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Abstract

Purpose — The purpose of this study is to determine the dimensions of cultural differences, which are theoretically
most relevant to contract functions in international marketing. Moreover, the contradiction between contract
governance and opportunism is reconciled by exploring the boundary conditions of specific cultural differences.
Design/methodology/approach — The authors obtained 235 bilateral data provided by Chinese
exporters and overseas distributors. The authors matched a secondary data set with the questionnaire data,
which were analyzed by confirmatory factor analysis and a hierarchical moderation model.

Findings — The results demonstrate that while contract specificity is less successful in this area,
contingency adaptability is useful in reducing opportunism. Moreover, as the national cultural differences
regarding uncertainty avoidance, power distance or individualism-collectivism become more pronounced.
One contractual dimension will be more effective at curbing opportunism, while the other will be less effective.
Research limitations/implications — Despite sample limitations, to the best of the authors’ knowledge,
this paper is the first to theoretically identify the effect of cultural difference dimensions in contract
governance, unlike past studies taking cultural differences as an aggregated variable. Furthermore, by
exploring the boundary conditions of cultural differences, this paper effectively reconciles the conflicting
findings on the relationship between contract governance and opportunism in various cultural context.
Practical implications — Exporters’ managers can design contingency adaptability to complement the
limitations of contract specificity and consider cultural differences’ contingency effects.

Originality/value — First, the authors identify cultural differences dimensions related to contract governance,
refining and emphasizing the research context. Second, comparing the efficacy of contract specificity and
contingency adaptability in specific cultural context can show which contract is better at preventing opportunism.
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Introduction

In cross-border cooperation, contract governance is recognized as one of the primary
mechanisms to safeguard the interests of channel members by clarifying the roles and
obligations of the exporter and distributor in dealing with behavioral uncertainty and
environmental uncertainty (Jap and Ganesan, 2000; Wuyts and Geyskens, 2005). Although
the idea that contracts are effective in binding opportunism is intuitively appealing (Crosno
et al., 2021), the empirical evidence is equivocal, yielding negative (Handley and Angst, 2015;
Wang et al.,, 2016; Wang and Larimo, 2020) or positive (Wu et al, 2007; Zhou and Xu, 2012)
relationships.

To address this inconsistent finding, the relevant research proposes to improve the
generalizability of the contract governance—opportunism relationship by investigating its
boundary conditions (Cao ef al., 2018), as institutions are the main determinants of contract
enforcement costs (North, 1990). Existing studies focus mostly on institutional factors such
as the legal environment (Cavusgil ef al., 2004; Zhou and Xu, 2012), government support (Bai
et al., 2016; Sheng et al., 2018), regulatory uncertainty (Jia et al., 2020; Wang et al.,, 2016) and
national culture (Handley and Angst, 2015) and further examine their moderating effects.
However, these contract studies have been conducted mainly in a single context within the
country, and we know less about the efficacy of the contract in a cross-border context. Given
that cultural difference is an important component of institutional factors, it reflects
cognitive and behavioral differences among multinational firms in international marketing
(IM) contexts and largely determines the efficacy of international strategies (Boyd and Fulk,
1996; Yang et al., 2012). We believe the proper alignment between cultural differences and
contract governance is instrumental in revealing contract efficacy and its variations, which
has not received sufficient attention in current contract researches.

Accordingly, this study examines how national cultural differences affect the boundaries
of contract governance efficacy. Specifically, we take a different approach from previous
contract research by considering cultural differences, not as an aggregated construct
(Beugelsdijk et al., 2017; Bryan et al., 2015; Giannetti and Yafeh, 2012; Prashantham and
Eranova, 2020) but instead draw on the paradigm of international business research
(Griffith et al., 2021; Malik and Zhao, 2013; Tower et al., 2019) to select particular dimensions
of cultural difference that are most relevant to the contract governance function and further
explore their respective moderating effects. The current study shows firms interact with
business partners in a controlled or coordinated manner in the context of uncertainty
avoidance, power distance and individualist-collectivist differences [1], and we believe that
these interaction characteristics are consistent with the contract functions (Barr and Glynn,
2004; Chen et al., 2014; Earley and Gibson, 1998; Hofstede, 1989; Iyer, 1998; Lee, 2011;
Roxenhall and Ghauri, 2004; Yang et al., 2011), potentially affecting the binding effect of
contracts on opportunism.

In addition, the design of a complete contract is characterized by both contract specificity
and contingency adaptability (Luo, 2002), with the former reflecting the degree of
explicitness and precision in dealing with daily issues (Griffith and Zhao, 2015; Mooi and
Ghosh, 2010) and the latter reflecting the inclusiveness and flexibility of contract
agreements in addressing unexpected events (Boyd, 1990; Luo, 2002). It is also unclear
whether the effect of contracts on opportunism varies across moderating variables. By
comparing governance efficacy under different conditions, we investigate whether the
governance efficacy of contract specificity and contingency adaptability is context-
dependent, seeking to reconcile the inconsistent findings regarding the effect of contract
governance on opportunism.



