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1. INTRODUCTION

The increasing complexity, continuity, and interdependence of contemporary commercial relationships have
exposed significant limitations in the traditional contractual paradigm, which largely conceptualizes contracts
as discrete transactions between autonomous parties whose rights and obligations can be specified in advance
and enforced through formal legal mechanisms. This paradigm becomes particularly problematic in long-term
and complex business relationships, where the parties operate under conditions of uncertainty, bounded ra-
tionality, technological change, fluctuating market demand, and incomplete information. In such circumstances,
it is often impossible, or economically inefficient, to identify and formally regulate all future contingencies at
the time of contract formation. The problem becomes even more significant in supply chains and outsourcing
arrangements, where the performance of one party directly affects the efficiency, quality, and continuity of the
activities of other parties within the network.

Relational contract theory emerged in response to precisely this limitation. Rather than treating a contract as
an isolated exchange of promises, the relational approach conceptualizes contractual obligations within the
broader social, economic, and institutional relationship between the parties. From this perspective, contrac-
tual performance is not determined exclusively by express terms and legally enforceable obligations; it is also
influenced by trust, reciprocity, cooperation, reputation, shared expectations, social norms, repeated interac-
tion, flexibility, and the parties’ mutual dependence. The theoretical foundations of this approach can be traced
particularly to the work of Ian Macneil and, more broadly, to the empirical and theoretical developments as-
sociated with legal realism and the critique of classical contract law. Macaulay’s empirical studies demonstrated
that business actors frequently rely on informal understandings, trust, negotiation, and continuing relationships
rather than resorting immediately to formal contractual remedies. Macneil subsequently developed a compre-
hensive theoretical framework in which contracts are situated on a continuum ranging from relatively discrete
transactions to highly relational exchanges.

The relational approach does not imply that formal contracts have become irrelevant. Rather, it challenges the
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assumption that formal contractual rules alone are sufficient to govern complex and evolving relationships. In
relational settings, the formal contract may establish a legal framework, allocate initial responsibilities, define
basic performance standards, and provide mechanisms for dispute resolution, while relational governance sup-
plements that framework by enabling the parties to respond to unforeseen circumstances through coopera-
tion, renegotiation, information exchange, mutual adjustment, and self-enforcement. Accordingly, relational
contracts should not necessarily be understood as a separate contractual category that replaces traditional
contracts. They are better regarded as a contractual approach or governance orientation whose intensity varies
according to the nature, duration, complexity, uncertainty, and social embeddedness of the relationship.

This perspective is particularly relevant to supply chain relationships. Modern supply chains are not merely
linear arrangements involving the movement of goods from suppliers to manufacturers and distributors; they
constitute complex networks characterized by interconnected flows of materials, information, financial re-
sources, technology, and knowledge. Their effective operation requires coordination among legally independent
actors whose interests are simultaneously distinct and interdependent. The growing reliance on outsourcing
further intensifies these interdependencies because firms increasingly transfer non-core activities to special-
ized suppliers in order to reduce costs, access specialized capabilities, increase flexibility, and concentrate on
their core competencies. Consequently, outsourcing frequently produces relationships in which the parties
must cooperate over time, exchange information, adapt to unforeseen circumstances, and sometimes make
relationship-specific investments.

In this context, the central issue is not merely whether a formal contract can be drafted, but whether the con-
tractual governance structure can effectively sustain cooperation when the future cannot be fully predicted.
Relational contracts may provide an alternative or complementary mechanism by which parties manage incom-
plete contracting, reduce opportunistic behavior, facilitate adaptation, support investment, improve quality, and
preserve long-term commercial relationships. The relevance of relational contracting is therefore particularly
evident where the value of the transaction depends on the continuation of the relationship and where termina-
tion, replacement, or switching is costly.

2. PURPOSE

This study aims to examine the nature, theoretical foundations, distinctive characteristics, and practical func-
tions of relational contracts, with particular emphasis on their application to supply chain relationships and the
outsourcing of commercial activities. The research seeks to address the conceptual and legal question of how
contractual relationships should be understood when the parties cannot fully determine their future rights and
obligations at the moment of contract formation and when the successful performance of the relationship de-
pends substantially on continuing cooperation beyond the express terms of the agreement.

