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ABSTRACT
The paper discusses the lssue of organisational performance
analysils i{n view of already existing theoretical and empirical
research in the areas of economliec theory, industrial ecoriomlces,
and organisstion behaviour, It {2 proposzed that the theorles of

existence of firm, individual behaviour in a ecollective effort

-

and industrizl performance together can form a basis fdér further

research.
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I. INTRODUCT I ON

Organisations are considered to be ‘ultra stable systems’
that are either adapting themselves to the changing environment
or attempting to 1impact the environment to suit their
requirements. A large amount of research effort has been lnvested
in identifying various dimensions that characferistise
successful or effective organisations. These terms have, howeyer.
proved to be elusive and have come to have a number of .meanings

across disciplines,.

For instance, economists have been concerned with economic
performance: organicsation theorists with organisational
effectiveness: and finance theorists with wvalue of firm's
securities iIn the capital market. Consequently, & large number
of factors  have ctaked thelr claim for being the_ measures of

performance.

Caﬁeron {61 and Cameron and Whetten [7.8] argue that
multiple conceptulizations of organisation, unknown and unbounded
construct space af organisation effectiveness, and the inability
to identify the criteria for organisation effectiveness being
used by wvarious constituencies have resulted in a lack of

consensus on the definition of the term effectiveness.

The attempt in this paper Is to put together the research
outcomes in the different disciplines so zs5 to identify the
processes underlying the functioning of an organisation and

investigate the possibility of developing a mode ] faor



organisational performance analysisi. _The scope of the analysis
is restricted to industrial organisations. The terms

srganisation and firm are used interchangeably.

The paper discusses the explanation for existence of firm,
an alternative far organising the economlc activfty. as against
the assumption of carrying (economic activity) out iIn the form of
autonomous contracts Iin the market. The received econamic theory
even when it accepted the existence of firm (as an organisation
form comprising of a set of individuals), assumed that the
decizion making unit comprises of only a utility maximising
individual entrepreneur. It is only with the advent af
behavioural theary of the firm that the existence of multiple
interest groupe was recognised and the decision-making unit was
sssumed to be constituvuted by s dominant coalition. At this
stage profit maximization, as an organisation objec{ive: recelved
s bhack-seat (at least in thecry). A large number of alternatives
were suggested as organisation objectives. Sectlon 11! of our
paper discusses these issues. It 12 argued that the main objec-
tive of an erganisation 1ls survival and growth. The actlions that
help achieve thils obiective can be termed as instrumental obiec-
tives. Following Mohr [28], these actions are, "the inducements
(that) will! be sufficlient to evoke adequate contributions from
all member of the organisational coalltion.”™ And it iz probably
due to the existence of a large number of Instrumental goals that
the issue of cbjective of organisations has got clouded with
confusion. For example, 1f we asgssume that improving the return on

investment without a disproportionate incresse in risk 1g an



organisation obljective, all the organisation effort and action
that helps achieve this objective can be termed as a set of
instrumental goals. At yet another level of abstraction,
improvement in return on investment itself can be consldered asg
an instrument for ensuring organisation éurvival and growth 1in
the long run. Section IV outlines the nature of the process
generating organisation effort that intends to impact the
organizgation environment with an objective to ensure long-run
survival and grouwth. It discusses the guiding forces behind
organlsation structure and systems, and alsoc the {ssue of
commiting the desired level of individual effort tao the
ahievement of organisation objective. It ig argued that the level

of such a commitment would depend on the ability of the

individuals to organise themselves in =a way that caters to the

three motivational states of each of them. The penultimate
zectlion of the paper diccuszes the proposed cutiine for an

organisation performance analysis model] that 1is tounded on the
theories of existence of firm. It 1s argued that though the firm
results I{n an increased potential for risk-bearing and utility
generating capacity, such a potential is realisable only when the
required level of individual effort that constitutes the
organigation effort 1s committed. it is the realised potential
that determines the relative efficlency of the Investment
.policles which would contribute towards ensuring the survival and

the growth of an organisation in the long run.



