- 436 -
LITERATURE

AZARIADIS, C. (1981): Implicit Contracts and Related Topics: A Survey, in;
Hornstein Z. et al, (eds.), The Econcmics of the Labour Market, London,
pp. 219-257.

ETTER, Ch. (1985): Lohne und Beschiftigung im Konjunkturverlauf, Der Ein-
fluss impliziter Arbeitsvertrige in fiinfzehn schweizerischen Wirt-
schaftszweigen 1950-1982, Bern/Stuttgart.

FAHRMEIR, L., HAMERLE, A. (Hrsg.) (1984): Multivariate statistische Ver-
fahren, Baerlin/New York.

FAY, J.A., MEDOFF, 4.L. (1985): Labor and Output Over the Business Cycle:
Some Direct Evidence, in: American Economic Review, Vol. 75, pp. 638~
655, ‘

LAMMI, P. (1985): The Behaviour of the Firms Regarding the Number of
Labour, Paper presented to the 17th CIRET-Conference, Vienna. .

01, W.Y. (1962): Labour as a Quasi-Fixed Factor, Journal of Political
Economy, Vol. 70, pp. 538-554.

RIESER, I. (1980): Determinanten der betrieblichen Arbeitskrdftenachfrage,
Die Unternehmung, 34. dg., No. 2 {Jduni), pp. 133-158.

ROST, 3., SOENNICHSEN, H. (1982): Bie Analyse latenter Klassen -~ Eine
Programmbeschreibung, Institut fir Pidagogik der Naturwissenschaften an
der Universitit Kiel, IPN-Kurzberichte 25, Kiel.

SCHEPERS, W. (1985): Zum kurzfristigen Zusammenhang zwischen Nachfrage und
Beschéftigung. Ein Beitrag zur Theorie der kurzfristigen Beschaftigungs-
entscheidung, .Berlin.

SHELOON, 6. (1986): Beschaftigungswirkung der Regelung der Kurzarbeitsent-
schddigung, in: Schelbert H. et al. (Hrsg.): Mikraskonomik des Arbeits-
marktes. Theorien, Methoden und empirische Ergebnisse fiir die Schweiz,
8ern/Stuttgart, S. 99-154. .

SPOERNDLI, E. (7985): Construction of Business Cycle Indicators from
Qualitative Survey Data by Means of Multivariate Methods, Paper
presented to the 17th CIRET-Conference, Vienna.

Business Responses to increasing
Uncertainty: Survey Results Confronted
with Theoretical Models

K. Aiginger .
Osterreichisches Institut fiir Wirtschaftsforschung
Vienna




1. Introduction and overview

The present paper contimues a research program on the effect of uncer-
tainty on ecancmic behavior, The implications of theoretical models about
the questions how decisions of firms are different in the world of cer-
tainty and uncertainty respectively have been reported in past CIRET con-~
ferences and were recently been summarized in a book (Aiginger 1987).

A very brief overview on scme results are given in chapter 2, but in
general we have o refer the interested reader to the bock or to previeus
CIRET papers.

The main problem with the work presented so far is that in general they
assume the same model in the cases of certainty and wncertainty, mainly
to allow the exact compariscn of the results. But often fimmg feel ~ and
econamists labelled as Keynesians did never fall to maintain this point
- that wncertainty cannot adequately decribed by just substituting one

certain parameter by a distribution function - since "true uncertainty”
is effectively "changing the rules", ,

T# however cost curves and market power and products change, extra

cost campenents like information costs ocour, if demand is differentiated
and production globalized, then it becomes difficult to describe these
changes in simple models, We present in chapter 3 a new dichotomization of
uncertainty into "petty® versus "severe" uncertainty. Under severe uncertainty

there are no stxategies by which Firms can react after the vell of imcertainty !

has lifted, disequilibria will result, uncertainty has large consequences on
production and usually reduces profits, Under petty uncertainty fims can
apply ex post styategies, they are flexible to correct preliminaxy decisions
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gogaaﬁammomamﬂmno&&wﬁgﬂoag. prices adjust to
close disequilibria information can be gathered, insurances are feasible
mg.ﬁﬁggomsaﬂnﬁggmﬂ%ﬁgﬁ&mnaﬁdmﬁg@
mﬁpﬁﬁmﬂmmwﬁwg&ﬁmggmnﬁmgggmgﬁog
seond warld, ’