More specifically, the study pursues five interrelated objectives. First, it seeks to clarify the conceptual meaning
and theoretical foundations of relational contracts and to identify their historical development within mod-
ern contract theory. Particular attention is given to the contributions of Macaulay and Macneil, whose works
challenged the assumptions underlying classical contract theory and emphasized the social and relational di-
mensions of contractual exchange. The study also seeks to clarify that although the theoretical formulation of
relational contract theory is strongly associated with American legal scholarship, particularly Macneil's work,
relational contracting is not confined to the United States or to the common-law tradition. Rather, relational
characteristics may emerge in commercial relationships operating under different legal systems.

Second, the research aims to distinguish relational contracts from classical and neoclassical models of contract-
ing. The classical model generally emphasizes discrete transactions, predetermined obligations, formal enforce-
ability, certainty, and the autonomy of the contracting parties. Neoclassical contract theory introduced greater
flexibility through concepts such as good faith, commercial usages, contextual interpretation, reliance, and
unconscionability, yet relational scholars argue that even the neoclassical model often continues to conceptual-
ize the contract primarily as an exchange rather than as an ongoing relationship. The present study therefore
examines the extent to which relational contracts represent a further conceptual development beyond both
classical and neoclassical models.
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Third, the study seeks to identify the principal relational norms that influence contractual performance. These
include role integrity, reciprocity, effectuation of consent, implementation of planning, power, propriety of
means, harmonization with the social matrix, solidarity, flexibility, preservation of the relationship, and the
coordination of relational conflicts. Such norms demonstrate that relational contracting cannot be adequately
explained solely through the language of enforceable promises. Instead, contractual performance is embedded
in a broader structure of social and economic expectations that evolves throughout the relationship.

Fourth, the research aims to investigate the practical functions of relational contracts in supply chain manage-
ment and outsourcing. In particular, it examines their capacity to facilitate continuous coordination, information
sharing, quality improvement, joint problem solving, adaptation to unforeseen events, risk and benefit sharing,
and the protection of relationship-specific investments. These functions are especially significant where formal
contractual provisions cannot adequately capture quality, effort, knowledge transfer, innovation, or other di-
mensions of performance that may be difficult to observe or prove before a third party.

Finally, the study seeks to determine the relationship between formal contractual governance and relational
governance. Rather than treating them as mutually exclusive alternatives, the research examines whether for-
mal and relational mechanisms can operate as complementary governance structures. The underlying objective
is to demonstrate how an appropriately designed combination of formal contractual provisions and relational
mechanisms can reduce transaction costs, mitigate opportunism, promote investment, and improve the resil-
ience and efficiency of long-term supply chain and outsourcing relationships.

3. METHODOLOGY

This article is based on analytic _ descriptive approach. The collection of information is done through the re-
view of articles and books by referring to the library, research centers and internet.

The findings demonstrate, first, that relational contracts should not be conceptualized simply as a distinct
contractual type alongside sale, supply, outsourcing, franchise, or employment contracts. Rather, relational
contracting represents a mode of contractual governance that can characterize different types of contracts to
varying degrees. Contracts exist along a continuum extending from relatively discrete transactions to highly
relational relationships. Even apparently discrete exchanges are embedded within broader social, institutional,
and economic contexts; however, the significance of relational factors increases as the duration, complexity,
uncertainty, interdependence, and specificity of the relationship increase.

Second, the study finds that the principal weakness of classical and neoclassical contracting in complex com-
mercial environments lies in the assumption that future contingencies can be adequately anticipated and al-
located in advance. In long-term supply and outsourcing relationships, this assumption is unrealistic because
changes in demand, technology, production conditions, quality requirements, costs, regulations, and market
conditions may require responses that could not reasonably have been specified when the original agreement
was concluded. Relational contracting addresses this problem by shifting part of the emphasis from ex ante
specification to ex post adaptation. Instead of attempting to regulate every possible contingency, the parties
establish a framework within which they can cooperate, negotiate, exchange information, and modify their
conduct as circumstances evolve.

Third, relational contracting is found to depend heavily on repeated interaction, mutual knowledge, and trust.
A supply chain relationship may initially begin as a discrete transaction, but repeated dealings can generate
familiarity, reputation, confidence, and expectations of future cooperation. These factors alter the incentives
of the parties. When future business is valuable, opportunistic conduct that produces short-term benefits may
threaten the continuation of the relationship and thereby impose greater long-term costs on the opportunistic
party. The value of the existing relationship therefore becomes an important source of self-enforcement.
Fourth, the research shows that the economic value of maintaining a relationship is closely connected to
switching costs and outside options. Where finding an alternative supplier or customer is difficult or costly, the
surplus associated with the existing relationship increases. Consequently, the parties have stronger incentives
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to preserve cooperation and comply with relational expectations. Conversely, where alternative partners are
readily available and switching costs are low, the disciplining effect of relational governance becomes weaker.
This finding demonstrates that relational self-enforcement is not based solely on trust or goodwill; it is also
supported by rational economic incentives generated by the expected value of future transactions.

