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As observed in recent years, the increased interest in the problem of opportunism in business
activity is mainly attributable to the new institutional economics, according to which limiting
this phenomenon has become the basic means of reducing transaction costs, and consequently
also improving efficiency. The relations between opportunism and transaction costs are
discussed in this study, which also addresses the very essence of opportunism, but the author’s
attention was mainly focused on the sources of opportunism. The most important ones, namely
specific assets and turbulent environment, were analysed in detail. The purpose of the article
was to determine how and to what extent these sources contribute to the opportunistic behaviour
displayed by parties to a transaction. The author also described the relations between specific
assets and a turbulent environment.
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1. INTRODUCTION

The interest in opportunism in business activity is associated with the
increasing popularity of the transaction cost theory which is currently one of
the dominant theories in management science (Verbeke, Greidanus, 2009:
1471). Its popularity has rapidly grown since the 1975 publication of Markets
and Hierarchies by O. E. Williamson, according to whom, opportunism is the
centre piece in the analysis of transaction costs (Williamson, 1975, 2008).
A decided majority of other authors share this opinion (Grover, Malhotra, 2003:
457-473), while Wilkin claims that transaction costs are the “consequence of
uncertainty as to the integrity of counterparties” (Wilkin, 2016: 158). This
leads to contractual provisions being extended in such a manner as to protect
the parties to the contract against the consequences of the counterparty’s unfair
conduct, which causes transaction costs to rise.

There is nothing in the papers by Williamson to imply that each stakeholder
behaves in an opportunist manner, however he claims that there is the threat of
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opportunist attitudes ultimately surfacing, which may even apply to the
majority of stakeholders, thus opportunism is an important cause of unequal
motivation as well as of conflicts and disputes. In his opinion, potential or
actual opportunism exerts a fundamental impact on the choice of management
structure, adding that lack of opportunism may lead to the elimination of any
kind of advantages in management systems. In the absence of opportunism,
businesses and markets should attain equal economic benefits.

Perceiving opportunism as an aspect of the key role is a view which numerous
authors consider rather controversial. This group includes G. M. Hodgson, who
believes that there is a number of other reasons why transaction costs are
generated (Hodgson, 2004: 401-418), and claims that conflicts or disputes may
arise even in the absence of opportunism (although this takes place on different
grounds), that the commitment of individual persons in the work they perform
may be associated with their personal traits, and that businesses incur the risk of
their ill-judged decisions, etc. According to the latter, Williamson’s position on
opportunism being central to the analysis of transaction costs is erroneous not
because opportunism does not happen in the real world, but because there are
also other important reasons behind contracting issues. Treating opportunism as
the only source of transaction costs leads not only to the incomplete identification
of problems in the management structure, but can also be the cause of the
mistakes made when designing institutions or applying managerial practices.
Hence, his general conclusion is that opportunism does not constitute the sole
reason behind the differences in management structures.

The purpose of this study was to establish the essence as well as the sources
of opportunism in business activity. An attempt was made to test the hypothesis
on the fundamental impact of specific assets and turbulent environment on the
display of opportunist attitudes by parties to a transaction. In this verification
attempt, the author focused on analysing the factors which comprise the
aforementioned sources of opportunism, and applied the method of critical
analysis of the literature — both Polish and international.

2. ESSENCE OF OPPORTUNISM

It is to new institutional economics (NIE) that one can attribute the growing
interest in opportunism in business.! According to this concept, controlling
this phenomenon is considered to be the main means of increasing the

! The interest in opportunism was also among the aspects considered in the earlier concept of
behavioural economics, although to a lesser extent. The same theme can also be found in
experimental economics.
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efficiency of economic entities (Noorderhaven, 1996: 105-123). Contrary to
neoclassical economics, under NIE, individuals are not perceived just as they
are. This concept discerns their aims, predilections and views. It also recognises
their opportunist attitudes or behaviour patterns, especially those that can be
observed in businesses. Their propensity for opportunism is the reason why
the latter should be taken into consideration when both concluding and
performing contracts.

