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Abstract 
 

This study examines the moderating effect of buyer-supplier trust on the relationship between outsourced formal 

contracts and supplier delivery performance in the domain of public sector procurement. In so doing, we extend 

the paradigm that formal contracts and relational governance mechanism function as complements rather than 

substitutes. Using a cross sectional data from a survey of 612 staff that are involved in managing outsourced 

contracts in Ugandan public sector, Structural Equation Modelling results support 10 of the 14 hypotheses thus, 

demonstrating the fundamental preposition of complementarity between formal contracts and relational 

governance mechanisms. Also, findings revealed that well-structured outsourced formal contracts have a 

significant positive influence on buyer-supplier trust and supplier delivery performance.However, the path 

coefficient for the interactioneffect between change characteristics and buyer-supplier trust was initially 

hypothesised to positively influence supplier delivery performance but did not.The use of case studies and 

additional surveys in future research might help to explain this phenomenon. Although the two constructs of 

buyer-supplier trust and supplier opportunism are robust and sufficiently represent the relational aspects, the 

multidimensional nature of relational practises can be investigated further. This study has managerial and policy 

implications that are also discussed in this paper. 
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1. Introduction 
 

Today many organizations are using outsourcing as a strategy to improve business focus, mitigate risks, build 

sustainable competitive advantage, and extend technical capabilities and free resources for core business 

purposes.Outsourcing is the process of using an outside company to provide a non-core service previously 

performed by staff (Gottschalk &Solli-Saether, 2005). A common thinking is that, the use of outsourced formal 

contracts is expected to improve supplier delivery performance by creating buyer-supplier trust and mitigating 

supplier opportunism (Goo, Kishore, Rao& Nam, 2009).Consenquently, numerouspublic sector organizations in 

Uganda such as ministries, parastatals, commissions, and hospitals have adoptedoutsourced contracts to reduce 

costs, increase flexibility, access better expertise, improve quality of services, reduce capital investment, and 

improve internal user satisfaction (Public Procurement Disposal of Assets (PPDA), 2009; National Integrity 

Survey (NIS), 2008). 
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These organisations outsource non-core functions including Information Technology (IT), car repairs, 

consultancy, cleaning services, security, waste management, couriers’ services, and catering services to improve 

supplier delivery performance. However, this has not been achieved; supplier delivery performance has not 

improved significantly (PPDA, 2009; Inspector General of Government (IGG), 2009; 2010). 
 

Similarly, anecdotal evidence from Uganda has shown these organizations are suffering from long lead times, 

poor quality of services delivered, and high levels of contract violations (IGG 2010). Simply, outsourced services 

are not delivered on time, specifications are not being met as required, and internal users complain of late 

deliveries (PPDA, 2008; 2009; Public Accounts Committee (PAC), 2010). Despite the existence of detailed 

formal contracts, most suppliers have persistently failed to fulfill contract terms that theysigned.  Despite these 

failures little has been done to address such problems in any meaningful way.  
 

Notwithstanding the increased research in public procurement, no study has examined the role of relational 

governance mechanisms particularly buyer-supplier trust, and supplier opportunism in explaining outsourced 

formal contracts and supplier delivery performance.Gottschalk and Solli-Saether(2005) examined critical success 

factors from IT outsourcing theories while Goo et al. (2009) explicated the role of Service Level Agreements 

(SLA) in relational management of information technology outsourcing. Similarly, Gulatiand Nickerson (2008) 

investigated interorganizational trust, governance choice and exchange performance, whereasKoh et al. (2009) 

elucidated trust across borders focusing on buyer-supplier trust in Global B2B E-commerce.  
 

Ntayi et al. (2010a) sought to explain procurement officers’ deviant behavior using moral disengagement, work 

anomie, perceived normative conflict, and procurement planning behavior as predictor variables. Likewise, Ntayi 

et al. (2010b) examined how perceived project value, opportunistic behavior, and interorganisational cooperation 

affected contractor performance. Eyaa and Nagitta (2011) examined the nature of non-compliance in Ugandan 

public procurement contracts. Basheka (2009) provided some basis for public procurement corruption and its 

implications on service delivery.  NIS (2008) research also sought to identify the most corrupt entities in both 

central and local government domains.Ahimbisibwe and Muhwezi (2010) expounded vertical collaborations, 

buyer-supplier compliance and contract performance in public entities in Uganda. Ntayi et al.(2010d) investigated 

the association of social cohesion, groupthink and ethical behaviour of public procurement officers. None of these 

studies specifically addresses the impact of outsourced formal contracts, buyer-supplier trust, and supplier 

opportunism on supplier delivery performance in Uganda. 
 

Hence the purpose of this study isto examine the moderating effect of buyer-supplier trust on the relationship 

between outsourced formal contracts and supplier delivery performance.  In so doing, we make a significant 

contribution to exiting literature by extending the paradigm that formal contracts and relational governance 

mechanism function as complements rather than substitutes.  The remainder of this article is organised as follows. 

The next section covers theoretical underpinnings of outsourcing and reviews literature to develop research 

hypotheses. The subsequent two chapters cover methodology and data analysis. Finally, the article concludes by 

discussing the findings, implications, limitations and directions for future research. 
 

2. Theoretical underpinnings, literature review and Research Hypotheses 
 

This section explains the different theoretical underpinnings of this study, reviews literature on the previous 

studies that have been conducted on outsourced formal contracts, relational governance mechanisms specifically 

on buyer-supplier trust and supplier opportunism, in the context of supplier delivery performance,to 

developresearch hypotheses for validating the research model. 
 

2.1 Core competencies theory, resource based theory and transaction cost theory 
 

A number of theories have also been put forward in the literature that attempt to justify the unprecedented rate of 

outsourced contracts(Gottschalk &Solli-Saether, 2005). Core competencies theory suggests that activities should 

be performed either in house or by suppliers depending on what is core or noncore (Hancox& Hackney, 2000). 

This implies that activities which are non-core competencies should be outsourced to best-in-the-world suppliers 

(Gottschalk &Solli-Saether, 2005).  
 

Similarly, according to the resource-based theory of the firm, outsourcing is a strategic decision, which can be 

used to fill gaps in the firm’s resources and capabilities (Grover, Teng&Cheon, 1998).  



International Journal of Business and Social Science                                                Vol. 3 No. 17; September 2012 

52 

 

The underlying logic here is that organisations are different and they must develop self-motivatedcompetences to 

adjust to varying environments. This is supported by the transactional cost theory (Williamson, 1979) that argues 

that transaction costs arise because complete contracting is often impossible and incomplete contracts give rise to 

subsequent renegotiations when the balance of power between the transacting parties shifts. Hence, all functions 

should be outsourced where benefits like revenues and reduced costs for the company exceed the transaction 

costs. 
 

2.2 Contractual theory, Neo classical economic theory, partnership theory and relational exchange theory 

The proponents of contractual theory such as Luo (2002) argue that an outsourced contract provides a legally 

bound, institutional framework in which each party’s rights, duties, and responsibilities are codified, and the 

goals, policies and strategies underlying the arrangement are specified. Every outsourced contract has the purpose 

of facilitating exchange and preventing opportunism. Supplier opportunism is “self-interest seeking with guile” 

(Williamson, 1979). Ntayi et al (2010b) further describe guile as “lying, stealing, cheating and calculated efforts 

to mislead, distort, disguise, obfuscate or otherwise confuse.” Neo classical economic theory posits that firms 

outsource to attain cost advantages from assumed economies of scale and scope possessed by vendors (Ang& 

Straub, 1998).   
 

Likewise, Lambe, Spekman and Hunt (2002) reveal that according to partnership and alliance theory, partnerships 

can reduce the risk of inadequate contractual provision, which may be comforting for clients about to outsource a 

complex and high-cost activity such as IT. Finally the relational exchange theory, which is based on relational 

norms, suggests that the key to determining how efficiently contract governance is carried out lies in the relational 

norms between the parties (Artz& Brush, 2000).  
 

