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CHAPTER I 

INTRODUCTION

D e c e n tr a liz a t io n  i s  w e ll  known to  s tu d e n ts  o f  manage­

ment and has been amply d escr ib ed  and j u s t i f i e d  by many 

d iv e r s e  a u th o r i t ie s  from both academ ic and in d u s t r ia l  

p e r s p e c t iv e s .  (C ord iner, 1971; Drucker, 195^; M eij, 1955; 

S loan , 1963) .  I t  i s  accom plished  by b reak in g  up, or 

decom posing, a la r g e r , complex o r g a n iz a tio n , in to  sm a lle r  

sem i-autonom ous p r o f i t  c e n te r s  or " q u a si-fir m s" , each w ith  

i t s  own s e t  o f  g o a ls .  D e c is io n s , ra th er  than  b e in g  made 

p r im a r ily  in  th e upper ech e lo n s o f  the h ie r a r c h y , are pushed 

down th e o r g a n iz a t io n  to  th a t  l e v e l  which can "best" make 

them.

The managers o f  th e se  p r o f i t  c e n te r s  are g iv e n  the  

a u th o r ity  and r e s p o n s ib i l i t y  to  make th e d e c i s io n s  th a t  w i l l  

m axim ize, or s a t i s f i c e ,  t h e ir  o p e r a tio n s , in  k eep in g  w ith  

th e  o v e r a l l  o b je c t iv e s  o f  the firm . " It has been reco g n ized  

th a t  some form o f  g o a l fa c to r in g  and su b seq u en t d e c e n tr a l­

i z a t io n  a r i s e s ,  T h is decom p osition  i s  a r e s u l t  p a r t ia l l y ,  

a t  l e a s t ,  o f  th e  c o g n it iv e  i n a b i l i t y  o f  co rp o ra te  d e c is io n  

makers to  s o lv e  e f f i c i e n t l y  a l l  o f  th e im p lied  r e la t io n s  

sim u lta n eo u sly ?  th a t  i s ,  w ith ou t a co n v er g en t, i t e r a t i v e  

p ro cess  to  reduce co m p lex ity  and problem s i z e .  (K rouse, 

1972 , p . 5^5 ) In o th er  words, th e  argument fo r  d e c e n tr a l­

iz a t io n  i s  founded in  the concept o f  bounded r a t i o n a l i t y
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(March and Simon, 1958)* Thompson (19&7) b e l ie v e s  th a t  

f irm s d e c e n tr a l iz e  in  order to  b e t t e r  cope w ith  a changing  

environm ent.

Dean (1955) l i s t s  fo u r  c h a r a c t e r i s t i c s  th a t  a p r o f i t  

c e n te r  sh ou ld  p o s s e s s i  o p e r a t io n a l independence and c o n tr o l ,  

* f r e e  a c c e s s  t o  so u rces  and m arkets, se p a r a b le  c o s t s  and 

r e v e n u e s , management in t e n t .

D e c e n tr a liz a t io n  i s  in ten d ed  to  f r e e  th e  top  e x e c u t iv e s  

from  th e  day to  day o p era tio n s  and en ab le  them to  do more 

lo n g  range p lan n in g; i t  i s  meant to  improve th e  q u a l i t y  and 

sp eed  o f  d e c is io n  making by having  th o se  most know ledgeable  

o f  problem s work on t h e ir  s o lu t io n s ;  i t  i s  meant to  p rov id e  

a  mechanism t o  m o tiv a te , a p p ra ise  and d ev e lo p  m anagers; i t  

i s  meant to  sh o r ten  th e  l in e s  o f  com m unication and reduce  

b u r e a u c r a tic  i n e f f i c i e n c i e s ;  i t  i s  p o s s ib ly  th e  o n ly  

p r a c t ic a l  d e s ig n  fo r  o r g a n iz a tio n s  th a t  have become 

ex tre m e ly  complex and d iv e r se  from th e  s ta n d p o in t o f  m arkets, 

te c h n o lo g y  and geography.

One o f the major d i f f i c u l t i e s  w ith  d e c e n t r a l iz a t io n  i s  

th a t  a lth ou gh  i t  i s  meant t o ,  and p rob ab ly  d o e s , improve th e  

d e c is io n  making c a p a b i l i t i e s  o f  th e  s u b - u n it s ,  t h i s  i s  n o t  

alw ays s u f f i c i e n t  to  en su re th a t  i t  w i l l  a ls o  improve th e  

t o t a l  perform ance o f  th e firm , s in c e  each p r o f i t  c e n te r  

manager s t r iv e s  to  in c r e a se  h is  own perform ance (w hich i s  

l i k e l y  to  be th e  b a s is  fo r  h is  own e v a lu a t io n  and reward) 

ev e n , i f  n e c e s sa r y , a t  th e expense o f  h ig h e r  g o a l a c h ie v e ­

m ent. T h is c o n f l i c t  betw een th e  g o a ls  o f  th e  o r g a n iz a t io n



and th e  g o a ls  o f  th e  p r o f i t  c e n te r s  i s  th e  b a s is  f o r  much 

o f  th e  co n tr o v er sy  over d e c e n tr a l iz a t io n  -  how much a u th o r­

i t y  sh ou ld  be d e le g a te d  to  the p r o f i t  c e n te r s ?  " S u f f ic ie n t  

zone o f  d is c r e t io n  must be gran ted  to  th e  management o f  th e  

d iv is io n  so  th a t  i t  w i l l  take an e n tr e p r e n e u r ia l ,  n o t a 

b u r e a u c r a tic , v iew  o f  i t s  s i t u a t io n  and a t  th e  same t im e , 

w ith  p r o p r ie ty , be h e ld  to  account f o r  perform ance. I t  

must have th e  power to  make d e c is io n s  . . . t h a t  w i l l  

determ ine o p e ra tin g  r e s u l t s  in s o fa r  a s  th o se  are r e f l e c t e d  

by m anageria l c h o ic e s .  I f  a scope o f  d e c is io n  making th a t  

would meet t h i s  t e s t  cannot be g ra n ted  w ith o u t  p o t e n t ia l ly  

s e r io u s  damage to  t h i s  d iv i s io n ,  or t o  th e  c o r p o r a tio n  as a 

w h ole , th en  d e c e n tr a l iz a t io n  would be a q u e s t io n a b le  move." 

(H eflebow er, i 960 , p. 12) A c tu a lly , th e  c h o ic e  i s  n o t  

betw een d e c e n tr a l iz a t io n  or c e n t r a l iz a t io n .  R ather i t  i s  a 

ch o ic e  over a continuum -  more or l e s s  o f  e i t h e r  c e n t r a l ­

iz a t io n  or d e c e n t r a l iz a t io n .

S in ce  th e  d iv is io n s  are judged on p r o f i t  perform ance, 

i t  i s  d e s ir a b le  th a t  th e measurement o f  such  p r o f i t  be 

r e a l i s t i c  and u n b iased . T h is o f f e r s  l i t t l e  problem  in  th o se  

c a s e s  where th e  in d iv id u a l u n it s  are c o m p le te ly  in d ep en d en t. 

However, when th e  u n it s  are in te rd ep en d e n t, when one u n it  in  

the d e c e n tr a l iz e d  firm  produces and " s e l ls "  prod uct to  

an oth er  u n it  in  th e  f irm , then  th e  c a lc u la t io n  o f  d iv i s io n a l  

p r o f i t  i s  n o t so  s tr a ig h tfo r w a r d . A t what p r ic e  sh ou ld  th e  

tr a n s fe r r e d  goods or s e r v ic e s  be charged?1

S e r v i c e s  are in clu d ed  s in c e  m ain ten an ce, d ata  
p r o c e s s in g  and re sea r ch  are o f te n  s e t  up as p r o f i t  c e n te r s .



O b viou sly  th e  in t e r e s t s  o f  th e  two d iv is io n s  are opposed  

t o  each o th e r . In f a c t ,  a s im p l i s t i c  v iew  o f  t h e : t r a n s f e r  

p r ic e  problem  m ight be as a zero-sum  game, a lth o u g h , as w i l l  

be n o ted , t h i s  i s  p r e c i s e ly  how t r a n s fe r  p r ic in g  sh o u ld  n o t  

be v iew ed .

The d i f f e r e n t  ways in  which t r a n s fe r  p r ic in g  i s  handled  

in  a d e c e n tr a l iz e d  firm  and th e  r e la t io n s h ip  o f  t r a n s fe r  

p r ic in g  to  o r g a n iz a t io n a l b eh av ior  i s  th e  s u b je c t  o f  t h i s  

r e se a r c h .
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T ra n sfer  P r ic in g  as a Q u a n tita t iv e  Problem  

The V ice  P r e s id e n t  o f  K aiser Aluminum and Chem ical 

Company n o ted  th a t  th e  e s ta b lish m e n t o f  t r a n s fe r  p r ic e s  i s  

among th e  t h o r n ie s t  o f  co rp o ra te  problem s (D earden, 1 9 6 4 ).

I t  i s  thorny  b ecau se o f  th e  la c k  o f  con sen su s on th e  

a p p r o p r ia te  tech n iq u e  to  u se , i t s  p o t e n t ia l  f o r  c o n f l i c t  

betw een buying and s e l l i n g  d iv i s io n s ,  and i t s  e f f e c t  on 

t h e i r  c o n t in u in g  r e la t io n s h ip .  T ra n sfer  p r ic e s  are used  to  

c o n t r o l  o p e r a t io n s , a l lo c a t e  r e s o u r c e s , e v a lu a te  d iv i s io n a l  

perform ance and th ereb y  e v a lu a te  and reward m anagers, 

s t im u la te  r a t io n a l  "make or buy" d e c i s io n s ,  determ ine v a r io u s  

m arketing  s t r a t e g i e s ,  and d ec id e  w hether or n o t  to  abandon 

o p e r a t io n s .

There seems to  be no one s e t  o f  t r a n s fe r  p r ic e s  and no 

one s e t  o f  c o s t in g  th a t  w i l l  answer a l l  problem s and meet a l l  

req u irem en ts . R ather, d i f f e r e n t  approaches are used under 

d i f f e r e n t  c ircu m sta n ces , w ith  most a u t h o r i t ie s  recommending 

th e  u se o f  market p r ic e s ,  n e g o t ia te d  p r ic e s ,  or some typ e o f  

m argin a l or in crem en ta l c o s t .  Each method has to  be 

e v a lu a te d  on perform ance m easures, re so u rce  a l lo c a t io n  and 

g o a l congruence (D ittm an, 1 9 7 2 ). D ittm an l i s t s  fo u r  c r i t e r i a  

t h a t  a perform ance measure (d e r iv e d  from t r a n s fe r  p r ic e s )  

sh ou ld  m eeti

1 . C o n s is te n t  w ith  lon g  term  p r o f i t a b i l i t y  o f  
th e  firm

2 . E xp ressed  in  u n it s  w hich are w ith in  th e c o n tr o l  
o f  th e  su b -u n it

3 . Not s u b je c t  to  a r t i f i c i a l  m an ip u la tion  by th e  
su b -u n it
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4 . A ccep ted  by th e managers a s  a c r i t e r i o n  upon 
w hich he i s  to  be judged

M ailandt ( 1975) n o te s  th e  fo l lo w in g  req u irem en ts fo r  a 

t r a n s fe r  p r ic e  system *

1. E asy to  manage and a d m in is ter

2 . A way to  measure d iv i s io n a l  perform ance

3 . Prom otes con tin u ou s perform ance improvement 

F a ir  and f l e x i b l e

I t  w i l l  be seen  th a t  no t r a n s fe r  p r ic e  sy stem  i s  l i k e l y  

t o  c o m p le te ly  s a t i s f y  a l l  o f  th e se  req u ir em en ts . The ch o ic e  

o f  an a p p ro p r ia te  method w i l l  l i k e l y  depend on i n t e r -  

d i v i s i o n a l  r e la t io n s h ip s  and th e  n a tu re  o f  th e  prod uct b e in g , 

t r a n s fe r r e d , r e l a t i v e  to  i t s  a v a i l a b i l i t y  in  th e  open m arket. 

Three product grou p in gs can be id e n t i f i e d  (D earden, 1960)1

A -  Product n ever produced by o u ts id e  s u p p lie r s ,  
p o s s ib ly  due to  need fo r  s e c r e c y  or as a 
r e s u l t  o f  company p o l ic y

B -  P rod u cts fo r  w hich lo n g  term  commitments must 
be made and th a t  r e q u ir e  lo n g  term  in vestm en t

C -  P rod ucts fo r  w hich no lo n g  term  commitments 
are needed

Dearden s u g g e s t s  th a t  ty p es  B and C sh ou ld  be p r ic ed  

a t  cu rr en t market p r ic e s ,  w ith  A p r ic e d  a t  c o s t  p lu s  a 

f ix e d  re tu rn  on in v estm en t.

Menge (1961) n o te s  th a t  a la r g e ,  in te g r a te d  au tom obile  

company c l a s s i f i e s  t h e ir  products s l i g h t l y  d i f f e r e n t ly *

X -  Item s fo r  which p r ic e s  o f  c o m p e t it iv e  producers  
are n o t a v a i la b le j  p r ic e d  a t  t o t a l  c o s t s  p lu s  
re a so n a b le  re tu rn  on in v estm en t

Y -  Composed o f  " s p lit"  p ro d u c ts , i . e . ,  item s  
purchased  fro m  o u ts id e  s u p p lie r s  and a ls o
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produced w ith in  th e  companyi p r ic e d  e q u iv a le n t  
to  lo w e s t  vendor p r ic e , w ith  a d ju stm en ts when 
a p p r o p r ia te .

Z -  Item s su p p lie d  o n ly  from in te r n a l  s o u r c e s ,  but 
w hich a re  a v a i la b le  from o u ts id e  s u p p l ie r s i  
p r ic ed  a t  market p r ic e s ,  a d ju sted  f o r  d i f f e r ­
en ces  in  s p e c i f i c a t io n s ,  volum e, s e r v ic e s ,  
r o y a l t i e s ,  f r e ig h t

Market P r ic e s

When a v a i la b le ,  market p r ic e  i s  th e p r e fe r r e d  t r a n s fe r  

p r ic e ,  but i t  must be a r e a l i s t i c ,  c o m p e tit iv e  p r ic e — in  

o th e r  w ords, i t  i s  th e p r ic e  fo r  an a d eq u a te ly  tra d ed  good  

or s e r v ic e .  T h is b e s t  m eets th e autonomy n eed s o f  th e su b ­

u n it  (Cook, 1955)• Some n e g o t ia t io n s  cou ld  s t i l l  e n te r  

in to  t h i s  p r ic in g  procedu re, though, s in c e  th e  buying  

d iv i s io n  m ight want to  g e t  th e  b e n e f i t  due to  any sa v in g s  

in  s e l l i n g  e x p e n se s , bad d e b t, p ackaging, h a n d lin g , e t c .

A l l  o f  th e se  cou ld  in v o lv e  d i f f i c u l t  a l lo c a t io n  p rob lem s. On 

th e  o th e r  hand, th e  s e l l i n g  d iv is io n  might want t o  r e c o v e r  

e x tr a  c o s t s  due to  s e t - u p s ,  sm a ll volum e, s c h e d u lin g ,  

s p e c ia l  o p e r a t io n s . T hese, t o o ,  cou ld  in v o lv e  a l lo c a t i o n  

d e c i s io n s .

Sometimes th e  market p r ic e  i s  n o t a r e a l  a l t e r n a t iv e  

f o r  th e  buyer, e i t h e r  because o f  q u a l i t y ,  s e r v i c e ,  lo c a t io n ,  

s e c r e c y ,  or because m eaningfu l b id s are d i f f i c u l t  to  o b ta in  

from s u p p lie r s  who b e l ie v e  th em se lves to  be u n l ik e ly  t o  g e t  

th e  b u s in e s s . Many o r g a n iz a tio n s  g iv e  the b uyin g  d iv i s io n  

th e  r ig h t  to  purchase m a te r ia ls  from o u ts id e  so u r c e s j  th u s ,  

th e  su p p ly in g  d iv i s io n  has to  be c o m p e t it iv e . There co u ld



be s i t u a t io n s  where th e buying d iv is io n  would p r e fe r , a t  

eq u a l p r ic e s ,  to  purchase t h e ir  requ irem ents from o u ts id e  

so u r c es  in  order to  g e t  b e t te r  s e r v ic e ,  g a in  a c c e s s  to  

o u ts id e  te c h n o lo g y , and p o s s ib ly ,  to  h in d er or f r u s t r a t e  

o th e r  com peting s i s t e r  d iv is io n s  o f  th e  company. T his  

co u ld  r e s u l t  in  su b o p tim iz a t io n . I f  th e  su p p ly in g  d iv i s io n  

i s  ru n n in g  i t s  f a c i l i t y  a t  c a p a c ity  and s e l l i n g  in  o u ts id e  

m arkets, any in t e r n a l  s a le s  would have to  be d iv e r te d  from  

such  o u ts id e  s a le s  and th e  market p r ic e  i s  th en  an 

a p p ro p r ia te  t r a n s fe r  p r ic e .  However, i f  the su p p ly in g  

d iv i s io n  i s  producing a t  l e s s  than c a p a c ity , th e company 

i s  b e in g  p e n a liz e d  by o u ts id e  p u rch a ses, s in c e  any in t e r n a l  

t r a n s fe r  a t  p r ic e s  above the in crem en ta l c o s t  o f  th e  

su p p ly in g  d iv i s io n  would in c r e a se  o v e r a l l  company p r o f i t .

A su p e ro r d in a te  c r i t e r io n  sh ou ld  th e r e fo r e  be used  under 

th e s e  c ir c u m sta n c e s , i . e . ,  maximize ( t o t a l  revenue l e s s  

t o t a l  in crem en ta l c o s t ) .

A v a r ia t io n  o f  th e t r a n s fe r  p r ic e  a t  market p r ic e  i s  

t r a n s f e r  a t  market l e s s  a f ix e d  p ercen ta g e . T h is has 

l i t t l e  t o  o f f e r ,  s in c e  i t  m ight n o t be r e la t e d  to  market 

c o n d it io n s .  In a s e l l e r ' s  m arket, th e producing d iv i s io n  

m ight be p en a lized ?  in  a b u y er 's  m arket, i t  co u ld  be c lo s e  

to  c o m p e tit iv e  market p r ic e s  (Dean, 1955)• There i s  

l i t t l e  in c e n t iv e  fo r  th e  su p p ly in g  d iv is io n  to  in c r e a se  

e f f i c i e n c y  and reduce p r ic e ,  s in c e  i t  i s  gu aran teed  a 

p r o f i t  m argin.



N eg o tia ted  P r ic e s  

In t h i s  approach, the d iv is io n s  are g iv en  the  

o p p o rtu n ity  to  s e t  t h e ir  own p r ic e s ,  based on n e g o t i ­

a t io n s — i t  i s  an approach th a t  has r e c e iv e d  some support 

(Dean, 1955? H a id in g er , 1970? M ailandt, 1975? Watson and 

Baum ler, 1 9 7 5 ). Dean s t a t e s  th a t  t h i s  procedure would ten d  

to  c r e a te  agreem ent, e l im in a te  ca u ses o f f r i c t i o n  and 

a v o id  a r b it r a r in e s s .

M ailandt (1975) s u g g e s ts  th a t  the n e g o t ia t io n s  be 

c a r r ie d  out w ithin l im i t s  s e t  by c o s t  and market p r ic e .

Once t h i s  i s  n e g o t ia te d , a "mark-up index" i s  c a lc u la te d .  

T h is p ro v id es  a mechanism whereby the p r e v io u s ly  n e g o t ia te d  

t r a n s f e r  p r ic e  can be a d ju sted  w ith o u t fu r th e r  n e g o t ia t io n s  

sh ou ld  e i t h e r  c o s t  or market p r ic e  change. The recommend­

a t io n  i s  to  change the t r a n s fe r  p r ic e  in  such a way as to  

m ain ta in  a c o n sta n t  "mark-up index" throughout th e  p e r io d .

There has been some concern ex p ressed  th a t  th e use o f  

n e g o t ia t io n s  to  determ ine t r a n s fe r  p r ic e s  might be 

u n d e s ir a b le . For in s ta n c e , F a n tl (197*0 n o te s  th a t  

n e g o t ia t io n s  g iv e  "an advantage to  the sharp tra d er  r a th e r  

than th e  e f f i c i e n t  e x e c u t iv e " ' (p . ^ 3 )  • Dopuch and Drake 

( 196*0 echo th e  same thought when th ey  s t a t e  th a t:

. management may be e v a lu a t in g  t h e ir  a b i l i t y  to  

n e g o t ia te  r a th e r  than t h e ir  a b i l i t y  to  c o n tr o l econom ic 

v a r ia b le s "  (p . 13 ) .  A b d el-X h alik  and Lusk (197*0 su g g e s t  

th a t :  ". . . i t  would appear th a t  a s k i l l  in  c o l l e c t i v e

b a rg a in in g  may prove more u s e fu l  than a s k i l l  in  th e
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quant i  t a t  iv e  methods o f  p r ic in g "  (p . 2 3 ) .  N e v e r th e le s s ,  

th ey  s t a t e  th a t  a cc o rd in g  to  a su rv ey  rep o r ted  by the  

F in a n c ia l E x e c u tiv e s  R esearch  F oun d ation , Z k  p ercen t o f  

p a r t ic ip a t in g  d i v e r s i f i e d  com panies r e v e a le d  th a t  

n e g o t ia t io n s  were th e  b a s is  f o r  th e s e t t i n g  o f  t r a n s fe r  

p r ic e s  betw een d iv i s i o n s .

Depending on th e  n e g o t ia t in g  o r ie n ta t io n  o f  th e  

r e s p e c t iv e  p a r t i e s ,  such n e g o t ia t io n s  cou ld  be e i t h e r  

fu n c t io n a l  or d y s fu n c t io n a l .  I f  th e  o r ie n ta t io n  i s  toward 

j o in t  problem  s o lv in g ,  p o s i t iv e  r e s u l t s  cou ld  accrue in  

b e t te r  in te rd ep a r tm e n ta l r e la t io n s h ip s ,  as su g g ested  by 

Dean. On th e  o th e r  hand, a c o m p e tit iv e  o r ie n ta t io n  cou ld  

r e s u l t  in  n e g a t iv e  in te rd ep a rtm e n ta l a t t i t u d e s ,  unfavorab le  

afterm ath  and in c r e a se d  p o t e n t ia l  f o r  fu tu r e  c o n f l i c t ,  in  

c o n tr a d ic t io n  to  D ean 's o p in io n . T h is  w i l l  be d isc u sse d  

in  more d e t a i l  in  l a t e r  s e c t io n s .

M arginal C ost

M arginal c o s t  i s  an a p p ro p r ia te  b a s is  f o r  t r a n s fe r  

p r ic in g  w henever th e r e  i s  e x c e s s  c a p a c ity  a v a i la b le .  Many 

w r ite r s  b e l ie v e  t h a t  some v a r ia t io n  o f  m arginal c o s t  i s  

th e p r e fe r r e d  approach w henever th e r e  i s  no r e a d i ly  a v a i l ­

a b le  and m ean in gfu l market p r ic e ,  s in c e  t h i s  most c l o s e ly  

p a r a l l e l s  th e  com pany's in t e r e s t s  ( H ir s h le i f e r ,  1956, 1957» 

Henderson and D earden, 1 9 6 6 ). M arginal c o s t  techn4ques  

avo id  th e  problem  o f  t r y in g  to  g e t  agreem ent on th e  a l l o ­

c a t io n  o f  overheads* i t  d eterm in es th e  u n d er ly in g  c o s t s  

needed to  d ec id e  w hether i t  i s  in  th e  company's in t e r e s t
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to  buy on th e o u ts id e ,  i t  does n o t o v e r in f la t e  in v en to ry  

v a lu a t io n s  (Cook, 1957)*

M arginal c o s t  i s  n o t  w ith o u t i t s  own drawbacks. I t  

co u ld  be c o n sid ered  as u n fa ir  t o  th e  su p p ly in g  d iv i s io n  in  

th a t  a l l  p r o f i t s  are p a ssed  on to  th e  d iv i s io n  th a t  u lt im ­

a t e ly  s e l l s  to  th e  o u ts id e  m arket. I t  red u ces d iv i s io n a l  

autonomy, in  th a t  th e y  are  no lo n g e r  a b le  to  c o n tr o l  a 

major d eterm inant o f  t h e i r  perform ance m easure. When' the  

buying and s e l l i n g  d iv i s io n s  are h ig h ly  dependent on one 

a n o th er , i . e . ,  th e  o u tp u t, c o s t s  and p r o f i t s  o f  one are  

a f f e c t e d  by d e c is io n s  made by th e  other» i t  i s  p o s s ib le  

th a t  a b i l a t e r a l  monopoly s i t u a t io n  cou ld  r e s u l t —a 

m o n o p o lis t ic  s u p p lie r  f a c in g  a m o n o p so n istic  b uyer. The 

r e s u l t  cou ld  be a r e d u c tio n  in  ou tp ut w ith  a d ecrea se  in  

o v e r a l l  company p r o f i t s  (D ittm an , 1972* Gordon, 196^;

Gould* 196^1 H ir s h le i f e r ,  1956) .

The s im p le s t  m argin al c o s t  c a lc u la t io n s  are th o se  in  

w hich th e commodity i s  produced in  a co m p le te ly  c o m p e tit iv e  

m arket. T ra n sfer  i s  a t  market p r ic e ,  which i s  eq u a l to  

m argin al c o s t .

H ir s h le i f e r  ( 1956) ex ten d ed  th e  m arginal c o s t  

a n a ly s is  to  th e  c a s e s  where th e r e  i s  no e x te r n a l  market or  

where the market i s  im p e r fe c t ly  c o m p e t it iv e . He recommends 

a t r a n s fe r  p r ic e  r u le  th a t  i s  d esig n ed  so  a s to  correspond  

to  th e  s o lu t io n  th a t  a  c e n t r a l iz e d  management would a r r iv e  

a t  w ith  f u l l  in form ation *  nam ely, t o  s e t  th e  sum o f  th e  

d iv i s io n a l  m arginal c o s t s  eq u a l to  p r ic e ,  in  a p e r f e c t ly
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co m p e tit iv e  f i n a l  m arket, or to  m argin al revenue in  an 

im p e r fe c t ly  c o m p e tit iv e  f i n a l  m arket. The procedure  

r e q u ir e s  th e  p rod ucing  and buying d iv i s io n s  to  exchange  

some in fo rm a tio n .

H ir s h le i f e r  then  a n a ly zed  th e  s i t u a t io n  in  which th e  

two d iv is io n s  are " free"  to  in d ep en d en tly  determ ine t h e ir  

own l e v e l s  o f  ou tp ut (th er eb y  dropping th e  assum ption  o f  

j o in t  o u tp u t) . He determ ined  th a t  th e  t r a n s fe r  p r ic e  

sh ou ld  alw ays be a t  market p r ic e ,  i f  th e  in te r m ed ia te  

product i s  in  a c o m p e t it iv e  m arket, in depend en t o f  w hether  

or n o t th e f i n a l  product i s  in  a c o m p e tit iv e  or an 

im p e r fe c t ly  c o m p e tit iv e  m arket. In t h i s  c a s e ,  th e  tr a n s fe r  

p r ic e  i s  eq u a l to  th e  m arginal c o s t  o f  th e  su p p ly in g  

d iv i s io n  (c o m p e tit iv e  market fo r  th e  in te r m e d ia te  p r o d u c t) .

There i s  an in c e n t iv e  fo r  th e  su p p ly in g  d iv i s io n  to  

charge i t s  s i s t e r  d iv i s io n  more than i t s  m arginal c o s t ,  

th ereb y  in c r e a s in g  i t s  own p r o f i t ,  but d e c r e a s in g  o v e r a l l  

company p r o f i t s » th u s th e  p o s s ib le  need  fo r  a c e n tr a l  

p la n n in g  u n it ,  th ereb y  red u c in g  th e  autonomy o f  th e  

su p p ly in g  d iv i s io n .

H ir s h le i f e r  (1957) ex ten d ed  th e  a n a ly s is  s t i l l  

fu r th e r  to  c o n s id e r  th e c a se  o f  an in t e r n a l  s u p p lie r  

p ro v id in g  in te rm e d ia te  p ro d u cts to  two or more d iv i s io n s .

I f  th e demands o f  th e  two d iv i s io n s  a re  in t e r r e la t e d ,  th e  

m arginal reven ues are  a d ju ste d  through a s e r i e s  o f  in te r n a l  

t a x e s ,  in  th e ca se  o f  c o m p e tit iv e  demands, and in te r n a l
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b o u n t ie s , in  th e  c a se  o f  complementary dem ands.1 T h is  

ta k es  in to  accou n t th e  e f f e c t  o f  one d i v i s i o n ' s  o p e r a tio n s  

on th e  o th e r . The a d ju sted  m arginal reven u es are eq u ated  

to  th e  a d ju sted  m arginal c o s t s  to  determ ine o u tp u t s .2 

These p rocedu res are based on the assum ption  th a t  th e  c o s t s  

o f  p rod u ction  o f  each  o f  the d iv is io n s  are in d ep en d en t o f  

one a n o th er , e x c ep t a s th ey  are a f f e c t e d  by l e v e l  o f  

o u tp u t. In t h i s  c a s e ,  demand dependence i s  a llo w e d , but 

t e c h n o lo g ic a l  dependence i s  n o t .

To a r r iv e  a t  an optimum output and t r a n s fe r  p r ic e ,  a 

t r i a l  and e r ro r  procedure i s  u sed , in  which i t  i s  n e c e s s ­

a ry , a g a in , to  exchange in form ation  betw een d iv i s io n s  and 

p o s s ib ly  a c e n tr a l  p lan n in g  u n it .  F i r s t ,  th e  d iv i s io n s  

e s t im a te  t h e ir  a d ju sted  m arginal revenue c u r v e s , t h e i r  

u nad ju sted  m arginal c o s t  curves and t h e ir  n e t  m argin a l 

re v en u e s , which are th e  revenues minus c o s t s .  The 

su p p ly in g  d iv is io n  (o r  the c e n tr a l  p lan n er) s e t s  a t r i a l  

t r a n s fe r  p r ic e ,  eq u a l t o  i t s  own m arginal c o s t ,  a t  some 

assumed t o t a l  o u tp u t. The r e s p e c t iv e  d iv i s io n s  a d ju s t  

t h e ir  c o s t s  by th e  t r a n s fe r  p r ic e s  and equate them t o  n e t  

m argin al rev en u es , which w i l l  determ ine t h e ir  own optimum 

o u tp u t. N orm ally, th e  sum o f  th e ou tp u ts o f  th e  two 

d iv i s io n s  w i l l  n o t  eq u a l the assumed output o f  the

^■Competitive demands are th o se  in  w hich an in c r e a se  
in  th e  demand fo r  one product cau ses a r e d u c tio n  in  th e  
demand fo r  th e  o th e r . In complementary demand, an in c r e a s e  
in  demand fo r  one product r e s u l t s  in  an in c r e a s e  in  demand 
f o r  th e  o th e r .

2T h is ad justm ent i s  needed to  accou n t f o r  th e  changes  
in  c o s t s  o f  commonly shared f a c i l i t i e s  w hich w i l l  v a ry  
w ith  ou tp u t o f  th e  two d iv i s io n s .
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su p p ly in g  d iv i s io n .  T h is o u tp u t, and th e r e fo r e  th e  

t r a n s fe r  p r ic e  i s  m o d ified , as o fte n  as needed , in  order  

to  " c le a r  th e  m arket", such  th a t  the su p p ly in g  d iv is io r fe  

ou tp u t i s  eq u a l to  th e  t o t a l  o f  th e  r e s p e c t iv e  optimum 

o u tp u ts  o f  th e  buying d i v i s i o n .  The t r a n s fe r  p r ic e  i s  

s e t  a t  th e  m arginal c o s t  o f  th e  su p p ly in g  d iv is io n  a t  th e  

a p p r o p r ia te  o u tp u t, th ereb y  o p tim iz in g  i t s  o p e r a tio n .

Gould ( 196*0 e la b o ra ted  on t h i s  model s t i l l  fu r th e r  

by a n a ly z in g  th e  s i t u a t io n  where th e  independent buying and 

su p p ly in g  d iv i s io n s  se e  d i f f e r e n t  o u ts id e  p r ic e s ,  p o s s ib ly  

a s a r e s u l t  o f  lo c a t io n  or f r e ig h t  d i f f e r e n t i a l s .  He 

showed th a t  th e c o r r e c t  t r a n s fe r  p r ic e  depends on r e la t iv e  

p r ic e  l e v e l s  -  th e  p r ic e  a t  which buying d iv i s io n  can buy 

on th e  o u ts id e  m arket, and th e  p r ic e  th a t  would r e s u l t  from  

th e  in t e r s e c t io n  o f  th e m arginal c o s t  and revenue cu rves  

o f  th e  s e l l i n g  d iv i s io n .  He a ls o  n oted  th a t  w ith o u t  

c e n t r a l  management c o n t r o ls ,  th ere  would be an in c e n t iv e  

f o r  th e  su p p ly in g  d iv i s io n  to  charge th e buying d iv is io n  

more th an  th e  o v e r a l l  optimum, th ereb y  in c r e a s in g  i t s  own 

p r o f i t s ,  b ut d e c r e a s in g  t o t a l  company p r o f i t s  due to  

reduced  ou tp ut and p r o f i t s  o f  the buying d iv i s io n .

I t  sh ou ld  be n oted  a g a in , th a t  in  a l l  o f  th e se  

m argin a l c o s t  p ro ced u res, th e d iv is io n s  have l o s t  a 

measure o f  t h e ir  autonomy, a s output l e v e l s  and p r ic e s  are  

s e t  f o r  them, in  order to  maximize t o t a l  company p r o f i t s ,  

r a th e r  than  th e  p r o f i t s  o f  any p a r t ic u la r  d iv i s io n .  There 

are c o n s id e r a b le  d a ta  which must be c o l le c t e d  and
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exchanged betw een th e  d iv i s io n  and th e  c e n tr a l  p la n n in g  

u n it .  F u r th er , i t  may be in  th e  in t e r e s t  o f  th e  s u b -u n its  

to  t r y  to  su p p ly  f a u l t y  d a ta  to  th e  o th er  u n it  or to  th e  

c e n tr a l  p lan n er in  order to  in c r e a se  i t s  own d iv i s io n a l  

p r o f i t  a t  th e  expense o f  th e  o th er  d iv is io n  and th e  company 

as a w h o le . Whether th ey  do t h i s ,  depends on some o f  the  

b e h a v io r a l f a c t o r s  to  be d isc u sse d  l a t e r .  A l l  o f  th e  

aforem en tion ed  a u th o rs acknowledge t h i s  p o s s i b i l i t y ,  but 

g iv e  no s o lu t io n  to  th e  problem , o th er  than to  n o te  th a t  

management must be a l e r t  to  i t ,  and to  p o s s ib ly  s e t  up an 

a u d it in g  procedure to  m onitor th e  t r a n s fe r  o f  in fo r m a tio n .

M odified  V a r ia b le  C osts  

Cook (1955) has su g g ested  a procedure in  which  

t r a n s fe r s  are a t  v a r ia b le  c o s t ,  w ith  th e su p p ly in g  

d iv i s io n  c r e d ite d  w ith  a p o r tio n  o f  th e  s e l l i n g  d i v i s i o n ' s  

p r o f i t s .  Perform ance m easures would be based on th e se  

p r o f i t s ,  p lu s  c o s t  perform ance. The p r o f i t  d is t r ib u t io n  

would presum ably be handled by n e g o t ia t io n s .

F u l l  C ost P lu s  

T h is i s  th e standard  a cco u n tin g  c o s t  t o  w hich an 

"add-on” i s  appended. The "add-on" cou ld  be a f ix e d  

p er c en ta g e , a  lump sum, or a s p e c i f i e d  re tu rn  on in v e s t ­

ment. I t  i s  an a r b itr a r y  and a u th o r ita r ia n  procedure  

w hich , b e s id e s  b e in g  a poor b a s is  f o r  e v a lu a t io n  o f  

d iv i s io n a l  perform ance, co u ld  d iv e r t  p rod u ction  and 

in vestm en t in to  uneconomic c h a n n e ls . Furtherm ore, f ix e d



c o s t s  a r e  a c c u m u l a t e d  i n  i n v e n t o r i e s ,  d i v i s i o n s  o p e r a t i n g  

a t  c a p a c i t y  a r e  p e n a l i z e d  b e c a u s e  t h e y  h a v e  t o  a l l o c a t e  

p r o d u c t s  f o r  i n t e r n a l  u s e ;  p o s s i b l y  a t  r e d u c e d  c o r p o r a t e  

p r o f i t s ?  m a n a g e r s  h a v e  l i t t l e  i n c e n t i v e  t o  c o n t r o l  o r  

r e d u c e  c o s t s  w h e r e  r e c o v e r y  i s  a s s u r e d  ( D i t t m a n ,  1 9 7 2 ) .

O p p o r t u n i t y  C o s t s  

O n s i  ( 1 9 7 0 )  a n d  H o l s t r u m  a n d  S a u l s  ( 1 9 7 3 )  h a v e  

recom m ended  t h e  u s e  o f  o p p o r t u n i t y  c o s t s .  H o l s t r u m  a n d  

S a u l s  s t a t e  t h a t  t h e  f i r m  w i l l  b e n e f i t  f r o m  t r a n s f e r  o n l y  

i f  t h e  o p p o r t u n i t y  c o s t  o f  t h e  b u y i n g  d i v i s i o n  i s  g r e a t e r  

t h a n  t h e  o p p o r t u n i t y  c o s t  o f  t h e  s e l l i n g  d i v i s i o n .  

T h e r e f o r e ,  t h e  t r a n s f e r  p r i c e  s h o u l d  be s e t  a t  t h e  i n t e r ­

s e c t i o n  o f  t h e  " m a r g i n a l ” o p p o r t u n i t y  c o s t s  o f  t h e  two 

d i v i s i o n s .  T h e y  f u r t h e r  s u g g e s t  t h a t  i f  t h e  d i v i s i o n s  

do n o t  f o l l o w  t h i s  p r o c e d u r e ,  a  p o r t i o n  o f  t h e  c o n t r i b u ­

t i o n  s h o u l d  be  t r a n s f e r r e d  f r o m  t h e  d i v i s i o n  b e n e f i t t i n g ,  

t o  t h e  one  h u r t .

P r o g r a m m in g  P r o c e d u r e s  

S e v e r a l  p r o c e d u r e s  h a v e  b e e n  d e v e l o p e d  w h i c h  t a k e  

a d v a n t a g e  o f  t h e  d u a l  p r o p e r t y  o f  t h e  l i n e a r  p ro g ra m m in g  

m o d e l .  I n  t h i s  m o d e l ,  t h e  o p t i m a l  s o l u t i o n  o f  t h e  d u a l  

p r o b l e m  a r e  sh a d o w  p r i c e s ,  t h e  i m p u t e d  v a l u e  t o  t h e  

c om pany ,  o f  i n c r e a s e s  i n  i t s  i n v e s t m e n t  i n  i t s  s c a r c e  

r e s o u r c e s  ( r e d u c i n g  c o n s t r a i n t s ) . (Baumol  a n d  F a b i a n ,  

1 96^ ;  H a s s ,  1 9 6 8 } W h i n s t o n ,  196^ ) .  A l l  o f  t h e s e
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tech n iq u es  use th e  d ecom p osition  p r in c ip le  d evelop ed  by 

D an tzig  ( 1963) w hich r e q u ir e s  an i t e r a t i v e  procedure  

whereby in form ation  i s  fe d  back and fo r th  betw een a c e n tr a l  

p la n n in g  group and th e r e s p e c t iv e  o p e r a tin g  d iv i s io n s .

The g e n er a l d ecom p osition  procedure can be d escr ib ed  

as fo llo w s*  managers o f  each  s u b -u n it  are req u ested  by 

th e  c e n t r a l  p lan n in g  u n it  to  ch oose an optimum l e v e l  o f  

a c t i v i t y  fo r  t h e ir  u n it ,  based  on f ix e d  re so u rce  p r ic e s  

p rovid ed  to  them by th e p la n n in g  u n it ,  d ir e c t  u n it  revenues  

and c o s t s ,  d iv i s io n a l  c o n s t r a in t s  and th e  tech n o lo g y  

r e le v a n t  to  th e  u n it ,  i . e . ,  th e  in p u t req u irem en ts o f  

f ix e d  r e so u r c e s  needed fo r  d i f f e r e n t  l e v e l s  o f  th e  

a c t i v i t y .  The c e n tr a l  p la n n in g  group r e c e iv e s  th e  v a r io u s  

"optim al" l e v e l s  o f  r e so u r c e s  from th e  d iv i s io n s  and 

" c le a r s  th e  m arket", r a i s in g  th e  p r ic e  o f  a re so u rce  i f  i t  

i s  in  e x c e s s  demand, and lo w er in g  th e  p r ic e  i f  i t  i s  in  

e x c e s s  su p p ly , a t  th e  same t im e , s a t i s f y i n g  h ig h e r  l e v e l  

c o n s t r a in t s .  These p r ic e s  are th en  fe d  back t o  th e  

o p e r a tin g  d iv is io n s  who r e v i s e  t h e i r  "optim al" reso u rce  

l e v e l s  o f  a c t i v i t y .  T h is i t e r a t i v e  procedure co n tin u es  

u n t i l  a l l  c o n s tr a in t s  are s a t i s f i e d .  The s o lu t io n  i s  

op tim a l in  th a t  no b e t t e r  s o lu t io n  e x i s t s  in  term s o f  the  

g iv e n  o r g a n iz a t io n a l g o a ls ,

A c e n tr a l  p lan n er i s  needed  b ecau se  th e  d iv is io n s  are  

asked to  behave in  a manner in c o n s is t e n t  w ith  t h e ir  own 

m o tiv a tio n s  and p erc e iv e d  b e s t  i n t e r e s t s .  However, even  

w ith  a c e n tr a l  p la n n er , th e  problem  o f  g o a l incongruence
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does n o t d isa p p ea r . "There e x i s t s  a  d e f i n i t e  o p p o r tu n ity  

f o r  'gam ing' th e system , fo r  d i v i s i o n a l  d e c is io n  makers to  

d e l ib e r a t e ly  f a l s i f y  t h e ir  ou tput v e c to r s  in  hopes o f  

g a in in g  c o n tr o l over more sc a r c e  r e so u r c e s  and co n seq ­

u e n t ly , in c r e a se  t h e ir  own p r o f i t s  a t  th e  exp en se o f  

o v e r a l l  p r o f i t a b i l i t y " .  (H ass, 1968)

As in  th e H ir s h le i f e r  p roced u re , th e  o p era tin g  

managers are gu ided  (v ia  s u b s id ie s )  t o  in c r e a s e  by j u s t  

th e  r ig h t  amount th o se  a c t i v i t i e s  w hich  y ie ld  e x te r n a l  

econ om ies, and to  d ecr ea se  ( v ia  p e n a l t i e s )  th o se  a c t i v i t i e s  

which produce e x te r n a l d ise c o n o m ie s . (Baumol and F ab ian , 

1964)
A fu r th e r  l e v e l  o f  s o p h i s t i c a t io n  has been added by 

Hass ( 1968) who d evelop ed  a d eco m p o sitio n  a lg o r ith m  fo r  

q u a d ra tic  programming th a t  can handle th e  s i t u a t io n  where 

e x t e r n a l i t i e s  ( in te r d e p e n d e n c ie s )  e x i s t  and p r ic e s  

th em se lv es  are inadequate to  g u id e  d e c is io n  makers to  

op tim a l s o lu t io n s .  The procedure i s  s im i la r  to  W hinston 's  

(1 9 6 4 ) , ex c ep t th a t  c o o r d in a t io n  i s  a ch ie v ed  v ia  a 

s te p w ise  m o d if ic a t io n  o f  demand f u n c t io n s ,  r a th e r  than  

p r ic e s .

Krouse (1972) has d evelop ed  a  model th a t  has*

"upper l e v e l  management e s t a b l i s h  v a r ia b le  t a r g e t s  and 
d ir e c t  o p e r a t io n s  l e v e l  u n it s  to  perform  a c c o r d in g ly .
In tu r n , th e  o p e r a tio n s  u n i t s ,  by t h e ir  a c t i v i t y ,  
determ ine e f f i c i e n c y  p r ic e s  f o r  r e la x in g  th e s e  
t a r g e t s .  These e f f i c i e n c y  p r ic e s  are su b se q u e n tly  
d ir e c te d  back to  th e p o l ic y  l e v e l .  In c o n tr a s t  to  th e  
more fr e q u e n t ly  used t r a n s f e r - p r ic in g  tech n iq u e  o f  
d e c e n t r a l iz a t io n ,  where p r ic e s  are ch an neled  down as a 
mode o f  co rp o ra te  c o n t r o l ,  th e  p r e s e n t  m odel, 
c o n v e r s e ly , has re so u rce  v a r ia b le  t a r g e t s  a s b e in g
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d ir e c te d  down to  th e  o p era tio n s u n it ,  and p r ic e s  fo r  
r e la x in g  th e  t a r g e t s  a s b ein g  fed  back." (p . 5^7)

In th e  d eco m p o sitio n  approach to  t r a n s fe r  p r ic in g ,  

th e  o p e r a tin g  d iv i s io n s  have aga in  l o s t  a c o n s id e r a b le  

degree o f  autonomy. A c e n tr a l  p lann er t e l l s  them how much 

t o  produce and a t  what p r ic e s  to  s e l l  and buy. Autonomy 

i s  l im it e d  to  th o se  a c t i v i t i e s  th a t  do n o t in v o lv e  

in te rd ep a r tm e n ta l t r a n s fe r s  and to  c o s t  c o n t r o l .  These  

p la n n in g  p rocedu res are q u ite  s im ila r  to  th o se  used in  

s o c i a l i s t  s o c i e t i e s  (Gordon, 196*0.

The l in e a r  and q u a d ra tic  programming p roced u res are  

s im ila r  to  th e  m arginal c o s t  approaches in  th a t  th e y  to o  

use d ir e c t  c o s t s .  However, the programming p roced u res  

can handle a m u l t ip l i c i t y  o f  products and c o n s t r a in t s  as  

w e l l  as more com plex e x t e r n a l i t i e s .

I t  sh ou ld  be n oted  th a t  s e v e r a l  w r ite r s  b e l ie v e  th e r e  

i s  no one b e s t  way o f  a r r iv in g  a t  s u i t a b le  t r a n s f e r  p r ic e s  

(A bdul-K halik  and Lusk, 197*H Cook, 19571 D earden, 1960j 

D ittm an, 1972? Menge, 1 9 6 1 ). T ro x el (1973) sums i t  up by 

s t a t in g  th a t  "no one method o f t r a n s fe r  p r ic in g  can  

e f f e c t i v e l y  s a t i s f y  a l l  o f  the in fo rm a tio n  n eed s o f  a 

d e c e n tr a l iz e d  o rg a n iza tio n "  (p . 896) .  What i s  b e s t ,  d epends, 

t h e r e fo r e ,  on th e  p a r t ic u la r  purpose.

D ascher (1972) has in d ic a te d  how managers o f  a 

h y p o th e t ic a l ,  d e c e n tr a l iz e d  m anufacturing company m ight 

d i f f e r  in  t h e ir  p e r c e p tio n s  o f  th e  c r i t e r i a  fo r  th e  c h o ic e  

o f  a t r a n s f e r  p r ic e  procedu re. The in te r n a l  a u d ito r  wanted  

one th a t  em phasized o b j e c t iv i t y  -  in fo rm a tio n  d e r iv e d
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s h o u l d  be u n b i a s e d  a n d  v e r i f i a b l e .  The i n d u s t r i a l  

e n g i n e e r i n g  m a n a g e r  s t r e s s e d  t h e  i m p o r t a n c e  o f  d i v i s i o n a l  

a u to n o m y .  The i n d u s t r i a l  p s y c h o l o g i s t  v i e w e d  t r a n s f e r  

p r i c e s  a s  a  m o t i v a t i o n a l  t o o l  u s e d  t o  d i r e c t  m a n a g e r i a l  

a c t i v i t y  t o w a r d s  c o r p o r a t e  g o a l  f u l f i l l m e n t .  P e r s o n n e l  

c o n s i d e r e d  t r a n s f e r  p r i c i n g  t o  be  a  c o m m u n i c a t i o n s  v e h i c l e ,  

t o  i n c r e a s e  d i v i s i o n a l  m a n a g e m e n t ' s  a w a r e n e s s  o f  t h e  

c o m p a n y ' s  p r o f i t  o b j e c t i v e s .  O p e r a t i n g  d i v i s i o n  m a n a g e r s  

w a n t e d  a  s y s t e m  s u c h  t h a t  t h e i r  p e r f o r m a n c e  m e a s u r e s  w o u ld  

n o t  be  d e p e n d e n t  on p e r f o r m a n c e  e f f i c i e n c y  o r  on d e c i s i o n s  

made e l s e w h e r e  i n  t h e  com pany .  The c o n t r o l l e r  was 

p r i m a r i l y  c o n c e r n e d  w i t h  t h e  a b i l i t y  o f  t r a n s f e r  p r i c e s  t o  

f a c i l i t a t e  t h e  p r e p a r a t i o n  o f  c l e a r ,  c o n c i s e ,  t i m e l y  r e p o r t s  

t o  m e a s u r e  p e r f o r m a n c e .  I n  v i e w  o f  t h e s e  p o t e n t i a l l y  

d i s p a r a t e  p e r c e p t i o n s ,  i t  i s  n o .  w o n d e r  t h a t  n o  one s y s t e m  

f o r  t h e  d e t e r m i n a t i o n  o f  t r a n s f e r  p r i c e s  h a s  e v o l v e d .

A t  t h e  e x t r e m e ,  W e l l s  ( 1 9 6 8 ) d e c l a r e s  t h a t  " t h e r e  i s  

no  s i t u a t i o n ,  i n  t h e  c i r c u m s t a n c e s  d e s c r i b e d ,  i n  w h ic h  

a n y  f o r m  o f  t r a n s f e r  p r i c e  i s  m e a n i n g f u l  o r  u s e f u l "  ( p .  17^ ) .  

He s t a t e s  f u r t h e r  t h a t  " . . .  t r a n s f e r  p r i c e s  w h ic h  a r e  n o t  

p r i c e s ,  a n d  p r o f i t  c e n t e r s  w h i c h  do n o t  e a r n  a  p r o f i t ,  a r e  

m y t h i c a l  i n v e n t i o n s .  T h e y  a r e  f i c t i o n s  w h i c h  c a n n o t  s e r v e  

a s  a  b a s i s  f o r  a c t i o n "  ( p .  1 8 0 ) .  He a g r e e s  w i t h  G o e tz  

( 1 9 6 7 ) a n d  H e n d e r s o n  a n d  D e a r d e n  ( 1 9 6 6 ) who p r o p o s e  

b u d g e t a r y  c o n t r o l ,  r a t h e r  t h a n  p r o f i t  c o n t r o l ,  s i n c e  t h e  

f o r m e r  i s  c o n g r u e n t  w i t h  t h e  c o n c e p t  o f  d i v i s i o n a l  

a u to n o m y  a n d  s e l f - c o n t r o l .
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F in a l ly ,  i t  can be seen  th a t  a lth ou gh  most o f  th e  

aforem en tion ed  tr a n s fe r  p r ic e  mechanisms appear to  be 

o b j e c t iv e ,  th e y  n e v e r th e le s s  do c o n ta in  some degree o f  

s u b j e c t i v i t y  and p o t e n t ia l  f o r  c o n f l i c t ,  c h e a tin g  and 

su b o p tim iz a tio n .

