizes that an individual’sghsition to trust will affect initial truge.g.,
McKnight.et al. 1998 We measurédisposition to trust'and incorporatet in thetwo-way

ANGVA as a covariate before rerunnitigeanalyses. Although a positive and significant retat
between disposition to trust and initial tr@ist4.52, p=0.@) emergesthe inferences frorthe
reportedresults are unchanged.

I As a sensitivity test, weeplace the initial trust latent variable with ésmposite measure used
in ANOVA tests and conduct a path analysis. Theehéitistatistics and path coefficients remain
substantially unchanged.
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The “Initial Trust Model” exhibits a good fit wli the data (x°=28.93,p=0.31, GFI=0.94,
CFI=0.99, TLI=0.99, RMSEA=0.04¥ Figure 4 presents the standardized path coefficients, and
Table 4 presents the unstandardized path coefficients-aaldies of significance tests. Table 4
panel’Atindicates thatll coefficients of the direct paths exhibit thegicted associations and,
with'the exception of the path between control and project investifidhitsare statistically
significant.

[n.line with H3aand H3h initial trust is negatively associated witkpenditures on controls
(8=721999:44p=0.01), and positively associated with investmarthe projectf=2,038.34,
p=0:02)..However, we recognize the need to consider extremeaitiat whichall of the effects
of trast/are concentrated @therdeceased spending on controt$3@) or increased investment in
the collaborationH3b). Specifically, at one end of a continuum, a higeeel of initial trust may
cause a buyer to reduce the amount he spends on cavittmlatadjusting investment in the
collaberation. At the other end, a higher levelrofial trust may cause a buyer to increase
investment in the collaboratiamithoutadjusting spending on controls. To demonstrate that higher
initial'trust affects both control and project istment decisns, we must show that the
unconstrained model, in which both path coefficients are free toigaswyperior to two alternative
models‘in‘which one of the path coefficients is constrained to(zerowhen only one decision is
affected). The chsquardifference tests that compare the unconstrained model, respgdtivel
models.with the path coefficient (i) from initial trust to control constrained to zero (y’qi=5.32,
df=17p=0:02 or (ii) from initial trust to project investmenobnstrained to zerg?qr=4.61,df=1,
p=0.03, indicate that the unconstrained model provides a superiortfietdata. Thus we
conclude that greater initial trust is associated with redspedding on controls and increased
projectinvestment.

We turn next to the quésh of whether the mediating relation posited, in which spending on
controlstand project investments are influenced by the autonoraletd suppliers and the
supplier's informatiorsharing behavior via initial trust, is the corremtdel specification.
Fellowing.scholars who observe that Baron and Ken(}286 requirement to ascertain that a
significantitotal effect exists prior to establisfpimediation is unnecessary, we conduct Sobel tests

directly.to/assess whether the indirect effects are signifieagntZhao, Lynch, and Chen 2010

18 Models have acceptable fit when ¥? is nonsignificant with p-values exceedg 0.2; GFI, CFl,
and TLI values are equal to or greater than 0.9; and RMSEA is less than oneq08|(Hair et
al. 2008.
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Kenny and Judd 20}4° The results show that the indirect path from themainy to select
suppliers to control spending via initial trushisgative and signifieg (=—1,541.57 p=0.02);
andthe.indirect path from that autonomy to projeeestment via initial trust is positive and
significant,3=1,571.56 p=0.03). Similarly, the indirect paths from the suppimanager’s
informationrsharing behavior to (i) control spendiniyF{607.83,0=0.08) and (ii) project
investment £=619.66 p=0.09) are negative and positive, respectively, and are bothnmakyqgi
significant. Thus, both the autonomy to select suppliers andistgdplillingness to share
information ircreases the buyer manager’s initial trust, which subsequedthges control

spendingsand increases project investment

Additional analyses
Differential effects ofpositive,negative and neutral supplier informationsharingbehavior

This experimenanchors informatiorsharing behavior with two extreme ends of a continuum,
in which the supplier is described to participarst®iher very willing to share additional
information (a strong positive behavioral signal), or refusebdoesadditional infanation (a
strong negative behavioral signal). The results for H2 could tirerbe interpreted as a buyer
manager’'siinitial trust being increased by a strong positivevimhhsignal and decreased by a
strong negative behavioral signal. To investighie further, we collected additional data
subsequent to the original experiment for a more “neutral” infeomaharing behavior, in which
participants are informed that the supplier does not provide addiitidmamation (i.e., without
the behavioral ginal of refusal). This allows us to test the rglinfluence of positive and
negative behdwral signals on initial trust.

