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Abstract 
Drawing on the Transaction Cost Economics (TCE) and taking the perspective of a developing economy, the 
study examined the impacts of governance mechanisms (GM-formal control and social control) on supply chain 
(SC) performance (operational efficiency and service & market performance). Data were collected using 
questionnaires from 152 firms operating in the most industrialized regions of Ghana. Structural equation 
modelling technique (using LISREL 8.5) was employed in estimating the study’s model. The study finds 
significant positive associations between formal control and operational efficiency; and between social control 
and service & market performance. The study also finds that within the research context, social control is 
antecedent of (adherence to) formal control; and that the effect of social control on operational efficiency is fully 
channelled via formal control. These findings imply that firms’ ability to institute and implement GMs would 
present them opportunities to enhance the performance of their SCs. Theoretically, the results suggest the 
potential mediating role of formal control in the link between social control and SC performance; which means 
that having in place formal controls is necessary for firms in this part of the world (who mostly rely on social 
control) to better experience benefits arising out of social relationships.  

Keywords: formal control, social control, transaction cost economics, supply chain performance, developing 
economies 

1. Introduction 
Developing economies play important role in the global supply chain (SC) particularly in terms of competitive 
material prices and reduced labour costs. This reflects in some leading firms being tempted to locate their 
manufacturing units in these economies. SC management (SCM) by its very nature depends on relationships and 
connections (Khalifa et al., 2008; Babbar et al., 2008). Firms in the developing economies are now participating 
in the global business networks through such relationship and connection with others across the globe to create 
wealth. However, their socio-cultural idiosyncrasies may influence the type of relationship governance 
mechanism they adopt. Whereas formally written contract agreements may be key in SC relationship 
management among firms in the developed economies, social contracts, which is mostly based on trust, is 
regarded as an important management tool in exchange relationship between SC members in the developing 
economies. In fact social contracts eliminate the need for formal contracts, which are costly to write and enforce. 
Thus social contracts ultimately, reduce transaction costs (Dyer, 1997; Hamisi, 2011). 

Typically, SC is a network of organizations (and their functional units, processes, systems, infrastructure, 
materials, information, and services) whose efforts are directed at fulfilling a customer order (Chen & Paulraj, 
2004; Chopra & Meindl, 2007; Baharanchi, 2009; Mentzer et al., 2001). When SC is appropriately managed, the 
outcome is one of enhanced performance (Chopra et al., 2007). As business competition shifts from between 
individual entities to SCs, adoption of SC practices could offer competitive advantage in the face of fierce 
competition on the global market (Christopher et al., 2006; Danese & Romano, 2011). The integration of 
activities and processes among the members of the SC is usually referred to as SCM (Handfield & Nichols, 
2003). Theoretically, SCM focus on integrating products, processes, activities, systems, resources, as well as 
relationships from the point of origin (i.e. suppliers) to the point of consumption with the objective of 
maximizing value created for the network members (Pagell, 2004). The extent to which SC relationships drive 
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performance largely depends on the governance mechanism (GM) adopted. 

GM involves internal controls, checks and balances, audit review procedure and monitoring practices that 
organisations use as tools to manage co-operative relationship among stakeholders to improve performance. It 
includes set of measures organizations adopt as responses to conditions of uncertainty, dependence, and 
opportunism that exists in business relationships (Kock, 2008; Chartered Institute of Procurement and Supply, 
2012; Macneil, 1978). Prior studies have suggested that GM influences inter-organisational relationships and the 
overall performances of SC (Ballou et al., 2008; Zhang et al., 2012; Bellouma et al., 2009). According to Huang 
et al. (2014) and Cai et al. (2009), GMs in SCs, which draw insights from the logic of transaction cost economics 
(Huang et al 2014), could be seen in two basic forms: formal control and social control. Social GM, (also 
relational control) (Huang et al., 2014; Cai et al., 2009), broadly refers to trust-based approach to governance 
(Martinez & Jarillo, 1989; Dyer & Singh, 1998) adopted to govern buyer-supplier relationship by creating social 
environment (Luo, 2007) for shared decision making (Saxton, 1997). It offers mechanism for conflict resolution 
through two way communication and joint problem solving approach (Kale et al., 2000). Thus, it is a mechanism 
through which SC interrelationships are regulated by a set of norms to restrict unacceptable behaviour of the 
parties (Heide & John, 1992; Kim et al., 2010). Social governance adopted in this study draws insights from 
Macneil’s (1980) argument that most exchange relationships rely heavily on social contracts, most frequently 
trust. 