This study makes two theoretical contributions to the study of channel governance in IM
domain. First, instead of viewing cultural difference as an aggregated construct (Beugelsdijk
et al., 2017; Bryan et al., 2015; Giannetti and Yafeh, 2012; Prashantham and Eranova, 2020),
we identify specific dimensions of cultural differences that theoretically lead individuals to
behave in ways that are consistent with the contract function (control or coordination),
which contributes to generating a more nuanced understanding of contract contexts.
Second, our investigation identifies the comparative efficacy of contract specificity and
contingency adaptability within the context of the given cultural differences, allowing us to
confirm the theoretical assumption that the certain contract dimension may be more
successful in binding opportunism in a given cultural context (Luo, 2002, 2005). By adopting
a cultural difference perspective, we contribute to the emerging area of IM research, which
seeks to address “how and why culture difference matters” in the contracting arena (Griffith
et al., 2021; Malik and Zhao, 2013; Tower et al., 2019).

In the following sections, we first review the existing literature on opportunism, contract
functions and cultural differences and then develop the hypotheses. Next, we elaborate on
the methodology and use bilateral data from Chinese exporters and their foreign distributors
to examine the hypotheses. Finally, we summarize our findings, discuss their theoretical and
managerial implications and offer suggestions for further study.

Theoretical underpinnings

Opportunism and contract functions

Opportunism is defined as “self-interest seeking with guile” and includes “lying, stealing,
cheating, and calculated efforts to mislead, distort, disguise, obfuscate, or otherwise
confuse” (Williamson, 1985). Opportunism is usually triggered by uncertainty (Williamson,
1985), which is classified into environmental uncertainty and behavioral uncertainty (You
et al, 2018). Environmental uncertainty refers to the speed and unpredictability of
environmental changes regarding cooperation matters (Boyd, 1990), and behavioral
uncertainty reflects the difficulty of predicting and understanding the actions of trading
partners (Krishnan et al, 2016; Zhou and Poppo, 2010). This approach provides a useful
framework for analyzing uncertainty in cross-border cooperation, which is exposed to
volatile international political games and rapid technological evolution, both of which are
beyond the control of channel members (Zona et al., 2019).

Contract governance is a type of formal governance approach, in which the
responsibilities and obligations of all parties are specified primarily through explicit
contracts (Lusch and Brown, 1996; Wuyts and Geyskens, 2005). Theoretically, contract
specificity and contingency adaptability are key characteristics of a complete contract. The
functions of these two contractual dimensions in dealing with opportunism are
differentiated (Luo, 2002). Specifically, scholars argue that contract specificity restrains
opportunism mainly through the function of controlling behavioral uncertainty (Luo, 2005).
Contract specificity refers to the degree of elaboration of the partners’ obligations, incentives
and penalties in all procedures, such as technical specifications, implementation processes,
financing and legal aspects (Mooi and Ghosh, 2010), thus ensuring that the firms do not
deviate from the established contract content. Contingency adaptability is the extent to
which unanticipated contingencies are accounted for and relevant guidelines for handling
these contingencies are delineated in the contract (Luo, 2002). The role of contingency
adaptability is to coordinate both firms in coping with environmental uncertainty (Luo,
2002), with the partners agreeing to clarify principles, develop alternative solutions and
formulate new policies based on an open information exchange mechanism to avoid
environmental contingencies that force channel members to unilaterally pursue their
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self-interest (Boyd and Fulk, 1996). Therefore, firms need to match specific contract governance
functions to transactions with exchange risk in a cost-efficient manner (Williamson, 1985).

Cultural differences and contractual efficacy

Institutions are “the humanly devised constraints that structure human interaction” (North,
1990) and include formal rules and laws and informal norms such as culture. Institutions
differ between countries, such institutional differences can create costs or opportunities
associated with the efficient and effective development and implementation of marketing
activities (Mitra and Golder, 2002; Solberg, 2008). In the IM domain, institutional differences
are considered as a key factor affecting the contractual efficacy (Batsakis et al., 2022), which
is defined as the effect of a contract adopted by a firm to achieve a certain purpose (Crosno
et al, 2021). Firms can avoid the contractual inefficiencies arising from institutional
differences by learning the written laws and regulations of the host country. In contrast, it is
difficult for firms to master the informal institution such as cultural traditions, which is
defined as the commonly shared values and beliefs (Holmes et al., 2013; Wang and Larimo,
2020).

Researchers have conducted extensive studies on institutional factors and contract
governance (see Table 1 for a review). These studies have focused mainly on the contingent
effects of institutional characteristics. In contrast, we follow the practice of existing IM
studies to examine the role of cultural differences based on the Hofstede framework, which
is believed to be appropriate for examining management-related phenomena (Drogendijk
and Slangen, 2006; Griffith et al, 2021). We select the three cultural dimensions most
relevant to the control and coordination functions of contracts: uncertainty avoidance, power
distance and individualism-collectivism, and calculate cultural differences between channel
partners. Uncertainty avoidance reflects the extent to which people feel threatened by
ambiguity (Hofstede et al.,, 2010). Power distance refers to the extent to which societies
tolerate inequalities (Hofstede, 1980). The individualism-collectivism dimension reflects
people’s willingness to embrace the group to which they belong (Hofstede, 2001).

Hypothesis

In line with institutional theory, the cultural difference dimensions are modeled as key
boundary conditions affecting the relationship between contractual dimensions and
opportunism, and this section discusses our research variables and their hypothesized
relationships (Figure 1).

Contractual dimensions and channel members’ opportunism

Previous literatures have recognized that firms should adopt proper contract governance to
reduce uncertainty, aiming to reduce partners’ tendency to violate (Iyer, 1998; Lee, 2011;
Malhotra and Lumineau, 2011; Roxenhall and Ghauri, 2004; Yang et al., 2011). Our focus is
the extent to which these contractual dimensions vary in their level of specificity or
adaptability and their impact on the opportunism of channel members.