We recruited 48 new participants and collected ttatavo additional cells (26 participants
weré assigned a supplier and 22 sele a supplier§® Participants were informed that the supplier
“did net'provide additional information about their compamyntabulated results of a owveay
ANOVA show that the effect of autonomy to choosupplier on initial trust remains significant
(F=8.58'p<0.01). Also, as expected, the average level Galrirust for participants in th&does

9 A common explanation for why a significant total effect may not exist despign#icant
mediatedseffect is that the power of the test of the mediated effect is great¢énetpower of the
test of the total effedizhao et al. 20Q; Kenny and Judd 2019©'Rourke and MacKinnon 2015
Undocumented results obtained usingRy@ackage program, PowMedR, provide support for this
explanationsee Kenny and Judd 2014

2 The participant pool is comparablettee main experiment, comprising undergraduate
accounting students enrolled in either an intermediate or advarastjement accounting

course. We initially recruited 58 participants, fOtparticipants failethe manipulation test and
areexcluded from our further analysis sample.
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not provide additionahformatiori’ condition (5.42) falls between those of thery willing to
sharé condition (5.55) and th&refuses tsharé condition (5.12)* Comparisons show that
initial trust'in the"does not provide additionalformatiori’ condition is significantly different
fromsthatin the'refuses tesharé condition (=1.41,p=0.08, onetailed), but is not significantly
different fromthe“very willing to sharé condition ¢(=0.62,p=0.27, onetailed). These results
suggest:that initial trust is more sensitive to a strong negléhavioral signal than a strong
positive behavioral signal. The findings also suggest that whilareagers initial trust
assessment is negatively influenced by a suppliefissal to share information, positive
informatiensharing behavior has a muahaller effect on initial trust.

Thefresults are comparable to psychology studies that findefative stnuli has greater
psychological impact, is more persuasive, and is seen &sdiagnostic of a person’s character
than positive stimul{e.g.,Lupfer, Weeks, and Dupuis 200Rozin and Royzman 209Hilbig
2009:"This literature suggests that individuals hold internal seprtions of how a person
should typically behave. Negative behaviors are more infhidrgcause they are atypical and are
consideed'more diagnostic of a person’s charafeske 1980). During initial trust formation, a
buyer manager may have a preconception that a typical supphiéiing to share information,
and thusradjusts his initial trust only when thpier refuses to do so. The results of this study
suggest that the valence of a behavioral signal, ratheegice or absence, may be more useful
for understanding initial trust formation.

Additional'robustness tests

We rerun the ANOVA and SEM analysesing (i) the full samplenE132) and (ii) including
the two.outliersrf=96). The results are inferentially unchanged with two exceptitins
significance of H2 is slightly weakeF£2.83,p<0.10) for the full sample, and the results for H4
become signifiant (full samplep=0.37,p<0.01; sample with outlierg: =0.26,p=0.02).
Excludingboth outliers from the main analyses is a consegevapproach, since H4 is supported
only with.the inclusion of outliers.

In.addition, two alternative models are testeidst, the direct path between control and
collaboration is replaced by a covariance of error term toeaddhe possibility that exogeneous
omitted factors directly influence both decisions. Secomdctleffects between each independent

variablesand control spending and project investment aadinted. Hypothesized results remain

ZLWe compute the “initial trust” score using teploratory factor analysi&€EA) weights from

the original analysis to enhance comparability. é® conducted additional sensitivity tests using
different weights (average, or EFA weights based on the fulpkeaimcluding the two additional
cells), and the results are inferentially unchanged.
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inferentially the same in both models, and the newly introducealriemce and direct paths are all
insignificant. A chisquare difference test indicates that the secondhattee model is not an

impfovemefit over the hypothesized model (y°diff=1.95, df=4, p=0.75).