Hbmmﬁ»ﬁwnmmmﬁmm.ggﬁmﬁﬁmmggﬁmﬁmﬁuﬂ&ﬁﬂ
factars in the business conditions really did change, vhether the present
m»ﬁmﬁgﬂuwmgﬁm&mmgmowgﬁm&gﬂwﬁm {and if, then
gﬁbﬁ%ﬂ&&ﬁﬂ.@p&. F%mﬁgﬁnﬁﬁﬁmgﬁﬁ

m mﬁmwmmnoummngomgmmuﬂﬁﬁo%s@%ﬂamﬂmsmﬂmmgmﬂo

s&ﬁmﬁﬁ%ﬁﬂm.ﬁgwmﬁqﬁgﬁ§~ Japanese and US-managers

: oe.n.snnmm_u&mooygpgg.

wwﬂ&pg&ﬁ%aﬁggm%g%gmﬂg

' gﬁﬂ%ﬁﬁhﬁbﬁmﬁggmﬂoﬁﬁ.%m,gg
£ind out whether really smaller wnits are more profitable today and what

n%ﬁ%uﬁmﬁ%uﬁmﬁmﬂmgm.gaﬁunmﬂqmgmnﬁbﬁm%&mcﬁw
mﬂmwbﬂsmuwn@mmmu&wnmvnmmmunmme -
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investment and inventory

Microeconamic theory on the optimal behavicr of fimms wnder uncertainty
offers a' large variety of models, accovding to the variables about which
uncertainty exists, to the decisicn variables, etc. Models usually apply
Vo Newnann-Morgenstern Ukdlity-Mastimdzation and uncertainty is intro-
m:&ggguggﬁxogmgﬁﬂgwww.g
which a probability distribution, £(X) is (assumed to be) known,

Alginger {1987) bas smummarized the models and developed four propositicns
under which wmanmbigous results are avallable as to the influence of un-
certainty oo production. The utility U depends on the varisble 2 (which
cculd be understood as profits). Z itself depends on two varizbles X and ¥
(which usually are price and output). X is known under uncertainty (as X ),
in case of uncertainty a probebility function about this varisble ~ £(X) - is
known: ¥' is the optimal value of the decision varisble regulting fram the
mescimization in equation (1), ¥ is the cptimal value of the decision varizble
in the corresponding uncertainty model (2)

(1) MaxU _“N %, 5\._ - ¥t (certainty maximm)

@ wxe Uz W] 5 ¢ (uncertainty maximm)

Proposition 1: Linear technology (Zy, = O plus &¥'/éx.> 0
yields the following sufficient condition

A
EQNNWA o 2 ¥S§ ¥

Proposition 1 tells us that risk aversion may be-a sufficient reascn far a

negative influence of uncertainty on the decision varisble, however the simple
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relation “risk aversion/neutrality/loving implies lower/equal/higher
output" is correct only under two very restrictive assumpticns. The first
is, that under certainty the optimm value of tha dejcsion

variable, ¥, depends positively on the value of X. The second assumption
is, that profits arve linsar in the decision variable.

Propos ition 2: A linear utility functicm AGNN = 0) amd technological
concavity, neutvality, convestity EERA 0y Zyyy = Or
Zox 7 0} yield the following sufficient condition

A
(@) Bpy § 02 Y § Y

: This proposition leaves aside risk aversicn or loving, the effect of wn-
i certainty now depends on technological conditions, like the cost and

demard curve, Up to now the models have assumed market clearing., Same
variable adjusted ex post in a way to equal supply and demand,

| Eﬁgunﬂéwguﬁwfﬂﬁggggpg.

medel in which potential unsatisfied demand as well as w~
sold produckicn occurs, then uncertainty adds an additicnal

merginal cost camponent. This yields for this type of model |

the unambiguous result that production is smaller under un-
certainty (for a price equal in both situaticns)

®» e ¢

This proposition ylelds support far the above mentioned presumpticn of

m macroeconcmists, that uncertainty will reduce output.




i A fourth channel for changing optimal production is given if it is -

ﬁw»ﬁ@guﬂﬁm%mﬁmggﬁﬁggéﬁvﬁ

and then, after the vell of wcertainty is lifted, to revise this de~
cisicn at some cost. Tt is easy to show that if the cost of revising the
g§.§$§@§5n0m§353~%§
preliminary production will rise, in the other case it will fall. Domm-
ward ixreversibility of gross investment is one related fomm of

asymmetry.