Normally, in more specific contracts, parties attempt to state, at the date of contracting,
how they will handle or resolve various situations regarding routine cooperation. Contract
specificity is important for achieving cooperation goals in international exporter—distributor
relationships (Mooi and Ghosh, 2010), where is used to control behavioral uncertainty with
explicit details (Luo, 2005), thus greatly deterring opportunistic behavior. Next, we will
demonstrate how contract specificity can reduce opportunism by reducing behavioral
uncertainty in two ways.
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Culture difference

i | Uncertainty Power Individualism
_____________________________ ! avoidance di -collectivism

Contractual dimensions

H3b— H4a+ H4b—

Contract specificity

Figure 1.
Conceptual
framework

Channel members’

Notes: For H2a-H4b, a positive moderating effect means that cultural differences strengthen
the negative association between contractual dimension and opportunism, while a negative
moderating effect means the opposite

Source: Authors own work

Contingency
adaptability

First, explicitly specified contracts narrow the scope and severity of risks to which a cooperation
is exposed, allowing channel members to legally monitor the technical, legal, financial and
implementation activities of partners. It not only enhances the transparency of the cooperation
but also ensures that task assignments and work schedules are effectively implemented (Chen
et al, 2009; Poppo and Zenger, 2002), thereby encouraging subsequent cooperation.

Second, contract specificity clearly defines the responsibilities, obligations and expected
performance in many aspects, such as technical and legal issues (Das and Teng, 2001). This
implies that developing more detailed provisions can reduce misunderstandings between
the parties. In addition, contract specificity is considered as an effective means of
discouraging counterparties from engaging in ex post opportunistic renegotiations (Mooi
and Ghosh, 2010), and partners must fulfill their duties in compliance with established
contractual provisions or be punished. Thus, we propose the following:

Hla. Contract specificity is negatively associated with channel members’ opportunism.

However, specific contracts have inherent limitations in adapting to environmental
uncertainty. When the unexpected events arising from the external environment disrupts
the original co-operative arrangements, this contractual dimension cannot prevent channel
members from taking opportunistic actions beyond the scope of the contract (Cannon et al.,
2000). Therefore, when dealing with opportunism, firms need to make up for the
shortcomings of contract specificity by emphasizing contingency adaptability, which
contains relevant guidelines to ensure that firms are not bound by rigid terms and can
effectively handle unexpected crises (Luo, 2005).

In fact, no matter how hard a firm tries, it cannot make environmental uncertainty
disappear completely. Firms need to remain flexible and adaptable when faced with such
exogenous uncertainty that is far beyond the firm’s control (Koberg, 1987; Mooi and Ghosh,
2010). However, contingency adaptability can help the involved parties maintain close
cooperation in the face of unforeseen events by allowing them to remain flexible without
being bound to specific terms. When both firms do not have to maximize their own interests
at the expense of their partners’ benefits, then the cooperation between the two firms will not
be suspended.



Furthermore, contingency adaptability is especially important in highly volatile
environments because it provides firms with strategic flexibility and organizational agility
to deal with changing environmental factors (Aulakh et al, 1996). If one trading partner
adapts smoothly and flexibly to unforeseen events (Poppo and Zenger, 2002), the other
partner’s operational practices will improve, and the partner will be less likely to behave
opportunistically in return (Huo et al, 2016). Therefore, when channel participants can
coordinate their actions based on contingency adaptability to maximize joint benefits, the
possibility of exporters or distributors engaging in opportunistic behaviors to pursue their
self-interests is greatly reduced:

Hi1b. Contingency adaptability is negatively associated with channel members’
opportunism.

The moderating effect of uncertainty avoidance differences

Uncertainty avoidance indicates “the extent to which the members of a culture feel
threatened by ambiguous or unknown situations” (Hofstede, 2001). Cultures exhibiting high
s stable working conditions and reject ambiguous terms. Actors from these countries respect
established agreements even if these are not entirely in line with their interests (Hofstede,
2001; Malik and Zhao, 2013). In contrast, people with low uncertainty avoidance embrace
unpredictable situations more easily and prefer adaptability and informal regulations, and
they are inclined to use adaptive frameworks that leave room for uncertainty (Tower et al.,
2019).

We argue that two firms that differ in uncertainty avoidance may not agree on how to
control behavioral uncertainty, leading to a decreased binding effect of contractual
specificity on opportunism. For firms in contexts with low uncertainty avoidance, deviating
modestly from the established contractual provisions is acceptable, which helps them
maintain greater autonomy in the contractual implementation (Erramilli, 1996). But firms in
contexts with high uncertainty avoidance hold the opposite view, asserting that uncertainty
behavior can lead to ambiguous outcomes that damage their legal rights (Wuyts and
Geyskens, 2005). Therefore, in actual cooperation, firms in high—uncertainty avoidance
contexts may emphasize contract specificity to ensure that their partners’ behavior remains
predictable (Barkema and Vermeulen, 1997; Barr and Glynn, 2004). This might be resisted
by firms in low—uncertainty avoidance contexts, which might interpret the emphasis on
contract specificity as a signal of mistrust and take a negative attitude toward partners
(Tower et al., 2019). We argue neither firm is justified in making concessions for the other
and thus changing their original behavior patterns, making it difficult for contract
specificity to function effectively in controlling opportunism. Therefore, we propose the
following:

H2a. When uncertainty avoidance differences increase, the negative effects of contract
specificity on opportunism are weakened.