1l THEORIES OF EXISTENCE OF THE FIRM

Prof. Frank Knight [22] and-Praf. Ronatd Coase {81 have
praovided explanation for existence of firm in uncertalnty and
transaction costs. respectively. Accordiﬁg to Prof. Knight the
firm owes 1ts existence to the superior ablllty it provides, to
the individuals in dealing with uncertainty. through the
procesze=zg of sgspecialisation and consolidation. Specialisation
enables the individuals to economise on the use of resocurces 1in
creating produects that provide net additional utility to the
economic system. Profit is a compensation for bearing the
uncertainty that entails the process of creation?, Consolidation

increases the loss bearihg capacity of the individuals.

The transaction cost explanation of Prof. Coase, on the
other hand, views market and organisation as alternative methods
of arrangiﬁg economic activity. That is. an autendmggé contract
in the market 12 replaced by a structured relationship (firm} in
sltuations where 1t 1s not possible to specify. &t the time of
execution, all the future states of the world and the action ¢to
be taken by each of the parties (to the contact) towards the

performance of the contraet due to their Inability to foresee the

state that is likely to obtaln in the future.

Both these theories suggest environmental uncertainty teo be
the principal cause of existence of firm. The former view
stresses the importance of consolidation and specialisation
processes that result into risk-sharing. The latter view seez the

firm ac &n attempt &t cost minimisation with specialisation



being the basis of organising. The reference here is to Prof.
Williamson’s principle of ‘hierarchical decomposition of internal
organisation'. He suggests a broad specialisation between
operational and strategic activities in an organisation. with
information flow and incentive aligned in a way to ensure
achlevement of both local (business unit or division) and
corporate goals. The problem of incentive alilgnment is..hawever.
to be examined in the light of ‘bounded rationality‘a. ‘npportun-
istic behaviour’ a. and "information' impactedness 5. Such a
behaviour, however, originates in the uncertainty that surrounds
a transaction and the gpecifiec investment that needa to be
committed to carry out that transaction. [t i3 in this context

that Prof. Williamson {381 argues for minimization of the total

of transaction and production costs.

II'l. ORGANISATIDN OBJECTIVES: THE ISSUE OF MULTI!PLICILTY

In the view of the existence of a large degree cf
specialis&tion. the modern organisation d;aws its resources- from
more than one source, i.e.. creditors, owners, -custnmers.
employees, government, etc. Therefore. the question {s:; which
constituent’'s {(stakeholder’s) objlectives represent the firm's

objectives? 1z 1t ali of them or only the owners or a coalition

of some of them?

The classical economic thecry. developed in the context of
individual ownership, streszes the relevance of ouner'sg
ocbiectives, 1.e., maximisation of profits. Finance theorists

argue for the need to maximise owners’ wealth,



6 suggests the existence of

The behavioural theory of firm
coalitions within a firm. Such multiplicity of coalittong 1ig
found to result in mulitiple objectives. Since all the objectives
can not be pursued simulténeousf*. it 1s the oblective af the
dominant coalition that gets pursued. This view argues for a
revision (from profit maximisation) in the goal . of an

organisation because the payments to the contracted factors are

far from being the incidental distribution of -1 ‘filxed

transferable booty.' In fact, decisions regarding such
distribution are sald to constltute the core of the goal
.apecification process. This approach wviews organisations as
cooperatives and not as the engineered mechanical systems. In

other words, the prominence is given to the human aspects than to
the mechanistic approach of the early 18th century. It also

recognises the potential for internal conflict and suggests that

m

the confliet is never resoclved. The conflict is inﬁere%t in th
nature uof organisation form itself and members can only attempt
to keep it within acceptable limits seo that 1t does not become
dysfunctional. The important survival strategy, fraom this
viewpoint, 1s accumulation of ‘organisation slack’, t.e.,

bullding up reserves.

The conflict-of-interest-hypothesis was first discussed by
Berle and Means [4] by recognising the separation of ownership
and control. The control, according to them, had tended to
concentrate in the hands of managers who had little or no =take
in the ownership of the firm. This hypothesis has beeq the Tasls

of a considerahbhle amount of research. In fact, a number of



theories have been suggested under the broad category of
managerial theories of the firm’. These theorles outline the
objectiveg that the managers are l{kely to purgue In the wake of

-

lack of control on their actions.” The reason being a pursult of
self-interest by mansgers. Yet another‘view. which Berle and
Means outlined 1in their conclusions, is that the firms pursue
much broader objectives, i.e., the obijectives of variocus
stakeholders 1in the organisations. The titerature In =strategic
management fleld also emphasises the need for considering the
requirements arising out of the needs of the external
environmenta. The summary. by Lawrisky (251, of research on this

issue of conflict-of-interest, however, provides no clear

evidence of zuch a conflict.

