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CHAPTER - 3

ORGANISATIONAL SLACK : A CRITICAL AUALYSIS

As pointed out ecarlier,Cyert
and March introduced the ccncept of organisational
slack in their Behavioural Theory of the Firm as

a hypothetical construct to indicate slack variables
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which lead to stability of the firm as an organisation

or coalition of memberc by protecting it fromw exter-
nal environmental chanzes. The salient features of
the Behavicural theory are (i) information is not
cogt-free,(ii; search for alternatvives are initiated
only when a problem is engountered,(iii) problems
are attended sequentially,(ivj solutions successful
in the past will be taken up at once the problem

is faced, If the solution fails,then only search for
alternatives will be trigpgered off,and (v) adoption
of aspiration adjustment wmechanism,(vi) the firm

has five goals. The following three figures explain
effectively the decision making process and the
importance and role of organisational slack in the

theory.’1
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They distinguished bhetween two
kinds of organisational slacks : (i) slack in the
marketing - sales Tunction on the one hand and
(i1) slack in the production furnction on the other.
They are related by their mutual dependence on exter-

nal conditionsg but are partiallxr independent.2

Cyert and Marck stated that virtucily
every participant in the organisstion obtains slack
payments. However some participants ordinarily obtain
a greater share ol the slack than others, "In genersal
..-.members of the coalition who are full time,in 2
position to percieve potential :slack early,or have
some Tlexibility in unilateral zilccation of rescurces
will tend to accumulate more sl._.ck than will other
members."3 liowever they have not attemptedAto analyse,
in detail,the implication of such differential distri-

bution of slack within the organisation.

Organisational slacks absorb a signi-
ficant portion of the potential fiuctuation in the
firm's environment. As a result,it plays both to
stabilise the firms and thus to adopt the firm tc

environmental fluctuations,
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In particular,organisational
slacks seem to be useful in dealing;with the
adjustment of firms to variations in the external
environment. For exawple,when the rate of improve-
ment in the cnvironment is high enough it outruns
the upward adjustment of aspiruiionse In a general
way this seems to be the situation that firms face
during strong boom periods. When the environment
outruns agspirational level adjustment,the firm
Secures resources in excess of ils demunds. iome of
these resources are not obtained,althouyh thevy are
available. Uthers are utilised to meet the revised
demands of those coalition memuers whose deminds
ad just more ravidly. That is those most deeply
involved in the orpganisation. When the environment
becomes less favourable,orpanicsational slack functions
like a cushion. Resourcce scarcity brings on renewed
bargaining and tends to reduce the excess payments
introduced during good times. It does not mean that
those demands that were increased during good days are
prunned abnormally during bad ones. But in gencral
we would expect this to be approximately the case.
"More important the cu:hion provided by the organisa-
tional slack permits firms to survive in Lhe face
of advercity. Under the pressure of a failure (or

impending faillure ) to meet seme set of demands ol the
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coalition,the organisation discovers some previ-
ously unrecognised opportunities for increasing
the total resources available., For example,

M. W.,Reder reports that after losses of about fifty
million dollars for the first fhree quarters of
1G46,the Ford Motor Company annvunced that it had
found methods of reducing operating; costs (on a
given volume of oulput ) by about twenty million

dollars per year.”4

If tne only adaptive mechanism,
avallable to the firm,were adjustment in the aspi-
rational level,the syotem would be quite unstable
in the face of an environment of even moderatle
fluctuations. Organisational slacks stabilise the
firm in two ways : (i) by absorbing the excess
resources,it dampens the upward adjustment of aspiration
during good times ; (ii) by releasing a pool of
emerrency resources it permits aspirations to be

achieved and maintained during bad times.

3.7.1 WHO MAITPULATES ORGANISATTIONAL SLACKS 7

Cyert and March seem to supgest
that nobody is solely resnonsible for the creation

of organisationzl slacks. They maintaincd that
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organisational slack is created aulomatically
without any conscious intent on the part of the
coalition members. Also they seem to suggest
that the oligopolistic nature of the firm is the

determinant of organisational slack.