T r a n s f e r  P r i c i n g  a s  a  B e h a v i o r a l  P r o b l e m

Only r e c e n t ly  has a l i t e r a t u r e  d evelop ed  which  

c o n s id e r s  t r a n s fe r  p r ic in g  from a b eh a v io ra l p e r s p e c t iv e .  

Watson and Baumler (1975)»  drawing on th e  work o f  Lawrence 

and Lorsch ( 1967) and Thompson ( 1967)* v iew  tr a n s fe r  

p r ic in g  as an in t e g r a t iv e  d e v ic e .  They b e l ie v e  th a t  l in e a r  

programming d er iv ed  p r ic e s  or th o se  based on s t r a ig h t ­

forw ard a cc o u n tin g  c o s t ,  co u ld  be s u i t a b le  fo r  b e h a v io r a lly  

s im p le  in t e g r a t iv e  problem s— th o se  c h a r a c te r iz e d  by s ta b le  

environm ents and p oo led  in te r d e p e n d e n c ie s .1 For more 

com plex s i t u a t io n s ,  t r a n s fe r  p r ic in g  can be co n sid ered  as 

an a sp e c t  o f  a m u lt i-d im e n s io n a l c o n f l i c t  r e s o lu t io n  

p r o c e s s . Where n e g o t ia t io n 2 would be an ap p ro p ria te  

r e s o lu t io n  p r o c e s s , t r a n s fe r  p r ic in g ,  a r r iv e d  a t  v ia  

n e g o t ia t io n ,  would l ik e w is e  be r e le v a n t .

Larson (1970) a l s o  co n sid ered  some o f  th e  b e h a v io ra l 

a s p e c ts  o f  t r a n s fe r  p r ic in g ,  coming to  th e c o n c lu s io n  th a t

1Thompson (1967) d e f in e s  p oo led  in terd ep en d en c ie s  as 
th o se  s i t u a t io n s  in  w hich each p a rt o f  th e  o r g a n iz a tio n  
ren d ers a d is c r e t e  c o n tr ib u t io n  t o  th e whole and where the  
p a r ts  do n o t  in t e r a c t  d i r e c t l y  w ith  one a n o th er .

2Watson and Baumler use th e  term , n e g o t ia t io n , in  th e  
same se n se  a s j o in t  problem  s o lv in g  i s  used by B lake, 
Shepard, and Mouton (196*0 a n d  c o n fr o n ta t io n  i s  used by 
Lawrence and Lorsch ( 1967) .
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i t  was underm ining th e  u n d er ly in g  con cep t o f  p r o f i t  

c e n te r s ,  due to  th e c o n f l i c t  betw een the co n cep t and the  

ob vious lo s s  o f  d iv i s io n a l  autonomy r e s u l t in g  from admin­

is t e r e d  p r ic in g . He comes to  th e  c o n c lu s io n  th a t  no 

t r a n s fe r  p r ic in g  method i s  l i k e l y  to  be s u c c e s s f u l  u n le ss  

th e  problem o f  p r o f i t  c e n te r  management i s  f i r s t  s o lv e d .  

However, he>made no recom m endations on what sh ou ld  be done 

to  s o lv e  th e p r o f i t  c e n te r  problem , nor d id  he do any 

re se a r ch  on the b e h a v io r a l e f f e c t s  o f  t r a n fe r  p r ic in g .

W alker's (1970) ex p er im en ta l s tu d y  o f  c o n f l i c t  in  

m arketing ch an n els showed th a t  th e  r e la t iv e  power o f  the  

ch an n el members determ ined  t h e ir  d iv is io n  o f  p r o f i t s .

Such d iv is io n  o f  p r o f i t s  i s  a ch iev ed  v ia  n e g o t ia t io n s  

th a t  u lt im a te ly  determ ine th e  p r ic e  a t  w hich goods are  

tr a n s fe r r e d  from one ch an n el member to  a n o th er . T h is  

system  seems to  be v e r y  s im i la r  to  t h a t  o f  intracom pany  

t r a n s fe r s  betw een "autonomous" p r o f i t  c e n te r s .  Of p a r t ic ­

ular' in t e r e s t  t o  th e  proposed  r e se a r c h  i s  W alker’ s f in d in g  

th a t  p ro tra c ted  n e g o t ia t io n s  and a ttem p ts to  in c r e a se  

r e la t iv e  power caused  a d ec r ea se  in  ch an nel e f f i c i e n c y  and 

a r e d u c tio n  in  th e  p r o b a b il i t y  o f  fu n c t io n a l  co o p er a tio n  

between ch an nel memebers, due in p a r t  to  th e  u n favorab le  

a t t i t u d e s  d eveloped  in  th e  co u rse  o f  th e se  n e g o t ia t io n s .

I t  i s  th e in t e n t  o f  th e  proposed r e se a r c h  to  ex p lo re  

th e p o t e n t ia l ly  d y s fu n c t io n a l a fterm ath  o f  th e  tr a n s fe r  

p r ic in g  p r o c e s s , a t o p ic  r e c e iv in g  sc a n t  a t t e n t io n  in  the  

l i t e r a t u r e .
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The b a s ic  prem ise i s  th a t  t r a n s fe r  p r ic in g  sh ou ld  

be view ed as a p ro cess  o f  c o n f l i c t  r e s o lu t io n .  T h erefo re , 

th e  c o n f l i c t  l i t e r a t u r e  sh ou ld  be r e le v a n t  in  g u id in g  

r e se a r c h  con cern in g  th e  b e h a v io r a l con seq u en ces o f  

t r a n s fe r  p r ic in g  mechanism s. S e v e r a l c o n f l i c t  m odels have 

been proposed . These w i l l  now be co n s id er ed  in  r e la t io n  

t o  th e  n a tu re  o f  th e  c o n f l i c t  su rroun d ing  t r a n s fe r  p r ic in g ,  

how such c o n f l i c t  may be r e s o lv e d  and th e  a fterm ath  th a t  

can be ex p ec ted  fo llo w in g  c o n f l i c t  r e s o lu t io n .

C o n f l i c t  M ode ls

a .  P o n d y  Model

Pondy (1966 , 1967) c o n s id e r s  th r ee  c l a s s e s  o f  c o n f l i c t  

phenomenal

1 -  B arga in in g  model -  c o n f l i c t  among in t e r e s t  groups
in  co m p etitio n  fo r  sc a r c e  r e so u r c e s

2 -  B u rea u cra tic  model -  su p e r io r -su b o r d in a te  c o n f l i c t s
a lo n g  th e v e r t i c a l  d im ensions o f  th e  h ier a r ch y

3 -  System s model -  l a t e r a l  c o n f l i c t  r e l a t i v e  to
c o o r d in a tio n  and in terd ep en d en ce

I t  i s  su g g ested  th a t  th e  c o n f l i c t  surrounding  

t r a n s fe r  p r ic e  in c lu d e s  some a s p e c ts  o f  b oth  b a rg a in in g  and 

sy s te m s . T ra n sfer  p r ic e s  w i l l  a f f e c t  th e  p r o f i t s  o f  th e  

r e s p e c t iv e  d iv is io n s  w hich w i l l  a f f e c t  th e  power, p r e s t ig e  

and le g it im a c y  o f  t h e ir  demands fo r  la r g e r  sh a res  o f  

sc a r c e  r e s o u r c e s . S in ce  th e  d iv i s io n s  w i l l  co n tin u e  to  

m ain ta in  a su p p lie r -c u sto m e r  r e la t io n s h ip  a f t e r  th e  

t r a n s fe r  p r ic e  i s  s e t ,  in terd ep en d en ce i s  a f a c t .

Pondy n o te s  th a t  a l l  th r ee  m odels have common
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c h a r a c t e r i s t i c s :

1 -  C o n f l i c t  i s  made up o f  s e q u e n t i a l  e p i s o d e s

2 -  C o n f l i c t  c a n  be f u n c t i o n a l  o r  d y s f u n c t i o n a l 1

3 -  C o n f l i c t  i s  t i e d  up w i t h  t h e  a b i l i t y  o f  t h e
o r g a n i z a t i o n  v i a  f e e d b a c k  m e c h a n i s m s

The Pon d y  m ode l  c a n  be r e p r e s e n t e d  by  t h e  f l o w  c h a r t  

shown a s  F i g u r e  1 .

C o n f l i c t
A f t e r m a t h

M a n i f e s t
C o n f l i c t

L a t e n t  
C o n f l i c t .

E nvironm ental
E f f e c t s

F e l t
. C o n f l i c t

S t r a t e g i c
o n s i d e r a t i o n s

P e r c e i v e d
C o n f l i c t

A f t e r m a t h  o f  
P r e c e d i n g  
C o n f l i c t  
E p i s o d e _____

S u p p r e s s i o n  
a n d  A t t e n t i o n -  
F o c u s  M echan­
i sm s

A v a i l a b i l i t y  o f  
C o n f l i c t  R e s o l u t i o n  

Me c h  a n  i  s ms________

O r g a n i z a t i o n a l  
a n d  E x t r a -  

o r g a n i z a t i o n a l  
T e n s i o n s

F i g u r e  1 -  D ynam ics  o f  a  C o n f l i c t  E p i s o d e  -  Pon d y

The r e l e v a n c e  o f  t h e  v a r i a b l e s  t o  t r a n s f e r  p r i c i n g  

w i l l  now be d i s c u s s e d .

L a t e n t  C o n f l i c t  -  T h i s  i s  r e l a t e d  t o  o r g a n i z a t i o n  

c o n d i t i o n s  s u c h  a s  c o m p e t i t i o n  f o r  s c a r c e  r e s o u r c e s ,  

d r i v e s  f o r  a u to n o m y ,  d i v e r g a n c e  o f  s u b - u n i t  g o a l s .  A l l

^ C o s e r  ( 1 9 5 6 )  d e s c r i b e s  i n  more d e t a i l  t h e  c o n d i t i o n s  
u n d e r  w h i c h  c o n f l i c t  c a n  be  f u n c t i o n a l .
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t h r e e  o f  t h e s e  c o n d i t i o n s  h a v e  a l r e a d y  b e e n  shown t o  be  

r e l e v a n t  t o  t r a n s f e r  p r i c i n g .

P e r c e i v e d  C o n f l i c t  -  T h i s  i s  r e l a t e d  t o  t h e  s u p p r e s s i o n  

a n d  a t t e n t i o n - f o c u s  t h a t  l i m i t  t h e  p e r c e p t i o n  o f  c o n f l i c t ,  

a s  w e l l  a s  m i s u n d e r s t a n d i n g s  o f  t h e  t r u e  p o s i t i o n  o f  t h e  

o t h e r  d e p a r t m e n t s .  The f o r m e r  a r e  p r e s e n t  when t h e  

m a n a g e r s  a r e  f a c e d  w i t h  more c o n f l i c t  t h a n  c a n  b e  d e a l t  

w i t h ,  a n d  t h e r e f o r e  p a y  a t t e n t i o n  o n l y  t o  t h o s e  w h i c h  a r e  

s h o r t  l i v e d  o r  r o u t i n e .  T h o se  t h a t  a r e  l e s s  p r o g r a m m a b l e  

a r e  o f t e n  d e l e g a t e d  t o  o t h e r s .  I f  t h e  m a n a g e r  d o e s  n o t  

f e e l  t h a t  t h e  t r a n s f e r  p r i c e  i s  p a r t i c u l a r l y  i m p o r t a n t  o r  

t h r e a t e n i n g  t o  h im ,  p e r c e i v e d  c o n f l i c t  i s  d i m i n i s h e d .

P e r h a p s  t h e  t r a n s f e r  p r i c e  w o u ld  a c c o u n t  f o r  o n l y  a  s m a l l  

v a r i a n c e  i n  h i s  t o t a l  d i v i s i o n a l  p r o f i t ,  s i n c e  m o s t  o f  h i s  

s a l e s  m i g h t  be  f r o m  o r  t o  o u t s i d e  s o u r c e s .

F e l t  C o n f l i c t  -  T h i s  i s  a  p e r s o n a l i z a t i o n  o f  c o n f l i c t  

( t e n s i o n  m o d e l ) ,  d e p e n d i n g  on t h e  p e r s o n a l i t i e s  i n v o l v e d  

a n d  t h e  c o n g r u e n c e  o f  i n d i v i d u a l  a n d  o r g a n i z a t i o n  g o a l s .

M a n i f e s t  C o n f l i c t  -  T h i s  r e f e r s  t o  t h e  f o r m  o f  

b e h a v i o r  o f  t h e  r e s p e c t i v e  p a r t i e s .  W h e t h e r  c o n f l i c t  

b e c o m e s  m a n i f e s t ,  a n d  t h e  f o r m  i t  t a k e s ,  d e p e n d s  on 

o r g a n i z a t i o n  s t r u c t u r e s  a n d  p r o c e d u r e s  a s  w e l l  a s  t h e  

e x p e c t a t i o n s  a n d  motives  o f  t h e  p a r t i e s .  Some o f  t h e  

t r a n s f e r  p r i c e  m e c h a n i s m s  c a n  be  e x p e c t e d  t o  s u p p r e s s  

c o n f l i c t  b e h a v i o r  w h i l e  o t h e r s  c o u l d  i n d u c e  i t .  F o r  

i n s t a n c e ,  w h e r e  m a r k e t  p r i c e s  a r e  u s e d ,  a n d  t h e y  a r e  

p e r c e i v e d  a s  r e l e v a n t  b y  b o t h  d i v i s i o n s ,  l i t t l e  c o n f l i c t
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would be ex p e c te d . On th e o th er  hand, n e g o t ia te d  p r ic e s  

and p r ic e s  s e t  by a p la n n in g  u n it  cou ld  both be c o n f l i c t f u l .

C o n f l ic t  A fterm ath  -  I f  each c o n f l i c t  ep iso d e  i s  but 

one o f  a sequence o f  e p iso d e s  th a t  c o n s t i t u t e  th e  

r e la t io n s h ip s  betw een p a r t ie s ,  i t s  im portance to  t r a n s fe r  

p r ic in g  i s  p e r v a s iv e . The d eterm in a tio n  o f  t r a n s fe r  p r ic e  

i s  bu t one s t e p  in  a lo n g  term  r e la t io n s h ip ,  which w i l l ,  

in  tu r n , determ ine w hether th e  two in terd ep en d en t u n it s  

w i l l  co o p era te  w ith  each  o th er  ( in  sc h e d u lin g , c o n t r o l l in g ,  

d e v e lo p in g  new p ro d u c ts , and p la n n in g  j o in t  a c t i v i t i e s )  or  

w hether th e y  w i l l  a n ta g o n ize  and m u tu ally  f r u s t r a t e  each  

o th e r .

b . Walton and D utton Model

Walton and D utton  (1969) id e n t i f y  f iv e  v a r ia b le s  in  

r e p r e s e n t in g  a model o f  c o n f l i c t  in  l a t e r a l  r e la t io n s h ip s ,  

as shown in  F igu re 2 .

Management o f  
I n te r fa c e

R e s p o n s e  p a t t e r n s  o f  
H i g h e r  E x e c u t i v e s

A ttr ib u te s
o f

R e la t io n sh ip s

Consequences o f  
R e la t io n sh ip  P a tte r n  

f o r  O r g a n iz a tio n a l  
E f f e c t iv e n e s s

A n teced en ts  -  F a cto rs  
A ff e c t in g  C o n f l ic t  or 

C o lla b o r a tio n

F igu re 2 -  Model o f  I n te r u n it  C o n f l ic t  -  
W alton and D utton
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The a n te ced en t c o n d it io n s  th a t  cou ld  a f f e c t  c o n f l i c t  

or c o l la b o r a t io n  in c lu d e  m utual dependence, ta sk  r e la t e d  

a s s y m e tr ie s , perform ance c r i t e r i a  and rewards th a t  empha­

s i z e  s e p a r a te n e s s , o r g a n iz a tio n  d i f f e r e n t a t io n ,  r o le  

d i s s a t i s f a c t i o n ,  a m b ig u it ie s , dependence on sc a rce  

r e s o u r c e s , com m unication o b s ta c le s ,  p e r so n a l t r a i t s .  A l l  

o f  th e se  are o f  concern  in  the t r a n s fe r  p r ic e  s i t u a t io n  

and a r e , in  many w ays, s im ila r  to  Pondy's la t e n t  c o n d it io n s .

A u th o r ity , power and in f lu e n c e  f a c t o r s ,  and the  

n atu re  o f  p a s t  e x p e r ie n c e s  in  in te rd ep a r tm e n ta l c o n f l i c t  

r e s o lu t io n  are p a rt o f  what Walton and D utton c o n s id er  

in te rd ep a r tm e n ta l r e la t io n s h ip s .

Management o f  in t e r f a c e  r e la t e s  to  th e  approaches 

used to  r e s o lv e  c o n f l i c t .  I s  th e  approach in te g r a t iv e  or 

c o m p e tit iv e ?  I s  th e  a t t e n t io n  d evoted  to  in te r f a c e  

management a p p ro p r ia te  to  the d egree o f  d i f f e r e n t i a t io n  in  

th e  o r g a n iz a tio n  (Lawrence and L orsch , 1967)?

Whether the c o n f l i c t  i s  fu n c t io n a l  or d y s fu n c t io n a l i s  

determ ined  by th e  con sequ en ces o f  in t e r u n it  c o n f l i c t  

(P o n d y s  a fte r m a th ) . H igher e x e c u t iv e s  w i l l  respond to  

th e  c o n f l i c t  depending on t h e ir  own h a b itu a l p a t te r n s ,  

em o tio n a l r e a c t io n s ,  em phasis on sh o r t  term  or lon g  term  

p erform ance, a l lo c a t io n  o f  rew ards, recru itm en t p o l ic y ,  

d e p e r s o n a liz a t io n  o f  th e  c o n f l i c t  v ia  procedu res and 

program s, a l l  o f  w hich are fed  back and are a n te ced en ts  to  

th e  n e x t  e p is o d e .

Some o f  th e  model has been v a l id a te d . W alton, D utton



-2 8 -

and C a ffe r ty  (1966) showed th a t  c o n f l i c t  does r e s u l t  from  

f a c t o r s  th a t  o r ig in a te  o u ts id e  o f  th e  p e r so n a l r e la t io n ­

s h ip , such a s  su b o p tim iz in g  in c e n t iv e s ,  am bigu ity  in  

d ep artm enta l j u r i s d ic t io n  and com m unication o b s ta c le s .

W alton, D utton and F itc h  ( 1966) found th a t  more 

c o m p e tit iv e  d e c is io n  making p r o c e s se s  (a s  opposed to  

j o in t  problem  s o lv in g )  are accom panied by more form al 

d e c is io n  r u le s  and u n favorab le  a t t i t u d e s .  A lthough th e  

au th ors d is c u s s e d  th e p o s s i b i l i t y  o f  feed b ack  o f  such  

a t t i t u d e s ,  th e y  p rov id ed  no such e v id e n c e .

c .  Schmidt and Kochan Model

The Schm idt and Kochan (1972) c o n f l i c t  model i s  shown 

in  F igu re 3 . They su g g e s t  th a t  two c o n d it io n s  are n e c e s s ­

a ry  fo r  o v e r t  c o n f l i c t  b eh av ior:

(a) g o a l in c o m p a t ib i l i ty  p ro v id es  th e  m o tiv a tio n  fo r  
in terd ep en d en t p a r t ie s  to  engage in  c o n f l i c t ,  but,

(b) fo r  o v e r t  b eh a v io r  to  occur among p a r t ie s  w ith  
in co m p a tib le  g o a ls ,  th ey  must have the a b i l i t y  to  
in t e r f e r e  w ith  th e g o a l a tta in m en t o f  th e o th er  
p a r t ie s  (Kochan, e t  a l ,  1975* P» H )
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S h a r e d
R e s o u r c e s

C o n f l i c t

M o t i v a t i o n a l
F o r c e s

I n t e r d e p e n d e n t
A c t i v i t e s

P e r c e i v e d  G o a l  
I n c o m p a t i b i l i t y

P e r c e i v e d  
O p p o r t u n i t y  f o r  
I n t e r f e r e n c e

F igure 3 -  C o n f l ic t  P ro cess  -  Schm idt and Kochan

S c h m i d t  a n d  K o c h a n ' s  c o n c e p t  o f  c o n f l i c t  i s  s i m i l a r  

t o  P o n d y ' s  i n  t h a t  i t  i s  d y n a m ic  i n  n a t u r e .  H o w ev e r ,  i t  

d i f f e r s  i n  o t h e r  r e s p e c t s .  W h e re a s  P o n d y  i s  c o n c e r n e d  

w i t h  b o t h  l a t e n t  a n d  m a n i f e s t  c o n f l i c t  a n d  c o n s i d e r s  

d i v e r g e n t  g o a l s  a s  o n l y  one  o f  s e v e r a l  p o s s i b l e  a n t e c e d e n t s ,  

S c h m i d t  a n d  K ochan  d e f i n e  c o n f l i c t  i n  t e r m s  o f  o v e r t  

b e h a v i o r ,  s p e c i f y i n g  i n c o m p a t i b l e  g o a l s  a n d  d e l i b e r a t e  

b l o c k i n g  a c t i o n s  a s  r e q u i r e m e n t s  f o r  c o n f l i c t .  The d e l i b ­

e r a t e  b l o c k i n g  c a n  o c c u r  a t  t h e  r e s o u r c e  s h a r i n g  s t a g e  o r  

a t  t h e  s t a g e  o f  i n t e r d e p e n d e n c e  o f  a c t i v i t i e s ,  o r  b o t h .

The s t r a t e g i e s  f o r  r e s o l v i n g  c o n f l i c t  d e p e n d  on w h e r e  t h e  

b l o c k i n g  a c t i o n  o c c u r s .

A r e c e n t  t e s t  o f  t h e  m o d e l  (K o c h a n ,  e t  a l ,  1975) 

c o n f i r m e d  t h e  c a u s a l  e f f e c t  on c o n f l i c t  o f  b o t h  g o a l  

i n c o n g r u e n c e  a n d  t h e  a b i l i t y  t o  i n t e r f e r e .  H o w e v e r ,  t h e i r  

h y p o t h e s i s  t h a t  b o t h  w e r e  n e c e s s a r y  f o r  c o n f l i c t  was  n o t
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su p p orted .

The th ree  models are  q u it e  s im i la r  to  one a n o th er .

They a l l  em phasize th e  a fterm ath  o f  c o n f l i c t  and s t a t e  th a t  

reso u rce  sh a r in g , in terd ep en d en cy  and g o a l d iv erg en ce  or 

in c o m p a t ib i l i ty  promote c o n f l i c t .  They are h ig h ly  

r e le v a n t  to  t r a n s fe r  p r ic in g .

I f  t r a n s fe r  p r ic in g  i s  v iew ed  as a c o n f l i c t  problem , 

and i f  th e  e p is o d ic  and feed b ack  n atu re o f  th e  a fo r e ­

m entioned m odels are a c c e p te d , then  th e  methods used to  

r e s o lv e  t r a n s fe r  p r ic in g  c o n f l i c t s  sh ou ld  be o f  concern  to  

management, s in c e  t h i s  co u ld  have an e f f e c t  on th e  a t t i t u d e s  

and b eh a v io rs o f  th e  r e s p e c t iv e  p a r t ie s  d u rin g  su bseq uent 

in t e r a c t io n s .  These in te r a c t io n s  cou ld  be concerned w ith  

th e  need fo r  co n tin u in g  c o o p e r a tiv e  e f f o r t s  in  such a rea s  

as p rod u ction  sc h e d u lin g , agreem ent on product s p e c i f i c ­

a t io n s ,  r e se a r c h  p la n n in g , in terch a n g e  o f  r e le v a n t  t e c h n i­

c a l  in fo rm a tio n  and any o th er  l o g i s t i c a l  problem  a f f e c t in g  

th e  q u a l i t y ,  a v a i l a b i l i t y  or p h y s ic a l  t r a n s fe r  o f  goods 

from th e su p p ly in g  to  th e  buying d iv i s io n .  How th e se  

problem s are handled  cou ld  o b v io u s ly  a f f e c t  th e  combined  

e f f i c i e n c i e s  o f  th e  two d iv i s io n s .

Modes o f  C o n f l ic t  R e so lu t io n

B lake, Shepard and Mouton (1964) l i s t e d  n in e  ways in  

which c o n f l i c t  can be r e s o lv e d , depending on how the  

p a r t ie s  to  th e  c o n f l i c t  p e r c e iv e  th e  s i t u a t i o n , 1

^•Seiler ( 1963) and Robbins (1974) c l a s s i f y  c o n f l i c t  
r e s o lu t io n  in to  e ig h t  modes th a t  a re  q u ite  s im i la r  to  
th o se  o f  B lak e , e t  a l .
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I f  t h e y  b e l i e v e  t h a t  d i s a g r e e m e n t  i s  i n e v i t a b l e  a n d  

p e r m a n e n t ,  t h e y  may r e s o l v e  t h e i r  c o n f l i c t  i n  t h e  

f o l l o w i n g  w a y s i

a )  W i n - l o s e  s t r a g g l e  ( f o r c i n g )

b )  R e s o l u t i o n  by  a  t h i r d  p a r t y

c )  R e s o l u t i o n  b y  f a t e

I f  t h e y  b e l i e v e  t h a t  t h e  c o n f l i c t  c a n  be a v o i d e d ,  

a n d  t h e i r  i n t e r d e p e n d e n c e  c a n  b e  r e d u c e d ,  t h e  r e l e v a n t  

r e s o l u t i o n  modes a r e »

a )  One g r o u p  w i t h d r a w s

b)  M a i n t a i n i n g  i n d i f f e r e n c e

c )  I s o l a t i o n  o f  t h e  p a r t i e s  t o  t h e  c o n f l i c t

I f  t h e  p a r t i e s  w a n t  t o  m a i n t a i n  t h e i r  i n t e r d e p e n d ­

e n c e  a n d  b e l i e v e  t h a t  a g r e e m e n t  i s  p o s s i b l e ,  t h e y  could*.

a )  Sm ooth  o v e r  ( p e a c e f u l  c o e x i s t e n c e )

b)  Com promise  ( b a r g a i n i n g )

c )  P r o b l e m  s o l v e

B l a k e  e t  a l  o p t  f o r  p r o b l e m  s o l v i n g ,  w h i c h  t h e y  v i e w  

a s  a n  o p t i m i s t i c  a p p r o a c h ,  one  t h a t  i s  f u n c t i o n a l ,  b u t  

w h i c h  r e q u i r e s  a  p o s i t i v e  m e n t a l i t y ,  w h i c h  c a n  be 

d e v e l o p e d  t h r o u g h  t r a i n i n g .  The c o n f l i c t  r e s o l u t i o n  

p r o c e s s  i s  p o s s i b l y  t h e  m o s t  i m p o r t a n t  a s p e c t  o f  c o n f l i c t  

t h e o r y  a s  i t  a p p l i e s  t o  t r a n s f e r  p r i c i n g ,  s i n c e  t h i s  

p r o c e s s  c a n  h a v e  s i g n i f i c a n t  e f f e c t  on  f u t u r e  e v e n t s  a n d  

d e g r e e  o f  c o o p e r a t i o n .  S e v e r a l  o f  t h e  p o s s i b l e  modes o f  

c o n f l i c t  r e s o l u t i o n  w i l l  b e  c . i s c u s s e d  i n  more d e t a i l  t o  

d e t e r m i n e  how e a c h  m i g h t  r e l a t e  t o  t r a n s f e r  p r i c i n g .
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a .  W i n - l o s e  s i t u a t i o n  ( Z e r o - s u m  gam e.  F o r c i n g )

T h i s  i s  t h e  o r i e n t a t i o n  t h a t  w o u ld  p r e s u m a b l y  be  t h e  

one  w h i c h  many d e p a r t m e n t a l  m a n a g e r s  e n g a g e d  i n  t r a n s f e r  

p r i c e  d i s c u s s i o n s  w o u l d  p r o b a b l y  c o n s i d e r  t h e i r  s i t u a t i o n .  

As a  w i n - l o s e  p o w e r  s t r u g g l e ,  a n y  c h a n g e  i n  t h e  t r a n s f e r  

p r i c e  o b v i o u s l y  h a s  o p p o s i t e  e f f e c t s  on t h e  p r o f i t s  o f  

t h e  d e p a r t m e n t s .  I f  1 , 0 0 0 , 0 0 0  p o u n d s  i s  t r a n s f e r r e d  f r o m  

d e p a r t m e n t  A t o  d e p a r t m e n t  B a n d  t h e  t r a n s f e r  p r i c e  

i n c r e a s e s  b y  one  c e n t  p e r  p o u n d ,  t h e  p r o f i t  o f  d e p a r t m e n t  

A i n c r e a s e s  $ 1 0 , 0 0 0 ,  w h i l e  t h a t  o f  d e p a r t m e n t  B d e c r e a s e s  

b y  $ 1 0 , 0 0 0 .  I t  w i l l  be  s e e n  t h a t  t h i s  i s  a n  e s p e c i a l l y  

i n a p p r o p r i a t e  o r i e n t a t i o n  f o r  t r a n s f e r  p r i c e  c o n f l i c t  

r e s o l u t i o n ,  b e c a u s e  o f  i t s  p o t e n t i a l l y  d y s f u n c t i o n a l  

a f t e r m a t h .

W i n - l o s e  s t r u g g l e s  a r e  c h a r a c t e r i z e d  b y :

-  n o  c o m p ro m is e  s i n c e  t h e  r e s u l t s  a r e  m u t u a l l y  
e x c l u s i v e

-  t h e r e  i s  o f t e n  a  c l o s i n g  o f  r a n k s  w i t h i n  e a c h  o f  
t h e  g r o u p s  w h i c h  i n c r e a s e  t h e i r  i n t e r n a l  c o h e s i o n

-  n e g a t i v e  s t e r e o t y p e s  o f  t h e  o t h e r  s i d e  a r e  f o r m e d

-  c o m m o n a l i t i e s  t e n d  t o  be  o v e r l o o k e d ,  d i f f e r e n c e s  
h i g h l i g h t e d

-  d i s t o r t e d  j u d g m e n t s  o f  c o m p e t i n g  p o s i t i o n s  -  own 
i s  p e r c e i v e d  t o  b e  s u p e r i o r

-  a t t i t u d e s  a n d  o p i n i o n s  a r e  p o l a r i z e d

The a f t e r m a t h  o f  w i n - l o s e  i s  e v i d e n t .  M u t u a l  

f e e l i n g s  a n d  a t t i t u d e s  a r e  o f t e n  s o  n e g a t i v e  t h a t  f u r t h e r  

c o o p e r a t i o n  a n d  c o m m u n i c a t i o n  i s  d i f f i c u l t  t o  a c h i e v e .  

C o n s i d e r i n g  t h a t  t h e  tw o  d e p a r t m e n t s  a r e  p r e s u m a b l y  s t i l l
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dependent on one a n o th er , th e  la ck  o f  p o s i t iv e  f e e l in g s  and 

th e  an tagon ism  th a t  r e s u l t s ,  w i l l  produce d y s fu n c t io n a l  

co n seq u en ces . W in -lose  c o n fr o n ta t io n  sh ou ld  be avo id ed  in  

t r a n s f e r  p r ic in g .

In a w in - lo s e  s t r u g g le ,  "Forcing" o ccu rs when one 

p a r ty  t r i e s  t o  use p ressu r e  t a c t i c s  to  fo r c e  th e  o th er  

p a r ty  to  g iv e  in .  T h is m ight in v o lv e  th e use o f  t h r e a t s ,  

punishm ent and p o s i t io n a l  commitments. (W exley and Yukl, 

1977)

In th e  c o n te x t  o f  t r a n s fe r  p r ic in g , f o r c in g  w i l l  be 

dependent on th e  r e l a t i v e  power o f  th e  two p a r t ie s .  

S c h e l l in g  (I9 6 0 ) has a l s o  argued th a t  i f  one o f  th e  

p a r t ie s  i s  a b le  to  co n v in ce  th e  o th er  p a rty  th a t  he has a 

commitment to  a c e r ta in  p o s i t io n  and cannot concede any  

fu r th e r ,  th e  o th er  p a r ty  m ight be f o r c e d  to  a cc ep t i t ,  

s in c e  th e  a l t e r n a t iv e  (no agreem ent a t  a l l )  i s  even  l e s s  

a c c e p ta b le .

F orc in g  i s  n o t v iew ed  as a d e s ir a b le  mode o f  c o n f l i c t  

r e s o lu t io n .  I t  cou ld  ca u se  resen tm en t in  th e  weaker 

p a r ty , and th e y  are l i k e l y  to  respond in  a d y s fu n c t io n a l  

manner. T h is can tak e th e  form o f  d is r u p t iv e  b eh a v io r , 

avo id an ce o f  fu tu r e  c o n ta c ts  w herever p o s s ib le ,  or e f f o r t s  

t o  " get even" th e  n e x t  t im e .

b .  T h i r d  P a r t y  I n t e r v e n t i o n

Should th e  p a r t ie s  t o  th e  c o n f l i c t  be unable to  

r e s o lv e  th e  c o n f l i c t ,  or fo r  some rea so n  be u n w ill in g  to  

n e g o t ia t e  w ith  each  o th e r , a th ir d  p a rty  m ight be c a l le d
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in .  In th e  ca se  o f  t r a n s fe r  p r ic in g ,  t h i s  th ir d  p a rty  

co u ld  be th e common su p e r io r  o f  th e  two d iv is io n s  or an

in d iv id u a l  a s s ig n e d  to  t h i s  ta s k  by th e  management o f  the

company.

When t h i s  ta k e s  p la c e , th e re  might v e r y  w e l l  be 

n e it h e r  a w inner nor a lo s e r .  Even i f  one o f th e p a r t ie s  

d oes ''win", th e  lo s e r  w i l l  have l i t t l e  commitment to  

fu tu r e  c o o p e r a tio n . I f  t h e ir  m utual su p e r io r  i s  th e  th ir d  

p a rty  in v o lv e d , an u n d es ir a b le  s i t u a t io n  cou ld  be c r e a te d ,  

e s p e c i a l l y  when u n ity  o f  e f f o r t  i s  needed in  fu tu r e  

r e la t io n s h ip s .  Of c o u r se , th e  manager m ight b e l ie v e  th a t  

such  co m p etit io n  i s  u s e f u l ,  but th e su b o rd in a tes  w i l l  view

t h e ir  d i f f e r e n c e s  a s in e v i t a b le  and n o t a c t iv e ly  work

toward id e n t i f y in g  m utual o b j e c t iv e s .

The lo s e r s  w i l l  l i k e l y  look  a t  t h e ir  su p e r io r  as an 

u n fa ir  ju d ge, a t t r ib u t in g  t h e ir  d e f e a t ,  n o t to  the  

w eakness o f  t h e ir  c a s e , but to  th e incom petence o f  th e ir  

b o s s , fu r th e r  w eakening t h e ir  r e la t io n s h ip  and w ithdraw ing  

t h e i r  su p p o rt. The su p e r io r  lo s e s  th e co n fid en ce  o f  h is  

su b o r d in a tes  and h is  power base cou ld  s u f f e r  (Z a le zn ick , 

1 9 7 0 ) . I t  i s  ex p ec ted  th a t  many t r a n s fe r  p r ic in g  

s i t u a t io n s  are r e s o lv e d  by th ir d  p a rty  in te r v e n t io n ,  

a lth o u g h  n o t n e c e s s a r i ly  by a common su p e r io r .

c .  R e so lu t io n  by F ate

T h is mode o f  c o n f l i c t  r e s o lu t io n  would have l i t t l e  

a p p lic a t io n  in  t r a n s fe r  p r ic in g ,  s in c e  th e  two p a r t ie s  

can n ot p r o c r a s t in a te  i n d e f i n i t e l y ,  hoping th a t  th e problem
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w i l l  d i s a p p e a r  a n d  t h e r e b y  a v o i d  t h e  n e c e s s i t y  o f  m ak in g  a  

d e c i s i o n .  Time l i m i t s  p r e v e n t  t h i s .

d .  W i t h d r a w a l ,  I s o l a t i o n ,  I n d i f f e r e n c e

A l l  o f  t h e s e  modes i m p l y  t h a t  d i s a g r e e m e n t  i s  n o t  

s e e n  a s  i n e v i t a b l e ,  b u t  n e i t h e r  i s  a g r e e m e n t  s e e n  a s  

p o s s i b l e  ( B l a k e ,  e t  a l ,  p .  6 ^ ) .  One o r  b o t h  o f  t h e  

p a r t i e s  f a i l  t o  s e e  t h e  i m p o r t a n c e  o r  n e c e s s i t y  f o r  

i n t e r d e p e n d e n c e  and  move t o  r e d u c e  i t .  A s s u m in g  t h a t  

i n t e r d e p e n d e n c e  i s  an  i n t e g r a l  p a r t  o f  t h e  t r a n s f e r  p r i c e  

m ec h a n ism ,  t h e s e  modes w o u ld  n o t  be a p p l i c a b l e  t o  t h e  

r e s o l u t i o n  o f  t r a n s f e r  p r i c e  c o n f l i c t . ^

e . P e a c e f u l  C o e x i s t e n c e  ( S m o o t h i n g )

T h i s  i s  a  p a s s i v e  r e a c t i o n  t o  c o n f l i c t ,  w h e r e i n  t h e  

p a r t i e s  m a i n t a i n  a  s o c i a l  r e l a t i o n s h i p ,  p l a y i n g  down t h e i r  

d i f f e r e n c e s ,  i s o l a t i n g  g o a l s  t h a t  c o n f l i c t .  The i m p l i e d  

r u l e  b e tw e e n  g r o u p s  i n  a  s t a t e  o f  p e a c e f u l  e x i s t e n c e  i s  

t h a t  i s s u e s  t h a t  w o u ld  d i v i d e  t h e m  a r e  n o t  d e b a t a b l e .  

D i v e r g e n t  p o i n t s  o f  v i e w  w h i c h  m i g h t  g e n e r a t e  a  w i n - l o s e  

s t r u g g l e  a r e  n o t  d i s c u s s e d .  S m o o t h i n g  b y  i t s e l f  d o e s  n o t  

s e em  v e r y  a p p r o p r i a t e  i n  t r a n s f e r  p r i c i n g ,  s i n c e  p r i c i n g  

i s  an  i s s u e  t h a t  i s  i n h e r e n t l y  c o n f l i c t f u l  a n d  m u s t  be 

d e b a t e d ,

^However ,  i f  one  o f  t h e  u n i t s  p e r c e i v e s  p r i c e  a s  
u n i m p o r t a n t  t o  i t s  p e r f o r m a n c e ,  i t  c o u l d  r a n d o m l y  s e l e c t  
a  t r a n s f e r  p r i c e .

2How ever ,  i f  one  o f  t h e  u n i t s  p e r c e i v e s  p r i c e  a s  
u n i m p o r t a n t  t o  i t s  p e r f o r m a n c e ,  i t  c o u l d  a c t  i n d i f f e r e n t l y .
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f . B a r g a i n i n g  (C o m p r o m is in g )

I n  t h i s  mode, t h e  p a r t i e s  b e l i e v e  t h a t  a g r e e m e n t  i s  

p o s s i b l e  a n d  w i l l  be  r e a c h e d  b y  n e g o t i a t i o n  a n d  m u t u a l  

c o n c e s s i o n s .  I t  i s  a  j o i n t  d e c i s i o n  a c t  t h a t  i n v o l v e s  

o n l y  s h a r i n g  o f  one u n i t ' s  p r e f e r r e d  s o l u t i o n  o r  some 

o v e r s t a t e m e n t  o f  i t  ( v / a l t o n ,  196 6 ) .  I t  i s  a  p e s s i m i s t i c  

p h i l o s o p h y ,  v i e w e d  a s  a n  a c c e p t a b l e  a l t e r n a t i v e  t o  w i n -  

l o s e ,  w h e re  t h e  s e a r c h  i s  n o t  f o r  t h e  b e s t  s o l u t i o n ,  b u t  

f o r  one w h ic h  i s  " r i g h t "  ( B l a k e ,  e t  a l ,  19 6 ^ ) .  The r e l a t i o n ­

s h i p  i s  s t r o n g l y  c o m p e t i t i v e .  T r a n s f e r  p r i c e s  a r e  p r o b a b l y  

o f t e n  d e t e r m i n e d  i n  t h i s  mode a n d  i t  w i l l  t h e r e f o r e  be 

d i s c u s s e d  i n  more d e t a i l .  "We s h o u l d  f i n d  t h a t  t r a n s f e r  

p a y m e n t  r u l e s  r e s u l t  p r i m a r i l y  f r o m  a  l o n g - r u n  b a r g a i n i n g  

p r o c e s s  r a t h e r  t h a n  a  p r o b l e m  s o l v i n g  s o l u t i o n . "  ( C y e r t  

a n d  M arch ,  1963. P. 2 7 6 )

When two u n i t s  e n t e r  i n t o  a  b a r g a i n i n g  mode, c e r t a i n  

b e h a v i o r  p a t t e r n s  a r e  o f t e n  f o l l o w e d :

-  I n f o r m a t i o n  e x c h a n g e s  a r e  d o n e  i n  s u c h  a  m ann e r  t h a t  
e a c h  p a r t y  t r i e s  t o  g i v e  a s  l i t t l e  a s  p o s s i b l e  t o  
t h e  o t h e r ,  w h i l e  t r y i n g  t o  g e t  a s  much a s  p o s s i b l e  
i n  r e t u r n

-  Few i n t e r a c t i o n s  a r e  p r o v i d e d

-  I n f o r m a t i o n  i s  c h a n n e l e d  t h r o u g h  few  p e o p l e  i n  o r d e r  
t o  c o n t r o l  a n d  p o s s i b l y  b i a s  t h e  i n f o r m a t i o n  
t r a n s m i t t e d

-  Own p o s i t i o n s  a r e  d e f e n d e d ,  r a t h e r  t h a n  o b j e c t i v e l y  
c o n s i d e r e d  r e l a t i v e  t o  t h o s e  o f  t h e  o t h e r  s i d e .
( M a i e r ,  1967) I n  q u e s t i o n i n g  t h e  o p p o s i t i o n ,  t h e  
i n t e n t  i s , t o  w e a k e n  t h e i r  p o s i t i o n  r a t h e r  t h a n  g a i n  
i n f o r m a t i o n .  As a  r e s u l t ,  s h a r e d  a r e a s  g o  u n r e c ­
o g n i z e d ,  a r e a s  o f  t r u e  a g r e e m e n t  go  u n d i s c o v e r e d  
( B l a k e  a n d  iwouton, 1961)
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-  F o r m a l  d e c i s i o n  r u l e s  a n d  p r o c e d u r e s  a r e  a d o p t e d i  
s t r u c t u r e s  become r i g i d ,  c i r c u m s c r i b e d  ( W a l t o n ,
1966)

-  G o a l s  o f  t h e  p a r t i e s  r e m a i n  f i x e d  (M arch  a n d  S im o n ,  
1958)

-  The more c o m p e t i t i v e  t h e  b a r g a i n i n g  e n v i r o n m e n t  o r  
o r i e n t a t i o n ,  t h e  more l i k e l y  t h e  o r i e n t a t i o n  
t o w a r d s  w i n - l o s e  c o n f r o n t a t i o n

-  H i n d e r i n g  a c t i v i t i e s  a r e  p r e v a l e n t

Game e x p e r i m e n t a t i o n  h a s  b e e n  c o n d u c t e d  t o  d e t e r m i n e  

how o p p o n e n t s  w i l l  b e h a v e  i n  a  m i x e d - m o t i v e  s i t u a t i o n 1 a s  

c o n t r a s t e d  t o  a  w i n - l o s e  s i t u a t i o n .  D ruckm an  (1971) a n d  

G a l l o  a n d  M c C l i n t o c k  ( 1965) h a v e  s u m m a r i z e d  a  g o o d  d e a l  o f  

t h i s  w o r k .  Some o f  t h e  f i n d i n g s  d e r i v e d  f r o m  game e x p e r ­

i m e n t a t i o n  m i g h t  be  a p p l i c a b l e  t o  t r a n s f e r  p r i c e  

b a r g a i n i n g ,  b u t  t h e r e  a r e  r e a l  l i m i t a t i o n s  i n  e x t r a p o l a t i n g  

s u c h  f i n d i n g s  t o  r e a l - l i f e  s i t u a t i o n s  b e c a u s e  o f  l a c k  o f  

m o t i v a t i o n  on t h e  p a r t  o f  t h e  p l a y e r s .  The more r e a l - l i f e  

t h e  "game" b e c o m e s ,  t h e  more u n c o n t r o l l e d  i t  b e co m es  a n d  

t h e  more  d i f f i c u l t  i t  i s  t o  d ra w  m e a n i n g f u l  c o n c l u s i o n s  

( R a p a p o r t ,  1966) .  N e v e r t h e l e s s ,  some o f  t h e  f i n d i n g s  

s h o u l d  be  u s e f u l  i n  e x p l o r i n g  b e h a v i o r  o f  t r a n s f e r  p r i c e  

n e g o t i a t o r s *

-  C o o p e r a t i v e  r e s p o n s e s  t e n d  t o  e l i c i t  c o o p e r a t i v e  
r e s p o n s e s .  The p a r t i e s  t e n d  t o  becom e more l i k e  
e a c h  o t h e r  ( R a p a p o r t ,  1966)

i T h i s  i s  t h e  s i t u a t i o n  p r e v a l e n t  i n  t h e  p r i s o n e r ' s  
d i l e m m a  gam e,  w h e r e  e a c h  p a r t i c i p a n t  c a n  g a i n  b y  c o o p e r a t i n g  
w i t h  h i s  o p p o n e n t ,  b u t  t h i s  r e q u i r e s  t r u s t ,  s i n c e  t h e r e  i s  
a n  i n c e n t i v e  f o r  e a c h  p a r t y  t o  c h e a t ,  a n d  t h e r e  a r e  p e n a l ­
t i e s  i n v o l v e d .  P r i s o n e r ' s  d i l e m m a  s e e m s  t o  b e  a n  a p p r o p r i a t e  
m o d e l  f o r  some o f  t h e  t r a n s f e r  p r i c e  m e c h a n i s m s ,  i n c l u d i n g  
t h e  q u a n t i t a t i v e  t e c h n i q u e s  p r e v i o u s l y  d i s c u s s e d .
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-  C ooperation  in c r e a s e s  a s th e  reward fo r  co o p er a tio n  
in c r e a s e s  (R apaport, 1966)

-  C o o p e r a t i o n  i n c r e a s e s  a s  t h e  p e n a l t y  f o r  d e f e c t i o n  
i n c r e a s e s  ( R a p a p o r t ,  1966)

-  C o n f l i c t i n g  r e s u l t s  a r e  r e p o r t e d  on t h e  e f f e c t  o f  
d e a d l i n e s  a n d  t i m e  p r e s s u r e s  on t h e  l e v e l  o f  
c o n f l i c t  (D ru c k m a n ,  1971)

-  The g r e a t e r  t h e  r a n g e  o f  p o s s i b l e  o u t c o m e s ,  t h e  
g r e a t e r  t h e  c o n f l i c t  (D ru ckm an ,  1971)

-  C o n f l ic t  i s  g r e a te r  when r e p r e se n t in g  an a ss ig n e d  
p o s i t io n  than own p o s i t io n  (Druckman, 1971)

-  The p a r t ie s  ten d  to  o v er ev a lu a te  t h e ir  own p o s i t io n  
and ten d  to  d i s t o r t  t h e ir  p er c ep tio n  o f  o th ers
(R apaport, 1966)

The b a rg a in in g  mode o f  c o n f l i c t  r e s o lu t io n ,  s in c e  i t  

i s  o f te n  m a n ifested  in  r e s t r i c t e d  in t e r a c t io n ,  concealm ent  

and d i s t o r t io n ,  is s u e  ce n te r e d  o r ie n ta t io n  and l im ite d  

m ean in gfu l com m unication, cou ld  lea d  to  n e g a t iv e  a t t i t u d e s  

d u r in g  and a f t e r  b a rg a in in g . T h is i s  l i k e l y  to  be d y sfu n c­

t i o n a l  in  t r a n s fe r  p r ic in g ,  a s th e groups t r y  to  f r u s t r a t e  

th e  o th e r 's  g o a l  a c h ie v in g  a c t i v i t y .  W alton, D utton and 

F itc h  (1966) p o in t  ou t th a t  such a sequence i s  s e l f -  

re  in fo r c in g  and can become in s t i t u t io n a l i z e d :  p e r c e p tio n

o f  d i v i s i v e  g o a ls  le a d  to  a b a rg a in in g  o r ie n ta t io n ,  w hich  

le a d s  to  con cea lm en t, d i s t o r t io n  and th r e a t ,  which le a d s  to  

c ircu m scr ib ed  in te r a c t io n  p a t te r n s , which r e in fo r c e  th e  

i n i t i a l  p e r c e p tio n  o f  d iv i s iv e  g o a ls .