Proposition 4z Supgose it is possible to meke a preliminary decision ¥ amd
revise this vpwerd (doweward) at cost o ﬂnnu then

(6) o;%c, tendsto imply ¢2 v

3, A dichotemization into “petty” versus “severe uncertainty”

Qmﬂﬁuﬁmﬁ%nﬁg&gnﬁw&mﬁngﬁoagwm
through which uncertainty can influence optimal decisions, and it can
be shown empirically (Aiginger 1987) that conditions in xeal industrial
world seem to favour models in which uncertainty decreases industrial

productien.

what remains unsatisfactory about the models presented in chapter 2 is
that, fimms under uncertainty works under exactly the same expecternmal
conditions as under certainty (which tbe sole exeption that cne variable
now is uncertain). Keynes, Keynesian econamists and especially Post
Keynesians, however never failed to stress that _Bomﬂnﬁbwwﬁwummmﬁwm
rules, especially that

- economic uncertainty has to be characterized as singular or at least
unrepetitive constellation
- mmeertainty 1s a ﬂ%ggﬁgnmgmmmmmmmﬁovmﬁﬁﬁhm
to the gutcomes

-~ sapetimes economic agents do not even know all relevant alternatives.

Instead of dismissing the feasibility of modelling "true uncertainty® by
mathematical models we think it is possible to incorporate the very importance
Omggﬁggwg%%ﬁé We propose a new

mﬁwgwpmm%omﬁﬁmﬂgunwsgﬂmﬁﬁmﬂg&wwmmnﬁmoﬂnomg
*intermediate” problem. That means a decision about cne part of the variables
has to be made befare the vell of wncertainty is lifted, scme other veriable(s)
adjust thereafter. This type include models

- where there is an ex post control, which adjust autcmatically (market price,
output given by the demand curve)




- whers there is an optimization process feasible for some varizble - many chances to react to the realization of the randam varisble. We will
after the realization of the random variable is known (shoxt xun thevefore label it as "severe® uncertainty. The cptimal decision will :
wﬂomwﬁamuﬁahgmod%ﬁuhm_&mmgv. differ from certainty much more than far petty uncertainty, s gince a cost
%mﬁnﬁm&mmws%ﬁgg (marginal cost of wncertainty,
Related econamic consequences (to that of ex post contxol) are given e. prebability of excess demand or supply, inforwation costs, bankrupoy -
. if a decision does not have an ane shot character but is of a repeated m&gﬁvgggééggﬁ Undet "severe un-
nature, especially if the realizations of the randem variable are not certainty® i t seems very probable that optimal production is less than .
correlated over time or i mmmhmﬂﬁmnusmcﬂgommgm\oﬂgmsﬂuﬁwm under certainty, according to arguments following proposition 2 (marginal
-and theve are no irveversibilities. If same ar all of these ex post costs of uncertainty) and 4 (less downward than upward flexibility). In
strategies are £ feasible there will be no disequilitria between supply %mégggmgﬁmmﬂmmmﬁmggm%%ﬂom
and demand at least not for some meaningful period. Since this type of larger extent then just to substitute a known value by a probability
.snﬂ.«&u&»m relatively easy to cops with we will label it "petty wm- fonction, We would like o add information costs, goodwill and holding
certainty", The optimal decision parameters 5 are different nevertheless | costs, probability of bankrupcy, cost of changing the technology etc.
from those under certainty, however probably not *too far®, m.oﬂeﬂncpm
for models following the type of cperationalization 2, the third cross g@%ﬁ?éﬁﬁ?ﬁﬁﬁ%u&mﬂ&ﬁvﬁwgﬂoﬂg
derivative of the objective function decides. We can conjectire that for by rapid price changes on the one side and where it has it £ull lmpact are
fims with approximately Egﬁ%ﬂg%gﬁbﬂgg the following:
medels will be a mincr cpe.
- in the campetitive model with price uncertainty (where ex post prices
On the other hand there is a type of uncertainty where there is 2 lack of clear the market), decisions under uncertainty and certainty are identical
Qﬁﬁ&ugﬂggggmg.ggoﬁﬁgm&ﬁﬂn {for risk neutral firms). In the cempetitive model under Gemand wpcers
ment: starts with a lack of a formal ex post control in the model ax with tainty (vith disequilitiria) fims produce less under wncertainty.
price stickiness, thereby generating disequilibria. The possibility of a ‘
£inal negative event like bankrupcy or dimissal is another cme. Irreversi- -ggmgwwgpﬁguﬁuwmnogmﬁnmﬁﬂnﬁbgmﬁ&mmﬂmﬂ
bility of investment ar the fixedness of a production technology chosen behaviour under certainty and uncertainty. The outcome depends on the
are further constraints. Cne singls decision is crucially impoxtant, SO ntechnological concavity", where the third cross derivative of revenue
that later decisions in the next periocds cannct change the fortune, same= and cost functicns (about which we do not know much empirically) decides.
%mﬁﬁﬁgﬁmxo&ﬁﬁngg@m.ﬁmﬂmgggmﬁﬁ&mﬁnﬁw&hﬂ& g%%ﬁ%%ﬁnﬁ@mﬁ%ﬁﬂ@mﬁ%%
1old the ecanony will experience a lot of disequilibria between supply and decisions will be different between certainty and wwertainty (due to a

