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Abstract
We combine economic and psychological theory to explore the benefits of multidisciplinary strategy research. We examine how economically identical contracts may be framed differently, leading to divergent views of the exchange relationship. We use regulatory focus theory and expectancy violation theory to understand how setting expectations through framing and confirming or violating them shapes the relationship, leading to a contracting capability which transforms contracts from mere enforcement mechanisms into proactive tools for managing relationships.

The Benefits of Combining Psychology and Economics Theory in Strategy Research: 
The Contract’s Simultaneous Role as Safeguard and Relationship Management Tool
Is strategy research truly multidisciplinary? While this field is indeed largely based on three different base disciplines: economics, sociology, and psychology, management studies using one of these disciplines usually do not incorporate others (Agarwal & Hoetker, 2007). So, instead of being a true multidisciplinary field, strategy is a field comprised of three distinct research camps that only rarely interact. While these independent research streams have produced valuable insights for managers, some suggest that strategy research would greatly benefit from integrating these base disciplines to “provide theoretical insights not available from the related disciplines alone” (Agarwal & Hoetker, 2007: 1319).  Mahoney, echoing this sentiment, notes that “Simon, leading by example, shows how fruitful social science research can be for those who are not intimidated by disciplinary boundaries and that anything that can improve our understanding of complex organizations should be valued” (Mahoney, 2005: 40). 
In this paper, we explore the potential benefits of multidisciplinary research by complementing economic-based theory with psychological theory. Through this process, we uncover three major benefits of taking a multidisciplinary approach. First, the combination of different disciplines allows strategy researchers to examine the appropriateness of assumptions commonly used in strategy research (e.g., unpack bounded rationality). Second, this approach allows strategy researchers to ask different questions than they could when examining strategic issues with only one theoretic lens, potentially leading to a greater understanding of organizations and interfirm relationships. Finally, researchers using this multidisciplinary approach may actually uncover novel insights that were not previously possible, as suggested by Agarwal & Hoetker (2007).  In this work, we take this one step further in the context of interfirm relationships and contracts by illustrating how combining insights from economics and psychology leads firms to use more effective contracts that have the potential to enhance the performance of interfirm exchanges and relationships, thus uncovering a potential contracting capability.
In line with this reasoning, we believe that economic-based strategy research can greatly benefit from complementary psychological theory in understanding both intraorganizational and interorganizational phenomena. Intraorganizationally, this multidisciplinary approach allows for a better understanding of firm-level phenomena resulting from the discretionary actions of individuals within the firm (Thompson, 1967). According to Simon, “The most important data that could lead us to an understanding of economic processes and to empirically sound theories of them resides inside human minds…[so] we must seek to discover what went on in the heads of those who made the relevant decisions” (Simon 1997, pg 70-71). Additionally, because the actions of individual decision-makers create many organizational social structures including a firm’s culture, as well as a variety of intra-firm processes, viewing these structures with both a psychological and economic lens will provide a better understanding of their origin and the impact that they have on intra-firm activities. Barney and Zajac (1994) support this argument by asserting that to understand the implementation of strategy, it necessary to understand the behavioral and social phenomena within the firm, which are best addressed using psychology theories. Finally, from an interorganizational perspective, social psychology naturally complements economic-based strategy theory by providing an understanding of the interactions of employees in one firm with those in another firm, leading to a better understanding of interfirm relationships. 
Combining micro and macro-level theory to predict macro-level behavior is not a new phenomenon. In fact, precedent for this practice is reflected in Gary Becker’s 1993 Nobel lecture in the Journal of Political Economy, in which he commented on the fact that economics routinely employs theories at the individual level to examine behavior at the group level.

While the economic approach to behavior builds on a theory of individual choice, it is not mainly concerned with individuals. It uses theory at the micro level as a powerful tool to derive implications at the group or macro level. Rational individual choice is combined with assumptions about technologies and other determinants of opportunities, equilibrium in market and nonmarket situations, and laws, norms and traditions to obtain results concerning the behavior of groups. (Becker, 1993: 402)

The main difference between this traditional economic approach and the multidisciplinary one we are advocating is that economics relies on the assumption of a rational individual, while we propose that the individual should be viewed as having psychologically-based, systematic cognitive biases that directly affect discretionary behavior, shaping firm-level phenomena. We are not alone in this view, as Simon has previously suggested that when rational man faces uncertainty, the objective environment, or “real world”, is very different from the subjective environment that he experiences. Because of this division between reality and perception, researchers cannot predict even rational behavior from the characteristics of the objective environment because these active perceptual and cognitive processes directly influence behavior as much, if not more than, these objective factors (Simon 1982). In line with this reasoning, Zajac and Bazerman (1991) noted that strategy researchers should supplement game theory models of firm behavior with psychological research on decision-making because actor deviations from rationality are systematic, not random. As such, they suggest that the rational economic model, typically employed in economic-based strategy research, is not the best approximation for firm behavior.
 
In order to demonstrate these benefits directly, we develop a concrete example that augments the relationship between transaction cost economics (TCE) (Williamson, 1975, 1985) and the Carnegie School (March & Simon, 1958; Simon, 1961; Cyert & March, 1963; Simon 1982). The economics-based theory of TCE already incorporates the Carnegie School notion of bounded rationality; however, the main implication of bounded rationality in TCE is that contracts are unavoidably incomplete in the face of uncertainty. While this implication is certainly critical to TCE’s central make or buy question, there are many other elements of bounded rationality that can be incorporated into TCE to address questions arising once the initial make or buy question is answered. For example, if TCE indicates that a hybrid contract with particular safeguards is the most efficient form of governance for a particular exchange, can these particular safeguards lead to unintended consequences for the relationship between the exchange partners? Traditional TCE does not address these types of issues, but when it is complemented with additional psychology theories, we can begin to assess when a particular safeguard might signal a negative expectation or a lack of trust in the exchange partner (issues raised by Ghoshal and Moran (1996) as well as others) and how firms might select the best framing for the safeguard, which still ensures that the transaction occurs, but also most appropriately impacts the relationship between the firms. 
In our example, we explore how to frame the contractual safeguards mandated by TCE to shape the relationship between the exchange partners to that which is most appropriate for the characteristics of the exchange itself. Interfirm contracting offers a very relevant context for applying this combination of TCE and psychology because it is an economic situation that TCE addresses directly in which individual negotiators play a key role in setting organizational expectations and determining the tone of the relationship between the parties’ firms throughout the exchange. In this example, we propose that two psychological theories are particularly applicable to the contracting context: regulatory focus theory and expectancy violation theory. Regulatory focus theory (Higgins, 1998) suggests that the type of relationship built between the parties will depend on how the issues in the contract negotiation are framed. Additionally, expectancy violation theory (Jussim, Coleman & Lerch, 1987; Jackson, Sullivan & Hodge, 1993; Burgoon, 1993; Bettencourt et al., 1997; Kernahan, Bartholow & Bettencourt, 2000) suggests that under certain circumstances, violating the expectations set in the contract will actually lead to strong positive feelings between the parties, as opposed to strong negative feelings. Taken together, these two theories suggest several propositions for strategically managing partner relationships based on a combination of setting expectations through contract framing and intentionally supporting or violating these expectations in subsequent interactions with the partner. As such, we argue that the process of contract design, including the decision of what to include in the contract and how to frame this material, can play a key role in framing the expectations of both parties in the exchange, rather than simply assuming that a party’s expectations are exogenous or rationally based on characteristics of the objective environment.  Although two different clauses may accomplish the same economic goal or provide the same economic incentives, such as identical payoffs, they may be framed in the very different ways, creating very different expectations and eliciting very different behaviors from the partners. Therefore, by supplementing transaction cost economics with additional psychological theories, in the Carnegie tradition, we are able to enhance the effectiveness of TCE by highlighting the importance of how safeguards are chosen and framed and how they might affect the relationship between the parties.  In this way we can provide novel insights that neither the economics nor psychology disciplines alone could uncover.
This paper is arranged as follows. First, we present a general discussion of how economic-based strategy research can benefit from the incorporation of psychological theories. Then, we present an overview of the contracting context that we use in our example to illustrate these benefits and describe two different psychological theories that are pertinent to this context. We then apply these theories in the contracting context to develop seven propositions suggesting how contracting can be used to develop specific types of relationships that are most appropriate to the particular transaction. Then, we transition to a discussion of the contributions that this multidisciplinary approach makes to the field of strategy with specific illustrations from our contracting example. Finally, we conclude with suggestions for how psychology can inform economic-based strategy research more broadly, and suggest that other combinations of base disciplines could also benefit the field of strategy.
How Economic-based Strategy Research can Benefit from Psychology

