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CONCLUSIONS
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Sisk and uncertainty are ingsepa-
ravle ingradients ¢ Tusiness activity and as
such form lhe most immortant part of the declsion
making with re~card o firms' adantability to
environmental variatlions. Unlike classicol and
neo-classical toeories of the Jirm,modern wiueorics
incorporate thic phencmenocn in thelir models,but still
assume the firm to be a singlce decision making:
unit with optimising benaviour. A mgjor deviation
in this resaxd has bpeen the Behavicural Theory of
the IMirm which treuts the firm as a coalition of
members ol confliciing interests. It provoses the
concept of orpanisutional sluck to explain the short-
run interrelationship of the coulition members within

thiemselves aud overill perfomm e of Lhie Uirm,
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Orgunisational slack according to
this theory is used to maintain the coalition and

to smoothen (stsbilises) the performance of the firm

under diverse environmental conditions,but is not

deliberately created. It arises automatically from
the bargaining and decision making process without
any conscious intent on the part of ccalition members.

The present study proves it to the otherwise., Studies

on this subject are mostly based on the empirical

evidence from the western industrialised €g¢onomies
especially U.s.A. The majer contributions of the
present study are :

1) One ¢f tThe foremost contributions of this
studv is to analvse the behaviour of Indian
industry on a theorestical problem relating
to lhe managerial and environmental aspects
of the firm's operations. In the Indiun context
it may be claimed to be a pioneering work
in the rield ofmanagerial economics as direct
research works on the subject is still wanting.

(ii) It introduces a new concept ‘'Economic Leverage'
which 1s broader and consistent than organisa-
tional slack,

(iii) It gives a rationale for the deliberate creation
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and management of mconomic Leverape inten-

ded to smoothen the performance of the firm.
(iv) Most of the gtudies have identified and
analysed only a few Economic Leveraie vari-
bles. The present study is the first exhau-
stive attempt to bring them together,to prove
their vresence and measure them guantitatively,
(v) It proposes an «lgorithm Lo estimate the
approximate amount of Lcorzomic Levera; e present
in the firm over a veriod oI -ime and
(vi) it pronoses an alternative criterion %o

Fal

classifyv firms into Tradiftileornal and Non-Tradi-

R

tional ones,

The concept ¢i crjanisational
slack was found to be less satisfactory because of
(i) the inconsistency in its deilinition,(ii) erro-
neous identification of dividends,sub~optimal pricing
as organisational slucks and (iii) the logical incone-
sistency in the output decision vrocess, Hence a
new concept 'isconomic Leverage' has been introduced
to give a distinct name to all those discretionary
variables that could be manaied to moothen the

income streams of the firm,
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It has been found, that (i) the
'top management' and (ii) the 'below the Lop
management ' deliberately create and manase Economic
Leverage to smoothen the income streams of their
firms,which helps them to serve their personal inter-
ests alonp with that of the firm. he top manarement
does £0 primarily to reduce the employment risk,
enhance the market value of .heir human cgpital and
to acguire the services of the capital market, Wher-eas
che later do so to enhance the marlet value of
their human capital i.e., to incrcasc their outzide
oppertunivy wage. Thus the present study provides a
rationale for the deliberate crestion ond nans;ement
of rconomic Leverage in contrast Lo Cyert .nd bMarch'.:
aszertion that orpanisational csluck is not deliberg-

tely created to stabilise the firnm.

The evidence shows that the following
Economic Leverage variables were manipulated to
smoothen income series : direct labour costs,adminis-
trative costs,selling costs,total operating costis,
machanisation costs,research and developﬁent expen~-
diturc,inventory at all stajes,invectment in sub-
sidiaries,total invcstment outside,sialf and workmen
welfare expenditure,dcferred revenue expenditure,

travel expenses,perquisites,public services expendi-~
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ture,accounts reczivables,advertising costs,
remunerstion of the menaging directors,total
manufscturing costs,commission paid to the mana-

glng directors / apgents and net operating costs.

It was foun.tuat the remuneration
of the managing directovs werc limited by the
bye-laws of the firms in the sease thot it was not
directly linked with the level of profits. The comm-
ission paid to the mana;ing director or agents was
directly linked with the profit level., Iror example
most ¢f the firms pay one percent of ithie reported

profits as commission to the managin:; directors /

Among the perior muince variables
net sales revenue,net operating profit and prolits
before tax respeciively occupy tihe first three
preferenccs whereas sales revenue,gross profit and
total income are preferred to indifflcreatly ac a

fourtk choice.