Componentsf trust

Thermanagement literature on trust is vesltablished and the measurement scale has been
developed and tested in a variety of settings. Thus, we mahsuremponents of trust as is
prescribed'to investigate whether the model of Figure 1 exhibytsn@aningful difference for
competence trust and goodwill trust. This inquirgdshlight on the mechanisms of initial trust
formation; specifically, whether assessments of these two comisaofetrust have a
disproportionate influence on the consequences of trust. In Tafdar items in the original trust
measurement scale reflect the participant’s goodmiit in the supplier, and two items reflect
competence trust. In untabulated analysis we are unable, usiimgnedory factor analysis, to
establish that initial trust is a seceadier construct with the two formative fistder constructs
of goodwill trust and competence trust. This is modsual in light of the modest sample size and
the small number of items in the established sdéd@etheless, the factor loadings of Table 1
indicate same distinction between the two thecaéttomponents.

We reestimate the structural model substituting forittital trust latent variable, first
goodwill trust (measured by items one, three, and four) andctirapetence trust (measured by
items*five and six) latent variablésConsidering first the model of competence trust (Table 4),
some paths are less significant than in the original modélo@dth the supplier’s informatien
sharing behavior has a signditt association with initial trust, the significenaf the relation is
diminished for competence trugt=0.30,p=0.09). As a result, the indirect paths from sugpsi
informationsharing behavior to spending on contrgts{444.51,p=0.13) and to projdc
investment £=546.10,p=0.12) via competence trust become insignificamelation to g-value
< 0/10 confidence level. The marginally significaglation between the supplier’s willingness to
share information and the buyer manager’s competencartrilst supplier may be due to
participants viewing the supplier’s willingnessstware information as a weaker signal of
competence than anticipated. However, this result may also stensdme participants’ desire to

be ¢onsistent when answering quastithat measure trust. Indeed, it is not competence trust, but

Z\We performEFA with principal axisfactor extraction and direcblimin rotation on the items
measuringicompetence trust and goodwill trust. The two itegasuming competence trust load
on one factofeigenvaluel.81, variance explained®%, Cronbach alpha=0.89andthethree
items for goodwill trustilsoload ononefactor (eigenvalue2.04, variance explaineds8%,
Cronbach alpha=06).
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rather goodwill trust (i.e., belief in the supplg&ebenevolence and integrity) that follows from the
supplier's willingness to share information thahssociated with a decision to decregending
on.controls. Comparing the results of the goodwill trust modéiaset of the original model,
certain"paths are again less significilthough the relation between initial trust and prj
investment is significant, the relation betweendyeitl trust and project investmerg not
(6=986x75:-p>0.10). Again, following from this result, thiadirect paths fronthe autonomy to
selectsupplies (6=761.77 p>0.10) and thesuppliets informationsharingbehavior(f=482.52
p>040), respectively, terojectinvestmentia goodwill trustareinsignificant.

Takendtogether, these results suggest that the buyer managestsriant in the project is
driven by his competence trust in the supplier but not by his gbadwst, and thathe
competence trust that affects project investment is derivedpiyrfrom the manager’'s autonomy
to select suppliers. Whether the components of trust haveetiffentecedents and consequences
for management control and project investment is impprtemvever, the limitations of this study
mean that we must be cautious in interpreting these resultetiNdess, this exploratory analysis
suggestsithat the antecedents and consequences may diffgositipn that warrants further

study:

5. Summary and directions for future research

This,study examines the antecedents and consequences of imstigh#t arises during the
earlysstages of interfirm relationships. Prior research shiwatghe trust that emerges from
transacting experience influendasns’ investments in interfirm management controls. The study
contributes novel evidence that actions in the relatiorsinipation phase, namely the delegation
of autonomy to select suppliers and the informasibaring behavior of suppliers, influenctial
trust, and that initial trust has consequences for investrimtebtgh management control and the
subsequent collaboration. Prior research finds that selgbgrigight” supplier is associated with
greater trust and transaction performance. Theltof this study show that aside from supplier
characteristics, a buyer has greater initial tiust supplier when he selects the supplier. Sitgilar
prior studies suggest that it is the content of information bsfiaged during relationship

formation that builds trust. We find that aside from information contietsupplier’s act of