The organisations, Iin real life seem to be able to balance

all these diverse reguirements and. consequentiy. woontinue to
survive and grow. As for the pursuit of the intereste cf cwners,

it could be argued that pursuit of ownership objectives also
invelves a conflict between the interests of the old and the new
owners, for the ownership structure in large publicly owned firms
is subiect to continuous change due to transactions among
investors In the capital markets. In addition. there 1is a
genaral reluctance obon the part of small! shareholders to take an
active part in managing the firm. They are quite happy, 1if the

czpital mzrket 1= able to provide them the required return, The

I

average investor can. therefore, be assumed to be primartly
concerned with the survival of the firm., and thereafter growth

which is escential for survival in a competitive eviironment.



The research 1In industrial economics 1indicates that the
growth 12 achieved by bullding ‘market power®' that enables the
investments of one firm to be more efficient than that of the
other. By Investments, we mean-the expenditure on reéearch and
development, market development, plant and machinery and “human
resources, The findings 1indicate a detinite relationship
between profitabiiity and size, between profitahllity and
Intensity of research and development and market expenditure, and
profitability and product differentiation. The size 1is also
found to he inversely related to the variabllity of a firﬁ's
profits. Hay and Morris [17] provide an excellent gummary of the

findings.

Large 1imbalanced investments in these assets (tangible as

well as intangible), however, constrain the ffrm's abllity to
respond  to the fazst chancing envircvrmant, 1+ {e dnm ~this tight

that we refer to return on investment asg 8 possible

organisational! objective.

In effect, what we expect 1s that the firms with consensus
regarding their objectives (i.e.. which constituent's ocblectlives
will be followed and to what extent) would ¢ind it easy to
‘survive and grow’. The internal! conflicts as to whose and what
objectives are to be pursued may make a bad beginning even

under the monopoly conditions®.



tv. NATURE OF THE PROCESS UNDERLYING ORGANISATION EFFORT
The policy formulation process in a firm can be said to
invalve an ldenéification of the enéironmental conditions that
are likely to obtain in an unknown (in fact, unknowable) future
)
s0 as to declde the nature and the amount of rescurces that the

firm needs to commit for ensuring the achievement of ite

objective of survival and growth,
GUIDING FORCE BEHIND CONTROL STRUCTURE

Az mentioned earller, the firm is just an fnstrument for
minimising the impact of uncertainty through risk-sharing and
results into high degree of specialisation among membere of an
organigation. The degree of speclallzation increases further
with the size and the complexity of operations. The result is the
increased interdependence among variocus Individuals and busineas
units within the eorganisstion., This necessitates” effective
participation 1in the business activities by all the levels, and
the 1internal structure of the organisation 13 expected to
tacilitate such participation. This 18 why, probably, the
gtructure has been found to be a function of the firm size,
degree of complexity of 1ts operations and the degree of
gpeclalisation. Joan Woodward [{40) suggested that the technology
is an important variable In determining the form of organization.
The bureaucracy appeared to work best for routine activities,
whereas, temporary work groups and decentrallgation with emphasics
on interper=onnel interacticn where decisions of certain kind are
left to the group, appeared to work best for non-routine

operations.



The realisation that technology is one of the determinants
of iInternal structure ralsed a question: How should a firm be
organised {f 1t has both routine and non-routine units within
eacﬁ of 1ts divisions? Jameg Thompson [35] proposed a design
incorporating different degpees of 1nter:dependence among units
and {dentiflied two types of rationalities in the organisations -~--
technological and. managerial. He =argued that technical
rationality, though, an essential component, {3 not sufficlent in
itself to .provide organisation rationality which involves
acquiring Inpute and dispensing the outputs. Organisational
rationality requires that input, technological(processing)., and
output activities are geared to each other. Organisations are
found to wuse a wide varlety of devices for converting the
fluctuating input and cutput conditions inte steady
conditions, for example, maintenance of inventories, off-seson'

=g v
T L

gi

1
e

«  sub-contracting,etc, The choices from.a‘l;rge gst of
optlions that get implemented would be one of the factors that

could détermine the organisationai performance.
GUIDING FORCE BEHIND MEMBER BEHAVIOQUR

The critlical success factor in any design exercise 1is the

understanding of behaviour that underlies the organisational

effort, 1i.e., we need to understand the impact of these inter-
dependencies on the member-behaviour. The behavioﬁr iIn
organizations {is only partiy structurally determined. It is +he
individual motivations that determine both the . elements of

structure and the behaviour. Ignoring the behavioural aspects



hag been found to result in emergence of Informal sastructures

that run contrary to the desired desigh.