Neo-classical economics has traditionally used individual level theory in combination with structural-level assumptions to predict group behavior (Becker, 1993). The primary economic assumption at the individual level is that man is an unemotional, rational being who makes decisions based on utilities that are derived from expected values (March, 1994). By defining the individual in this manner, most economists view economics as entirely independent of psychology. However, several researchers have suggested that this assumption is in fact not true. In examining the context of the theory of revealed preference, a major tenet of neoclassical economics, Amartya Sen suggested that this theory makes sense not because there are no psychological assumptions, but only because sensible psychological assumption are made (Sen, 1973). As a result, he suggested that economists should instead make these psychological assumptions more explicit and conduct further studies to understand their impact on economics. Herbert Simon renewed this demand when he observed that “Economics without psychological and sociological research to determine the givens of the decision-making situation, the focus of attention, the problem representation, and the processes used to identify alternatives, estimate consequences, and choose among possibilities—such economics is a one-bladed scissors.” (Simon, 1986: S223-S224). 
The field of behavioral economics arose from these observations and calls to action. In contrast to neoclassical economics, this field has suggested that while this rational view of man is helpful for the purpose of simplification when examining aggregate economic activity, it often leads to poor predictions for individual and small group behavior (Camerer & Fehr, 2006). Psychological research suggests that this mismatch occurs because in understanding how decision-makers uncover the nature of the problem that they face and how they deal with uncertainty, it becomes clear that standard models of choice used in economics may be misleading even in stable environments (Earl, 1990). Simon explains that under uncertainty, the world that the economic actor physically inhabits is very different than the world that she experiences. That is, her subjective environment is not a reasonable approximation of the “real world” with some of the details omitted, but it is a distorted view created by her active perceptual and cognitive processes. Because these two worlds are so dramatically different, it is impossible to predict even rational behavior from objective environmental characteristics, as they may not influence the actor’s behavior as much as these mental processes (Simon 1982). As a result of this insight, behavioral economists suggest that it is important to take these psychological phenomena into consideration in order to understand the processes by which decisions are made. 
Although behavioral economics takes a large step forward by integrating psychological and economic theories, this work is largely concerned with predicting individual behavior, as it asks questions about when an individual is rational or when emotions or cognitive limitations interfere with this process (Camerer & Fehr, 2006). In contrast, the field of strategy focuses on firm-level phenomena, and therefore has a different agenda for understanding decision-making processes. Since strategy is concerned with providing managers with actionable strategies for achieving the most efficient firm-level outcomes, using psychology to gain a better understanding of the role that bounded rationality and emotions play in strategic decision-making allows strategy researchers to develop guidelines for practitioners in using these systematic biases strategically. Two papers illustrate how strategy researchers can effectively use psychology to achieve this goal. First, Zajac and Bazerman (1991) suggest that modeling firm behavior with game theory needs to be supplemented with psychological research on decision-making. They claim that because actor deviations from rationality are not random, but in fact systematic, the rational model is not the best approximation. As a result, they conclude that applying the principles uncovered in research on biases in decision-making explain problems in decision-making that economic theory alone cannot address, such as unreasonable escalation of commitment and the winner’s curse. This integration of psychological theory with economic-based theory also allows the creation of actionable strategies for managers to avoid such decision pitfalls. Additionally, Barney and Hansen (1994) use developmental psychology theories to explain the foundations of trust in the context of creating a competitive advantage based on trustworthiness. Although trust is a firm-level phenomenon, they illustrate that a deeper understanding of the concept can be achieved when it is viewed through a psychological lens, and that managers can use this insight to better manage firm relationships. These two works, however, largely stand alone in their attempt to incorporate psychology into economics-based strategy, however, as this type of research has not been largely pursued by other researchers. With this  paper, we hope to contribute to and stimulate additional multidisciplinary strategy research by providing a specific example which examines the benefits of complementing economic-based strategy theory with psychological theories to address novel aspects of a traditional strategy research topic and to provide new insights that could not be obtained by viewing this topic with only one of these disciplinary lenses.  In particular, we supplement transaction cost economics with psychological theories to predict how exchange partners react to differential framing of safeguards in a contract. TCE is a great theory for understanding how to structure contracts to ensure that an exchange takes place, but that focus does not include examining the broader relationship and how the design of the contract may influence how the parties view one another. When psychological theory is added to TCE, the managers negotiating the contract can now understand how to frame the necessary safeguard to structure the resulting relationship or this particular exchange in the most beneficial way possible, making the transaction more successful for both exchange partners. This idea extends the view of the contract solely as a governance mechanism that is espoused by transaction cost economics. Instead when TCE is complemented with psychological theories, the contract not only governs the current transaction but also serves as a tool for the management of a relationship between the exchange partners. Therefore, by complementing this economic-based theory with psychology theory, we are able to examine different topics than we could with just the economic lens alone.  
Strengthening the Bond between TCE and the Carnegie School

Transaction cost economics seems like a logical economic-based theory to supplement with psychological theories, as Williamson conceived it as “an interdisciplinary joinder of law, economics and organization theory, where the organization theory is predominantly of a Simon/Carnegie kind and economics is first among equals” (Williamson, 2000, p. ). As such, TCE already draws in some part on both economic theory and psychological theory. However, it is the limited impact of psychological theory on TCE that provides an opportunity to strengthen the bond between this economic-based theory and the Carnegie School view of bounded rationality, the idea that “… human behavior is intendedly rational but only limitedly so” (Simon, 1961: xxiv) due to the cognitive limitations of the actors. 
Williamson believed that the “…the principal ramification of bounded rationality for the study of economic organization is that all complex contracts are unavoidably incomplete.” (Williamson, 2000: 8). He suggested that this incompleteness arose from two distinct sources: cognitive limitations and verbal limitations. The cognitive limitations, such as deficits in receiving, processing, storing and accessing information without making errors, did not allow humans to generate all possible contingencies to include in the contract. The verbal limitations, inabilities to articulate ideas because the correct words did not exist or were not known, additionally limited the content of the contract because if an idea could not be expressed verbally, it could not be included. Together, Williamson felt that these two limitations naturally led to incomplete contracts because people could either not imagine all of the possible contingencies that should go into the contract or they did not have the proper words to articulate them. While he acknowledged that other cognitive limitations existed, he believed that in comparison to this main effect, they had a relatively minor impact on the make or buy decision that is central to TCE. As such, Williamson felt that his application of bounded rationality in TCE was not only sufficient, but most appropriate for the major questions addressed by the theory.
In contrast, Simon believed that Williamson’s application of bounded rationality was incomplete (Simon, 1961). Although Williamson’s economic actors did write incomplete contracts due to cognitive limitations, they were still able to have significant foresight and were not subject to any systematic cognitive biases. Simon believed that bounded rationality included any limitation arising from these cognitive processing deficiencies (Simon, 1982). These limitations went beyond the replacement of maximizing with satisficing, which Simon felt was an essential step, but not the last word in understanding how bounded rationality affected organizational decisions (Williamson, 2000). Instead, he felt that issues such as shortsightedness and framing effects, like those explored by Kahneman and Tversky, should also be included in organizational theories. He felt that Williamson did not acknowledge these additional limitations, and thus retained elements of neoclassical economic’s rational man in his theory. 

While we concur that Williamson’s application of bounded rationality is adequate in addressing the governance choice decision central to TCE, we believe that incorporating these additional cognitive limitations into TCE expands the organizational topics that this theory can address. In complementing TCE with psychological theory, we suggest that the contract can be used as a relationship management tool in addition to its traditional TCE role as a safeguard against potential opportunism. By widening the scope of TCE to include the topic of interfirm relationships rather than stopping with an individual transaction, we are now suggesting that these additional cognitive limitations, which were not as important when choosing appropriate transaction governance, have much more of an impact, and need to be considered.  That is, the choices made to govern a transaction can have serious, and possibly unintended, consequences for the relationship between the firms, which might affect the likelihood of future transactions between them. Supplementing TCE with psychological theory allows these potential negative consequences for the exchange relationship to be recognized ex ante, and allows the managers to shape the relationship to that most appropriate for the exchange.
In particular, the cognitive biases leading to the differential effect of framing on behavior becomes extremely important when interfirm relationships are considered.  Invariance, a key tenet of rationality explored extensively by Kahneman and Tversky, suggests that preference for an economic outcome should be based on its expected value, and not how the outcomes are described. That is, framing should not have any effect on preference or behavior, because the description of the outcome does not change the value of the outcome itself. However, it has been shown repeatedly that framing does matter (Tversky & Kahneman, 1981), particularly that people behave in a risk averse manner when the solution is framed in terms of the number of people that could be saved from a disease, and are risk seeking when the same problem is framed in terms of the number of people who would die. Because framing violates invariance, it is a clear bound on rationality, which becomes very important when TCE is extended to not only looking at when safeguards are necessary in a contract, but to determine how to use the contractual language to shape the exchange relationship to that which will make the exchange occur most efficiently. In the example below, we show how deliberate framing in the contract can set expectations for the relationship between the parties, and should be carefully considered when writing the contractual safeguards. In contrast, examination of contracts through an economic lens, have not previously led to this type of insight. 
AN EXAMPLE: MULTIDISCIPLINARY CONTRACTING RESEARCH
Economics-based Contract Research
Using an economic lens, researchers have been studying many different aspects of contracting for decades. Theoretical work on contract design has examined a wide variety of incentive mechanisms, investment sequencing decisions, and the granting of various decision rights to one or both parties to the exchange (e.g., Baker, Gibbons, & Murphy, 1994; Laffont & Martimont, 2002).  Empirical research, in contrast, has primarily focused on contract design by examining a variety of individual contractual clauses and attributes. In this line of research, the specific contract clauses that have been examined include take-or-pay provisions (DeCanio & Frech, 1993; Hubbard & Weiner, 1986; Masten & Crocker, 1985), price adjustments (Goldberg & Erickson, 1987; Joskow, 1988), exclusivity (Gallick, 1984), and contract duration (Crocker & Masten, 1988; Joskow, 1985, 1987).  In addition, other researchers have examined the use of different contract types, such as fixed fee contracts and cost plus contracts (Allen & Lueck, 1992a, 1992b, 1993, 1999; Cheung, 1969; Chisholm, 1997; Kalnins & Mayer, 2004).  Crocker and Reynolds (1993) have also shown that firms use more complete contracts when there is history of opportunism in the relationship.  Additionally, other studies have shown that contract terms respond to institutional change and that these terms change over time within an industry (Phillips, 1991; Pittman, 1991). Finally, related work has analyzed the use of various types of control rights in contract design (e.g., Elfenbein & Lerner, 2003; Minehart & Neeman, 1999).  In sum, this economic-based contract research has shed a great deal of light on how firms use different types of contractual devices to protect themselves and ensure that the exchange will take place.  (See Macher and Richman (2008) and Shelanski and Klein (1995) for more thorough reviews of the empirical contract literature that draws upon transaction cost economics.) 
What is missing from this economic-based contract literature, however, is an understanding of how the framing of safeguards, may have unintended consequences for the development of the relationship between the two parties. By focusing exclusively on creating proper incentive mechanisms and mitigating opportunism, firms may unintentionally design contracts that foster a relationship with the partner focused solely on enforcing minimal goals rather than one that emphasizes reaching maximal goals in a cooperative fashion.  In some exchanges, creating contracts with this focus on enforcement, without understanding the implications of the effects of this particular framing, may actually hurt the parties instead of help them. As a result, it is important to examine the impact of contract design on relationship development and to uncover the potential strategic implications for managing a relationship between exchange partners.