In summary,some theories give justifications for why organisations should engage in outsourced contracts (theory 

of core competencies, resource-based theory, transaction cost theory, neoclassical economic theory, and theory of 

firm boundaries) while others indicate challenges that may be associated with outsourced contracts (contractual 

theory, partnership and alliance theory, relational exchange theory, social exchange theory, agency theory, and 

stakeholder theory) (Gottschalk &Solli-Saether, 2005). 
 

Table1 gives a summary of theoretical foundations of outsourcing and their significance in explaining the concept 

of outsourcing with supporting references. 
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Table 1: Theoretical foundations of outsourcing 
 

Theory Significance in explaining the concept of  

outsourcing  

Supporting 

references 

Comment 

Theory of core 

competencies 

Activities should be performed either in house 

or by suppliers depending on what is core or 

noncore 

Hancox& 

Hackney (2000) 

Specifies possibilities of outsourcing 

all functions that are non-core in the 

production of goods and services  

Resource-

based 

theory 

Outsourcing is a strategic decision, which can 

be used to fill gaps in the firm’s resources and 

capabilities 

Grover, 

Teng&Cheon 

(1998) 

Postulates the limitation of 

outsourcing to only areas where a firm 

lacks  strategic resources that are 

unique, valuable, difficult to imitate, 

exploit and substitute 

Transaction 

cost 

theory 

All functions should be outsourced where 

benefits like revenues and reduced costs for 

the company exceed the transaction costs. 

 

Williamson 

(1979) 

Stipulates possibilities of outsourcing 

based on comparison of revenues and 

costs 

Contractual 

theory 

Outsourced contract provides a legally bound, 

institutional framework in which each party’s 

rights, duties, and responsibilities are codified, 

and the goals, policies and strategies 

underlying the arrangement are specified. 

Luo (2002) Explains limitations of outsourcing 

such as power imbalances, conflicts 

and inflexibility. 

Neoclassical 

economic 

theory 

Firms outsource to attain cost advantages 

from assumed economies of scale and scope 

possessed by vendors. 

Ang& Straub 

(1998) 

Indicates possibilities of outsourcing 

based on any activity that an external 

vendor can operate at lower costs. 

Partnership and 

alliance theory 

Partnerships and Alliances reduce the risk of 

inadequate contractual provisionand comforts 

clients who outsource complex and high-cost 

activities. 

 

Lambe, Spekman 

and Hunt (2002) 

Stipulates limitation of outsourcing to 

functions where a company can secure 

partnerships and alliances with trust. 

Relational 

exchange 

theory 

The key to determining how efficiently 

contract governance is carried out lies in the 

relational norms between the parties. 

Artz& 

Brush(2000) 

 

Explains limitations of outsourcing to 

areas where norms with the vendor  

can be developed and secured  

Social 

exchange 

theory 

Outsourcing is regarded as an on-going 

reciprocal process in which actions are 

contingent on rewarding reactions from 

others. 

Das &Teng 

(2002) 

Explains limitation of outsourcing to 

instances where parties can pursue 

their egocentricities in transactions 

without causing harm to others. 

Agency theory Outsourcing is viewed as an agency 

relationship that arises whenever one or more 

individuals, called principals, hire one or more 

other individuals, called agents, to perform 

some service and then delegate decision-

making authority to the agents. 

Hancox& 

Hackney (2000) 

Explains limitation of outsourcing to 

where the principal and agent have 

common goals. 

Theory of firm 

boundaries 

Outsourcing is viewed as one of the ways by 

which the boundary of the firm can be 

adjusted to meet the market demand 

Lonsdale & Cox 

(2000) 

Postulates the limitation of 

outsourcing to only areas where a firm 

lacks strategic resources and where 

the cost is high. 

Stakeholder 

theory 

stakeholder groups have significant  

differences in terms of expectations and goals 

in regard to outsourcing hence satisfying these 

interests based on the principles of moral 

management determines the success of 

outsourcing   

Gottschalk 

&Solli-Saether 

(2005) 

Explains limitation of outsourcing 

functions that can meet  stakeholders 

interests 

 

2.3 Outsourced Formal Contracts and Buyer-Supplier Trust 
 

In carrying out economic exchange, Contracts specify the terms and arrangements for the parties involved (Goo et 

al., 2009). The contract is a formal written agreement that is legally binding between two or more competent 

parties, which creates obligations, whereby one party becomes bound to another to do or omit to do certain acts 

that are the subject of that contract (Ntayi et al., 2010b). This implies that contracts provide the framework for the 

economic exchange, outlining the nature and terms of the relationship, what is to be provided and the rights and 

obligations of parties to the contract. In addition, contracts also fulfill another important role in minimizing the 

potential for opportunistic behavior. This can occur through ex ante mechanisms that bind the parties together, 

such as requiring parties to undertake transaction-specific investments or credible commitments to the relationship 

(Stefanie, Phillip, Kim, & Helmut 2010).  
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Alternatively, ex post mechanisms may be incorporated which provide parties with rights and sanctions over 

others in the event of non-performance or other pre-specified situations. According to Goo et al. (2009) 

outsourced service contracts mainly involve Service Level Agreements (SLA). They defined a Service Level 

Agreement as a formal written agreement developed jointly between service recipient and service provider that 

specifies a product or service to be provided at a certain level so as to meet business objectives. The SLA 

specifies responsibilities, strengthens communication, reduces conflict and is expected to build trust and mitigate 

supplier opportunism in an exchange relationship over time.  Goo et al. (2009) identified the formal contractual 

elements as foundation, change management, and governance characteristics. 
 

The foundation characteristics in SLAs collectively explain the common beliefs between organizations, which 

intend to build a spirit of agreement among those entities involved with its development (Goo et al., 2009). 

Elements under foundation characteristics include service level objectives, process ownership plan, pricing 

schedules and service level contents. The change characteristics address the issue of how various situations that 

may occur during the course of the contract would be handled if they were to occur such as price inflation clauses 

in the industrial purchasing contracts and express warranties that address product failure (Goo et al., 2009). These 

contract features deal with the ground rules and procedures related to future contingencies, which would lead to 

desired outcomes if followed. Contractual elements under change management include future demand 

management plans, anticipated change plans, and innovation and feedback plans. It should be noted that in 

relational exchange a person cannot anticipate all contingencies and make complete plans thus these contracts 

have many tacit assumptions which could range from general to specific ones. 
 

Additionally, Governance characteristics provide administrative procedures for implementing the party’s roles 

and obligations in a contract. They explain ways of how to manage the relationship through a clear statement of 

the measurements, conflict arbitration, penalty, rewards, and an agreed upon means to facilitate communication. 

These contractual safeguards involve provisions and administrative procedures aimed at dispute prevention and 

resolution and the distribution of costs and benefits under future contingencies (Goo et al., 2009). The major 

contractual elements under governance characteristics include a communication plan, measurement charter, 

conflict arbitration plan, and an enforcement plan. 
 

The concept of trust implies that the firm’s belief that another party will perform actions that will result in positive 

outcomes for the firm as well as not take unexpected actions that will result in negative outcomes (Stefanie et al., 

2010). Trust is therefore a multidimensional construct that comprisesof confidence, predictability, credibility, 

ability, competence, expertness, consistence and friendliness (Morgan & Hunt, 1994). Stefanie et al. (2010) 

demonstratedthat outsourcing is contract intensive in nature and that a successful outsourcing relationship relies 

upon a formal contract that takes into account and provides provisions for as many contingencies as may be 

anticipated. Therefore well designed formal contracts help to develop buyer-supplier trust by tolerating open 

communication, joint problem solving and mutual support between parties.In order to extend the understanding of 

the relationship between outsourced formal contracts and buyer-supplier trust, the following hypotheses are 

proposed: 
 

