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Abstract

Realizing the maximum benefits from companies’ relationship often requires a level of
cooperation, to encourage the seller, to make a cooperative, relation-specific investment
that will increase the surplus to be shared by the buyer and seller. The seller, fearing he
will be held up by a self-interested buyer, often refrains from investing or attempts to
protect himself with costly, and sometimes ineffective, protection mechanisms. So, that
information asymmetry, controlled by the seller, can help reduce the risk, accordingly
encourages seller investment. Although Opportunistic Behavior behavior is the crux of



the hold-up problem, the effectiveness of information asymmetry controlling for the
buyers purchasing practices and investigate whether trade offers expected by the sellers
mediate the relationship between information asymmetry and the relation-specific
investment. Furthermore, aggregating the seller’s costs encourages the seller to invest in
relation-specific cooperative investments. Moreover, the buyers follow self-interested
purchasing practices, the seller expects higher buyer offers when buyers possess
aggregated seller’s cost information than when they possess disaggregated information.
Those expectations in turn impact seller’s decision of whether to make a cooperative
investment. Finally, the information asymmetry can help mitigate hold-ups in the supply
chain. So, functional cost analysis (FCA) information is ideally suited for buyer-supplier
collaborations when cost reduction.

Key Words: Hold-up problem, Cooperative investment, Cooperation Investment, Relation-
specific investment, information asymmetry, Functional cost analysis (FCA).
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