gggﬂﬁmﬁ%%m&m&mgﬂ.gég ﬁgﬁgﬁﬂgg%%g&gﬂ&&ﬁg%gﬁm%@?
E&h%%gﬁgﬁﬂmﬂo&mﬁ%&éﬁ.mgggggﬁ pected cost' of unsold production or wnsatisfied demand).
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~ In models in which disequilibwia (stocks aor backlogged demend) can be .
transferved into.the next period, decisions ave more similar to cer—
Eﬂ%ggﬁgmgﬁﬁwmﬂmsgfﬁﬁmgmﬁg%mﬁ
g.m&%ﬁmgﬁpoﬂﬁﬂgﬁ.ﬁgggﬁﬁ
dynamic context (goods can be sold, demand satigfied) .

~ Tn models.where one factor is to be choosen ex ante, the other ex post,
uncertainty tends to lower capital ipput (Nickell, 1978), in medels
vhere the ex post adjustment ig limited (Km, 1983) a tendency to pwo-
vide less capital is seen.

lenﬁmEEvﬂaﬁﬂg%ngumumﬂw@%g%gn
of new infarmation, if investment goods can be sold in a second hand
market, the outcames arve more similar than with inflexibility and
irreversibility of investment decisians.

Table 1

our Gistinction between "petty" and "severe uncerkainty" resembles that
umﬁggﬁgﬁwg%oﬁgﬁggaﬁtﬂzﬂﬁaﬁg%
Keynesian uncertainty,. However we think it is necessary and feasible to
ﬁﬁﬁmﬁﬁmﬁﬁgow<§z§§§m§8§<¢ﬁﬁﬁwﬂ
mwgﬂ,gmvbﬁuﬁaonmwuﬁmmﬁbﬁﬁmﬂgﬂwmﬂgﬁmmmmﬁmﬂmmmﬁeﬁl
maticn. If we have derived a preliminary qualitative result by this procedure
we can still argue, that the situation may be eorse® than-modelled insofar as
gsgﬁngmﬁgﬁﬁgﬁﬁgmﬁnﬁwﬁ#gngﬁg
great confidence (Falkinger, 19886) , that there are extra costs of wncertainty
gaﬁagﬁgﬂﬁ%ngg%%%gﬁ&mgumgﬁmm.
All these factors, gnﬁmmﬂggg.ﬁbm&bggg
if we have proved that under “severe uncertainty” behavior really changes
even within the procrustus bed of models inberited from the world of cer-
tainty and tyveated by expected utility maximization.