H1: There is a positive relationship between foundation characteristics of outsourced formal contracts and buyer-

supplier trust  

H2: There is a positive relationship between change characteristics of outsourced formal contracts andbuyer-

supplier trust 

H3: There is a positive relationship between governance characteristics of outsourced formal contractsand 

buyer-supplier trust  
 

2.4 Outsourced Formal Contracts and Supplier Opportunism 
 

Opportunism is defined as ‘self-interest seeking with guile’ (Williamson, 1979). Supplier opportunistic behavior 

involves the use of incomplete or distorted disclosure of information especially with calculated efforts to mislead, 

disguise, obfuscate, or otherwise confuse a buyer during a contracted buyer/supplier relationship. Examples of 

supplier opportunism include such acts as withholding or distorting information and or failing to fulfill promises 

or obligations as outlined in a contractual agreement (Ntayi et al., 2010b). Additionally, supplier opportunistic 

behavior is seen as seeking gain for oneself at the expense of others and such behavior is usually associated with 

breaches of contract (Stefanie et al., 2010).  
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Therefore, supplier opportunism takes various forms, depending on the mechanism used for the governance of 

business activities.  Wathne and Heide (2000) conceptualized supplier opportunism as evasion, refusal to adapt, 

violation, and forced renegotiation.Their study generally revealed that suppliers tended to hold more key 

information with respect to their own products, including the products’ function, quality, and cost. When buyers 

do not completely understand the particular attributes of a given product or service, sometimes suppliers will 

adopt opportunistic behaviours in order to pursue their own latent interests. Similarly, the transaction cost theory 

posits that in the absence of some form of governance mechanism, agreements between organizations will always 

be subject to risks from opportunistic behavior.In order to avoid such opportunistic behavior it is essential that the 

customer company fully discloses its expectations for quality and service levels and means for measuring 

performance within the outsourced contract. Therefore, this implies that formal contracts are designed to mitigate 

supplier opportunism and improve supplier delivery performance in outsourcing relationships.In order to extend 

the understanding of the relationship between outsourced formal contracts and supplier opportunism, the 

following hypotheses are proposed: 
 

H4: There is a negative relationship between foundation characteristics of outsourced formal contracts and 

supplier opportunism 

H5: There is a negative relationship between change characteristics of outsourced formal contracts andsupplier 

opportunism 

H6: There is a negative relationship between governance characteristics of outsourced formal contracts and 

supplier opportunism  
 

2.5 Outsourced Formal Contracts and Supplier Delivery Performance 

Formal contracts define predetermined performance standards that focus on achievement of minimum standards 

with an emphasis on maximizing supplier delivery performance. This includes defining details of quality, 

quantity, timing, and method of delivery of the corresponding inputs and outputs required from both parties to 

support the outsourced process. The components of quality, such as response time, reliability, and quality of 

support services mustbe defined according to the function being outsourced to achieve best service delivery. Well 

defined formal contracts also limit opportunism of the supplier through detailed SLA. This encourages trust based 

behaviors and decreases the frequency of conflict situation, while delivering the expected supplier delivery 

performance (Stefanie et al, 2010). Consistent with this debate, the following hypotheses will subsequently be 

tested;  
 

H7: There is a positive relationship between foundation characteristics of outsourced formal contracts and 

supplier delivery performance  

H8: There is a positive relationship between change characteristics of outsourced formal contracts and supplier 

delivery performance  

H9: There is a positive relationship between governance characteristics of outsourced formal contracts and 

supplier delivery performance  
 

2.6Buyer-Supplier Trust and Supplier Delivery Performance 
The resource based theory research postulates that buyer-supplier relations founded on trust enables firms to 

accumulate resources that are rare, valuable, rare to imitate with no readily substitutes (Hoyt &Huq, 2000). This 

implies that trust is a necessary precondition for effective buyer-supplier relations such as in 

outsourcing.However, the fundamental challenge in conceptualizing the role of trust in economic exchange is 

extending an inherently individual-level phenomenon to the organizational level of analysis without clearly 

specifying how trust translates from the individual to the organization level that leads to theoretical confusion 

about who is trusting whom, because it is individuals as members of organizations rather than the organizations 

themselves who trust. The relational exchange perspective does not stipulate the mechanisms by which 

individual-level action affects organizational-level outcomes and little research has been done to explain how trust 

particularly when conceptualized as a multilevel phenomenon operates to affect the performance of inter-firm 

exchange (Johnston et al., 2004).  
 

Consistent with Koh et al. (2009) and Goo et al. (2009), buyer’s trust in a supplier can be defined as the buyer’s 

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

behaviour of the supplier.   
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This clearly indicates how buyer-supplier trust has multiple impacts on transactions between organizations (Koh 

et al, 2009). It affects transaction costs (Chiles &McMackin 1996), governance choice, exchange performance 

(Gulati& Nickerson 2008), cooperation and commitment (Hoyt &Huq, 2000), information sharing (Dyer & Chu 

2003), and negotiation and conflict (Zaheeret al.,1998; Johnston et al., 2004) between organizations.  In order to 

extend the understanding of the relationship between outsourced formal Contracts and supplier delivery 

performance, the following hypothesis is proposed: 
 

H10: There is a positive relationship between buyer-suppliertrust andsupplier delivery performance. 
 

2.7Supplier Opportunism and Supplier Delivery Performance 

Supplier opportunism is generally characterized by calculated efforts to mislead, disagree, confuse, withhold or 

distort information, avoid or fail to fulfill promises or obligations, and appropriate a firm’s technology when 

possible. As a result, such behavior can have negative implications for supplier delivery performance 

(Wathne&Heide, 2000).  Individuals within organizations that perceive the threat of opportunistic behavior by 

suppliers are faced with a greater need for screening, negotiating, and monitoring partners’ behavior, which 

results in increased transaction costs. In addition, opportunistic behavior can also negatively affect an 

organizations performance resulting from a supplier’s lack of commitment to, or execution of, a given contract’s 

terms, and consequently, the value contributed by the supplier to the buyer’s respective organization or group 

(Ntayi et al. 2010b). Consistent with the above discussion we hypothesize that:  
 

H11: There is a negative relationship between Supplier opportunism and supplier delivery performance.  
 

2.8 Complementarity and substitution roles of formal contracts and relational governance  
As earlier stated, in this study, we agree that formal contract and relational governance mechanisms are 

complimentary rather than compensatory. Consequently, we adopt a complimentary logical framework to develop 

and extend the interpretations of previous studies (Stefanie et al., 2010; Goo et al, 2009; Miranda &Kavan, 2005; 

Poppo& Zenger, 2002),that have provided empirical support for the fundamental proposition of complementarity 

between formal contracts and relational governance mechanisms. Similarly, we also maintain that well designed 

contracts enable long term, cooperative and trust based on  social relations by not only discussing service level 

objectives but also by agreeing to the related contractual terms before signing these contracts (Stefanie et al., 

2010). This subsequently, helps to advance a mutual understanding of expectations and capabilities, which creates 

an atmosphere of consensus with commitment to achieve the set performance standards. 
 

While we acknowledge that body of research based on substitution that argues that the presence of one 

mechanism reduces the necessity for the other, we disagree to this school of thought. In contrast, we suggest that 

the complimentary approach based on combination of formal and relational governance yields a joint effect that 

generates higher performance. This is consistent with Goo et al. (2009) who empirically provided evidence for the 

complementary approach by examining the effects of SLAs in relational governance of IT outsourcing. Likewise, 

earlier studies (Miranda and Kavan, 2005; Poppo and Zenger, 2002) explored the critical question of whether the 

two forms of governance are complements or substitutes for each other. Stefanie et al. (2009) also, explicated the 

mediating effects of relational governance on formal contracts on BPO outsourcing;however, we also differ 

slightly here from Stefanie et al. (2009), in contrast, weargue that complementary approach should not be tested 

by mediating effects but rather moderating effects so as to capture the combined power of complementarity.   
 

Moderation occurs whenthe impact of the predictor varies across different levels of moderator to affect the 

relationship with the dependent variable (Venkantraman, 1989). Moderation takes two types which are subgroup 

analysis and interaction (Boyd et al., 2012, p.13).Briefly, interaction effects inbusiness strategy and social 

sciences involve the use of multiple regression analysis and causal modeling to compute the effect of a 

moderating variable. For example, in Structural Equation Modeling, this is achieved by creating an additional 

latent variablethat is added to the causal model. This involves multiplication of construct indicators for the latent 

variables as cross products. The construct indicators may be first “centered” or “standardised” to avoid 

multicollinearity effects if it is likely to exist. Simply, this term is the interaction between independent variable 

and the moderating variable. 
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Figure 1 illustrates the alternate path diagram representations of fit as a moderator.
 