This issue of how safeguards affect expectations was also raised by Ghoshal and Moran (1996), but our focus and intent is very different. We strive to build upon TCE and other existing work in economics and strategy that examines the use of contractual safeguards and strengthen it by adding a strong psychological foundation to it. We recognize the need for safeguards in contracts, but we believe that how those safeguards are framed can be very important in the execution of the transaction and in the development of the broader relationship between the firms. Safeguards do not have to create a self-fulfilling prophecy of negative expectations. Instead, these safeguards can be framed to set expectations with the partner that are appropriate for the exchange. That is, two contracts can have identical economics payoffs but be framed in very different ways, which establish very different expectations about the relationship. TCE is not bad for practice, but contractual safeguards need to take psychological factors into account to avoid creating inappropriate expectations, which impede the development of trust.
Part of the reason why relationship development is not commonly pursued by economists is that the tools and theories of economics do not focus on this topic.  Instead, these theories are largely based on rational actors concerned with maximizing profit and thus leave little room for examining the development and management of a relationship between firms over time. In fact, in most economic theories, actions in prior transactions only affect the current transaction by impacting the firm’s profit maximizing choice over the relevant time horizon (e.g., a desire to develop a reputation for punishing defection so as to deter this behavior in the future by your trading partner).  As such, the topic of relationships is largely outside the scope of most economic examinations.

In contrast, there is some prior research in the field of strategy that does examine the effect of the relationship between the exchange parties on contract design. In fact, this stream of research has spawned a debate about this effect. On one side, some sociology and psychology-based strategy researchers hold the view that contracts act as a substitute for trust in that having prior ties decreases the demands on, or the completeness of, the contract, because such formalization is no longer necessary after trust has developed (Dyer & Singh, 1998; Ghoshal & Moran, 1996; Gulati, 1995; Malhotra & Murnighan, 2002; Zollo et al., 2002). In contrast, other strategy researchers, many of them coming from more of an economics orientation, suggest that as prior ties between the two exchange partners accumulate, the contract may actually become more detailed as a result of learning how to work together and developing a better idea of what belongs in the contract (Kalnins & Mayer, 2004; Lazarrini, Miller & Zenger, 2005; Mayer & Argyres, 2004; Poppo & Zenger, 2002).  This effect is particularly likely when the task is more complex and has not been found for common transactions like purchase orders for standard inputs. This view suggests that contracts can act as complements to trust.

Although the competing streams of research in this debate focus on how the relationship affects the contract, the converse of this interaction is largely unexplored. That is, how the contract affects the evolution of the relationship has not been explored. Contracts play two roles in business exchanges: 1) as a mechanism of enforcement, and 2) as a framework for the exchange (Macaulay, 1963). It is this second role that suggests that contracts and the negotiation processes that create them can shape the relationship between the exchange partners by dictating the focus of, and setting the tone and expectations for, the interaction. By being strategic about the type of framing used in the contracts, firms can tailor the framing to create the types of relationships and behavioral motivations that are most appropriate for a specific type of exchange, and avoid making unnecessary investments if they will not result in creating value in the relationship. That is, they can develop a contract design capability, which can provide the basis for competitive advantage in exchange relationship management. 

Economics-based strategists have not previously studied the potential for a contract as a relationship management tool, because their theories largely do not encompass these potential effects on relationships.
 Psychologists, however, by focusing on people’s perceptions, their frames for interacting with others, and their actual interaction with other people, have many useful ideas for understanding the effects of contracts on exchanges that go well beyond profit maximization. Therefore, using psychology as a complement to economics in the understanding of how to create these particular relationships by using contracting strategically will lead to more efficient economic outcomes for exchanges in both the short-term and long-term.
Combining Economics and Psychology to Study Contracts
In examining contracts as relationship management tools in addition to being a safeguard, our focus is on how contract framing can be used to set expectations and then how meeting or violating these expectations shapes the relationship between the exchange partners. The concept of expectations has long been held as important in both economics and organizations research. Arrow suggested that they are important to organizational activity because “our expectations of the future affect what we do in the present…What is done today is based in part of the firm’s present beliefs about what will happen in the future.” (Arrow, 2000: 12). In the field of economics, these beliefs about the future were considered so instrumental that convergent expectations are a necessary condition for market equilibrium (Richards, 1959).  In the early organizational literature from the Carnegie school, Cyert and March (1963) note the importance of expectations because they guide search behavior in organizations. 
The implicit assumption of whether these expectations are rational or only boundedly rational, however, differs in these two literatures. In early information economics research, expectations were assumed to be rational, and based only on the information available. In fact, this literature suggested that the existence of organizations was rooted in their ability to manage expectations. That is, organizations better controlled the information upon which these expectations were based, and therefore convergent expectations within the firm were easier to create than between two different stand-alone firms receiving very different information (Malmgren 1961). In contrast, the organizations literature assumes that expectations, while still based on available information, can also be influenced by personal desires, thus introducing biases in search in the organization. These boundedly rational expectations are viewed as a problem to be overcome by the structure of organization. That is, the organization relies on objective, verifiable information instead of this biased information to create unbiased organizational-level expectations to guide information search (Cyert & March, 1963). 

Although we have seen that the concept of expectations is important in both economic and organizational literature, neither literature has done a great deal to challenge the implicit assumptions or explore the antecedents (i.e., how expectations form) for the rational or the boundedly rational conception of expectations. We feel that the dearth of research on expectations arises from the fact that both conceptions of expectations largely ignore the body of work on expectations in psychology, which explains how expectations form and why they are important. Most economics papers ignore any potential for effects of bounded rationality on expectations by assuming that the available information is passively perceived and exactly matches the objective environment. In contrast, the Carnegie school organizational research acknowledges that individual expectations are impacted by bounded rationality, but that organizational structure corrects this bias producing rational expectations at the organizational level. Neither field delves into how these expectations can be managed to create more effective intra-organization and inter-organizational activity. In relying on this vast psychology literature on expectations, we can bring this important concept back to the forefront in economic-based strategy research by providing a solid theoretical foundation for why expectations are important, how they can be set, and how they can be either met or violated to create a specific type of relationship between exchange partners.

Where in Psychology do we Start?
In seeking to better understand contract design choices and the role that they may play in the development of the relationship between the firms, as well as in setting proper incentives, mitigating opportunism and overcoming bounded rationality, we seek to apply theories from social psychology to the study of contract design. Since differential language in contracts can be used to set entirely different expectations about the relationship (Rousseau & Parks, 1993), using clauses that accomplish similar economic objectives (e.g., similar incentive properties and governance attributes), but are framed in very different ways, from a psychological viewpoint, can be used strategically to set different expectations that could impact the execution of the transaction and the evolving relationship between the parties. Two theories speak to the effects that framing within contracts can have on relationships, and the corresponding strategic implications for contract designers: Regulatory focus theory (Higgins, 1998) and expectancy violation theory (Jussim, Coleman & Lerch, 1987; Jackson, Sullivan & Hodge, 1993; Burgoon, 1993; Bettencourt et al., 1997; Kernahan, Bartholow & Bettencourt, 2000).

Regulatory focus theory. Although there are several different psychological theories pertaining to pursuing and attaining goals (Dweck, 1986; Heckhausen & Gollwitzer, 1987), the study of formal contracts is specifically suited to theories that focus on the content of these goals. As such, regulatory focus theory is particularly appropriate for the study of contracts because it focuses primarily on how goals are framed. This theory suggests that there are two main types of internal systems, or views of the world that affect how goals are viewed and what behavior is displayed to achieve these goals: Prevention focus and promotion focus (Higgins, 1998). The prevention-focused system is guided by oughts, or traits and characteristics that the individual or other people believe should be possessed.  These oughts often serve as minimal goals that must be reached in order to prevent losses (Brendl & Higgins, 1996).  Alternatively, the promotion-focused system is guided by ideals, which are traits and characteristics that an individual or others aspire to possess. These ideals often serve as maximal goals that translate as gains if met or non-gains if not met (ibid). As such, a prevention focus and a promotion focus evoke very different responses in the face of a given goal, since it is perceived as a minimal goal or a maximal goal, respectively. Reaching or failing to attain this goal, then has very different interpretations, which results in the experience of very different feelings that can differentially impact the relationship between the two partners. 