The second form of governance mechanism is formal control which consists of contractual agreement that 
prescribes formal rules of engagement to control and discourage opportunistic and conflicting behaviours 
through compliance in order to drive performance (Lumineau & Malhotra, 2011; Macneil, 1978; Klein, et al., 
1978). Formal control serves as a tool to address opportunism by its capacity to create mutually and legally 
agreed range of acceptable behaviours (Li et al., 2010; Liu et al., 2010). Again, contractual agreements do not 
only specify each party’s roles, performance expectations, and dispute resolution mechanisms (Poppo & Zenger, 
2002) they also control the actions of the parties to ensure compliance and curb opportunistic behaviours of 
parties to a particular transaction to drive performance (Macneil 1978; Williamson, 1979; Roxenhalla & Ghauri, 
2004). 

Social control appears more prevalent among small and medium scale enterprises in developing economies. 
These firms mostly manage their relations with their business partners on trust and loyalty (Hamisi, 2011). 
Taking Ghana as an example, it is common observation to find retailers placing orders with their suppliers 
without any formally written contracts. Among the large scale firms, particularly in the public sector where 
formal control governance appears to be mostly adopted, there have been instances of relationship issues arising 
from ineffective governance of contractual relations which have resulted in litigations and payment of judgment 
debt (Gakpo, 2014). SC operations involve several interlinking activities and transactions among various parties 
within the network. Such transactions among SC parties are naturally associated with one form of risk or the 
other. For example outsourcing, as operational function of SC, is characterized by quality, delivery and cost 
related risks, whose management requires development of long-term relationship among chain parties (Haung et 
al., 2014). Prior studies have indicated that in spite of the advantages of long-term relationships between SC 
parties, (suppliers and manufacturers, say), opportunistic behaviour and power conflicts among the parties could 
damage network collaboration and negatively affect performances (Claro et al., 2010; Zhang & Keh, 2009; 
Prajogo & Olhager, 2012; Zhang et al., 2012). 

Empirically, there have been suggestions that both formal and social control mechanism complement each other 
in governing SC transactional relationships (Hernandez-Espallardo et al., 2010; Zheng et al., 2008; cited by 
Huang et al., 2014). However, others argue that social control mechanism can play substitute to the former in 
terms of managing SC relationship to improve performance (Das & Teng, 2001; Li & Zhang, 2010; Sengun & 
Wasti, 2009). Huang et al. (2014) contend that this seemingly contradiction in extant literature obviously 
indicates uncertainty in respect of whether social control plays substitute to formal control or complement it in 
SC relationship governance. Also, studies on GM and SC performance, particularly in developing economies, 
with their cultural peculiarities appear rare. In the light of these, the need for further studies into the dynamics of 
governance mechanism and their effect on SC performance, particularly in the Ghanaian context is imperative. 
This study, drawing insights from transaction cost economics theory, makes a contribution to literature by its 
attempt to providing empirical validation to the dynamics of social control and formal control mechanisms and 
how they drive SC performance. Accordingly, the study seeks to address the following research questions: (1) 
what is the relationship between social control and formal control mechanism? (2) what is the relationship 
between social control mechanism and supply chain performance?; and (3) what is the relationship between 
formal control mechanism and supply chain performance? 
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In the ensuing sections, we first briefly review exiting relevant literature and formulate the hypothetical model. 
We then describe the methodology employed in the study and the results obtained. Finally, we discuss our 
findings, draw conclusion and put forth limitations and recommendations of the study.  