 

Figure 1: Alternate path diagram representations of fit as a moderator (Venkantraman, 1989, 

p.425; Fairchild & MacKinnon, 2009, Figure 4, p.90
Note. X= the independent variable, Y= the dependent variable, Z= the moderator variable, XZ= the product of X 

and the moderator variable (Interaction)

XZ on Y 

The interaction model can be represented mathematically as Y=f(X, Z, X*Z). Where Y=performance; X=strategy;   

Z=the contextual variable that fits with strategy for performa

and Z.  

Hence Y = a0 + a1X + a2Z+ a3X*Z + e(Venkantraman, 1989, p.426, equation 3)

 

This implies that when contractual elements

(Interaction Term i.e.CEXBST) is created that influences 
 

Figure 2: shows a simplified moderation model for interaction
 

Figure 2: A simplified moderation model for interaction

& MacKinnon, 2009, Figure 4, p.90, Baron & Kenny, 1986, Figure 1, p.g 1174
 

Note that this interaction occurs between 

characteristics) and buyer supplier-trust 

unstandardized coefficient, a3, differs significantly from zero, attesting to the effects of 

contractual elementsand buyer-supplier trust

complementarity between formal contracts and relational governance exists if the coefficients of the interaction 

terms are positive. In contrast, evidence

trust exists if the coefficients of the interaction terms are negative.
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p.425; Fairchild & MacKinnon, 2009, Figure 4, p.90, Baron & Kenny, 1986, Figure 1, p.g 1174
X= the independent variable, Y= the dependent variable, Z= the moderator variable, XZ= the product of X 

(Interaction), a1 = the effect of X on Y, a2 = the effect of Z on Y, and 

The interaction model can be represented mathematically as Y=f(X, Z, X*Z). Where Y=performance; X=strategy;   

Z=the contextual variable that fits with strategy for performance improvement.  X*Z reflects the joint effect of X 

(Venkantraman, 1989, p.426, equation 3) 

contractual elements (CE)interact with Buyer-Supplier Trust (BST)

created that influences Supplier Delivery Performance (SDP). 

shows a simplified moderation model for interaction in this study

 

Figure 2: A simplified moderation model for interaction (Venkantraman, 1989, Figure 2, 

& MacKinnon, 2009, Figure 4, p.90, Baron & Kenny, 1986, Figure 1, p.g 1174

Note that this interaction occurs between all contractual elements (foundation, change and governance

trust respectively.Each of these moderation hypotheses is thus supported if the 

, differs significantly from zero, attesting to the effects of 

supplier truston supplier delivery performance. Specifically, the evidence of 

formal contracts and relational governance exists if the coefficients of the interaction 

, evidence of substitution between outsourced formal contracts and buyer

if the coefficients of the interaction terms are negative. 
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, Baron & Kenny, 1986, Figure 1, p.g 1174) 
X= the independent variable, Y= the dependent variable, Z= the moderator variable, XZ= the product of X 

= the effect of Z on Y, and a3 = the effect of 

The interaction model can be represented mathematically as Y=f(X, Z, X*Z). Where Y=performance; X=strategy;   

nce improvement.  X*Z reflects the joint effect of X 

(BST), a new variable 

(SDP).  

in this study. 

 

Venkantraman, 1989, Figure 2, p.425; Fairchild 

& MacKinnon, 2009, Figure 4, p.90, Baron & Kenny, 1986, Figure 1, p.g 1174) 

, change and governance 

is thus supported if the 

, differs significantly from zero, attesting to the effects of moderation between 

Specifically, the evidence of 

formal contracts and relational governance exists if the coefficients of the interaction 

between outsourced formal contracts and buyer-supplier 
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Although earlier scholars (Baron and Kenny, 1986;Venkantraman, 1989; Muller,Judd and Yzerbyt, 2005; 

Fairchild and MacKinnon, 2009)proposed significant frameworks for conceptualising and analysingmoderation, 

very few empirical studies on examining the moderating (interaction) role of trust (e.g. Goo et al., 2009) 

haveattempted to follow their procedures conscientiously.Subsequently, most studies have been disconnected and 

lack external validity for generalizability. This relative paucity of quantitative data and lack of detailed empirical 

analysis coupled with the difficulty of comparative studies hinder clarity in debate which limits theory 

development in public procurement. 
 

Figure 3 shows a General Joint Analysis Model proposed by Fairchild & MacKinnon, 2009 for conceptualising 

and analysing many interaction effects simultaneously in a single model. 
 

 
 

Figure 3: A General Joint Analysis Model (Fairchild & MacKinnon, 2009 Fig. 6, p.92) 
 

Note. X= the independent variable, Y= the dependent variable, Z= the moderator variable, M= the mediating 

variable, XZ= the interaction of X and Z, MZ=the interaction of M and Z, XM= the interaction of X and M, and 

XMZ= the three-way interaction between X, M, and Z 
 

Consistent withPoppo and Zenger (2002) and  Goo et al. (2009) line of thinking, we alsoresonate that despite the 

convincing arguments about buyer-supplier trust and formal contracts acting as substitutes the logic for 

considering these two governance mechanisms as complements rather than as substitutes remains more 

substantial. Firstly, we alsodeliberate that the combined power of formal contracts and relational governance 

mechanisms may be much higher in terms of safeguarding assets and they can jointly deliver much higher 

exchange performance than either governance choice in isolation.   
 

Secondly, we also resonate that well-crafted formal contracts promote longevity in exchanges by increasing the 

penalties for a party that may dissolve an exchange relationship. Thirdly, the process of developing a 

comprehensive and complex contract itself requires parties to engage in joint problem solving and both parties 

have to work as a team to develop and negotiate the various provisions that are incorporated in the SLA, including 

difficult aspects of the contract such as acceptable service levels, penalties for noncompliance and future contract 

changes. These joint efforts also lead to the development of social relationships between the two parties. 

Consistent with the aforementioned debate, we therefore hypothesis that; 
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H12: The foundation characteristics of outsourced 

positively influence supplier delivery performance

H13: The change characteristics of outsourced 

influence supplier delivery performance

H14: The governance characteristics of 

positively influence supplier delivery performance
 

2.9 The research model to be tested 
 

Figure 4 shows the research model to be tested in this 

outsourced formal contracts (foundation, change and governance characteristics)

mechanisms (i.e. Buyer-supplier trust and

outsourced formal contractual elements

governance mechanisms (i.e.buyer-supplier 

performance of public sector procurement
 

 

Figure 4: Research Model for Supplier Delivery Performance
 

3. Methodology 
 

3.1 Operationalization of studyconstructs
The sources for research and tested 

follows;Outsourced formal contract was measured based on amalgamation of works of Goo et al. (2009) and 

Stefanie et al. (2010). Thirty three items were modified and measured the extent to which pr

elements (which were summarized under foundation, change management and governance characteristics) are 

addressed in the SLA. Responses were anchored on a five (5)

(1) to strongly agree (5).  Buyer–supplier trust was assessed based on an amalgam of Morgan and Hunt (1994) 

and Stefanie et al., (2010) measurements that were modified to suit this study and captured dimensions such as 

benevolence, dependability, honesty, competence and frien
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outsourced formal contracts interact with buyer-supplier trust to 

positively influence supplier delivery performance 

outsourced formal contracts interact with buyer-supplier trust to positively 

performance 

H14: The governance characteristics of outsourced formal contracts interact with buyer-supplier trust to 

positively influence supplier delivery performance 

Figure 4 shows the research model to be tested in this studywithall the hypothesized relationship

(foundation, change and governance characteristics), 

supplier trust and supplier opportunism) and supplier delivery 

formal contractual elements (i.e. foundation, change and governance) influence the 

supplier trustand supplier opportunism)which influences

rocurement. 