#Mirst order,idecond order und
hird order exponential swmoothing models were [itted
to smooth the income series and found to be sipnifi-

cant. These models were applied at 'two error linits
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of one percent and ten percent and the total
nunber of firms exliibiting smoothing behaviour

is higher with 10 percent error 1iRit than with

1 percent error limit. The valuce of exponential
smoothing constants vary from 0.005 to 0.75 in
the case of 1 percent error 1limit whereas it
varies from 0,005 to 0.74 in the case of 10
percent error limit. The number of variables exhi-
biting smoothing behaviour varies from one to
seven and from firm to firm. Out of a total of 35
firms,?2 firms exhibited exponential osmoothiny

beksviour of income series.

n alzorithrm to estimate the amount

il

of Lconomic lLeverage from time ceries date 1s

proposed in the present study.

The amount of Economic Leverage
was estimatedusing a simple linear regression model,
Qut of %5 firms 34 firms showed a significant R2,the
coefficient of determination. The average of the
amour:t of YKconomic Leverage varied frem 5 to 25
per cent of the total manufacturing costs in most of
the firm. However majority of the firums showed an
averase which fell inbelween 5 Lo 71U per cent of'the

total manufacturing co.its, This means that not only
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Economic Leverage exists butl its amount is quite

substantial,

Gross profits stream was found to
be smoothed / stable (lower standard deviation) than
profits after tax and total income streams, Whereas
net operating profits stre:m was found smoother than
that of net operating expenditures. dowever profits

after tax was smoother than that of total income.

The influence of (i) sales revenue,
(ii) profits after tax,(iii) gross tlock,(iv) tctal
income,(v) net worth,(vi) totzl funds emploved,
(vii) total menufscturing costs end vhe larred values
of (1),(ii),(vi) and (vii) on the amocunt of Ecouomic
Leverape was examined, It was found that variables
(1),(iv),(vi) and (vii) had significant influence.
In the case of wvariable (i) it was found to be sipgni-

ficant by one year log.

The impact of the size of the firm,
proxied by total income,on the amount of Lconomic
Leverage was found to be a sipnificant determinant
only in the case of 4 lirms, This mipht be due to
the fact that only large scule firms were considered,

After all the dimpact of sime of the firm could
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be studied only if various sizes like medium scale
and small scale firms were also consicered unlike

considering only large scale firms.

The amount of Economle Leverage
wags found to be significantly correlated with
sales revenue,net operating nrorits,toetal menufa-
cturing conts,depree of financial leverage,{finan-
cial leverage,net operatlng expenditure,financigl
ratios like net profit margin,net return on assets,
operating profit margin and return on worth,the
differences between total income and prorfits before

tax and iross profits and profits aiter ta.

The gualitative analysis of Chapnter—o
revezaled that most of the {irms werc orf the opinion
that Economic Leverage variables lilie capacity
utilisation,price incentives,custoner services exp-
enditure,product line,volume of staff and workmen and
capitalisation of costs,could also be deliberately

managed to smoothen the income series of the Tirm.

3ince it is the 'lLop and the below
the top mana ement' which delibcerately creales and

manages the bconomic Leveruse it was found that it
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might exist in all firms whether 1t be private or
public or lariie sCale or medium scale or small

scegle firm.

The past studies classified I"irms
into owner controlled cnd management controlled ones
based on the voting stockholding criterion which
was found to be less satisfuctory. Hence an alternative
criterion bzsed on the prescnce of smoothing behaviour

of income strceams has been proposed.

In the Economic literature,as
explained in details eorlier,it 15 held that orga-
nisational glack 13 not deliberately created ; it
is nobody's maximand and that 1t is not quantifiable.
lTowever the present study fills in this gap by
showin;” that (i) it is deliberately created and
managed, (ii) that both the top and the below the
top management deliberately create and manage it,
(iii) that they have sound economic motives for doing
so and {iv) that it is quantifiable and measured

with reasonable approximation.

The past studies clascified firms
into owner controlled and maunapement convrolled ones

only 'wourhly'. For cxample "Berle and leans draw the
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dividing line between this majority owner control
and management control at 'roughly twenty percent'
of the voting stock."q However the present study
(sives a better alternative to classify firms into
'‘"raditional' and 'Non-Traditional' ones on the
bazis of the presence or absence of smoothing

behaviour.

rurther research can be carried out
to (i) empirically examine whether the creation
and managenment of lconomic Leverage exists in medium
scale,small scale and nlsc in public firms,(ii) exa-
mine empiricalily the role of prices ¢f products
and production levelc in cmoothilag thoe income series
of the firms,and (i1i) examine Llhe creation and mana-
sement of isconomic Leverage taking the impact of

inflation also into consideration.

Ve Monsen et al.op.cit.,p=437.