Opportunism is a subtle and deeply ingrained feature of human nature, and
as such, it should be addressed in studies of economic organisations.
Williamson claims that opportunism should be understood as “self-interest
seeking with guile, (...) which pertains to either the incomplete or distorted
disclosure of information, and particularly to intentional efforts aimed to
misguide others, distort, conceal, obscure or tangle matters in some other way
(Williamson, 1998: 60). Some authors understand opportunism in a similar
manner. Jap et al. perceive opportunism as the efforts undertaken to achieve
benefits by violating the rules of ethics at the expense of other market
participants (Jap et al., 2013: 216-227). According to Ganesan et al., one is
dealing with opportunism when the parties to the contract fail to perform the
obligations they have assumed, exploit the loopholes in the contracts they
have concluded, demand concessions to which they are not entitled, and for
these purposes they make use of their market position (Ganesan et al., 2010:
361-373).

Polish authors tend to have a slightly different opinion on opportunism. For
instance, Pidorkowska calls it “an attitude characterised by abandoning moral
rules or ideological beliefs in the pursuit of short-term benefits in life; always
choosing what is secure and beneficial in the given situation; love of comfort
in life” (Piorkowska, 2013: 338). For Wilkin, “the notion of opportunism (...)
means acting without abiding by the rules, seizing all opportunities for one’s
own benefits, love of comfort, etc.” (Wilkin, 2016: 159). Therefore, one should
rather agree with Lissowska, claiming that the meaning of the word
opportunism differs to a certain degree in Polish and in English. In Polish, it
means a tendency to compromise and a comfort-prone nature, which makes its
interpretation significantly milder compared to English, where it is associated
with deceit, deception, lie, etc. (Lissowska, 2008: 61). What may also be
added in this respect is that most Polish authors adopt Williamson’s definition,
as provided above, to function as the foundation of their analyses
(Marcinkowska, 2017: 223).

In searching for the original source of opportunism in businesses, one
should examine the phenomenon of ownership separation from management.
It was precisely in this process that individual corporate bodies emerged, with
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professional managers usually holding an established position of authority.
This authority was typically based on appropriate professional competence,
on the one hand, while on the other hand, on extensive access to information.
Both these premise are extremely important for business operations, and due
to the growing complexity of management processes, both have strengthened
the position of managers inside businesses at the expense of the authority of
owners, especially those who hold rather insignificant blocks of shares. At the
same time, managers also started complaining about the authority of dominant
shareholders, which they perceived as restrictive towards their own actions,
comparing it to a corset constraining their decision-making capacity. The
owners’ interest, which generally came down to maximisation of the market
value of the capital they had invested, was often in contradiction to that of
managers, which manifested itself in their high wages, building their own
position in the market, or even the ineffective expansion of the company
structure.

Williamson claims that opportunism is the source of uncertainty when
closing commercial transactions. This happens because the parties who show
an inclination towards opportunist behaviour are not entirely trustworthy.
Consequently, transactions exposed to displays of opportunism should be
adequately protected before making a deal. Not until individual persons are
recognised as open and reliable in their pursuit of individual benefit does the
related uncertainty fade. One can also achieve such objectives by being
completely subdued and obedient. The latter should be understood as
abandoning the pursuit of one’s own interest (Williamson, 1998: 61-62).

The aforementioned propensity for opportunist behaviour forces companies
to actually take this phenomenon into account in their operations. This
particularly applies to their growth strategies, in the development of which
businesses should consider the possibility that the entities with which they
collaborate behave in an opportunist fashion, understood as the broad range of
customer behaviour patterns, their needs and expectations, as well as the
conduct of suppliers, banks, public administration bodies, local authorities,
etc. Therefore it is in the company’s interest to take into account displays of
opportunist behaviour, being considerably distant from rationality, in the
aforementioned strategies. Rationality understood as acting in accordance
with logic, involves the selection of the proper means needed to achieve the
assumed aims that are coherent with the acquired knowledge and with the
system of values.

However, the relations between rationality and opportunism are far more
complex. When determining them according to NIE, one typically applies the
model of an economic man (Homo economicus) by Jensen and Meckling,
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being an attempt to bind rationality with opportunism (Jensen, Meckling,
1994: 4-19). In this model, the economic man chooses a goal by taking the
existing limitations into consideration. These limitations may pertain to the
knowledge one has or the capacity to acquire information. This model admits
opportunist behaviour if it leads to reaching specific pre-defined goals. Such
behaviour is also justified when such a person, with all of their creativity and
adaptiveness, can better adapt to the situation at hand. It is necessary to analyse
the factors which condition opportunism in order to understand its complex
nature and manage it effectively.