One of the most critical Inputs that 1is required for
organisation survival and growth 1Is the commitment10 of
specialised skills by each of the members to the achlevement of a

common goal (survival and growth of the organisation).

The organization effort will, the?efore. have to be directed
at preparation of a statement of Iimplementable plans and
developing an understanding of each member’s motivations and
preference, for it is these preferences and motivations that
determine the nature (amount and time) of commitment of personal
resources to the organleatlion. The 1increased jevel ot
gspeclallsation works as a double-edged sword for the employees as
well as the firm. That is, 1if the services of each individus!
are viewed as a specialised product. the individual can. on one
hand, reap the benefits arising out of product differentiation
{(implying that he can command a premium for being one of few
speclalists), and, on the other hand, he subjects himzelf to
potential manipulation (since specialisation requires building up
a firm specific skill), The degree of manlpulation and the
resulting benefitae, of course, depend on the degree of
specificity of skill and the labour market condlitlions. Such a
gituation s characterised as a struggle for appropriating the
‘quasi-rents’ arising due to asset specific 1nvestment11.

Investment In human skllls can be expected to provide larger



"opportunlties for expropriation because learning and relearning
gpecial skills {s a time consum!ng-process.

The ‘opportunistic behaviour* could either be attributed to
a tendency to deceive others (whenever possible), a mechanism for
getting ahead Iin life (at cost of others), or simply an effort to

minimige one's risk, srising out of the asset specificlity caused

by Increased specialisation.

Another pecuilarity of any collective effort is its ‘public
good’ nature. That is, it has the same characteristics as the
production of a public good. The problem of ‘free-riding’
results from- the 1inability to exclude the non-contributors,
eapecially at the managerial levels. The source of this
inabitity lies in nature of contracting (fixed remuneration
contracts) and the cost of observing {individual effort. The
individual éffort would be subiect to sharpily decreasiﬁgl returns
unless_.each of the group members algo contributes the required
amount. In addition., the individual effort does not entitle him

for an exclusive compensation. since he also enjoys the benefits

of *positive externalities’ generated by other members?
efforts. The existence of ‘negative externalities® (negative
impact of others®' actions) 1a alsso not ruled out. Consequently,

there iz a passibillty of a tendency to underproduce the serviceé
(decisians or efforts) that entail positive externalities and
over-produce the ones that entail negative externalities. The
*shirking’ may., therefore, not be due to the bastc laziness or
tendency to deceive but due to existence of externalities - =a

view that why let others gain from my efforts, a non-altruilstic



"attitude, Over~-producing the decisions entailing ‘negative
externalitieg’ iz, haowever, also attfibutable to the tendency of
getting ahead at the cost of others, The low or no—effort on the
part of certaln groups can threaten the.very existence of the
firm, for the resources of the firm are exhaustible In the szhort
run itself. Experiments Iin social-psychology, however. show that
there 1is a definite tendency, on part of human belngs, to
contribute to a jJoint effort, irrespective of the level of

12

immediate gains. The functional relationship between the

individual effort and motivational states is found to be,

Commitment = F [Rational Calculation (Compensation packsage);
Normative values (Self-motivation): Affective Bonds

(Emotional attachment to the people around)]

That is=, the individual’'s decisian to contriﬁhtek te an
organisation is a function of rational cholce, normative
conformity. and an affective bonding. Therefore, any
organisational arrangement that purposes toc bring out the

individual’s best effort for the organisation perhaps has to
cater to the demands from all the three states. The members may,
otherwise channelise their efforts towards the achievement of

personal objectives.

The . failure to consider the Individual motivations and the
inability to account for externalities arising out of individual
decisions may, therefore, be one of the factor responsible for

crogs sectional differences in organicational performance.