Differences in uncertainty avoidance between partners may facilitate the efficacy of
contingency adaptability in curbing opportunism. Because when uncertainty avoidance
increases, both firms have similar views on how to respond to environmental uncertainty in
a coordinated manner.

Although firms in high—uncertainty avoidance contexts may insist on adopting
restrictive and rigid contracts (Steensma et al., 2000), when they cannot effectively counter
unexpected external events, it may be more beneficial for these firms to switch to flexible
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collaborative solutions because reducing ambiguity and achieving certain outcomes is the
fundamental concern for such firms (Gunkel et al, 2016). This suggests that firms with low
uncertainty avoidance at this time will likely be proactive in catering to their contract
partners, enabling both firms to make more certain decisions. We thus infer that when
uncertainty avoidance differences increase, both firms tend to emphasize contingency
adaptability to cooperate. They are not bound to the original terms and are willing to be
autonomous to maintain cooperation (Hofstede, 1989), suggesting that the coordination
mechanism of contingency adaptability functions well in curbing opportunistic behavior.
Therefore, we propose the following:

H2b. When uncertainty avoidance differences increase, the negative effects of
contingency adaptability on opportunism are strengthened.

The moderating effect of power distance differences

Power distance expresses the degree to which “the less powerful members of institutions
and organizations within a country expect and accept that power is distributed unequally”
(Hofstede, 2001). In a culture with high power distance, organizations strongly prefer
hierarchical systems and support the existence of prestige, thereby highlighting status
differences between members (Samaha et al., 2014). In contrast, firms in contexts with low
power distance embrace equality and independence, and people are more likely to accept
convincing opinions rather than executive commands (Hofstede, 1980).

We believe that the dampening effect of contract specificity on opportunism is reinforced
when the difference in power distance between firms is large. In contexts with large
differences in power distance, bilateral firms are inclined to emphasize the control function
of the contract to reduce the room for opportunistic behavior (Chen et al, 2014). Managers
from cultures with high power distance rely heavily on formal rules to guide implementation
behavior. Given that these formal rules are usually outlined in the agreement, firms in such
cultures can assess whether the partner’s behavior is consistent with norms (Daniels and
Greguras, 2014). In this case, firms with a low-power distance background also carry out
their duties by the established contractual terms, because pursuing equality is a distinctive
characteristic of this type of firm (Engelen et al, 2014; Hui et al, 2004). Especially in
the context of low power distance, firms cannot tolerate unilateral dominant behavior in
cooperation but rather prefer to interact in an egalitarian manner (Caputo et al., 2019). We
contend that the increased power distance will help prevent firms from deviating from the
original design, as reflected by the firm in the high-power distance context insisting on
taking advantage of contract specificity, while the firm in the low-power distance context
also makes reciprocal claims. Therefore, we propose the following hypothesis:

H3a. When power distance differences increase, the negative effects of contract
specificity on opportunism are strengthened.

Differences in power distance between partners may weaken the coordination function of
contingency adaptability and thus reduce its constraining effect on opportunism. We
speculate that the two types of firms are not equivalent in terms of the effort they devote to
coordinate their partners. On the one hand, most decisions in firms with a high-power
distance context rest on senior management to make (Daniels and Greguras, 2014; Mitchell
et al, 2000). However, the complex administrative hierarchy established by firms in this
context prevents the information from being quickly delivered to decision-makers (Achrol,
1991), which leads to these firms missing the best chance to coordinate with their partners



(Hofstede, 1989). Therefore, regardless of whether firms in low—power distance cultures
possess effective information-sharing capabilities, it is difficult for firms in high-power
distance cultures to establish effective coordination mechanisms with counterparties and
develop alternative solutions based on the guiding principles outlined in contingency
adaptability. Therefore, we propose the following hypothesis:

H3b. When power distance differences increase, the negative effects of contingency
adaptability on opportunism are weakened.

The moderating effect of individualism-collectivism differences

Individualistic culture presents a preference for loosely knit social structures that require
individuals to take care of themselves and their immediate family, while collectivist culture
presents a tight-knit social structure where members care for each other and have
unquestioned loyalty (Hofstede et al, 2010). Extant wisdom also suggests that individualist
and collectivist actors differ significantly in whether they emphasize goals or processes
(Earley and Gibson).

Specifically, firms in individualistic contexts are mostly process-oriented and emphasize
the implementation process of cooperation. But firms in collectivistic contexts are largely
goal-oriented and are more concerned with achieving the intended goals of cooperation
(Earley and Gibson, 1998). For example, firms in individualistic contexts are not satisfied if
partners misinterpret the meaning of contract terms or modify the content of the contract
without permission (Leung and Lind, 1986); firms in individualistic contexts are more
concerned with whether the partner’s behavior is consistent with the process description of
the original terms regardless of whether the final goal can be achieved. In this case, neither
firm can easily deviate from the established goals or processes of cooperation, otherwise,
they will trigger the counterparties’ vigilance and prevention (Bruccoleri et al, 2019). We
posit that the two firms reinforce their control over partner behavior from a process and goal
perspective, respectively, and thus jointly reduce the threat of opportunism. Therefore, we
propose the following:

H4a. When individualism-collectivism differences increase, the negative effects of
contract specificity on opportunism are strengthened.