It should be noted that exploitation of opportunities for one’s own interest
does not always bear the hallmarks of opportunist behaviour. Not until an
individual or a group compromises the interest of others, acts to their
disadvantage, resorts to deceit, deception or lying in pursuit of their own
interest, does one deal with opportunism. It may also be described as a
departure from the spirit of collaboration (Williamson, 2005: 46). As
mentioned, however, opportunism in practice is actually not that common. It
is more an issue of insurance policies or managing public goods.?

Not until the 1970s was the interest in opportunism in the theory of
economics observed to significantly increase. It was then that the first attempts
to operationalise transaction costs were made. The research on the possibility
to limit such costs, which can subsequently decide about efficiency of an
organisation, has drawn scientists’ attention to the important role of
opportunism and its source. The literature on opportunism is quite extensive,
however, it is mainly focused on the influence it exerts on transaction costs. In
fact, there are not any publications solely devoted to various aspects of
opportunism or publications presenting the results of relevant empirical
research, where the latter ones are very scarce indeed. The analysis of these
articles allowed the author to identify the main sources of opportunism such
as specific human assets and turbulent environment. The relations between
transaction costs, opportunism and specific assets, turbulent environment are
shown in Figure 1.

2 In the literature, there are various types related to the division of opportunism, which are
based on some specific criteria. Most frequently, authors assume stages of relations as the
criteria for such a division and they define ex-ante opportunism and ex-post opportunism. Ex-
ante opportunism can be observed when opportunistic activities appear during the initial stages
of relations, whereas ex-post opportunism shows when opportunistic activities appear during
the final stages of relations (Williamson 1998: 60). Another type of division refers to the
criterion of activity, based on which active opportunism and passive opportunism can be
distinguished (Wathne, Heide 2000: 36-51).
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Fig. 1. Effect of assets specificity and turbulent environment on opportunism and transaction
costs

Source: author’s own study.

The relations between opportunism and transaction costs have been
extensively discussed in the literature of the subject (Grover, Malhotra, 2003;
Handley, Benton, 2012). As was already mentioned, the impact of opportunism
on the level of transaction costs is commonly accepted, which does not mean
that there are no other factors affecting these costs, one of them is the
repeatability of transactions (Williamson, 1979: 233-261), whilst numerous
authors make reference to other sources of opportunism.?

The sources of opportunism, such as specific assets and turbulent
environment, are the objects of further elaborations provided in this paper.
Each of these sources comprises numerous factors which may induce
opportunistic behaviour to a greater or lesser extent.

3. SPECIFIC ASSETS AS THE SOURCE OF OPPORTUNISM

It is mostly for the specificity of assets that the economics of transaction
costs stands out distinctively from the other approaches to the analysis of
business entities. Parties to a transaction can usually choose between special
purpose and general purpose investments. The former typically entail
significant cost reduction, however one must bear in mind that they are, by
definition, risky investments, since the specific assets generated in such a
manner cannot be moved, if necessary, without their productivity being
reduced. An example of such a case may be contract termination or alteration

3 Among them, they also consider the limited, or absence of information. Under certain
circumstances, both having and not having important information may trigger opportunist
attitudes in partners (Chakravarti, 2017: 1114-1136). Strong competition is also mentioned
as a source of opportunism. The continuous struggle for efficiency increase encourages
opportunistic behaviour (Hawkins et al., 2008: 905).
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of the production profile, limiting the capacity to utilise such assets. Therefore,
one must first consider if the expected costreduction related to such investments
actually substantiates the risk being incurred as well as the resultant threats.

General purpose investments typically generate no such problems. The
assets produced by that means may be widely used for the sake of other
investments, and if necessary they can be easily moved. The mobility of such
assets is an important advantage, which employers particularly appreciate.
They can be transferred with minimum or even no loss.