For th e s e  r e a so n s , b a rg a in in g  i s  n o t ex p ected  to  be 

th e  o p tim a l mode fo r  th e  r e s o lu t io n  o f  th e t r a n s fe r  p r ic e  

c o n f l i c t ,  a lth o u g h  i t  i s  probably  a commonly used approach.
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g .  P r o b l e m  s o l v i n g

T h i s  mode i s  c h a r a c t e r i z e d  b y  a  f u l l  s h a r i n g  o f  a l l  

t h e  m e n t a l  p r o c e s s e s  o f  t h e  p a r t i c i p a n t s  i n  o r d e r  t o  

a r r i v e  a t  a  f i n a l  d e c i s i o n .  I t  i s  a n  i n t e g r a t i v e  p r o c e s s  

( W a l t o n  a n d  M c K e r s i e ,  1966) .  I t  i s  t h e  p r e f e r r e d  a p p r o a c h  

t o  c o n f l i c t  r e s o l u t i o n  ( B l a k e ,  S h e p a r d  a n d  M outon ,  1964; 

L a w r e n c e  a n d  L o r s c h ,  1967? M a i e r ,  1967; Ryan  a n d  C l e m e n c e ,  

1973; S h e r i f  e t  a l ,  1961; W a l t o n ,  1966) .  P r o b l e m  s o l v i n g  

i s  a  s e q u e n t i a l ,  o r d e r e d  a p p r o a c h  t o  d e c i s i o n  m a k in g  

(M a rch  a n d  S im o n ,  1958) .  I t  c a n  be  c h a r a c t e r i z e d  a s  

f o l l o w s :

-  H i g h  l e v e l  o f  i n t e r a c t i o n  a n d  c o m m u n i c a t i o n

-  I n f r e q u e n t  a p p e a l s  t o  h i g h e r  a u t h o r i t i e s

-  A more  p o s i t i v e ,  a c c e p t i n g  ( l e s s  s t e r e o t y p e d )  
a t t i t u d e  d e v e l o p s  t o w a r d  t h e  o t h e r  p a r t y ,  who i s  n o  
l o n g e r  p e r c e i v e d  a s  a n  o p p o n e n t

-  T h e r e  i s  g r e a t e r  f a m i l i a r i t y  w i t h  o t h e r ' s  o p e r a t i o n s  
a n d  p r o b l e m s  w h i c h  p r o m o te  c o l l a b o r a t i o n  a n d  t r u s t

-  The  p a r t i e s  t r y  t o  e x p l o r e  a l t e r n a t i v e s  a n d  i d e n t i f y  
t h e  r o o t  c a u s e s  o f  t h e  c o n f l i c t ,  i n  a n  a t t e m p t  t o  
p r e v e n t  p o s i t i o n s  f r o m  b e c o m i n g  p o l a r i z e d .  T h e r e  i s  
o f t e n  a c c e p t a n c e  o f  s u p e r o r d i n a t e  g o a l s  w h i c h  h a v e  
m e a n i n g  a s  a  common g u i d e  f o r  b e h a v i o r ,

P r o b l e m  s o l v i n g  i s  a  p r e f e r r e d  mode o f  c o n f l i c t  r e s o l ­

u t i o n ,  e s p e c i a l l y  w hen  t h e  u n i t s  m u s t  r e t a i n  c l o s e  i n t e r ­

d e p e n d e n c y ,  a n d  b e  a b l e  t o  w o rk  t o g e t h e r  a f t e r  p r o b l e m  

r e s o l u t i o n ,  a s  i n  t r a n s f e r  p r i c i n g .

C e r t a i n  c o n d i t i o n s  a r e  c o n d u c i v e  t o  t h e  d e v e l o p m e n t  o f  

a  p r o b l e m  s o l v i n g  o r i e n t a t i o n :

-  A g e n e r a l  f e e l i n g  o f  t r u s t  a n d  o p e n n e s s  i n  t h e  
o r g a n i z a t i o n ,  p a r t i c u l a r l y  i n  t h e  r e l e v a n t  i n t e r -
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d epartm ental r e la t io n s h ip s  (B lake e t  a l ,  1964)

-  L ess em phasis on p o t e n t ia l ly  d i v i s i v e  s u b -u n it  
g o a ls  used f o r  s u b -u n it  perform ance e v a lu a t io n s  
(A ck o ff, 1966)

-  I d e n t i f i c a t io n  w ith  a su p ero rd in a te  g o a l ( S h e r if ,  
e t  a l ,  1961)

-  R eduction  in  p e r ip h e r a l c o n te x tu a l f a c t o r s  th a t  
cou ld  promote c o n f l i c t f a l  s i t u a t io n s !  f r u s tr a t in g  
ta sk  c o n d it io n s ,  work o v e r lo a d s , s t r u c t u r a l  
a s s y m e tr ie s , am b igu ity  in  d ep artm en ta l j u r i s d ic t io n ,  
com m unication o b s ta c le s  (W alton and D utton , 1969)

-  In crea se  in  th e  f a m i l ia r i t y  o f  each  departm ent w ith  
th e o p e r a tio n s  o f  th e o th e r . L im ited  c o g n it iv e  
s k i l l s  breed c o n f l i c t  (W alton, D utton and F it c h ,  
1966)

h . P ersu a sio n

W exley and Yukl (1977) id e n t i f y  p ersu a s io n  as a 

method o f  r e s o lv in g  c o n f l i c t .  \n  t h i s  approach one o f  the  

p a r t ie s  t r i e s  t o  co n v in ce  th e  o th e r  to  change p o s i t io n  and 

a c c e p t  h i s  p o s i t io n .  He cou ld  do t h i s  by one o f  th e  

fo l lo w in g  (p . 1 7 9 )*

-  P rovide f a c t u a l  ev id en ce  th a t  su p p o rts  h is  d e c is io n

-  D is c r e d it  in fo rm a tio n  su p o r tin g  th e  op p on en t's  
p o s i t io n  and p o in t  ou t e r r o r s  in  h i s  lo g ic

-  P o in t  ou t p o s s ib le  c o s t s  and d isa d v a n ta g es  o f  the  
o th e r  p a r ty 's  p ro p o sa ls  th a t  may have been overlooked

-  P o in t  ou t how h is  p ro p o sa ls  cou ld  b e n e f i t  th e o th er  
p a rty -

-  Show how h is  p r o p o sa ls  were c o n s is t e n t  w ith  p r io r  
p reced en t or norms

T his approach co u ld  have a p p lic a t io n - .in  tr a n s fe r  

p r ic in g  e s p e c ia l l y  i f  th e  two p a r t ie s  agreed  on t h e ir  g o a l  

but were in  d isagreem en t a s to  how th e y  m ight b e s t  meet 

th a t  g o a l .  As W exley and Yukl p o in t  o u t, such  p ersu a sio n
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sh ou ld  n o t th r e a te n  th e ego or s t a t u s  o f  th e  o th e r  p a r ty .

There seem s to  be no l i t e r a t u r e  on th e  consequences or 

afterm ath  o f  t h i s  mode o f  c o n f l i c t  r e s o lu t io n .  I t  co u ld  

be a d y s fu n c t io n a l approach i f  one o f  th e  p a r t ie s  b e lie v e d  

he " lo st"  and in t e r n a l ly  a t t r ib u t e s  t h i s  r e s u l t  to  u n fa ir  

or d is h o n e s t  t a c t i c s  employed by th e  o th e r  p a r ty ..

We have now d is c u s s e d , in  g e n e r a l term s, f i r s t ,  how 

t r a n s fe r  p r ic e s  are determ ined , and seco n d , how c o n f l i c t s  

r e s u l t in g  from tr a n s fe r  p r ice  d e c i s io n  making may be 

r e s o lv e d , n o t in g  th a t  problem s o lv in g  i s  th e  d e s ir e d  and 

p r e fe r r e d  approach.

We w i l l  now t r y  to  in te g r a te  th e  two a s p e c ts  in to  an 

o v e r a l l  model o f  and approach t o  t r a n s fe r  p r ic in g ,  and to  

propose v a r io u s  h yp oth eses fo r  ex p er im en ta l v e r i f i c a t i o n .
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CHAPTER I I

MODEL DEVELOPMENT AND RESEARCH HYPOTHESES

L i t t l e  m e a n i n g f u l  b e h a v i o r a l  d a t a  a r e  a v a i l a b l e  

r e l a t i v e  t o  t h e  t r a n s f e r  p r i c i n g  t e c h n i q u e s  p r a c t i c e d  i n  

i n d u s t r y  o t h e r  t h a n  v e r y  g e n e r a l  o b s e r v a t i o n s  (Boyd ,  I 9 6 I 5 

Menge,  1 9 6 1 ;  S e w e l l ,  1 9 6 6 ; Y /h in s to n ,  1 9 6 4 ) .  O t h e r  

a n e c d o t a l  r e f e r e n c e s  d e s c r i b e  g e n e r a l  p h i l o s o p h i e s  ( D e a r d e n ,  

1964» K n i g h t o n ,  1 9 6 5 ) .  T h e r e  a p p e a r s  t o  be  l i t t l e  l i t e r ­

a t u r e  t h a t  s p e c i f i c a l l y  d i s c u s s e s  t r a n s f e r  p r i c i n g  f r o m  

t h e  v i e w p o i n t  o f  c o n f l i c t  r e s o l u t i o n ,  p a r t i c u l a r l y ,  

r e l a t i v e  t o  i t s  f u n c t i o n a l  o r  d y s f u n c t i o n a l  a f t e r m a t h .

Menge ( 1 9 6 1 ) p r o v i d e d  t h e  m o s t  d e t a i l  i n  h i s  c a s e  

s t u d y  o f  t h e  t r a n s f e r  p r i c i n g  p r a c t i c e s  o f  a  l a r g e ,  i n t e g ­

r a t e d  a u t o m o b i l e  m a n u f a c t u r e r .  He n o t e d  t h a t  a l t h o u g h  t h e  

mode o f  o p e r a t i o n  was " t r a n s f e r  a t  c o m p e t i t i v e  p r i c e s " ,  a n d  

f o r m a l i z e d  p r o c e d u r e s  w e r e  p r o v i d e d  f o r  d e t e r m i n a t i o n  o f  

s p e c i f i c  t r a n s f e r  p r i c e s ,  t h e  p r o c e d u r e  t h a t  was a c t u a l l y  

f o l l o w e d ,  o f t e n  p r o d u c e d  a r t i f i c i a l  t r a n s f e r  p r i c e s .  

N e g o t i a t i o n  was  t h e  a c c e p t e d  p r a c t i c e ,  b u t  i t  was n o t  

u n u s u a l  f o r  a s  many a s  h a l f  o f  t h e  i n t e r n a l  t r a n s f e r  n e g o ­

t i a t i o n s  t o  e n d  i n  d i s p u t e ,  w i t h  a d j u d i c a t i o n  b y  a  c e n t r a l  

p r i c i n g  c o m m i t t e e .  I t  i s  u n f o r t u n a t e  t h a t  Menge d i d . . n o t  

p u s h  f u r t h e r  t o  d e t e r m i n e  t h e  n a t u r e  o f  t h e  a f t e r m a t h  o f  

t h e s e  n e g o t i a t i o n s .  Menge d i d  p o i n t  o u t  t h a t  a t  t i m e s ,
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n e it h e r  d iv i s io n  was s a t i s f i e d  w ith  th e  p r ic e ,  but n e ith e r  

was prepared to  ca rry  th e  d isp u te  to  h ig h e r  a u t h o r i t i e s ,  

i . e . ,  to p  e x e c u t iv e  re v iew — th e  chance o f  lo s in g  a g r e a t

d e a l more than i n t e r - d i v i s io n a l  p r o f i t s  m ight be a t  s ta k e

sh ou ld  th e  l a t t e r  cou rse  be ta k en .

By i t s  n a t u r e ,  t r a n s f e r  p r i c i n g  f s  l i k e l y  t o  be  

c o n f l i c t f u l ,  b u t  a s  C o s e r  (1956) p o i n t s  o u t ,  a  c o n f l i c t  

c a n  be  f u n c t i o n a l :

-  i t  can i n i t i a t e  in te r a c t io n s

-  i t  can f o s t e r  in terg ro u p  c o h es io n

-  i t  can remove antagonism  betw een p a r t ie s  and
in te g r a te  t h e ir  r e la t io n s h ip s

-  i t  can p rev en t com plete c lea v a g e  o f  r e la t io n s h ip s

-  i t  can be a v en t fo r  h o s t i l i t y  and an e x p r e s s io n  
o f  d is s e n t

T r a n s f e r  p r i c e  c o n f l i c t  n e e d  n o t  be  e l i m i n a t e d — i t  

s h o u l d  be  r e s o l v e d  i n  s u c h  a  way  a s  t o  i n c r e a s e  i t s  

f u n c t i o n a l i t y .

A co n tin g e n c y  approach to  t r a n s fe r  p r ic in g  has been  

su g g e s te d  (A ck e lsb erg , 1973; Watson and Baumler, 1 9 7 5 ) . As 

Lawrence and Lorsch (196?) have p o in ted  o u t , o r g a n iz a tio n s  

re q u ir e  v a ry in g  d eg rees o f  d i f f e r e n t i a t i o n ,  in  order to  

cope w ith  v a ry in g  d eg rees  o f  u n c e r ta in ty  in  i t s  e n v ir o n ­

m ent. Such a d i f f e r e n t i a t io n  i s  con d ucive to  c o n f l i c t .  

D epending on th e  d egree o f  d i f f e r e n t i a t io n  and th e r e fo r e ,  

th e d egree o f  la t e n t  c o n f l i c t ,  v a ry in g  d eg re es  o f  in t e g ­

r a t io n  must be d esig n ed  in to  th e  o r g a n iz a t io n . I t  i s  

su g g e s te d  th a t  t r a n s fe r  p r ic in g  co u ld  be v iew ed  as a t o o l
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f o r  i n t e g r a t i o n  a s  w e l l  a s  a  m anagem ent  c o n t r o l  t o o l .

The o r g a n i z a t i o n  t h a t  i s  b u r e a u c r a t i c  c o u l d  v e r y  w e l l  

r e q u i r e  a  d i f f e r e n t  t r a n s f e r  p r i c e  m e c h a n i sm  t h a n  a n  

o r g a n i z a t i o n  t h a t  i s  n o t .  The f o r m e r ,  w i t h  i t s  g r e a t e r  

r e l i a n c e  on  f o r m a l  p r o c e d u r e  a n d  i t s  more r i g i d  s t r u c t u r e ,  

i s  more l i k e l y  t o  be  c e n t r a l i z e d ,  e v e n  i f  i t  h a s  a  

" n o m i n a l "  p r o f i t  c e n t e r  s t r u c t u r e .  I t  i s  e x p e c t e d  t h a t  

t h e  more b u r e a u c r a t i c  t h e  o r g a n i z a t i o n ,  t h e  l e s s  t h e  n e e d  

f o r  r e a l i s t i c  a n d  m e a n i n g f u l  t r a n s f e r  p r i c e s .  I n  t h e s e  

o r g a n i z a t i o n s ,  t r a n s f e r  p r i c e s  m i g h t  v e r y  w e l l  be  a s s i g n e d  

b y  a  c e n t r a l i z e d  p l a n n i n g  g r o u p  ( i f  u s e d  a t  a l l ) ,  w i t h  

d i v i s i o n a l  a p p r a i s a l  b a s e d  on c r i t e r i a  o t h e r  t h a n  p r o f i t ,  

s u c h  a s  c o s t  r e d u c t i o n ,  f u n c t i o n a l  i n n o v a t i o n ,  s a f e t y ,  

a d m i n i s t r a t i v e  c a p a b i l i t y ,  l a b o r  r e l a t i o n s ,  p o l l u t i o n  

c o n t r o l ,  e t c .  T h e y  s h o u l d  be h e l d  a c c o u n t a b l e  f o r  w h a t  

t h e y  c o n t r o l .

U n l i k e  m os t  o f  t h e  a c c o u n t i n g  l i t e r a t u r e ,  W atso n  a n d  

B a u m l e r  (1975) a p p r o a c h e d  t h e  t r a n s f e r  p r i c e  p r o b l e m  f r o m  a  

b e h a v i o r a l  p e r s p e c t i v e ,  d r a w i n g  h e a v i l y  on t h e  c o n c e p t s  

o f  Thompson ( 1967) .  T h e y  a r g u e  t h a t  t h e  a c c o u n t a n t  s h o u l d  

t a k e  c o g n i z a n c e  o f  t h e  r e q u i s i t e  d i f f e r e n t i a t i o n  i n  a n  

- o r g a n i z a t i o n  when t h e y  d e v e l o p  f o r m a l  c o n t r o l  a n d  r e p o r t i n g  

s y s t e m s .  T h e y  a l s o  b e l i e v e ,  a s  h a s  a l r e a d y  b e e n  s u g g e s t e d ,  

t h a t :

" t o  some e x t e n t ,  t h e  t r a n s f e r  p r i c i n g  m e c h a n i s m  e n h a n c e s  
d i f f e r e n t i a t i o n .  B u t  we h a v e  a l s o  d e m o n s t r a t e d  a b o v e  
t h a t  d i f f e r e n t i a t i o n  i s  o n l y  one p a r t  o f  t h e  p r o b l e m .  
I n t e g r a t i o n  i s  a n o t h e r  f a c e t  o f  t h i s  p r o b l e m .  Can t h e  
t r a n s f e r  p r i c i n g  m e c h a n i s m  be u s e d  t o  h e l p  a c h i e v e  t h e
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req u ir ed  in te g r a t io n ?  A gain , th e answer i s  o b v io u s ly  
' y e s ' .  In many c a s e s  th e p r ic in g  mechanism i s  a 
r o u t in e  or s ta n d a rd ized  p r o c e s s , a form u la , l i k e ,  fo r  
exam ple, stand ard  c o s t ,  c o s t  p lu s , m argin al c o s t ,  f ix e d  
c o s t ,  e t c .  T h is type o f  t r a n s fe r  p r ic in g  i s  a t  l e a s t  
a p p lic a b le  in  sim p le  in te g r a t in g  s i t u a t io n s  a lth o u g h  
in  more co m p lica ted  in te g r a t in g  s i t u a t io n s  i t  may be 
o n ly  one in p u t to  th e  in te g r a t in g  p r o c e s s . (Watson 
and Baum ler, 1975» p. ^6 9 )

They fu r th e r  n o te  th a t  th e  m athem atical programming and 

econom ic s o lu t io n s  m ight be r e le v a n t  o n ly  to  th e  behav- 

i o r a l l y  s im p le  in te g r a t io n  problem s.

For b e h a v io r a lly  com plex in te g r a t io n  problem s, Watson 

and Baumler recommend th e  use o f  a n e g o t ia t io n s  p r o c e s s ,  

w hich i s  s im i la r  ( in  t h e ir  term in o lo g y ) to  th e  problem  

s o lv in g  approach to  c o n f l i c t  r e s o lu t io n  p r e v io u s ly  

d is c u s s e d . In t h i s  c a s e , th ey  v iew  t r a n s fe r  p r ic in g  as  

"one f a c e t  o f  a m u lt i-d im e n s io n a l c o n f l i c t  r e s o lu t io n  

p r o c e s s . I f  th e  a p p ro p r ia te  c o n f l i c t  r e s o lu t io n  p r o c e ss  i s  

n e g o t ia t io n ,  then  i t  appears the t r a n s fe r  p r ic e  sh ou ld  be 

one a r r iv e d  a t  through n e g o t ia t io n ."  (p . ^7 2 )

A model has been d evelop ed  in  an a ttem p t to  d e sc r ib e  

th e  r o le  o f  t r a n s fe r  p r ic in g  w ith in  th e c o n te x t  o f  contem p­

orary  o r g a n iz a t io n  th e o r y . The m odel, w hich draws on th e  

aforem en tion ed  c o n f l i c t  m odels, as w e l l  a s on th e  work o f  

Lawrence and Lorsch ( 1967) and Thompson ( 1967) ,  i s  shown 

in  F igu re I t  can be seen  th a t  some o f  i t  c l o s e l y  r e la t e s  

to  Watson and B aum ler's argum ents, as d e sc r ib e d  ab ove.

A c e n t r a l  assum ption  fo r  th e  model i s  th e  p r o f i t  

c e n te r  co n cep t and th e  need fo r  o b je c t iv e  m easures o f  

d iv i s i o n a l  perform ance in  order to  a d m in is ter  an e v a lu a t io n
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and reward sy stem . Such a need p ro v id es  th e  in c e n t iv e  fo r  

th e use o f  an a p p ro p r ia te  t r a n s fe r  p r ic e  sy stem .

A number o f  o r g a n iz a t io n a l and e x tr a -o r g a n iz a t io n a l  

f a c to r s  w i l l  have an e f f e c t  on th e  d e s ig n  o f  th e  t r a n s fe r  

p r ic in g  p r o c e s s . The e x is t e n c e  o f  an e x te r n a l market fo r  

th e tr a n s fe r r e d  p ro d u ct, th e im portance o f  the tr a n s fe r r e d  

product to  th e  r e s p e c t iv e  d iv is io n s  and th e  s tr u c tu r e  o f  

th e o r g a n iz a tio n  can be in stru m e n ta l in  d e s ig n in g  the  

p r o c e s s .

For in s ta n c e , i f  th e re  i s  a d e f in i t e  and le g it im a te  

market fo r  th e  tr a n s fe r r e d  p rod u ct, and th e  product i s  n ot  

p a r t ic u la r ly  im portant to  th e  d iv i s io n s ,  perhaps no form al 

procedures would be n eed ed , s in c e  one co u ld  sim p ly  use the  

market p r ic e .  On th e  o th er  hand, i f  th e  product i s  im port­

a n t, the market p r ic e  m ight be co n sid ered  o n ly  as a g u id e , 

w ith  the f i n a l  p r ic e  s e t  through some p ro ce ss  o f  in te r a c t io n  

between the two d i v i s i o n s .  A m ech a n istic  o r g a n iz a tio n  

m ight be more l i k e l y  to  use form al procedures and form ulae  

f o r  t r a n s fe r  p r ic e  d e te r m in a tio n , w hereas an organ ic  

o r g a n iz a tio n  co u ld  d e c id e  to  l e t  th e  d iv i s io n s  come up w ith  

t h e ir  own p roced u res or t o  in t e r a c t  in  some way.

Should th e  d iv i s io n s  fa c e  d i f f e r in g  en v ironm en ta l 

u n c e r ta in t ie s  i t  would be ex p ec ted  th a t  d i f f e r e n t i a t io n ,  

in c lu d in g , g o a l d i f f e r e n t i a t i o n ,  would r e s u l t .  T h is , per  

Lawrence and Lorsch (1 9 6 7 )f  would be l i k e l y  to  promote 

c o n f l i c t  and e s t a b l i s h  th e  need fo r  in t e g r a t io n .  When the  

d iv is io n s  r e l y  on each  o th er  fo r  su p p ly  and demand o f
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p r o d u c t s ,  i n t e r d e p e n d e n c i e s  w o u l d  b e  p r e s e n t  a n d  some t y p e  

o f  i n t e g r a t i o n  m e c h a n i s m  w o u l d  be  n e e d e d  i n  o r d e r  f o r  t h e  

o r g a n i z a t i o n  t o  be  e f f e c t i v e  ( G a l b r a i t h ,  1 9 7 2 ) .  P e r  

S c h m i d t  a n d  K ochan  ( 1 9 7 2 ) ,  i n t e r d e p e n d e n c e  c a n  be  p e r c e i v e d  

a s  a  c o n d i t i o n  t h a t  p r o m o t e s  c o n f l i c t .

The c o n f l i c t  t h a t  r e s u l t s  c a n  be  r e s o l v e d  b y  a n y  o f  

t h e  v a r i o u s  t e c h n i q u e s  p r e v i o u s l y  d i s c u s s e d ,  w i t h  t h e  

a f t e r m a t h  o f  t h e  p r o c e s s  d e p e n d e n t  on  t h e  mode u s e d  t o  

r e s o l v e  t h e  c o n f l i c t .  A s y s t e m  t h a t  p r o m o t e s  a  p r o b l e m  

s o l v i n g  o r i e n t a t i o n  w o u l d  b e  e x p e c t e d  t o  p r o m o t e  a  

f u n c t i o n a l  a f t e r m a t h  t h a t  c o u l d  r e s u l t  i n  p o s i t i v e  p o s t ­

d e c i s i o n  r e l a t i o n s h i p s ,  l e a d i n g  t o  i m p r o v e d  c o m b in e d  

p e r f o r m a n c e  o f  t h e  two d i v i s i o n s .

An a p p r o p r i a t e l y  d e s i g n e d  e v a l u a t i o n  a n d  r e w a r d  s y s t e m ,

i . e . ,  one  t h a t  p r o m o t e s  j o i n t  p r o b l e m  s o l v i n g  b y  d e ­

e m p h a s i z i n g  t h e  i m p o r t a n c e  o f  d i v i s i o n a l  p r o f i t ,  c o u l d  

t h e r e f o r e  e n h a n c e  p e r f o r m a n c e  i n  t h o s e  c a s e s  t h a t  i n v o l v e  

i n t r a c o m p a n y  p r i c i n g  o f  t r a n s f e r r e d  p r o d u c t s .

F o r  m anagem ent  a p p r a i s a l ,  i t  i s  n o t  i m p o r t a n t  t h a t  a l l  

c o m p a n i e s  m e a s u r e  d i v i s i o n a l  p e r f o r m a n c e  o r  incom e  i n  t h e  

same t e r m s .  What i s  i m p o r t a n t  i s  t h a t  p e r f o r m a n c e  be 

a p p r a i s e d  i n  t e r m s  t h a t  make s e n s e  i n  e a c h  i n d i v i d u a l  c a s e  

( K n i g h t o n ,  1 9 6 5 ) .  As d i s c u s s e d ,  many t r a n s f e r  p r i c e  

m e c h a n i s m s  do n o t  make s e n s e  a n d  do  n o t  m e e t  t h i s  s t a n d a r d *  

t h e i r  u s e  i n  a p p r a i s a l  i s  t h e r e f o r e  q u e s t i o n a b l e .

As S a lt e r  (1973) p o in ts  o u t, perform ance measures send  

out s ig n a ls  in  term s o f  th e  norms o f  in terg ro u p  c o o p e r a tio n .
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The l a t t e r  i s  s t r e n g t h e n e d  b y  s e t t i n g  t h e  s i z e  o f  t h e  

b o n u s  p o o l  f o r  d i v i s i o n a l  e x e c u t i v e s  p r i m a r i l y  on t h e  b a s i s  

o f  t o t a l  p r o f i t s  r a t h e r  t h a n  d i v i s i o n a l  p r o f i t s .  Where 

i n t e r d i v i s i o n a l  t r a n s f e r s  a r e  t o  b e  e n c o u r a g e d  a n d  j o i n t  

w o r k  b y  d i v i s i o n s  i s  p a r t  o f  t h e  c o m p a n y ' s  n o r m a l  o p e r a t i o n s ,  

S a l t e r  s u g g e s t s  d i s c r e t i o n a r y ,  r a t h e r  t h a n  f i x e d  f o r m u l a  

b o n u s .  The f o r m e r  c a n  a c c e n t  t h e  l e s s  q u a n t i f i a b l e  

a s p e c t s  o f  t h e  m a n a g e r ’ s  j o b ,  w h e r e a s  t h e  l a t t e r  c a n  h i n d e r  

t h e  a c h i e v e m e n t  o f  c o r p o r a t e  g o a l s ,  p a r t i c u l a r l y  a t  t h e  

l o n g  t e r m  l e v e l .

A p o t e n t i a l  p r o b l e m  t h a t  c a n  a r i s e  f r o m  t h e  u s e  o f  

n o n - p r o f i t  g o a l s  i s  t h a t  i n t a n g i b l e  g o a l s  t e n d  t o  be 

d i s p l a c e d ,  b y  more t a n g i b l e  a n d  m e a s u r a b l e  g o a l s ,  w h i c h  

m i g h t  be  u n r e l a t e d  t o  c o r p o r a t e  o b j e c t i v e s ,  b e i n g  o r i e n t e d  

t o  o r g a n i z a t i o n  m a i n t e n a n c e .  S u c h  g o a l  d i s p l a c e m e n t  c a n  

be  i n  t h e  f o r m  o f  i n c r e a s e s  i n  " h a r d "  d a t a ,  a d  h o c  d e c i s i o n  

m a k i n g ,  p r o g r a m  p l a n n i n g  a n d  r u l e s  m aking-  ( W a r n e r  a n d  

H a v e n s ,  1968) .

A f u r t h e r  p o t e n t i a l  p r o b l e m  i s  p o i n t e d  o u t  b y  P i t t s  

( 1 9 7 3 )$ who n o t e s  t h a t  a  d i v i s i o n a l  e x e c u t i v e ' s  b o n u s  s h o u l d  

b e  r e l a t e d  t o  t h e  a u to n o m y  o f  t h e  d i v i s i o n .  I n  t h o s e  c i r ­

c u m s t a n c e s  w h e r e  a u to n o m y  i s  l o w * ,  t h e r e  i s  n e e d  f o r

^•For i n s t a n c e ,  i n  a  s i t u a t i o n  w h e r e  t h e  t r a n s f e r r e d  
p r o d u c t  i s  e x t r e m e l y  i m p o r t a n t  t o  t h e  p r o f i t s  o f  t h e  
d i v i s i o n ,  b u t  t h e  p r i c e  o f  t h e  p r o d u c t  i s  d e t e r m i n e d  by  
f o r m u l a ,  t h i r d  p a r t i e s ,  o r  v i a  a  l i n e a r  p r o g r a m m in g  
t e c h n i q u e .
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f in a n e i a l  in c e n t iv e s  based on more than m erely  d iv i s io n a l  

p r o f i t ,  s in c e  a cco u n tin g  p r o f i t a b i l i t y  f ig u r e s  t e l l  v ery  

l i t t l e  about tru e  e x e c u t iv e  ach ievem en t and are d i f f i c u l t  

t o  in t e r p r e t .  Such firm s t r y  to  em ploy s p e c i f i c  m easures 

th a t  in d ic a te  th e  c o n tr ib u t io n  o f  th e  d i v i s io n  to  th e  

o v e r a l l  h e a lth  o f  th e co r p o r a tio n , both lo n g  term  and 

s h o r t  term . However, s u b je c t iv e  m easures ten d  to  undermine 

th e  v a l i d i t y  o f  an in c e n t iv e  sy stem .

Dearden (1968) recommends t h a t  p r o f i t a b i l i t y  b u d g ets , 

based  on t r a n s f e r  p r ic e s  shou ld  be used o n ly  fo r  p la n n in g  

p u rp o ses , n o t a s an o b je c t iv e  a g a in s t  w hich a c tu a l  perform ­

ance i s  to  be m easured, s in c e  th e y  are m is le a d in g . F u rth er , 

managers tend  to  become o v e r ly  m otiva ted  to  sh o r t  term  

a c t io n s  th a t  cou ld  have lo n g  term , d e le t e r io u s  e f f e c t s .

The em phasis on sh o r t  term  p r o f i t  d er iv ed  from i l l u s o r y  

t r a n s fe r  p r ic e s  ob scu res th e f a c t  th a t  r e a l i s t i c  e v a lu ­

a t io n s  are n o t b e in g  made.

V a n c i l  ( 1 9 7 3 )  s t r e s s e s  t h e  r e l a t i o n s h i p  b e t w e e n  a  

c o n t r o l  s y s t e m  a n d  c o r p o r a t e  s t r a t e g y .  He n o t e s  t h a t  

t h e r e  a r e  tw o  t y p e s  o f  f i n a n c i a l  r e s p o n s i b i l i t y  t h a t  c a n  be  

u s e d  f o r  c o n t r o l  p u r p o s e s — c o s t  c e n t e r  o r  p r o f i t  c e n t e r ,  

d e p e n d i n g  on w h a t  t h e  m an a g em en t  b e l i e v e s  t o  be r e l e v a n t  

t o  t h e  a c h i e v e m e n t  o f  t h e i r  l o n g  t e r m  o b j e c t i v e s ,  a s  m a n i f ­

e s t e d  i n  t h e i r  s t r a t e g y .  He s u g g e s t s  " d o u b l e  c o u n t i n g "  

p r o f i t s  a n d  h o l d i n g  e a c h  d i v i s i o n  r e s p o n s i b l e  f o r  a  

p o r t i o n  o f  t h e  p r o f i t s  ( u s i n g  t r a n s f e r  p r i c e s ) .

What i s  apparent i s  th a t  th e r e  i s  d i s s a t i s f a c t i o n
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w ith  many a r b i t r a r y  and n o n - r e a l i s t i c  c o n t r o l  and 

a p p r a is a l  sy s tem s . T ra n sfer  p r ic e s  are an i n t e g r a l  p art  

o f  th e s e  sy s tem s , and c o n tr ib u te  t o  th e  d i s s a t i s f a c t i o n .

There would seem t o  be l i t t l e  to  be g a in e d ,  in  f a c t  

i t  cou ld  e n t a i l  an o p p o r tu n ity  l o s s ,  by h a v in g  the  

d i v i s i o n s  go through th e  t r a n s f e r  p r ic e  r i t u a l ,  w ith  i t s  

p o t e n t i a l l y  heavy r e l i a n c e  on a g g r e s s iv e  b a r g a in in g ,  w ith  

th e  s tr o n g  p o s s i b i l i t y  o f  a d y s f u n c t io n a l  a f te r m a th .

These d e c e n t r a l iz e d  d i v i s i o n s  can b e s t  e x e r t  t h e i r  e f f o r t s  

and e n e r g ie s  to  a ch ie v e  g o a ls  which have an im pact on 

su p e ro r d in a te  corp orate  g o a l s .  A l lo c a t io n  o f  r e so u r c e s  

co u ld  be accom plished  on an o v e r a l l  p r o f i t a b i l i t y  b a s i s ,  

lo o k in g  a t  th e  in terd ep en d en t d i v i s i o n s  as  one. S p e c i f i c  

d i v i s i o n a l  a l l o c a t i o n s  cou ld  be based  on th e  ach ievem ent  

o f  s p e c i f i c  d i v i s io n - o r i e n t e d  g o a l s .  In o th e r  words, f o r  

th e  m in im ally  d i f f e r e n t i a t e d  f ir m , th e  o r i e n t a t io n  o f  

d i v i s i o n a l  g o a ls  and performance sh ou ld  be toward c o s t s  

r a th e r  than p r o f i t s ,  red u cin g  th e  dependence on t r a n s f e r  

p r i c e .

T h is does n o t  undermine th e  co n cep t  o f  d e c e n t r a l i z ­

a t i o n .  I t  i s  s t i l l  v a l i d ,  s in c e  d i v i s i o n s  are  s t i l l  in  

c o n t r o l  o f  t h e i r  o p e r a t io n s i  in  t h i s  s i t u a t i o n  t r a n s f e r  

p r i c e s ,  to  them, are n o t  r e le v a n t  f o r  performance a p p r a is a l ,  

management developm ent, e f f i c i e n t  d e c i s io n  making, and 

o th e r  advantages d er iv ed  from d e c e n t r a l i z a t i o n .

In an environm ent th a t  i s  ch an g in g , where h igh  l e v e l s  

o f  d i f f e r e n t i a t i o n  are r e q u ir e d , more s o p h i s t i c a t e d  i n t e g ­
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r a t io n  mechanisms are needed . Here, an e n t r e p r e n e u r ia l  

management o r i e n t a t io n  should  l o g i c a l l y  p la c e  more 

em phasis on p r o f i t a b i l i t y  and th e r e f o r e  on t r a n s f e r  p r i c e .  

I n te g r a t in g  d e v ic e s  used by th e  f irm s in  o th e r  a r e a s ,  

co u ld  be used in  th e  t r a n s f e r  p r ic e  d e te r m in a t io n .  We 

would e x p e c t  t h a t  th e re  would be more f l e x i b i l i t y  in  i n t e r ­

d ep artm enta l r e l a t i o n s  and procedures and th e r e fo r e  more 

f l e x i b i l i t y  in  t r a n s f e r  p r ic e  mechanisms. The approach  

sh ou ld  be one o f  j o i n t  problem s o l v i n g ,  w ith  th e  s u b -u n it s  

n o t  l i m i t i n g  th em se lv es  t o  any p a r t i c u la r  procedure .  

I d e n t i f i c a t i o n  w ith  su p ero rd in a te  g o a ls  would seem t o  be 

v i t a l .

The a p p ro p r ia te  t r a n s f e r  p r ic e  d e te rm in a t io n s  w i l l  be 

a f f e c t e d  by th e  a s sy m e tr ie s  p r e s e n t  in  s p e c i f i c  s i t u a t i o n s .  

There i s  no reason  t o  e x p e c t  t h a t  the  t r a n s f e r  p r ic e  -  

u t i l i t y  fu n c t io n  would be the same f o r  a l l  p a r t i e s — the  

product cou ld  be much more im portant t o  one p art  o f  the  

o p e r a t io n  than t o  a n o th er . One departm ent co u ld  be o ld e r ,  

more s t a b l e ,  l a r g e r ,  have g r e a te r  s t a t u s  or p r e s t i g e ,  more 

p ow er .1 The c o s t  or c a p i t a l  s t r u c t u r e s  or tim e o r i e n t ­

a t io n  cou ld  d i f f e r .  S in c e  th e r e  i s  no way t o  d e c id e  on 

an a p p ro p r ia te  mode o f  in t e g r a t io n  w ith o u t  a n a ly z in g  the  

environm ent o f  th e  o r g a n iz a t io n ,  i t  would seem re a so n a b le

1H ickson, H enings, Lee, Schneck and Pennings (1971)  
have proposed a co n t in g e n cy  th e o r y  o f  power, in  which sub ­
u n i t  power i s  r e la t e d  t o  i t s  a b i l i t y  t o  cope w ith  u n cer­
t a i n t y ,  th e  s u b s t i t u t a b i l i t y  o f  i t s  a c t i v i t i e s ,  c o n t r o l  o f  
i t s  c o n t in g e n c ie s ,  immediacy and p e r v a s iv e n e s s  o f  i t s  
w ork loads.
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t o  h y p o th e s iz e  t h a t  t r a n s f e r  p r ic e ,  as an in t e g r a t in g  

d e v ic e ,  l ik e w is e  cannot he p r e s e le c t e d .

I t  would t h e r e fo r e  seem t h a t  t r a n s fe r  p r ic in g  would  

be a f e r t i l e  a rea  f o r  r e s e a r c h ,  under the um brella  o f  

fu r th e r  c o n t in g e n c y  th e o r y  v a l id a t io n .  The c u rr en t  s t a t u s  

o f  t r a n s f e r  p r ic in g  i s  th a t  i t  i s  viewed from th e  s ta n d ­

p o in t  o f  econom ics and o p era t io n s  r e sea r c h , m in im iz in g  th e  

f a c t  th a t  u n d er ly in g  the  procedures i s  the p r o c e ss  o f  

c o n f l i c t ,  e x e c u t iv e  a p p r a is a l  and g o a l  con gru en ce . The 

l a t t e r  f a c t o r s  are m entioned, but n ot  an a lyzed  a d e q u a te ly — 

becau se  th e  co n cep t  o f  t r a n s f e r  p r ic in g  i s  a cc ep te d  f o r  

a l l  s i t u a t i o n s .  What i s  su g g es ted  h ere , i s  t h a t  th e  

t r a n s f e r  p r ic e  shou ld  be q u es t io n e d  under c e r t a in  c ircum ­

s t a n c e s  and n o t  taken  as a g iv e n .

T his r e se a r c h  i s  d es ign ed  to  t e s t  o n ly  a p o r t io n  o f  

th e  aforem en tioned  model (F igure ^ ) ,  namely, t h a t  (1 )  the  

n atu re  o f  the ev a lu a t io n /r e w a r d  system , (2) th e  aw areness  

by th e  n e g o t ia t i n g  p a r t i e s  o f  an o u ts id e  market f o r  the  

in te r m e d ia te  product and (3) the  im portance, t o  th e  p a r t i e s ,  

o f  the  t r a n s fe r r e d  p rod u cts  are a l l  d eterm in ants  o f  th e  

o r i e n t a t io n s  and a t t i t u d e s  developed  by the  p a r t i e s  d ur in g  

th e  t r a n s f e r  p r i c in g  procedu re . These, in  tu r n , w i l l  

a f f e c t  the  n atu re  o f  th e  ongoing r e l a t io n s h ip s  betwe.en 

p a r t i e s  a f t e r  th e  t r a n s f e r  p r ic in g  procedures have been  

com p leted . A sch em atic  view  o f  th e se  r e l a t i o n s h i p s  i s  

shown in  F igu re  5.
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E v a lu a t io n /
Reward
System

A w a r e n e s s  o f  
M a r k e t  P r i c e  
f o r  T r a n s f e r r e d  

P r o d u c t s

O r ie n ta t io n s  and 
A tt i t u d e s  Developed  

During T ran sfer  
P r ic in g  Procedures

Importance o f  
T ran sferred  Product  

to  P a r t ie s

I
( Nature o f  Ongoing 

R e la t io n s h ip  o f  
P a r t ie s

F igure 5 -  R e la t io n s h ip s  T ested  by R esearch  

The f o l lo w in g  h yp oth eses  w i l l  be t e s t e d »

A. The more an e v a lu a t io n /rew a r d  system  i s  based on 

s u b -u n it  p r o f i t s  (as  opposed to  company p r o f i t s ) ,  

th e  g r e a te r  the  developm ent o f  a c o m p e t it iv e  

( l e s s  c o o p e r a t iv e )  o r ie n t a t io n  during  t r a n s f e r  

p r ic e  d e te r m in a t io n .

Walton and Dutton ( 1969) n oted  th a t  th e  more the  

e v a lu a t io n  and rewards o f  h ig h e r  management em phasize the  

s e p a r a te  performance o f  each departm ent, th e  g r e a te r  the  

c o n f l i c t  (as ev id en ced  by a b a rg a in in g  o r i e n t a t io n  in  

in te r d e p a r tm e n ta l  i n t e r a c t i o n s ) .  In t h e i r  s tu d y  o f  in t e r  

d ep artm en ta l c o n f l i c t ,  Walton, Dutton and C a f fe r ty  (1967)  

found t h a t  c o n f l i c t  o f  i n t e r e s t  was p o s i t i v e l y  c o r r e la te d  

w ith  in te r d e p a r tm e n ta l  c o n f l i c t ,  w ith  the former r e la t e d  

t o  s u b -o p t im iz in g  in c e n t iv e s  and a f a i l u r e  on th e  p a r t  o f  

management t o  em phasize c o o p e r a t io n .
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March and Simon (1958) s t a t e  th a t  th e  g r e a te r  th e  

d i f f e r e n t i a t i o n  o f  g o a ls  or d i f f e r e n c e s  in  p e r c e p t io n s  o f  

g o a l s ,  th e  more l i k e l y  w i l l  in te rg r o u p  c o n f l i c t  o ccu r .

There i s  c o n s id e r a b le  support f o r  th e  id e a  t h a t  a  

s u p e r o r d in a te  g o a l  i s  u s e f u l  in  prom oting problem s o lv in g  

in  c o n f l i c t  s i t u a t i o n s  (B lak e , Shepard and Mouton, 1 9 6 k t  

Burke, 1970* F i l l e y ,  1975* Maier, 1967* S h e r i f ,  e t  a l ,

1961* Walton and McKersie, 1966) .  S h e r i f ,  e t  a l  ( 1961) 

have been e s p e c i a l l y  concerned w ith  t h i s  a s p e c t  o f  c o n f l i c t  

r e s o l u t i o n ,  h av in g  com pleted  a s e r i e s  o f  exp erim en ts  

c o n f irm in g  t h i s  g e n e r a l  p r o p o s i t io n .

S e i l e r  ( 1963) showed how c o n f l i c t i n g  i n d u s t r i a l  e n g i n ­

e e r i n g  and developm ent e n g in e e r in g  groups were a b le  to  

co o p e r a te  v ia  problem s o lv i n g  when th e y  were fa c e d  w ith  a 

s u p e r o r d in a te  g o a l —th e  th r e a t  o f  dropping the  p r o j e c t .  

Johnson and L ew ick i ( 1969) p o in t  out th a t  in  order f o r  the  

su p e r o r d in a te  g o a l  t o  be e f f e c t i v e ,  i t  (a) must be seen  by 

th e  p a r t i e s  as a n a tu r a l  e v e n t ,  (b) i s  n o t  proposed by one 

o f  the  p a r t i e s  and (c )  i s  n o t  p e rc e iv e d  t o  be o r ie n te d  

towards c o n f l i c t  r e s o l u t i o n .

B. The more im portant the tr a n s fe r r e d  product i s  to  

the p r o f i t  p o t e n t i a l  o f  each o f  th e  s u b - u n i t s ,  the  

g r e a te r  the c o m p e t it iv e  o r i e n t a t io n  (and th e  l e s s  

th e  c o o p e r a t iv e  o r i e n t a t io n )  d ev e lo p ed  during  

t r a n s f e r  p r ic e  d e ter m in a tio n .

F ish e r  (196*0 has p o in ted  out th a t  sm a ll  c o n f l i c t s  

are  e a s i e r  to  r e s o lv e  than la r g e  o n es . I f  the tr a n s fe r r e d
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product i s  o f  minor im portance t o  the p a r t i e s ,  th ey  become 

l e s s  in t e r e s t e d  and do n o t  p e r c e iv e  the s i t u a t i o n  as  

c o n f l i c t f u l .  This red u ces  th e  l a t e n t  and p er c e iv e d  c o n f l i c t  

su g g e s te d  by Pondy (1967) as  p o s s ib l e  c o n d it io n s  th a t  

•b r in g  about o v e r t  c o n f l i c t .  I t  l ik e w is e  e l im in a te s  the  

f a c t o r  o f  in co m p a tib le  g o a ls  t h a t  Schmidt and Kochan (1972)  

in d ic a t e  i s  a p r e r e q u i s i t e  f o r  c o n f l i c t .  With l i t t l e  

i n t e r e s t  in  or concern  about the  outcome o f  the t r a n s fe r  

p r ic e  p r o c e s s ,  one or both  o f  th e  p a r t i e s  might be more 

amenable to  w ithd raw al, compromise or sm oothing (B lak e ,  

Shepard and Mouton, 196*0.

C. The g r e a te r  the  aw areness o f  the s u b -u n it s  o f  the  

e x i s t e n c e  o f  an o u ts id e  market p r ic e  fo r  the  

t r a n s fe r r e d  p rod u ct, th e  l e s s  the developm ent o f  

a c o m p e t it iv e  o r i e n t a t io n  during  t r a n s f e r  p r ic e  

d e te r m in a t io n .

T h is h y p o th e s is  i s  supported  by s e v e r a l  so u rces  who 

p o in t  out t h a t  th e  g r e a te r  the  u n c e r ta in ty  or am bigu ity  in  

a s i t u a t i o n ,  th e  more th e  p o t e n t i a l  f o r  c o n f l i c t  (D a lto n ,  

1959? Druckman, 1971? Dutton and Walton, 19661 March and 

Simon, 1958? Z ald , 1962) .  Although th e s e  s t u d ie s  were 

o r ie n te d  towards am bigu ity  in  r o l e s  or g o a l s ,  i t  i s  

r e a so n a b le  t o  p r e d ic t  t h a t  a m b igu ity , due t o  the absence  

o f  market p r i c e s ,  co u ld  a l s o  produce a c o n f l i c t f u l  s i t u ­

a t i o n .  Both S c h e l l i n g  ( i 960 ) and Rappaport ( 1966) n ote  

th a t  i f  a p a r t i c u la r  a l t e r n a t i v e  i s  "prominent" or "con­

sp icu ou s"  i t  i s  l i k e l y  to  be chosen  as a reason ab le
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s o l u t i o n .  A market p r ic e  would seem to  be such a 

rea so n a b le  s o l u t i o n ,  th e reb y  removing much o f  the b a rg a in ­

in g  p ressu r es  surrounding  the  t r a n s f e r  p r ic in g  p r o c e s s .

D. 1. The more a g g r e s s iv e ,  c o m p e t it iv e  behavior  th a t  

occurs during  th e  t r a n s f e r  p r ic in g  p r o c e s s ,  the  

l e s s  c o o p e r a t iv e  the subsequent r e la t io n s h ip s  

between the  s u b - u n i t s .

2 . The more problem s o lv in g  th a t  occurs during the  

t r a n s f e r  p r ic in g  p r o c e s s ,  th e  more co o p e r a t iv e  

th e  subsequent r e la t io n s h ip s  between the sub ­

u n i t s .

These h yp oth eses  are d er iv ed  from the  widespread  

agreement on the f u n c t io n a l  a t t r i b u t e s  o f  a problem s o lv in g  

approach to  c o n f l i c t  r e s o lu t i o n  (Blake and Mouton, 1961? 

Lawrence and L orsch , 1967? Maier, 1967? Walton and Dutton, 

1972? Walton, Dutton and F i t c h ,  1966) ,  in c lu d in g  the g e n e r ­

a l l y  fa v o r a b le  a t t i t u d e s  th a t  are developed  during  the  

cou rse  o f  j o i n t  problem s o lv i n g  s i t u a t i o n  as  compared t o  a 

f o r c in g  or b a r g a in in g  s i t u a t i o n .  Such a t t i t u d e s  should  

make subsequent r e la t i o n s h i p s  between the p a r t i e s  smoother, 

r e s u l t i n g  in  a more e f f e c t i v e  o r g a n iz a t io n .



CHAPTER I I I

METHODOLOGY

I n i t i a l l y ,  an a ttem p t was made to  t e s t  a p o r t io n  o f  

the proposed model, e x c l u s i v e l y ,  through the  use o f  a 

f i e l d  su rv ey , s in c e  t h i s  sh ould  have the most e x t e r n a l  

v a l i d i t y .  However, a f i e l d  approach had t o  be abandoned 

when i t  became e v id e n t  th a t  i t  would n o t  be p o s s ib le  to  g e t  

th e  c o o p e r a t io n  o f  an adequate number o f  o r g a n iz a t io n s  to  

c o m p le te ly  t e s t  the  h y p o th eses  under c o n t r o l le d  c o n d i t io n s .  

The fo cu s  then  s h i f t e d  to  a s im u la t io n  exp erim ent.

Research D esign  

A p o s t t e s t - o n l y ,  2X2X2 f ix e d  e f f e c t s  f a c t o r i a l  d e s ig n  

was used t o  t e s t  the aforem en tioned  h y p o th e se s .

The c h o ic e  o f  t h i s  ex p er im en ta l d e s ig n ,  p a r t i c u la r l y  

in  r e fe r e n c e  t o  th e  use o f  p o s t t e s t - o n l y  data  was based  

on th e  arguments o f  Campbell and S ta n le y  ( 1963) .  They 

s t a t e  t h a t  p r e t e s t s  are n o t  e s s e n t i a l  to  tru e  exp er im en ta l  

d e s ig n s  and t h a t  " . . .  the most adequate a l l -p u r p o s e  

assu ran ce  o f  la c k  o f  i n i t i a l  b ia s e s  between groups i s  

ran d om iza tion . W ithin  the l i m i t s  o f  c o n f id e n c e  s t a t e d  by 

the  t e s t s  o f  s i g n i f i c a n c e ,  random ization  can s u f f i c e  

w ith o u t  p r e t e s t ."  (p . 2 5 )

A p r e t e s t  was deemed to  be u n d e s ir a b le  because o f  i t s  

" r e a c t iv i t y " ,  which cou ld  have a d e l e t e r io u s  impact on
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b o t h  i n t e r n a l  a n d  e x t e r n a l  v a l i d i t y .  When m e a s u r i n g  

a t t i t u d e s ,  a  p r e t e s t  c o u l d  b i a s  t h e  s u b j e c t s ,  n o t  o n l y  i n  

r e s p e c t  t o  t h e  p o s t t e s t  m e a s u r e m e n t ,  b u t  i n  t h e  e x p e r i ­

m e n t a l  s i m u l a t i o n  i t s e l f .  The p r e t e s t  c o u l d  v e r y  w e l l  

d i v e r t  s u b j e c t s '  a t t e n t i o n  aw ay  f r o m  t h e  r e a l  g o a l s  o f  t h e  

s i m u l a t i o n  a s  t h e y  a t t e m p t  t o  g u e s s  t h e  g o a l s  o f  t h e  

e x p e r i m e n t  a n d  t h e  e x p e r i m e n t e r .