Z We'eonduct additional sensitivity analyses forgbedwill trust model by replacing the extant
latent variable with (i) one measured by all fademis (one to four); and (ii) a cqosite measure
of goodwill trust computed by averaging all fowants (i.e., resulting in a path model). Fit
statistics for first alternative model reveal a powdetdata fit(x*=55.18, p<0.01, GFI=089,
CFI=0.72, TLI=0.61, RMSEA=014). Nonetheless, thesults of all hypothesized paths are
inferentially the same across all three models.
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sharing or refusing to share information influenicéal trust. Greater initial trust in turn is
associated with reduced spending on monitoring and increasecdiewstn the collaboration.
We'do.not find an interaction effect of the autogydmselect a supplier and the supplier's
information-sharing behavior on initial trust.

The study extends the literature in several impomays. First, we investigate initial trust
ratherthan trust that results from transacting B&pee, and show that initial trust affects degisio
making. and gives rise to real consequences. By allowing faobebility that trust exists prior to
expenditures on management controls or transacting, we presgpgantunity by which firms
may-economize on both fixed and variable costs of contriol Studies that assume that trust is
strictly éxperiential suggest that only the vargabbsts of control may be “saved” in trusting
relationships and that fixed costs of control incurred at theddtarrelationship are unavoidable.
Our results sugge that initial trust influences both control and project investrdeaisions. Thus
as longas trust is warranted, it is an avenue for bottoedaimg on the costs of control and
directing more resources toward the vahaigled work of the collaboration.

A'second contribution of the study is the invedi@aof the antecedents of initial trust. We
consider how both the autonomy to select a supplier withibdlging firm and the information
sharing behavior of the supplier influence the buyer’s initisdttrUnlike many interfirm studies
that.draw on economic theories, we motivate the analysis tisngy from cognitive psychology.
Prior studies that examine the effect of partnexcsion or information sharing on trust explicitly
orimplicitly suggesthat information content is of paramount importance. Most stadidse
effect of partner selection focus on partner characteristiaspmcts of the selection process which
allowstransacting parties to obtain relevant infation about their partne(s.g.,Dekker 2008
Phuaretial. 20)1We extend the literature by providing evidence that partnectsah also has a
“behavioral effect” that is distinct from partner characterisii¢s.further sbw that, independent
of information content, the supplier's informatisharing behavior influences trust. After
contrelling.for the amount and content of informatiparticipants still attribute the supplier's
infermationsharing behavior to trustworthéss. The implication is that a supplier that refuse
sharerinnocuous information (e.g., if they believe it is not usefsthare such information), may
inadvertently send a negative behavioral signal. This study sthaivdelegation of decisien
makingauthority and informatiosharing behavioare critical to interfirm partnerships in part
because they influence initial trust.

Finding that trust influencdsothspending on controls and investment in the collaboration is

another contribution of the studPrior research focuses exclusively on consequences trust has o
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management control. This study considers the pitigsihat trust also directly affects investment
in the collaboration. We find that, on average, trusting ppétits both decrease sgerg on
controls.and increase spending on the project. In considering bosipdscthis study provides a
morescomplete picture of the consequences of initial trustrétegearch could evaluate whether
this result‘holdén asimilar setting in which @inds are fungibler for experiential trust, whether it
changes:dynamically as partners gain experience, and whetinatihe of the experience
(positive versus negative project outcomes) influence the atbocatiresources between controls
andthe edhboration.