Table 1

Pe Versus savere un

Petty uncartainty

ersus
1n an intermediate problem,

be dacided

bafore realization of X is known
:same ‘thereafter in a short run

soma ‘variables have to

uncertainty

definitions

: a
optimisation or they adjust aubmatially
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1rreversibilities of investment and

m_ e

e ghot {large) decistong
X Berially correlated

‘repested {or smll) decisions
iack of serial correlation for
realizations of X

Ansurarices
ex post felxibility, continuous

future markets
adjustrents

charactexistics

down ‘the-optimal value of the decision

varigble)
pressure t0 change ‘the model to dnclude

:lnparbuntmeqlmm(umallymnhg
new coat camponents and strategies
© -,

minor ‘A £ferences 0 certainty depending

on facts difficult -to evaluate (zm‘)
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4. What really'did change

Changes in the rules are unattractive frem the thecretical point of
view due to at least two reasans. The first is, that they usually
thwart the comparision of certainty and wncertainty. Secondly the way
in which the changes are modelled is often rather arbitrary and terribly
ad hoc, For the first problem we want to refer the reader to literature
on the relaticn between flexibility and uncertainty (see Aiginger 1987,
pEaffermayr 1987, Tumoveky 1973, Ostroy & Jones 1984, Fuss & Mo Fadden
1978) which demcostrates that usually in models with more flexibility
and less disequilibria profits ave higher than in an world without ex post
adjustments. The second problem should be adressed in this paper by the
means of a survey conducted amcng Austrian f£ims in spring 1987, .

In a special survey on "innovations in firms' strategies” (500 fimms)

the Austrian Institute of Economic Research asked which changes in the
business conditions were assessed as the most important ones by industrial
firms, Fimms cosidered the most important change to be that in the techno-
logical development (33,3 & of the £ims), Weaker demand trends folloved
in second place, internaticnalization of production followed on the third

place.

Tt is also interesting which changes refered to in literature did get the
weakest approval by the firms, "Increasing service component”, "differen-
tation of demand” and *increasing interference of politics" were considexed
as less important than in verbal analyses. :

Asked whether the present situation could be characterized by the term
"increasing uncertainty® 17,9 § of the firms answered "no® and 82,1 % did
agres,
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Theoretic models offer a variety of vardables sbout which uncertainty
may exist. Asked just to mark the variable (s) about which uncertainty
existed, firms reported "quantity” and "price" approximately with the
same frequence, the uncertainty about the behavicr of competitors followed
on third place. Technology, wages, interest rates and input prices -
though they are usually assessed as important parvameters for fims - seem
to be known at the time of decision making.

In this question we had offered a list of ‘11 variables and allowed fivms
ggggg mare variables. Fram the theoretical point of view this is
not a satisfactory way, since in models we have exactly to choose which
variables have to be decided ex ante and which ex post. In another guestion
we asked dirvectly which variables had to be set ex ante and which ex post.
In this question fixms were forced to check just ane category.

Setting the price ex ante and the guantity to be produced ex post was
chosen by 28 ¢ as the relevant model. Setting the guantity ex snte and
then optimally adjusting the cwn (monopoly). price was chosen by 16 $.
These descriptions should assess the relevance of the two monopoly models
in which an ex post control exists (an invelintary inventories are absent).

The p~q model in which £ixms have to choose both guantity and prices ex
ante {and face disequilibwia ex post) was assessed as realistic by 22,5 %.
A model in which quantity had to be chosen ex ante, where prices were fixed
and sane ex post adjustment of guentity is feasible got the highest share
of the answers (31,1 %).

The cametitive model, where quantity bad to be chosen-and market price
adjusted got a minority vote of 7 %. This is surprising if we start from
thearetical considerations, but consistent with empirical price rigidity
as well as with the fimm's contention to be in a rather monopolistic or

. oligopelistic situation in a very narrow specialized market.




5. Strategic resctions of fixms

sl

what firms call their strategic reacticn to the new business conditions,
means "changing the rules® in theoretical models. We offered four main
lines of strategic response, which the firms had to rank with the mmbers
fron 1 (= most impoxtant) to 4 (least important). Awong each main strategic
Eﬁﬂhﬁs&guﬂaﬁ%wﬂg&mﬂmgﬂ@mﬁwﬁ.

To allew international camparisons we used a scheme similar to that used
by Booz-Allen & Bamilton (Nikked) survey, who had asked managers in the
United States, Burcpe and Japan to check their strategic responses, though
in soe times we adjusted the categories offered for reply to the dlscussion
in Austria (therby redncing the corparibility).