" E s p e c i a l l y  i n  a t t i t u d e - c h a n g e  s t u d i e s ,  w h e r e  t h e  

a t t i t u d e  t e s t s  t h e m s e l v e s  i n t r o d u c e d  c o n s i d e r a b l e  a m o u n t s  

o f  u n u s u a l  c o n t e n t ,  i t  i s  q u i t e  l i k e l y  t h a t  t h e  p e r s o n ’ s  

a t t i t u d e  a n d  h i s  s u s c e p t a b i l i t y  t o  p e r s u a s i o n  a r e  c h a n g e d  

b y  a  p r e t e s t "  ( C a m p b e l l  a n d  S t a n l e y ,  1963* p .  1 8 ) .

The t h r e e  i n d e p e n d e n t  v a r i a b l e s  c h o s e n  f o r  s t u d y  a r e :

a )  The e x i s t e n c e  o r  a b s e n c e  o f  a  m a r k e t  p r i c e  f o r  
t h e  t r a n s f e r r e d  p r o d u c t  (2  l e v e l s )

b )  Whether or n o t  the t r a n s fe r r e d  product was 
im portant t o  the  r e s p e c t iv e  d i v i s i o n s  (2 l e v e l s )

c )  The b a s i s  f o r  t h e  e v a l u a t i o n  a n d  r e w a r d  o f  
d i v i s i o n a l  e x e c u t i v e s  (2  l e v e l s )

The e x p e r i m e n t a l  m a n i p u l a t i o n  o f  e a c h  o f  t h e s e  v a r i ­

a b l e s  w i l l  be  d e s c r i b e d  i n  c o n j u n c t i o n  w i t h  t h e  d e s c r i p ­

t i o n  o f  t h e  s i m u l a t i o n .  M a n i p u l a t i o n  c h e c k s  w e r e  made f o r  

e a c h  i n d e p e n d e n t  v a r i a b l e .

D e s c r i p t i o n  o f  S i m u l a t i o n

The v e h i c l e  u s e d  t o  s i m u l a t e  t h e  t r a n s f e r  p r i c i n g  

p r o c e s s  was  a  d e c i s i o n  m a k in g  e x e r c i s e  i n  w h i c h  j u n i o r  a n d  

s e n i o r  u n d e r g r a d u a t e  b u s i n e s s  s t u d e n t s  w e r e  r a n d o m l y  

a s s i g n e d  t o  a s su m e  t h e  r o l e s  o f  e x e c u t i v e s  o f  e i t h e r  t h e  

P l a s t i c s  D i v i s i o n  o r  t h e  C h e m i c a l s  D i v i s i o n  o f  t h e  same
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com pany  ( c a l l e d  t h e  ABC C om p an y ) .  The r e l a t i o n s h i p  o f  

t h e  two d i v i s i o n s  i s  show n  i n  F i g u r e  6 .

C h e m i c a l s
D i v i s i o n

MER<f MONO

P l a s t i c s
D i v i s i o n

■ ■ »

*  SOLVENTS

LATEX

F i g u r e  6 -  P r o d u c t  F lo w  D i a g r a m  f o r  S i m u l a t i o n

The C h e m i c a l s  D i v i s i o n  i s  a  p r o d u c e r  o f  tw o  p r o d u c t s ,  

o n e  c a l l e d  SOLVENTS a n d  t h e  o t h e r  MONOMER. SOLVENTS a r e  

s o l d  t o  a n  o u t s i d e  m a r k e t ,  i n d e p e n d e n t  o f  t h e  P l a s t i c s  

D i v i s i o n ,  i n  c o m p e t i t i o n  w i t h  u p  t o  e i g h t  o t h e r  c o m p a n i e s .  

The  s t u d e n t  " e x e c u t i v e s "  w e r e  r e q u i r e d  t o  make a  s e r i e s  o f  

SOLVENTS d e c i s i o n s  i n  w h i c h  t h e y  c h o s e  p r i c e ,  m a r k e t i n g  

e x p e n s e s  a n d  p r o d u c t i o n  l e v e l  f o r  t h e  n e x t  m o n th .

The s e c o n d  p r o d u c t ,  MONOMER, i s  p r o d u c e d  o n l y  f o r  

t h e  P l a s t i c s  D i v i s i o n  who s u b s e q u e n t l y  c o n v e r t s  i t  i n t o  a  

p r o d u c t  c a l l e d  RESIN t h a t  i s  s o l d  t o  a n  e x t e r n a l  m a r k e t .

I n  s i m i l a r  f a s h i o n ,  t h e  P l a s t i c s  D i v i s i o n  h a s  two 

p r o d u c t  l i n e s .  RESIN, a s  n o t e d ,  d e p e n d s  on t h e  a v a i l ­

a b i l i t y  o f  MONOMER f r o m  t h e  C h e m i c a l s  D i v i s i o n ,  i t s  o n l y  

s o u r c e  o f  s u p p l y .  The s e c o n d  p r o d u c t ,  LATEX, i s  p r o d u c e d  

i n d e p e n d e n t l y  f r o m  t h e  C h e m i c a l s  D i v i s i o n .  The s t u d e n t  

" e x e c u t i v e s "  w e r e  r e q u i r e d  t o  make d e c i s i o n s  s i m i l a r  t o  

t h o s e  made b y  t h e  C h e m i c a l s  D i v i s i o n  f o r  SOLVENTS— n a m e ly ,  

p r i c e ,  m a r k e t i n g  e x p e n s e s  a n d  p r o d u c t i o n  l e v e l .  T h e y
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were a l s o  in  c o m p e t it io n  w ith  up t o  e i g h t  o th er  p l a s t i c s  

com panies.

T h erefore , i t  can be seen  t h a t  both  s e t s  o f  "execu­

t iv e s "  had t o  make two ty p e s  o f  d e c i s i o n s — one in  which  

th e y  competed w ith  o u ts id e  f irm s (SOLVENTS or LATEX), 

independent o f  t h e i r  s i s t e r  d i v i s i o n ,  and one in  which  

th e y  were dependent on th e  o th e r  d i v i s i o n  f o r  e i t h e r  s a l e  

o f  product or purchase o f  raw m a te r ia l s .  The s im u la t io n  

o f  the t r a n s f e r  p r ic e  p r o c e s s  in v o lv e d  o n ly  the l a t t e r  

d e c i s io n .  The f i r s t  ty p e  o f  d e c i s io n  was used in  an 

e f f o r t  to  reduce the  s tu d e n ts '  p e r c e p t io n  o f  the  s im u la t io n  

a s  s im ply  a b a rg a in in g  e x e r c i s e .  I t  was e s p e c i a l l y  

im portant t o  av o id  such a p e r c e p t io n  f o r  th e  s i t u a t i o n s  

in  which the t r a n s fe r r e d  product was meant to  be o f  l i t t l e  

im portance. In the absence o f  t h i s  second  ta s k ,  the  

s u b j e c t s  cou ld  v e r y  w e l l  have p er c e iv e d  t h e i r  e n t i r e  ta sk  

t o  be one o f  b a r g a in in g , s in c e  th e y  had l i t t l e  e l s e  t o  do, 

th u s red u cin g  th e  impact o f  th e  m an ip u la tion  con cern in g  

th e  importance o f  the  t r a n s fe r r e d  p rod uct.

The models f o r  th e  SOLVENTS and LATEX in d u s t r ie s  

are i d e n t i c a l  in  e v ery  r e s p e c t ,  e x c e p t  f o r  the computer 

p r in to u t ,  in  which l a b e l s  are  a p p r o p r ia te ly  a l t e r e d ,  The 

d e t a i l e d  model i s  shown in  Appendix A. The con cept o f  the  

model i s  s im i la r  to  many o th e rs  used as b u s in e s s  games 

(Broom, 19691 Henshaw, 1972 j McFarlan, 1 9 7 0 ) ,  but i t  i s  

much s im p le r .  T h is  was n e c e s s a r y  because o f  th e  time  

c o n s t r a in t s  im posed. S in ce  the s im u la t io n  was to  take
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p la ce  during th e  cou rse  o f  normal c l a s s e s ,  run by o th er  

in s t r u c t o r s ,  i t  was n o t  f e a s i b l e  t o  use a s o p h i s t i c a t e d  

model th a t  would r e q u ir e  c o n s id e r a b le  c l a s s  tim e f o r  

e x p la n a t io n  and t r i a l  ru n s . A ls o ,  d e c i s io n s  had to  be 

made w ith in  a 50-m inute c l a s s  p e r io d .

No model was needed fo r  th e  MONOMER-RESIN d e c i s io n s .  

Each " execu tive"  was g iv e n  graphs showing t o t a l  and u n it  

c o s t s  o f  e i t h e r  MONOMER or RESIN as a f u n c t io n  o f  produc­

t i o n  l e v e l .  They were t o l d  t o  meet w ith  t h e i r  co u n te r ­

p a r ts  in  the same company and come t o  an agreem ent on the  

p r ic e  and q u a n t i ty  o f  MONOMER t o  be t r a n s fe r r e d  from the  

Chemicals D iv i s io n  to  th e  P l a s t i c s  D iv i s i o n .  In order to  

s im p l i f y  t h i s  d e c i s io n  and t o  keep t o t a l  d e c i s io n  time  

w ith in  one 50-m inute c l a s s  p e r io d ,  the  P l a s t i c s  D iv i s io n  

" ex ecu tiv es"  were t o l d ,  v i a  t h e i r  i n s t r u c t i o n s ,  th a t  

th e re  was an u n lim ite d  o u ts id e  market f o r  RESINj s a l e s  

were l im it e d  o n ly  by th e  a v a i l a b i l i t y c f  MONOMER. F urth er ,  

th e y  were t o l d  t h a t  th e  p r ic e  o f  RESIN was f ix e d  by market 

c o n d i t io n s .  T h er e fo re , th e re  was no need t o  d ec id e  on 

m arketing exp en ses  or p r ic e  l e v e l .  In f a c t ,  the  p r o f i t s  

gen era ted  by any com bination  o f  t r a n s fe r r e d  q u a n t i ty  and 

p r ic e  was e n t i r e l y  d eterm in ed , s in c e  a l l  c o s t s  were 

provided and a l l  p ro d u c tio n  cou ld  be s o ld  a t  a c o n s ta n t  

p r ic e .  T his was q u i t e  d i f f e r e n t  from th e  SOLVENTS-LATEX 

s i t u a t i o n ,  in  which p r o f i t s  cou ld  n o t  be determ ined by the  

p a r t i c ip a n t s ,  s in c e  t h e i r  s a l e s  depended n o t  o n ly  on t h e i r  

own d e c i s io n s ,  but on th o se  o f  t h e i r  c o m p e t ito r s ,  as w e l l .
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A c o p y  o f  t h e  i n s t r u c t i o n s  g i v e n  t o  e a c h  o f  t h e  

s u b j e c t s  i s  a t t a c h e d  a s  A p p e n d i x  B. The m eans  b y  w h i c h  

t h e  v a r i o u s  m a n i p u l a t i o n s  w e r e  a c c o m p l i s h e d  i s  d e s c r i b e d  

i n  S e c t i o n  D o f  t h i s  c h a p t e r .

The s i m u l a t i o n  c o n t i n u e d  f o r  t h r e e  d e c i s i o n s .  T h r e e  

d e c i s i o n s  w e r e  c h o s e n  a s  a  c o m p r o m is e  b e t w e e n  f e w e r  

d e c i s i o n s ,  w h i c h  c o u l d  i n h i b i t  t h e  b u i l d i n g  o f  a t t i t u d e s ,  

a n d  m o re ,  w h i c h  was n o t  f e a s i b l e  b e c a u s e  o f  t h e  c l a s s  t i m e  

p r e - e m p t e d .  The d e c i s i o n s  w e r e  made ,  w h e r e v e r  p o s s i b l e ,  

d u r i n g  t h r e e  c o n s e c u t i v e  c l a s s  p e r i o d s ,  i n  t h r e e  c a s e s ,  

t h e r e  was a  n e e d  t o  s k i p  a  c l a s s  b e t w e e n  t h e  f i r s t  a n d  

s e c o n d  d e c i s i o n s  b e c a u s e  o f  p r i o r  c l a s s  a s s i g n m e n t s  o r '  

h o l i d a y s .  I n s t r u c t i o n s  w e r e  d i s t r i b u t e d  b y  t h e  i n s t r u c t o r  

a t  t h e  c l a s s  m e e t i n g  j u s t  p r i o r  t o  t h e  f i r s t  d e c i s i o n .

T he  s t u d e n t s  w e r e  a s k e d  t o  r e a d  t h e  i n s t r u c t i o n s  a n d  t o  

f i l l  o u t  a  f o r m  i n  w h i c h  t h e y  w e r e  a s k e d  t o  s p e c i f y  t h e i r  

o b j e c t i v e s  a n d  o u t l i n e  a  s t r a t e g y  t o  a c c o m p l i s h  t h e s e  

o b j e c t i v e s .  The s o l e  p u r p o s e  f o r  t h i s  r e q u e s t  was  t o  

i n s u r e  t h a t  a l l  h a d  r e a d  t h e  i n s t r u c t i o n s  p r i o r  t o  t h e  

f i r s t  d e c i s i o n  s e s s i o n .  T h i s  was n o t  c o m p l e t e l y  s u c c e s s ­

f u l ,  a s  a  n u m b e r  o f  s t u d e n t s  w e r e  s t i l l  u n p r e p a r e d  f o r  

t h i s  f i r s t  s e s s i o n .

I t  w a s ,  o f  c o u r s e ,  v i t a l l y  i m p o r t a n t  t h a t  t h e  

s t u d e n t s  t a k e  t h e  s i m u l a t i o n  s e r i o u s l y  a n d  a t t e n d  a l l  o f  

t h e  d e c i s i o n  m a k in g  s e s s i o n s .  The i n s t r u c t o r s  w e r e  a s k e d  

t o  t e l l  t h e  s t u d e n t s  t h a t  t h e y  w e r e  g o i n g  t o  b e  e v a l u a t e d  

( g r a d e d )  on t h e i r  a t t e n d a n c e  a s  w e l l  a s  on  t h e i r  p e r f o r m ­



-6*f-

a n ce . The l a t t e r  was t o  be based  on m eeting t h e i r  own 

o b j e c t iv e s ;  co rp o ra te  or d i v i s i o n a l  p r o f i t s  a s  compared to  

th o se  o f  t h e i r  c o m p e t ito r s ;  m aintenance o f  adequate in v e n t ­

ory  l e v e l s  o f  e i t h e r  SOLVENTS or LATEX; and the a b i l i t y  to  

reach a d e c i s io n  on th e  MONOMER t r a n s f e r .

An e f f o r t  was made t o  mask th e  tru e  purpose o f  the  

s im u la t io n  so  th a t  the  s u b j e c t s  would n o t  be in  a p o s i t io n  

to  t r y  to  e i t h e r  o u tg u ess  the  exp er im en ter  or t r y  to  g iv e  

th e  experim en ter  what th e y  thou ght he wanted. T h erefo re ,  

th e  s tu d e n ts  were t o ld  t h a t  the purpose o f  th e  s im u la t io n  

was to  determ ine how two d i v i s i o n s  o f  th e  same company 

make d e c i s io n s ,  w ith  th e  fo c u s  on the  o b j e c t iv e  measures 

o f  performance noted  above. I t  was f o r  t h i s  reason  th a t  a 

p r e t e s t  was c o n s id er ed  to  be u n d e s ir a b le ,  s in c e  i t  would 

in d ic a t e  to  the s u b j e c t s  th a t  a t t i t u d e s  toward the  

r e p r e s e n t a t iv e s  o f  th e  o th e r  d i v i s i o n  were l i k e l y  t o  be 

th e  c r i t i c a l  a s p e c t s  and purpose o f  th e  s im u la t io n .

Because o f  the s h o r t  tim e a v a i la b le  in  which to  

d ev e lo p  a t t i t u d e s ,  s e v e r a l  schemes were used t o  in c r e a se  

th e  involvem ent o f  th e  s u b j e c t s  in  the  s im u la t io n  and 

th e reb y  speed up and en su re  th e  developm ent o f  a t t i t u d e s  

o f  s u f f i c i e n t  magnitude t o  perm it t h e i r  measurements.

Weick (1965) has l i s t e d  s i x  ways t o  in c r e a s e  such in v o lv e ­

ment. Each o f  th e s e  w i l l  be d is c u s s e d  and i t s  r e le v a n c e  

t o  th e  s im u la t io n  n o te d .

1) Involvem ent Through I n s t r u c t io n s

Weick p o in t s  out th e  hazard o f  le n g th y  in s t r u c t i o n s .
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This can be the r e s u l t  o f  to o  many m an ip u la tion s  

d i l u t i n g  the  e f f e c t  o f  any one; le n g th y  i n s t r u c ­

t io n s  induce c a u t io n  on th e  p a r t  o f  the s u b j e c t  

due to  f e a r  t h a t  he has f o r g o t t e n  some o f  the  

in s t r u c t io n s  and i s  .behaving i n c o r r e c t l y .  Weick 

s u g g e s t s  l e s s  e la b o r a te  m a n ip u la tio n s  and s h o r t  

in s t r u c t io n s  and th a t  ample tim e sh ou ld  be a llow ed  

fo r  s u b j e c t s  to  become f a m i l ia r  w ith  the  demands 

and s e t t i n g  o f  th e  exp er im en t. Thus, the  i n s t r u c ­

t io n s  were l im i t e d  t o  e i g h t  d o u b le-sp a ced  t y p e ­

w r i t t e n  pages w ith  ample tim e g iv e n  f o r  answ ering  

q u e s t io n s  r e le v a n t  to  the  m echanics o f  th e  s im u l­

a t io n  p r io r  t o  making th e  f i r s t  d e c i s i o n .  P r o f i t  

d ata  gen era ted  from th e  f i r s t  d e c i s io n  were n o t  

used, t o  a llo w  f o r  some le a r n in g .

2) Involvem ent Through H ir in g

T his was n o t  co n s id er ed  b ecause o f  fu n d in g  l i m i t ­

a t io n s  and as n oted  by Weick, such h ir in g  i s  

in a p p ro p r ia te  i f  s u b j e c t s  are t o  assume the r o l e  o f  

top  management.

3) Involvem ent Through V i s i b i l i t y  o f  Performance  

Weick s t a t e s  t h a t  " v i s i b i l i t y  i s  more l i k e l y  to  

produce h igh  in vo lvem en t i f  th e  s u b j e c t s  are  

acq u ainted  and i f  th e y  a l s o  are l i k e l y  to  take the  

s i t u a t i o n  s e r i o u s l y .  I f  th e re  i s  th e  p o s s i b i l i t y  

th a t  th e  s i t u a t i o n  w i l l  induce f l ip p a n c y ,  th e  

experim enter would be w e l l  a d v ised  e i t h e r  to
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r e d u c e  t h e  v i s i b i l i t y  o f  a c t i o n s  o r  s e l e c t  a  

p o p u l a t i o n  o f  p e r s o n s  who a r e  u n a c q u a i n t e d . "

(p . 251) S ince  the l a t t e r  i s  im p o s s ib le  in  the  

ex p er im en ta l s e t t i n g ,  th e  former approach was 

f o l lo w e d —performance o f  th e  in d iv id u a l  d i v i s i o n s  

was n o t  p u b l ic iz e d  u n t i l  the  s im u la t io n  was 

c o m p le te .

k)  I n v o l v e m e n t  T h r o u g h  E x c h a n g e

T h i s  was  a c c o m p l i s h e d  v i a  r e w a r d  f o r  p e r f o r m a n c e ,  

n a m e l y ,  g r a d e s ,  a l t h o u g h  W eick  n o t e s  t h a t  s u c h  a  

r e w a r d  i s  s e l d o m  i n f l u e n t i a l  i n  i n c r e a s i n g  i n v o l v e ­

m e n t .  He s u g g e s t s  p r i o r  r e w a r d s  t o  " o b l i g a t e "  

t h e  s u b j e c t .  S u c h  a n  a p p r o a c h  was  n o t  c o n s i d e r e d  

t o  be  f e a s i b l e ,  s i n c e  n o  s u c h  r e w a r d  was a v a i l a b l e .

5 ) I n v o l v e m e n t  T h r o u g h  P e r f o r m a n c e  D a t a

W eick  a r g u e s  t h a t  f e e d b a c k  o f  p e r f o r m a n c e  i n  t e r m s  

o f  e r r o r s  made i s  more m e a n i n g f u l  t h a n  f e e d b a c k  i n  

t e r m s  o f  p r o f i t s .  He f e e l s  t h a t  i f  p o o r  p e r f o r m ­

a n c e  i s  a t t r i b u t e d  t o  t h e  e x p e r i m e n t e r  r a t h e r  t h a n  

t o  t h e m s e l v e s ,  s u b j e c t  i n v o l v e m e n t  i s  a p t  t o  s u f f e r .  

S u c h  was  n o t  t h e  c a s e  w i t h  t h i s  s i m u l a t i o n .  Any 

p o o r  p e r f o r m a n c e  was c o n s i d e r e d  b y  t h e  s u b j e c t s  t o  

be  t h e  r e s u l t  o f  t h e i r  own p o o r  d e c i s i o n s  a s  w e l l  

a s  t h e  s u p e r i o r  d e c i s i o n s  o f  o t h e r s .  I n  t h i s  

s i t u a t i o n ,  i n v o l v e m e n t  i s  i n c r e a s e d .  "To t h e  

e x t e n t  t h a t  t h e  b lam e r a m i f i e s  i n t e r n a l l y ,  a  v i v i d  

e x p e r i e n c e  i s  a p t  t o  r e s u l t . "  ( p .  253)
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6)  I n v o l v e m e n t  T h r o u g h  T a s k s

W eick  u r g e s  t h e  u s e  o f  t a n g i b l e  r a t h e r  t h a n  

i n t e l l e c t u a l  t a s k s  a n d  n o v e l ,  r a t h e r  t h a n  r o u t i n e ,  

t a s k s .  B o t h  o f  t h e s e  a p p r o a c h e s  w e r e  u s e d .  

C e r t a i n l y  t h e  t a s k  was t a n g i b l e ,  w i t h  o b j e c t i v e  

r e s u l t s  f e d  b a c k  t o  t h e  s u b j e c t s .  H o w ev e r ,  t h e  

n o v e l t y  o f  t h e  s i m u l a t i o n  was t h e  m a j o r  f a c t o r .

The s t u d e n t s  h a d  n e v e r  h a d  t h e  e x p e r i e n c e  o f  

c o m b i n i n g  d e c i s i o n  m a k in g  ( w i t h  w h i c h  many w e r e  

f a m i l i a r ,  h a v i n g  p a r t i c i p a t e d  i n  b u s i n e s s  g a m e s )  

w i t h  i n t e r p e r s o n a l  a c t i v i t i e s .  T h e y  se em e d  t o  be  

g e n u i n e l y  i n t r i g u e d  w i t h  t h e  e x p e r i e n c e .  Two 

f u r t h e r  means w e r e  u s e d  t o  i n c r e a s e  s u b j e c t s ’ 

i n v o l v e m e n t  t h r o u g h  t h e  t a s k .  The f i r s t ,  was  t h e  

d e c i s i o n  t o  h a v e  p a i r s  o f  s u b j e c t s  make d e c i s i o n s ,  

r a t h e r  t h a n  f o r  i n d i v i d u a l s  t o  do  s o .  T h i s  d o u b l e d  

t h e  nu m b er  o f  s u b j e c t s ,  b u t  i t  d i d  p r o v i d e  a n  

o p p o r t u n i t y  t o  b u i l d  up e t h n o c e n t r i s m .  The s e c o n d  

t e c h n i q u e  was t h e  u s e  o f  g r a p h s ,  r a t h e r  t h a n  t a b l e s  

t o  p r o v i d e  c o s t - v o l u m e  d a t a .  I t  was  f e l t  t h a t  

t h i s  p r o v i d e d  more o p p o r t u n i t y  f o r  i n t r a g r o u p  

i n t e r a c t i o n .  Weick n o t e s  a n o t h e r  p o t e n t i a l  

p r o b l e m  f o r  t h e  e x p e r i m e n t e r — t a s k  r e d e f i n i t i o n .

He i n d i c a t e s  t h a t  s u c h  r e d e f i n i t i o n  c a n  be c a u s e d  

b y  ( a )  a v a i l a b i l i t y  o f  more i n f o r m a t i o n  t h a n  i s  

n e e d e d ,  (b )  s i t u a t i o n  r a i s e s  t h e  s a l i e n c e  o f  

o u t s i d e  d e f i n i t i o n s  a n d  ( c )  t h e  s u b j e c t  i s
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th r ea ten ed  by the exp er im en ta l s i t u a t i o n .  He 

s u g g e s t s  minimal c o n ta c t  between the  experim en ter  

and the  s u b j e c t s  (n ot  p r a c t i c a l  in  t h i s  s i t u a t i o n  

because o f  th e  need to  answer q u e s t io n s )?  

s i t u a t i o n s  th a t  have l i t t l e  resem blance to  p r io r  

s i t u a t i o n s  (th e  n e g o t ia t io n  phase i s  congruent  

w ith  t h i s  recommendation, a lthou gh  the  o th e r  phase 

o f  d e c i s io n  making was n o t ,  fo r  th o se  who had 

a lr e a d y  p layed  a b u s in e s s  game); s i t u a t i o n s  which  

r e q u ir e  l i t t l e  e f f o r t  to  be understood (n ot  

a p p l ic a b le  h ere , s in c e  the s im u la t io n  i s  n o v e l  and 

m oderate ly  com plex)} s i t u a t i o n s  which m inimize  

"embarrassments" (accom plished  by l i m i t i n g  v i s i b ­

i l i t y  o f  perform ance).

Sample

The s u b j e c t s  were ju n io r  and s e n io r  b u s in e s s  s tu d e n ts  

e n r o l le d  in  e x p e r i e n t i a l  co u rses  a t  Baruch C o l le g e ,  the  

U n iv e r s i ty  o f  the C ity  o f  New York, as w e l l  as s tu d e n ts  

e n r o l le d  in  an e x p e r i e n t i a l l y  o r ie n te d  o r g a n iz a t io n  beha­

v io r  c l a s s ,  a p lan n in g  c l a s s  and in  a s im u la t io n  c l a s s  a t  

S a in t  P e t e r ' s  C o lle g e  in  New J e r s e y .  The o r i g i n a l  in t e n t  

was t o  use MBA s tu d e n ts  e x c l u s i v e l y ,  s in c e  th e y  were 

l i k e l y  to  be more s o p h i s t i c a t e d  in  b u s in e s s  m atters  and 

th e r e fo r e  more l i k e l y  t o  r e l a t e  to  and understand th e  

s im u la t io n .  However, t h i s  was n o t  f e a s i b l e ,  s in c e  the  

s im u la t io n  u l t im a t e ly  req u ired  th r ee  d e c i s io n  making 

s e s s i o n s ,  S in ce  the MBA c l a s s e s  o n ly  meet 14-15  t im es  per
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s e m e s t e r ,  t h i s  was  b e l i e v e d  t o  be t o o  d r a s t i c  a  d r a i n  on 

c l a s s  t i m e .  The u n d e r g r a d u a t e  c o u r s e s ,  on t h e  o t h e r  h a n d ,  

m e e t  a t  l e a s t  t w i c e  a  w eek  a n d  t h e  r e s e a r c h e r  w o u ld  be  

m ore  l i k e l y  t o  r e c e i v e  t h e  c o o p e r a t i o n  o f  t h e  i n s t r u c t o r s .

S i n c e  t h e  s u b j e c t s  w e r e  p a i r e d ,  f o u r  w e r e  n e e d e d  f o r  

e a c h  d e c i s i o n  u n i t  ( tw o  f o r  e a c h  d i v i s i o n ) .  P e r  Ward 

( 1 9 7 0 )  s i x  r e p l i c a t i o n s  w e r e  d e c i d e d  u p o n .  W ith  e i g h t  

c e l l s  n e e d e d  f o r  a  2X2X2 e x p e r i m e n t a l  d e s i g n ,  a  g o a l  o f  

192 s u b j e c t s  w as  s e t  (2X2X2X6X4 = 1 9 2 ) .

The v a r i o u s  m a n i p u l a t i o n s  w e r e  r a n d o m l y  a s s i g n e d  t o  

t h e  c l a s s e s  a n d  t h e  s t u d e n t s  r a n d o m l y  a s s i g n e d  t o  s p e c i f i c  

d i v i s i o n s  a n d  t e a m s  ( c o m p a n i e s ) . C l a s s  s i z e  v a r i e d  f r o m  

n i n e t e e n  t o  t h i r t y - s e v e n  s t u d e n t s ?  a  t o t a l  o f  e i g h t  

c l a s s e s  w e r e  u l t i m a t e l y  u s e d  t o  c o m p l e t e  t h e  e x p e r i m e n t ,  

u s i n g  18^  s u b j e c t s .  The o n l y  n o n - r a n d o m  a s p e c t  o f  s t u d e n t  

a s s i g n m e n t  was a  p r i o r  c o n s u l t a t i o n  w i t h  t h e  i n s t r u c t o r  t o  

e n s u r e  t h a t  o b v i o u s l y  c l o s e  f r i e n d s  w e re  n o t  a s s i g n e d  t o  

o p p o s i t e  d i v i s i o n s  o f  t h e  same s i m u l a t e d  com pany .

No a t t e m p t  was  made t o  a c c o u n t  f o r  d i f f e r e n c e s  i n  

p e r s o n a l i t y ,  s e x ,  a g e ,  c l a s s ,  p r i o r  b u s i n e s s  e x p e r i e n c e ,  

s c h o o l s .  I t  was  f e l t  t h a t  t h e s e  d i f f e r e n c e s  w o u ld  be 

h a n d l e d  b y  r a n d o m i z a t i o n .  The e f f e c t i v e n e s s  o f  t h e  

r a n d o m i z a t i o n  p r o c e d u r e  r e l a t i v e  t o  t h e  a c t u a l  d i s t r i b ­

u t i o n  o f  m a le  a n d  f e m a l e  s u b j e c t s  o v e r  t h e  v a r i o u s

• ^ S tu d e n t s  w e r e  a s s i g n e d  t o  d i v i s i o n s  a n d  t e a m s  i n  
a l p h a b e t i c a l  o r d e r .  M a n i p u l a t i o n s  w e re  a s s i g n e d  i n  
s e q u e n t i a l  o r d e r ,  s o  t h a t  a l l  t r e a t m e n t  c o m b i n a t i o n s  w e re  
r e p r e s e n t e d  i n  e a c h  c l a s s .
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trea tm en t com binations ( c e l l s )  was checked u s in g  c h i -  

square a n a ly s i s  (")£= 5.7» 3 ) .  S in ce  t h i s  v a lu e  o f

c h i- sq u a r e  i s  n o t  s i g n i f i c a n t  a t  <*= 0 .1 0 ,  i t  can be 

assumed t h a t  male and fem ale s u b j e c t s  were randomly d i s t r i b  

uted  over the  v a r io u s  c e l l s .

A l l  in s t r u c t i o n s ,  c l a s s e s  and s c h o o ls  were r e p r e s ­

en ted  in  each c e l l .

A l l  s u b j e c t s  were d e b r ie fe d  f o l lo w in g  the  l a s t  

d e c i s io n  and were g iv e n  th e  f i n a l  computer p r in to u ts  and 

d ata  to  in d i c a t e  which group b e s t  a ch iev ed  i t s  o b j e c t i v e .

M anipulations o f  Independent V a r ia b le s  

A l l  th r ee  v a r ia b le s  were m anipulated v i a  the w r i t t e n  

in s t r u c t i o n s  provided  th e  s u b j e c t s ,  th e  m an ip u la tion s  

were checked by r e q u e s t in g  th a t  the s tu d e n ts  com plete a 

p o st-e x p e r im e n t  q u e s t io n n a ir e  (Appendix C, P art I ) .

Market P r ic e  f o r  T ransferred  Product

T his m anipulation^was accom plished  s im p ly  by s t a t i n g

in  th e  in s t r u c t i o n s  t h a t  th e re  was or was n o t  an o u ts id e

market f o r  MONOMER, and i f  s o ,  s t i p u l a t i n g  a p r ic e .

The s p e c i f i c  in s t r u c t io n  r e l a t i n g  t o  th e  e x i s t e n c e  o f

a market p r ic e  was as f o l lo w s :

A product v e r y  s im i la r  t o  MONOMER i s  a v a i la b le  on the  
o u ts id e  market a t  a p r ic e  o f  15 c e n t s  p er pound, 
d e l iv e r e d  in  55 g a l lo n  drums (about 350 pounds per  
drum) or 1 ^ .5  c e n t s  per pound, d e l iv e r e d  in  8000 
g a l lo n  tank c a r s .  A lthough ABC p o l i c y  does n o t  
norm ally  re q u ir e  d i v i s i o n s  t o  purchase raw m a te r ia ls  
from each o th e r ,  in  t h i s  c a se  i t  i s  r e q u ir e d , s in c e  
th e  company wants t o  keep MONOMER product s p e c i f i c ­
a t io n s  c o n f i d e n t i a l .
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O r a lly ,  the s u b j e c t s  were t o ld  th a t  th e  15 c e n t s  per  

pound p r ic e  was an average p r i c e ,  w ith  a c t u a l  p r ic e s  

v a r y in g  from 1^-16 c e n t s  per pound. T his was done to  draw 

p a r t i c u la r  a t t e n t i o n  to  the market p r ic e ,  s in c e  in  a p i l o t  

s tu d y ,  t h i s  m an ip u la tion  d id  n o t  seem to  be working. As 

w i l l  be s e e n ,  t h i s  was s t i l l  n o t  an e f f e c t i v e  m a n ip u la tion .

For the  s i t u a t i o n  in  which a market fo r  MONOMER did  

n o t  e x i s t ,  th e  f o l lo w in g  in s t r u c t io n s  were g iv e n  to  the  

s u b j e c t s :

MONOMER i s  a s p e c i a l t y  ch em ical th a t  i s  made e s p e c ­
i a l l y  and o n ly  f o r  the P l a s t i c s  D iv i s io n .  I t  i s  n o t  
a v a i la b le  on th e  open market, nor i s  i t  l i k e l y  to  be, 
s in c e  ABC h o ld s  the  key p a te n ts  co v e r in g  i t s  manu­
fa c tu r e  .

Importance o f  the T ran sferred  Product

T h is v a r ia b le  was m anipulated by a d ju s t in g  some o f  

the model param eters f o r  both segments o f  the d e c i s io n  

making e x e r c i s e .

For the s i t u a t i o n  in  which the t r a n s fe r r e d  prod uct,  

MONOMER, was im portant, the c a p a c i ty  o f  MONOMER and RESIN, 

was in c r e a se d  by a f a c t o r  o f  t e n ,  compared to  the  s i t u ­

a t io n  in  which i t  was n o t  im portant. With c o n s ta n t  u n it  

c o s t s  and p r i c e s ,  t h i s  had the e f f e c t  o f  changing the  

p r o f i t  p o t e n t i a l  f o r  MONOMER or RESIN by ap p rox im ate ly  a 

f a c t o r  o f  t e n .

At th e  same t im e , th e  param eters o f  the  SOLVENTS and 

LATEX models were changed by red u cin g  by a f a c t o r  o f  ten  

th e  c a p a c i ty  o f  th e  p ro d u c ts ,  p r io r  m arketing e x p e n se s ,  

in v e n to r y  l e v e l  and th e  o r d in a te s  o f  the co st-v o lu m e
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g r a p h s  p r o v i d e d  t h e  s t u d e n t s .  A l l  o f  t h e s e  w e re  p r o v i d e d  

t o  t h e  s u b j e c t s  i n  t h e i r  w r i t t e n  i n s t r u c t i o n s .  The 

c h a n g e s  i n  t h e  c o m p u t e r  p r o g r a m  a r e  n o t e d  i n  A p p e n d i x  A.

I n  o r d e r  t o  i n f o r m  t h e  s u b j e c t s  o f  t h e  i m p o r t a n c e  o f  

t r a n s f e r r e d  p r o d u c t  p r i o r  t o  t h e  r e t u r n  o f  t h e  r e s u l t s  o f  

t h e i r  f i r s t  d e c i s i o n s ,  t h e  f o l l o w i n g  s t a t e m e n t s  w e r e  

i n c l u d e d  i n  t h e  i n s t r u c t i o n s :

( i )  F o r  t h e  s i t u a t i o n  w h e r e  t r a n s f e r r e d  p r o d u c t  was 
i m p o r t a n t :

"You m i g h t  be c u r i o u s  a s  t o  t h e  r e l a t i v e  i m p a c t  o f  
t h e  d i f f e r e n t  p r o d u c t s  on y o u r  p o t e n t i a l  p r o f i t a b i l i t y .  
T h i s  i s  v e r y  d i f f i c u l t  t o  p r e d i c t  f o r  a n y  p a r t i c u l a r  t e a m ,  
s i n c e  y o u r  p r o f i t s  w i l l  o b v i o u s l y  d e p e n d  on t h e  q u a l i t y  o f  
y o u r  d e c i s i o n s  a s  w e l l  a s  t h o s e  o f  o t h e r s .  H o w ev e r ,  i n  
p a s t  e x e r c i s e s  o f  t h i s  t y p e ,  SOLVENTS ( o r  LATEX) h a v e  
b r o u g h t  i n  p r o f i t s  o f  a b o u t  $ 2 , 0 0 0  -  $ 5 * 0 0 0 ,  w h i l e  MONOMER 
( o r  RESIN) p r o f i t s  h a v e  b e e n  i n  t h e  r a n g e  o f  $ 2 5 * 0 0 0  -  
$ 8 0 , 0 0 0 . "

( i i )  F o r  t h e  s i t u a t i o n  w h e r e  t r a n s f e r r e d  p r o d u c t  was 
n o t  i m p o r t a n t :

"You m i g h t  be  c u r i o u s  a s  t o  t h e  r e l a t i v e  i m p a c t  o f  
t h e  d i f f e r e n t  p r o d u c t s  on y o u r  p o t e n t i a l  p r o f i t a b i l i t y .  
T h i s  i s  v e r y  d i f f i c u l t  t o  p r e d i c t  f o r  a n y  p a r t i c u l a r  t e a m ,  
s i n c e  y o u r  p r o f i t s  w i l l  o b v i o u s l y  d e p e n d  on t h e  q u a l i t y  o f  
y o u r  d e c i s i o n s  a s  w e l l  a s  t h o s e  o f  o t h e r s .  H o w ev e r ,  i n  
p a s t  e x e r c i s e s  o f  t h i s  t y p e ,  SOLVENTS ( o r  LATEX) h a v e  
b r o u g h t  i n  p r o f i t s  o f  $ 2 5 , 0 0 0  -  $ 8 0 , 0 0 0 ,  w h i l e  MONOMER ( o r  
RESIN) p r o f i t s  h a v e  b e e n  i n  t h e  r a n g e  o f  $ 2 , 0 0 0  -  $ 5 , 0 0 0 . "

E v a l u a t i o n  a n d  R ew ard  o f  D i v i s i o n a l  " E x e c u t i v e s "

Two a l t e r n a t i v e s  w e r e  c o n s i d e r e d ,  one  i n  w h i c h  t h e  

e v a l u a t i o n  i s  p r i m a r i l y  on t h e  b a s i s  o f  d i v i s i o n a l  p e r f o r m  

a n c e  a n d  t h e  s e c o n d  p r i m a r i l y  on t h e  b a s i s  o f  c o r p o r a t e  

p e r f o r m a n c e .  The  s p e c i f i c  i n s t r u c t i o n s  f o r  t h i s  m a n i p ­

u l a t i o n  a r e  a s  f o l l o w s :

( i )  D i v i s i o n a l  P e r f o r m a n c e :
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"Top M anagem ent  o f  ABC Company b e l i e v e s  i n  d e c e n t r a l ­
i z a t i o n  a n d  h a s  s e t  up  t h e  D i v i s i o n s  a s  i n d e p e n d e n t  p r o f i t  
c e n t e r s .  I n  l i n e  w i t h  t h i s  p o l i c y , t o p  m an ag em en t  d o e s  
n o t  g e t  i n v o l v e d  w i t h  i n t e r d i v i s i o n a l  m a t t e r s  s u c h  a s  t h e  
d e t e r m i n a t i o n  o f  t h e  p r i c e s  a n d  q u a n t i t i e s  o f  m a t e r i a l s  
t r a n s f e r r e d  w i t h i n  t h e  Company. F u r t h e r ,  t h e  e x e c u t i v e s  
o f  t h e  r e s p e c t i v e  d i v i s i o n s  a r e  e v a l u a t e d  a n d  r e w a r d e d  on 
t h e  b a s i s  o f  t o t a l  p r o f i t  c e n t e r  p e r f o r m a n c e  t o  t h e  e x t e n t  
t h a t  a b o u t  80 p e r c e n t  o f  t h e i r  t o t a l  c o m p e n s a t i o n  p a c k a g e  
( i n c l u d i n g  b a s e  s a l a r y ,  b o n u s e s ,  s t o c k  p u r c h a s e  b e n e f i t s )  
i s  d e p e n d e n t  on  d i v i s i o n a l  p r o f i t  p e r f o r m a n c e .  As s u c h ,  
t h i s  w i l l  be  r e p r e s e n t a t i v e  o f  y o u r  t e a m ' s  e v a l u a t i o n . "

( i i )  C o r p o r a t e  P e r f o r m a n c e :

"Top m an a g em en t  o f  ABC b e l i e v e s  i n  d e c e n t r a l i z a t i o n  
a n d  h a s  s e t  up  t h e  D i v i s i o n s  a s  i n d e p e n d e n t  p r o f i t  c e n t e r s .  
T h e y  t h e r e f o r e  do n o t  g e t  i n v o l v e d  i n  i n t e r d i v i s i o n a l  
m a t t e r s  s u c h  a s  t h e  d e t e r m i n a t i o n  o f  p r i c e  a n d  q u a n t i t y  o f  
g o o d s  t r a n s f e r r e d  b e t w e e n  D i v i s i o n s .  I n  s p i t e  o f  t h e  
c o m m i tm e n t  t o  d e c e n t r a l i z a t i o n ,  t o p  m anagem en t  b e l i e v e s  
t h a t  e x e c u t i v e  e v a l u a t i o n  a n d  r e w a r d  s y s t e m s  s h o u l d  be  
b a s e d  t o  a  l a r g e  e x t e n t  on c o r p o r a t e ,  r a t h e r  t h a n  d i v i ­
s i o n a l  p r o f i t s .  T h e y  w a n t  t o  be  s u r e  t h a t  t h e  D i v i s i o n s  
c o o p e r a t e  w i t h  e a c h  o t h e r  t o  m a x im iz e  t o t a l  ABC p r o f i t s ,  
r a t h e r  t h a n  t r y i n g  t o  m a x im iz e  t h e i r  own p r o f i t s ,  i r r e s ­
p e c t i v e  o f  i t s  i m p a c t  on c o r p o r a t e  p r o f i t s .

T h e r e f o r e ,  t h e  ABC e v a l u a t i o n / r e w a r d  s y s t e m  i s  s u c h  
t h a t  80 p e r c e n t  o f  e x e c u t i v e  c o m p e n s a t i o n  ( i n c l u d i n g  b a s e  
s a l a r y ,  b o n u s e s  a n d  s t o c k  p u r c h a s e  b e n e f i t s )  a r e  b a s e d  on 
c o r p o r a t e ,  r a t h e r  t h a n  d i v i s i o n a l  p r o f i t s .  T h i s  w i l l  a l s o  
be  t h e  b a s i s  f o r  y o u r  own e v a l u a t i o n . "

T h e r e  was l i t t l e  g u i d a n c e  a v a i l a b l e ,  i n  t h e  l i t e r ­

a t u r e ,  a s  t o  how c o r p o r a t e  o r  d i v i s i o n a l  p e r f o r m a n c e  

a f f e c t e d  e x e c u t i v e  r e w a r d s .  I n  f a c t ,  t h e  o n l y  d a t a  a v a i l ­

a b l e  w e r e  p r o v i d e d  b y  t h e  C o n f e r e n c e  B o a r d ,  who h a d  j u s t
1

c o m p l e t e d  a  s u r v e y  on t h i s  s u b j e c t .

U n p u b l i s h e d  a n d  u n o f f i c i a l  r e s u l t s  i n d i c a t e d  t h a t  o f  

211  c o m p a n i e s  r e s p o n d i n g  t o  t h e i r  s u r v e y ,  53 e v a l u a t e d  a n d

^The d a t a  a r e  t h o s e  p r e s e n t e d  b y  Mr. H a rT a n d  Fox  o f  
The  C o n f e r e n c e  B o a r d .  F i n a l  r e p o r t  i s  e x p e c t e d  t o  be  i s s u e d  
l a t e  i n  1 9 7 7 .
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rewarded e x e c u t iv e s  on the b a s i s  o f  o n ly  d i v i s i o n a l  

p r o f i t s ,  w h i le  109 were ev a lu a te d  on the b a s i s  o f  co rp o r­

a te  and d i v i s i o n a l  p r o f i t s .  The rem ainder (49) d id  n ot  

use f i n a n c i a l  perform ance. For th o se  t h a t  used both  

co rp o ra te  and d i v i s i o n a l  perform ance, th e  median s p l i t  was 

25 p ercen t  on co rp o ra te  performance and 75 p ercen t  on 

d i v i s i o n a l  perform ance. The maximum impact o f  d i v i s i o n a l  

performance was such t h a t  90 p ercen t  o f  bonus (n o t  t o t a l  

com pensation) was based on d i v i s i o n a l  perform ance. On the  

o th e r  hand, co r p o r a te  perform ance, a t  most, accounted  f o r  

60 p erc en t  o f  the bonus b a s i s .  N otw ith stan d in g  th e se  

p re l im in a r y  d a ta , i t  was d ec id ed  to  use 80 p ercen t  as the  

b a s i s  f o r  e v a lu a t io n ,  in  order to  be c e r t a in  th a t  the  

m anip u lation  was e f f e c t i v e .  The a c t u a l  p ercen ta g es  were 

n o t  c o n s id er e d  to  be to o  s i g n i f i c a n t  t o  th e s e  n a ive  

s u b j e c t s .

I t  sh ou ld  be n oted  th a t  th e  s u b j e c t s  were t o ld  t h a t  

th e y  were to  be e v a lu a te d  and rewarded (by grades) on the  

same b a s i s  as  t h a t  used f o r  the e x e c u t i v e s .

D e p e n d e n t  V a r i a b l e s

Those dependent v a r ia b le s  t h a t  were d er iv ed  from 

a t t i t u d e  s c a l e s  were measured im m ediate ly  a f t e r  the  

s u b j e c t s  com pleted the t h ir d  d e c i s io n ,  but b e fo re  th ey  

r e c e iv e d  th e  r e s u l t s  o f  t h i s  d e c i s io n .  I n i t i a l l y ,  the  

dependent v a r ia b le s  were ex p ec ted  to  be l im i t e d  to  th e se  

a t t i t u d e  s c a l e s .  However, as the s im u la t io n  p ro g ressed ,  

i t  appeared t h a t  two o th e r  v a r ia b le s  cou ld  be o f  i n t e r e s t .
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One o f  th e se  was an o b je c t iv e  measure— the p r o f i t s  

a c t u a l l y  ach ieved  by the v a r io u s  d i v i s i o n s  and com panies. 

The second was an o b ser v a t io n  o f  th e  p resen ce  or absence  

o f  c o n s u l t a t io n  and c o o p e r a tio n  by the r e p r e s e n t a t iv e s  o f  

th e  two d i v i s i o n s  in  making SOLVENTS or LATEX d e c i s io n s  

(which d id  n ot req u ir e  such i n t e r a c t i o n ) . Each o f  th e se  

w i l l  be d is c u s s e d  s e p a r a te ly .

A tt itu d e  Toward Other D iv is io n  

This dependent v a r ia b le  was measured by a tw elve  

item , s i x  in t e r v a l ,  sem antic  d i f f e r e n t i a l  s c a l e .  The 

s p e c i f i c  item s were chosen  from among th o se  used by o th ers  

in  t h e i r  s t u d ie s  o f  c o n f l i c t  or b a rg a in in g  (Hunger, 1973? 

Oskamp and K lunike, 1970; S te r n ,  S te r n th a l  and C raig ,

1973; Yukl, 197*0. The s c a l e  and the in s t r u c t io n s  fo r  i t s

use are shown in  Appendix C, Part I I .

Intergroup C o n f l i c t  Management 

A search  o f  r e le v a n t  l i t e r a t u r e  f a i l e d  t o  unearth a 

s u i t a b le  c o n f l i c t  management measure. One approach th a t  

had been used , the Lawrence and Lorsch (19^7) p roverbs, was 

e l im in a te d  from c o n s id e r a t io n  because i t  was f e l t  th a t  the  

s tu d e n t  s u b j e c t s  would la c k  an a p p r e c ia t io n  o f  the  

a b s tr a c t io n  in h eren t  in  the s c a l e .

I n s t e a d ,  a new 18 item  s c a le  was d eveloped  which was

p a r t i a l l y  based on the c o n f l i c t  s c a l e  used by Renwick 

(1975) and one under developm ent by The I n s t i t u t e  f o r  

S o c i a l  Research (1 9 7 5 ) .  U n fo r tu n a te ly ,  n e i t h e r  s c a l e s
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have had e i t h e r  r e l i a b i l i t y  or v a l i d i t y  c h eck s .

Renwick used one item  f o r  each o f  f i v e  o f  the methods 

o f  c o n f l i c t  r e s o lu t i o n  i d e n t i f i e d  by Blake and Mouton 

(196*0 . Her f i v e  s ta te m e n ts  are as f o l lo w s *

( i )  R e fra in  from argument, t r y  n o t  t o  g e t  in v o lv ed  
(w ithdraw al)

( i i )  P lay  down th e  d i f f e r e n c e s  and em phasize common 
i n t e r e s t s  (sm oothing)

( i i i )  Search f o r  an in te rm ed ia te  p o s i t i o n ,  t r y  to  f in d  
a compromise (compromise)

( iv )  Use the power o f  my p o s i t i o n  or knowledge to  win 
a ccep tan ce  o f  my p o in t  o f  v iew  ( f o r c in g )

(v) Bring th e  problem c l e a r l y  in t o  th e  open and ca rry  
i t  out to  r e s o l u t i o n ,  even i f  f e e l i n g s  are l i k e l y  
to  g e t  hurt (problem s o lv in g )

For each o f  t h e s e ,  s u b j e c t s  were asked to  in d ic a t e  

how l i k e l y  th e y  were to  use each method t o  d e a l  w ith  

d i f f e r e n c e s  and d isagreem en ts  th a t  occurred  between them 

and an other  member o f  t h e i r  o r g a n iz a t io n s . The f i v e -  

in t e r v a l  resp on se  was anchored w ith  "Crery l ik e ly "  and "very 

u n lik e ly "  (Renwick, 1975 » P* *H8). The f i r s t  th ree  

s ta te m e n ts  were in c lu d ed  in  th e  f i n a l  s c a l e  as i s ;  the  

l a s t  two were s l i g h t l y  m od if ied  p r io r  to  in c lu s io n .

The second source  o f  s c a le  item s was an In tergroup  

R e la t io n s  instrum ent under developm ent by th e  I n s t i t u t e  

f o r  S o c ia l  R esearch (1975)*

This i s  one o f  the modules d eveloped  by the I n s t i t u t e  

as p art  o f  the Michigan O r g a n iz a t io n a l  A ssessm ent Package. 