Finally; the study contributes an exploratory analysis of whetieemodel of the antecedents
anddonseguences of initial trust hold for two tieéioally distinct components of trust: goodwill
trust'andricompetence trust. Preliminary evidesuggests that the antecedents and consequences
are somewhat different. For example, we find that the antecedepplier’'s willingness to share
information—has a much stronger effect on goodwill trust than competemste Tihis suggests
that the participats were cognizant of the inconsequential nature of the contenttanatét the
act of'sharing information mostly as a signal of honesty andnitonent to the relationship (i.e.,
goodwill)."Since the information did not inform about supplier petanceparticipants did not
viewthessharing of such information as indicative of the suppkdnility to perform its tasks.
Therefore, the act of sharing information in itself is lédsdy to affect the buyer manager’s
competence trust. A consequence of greater competence trust is graatdrinvestment, but the
same“cannot be said for greater goodwill trust. Perhaps théxause an investment decision that
is largely based on beliefs about the other party’s competemeere defensible than a decisio
based.on.beliefs about goodwill. Limitations of the sampleasizevariable measures warrant
caution‘inyinterpreting these results. However, exploring mokevitilether and how the
antecedents and consequences of trust differ for the componénis f a fruitful path for
inquiry:

Inyaddition to the limitations raised earlier, tlesults of this study should also be interpreted
indight.efiits bounded scope. We focus on a subset of congchamisms, which include only
formalweantrols for monitoring supplier performance once @etisns commence. Future research
should.extend the investigation to informal controls and to ddners of formal controls, as well
as to_controls that play a different role. For eplanVelez et al(2008) find that formal controls
build trust in a mature, evolving relationship because they atieiparly useful for coordinating
action. An nteresting question is whether initial trust prosnpigreater reliance on informal rather

than formal controlsand for coordination rather than monitoring purposes. This suufyited to
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examining two features of relationship formation, and thererdeubtedly others that deserve
consideration. Moreover, we have not addressed the longitudieatdry of tust, as initial trust
is.augmented by experience. An experimental design that incorpanatiple transaction periods
couldrtestexplicitly the consequences for spending on controls oanthitial trust influences a
firm’s opportunity to economize anpfront fixed costs as well as ongoing variable costs of
contrel=Finally, although the buysupplier transaction poses hazards to both parties, we do not
consider the supplier’s initial trust or its investments in mamagé controls and in the
collabordion. Addressing how both parties address transaction hazatrdearthe anticipated
investments of one party influences the other’s is a more cordpte@mic problem that is worthy

of study. In sum, interfirm trust, and initial ttus particular, is druitful area for further research
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TABLE 1

Descriptivestatisticsfor dependenvariables andneasurement of thiaitial trust ©nstruct

Mean Standard Factor
(n=94) deviation Min Max loading$

Initial Frustsindicators (Component Trust)
1. | believetthat if | require help, the supplier | chose (amkuagrwith)

would do its best to help me. (Goodwill Trust) 5.11 1.32 1 7 0.67
2. | believe that the supplier | chose (am working with) is irsee in my

well-being, not just its own. (Goodwill Trust) 4.81 1.46 1 7 NA
3. | believethat the supplier | chose (am working with) is honest.

(Goodwill Trust) 4.81 1.54 1 7 0.63
4. | believesthat the supplier | chose (am working with) would keep it

commitments. (Goodwill Trust) 5.36 1.2 2 7 0.80
5. | believesthat the supplier | chose (am working with) would perfibs

role insthe joint project very well. (Competence Stju 5.44 1.3 1 7 0.84
6. Overall, | believe that the supplier | chose (am working wila

o ) 5.47 1.15 2 7 0.90

capable7and valuable member of this joint project. (Competenct Tr
Control Spending
Pleaserenter the amount you wish to invest in monitoring the supplie $14,80426° 7,08047 0 $25,500
Project Investment
Please enter the amount you wish to invest in the joint project. $34,397.87 7,46316 $20,000 $50,000
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#The KMO measure of sampling adequacy &l@&nd Barlett’s test of sphericity is significap.01).

® The average amouwsinvested in monitoring the suppliacrosshe treatment conditions ar@@52000 (no-autonomyand refuses tehare
information), $15,26.87 (no-autonomy andery willing to share informatioy $11,672.73 (autonomyand refuses tehare informatioy and
$15,45000 (@autonomyandvery willing to sharenformation.