: Research Model for Supplier Delivery Performance of Public Sector 

constructs 
The sources for research and tested instruments used to operationalize study constructs were as 

was measured based on amalgamation of works of Goo et al. (2009) and 

Stefanie et al. (2010). Thirty three items were modified and measured the extent to which pr

elements (which were summarized under foundation, change management and governance characteristics) are 

addressed in the SLA. Responses were anchored on a five (5)-point Likert scale ranging from strongly disagree 

supplier trust was assessed based on an amalgam of Morgan and Hunt (1994) 

and Stefanie et al., (2010) measurements that were modified to suit this study and captured dimensions such as 

benevolence, dependability, honesty, competence and friendliness.  
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relationships between: 
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influence the relational 

influences supplier’s delivery 

 

 Procurement 

instruments used to operationalize study constructs were as 

was measured based on amalgamation of works of Goo et al. (2009) and 

Stefanie et al. (2010). Thirty three items were modified and measured the extent to which provision of the eleven 

elements (which were summarized under foundation, change management and governance characteristics) are 

point Likert scale ranging from strongly disagree 

supplier trust was assessed based on an amalgam of Morgan and Hunt (1994) 

and Stefanie et al., (2010) measurements that were modified to suit this study and captured dimensions such as 
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Supplier opportunism was measured based on measurements from Wathne and Heide (2000) and  Ntayi et al. 

(2010c)  that were modified to suit the current study and dimensions like withholding information,  failing to 

fulfill obligations,  evasion, refusal to adapt, violation, and forced renegotiation were improved.  Supplier delivery 

performance measurements were modified from works of Ntayi et al. (2010c) and  item scales for on-time 

delivery, delivery reliability, order completeness, delivery speed, quality of goods provided by the supplier, 

reduced costs and  reduced user complaints were received were added to the questionnaire.   
 

3.2 Survey Design and pilot testing 

The initial draft of the survey was first pilot tested using management professors from Makerere University 

Kampala, a major research university in Uganda, as respondents. Further, the pilot survey was also tested using 

individuals from 48 public sector organizations as respondents and yielded 95% response rate. Based on these 

pilot tests and comments from respondents concerning the clarity of the questions contained within the survey, 

measurement items were improved as required. Consistent with the guidelines set forth by Dillman (1991); 

questions were brief and to the point, addressing only a single issue at a time. In addition, each construct as 

outlined in the conceptual model proposed by this study was measured by at least three questions or items that 

were created on the basis of established theory. Survey questions were designed to capture perceptions of 

Accounting Officers (AO) and Contract Committees (CC) and Procurement Officers had about outsourced 

contracts for which they are expected to manage on an ongoing basis. Perceptual measures are frequently used in 

management research since they can parallel objective data in accuracy and research has supported the use of 

department managers as the key respondents for questions regarding performance within their respective 

departments and organization (Kearns &Sabherwal, 2007).  
 

3.3 Sampling Procedure, data collection and survey responses 
Data were collected from all 116 central government entitieson outsourced contracts in Uganda in classifications 

of 14 commissions, 12 hospitals, 26 ministries and 64 parastatals. For each public entity, at leastmembers of 

contracts committee (CC), Head of Procurement department and members of user departments were interviewed. 

These individuals were considered to be more knowledgeable about the subject matter of this study because of 

their participation in awarding, signing, renegotiating, monitoring and termination of outsourced contracts. The 

list of thesepublic entities was obtained from the Public Procurement and Disposal of Assets Authority (PPDA) 

compliance assessment report (2009).  A self-administered survey was used to obtain data from respondents.  A 

five (5) pointLikert scale ranging from 5-Strongly Agree 4-Agree 3-Not Sure 2-Disagree to 1-Strongly Disagree 

was used to measure respondents responses to the various questions included in the survey.  750 copies of the 

survey instrument were sent out to 116 central government entities. 612 usable questionnaires representing 81.6% 

response rate returned.The descriptive statistics revealed that the services that had been outsourced most 

frequently included cleaning services (85.3%), consultancy (74.2%), security (70.9%), IT and maintenance 

(70.3%), courier& messenger (44.8%) and transportation (34.3%). The respondents from the Parastatals (55.6%) 

dominated the study followed by those from the Ministries (25.5%), Commissions (17.0%) and Hospitals (2.0%). 

Among the entities with over 1000 employees, the majority were Parastatals (60.0%) while the Ministries 

comprised 24.0% of this workforce category. 
 

4. Data Analysis and Results 
 

The data was analysed usingStructural Equation Modelling (SEM) in AMOS Version 19.0for tracing structural 

relations between the study constructs (Joreskog&Sorbom, 1989). SEM was preferreddue its capability for 

confirmatory analyseswith explicit test statistics that establish convergent and discriminant validity which is 

important for management research, tests an overall model rather than individual coefficients, allows for error 

terms and reduces measurement error through the use of multiple indicators (Kearns &Sabherwal, 2007).  

Consistent with Anderson and Gerbing (1988), the analysis of the measurement and structural models was carried 

out in a two-step process. This allowedimprovement of measures before testing of the structural model and is 

consistent with previous studies (Byrne, 2001; Kearns &Sabherwal, 2007).  Firstly, the measurement model was 

used to measure the fit between the theorized model and observed variables and to establish reliability and 

validity. Secondly, the results of the measurement model were used to create a structural model in order to 

measure the strength of the theorized relationships.Since, thisstudy employed a confirmatory rather than 

exploratory approach, in order toallow for cross-validation of findings, the total sample (N=612) was split into 

two samples (calibration sample (N=306) on which the initially hypothesised model was tested and validation 

sample (N=306) for testing the validity of its structure)(Byrne, 2001, p.249).  
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4.1 Validityand Reliability  

Using the raw data file as input, this study strictly used Confirmatory factor analysis (CFA) to verify the 

measurement model by examining construct validity inmeasuring how well individual items represent the 

construct. Firstly, both construct validity and discriminant validity were tested to demonstrate the dimensionality 

of the constructs in the measurement model.  Consistent with Jung, Wang & Wu (2008), inthis study, construct 

validity was evaluated in two ways:(1) High factor loadings with significant t-values are mostly good indicators 

of theconstruct validity and (2) A high squared correlation value for a construct also indicates good construct 

validity (Anderson &Gerbing, 1988; Joreskog&Sorbom, 1989). All six constructs demonstrated good model fit 

when subjected to Hu and Bentler’s (1999) criteria and Rigdon’s (1996) criteria. The factor loading of each item 

in all six constructs was reasonably acceptable i.e. above 0.40 (Table 2). In addition, all the factor loadings were 

significant, indicated by their corresponding critical ratios above 2 (Table 2). Following guideline by Fornell and 

Larcker (1981), squared correlations values were then calculated for each construct. The Average Variance 

Extracted (AVE) for each of the eight constructs exceeded the suggested threshold of 0.50, indicating that the 

variance captured by a construct was larger than the variance due to measurement errors (Jung et al, 2008). 

Hence, the construct validity of the six constructs was established. 
 

Discriminant validity was also established for any construct pair, the AVE of each construct exceeded the square 

of the construct correlations shown in the table 2. No correlation exceeded the prescribed limit of 0.90 which was 

a good indicator that there was no multicollinearity in this study.Chi-square (χ2) difference tests were also run for 

all possible construct pairs. For each pair, a comparison was made between the χ2 values for the constrained 

model and the unconstrained model. The constrained model represents a case in which the variances and 

covariance for the construct pairs were constrained to unity. The χ2 differences were significantly less for the 

unconstrained models compared to the constrained models, suggesting that the better model was the one in which 

the factors were separate but correlated (Anderson &Gerbing, 1988).  
 

Further, the reliability analysis was conducted by calculating the Cronbach’s alpha coefficient for each construct. 

The results showed that the Cronbach’s alpha measures for all six constructs well exceeded the recommended 

critical point of 0.70 (Hair et al., 1998), indicating good internal-consistency reliability.  

Table 2shows final results of construct validity and reliability tests for the measurement model. 
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Table 2: Construct validity and reliability 
 

 

Constructs and final items 

Std. 

loading 

Critical 

ratio 

R 

square 

Cronbach 

Coefficient 

Code Foundation characteristics     

.84 Scontt1 Our outsourcing contracts contain a statement of the key business 

measurements required. 

.78 14.17 .60 

Scontt2 Outsourcing contracts contain established service quality targets .85 15.50 .73 

Scontt3 

 

Outsourcing contracts contain general description of the services 

required, major categories of the services, specific service elements. 