2. Literature Review and Hypothesis Development 
2.1 Transaction Cost Economics (TCE) and GM 

The tenet of TCE is that many of the transaction related costs are due to information gathering and gaining 
understanding (Coase, 1993; cited by Tate et al., 2014). Specifically, transaction related cost may include 
information seeking cost, bargaining or contract negotiation and contract monitoring and enforcing costs (Coase, 
1937; cited by Tate et al., 2014). Information seeking cost has to do with the investment of time and resources 
associated with searching the alternatives (Hide & Stump, 1995; cited by Tate et al., 2014). Bargaining or 
contract negotiation related cost include cost of negotiation, developing an agreement, and associated 
documentations while enforcement-related or monitoring cost results from activities that seeks to reduce risk of 
opportunism through contractual agreement. One of the concerns of TCE is opportunism which has to do with a 
deliberate decision and practices pursued to satisfy self-interest (Klein, 2006, cited Hernandez-Espallardo et al., 
2010). Macneil (1978) and Williamson, (1979) also define opportunism as the tendency of pursuing self-interest 
when there is an opportunity to do so or maximizing self-interest in a way that undermines previously agreed or 
followed principles. Thus it is the desire and ability to take advantage of mistakes, errors and institutional 
weaknesses when relevant internal or external controls on people’s behaviour are absent and one can make gains 
(Williamson, 1979; Williamson, 2008). 

Roxenhalla (2004) opine that opportunism is characterized by compromise of integrity; that is, compromising or 
violating principles and upheld norms in society. It may involve deliberate distortion of information, doing less 
work than agreed or failing to fulfill formal obligations. Individuals pursue their self-interest in organisations 
where rules and sanctions (also referred to as control mechanisms) are lacking or weak (Huang et al., 2014; Foss 
& Klein, 2009). 

Seabright (2004) posits that where people have unequal access to information (information asymmetry), those 
who have the information can take advantage of the situation at the expense of the other party. In a typical 
organisational context, opportunistic behaviour finds its reflection in blatant abuse and exploitation of 
institutional weakness, deceit, distortion of information, corner cutting tactics in the pursuits of self-interest 
seeking, leading to poor organisational performances (Foss & Klein, 2009; Huang et al., 2014). Given these, and 
having in place governance mechanisms (i.e. formal control and social control) would provide the organizations 
the opportunity and ability to effectively handle issues of opportunism and regulate other transaction-related 
behaviour of business partners.  

2.2 SC Performance  

SC performance relates to the value creation outcomes of the operations and practices within SCs. Over the years, 
extant literature has been unspecific in defining SC performance, and particularly, its dimensions. Some previous 
research have focused on delivery and flexibility (Huo, 2012; Prajogo & Olhager, 2012), customer service 
(Vickery et al., 2003), efficiency (Danese & Romano, 2011; Prajogo & Olhager, 2012), and service performance 
(i.e. delivery and support) (Droge et al., 2012), among others. While some study focuses on one of these 
performance dimensions, others consider more than one. In this study, we defined and measured SC performance 
in terms of operational efficiency and service & market performance.  

2.3 Social Control and Formal Control 

The logic of TCE maintains that contract could be used to address the problem of opportunism. However, it is 
not practicable to provide contractual arrangement with exhaustive description of rights and obligations to meet 
every eventuality (Coltman et al., 2009; cited by Huang et al., 2014). Thus even though formal control is needed 
to align the interest of transacting parties and to discourage opportunism, over reliance on it could be detrimental 
to performance outcomes arising from monitoring cost and dilution of autonomy. Indeed in its strictest sense of 
application, contract could result in low flexibility and trust.  

On the other hand social control mechanism promotes flexibility, trust building, and commitment among 
transacting parties. Huang et al. (2014) argue that the potential of social control in creating social norms, 
inspiring commitment and building trust among parties of SC discourages opportunism. Given this, where trust 
and commitment is higher among channel members, the tendency for them to honour their contractual 
obligations would be higher. Therefore, we argue that compliance or adherence to formal agreements, 
regulations, and procedure, could be achieved through social controls. 
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Taking the case of developing economies, for example, where most industries are dominated by micro, small and 
medium scale businesses, reliance on social control is high as it provides avenues for organizations to get their 
business partners complying with contractual arrangement and honouring relationship obligations. These firms 
mostly manage their relations with their business partners and execute transactions based on trust and loyalty. 
Thus, where social control is insufficient, adherence to formal control mechanism could be poor. Against this 
background, we posit that:  

H1: For firms in developing economies, social control is positively associated with adherence to formal control.  