¢ Theaverage-amoustnvested in the joint project across the treatncentlitions are $3,52000 (no- autonomyand refuses to share informatjon
$33,73911:3no- autonomyandvery willing to sharénformatior), $34,700.00autonomyand refuses tehare informatioy and$35, 6.67 (autonomyand
very willing to shareinformatior).
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TABLE 2

Pearsortorrelations

Autonomy to Select Suppliers

Supplier’sinfermation-sharing

Behavior
Initial Trust
ControlSpending

Projectilnvestment

Autonomy to Supplier'sinformation Control Project
Select Suppliers sharing Behavior Initial Trust Spending Investment
1.00
0.04 1.00
0.43" 0.20 1.00
-0.16 0.08 -0.24' 1.00
0.1 0.04 0.19 0.02 1.00

",” indicates twetailed significance gt-value < 0.05 and 0.01 levels respectively.
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TABLE 3
Descriptivestatistics and ANOVAresults
(Dependenvariade = Buyermanage's level ofinitial trust)

Panel ArDescriptivestatistics

Supplier’'s Information -sharing Behavior

Row Total
Autonomy.to Select Suppliers Refuses to Share  Very Willing to Share
Mean |(Standard Deviatipn
4,73 5.07 4.89
Nk gfnomy (1.4)) (081) (1.16
n=25 n=23 n=48
5.57 6.01 5.80
Buigmomy (0.80) (0.50) (0.69
n=22 n=24 n=46
5.12 5.55 534
Column Total (1.23) (0.82) (1.06)
n=47 n=47 n=94
Panel B: ANOVA testsof betweensubjectseffects
P-values
Source Df Mean Square F-statistic (two-tailed)
Autonomy to Select Supplier 1 1855 2047 <0.01
Supplier'sinformationsharingBehavior 1 3.64 4.01 0.06
Autonomy.to Select Suppligrx
) ) ) ) 1 0.07 0.08 0.78
Suppliets InformationsharingBehavior
Error 90 0.91
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TABLE 4

Results ofstructuralequationsmodeling for initial trust,competencérust,andgoodwill trust

Initial Trust Modet Competence Trust Model Goodwill Trust Modél
P-values
Unstd. Beta P—valu?s Unstd. Beta  (one Unstd. Beta P—valu§s
(onetall) ) (onetalil)
tail)

Panel A/Direct paths

Autonomyfee———» Trust H1 (+) 0.77 <0.01 1.01 <0.01 0.77 <0.01

Info-shaté ——» Trust H2 (+) 0.30 0.04 0.30 0.09 0.49 <0.01

Trust e Control H3a () —1,999.44 0.01 -1,471.88 0.01 —1,841.06 0.03
Spending

Trust — > Project H3b (+) 2,038.34 0.02 1,808.26 <0.01 986.75 >0.10
Investment

Control —_— Project H4 (+) 0.08 >0.10 0.09 >0.10 0.05 >0.10

Spending Investment

Panel B:iIndirect effects

Autonomy===p Trust —»  Control ) -1,541.57 0.02 -1,479.24 0.02 -1,421.30 0.04
Spending

Autonomy — Trust —»  Project (+) 1,571.56 0.03 1,817.30 0.02 761.77 >0.10
Investment

Info-share —» Trust —»  Control ) -607.83 0.08 -444.51 >0.10 -900.28 0.06
Spending
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Info-share —» Trust —»  Project *) 619.66 0.09 546.10 >0.10

Investment

482.52

>0.10

3For the Initial Trust Model, the squared multipErelation &) for Initial Trust is 0.3, ControlSpendings 0.06, andProject Investmeris 0.(5.

®The fit statistics for the Competen€eust Model (°=3.65, p=0.89, GFI=0.99,CFI=1.00, TLI=107, RMSEA=0.00) and the Goodwilkrust Model (x*=5.21,

p=0.97:GFI=099, CFI=1.00, TLI=115 RMSEA=0.00) indicate acceptable fit.