By contrast, the inhibitory effect of contingency adaptability on opportunism is reduced
when the individualism-collectivism differential between the two firms’ cultures widens
significantly. Existing research suggests that collectivists communicate more intimately
and collaborate more coherently with in-group members, but not with outgroup members
(Earley and Gibson, 1998). This difference is less noticeable among firms in individualistic
cultures (Gudykunst et al, 1987), which tend to adopt an equitable approach when
interacting with their partners (Leung and Bond, 1984; Leung and Lind, 1986). It implies that
collectivist firms may rarely exhibit a positive and enthusiastic willingness to interact with
foreign partners, and they naturally receive indifferent responses from individualist firms.
Without such close communication, the coordination mechanism of contingency
adaptability is difficult to implement expectedly, making it impossible for the two firms to
adopt consistent means to jointly respond to opportunism. Therefore, we propose the
following:

H4b. When individualism-collectivism differences increase, the negative effects of
contingency adaptability on opportunism are weakened.
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Methods

Data collection procedures

This study examines the abovementioned hypotheses with a sample of Chinese export
firms. We formulated our survey items based on previous studies. The questionnaire was
revised after double back-translation by three scholars (Hoskisson et al., 2000; Li et al., 2008).
The survey instrument was pretested in a pilot study with 27 managers of marketing
channels of exporters who were familiar with their international channel partners. The
respondents were informed about the academic use of the survey, and their confidentiality
was guaranteed. To ensure the clarity and completeness of all of the items, we asked those
respondents to respond to all of the questions and refined the survey based on their feedback
on the terminology used.

During the formal data collection process, we commissioned a national market research
company to conduct the survey, which is the preferred method in emerging markets for
obtaining reliable and valid data (Sheng ef al,, 2018; Yang et al,, 2018, 2012). For this study,
we established two criteria to select qualified firms in China. First, we selected exporters
with more than ten employees who exported at least 10% of their total revenue to more than
three countries and used independent foreign distributors. It was important to exclude
accidental or occasional exporters from the study (Obadia and Robson, 2021). Second,
Chinese exporting firms and their foreign distributors were not investigated so that we
could exclude the effect of vertical integration.

The national market research company randomly selected 1,560 firms, which covered a
wide range of industries, including the electronics, mechanics and chemical industries. The
interviewers first called the sample firms to request their cooperation and made
appointments with marketing channel managers who were in charge of international
business; they acted as the key respondents to identify specific foreign distributors with
whom they had maintained long-term business relationships. In line with the methods of
previous studies (Obadia and Robson, 2021), to maximize response variation, one-third of
the respondents were asked to answer by focusing on their first or second most significant
foreign distributors in terms of sales, one-third by focusing on their third or fourth most
significant distributors, and one-third by focusing on one of their smallest foreign
distributors. The interviewers informed the respondents of the academic nature of the study
and the confidentiality of their responses with a summary report. Our interviews revealed
that these individuals were the most knowledgeable about their firms’ relationships with
foreign distributors. Afterward, the respondents answered the questions about their
exchanges with their foreign distributors. Similar to the approach of Kumar ef al. (1993), the
respondents were asked to provide data only for the attributes that they believed they were
capable of evaluating, and respondents helped us to contact overseas distributors to get
their feedback. We finally obtained bilateral questionnaire data from Chinese exporters and
overseas distributors. After removing several unqualified respondents or those in charge of
international business for less than 1year, we obtained 235 usable and complete
questionnaires from 610 qualified respondents.

The foreign distributors of 235 Chinese export firms were spread across 24 different host
countries (the top nine host countries in terms of the number of surveyed subsidiaries were
the USA, the UK, Japan, South Korea, Russia, Thailand, Singapore, Canada and Australia).
Overall, the sample in our study represented a broad spectrum of firms by size, age, industry,
ownership and other characteristics (Table 2). We conducted #tests to compare the
responding firms with the nonresponding firms. There was no significant difference between
those two groups in terms of firm characteristics (i.e. exporter age, industry type, ownership),
suggesting that nonresponse bias may not be a major concern in this research.



Characteristic description Frequency %
USA 49 20.85
UK 22 9.36
Japan 17 7.23
South Korea 17 7.23
Russia 14 5.96
Thailand 14 5.96
Singapore 13 5.53
Canada 13 5.53
Australia 12 511
Exporter ownership

Nonstate-owned 133 56.60
State-owned 102 43.40
Exporter age

10 years or less 35 14.89
10-20 years 148 60.85
More than 20 years 52 22.13
Industry

Electronics 93 39.57
Mechanics 28 11.91
Chemical 17 7.23
Others 45 41.29

Note: Top 9 host countries
Source: Authors own work
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Table 2.
Sample profile

Measurement

All measures used in our study were based on five-point Likert scales; the measurement
items of the key constructs appear in Table 3. We used a multi-item measurement scale that
contains individual items, factor loadings, average variance extracted (AVE) and other
statistical figures. Table 4 shows the descriptive statistics and correlations among the focal
variables.

Dependent variable. We adapted four items to measure channel members’ opportunism
from Liu et al. (2009). This construct is reflected by four perspectives that represent self-
seeking behavior with guile, as noted in transaction cost economics (TCE) theory: twisting
the truth, exploiting loopholes, hiding important information and breaking promises.
Cronbach’s «a in this study was 0.805. Therefore, the method has satisfactory reliability.