When viewed with a prevention focus, failing to reach a goal is perceived as the presence of a negative, or a loss, and results in feelings of agitation; however reaching this minimum goal produces feelings of order or contentment (Higgins, 1998). In contrast, if the same goal is considered a maximal goal because it is viewed from a promotion focus, then reaching it results in feelings of happiness; but if it is not attained, disappointment is experienced instead. Therefore, different regulatory focus systems produce vastly different views and experiences of the world.  A prevention focus results in varying states of agitation and contentment (or order), while a promotion focus leads to experiences of happiness versus disappointment (ibid). Therefore, the different feelings that each view of the world elicits lead to greater negative feelings when an unattained goal is viewed with a prevention focus than a promotion focus, and greater positive feelings when an attained goal is viewed with a promotion focus than a prevention focus.
Regulatory focus influences behavioral motivation and performance as well. Since the prevention focus is based on oughts (or perceived obligations), there is a general concern for vigilance and avoiding sins of commission (i.e., looking to avoid negative acts). In contrast, the promotion system relies on ideals as a guide, so it encourages extensive search and creativity in order to avoid sins of omission (i.e., striving to ensure that the parties don’t miss a solution that would make everyone better off). Therefore the promotion focus results in more creativity, since missing a maximal goal does not lead to strong negative feelings, which leads to more experimentation. As a result, strategically evoking one regulatory system as opposed to another can lead to behaviors that may be more appropriate for specific task types than others. This idea is supported by the finding that when the requirements of the task matches the regulatory approach that the task performance is enhanced; as compared to when there is a mismatch between these two items (Shah, Higgins & Friedman, 1998).

The view of a relationship is also very different under these two regulatory systems. For example, a prevention focus has been shown to lead people to list greater numbers of negative thoughts about a partner or a relationship, while a promotion focus has been shown to generate more positive thoughts about the person, event or interaction (Tykocinski, Higgins & Chaiken, 1994). This focus on the negative or positive aspects of the relationship leads to the experience of very different qualities within a relationship as well. A prevention focus, with its emphasis on the negative aspects of the relationship, was shown to be related to lower relationship quality (Winterheld & Simpson, 2006). In contrast, a promotion focus, with its emphasis on the positive aspects, was shown to be associated with higher relationship quality, which encompassed higher satisfaction, commitment, trust, fondness, and closeness in the relationship. 
Although most people have a chronic disposition to either a promotion or prevention focus, this tendency can be overridden through situational-induced regulatory focus. This induction is accomplished through the use of loss/non-loss or gain/non-gain frames (Roney, Higgins & Shah, 1995). The use of a loss frame can induce a prevention focus and result in agitation when a participant fails to reach a goal, while using a gain-frame may induce a promotion focus and result in feelings of disappointment in the same situation instead. Because specific regulatory-focus profiles can be activated through framing, gain/non-gain and loss/non-loss framing can be used strategically in contracts to activate the desired behaviors and attitudes associated with each of the profiles. For example, in order to create a more cooperative outcome between the two parties, a promotion focus can be activated through a gain/non-gain framing of the contractual issues at hand (Galinsky, Leonardelli, Okhuysen & Mussweiler, 2005). Additionally, this type of framing creates a more positive basis to build a cooperative relationship on, as feelings of greater satisfaction are activated if the contractual issue is framed in a gain/non-gain way, and the gain is accomplished. However, use of loss/non-loss framing may be important if you want to make sure that vigilance is used in fulfilling the contract. Alternatively, if greater effort (Roney et. al, 1995) or greater search for creative solutions (Pham & Higgins, 2005) is desirable, then a gain/non-gain frame might be better because you activate eagerness and a desire to prevent sins of omission (thereby prompting maximum effort for innovation and creative problem solving).

Expectancy violation theory. Since differential expectations can be set using different forms of contract framing, there is also a potential for either party to meet or violate them, further impacting the relationship between the parties. The second theory examined in this paper, expectancy violation theory (Jussim, Coleman & Lerch, 1987; Jackson, Sullivan & Hodge, 1993; Burgoon, 1993; Bettencourt et al., 1997; Kernahan, Bartholow & Bettencourt, 2000), addresses the consequences of confirming or violating these expectations. A confirmation of expectations will always result in a positive emotional response. But what happens when these expectations are violated? Although a violation of expectations will always result in an initial negative affective reaction due to increased uncertainty of the situation (Olson, Roese & Zanna, 1996), expectancy violation theory suggests that a very strong secondary emotional response in the direction of the violation will also arise (Burgoon, 1993; Bettencourt et al., 1997; Kernahan, Bartholow & Bettencourt, 2000). That is, if expectancies are negatively disconfirmed, then people’s initial negative reaction is enhanced; however, if the violation is positive, then the secondary emotional response will be very positive. If a positive violation of a negative expectation occurs, then people’s initial negative reaction is replaced by a more positive reaction than if a positive expectation had been confirmed (ibid). This result occurs because, a violation of expectations will cause a person to carefully examine the situation in detail, triggering conscious information processing, which often leads to the old expectation being replaced by a new one. In contrast, when a person experiences a confirmation of an expectation, he or she will only pay superficial attention to the situation, or unconsciously process it, because it conforms with what was expected, so the original expectation will not be changed (Clary & Tesser, 1983). This increased scrutiny of the situation allows the person to reassess it and to make a new judgment regarding the person. If the violation is positive (i.e., the initial expectation was low or negative and the outcome turns out to be very positive), then this interpretive cognitive activity works in the favor of the violator (the one who exceeded the expectations) leading to an increase in positive emotion over that experienced if a positive expectation is confirmed. An everyday example of this idea comes from the classroom. If you have a student who has performed poorly on the midterm exam in the course, your expectations of this student are that either he or she was not very bright or motivated. If this student then got the highest score on the final exam in your class, this performance clearly violated your expectations in a positive way. Instead of continuing to harbor a negative feeling toward this student, you start to feel very positive towards him or her and may even go on to build a relationship with this student in a future class. 
It is important to note, however, that a threshold effect does exist for this phenomenon. Because people hold a range of expectations in any particular situation, the behavior will have to fall well outside of this range before it will trigger this extremely positive reaction leading to the extra scrutiny of the situation (Burgoon, 1998). If the behavior is only slightly deviant from prior expectations, as if the whole class fails your final exam and the student in question is only one point higher than the other students, it is considered to be congruent with expectations, which will act to decrease uncertainty and confirm your original expectation. In the classroom example, you will still feel that this student is not very bright or motivated, although you may now feel this about all of your other students as well. It is only when the behavior is far enough outside of this expected range, as if this student clearly scored above the mean and the other students, that it is considered an incongruent violation, which increases uncertainty and triggers the interpretive processing (Afifi & Burgoon, 2000). 
Why choose these two theories? There are a lot of psychological theories out there, so why are these two theories the most relevant for the contracting context?  While we don’t claim that these are the only psychological theories that are germane to contracting and inter-firm relationships, we think these two provide a good foundation upon which future research can build and are the highly appropriate for three reasons. First, both of these theories address emotional reactions that can impact the development of relationships, and because contracts act to set the groundwork for an exchange relationship between the buyer and the supplier, this aspect is particularly relevant. Additionally, because contracts can be framed in either a promotion or a prevention manner, specific behavioral motivations and relationship styles can be evoked as a result of the type of framing used for issues in the contract negotiation. How a contract is perceived is an important factor in how it will affect relationship development (Mayer & Argyres, 2004). Regulatory focus theory addresses how these issues can be framed to achieve specific types of relationships with contracting partners. Finally, contracts also set certain expectations between the parties. As illustrated above, expectancy violation theory offers strategic options for shaping the relationship between the buyer and supplier when expectations set in the contract will be confirmed or violated. For example, if a firm knows that it can positively violate expectations because it has a particular competency that is considered private knowledge, then the firm may want to frame the contractual issue in a loss/non-loss way to elicit the prevention focus, and then exceed expectations to generate the positive affect, which can help build trust between the parties by forcing the exchange partner to reassess their view of the firm and their relationship. Together, these two theories suggest several propositions for how contracts can be used to strategically manage the relationship between the buyer and the supplier in an exchange. 

Because the loss and gain framing used in contracts to evoke either a prevention or a promotion focus is similar to that used in Prospect theory, the question might arise as to why this particular theory is not the best choice for examining contracts. Prospect theory suggests that people are risk adverse regarding impending gains and risk seeking for impending losses (Kahneman & Tversky, 1979). These differential risk attitudes create the classic S-curve, with a steeper slope in the loss than in the gain portion. By framing the very same outcome as a potential loss or gain, researchers have shown that risk aversion-seeking preferences can switch as a result of this change in frame (Kahneman & Tversky, 2005). Although loss and gain framing is important in both prospect theory and regulatory focus theory, two differences between the theories suggest that regulatory focus theory is more appropriate for contracting research. First, prospect theory differentiates between two categories: 1) losses/forgone gains and 2) gains/forgone losses (Chen Idson, Liberman & Higgins, 2000). This contrast is different than regulatory focus theory, which addresses: 1) losses/non-losses and 2) gains/non-gains.  In contracts, the scenarios presented are consistent with the regulatory focus view in that the partners either acquire something or do not. This situation is very different than that in prospect theory, which occurs only if a firm either experiences a loss or gives up a potential gain. Second, prospect theory deals with specific probabilities rather than just general uncertainty (Fox & Tversky, 1995). Since the exchange situations that are the subject of contracts entail uncertainty rather than actual quantifiable risk as characterized by probabilities, regulatory focus theory (Higgins, 1998) is the more appropriate lens for studying contract framing. 

Regulatory Focus Theory and Expectancy Violation Theory in the Contracting Context
In our example, we will focus on the main case in which the parties have not worked together in the past; that is that they are entering a new relationship.  In the case in which the parties have worked together before, these prior interactions have already led to the development of an expectation of a specific type of relationship for the exchange. These previous expectations will also affect the design of the current contract, as the parties adjust their expectations based on the outcome of the previous exchange. In an attempt to simplify this initial discussion, we will focus on new interactions as a starting point to present ideas, and will return to the idea of prior relationship in future work. 
Additionally, in order to provide illustrations and context, we will use examples regarding contracting in the information technology (IT) services industry.  The IT services industry is similar to other technology-intensive industries such as software, semiconductors, telecommunications, automobiles, etc. in that firms try to protect proprietary technology and patents are only of limited value. Citing specific examples taken from this context will better illustrate how these two psychological theories can be applied to contracting in general by making the discussion of these ideas more concrete.