I t  c o n s i s t s  o f  a s e r i e s  o f  s ta te m e n ts  p rob ing  the resp on d ­

e n t s '  p e r c e p t io n s  o f  the way d i f f e r e n t  groups fu n c t io n  in
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t h e i r  o r g a n iz a t io n s ,  th e  r e s u l t s  o f  c o n f l i c t s  between  

groups and the methods used t o  r e s o lv e  c o n f l i c t s .  The 

l a t t e r  segment was composed o f  lb  s ta te m e n ts ,  w ith  

em phasis on w ithdraw al, sm oothing, problem s o lv in g  and use 

o f  th ir d  p a r t i e s .  None o f  th e s e  s ta te m e n ts  was used  

e x a c t l y  as w r i t t e n ,  but a number o f  them were in c lu d ed  in  

th e  f i n a l  s c a le  a f t e r  some m o d if ic a t io n  t o  make them more 

r e le v a n t  to  the s im u la t io n  s i t u a t i o n .  Third p a rty  r e s o l ­

u t io n  was n ot r e le v a n t  t o , t h e  s im u la t io n  and was o m itted .

I t  i s ,  however, r e le v a n t  to  r e a l  t r a n s f e r  p r ic e  s i t u a t i o n s .  

N eith er  Renwick nor the O r g a n iz a t io n a l  A ssessm ent  

Package in c lu d ed  p ersu a s io n  as a mode o f  c o n f l i c t  r e s o l u ­

t i o n .  However, i t  was f e l t  th a t  t h i s  would be a l i k e l y  

approach to  t r a n s f e r  p r i c e s .  T h er e fo re , th r e e  s ta te m en ts  

were developed  based on Wexley and Y u k l's  (1976) con cep ­

t io n  o f  p e rsu a s io n .

The f i n a l  18 sta tem en t s c a l e  i s  shown in  Appendix C, 

P art I I I .

I t  c o n s i s t s  o f  th r ee  s ta te m e n ts  f o r  each o f  the  s i x  

aforem en tioned  modes o f  c o n f l i c t  r e s o l u t i o n ,  A s i x  

i n t e r v a l  L ik e r t - ty p e  s c a le  (V eryL ik e ly  t o  Very U n l ik e ly )  

was used to  a s s e s s  the  l ik e l ih o o d  o f  th e  s u b j e c t s  u s in g  

each o f  th e  modes to  r e s o lv e  fu tu r e  d isa g reem en ts  between  

th e m se lv es  and r e p r e s e n t a t iv e s  o f  the  o th e r  d i v i s i o n .

P o s t -D e c is io n  I n t e r d i v i s i o n a l  C ooperation  

A major g o a l  o f  the r e se a r c h  was to  e x p lo r e  the  

afterm ath  o f  t r a n s f e r  p r ic e  d e c i s io n  making. An attem pt
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w as t h e r e f o r e  made t o  d e s i g n  a  m e a s u r i n g  i n s t r u m e n t  t h a t  

w o u l d  i n d i c a t e  a  p r o p e n s i t y  on t h e  p a r t  o f  t h e  " e x e c u t i v e s "  

o f  t h e  two d i v i s i o n s  t o  c o o p e r a t e  i n  t h e  c o u r s e  o f  s u b s e q ­

u e n t  i n t e r a c t i o n s .

F i v e  h y p o t h e t i c a l  i n c i d e n t s  w e r e  d e v e l o p e d ,  e a c h  one 

c o v e r i n g  a  l i k e l y  s o u r c e  o f  i n t e r d i v i s i o n a l  i n t e r a c t i o n .  

E a c h  i n c i d e n t  was  s e t  up  s o  t h a t  one  o f  t h e  d i v i s i o n s  

w o u l d  be a s k e d  t o  g i v e  up s o m e t h i n g  i n  o r d e r  t o  h e l p  t h e  

o t h e r  d i v i s i o n  a n d  t h e  o v e r a l l  com pany .  The s u b j e c t s  w e r e  

t h e n  g i v e n  f i v e  p o s s i b l e  r e s p o n s e s  t o  t h e  d i l e m m a s  p o s e d  

b y  t h e  i n c i d e n t s .

The i n c i d e n t s  i n v o l v e d  t h e  f o l l o w i n g  s i t u a t i o n s :

( i )  The t r a n s f e r  o f  a  k e y  m i d d l e  l e v e l  m a n a g e r  o f  one  
o f  t h e  d i v i s i o n s  t o  h a n d l e  a n  i m p o r t a n t  i n t e r ­
d i v i s i o n a l  l i a i s o n  p o s i t i o n

( i i )  One d i v i s i o n  h a s  c o m p l e t e d  a  m a r k e t  r e s e a r c h  p r o j e c t  
t h a t  w o u l d  be u s e f u l  t o  t h e  o t h e r  d i v i s i o n

( i i i )  One d i v i s i o n  h a s  a n  a d e q u a t e  w a r e h o u s e .  The o t h e r  
d i v i s i o n  h a s  s u g g e s t e d  t h a t  a  new j o i n t  f a c i l i t y  
be c o n s t r u c t e d

( i v )  One d i v i s i o n  i s  a s k e d  t o  s u b s t i t u t e  a  r e s e a r c h
p r o j e c t  i n i t i a t e d  b y  t h e  o t h e r  d i v i s i o n  f o r  one  o f  
i t s  own p r o j e c t s

( v )  One o f  t h e  d i v i s i o n s  i s  a s k e d  t o  h e l p  s o l v e  a  t e c h ­
n i c a l  p r o b l e m  f o r  a  c u s t o m e r  o f  t h e  o t h e r  d i v i s i o n ,  
who i s  a  p o t e n t i a l  c o m p e t i t o r

The c o m p l e t e  d e s c r i p t i o n  o f  t h e  f i v e  i n c i d e n t s  a n d  

t h e  f i v e  p o s s i b l e  r e s p o n s e s  a r e  shown i n  A p p e n d i x  D.

D u r i n g  t h e  c o u r s e  o f  t h e  d e c i s i o n  m a k in g  e x e r c i s e ,  

i t  w as  n o t i c e d  t h a t  some o f  t h e  " e x e c u t i v e s "  s e e m e d  t o  be 

h a v i n g  more  i n t e r a c t i o n  w i t h  t h e  " e x e c u t i v e s "  i n  t h e i r  

s i s t e r  d i v i s i o n s  ( i n  t h e  same com pany)  t h a n  d i d  some o t h e r
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" e x e c u t i v e s " . The o c c u r r e n c e  a n d  n a t u r e  o f  t h i s  

i n t e r a c t i o n  was a l s o  i n c l u d e d  a s  a  d e p e n d e n t  v a r i a b l e  i n  . 

t h e  r e s e a r c h .  U n f o r t u n a t e l y ,  t h i s  s y s t e m a t i c  o b s e r v a t i o n  

was n o t  b e g u n  u n t i l  a p p r o x i m a t e l y  h a l f  o f  t h e  s i m u l a t i o n s  

w e r e  c o m p l e t e d .  The s p e c i f i c  o b s e r v a t i o n  r e c o r d e d  was  t h e  

n u m b e r  o f  t i m e s  t h e  " e x e c u t i v e s "  o f  t h e '  r e l a t e d  d i v i s i o n s  

c o o p e r a t e d  i n  m a k in g  d e c i s i o n s  f o r  e i t h e r  SOLVENTS o r  

LATEX. I n  c o n t r a s t  t o  t h e  d e c i s i o n s  made f o r  t h e  

t r a n s f e r r e d  p r o d u c t ,  MONOMER, n o  s u c h  c o n t a c t  was n e c e s s ­

a r y ,  s i n c e  t h e  SOLVENTS a n d  LATEX d e c i s i o n s  w e r e  c o m p l e t e l y  

i n d e p e n d e n t  o f  e a c h  o t h e r .  S u c h  c o n s u l t a t i o n  a n d  c o o p e r ­

a t i o n  i n  t h e  s i m u l a t i o n  was e n t i r e l y  s p o n t a n e o u s  a n d  i s  

b e l i e v e d  t o  be  a n  i n d i c a t o r  o f  t h e  l i k e l i h o o d  t h a t  t h e  

" e x e c u t i v e s "  w o u ld  c o o p e r a t e  w i t h  e a c h  o t h e r  f o l l o w i n g  

t h e  n e g o t i a t i o n s .

P e r f o r m a n c e  E v a l u a t i o n  

T h r e e  o b  j e c t i v e  m e a s u r e s  o f  p e r f o r m a n c e  w e r e  u s e d  

i n  t h e  r e s e a r c h .  The f i r s t  m e a s u r e  was t h e  t o t a l  p r o f i t s  

d e r i v e d  f r o m  MONOMER a n d  RESIN, t h o s e  t h a t  a r e  d e p e n d e n t  

s o l e l y  on t h e  t r a n s f e r r e d  p r o d u c t .  The c o s t - v o l u m e  g r a p h s  

h a d  b e e n  d e s i g n e d  t o  t h a t  t h e r e  was a  q u a n t i t y  o f  MONOMER 

t h a t  o p t i m i z e d  t o t a l  com pany  p r o f i t s .  T h i s  p r o f i t  was  

e n t i r e l y  d e p e n d e n t  on t h e  d e c i s i o n s  made b y  t h e  " e x e c u ­

t i v e s "  d u r i n g  n e g o t i a t i o n s  a n d  was n o t  a f f e c t e d  b y  t h e  

d e c i s i o n s  o f  o t h e r s .  The s e c o n d  m e a s u r e  was  t h e  p r o f i t  

d e r i v e d  f r o m  SOLVENTS a n d  LATEX. T h i s  m e a s u r e  was d e c i d e d  

u po n  a f t e r  n o t i n g  t h a t  t h e  two d i v i s i o n  " e x e c u t i v e s "  w e r e ,
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a t  t i m e s ,  c o n s u l t i n g  w i t h  e a c h  o t h e r  i n  m a k in g  SOLVENTS/ 

LATEX d e c i s i o n s ,  p r o d u c t s  n o t  i n v o l v e d  i n  t h e  i n t e r d i v ­

i s i o n a l  t r a n s f e r .  P o s s i b l y  s u c h  c o n s u l t a t i o n  c o u l d  h a v e  a n  

i m p a c t  on t h e  p r o f i t s  o f  t h e  n o n - t r a n s f e r r e d  p r o d u c e s  a s  

w e l l  a s  on  t h e  t r a n s f e r r e d  m a t e r i a l .  The t h i r d  m e a s u r e  

u s e d  was t h e  t o t a l  p r o f i t  d e r i v e d  f r o m  a l l  p r o d u c t s  o f  ; 

b o t h  d i v i s i o n s .  T h i s  p r o f i t  m e a s u r e  i s  o b v i o u s l y  n o t  

i n d e p e n d e n t  o f  t h e  o t h e r  two m e a s u r e s .

D a t a  A n a l y s i s  

O t h e r  t h a n  t h e  p r o f i t  m e a s u r e s ,  a l l  d e p e n d e n t  v a r i ­

a b l e  d a t a  a r e  p r o b a b l y  o r d i n a l  m e a s u r e s ,  t h a t  i s ,  t h e  r a n k  

o r d e r  i s  known, b u t  t h e  d i s t a n c e s  b e t w e e n  r a n k s  a r e  n o t  

know n.  T h e r e f o r e ,  p a r a m e t r i c  s t a t i s t i c s  t h e o r e t i c a l l y  a r e  

n o t  a p p l i c a b l e ,  s i n c e  t h e  a s s u m p t i o n s  u n d e r l y i n g  t h e i r  u s e  

a r e  n o t  m e t .  H o w ev e r ,  L a b o v i t z  ( 1 9 ? 0 )  a r g u e s  t h a t  e x c e p t  

f o r  e x t r e m e  s i t u a t i o n s ,  i n t e r v a l  s t a t i s t i c s  c a n  be a p p l i e d  

t o  a n y  o r d i n a l - l e v e l  v a r i a b l e .  " A l t h o u g h  some s m a l l  e r r o r  

may a c c o m p a n y  t h e  t r e a t m e n t  o f  o r d i n a l  v a r i a b l e s ,  a s  

i n t e r v a l ,  t h i s  i s  o f f s e t  b y  t h e  u s e  o f  more p o w e r f u l ,  more 

s e n s i t i v e ,  b e t t e r  d e v e l o p e d ,  a n d  more c l e a r l y  i n t e r p r e t a b l e  

s t a t i s t i c s  w i t h  known s a m p l i n g  e r r o r "  ( p .  5 1 5 )*

Much o f  t h e  a n a l y s e s  was d o n e  u s i n g  p a r a m e t r i c

s t a t i s t i c s ,  p r i m a r i l y  b e c a u s e  a d e q u a t e  n o n - p a r a m e t r i c
0

p r o c e d u r e s  a r e  n o t  a v a i l a b l e  a n d  a l s o  b e c a u s e  o f  t h e  l a r g e  

s a m p l e  s i z e  a v a i l a b l e .  T h u s ,  t h e  t - t e s t  was u s e d  t o  d e t e r ­

m ine  t h e  e f f e c t i v e n e s s  o f  t h e  i n d e p e n d e n t  v a r i a b l e s  m a n i p ­

u l a t i o n s ,  a n d  f a c t o r  a n a l y s i s  was u s e d  t o  r e d u c e  t h e
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d im e n s io n a l i ty  o f  the  c o n f l i c t  r e s o lu t i o n  s c a l e .

M u lt iv a r ia te  a n a ly s i s  o f  v a r ia n c e  (MANOVA) was used to  

a n a ly ze  th e  impact o f  th e  independent v a r ia b le s  on some o f  

th e  dependent v a r i a b l e s ,  namely, a t t i t u d e  and approach to  

c o n f l i c t  r e s o l u t i o n .  MAN0VA was used as a s c r e e n in g  

te c h n iq u e ,  a f t e r  which u n iv a r ia te  a n a ly s i s  o f  v a r ia n ce  

(ANOVA) was used to  determ ine which o f  the dependent  

v a r i a b le s  caused  w hatever d i f f e r e n c e s  occu rred . The use 

o f  th e s e  p aram etric  tec h n iq u e s  r e q u ir e s  t h a t  the data  must 

s a t i s f y  th e  f o l lo w in g  assum ptions:

-  i n t e r v a l  or r a t i o  measures

-  sam ples are drawn a t  random

-  e r r o r s  are norm ally  d i s t r ib u t e d

-  e r r o r s  are independent

-  e r r o r s  have th e  same v a r ia n c e  f o r  each trea tm en t  
com bination

-  e f f e c t s  are a d d i t iv e

Hays (1973)» in  d i s c u s s i n g  the importance o f  th e s e  

assum ptions f o r  the f i x e d  e f f e c t s  ANOVA model, n o te s  th a t  

" in fe r e n c e s  made about means are v a l id  even when the  form 

o f  th e  p o p u la t io n  d i s t r i b u t i o n  d ep arts  c o n s id e r a b ly  from  

normal, p rov id ed  t h a t  th e  ’n' in  each sample i s  r e l a t i v e l y  

large"  (p . ^ 8 1 ) .  T his f o l lo w s  from the c e n t r a l  l i m i t  

theorem . The assum ption  o f  independent e r r o r s  i s  s e r io u s ,  

but i s  p rob ab ly  n o t  v i o l a t e d  s in c e  the d ata  are a l l  based  

on independent o b s e r v a t io n s ,  w ith o u t  rep ea ted  o b se r v a t io n s  

o f  th e  same s u b j e c t s .

Hays n o te s  t h a t  th e  "assumption o f  h o m o s c e d a s t ic i ty
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can be v i o l a t e d  w ith o u t  s e r io u s  r i s k ,  provided  t h a t  the  

number o f  c a s e s  in  each sample i s  the same" (p . *4-82). 

U n fo r tu n a te ly ,  t h i s  cou ld  n ot be ach ieved  in  the experim ­

e n t ,  a lth o u g h  the  o r i g i n a l  in t e n t  was t o  have eq ual c e l l  

f r e q u e n c ie s .  A ctu a l c e l l  sample s i z e  v a r ie d  from 18 to  

29 in d iv id u a l  s u b j e c t s .  The unequal s i z e  r e s u l t e d  from 

th e  absence o f  s u b j e c t s  and from a d e s ir e  to  g e t  an 

in c r e a se d  number o f  o b se r v a t io n s  o f  groups in  the n o ­

market p r ic e  c a te g o r y ,  to  check the u n ob trusive  measure 

n oted  p r e v io u s ly — the number o f  u n s o l i c i t e d  c o o p e r a t iv e  

in t e r a c t io n s  ex p e r ie n c e d  by the  group as th e y  made t h e i r  

d e c i s i o n s .  As w i l l  be d is c u s s e d  l a t e r ,  the market p r i c e — 

no market p r ic e  m anipu lation  was n o t  s u c c e s s f u l — and the  

ex p er im en ta l d e s ig n  was th e r e fo r e  c o l la p s e d  to  a 2X2 

d e s ig n .  In t h i s  c a s e ,  the  sample s i z e  per c e l l  in c r e a se d ,  

and i t s  range was reduced to  42-^9 in d iv id u a l  s u b j e c t s  

per c e l l .

Because o f  the  unequal c e l l  s i z e ,  the  ex p er im en ta l  

d e s ig n  was no lo n g e r  o r th o g o n a l,  a lthough  the  o b se r v a t io n s  

were s t i l l  randomly and in d ep en d en tly  sampled. As Li (196*0 

p o in t s  o u t ,  t h i s  does n o t  change the assum ptions or hypoth ­

e s i s ,  but does change the method o f  c a l c u la t i o n  o f  sums o f  

sq u ares  and does in c r e a s e  th e  p r o b a b i l i t y  o f  com m itting  a 

Type I I  e r r o r .  The in t e r p r e t a t io n  o f  ANOVA r e s u l t s  does  

d i f f e r  because o f  the unequal c e l l  f r e q u e n c ie s ,  s in c e  the  

main and in t e r a c t io n  e f f e c t s  are n o t  o r th o g o n a l,  and th e se  

e f f e c t s  are n e i t h e r  a d d i t iv e  nor independent o f  each o th e r .
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Because o f  the  unequal c e l l  f r e q u e n c ie s ,  the c a l c u la t io n  

o f  sums o f  sq uares  was accom p lished  through th e  use o f  a 

l i n e a r  r e g r e s s io n  approach.

There are a t  l e a s t  th ree  d i f f e r e n t  ways in  which the  

main e f f e c t s  sums o f  squares can he c a lc u la te d  fo r  the  

ca se  o f  unequal c e l l  f r e q u e n c ie s .  As recommended by 

K e r lin g e r  and Pedhazur (1973) and by O vera ll  and S p ie g e l  

( 1969) ,  the  s o - c a l l e d  ex p er im en ta l d es ig n  a n a ly s i s  was 

used . A ccord ing  to  O v era ll  and S p ie g e l  ( 1969)1 t h i s  

method " . . .  sh ou ld  be employed whenever the problem i s  

co n c e iv e d  as a m u l t i c l a s s i f i c a t i o n  f a c t o r i a l  d es ig n  and 

where c o n v e n t io n a l  a n a ly s i s  o f  v a r ia n c e  might have been 

employed e x c e p t  f o r  unequal c e l l  f r e q u e n c ie s  or o ther  

com p u ta tion a l d i f f i c u l t i e s "  (p . 3 1 9 )•

The com plete l i n e a r  model a n a ly s i s  was n ot used  

because f o r  t h i s  model, " . . .  care  should  be taken n ot to  

in t e r p r e t  s i g n i f i c a n t  ’main e f f e c t s '  in  the same way th a t  

one might in t e r p r e t  a s i g n i f i c a n t  main e f f e c t  from a 

balanced  f a c t o r i a l  d e s ig n .  Pow erfu l su p p ressor  e f f e c t s  

are n o t  uncommon between c l a s s i f i c a t i o n  v a r ia b le s  and t h e i r  

in t e r a c t io n s "  (p . 3 1 9 )•

N on-param etric t e s t s  were used to  t e s t  the s i g n i f ­

ic a n c e  o f  the  e f f e c t  o f  the independent v a r ia b le s  on 

p r o f i t s ,  even though the  data  are in t e r v a l ,  s in c e  i t  i s  

ex p ec ted  t h a t  th e  d i s t r i b u t i o n  w i l l  n o t  be normal, 

v a r ia n c e s  are n o t  ex p ec ted  to  be eq u al and sample s i z e  per  

trea tm en t i s  s m a l l .  The Mann-Whitney U T est  i s  used to
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t e s t  f o r  the d i f f e r e n c e  in  c e n t r a l  tendency .

A non-param etric tech n iq u e was needed t o  t e s t  th e  

e f f e c t  o f  the independent v a r ia b le s  on the co o p e r a t iv e  

behavior  measure, s in c e  sample s i z e  was sm a ll  and the data  

were d ich o to m ized . Although th e r e  were th r ee  d e c i s io n  

p e r io d s ,  o n ly  th e  l a s t  two were used fo r  any data  

c o l l e c t i o n ,  w ith  th e  f i r s t  p eriod  re ser v ed  f o r  le a r n in g .

The d ata  were d ich otom ized  in to  (a) no co o p e r a t iv e  

in t e r a c t io n s  and (b) a t  l e a s t  one c o o p e r a t iv e  in t e r a c t io n .  

In the 'absence o f  any known two way non-param etric  

a n a ly s i s  o f  v a r ia n c e  tech n iq u e f o r  independent o b serv a ­

t i o n s ,  the  d a ta  were an a lyzed  v i a  co n t in g en c y  t a b le s ,  

u sin g  the F ish e r  E xact P r o b a b i l i t y  T e s t .

P i l o t  T est

In order to  t e s t  the e f f e c t i v e n e s s  o f  the s im u la t io n  

and the m a n ip u la t io n s , a p i l o t  t e s t  was conducted.

N in eteen  s u b j e c t s  were exposed to  a l l  fou r  exp er im en ta l  

c o n d it io n s  under th e  no-market p r ic e  c o n d i t io n .  This t e s t  

a l s o  served  as a u s e f u l  p r a c t ic e  s e s s io n  to  debug the  

s im u la t io n  and the  computer program, to  se e  whether the  

outputs were r e a so n a b le  and understandable to  the s u b j e c t s ,  

to  be c e r t a in  th a t  th r ee  d e c i s io n  p er io d s  were adequate to  

d evelop  the a t t i t u d e s  ex p e c te d , and f i n a l l y ,  to  ensure  

th a t  the d e c i s io n s  cou ld  be made w ith in  a f i f t y  minute 

c l a s s  p e r io d .

The r e s u l t s  o f  the p i l o t  t e s t  were g e n e r a l ly  f a v o r ­

a b le .  The computer program was s a t i s f a c t o r y  and o n ly
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minor parameter changes were needed . The in s t r u c t io n s  

were understood and the d e c i s io n  making e x e r c i s e  proceeded  

as e x p e c te d . The computer p r in to u t ,  however, was found to  

be somewhat c o n fu s in g  and t h i s  was m odified  in  subsequent  

runs to  make i t  more e a s i l y  in te r p r e te d .  T his req u ired  

some a d d i t io n a l  l a b e l i n g  and format changes.

I t  was e v id e n t  t h a t  two o f  th e  th ree  m a n ip u la tio n s ,  

b a s i s  f o r  e v a lu a t io n  and importance o f  th e  tr a n s fe r r e d  

product, were s u c c e s s f u l .  The th ir d  m anip u la tion ,  

con cern in g  th e  e x i s t e n c e  o f  a market p r ic e  fo r  the  

t r a n s fe r r e d  product was n o t  s u c c e s s f u l .  Of th e  19 s u b j e c t s  

p a r t i c i p a t i n g  in  the  t e s t ,  o n ly  10 c o r r e c t ly  p er c e iv e d  

th e  absence o f  a market p r ic e ,  whereas 5 thought th a t  

th e r e  was a market p r ic e  and H- were n ot  su r e .  In p o s t ­

t e s t  d i s c u s s i o n s ,  the s tu d e n ts  who were in c o r r e c t  or n ot  

s u r e ,  s t a t e d  t h a t  th e y  had e i t h e r  fo r g o t te n  about the  

market p r i c e ,  had m ista k en ly  co n s id er ed  the  f i n a l  p rod uct,  

RESIN, r a th e r  than the t r a n s fe r r e d  product, MONOMER, or had 

s im p ly  n ot  understood  what was meant by market p r ic e .

In a l l  l a t e r  ru n s, p a r t ic u la r  a t t e n t io n  was drawn to  

th e  p resen ce  or absence o f  a market p r ic e  and in  the  

m anipu lation  ch eck , the words "for the t r a n s fe r r e d  

product, MONOMER", was u n d er lin ed . As w i l l  be se e n , t h i s  

was s t i l l  n o t  e f f e c t i v e ,  and the m anip u lation  o f  the  

market p r ic e  v a r ia b le  was u n s u c c e s s fu l .
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CHAPTER IV 

RESULTS

The ex p er im en ta l d a ta  w i l l  be p resen ted  in  four  

se g m e n ts :

-  E f f e c t iv e n e s s  o f  independent v a r ia b le s  m anipu lation

-  R e l i a b i l i t y  and f a c t o r  a n a ly s i s  o f  dependent 
v a r ia b le  s c a l e s

-  T e s t in g  th e  v a r io u s  h yp oth eses

-  M isce lla n eo u s  o b se r v a t io n s  and f in d in g s  not  
d i r e c t l y  r e la t e d  t o  h y p o th e s is  t e s t i n g

E f f e c t i v e n e s s  o f  M anipulations

Market P r ic e /N o  Market p r ic e  f o r  T ran sferred  Product

To t e s t  t h i s  m a n ip u la tio n , th e  s u b j e c t s  were asked t o

answer the f o l lo w in g  q u e s t io n ,  im m ediate ly  a f t e r  com p letin g

th e  th ir d  d e c is io n *

"Were you aware o f  the e x i s t e n c e  o f  a market p r ic e  
f o r  th e  t r a n s fe r r e d  p rod u ct, MONOMER?"

They were g iv e n  th r e e  resp on se  c h o ic e s —y e s ,  no, n ot

s u r e .

Table 1 shows the  r e s u l t s  o f  the  m anipulation  check  

f o r  t h i s  independent v a r i a b le .  I t  can be seen  th a t  l e s s  

than f i f t y  p e r c en t  o f  th e  s u b j e c t s  c o r r e c t ly  p erce iv ed  

t h a t  th e r e  was no market p r ic e  f o r  the t r a n s fe r r e d  product  

in  th e  s i t u a t i o n  in  which th e re  was a c t u a l l y  no market 

p r i c e .  On th e  o th er  hand, fo r  the  s i t u a t i o n  in  which
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TABLE 1

INDEPENDENT VARIABLE CHECK -  ABSENCE 
OR PRESENCE OF MARKET PRICE 

FOR TRANSFERRED PRODUCT

CONDITION A -  CONDITION B -
THERE WAS A MARKET THERE WAS NO

PRICE MARKET PRICE

NUMBER £  NUMBER ±
S u b je c ts  Who Thought
There Was a Market 66 8^ .6  ^5 *J-2.5
P r ic e

S u b je c ts  Who Thought
There Was No Market 8 1 0 .3  ^9 ^ 6 .2
P r ic e

S u b je c ts  Who Were 5 .1  12 11 .3
Not Sure “7B 10 0 .0$  To3 1 00 .0 $



th e r e  was a market p r i c e ,  8^ .6  p ercen t  o f  th e  s u b j e c t s  

c o r r e c t l y  i d e n t i f i e d  th e  s i t u a t i o n .

P o s t - d e c i s io n  d i s c u s s io n s  w ith  th e  s u b j e c t s  o f te n  

p o in te d  out t h a t  many o f  them s im p ly  d id  n ot understand  

th e  s i g n i f i c a n c e  or meaning o f  th e  term "market p r ic e " .  

O thers, as in  the p i l o t  t e s t  con fu sed  i t  w ith  the p r ic e  

o f  one or more o f  th e  o th e r  p ro d u c ts ,  but s t i l l  seemed to  

be g e n e r a l ly  aware o f  the  f a c t  t h a t  perhaps the  MONOMER 

s i t u a t i o n  was d i f f e r e n t  than f o r  the o th er  th r e e  p ro d u cts .  

Most o f  them j u s t  d id  n o t  seem to  be su r e .  For t h i s  

r e a so n , an oth er  a n a ly s i s  was performed to  determ ine whether  

th e  m an ip u la tion  was a c t u a l l y  e f f e c t i v e ,  even though th e  

s u b j e c t s  might n o t  have r e a l i z e d  the s i g n i f i c a n c e  o f  the  

term , "market p r ic e  f o r  th e  tr a n s fe r r e d  product" . This  

a n a ly s i s  concerned the a c tu a l  agreed  upon t r a n s f e r  p r i c e s .  

I t  was h y p o th e s iz e d  t h a t  i f  the s u b j e c t s  were indeed  

a f f e c t e d  by th e  m an ip u la tion , the average agreed  upon 

t r a n s f e r  p r ic e  f o r  th e  two c o n d it io n s  shou ld  d i f f e r ,  w ith  

th e  market p r ic e  c o n d it io n  b e in g  c l o s e r  to  f i f t e e n  c e n ts  

per pound ( th e  s t i p u l a t e d  market p r ic e  in  t h e i r  i n s t r u c ­

t i o n s )  than the  no market p r ic e  c o n d i t io n .  F u r th er , the  

v a r ia n c e  o f  th e  p r ic e s  in  the l a t t e r  c o n d it io n  shou ld  be 

g r e a te r  b ecau se  o f  more u n c e r ta in ty  and th e  absence o f  a 

"prominent" s o l u t i o n .

Table 2 p r e s e n ts  the  r e s u l t s  o f  t h i s  a n a l y s i s .  As 

e x p e c te d ,  th e  v a r ia n c e  o f  the no-market p r ic e  s i t u a t i o n  

was s i g n i f i c a n t l y  g r e a te r  than f o r  the  market p r ic e



TABLE 2

AGREED UPON PRICES AS A FUNCTION 
OF EXISTENCE OF MARKET PRICE

Mean Agreed 
Upon Price

Decision #2
Market Price 
 n-J§0 "(r)

No Market Price n»2I (l)
13.48 14.03
t«1.08, df*46, n.s.

Decision #3
Market Price No Market Price 

1 n*28 (1 )n*21 {i v
13.41 13.95

t»1.26,df*47* n.s.

Variance of Agreed Upon 
Price

I . 6 9  4.40
F«2.61) df«27,l9* P^0.05

0 .9 8  3.13
F-3 .2 0 1 df=2 7 ,201 p<0 .0 1

(1) Does not include one case where no transfer price was agreed upon.

1CO>oI
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s i t u a t i o n .  This d i f f e r e n c e  h e ld  fo r  both th e  second  and 

t h ir d  d e c is io n s *  both v a r ia n c e s  were l e s s  f o r  th e  th ir d  

d e c i s i o n .  However, no s i g n i f i c a n t  d i f f e r e n c e s  were found  

between any o f  the mean p r i c e s .  In f a c t ,  the means were 

even  in  the wrong d ir e c t io n ,  w ith  the no-m arket p r ic e  mean 

b e in g  c l o s e r  to  f i f t e e n  c e n ts  per pound ( th e  market p r ic e  

f o r  the tr a n s fe r r e d  product) than the market p r ic e  mean.

As a r e s u l t  o f  the u n c e r ta in ty  o f  th e  e f f e c t i v e n e s s  

o f  t h i s  m anipu lation  as ev iden ced  by th e  poor m anip u lation  

check and the i n c o n s i s t e n t  a n a ly s i s  o f  th e  t r a n s f e r  p r ic e  

d a ta ,  t h i s  m anipu lation  was ignored  and th e  experim ent was 

c o l la p s e d  to  a 2X2 d e s ig n .

Importance o f  T ransferred  Product

This m anipu lation  was checked by h a v in g  th e  s u b je c t s  

answer the f o l lo w in g  q u e s t io n  im m ediate ly  a f t e r  co m p le t in g  

th e  th ir d  d e c i s io n :

"What importance d id  you a t ta c h  to  the  p r ic e  l e v e l  o f  
the tr a n s fe r r e d  product, MONOMER, in  r e l a t i o n  t o  the  
t o t a l  p r o f i t  p o t e n t i a l  o f  your d iv is io n ? ^

The s u b j e c t s  were p resen ted  w ith  a sev en  i n t e r v a l  

s c a l e ,  anchored a t  "very important" and "of no im portance".

The d i f f e r e n c e  between the means o f  th e  two 

c o n d it io n s  ( 1 .9 9  v s .  4 .8 7 )  was h ig h ly  s i g n i f i c a n t  ( t = l 8 . 8 ,  

d f= l8 2 ,  p^O.Ol), in d ic a t in g  th a t  t h i s  v a r ia b le  was 

s u c c e s s f u l l y  m anipulated.

The ranges o f  the p r o f i t s  ex p er ien ce d  by th e  team was 

a l s o  checked t o  se e  i f  th e y  were c o n s i s t e n t  w ith  th e  in t e n t  

o f  the  m a n ip u la tio n s .
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(a) For th e  s i t u a t i o n  in  which the t r a n s fe r r e d
product was in tended  to  be im portant:

T r a n s f e r r e d  P r o d u c t s

MONOMER: From a l o s s  o f  $ 1 0 ,1 0 0  t o  a p r o f i t  o f
$90,000

RESIN: From a l o s s  o f  $ 1 5 0 ,000  t o  a p r o f i t  o f
$70,000

Open M a r k e t  P r o d u c t s

SOLVENTS: From a l o s s  o f  $ 5 ,1 0 0  to  a p r o f i t  o f  
$ 1 3 ,510

LATEX: From a l o s s  o f  $ 2 ,2 9 0  to  a p r o f i t  o f
$11,310

(b) For the s i t u a t i o n  in  which the tr a n s fe r r e d
product was n ot in tend ed  t o  be im portant

T r a n s f e r r e d  P r o d u c t s

MONOMER: From a l o s s  o f  $800 t o  a p r o f i t  o f
$ 9 ,3 0 0

RESIN: From a l o s s  o f  $ 1 ,8 0 0  t o  a p r o f i t  o f
$6 ,200

Open M a r k e t  P r o d u c t s

SOLVENTS: From a l o s s  o f  $^ 1 ,500  t o  a p r o f i t  o f  
$92 ,990

LATEX: From a l o s s  o f  $ 9 ,9 8 0  t o  a p r o f i t  o f
$ 132,700

Both the a c t u a l  p r o f i t s  and the p e r c e p t io n s  o f  the  

r e s p e c t iv e  s u b j e c t s  in d ic a t e  th a t  t h i s  independent  

v a r ia b le  was s u c c e s s f u l l y  m anipulated .

B a s is  f o r  E v a lu a t io n  and Reward o f  E x e c u t iv e s

This m anipu lation  was checked by h av in g  the s u b j e c t s  

answer the  f o l lo w in g  q u e s t io n ,  f o l lo w in g  com p letion  o f  

th e  t h ir d  d e c i s io n :

"On what b a s is  do you th in k  your p r o f i t  performance
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w i l l  be made?"

They w e r e  p resen ted  w ith  a sev en  i n t e r v a l  s c a l e ,  

anchored a t  " e n t ir e ly  on own d i v i s i o n ’ s p r o f i t s "  and 

" e n t i r e ly  on combined p r o f i t s " .

The d i f f e r e n c e  between the means ( 2 .5 8  v s .  5*28) was 

h ig h ly  s i g n i f i c a n t  (t=1^ .7* d f= l8 2 ,  pi'O .O l), in d ic a t in g  

t h a t  t h i s  v a r ia b le  was s u c c e s s f u l l y  m anipu lated .

A n a ly s is  o f  Dependent V a r ia b le  S c a le s

A t t i tu d e s  Toward Other D iv i s io n  
(Shown in  Appendix C, P art I I )

F o llo w in g  th e  com pletion  o f  the p i l o t  t e s t ,  the s p l i t  

h a l f  r e l i a b i l i t y  o f  t h i s  s c a l e ,  w ith  th e  Spearman-Brown 

c o r r e c t io n ,  was found t o  be 0 . 9 6 .

The s c a le  r e l i a b i l i t y  was fu r th e r  checked by d e t e r ­

m ining th e  c o r r e la t io n  between a t t i t u d e  s c o r e s  o f  s u b j e c t s  

w ith in  the same d i v i s i o n  o f  th e  same company, and the  

c o r r e la t i o n  o f  summated s c o r e s  between d i v i s i o n s  o f  the  

same company.

The second procedure used to  e s t im a te  th e  " r e l i a b i l ­

i ty "  o f  th e  a t t i t u d e  s c a l e  i s  n o t  t h e o r e t i c a l l y  c o n s i s t ­

e n t  w ith  the  d e f i n i t i o n  o f  r e l i a b i l i t y  as a measure o f  the  

r e p r o d u c i b i l i t y  ( r e p e a t a b i l i t y )  o f  t e s t  s c o r e s  on th e  same 

in d iv id u a l .  However, i t  does seem t o  f o l lo w  the s p i r i t  o f  

th e  d e f i n i t i o n  o f  Guion ( 1965) who states th a t  "as a b a s ic  

c o n c e p t ,  th e n , r e l i a b i l i t y  can be d e f in e d  as the  e x t e n t  to  

which a s e t  o f  measurements i s  f r e e  from random-error  

var ian ce"  (p . 3 0 ) .
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S in c e  i t  was n o t  f e a s i b l e  t o  o b ta in  a second s e t  o f  

measurements from the same in d i v id u a l s ,  th e  freedom from  

random -error was e s t im a te d  by d e term in in g  th e  c o r r e la t io n  

between a t t i t u d e  s c o r e s  o f  s u b j e c t s  w ith in  th e  same 

d i v i s i o n  and the c o r r e la t io n  o f  t o t a l  s c o r e s  between  

d i v i s i o n s  o f  the same company (under th e  in f lu e n c e  o f  the  

same s e t  o f  independent v a r ia b le  m a n ip u la t io n s ) .  The 

Pearson c o e f f i c i e n t s  were 0 .71  (p i’O.Ol) and 0 , 7 7  (pCO.Ol), 

r e s p e c t i v e l y .

In tergroup  C o n f l i c t  R e s o lu t io n  S c a le  
(Shown in  Appendix C, P art I I I )

A number o f  approaches were employed t o  t e s t  th e

r e l i a b i l i t y  o f  t h i s  e ig h te e n  item  s c a l e .

Response C h a r a c t e r i s t i c s  o f  S c a le  Items

F i r s t ,  freq u en cy  resp on se  d a ta ,  h is togram s and 

d e s c r ip t i v e  s t a t i s t i c s  were determ ined  to  s e e  w hether the  

e n t i r e  range o f  p o s s ib le  r e sp o n se s  were u t i l i z e d ,  and to  

determ ine w hether any o f  the item s had unusual resp on se  

d i s t r i b u t i o n s .  Of p a r t ic u la r  i n t e r e s t  was w hether the  

re sp o n se  d i s t r i b u t i o n s  f o r  th e  th r e e  item s w ith in  each  

mode o f  c o n f l i c t  r e s o lu t io n  were s im i l a r .

The h istogram s and d e s c r ip t i v e  s t a t i s t i c s  f o r  each o f  

th e  e ig h te e n  item s are shown in  Appendix E,

A b r i e f  d is c u s s io n  o f  item s in  each o f  the  s i x  sub­

s c a l e s  f o l lo w s ,

( i )  Problem S o lv in g  (S c a le  item s d, i ,  r )

A l l  th r e e  item s had s im i la r  re sp o n se  c h a r a c t e r i s t i c s .
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The com plete s i x  i n t e r v a l  s c a l e  was u t i l i z e d ,  but a l l  

th r ee  item s were h ig h ly  skewed t o  the  l e f t  ( in  the  

d ir e c t io n  o f  more l i k e l y  use o f  problem s o l v i n g  t o  s e t t l e  

d isa g r e e m e n ts ) .  T h is i s  n o t  to o  s u r p r i s in g ,  s in c e  a l l  o f  

th e  s u b j e c t s  were undergraduate b u s in e s s  s t u d e n t s ,  m ostly  

management m ajors, who had been exposed t o  the b eh a v io r a l  

approach, and in  many c a s e s ,  were e n r o l l e d  in  an e x p e r -  

i e n t i a l l y  o r ie n te d  b e h a v io r a l  c l a s s .  The d i s t r i b u t i o n s  

were a l s o  q u i t e  f l a t  a t  th e  low er end o f  the s c a l e .

( i i )  Smoothing (S c a le  item s c ,  g , m)

A l l  th r ee  sm oothing item s had v er y  s im i la r  resp on se  

d i s t r i b u t i o n s ,  somewhat l e s s  skewed to  the l e f t  than the  

problem s o lv i n g  item s , but w ith  much l e s s  f l a t n e s s .  The 

re sp o n se s  covered  th e  f u l l  i n t e r v a l  ran ge . The means, 

modes, and medians were a lm ost i d e n t i c a l .

( i i i )  F orc in g  (S c a le  item s b, h , n)

The resp on se  d i s t r i b u t i o n s  f o r  t h i s  t r i o  o f  item s  

were in c o n s i s t e n t .  Items "b" and "n" were unimodal, 

peak ing  a t  s c a l e  v a lu e s  o f  two or t h r e e ,  s l i g h t l y  skewed 

to  the l e f t .  Item "h", however, m o n o to n ic a lly  in c r ea se d ,  

w ith  a mode o f  s i x .  A l l  d e s c r ip t i v e  s t a t i s t i c s  f o r  item  

"h" were a l s o  q u i t e  d i f f e r e n t .

Item "h" read as fo l lo w s :

"Use any method a v a i la b le  t o  you, such as t h r e a t s ,  to  
c o e rce  the o th e r  d i v i s i o n  t o  a c c e p t  your p o in t  o f  
v i e w ."

Within the c o n te x t  o f  t h i s  s im u la t io n ,  th e  use o f  

t h r e a t s  and c o e r c io n  i s  i r r e l e v a n t ,  which probably  e x p la in s
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why 60 p ercen t o f  the s u b j e c t s  checked o f f  "very u n lik e ly "  

( i n t e r v a l  s i x ) .  Because o f  th e  r a d i c a l l y  d i f f e r e n t  

resp on se  d i s t r i b u t i o n  and low in t e r i t e m  c o r r e l a t i o n ,  s c a le  

item  "h" was e v e n t u a l ly  e l im in a te d  from th e  c o n f l i c t  

s c a l e .

( iv )  P ersu a s io n  (S c a le  item s e ,  k, q)

The frequency  d i s t r i b u t i o n s  f o r  th e s e  th r ee  item s  

were v er y  s im i la r ,  the mode, mean and median were a lm ost  

i d e n t i c a l ,  w ith  item  "q" somewhat skewed t o  the l e f t  and 

l e s s  f l a t  than the o th e r  two item s in  t h i s  s u b - s c a le .

A rev iew  o f  th e  wording o f  the s ta te m e n ts  o f f e r s  a 

p o s s ib le  e x p la n a t io n  f o r  t h i s  d i f f e r e n c e .  Whereas s c a le  

item  "e" and s c a l e  item  "k" use terms such as "convince  

th e  o th er  d iv is io n "  and "persuade th e  o th er  d iv i s io n " ,  

item  "q" r e f e r s  to  "the use o f  l o g i c a l  and em otion a l  

arguments". Perhaps the  r e le v a n c e  or understand ing  o f  the  

l a t t e r  phrase cou ld  e x p la in  th e  d i f f i c u l t y .  N otw ith ­

s ta n d in g  t h i s  u n c e r ta in ty ,  item  "q" was r e t a in e d ,  s in c e  i t  

i s  n o t  c e r t a in  th a t  i t  i s  a c t u a l l y  c a u s in g  a problem, and 

as w i l l  be noted  l a t e r ,  i t  d id  load  h e a v i ly  on a major 

f a c t o r .

(v) B argain ing  (S c a le  item s f ,  1, o)

A l l  th r e e  item s had v e r y  s im i la r  re sp o n se  d i s t r i b u ­

t i o n s ,  w ith  e s s e n t i a l l y  e q u iv a le n t  measures o f  c e n t r a l  

ten dency  and shape. A l l  were skewed to  th e  l e f t  (more 

l i k e l y  to  be used) and were somewhat peaked. These th ree  

s c a le  item s were th e  o n ly  o n es , o f  the  com p lete  s e t  o f
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e ig h te e n  item s, th a t  d id  n o t  u t i l i z e  the e n t i r e  range o f  

p o s s ib le  r e sp o n se s .  No s u b j e c t s  in d ic a te d  th a t  th ey  

would be "very u n lik e ly "  to  use b a r g a in in g  t o  r e s o lv e  

fu tu r e  d isagreem en ts . Perhaps t h i s  should  have been  

a n t ic ip a t e d ,  s in c e  the  e x e r c i s e  h ig h l ig h te d  b a rg a in in g  and 

compromise and the s tu d e n ts  j u s t  cou ld  n o t  v i s u a l i z e  n o t  

u t i l i z i n g  b arg a in in g , compromising or s p l i t t i n g  the  

d if f e r e n c e  to  some e x t e n t .

( v i )  A void ing  (S c a le  item s a . j ,  p)

Each response d i s t r i b u t i o n  o f  th e se  item s was 

d i f f e r e n t .  Item "a" was bim odal, item  "j" was unimodal 

and item  "p" in cr ea se d  m o n o to n ic a lly .  A l l  were skewed to  

the r ig h t  (very  u n l ik e ly  to  be used to  r e s o lv e  fu tu re  

d isa g re em en ts ) .

Because o f  the w id e ly  d i f f e r i n g  d i s t r i b u t i o n s  and the  

f a c t  th a t  avoidance i s  n o t  r e a l l y  a r e le v a n t  c o n f l i c t  

r e s o lu t i o n  mode fo r  t h i s  s i t u a t i o n ,  t h i s  s u b - s c a le  was 

e v e n t u a l ly  e l im in a ted  from the a n a l y s i s .

F actor  A n a ly s is

The e ig h te e n  item s o f  th e  c o n f l i c t  r e s o lu t i o n  s c a le  

were f a c t o r  analyzed  t o  determ ine the d im e n s io n a l i ty  o f  

th e  s c a l e s .

The fa c to r s  were e x tr a c te d  u s in g  p r in c ip a l  f a c t o r  

a n a l y s i s .  In t h i s  procedure (a s  c o n tr a s te d  to  the  

prin cip a l-com pon en t a n a l y s i s ) ,  i t  i s  assumed th a t  n o t  a l l  

o f  the sample v a r ia n ce  can be accounted  f o r  by the  

f a c t o r s ,  i . e . ,  communality i s  l e s s  than one (or  uniqueness
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i s  g r e a te r  than z e r o ) .

The p r in cip a l-com p on en t a n a ly s i s  has s e v e r a l  s h o r t ­

comings:

i t  i s  m erely a tra n sfo rm a tio n  r a th e r  than the r e s u l t  
o f  a fundam ental model f o r  cov a r ia n ce  s t r u c t u r e ,  . . . 
the forms o f  th e  components are n o t  in v a r ia n t  under 
changes in  the s c a l e s  o f  th e  r e s p o n se s ,  no r a t io n a l  

* c r i t e r i a  e x i s t  f o r  d e c id in g  when a s u f f i c i e n t  propor­
t io n  o f  th e  v a r ia n c e  has been accounted  f o r  by the  
'p r in c ip a l '  components th a t  are a t t r ib u t a b le  o n ly  to  
the u n r e l i a b i l i t y  or sam pling v a r i a t io n  o f  the  
in d iv id u a l  r e s p o n s e s ,  (M orrison, 1 9 6 7 , p. 259)

The f a c t o r s  were then  Varimax (o r th o g o n a l ly )  r o t a t e d . *

Three f a c t o r s  were found which account fo r  A-8.8 

p erc en t  o f  th e  t o t a l  v a r ia n ce  and have some t h e o r e t i c a l  

s i g n i f i c a n c e  and r e le v a n c e .  The th r ee  avoidance item s d id  

n o t  load on any o f  th e s e  f a c t o r s  and were n o t  in c lu d ed .

As p r e v io u s ly  n o ted , th e s e  item s were to  be e l im in a te d  in  

any e v e n t .  Item "h" ( fo r c in g )  loaded  n e g a t iv e ly  on Factor' 

1 , but was n o t  used because o f  i t s  unusual resp on se  

d i s t r i b u t i o n  and i t s  la c k  o f  r e le v a n c e  to  the s im u la t io n  

s i t u a t i o n .

The lo a d in g s  o f  the item s on th e  th r ee  f a c t o r s  are  

shown in  Table 3 . F a cto r  1 was la b e le d  "Cooperative  

O r ie n ta t io n  to  C o n f l i c t  R e so lu t io n " ,  s in c e  a l l  o f  the  

problem s o lv i n g  and sm oothing item s loaded on i t .  I t  i s  

b e l ie v e d  th a t  the  n a iv e  s u b j e c t s  p e r c e iv e  problem s o lv in g  

and sm oothing to  be q u i t e  s im i la r ,  both ev id en ce  o f  a

Oblique r o t a t io n  was a l s o  in v e s t ig a t e d ,  s in c e  t h i s  
procedure a l lo w s  fo r  c o r r e la t i o n  between f a c t o r s ,  and i t  
was b e l ie v e d  t h a t  some o f  the f a c t o r s  would be c o r r e la te d .  
However, th e r e  was l i t t l e  d i f f e r e n c e  seen  in  f a c t o r  
lo a d in g s  between the orth o g o n a l and ob liq u e  p roced u res.
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VARIMAX ROTATED FACTOR LOADINGS -  
CONFLICT RESOLUTION SCALE

FACTOR 1 
SCALE COOPERATIVE
ITEM ORIENTATION

c(Sm oothing) 0 .5 6 1

d(Problem S o lv in g ) 0 .7 7 1

g(Sm oothing) 0 .5 3 1

j(P rob lem  S o lv in g ) 0 .8 5 1

m(Smoothing) 0 .7 0 1

r(Problem  S o lv in g ) 0 .8 6 1

b (F o rc in g ) - 0 .3 6

e (P e r s u a s io n ) -0 .1 3

k (P e r su a s io n ) 0 .0 2

n (F o rc in g ) -0 .1 2

q (P e r su a s io n ) -0 .0 3

f(B a r g a in in g ) 0 .0 4

1 (B arga in in g ) 0 .0 0

o (B a rg a in in g ) 0 .1 9

■^These S c a le  Items were used  
F actor  1 .

2These S c a le  Items were used  
F actor  2 .

3These S c a le  Items were used  
F actor  3 .

FACTOR 2 FACTOR 
COMPETITIVE COMPROMISING 
ORIENTATION ORIENTATION COMMUNAL I1]

- 0 .1 0 0 .1 6 0 .3 5

-0 .2 1 0 .01 0 .6 3

-0 .1 3 0 .1 5 0 .31

-0 .1 8 0.01 0 .7 5

-0 .1 6 0 .0 8 0 .5 3
1 0 • I—1 - 0 .0 7 0 .7 5

0 .5 0 2 - 0 .0 6 0 .3 9

0 .5 7 2 0 .0 5 0 .3 4

0 .8 2 2 0 .0 9 0 .6 8

0 .5 7 2 - 0 ,0 4 0 .3 3

0 .5 0 2 -0 .0 5 O.25

- 0 .1 0 0 .6 9 3 0 .4 8

0 .3 6 0 .4 2 3 0 .31

0 .1 4 0 .5 9 3 0 .4 0

t o  c a l c u la t e a sc o re fo r

t o  c a l c u la t e a sco re fo r

t o  c a l c u l a t e a sc o re fo r
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c o o p e r a t iv e  approach to  r e s o l u t i o n .