Independent variables. Contract specificity pertains to the degree of explicitness and
precision of contract agreements (Mooi and Ghosh, 2010). Drawing on TCE, we measure
contract specificity using Mooi and Ghosh’s (2010) four-item scales to assess the contractual
dimensions concerning technical specifications, implementation procedures, financial and
legal considerations and other contractual characteristics. Cronbach’s « in this study was
0.802. Therefore, this method has sufficient reliability.

Contingency adaptability reflects the degree of inclusiveness and adaptability of contract
agreements (Luo, 2002). Because extant studies with validated measurements have not
assessed contingency adaptability, we measure this construct by adapting Luo’s (2002)
three-item contingency adaptability scale through a multi-round g-sorting exercise with
academic experts and seasoned managers. Each item matched the defined construct at a
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satisfactory level. Cronbach’s « coefficient for this study was 0.802. Therefore, this method
has sufficient reliability.

Moderating variables. Cultural difference is associated with foreign distributors in the
host country, and cultural differences concerning individual collectivism, power distance,
and uncertainty avoidance are measured based on Hofstede’s cultural dimension scores
(Hofstede, 1980). Although the extant literature has noted alternative cultural typologies,
Hofstede’s national culture dimensions have broader utilization in international channel
research (Jia et al., 2020), enabling direct comparison of cross-cultural groups. To capture the
impact of the distance in scores on each index, we calculated the absolute value between
China’s and the nation j's score for each of the three dimensions (Malik and Zhao, 2013;
Tower et al., 2019). For example:

Differenceyy = [Scoregaj — Scoreya chinal

where Scorey j is Hofstede’s uncertainty avoidance score for country j, and Scoreya china 1S
Hofstede’s uncertainty avoidance score for China. We used a similar approach to calculate
distance scores for the remaining two indexes: PDD = power distance and IC =
individualism-collectivism. A greater distance score indicates a higher degree of cultural
separation between the two partners’ nations.

Control variables. We included several control variables to manage heterogeneity. First, we
controlled for contract utilization because it is believed to constrain opportunism by increasing
the marginal cost of guilty behavior (Crosno et al, 2021; Pang et al., 2023; Samaha et al, 2011).
Second, we controlled for exporter age, size and ownership (1 = state-owned and 0 =
otherwise), which may determine firms’ decision-making (Boyd and Solarino, 2016; Gao et al,
2022; Wang et al, 2022; Yang et al., 2012). Third, as exchange characteristics may influence the
efficacy of governance (Liu ef al.,, 2009; Liu et al., 2023), we controlled for relational length, asset
specificity, transaction frequency and relational norms (Heide, 1994; Liu ef al., 2009; Poppo and
Zenger, 2002; Williamson, 1985; Yang ef al.,, 2012). It is worth mentioning that because the total
interdependence between a distributor and its major supplier, as the interdependence structure
of a dyadic relationship, can affect a partner’s likelihood of opportunism (Heide, 1994; Lusch
and Brown, 1996), we followed three parallel items adapted from Samaha et al (2011) to
measure both distributor dependence and exporter dependence. Then, we constructed our
measure of total interdependence by summing the distributor dependence and exporter
dependence scores (Kumar et al, 1995). Fourth, previous studies (Zhou and Xu, 2012) have
indicated that institutional factors shape channel participants’ strategic decisions. Thus, we
controlled for formal institutional distance, and geographic distance (Berry et al, 2010;
Fainshmidt ef al, 2014; Gao et al.,, 2022; Zhang et al., 2023; Zhang et al., 2023). Additionally, we
controlled for the impact of the industry.

Common method variance
To minimize common method variance (CMV), we incorporated secondary data to survey
the relevant variables. Specifically, the data for the independent variables (uncertainty
avoidance difference, power distance difference, individualism-collectivism difference) were
collected from a secondary database. Meanwhile, we ensured the voluntary nature of the
respondents and confidentiality of the survey, which aimed to diminish concern that the
distributors might answer in a desirable way (MacKenzie and Podsakoff, 2012).

Statistically, we performed single-factor tests and exploratory factor analysis (Jia ef al, 2019,
Wuyts and Geyskens, 2005) and demonstrated substantial issues with CMV (Podsakoff ef al,
2003). The test indicated that the initial single-factor variance was 18.515%, and the variance



explained by cumulative factors accounted for 65.653% of the total variance. The first factor
without rotation was below the 50% standard, which also confirms that this study was limited
by the influence of homology bias (Jia et al, 2023; Podsakoff et al, 2003). In addition, we
assessed the occurrence of common method bias by comparing the fit between the
measurement model with only traits, and the measurement model with both traits
and a method factor (Podsakoff et al, 2003; Williams and McGonagle, 2016). The comparison of
two models’ fit indices revealed that there was no significant variation (Ay*/df = 0.076,
ARMSEA = 0.005, ACFI = 0.013, ATLI = 0.012, ASRMR = 0.004), suggesting that they
were robust despite the inclusion of a method factor (Podsakoff et al, 2003; Williams and
McGonagle, 2016). Thus, common method bias was unlikely to be a serious concern.

Reliability and validity

We used SPSS 25.0 to conduct confirmatory factor analysis (CFA) to estimate the fit index.
The overall CFA model indicated that the scale was considered satisfactory (y*/df = 1.367,
RMSEA = 0.040, CFT = 0.952, TLI = 0.944, SRMR = 0.047). In addition, all constructs show
a satisfactory level of reliability, with Cronbach’s « ranging from 0.770 to 0.854 and
comprehensive reliability ranging from 0.770 to 0.856. We also tested the convergence and
discriminative validity of all constructs. All factor loadings were well above the
recommended threshold of 0.6 (Yang et al., 2012), and the AVE from the framework was
between 0.512 and 0.599. Therefore, the scale showed acceptable convergent validity. Then,
we evaluated the discriminant validity by examining whether the lowest AVE of all the
facets was higher than the shared variance of each facet and other facets, and the results
were supported.