The IT services industry context. The Information Technology (IT) Services industry encompasses such vastly different projects as server setup and management, network design, installation (including rebuilds or upgrades) and data security, database design and integration with existing software solutions, hardware and software procurement and license management, network monitoring and alerting, anti-spam and web access management, software development and deployment, Help Desk services, and emergency support or system rescue service. These different types of projects require different levels of interaction between the supplier and buyer of these services. As such, this industry offers a variety of different situations based on the exchange characteristics that can be better addressed through either arms-length transactions or that could primarily benefit from long-standing, cooperative relationships. Therefore, this industry is particularly good for providing concrete examples to illustrate the propositions in this paper.

An example of an exchange that is well-served by an arms-length transaction is when a buyer hires a firm to install anti-spam and internet access management software on a current network. This exchange would require very little interaction and cooperation between the two firms, as it is a very straight-forward, well-established project that has strictly defined deadlines and criteria for completion. The project also does not require any additional input from the buyer except for the initial selection of the level of security desired. As such, this type of service would be more easily managed by firms engaged in an arms-length relationship rather than one in which a lot of investment has been sunk in order to build a cooperative and creative working environment. 

In contrast, a complex and mutually developed project, such as the design and integration of a database with current software solutions, requires extensive interaction and cooperation between employees of both firms to determine the optimal database structure and to ensure that the current data is ported over without corruption. Additionally, if the buyer firm desires to have this complex database interfaced with their current back-office solution, then this requires even more interaction between the IT personnel at both firms because a variety of details must be worked out prior to the start of such a project. Complex projects, such as these, also require close collaboration throughout the life of the project until the desired solution is achieved. In many cases, because this project is so complex and specialized to the needs of the buyer, creativity and flexibility is required of both parties in the exchange, as well as a tolerance for poorly defined deadlines and progress measurement. All of this ambiguity implies that trust between the parties is necessary in order for this type of project to come to fruition. This need for trust, coordination, creativity and flexibility all point to this type of transaction being best conducted between two firms engaged in a cooperative relationship. In this case, the investments made to create such a relationship will not be wasted, as this complex type of project requires this type of foundation for success.

One last reason that the IT services industry is a particularly good context for illustrating the propositions in this paper is that a majority of the contract templates used in this industry are enforcement-focused, due to their predominant creation by lawyers. As a result, these enforcement-framed contracts templates serve as the default in this industry, so if a situation requires a more cooperative relationship, as that suggested by a promotion-focused contract, the firm would have to choose to make the investment to change the contract. 
Regulatory focus theory and contract framing. Regulatory focus theory suggests that by framing the clauses in terms of gains or losses, a promotion or prevention focus is situationally-induced, which can serve to shape the foundation for the relationship between the two parties in three ways. First, the type of framing used in the contract evokes very different emotional responses from the parties. A prevention focus (induced by loss-framed contract clauses) evokes anxiety if the loss is realized, since the minimal goal that was expected was not met, and contentment if the loss is averted, as the minimum performance was achieved. In contrast, a promotion focus (induced by gain-framed clauses) leads to disappointment (which is less negative than anxiety) if the gain does not occur because the perfect ideal was not reached; if the gain is realized, happiness is experienced (which is more a positive feeling than contentment) because the since the best possible outcome occurred (Higgins, 1998). As a result, a prevention focus creates a concentration on the negative aspects of the exchange (e.g. not missing deadlines), while a promotion focus creates a concentration on the positive aspects (e.g. developing a creative solution). Second, the type of framing used in the contract evokes very different behavioral motivations from the parties. As a result of these emotional reactions, prevention-focused or loss-framed clauses prompt a vigilant stance to ensure that minimum performance is achieved; while, promotion-focused or gain-framed clauses prompt a creative stance in an attempt to reach for the ideal solution. A prevention focus also leads to a greater concentration on certainty and commitment to the task in the contract, while a promotion focus leads to a greater emphasis on flexibility and adaptation of that task (Molden, Lee & Higgins, 2006). Third, the type of framing used in contracts can evoke very different views of relationships. A promotion-focused contract should promote a higher quality relationship. That is, one high in satisfaction, commitment, and trust, as opposed to prevention-focused contracts (Winterheld & Simpson, 2006), which rely more on rules and punitive consequences, resulting in a greater feeling of formality . 
By strategically choosing which framing to use in the contract, the parties can differentially impact their exchange relationship by manipulating the feelings, the behavioral motivations, and the quality of the relationship itself in the exchange. Because, as explained above, lawyers typically craft the contract templates that a majority of the agreements in this industry are based on, the prevention-focused clauses, focusing on enforcement mechanisms and reaching specific standards of performance, are generally the default in contracts. Therefore, firms have to devote resources to change the framing of the clauses or introduce other promotion framed clauses. Because the additional resources cost time and money, firms want to selectively determine when this extra effort to include promotion-focused clauses is necessary and when the default prevention-focused contract is sufficient. That is, the firm needs to understand the circumstances under which it is most important to use a promotion-focused contract versus relying on the prevention-focused contract. 
In discussing this idea of a promotion-focused versus a prevention-focused contract, it becomes necessary to address whether these two types of contract framing are mutually exclusive or orthogonal concepts. In reality, most contracts are either composed entirely of prevention-focused clauses, if based on a contract template designed by a lawyer, or are a mixture of prevention and promotion-focused clauses, if an effort is made by the exchange partners to incorporate a promotion focus. The key here though is that in creating a contract with an overall flavor of either promotion and cooperation or one of penalties and adjudication, the partners are laying the basis for the relationship. Further work will have to be done to determine if this perception of a contract as prevention or promotion-focused requires a majority of the contract has to consist of one type of framing versus another, or if because promotion-focused clauses are currently so rare that their inclusion overrides the prevention-focused template. In a future project, one of the authors will be examining exactly that issue in an experiment designed to determine the composition of a contract that leads to its interpretation as a promotion or prevention-focused contract. Until this work is completed, however, the terms prevention and promotion-focused contract as used in this paper will refer to a contract that implies either an overall expectation of an arms-length relationship as defined by penalties and enforcement, or an overall expectation of a cooperative relationship as defined by setting expectations of the exchange and building trust between the parties using bonuses and/or other positive tools.
As mentioned above, the transaction characteristics should determine which type of relationship, and therefore, which type of contract framing, is the most appropriate for the exchange. Since it is suggested that a prevention focus may be wholly appropriate for either commodity exchanges or those requiring performance to exact specifications, which only require arms-length exchange between buyers and sellers, then IT services projects with these characteristics will be best served by contracts framed in a prevention focus. In contrast, however, those IT service projects that require cooperation, flexibility and trust would be best served by a promotion-focused contract. When the contract framing is appropriately matched to the transaction characteristics, the success of the transaction (defined as a greater likelihood of being done on time, within budget and meeting the performance expectations of the buyer) is more likely. Additionally, when this match occurs, the success of the relationship (defined as a building a positive relationship that increases the likelihood of the buyer and supplier choosing to work together again in the future) is also more likely. As a result, the analysis below is contingent on characteristics of the particular task that is the subject of the exchange, and predicts both transaction and relationship success under these definitions. 
Circumstance 1: Unanticipated adaptation. An exchange that requires adaptation that was not explicitly planned for as a contingency in the contract requires several elements consistent with promotion-focused clauses. An example of this type of project from the IT services industry is the complex database project presented previously. In this type of project, unanticipated issues often arise, particularly regarding the compatibility of the new database project with the existing back office IT solutions. These issues may impact the database architecture co-developed by the two exchange partners creating a need for further change once the initial project plan is agreed upon. In this case, this further unanticipated adaptation creates uncertainty in the exchange, which would best be dealt with in the context of a trust-based relationship. As suggested earlier, promotion-focused contract clauses lead to a higher quality relationship between the parties, so this framing would be appropriate for this circumstance. Additionally, unanticipated adaptation, particularly in the database example, usually requires some creativity and coordination between the parties to come to a mutually satisfactory solution for the database architecture. Again, the promotion-focused clause often leads to more creative solutions as there is much less of a negative emotional consequence experienced for failing to meet an ideal or maximal goal, like the estimated completion date for the integration of the two systems, as opposed to missing this minimal goal. Since the promotion-focused clauses also lead to greater coordinated solutions between the exchange partners, the transaction benefits from this increased cooperation of the parties to find a solution to this unanticipated need for change. Finally, promotion-focused contract clauses lead to an emphasis on the positive aspects of the exchange, such as the overall goal of providing a workable solution, rather than just a concern about hitting specified deadlines for the integration. As a result, the need for adaptation will be more easily addressed under the promotion focused-contract than the prevention-focused contract, and will lead to a more successful transaction.