F actor 2 was la b e le d  "C om petitive O r ie n ta t io n  to  

C o n f l i c t  R e so lu t io n " , s in c e  both the  p ersu a s io n  and 

f o r c in g  item s loaded  on t h i s  f a c t o r .  I t  i s  b e l ie v e d  th a t  

the s u b je c t s  v iewed both  o f  th e s e  modes in  the same way— 

an u n c o o p e ra t iv e , c o m p e t i t iv e  approach t o  c o n f l i c t  

r e s o lu t i o n .

The th ir d  f a c t o r  was c a l l e d  "Compromising O r ien ta t io n  

to  C o n f l i c t  R e so lu t io n " ,  s in c e  a l l  th ree  b a rg a in in g  or 

compromising item s loaded  on i t .  I t  accoun ted  f o r  on ly

8 .6  p ercen t o f  the  t o t a l  v a r ia n c e  in  the d a ta .

The r e le v a n t  s c a l e  item s were transform ed t o  z -  

s c o r e s ,  w eighted  by f a c t o r  sc o re  c o e f f i c i e n t s  and summed 

t o  provide f a c t o r  s c o r e s  fo r  subsequent a n a ly s e s .

C o rr e la t io n  c o e f f i c i e n t s  were then determ ined fo r  the  

w eighted  f a c t o r  s c a l e s  and th r e e  com parable, unweighted  

f a c t o r  s c o r e s ,  c a l c u la t e d  by s im p ly  adding th e  s c o r e s  fo r  

each o f  the r e s p e c t iv e  i t e m s .  These c o r r e la t i o n s  are  

ta b u la te d  in  Table S in ce  a l l  c o r r e la t i o n s  are 0 .9 5  or 

g r e a te r ,  i t  was d ec id ed  t o  use the s im p le r  and more 

m eaningfu l, unweighted s c o r e s  f o r  fu r th e r  a n a ly s i s  and 

h y p o th e s is  t e s t i n g .

The c o r r e la t i o n  o f  th e s e  s c o r e s  w ith in  and between  

d i v i s i o n s  o f  the  same company were determ ined  to  g e t  a 

measure o f  the  i n t e r - s u b j e c t  " r e l i a b i l i t i e s "  o f  the th ree  

s u b - s c a l e s , 1 As can be se en  from Table 5* ih e  c o o p e r a t iv e

1See Page 92 f o r  th e  r a t io n a le  behind th e  use o f  t h i s  
procedure.
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TABLE I*

WEIGHTED AND UNWEIGHTED FACTOR SCORE CORRELATIONS

PEARSON CORRELATION COEFFICIENT1 

FACTOR 1 (C o o p era tiv e)  O.9 8

FACTOR 2 (C om p etit ive)  0 .9 5

FACTOR 3 (Compromising) O.9 8

1A11 c o e f f i c i e n t s  were s i g n i f i c a n t  a t  the 0 ,01  l e v e l .



TABLE 5

"RELIABILITIES" OF CONFLICT RESOLUTION 
SUB-SCALES

PEARSON CORRELATION COEFFICIENTS

CONFLICT
RESOLUTION

SUB-SCALE

WITHIN
DIVISIONS

'(n=s§4)

BETWEEN
DIVISIONS

(n=38)

COOPERATIVE
ORIENTATION

SUB-SCALE
0 . 6 8  

( p * 0 .01)
0 .82

(pcO.Ol)

COMPETITIVE
ORIENTATION

SUB-SCALE
0 .2 7

(p * 0 .0 2 )
0 .5 7

(p< 0 .01)

COMPROMISING 
ORIENTATION 

SUB-SCALE
0 . 1 0  

( n . s . )
0.46

(p^O.Ol)

-1 0 1 -

CRONBACH'S

0 .60

0 .6 4

0 .45
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o r i e n t a t io n  s u b -s c a le  e x h ib i t s  good i n t e r - s u b j e c t  " r e l i ­

a b i l i t y ” , w ith  a Pearson c o r r e la t i o n  c o e f f i c i e n t  o f  0 .6 8  

(p<0 .01 )  fo r  w ith in  and between sa m p les , r e s p e c t i v e l y .

On the o ther  hand, th e  o th e r  two s u b - s c a le s  are  

d e f i c i e n t  in  " r e l i a b i l i t y " .  The c o m p e t it iv e  o r i e n t a t io n  

s u b - s c a le  had a w ith in  d i v i s i o n  c o r r e la t i o n  c o e f f i c i e n t  o f  

o n ly  0 .2 7  (p < 0 .0 2 ) ,  a lthou gh  b ecause  o f  the  e f f e c t  o f  

summations, the between d i v i s i o n  c o r r e la t i o n  was 0 .5 7

(p < 0 .0 1 ) .

The compromising o r i e n t a t io n  s u b - s c a le  had v e r y  poor 

" r e l i a b i l i t y " .  The w ith in  d i v i s i o n  c o r r e la t i o n  was o n ly  

0 .1 0  and was n ot s i g n i f i c a n t ,  a lth o u g h , a g a in ,  the between  

d i v i s i o n  c o r r e la t io n  was greater, 0 .^ 6  (p < 0 .0 1 ) .

Next, the c o r r e la t io n s  between th e  unweighted s c o r e s  

and the a t t i t u d e  s c a le  were determ in ed , and are ta b u la ted  

in  Table 6. The a t t i t u d e  s c a le  and the c o o p e r a t iv e  o r i e n t ­

a t io n  s u b - s c a le  were n e g a t iv e ly  c o r r e la t e d  w ith  the compet­

i t i v e  o r ie n ta t io n  s u b - s c a le ,  but the  compromising s c o r e s  

were n o t  s i g n i f i c a n t l y  c o r r e la t e d  w ith  any o f  the o th er  

th r e e  s c a l e s .

These c o r r e la t io n s  lend  some v a l i d i t y  t o  the su b ­

s c a l e s ,  s in c e  i t  would be ex p ec ted  t h a t  a fa v o r a b le  i n t e r ­

p e r s o n a l  a t t i t u d e  would be n e g a t i v e l y  c o r r e la te d  to  a • 

c o m p e t i t iv e  o r ie n ta t io n  and p o s i t i v e l y  c o r r e la te d  w ith  a 

c o o p e r a t iv e  o r ie n ta t io n .
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INTER-SCALE CORRELATION COEFFICIENTS1

c o m p r o m i s : 

-0 . 0 2 3 

0 .123  

O .l^ 3 

1 . 0

1P e a r s o n  c o e f f i c i e n t s  f o r  u n w e i g h t e d  s c o r e s

2p<0.01

-^Not s i g n i f i c a n t

ATTITUDE COOPERATIVE COMPETITIVE 

ATTITUDE SCORE 1 .0  0 .7 5 2 - 0 .3 9 2

COOPERATIVE FACTOR 1 .0  - 0 .3 3 2

COMPETITIVE FACTOR 1 .0

COMPROMISING FACTOR
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P o s t -D e c is io n  C ooperation  S c a le  

This s c a l e  was in tend ed  to  measure the p r o p e n s ity  

o f  th e  s u b j e c t s  to  co o p era te  in  fu tu r e  s i t u a t i o n s  th a t  

re q u ir e  i n t e r - d i v i s i o n a l  in t e r a c t io n ,  which m ight, in  

th e m se lv e s ,  be c o n f l i c t f u l .  There was no such s c a le  

a v a i la b le  and one was th e r e fo r e  d ev e lo p ed , based on some 

p a st  e x p e r ie n c e s  o f  the r e s e a r c h e r .

F ive  s i t u a t i o n s  were d e s c r ib e d ,  w ith  s i x  p o s s ib le  

c o u r se s  o f  a c t io n  th a t  an e x e c u t iv e  might take in  resp onse  

to  each o f  the d e c i s i o n s .  Groups o f  undergraduates a t  

S a in t  P e t e r ' s  C o lleg e  were g iv e n  th e  in c id e n t s  and the  

re sp o n se s  in  random ord er . They were asked to  f i r s t  rank 

each s e t  o f  re sp o n ses  in  terms o f  the degree o f  co o p er a tio n  

ex p ressed  in  each s ta te m e n t ,  and then  to  a s s ig n  num erica l  

v a lu e s ,  from one to  te n ,  to  each o f  th e s e  ranked r e sp o n se s .

A s e r i e s  o f  such judgments were made, w ith  the  

wording o f  both the in c id e n t s  and the re sp o n se s  m odified  

a f t e r  each judgment u n t i l  the s c a l e  shown in  Appendix D 

was f i n a l i z e d .  I t  had o n ly  f i v e  p o s s ib le  re sp o n se s  to  each  

in c id e n t ,  in  order to  in c r e a s e  th e  d is c r im in a t io n  and 

s im p l i f y  th e  s c a l e .  T h is f i n a l  s c a l e  was judged by 

t h i r t e e n  undergraduates who were s u c c e s s f u l  in  ranking  the  

re sp o n se s  in  terms o f  degree o f  p e r c e iv e d  c o o p e r a t io n .

The s tu d e n ts  made o n ly  2 , 3» 3» 7 and 6 e r r o r s ,  r e s p e c t ­

i v e l y ,  in  ranking the f i v e  in c i d e n t s .  On t h i s  b a s i s ,  the  

s c a l e  was in c lu d ed  in  the  p o s t - d e c i s i o n  q u e s t io n n a ir e .

I t  became im m ediately  obvious during  the  p i l o t  t e s t ,
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h o w e v e r ,  t h a t  t h i s  s c a l e  w o u ld  b e  a  d i f f i c u l t  one  f o r  t h e  

s t u d e n t s  t o  u n d e r s t a n d .  T hey  c o m p l a i n e d  a b o u t  i t s  l e n g t h  

a n d  many w e r e  c l e a r l y  r a n d o m l y  m a r k i n g  t h e  r e s p o n s e s ,  

r a t h e r  t h a n  t r y i n g  t o  a n a l y z e  t h e  i n c i d e n t s ,  w h i c h  d i d  

t a k e  a b o u t  f i f t e e n  m i n u t e s  t o  a c c o m p l i s h .  F u r t h e r ,  t h e y  

se e m e d  t o  be c o n f u s e d  a s  t o  t h e  p u r p o s e  a n d  m e a n in g  o f  

t h e  s c a l e ,  The r e s u l t s  w e re  u s e l e s s ,  w i t h  no  c o n s i s t e n c y  

a t  a l l  b e t w e e n  r e s p o n s e s .

I n  a n  a t t e m p t  t o  i n c r e a s e  i n t e r e s t  a n d  u n d e r s t a n d i n g ,  

a n d  t o  r e d u c e  t h e  i n d i v i d u a l  b u r d e n  o f  a n s w e r i n g  t h e  

q u e s t i o n s ,  a  s e r i e s  o f  r u n s  was made d u r i n g  w h i c h  t h e  l a s t  

i n c i d e n t  was e l i m i n a t e d  a n d  t h e  s u b j e c t s  w e r e  a s k e d  t o  

r a n k  t h e  r e s p o n s e s  t o  t h e  i n c i d e n t s  i n  c o o p e r a t i o n  w i t h  

t h e  o t h e r  member o f  t h e i r  d i v i s i o n ,  t h e r e b y  r e s u l t i n g  i n  

o n l y  one  s c a l e  r e s p o n s e  p e r  d i v i s i o n .  H o w e v e r ,  t h i s  was 

a l s o  n o t  s u c c e s s f u l ,  The r a n k i n g s  w e r e  e s s e n t i a l l y  r a n d o m  

a n d  t h e  c o o p e r a t i o n  s c a l e  was t h e r e f o r e  e l i m i n a t e d .

T e s t i n g  H y p o t h e s e s  

A l l  h y p o t h e s i s  t e s t i n g  r e l a t i n g  t o  s c a l e s  a n d  s c o r e s  

s t a r t e d  w i t h  a  MANOVA, f o l l o w e d  b y  a n  ANOVA f o r  t h o s e  

e f f e c t s  w h i c h  w e r e  shown b y  MANOVA t o  b e  s i g n i f i c a n t .

B e c a u s e  t h e  s c o r e s  o f  t h e  s u b j e c t s  w i t h i n  e a c h  

com pany  c a n n o t  be c o n s i d e r e d  t o  be  i n d e p e n d e n t  m e a s u r e s ,  

a v e r a g e  com pany  s c o r e s  w e re  u s e d  a s  t h e  i n p u t  d a t a  f o r  

t h e s e  a n a l y s e s ,  t h e r e b y  r e d u c i n g  d e g r e e s  o f  f r e e d o m .  T h i s  

was c o u n t e r b a l a n c e d ,  t o  some e x t e n t ,  b y  r e d u c e d  w i t h i n  

c e l l  v a r i a n c e  due  t o  t h e  a v e r a g i n g  p r o c e d u r e .
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As d e sc r ib e d  e a r l i e r ,  th e  market p r ic e  m an ip u la tion  

was u n s u c c e s s fu l ,  and th e  o r i g i n a l  2X2X2 ex p er im en ta l  

d e s ig n  was c o l la p s e d  to  a 2X2 d e s ig n .  T h e r e fo r e ,  o n ly  

th e  importance o f  th e  t r a n s fe r r e d  product and the  b a s is  

f o r  e x e c u t iv e  e v a lu a t io n ,  and t h e i r  i n t e r a c t io n  were 

t e s t e d .  Four dependent v a r i a b l e s - - a t t i t u d e , and the  

th r e e  c o n f l i c t  r e s o lu t i o n  s u b - s c a le s  were e v a lu a te d .  Table  

7 t a b u la t e s  the  mean v a lu e s  o f  the dependent v a r i a b l e s .

The MANOVA data  are ta b u la te d  in  Table 8.

The two-way in t e r a c t io n  was h ig h ly  s i g n i f i c a n t  

(p < 0 .001^), as was the o v e r a l l  e v a lu a t io n  e f f e c t  

(p^O.OOOl). The data  were th e r e fo r e  fu r th e r  an a lyzed  

u s in g  ANOVA to  determ ine which o f  the  dependent v a r ia b le s  

were a f f e c t e d  by the tr e a tm en ts .

The ANOVA data  are ta b u la te d  in  T ab les 9 -1 2 .  For 

th e  dependent v a r i a b le s ,  a t t i t u d e  toward the o th e r  d i v i s i o n  

and c o o p e r a t iv e  o r i e n t a t io n ,  the im p o r ta n c e -e v a lu a t io n  

in t e r a c t io n  was s i g n i f i c a n t  a t  the 0,001 l e v e l .  The 

dependent v a r i a b le ,  com petive o r i e n t a t io n ,  was s i g n i f i c a n t  

a t  the 0 .01  l e v e l ;  the  v a r ia b le ,  compromising o r i e n t a t io n ,  

was n ot s i g n i f i c a n t .  Because th e  i n t e r a c t io n  e f f e c t  i s  

s i g n i f i c a n t ,  the a d d i t i v i t y  assum ption  f o r  main e f f e c t s  

i s  n o t  met and the meaning o f  th e  F -v a lu e s  f o r  th e se  

in d iv id u a l  e f f e c t s  i s  s u b j e c t  to  q u a l i f i c a t i o n s .



TABLE 7

MEAN VALUES OF FOUR DEPENDENT VARIABLES

Basis for Evaluation
Divisional Performance

Attitude Toward 
Other , . 

Dibision^'

Orientations Toward 
Conflict Resolution (4) 
Coop- Compet- Compro- erative itive mlslng

Transferred
Product
Important

Transferred 
Product Not 
Important

42.67 19.83 12.50 6.60

37.50 16.17 14.17 6.6  9

Corporate Performance^
AttitudeToward
Other

D i v i s i o n ^ )

19.41

Orientations Toward,jux 
Conflict Resolution '' 
Coop- Compet- Compro- eratlve itive mlslng

9.64 16.77 6.67

30.41 12.50 14.97 6.99

(1) n=13 for both levels of importance
(2) n*ll for product important ; n=12 for product not important
(3) Lower values indicate a more favorable attitude; maximum range of scoresi 12-72
(4) Lower values indicate subjects more likely to use particular approach; 

maximum range of scores - Cooperative; 6-36, competitive; 5-30, compromising; 3-18
;i-.o
;
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MAN OVA DATA FOR HYPOTHESIS TESTING

HYPOTHESIS
TESTED

NO OVERALL 
EFFECT OF 
EVALUATION 

SYSTEM

F-VALUE

20 .7

DF

4 ,4 2

SIGNIFICANCE' 
OF F-VALUE

1X 0.0001

NO OVERALL 
EFFECT OF 
IMPORTANCE 
OF TRANSFERRED 

PRODUCT

NO OVERALL 
INTERACTION 

EFFECT

1.4-1 4,42

5-54 4 ,4 2

p^O.2 5

p < 0 .0014

^■Using t h e  P i l l a i  ( i 960) t r a c e  c r i t e r i o n
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ANALYSIS OF VARIANCE FOR ATTITUDE VARIABLE

SOURCE OF 
VARIATION

IMPORTANCE OF 
TRANSFERRED 

PRODUCT

SUM
OF

SQUARES

72

MEAN F
DF SQUARE VALUE

72 1 .9

SIGNIFICANCE 
OF 

F-VALUE

-CO.17

EVALUATION
SYSTEM 27*1-6 1 27*+7 72 CO.001

INTERACTION 795 1 795 2 0 .8 CO.001

RESIDUAL 1718 *1-5 38

TOTAL 5313 *f8 111



TABLE 1 0
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ANALYSIS OF VARIANCE FOR UNWEIGHTED 
COOPERATIVE ORIENTATION SCORE

SUM
SOURCE OF OF MEAN F
VARIATION SQUARES DF SQUARE VALUE

IMPORTANCE OF
TRANSFERRED 4 .4  1 4 .4  0 .4

PRODUCT

EVALUATION
SYSTEM 572 1 572 5 3 .8

INTERACTION 130 1 130 1 2 .2

RESIDUAL 4-79 45 1 0 .6

TOTAL 1188 48 25

SIGNIFICANCE 
OF 

F-VALUE

n . s .

*0 . 0 0 1

* 0 . 0 0 1



TABLE 11
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ANALYSIS OF VARIANCE FOR UNWEIGHTED 
COMPETITIVE ORIENTATION SCORE

SOURCE OF 
VARIATION

IMPORTANCE OF 
TRANSFERRED 

PRODUCT

EVALUATION
SYSTEM

INTERACTION

RESIDUAL

TOTAL

SUM
OF

SQUARES DF

0 . 0 2  1

76 1

36.6  1

232 45

345 48

MEAN F
SQUARE VALUE

0 .0 2  0 .0 0 4

?6 1 4 .8

3 6 .6  7 .1

5 .2

7 .2

SIGNIFICANCE 
OF 

F-VALUE

n . s .

<0 . 0 0 1

^ 0 . 0 1
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TABLE 12

ANALYSIS OF VARIANCE FOR UNWEIGHTED 
COMPROMISING ORIENTATION SCORE

SOURCE OF 
VARIATION

MAIN EFFECTS

IMPORTANCE OF 
TRANSFERRED 

PRODUCT

EVALUATION
SYSTEM

INTERACTION

RESIDUAL

TOTAL

SUM
OF

SQUARES

0.93

0.51

o .4o

0 . 1 4

7 5 .9

7 6 .9

DF

2

1

1

45

48

MEAN
SQUARE

0.4 7

0.51

0 .40

0 . 1 4

0 . 36

1 . 6 0

SIGNIFICANCE 
F OF

VALUE F-VALUE

0 .2 8  n . s .

0 . 3 0  n . s .

0 .2 4  n . s .

0 .0 8  n . s .
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The s i g n i f i c a n c e  o f  the  e v a lu a t io n  main e f f e c t  can be 

a n a lyzed  by exam ining F ig u res  7 -9 .  The ANOVA r e s u l t s  

in d ic a t e  th a t  t h i s  e f f e c t  i s  h ig h ly  s i g n i f i c a n t  (p< 0 .001)  

f o r  th e  dependent v a r i a b le s ,  a t t i t u d e ,  c o o p e r a t iv e  o r i e n t ­

a t io n  and c o m p e t it iv e  o r i e n t a t io n .  The meaning o f  th e s e  

r e l a t i o n s h i p s  can be seen  by re v ie w in g  th e  data  shown in  

F ig u res  7 -9 .

At both l e v e l s  o f  importance o f  the tr a n s fe r r e d  

p rod uct, the s u b j e c t s  e v a lu a te d  on the  b a s i s  o f  co rp o ra te  

performance showed more fa v o ra b le  a t t i t u d e s ,  more o r i e n t ­

a t io n  toward c o o p e r a t iv e  c o n f l i c t  r e s o lu t i o n  and reduced  

o r i e n t a t io n  toward a c o m p e t it iv e  mode o f  c o n f l i c t  r e s o l u ­

t i o n .  Thus th e  s i g n i f i c a n t  F -v a lu e  f o r  the e v a lu a t io n  

main e f f e c t  has meaning over the  range o f  importance  

t e s t e d .  However, in  each c a s e ,  th e  d i f f e r e n c e  i s  g r e a te r  

when the  tr a n s fe r r e d  product i s  im portant than when i t  i s  

n o t ,  hence th e  s i g n i f i c a n t  in t e r a c t io n  e f f e c t .

The low er h a lv e s  o f  F igu res  7 -9  in d ic a t e  th a t  the  

d i r e c t i o n  o f  th e  d i f f e r e n c e s  in  the v a lu e s  o f  the  

dependent v a r ia b le s  d i f f e r  fo r  th e  two l e v e l s  o f  im port­

a n ce , depending on w hether the b a s i s  o f  e v a lu a t io n  i s  

d i v i s i o n a l  or corp ora te  perform ance. For co rp o ra te  

e v a lu a t io n  and an im portant t r a n s fe r r e d  p rod u ct, more 

fa v o r a b le  a t t i t u d e s  d eve lop ed , th e re  was more o r i e n t a t io n  

toward c o o p e r a t iv e  c o n f l i c t  r e s o lu t i o n  and d ecrea sed  

o r i e n t a t io n  toward p r e s su r in g  during  c o n f l i c t  r e s o l u t i o n ,  

than i f  the t r a n s fe r r e d  product was n o t  im portan t. When
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Figure 9 
Interaction Effect -
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e v a lu a t io n  was based on d i v i s i o n a l  perform ance, a l l  o f  the  

aforem entioned  d ir e c t io n s  were r e v e r se d .  Thus, any 

d i f f e r e n c e s  due to  th e  importance main e f f e c t s  must be 

c o n s id e r e d  in  terms o f  the b a s i s  f o r  e v a lu a t io n .

The exp er im en ta l h y p o th eses  can now be examined:

H yp oth es is  A s t a te d :

The more an ev a lu a t io n /re w a r d  system  i s  based on 
s u b -u n it  p r o f i t s  (a s  opposed t o  corp ora te  p r o f i t s ) ,  
the g r e a te r  the developm ent o f  a c o m p e t it iv e  ( l e s s  
c o o p e r a t iv e )  o r i e n t a t io n  during  the t r a n s fe r  p r ic e  
d e te r m in a t io n .

T his h y p o th e s is  was confirm ed by v ir t u e  o f  the h igh  

s i g n i f i c a n c e  o f  the e v a lu a t io n  main e f f e c t  on the  

a t t i t u d e ,  co o p er a tio n  and c o m p et it io n  v a r i a b le s .  At both  

l e v e l s  o f  importance o f  the tr a n s fe r r e d  product, th o se  

s u b j e c t s  who were e v a lu a te d  on th e  b a s is  o f  d i v i s i o n a l  

performance d eveloped  c o n s id e r a b ly  l e s s  fa v o ra b le  

a t t i t u d e s  toward the o th er  d i v i s i o n  who were ev a lu a te d  on 

th e  b a s is  o f  co rp o ra te  performance (see  F igure 7 ) .  As 

n oted  by Walton, Dutton and F itc h  ( 1966) ,  a c o m p e t it iv e  

( d i s t r i b u t i v e )  approach t o  j o i n t  problem s o lv i n g  ten d s  to  

promote l e s s  fa v o ra b le  in te r p a r ty  a t t i t u d e s ,  whereas a 

c o o p e r a t iv e  ( i n t e g r a t i v e )  approach tends to  promote more 

fa v o r a b le  a t t i t u d e s .

F urther co n f irm a tio n  o f  t h i s  h y p o th e s is  can be found  

from a c o n s id e r a t io n  o f  the measured o r i e n t a t io n s  to  

c o n f l i c t  r e s o l u t i o n .  A lthough t h i s  q u e s t io n n a ir e  was 

phrased in  terms o f  r e s o lu t i o n  o f  fu tu r e  d isa g reem en ts ,  i t  

i s  re a so n a b le  t o  conclude t h a t  fu tu r e  o r i e n t a t io n s  would be
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base d on p a s t  in te r p a r ty  e x p e r ie n c e s .  T h erefo re , the data  

p resen te d  in  F ig u res  8 and 9 are a l s o  r e le v a n t .  These 

show th a t  th o se  s u b j e c t s  who were ev a lu a ted  on the b a s i s  

o f  d i v i s i o n a l  performance d eveloped  a l e s s  c o o p e r a t iv e  and 

more c o m p e t it iv e  o r i e n t a t io n  toward c o n f l i c t  r e s o lu t io n  

than d id  th o se  e v a lu a te d  on th e  b a s i s  o f  corporate  p e r f o r ­

mance, These d i f f e r e n c e s  h e ld  f o r  both l e v e l s  o f  the  

importance o f  th e  t r a n s fe r r e d  prod uct, a lth ou gh , due to  the  

• in te r a c t io n ,  the e f f e c t  was more pronounced a t  h igh  l e v e l s  

o f  im portance.

The compromising o r i e n t a t io n  was not s i g n i f i c a n t l y  

d i f f e r e n t  fo r  the  d i f f e r e n t  tr e a tm e n ts ,  presumably because  

a l l  s u b je c t s  p e r c e iv e d  compromise to  be r e le v a n t  to  t h e i r  

s i t u a t i o n ;  some compromise cou ld  be c o n s i s t e n t  w ith  both  

the c o o p e r a t iv e  and c o m p e t it iv e  approaches.

Because o f  the h ig h ly  s i g n i f i c a n t  in t e r a c t io n  and 

because the  s c o r e s  were a c t u a l l y  ranked m easures, r a th e r  

than i n t e r v a l  m easures, th e se  f in d in g s  are s u b je c t  to  

q u a l i f i c a t i o n s .  They are dependent on the measuring s c a le  

i t s e l f .  However, because o f  th e  h ig h ly  s i g n i f i c a n t  

f in d in g s ,  confirm ed by more than one s c a l e ,  t h i s  hypoth ­

e s i s  i s  c o n s id er e d  to  be confirm ed w ith in  the range o f  

v a r ia b le  t e s t e d .

H yp oth esis  B s t a te d :

The more im portant th e  tr a n s fe r r e d  product i s  to  the  
p r o f i t  p o t e n t i a l  o f  each o f  the s u b - u n i t s ,  the g r e a te r  
the c o m p e t it iv e  o r i e n t a t io n  (and th e  l e s s  the co o p er ­
a t iv e  o r i e n t a t io n )  d eveloped  during t r a n s f e r  p r ic e  
d eterm in a tio n .
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This h y p o th e s is  cannot be accep ted  because o f  the  

in t e r a c t io n  e f f e c t .  F igu res  7 -9  a l l  show a c r o s s o v e r  o f  

th e  a t t i t u d e  and o r i e n t a t io n  d i f f e r e n c e s .  Only when 

s u b j e c t s  were e v a lu a te d  on the b a s i s  o f  d i v i s i o n a l  p e r f o r ­

mance cou ld  t h i s  h y p o th e s is  be a c c e p te d . Under th e se  

c ir c u m sta n ce s ,  the groups f o r  which the t r a n s fe r r e d  

product was im portant d id  d eve lop  a more c o m p e t it iv e  (and 

l e s s  c o o p e r a t iv e )  o r i e n t a t io n .  However, when th e y  were 

e v a lu a te d  on the b a s i s  o f  corp ora te  perform ance, the  

e f f e c t  was r e v e r s e d .

As noted  p r e v io u s ly ,  th e s e  f in d in g s  might a l s o  depend 

on the ch o ic e  o f  measurement s c a l e s .

H yp oth esis  C s ta te d :

The g r e a te r  th e  awareness o f  the s u b -u n it s  o f  the  
e x i s t e n c e  o f  an o u ts id e  market p r ic e  f o r  the  
t r a n s fe r r e d  p rod uct, th e  l e s s  the development o f  a 
c o m p e t it iv e  o r i e n t a t io n  during  t r a n s fe r  p r ic e  d e t e r ­
m in ation .

T h is  h y p o th e s is  cou ld  be n e i t h e r  accep ted  nor r e j e c t e d ,  

s in c e  the market p r ic e  m anipu lation  was u n s u c c e s s fu l .

H yp oth es is  D s t a te d :

1. The more a g g r e s s iv e ,  c o m p e t it iv e  b eh av ior  th a t  
occurs during  the t r a n s f e r  p r ic in g  p r o c e s s ,  the  l e s s  
c o o p e r a t iv e  the subsequent r e la t io n s h ip s  between  
th e  s u b - u n i t s .

2 . The more problem s o lv in g  th a t  occurs during the  
t r a n s f e r  p r ic in g  p r o c e s s ,  the more c o o p e r a t iv e  the  
subsequent r e la t io n s h ip s  between the s u b - u n i t s .

I t  was in ten d ed  th a t  t h i s  h y p o th e s is  be t e s t e d  

through the use o f  the  p o s t - d e c i s io n  co o p er a tio n  s c a l e ,  

as measured by r e sp o n se s  to  h y p o t h e t i c a l  in c id e n t s .

However, as n o te d , t h i s  s c a le  was n o t  u s e f u l .
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Ins t e a d ,  t h i s  h y p o th e s is  was t e s t e d ,  i n d i r e c t l y ,  

through an o b se r v a t io n  o f  th e  typ e  o f  b e h a v io r a l  i n t e r ­

a c t io n  e x h ib i t e d  by the  s u b j e c t s  during the  d e c i s io n  making 

e x e r c i s e . 1 (T h is  assumes t h a t  b eh av ior  e x h ib i t e d  during  

th e  e x e r c i s e  w i l l  be extended  to  subsequent r e l a t i o n s h i p s . )  

During th e  second  and th ir d  d e c i s io n  p e r io d s ,  the s u b je c t s  

were observed  in  order to  determ ine whether or not the  

members o f  th e  two d i v i s i o n s  o f  the same company coop er­

a ted  in  making the SOLVENT/LA.TEX d e c i s io n s  even though  

th e y  d id  n o t  need t o ,  nor were th ey  re q u es ted  to  do so .  

Table 13 p r e s e n ts  the data  in  the  form o f  a 2X2X2 c o n t in ­

gency  t a b l e .

One v ery  d i s t i n c t  main e f f e c t  can be d isc e r n e d . When

th e  groups were e v a lu a te d  on the b a s i s  o f  d i v i s i o n a l

perform ance, tw e lv e  o f  the t h i r t e e n  companies showed no 

c o o p e r a t iv e  in t e r a c t io n  a t  a l l  during the  l a s t  two d e c i s io n  

p e r io d s .  On th e  o th e r  hand, a l l  o f  the  t h ir t e e n  companies 

th a t  were e v a lu a te d  on th e  b a s i s  o f  corp ora te  performance 

dem onstrated  a t  l e a s t  one in s ta n c e  o f  co o p e r a t iv e  

b eh a v io r .

The F is h e r  e x a c t  p r o b a b i l i t y  t e s t  was used to  t e s t  

th e  e v a lu a t io n  e f f e c t .  For th e  c o n d it io n  in  which the

^•It must be re co g n ize d  t h a t  th e re  i s  a d i s t i n c t
p o s s i b i l i t y  th a t  an o b serv er  b ia s  was p r e s e n t ,  s in c e  on ly  
th e  r e s e a r c h e r  made th e se  o b se r v a t io n s  and he was g e n e r ­
a l l y  aware o f  th e  ex p er im en ta l c o n d it io n s  under which each  
group was o p e r a t in g .  However, t h i s  i s  n o t  co n sid ered  to  
be a major problem s in c e  i t  was n o t  the  o n ly  measure o f  
c o o p e r a t iv e  o r i e n t a t io n  used in  t h i s  r e se a r c h .  The o ther  
measures were n o t  s u b j e c t  t o  p o s s ib l e  o b server  b ia s .
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COOPERATIVE INTERACTIONS DURING 
DECISION MAKING EXERCISES1

BASIS FOR EVALUATION
DIVISIONAL CORPORATE
PERFORMANCE PERFORMANCE

No At L east  One No At L east One
C ooperative  C ooperative  C ooperative  C ooperative  
I n t e r a c t io n s  I n t e r a c t io n  I n te r a c t io n s  I n te r a c t io n

TRANSFERRED
PRODUCT
IMPORTANT

0 0

TRANSFERRED
PRODUCT
NOT 5 1 0  6
IMPORTANT

•^Entries in d ic a t e  the freq u en cy  t h a t  companies showed 
ev id en ce  o f  a t  l e a s t  one c o o p e r a t iv e  in t e r a c t io n  during l a s t  
two d e c i s io n  p e r io d s .
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tr a n s fe r r e d  product was im portant, p=0.0003» and fo r  the  

c o n d it io n  in  which the  tr a n s fe r r e d  product was not  

im portant, p =0 .0076 , Thus the e v a lu a t io n  e f f e c t  was 

h ig h ly  s i g n i f i c a n t .

The e f f e c t  o f  the importance o f  the t r a n s fe r r e d  

product i s  l e s s  d i s t i n c t .  The most ev id en ce  o f  co o p er­

a t iv e  in t e r a c t io n  occurred  when the t r a n s fe r r e d  product  

was im portant, but t h i s  d i f f e r e n c e  was not s i g n i f i c a n t .

(The F ish e r  e x a c t  p r o b a b i l i t y  was 0 .^ 6 , under the  

c o n d it io n  o f  d i v i s i o n a l  performance e v a lu a t io n  and 1 .0  fo r  

co rp o ra te  performance e v a l u a t i o n . )

The in t e r a c t io n  e f f e c t  noted  p r e v io u s ly  was n ot  

o b served . A p o s s ib le  rea so n  fo r  t h i s  w i l l  be g iven  below .

H yp oth esis  D cannot be accep ted  on the  b a s is  o f  

observed b eh av ior  during  the  d e c i s io n  making e x e r c i s e .

With d i v i s i o n a l  performance e v a lu a t io n ,  n e g a t iv e  a t t i t u d e s  

and c o m p e t it iv e  o r i e n t a t io n  d id  d evelop  and c o o p e r a t iv e  

b eh av ior  d id  not occur . F urther , w ith  corp ora te  e v a lu ­

a t io n ,  p o s i t i v e  a t t i t u d e s  and c o o p e r a t iv e  o r ie n ta t io n  

d ev e lo p , accompanied by c o o p e r a t iv e  b eh a v io r . However, 

th e  most n e g a t iv e  a t t i t u d e  and the most co m p et it iv e  o r i e n t ­

a t io n  was d eveloped  when the d i v i s i o n a l  performance e v a lu ­

a t io n  was combined w ith  an im portant t r a n s fe r r e d  product.  

T h is was h y p o th e s iz e d  t o  r e s u l t  in  the l e a s t  c o o p er a t iv e  

b eh a v io r . A lthough t h i s  com bination  o f  v a r ia b le s  d id  

r e s u l t  in  the  most c o m p e t it iv e  b eh a v io r , i t  was n o t  s i g n i f ­

i c a n t l y  d i f f e r e n t  (p=0.^6) from the l e s s  c o m p e t i t iv e ly
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o r i e n t e d  a t t i t u d e  d e v e l o p e d  t h r o u g h  a  c o m b i n a t i o n  o f  a  

d i v i s i o n a l . e v a l u a t i o n  s y s t e m  a n d  t r a n s f e r r e d  p r o d u c t  n o t  

i m p o r t a n t .  The m o s t  p o s i t i v e  a t t i t u d e  a n d  t h e  m o s t  c o o p ­

e r a t i v e  o r i e n t a t i o n  was d e v e l o p e d  when t h e  c o r p o r a t e

p e r f o r m a n c e  e v a l u a t i o n  was c o m b in e d  w i t h  a n  i m p o r t a n t  

t r a n s f e r r e d  p r o d u c t .  T h i s  was h y p o t h e s i z e d  t o  r e s u l t  i n  

t h e  m os t  c o m p e t i t i v e  b e h a v i o r .  H o w ev e r ,  t h e  o b s e r v e d  

b e h a v i o r  was n o t  s i g n i f i c a n t l y  d i f f e r e n t  t h a n  t h a t  o b s e r v e d  

u n d e r  c o n d i t i o n s  t h a t  r e s u l t e d  i n  a  r e d u c e d  c o o p e r a t i v e  

o r i e n t a t i o n .

T h i s  l a c k  o f  a n  i n t e r a c t i o n  e f f e c t  c a n  be e x p l a i n e d .  

B e h a v i o r  e x h i b i t e d  d u r i n g  t h e  d e c i s i o n  m a k in g  e x e r c i s e  was 

t a s k  r e l a t e d .  When t h e  d i v i s i o n s  w e r e  e v a l u a t e d  on t h e  

b a s i s  o f  c o r p o r a t e  p e r f o r m a n c e ,  t h e  o n l y  way t h e y  cG uld  

a c h i e v e  t h e  o b j e c t i v e  o f  h i g h e r  p r o f i t s  was  t h r o u g h  c o o p ­

e r a t i o n  w i t h  t h e  o t h e r  d i v i s i o n ,  w h e t h e r  o r  n o t  t h e  

t r a n s f e r r e d  p r o d u c t  was i m p o r t a n t .  I n  f a c t ,  when t h e

t r a n s f e r r e d  p r o d u c t  was n o t  i m p o r t a n t ,  t h e  b e s t  way o f

a c h i e v i n g  t h e  g o a l  o f  i n c r e a s e d  c o r p o r a t e  p r o f i t s  was by 

i n t e r a c t i n g  w i t h  t h e  o t h e r  d i v i s i o n  i n  t h e  c o u r s e  o f  m ak ing  

t h e  SOLVENTS/LATEX d e c i s i o n s ,  s i n c e  t h e s e  p r o d u c t s  o f f e r e d  

t h e  g r e a t e r  p r o f i t  p o t e n t i a l .

The c o n f l i c t  r e s o l u t i o n  q u e s t i o n n a i r e , on t h e  o t h e r  

h a n d ,  i s  n e i t h e r  b e h a v i o r a l  n o r  t a s k  r e l a t e d ;  i t  i s  

a t t i t u d i n a l .  I t  p r o v i d e s  a n  i n d i c a t i o n  o f  how t h e  p a r t i e s  

a r e  l i k e l y  t o  b e h a v e  i n  t h e  f a c e  o f  f u t u r e  d i s a g r e e m e n t s .  

T h u s ,  t h e r e  i s  some j u s t i f i c a t i o n  f o r  u s i n g  i t  t o  t e s t  

h y p o t h e s i s  D. The m o s t  n e g a t i v e  a t t i t u d e s  t o w a r d  t h e
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o th er  d i v i s i o n  (d e r iv e d  from d i v i s i o n a l  performance and 

an im portant t r a n s fe r r e d  product) d id  match the most 

co m p e t it iv e  ( l e a s t  c o o p e r a t iv e )  o r i e n t a t io n  toward fu tu re  

c o n f l i c t  r e s o l u t i o n .  The most c o o p e r a t iv e  o r ie n t a t io n  

toward the  fu tu r e  r e s o lu t i o n  o f  o o n f l i c t s  w ith  the o th er  

d i v i s i o n  d eveloped  a t  th e  same tim e as p o s i t i v e  a t t i t u d e s  

toward the  o th e r  d i v i s i o n .  T his would seem t o  support  

the h y p o th e s is .  However, s in c e  the s c a le  i s  a t t i t u d i n a l  

r a th e r  than b e h a v io r a l ,  t h i s  co n firm a tio n  i s  no more than  

a r e a f f ir m a t io n  o f  p r io r  h y p o th e s is  t e s t i n g  c o n c lu s io n s .

In summary, th en , h y p o th e s is  D can o n ly  be p a r t i a l l y  

a cc ep te d .

M isce llan eou s O b servations and F in d ings  

In a d d it io n  to  the  o b se r v a t io n  o f  d i f f e r e n c e s  in  the  

degree o f  co o p er a tio n  during  the a c tu a l  d e c i s io n  making 

p r o c e s s ,  o th er  p a t te r n s  were observed  which show fu r th e r  

m a n ife s ta t io n s  o f  b e h a v io r a l  d i f f e r e n c e s  due to  m anipul­

a t io n  o f  the independent v a r i a b le s .

For in s t a n c e ,  i t  was observed  th a t  th o se  teams which 

were b e in g  ev a lu a te d  on the b a s i s  o f  corporate  perform ­

ance and f o r  which th e  t r a n s fe r r e d  product was im portant, 

tended to  s i t  near each o th er  during  the l a t e r  p er io d s  o f  

th e  d e c i s io n  making e x e r c i s e s ,  even b efo re  the e x e r c i s e  

a c t u a l l y  began. T his was p a r t i c u l a r l y  n o t ic e a b le  in  the  

t h ir d  (and f i n a l )  p e r io d .  Those groups which were e v a lu ­

a ted  on the  b a s i s  o f  d i v i s i o n a l  performance and fo r  which 

th e  t r a n s fe r r e d  product was im portant tended to  s i t  apart
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from one a n o th er , and during  t r a n s f e r  p r ic e  d eterm in a tio n  

s a t  f a c in g  one an oth er , r a th e r  than in  a random manner. 

F urth er , th e  l a t t e r  groups d id  n o t  seem t o  share c o s t -  

volume in fo rm a tio n  w ith  t h e i r  s i s t e r  d i v i s i o n s ,  whereas  

th e  former group d id  so  as  p a rt  o f  t h e i r  c o o p e r a t iv e  i n t e r ­

a c t io n .  On a number o f  o c c a s io n s ,  the uncooperatin g  teams 

g o t  in to  arguments as t o  which d i v i s i o n  would p h y s i c a l ly  

move t o  where the other d i v i s i o n  was s i t t i n g .  A few o f  

th e s e  arguments la s t e d  f o r  a minute or two.

No data  were c o l l e c t e d  in  r e l a t i o n  to  th e se  o b serv a ­

t io n s  and th e y  must be c o n s id e r e d  to  be a n ec d o ta l  o n ly ,  

but th ey  do add a measure o f  c o n f id en c e  to  the v a l i d i t y  o f  

the  measures and t o  the s t a t i s t i c a l l y  t e s t e d  f in d in g s  

p r e v io u s ly  d is c u s s e d .

S ince th e  output o f  th e  d e c i s io n  making e x e r c i s e  

c o n s i s t e d  o f  p r o f i t  d a ta , i t  was thought t h a t  th e re  might 

be some d i f f e r e n c e s  in  th e  l e v e l s  o f  p r o f i t s  under the  

d i f f e r e n t  tr e a tm e n ts .  A lthough n ot s p e c i f i c a l l y  hypoth ­

e s i z e d  p r io r  t o  the ex p er im en ta l work, i t  was hoped th a t  

h ig h e r  p r o f i t s  would be congruent w ith  more c o o p e r a t iv e  

a t t i t u d e s  and b eh a v io r .

ANOVA would n ot be m eaningful fo r  t h i s  a n a ly s i s ,  s in c e  

by th e  nature o f  the s im u la t io n  the a b so lu te  l e v e l s  o f  

p r o f i t s  are dependent on w hether or n ot the t r a n s fe r r e d  

product i s  im portant, independent o f  any b e h a v io r a l  d i f f e r ­

e n c e s .  T h er e fo re , th e  d ata  were d ichotom ized  in to  the two 

l e v e l s  o f  th e  importance o f  the t r a n s fe r r e d  product, and
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on ly  the b a s i s  f o r  e v a lu a t io n  cou ld  be t e s t e d .  S ince  the  

data  r e s u l t  from o n ly  e le v e n  to  t h i r t e e n  combined ob serva­

t io n s  in  each c a te g o r y ,  and p r o f i t  da ta  d id  n ot  appear to  

be norm ally  d i s t r ib u t e d ,  the  non-param etr ic  Mann-Whitney 

U T est  was used to  t e s t  the  d i f f e r e n c e  in  c e n t r a l  tendency  

fo r  each p a ir  o f  p r o f i t s  and f o r  each l e v e l  o f  importance 

o f  the tr a n s fe r r e d  p rod uct.

The mean company p r o f i t s  under the  c o n d it io n  in  which,,, 

th e  t r a n s fe r r e d  product i s  im portant are shown in  Table l f y .  

Three d i f f e r e n t  p r o f i t s  are shown— p r o f i t s  o n ly  from 

t r a n s fe r r e d  p roducts and p r o f i t s  o n ly  from n o n -tr a n s fe r r e d  

products and t o t a l  p r o f i t s .  The groups had most c o n tr o l  

over the t r a n s fe r r e d  product p r o f i t s ,  s in c e  th ere  were no 

o u ts id e  in f lu e n c e s  from o th er  companies in  com p etit io n  w ith  

them. I t  was thought th a t  t h i s  would have the b e s t  chance 

o f  d em on stra tin g  s i g n i f i c a n t  d i f f e r e n c e s .

A number o f . i n t e r e s t i n g  o b se r v a t io n s  can be made 

con cern in g  t h e s e . .means. In Table 1^, a l l  o f  the mean d i f f e r ­

ences are in  th e  r i g h t  d i r e c t i o n ,  i . e . ,  h ig h e r  p r o f i t s  under 

a co rp o ra te  e v a lu a t io n  sy s  oem th a t  promoted co o p er a tiv e  

b eh av ior  than under a d i v i s i o n a l  e v a lu a t io n  system  th a t  

promoted c o m p e t i t io n .  S u b je c ts  in  the corp ora te  e v a lu a t io n  

s i t u a t i o n  would be more l i k e l y  t o  search  f o r  an o v e r a l l  

optimum s o l u t i o n ,  r a th e r  than t r y  to  maximize t h e i r  own 

d i v i s i o n a l  p r o f i t s  t o  the d e tr im en t o f  corp orate  p r o f i t s .  

However, none o f  the  d i f f e r e n c e s  were s i g n i f i c a n t l y  d i f f e r ­

e n t  a t  the 0 , 0 5  l e v e l ,  a lthou gh  the  d i f f e r e n c e  fo r  

t r a n s fe r r e d  p rod ucts o n ly ,  was m a rg in a lly  s i g n i f i c a n t .  The
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TABLE 1^

COMPANY PROFITS1 FOR LAST TWO DECISION 
PERIODS -  TRANSFERRED PRODUCTS 

IMPORTANT

BASIS FOR EVALUATION

BASIS FOR
PROFITS DIVISIONAL CORPORATE
CALCULATION PERFORMANCE PERFORMANCE

n=13 n = l l
TRANSFERRED a . o dj. qo q
PRODUCTS ONLY $ 1 0 9 .3  $ 1 2 7 .d
(MONOMER + RESIN)

NON-TRANSFERRED
PRODUCTS ONLY $ 2 1 .3  $ 2 2 .2
(SOLVENTS + LATEX)

TOTAL PROFITS -
ALL PRODUCTS $ 1 3 0 .6  $ 1 5 0 .0

1 In thousands o f  d o l la r s

MANN-WHITNEY 
U TEST 

SIGNIFICANCE2

p<0.076

p<0.33

p<0.20

2A d j u s t e d  f o r  t i e s
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c o m b i n a t i o n  o f  s m a l l  s a m p l e  s i z e  a n d  w id e  v a r i a t i o n  i n  

r e s u l t s  p r e v e n t e d  s u c h  s i g n i f i c a n t  i n f e r e n c e s  f r o m  b e i n g  

m a d e ,

The d ata  f o r  the c o n d it io n  in  which the tr a n s fe r r e d  

product was n o t  im portant are shown in  Table 1 5 . A gain, 

th e  d i f f e r e n c e s  are in  the r ig h t  d i r e c t i o n ,  a lthough  the  

d i f f e r e n c e  f o r  t r a n s fe r r e d  product o n ly  was very  sm a ll .

I n  n o  c a s e s  w e re  a n y  o f  t h e  d i f f e r e n c e s  s i g n i f i c a n t .

T h u s ,  a l t h o u g h  n o t  h y p o t h e s i z e d  a n d  n o t  s i g n i f i c a n t ,  

t h e r e  se em s  t o  be a  t r e n d  t o w a r d  h i g h e r  p r o f i t s  when t h e  

g r o u p s  w e re  e v a l u a t e d  on a  c o r p o r a t e ,  r a t h e r  t h a n  d i v i ­

s i o n a l  l e v e l ,  a  c o n d i t i o n  w h ic h  h a s  b e e n  o b s e r v e d  t o  

p r o m o te  c o o p e r a t i v e  b e h a v i o r .
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TABLE 15

COMPANY PROFITS1 FOR LAST TWO DECISION 
PERIODS -  TRANSFERRED PRODUCTS 

NOT IMPORTANT

BASIS FOR EVALUATION

BASIS FOR
PROFITS
CALCULATIONS

TRANSFERRED 
PRODUCTS ONLY 
( MONOMER + RESIN)

NON-TRANSFERRED 
PRODUCTS ONLY 
(SOLVENTS + LATEX)

TOTAL PROFITS -  
ALL PRODUCTS

MANN-WHITNEY 
DIVISIONAL CORPORATE U TEST 
PERFORMANCE PERFORMANCE SIGNIFICANCE

n=12n=13

$13 . 0

$221 .6  

$23^.6

$ 1 3 .2

$268.6

$ 2 8 1 .8

P 0 .3 7

p 0 . 19

p 0 .21

1 In thousands o f  d o l la r s

2A d j u s t e d  f o r  t i e s



- 1 3 0 -

CHAPTER V 

SUMMARY AND RECOMMENDATIONS

A l t h o u g h  n o t  a l l  o f  t h e  h y p o t h e s e s  h a v e  b e e n  

c o n f i r m e d ,  t h i s  r e s e a r c h  h a s  shown t h a t  t h e  t r a n s f e r  

p r i c i n g  p r o c e s s  c a n  be  v i e w e d  i n  t e r m s  o f  a  c o n f l i c t  

p r o c e s s .  D e p e n d i n g  on  t h e  g u i d e l i n e s  u n d e r  w h ic h  t h e  

p r i c e  d e t e r m i n a t i o n  i s  a c h i e v e d ,  t h e  b e h a v i o r a l  c o n ­

s e q u e n c e s  c a n  be  d y s f u n c t i o n a l  c o m p e t i t i o n  r e s u l t i n g  i n  a  

w i n - l o s e  o r i e n t a t i o n ,  o r  i t  c a n  be one  o f  j o i n t  p r o b l e m  

s o l v i n g  w i t h  a  f u n c t i o n a l  a f t e r m a t h .