Analysis and results

Hypothesis tests

Because the proposed model includes contractual dimensions and cultural difference
dimensions, we adopted a hierarchical moderation model using Stata 17.0 to test the
hypotheses. To reduce the effect of multicollinearity, we orthogonalized the independent
variables by a modified Gram—Schmidt procedure, thus removing the common variance
between the transformed variables and making them uncorrelated with each other (Maslach,
2016; Sine et al., 2005). We show the regression results using five models. Model 1 includes
only dependent variables and independent variables. Models 2-5 all include moderating
variables, control variables and interaction terms.

As shown in Table 5, Model 1 demonstrates that contract governance accounts for 41.0%
of the variance in opportunism. Contract specificity had an insignificant but negative effect
relative to opportunism (8 = —0.071, p = 0.127). It is consistent with the findings from
previous literature that detailed contracts are not necessarily effective in constraining
opportunism and their efficacy should depend on the boundary conditions (Cavusgil et al,
2004; Griffith and Zhao, 2015; Zhou and Xu, 2012). In addition, contingency adaptability has
a significant negative effect (8 = —0.277, p < 0.01) on opportunism, providing support for
HI1b. These results confirm the suggestions to distinguish contract specificity and
contingency adaptability. Adding the moderators and interaction terms in Model 2 increase
the R-squared value by 0.1. The addition of moderators and interaction terms in Models 3
and 4 increase the R-squared value significantly compared with that in Model 1, which
supports the moderating effects of cultural differences.

In a particular context of cultural difference, the negative relationship between these two
contractual dimensions and opportunism may tend to increase or decrease respectively. H2
pertains to the moderating effects of uncertainty avoidance differences on contract efficacy.
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We predicted that UAD is likely to attenuate the negative relationship between contract
specificity and opportunism but facilitate the effect of contingency adaptability in
restraining opportunism. As the results of Model 2 in Table 5 show, the interaction between
contract specificity and UAD has a significant positive effect (8 = 0.120, p < 0.01), thus
supporting H2a. The interaction between contingency adaptability and UAD has a
significant negative effect (8 = —0.116, p < 0.01), supporting H2b.

In H3, we predicted that power distance differences would enhance the negative impact
of contract specificity on opportunism and attenuate the negative impact of contingency
adaptability on opportunism. As Model 3 in Table 5 shows, contract specificity x PDD is
negatively related to contract efficacy (8 = —0.188, p < 0.01), which supports H3a. Model 3
further indicates that the interaction between contingency adaptability and PDD is
significantly positive (8 = 0.160, p < 0.01), thus providing support for H3b.

For the moderating effect of the individualism-collectivism difference, the results of
Model 4 in Table 5 indicate that the negative relationship between contract specificity and
opportunism is enhanced by the moderating effect of ICD (8 = —0.225, p < 0.01), which
supports H4a. Conversely, ICD is shown to weaken the negative relationship between
contingency adaptability and opportunism (8 = 0.186, p < 0.01), consistent with the
prediction of H4b.

Robustness tests

To reduce the autocorrelation among firms at the country level and enhance the robustness
of the research results, this study clustered the standard deviations at the country level to
control for country effects in the model. The estimated results are shown in Table 6. These
models show a high degree of consistency with the core conclusions in Table 5, which
further increases the support for the findings.

Endogeneity tests

To solve potential selection bias, we followed the approach proposed by Bascle (2008) and
used the Heckman two-step method to test the model. First, the probit regression model was
constructed to test whether specificity-oriented contracts and adaptability-oriented
contracts affect opportunism_new, in which the measurement of opportunism_new was
derived from the questionnaire item “Does your target distributor often have opportunistic
behaviors? 0 = No, 1 = Yes”. Second, the probability value “Lambda” was calculated and
introduced as a control variable into the model affecting opportunism, where the
measurement of opportunism was adapted from Liu et al (2009). The coefficient of
Heckman’s lambda is insignificant (8 = 0.106, p = 0.743), further suggesting no systematic
selection bias in the sample. The results are shown in Table 7. The test results show that
there is no selection bias in this paper.

Discussion

Theoretical implications

The internationalized marketing literature has extensively explored the relationship
between contracts and opportunism (Handley and Angst, 2015; Wang et al., 2016; Wang and
Larimo, 2020) but has yielded inconsistent conclusions (Wu ef al., 2007; Zhou and Xu, 2012).
The present study confirms these findings, revealing that provisions that attempt to cover
all details (contract specificity) cannot effectively mitigate opportunism. Given that the
efficacy of cross-border contract governance relies on cultural differences between countries,
we argue that identifying specific dimensions of cultural differences associated with
contract governance and testing their moderating roles would help to reveal a more nuanced
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relationship between contracts and opportunism, thus reconciling the contradictory findings
of existing research. Our theorizing and results have several implications.

