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the model irrelevant to explaining other types of aggressive behavior that 
might occur in the retail sector. 

Howard and Voss suggest that our model "should be expanded" to 
address issues not currently addressed. We welcome this expansionlex- 
tension and  would be pleased to offer our assistance in such efforts. 

Anne O'Leary-Kelly 
Ricky W. Griffin 

David J. Glew 

How to Make Transaction Cost Economics More Balanced and Realistic 

A recent issue of AMR featured a n  interesting exchange of ideas about 
transaction cost economics (TCE) among Sumantra Ghoshal, Peter Moran, 
and  Oliver Williamson (Ghoshal & Moran, 1996; Moran & Ghoshal, 1996; 
Williamson, 1996). Focusing on the concept of opportunism, Ghoshal and 
Moran (G&M) demonstrated that TCE in its present form is incomplete 
and,  a s  a result, cannot predict what the net effect of hierarchical organiza- 
tion on opportunistic behavior will be. It is interesting to note that a careful 
analysis of Williamson's (1985) Economic Institutions of Capitalism reveals 
the same impasse of thought in TCE: It must be assumed that actors are 
both opportunistic and not opportunistic if the logic of the theory is to be 
maintained (Noorderhaven, 1995). 

I do not take issue with G&M1s analysis of the treatment of opportun- 
ism in TCE or with their contention that TCE in its present form is "bad 
for practice." I also agree with the statement that TCE a s  yet lacks balance 
and  realism. However, I disagree with G&M on the question of whether 
it is best to build on TCE or to start over. This is particularly so, because 
where G&M "show their hand" (asProfessor Williamson would put it), we 
are  stuck with the rather underdeveloped concepts of "shared purpose" 
and  "coherent institutional context" to explain the essential differences 
between markets and organizations. 

The most fruitful theorizing often takes place at the margin of a well-
established and at least partly empirically corrobated theory. G&M also 
demonstrated that with their model of "the cycle of self-fulfilling prophecy" 
(Ghoshal & Moran, 1996: 22). This simple model (in which, a s  G&M them- 
selves noted, there is nothing that is contradictory to Williamson's views) 
could be a n  inspiration to interesting empirical work because it enables 
the formulation of various refutable hypotheses. I a m  not so sure the same 
could be said of G&M1s discussion of "shared purpose." 

Building on received TCE, a behavioral theory of transaction gov- 
ernance should be built, in which opportunism could be partly made en- 
dogenous in the way proposed by G&M. Undoubtedly, opportunistic at-
titudes and  behaviors are  influenced by both prior inclinations and the 
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characteristics of governance. But we need to specify more precisely what 
the influence is and what mechanisms are at work in order to make 
progress. 

A behavioral theory of transaction governance also should address 
the consequences of bounded rationality more radically than is customary 
in TCE. Much of TCE employs a rather simplistic epistemology, according 
to which knowledge can in principle always be transferred over market 
interfaces. If that were true, the choice of a governance form could be 
reduced to a n  analysis of comparative costs. However, the issue is more 
complex. Within firms, tacit knowledge may be developed and diffused 
that may not be transferrable over organizational boundaries. But contacts 
over market interfaces may be a source of novel insights that are difficult 
if not impossible to develop in house (Nooteboom, 1992). 

In the treatment of both opportunism and bounded rationality, more 
attention to the details of process is needed. The "comparative statics" 
approach propounded by Williamson is too restricted and  should be dis- 
carded. However, in further theorizing, the basic trade-off between the 
costs and risks and  the benefits of various governance forms should remain 
the focus of attention. TCE has  put that trade-off on the research agenda 
and will remain a n  important source of inspiration. 
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