Proposition 1: When the exchange is likely to involve unanticipated adaptation, both the transaction and the exchange relationship will be more successful under a promotion-focused contract than a prevention-focused contract.
Circumstance 2: Likelihood of opportunism. When there is a high potential for opportunism by either party in the exchange, the biggest concern on the supplier’s mind, as well as the buyer’s, is making sure that she will not be the victim of this opportunism at the hands of the other party. An example of this scenario in the IT services industry is when the buyer requires the supplier to make a significant investment in a different type of platform than the supplier normally uses for its other clients. This investment by the supplier creates asset specificity that increases the likelihood of opportunistic behavior by the buyer in the form of renegotiating with the supplier for a lower price once this investment is made, as the buyer knows that the supplier cannot use this new platform with another client and can only sell it to this buyer. In this case, the prevention-focused contract is more appropriate than a promotion-focused contract for several reasons. First, these clauses trigger a vigilant stance, which means that both the buyer and the supplier will be focused on adhering to the specific goals set forth in the contract. These goals will be viewed as minimal goals, leading both exchange partners to be extremely invested in attaining them in order to avoid the negative feeling of agitation. Additionally, the arms-length relationship created by the prevention-focused contract is more appropriate for this type of circumstance in that the expectations for the relationship between the parties are not overly inflated; causing a situation in which these expectations are negatively violated. That is, if a promotion-focused contract were used instead, it would set up an expectations of a trust-based relationship between the partners, which would result in a greater feeling of betrayal if opportunistic behavior actually occurred—or even if there was a perception that an opportunistic act may have taken place. Thus we propose the following:
Proposition 2: When the exchange has a high potential for opportunism, both the transaction and the exchange relationship will be more successful under a prevention-focused contract than a promotion-focused contract.
Circumstance 3: Measurement costs. Measurement costs, arising from difficulty in assessing performance, generate ambiguity about reaching specific goals or meeting specific deadlines in an exchange because the criteria for the goals or deadlines either cannot be or are too costly to be predetermined. This type of situation arises in the IT services industry if a project is either ill-defined due to the complexity of the buyer’s processes that the supplier must work around or to the nature of the task done by the supplier that makes evaluation of performance difficult. A customized software project may be an example of the latter, as determining if the customized project is able to meet all the buyer’s functionality goals and if it is being developed in such a way to meet the buyer’s future scalability and interoperability goals is often very difficult and costly. While some milestones can be tested in early versions, the full functionality of the product will only be apparent after the buyer’s employees spend some time using it. Even then, it may be difficult to isolate why problems arise if the system interfaces with other systems, as the issues may reside within the new system, but may be a bug in the current system or a problem with the interface between the two systems.
If a prevention-focused contract is used for a transaction with significant measurement costs, there is an emphasis on the two parties meeting rather arbitrary deadlines or very loosely defined minimum quality milestone goals. This emphasis on meeting these ill-defined minimum goals may lead to disagreement and a negative interaction between the parties because there is no clear metric by which to measure this progress. Additionally, in many cases involving measurement costs, the buyer wants periodic monitoring or inspection to see how the product is evolving. If this monitoring clause is framed in a prevention manner, requiring the supplier to demonstrate that the product meets the buyer’s specifications, then the negative outcome between the parties is even further exacerbated. That is, in addition to the natural tendency for disagreement between the parties based on the attempt to perform to unclear standards, the prevention-framed monitoring clause implies that the buyer is looking over the supplier’s shoulder, and thus signaling her lack of trust in the partner. This lack of trust intensifies the negative feelings between the two parties.

In contrast, using a promotion-focused contract creates an emphasis on the overall goal of the exchange, not the individual milestones. This positive orientation shifts the parties’ focus to cooperation and flexibility in reaching for the ideal goal of creating the new technology in the exchange, and away from meeting minimal performance and deadline goals. In this case, if the buyer wants a monitoring clause included in the contract, it can be framed as additional buyer support for the supplier’s development efforts by ensuring good communication between the buyer and supplier, not as the buyer keeping close tabs on the supplier. The promotion framing of this monitoring clause instead further strengthens the relationship between these parties in the presence of high measurement costs, as it leads to a trust-based relationship in which ambiguity can not only be tolerated, but dealt with effectively.  While transactions involving measurement costs are usually done internally and tend to lead to lower performance when outsourced (Mayer & Nickerson, 2005), a promotion focused contract may well enable better performance and lower transaction costs when such projects are outsourced by shifting the firms’ attention away from trying to measure that which is costly or very difficult to measure.  Thus we propose the following:
Proposition 3: When the exchange involves a high level of measurement costs, both the transaction and the exchange relationship will be more successful under a promotion-focused contract that a prevention-focused contract.
Circumstance 4: Exploratory task. When a task is developmental in nature, as when it requires the supplier to create new technology for the buyer, there is a need for creativity as opposed to vigilance. With a new technology, old paradigms are often inappropriate and constrain the development process. Instead, if those paradigms are tossed out and new perspectives are used, the resulting solution is usually more innovative. An example of this process is the development of a disruptive technology, which is created outside of the domain in which it eventually dominates (Christensen, 1997). As demonstrated in the other propositions, this creativity and willingness to abandon traditional solutions is a hallmark of promotion-focused contracts. As suggested above, the prevention focus would actually hinder this creative process by creating an emphasis on accuracy against pre-existing performance criteria instead. Additionally, if trust exists in the relationship, as fostered by a promotion-focused contract, there is less of a tendency for the buyer to want to monitor the development of the technology, leading the supplier to have even more creative freedom. Thus we propose the following:
Proposition 4: When the task is developmental, both the transaction and the exchange relationship will be more successful under a promotion-focused contract that a prevention-focused contract.
Circumstance 5: Mission-critical task. In contrast, when there is a component of the task that is mission-critical to the buyer, the key for success is to avoid any mistakes. An example of this type of project in the IT services industry is emergency support services, which archives the firm’s data in another location using a well-specified process. In the case of a catastrophic event, such as the attack on the World Trade Center towers on 9/11, if this service is not performed correctly, all records of the buyer’s business vanish, which would likely result in a potentially devastating financial and/or reputational impact on the buyer. These types of tasks require extreme vigilance, and leave little room for creativity because of the cost of mistakes to the buyer. 
Contracts that are mission-critical, including those that are externally visible and central for the buyer, typically involve clearly specified performance levels to ensure that that the supplier is very clear on the minimal standards necessary to avoid major problems. This imperative to achieve the minimal performance goal is best created by using a prevention-focused contract, which leads to vigilance and accuracy concerns for both parties. In contrast, the very qualities that make promotion-focused clauses suitable for the exploratory task create problems for the mission-critical task. Trying out creative new options would lead to potential mistakes, which cannot be tolerated in this scenario when a mistake could have catastrophic effects on the buyer. Rather, the vigilance inspired by the prevention-focused clauses become necessary and produces more successful transactions. 
Unlike in an exploratory task, the supplier will not typically attribute the buyer as being unreasonable or distrusting when prevention framing is used in the contract for a mission critical task. Because both parties realize the importance of avoiding mistakes in this situation, there is little chance for a perception of mistrust or strongly negative impression of the exchange partner under prevention-framed safeguards. Instead, the circumstances of the transaction are sufficiently compelling that the supplier is also highly motivated to avoid a mistake (to avoid being sued or having its reputation tarnished), so the prevention language in the contract merely reinforces the requirements of the task.  As such, we propose the following:
Proposition 5: When the task involves mission-critical elements, both  the transaction and the exchange relationship will be more successful under a prevention-focused contract than a promotion-focused contract.

All of these propositions demonstrate the importance of choosing contract framing that is appropriate to the characteristics of the exchange or project so that the appropriate motivation, behavior and view of the relationship is evoked to make the transaction and the relationship successful. The most damage to the relationship occurs when the task characteristics call for a promotion focus, but the managers negotiating the contract rely on the prevention-focused safeguards in the contract template or provided by their lawyer. In this case the concerns of Ghoshal and Moran (1996) about negative self-fulfilling prophecies are most likely to be an issue. But by using the guidelines laid out above, the managers can avoid this situation by taking these concerns into account ex ante to create contract that is framed appropriately to the task characteristics. However, choosing the most appropriate framing in the contract is only the first step, as this differential framing sets up very different expectations. As the parties interact in the exchange, these expectations set by the contract framing are either confirmed or violated, which can further be used strategically for creating a specific style of relationship between the parties. 
Combining Regulatory focus theory with Expectancy violation theory. Prevention and promotion-focused contract framing creates different expectations for the IT services exchange partners on two distinctive levels. First, the prevention and promotion-focused contracts create concrete expectations of minimal and maximal goals for the project, respectively. An example of this type of concrete expectation is that a task will be completed by a specific deadline, such as the database will be ported over to the new system by September 17, 2007, or that a particular outcome will be attained, such as 10 software manuals will be delivered to the buyer’s East Los Angeles location prior to the company-wide rollout of the product. Additionally, prevention or promotion contract framing suggests more abstract expectations for the partners, a meta-expectation of either an arms-length relationship that does not tolerate deviance from the specified expectations without punishment, or a meta-expectation of a cooperative relationship with room for flexibility, creativity and trust. Both the concrete and abstract types of these expectations set by the contract may be either met or violated by the acts of exchange partners. However, when the concrete expectations are violated, it may or may not create a feeling that the meta-expectation is violated. For example, if the contract is promotion-focused, and the 10 software manuals were not delivered to the buyer’s East Los Angeles location prior to the company-wide rollout of the product, but all of the other specific expectations outlined in the contract were confirmed, then the overall expectation of a cooperative relationship built on trust could be maintained. However, if the specific expectation violated in this case was something far more important to the buyer firm, such as the customized software product that the supplier created for the buyer was not rolled out to all of the buyer’s customers by June 16, 2007 and the buyer had promised its customers that this would be done, then the overall expectation of a trust-filled relationship has been disconfirmed. It is these meta-expectations set by the differential contract framing that impact the relationship the most when they are violated or confirmed through the actions of the exchange partners. 
If the meta-expectations that the differential framing creates in the contracts are met, then the parties successfully shape the relationship in the manner intended through the contract design; however, if these expectations are violated, the parties find themselves in a very different situation. Expectancy violation theory predicts when these violations lead to positive and negative emotional responses and suggests how these predictions can be used to further strategically manage the supplier’s relationship with the buyer (See Table 1). 
----------------------------------------

Insert Table 1 here.