An employee with qualifications which the given company considers
unique cannot leave without any loss, since he/she will not find another job
which makes the most of the qualifications at hand. This may mean that such
an employee will rarely display opportunist behaviour, while more often is
expected to show full commitment and integration with the company. It is
obviously also possible that an employee with unique qualifications should
threaten the employer to leave if the latter fails to meet their excessive
demands, for instance in terms of remuneration. However, this is a fairly rare
situation, and it is precisely due to the aforementioned damage that the
employee suffers when changing workplace. Therefore, it may be generally
concluded that the predominant factor affecting the opportunist behaviour is
dependence, while the key factor to being dependent is the specific assets
(Huo et al., 2018: 155).

It should be noted that the specificity of assets is a very extensive category,
comprising many of their types. Williamson mentions four types of asset
specificity: site specificity, physical specificity, human asset specificity, and
dedicated asset specificity [Williamson, 1998: 68]. Specific assets can be
either of a material nature (plant, equipment, location, etc.) and non-material
nature (software, personnel, knowledge). Each of those entails different
specific organisational consequences, therefore they are best analysed against
the context of specific organisational problems (vertical integration, non-
standard contracting, employment, corporate management, etc.).

Specific assets constitute the source of transaction risk and exchange risk
(Handley, Beenton, 2012: 55-68). The transaction cost theory is based on the
assumption that specific assets intensify the opportunism which results from
increased transaction risk. A party investing in specific assets is doomed to
defeat if its non-investing partner is capable of obtaining a quasi-rent on the
specific assets, e.g. as a result of ex-post negotiations, or by threatening to
terminate the contract. Moreover, investing in specific assets is subject to
codification and knowledge transfer (Clemons et al., 1993). The investing
party may suffer damage by losing control of their own assets if the counterparty
attains benefits on the disclosed information and expertise.
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The research performed in this area implies that investments in specific
assets may cause different levels of opportunism to emerge (Huo et al., 2018:
154-156). If the party investing in specific assets is a manufacturer, or the
supplier of raw materials or semi-finished products, they may exploit their
bargaining position by disclosing confidential information or withholding
information concerning the quality of supplies, costs, performance, etc., which
are manifestations of opportunist behaviour. One may expect of a supplier
investing in specific assets to abstain from opportunist practices, which is
understandable since, making such investments, the supplier is exposed to a
higher risk of loss in the event that their collaboration with the manufacturer
is terminated. Under such circumstances, their dependence on the manufacturer
increases, which typically strengthens their commitment and restricts
opportunist conduct.

There are numerous studies addressing this problem, including the survey
conducted in 212 small and medium-size enterprises in Norway (Mysen et al.,
2011: 436-449). With reference to this research, one can conclude that
manufacturers’ investments in specific assets which bring benefits to suppliers
increase the former’s dependence on the latter, as a result of the manufacturer’s
reduced flexibility. This means that the suppliers can exploit this dependence
through opportunist behaviour. At the same time, if the supplier has adapted
most of their operations to the manufacturer’s requirements, and has invested
in specific assets for the sake of the manufacturer’s needs, the supplier will
bear considerable costs if they should cease to collaborate. These costs make
the supplier dependent on the manufacturer, which may tempt the latter to
resort to opportunist conduct and exploit their relationship, for instance by
evading their obligations.

In conclusion of this section of the study, it should be noted that investing
in specific assets is an important source of opportunism, which consequently
leads to an increase in transaction costs. Bearing that in mind, it is be reasonable
to ask whether or not such investments are economically sound. Section 5
provides an answer to this question.

4. THE IMPACT OF TURBULENT ENVIRONMENT
ON OPPORTUNIST ATTITUDES

Turbulent environment is understood as the entirety of unforeseen changes
in transaction conditions (Noordewier et al., 1990), where it exerts a significant
impact on the uncertainty of the environment in which the transaction is
performed, being the direct cause of limited rationality. On account of the
growing uncertainty, such an environment reduces the planning capabilities
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and makes the behaviour of the transaction counterparties difficult to predict,
and this uncertainty often leads to contracts being renegotiated or interpreted
in an opportunist manner. It should be noted that the uncertainty of an
environment depends to a considerable extent on external factors, which the
parties do not control. This does not concern the specific assets, analysed
above, which are internal factors, and as such depend on the decisions made
by the counterparties.

The main cause underlying turbulent environment is growing competition,
causing the parties to the transaction to behave aggressively, which typically
leads to price-based competition. Under the conditions of such competition,
businesses must continuously monitor the changes taking place in the market
and respond to them accordingly by adapting their products to the changing
preferences, requirements and needs of customers. Therefore, one can
formulate a general conclusion that intense competition is evidence of
turbulent environment.