2s the most inpartant strategic response the fims lsbelled "adaptive
strategies”. Bmong the subcategories on this line, cost reduction finished
first, increasing marketing activities was second. These resulis were
similar to that of the RRH survey, in which this strategy was labelled as
"rencwal® strategy (with very similar subheadings as Bgmﬁcmﬁ...
Renewal strategies were considered as pricrity in the eighties by Eurcpean
and Japanese corpanles (in the United States they got the second rank).
Cost reductions was considered as the most important and increasing mar—
keting activities as second most important subcategory in the BAH survey
as in Austria,

"Inovation” was the second most important strategic reaction, among this
category the develogrent of new products was the single most important
reaction, Tmpwoving technology, marketing apd increasing the downstream
integration (quality, degree of sophistication) wexe -ranked with .
approximately even frequency in 2nd, 3rd and 4th place. Imnovation strategies
finished at the second place also in the BAH for Eurcpe and Japan, but at

s 4
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%mgmﬁﬁmcm.ggﬂwﬁuggmm%ﬁw .
gﬁgnggmgmmggonﬁnﬁgmﬁ%nomi%. .

changes in the organisation of firms wes zanked as the third strategic
response. Decreasing fixed costs got priority among this category for
Avstria, streamlining the organization finished as .secand subcategory.
The BAH survey labelled this strategic line as “implementation”, it got
the first rank in the US, the second in Burcpe (jointly with innovaticn),
tat only the fourth in Japan.

"piversification” finished in the fourth place in Austria, among the
categories offered within this line the internal strategies (products
developed in o fim, new markets) were named much move frequently than
external. strategies (joint ventures, licencing technologies, acquisitions).

gﬁmgw&ﬁﬁﬁwhmgmmmﬁﬁgﬁmgnﬁﬁﬁﬁgnggﬂmmﬂgmﬁ )

priority of acguisitions in the USA.
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and for those of operaticoalization 3 {disequilibria). The potential

- losses due to production (capacity) which is too large or too small,

§.1. Flexibility in thecvetical models - can be corrected at least to same part. In the case of large costs of
: coxrecting the decision, this will not be corrected (but then profits

Flexibility can be introduced into theoretical medels in various ways are at least not less than without £lexibility).

(for an overview see Pfaffermayr 1987). .

In medels without disequilibria the results depend on more cemplicated

Tt can be introduced into m«mﬂnsommwmwwmﬁmmngn assunptions as to derivatives, but there is still a large area where profitability in-
%%aB%%%%ﬁ.Hpg%%ggﬁﬁo creases expected profits.
be chosen ex ante, less £lexibili Qmﬁﬁgﬁﬂﬁﬂgmﬁﬁﬁ
utilization of cne or both) nmnnﬂmngvmnwbmgmmﬁnmmﬁ&. price or n all these cases cost curves (and cutpuk prices) are assumed to be the
wages beccme known. . jdentical wnder uncertainty and certainty, and in the flexible and in-
flexible models. If one has ex ante to chose between a more or less
mﬁ&ﬁ&nﬁﬁmﬁ?ﬂon&mﬁggmgmﬁ%&nﬁgﬂ?. flexible technique and this decision is binding for a pericd in which
Bgﬁﬁﬁﬁa.maﬁggg,ggﬁvmgu&ﬂm%é% not only demand changes cut of a given distribution but also the dis-
Eﬁﬁ@ﬁﬁ@&.ﬁcﬁgpeggnm&&&ﬂﬁﬁaigﬁ tribution changes, this no longar has to be the case. The same is true
< or partly) at same costs. . R%Sﬂngﬂﬁgﬂgngﬁwmgﬁﬂﬁmﬁﬁgﬁnﬁ.
Firms can ex ante have the cholce between two types of cost curves one This leads to the pragmatic point of view of firms, that flexibility
ﬁ&mﬁﬂ%ﬂﬁ%gg,gmmﬁ%ﬁgu&ﬁmﬁﬁﬂﬁ has its disadvatages, but also its costs and that their is scamething
&E&mﬁuﬁsmﬁm&ﬁ-gmgﬁ%_,ﬁﬁmﬁaﬁ_ like a optimal degree of £lexibility. In the language of models this
minimm, but less steep increase. g%&ngmﬁﬁg%%%@%ﬁ%
criterion of maximizing expected profits. As faxr as I kmow this task has
Emﬁﬁn%%&uﬁﬁmﬁw&&%ﬁ&mﬁﬂﬁﬁ?ﬂﬁﬁ& yet to be done in literature,