The next logical step in thig process fa to specify the
entitlements (compensation) of 1nd1vidua! members, which are a
function of the members' past performance (within or outside the
prezent crganisation), and the potential the member has
demonstrated. A substantial part of entitlements for a majority
of members 1s in a8 ftixed form, 1.e., 1s payable irrecpective of
his actual current performance and that too before the firm’s
oblectives are realised. The design of compensation packages 1s
made more ‘complicated by our inabliiity to ¥now the past
performance (in earller organisations) of a member. resulting
into possiblility of adverse selection (a misrepresentation by the
prospective employee) 1f the individual seeking entry Iinto the
firm does not reveal his actual performance but projlects himself
azs a potentially resourceful member. Az ftor the current
performance. the problem 1is of identifving the neQLf cause of
performance or non-performance. The fallure arises duex-to the
non-controllabilltf of the environment by the manager concerned,
the non-observablliity of the effort that has been expended by
him, and in some cases the non-observability of the ocutcome
itself., This and the similar situations are said to arise due to
asymmetry of information between the acting manager and the
reviewing manager. Pertormance evaluation and monitoring 1is
turther complicated by the differential ability to bear the risk,
e.g.. & more risk-averse manager would prefer fixed cocmpensation

whereas a less risk-averse one wiil be willing to accept

performance related bonuses.



In short, differentlal motivations, self-interest, asset
specificity, nature of exchange contracts among members, and lack
of information and 1its asymmetric distribution, make the
organlsatlion process a complex phenomenon, and thereby, being a

source of differential performance across organisations.

To summarise our discussion so far, it has been argued that
the modern organisations operate in a wlidely dlverse and complex
environment where it becomes essential to have a very high degree
of specialisation and interdependence among the constltuents of
the organisation (internal as well as external)., Therefore. it
is the intended as well as unintended consequences of this
apeclalisation and the uncertainty of environment that are
expected to influence the firm performance. In the following
sectlion the issues relating to the organisational performance are

discug=zed,.

V. ORGANISATIONAL PERFORMANCE

Performance has long been recognised as a multi-dimensional
attribute. Economists have studied industrial performance, both
at the macro and micro levels. At the macro level the cnncefn has
been with technical efficlency and technical progressiveness or
innovative abiiity. Technological advance, changing composition
of the work force, investment in human capital. re-allocation of
resources from lower to higher productivity activitlies, economlies
of scale etc., have been recognised as part of the explanation.
The research at micrec-level has been gulded by the structure =~

conduct-performance paradigm (i.e., the industry structure in

15



terms of level of concentratlon, economies of scale and barriers
to entry det:rmines the firm policlies - behaviour - and {ts
performance), and intends to suggest an explanation far

profitablility differences across industries.

The organisation theorists, on the other hand, suggeat the
internat organigation to be an important determinant of
performance. The factors that have been identified as cr;ticai
inelude; decision making atylez, workers' morale, loyalty to
organisation, soclal organisation of the firm, organisatian
structure, degree of delegation of authority, optimal balance of

fntegration and differentiation, employee turnover, eto.

iz such wide ranging studi=s., the results regarding

-
(=R

taeg

=i

identification of determinants of performance have not been

canclusive. The existing performance | criteria  such as
profitabiiity, productivity, maorale, etc. are found to be wanting
on many accounts, e.g., lack of construct wvalidity (whether
variables constitute true measures of changing economic
conditions): problem of time horizon (inability to balance short
and long run concerns): multiplicity ot criteria, eapecially when
they are 1In conflict with each other; problem relating to
precision 1in measurement lack of generalizability; lack of
theoretical foundation: and finally the tnability to link micro-

level performance to macro—levells.

»

Gilven the varfations in the environmental conditions and
multipliicity of sets of plternativeé to choose frem (in achleving

the aorganisational objectives, it is probably di{fficult to agree

16



on a single set of eriteria for evaluating the organisation
perfarmance. The differences would exist as to the emphasisz on
specific dimensions of performance within an organisation and at
varlous levels of aggregation across organisations. For
Instance, the emphasis can be expected to depend on awnershlp or
control atructure, size; 1naustry. culture of the nation and so
oh. Since the objiective of a theory 1s to achlieve an acceptable
level of generalisablility across time and space. any model will
involve an abstraction from reallity. The attempt in this section
to draw upon the discussieon In the previbus gections and propose

a model of organisational performance.