2.4 Social Control and SC Performance 

Social control concerns the adoption of set of norms, social network and trust building to govern SC 
interrelationships among transacting parties to restrict unacceptable behaviours of the parties (Heide & John, 
1992; Williamson, 1979). Sociologists have demonstrated that trust and other forms of social relationships play 
crucial role in economic transactions (Zheng et al., 2008). Social control has been recently considered as useful 
tool that can be used to inhibit opportunism, enhance cooperation in buyer –supplier exchanges (Kim et al., 2010; 
Liu et al., 2010), and reduce transaction cost in terms of monitoring and negotiations (Zhang & Keh,, 2009; Cai 
et al., 2009).  

Social control assumes that a partner would, out of trust, commitment and loyalty, perform actions that results in 
positive outcomes (Yu & Liao, 2008; cited Haung et al., 2014). The existence of trust between two partners, 
which characterizes social control mechanism, helps facilitate joint planning and problem solving (Claro et al., 
2010), and create stable and committed relationships. Thus, the flexible nature of social control mechanisms 
makes it easy for the manufacturing firm and the supplier, say, to jointly enhance their exchange relationships 
beyond the specifications of the contracts, improve communication, information sharing, respond to environment 
uncertainty and to deal with unpredicted problems (Paulraj et al., 2008; Luo, 2007). From the lens of TCE, social 
control establishes non-legal sanctions and relational norms that encourage commitments among the transacting 
parties and thereby improves performance outcomes. Thus social control has the potential to reduce transaction 
cost, increase collaboration and improve performance (Haung et al., 2014). In line with these, we argue that: 

H2: Social control is positively associated with SC performance in terms of operational efficiency (H2a) and 
service & market performance (H2b).  

2.5 Formal Control and SC Performance  

Formal control involves the use of contractual agreements in the management of relationships between SC 
partners. Specifically it sets out legal rules and regulations upon which contractual relationships are governed 
(Huang et al., 2014). According to TCE theory, human beings naturally behave economically and that there is the 
natural tendency to be opportunistic. The argument is made that investment could be exploited by business 
partners’ opportunistic behaviours such as lying, cheating or violation of agreement. In view of this, certain 
measures are required to protect transaction specific investment (Randfleisch & Heide, 1997; cited Cai et al., 
2009). TCE further asserts that formal control sets out contractual rules that check and control the behaviour of 
opportunistic partner to reduce opportunism, protect specific investments and increase performance (Dan & 
Rahman, 2010; Liu et al., 2010).  

Thus, the adoption of formal control provides legal protection to transacting parties and deals with the 
conflicting interest and opportunism for improved performance and mutual benefits. It ensures that rewards and 
sanctions are matched to partners’ behaviour which in the long – run, reduces opportunism (Cai et al., 2009; 
Huang et al., 2014). Thus, formal agreement is one of the mechanisms designed to reduce the risk of 
opportunistic behaviours of transacting partners. In this sense, the use of formal control in governing 
relationships between SC partners drives co-operation and improved performance (Huang et al., 2014; Tate et al., 
2014; Huo, 2012). Drawing insight from the argument of TCE, we propose that: 

H3: Formal control is positively associated with SC performance; in terms of operational efficiency (H3a) and 
service & market performance (H3b). 

The proposed theoretical framework of the study is given in Figure 1.  
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Figure 1 Proposed theoretical framework 

 
3. Methods and Results 

3.1 Study Setting and Design 

To address the research questions, cross-sectional data were collected from firms (refer to table 1 for firm 
categories) operating in four key political and economic regions of Ghana, i.e. Greater Accra, Ashanti, Eastern, 
and Western. Firms from these regions cover wider spectrum of SC operations in Ghana and therefore the 
outcome would be a fair representation of the Ghanaian situation. Out of the 192 firms contacted, 59, 41, 30, and 
24 firms in these parts of the country respectively participated in the study. Owing to incompleteness of data, 
responses from 2 firms were rejected. Responses from 152 (79.17%) were thus considered effective for the study. 
The data collection spanned from March 2015 to July 2015. The firms were contacted in person by the 
researchers. In each case, the data collection instrument was delivered and collected later. In line with previous 
research, individuals (refer to table 1) considered as having adequate experience (i.e. years of service as well as 
insights on managerial issues) in their firms’ operations and business environment were asked to provide 
responses for the study.  