The relations between turbulent environment and opportunism have not
been explicitly confirmed, mainly due to the limited scope of research
pertaining to this problem (Carson et al., 2006). However, it is accepted that
under the conditions of turbulent environment the threat of opportunist
practices grows, both when concluding and when performing transactions.
Numerous authors confirmed this relation to be true (Schelling, Steensma,
2002; Wang et al., 2013). Referring to the transaction cost theory, one can
conclude that turbulent environment causes problems with the adaptation and
evaluation of the current situation, thus increasing overall transaction costs
due to the growing costs of both coordination and transaction risk. Turbulent
environment may invalidate the contract previously concluded because some
of its provisions may have changed. This forces the parties to communicate
and make arrangements more frequently, and even to renegotiate their contract
in order to adapt it to the variable conditions. The consequences of such
actions are growing coordination costs and declining mark-ups of suppliers.
At the same time, this uncertainty hinders the monitoring, assessment and
control of suppliers, which translates into the increased risk of opportunist
practices.

What the researchers tried to establish in the aforementioned surveys was
which of the three dimensions of turbulent environment mentioned in Figure
1, namely uncertainty of demand, uncertainty of supply, and uncertainty of
technology, triggers opportunist behaviour (Bhattacharyaet al., 2015; Handley,
Benton, 2012). Uncertainty of demand causes the scope of demand changes to
grow and makes it unpredictable. This forces the parties to exchange
information more frequently as well as to perform ongoing coordination.
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Consequently, suppliers are additionally encumbered in relation to the need
for identifying and responding to consumer needs on an ongoing basis.
Uncertainty of demand makes it difficult for suppliers to determine the relevant
requirements on an ex-ante basis, making contractual provisions ambiguous.
This situation encourages opportunist behaviour, which has been confirmed
by the previous research, implying that uncertainty of demand is positively
correlated with opportunism.

Uncertainty of supply entails high supply dynamics and unpredictability of
prices of the goods and services delivered, and it may also reduce the capacity
to deliver goods and services, cause their quality to fluctuate, etc. Uncertainty
of supply makes it all the more difficult to arrive at precise contractual
arrangements, stipulating company expectations and suppliers’ obligations.
Suppliers may exploit the loopholes in contracts for the sake of their
competitive advantage. From the company perspective, uncertainty of supply
also hinders monitoring and the assessment whether suppliers comply with
the relevant contractual provisions. Businesses are incapable of predicting the
extent to which their expectations will be met, and neither can they make an
informed judgement about the quality of the goods and services they receive
from their suppliers. Consequently, the level of performance of the contracts
concluded may decline. The research implies that there is a positive correlation
between uncertainty of supply and opportunism.

The third kind of uncertainty concerns technology, and it pertains to the
extent of changeability and unpredictability of technology. Technological
progress is a significant aspect of competitiveness. In light of rapid
technological changes, contractual provisions can become outdated. Where
this is the case, uncertainty of technology leads to the invalidity of contracts
and encourages opportunist behaviour. Moreover, the great uncertainty of
technology makes the existing technologies obsolete very quickly, which also
affects the capacity to fulfil one’s obligations. Thus manufacturers may be
exposed to the risk of opportunism of suppliers.

Huo et al. (2018: 158-161) suggested that this problem is more complex.
They studied it in companies operating in the logistics sector by analysing 247
relations of the 3PL system. Their research demonstrated no explicit
correlations between the uncertainty of technology and opportunism, however,
no such correlations could be excluded. This confirmed the pre-defined
hypothesis that uncertainty of supply increased the probability of opportunist
attitudes. However, what the research did not support was the assumption of
explicit correlations between uncertainty of demand and opportunism.

In order to explain these correlations, the author employed the resource
dependence theory, according to which the given business’s position depends
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on the resources in its possession, on which other businesses depend (Pfeffer,
Salancik, 2003). Since production companies present the demand for services,
e.g. in logistics, they have easier access to information concerning the demand
for these services. Correspondingly, suppliers have access to more extensive
information about the provision of logistic services. If the case of a low level
of uncertainty of demand or supply, both manufacturers and suppliers can
correctly estimate the magnitude of demand and adapt to it properly. However,
in the event of a high level of uncertainty of demand or supply, the available
information on this matter is limited, giving priority to companies in disposal
of more accurate information. Under such conditions, a company having the
information advantage could make the most of it for its own benefit.