The r e s e a r c h  w o u l d  a p p e a r  t o  l e n d  c r e d e n c e  t o  t h o s e  

c o n f l i c t  m o d e l s  ( P o n d y ,  19 6 7 ;  W a l to n  a nd  D u t t o n ,  1 9 6 9 ) 

w h i c h  e m p h a s i z e  t h e  e p i s o d i c ,  d y n a m ic  n a t u r e  o f  c o n f l i c t  

a n d  t h e  i m p o r t a n c e  o f  c o n s i d e r i n g  t h e  n a t u r e  o f  i t s  

a f t e r m a t h .  I n  o t h e r  w o r d s ,  a t t i t u d e s  d e v e l o p e d  d u r i n g  t h e  

c o n f l i c t  p r o c e s s  w e r e  m a n i f e s t e d  i n  e i t h e r  f u n c t i o n a l  o r  

d y s f u n c t i o n a l  ( t o  t h e  o r g a n i z a t i o n )  b e h a v i o r .  T h u s ,  

f a v o r a b l e  a t t i t u d e s  among members o f  t h e  same t e a m s  r e s u l t e d  

i n  an  i n c r e a s e d  o r i e n t a t i o n  t o w a r d  c o o p e r a t i v e  b e h a v i o r .  

A l t h o u g h  t h e  p r o f i t s  o f  t h e  t e a m s  t h a t  e x h i b i t e d  s u c h  

c o o p e r a t i v e  b e h a v i o r  w e r e  n o t  s i g n i f i c a n t l y  d i f f e r e n t  t h a n  

t h e  p r o f i t s  o f  t h o s e  t e a m s  w h i c h  d e v e l o p e d  a  p r e s s u r i n g  

o r i e n t a t i o n ,  t h e  f a c t  i s  t h a t  a l l  o f  t h e  s i x  m e a s u r e d  

p r o f i t  d i f f e r e n c e s  ( o f  w h i c h  f o u r  w e r e  i n d e p e n d e n t
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m e a s u r e s )  w e r e  i n  t h e  r i g h t  d i r e c t i o n  a n d  one  o f  t h e  

d i f f e r e n c e s ,  f o r  p r o f i t s  d e r i v e d  e n t i r e l y  f r o m  t r a n s f e r r e d  

p r o d u c t s ,  was  v e r y  n e a r l y  s i g n i f i c a n t .  T h i s  p r o v i d e s  some 

m e a s u r e  o f  a s s u r a n c e  t o  t h e  s t a t e m e n t  t h a t  c o o p e r a t i v e  

b e h a v i o r  was t r a n s l a t e d  i n t o  d e s i r a b l e  o u t c o m e s .

I n  l o o k i n g  a t  t h e  i m p a c t  o f  t h i s  r e s e a r c h  on t h e  

d e s i g n  a n d  m an a g em en t  o f  t r a n s f e r  p r i c i n g  s y s t e m s ,  i t  

w o u ld  a p p e a r  t h a t  a  s i t u a t i o n a l  a p p r o a c h  w o u ld  be  r e a s o n ­

a b l e ,  e v e n  t h o u g h  t h e s e  f i n d i n g s  a r e  r a t h e r  l i m i t e d  i n  

s c o p e  a n d  s u b j e c t  t o  some p r e v i o u s l y  m e n t i o n e d  q u a l i f ­

i c a t i o n s .  The b a s i s  f o r  e x e c u t i v e  e v a l u a t i o n  seem s  t o  be 

a  m a j o r  d e t e r m i n a n t  i n  w h e t h e r  o r  n o t  t h e  s y s t e m  w o u ld  

h a v e  n e g a t i v e  b e h a v i o r a l  c o n s e q u e n c e s . An e v a l u a t i o n  

s y s t e m  b a s e d  on c o r p o r a t e  p e r f o r m a n c e  i s  n o t  l i k e l y  t o  be 

h a r m f u l  t o  o n g o i n g ,  n e c e s s a r y  d i v i s i o n a l  r e l a t i o n s h i p s ,  

w h e t h e r  t h e  t r a n s f e r r e d  p r o d u c t  i s  i m p o r t a n t  o r  n o t .  

H o w ev e r ,  i f  t h e  p r o d u c t  i s  i m p o r t a n t  t o  b o t h  p a r t i e s ,  i t  

w o u l d  a p p e a r  t o  b e  v i t a l  t o  s e t  up a n  e v a l u a t i o n / r e w a r d  

s y s t e m  s u c h  t h a t  a t  l e a s t  some m e a n i n g f u l  p o r t i o n  o f  a n  

e x e c u t i v e ' s  c o m p e n s a t i o n  w o u ld  be  d e p e n d e n t  on c o m b in e d  

p r o f i t s .  I n  some c a s e s ,  i n d i v i d u a l  p r o f i t  c e n t e r  e v a l u ­

a t i o n  w i l l  s t i l l  be  c o n s i d e r e d  i m p o r t a n t ,  n o t w i t h s t a n d i n g  

i t s  p o s s i b l e  n e g a t i v e  c o n s e q u e n c e s .  A p o s s i b l e  a l t e r n a t i v e  

c o u l d  be  t o  b u f f e r  t h e  i m p a c t ,  on t h e  p r o f i t  c e n t e r ,  o f  a  

d e c i s i o n  f a v o r a b l e  t o  t h e  c o m b in e d  p r o f i t s ,  b u t  d e t r i m ­

e n t a l  t o  a  p a r t i c u l a r  p r o f i t  c e n t e r .  T h i s  m i g h t  be 

a c c o m p l i s h e d  b y  a d j u s t i n g  t h a t  d i v i s i o n ' s  p r o f i t s ,  f o r
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e v a l u a t i o n  p u r p o s e s  o n l y ,  b y  t h i s  d i f f e r e n c e  i n  p r o f i t s .

T h i s  c o u l d  r e s u l t  i n  s u p e r i o r  c o r p o r a t e  d e c i s i o n s ,  y e t  

m a i n t a i n  some s e m b l a n c e  o f  p r o f i t  c e n t e r  r e s p o n s i b i l i t y  

a n d  a u to n o m y .  H o w ev e r ,  a  p o s s i b l y  n e g a t i v e  c o n s e q u e n c e  o f  

s u c h  a  p l a n  c o u l d  be  b i c k e r i n g  o v e r  t h e  a d j u s t m e n t s  a n d  

i n c r e a s e d  p a p e r  w o r k .

F o r  t h e  s i t u a t i o n  i n  w h ic h  t h e  t r a n s f e r r e d  p r o d u c t  

was n o t  i m p o r t a n t  t o  e i t h e r  d i v i s i o n ,  t h e  r e s e a r c h  r e s u l t s  

s u g g e s t  t h a t  a  c o r p o r a t e  e v a l u a t i o n  s y s t e m  i s  l e s s  v i t a l ,  

b u t  s t i l l  d e s i r a b l e .

T h i s  r e s e a r c h  l o o k e d  a t  o n l y  a  v e r y  n a r r o w  a s p e c t  o f  

t h e  t r a n s f e r  p r i c i n g  p r o b l e m .  I t  was n o t  a b l e  t o  d e t e r ­

m ine  t h e  e f f e c t  o f  t h e  a b s e n c e  o r  p r e s e n c e  o f  a  m a r k e t  

p r i c e  f o r  t h e  t r a n s f e r r e d  p r o d u c t .  I t  c o n s i d e r e d  o n l y  t h e  

s i t u a t i o n  i n  w h i c h  t h e  two p a r t i e s  a c t u a l l y  e n g a g e d  i n  

f a c e  t o  f a c e  n e g o t i a t i o n s , w i t h  no  a l l o w a b l e  a p p e a l  o r  

t h i r d  p a r t y  i n t e r v e n t i o n .  I n  some i n d u s t r i a l  s i t u a t i o n s ,  

t h i s  w o u ld  n o t  b e  t h e  c a s e — t r a n s f e r  p r i c e s  c o u l d  be  

a s s i g n e d  b y  t h i r d  p a r t i e s  ( o r  c o m p u t e r s )  a n d  t h u s  e x e c u t i v e s  

w o u l d  n o t  be g i v e n  t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  i n  t h e  

d e c i s i o n .  I n  i n d u s t r i a l  s i t u a t i o n s ,  d e c i s i o n s  c a n  u s u a l l y  

b e  a p p e a l e d  o r  " k i c k e d  u p s t a i r s " ,  b u t  n o t  s o  i n  t h i s  

e x p e r i m e n t .  I n  t h o s e  c a s e s  w h e r e  a g r e e m e n t  on p r i c e  a n d  

q u a n t i t y  was  d i f f i c u l t  t o  a c h i e v e ,  a l m o s t  a l l  o f  t h e  

s u b j e c t s  p r e f e r r e d  t o  a g r e e  t o  s o m e t h i n g ,  w h ic h  g a v e  them  

some p r o f i t s ,  r a t h e r  t h a n  t o  w a l k  away a n d  h a v e  n o  p r o f i t  

a t  a l l .  T h i s  i s  p a r t i c u l a r l y  r e l e v a n t  t o  t h e  s i t u a t i o n  i n



- 1 3 3 -

w h i c h  t h e  t r a n s f e r r e d  p r o d u c t  was i m p o r t a n t  a n d  e v a l u a t i o n  

was  on  d i v i s i o n a l  p e r f o r m a n c e .  H e r e  a l s o ,  t h e r e  was 

l i t t l e  o p p o r t u n i t y  t o  c o m p e n s a t e  f o r  d e c r e a s e d  p r o f i t s  i n  

one  p r o d u c t  a r e a  b y  i n c r e a s e s  i n  a n o t h e r .  N o r ,  c o u l d  t h e y  

go  t o  o t h e r s  f o r  h e l p  o r  s u p p o r t .  I n  s h o r t ,  t h e y  h ad  

l i t t l e  a l t e r n a t i v e ,  b u t  t o  do  t h e  b e s t  t h e y  c o u l d .  T h i s  

t e n d e d  t o  c r e a t e  t i m e  p r e s s u r e s ,  s i n c e  o n l y  a  s p e c i f i e d  

a m o u n t  o f  t i m e  was a l l o t t e d  t o  t h e  d e c i s i o n .

As p o i n t e d  o u t  b y  Y u k l ,  e t  a l  ( 1 9 7 6 ) ,  s u c h  t i m e  

p r e s s u r e  i n h i b i t s  p r o b l e m  s o l v i n g .  T h i s  c o u l d  a f f e c t  

t h e  r e s u l t i n g  o r i e n t a t i o n s  o f  t h e  p a r t i e s  by  p r o m o t i n g  

more  o f  a  c o m p e t i t i v e  o r i e n t a t i o n  t h a n  i f  t h e  t im e  

p r e s s u r e  d i d  n o t  e x i s t .  T h e s e  r e s e a r c h e r s  a l s o  p o i n t e d  

o u t  t h a t  t h e  o r d e r  o f  s e t t l e m e n t  i s  a  f a c t o r  t o  be 

c o n s i d e r e d .  T h e y  f o u n d  t h a t  i n  i n t e g r a t i v e  b a r g a i n i n g ,  

s e q u e n t i a l  s e t t l e m e n t  was l e s s  d e s i r a b l e  i n  t e r m s  o f  j o i n t  

p a y o f f ,  t h a n  e i t h e r  a  p a c k a g e  s e t t l e m e n t  o r  a n  u n r e s t r i c t e d  

s e t t l e m e n t .  I n  t h i s  r e s e a r c h ,  t h e  a p p r o a c h  u s e d  b y  m o s t  

o f  t h o s e  s u b j e c t s  who w e r e  e n g a g e d  i n  i n t e g r a t i v e  b a r g a i n i n g  

s e e m e d  t o  b e  s e q u e n t i a l .  I f  t h i s  w e r e  s o ,  i t  c o u l d  h a v e  

h a d  an  a d v e r s e  e f f e c t  on j o i n t  p r o f i t s ,  t h e r e b y  l i m i t i n g  

t h e  f a v o r a b l e  r e s u l t s  o f  t h e  i n t e g r a t i v e  a p p r o a c h .  O b s e r ­

v a t i o n s  o f  t h e  b e h a v i o r  o f  t h e s e  g r o u p s  show ed  t h a t  t h e y  

w o r k e d  f i r s t  on one a s p e c t  o f  t h e  d e c i s i o n  a n d  t h e n  t h e  

s e c o n d .  H o w ev e r ,  n o  h a r d  d a t a  w e r e  c o l l e c t e d ,  s o  t h a t  n o  

r e a l  c o n c l u s i o n s  c a n  b e  d r a w n .

A p o t e n t i a l l y  u s e f u l  r e s u l t  o f  t h i s  r e s e a r c h  e f f o r t
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i s  t h e  b e g i n n i n g  o f  t h e  d e v e l o p m e n t  o f  a  c o n f l i c t  r e s o l u ­

t i o n  s c a l e .  Much r e m a i n s  t o  be d o ne  t o  d e v e l o p  a  r e l i a b l e ,  

v a l i d  i n s t r u m e n t .  The s u b - s c a l e  t h a t  m e a s u r e s  o r i e n t a t i o n  

t o w a r d  a  c o o p e r a t i v e  mode o f  c o n f l i c t  r e s o l u t i o n  s e e m s  t o  

be  r e l i a b l e  a n d  v a l i d ,  a t  l e a s t  i n  t e r m s  o f  t h e  r e q u i r e ­

m e n t s  o f  t h i s  r e s e a r c h .  As n o t e d ,  t h e  s t u d e n t  s u b j e c t s  

e q u a t e d  s m o o t h i n g  w i t h  p r o b l e m  s o l v i n g  a n d  h e n c e  b o t h  o f  

t h e s e  c o n c e p t u a l l y  d i f f e r e n t  modes o f  c o n f l i c t  r e s o l u t i o n  

l o a d e d  on a  s i n g l e  f a c t o r .  T h i s  m ig h t  be d i f f e r e n t  i n  a n  

i n d u s t r i a l  s e t t i n g  w i t h  e x p e r i e n c e d ,  r a t h e r  t h a n  n a i v e ,  

s u b j e c t s .

The s u b - s c a l e  t h a t  m e a s u r e s  t h e  c o m p e t i t i v e  o r i e n t ­

a t i o n  was l i k e w i s e  a f f e c t e d  b y  t h e  p e r c e p t i o n s  o f  t h e  

s t u d e n t  s u b j e c t s ,  who c o n s i d e r e d  f o r c i n g  t o  be  e q u i v a l e n t  

t o  p e r s u a s i o n .  F u r t h e r ,  t h e  p r o b l e m  o f  p o o r  r e l i a b i l i t y  

o f  t h i s  s u b - s c a l e  m u s t  be  o v e r c o m e .

The b a r g a i n i n g  s u b - s c a l e  h a d  c o m p l e t e l y  u n a c c e p t a b l e  

r e l i a b i l i t y ,  p o s s i b l y  b e c a u s e  i t  was n o t  r e l e v a n t  t o  t h e  

s i t u a t i o n .  T h i s  p r o b l e m  m ig h t  be  o v e rc o m e  s i m p l y  b y  u s i n g  

more e x p e r i e n c e d  s u b j e c t s .

A l l  s c a l e s  w o u ld  be  h e l p e d  b y  more i t e m s .

I n  sum m ary ,  a  b e g i n n i n g  h a s  b e e n  made,  b u t  much 

r e m a i n s  t o  b e  do n e  t o  d e v e l o p  a  m e a n i n g f u l  a n d  u s e f u l  

c o n f l i c t  r e s o l u t i o n  s c a l e .  Such  d e v e l o p m e n t  w o u ld  p r o b ­

a b l y  e n t a i l  t h e  a d d i t i o n  o f  new i t e m s ,  t h e  d e l e t i o n  o f  

some a n d  t h e  r e p h r a s i n g  o f  o t h e r s .  I t e m  p h r a s i n g  w o u ld  

s e e m  t o  be  v e r y  s e n s i t i v e  t o  t h e  p a r t i c u l a r  u se  t o  w h i c h
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t h e  i n s t r u m e n t  w o u ld  be p u t ,  an d  a  u n i v e r s a l l y  a d a p t a b l e  

c o n f l i c t  r e s o l u t i o n  s c a l e  m ig h t  n o t  be  f e a s i b l e .

I t  c a n  be  s e e n  t h a t  t h i s  r e s e a r c h  e f f o r t  h a s  o n l y  

s c r a t c h e d  t h e  s u r f a c e  o f  t h e  p r o b l e m  o f  t h e  b e h a v i o r a l  

c o n s e q u e n c e s  o f  t r a n s f e r  p r i c i n g .  The r e s t  o f  t h i s  

d i s c u s s i o n  w i l l  be c o n c e r n e d  w i t h  t h e  d i r e c t i o n  o f  f u t u r e  

r e s e a r c h  a n d  t h e  n a t u r e  o f  t h e  w ork  t h a t  s h o u l d  be  

u n d e r t a k e n .

The f i r s t  o r d e r  o f  b u s i n e s s  w o u ld  seem  t o  b e  t h e  

r e f i n e m e n t  o f  t h e  c o n f l i c t  r e s o l u t i o n  s c a l e s .  A r e l i a b l e  

a n d  v a l i d  s c a l e  i s  a  p r e r e q u i s i t e  t o  a n y  m e a n i n g f u l  

r e s e a r c h .  The S u r v e y  R e s e a r c h  C e n t e r  a t  t h e  U n i v e r s i t y  o f  

M i c h i g a n  i s  c u r r e n t l y  w o r k i n g  on t h i s  p r o b l e m ,  b u t  h a v e  

a p p a r e n t l y  n o t  y e t  d e v e l o p e d  a  u s e f u l  s c & l e .

The m a j o r  d e f i c i e n c y  o f  t h i s  r e s e a r c h  i s  b e l i e v e d  t o  

be  t h e  l a c k  o f  p r o o f  o f  e x t e r n a l  v a l i d i t y  o f  i t s  f i n d i n g s .  

T h e r e f o r e ,  t h e  f i n d i n g s  s h o u l d  be c o n f i r m e d  v i a  f i e l d  

s u r v e y  w o r k .  A b e g i n n i n g  h a s  b e e n  made i n  t h i s  d i r e c t i o n .

A few  c o m p a n i e s  h a v e  a l r e a d y  c o o p e r a t e d  a n d  some r e s p o n s e s  

( t o o  few  t o  be  a n a l y z e d )  a r e  i n  h a n d .  T h i s  w ork  w i l l  be 

c o n t i n u e d  by  t h i s  r e s e a r c h e r  i n  a n  a t t e m p t  t o  p r o v i d e  some 

o f  t h e  n e e d e d  v a l i d a t i o n .  The p r o b l e m  h a s  b e e n ,  a n d  w i l l  

l i k e l y  c o n t i n u e  t o  b e ,  g e t t i n g  s u f f i c i e n t  n u m b e r s  o f  

r e s p o n s e s  p e r  t r e a t m e n t  t o  g e t  t h e  n e e d e d  r e p l i c a t i o n .

T h i s  w i l l  b e  p a r t i c u l a r l y  d i f f i c u l t  t o  a c c o m p l i s h  i f  t h e  

c o m p a n i e s  a r e  c h o s e n  s o  t h a t  t h e y  a r e  i n  s i m i l a r  i n d u s t r i a l  

e n v i r o n m e n t .  I f  t h e  c o n t i n g e n c y  a p p r o a c h  t o  t r a n s f e r
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p r i c i n g  i s  a c c e p t e d ,  t h e n  w i t h o u t  t h i s  s e l e c t i o n  p r o c e d u r e ,  

t h e  d a t a  c o u l d  be c o n f o u n d e d  b y  t h e  u n c o n t r o l l e d  e n v i r o n ­

m e n t a l  a n d  o r g a n i z a t i o n a l  f a c t o r s .

A f i e l d  s t u d y  s u c h  a s  t h i s ,  u s i n g  t h e  same c o n f l i c t  

r e s o l u t i o n  q u e s t i o n n a i r e  u s e d  i n  t h e  e x p e r i m e n t a l  p h a s e  

c o u l d  p r o v i d e  an  o p p o r t u n i t y  t o  c h e c k  t h e  u s e f u l n e s s  o f .  

t h e  e x i s t i n g  c o n f l i c t  r e s o l u t i o n  i n s t r u m e n t  i n  a n  i n d u s ­

t r i a l  c u l t u r e  a nd  g i v e  some g u i d a n c e  a s  t o  how i t  s h o u l d  

be  m o d i f i e d .

S i n c e  i n d u s t r i a l  t r a n s f e r  p r i c i n g  se e m s  t o  i n v o l v e  

t h i r d  p a r t y  i n t e r v e n t i o n s  a n d  a  l o s s  o f  some d i v i s i o n a l  

a u to n o m y ,  t h e s e  two f a c t o r s  s h o u l d  a l s o  be c o n s i d e r e d  a s  

i n d e p e n d e n t  v a r i a b l e s  i n  f u t u r e  e x p e r i m e n t s  o f  t h i s  k i n d .  

O t h e r  v a r i a b l e s  t h a t  s h o u l d  be i n v e s t i g a t e d  a r e  t h e  

p o s s i b l e  e f f e c t  o f  a s s y m e t r i e s  i n  t h e  i m p o r t a n c e  o f  t h e  

t r a n s f e r r e d  p r o d u c t  a n d  a  new e f f o r t  t o  t e s t  t h e  m a r k e t  

p r i c e  v a r i a b l e .  The f i e l d  w o rk  t h a t  h a d  b e e n  d o n e  s o  f a r ,  

i n d i c a t e d  t h a t  t r a n s f e r  p r i c i n g  u n d e r  m a r k e t  p r i c e  c i r c u m ­

s t a n c e s  i s  p r e v a l e n t .

F i n a l l y ,  t h e  e n t i r e  c o n c e p t  o f  a  c o n t i n g e n c y  a p p r o a c h  

t o  t r a n s f e r  p r i c i n g  s h o u l d  be  a  f e r t i l e  a r e a  f o r  r e s e a r c h .  

I t  h a d  b e e n  h y p o t h e s i z e d  t h a t  s t a b l e  e n v i r o n m e n t s  a n d  

m e c h a n i s t i c  o r g a n i z a t i o n s  m ig h t  e l i m i n a t e  t h e  n e c e s s i t y  f o r  

f a c e  t o  f a c e  t r a n s f e r  p r i c e  p r o c e d u r e s ,  s u b s t i t u t i n g  f o r m a l  

p r o c e d u r e s ,  a n d  e v a l u a t i n g  t h e  s u b - u n i t s  on t h e  b a s i s  o f  

c o s t s  o r  o t h e r  c o n t r o l l a b l e  f a c t o r s .  Any t r a n s f e r  p r i c e s  

n e e d e d  f o r  c a p i t a l  b u d g e t i n g  o r  o t h e r  r e s o u r c e  a l l o c a t i o n s
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c o u l d  be d o n e  by  t h i r d  p a r t i e s ,  p o s s i b l y  t h e  C o n t r o l l e r ' s  

D e p a r t m e n t .

O r g a n i c  o r g a n i z a t i o n s  i n  a n  u n c e r t a i n  e n v i r o n m e n t  

m i g h t  be  more l i k e l y  t o  b e n e f i t  f r o m  a  t r a n s f e r  p r i c i n g  

s y s t e m  t h a t  i s  b a s e d  on a n  o p e n  e x c h a n g e  o f  i n f o r m a t i o n ,  

w i t h  e v a l u a t i o n  b a s e d ,  a t  l e a s t  p a r t l y ,  on some c o m b in e d  

p r o f i t .  T h i s  w o u ld  b e s t  be t e s t e d  t h r o u g h  a  f i e l d  a p p r o a c h ,  

b u t  a g a i n ,  t h e  p r o b l e m  w o u ld  l i k e l y  be  i n  g e t t i n g  t h e  

c o o p e r a t i o n  o f  s u f f i c i e n t  f i r m s  o p e r a t i n g  i n  d i f f e r e n t  

e n v i r o n m e n t s ,  y e t  p e r m i t t i n g  some c o n t r o l  o f  t h e  r e l e v a n t  

v a r i a b l e s .

An a l t e r n a t i v e  a p p r o a c h  w o u ld  be  a n  i n - d e p t h  a n a l y s i s  

o f  a  l i m i t e d  n um b er  o f  o r g a n i z a t i o n s  i n  d i f f e r e n t  e n v i r ­

o n m e n t s .  P e r h a p s  t h i s  w o u ld  be e a s i e r  t o  a r r a n g e  t h a n  a  

s u r v e y .  The r e s u l t s  o f  t h e  e x p e r i m e n t a l  s t u d y  m i g h t  be 

t h e  c a t a l y s t  n e e d e d  t o  s e c u r e  t h e  c o o p e r a t i o n  o f  a  few  

f i r m s .

T h u s ,  t h e  r e s u l t s  o f  t h i s  r e s e a r c h  s e e m  t o  p r o v i d e  

more  i d e a s  f o r  f u t u r e  r e s e a r c h  t h a n  a n s w e r s ,  a n d  t h e  

r e s u l t s  t h e m s e l v e s  m u s t  be  c o n s i d e r e d  t o  be  t e n t a t i v e .

Some o f  t h e  d e p e n d e n t  v a r i a b l e  s c a l e s  n e e d  i m p r o v e m e n t ,  

t h e  e f f e c t  o f  m a r k e t  p r i c e  was  n o t  t e s t e d ,  some o f  t h e  

a s s u m p t i o n s  u n d e r l y i n g  t h e  s t a t i s t i c a l  p r o c e d u r e s  w e r e  n o t  

m et  a n d  t h e  f i n d i n g s  m u s t  be e x t e r n a l l y  v a l i d a t e d .  N e v e r ­

t h e l e s s ,  t h e  b a s i c  p r e m i s e  o f  t h e  r e s e a r c h  h a s  b e e n  

a c h i e v e d .  The t r a n s f e r  p r i c i n g  p r o c e s s  c a n  b e  v i e w e d  i n  

t e r m s  o f  a  c o n f l i c t  p r o c e s s ,  a n d  i t  m u s t  b e  d e s i g n e d  a n d
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m an ag ed  i n  t e r m s  o f  i t s  p o s s i b l e  b e h a v i o r a l  c o n s e q u e n c e s .
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APPENDIX A 

SIMULATION MODEL

T h i s  s e c t i o n  d e s c r i b e s  i n  d e t a i l  t h e  s i m u l a t i o n  m ode l  

u s e d  i n  t h e  e x p e r i m e n t a l  p h a s e  o f  t h e  r e s e a r c h .  F i r s t ,  

t h e  m a t h e m a t i c a l  m o d e l  w i l l  be d e s c r i b e d .  T h i s  w i l l  be  

f o l l o w e d  by  a  d e s c r i p t i o n  o f  t h e  c o m p u t e r  p r o g r a m  u s e d  a n d  

a n  e x a m p le  o f  a  t y p i c a l  c o m p u t e r  p r i n t o u t  d i s t r i b u t e d  t o  

t h e  s t u d e n t s  f o l l o w i n g  e a c h  d e c i s i o n .  The d e t a i l e d  

i n s t r u c t i o n s  g i v e n  t o  e a c h  s t u d e n t  i s  p r e s e n t e d  i n  A p p e n d i x  b .

T h e s e  show how e a c h  o f  t h e  t h r e e  d e p e n d e n t  v a r i a b l e s  

was m a n i p u l a t e d .

I .  M a t h e m a t i c a l  M odel

a .  G e n e r a l

The s i m u l a t i o n  c a n  be  d i v i d e d  i n t o  two s e p a r a t e  a n d  

i n d e p e n d e n t  d e c i s i o n s .  One o f  t h e  d e c i s i o n s  was s i m i l a r  

t o  t h e  t y p i c a l ,  a l t h o u g h  h e r e  much s i m p l i f i e d ,  b u s i n e s s  

game u s e d  i n  many c o l l e g e s  a n d  u n i v e r s i t i e s .  I t  p l a c e d  

e a c h  d i v i s i o n  o f  e a c h  com pany  ( t e a m )  i n  c o m p e t i t i o n  w i t h  

o t h e r s  f o r  s a l e s  i n  a  s p e c i f i c  i n d u s t r y .  The p r o d u c t  

p r o d u c e d  a n d  s o l d  b y  t h e  C h e m i c a l s  D i v i s i o n  was c a l l e d  

SOLVENTS; t h e  P l a s t i c  D i v i s i o n ’ s  p r o d u c t  was  c a l l e d  LATEX.

The m o d e l  f o r  e a c h  o f  t h e s e  two p r o d u c t s  was i d e n t i c a l  i n  

e v e r y  r e s p e c t ,  e x c e p t  f o r  l a b e l i n g  d i f f e r e n c e s  i n  t h e
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c o m p u t e r  p r i n t o u t .  Model  p a r a m e t e r s  w e r e  a l t e r e d  i n  o r d e r  

t o  m a n i p u l a t e  one o f  t h e  i n d e p e n d e n t  v a r i a b l e s ?  n a m e ly ,  

w h e t h e r  o r  n o t  t h e  t r a n s f e r r e d  p r o d u c t  was i m p o r t a n t  t o  

t h e  d i v i s i o n  i n  t e r m s  o f  p o t e n t i a l  p r o f i t s  t o  be  d e r i v e d  

f r o m  t h a t  p r o d u c t .

The s e c o n d  d e c i s i o n  c o n c e r n e d  t h e  t r a n s f e r r e d  p r o d u c t .  

The C h e m i c a l  D i v i s i o n  o f  e a c h  com pany  p r o d u c e d  a  p r o d u c t  

c a l l e d  MONOMER, w h i c h  was s o l d  o n l y  t o  t h e  P l a s t i c s  

D i v i s i o n  o f  t h e  same co m pany ,  who c o n v e r t e d  i t  a l l  t o  a  

p r o d u c t  c a l l e d  RESIN. No o u t s i d e  s a l e s  w e r e  a l l o w e d .

T h i s  m o d e l  was much s i m p l e r  t h a n  t h e  f i r s t ,  s i n c e  t h e  

d i v i s i o n s  d i d  n o t  make a n y  m a r k e t i n g  d e c i s i o n s  a n d  w e re  n o t  

i n  c o m p e t i t i o n  w i t h  t h e  r e s p e c t i v e  d i v i s i o n s  i n  t h e  o t h e r  

c o m p a n i e s .

b .  SOLVENTS (LATEX) Model  

T h i s  m o de l  w i l l  be  d e s c r i b e d  i n  t e r m s  o f  SOLVENTS a n d  

f o r  t h e  e x p e r i m e n t a l  c o n d i t i o n  i n  w h i c h  t h e  t r a n s f e r r e d  

p r o d u c t  was i m p o r t a n t  t o  t h e  d i v i s i o n s '  p r o f i t  p o t e n t i a l .  

The p a r a m e t e r  c h a n g e s  t o  a l t e r  t h i s  e x p e r i m e n t a l  c o n d i t i o n  

w i l l  t h e n  be  n o t e d .  As m e n t i o n e d  p r e v i o u s l y ,  t h e  m o d e l  i s  

i d e n t i c a l  f o r  SOLVENTS a n d  LATEX. The b a s i s  i s  one month 

o f  o p e r a t i o n .

E a c h  d i v i s i o n  was g i v e n  a n  i n i t i a l  i n v e n t o r y  o f

5 0 , 0 0 0  p o u n d s  o f  SOLVENT ( s l i g h t l y  o v e r  one  m o n t h ' s  

i n v e n t o r y ) ,  v a l u e d  a t  30 c e n t s  p e r  p o u n d .  The s t u d e n t s  

w e r e  t o l d  t h a t  SOLVENTS h a d  b e e n  s e l l i n g  a t  50 c e n t s  p e r
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pound  a n d  t h a t  t h e  d i v i s i o n  h a d  b e e n  s p e n d i n g  $5»00 0  p e r  

month f o r  m a r k e t i n g  e x p e n s e s .  E a c h  d i v i s i o n  h a d  c a s h  on 

h a n d  o f  $ 1 0 0 , 0 0 0 .

The m o n t h l y  SOLVENT d e c i s i o n s  t o  be  made w e r e :

a .  P r i c e  c h a r g e d
b .  M a r k e t i n g  e x p e n s e s
c .  P r o d u c t i o n  l e v e l ;  p l a n t  c a p a c i t y  

was  f i x e d  f o r  t h e  d u r a t i o n  o f  t h e  
s i m u l a t i o n  ( t h r e e  d e c i s i o n s )

The f o l l o w i n g  n o m e n c l a t u r e  w i l l  b e  u s e d  t o  d e s c r i b e

t h e  m o de l :

( I )  = d i v i s i o n  n u m b e r

N = n u m b e r  o f  d i v i s i o n s

Ml ( I )  = p r e v i o u s  p e r i o d  m a r k e t i n g  c o s t s

M2 ( I )  = c u r r e n t  p e r i o d  m a r k e t i n g  c o s t s

M3 a  m a r k e t i n g  f u n c t i o n  f o r  t h e  e n t i r e  i n d u s t r y

E ( l )  = e f f e c t i v e  m a r k e t i n g  o f  t h e  d i v i s i o n

P ( I )  = p r i c e  c h a r g e d

PI  = a v e r a g e  i n d u s t r y  p r i c e

P2 = a  p r i c e  f u n c t i o n  f o r  t h e  i n d u s t r y

F ( I )  = m a r k e t  s h a r e  f u n c t i o n

0 ( 1 )  = o r d e r s  r e c e i v e d  b y  t h e  d i v i s i o n

01 = t o t a l  i n d u s t r y  o r d e r s

L ( I )  = s a l e s

Q( I )  = p r o d u c t i o n  l e v e l

G ( I ) = c o s t  o f  p r o d u c t i o n  a t  Q ( I ) ,  f r o m  s u p p l i e d  g r a p h s

U ( I )  = u n i t  c o s t  o f  p r o d u c t i o n ,  f r o m  s u p p l i e d  g r a p h s ,

o r  U ( I )  -
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Y(I 

11(1 

V 1 ( I  

V (I  

S ( I  

S^(I  

G ( I  

R ( I  

T ( I

= i n v e n t o r y  l e v e l ,  b e g i n n i n g  o f  p e r i o d  

= e n d i n g  i n v e n t o r y  

= v a l u e  o f  b e g i n n i n g  i n v e n t o r y  

= v a l u e  o f  e n d i n g  i n v e n t o r y  

= u n i t  v a l u e  o f  e n d i n g  i n v e n t o r y

= u n i t  v a l u e  o f  b e g i n n i n g  i n v e n t o r y

= c o s t  o f  g o o d s  s o l d

= s a l e s  r e v e n u e  

= p r o f i t s  b e f o r e  t a x

O r d e r s  R e c e i v e d

E f f e c t i v e  m a r k e t i n g  = E ( I )  = 0 . 7 5 M 2 ( I )  + 0 . 2 5 M 1 ( I )

60M a r k e t i n g  f u n c t i o n  = M3 = 3 -

1=1

P r i c e  f u n c t i o n  = P2 =

E ( I )

0 . 5 0
a v e r a g e  o f  tw o  l o w e s t  p r i c e  

N

A v e r a g e  P r i c e  = P I  = 1=1
PCI)

N

T o t a l  i n d u s t r y  o r d e r s  = 01 = ( N ) ( ^ 0 ) ( M 3 ) ( P 2 ) 

D i v i s i o n ' s  m a r k e t  s h a r e  f u n c t i o n  = F ( I )

PI
PU T

-  0 . 8

I f PI
p m

< 0 . 8 ,  t h e n  F ( I )  = 0
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O r d e r s  r e c e i v e d  b y  d i v i s i o n  = 0 ( 1 )  = 01 m i
N

F ( I )
1=1

D i v i s i o n a l  S a l e s

( i )  I f  0 ( 1 )  <  (q ( I )  + Y ( I ) ] ,  t h e n  s a l e s  = L ( I )  = 0 ( 1 )

( i i )  I f  0 ( 1 )  >  [q ( I )  + Y (I ) J  t t h e n  L ( I )  = Q ( I )  + 0 ( 1 )

I n v e n t o r y  V a l u a t i o n

E n d i n g  i n v e n t o r y  = 1 1 ( 1 )  = Q ( I ) + Y( I )  -  L ( I )

( i )  I f  0 ( 1 )  >  [ Q( I )  + Y ( I ) 1 ,  t h e n  V ( I )  = 0

( i i )  I f  ( q ( I )  + Y ( I ) ]  >  0 ( 1 )  >  Y ( I ) ,

then V( I ) = ( q ( I )  + Y( I)  -  0(I)J [ u ( I ) ]

( i i i )  I f  [ q ( I )  + Y ( I ) J  >  0 ( 1 )  <  Y ( I ) ,

t h e n  V ( I )  = £ y ( I )  -  0 ( 1 ) ]  f s 4 - ( I ) J  + C ( I )

= x f B "

C o s t  o f  Goods S o l d

( i )  I f  [ q ( I )  + Y ( I ) J  >  L ( I )  >  Y ( I ) ,

t h e n  G( I )  *  V1,(X) + [_H T )  -  Y ( I ) ]  f u ( I ) J  

( i i )  I f  L(  I )  Y( I ) ,

t h e n  G( I )  = [ l ( I ) ]  [ s 4 ( I ) J  

( i i i )  I f  L ( I )  = Q( I )  + Y ( I ) ,

t h e n  G ( I )  = V 1 ( I )  + C ( I )

P r o f i t s

S a l e s  r e v e n u e s  R ( I )

P r o f i t s i  T ( I )  = R ( I )  -  G( I ) -  M2( I )
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I n d e p e n d e n t  V a r i a b l e  M a n i p u l a t i o n

F o r  t h e  e x p e r i m e n t a l  c o n d i t i o n  t h a t  s i m u l a t e s  t h e  

s i t u a t i o n  i n  w h i c h  t h e  t r a n s f e r r e d  p r o d u c t  w as  n o t  

i m p o r t a n t ,  t h e  f o l l o w i n g  c h a n g e s  w e re  made:

-  I n i t i a l  i n v e n t o r y  = 5 00 *000  p o u n d s
-  P r e v i o u s  m a r k e t i n g  e x p e n s e  -  $ 5 0 , 0 0 0  p e r  m onth
-  The o r d i n a t e s  o f  t h e  SOLVENTS (LATEX) c o s t -  

vo lu m e  g r a p h s  w e r e  m u l t i p l i e d  by  a  f a c t o r  o f  t e n

-  M a r k e t i n g  f u n c t i o n  = M3 = 3 -  —
^ E ( I )
1=1

-  T o t a l  i n d u s t r y  o r d e r s  = 01 = ( N) ( ^ 0 0 ) ( M 3 ) ( P 2 )

T h e s e  c h a n g e s  i n c r e a s e d  t h e  p r o f i t  p o t e n t i a l  d e r i v e d

f r o m  SOLVENTS o r  LATEX b y  a  f a c t o r  o f  t e n .

c .  MONOMER (RESIN) Model 

F o r  t h i s  d e c i s i o n ,  t h e  m o d e l  i s  c o n s i d e r a b l y  

s i m p l i f i e d ,  s i n c e  t h e r e  was no  i n t e r - c o m p a n y  c o m p e t i t i o n .  

R a t h e r ,  t h e  two d i v i s i o n s  h a d  t o  m e e t  a n d  j o i n t l y  d e c i d e  

on t h e  q u a n t i t y  a n d  p r i c e  o f  t h e  MONOMER t r a n s f e r r e d  f r o m  

t h e  C h e m i c a l s  D i v i s i o n  t o  t h e  P l a s t i c s  D i v i s i o n .  The 

l a t t e r  t h e n  i n c u r r e d  e x p e n s e s  t o  c o n v e r t  MONOMER t o  RESIN 

f o r  s u b s e q u e n t  s a l e  t o  t h e  o u t s i d e .

The i n s t r u c t i o n s  i n d i c a t e d  t h a t  RESIN s a l e s  w e r e  

l i m i t e d  o n l y  b y  t h e  a b i l i t y  a n d  d e s i r e  o f  t h e  C h e m i c a l s  

D i v i s i o n  t o  s u p p l y  MONOMER. The RESIN m a r k e t  p r i c e  was 

f i x e d  a t  30  c e n t s  p e r  po undf  m a r k e t i n g  e x p e n s e s  w e r e  

a s s u m e d  t o  be  i n c l u d e d  i n  t h e  t o t a l  c o s t s  d a t a  p r o v i d e d .

No MONOMER o r  RESIN i n v e n t o r y  was t o  be  m a i n t a i n e d .
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The f o l l o w i n g  n o m e n c l a t u r e  w i l l  be  u s e d  t o  d e s c r i b e  

t h e  m o d e l :

P i ( I )  = p r i c e  o f  MONOMER
Q1 ( I )  = q u a n t i t y  o f  MONOMER ( o r  RESIN)
C l ( I )  = t o t a l  c o s t s  o f  MONOMER ( o r  RESIN),  

f r o m  s u p p l i e d  g r a p h s  
R 1 ( I ) = s a l e s  r e v e n u e  
T 1 ( I )  = p r o f i t ,  b e f o r e  t a x

I t  was  a s s u m e d  t h a t  one p o u n d  o f  MONOMER p r o d u c e s  

one  po u nd  o f  RESIN.

F o r  C h e m i c a l s  D i v i s i o n

R1 ( I )  = P > 1 U ) J  ! & 1 ( I ) I  
T1 ( I )  = R 1 ( I )  -  C 1 ( I )

F o r  P l a s t i c s  D i v i s i o n

N e t  R e v en u e  = R 1 ( I )  = C 0 .3 0  -  P l ( l J  Cq1(I) I  
P r o f i t s  = T 1 ( I )  = R 1 ( I )  -  C 1 ( I )

F o r  t h e  e x p e r i m e n t a l  c o n d i t i o n  t h a t  s i m u l a t e d  t h e

c o n d i t i o n  w h e r e  t h e  t r a n s f e r r e d  p r o d u c t  was n o t  i m p o r t a n t ,

t h e  o r d i n a t e s  o f  t h e  c o s t - v o l u m e  g r a p h s  f o r  b o t h  MONOMER

a n d  RESIN w e r e  r e d u c e d  b y  a  f a c t o r  o f  t e n .  T h i s  d e c r e a s e d

t h e  p r o f i t  p o t e n t i a l  d e r i v e d  f r o m  SOLVENTS o r  RESIN by  a

f a c t o r  o f  t e n ,

d .  C om bined  P e r f o r m a n c e  

The p r o f i t s  d e r i v e d  f r o m  b o t h  SOLVENTS a n d  MONOMER 

( o r  LATEX a n d  RESIN) w e r e  c o m b in e d  t o  g i v e  t o t a l  d i v i s i o n a l  

p r o f i t s  b e f o r e  t a x .  T a x e s  w e r e  a s s u m e d  t o  be  50 /<>• A f t e r ­

t a x  p r o f i t s  w e re  a d d e d  t o  c a s h  on h a n d  t o  g i v e  a  f i n a l  

c a s h  b a l a n c e .
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T o t a l  d i v i s i o n a l  p r o f i t ,  b e f o r e  t a x  = X I ( I )

= T ( I )  + T1 ( I )

T o t a l  d i v i s i o n a l  p r o f i t ,  a f t e r  t a x  = A 1 ( I )

= o . 5o ( x i ( i ) J

C ash  on h a n d ,  e nd  o f  p e r i o d  = H ( I )  = H ( I )  + A 1 ( I )

I I .  C o m p u te r  P r o g r a m  a n d  P r i n t o u t

The c o m p u t e r  p r o g r a m  was w r i t t e n  i n  e x t e n d e d  b a s i c  

a n d  r u n  on a  t i m e  s h a r e d  D a t a  G e n e r a l  E c l i p s e  S200 

C o m p u te r ,  w i t h  96 K o f  s t o r a g e .

P o u r  d i f f e r e n t  p r o g r a m s  w e r e  r e q u i r e d  f o r  e a c h  

s i m u l a t i o n  r u n .  Two p r o g r a m s  w e r e  u s e d  f o r  e a c h  o f  t h e  

d i v i s i o n s  -  one f o r  t h e  s i t u a t i o n  i n  w h i c h  t h e  t r a n s f e r r e d  

p r o d u c t  was  i m p o r t a n t  a n d  one  f o r  t h e  s i t u a t i o n  i n  w h ic h  

t h e  t r a n s f e r r e d  p r o d u c t  was n o t  i m p o r t a n t .