17
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The above model describes the events or processes that
result in the final desired outcome of growth and surviwval. The
efficiency of the {Investment pollcies is intended to mean
relative eftflclency. Since the organisation needs to survive 1in
a competitive environment it is the performance In relation to
other organisations in 1{ts immediate as well as distant
environment that Qould determine the length of its life. The

proposed model suggests the following propositions:

Proposition 1

The proceccEes of specialisation, consolidation and
structuring of otherwise autonomous relationcships leads to larger
risk bearing capability =and a higher ability to provide net
additional utility to the economic system as &a whole. Thisz
proposition follows from the arguments that specialisation
implies bhetter informed decisions: consclidation {mfilies risk-
sharing: and Internaliszstion of market transactions imp]iés lower

costs of undertaking an activity.

Empirical Evidence

It {is hard to provide direct ewvldence to support this
proposition. For the concepts like capability are not
susceptibie to measurement and we observe only the realised
capabilities of the processes of speclalisatlon, conzolidation
end internalisation of transactions, i.e.. the capability of an
organisation 1is not observed in isolation from the Iinteractions
of {ts members, it 1s, however, argued that {f these processes

were not paying in form of building these capabllities, we would

.M
Y



not observe ever increasing gspeclalisation across peaple and
acroas organisations, and also we would have observed only small
s{ized organisations. In the limit, organisations may nat have

exlated at =2ll.

The advantages of apeclalisation, consolidation and
internalisation are to an extent measurable in terms of economies
of gcale and we havae enough evidence to support this

suggestionia.

Proposttion 2

The lavel of ablliity, motivaticn and the level of
commltment of efforts by organigational membsrs determines " the
degree to which the capabitities under P.1 above materialise In
reality. The capabilities are to be seen as the ‘ogﬁnrggnities
that are available due to the above three pracesses but the
actual achievement 'is a function of organisation effort. The
reference here igs to the guality of the training and skit! of
members. level of commitment to the organisation ablectives, and
the compatibiltity of the strategy and structure with the ability

and motivation of members and the agreed organlsation objlectives,

Empiricatl Evidence

A large number of studles in the areas of strateglc
management, organlsation theaory. organisation behaviour and
management cantral ;ystems provide an evidence in suppart of this
hypothesls. The ability of people, thelr morale, division of

reéponsibitities. degreé of formallsation of varlous processes to

20



match the organisational needs, mahagerial stylesg,  soctal
organigation of firm, etc. have all been found to be related to
the performancels. The task here is to measure the contribution
that these aspects of organisation make to the capablilities of

b

the organisation as a whole.

Proposltion 3

Capabiliitias that materialize in reality translate
themselves Into relatively efficient investment policles that
the organisation chooses to pursue. The zet of policlies includes
the policies relating to market development, proaduct or process
development, human resources and pricing of products. The
efficiency could possibly be measured In terms af =sales or
profits or wvalue addition generated per rupee of expenditure

under each of the policies. .

Empirical Evidence

It 1z the proposition 3 that needs to be validated before
the proposed performance model is accepted as valld. The task
here 1a to link-up the realized capabiliities to the realized
effileiencles. This requires much more thought than what we have
been able to provide. The most critical aspect of the
invesﬁigation at this stage is the measurement of capahilities.
One possible way out {3 the event-studies that could help
determine the responsivaness of an organisation to certaln
external or 1ntefna1 shocks, e.g.. changes in government
policles, sudden exodus ot certain important membera,

unanticipated competition., and so on. Thiz would alzso enable the



‘researchera to establish the organisation's abillity to innovate
in a erigsiag situation. The ability to innovate in normal course
can be measured in terms of the outputs of product development,

market development and human rescources development activitiesi®,

Propogition 4

Growth of an organisation lg a function of the relative
effic}ency of orgnaisation's investment policies. The graowth |(In
gize and/or profits results In lowering uncertalinty and thus
leading to lower varliability or vulnerahiilty ot thea

arganization’s operations.