3.2 Measures and Questionnaire Development 

To enhance the quality of the study, most of the items used in measuring the study’s constructs were adapted 
from previous literature. The items for formal and social control were adapted from Huang et al. (2014) while 
those for SC performance (i.e. operational efficiency and service & market performance) were adapted from Ryu 
et al. (2009) and Hernandez-Espallardo et al. (2010). A 7-point scale ranging from “1=strongly disagree” through 
“4=neither agree nor disagree” to “7=strongly agree” was used to measure all constructs. In addition, the study 
captured data on firm type (i.e. service =1; others =0), business experience (i.e. number of years in the industry) 
as well as firm size (i.e. number of employees). In line with previous knowledge, the potential effects of these 
variables on firm performance were controlled for in our study. The service firms were used as a reference point 
in our analysis given that they represented the greatest proportion of data (in terms of firm category) collected 
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for the study.  

4. Results 
4.1 Respondent and Firm Profile Information 
 

Table 1. Respondent and firm profile information 

 n % 

Gender 
Male 100 65.8% 

Female 52 34.2% 

Educational level 

HND 46 30.3% 

1st Degree 86 56.6% 

2nd Degree 14 9.2% 

PhD 4 2.6% 

Others 2 1.3% 

Position 

SC/Logistics manager/officer 29 19.1% 

CEO/Vice 15 9.9% 

MD/General manager 63 41.4% 

Operations Manager 11 7.2% 

Others 34 22.4% 

Firm type 

Manufacturing 35 23.0% 

Mining 22 14.5% 

Logistics/distribution 29 19.1% 

Service 64 42.1% 

Others 2 1.3% 

 Min Max Mean Std. Dev. 

Years held position 1 18 4.27 2.798 

Business experience (years of operation) 2 80 20.80 16.939 

Firm size (number of employees) 4 2600 317.55 422.858 

 
4.2 Validity and Reliability  

Confirmatory factor analysis (CFA – using covariance matrix as the input and maximum likelihood as the 
estimation method) was used to validate all measures while Cronbach Alpha (CA) was used to assess their 
reliability. The results of these analyses are shown in Table 2. All CA values obtained were above the 
recommended threshold of .70 (Bagozzi & Yi, 2012) and thus suggests good internal consistency in the measures 
(Field, 2009). The CFA model fit results after necessary purifications: Chi-square (degree of freedom) [χ2(DF)]= 
50.95(48); normed Chi-square (χ2/DF)= 1.061; root mean square error of approximation (RMSEA)= .020; 
non-normed fit index (NNFI)= .989; comparative fit index (CFI)= .992; and standardized mean square residual 
(SRMR) = .043; obtained and the positive and significant (at 1%) loadings indicate satisfactory convergent 
validity. Also, the results show that composite reliability and discriminant validity of the variables were 
acceptable, given that the indices obtained exceed the minimum cut-off criteria of .60 and .50 respectively 
(Bagozzi & Yi, 2012). The average variances extracted were also greater than the shared variances between 
constructs (refer to Table 3), and thus signifying satisfactory discriminant validity (Fornell & Larcker, 198; cited 
by Boso et al., 2013).  
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Table 2. Measurement model results 

Constructs/measures Standardized 
loadings 

Errors t-values 
R 
square 

Formal control (CA=.787; CR=.795; AVE=.567)     

FC1: A set of rules created for my firm and its partners .862† .257 Fixed .743 

FC2: Specific, well-detailed agreement with our business partners .737 .457 8.08 .543 

FC3: Formal agreement that details the obligations of both our 

firm and business partners 
.645 .585 7.32 .415 

Social control (CA=.852; CR=.853; AVE=.660)     

SC2: Social events with our business partners .812 .341 10.17 .659 

SC3: Joint workshop with our partners .829 .313 Fixed .687 

SC4: Regular supplier conferences .795 .367 10.02 .633 

Operational efficiency (CA=.766; CR=.779; AVE=.547)     

OE1: Decrease operating costs such as material and labour costs .562 .684 6.51 .316 

OE2: Organise its production activities more efficiently .844 .287 Fixed .713 

OE3: Improve productivity and make good use of resources .783 .386 8.61 .614 

Service & market performance (CA=.744; CR=.753; 
AVE=.506) 

    

SMP2: Be more competitive in satisfying customers .605 .634 6.63 .366 

SMP3: Compete more favourably in the marketplace .779 .392 Fixed .608 

SMP4: Increase revenue or sales .738 .455 7.80 .545 

Notes. 