3.17.2 AEAT IS STARILISED ?

From the decision processes,as
shown in the flow charts by Cyert and March,it
can logically Le derived that the stahility of the
organisation 1s parametered by (i) total revenue
or (ii) orofits before tax or (iii) profits after tax
i.e., reported profits., Th. reported vrofits seem to
be the main varameter as 1s suested in a number

of studies. Figure-5.4 explains this.
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Fig-%.4 : Smoothing of reported profits.
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3.2.0 INCONCISTENCIES IN THE DEw#INITION Cl

ORGANISATICHNAL SLACK AND 'Hi VARIABLES

30271 Dividends :~ It is the profits after tax

or the reported profits that 1s stubilised / smoothned
as also suppested by a number of studies.5 According
to Cyert and March reported prorfits is stabilised by
appropriately mani:ulating orgznisational slacks
which includes dividends paid to the owners of the
organisation. To quote them :" Many {orms of slacks
typically exist : shareholders are paid dividends

in excess of those required tec keev shareholders

(or banks) within the organisation.“6 Thils means
during good times orpaniscvionzl slacks are increased
to absorb the shock to provice stspllity 7o the
organisation, Thus dividend,as conc of the owrzanisa-
tional slacks,is also mani,ulated (in this case
excess dividends are paid) to provide stability to
the organisation, That is dividend is considered as

a pre-reported-profits phenomenon. Figure-’3.5 illus-

trate this point.

w-»dividends——»——+Bf§f§ts affé;_géi}—v

Fig-3.5 : Dividend as pre-revorted profits phenomenon,
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In practiee dividends are declared
only after arriving at the reported profits. If
dividends are manipulated it can only be after
profits—~after-tax are calculated. That is dividend
is a post-profits-after-tax phenomenon as illustrated

in figure-3.06.

—] profits . dividends re?a@ned
_after tax earnings

Fip-3%.6 : Dividends as post-profits-after-tax phenomenon.

The inconsistency is that Cyert
and March have treated the post-proiits-after-tax
dividends as a pre-profits-after-tax phenomcnon.
Dividend can not be an organisational slack since
it can not be manivulated to yield the desired repor-
ted profits. That is the manipulatior of dividends
does not affect the reported profits. But the
manipulation of reported profits does affect the
dividends. (i) Since they included dividends also as
organisational slack,the definition of organisational
slack itself breaks down (from the point of view of
the function organisational slacks are supposed o

do i.e., to affect reported prolits ) to inconsistency



and invalidity.(ii) Since dividend is not an
organisational slack the dividends receivers-—
shareholder,owners of the firm-do not become

the members of the coalition asCyert and March
stated," slack consists in payments to the members
of the coalition in excess of what is required to
maintain the organisation.“7 Thus the criterion
by which one becomes the coalition member becomes

unclear,

At this point a natural question
may arise. Supposing that the profits-after-tax are
calculated at the end of the accounting year and
dividends are declured,what if the firm declares
interim dividend i.e.,quarterly or half yearly
dividends ? That is proilits after tax being calcu-
lated after the completion of the accounting year,
dividends are paid before the completion of the
accounting year. Though this pecint may look incons-

istent at first,it is not. To explain this point it
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is assumed that the firm declares half-yearly interim

dividend. If after the completion of six months,the
resultant total income,ceteris paribus,equals or

exceeds hall the feorecosted or smoothed total

income,an interim dividend less than or equal to the
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forecasted dividend may be paid. After the comple-
tion of the accounting year a dividend equal to
smoothed dividend minus interim dividend may be

paid. Thus it may now be clear that the manipulation
of dividends does not affect the reported income

( a varameter of the performaznce of the firm). In
fact,it ic the reprorted income which affects dividends
and not vice versa. This ilaca is reflected in the

folowing figure~32.7.
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Thus the treatement of dividend as an organisa-
tional slack is erroneous and the definition of
organisational slack and coalition bpember inco-

nsistent and invalid.