.75 13.60 .57 

 Change characteristics     

 

 

.87 

 

Futu3 

 

The contract indicates processes that we should use to prioritize 

changes and modify the volume, type or level of service to match 

evolving user requirements. 

.69 12.71 .47 

Antic1  The outsourcing contract specifies relevant technology, business and 

industry drivers for change. 

.77 14.99 .60 

Antic2  The contract specifies roles, responsibilities and decision making 

procedures for each category of change. 

.75 14.19 .56 

Antic3  We include clear definitions of the key categories of change e.g. 

charges for volume changes. 

.78 15.22 .62 

Inpla1  Outsourcing contracts stipulate process for innovation including 

implementation and prioritization. 

.76 14.72 .58 

 Governance characteristics     

 

.80 
Meas2 Our outsourcing contracts contain definition of what is to be 

measured e.g. price, customer satisfaction. 

.74 14.30 .55 

Meas3 Our outsourcing contracts contain definition of the processes to 

periodically measure the defined categories. 

.81 16.15 .75 

Enfor1  Our outsourcing contracts contain penalty definitions and formular. .75 14.55 .56 

Enfor3 Outsourcing contracts contain statement of exit responsibilities .87 17.76 .75 

Comm2 Outsourcing contracts show organizational reporting structure. .50 8.83 2.5 

 Buyer –supplier trust     

 

 

.83 

Trust7 This supplier has no problems answering our questions. .55 9.67 .30 

Benv1 This supplier has made sacrifices for us in the past.  56 9.69 .31 

Benv2  This supplier cares for us.  .80 15.55 .63 

Benv3  In times of shortages, this supplier has gone out on an extremity for 

us.  

.59 10.53 .35 

Benv4  This supplier is like a friend.  .78 15.20 .60 

Benv5  We feel the supplier has been on our side.  .85 17.17 .72 

 Supplier opportunism    

Oppbr7 Our providers evade the performance of some duties. .54 8.39 .29  

.80 Oppbr8 Our providers refuse to adopt our contract terms and conditions .50 7.53 .25 

Oppbr9 On occasion, the supplier has lied about certain things in order to 

protect his interest. 

.99 18.47 .98 

Oppbr1

0 

Sometimes the provider slightly alters facts in order to get what he 

wants. 

.72 13.76 .52 

 Supplier delivery performance     

 

 

.81 

Costs2 The cost of outsource services in this entity is low compared to the 

previous in house services. 

.72 13.64 .52 

Usesa3 I feel we should continue with our outsourced providers. .74 14.03 .55 

Usesa4 Outsourced providers provide services that we expect. .66 11.87 .43 

Ledt1 Outsourced providers perform their tasks promptly. .56 9.82 .32 

Relmg1 Our outsourced providers are cooperative in problem solving. .83 16.583 .69 

 

4.2 Self reporting, social desirabilityand analysis of non-response bias 
 

Self-reports and social desirability usuallylead to common method variance in survey research when sampling 

perceptual data (Podsakoff, Mackenzie, Lee &Podsakoff, 2003). The main concern is that common methods bias 

leads to type 1 & 2 errors whereby the researchers may accept or reject the null hypothesis when they should not 

have done so. Common method bias was deliberately addressed in three ways; firstly, the questionnaire was 

designed to avoid implying that one response is better than the other hencecontrolling self-report dataand also 

avoided socially accepted responses (Kearns &Sabherwal, 2007). 
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Secondly, we assessed common methods variance using Harman’s one factor test (Podsakoff et al, 2003). If 

common method bias accounts for the relationships among variables, then a factor analysis should yield a single 

factor when all the items are analysed together. No single factor emerged or one general factor accounted for most 

of the variance implying that no substantial common method variance was present. 
 

Thirdly, a confirmatory factor analysis approach was used to test a model positing that a single factor underlies 

the study variables, by linking all the items to a single factor for common method variance (Kearns &Sabherwal, 

2007). The model exhibited a poorer fit as compared to the initial and final measurement models suggesting that 

common method variance was not a problem.  
 

Non response bias was established in T-tests by comparing the average values for each of the constructsfor the 

first quartile completed questionnaires received versus the last quartilecompleted questionnaires allowing the late 

questionnaires to proxy the perceptionsof non-respondents. Mean differences for each of the constructs did not 

reveal any significant difference between the early and late questionnaires (2-tailed t-tests, p <0.05).This 

comparative test depicted the absence of non-response bias in this study. 
 

4.3. Thestructural model 
 

As earlier stated, results from the final measurement model were used to create the structural model that tested the 

strength and significance of the theorized relationships. The results from final model with standardised path 

coefficients are shown in Figure 5and summarised in Table3. The final structural model accounts for 48.5% of the 

variation in supplier delivery performance. Thus, the model is very successful in accounting for a substantial 

portion of the variability in supplier delivery performance. Four paths coefficients did not demonstrate the 

expected results; the path coefficients between change characteristics and buyer-supplier trust; change 

characteristics and service delivery performance were non-significant. Similarly, the path coefficients 

betweenchange characteristics and supplier opportunism was expected to be negativebut instead was 

positivethough significant. The interaction effect of change characteristics and buyer-supplier trust also indicated 

a negative impact on the relationship with supplier delivery performance. 
 

Goodness-of-fit was used to describe how well the statistical model fits the sample data and to determine whether 

the data supports a hypothesized model in SEM. It was established by multiple indices to negate bias associated 

with the use of a single index. The examples of measures that were used includeAverage Absolute Standardised 

Residual (AASR), Chi-Square per degree of freedom (χ2/df), Tucker Lewis Index (TLI), Comparative Fit Index 

(CFI),Root Mean Square Residual (RMSR) and Root Mean Square Error of Approximation(RMSEA) 

(Joreskog&Sorbom, 1989). 
 

4.4 Results 
 

The results suggest that the model adequately fits the data (χ2/df =2.58, p<0.01), the other fit indices also 

suggested a good fit to the model (CFI=.90, TLI=.88, RMSR=.08, RMSEA=.077). Although χ2is recognised as a 

measure of fit, it is usually affected by the size of correlations within the model and can produce inaccurate 

probability values particularly for samples outside the range of 100-200 (Kearns &Sabherwal, 2007). Since 

theχ2is almost always significant for larger sample sizes, it was replaced withχ2/df with values of less than 3 

being acceptable.Based on these values, the final structural model was deemed acceptable since the hypothesised 

model adequately fits the sample data (Byrne 2001; Joreskog&Sorbom, 1989).  
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Figure 5: shows the results of the structural

 

Figure 5: Results of the final Structural Equation Model

Note: All model coefficient are standardised, ns means non

Table 3 summarises the results of the final Structural Equation Model.

Table 3: Summary of the results of the  final 

  

 Service Level 

Agreement (SLA) 

characteristics for 

formal contracts 

Foundation characteristics 

(FC) 

Change characteristics (CC)

Governance characteristics 

(GC) 

Relational governance Buyer-Supplier Trust (BST)

Supplier Opportunism(SO)

Interaction Terms FC x BST

CC x BST

GC x BST

R-square 

Note: The numbers in the cells are standardised beta coefficients from covariance based structural 

model.  

*p<0.05, **p<0.01 
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results of the structural model and standardised path coefficients.

 

Results of the final Structural Equation Model 
 

standardised, ns means non-significant path coefficients 

 

Table 3 summarises the results of the final Structural Equation Model.
 

Summary of the results of the  final Structural Equation Model  

Buyer- 

Supplier 

trust 

(BST) 

Supplier 

Opportunism 

(SO) 

Supplier 

Delivery 

Performance 

(SDP)

Foundation characteristics .204* -.384** .278

Change characteristics (CC) -.02 .338** .061

Governance characteristics .215* -.249* .186

Supplier Trust (BST)   .310

Supplier Opportunism(SO)   -.409

BST   .267

BST   -.253

BST   .220

.267 .289 .4

: The numbers in the cells are standardised beta coefficients from covariance based structural 
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path coefficients. 

 

Table 3 summarises the results of the final Structural Equation Model. 