1. CA=Cronbach Alpha, CR=Composite Reliability, AVE=Average Variance Extracted  

2. † Loadings significant at 1% 

 

Table 3. Inter-construct correlations and descriptive statistics 

Variables FC SC OE SMP Min Max Mean Std. Dev. 
Formal control (FC)  .119 .080 .108 3.00 7.00 5.70 .757 

Social control (SC) .345**  .023 .114 1.00 7.00 5.25 .930 

Operational efficiency (OE) .282** .153  .265 1.67 6.67 5.37 .928 

Service & market performance (SMP) .329** .338** .515**  1.67 7.00 5.83 .911 

Notes. 

1. Values above the principal diagonal represent shared variances between constructs while those beneath it represent correlation 

between constructs. 

2. ** Coefficients are significant at 5% (2-tailed test). 

 
4.3 Common Method Bias (CMB) Assessment  

Given the potential source of bias in employing the method of data collection used in this study, it became 
necessary to assess the presence of CMB and the extent of its threats to the quality of the study. Following 
existing techniques (see for e.g., Boso et al., 2013), we tested for three competing models. In model 1 
(method-only), all items were loaded on a single latent factor: χ2(DF)= 548.95(90); χ2/DF= 6.099; 
RMSEA= .184; NNFI= .396; CFI= .482; and SRMR= .131; model 2 (trait-only) had items loaded on their 
respective constructs: χ2(DF)= 183.59(84); χ2/DF= 2.186; RMSEA= .089; NNFI= .835; CFI=.868; and 
SRMR=.079; while model 3 (method and trait) included a common factor linking all items in model 2: χ2(DF)= 
150.81(65); χ2/DF= 2.320; RMSEA= .094; NNFI= .800; CFI= .876; and SRMR= .076. By comparisons, it can 
be seen that model 2 and 3 had far better model fit indices than model 1, and that model 3 was not substantially 
better than model 2; which shows that CMB does not sufficiently describe our data. Accordingly, we did not 
consider CMB as a major problem to our study.  

4.4 Structural Model Analysis  

The results of our structural equation model (SEM) are presented in Table 4. Model 1 had the two outcome 
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variables predicted by firm type, firm size, and business experience; with all other paths constrained to zero. This 
Model did not yield satisfactory model fit indices: χ2(DF)= 188.75(57); X2/DF= 3.311; RMSEA= .124; 
NNFI= .694; CFI= .776; and SRMR= .173. When our proposed model was estimated (i.e. Model 2 – all paths 
were freely estimated), an acceptable model fit indices were obtained: χ2(DF)= 79.19(51); χ2/DF= 1.553; 
RMSEA= .061; NNFI= .918; CFI= .947; and SRMR= .069. Based on the results in Model 2, the study’s 
hypotheses are evaluated as follows: 

H1 stated that for firms in developing economies, social control is positively associated with formal control. This 
hypothesis is supported, given a significant parameter estimate (β= .38; t= 4.44). 

H2 stated that social control is positively associated with SC performance; in terms of operational efficiency (H2a) 
and service & market performance (H2b). The results of the study partially support this hypothesis; given the 
following results social control→ operational efficiency (β= .06; t= .63) and formal control→ service & market 
performance (β= .26; t= 3.12). 

H3 argued that formal control is positively associated with SC performance; in terms of operational efficiency 
(H3a) and service & market performance (H3b). The results of the study partially support this hypothesis; given 
the following results social control→ operational efficiency (β= .33; t= 3.12) and formal control→ service & 
market performance (β= .13; t= 1.29). 