Fifth, relational contracts provide an important mechanism for coordination and information exchange within
supply chains. Unlike transactional relationships in which information may be exchanged only when an immedi-
ate contractual need arises, relational governance encourages continuous communication. Repeated informa-
tion exchange allows the parties to develop mutual knowledge, identify problems at an earlier stage, and coor-
dinate responses to unforeseen events. Joint problem solving consequently becomes an integral component of
contractual performance rather than an exceptional response to breach.

Sixth, relational contracting can improve quality management in outsourcing and supply relationships. Quality
and effort may be observable to the contracting parties while remaining difficult to verify objectively before a
court. Under such conditions, a formal contract may encounter difficulties in linking payment or other contrac-
tual consequences to actual performance. Relational governance can address this problem through repeated
monitoring, information sharing, quality-related incentives, informal adjustments, and the possibility of reduc-
ing future benefits or terminating the relationship in response to persistent underperformance. Thus, relational
contracting can support not merely the maintenance of existing quality standards but also continuous quality
improvement and organizational learning.

Seventh, the findings establish a significant connection between relational contracts and relationship-specific
investment. In supply chains and outsourcing, suppliers may be required to invest in customized technology,
specialized equipment, additional capacity, employee training, knowledge transfer, or other assets whose value
outside the particular relationship is limited. Such investments expose suppliers to the risk of opportunistic be-
havior by the counterparty because the investor becomes dependent upon the continuation of the relationship.
Relational governance can mitigate this problem by increasing the expected value of future cooperation and
thereby encouraging the parties to undertake investments that would otherwise be economically risky.

The analysis further indicates that relational contracts may reduce both the risk of opportunistic exploitation
and the problem of underinvestment. Where the parties expect a sufficiently valuable stream of future benefits,
they may voluntarily make relationship-specific investments even where all future rewards cannot be legally
guaranteed. The expectation of continued business can therefore function as an incentive mechanism that sup-
ports efficient investment and strengthens cooperation.

Eighth, relational governance is found to provide an important mechanism for managing conflicts without im-
mediately resorting to formal legal remedies. In a relational relationship, disagreement does not necessarily
signal the end of the contractual relationship. Instead, negotiation, accommodation, renegotiation, and joint
adjustment may preserve the relationship while allowing the parties to respond to changing circumstances.
This feature is particularly important in supply chains, where termination of a supplier relationship may disrupt
production, distribution, information flows, and customer service. The preservation of the relationship may
therefore generate economic value for both parties even after a disagreement has arisen.

Ninth, the research demonstrates that relational self-enforcement does not mean the absence of sanctions.
Rather, sanctions operate differently from traditional legal enforcement. The possibility of losing future busi-
ness, reputation, access to future orders, accumulated relational benefits, and the opportunity to continue a
profitable relationship may constitute powerful incentives for compliance. Termination itself may function as a
significant relational sanction. A supplier that performs inadequately risks not only immediate economic con-
sequences but also the costs associated with finding a new customer and rebuilding a commerecial relationship.
Tenth, the findings confirm that formal and relational governance are complementary rather than necessarily
competing mechanisms. Formal contracts remain important because they provide the legal architecture of the
relationship, establish fundamental rights and duties, allocate risks, create accountability, and provide mecha-
nisms for dispute resolution. Relational governance supplements this framework by introducing flexibility, trust,
information sharing, cooperation, and adaptive capacity. The most effective governance structure in complex
supply chain and outsourcing relationships is therefore likely to be a hybrid arrangement in which formal con-
tractual provisions provide a stable legal foundation while relational mechanisms address those dimensions of
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the relationship that cannot be completely specified or enforced ex ante.

Overall, the findings suggest that the effectiveness of relational contracting depends on a combination of legal,
economic, and social conditions. Repeated interaction, mutual dependence, expected future benefits, reputa-
tion, trust, relationship-specific investment, switching costs, and the availability of alternative partners jointly
influence the strength of relational governance. Accordingly, relational contracts should not be understood as
informal substitutes for legally binding agreements, but as dynamic governance arrangements whose effective-
ness derives from the interaction of formal rules and relational norms.