First, we deepen the contract governance literature’s understanding of contextual
moderators by shifting the conversation around cultural differences to the specific
dimension of cultural differences (Beugelsdijk et al, 2017; Bryan et al., 2015; Giannetti and
Yafeh, 2012; Prashantham and Eranova, 2020). Cultural differences reflect variations in
terms of norms and values and serve as boundary conditions that influence the relationship
between IM strategies and outcomes (Griffith ef al, 2021; Malik and Zhao, 2013; Tower et al.,
2019). The literature has shown that only specific dimensions of cultural differences rather
than overall cultural differences influence IM strategy (Malik and Zhao, 2013; Tower ef al.,
2019). However, this insightful argument has failed to be appreciated by contract
researchers, who remain focused on overall cultural differences between countries and their
role in the contract governance landscape (Bryan et al., 2015; Jia et al., 2020). Given that the
relationship between contract governance and opportunism is dependent on context, we
took a different approach from existing IM research by not considering cultural differences
as an overarching construct, but rather identifying the dimensions of cultural differences
that theoretically lead individuals to behave in ways that are consistent with the contractual
function (control or coordination). The findings suggest that cultural differences along the
dimensions of uncertainty avoidance, power distance and individualism-collectivism alter
the efficacy of contract governance to varying degrees, confirming that the particular
dimension of difference is an important lens through which to test interfirm contract
governance patterns and outcomes.

Second, this study contributes to the IM literatures by highlighting the match between
contract governance and cultural difference contexts as the key to constraining
opportunism. Previous contract research has mainly examined the moderating role of
cultural characteristics rather than cultural differences (Table 1), we believe that it is not
sufficient to reveal the efficacy of contract governance in internationalization contexts (Boyd
and Fulk, 1996; Yang et al, 2012). As culturally relevant differences can create greater
barriers to firms’ successful engagement in cross-border cooperation (Couper et al., 2020;
Prashantham and Eranova, 2020; Wang and Chung, 2020). Focusing on the differences
between the national culture is the key to gaining insight into the perceived and behavioral
differences between firms and improving the way that they interact with partners (Bryan
et al., 2015; Jia et al, 2020). Given that only specific but not all dimensions of cultural
differences typically affect firms’ strategic decisions and outcomes (Malik and Zhao, 2013;
Tower et al,, 2019). We identified the cultural dimensions related to the contract function
(control and coordination), i.e. uncertainty avoidance, power distance and individualism-
collectivism and further calculate the differences between the host culture and the Chinese
culture under these three dimensions. This study makes a preliminary attempt to assess
whether specific cultural difference contexts differentially affect the relationship between
the two contractual dimensions and opportunism. The findings suggest that a matching
relationship exists between specific dimensions of cultural differences and contractual
functions.

Managerial implications
From a managerial perspective, the successful operation of an exporter relies heavily on the
firm’s adoption of appropriate contract governance in a given cultural context. The current
study provides two implications for exporter managers.

First, cross-border cooperation is typically fraught with uncertainty, and exporters’
managers naturally tend to use specific contractual approaches when dealing with local



distributors in unfamiliar countries to ensure that both firms can follow established
processes to achieve a certain goal. However, our research cautions that managers must be
aware of the limitations of their traditional use of contracts. Because of bounded rationality,
both firms are unable to specify all issues in advance, leaving room for opportunism
triggered by unexpected events. This study offers managers the option of attempting to
establish contingency adaptability with local distributors, which serves as an opportunity to
negotiate a solution with the partner and reduce opportunism.

Second, exporter’s managers have long faced with the challenge to overcome the
cultural conflict and restrain channel members’ opportunism. The natural cultural rifts
between countries require that exporters’ managers should familiarize themselves with
the host country’s cultural environment when engaging in cross-border cooperation and
adapt their contract governance strategies accordingly. Moreover, managers should pay
attention not only to the magnitude of aggregated cultural differences between host and
home country but also to the differences in certain cultural dimensions. By doing so,
managers can select the most appropriate contract governance strategies that are
suitable for the given cultural difference contexts, thus reducing the risk of opportunism.

Limutations and further research

The interpretation of the findings of this study should be considered in light of its
limitations. First, the study sample is small, which may challenge the findings’
generalizability. We follow the empirical paradigm of existing IM studies to examine
cooperation between a firm and its overseas partners. As shown in Table 1, the sample size
of most studies ranged from 100 to 300, and the use of questionnaires to capture managers’
strategic decisions in internationalization is common in current research. However, this
approach also means that researchers can only infer the characteristics of a larger
population from a small number of observations. We suggest that subsequent studies
advance channel governance research based on secondary data obtained through
techniques such as text analysis to gain more generalized insights.

Second, we realize that calculating the valence of cultural differences rather than absolute
values might yield more insightful findings because the differences between cultures are
directional. For example, from the perspective of magnitude, although both A and C differ
from B by 5 points, the difference between the two groups is 5 points (A score minus B score)
and —5 points (C score minus B score), respectively, indicating that the difference may
not affect B in the same way. We encourage subsequent studies to focus on a particular
cultural dimension (e.g. uncertainty avoidance) and explore the effect of the valence of
cultural differences on interfirm cooperation, thus gaining a more nuanced understanding
of cultural differences.

Third, the cross-sectional data that we use have inherent drawbacks that prevent us from
better measuring the causal relationships in our model. That is, opportunistic behavior may,
in turn, influence channel members’ choice of contractual dimensions. We recommend that
future studies take a longitudinal approach to test the causal relationship between contract
governance and opportunism.

Note

1. Existing studies do not provide empirical evidence that masculinity—femininity culture is
associated with control or coordination functions of contracts. Therefore, this cultural dimension
is excluded from the present study.
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