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THE AVOIDANCE OF X-INEFFICIENCY
IN THE AGENCY RELATIONSHIPS

< Summary >
Hisao Shibahara

A modern firm is a human organization composed of stockholders
(principals), managers (highest agents), administrators (higher agents) and
workers (agents). In an organization we can see agency relationships be-
ing formed. In the present paper, I have made it clear that X-inefficiency
occurs in agency relationships between highest agents and agents, and I
have found that production function may be flexible.

Furthermore, I have approached the aversion problem in X-ineffi-
ciency, which was not dealt with by Leibenstein, from the standpoint of
monitoring. I we bear in mind that the highest agent strengthens the
degree of monitoring of the agent or adjusts the agent’s salary in order to
avoid X-inefficiency, it becames clear that if the economic environment
turns for the better, the highest agent will adjust the agent’s salary for
X-inefficiency keeping the degree of monitoring constant. That is to say,
if the economic environment improves and X-inefficiency occurs with
the result that the agent’s activity in the organization becomes directed
at satisfying his personal aims, the highest agent will not severely monitor
but instead raise the agent’s salary. Also if the economic environment
becomes less healthy, the agent will not be able to satisfy his personal
aims; and as X-inefficiency decreases, there will be no resistance to the
agent’s salary being lowered. '

It was shown that if the agent’s money value of cheating rises, the
degree of monitoring becomes strong and that, conversely, if the agent’s
money value of cheating falls, the degree of monitoring becomes weak.