Supplier 

Delivery 

Performance  

(SDP) 

.278* 

.061 

.186* 

.310** 

.409** 

.267* 

.253* 

.220* 

.485 

: The numbers in the cells are standardised beta coefficients from covariance based structural 
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4.5 Supports for Research Hypotheses 
 

Based on a sample of 612 observations provided by civil servants who are responsible for the general 

management of outsourced contracts in Ugandan public sector, survey data supported 10 of the study’s 14 

hypotheses as shown in Table 4. The results reveal that allthree outsourced contractual elements have significant 

effects on all the tworelational governance elements as follows:Foundation characteristics were positively and 

significantly associated with buyer-supplier trust (β=0.204, p<0.05) supporting H1: There is a positive 

relationship between foundation characteristics of outsourced formal contracts and buyer-supplier trust.Change 

characteristics were negatively associated with buyer-supplier trust and not significant as postulated (β=-0.02, 

p>0.05)hence failing to provide support forH2: There is a positive relationship between change characteristics of 

outsourced formal contracts andbuyer-supplier trust. The governance characteristics had positive and significant 

effects on buyer-supplier trust (β=.215, p<0.05)hence providing support forH3: There is a positive relationship 

between governance characteristics ofoutsourced formal contracts and buyer-supplier trust. 
 

There was a negative and significant association between foundation characteristics and supplier opportunism 

(β=-.384, p<0.01) supporting H4: There is a negative relationship between foundation characteristics of 

outsourced formal contracts and supplier opportunism.  
 

The results also pointed out that change characteristics had a positive and significant influence on supplier 

opportunism (β=.338, p<0.01) which was contrary to the initially hypothesised negative relationship H5: There is 

a negative relationship between change characteristics of outsourced formal contracts andsupplier opportunism. 

The results also revealed that governance characteristics were negatively and significantly associated with 

supplier opportunism (β=-.249, p<0.05)hence supportingH6: There is a negative relationship between 

governance characteristics ofoutsourced formal contracts and supplier opportunism. 
 

The results also indicated that foundation characteristics have positive and significant direct effects on supplier 

delivery performance (β=.278, p<0.05) thereby, supportingH7: There is a positive relationship between 

foundation characteristics of outsourced formal contracts and supplier delivery performance. However, the path 

coefficient between change characteristics and supplier delivery performance was positive but not significant 

(β=.061, p>0.05) thus, not supporting H8: There is a positive relationship between change characteristics of 

outsourced formal contracts and supplier delivery performance.Similarly, there was direct significant association 

between governance characteristics and supplier delivery performance (β=.186, p<0.05) thus, empirically 

providing evidence for H9: There is a positive relationship between governance characteristics ofoutsourced 

formal contracts and supplier delivery performance. 
 

Additionally,the results reveal that buyer-supplier trusthas a significant effect on supplier delivery 

performance(β=.310, p<.01): thus supporting H10: There is a positive relationship between buyer-suppliertrust 

and supplier delivery performance.As expected there was a negative and significant association between supplier 

opportunism and supplier delivery performance (β=-.409, p<0.05)thus supportingH11: There is a negative 

relationship between Supplier opportunism and supplier delivery performance.  
 

Finally, all the moderation hypotheses were all significant confirming existence of moderation effects of buyer-

supplier trust on the relationship between formal contractual elements andsupplier delivery performance. 

Specifically,there was a positive and significant influence between the interaction effects of foundation 

characteristics and buyer-supplier trust on supplier delivery performance (β=.267, p<0.05) thereby, supporting 

H12: The foundation characteristics of outsourced formal contracts interact with buyer-supplier trust to 

positively influence supplier delivery performance.There was a negative and significant influence between the 

interaction effects of change characteristics and buyer-supplier trust on supplier delivery performance (β=-.253, 

p<0.05) contradicting the initially hypothesised positive relationship hencefailing to provide supporting evidence 

for H13: The change characteristics of outsourced formal contracts interact with buyer-supplier trust to 

positively influence supplier delivery performance. The interaction effects of governance characteristics and 

buyer-supplier trust on supplier delivery performance had a positive and significant influence (β=.220, p<0.05) 

supportingH14: The governance characteristics of outsourced formal contracts interact with buyer-supplier trust 

to positively influence supplier delivery performance. 
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Table 4: Summary of support for hypotheses using all dependent variables 

Hypotheses 
 

Supported 

H1: There is a positive relationship between foundation characteristics of outsourced formal 

contracts and buyer-supplier trust  
Yes 

H2: There is a positive relationship between change characteristics of outsourced formal 

contracts andbuyer-supplier trust  
No 

H3: There is a positive relationship between governance characteristics of outsourced formal 

contracts and buyer-supplier trust  
Yes 

H4: There is a negative relationship between foundation characteristics of outsourced formal 

contracts and supplier opportunism  
Yes 

H5: There is a negative relationship between change characteristics of outsourced formal 

contracts andsupplier opportunism  
No 

H6: There is a negative relationship between governance characteristics of outsourced formal 

contracts and supplier opportunism  
Yes 

H7: There is a positive relationship between foundation characteristics of outsourced formal 

contracts and supplier delivery performance  
Yes 

H8: There is a positive relationship between change characteristics of outsourced formal 

contracts and supplier delivery performance  
No 

H9: There is a positive relationship between governance characteristics of outsourced formal 

contracts and supplier delivery performance  
Yes 

H10: There is a positive relationship between buyer-supplier trust and supplier delivery 

performance. 
Yes 

H11: There is a negative relationship between Supplier opportunism and supplier delivery 

performance. 
Yes 

H12: The foundation characteristics of outsourced formal contracts interact with buyer-supplier 

trust to positively influence supplier delivery performance  
Yes 

H13: The change characteristics of outsourced formal contracts interact with buyer-supplier trust 

to positively influence supplier delivery performance  
No 

H14: The governance characteristics of outsourced formal contracts interact with buyer-supplier 

trust to positively influence supplier delivery performance  
Yes 

 

5. Discussion of Findings 
 

The purpose of this study was to examine the moderating effect of buyer-supplier trust on the relationship 

between outsourced formal contracts and supplier delivery performance in the domain of Ugandan public sector 

procurement.  In so doing, we contribute to the exiting literature by extending and demonstrating the fundamental 

preposition of complementarity between formal contracts and relational governance mechanism. Barring one 

exception, the findings of this study clearly demonstrate and favour a complementarity relationship between 

outsourced formal contracts and relational governance mechanisms (i.e. buyer-supplier trust). All interaction 

relationships involving foundation and governance characteristics of outsourced formal contracts and buyer-

supplier trust indicated positive and significant effects on supplier delivery performance.   
 

Specifically, there was a positive and significant influence between the interactions of foundation characteristics 

and buyer-supplier trust on supplier delivery performance. Similarly, there was a positive and significant 

influence between the interactions of governance characteristics and buyer-supplier trust on supplier delivery 

performance. These results indicate that when the foundation and governance characteristics of outsourced formal 

contracts are combined with relationships of high buyer-supplier trust, supplier delivery performance improves 

significantly. This is consistent with Goo et al. (2009) findings that revealed that contractual characteristics induce 

relational governance mechanisms because they enhanced ability to unilaterally punish performance deviation and 

strengthen incentives for cooperation as well. 
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However, our results also provide some mixed evidence with respect to change characteristics of contracts.  The 

study data did not support the initially hypothesised positive relationship between change characteristics and 

buyer-supplier trust. The change characteristics were found to have a non-significant influence on buyer-supplier 

trust. Similarly, the relationship between change characteristics and supplier opportunism was initially 

hypothesised to be negative but instead was positive. This implies that change characteristics do not influence and 

favour the development of buyer-supplier trust but instead promote supplier opportunism to flourish in outsourced 

formal contracts. 
 

The interaction of change characteristics and buyer-supplier trust had a negative impact on the relationship with 

supplier delivery performance. These paradoxical findings indicate that incorporating specific and detailed change 

clauses in outsourced formal contract may create a detrimental effect on supplier delivery performance through 

their interaction with buyer-supplier trust. These finding mirror Goo et al. (2009) study that found that formal 

contracts changes was one of the most intricate aspects of market exchanges and was where opportunism had the 

most potential to occur. They also suggested that the parties concerned should not include all the contingencies, 

processes and methods for contractual changes because they may hinder the development of trust in the 

relationship. The use of case studies and additional surveys in future research might help to explain this 

phenomenon.  
 