“These aretthe two independent variables. “Autonomy” represents tim@myt to select suppliers, and “Irébare” represents supplier’s information

sharing behavior

Figure 1 Schematic omodel andesearcthypotheses

Autonomy to Spending on
Select Suppliers Monitoring
Control
H1(+)
Buyer
RQ Manager’'s
Initial Trust in H4(+)
> the Supplier
v
H2(+
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Supplier’s
Information
sharing Behavior

This article is protected by copyright. All rights reserved

H3b(+)

Investment in
Collaboration
Project




Figure 2 A diagrammaticcummary of thecalculation of the R&Ddivision’s performance

Each participant makdwo decisions: (ixontrolspendingand (ii) projectinvestment. Focontrol spendingthe participant can spend up to
$30,000 Any amount not spent is retained by the participant as unusesl fEvery $1 spent on monitoring increases supplier effort by 0.005
percentwith the supplier multiplier capped 200 percent) For projectinvestmentthe participant can invest up to $50,080y amount not
invested is retained by the participant as unusedsfurite division’s performance projectinvestmentx suppliereffort multiplier x
economiestate multiplie. The following diagram presents an examgi@ participantA, who has decidetb spendb20,0000n monitoring

andto invest$30,000in the projectand who has a supplier whoaisaverage performen anormal economy

Participant A’'s decisions Exogenous variables

Maonitoring spending pool

(Each$1 monitoring expensicreasesupplier effort by 0.00percentcapped at 20percent.)

. \ ) ) Supplier effort multiplier
Controlspending » Control spending= $20,000 (increases Participants select (or are assigned)
$20,000 effort by 20,0080.005%=100%) one of the following.

Unused fund - ; o o]
$10.000 Unused fund Adjustedby supplier multiplier (Average Low performer50%
’ =$10,000 performer): Average performer: 100%
) ' ((200%+100%)$20,000)= 200% High performer: 200%
&

Total pool: $30,000

Projectiinvestment pool

Investment: 1 Random economic state multiplier
$30,000 , Projectinvestment =$30,000 Economic §tat§ is randomly assigneq:
Unused fund Economy multiplier (normal)150% Recess_|on. ?)O/"
$20,000 Unused fund Normal: 150%

' = $20,000 High growth: 200%
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—
Tatal pool: $50,000
Total unused funds: Divisional performance: I'otal payout for the participant:
$10,000 + $20,000 $30,000x 200% x150% $30,000+$9M00

= $30,000 = $90, 000 = $120,000
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Figure 3 Descriptions oBuppliers

Supplier Oné® Supplier Two Supplier Three

One of thelargestlectronic )
One of the oldest electronic

manufaeturing,companies, angd . . A small but fast growing
. ) . manufacturing companies, and
is'dedicated to providing . . ] company thais very
) ) has longterm relationships with ) ]
outstanding.possale services to innovative
some customers
customers
) ) A responsible corporate citize Invests heavily in training
Spends heavily on marketing . )
) and adopts a very proactive theiremployees and
their products to develop and . ) )
= approach to reduce the firm's developing a creative
maintain a strong brand name )
carbon footprint corporate culture
One of the company'’s factorie Has outsourced their call
was fined for discharging Frequently lags behind the other | centerservices to India to cut
untreated waste and chemicals two suppliers in getting new coss despite possible
into nearby lakes, polluting the products outo market reductions in customer
water service quality

& The names of the suppliers were periodically changed in order teertfiieffects of communication between
participants,anthe leakage of experiment materials. However, the supplier désospemained the same for

all treatments‘throughout all experiment sessions.
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Figure 4 Empirical resultsof structuralequationsmodelling

Spending on
Autonomy to monitoring
selectsupplier 0.45+* 2 -0.5* control
(403 (-2.29
Buyermanager’s
initial trustin the 0.08
supplief (0.79
v
(2.10)
Supplier’s
information- Investment in
sharing behavior 0.18& CoIIaeratbn
(1.78) project

""" indicates twetailed significance gt-value < 0.05 and 0.0&vels respectively.
2Displayedrare standardized coefficient values and thailuies in brackets. Goodnessfit statistics(n = 94) °=28.93 p=0.31, GFI=0.%, CFI=0.99,
TLI=0.99, RMSEA=0.01.

® The buyer manager's initial trust in the supplieailatent variable measured by five items (sedeThfor more details).
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