can be different, the costs may be high or low, symretric-ar asymmetric,
6.2. Flexibility in real world
Humﬁﬁnwwﬂﬂmnwonmaomﬂnmubommmo&«_uﬂm flexibhle technigques are larger
ggﬁﬁ%ﬂ%ﬁ.?ﬁ%&wgﬁgﬁmé In the veal world ¢ small Fims are considered as “nore £ .
+o the operationalization 1 of chapter 2 (risk neutrality plus linear technology than 1arge Fims. Capital intensity is higier in large fizms, ﬁﬁwmn&wuuqumna

ment process 1s mare camplicated {(between investment decision and capacity
ingrease cne or two years pass), a Second hand market for large plants does




employrent tyrend
muber of employees Germany Augtria
1 + 8,5
2-9 . +13,7 .
10-19 _ +12,8 +5
20-43 +3,8
50-99 _ +0,3
100-499 -1,0 +1
500-999 - 0,2 ~14

1,000 and more

Source: Germany IAB-Mitteilungen 1/87;
total econcmy {(without agriculture and without
public sector); 1985/77
mustria Usterreichisches Statistisches Zentralamt
Nichtlandwirtschaftliche Bereichszdhiwng
1983 (2, Teil); total econcmy 1983/76
{inc, self employed)

not exist, time between crders and delivery is longer etc, Data cn
%ﬁ%%m&ﬁmg&aﬂogmﬁmoﬁmmg%n
actually small fimms arve move profitsble and contribute overproporticnally
to employment especially in recent years. This would imply that advantages
%Eﬁﬁnﬁﬁ&ﬁggmgﬁnwﬁmmvﬁﬂo%mgg%
advantages of large firm, namely higher technical efficiency (lower average
cost cuxves) and stochastic econcmies of scale (gains fram the possibility
%%ognuﬂﬁﬁgmgmggmm&?&hmﬂmﬁggv

presently industrial muﬁﬁggaﬁumm*&mﬁ%omgﬁnmg
by several mechaniques:

tmgﬁggmﬁggggﬁmgﬂmﬂ%.
mmﬁogwﬁﬁmgnﬁgﬁggggﬁmﬂmggﬁg
optimal lot size ¢

;mﬁmsﬁmﬁmﬁpﬁﬁonﬂnﬁg.&&&kﬁgﬂmbﬁ.ggm&s
£ixms or at least into smaller decision units (profit centers)

-mﬁﬁgsgaﬁﬁ%%%%&mﬁmm.mg&
or an information has to pass .

agﬁdﬁmﬁgéﬂmﬁma&mgmgﬁ.ggégg.%
gﬂgmg.mmgpmwmﬁﬁﬁmﬁumﬂﬂomﬂn&ﬁﬁgmﬁngmoﬁaﬁ .
gmmﬁgmmnﬁmalmglgamﬂmagaﬁﬁwom%om
scale for special entrepreneurial functions ete.

The Austrian survey offered the firms 13 types of flexibilization, trying to
find out which they considered as the most important.

dﬁﬂﬁﬁhlaﬁggqu.mwom%mgmmgﬁsnnnggﬁa
was the broader qualification Of workers, thus reversing the past trend
g&mﬁmﬁﬁ%&.gwﬁé {sare steps towards



Tnereasing the flexibility of prices .ﬁw%ﬁnwm?wﬁmnmcmmmngaﬁ
thearetical point of view as g%muﬁ&m%%ﬁﬂﬁuﬁm
models oﬂg%gﬁggﬁgv aid not get a majority vote.
For standardizing production, ggﬁg.wﬁm%ﬁg
wﬁ%%%ﬁg%gwmﬁmﬁgﬁmﬁg. the same
is true (differentiated products saem to sell that mach better, that this
%@H%Smﬁom%ﬁhw%g&. '
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Fuss, M., Mc Faddén, D.(eds), Production Econcmics, North Holland,
Amsterdam, New York, Oxford 1978,

pfaffermayr, M., Produktionsflexihilditsit als Strategie, Diplamarbeit
University of Vienna, 1987,
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3. "“tncertainty" can bave many different faces. Please check which of