​------------------------------------------

Negative violations of the positive meta-expectations, such as those set by promotion-framed or gain-framed contract clauses, always lead to negative emotions and leads to lower customer satisfaction. Positive violations of negative meta-expectations, such as those set by prevention-framed or loss-framed contract clauses, lead to even more positive emotions and higher customer satisfaction than confirming positive expectations. This approach should only be used as a strategic option when at least one of the parties involved has private information that allows them to be confident that they will be able to exceed these expectations. Otherwise, the possibility of damaging the relationship is too great to take the chance on this risky strategy. 


Using prevention or promotion-focused contracts leads to very different meta-expectations of the relationship between the parties (Burgoon, 1993). A prevention focus leads to an emphasis on vigilance and avoiding a loss. In this way, the meta-expectations in the relationship are framed negatively. That is, since the overall goal is to avoid a loss, the two parties to the contract will focus on how the other can potentially avoid fulfilling their obligations and how to prevent this shirking from occurring. Additionally, the meta-expectation of the relationship between the parties is one of a more arms-length relationship that is not high in trust or cooperation. In contrast, a promotion focus frames the issue as a gain or non-gain. In this scenario, the parties are instead focused on how each of them can benefit from the relationship, either individually or cooperatively. As a result, parties actually reach more cooperative solutions in negotiations when a promotion focus has been situationally-induced (Galinsky et. al., 2005). Additionally, the meta-expectations for the relationship set by the promotion-focused contract, is one of a high quality relationship with high trust and cooperation as strong characteristics. In combining these meta-expectations set by the specific type of contract framing along with the predictions of expectancy violation theory, two propositions suggest how managers can strategically use both contract framing along with prior knowledge of whether or not they can meet or exceed expectations to manage the relationship with their exchange partner.

Circumstance 6: Ex ante supplier uncertainty about their ability to deliver. If the supplier is undertaking a project in an area outside of its core competence, for example if she specializes in hardware procurement and installation but is instead creating a customized software package for the client, she may know in advance that meeting all of the specific goals laid out in the contract will likely not occur. When this information is known in advance, it can be used to lessen the negative impact of any failure to meet contractual obligations on the relationship between the exchange partners. In this case, if a promotion-focused contract is used for the exchange, the supplier creates positive expectations about the relationship and the performance of the exchange. In contrast, if a prevention-focused contract is used, then the exchange partners develop an arms-length relationship with a focus on the deadlines and the specific milestones in the contract because they do not expect the supplier to meet these goals or deadlines. If the supplier does not meet its exchange obligations in the face of the very positive expectations about the relationship and the software solution, the buyer feels betrayed, which translates into a very negative experience. In contrast, however, a prevention-focused contract creates more realistic expectations by focusing on what could go wrong with the exchange. With this set of expectations, if the supplier cannot meet deadlines or delivers products that fail to meet expectations, the buyer is better prepared for this outcome because she will expect this type of behavior from the supplier. As a result, the supplier’s actions actually confirm rather than violate the buyer’s prevention-based expectations. In this scenario, the buyer does not react as negatively as she would if the supplier violated positive expectations set by a promotion-focused contract. 
Proposition 6: If the supplier knows that she is unlikely to meet the obligations of the contract, the satisfaction of the buyer will be greater under a prevention-focused contract than a promotion-focused contract.
Circumstance 7: Ex ante supplier knowledge of the ability to over deliver. In contrast, if the supplier knows that she can dramatically exceed the goals laid out in the contract, she can similarly manage expectations in her favor. For example, if the IT Services supplier is hired to integrate her database product with a 3rd-party back office suite, and she has just completed a project identical to this one for another client, this supplier is aware of all of the possible issues that will come up and how to work around them. In this case, the supplier is sure that she will be able to meet the specific expectations set by the contract. If a promotion-focused contract is used, the expectation of a relationship between the two parties built on trust and cooperation will be established. The fact that the supplier is over-delivering on the specific expectations serves to confirm this positive meta-expectation and leads to a positive emotional response, resulting in high satisfaction for the buyer. However, in this scenario, if a prevention-focused contract is used instead, very different expectations are set. In this case, the expectations are of a more arm’s-length relationship that lacks trust and cooperation. If the supplier dramatically exceeds the specific goals of the contract and the meta-expectations of the relationship, the buyer is amazed by the positive violation of these expectations. As a result, the buyer actually has a greater positive emotional response to this positive violation of lower expectations than to a confirmation of the high expectations set by the promotion-focused contract. Therefore, if the supplier is sure that she can dramatically exceed the goals of the contract, she can generate greater partner satisfaction by using a prevention-focused contract instead of a promotion-focused contract. 

Exchange partners should use this approach with caution, however, as there are two issues that can arise from this tactic, which can lead to a negative outcome. First, if the project being contracted over is just one of many future projects that these two exchange partners will conduct, the supplier risks setting unintentionally (and unreasonably) high expectations for future exchanges. That is, even though the contracts for future projects may set reasonable expectations for the project and the relationship, the buyer may not forget that the supplier dramatically exceeded those expectations in the previous project. Because of this prior experience, the buyer may raise their expectations for future exchanges. As a result, the supplier may unintentionally create a situation in which it becomes impossible for her to meet the buyers unrealistic expectations. In contrast, if high expectations for the relationship were already established by using a promotion-focused contract for this initial project, then dramatically exceeding these expectations will produce a positive response without the risk of generating inflated expectations for the next project. Therefore, in a case where the exchange partners are likely to continue doing business beyond the first contract, even if the supplier is sure that it can dramatically exceed the goals of the contract, it will be able to generate greater long-term partner satisfaction by using a promotion-focused contract instead of a prevention-focused contract.
Proposition 7a: If the contract is between firms that infrequently work together and the supplier is sure that she can dramatically exceed the obligations of the contract, the satisfaction level of the buyer will be greater under a prevention-focused contract than a promotion-focused contract.
Proposition 7b: If the contract is one in a continuing relationship and the supplier is sure that she can dramatically exceed the obligations of the contract, the long-term satisfaction level of the buyer will be greater under a promotion-focused contract than a prevention-focused contract.


The second issue that may arise from using a prevention-focused contract in a situation where a supplier knows in advance that she will exceed expectations is that even though the project outcome may seem to dramatically exceed the expectations set by the contract, it may not be viewed as such by the buyer. That is, the buyer may classify the supplier’s performance as falling within the expected range of behaviors even though the supplier does not believe this to be the case. If the buyer does not believe that the supplier’s performance significantly exceeds the expectations set in the contract, then greater exchange satisfaction is achieved by using a promotion-focused contract instead of a prevention-focused contract. 

Proposition 7c: If the supplier is sure that she can exceed the obligations of the contract but is not sure that her performance will be considered as significantly exceeding expectations, the long-term satisfaction level of the buyer will be greater under a promotion-focused contract than a prevention-focused contract.

Discussion

In this paper, we attempt to demonstrate three major benefits of pursuing multidisciplinary research in strategy by offering the concrete example of complementing TCE with psychological theories to extend the role of the contract from just a safeguard to a relationship management tool. First, we demonstrate how the use of multiple lenses leads to a more critical examination of common assumptions within one particular base discipline. Second, we show that complementing one base discipline with another allows different questions to be asked than can be addressed with the current single discipline approach. Finally, we illustrate how this combined approach produces novel insights that could not actually be derived from one discipline alone. We illustrate these general benefits of multidisciplinary work for the field of strategy by examining the specific contributions that our contracting example provides to the contracting literature.
Through our specific example, we show that the use of multiple lenses to examine a strategy issue forces the researcher to examine the implicit assumptions that each research stream traditionally holds, particularly when the assumptions in the two fields are conflicting. In the case of our example, we discovered that much of the contracting literature in economics and strategy either assumes that expectations are rational or exogenously determined. For example, economic modeling assumes that expectations are functionally dependent on characteristics of the economic system not the individual (Richards, 1959). In contrast, psychology suggests that expectations are often biased by personal beliefs and desires (Cyert & March, 1963), and may be influenced by framing effects (Higgins, 1991). In this paper, we show that when the economic assumption about expectations is replaced with the psychological conception, new insights can be gained. That is, the process of contract design (and the decision of what to include in the contract and how to frame this material) can play a key role in creating the expectations of both parties in the exchange.  
Additionally, our example demonstrates that multidisciplinary research allows different questions to be explored than those typically examined within one of the base disciplines alone. In our contracting example, three novel questions arise: 1) How do contracts impact the relationship between exchange partners, as opposed to how does the relationship between exchange partners impact the contract?, 2) When is a trust-based relationship more appropriate then an arms-length relationship and vice versa, as opposed to is a trust-based relationship good or bad for a firm?, and 3) When are contracts and relational governance compliments or substitutes, as opposed to are contracts and relational governance compliments or substitutes? By being able to change these research questions slightly, we are able to explore new territory of traditionally strategy issues that economic-based theory alone could not tackle.
First, economic-based contracting research typically examines the effect of relationships between exchange partners on contracts. In contrast, by combining economics and psychology, we are able to examine the reciprocal relationship, the effect of contracts on relationships. In the traditional economic-based contract studies, researchers determine if and how the level of detail in the contract is impacted by the development of trust between the parties. In contrast, this study examines how the contract affects the relationship between the parties. That is, how the contract can be used strategically to set the tone the exchange relationship, and how meeting or violating the expectations set with the contract can further impact the relationship. This novel approach offers practical advice to managers who are concerned about using their assets to most efficiently manage their customer relationships. 

