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MANAGER’S DISCRETIONARY BEHAVIOR
IN THE PROCESS OF ACTING
ON BEHALF OF THE STOCKHOLDERS

< Summary >

Hisao Shibahara

A firm, in a strict sense of the word, is not a mere technical unit
which only produces goods as is assumed by the neo-classical theory but
an organization which means a gathering of a large number of human
beings who have various sense of values. In an organization, there is an
égency relationship between stockholders, managers and workers, and
there is observed a delegation of authority. This means that there exists
the fear in an organization that manager’s discretionary behavior causes
opportunism and leads to X-inefficiency. Therefore a monitoring by the
stockholders becomes necessary in order to avoid X-inefficiency.

Considering the points stated above, we quit the conventional
hypothesis of exclusive profit maximization and adopt instead the O.E,
Williamson’s hypothesis of utility maximization. In section II we discuss
the salient feature of the models of Williamson and Crew, and in section
II we have developed our own concepts and have modified Williamson’s
SE model. The model which we have developed has the assumption of
~ manager’s expected utility maximization and successfully incorporated
X-inefficiency and the monitoring by the stockholders.

Developing the discussion, we found that managers equate marginal
utility of their own emoluments to that of expenditures on staffs and
determine output at the point where marginal cost is larger than marginal
revenue. This is different from that which is derived from profit maximi-
zation hypothesis but similar to that which is formed in Baumol’s sales
maximization hypothesis.
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Finally, in terms of comparative statics, we have found two results:
1) The rise in the required minimum profit guaranteed for stockholders,
ceteris paribus, will cause the fall of discretionary profit, which will
inevitably force managers to decrease the ouput down to the point where
marginal revenue is less than marginal cost. 2) As the monitoring by the
stockholders becomes increasingly severe, managers tend to increase the
output even at the sacrifice of the expenditures on staffs and their own
emoluments for fear of being discharged by the stockholders. The reason
why managers will not dare to decrease the output is the possible loss
of the stockholders’ favor and the confidence of the retail sellers which
might lead to a decrease in the market share and an eventual loss in the
long run.