3e2.2 Sub-optimal pricing :-~ Another inconsistency
is the treatement of sub-optim=l pricing as an
organisational slack. Cyert and March stated that
"many forms of slack typically exist :....prices

are sel lower than neceassary to malntain adeguate
income from buyers.”8 It is 1mportant to note that
while givinz the forms of sl.oc:xs they have shown

the picture that hagpens duriigzg' jood' times, That

1s during good times wrices are loewerca or set lowsr
than necessary,as .hey call itT sub-optimal pricing,

to maintain adequate income from buyers.

Wow the following guestions arise
by setting sub-optimal prices,sccording to the
function of the orranisational slack,during good times
it absorbs a substantial portion of the shock,what
is absorbed ? During bad times,if bad times immedi-
ately fcllow a good time,what 1s released ? Will the
prices set during good times bLe still lowered or

increased ? More specifically let uc assume that
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period T1 is a good period. During this period,
let us also assume & single product case for sim-
licity,the price set at P1,u sub-optimal level.
Supposing T1 is followed by a bad peried T2,will
the P1 be increased or reduced further Lo sebt the

new price P2 7

In case,ceteris paribus,P2 is set
higher than P1 (price increased),it is doubtlful
whether the new price will maintain (e inceonme
stream, Because if a price P71 lower than P2 could
not maintain the income stream,then it 1s deoubtiul
that the higher price could maintain it. I'nc impact
of price increuse nmay be neutralised by sales

reduction. In fact,the income cirecum may decrease.

In case P2 is set lower than P1
(price is reduced) it ig also doubtful whether
the new price will maintain the income stream.
Because the increased sales effect will be neutra-
lised by the reduction in the price. Thus both the
alternatives do not seem to sound well and hience

the inconsistency.



llowever it secms lopical and
feasible that the firm,during food times instead
of setting the price at sub-optimal level,can set
at the optimal level, If the firm faces bad times,
then it can gradually approach tuwards the sub-op-

timal price to maintain the profit stream.

Anot.er noint needs some consi-
deration., Cyert and March's conclusions and their
Lehavioural Theorx of the I'irm ure based on the
case ctucdy of a departmental storey,Irwin (1981)
weould call it a midaleman firm that buys ;soods for
resale. "llowever a subsequent investigation by
saumol and Stewart (1975) “confivmed that (the)
results are very similar to tiiose obtailined in a
behaviourist study of a departmental store in a
different city.”9 However it 1s our contention thatl
these decision rules may apply to any departmental
store at any time at any pl.ce but may not necess-
arily apply to any other firm particularly manufac-
turing ones, Because especlully pricing decision

process in manufacturing or any other [irm will be
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much more complex than adding @ percentapge of mark-up

to the purchagce vrices ol 'already priced' (;oodc

for resule.



3.2.5 1Inconsistency in the output decision process

The third inconsistency occurs while they
~ive the output decision process (i.e., in
the figure-3.1). If the proposed production is

too hirh during good times,in comparision with

the smoothin; goals,proposed production is reduced,
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sales effectiveness pressure iz reduced and or{Anisa-

tional slack 1s also reduced. This act of reducing
the organisation:l slack raises the inconsistency.

They have stated that,"an increase in sales slack

(i.e., a decrease in 'sales effectiveness pressure')

eee(is)...an increase in general organisational
slac}:."/"l1 According to their lopgic when the sales
effectiverniess pressure is reduced,sales slack and
or-anisstic sl slack are inercased, But in their
decision process flow-chart they contradictorily
'decreased the slack.' This point 15 pointed out
in the output decision process by illuminating the

relevant vortion in figure-3.1.

NCT MG

Ve These diayrams have been reproduced four

effective descrintion and convenience from
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