 

Table 4. Structural model results 

 Standardized coefficients 

 Model 1† Model 2 

Variables Operational 

efficiency 

Service & market 

performance 

Formal 

control 

Operational 

efficiency 

Service & market 

performance 

Control paths      

Firm type ɗ .22 (2.44)** .19 (2.03)*  .20 (2.31)* .07 (.89) 

Business 

experience ι 

.04 (.33) -.02 (-.20)  .09 (.84) -.02 (-.23) 

Firm size ι -.04 (-.36) .04 (.39)  -.04 (-.41) .03 (.30) 

Operational 

efficiency 

    .55 (5.20)** 

Hypothesised 
paths 

     

Formal control    .33 (3.12)** .13 (1.29) 

Social control   .38 (4.44)** .06 (.63) .26 (3.12)** 

FIT INDICES      

χ2/DF 188.75/57 = 3.311 79.19/51 = 1.553 

RMSEA .124 .061 

NNFI .694 .918 

CFI .776 .947 

SRMR .173 .069 

R2 4.8% 3.9% 14.3% 16.5% 53.7% 

Notes. 

1. T-values are in the parenthesis 

2. † = All other paths were constrained to zero  

3. ɗ represents dummy variable (service=1; others=0) 

4. ι represents natural log form 

5. * and ** represent 5% and 1% significance level respectively 

6. Hypothesized paths were evaluated at 5% significance level (critical value ≥ 1.95) 

 
5. Discussions of Findings: Contributions and Implications 
Focusing on the business context of Ghana, the study was set to examine whether firms in developing economies 
accrue performance benefits from governance mechanism instituted in their supply chains. In line with literature 
(Cai et al., 2009; Huang et al., 2014), two basic governance mechanism (social control and formal control) were 
examined in the SCs of firms contacted for the study. Drawing insights from the transaction cost economics 
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(TCE), we model the effects of social control and formal control on two supply chain performance dimensions: 
operational efficiency and service & market performance, and also, a path from social control to formal control 
mechanism. The findings of the study raise the following implications for researchers and managers: 

First, the study provides support to theory underpinning this study. The results obtained indicate that having in 
place formal control and social control are necessary for enhancing the performance of supply chains, as these 
governance mechanisms enable the focal firm to manage opportunistic behaviour (such as cheating, lying, 
deliberate attempts not to honour promises) of its network members (Dan & Rahman, 2010; Liu et al., 2010; 
Haung et al., 2014). It must be noted that, human beings, and for that matter organizations, are naturally 
opportunistic, hence, the absence or weakness of these governance mechanisms is a recipe for organisational and 
supply chain failure. Instituting and adhering to these governance mechanisms allows firms, directly or indirectly, 
to gain compliance, trust, and commitment from their business partners in the supply chain.  

Secondly, the study argued for, and finds support that social control is an antecedent of formal control. This 
insight is a much reflection of the business context in which the study was carried out. Generally, most 
businesses in developing economies (like Ghana) are not well-developed in terms of structure and formal 
governance. As such, management, employees, and channel members’ understanding on contractual agreements 
is somehow low, and for that matter, adhering to formal controls would require informal relationship building 
(i.e. social control) which presents firms the opportunity to understand each other over time, build trust, and gain 
commitment (Lusch & Brown, 2010; Yu & Liao, 2008, Haung et al., 2014). Also, within this business context, 
when emphasis on formal control is so high, people as well as organizations find ways to subvert it. Getting them 
to follow regulations and rules means that management must develop informal relationship, build structures and 
programmes (like social gatherings, networking, informal visits, etc.). In this business environment, sustained 
compliance is not effectively gained through ‘force’, but rather, willingness and readiness emerging out of the 
informal ties between individuals/organizations. Thus reinforcing Dyer’s ( 1997) cited Hamisi (2011) assertion 
that social ties, which are based on trust and loyalty, reduce the need for rigid formal contracts, which are costly to 
write, monitor, and enforce. This ultimately reduces transaction costs.  

In addition, the study demonstrates that, although both formal control and social control positively affect supply 
chain performance, the impact level of each of these governance mechanisms differ significantly on specific 
performance dimensions of the supply chain. We find that, while formal control has significant positive 
association with operational efficiency, social control does not. On the other hand, we find that social control 
(rather than formal control) presents firms greater opportunity to excel in delivering products to the market and 
become more competitive. This is an additional contribution to knowledge that this study offers. Generally, 
formal control approach to institutional governance and management of relationships in the supply chain is built 
on ‘rigidities’, regulations, and procedures (Poppo & Zenger, 2002; Huang et al., 2014). Hence, the tendency for 
its adherence resulting in optimized supply chain efficiency is more likely to occur, which this study’s results 
reveal. Supply chain efficiency as manifested in the areas of decreased operating costs, optimum utilization of 
resources, for example, is more likely to be experienced when due diligence is paid to operational procedures 
and regulations, which formal control specifies.  