Further results from the analysis revealed that outsourced formal contracts, buyer-supplier trust and supplier 

opportunism are significant predictors of supplier delivery performance in public sector procurement. This 

implies that appropriate and methodical management of the outsourced contracts while allowing successful buyer-

supplier trust to flourish ultimately leads to better supplier delivery performance. As such, it is important to ensure 

that procurement officers truly strengthen the relationships that they have with their suppliers as far as the 

outsourcing transactions are concerned. This mirrors findings by Hoyt and Huq (2000) which have shown how 

governance mechanisms based on trust and mutual cooperation improve supplier performance.  
 

From the perspective of resource based theory, a better supplier performance is possible when the buyer- supplier 

relationship exhibits high levels of trust that supports responsiveness and a willingness to assume greater levels of 

risk. The contractual transactions in the 1980’s relied heavily on governance mechanism based on arms-length 

relationships that were more compatible with the principles of transaction cost theory but transaction cost theory 

seem to have lost its ability to explain present day buyer supplier relations based on trust and information sharing, 

as a consequence other explanations must be sought. Other organizational theories like network theory, agency 

theory and strategy-structure theory are also useful in explaining the role of buyer supplier trust and would be 

worthy of consideration in a future study. However, the Ugandan public sector procurement seems not to favor 

long term buyer-supplier relations because of competitive bidding required by the PPDA Act, 2003. 
 

This study also found that supplier opportunistic behavior results in poor quality of services, late deliveries, fake 

products, contract variations, abrupt price increases, forced renegotiations, information withholding and 

manipulation, and intentions to cheat the buyers. This is supported by the works of Ntayi et al. (2010b) and 

Wathne and Heide (2000) which found that opportunistic behaviors were characterized by  high transactional 

costs, withholding and  distorting information, failing to fulfill promises or obligations,  evasion, refusal to adapt, 

violation, and forced renegotiation.  
 

In order to  address supplier opportunism scholars  have suggested  designing improved contractual clause 

involving exchange partners under conditions of uncertainty in order to avoid this type of behavior, and 

identifying alternative governance mechanisms to mitigate such risk (Stefanie et al., 2010; Goo et al., 2009). 

These researchers have suggested that as a way to avoid such behavior it is essential that buyers fully disclose 

expectations for quality and service levels upfront and use these expectations as a means for measuring 

performance during the execution of the outsourced contract. Similarly, in the context of  Ugandan public sector 

procurement, Ntayi et al. (2010a),  Eyaa&Nagitta (2011) and Basheka (2009) have also recommended for 

effective implementation of well-designed contracts to control supplier opportunism. Although they have also 

called for serious reprimand against poor suppliers, little has been done to date. 
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Generally, this research has provided more empirical supporting evidence that is more refined which extends and 

demonstrates the paradigm that formal contracts and relational governance mechanisms function as complements 

rather than substitute, as was also found by Stefanie et al. (2010), Goo et al. (2009), Miranda and Kavan (2005), 

Poppo and Zenger (2002). 
 

6.   Managerial and Policy Implications 
 

This research has demonstrated the moderating effect of buyer-supplier trust on the relationship between the 

outsourced formal contracts and supplier delivery performance. Similarly, outsourced formal contracts, buyer-

supplier trust and supplier opportunism were found to be significant predictors of supplier delivery performance. 

Since outsourcing is important in improving and delivering better services, it is quite necessary that these public 

entities ensure that they cultivate and develop trusting relationships with reputable firms that over time have been 

outsourced and shown to be good performers. It should be noted that buyer-supplier trust takes time to emerge 

from fair transactions and cannot be forced. Unfortunately, the PPDA Act, 2003 does not favor the growth of long 

term relationships which are a prerequisite for trust. Clearly, changes to current legislation as it stands, is needed 

if longer term more trust-based relationships between buyers and suppliers are to be developed.  
 

Likewise when developing mutually trusting relationship between buyers and suppliers, buyers should ensure that 

they engage in fair conduct as it relates to agreements that may be in force. When suppliers feel they are not 

getting what they ultimately deserve or were promised, they may end up performing well below their capacity, 

thus negatively affecting the buyer’s organization in the process. In the same spirit of open and fair conduct, 

public entities should also ensure that they clearly specify and outline product or service specifications as required 

and once delivered as needed that they make payments to suppliers in a timely fashion as outlined by the terms of 

the contract.  In so doing , outsourced suppliers will not only have a better understanding of what they need to 

deliver, but with payment assured, they should also be more motivated to do so and in a more effective and 

efficient manner. 
 

There is a need for senior public officials to be committed to resist dealing with prevalent opportunistic tendencies 

in order for the contracts they manage to achieve their set targets and objectives. This top-level management 

commitment should be directed towards and permeate throughout all the public institutions that they manage so 

that even lower level employees are all resistant to this detrimental behavior. As a means to help those involved 

with procurement overcome the challenges associated with opportunistic tendencies, procurement officers, 

evaluation committees, and contract committees should also focus increased attention on strengthening supplier 

evaluation procedures so as to proactively avoid opportunistic suppliers. Further, public entities need to develop 

mechanisms to deal with suppliers who engage in opportunistic behavior. 
 

Finally, the PPDA Authority which is mandated with regulating public sector procurement in Uganda should 

consider making a deliberate effort to educate suppliers about the dangers of opportunistic behavior and its 

negative consequences on supplier delivery performance. During these sessions, suppliers should be encouraged 

to refrain from this type of behavior and made to clearly understand that engaging in opportunistic behavior will 

impact negatively future business prospects with the PPDA Authority. Suppliers who refuse to adapt should be 

black listed and not awarded future tenders. 
 

7. Limitations and Future Research Directions 
 

Although this research provided some interesting findings and makes an important contribution to the public 

procurement literature concerning outsourced formal contracts, buyer-supplier trust, supplier opportunism, and 

supplier delivery performance, there are some limitations worth noting. Although the two constructs of buyer-

supplier trust and supplier opportunism are robust and sufficiently represent the relational aspects, the 

multidimensional nature of relational practises can be investigated further. The change characteristics were 

expected to positively influence buyer-supplier trust but did not. The use of case studies and additional surveys in 

future research might help to explain this phenomenon. Despite the diagnostic statistical tests for common 

methods bias, the use of a questionnaire where all the data was collected in the same measurement context using a 

common rater and with common item context makes common methods bias remain a potential threat. The future 

studies should also try to obtain measurements of the independent and dependent variables from different sources 

and at different times.  
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The data collection instrument that was used for this study was a standard questionnaire which usually limits the 

ability to collect information beyond the questions contained within the survey instrument. Future research may 

use a qualitative case-based approach that uses in-depth interviews to solicit unstructured views about 

opportunistic behavior and suppliers.  
 

This study used a cross sectional research design approach, the behaviors of the variables over time were could 

therefore not be analyzed and this restricts the applicability of the findings since a longitudinal study may give 

different results from the ones that were obtained by this work. 
 

Lastly, future research could employ a larger sample involving different types of public procurement stakeholders 

like the regulators, evaluation committees, local government (districts), chief administrative officers and town 

clerks among others. These future studies may also want to involve key respondents from suppliers that may have 

provided outsourced goods and or services. It would be interesting to compare and contrast viewpoints of both 

buyers and suppliers and in so doing , may provide insights into the basis for the phenomenon examined by this 

research that is otherwise unavailable at this time.  
 

Conclusively, this research has demonstrated the moderating effect of buyer-supplier trust on the relationship 

between the outsourced formal contracts and supplier delivery performance. Similarly, outsourced formal 

contracts, buyer-supplier trust and supplier opportunism were found to be significant predictors of supplier 

delivery performance. In summary, this research has provided more refined empirical supporting evidence that 

extends and demonstrates fundamental preposition of complementarity between formal contracts and relational 

governance mechanisms. 
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