1. Which changes in the business conditions do you think has been the
most iwportant for your £izm b

technological changes
internaticnalization
economic uncertainty
new competitors
-new chamnsls of distxibution
slow demand trend
differentiation of demand
increasing service conpenent
fluctuation of demand
increasing interference of politics

2. Can the present situation bhe adequately ‘described by the tém
sincreasing uncertainty”?

2,1 %, and 1f yes, then uncertainty sbout:
quantity to be sold

capacity utilization
credit costs

sucess of new products
laws, suthorities
behavior of competitors

the following planning situaticns appldes most closgely to your fim.
If possible check only'one answer

In ot plamning we determine the price at which we vant
to sell and adjust quantity produced depending on demand.
Unintended stock fluctuations are rather unusual 27,6 %

cﬁvwgggcm%ggﬁﬁﬁ:gﬁaoﬂ

gquarter. Market prices fluctvate in a way that we nomally
sell everything we produce. Unintended stock fluctvations
are rather unusual 7,0 %

zmmwgmhuauﬁﬂlhmmn&no&mﬁgm%gugﬁwﬂaﬁhnmu.
There is no single market price, but we adjust our cun
price in such a way that we can sell our production. Un-
intended stock £luctuations are rather unusual 15,9 %

e have to plan gquaptity as well as price (ar the price is
mﬂ%gmﬁggv.%ﬁggﬁﬁg
Fwﬁﬂﬂﬁ%mﬁﬁ%mﬁmﬁ&o&m

e plan an ex-ante (preliminary) production guantity, in
the shert run the price is fixed. When demand is higher we
can ‘adjust production upward (or dowwerd in the reverse

case)



"adaptive” strategies -

"innovation"

Yorgapisational reforms® -
implementation

diversification

A: adaptive strategles

increasing marketing efforts 2,24 new products . ‘
1,91 improving technology 2,
2,93 improving maxkating 2,

decreasing costs

product change
increasing invesiment

quality improvement
intemnaticnal cooperation

concentration to main
line of préduction

~ 46o ~

4. E&mﬁmgﬂmmmgmmg%ggggﬂummﬁgmw
important for your £im?

Austria Japan USA  Europe

1 2

4 1 f
4

Remaric: Qﬁmﬁﬂﬁmﬁ%mmﬁﬁgw%wuﬁgﬁmg
survey and in the BAH-Survey. The BaH asked for pricrities for 1985
and used the terms underlined above
" Ranks for subcategories (average of the ranks given in Austria

B: innovation

3,48 move scphisticated
products
2,89 increasing R & D

3,58 wp level attention to

intensifying internal

3,52 YeSCources
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C: refomms in the arganization

strenghten organizational
culture & commmication

streamlining organization 2,26

greater top level "leader-
%@-
decreasing fixed costs

improve employee training 3

increasing participation of
workers
divisicnalization into
smaller units

decreasing investment intensity
decreasing inventories (just in time)
gwitching to production on order
contracting out {of services)
more flexible contracts for employees

more flexible production technigues

camputer based producticn, cxdering ete.

more flexdble crganization (flatter hierarchy)
broader qualification of workers

improving internal information
increasing price reaction (ko stabilize capacity)
standardization of products

D: diversification

internal development of
new product lines

new markets 1,59
subsidiaries & joint
. ventures 3,49
1,94 licensing new tchnology
from others ’
dixect investment in other
. Gorestic business 3,52

5. Plexibilization mmﬂﬂ to be an important strateqy. Which aspect of
flexdbilization is important for your £imm?

A B
55,9 44,
69,6 30,4
40,7 59,3
14,6 85,4
38,8 61,
62,9 37,
68,8 31
37,7 62,
71,5 28,5
53,5 46,4
60,3 29
45,4 64

34, 65,

A: very important ar important (percentage of fizms)
B: less important or not important (perventage of £imms)