Also, today’s business environment is largely characterized by time-based competition, increasing demanding 
nature of channel members (particularly, those in the down-stream portion of the supply chain where channel 
power is shifting towards the retailers/consumers’ end), and shortening life cycle of products, paying greater 
attention to ‘rules’ could be detrimental to the performance of the supply chain. At times, as the situation would 
present itself and permit, in order to meet the needs of the market better than competitors, it would require that 
firms adopt other structures that allow flexibility and swiftness in delivering products; in which case social 
control does better than formal control (Huang et al., 2014). Taking the business context of Ghana for example, 
out of trust resulting from social relationships, a retailer who has run out of stock would normally make just a 
phone call for replenishment, and the supplier(s) would not ‘think-twice’ and go on to deliver it.  

By implication, the study’s results clearly indicate that, management’s decision to pursue either social control or 
formal control should be guided by specific expectations. For those who want to enhance their service & market 
performance should lean more on social control while those wanting to optimize operational efficiency in their 
supply chains should resort more to formal control. Notwithstanding this, it should be noted that (per the study’s 
results), since both efficiency and service & market performance are sub-dimensions of a broader construct (i.e. 
supply chain performance) paying attention to improving only one would not yield an optimum benefit for the 
supply chain. And therefore, both social control and formal control should be pursued by firms in a shrewd 
fashion.  
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Fourthly, the study reveals that the effects social control on supply chain performance is contingent upon the 
formal control in two ways. At one hand, the results indicate that formal control fully transmits the effect of 
social control on operational efficiency dimensions of supply chain performance while it only partially carries 
the effect of social control on service & market performance. These results further signify that resorting to only 
social control (although most pronounced in the study’s context) may not be the best option for firms, as in some 
cases, its (i.e. social control) potential benefits would first enhance (adherence to) formal control, before the 
organization/supply chain would benefit in terms of (either) efficiency and (or) service & market performance. 
This implies that, the supply chain performance benefit of social control, in some instances, would not be 
experienced where or when there is lack of or non-existence of formal control. Relatedly, the study finds that, 
although formal control does not have significant direct (positive) effect on service & market performance 
dimension of the supply chain, its effect is carried through operational efficiency. This finding still reinforces our 
earlier point raised on why firms in this business context should also focus on developing formal control 
mechanisms in their supply chains.  

6. Conclusion  
The findings of this study reinforce extant literature claims on the benefits of governance mechanisms to 
organizations and supply chains. The study specifically finds that social control is more likely to enhance service 
& market performance while formal control is more likely to do well in enhancing operational efficiency within 
supply chains. In as much as the study reports that formal and social controls have distinct positive impacts on 
supply chain performance, the former is also found to be a contingent factor for the success of the latter. And 
thus, firms’ ability to institute formal control mechanism would serve as a conduit to transmit the positive effects 
of social control on supply chain performance.  

Also the study advanced and found adequate support that without adequate presence of social control 
mechanisms, firms within supply chains, particularly, in developing economies, would find it challenging to 
pursue formal control. In a nutshell, based on the study’s findings, we can say that firms or supply chain efforts 
to institute and adhere to governance mechanisms would not be a time or resource wasting. 

6.1 Limitation and Suggestions for Future Research 

Despite the insights gained from the study, there are some limitations though. In the first place, the sample 
population and the sampling technique employed present limitations to this present study. Although some of the 
study’s arguments and discussions were made in reference to developing economies, the study was 
contextualized in Ghana. Not only this, but also, we were not able to include firms operating in the other six 
political/administrative regions of Ghana. We only focused on firms operating in the most industrialized regions 
of Ghana even though Ghana as a whole has unique human and organizational behavioural characteristics when 
it comes to following regulations, gaining compliance, and building relationships. 

Also, though we point out the tendency of formal control mediating the link between social control and supply 
chain performance, this present study did not focus on assessing the mediating role of formal control, hence we 
did not perform further tests to assess the robustness of this finding. Same can be said of the identified mediating 
role of operational efficiency in the link between focal and service & market performance. We therefore suggest 
that further research should be carried out on these issues. 
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