In fact., the performance can be viewed on a single dimension
of market power, i.e.. the ability of a filrm to iInfiluence {ts
environment to ensure favourable external conditions, e.g..,
ability to acquire the desired quality resources - maﬁpower,
material - In time and at lowest possible costs. Since these
concepts are difficult to operationalise, the cholce hasz beén
restricted to the dimensions that have larger operational
content, i.e.., growth and varilabillty which can safely be assumed

to result in Iincreased market power over a period of time,

Emplirical Evidence

This posaibly 13 the sgafest link (in terms of its
susceptibility to measurement) of the proposed model, for a large
amount of information is available In guantitative form, both

within as well as out side the organisation.

e
e



The emplirical evidence does indicate a positive relation=zhip
between the iIntensity of advertising and sales promotion and

profitabiittyl?

There are, of course, many measurement issues that need to
be sorted out before a study can be undertaken, e.g., one needs
to agree on whether the advertising has a cumulative effect on
sales or 1t has only a one time effect; and i{f it does have a
cumulative effect, what is the rate at which the expenses are- to
be amortised or capitalised. The same 13 true of expendliture
under all other policies. The discussion so far suggests that it

would not be possible to develop complete measzures of all these

congtructs, but that is the case with most theoretical concepts.
The oblective for empirical research iz to minimise the
gpeclfication ag well as the measurement arrors and. be 1In a

position to predict at least the direction of the impact of these
errors on the proposed relatlonship. Also, the starting evidence
supporting or retfecting these propositions may also be only

directional In nature.

VI. CONCLUDING REMARKS

The attempt in this paper has been to develop an integrated
perfo:mance model that is based in the theorles of existence of
firm. While {t abstracts from the differences Iin abilities and
motivations of pecple or the pollcy responses of the
crganisations, 1t doés recognise the impact of these differences

on the capablilities of the organisation as a whole. It 1is,

however, meant to be only a starting point for a proposal for a



research programme and there would be a need for gpeclalisation

and consolidation, among researchers, at various stages of the

programme.

In addition to being a model of overall performance, the

analysls provides some useful leads to internal structure of

organisation, egpecialiy the design of an {Incentive structure
that woauld help ensure the desired level of commitment of
personal reaocurces by the members. We have emphasised the need

for an Integration of the structural and behavioural aapectzs of
palicy formulation and also the need for creating an internal

environment that caters to the three motivaticnal =statag.

The research effort, to our mind, needs to ba directed at
integration of the concepts and methodological tools that exists

across varlous disciplines so that organisation performance

analysis can be made to move in the direction of theory bullding.
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The paper dgeg not intend to be =& review pf existing
literature. for far too many camprehensive articles and
books already avaliable, Please gee Ghorpade {151, Price
(311, Zammutgo [a421, Khandwallg {201, Scott {321, Seashore
and Yuchtman (331, and Yuchtman and Seashore [41]

The term net utiltty implies the Surplus over the cost,
PSychologicai as well ag Physical, incurred in the process
of creation, The Psychologica] cost {s the losg qf utility
caused by Postponing consumption fram the present to the
future, far c¢reation iz not instantaneous.

Bounded rationaltty Implies g Himit to the ability g
Processg Information which resultsg |{n Iimited!y cptimal
decisiong,

at the cost gof Someone else and is defined to incliude the
problems arising out o adverse 2election and moral hazard,

Information - Impactednesg iz said tq obtain when the
Praospective Suppliler jig unabie to convince g Prospective
buver of hig (supplier’s) Capability ¢4 perform his part onf
the contract,

The main contribution has conme from Herbert Simon (341,

Sales maximization hypothesig ag per Baumo] i51;
discretionary Spending by Managers hypothesis as per
Willlamson {371; and Erowth maxmization hypothesis asg
Per Marrisg [267.

Andrews {113, and Lawrence and Lorach (2471,

and Whetten {36! wha demonstrate that the leve] of
organisationaj Performance ig lower when the Preferences ¢
CDnstituencies Are unrelated, in comparison tg a siutation
when they are compatible,.

The term "commitment" is used tg Mean a promise to do
Something and,. therefore, s to be conzlideread without
attaching any valuesg tg it.

Klein, Crawford and Alchian [211,

Knoke andg Wright-lsak £231.

t
Lh .
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Mohan Kumar (271 has discussed these problems in detalls.

Haldl and Whitcomb [18]. Bain (2]}, Bain and Whitcomb {313,
Florence 121, Wittington (391,

Nelszson, R.R. (291 is a very comprehensive review paper
covering a wide range of research studies ragarding
productivity.

Freeman [131, Kamien and Schwartz (1313,

Comanor and Wilzson {101, Imel and Helmberger {181.
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