Second, it is important to note that by combining economic and psychological theory, we can examine not just whether a trust-based relationship is positive or negative for an exchange, but when it is most beneficial or detrimental. In our example, we do not mean to imply that a cooperative, trust-based relationship is the most appropriate for all exchanges. In fact, sometimes a trust-based relationship hurts an exchange (Uzzi, 1996), so it is important for firms to be able to determine which type of relationship best fits the characteristics of the task that is the subject of the exchange. Instead, psychological theory guides the decision as to when a more “arms-length” prevention frame might be not only acceptable but preferred for an exchange. One benefit of using a prevention frame is that it requires less cost and time in the negotiation stage, since most contract templates are already written from this perspective. If the type of task that is the subject of the contract negotiation is compatible with this framing (i.e., that it requires a high need for vigilance), it would be less efficient to use a promotion-focused clause. Use of this contract frame is also less likely to result in the best performance outcome or the most positive emotional evaluation of the exchange, as there would be a mismatch between the regulatory fit of the task and the contract that governs it. As it has previously been shown, a match between task characteristics and regulatory focus lead to greater performance outcomes (Higgins, 2005) since the focus of the parties will not be directed to appropriate aspects of the exchange by the contract framing. A second benefit of a prevention-focused provision is that it may be used to set a more negative expectation that the firm can exceed, thus raising her stature in the eyes of the exchange partner.  This strategy, however, must be exercised with caution, as the firm needs to ensure that if it plans to exercise this option in order to build a stronger relationship that it can actually exceed these negative expectations. 


Finally, our multidisciplinary approach allows us to examine when a contract and relational governance acts as a complement or a substitute; not if they are always complements or substitutes. In the traditional research on this topic, either from a pure economic or sociological perspective, contracts are seen as either helping or hurting the development of trust, respectively. In complementing psychology with economics, we demonstrate that contracts are not inherently helpful or harmful. Instead, it is the fit between the expectations that the contract sets for the exchange partner relationship and the transaction characteristics that aid or hinder the development of trust and the effectiveness of the exchange between partners. If the contract is promotion focused, and the transaction characteristics are aligned with the motivations and behaviors that arise from this view of the relationship, then trust develops and the exchange unfolds without unexpected problems arising. Additionally, if the contract is framed as prevention focused, and the transaction characteristics fit with this framing, then the transaction also proceeds smoothly and leads to the development of at least an expectation of professionalism, if not some level of professional trust between the partners. In contrast, if the contract framing does not fit the transaction characteristics, then there is more likely to be unanticipated problems in the exchange which will hinder the development of trust between the parties, particularly when positive expectations for the relationship set through promotion framing are not met.
Additionally, the multidisciplinary approach allows different conclusions to be reached than when only one disciplinary lens is applied to strategy issue. In examining the effect of contract framing on exchange relationship expectations, we actually further unpack the TCE assumption of bounded rationality. In strategy, bounded rationality is primarily operationalized as a straightforward cognitive limitation that prevents the consideration of all possible contingencies and makes all contracts unavoidably incomplete; while some go so far as to replace maximizing with satisficing. Like Simon, we view this as an incomplete conception of bounded rationality and believe that much more can be done to understand how cognitive limits affect firm behavior. Kahneman and Tversky’s research is an attempt “to obtain a map of bounded rationality, by exploring the systematic biases that separate the beliefs that people have and the choices assumed in the rational-agent models.” (Kahneman, 2003: 1449). In this attempt, they examined the concept of invariance (Tversky & Kahneman, 1986), a key tenet of the rational-agent model, suggesting that a change in the framing of the description should not lead to a change in preferences. However, Kahneman and Tversky found that framing did indeed have a direct impact on preferences in a very systematic way (Tversky & Kahneman, 1981). By understanding how framing changed people’s behaviors, which should not occur according to the rational-agent model of man, they elucidated the effects that bounded rationality has on economic activity beyond that of satisficing (Simon, 1955). Our paper continues in this tradition in that we explore how framing can systematically influence the motivations and behaviors of the parties in the exchange. As such we broaden the role that bounded rationality may play in the contractual exchange, beyond that of the limits that it places on the parties to generate alternative contingencies. We also suggest how parties can use contracts to utilize these systematic biases strategically to better manage relationships. 


In suggesting that parties should strategically use the systematic biases created by bounded rationality, we are not suggesting that firms use them opportunistically. That is, we are not suggesting that one party use these framing effects to manipulate the other party to their advantage. Although we acknowledge that this possibility exists, we actually believe that two forces retard this trend in our specific example. First, in our application of TCE with the complementary psychological theories, the transaction characteristics dictate the appropriate framing for the exchange. If either party deviated from this framing in an attempt to gain an advantage over their exchange partner, they would not likely benefit from this opportunistic behavior, because the framing would not fit the transaction. Second, reputational effects are important in many industries, particularly in the IT service context in which we have grounded our example. If a firm gained a reputation for manipulating their partners through contract design, she would not be considered a desirable potential partner for other firms. As such, although the cognitive biases in our example provide an opportunity to shape the exchange relationship, their potential for opportunistic manipulation of other firms is limited.  Like any tool, this can be misused for personal (or corporate) advantage.  However, if everyone understands these issues, it will be much harder for firms to use them opportunistically.  This is one of the most important implications of this study for practice:  firms need to understand the psychological component of building interfirm relationships in order to effectively build relationships they feel are important to fulfill their strategy.
Finally, and perhaps most importantly for the contracting world, this combination of economics and psychology leads to two valuable insights: 1) The contract is not only a tool to govern a transaction, but is also a tool to shape the relationship between firm, and 2) The characteristics of the transaction lead to specific ideas for how to design the contract to enhance the performance of the transaction and develop the relationship. While we completely agree that a contract is a blueprint for the relationship (Llewellyn, 1931), because it contains the legal description of the exchange and the obligations of the parties, it is not just a process document that the firms follow like manufacturing workers following a work instruction. Instead this document and the process of its negotiation actively shape the parties expectations, motivations, behaviors and view of the exchange relationship. So while the contract as a blueprint analogy implies that it is a document outlining that plans out the legal details of the exchange, the conception of the contract as a relationship management tool implies that it actively shapes both parties expectations of the exchange requirements and their relationship. By learning to intentionally managing these expectations ex ante to match the transaction requirements, a firm can develop a competitive advantage in contracting. As such, these theories offer managers a guide to choosing the most appropriate framing for contracts based on the attributes of the task.
Let us be very clear on one point—we believe strongly in the underlying behavioral assumptions of transaction cost economics—everyone is boundedly rational and some people are prone to opportunism (but these people are not readily identifiable).  In line with these assumptions, we agree that one important function of a contract is and should be to protect the firms involved, as TCE suggests. However, while contracts act as an important safeguard, they can simultaneously be used to shape the relationship between the exchange partners. That is, the safeguards in a contract can often be written using either prevention or promotion framing, and as such can have different effects on the relationship.  By incorporating insights from psychology, we extend TCE’s suggestion that contracts should be used as safeguards by demonstrating how to frame these safeguards to avoid potential harm to the relationship between the exchange partners, and promote the most successful exchange possible. 

Another important, novel insight arising from this study is the extension of the current conception of contract capabilities beyond that of designing a contract that best governs an exchange. Previous literature explored how using specific parties to design of different types of provisions (Argyres & Mayer, 2007) or the contract template (Weber & Mayer, 2007) leads to more effective exchange governance. In this paper, we extend this concept of contract capabilities to include designing the contract to best shape the relationship between the partners to that most appropriate for the exchange. Although this process seems straightforward and therefore imitable, it is, in fact, difficult to determine the type of relationship that is most appropriate and the best approach to accomplish this end. The ambiguity in this process is akin to that in alliance capabilities, in which the development of a dedicated alliance function leads to a competency in creating and managing alliances, which often cannot be imitated by other firms (Kale, Dyer & Singh, 2002). This extension of contracting capabilities requires that all parties involved in creating the contract understand how the framing of their template or their specific clauses impacts the relationship with the exchange partner, which makes the capability even more difficult to develop and to imitate. Therefore, firms who develop this expanded version of contract capability will enjoy a sustained competitive advantage.
We believe that this paper represents a modest but significant step towards multidisciplinary research in strategy, as it demonstrates how fruitful this type of research can be for the field. In this paper, we focused on presenting the theoretical implications of complementing economic-based theory, TCE, with psychological theory. However, these ideas are not just interesting theoretical insights which cannot be tested. On the contrary, the impact of the contract as a relationship management tool is currently being pursued empirically through large data set studies (Mayer, Weber & Macher, 2008) and laboratory experiments (Weber, 2007). Therefore, we suggest that this type of research can yield both interesting theoretical and empirical insights for the field of strategy.

Additionally, there are many more applications where combining economics and psychology in strategy research could significantly enhance our field.  For example, it would be very informative to understand how the psychological concept of procedural justice can be used strategically to manage inter-firm relationships when there is a clear power difference between the parties in an exchange. Additionally, firms can benefit from understanding how framing can be used to manage the interpretations of the core of the business, so that the stock market would view a divergent product line as a related diversification. In these areas, and others, the field of strategy would greatly benefit from the integration of psychology and economics to produce a richer understanding of these phenomena. Additionally, there are many other combinations of base disciplines that can also be explored that may yield exciting and novel insights as those suggested by Agarwal and Hoetker (2007).
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Tables
Table 1. A summary of propositions derived from Expectancy violation theory. 
	
	Violation

	
	No
	Yes

	Prevention-focus
	-
	++

	Promotion-focus
	+
	--


� We still very much believe in bounded rationality.  However, we believe that the way much of economics has interpreted rationality (i.e., that all actors will assess the payoffs and simply choose the action that leads to the highest payoff or be indifferent between actions with identical payoffs) ignores key psychological factors that can affect the perceived attractiveness of various options.  Perception is critical and that is where psychology can really add value to economics.


� There are a few exceptions, however, such as theoretical work that examines relational contracts (e.g., Baker, Gibbons, Murphy (2002)).


� Argyres and Mayer (2007) examine contracting capabilities, but mainly in a knowledge management context that examines who should be involved in negotiating the contract.  
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