The study concludes that relational contracts constitute a significant development in contemporary contract
theory because they provide a more realistic framework for understanding complex, long-term, and interde-
pendent commercial relationships. Their central contribution lies in recognizing that contractual performance
cannot always be reduced to the fulfillment of precisely defined obligations backed by formal legal sanctions.
In many commercial relationships, especially within supply chains and outsourcing arrangements, performance
is shaped by continuing interaction, mutual expectations, trust, reciprocity, cooperation, flexibility, reputation,
and the economic value of maintaining the relationship.

The relational approach does not reject the importance of formal contract law. On the contrary, the analysis
demonstrates that formal and relational mechanisms perform different but complementary functions. Formal
contracts provide certainty, establish the fundamental legal framework, allocate initial risks and responsibili-
ties, and provide remedies and dispute-resolution mechanisms. Relational governance, by contrast, enables the
parties to address incomplete contracting, respond to unforeseen circumstances, exchange information, solve
problems jointly, adjust performance, and preserve cooperation. The combination of these mechanisms is par-
ticularly valuable in commercial environments where uncertainty and interdependence make exhaustive ex ante
contractual specification impossible.

From the perspective of supply chain management and outsourcing, relational contracting offers several signifi-
cant advantages. It can strengthen trust and cooperation among suppliers, producers, distributors, and other
participants; facilitate continuous information exchange; improve quality; support joint learning and innovation;
reduce conflict and transaction costs; encourage relationship-specific investment; promote equitable sharing of
risks and benefits; and enhance the capacity of the supply chain to respond to unforeseen disruptions.

The study further concludes that the self-enforcing character of relational contracts is fundamentally con-
nected to the expected future value of the relationship. When parties attach substantial value to future coop-
eration and face meaningful costs in terminating the relationship or finding alternative partners, the threat of
losing future benefits creates incentives for compliance. In this sense, relational enforcement does not eliminate
rational self-interest; rather, it transforms the pursuit of self-interest from short-term opportunism into long-
term cooperation. Cooperation may therefore represent not a departure from economic rationality but a more
sophisticated form of rational behavior under conditions of repeated interaction and mutual dependence.

At the same time, relational contracting should not be romanticized as a system based exclusively on trust,
goodwill, or informal norms. Its effectiveness depends on the institutional and economic structure of the rela-
tionship. Excessive dependence, unequal bargaining power, low switching costs, weak outside options, or the
absence of adequate formal safeguards may undermine relational governance and increase the risk of oppor-
tunistic exploitation. Consequently, relational contracting should be accompanied by carefully designed formal
provisions that establish minimum standards of performance, protect essential interests, allocate significant
risks, and provide mechanisms for addressing serious breaches.

The principal legal implication of the research is therefore that modern contract law should move beyond an
exclusive focus on ex ante specification and judicial enforcement and should also recognize the dynamic and
relational dimensions of contractual performance. In long-term commercial relationships, legal interpretation
and contractual design should take account, where appropriate, of the parties’ established course of dealing,
commercial practices, legitimate expectations, cooperation, good faith, mutual dependence, and the broader
context in which contractual obligations are performed. Such an approach does not undermine contractual cer-
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tainty; rather, it can make contractual governance more responsive to the realities of contemporary commerce.
Ultimately, relational contracts can be understood as dynamic governance mechanisms situated between formal
legal enforcement and purely informal social cooperation. Their distinctive value lies in their capacity to com-
bine the stability of formal contractual structures with the adaptability of relational norms. In supply chains and
outsourcing arrangements, where uncertainty, specialization, information asymmetry, and relationship-specific
investment are particularly pronounced, this combination can provide a more effective basis for sustainable co-
operation than either rigid formalism or purely informal arrangements. The future of contractual governance in
complex commercial relationships therefore lies not in replacing formal contracts with relational mechanisms,
but in designing integrated contractual frameworks in which legal rules and relational governance mutually
reinforce one another.

Keywords: relational contracts, supply chain, Supply chain management, outsourcing
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23. role integrity

24. reciprocity (or ‘mutuality’)
25. Effectuation of consent

26. implementation of planning

27. implementation of planning
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28. power norm
29. Propriety of means
30. Harmonisation with the social matrix

31. solidarity
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33. Relationship-Specific Investment
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34. Hold-up
35. underinvestment
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