At the same time, a company in an unfavourable position may be dependent
on others that hold the relevant information, which is why the former would
be interested in building long-term relationships and abstain from opportunist
conduct. It is particularly under conditions of high uncertainty of demand that
manufacturers have the information advantage, while suppliers experience a
deficit in this respect. In such a situation, service providers display an
inclination towards limiting their opportunism in favour of becoming more
engaged, hoping to obtain access to the information they desire. Facing the
high uncertainty of service supply, on the other hand, providers gain the upper
hand in terms of the information concerning their services, and their
competitive position improves. This gives rise to conditions favouring the
pursuit of one’s own opportunist interest.

5. RELATIONS BETWEEN TURBULENT ENVIRONMENT
AND SPECIFIC ASSETS

Most of the research conducted to date has concentrated on the impact of
turbulent environment and specific assets on opportunism, and rarely has it
explored the relation between turbulent environment and specific assets. Such
arelation undoubtedly exists, and its consequences alter the effect of the above
factors on the opportunist attitudes displayed by the parties to the transaction,
and they also legitimise investing in specific assets.

As evidenced above, specific assets increase the level of transaction risk,
and consequently also the risk of opportunist attitudes emerging. However, it
should also be noted that investments in specific assets offer many benefits for
the parties to a transaction, including the knowledge to be acquired, information
exchange systems, efficient collaboration and communication, and improved
speed of response. All things considered, such investments can reduce both
production costs and transaction costs. An example can be employee training
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on contacts with the counterparties, making it significantly easier to develop
efficient collaboration. Therefore, specific assets can contribute to a reduction
of coordination costs which constitute a component of transaction costs.

Given the fact that acquiring up-to-date and accurate information on market
changes, technological developments, and the conduct of parties to the
transaction is difficult in turbulent environment, specific assets are prerequisite
to successfully managing uncertainty and reducing coordination costs
(Krishnan et al., 2006; Lee et al., 2009). As mentioned, turbulent environment
generates large amounts of information which must be processed to achieve a
specific goal. For instance, demand and supply uncertainty generates enormous
amounts of information concerning demand and supply over a short span of
time. Uncertainty of technology generates information about the latest
technologies. In order to handle such a situation, the counterparties should
improve their information processing capabilities. Investing in specific assets
(e.g. in IT systems, personnel training, etc.) significantly improves the capacity
to solve the problems connected with adapting to, and assessing such
uncertainty. Integrated information systems enable the parties to quickly
process the changing information on demand and supply, as well as to analyse
the impact of turbulent environment on their operations.

CONCLUSION

The above considerations confirm the general hypothesis which was
initially formulated about the influence of specific assets and turbulent
environment on the opportunistic attitudes presented by participants of a
transaction. Although a large group of authors share this opinion, a wide-
ranging empirical research is needed to decide on the complete verification of
the hypothesis. Most authors tend to agree that opportunism is a source of
transaction costs, yet they differ in their views in terms of how opportunism
actually functions as the only source of these costs. However, this does not
change the fact that limiting opportunism leads to the reduction of transaction
costs, and consequently also to efficiency improvement. Considering all this,
the need for further studies on the problem of opportunism and the ways to
limit it appears substantiated. In two out of all the sources of opportunism
analysed in this paper, the impact of specific assets was studied most thoroughly
to date, but considering the complexity of this impact, further research is
clearly recommendable even in this sphere. The limited scope of past research
on the impact of turbulent environment on the opportunist attitudes among the
parties to the transaction makes it impossible to explicitly determine the
magnitude of this impact.
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Having broken down transaction costs into coordination costs and
transaction risk, one can claim that turbulent environment and specific assets
affect these costs in a different manner. Turbulent environment causes high
coordination costs and high transaction risk, which is a clear evidence of its
impact on the increase of transaction costs. The case of specific assets is more
complex, since they indeed increase transaction risk and pose a threat of
opportunism. However, they may prove useful when attempting to reduce
coordination costs, making it possible to respond adequately to uncertainty
triggered by turbulent environment.
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