O n ly  one o f  t h e s e  p r o g r a m s  i s  a t t a c h e d ,  s i n c e  a l l  f o u r  

a r e  e s s e n t i a l l y  t h e  s a m e .  The  o n l y  d i f f e r e n c e s  w e r e  i n  

t h e  p r i n t o u t  f o r  t h e  tw o  d i v i s i o n s  a n d  t h e  v a l u e s  o f  t h e  

p a r a m e t e r s .  The s p e c i f i c  p r o g r a m  shown was u s e d  f o r  t h e  

C h e m i c a l s  D i v i s i o n ,  c o v e r i n g  t h e  s i t u a t i o n  i n  w h i c h  t h e  

t r a n s f e r r e d  p r o d u c t  was  n o t  i m p o r t a n t .  A t y p i c a l  p r i n t o u t  

f o r  t h i s  c o n d i t i o n  i s  i l l u s t r a t e d  i m m e d i a t e l y  f o l l o w i n g  

t h e  l i s t i n g  o f  t h e  c o m p u t e r  p r o g r a m .



oqiq_ qbe
0020 REM 
0030 REM 
0040 REM 
0050 DIM 
0060 DIM 
0-QZ0—D-IIjL

"Y]CT^ nrp i ’l
PROGRAM SAVED UNDER GAMEB. CH
PROGRAM FOR BOB ACKELSBERG BY ALEC CALIANF.
INPUT DATA__________________________________
MlC103, M2C103, PC 103, QC103, CC103, EC 103, FC10
0C103,UT103,KC103, SC 103,RC103
CC1Q3, TC 103, YC103, WC103___________________ _

0030 DIM VC 103,GT103,AC 103 
0090 DIM LC103, I1C103,S4C103, V1C103 
0100 RFM
0110 DIM P1C103, Q1C103, C1T103, R1C103, TIC 103, XI C103, < 
0120 DIM HC103,HIC103
0130 PRINT “THE FOLLOWING INPUT IS FOR THE INITIAL 
0140 PRINT "OR IF THE DATA FROM THE PREVIOUS PERIOD 
0150 PRINT
0160 INPUT "INPUT CURRENT DECISION PERIOD HERE > » X
0170 INPUT "PUT IN THE NUMBER OF TFAMS HERF > » » » '  
0180 FOR 1=1 TO N
0190 PRINT "INPUT TEAM ")I;"^S PREV MARKET _ COST,
0200 INPUT M1CI3,YCI3,S4CI3
0210 PRINT "INPUT THE PREV VAL OF INV, PREVIOUS Cf
0220 INPUT VIC 13,HI Cl 3
0230 NEXT I 
0240 CLOSE
025-Q—QPEN_E1LEL2,JL.1/._!1.$LPT_!!L
0260 FOR 1=1 TO N
0270 PRINT "FOR SOLVENTS: INPUT TEAM "; I; "'S MKT C
0280 INPUT M2TI 3,PTI 3, QCI 3, CCI 3____________________
0290 PRINT "FOR MONOMER: INPUT TEAM "iIi" ' S  PRICE,
0300 INPUT PI Cl 3,Q1Cl 3,Cl Cl 3
0310 NEXT I____________________________________________
0320
0330
0340

REM
FOR 1=1 TO N

LET EC I 3= 75*M2CI3+. 25*M1CI3
0350 NEXT I
0360 REM SMALL SUM ROUTINE
03S0 LET S2=0
0390 LET S3=0
0400 FOR 1=1 TO N
0410 LET S1=S1+ECI3
0420 LET S2=S2+PC13
0430 LET S3=S3+M2C13
0440 NEXT I
0450 LET M3=3-(600/S1)
0460 L.FT Z1=S2/N
0470 REM SEARCH FOR THE TWO LOWEST PRICES
0480 FOR 1=1 TO N
049Q. ._LEI HE.UsPI.U_. -__ ________ —...... -
0500 NEXT I 
0510 FOR 1=1 TO 2



.U IMnrgB’g  © nil
JNDER GAMEB. CH
3 ACKELSBERG BY ALEC CALIANESE
SC103; QC103,Ct103*F.C103, FC103 
L03, SC 103/ RC 103
L03./-RC-1-Q.3— ____________________
L03
LC103, VIE103

'.TN
G i M i ]  va'A.U

c

iiri03, R1C103, TIC 103, XIC103, A1C103
■IG INPUT IS FOR THE INITIAL RUNNING OF THF 
VTA FROM THE PREVIOUS PERIOD HAS 'BEEN DESTRQYEDBMMMMMMMMMMMMMMMMMMMMMMMMMMMM^
i l  DECISION PERIOD HERE » » »  ",_N9 
JUMBER OF TFAMS HERE » » » > " ,  N
i PREV MARKET COST, PREV INV, PREV JNVGUNITSCOSTBMMMMMMMMMMMMMMMMMMI*
S4CI3
PREV VAL OF INV, PREVIOUS CASH BALANCE" !
I

iTII

ITS: INPUT TEAM "j Ij ’̂ S  MKT COST, PRICE, PROD LFVELL@COST@OF@PRODEMMMMMMMMMMh
QCI3, CC I 3_______________________ _ __________________
:R: INPUT TEAM ";I;"'S PRICE, PROD LEVEL, COST OF PRODBMMMMMMMMMMMMMMMMMMMMM?
,C1CI3

3+. 25*M1 C I 3 
NE

i4

TWO LOWEST PRICES



0530 IF WEJ3<«WEJ+l3 THEN GOTO 0550
0540 GOTO 0580
0550 LET Z=WEJ3
0560 LFT WEJ3=WEJ+l3
0570 LET WEJ+l3=Z
0530 NEXT J
0590 NEXT I
0600 LFT P2=. 5/< (WEN3+WEN—13/2))
Q61 Q_LE1^1=NM.Q.0»P2*M3_ ____________ __________
0620 REM CALCULATION OF MARKET SHARE FUNCTION 
0630 LF.T T1=0
.0640 FOR 1 = 1 TO N_________   '
0650
0660
0670
0630
0690
0700

■ SPEI¥
NEXT I
FOR 1=1 TO N

LET UEI3=CEI3/QEI 3
0710 LET OE I 3=01*(Ft 13/T1) 
0720 NEXT I
073Q FOR 1 = 1 TO N_________ __
0740 IF 0TI 3<=(G E I 3+YEI 3)
0750 LET LEI3=QEI3+YEI3
0760 GOTO 0780

THEN GOTO 0770

0770 LET LEI3=0EI 3
0780 NEXT I
0790 FOR 1=1 TO N __
0300 LET 11 T I 3=YT I3 + QEI3—L. EI3
0310 REM COMPUTE VALUE Or INVENTORY
0320 RFM: : PRC. . . I THINK YOU ARE MISSING A NEXT I
0830 REM:: 
0340 NEXT I 
0350 FOR 1=1

HERE SO I PUT ONE IN JUST FOR NOW.
TO N

0360 IF OEI3>YEI3+QEI 3 THEN GOTO 0900
0370 IF (YE I3+QEI 3)>QEI 3 THEN IF Ori3>=YEI3 THEN (
0330 LFT VEI3 = (YEI3—OEI 3)*S4EI3 + CEI 3
0890 GOTO 0930 
0900 LET VEI 3=0 
0910 GOTO 0930
0920 LFT VEI3=(QEI3+YE13- 
0930 NEXT I
0940 FOR 1=1 TO N ______

•OE I 3 ) #UE 13

0950 IF 11E13=0 THEN GOTO 0990 
0960 LFT SEI3=VEI 3/11E13
0970 LET RE 13=LE13#PE13
0980 GOTO 1020
0990 PRINT FILEE23, "ENDING INV = 0,
1000 LET SEI 3=0_____________________
1010 GOTO 0970 
1020 NEXT I
1030 FOR 1 = 1 TO N___________________ _

CANNOT COMPUTE

1040 IF LEI 3<YEI 3 THEN GOTO 1080
.1050 IF L.EI3=(YEI3+QEI3) THEN GOTO 1100



)T0 0550

SHARE FUNCTION

5 [ dYs C?? 
J . i  e >

0 )!' : [ ! c

GOTO 0770

I

NTORY
E MISSING ft NEXT I STATEMENT 
M JUST'FOR NOW.

ro 0900
IF Ori]>=YCI] THEN GOTO 0920 
I-tCCID

i_____  '   -    -   '

= 0, CANNOT COMPUTE INV UNIT COST , SETTI NG<21T©TOePBMMMMMMMMMMMMMMI*1



1 0 6 0  LETT GC I 3 - V I  C I 3 + ( L C I  3 —VC I 3 )*UE I 3
1070 GOTO 1110
1080 LET GE13=LC13*S4C13
1090 GOTO 1110
1100 LET GCI3=V1EI3+CCI 3
1110 NEXT I
1120 REM PROFIT COMPUTATION
1130 FOR 1=1 TO N
1140 LET TCI3=RE13-GCI3-M2EI3
1150 NEXT I
1160 REM MONOMER CAL.CULTIONS 
1170 FOR 1=1 TO N 
1180 LFT RlCI3=Piri3*QlCI3
1190 LET T1CI3=R1EID—ClE I 3
1200 LET XlCI3=Tri3+TlEI3
1J2JLQ__ LET_A1 C.I-3=.-5*Xl-EI.3____
1220 LET HE I3=H1C13+A1C 13
1230 NEXT I
1240 LFT L9=0________________
1250 FOR 1=1 TO N 
1260 LET L9=,L.9+L.C I3
12Z0_NEXT_I_____________
1280 GOTO 1330 
1290 REM RFPORT ROUTINE 
1^Q -JLE IJ^9j =N9-̂ 1 1310 OPEN FI 
1320 PRINT F
1340 PRINT FILEE23, "<12>"
1350 PRINT FILFT23, "<14>REP0RT FOR TEAM "; I; "
1360 PRINT FILEC23, II II
1370 PRINT FILEC23,
1380 PRINT FILFT23, "<14> CHEMICALS 11390 ..PRINT. FJLEI21/. II , II
1400 PRINT FILEC23,"SOLVENT RFPORT FOR ALL TEAMS
1410 PRINT FILEC23, " "
1420 PRINT FILEC23, »_________ PRICE, $ PFR L.B. "___

PCJ3
1430 FOR J=1 TO N
1440 PRINT FILEC23*"TEAM ")Ji
1.45-Q___NEXX_J__________________________________________
1460 PRINT FILFT23,
1470 LET 01=01*1000
1480 PRINT FILFC23, "TOTAL ORDERS FOR ALL TEAMS
1490 

' 1500 
1510

PRINT FILEC23, USING »###, ###, ###. 01; "
LET 01=01/1000
LET 1.9=1000-8 L9_____________________

1520 PRINT FILFC23, "TOTAL SALES FOR ALL TEAMS >3 
1530 PRINT FILEC23, USING "###,###,###. L.9; " L
1540 LFT L9=L9/1000
1550 PRINT FILFr23,
1560 PRINT FILEC23,
1570__ PRINT. FI LEE 2 3,... S O L V E N T S  R F P O R T  F O R  T

1580 PRINT FILEC23#" "



150 -

-VCI3)«UCI3

2CI3
S
3____
3

EPORT FOR TEAM "i I; " <14>PERI0D "jN9

CHEMICALS DIVISION”
NT RFPORT FOR ALL TEAMS"

PRICE, $ PFR L,B. "____
iM "i Ji " " j  PCJ3

. ORDERS FOR Al.L TEAMS » » » >  
"###, ###, ###. ##", 01) " LBS. "

SAL..ES FOR ALL TEAMS » » »  
"###, ###, ###. L9; " LBS. "

r_FOR_TEAM "i I



1590 LFT 0C13=1000*0C13
1600 PRINT FILEC23,"ORDERS RECEIVFD > » » »
1610 PRINT FILEC23, USING OC13j " LI
1620 LET 0CI3=0CI3/1000
liiSQ__ LET LCI3 = 1 0 0 0 » L C I 3 ____________________
1640 PRINT FILEC23* "SALES » » » » » » » » >  "j
1650 PRINT FILEC23< USING "###,###. ##",LCI3; " LI
1660 LET LEI 3=LC I 3/1000__________________ _____
1670 LET 11C 13-11C 13*1000
1680 PRINT FILEC23, "ENDING INVENTORY » » »  "j
1700 LET I1CI3-I1CI3/1000
1710 LFT VC 13 = 1000*VCI 3
1730 PRINT FILEC23, USING VC 13
1740 LFT VC 13=VC13/1000
1770 PRINT FILEC23,USING "###, ##tt. #tt", ST I 3; " PF.
1790 PRINT FILEC23j " "
XBQQ LEI_RCJL3=JLQ.Q.Q*RLIJ_________________________
1810 PRINT FILEC23/ "REVENUE » > » » »  "j » $ "i
1820 PRINT FILFC23, USING "###,###.##", RC13
1830 LET RC I 3=RC 13/1000_______________:_____ _____
1840 LET GCI 3 = 1000*GCI 3
1350 PRINT FILEC23/ "COST OF GOODS » »  "; " $ ";
1870 LR^GCI3=GCI3/1000G 3 —
1880 LET TC13= 1000*TC13
1900 PRINT FILEC23# USING "###, ###. ##", TC lT~
1910 LET TCI3=TCI 3/1000
1920 PRINT FILEC23, " "________________
1930
1940
19-50-

PRINT
PRINT

-PRINT

FILEC23, " " 
FILFC23*" 
-ETLEC23J-!!—-1!-

MONOMER REPORT"
1970 PRINT FILEC23, "MONOMER PRICE » »  "i " $ ";
1980 PRINT FILEC23/USING "#.####", PI T 13i " PF.R LE
2000 LET Q I C  13 = 1000*01 Cl 3_____________________

iSC'cp
ftW jf

2010
2020
2030
2040
2050
2060

PRINT 
PRINT 
J-E1—Q1 
LFT R1 
PRINT 
PRINT

UCIN
C13 = 1000*R1C13
FILEC23, "NET REVENUE > » » » »  " 
FILEC23, USING #tt#. #tt",R1CI 3

i " $

2070 LF.T R1 Cl3=R1T 13/1000
2080 LET ClCJ3=C1Cl3*1000
2090 PRINT FILE C 2 3,"COST » » » » » » » »  »i 
2100 PRINT FILET23,USING Cl T I 3
2110 LFT ClCI3=C!C13/1000
2120___LET T1CI3 = 1000*T1CI 3________________
2130 PRINT FILEC23< "PROFIT » » » » » » »  "
2140 PRINT FILEC23#USING "###/###. ##"iT1CI3
2150 LET T1C13=T1C13/1000 ______

j " $
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ECEIVED » » » >  "i 
ft, ftftft. ft#", OCIBi ” LBS. "

» » » » » » » >  "i
ft, ftftft. ft#", LCI3; " LBS. "

NVENTORY » » »  
#^#^#.#^.1.1113; " LBS. "

■ INVENTORY » »  "; " $  "i .
#,###.##", VC 13

ft, ftftft. fttt", ST 13; " PER L.B. "

» » > » »  "i " $ ";
ft, ft##, ftft", RET3

BOODS » »  
ft.,_tt-ft.tt̂-#.ft-!l,-GI-I.3_____

ft, ft##. ##’\ TCI3

BNOMER REPORT”
^RICE » »
ftftftft", PIT! 3; " PER LB. "

f tr f tT f t ,  ft ft ft. I ' m LBS. ")/ n V r\ \ I I . .I !

MUE » » > » »  "j " $ "j 
ft, ftttft. ft#11, R1CID

», ###. ftft", c m 3
" j .

» » » » » > »  " i " * ";
ft, ###. ft#n, T i n 3



2160 PRINT FILFT23/ " ”
2170 PRINT FILEC23/ " "
2180 LFT X1 C I 3 = 1000* X 1 C I 3_____________________
2190 PRINT FILFC23, " TOTAL DIVISIONAL PROFIT
2200 PRINT FILEE23/ USING "###/ ###.##",XI El 3
2210 LET X1CI3=X1CI3/1000______________
2720 LET A1CI3=1000*A1CI3
2230 PRINT FILEE23 ’
: 2740 PRINT FIL.EC23/ "______________ ___ AFTER
2250 PRINT FILEC23, USING "###/###.##"/A1 C I 3
2260 LET A1Cl3=A1Cl 3/1000
2270 PRINT FILEC23,_____________________
2780 LET HEI3=1000#HEI3
2790 PRINT FILEC23, " £
2300 PRINT FILEC23/USING " # # # , /HCI 3 
2310 LET HE I3=HCI 3/1000
2320 PRINT FILFC23, " "
2330 PRINT FILFE23/ M 11________________
2340 PRINT FILEE23/" "
2350 PRINT FILEC23, " "
2360 PRINT FILEE23/ " ■'_____________
2370 NFXT I
2380 RFM SAVE ROUTINE AND INITALIZF FOR NFXT PERIOD
2390 FOR 1 = 1 TO N____________________ _
2400 LET YE I 3 = 11CI 3
2410 LET S4CI3=SEI 3
2420 LFT Viri3=VEI3__________________
2430 LET HICI3=HC13
2440 LET MlC13=M2CI 3
2450 NEXT I___________________________ ___
2460 LET N9=N9+1
2470 CLOSE
2480 SAVE "GAMER CH"
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P*L DIVISIONAL PROFIT BEFORE TAX"; " $ "> 
, ###. ##", X1C ID

______ . AFTER TAX PROFIT"; " $
. ###. ##"* Ai r id

CASH ON HAND"; " $ ";
m " . HLID ..

-IZE FOR NEXT PERIOD
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_________________________PLAST X OS__r .r l V IS I ON

LATEX REPORT FOR AL! TEAMS
_____  ̂  ̂^

TEAM
TFAM

1
2

. 49 

. 51
TEAM 3 . 48
TEAM 4 . 48
TEAM..J5_ ... -51.
TEAM 6 . 47
TEAM 7 . 46
TEAM 8 . 49
TEAM 9 . 46
TOTAL ORDERS FOR ALL TEAMS » » » » ___4, 830, 460. 00 LBS.

4, 830, 460. 00 LBS.
4, 830, 460. 00 LBS.

L.ATEX RFPORT FOR TEAM 9
ORDERS RFCEIVED > » » »  554, 411.00 L.BS.
SALES » » » > » » » » »  554,411.00 LBS.
I ENDING INVENTORY » » »  487,211.00 LBS.______
VALUE OF INVENTORY » »  $ 103,126.00
INV UNIT COST » » » > »  $ 0. 21 PER LB.
REVENUE » » » » » >  $ 255, 029. 00
COST OF GOODS » »  $ 128, 096. 00
PROFIT » » » » » » _  * 76, 932. 50

_________RES IN_._REPQRI_________________
MONOMER PRICE » »  $ 0. 1400 PER L
QUANTITY » > » » »  160,000.00 LBS.
NET REVENUE » » »  $ 25, 600. 00
COST » » » » » > »  $ 21,900.00
PROFIT > » » » » » __$___3i.70Q.-Ql______

TOTAL ■DLVXSXQN-BEFQRE-.TAX..>J>^-$ 80, 632. 50
AFTER TAX PROFIT > » » » » » »  $ 40, 316. 30

CASH ON HAND » » » » » »  $ 165, 938. 00



APPENDIX B

INSTRUCTIONS DISTRIBUTED TO STUDENTS

The 2x2x2 ex p er im en ta l  d e s ig n  r e s u l t e d  in  e ig h t  

d i f f e r e n t  ex p er im en ta l c o n d i t io n s ,  each r e q u ir in g  a 

d i f f e r e n t  s e t  o f  in s t r u c t i o n s .  S in ce  each d i v i s i o n  

req u ired  i t s  own i n s t r u c t i o n s , a t o t a l  o f  s i x t e e n  s e t s  o f  

in s t r u c t io n s  were n eeded . For s i m p l i c i t y ,  on ly  two 

in s t r u c t io n s  are a t ta c h e d .  In th e  f i r s t ,  f o r  Chemicals  

D iv i s i o n ,  th e  ex p er im en ta l c o n d it io n s  were as f o l lo w s :

1. There was a market p r ic e  f o r  the  tr a n s fe r r e d  
product,

2 . The t r a n s fe r r e d  product was im portant to  the  
d i v i s i o n ' s  p r o f i t  p o t e n t ia l ,

3 . The d i v i s i o n a l  e x e c u t iv e s  were e v a lu a te d  and 
rewarded p r im a r i ly  on the  b a s is  o f  d i v i s i o n a l  
p r o f i t s

In the  second s e t  o f  in s t r u c t i o n s ,  f o r  the P l a s t i c s  

D iv i s i o n ,  th e  o p p o s ite  ex p er im en ta l c o n d it io n s  were in  

e f f e c t :

1. There was no market p r ic e  f o r  the  tr a n s fe r r e d  
product

2 . The t r a n s fe r r e d  product w as-n ot im portant to  
the d i v i s i o n ' s  p r o f i t  p o t e n t i a l

3 . The d i v i s i o n a l  e x e c u t iv e s  were e v a lu a ted  and 
rewarded p r im a r ily  on the  b a s i s  o f  company 
( r a th e r  than d i v i s i o n a l )  p r o f i t s

A l l  s ix t e e n  s e t s  o f  in s t r u c t io n s  can be formed from 

d i f f e r e n t  com binations o f  th e s e  two s e t s  o f  in s t r u c t i o n s .
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INSTRUCTIONS FOR CHEMICAL DIVISION REPRESENTATIVES

I .  GENERAL

You are about t o  p a r t i c ip a t e  in  a b u s in e s s  game, the  

purpose o f  which i s  t o  determ ine how two d i v i s i o n s  o f  the  

same company make d e c i s i o n s .

You and one o th e r  in  your c l a s s  have been, randomly 

chosen  t o  assume th e  r o l e  o f  a team o f  e x e c u t iv e s  o f  the  

Chem icals D iv i s i o n  o f  th e  ABC Company. As shown in  the  

f o l lo w in g  diagram, ABC has two d i v i s i o n s ,  Chemicals and 

P l a s t i c s ,  each o f  which produce two p ro d u c ts .

in e m ic a is
D iv i s io n

r MONOMER

I
P la s t :
Hiifi ei

-CS
AM

Your d i v i s i o n ,  C hem icals , produces SOLVENTS fo r  s a le  

t o  o u ts id e  f irm s and MONOMER, a ch em ica l s p e c i a l t y  made fo r  

th e  P l a s t i c s  D iv i s i o n ,  who c o n v er t  i t  in t o  RESIN f o r  s a l e  

to  p l a s t i c s  f a b r i c a t o r s .  In a d d i t io n ,  th e  P l a s t i c s  

D iv is io n  m anufactures LATEX, made e n t i r e l y  from raw m ater­

i a l s  purchased from so u r c e s  o u t s id e  o f  th e  ABC Company.

The p rod u ction  f a c i l i t i e s  o f  the  two D iv i s io n s  are  

lo c a te d  a d ja c e n t  to  each  o th er  w ith in  th e  same ABC 

i n d u s t r i a l  s i t e .



- 1 5 6 -

Your assignm ent i s  to  make a v a r i e t y  o f  d e c i s io n s  

con cern in g  th e  Chemicals D i v i s i o n ’ s  o p e r a t io n  dur ing  the  

n e x t  month, and a t  l a t e r  s e s s i o n s ,  f o r  subsequent months. 

These d e c i s io n s  in c lu d e :

1. Production  l e v e l  fo r  SOLVENTS

2 . P r ic e  to  be charged SOLVENTS custom ers

3 . Expenses to  be a l l o c a t e d  to  th e  m arketing o f  
SOLVENTS

P r ic e  a t  which MONOMER i s  t o  be t r a n s fe r r e d  ( s o ld )  
to  the  P l a s t i c s  D iv i s io n

5. Q uantity  o f  MONOMER t o  be produced and then s o ld  
to  the P l a s t i c s  D iv i s io n

The f i r s t  th ree  d e c i s io n s  can be made w ith o u t  

c o n s u l t a t io n  w ith  o t h e r s ,  s in c e  th e y  are e n t i r e l y  w ith in  

your own D i v i s i o n ' s  c o n t r o l .  However, you w i l l  be 

com peting w ith  o ther  teams in  your c l a s s  and in  o th er  

c l a s s e s ,  who w i l l  be making s i m i l a r  d e c i s io n s  and w i l l  be 

com peting w ith  you in  the market p la c e .  In f a c t ,  your 

e f f o r t s  w i l l ,  in  p a r t ,  be judged on how w e l l  you perform  

r e l a t i v e  t o  the  o th e r s .

The l a s t  two d e c i s io n s  w i l l  r e q u ir e  you t o  meet w ith  

two e x e c u t iv e s  ( a l s o  randomly chosen  from your c l a s s )  from 

th e  P l a s t i c s  D iv i s io n ,  s in c e  you w i l l  have to  agree w ith  

them on the  p r ic e  and q u a n t i ty  o f  MONOMER t h a t  w i l l  be 

t r a n s fe r r e d  to  the P l a s t i c s  D iv i s i o n .

A product very  s im i la r  t o  MONOMER i s  a v a i la b le  on the  

o u ts id e  market a t  a p r ic e  o f  15 c e n t s  per pound, d e l iv e r e d  

in  55 g a l lo n  drums ( c o n ta in in g  about 350 pounds per drum) 

or 1^ .5  c e n ts  per pound, d e l iv e r e d  in  8000 g a l lo n  tank
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c a r s .  A lthough ABC p o l i c y  does n o t  norm ally  re q u ir e

d i v i s i o n s  to  purchase raw m a te r ia ls  from each o th e r ,  in

t h i s  case  i t  i s  r e q u ir e d , s in c e  th e  company wants to  keep

th e  MONOMER product s p e c i f i c a t i o n s  c o n f i d e n t i a l .

Top management o f  ABC Company b e l i e v e s  in  d e c e n t r a l ­

i z a t i o n  and has s e t  up the d i v i s i o n s  as independent p r o f i t  

c e n t e r s .  In l i n e  w ith  t h i s  p o l i c y ,  to p  management does

n o t  g e t  in v o lv e d  w ith  i n t e r d i v i s i o n a l  m atters  such as the  

d eterm in a tio n  o f  th e  p r ic e  and q u a n t i ty  o f  m a te r ia ls  

t r a n s fe r r e d  w ith in  th e  Company. F u rth er , the e x e c u t iv e s  

o f  the r e s p e c t iv e  d i v i s i o n s  are e v a lu a te d  and rewarded 

on th e  b a s i s  o f  p r o f i t  c e n te r  perform ance, to  the e x te n t  

t h a t  about 80 p ercen t  o f  t h e i r  t o t a l  com pensation package 

( in c lu d in g  base s a la r y ,  b onu ses , s to c k  purchase b e n e f i t s )  

are dependent on d i v i s i o n a l  p r o f i t  perform ance. As such ,  

t h i s  w i l l  be r e p r e s e n t a t iv e  o f  your own team 's  e v a lu a t io n .

You might be c u r io u s  as to  the r e l a t i v e  impact o f  

th e  d i f f e r e n t  p roducts on your p o t e n t i a l  p r o f i t a b i l i t y .  

T h is i s  v e r y  d i f f i c u l t  to  p r e d ic t  f o r  any p a r t ic u la r  team, 

s in c e  your p r o f i t s  w i l l  o b v io u s ly  depend on the q u a l i t y  

o f  your d e c i s io n s  as  w e l l  as th o se  o f  o t h e r s .  However, 

in  p a s t  e x e r c i s e s  o f  t h i s  ty p e ,  SOLVENTS have brought in  

p r o f i t s  o f  about $ 2 ,0 0 0  -  $ 5 ,0 0 0 ,  w h ile  MONOMER p r o f i t s  

have been in  the  range o f  $ 2 5 ,0 0 0  -  $ 8 0 ,0 0 0 .

A ttached  are v a r io u s  graphs and c h a r ts  t h a t  w i l l  be 

s u f f i c i e n t  to  perm it y o u .to  make th e  a forem en tioned  

d e c i s i o n s .  In a d d i t io n ,  you are  g iv e n  more d e t a i l e d
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in s t r u c t io n s  on how t o  proceed .

You and your Chemicals D iv is io n  a s s o c i a t e  should  

f i r s t  meet t o  rev iew  the  assignm en t, to  be c e r t a in  th a t  

i t  i s  c l e a r l y  understood , to  d ec id e  on your o b j e c t iv e s  and 

t o  determ ine your s t r a t e g y .  You are f r e e  t o  approach t h i s  

assign m en t in  any way t h a t  you b e l i e v e  to  be a p p r o p r ia te .  

However, you are asked n o t  to  d iv id e  the d e c i s io n  making 

r e s p o n s i b i l i t i e s .  R ather , both team members should  p a r t i c ­

ip a te  in  making a l l  d e c i s io n s  t o g e th e r .  When you are  

f in i s h e d  w ith  t h i s  g e t - t o g e t h e r ,  p le a s e  f i l l  in  Form A 

which asks you to  l i s t  your o b j e c t iv e s  and the  s t r a t e g y  

you in ten d  to  fo l lo w .

You w i l l  have approxim ately  ^5 m inutes t o  make the  

f i r s t  s e t  o f  d e c i s io n s .  Your d e c i s io n s  w i l l  then be used  

as in put t o  a model o f  your D iv i s io n ,  Company and 

in d u s tr y .  T his model w i l l  be used to  determ ine how your  

D iv is io n  perform ed, w ith  th a t  a s p e c t  o f  performance  

measured in  terms o f  d i v i s i o n a l  p r o f i t s .  You w i l l  a l s o  be 

g iv e n  some g e n e r a l  in form ation  on the  SOLVENT in d u s tr y ,  

such as p r ic e s  charged by your co m p etito r s  and t o t a l  

in d u s tr y  s a l e s .  This should  h e lp  you make subsequent  

d e c i s i o n s .

One l a s t  th in g .  Would you p le a s e  r e f r a in  from  

d is c u s s i n g  any a s p e c t  o f  t h i s  e x e r c i s e  w ith  your c la ssm a te s  

or o th e rs  a t  th e  C o lleg e  u n t i l  the e n t ir e  sequence o f  

d e c i s io n s  i s  com pleted . Thank you.
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I I .  SOLVENTS DECISIONS

The in d u str y  in  which you are com peting c o n s i s t s  o f  

l e s s  than 10 f ir m s ,  s im i la r  to  th e  Chemicals D iv is io n  in  

s i z e ,  r e s o u r c e s  and c u r r en t  s a l e s .  A l l  o f  your compet­

i t o r s  have r e c e n t l y  been s e l l i n g  SOLVENTS a t  a p r ic e  o f  

50 c e n t s  per pound and have been spending about $ 5 ,0 0 0  

per month f o r  m arketing. A l l  have $100 ,000  in  cash on 

hand.

P roduction

Figure 1 d e s c r ib e s  the r e la t io n s h ip  between  

q u a n t i ty  o f  SOLVENTS produced and t o t a l  c o s t s ,  ex c lu d in g  

m arketing exp en ses  and ta x e s  o f  50 p ercen t  o f  income. * 

Your p la n t  c a p a c i ty  i s  f i x e d  during the n ex t  12 months a t

6 0 ,0 0 0  pounds per month. You are asked to  determ ine the  

p ro d u ctio n  o f  SOLVENTS during the  n ex t  month and to  n ote  

i t  and th e  c o s t  o f  p rod u ction  (from Figure 1) on the  

D e c is io n  Form p rov id ed .

P r ic e

The number o f  orders you r e c e iv e  w i l l  be d e t e r ­

mined, in  p a r t ,  by the p r ic e  you charge r e l a t i v e  to  the  

r e s t  o f  the in d u s tr y .  Keep in  mind th a t  v er y  h igh  p r ic e s  

c o u ld  p r ic e  you out o f  th e  market e n t i r e l y ,  w h ile  v e r y  low 

p r ic e s  co u ld  d ev e lo p  ord ers in  e x c e s s  o f  your c a p a c i ty  and 

c o u ld  t h e r e fo r e  have a n e g a t iv e  impact on your p r o f i t s .

The p r ic e  you charge i s  e f f e c t i v e  on ly  during  the n ex t  

month. There i s  no c a r ry  forward e f f e c t  to  en su in g  months. 

P le a s e  n o te  your p r ic e  on the D e c is io n  Form.

* For your c o n v en ie n c e , u n it  c o s t s  are shown in  F igure 1A.
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Marketing Expenses

The number o f  ord ers you r e c e iv e  w i l l  depend n o t  o n ly  

on th e  p r ic e  you ch arge , but on th e  amount o f  funds you 

a l l o c a t e  t o  m arketing . Too much m arketing co u ld , in  some 

c ir c u m sta n c e s ,  r e s u l t  in  r e c e iv in g  orders beyond your  

a b i l i t y  to  produce, and would th e r e fo r e  be w a s t e f u l  and 

would tend t o  reduce p r o f i t s .  Too l i t t l e  m arketing would 

r e s t r i c t  ord ers g e n e r a te d . U nlike th e  s i t u a t i o n  w ith  

p r i c e s ,  m arketing e f f o r t s  do have a lo n g er  l a s t i n g  e f f e c t ;  

th e  amount you spend now w i l l  be e f f e c t i v e  in  fu tu r e  

months, but a t  a d e c l in i n g  l e v e l .  T h er e fo re , in  any month, 

your orders w i l l  be more a f f e c t e d  by cu rr en t  spend ing  than  

by p r io r  sp en d ing  l e v e l s .

In v en to ry

You s t a r t  t h i s  month w ith  an in v e n to r y  o f  50 ,000  

pounds o f  SOLVENTS, v a lu ed  a t  30 c e n ts  per pound. Your 

in v e n to r y  w i l l  v a r y ,  depending on th e  r e l a t i o n s h i p  between  

p rod u ction  and orders r e c e iv e d .  For c o s t  o f  goods s o ld  

c a l c u l a t i o n s ,  in v e n to r y  w i l l  be va lu ed  a t  t o t a l  c o s t s  (per  

f i g u r e  1 ) ,  on a FIFO b a s i s .

I I I .  MONOMER DECISIONS

S ince  th e r e  are no o u t s id e  s a l e s  o f  MONOMER, you w i l l  

in c u r  no m arketing c o s t s .  You w i l l  have t o  s e t  a p r ic e  on 

MONOMER, but t h i s  w i l l  have t o  be a r r iv e d  a t  by agreement 

w ith  the r e p r e s e n t a t iv e s  o f  th e  P l a s t i c s  D iv i s i o n .  S in ce  

your MONOMER p rod u ction  i s  determ ined e n t i r e l y  by P l a s t i c s  

D iv i s io n  re q u irem en ts ,  t h i s  d e c i s io n  w i l l  have to  be made
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in  c o n s u l t a t io n  w ith  t h e i r  r e p r e s e n t a t iv e s .

F igure 2 shows how t o t a l  c o s t s  o f  MONOMER vary  w ith  

p r o d u c t io n .*  Your D iv i s io n  w i l l  in cu r  no fu r th e r  c o s t s .  

Maximum MONOMER c a p a c i t y  i s  3 ,5 0 0 ,0 0 0  pounds per month. No 

MONOMER in v e n to r y  i s  t o  be m ain ta in ed , s in c e  MONOMER has 

poor s t a b i l i t y .

You w i l l  have to  reach  agreem ent w ith  the P l a s t i c s  

D iv i s io n  r e p r e s e n t a t iv e s  w ith in  th e  m inutes a l l o c a t e d .  

You may break o f f  d i s c u s s io n s  w ith  them a t  any time during  

th e s e  ^5 m inutes in  order to  meet in  p r iv a te  to  d ec id e  on 

SOLVENT d e c i s i o n s ,  change s t r a t e g y ,  e t c .  In the ev e n t  you 

are n ot a b le  t o  reach  agreem ent on MONOMER p r ic e  and/or  

q u a n t i ty ,  p le a s e  n o te  on the D e c is io n  Form, your l a s t  

o f f e r s ,  as w e l l  a s  th o se  o f  th e  P l a s t i c s  D iv i s i o n .  I f  

t h i s  sh ou ld  occu r , p le a s e  n o te  on the Form the rea so n s  why 

you were n o t  a b le  to  do s o .  You should  be aware th a t  

f a i l i n g  t o  reach  agreem ent w i l l  have an u nfavorab le  impact 

on your D i v i s i o n ’ s e v a lu a t io n ,  s in c e  co rp o ra te  p o l i c y  

s p e c i f i c a l l y  s t a t e s  t h a t  agreem ents must be made w ith o u t  

t h ir d  p a r ty  in t e r v e n t io n .

IV. REPORTS

F o llo w in g  each d e c i s i o n ,  your team sh ou ld  com plete and 

subm it one copy o f  th e  D e c is io n  Form, making c e r t a in  t h a t  

you keep your own reco rd  o f  th e  d e c i s io n s  made.

At th e  n e x t  c l a s s ,  th e s e  d a ta  w i l l  be provided:

* For your co n v en ie n c e ,  u n it  c o s t s  are p resen ted  in  F igure  
2A.
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SOLVENTS

1. Orders r e c e iv e d

2 . S a le s  made and d e l iv e r e d

3 . P r o f i t s  b e fo re  ta x e s

b .  In du stry  s a l e s  and orders

5. P r ic e s  charged by your co m p etito rs

6 . Your in v e n to r y  on hand and the v a lu e  o f  the in v en to ry

MONOMER

1. P r o f i t s  from MONOMER s a l e s

DIVISIONAL TOTALS

1, Before and a f t e r  ta x  p r o f i t s

2 . Cash on hand

You w i l l  then  be asked to  make an oth er  s e t  o f  d e c i s ­

io n s  and to  com plete th e  D e c is io n  Form. Should any o f  

your o b j e c t iv e s  or s t r a t e g i e s  change, you sh ou ld  a l s o  

submit a r e v is e d  Form A.

V. PERFORMANCE EVALUATION

Team performance w i l l  be e v a lu a te d  on th e  b a s i s  o f  

how w e l l  you a ch ie v ed  your s t a t e d  (O b jec tives , th e  r e l a ­

t io n s h ip  o f  th e s e  o b j e c t i v e s  to  ABC co rp o ra te  p o l i c i e s ,  

th e  a b i l i t y  to  m ain ta in  adequate and re a so n a b le  in v e n t ­

o r i e s  throughout the  p e r io d s  and your a tten d a n ce  a t  a l l  

d e c i s io n  m eetin g s . As n o te d , f a i l u r e  t o  a c h ie v e  an a g r e e ­

ment on the  p r ic e  and q u a n t i ty  o f  MONOMER tr a n s fe r r e d  w i l l  

have a s i g n i f i c a n t  n e g a t iv e  im pact on your e v a lu a t io n .

In s h o r t ,  you w i l l  be e v a lu a te d  on th e  same b a s i s  as 

the e v a lu a t io n  o f  Chemical D iv i s io n  e x e c u t i v e s .
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D iv i s i o n   Team Members

Team No. ______________

C la ss  ______________  Date

1. The f o l lo w in g  o b j e c t iv e s  have been s e t  f o r  our 
D iv is io n :

2 . We ex p ec t  to  a ch ie v e  our o b j e c t iv e s  through th e  use  
o f  the f o l lo w in g  s t r a te g y :
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Team No. ____________

In d u stry  No. ____________

D e c is io n  No. ____________

SOLVENTS

Marketing Expenses  

P r ic e

P roduction  Q u a n tity  

P roduction  Cost

MONOMER*

P ric e

P roduction  Q u antity  

P roduction  Cost

* I f  agreement i s  n o t  reached on MONOMER p r ic e  an d /or  
q u a n t i ty ,  p le a s e  in d ic a t e  the reason  why. A lso  n o te  
th e  f i n a l  o f f e r s  o f  both  D iv i s i o n s .  NOTE> I t  i s  to  
your advantage to  reach  an agreem ent.

Reasons Why Agreement was n o t  Reached: (Use o th er  s id e
i f  n e c e s s a r y )

L ast  P l a s t i c s  D iv i s io n  O ffers  Last Chemical D iv i s i o n  O ffers

P r ic e  ____ c e n t s  per pound P r ic e  ___  c e n t s  per pound

Q u a n tity  ___ ,000  pounds Q u antity  ___ ,000  pounds

Team Members

C lass

Date

$ , 000

  c e n ts  per pound

 ,000  pounds

$ , 0 0 0

  c e n ts  per pound

 ,000 pounds

$ , 0 0 0
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INSTRUCTIONS FOR PLASTICS DIVISION REPRESENTATIVES

I .  GENERAL

You are about to  p a r t i c ip a t e  in  a b u s in e s s  game, the  

purpose o f  which i s  to  determ ine how two d i v i s i o n s  o f  the  

same company make d e c i s i o n s .

You and one o th er  in  your c l a s s  have been randomly 

chosen  to  assume the r o l e  o f  a team o f  e x e c u t iv e s  o f  the  

P l a s t i c s  D iv i s io n  o f  the  ABC Company. As shown in  the  

f o l lo w in g  diagram, ABC has two d i v i s i o n s ,  Chemicals and 

P l a s t i c s ,  each o f  which produce two p ro d u cts .

■^SOLVENTS

MONOMER

Chemicals
D iv is io n

P l a s t i c s
D iv i s io n

The Chemicals D iv i s io n  produces SOLVENTS f o r  s a l e  to  

o u ts id e  f irm s and MONOMER, a chem ica l s p e c i a l t y  made f o r  

th e  P l a s t i c s  D iv i s i o n ,  who co n v er t  i t  in to  RESIN f o r  s a l e  

t o  p l a s t i c s  f a b r i c a t o r s .  In a d d i t io n ,  the P l a s t i c s  

D iv i s i o n  m anufactures LATEX, made e n t i r e l y  from raw mater­

i a l s  purchased from so u rces  o u ts id e  o f  the ABC Company.

The p rod u ction  f a c i l i t i e s  o f  the  two D iv i s io n s  are  

lo c a t e d  a d ja c e n t  to  each o ther  w ith in  th e  same ABC 

in d u s t r i a l  s i t e .
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Your assignm ent i s  t o  make a v a r i e t y  o f  d e c i s io n s  

co n ce rn in g  the  P l a s t i c s  D iv i s io n  o p era t io n s  during the  

n e x t  month, and a t  l a t e r  s e s s i o n s ,  f o r  subsequent months. 

These d e c i s io n s  in c lu d e i

1. P roduction  l e v e l  fb r  LATEX

2 . P r ic e  t o  be charged LATEX custom ers

3 . Expenses to  be a l lo c a t e d  to  the m arketing o f  
LATEX

P r ic e  a t  which MONOMER i s  to  be t r a n s fe r r e d  ( s o ld )  
to  th e  P l a s t i c s  D iv i s io n

5 . Q u antity  o f  MONOMER t o  be purchased from the  
Chem icals D iv i s io n

The f i r s t  th r ee  d e c i s io n s  can be made w ith ou t  

c o n s u l t a t io n  w ith  o th e r s ,  s in c e  th e y  are e n t i r e l y  w ith in  

your own D i v i s i o n ' s  c o n t r o l .  However, you w i l l  be 

com peting w ith  o th er  teams in  your c l a s s  and in  o th er  

c l a s s e s ,  who w i l l  be making s im i la r  d e c i s io n s  and w i l l  be 

com peting w ith  you in  th e  market p la c e .  In f a c t ,  your 

e f f o r t s  w i l l ,  in  p a r t ,  be judged on how w e l l  you perform  

r e l a t i v e  to  the  o th e r s .

The l a s t  two d e c i s io n s  w i l l  re q u ir e  you to  meet w ith  

two e x e c u t iv e s  ( a l s o  randomly chosen  from your c l a s s )  from 

th e  Chemicals D iv i s io n ,  s in c e  you w i l l  have to  agree w ith  

them on the  p r ic e  and q u a n t i ty  o f  MONOMER th a t  w i l l  be 

t r a n s fe r r e d  t o  the P l a s t i c s  D iv i s i o n .

MONOMER i s  a s p e c i a l t y  ch em ica l th a t  i s  made e s p e c ­

i a l l y  and o n ly  f o r  the  P l a s t i c s  D iv i s i o n .  I t  i s  not  

a v a i la b le  on the  open market, nor i s  i t  l i k e l y  to  be s o ,  

s in c e  ABC h o ld s  the key p a te n ts  co v e r in g  i t s  m anufacture.
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Top management o f  ABC b e l i e v e s  in  d e c e n t r a l iz a t io n  

and has s e t  up the D iv i s io n s  as independent p r o f i t  

c e n t e r s .  They th e r e fo r e  do n o t  g e t  in v o lv e d  w ith  i n t e r -  

d i v i s i o n a l  m atters  such as the  d e term in a tio n  o f  p r ic e  and 

q u a n t i ty  o f  goods tr a n s fe r r e d  between D iv i s i o n s .  In 

s p i t e  o f  th e  commitment t o  d e c e n t r a l i z a t io n ,  top  manage­

ment b e l i e v e s  t h a t  e x e c u t iv e  e v a lu a t io n  and reward system s  

should  be based  t o  a la r g e  e x te n t  on c o r p o r a te ,  r a th e r  

than d i v i s i o n a l  p r o f i t s .  They want t o  be su re  th a t  the  

D iv is io n s  co o p er a te  w ith  each o th e r  t o  maximize t o t a l  

ABC p r o f i t s ,  ra th e r  than t r y in g  t o  maximize t h e i r  own 

p r o f i t s ,  i r r e s p e c t i v e  o f  i t s  impact on corp ora te  p r o f i t s .

T h er e fo re , the  ABC e v a lu a t io n /r e w a r d  system  i s  such  

th a t  80 p e r c e n t  o f  execu tiv .e  com pensation ( in c lu d in g  base 

s a la r y ,  bonuses and s t o c k  purchase b e n e f i t s )  are based on 

c o r p o r a te ,  r a th e r  than d i v i s i o n a l  p r o f i t s .  This w i l l  be 

th e  b a s i s  f o r  your own e v a lu a t io n .

You m ight be c u r io u s  as to  the  r e l a t i v e  impact o f  the  

d i f f e r e n t  p rod ucts  on your p o t e n t i a l  p r o f i t a b i l i t y .  This  

i s  v er y  d i f f i c u l t  t o  p r e d ic t  f o r  any s p e c i f i c  team, s in c e  

your p r o f i t s  w i l l  o b v io u s ly  depend on the q u a l i t y  o f  your 

d e c i s io n s ,  a s  w e l l  as th o se  o f  o t h e r s . .  However, in  p a st  

e x e r c i s e s  o f  t h i s  ty p e ,  LATEX has brought in  p r o f i t s  o f  

about $ 2 5 ,0 0 0  -  $ 8 0 ,0 0 0 ,  w h ile  RESIN p r o f i t s  have been in  

the range o f  about $ 2 ,0 0 0  -  $ 5 ,0 0 0 .

A ttached  are v a r io u s  graphs and c h a r ts  th a t  w i l l  be 

s u f f i c i e n t  t o  perm it you to  make th e  aforem entioned
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d e c i s io n s .  In a d d i t io n ,  you are g iv e n  more d e t a i l e d  

in s t r u c t io n s  on how t o  p roceed .

You and your P l a s t i c s  D iv i s io n  a s s o c i a t e  should  f i r s t  

meet to  rev iew  the  a ss ig n m en t, to  be c e r t a in  th a t  i t  i s  

c l e a r l y  understood , t o  d e c id e  on your o b j e c t iv e s  and to  

determ ine your s t r a t e g y .  You are  f r e e  to  approach t h i s  

assignm ent in  any way t h a t  you b e l i e v e  to  be a p p r o p r ia te .  

However, you are asked n o t  to  d iv id e  the d e c i s io n  making 

r e s p o n s i b i l i t i e s .  R ather , you sh ou ld  both p a r t i c ip a t e  in  

th e  making o f  a l l  d e c is io n s  t o g e t h e r .  When you are  

f in i s h e d  w ith  t h i s  g e t - t o g e t h e r ,  p le a s e  f i l l  in  Form A, 

which asks you to  l i s t  your o b j e c t iv e s  and the s t r a t e g y  

you in tend  t o  f o l lo w .

You w i l l  have a p p rox im ate ly  m inutes to  make the  

f i r s t  s e t  o f  d e c i s i o n s .  Your d e c i s io n s  w i l l  then be used 

as inpu t t o  a model o f  your D iv i s i o n ,  Company and 

in d u s tr y .  T h is model w i l l  be used to  determ ine how your 

D iv is io n  perform ed, w ith  th a t  a s p e c t  o f  performance 

measured in  terms o f  d i v i s i o n a l  p r o f i t s .  You w i l l  a l s o  be 

g iv e n  some g e n e r a l  in fo r m a tio n  on the LATEX in d u s tr y ,  such  

as the p r ic e s  charged by your co m p etito r s  and t o t a l  

in d u s tr y  s a l e s .  T h is sh ou ld  h e lp  you make subsequent  

d e c i s io n s .

One l a s t  t h in g .  Would you p le a s e  r e f r a in  from 

d is c u s s in g  any a s p e c t  o f  t h i s  e x e r c i s e  w ith  your c la ssm a te s  

or o th ers  a t  the C o lle g e  u n t i l  the  e n t i r e  sequence o f  

d e c i s io n s  i s  com p leted . Thank you.
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131. LATEX DECISIONS

The in d u str y  in  which you are com peting c o n s i s t s  o f  

l e s s  than 10 f ir m s ,  s im i la r  in  s i z e ,  r e s o u r c e s  and cu rren t  

s a l e s ,  to  th e  P l a s t i c s  D iv i s i o n .  A l l  o f  your co m p etito rs  

have r e c e n t ly  been s e l l i n g  LATEX a t  a p r ic e  o f  50 c e n ts  

per pound and have been sp en d ing  ap p rox im ate ly  $ 50 ,000  per  

month f o r  m arketing. A l l  have $ 1 0 0 ,0 0 0  cash  on hand. 

P roduction

Figure 1 d e s c r ib e s  the r e l a t i o n s h i p  between  

q u a n t i ty  o f  LATEX produced and t o t a l  c o s t s ,  e x c lu d in g  

m arketing c o s t s  and income t a x e s ,  which are 50 p ercen t  o f  

income. * Your p la n t  c a p a c i ty  i s  f ix e d  during  the n e x t  

12 months a t  600 ,000  pounds per month. You are asked to  

determ ine the p rod u ction  o f  LATEX during th e  n ex t  month 

and to  note  i t ,  and the c o s t  o f  p rod u ction  (from Figure  

1) on the D e c is io n  Form p rov id ed .

P r ic e

The number o f  orders you r e c e iv e  w i l l  be d e t e r ­

mined, in  p a r t ,  by the  p r ic e  you charge , r e l a t i v e  t o  the  

r e s t  o f  your c o m p e t i to r s .  Keep in  mind t h a t  v ery  high  

p r ic e s  cou ld  p r ic e  you out o f  the  market e n t i r e l y ,  w h ile  

v e r y  low p r ic e s  cou ld  d ev e lo p  ord ers  in  e x c e s s  o f  your  

c a p a c i ty ,  and cou ld  th e r e f o r e  have a n e g a t iv e  impact on 

your p r o f i t s .  The p r ic e  you charge i s  e f f e c t i v e  on ly  

du rin g  the n e x t  month. There i s  no c a r ry  forward e f f e c t

*  F o r  y o u r  c o n v e n i e n c e ,  u n i t  c o s t s  a r e  p r e s e n t e d  i n  F i g u r e
1A.
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to  en su in g  months. Note your p r ic e  on the D e c is io n  Form.

Marketing Expenses

The number o f  orders you r e c e iv e  w i l l  depend n o t  on ly  

on th e  p r ic e  you ch arge , but on th e  amount o f  funds you 

a l l o c a t e  to  m arketing. Too much m arketing co u ld , in  some 

c ircu m sta n ce s ,  r e s u l t  in  r e c e i v i n g  orders beyond your 

a b i l i t y  to  produce, and would th e r e f o r e  be w aste and would 

tend  to  reduce p r o f i t s .  Too l i t t l e  m arketing cou ld  r e s t r i c t  

ord ers g en era ted . U nlike  the s i t u a t i o n  w ith  p r ic e s ,  

m arketing e f f o r t s  do have a lo n g e r  l a s t i n g  e f f e c t .  The 

amount you spend now w i l l  be e f f e c t i v e  in  the  fu tu r e ,  but 

a t  a d e c l in in g  l e v e l .  T h e r e fo r e ,  in  any month, your 

ord ers w i l l  be more a f f e c t e d  by cu rr en t  sp en d in g  than by 

p r io r  spending l e v e l s .

Inventory

You s t a r t  t h i s  month w ith  an in v e n to r y  o f  500 ,000  

pounds o f  LATEX, v a lu ed  a t  30 c e n t s  per pound. Your 

in v e n to r y  w i l l  v a ry , depending on the r e l a t i o n s h i p  between  

p rod u ction  and orders r e c e iv e d .  For c o s t  o f  goods s o ld  

c a l c u l a t i o n s ,  in v en to r y  w i l l  be va lu ed  a t  t o t a l  c o s t s  

(p er  F igure 1 ) ,  on a FIFO b a s i s .

I I I .  RESIN DECISIONS

The RESIN market can be c o n s id e r e d  t o  be t r u ly  compet­

i t i v e .  I t  i s  composed o f  many p rod u cers , a l l  about the  

same s i z e ,  a l l  producing about th e  same q u a l i t y  m a te r ia l ,  

sind a l l  s e l l i n g  a t  30 c e n t s  per pound. There i s  l i t t l e  

in c e n t iv e  t o  e i t h e r  r a i s e  or low er the p r ic e  and you
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shou ld  th e r e fo r e  c o n s id e r  i t  t o  be f i x e d .  - ---- ---------------------

RESIN s a l e s  p o t e n t i a l  exceed  the c a p a c i ty  o f  the  

MONOMER f a c i l i t y ,  which i s  f i x e d  in  the s h o r t  term to  

35 0 ,000  pounds per month. Your RESIN s a l e s  w i l l  th e r e fo r e  

be e q u iv a le n t  to  th e  amount o f  MONOMER tr a n s fe r r e d  to  your 

D iv is io n  from the Chem icals D iv i s i o n ,  s in c e  each pound o f  

MONOMER produces about one pound o f  RESIN. You w i l l  have 

to  s e t  a p r ic e  on th e  MONOMER you r e c e iv e  from the  

Chemicals D iv i s io n .  This d e c i s i o n ,  a s  w e l l  a s  the  

d e c i s io n  on the q u a n t i ty  t r a n s fe r r e d  has to  be made in  

c o n s u l t a t io n  w ith  the  r e p r e s e n t a t iv e s  o f  th e  Chemicals  

D iv i s i o n .

F igure 2 shows how t o t a l  c o s t s  o f  RESIN vary  w ith  

p r o d u c t io n .*  These c o s t s  do n o t  in c lu d e  th e  c o s t  o f  

MONOMER, but do in c lu d e  a l l  o th e r  c o s t s ,  in c lu d in g  

m arketing. No MONOMER in v e n to r y  i s  to  be m ainta ined ,  

s in c e  th e  MONOMER has p o o r ; s t a b i l i t y .

You w i l l  have to  reach  agreem ent w ith  the  Chemicals  

D iv is io n  r e p r e s e n t a t iv e s  w ith in  th e  ^5 m inutes a l lo c a t e d .  

You may break o f f  d i s c u s s io n s  w ith  them a t  any time during  

th e s e  ^5 m inutes in  order to .m e e t  in  p r iv a te  to  d ec id e  on 

LATEX d e c i s io n s ,  change s t r a t e g y ,  e t c .  In the ev en t  you 

are n ot  a b le  t o  reach  agreem ent on MONOMER p r ic e  and 

q u a n t i ty ,  p le a s e  n o te  on th e  D e c is io n  Form why such  

agreement was n ot made. Note a l s o  your l a s t  o f f e r s ,  as 

w e l l  as th o se  o f  th e  Chem icals D iv i s i o n .  You should  be

*  F o r  y o u r  c o n v e n i e n c e ,  u n i t  c o s t s  a r e  p r e s e n t e d  i n  F i g u r e
2 A .
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aware, however, t h a t  f a i l i n g  t o  reach  agreement w i l l  have 

an u nfavorab le  impact on your D i v i s i o n ’ s e v a lu a t io n ,  s in c e  

co rp o ra te  p o l i c y  s p e c i f i c a l l y  s t a t e s  t h a t  agreem ents must 

be made w ith o u t  th ir d  p a r ty  in t e r v e n t io n ,

IV. REPORTS

F o llo w in g  each d e c i s i o n ,  your team sh ou ld  com plete  

and submit one copy o f  the  D e c is io n  Form, making c e r t a in  

t h a t  you keep your own record  o f  th e  d e c i s io n s  you have 

made.

At the n e x t  c l a s s  m eeting , your.team  w i l l  be g iv e n  

th e  f o l lo w in g  d ata i

LATEX

1. Orders r e c e iv e d

2 . S a le s  made and d e l iv e r e d

3 . Cost o f  goods s o ld

In ven tory  on hand, and i t s  v a lu e

5. P r o f i t s  b e fo re  ta x e s

6 . P r ic e s  charged by your co m p etito r s

7 . T o ta l  in d u s tr y  s a l e s  and ord ers r e c e iv e d

RESIN

1. P r o f i t s  from RESIN s a l e s ,  b e fo re  ta x e s

DIVISIONAL TOTALS

1 , . Before and a f t e r  ta x  p r o f i t s

2 .  Cash on hand

You w i l l  then  be asked t o  make an oth er  s e t  o f  d e c i s ­

i o n s .  Should any o f  your o b j e c t iv e s  and s t r a t e g i e s  change, 

p le a s e  subm it a r e v is e d  Form A.
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V. PERFORMANCE EVALUATION

Team performance w i l l  be e v a lu a te d  on the  b a s i s  o f  

how w e l l  you ach ieved  your s t a t e d  o b j e c t i v e s ,  the r e l a t i o n  

s h ip  o f  th e se  o b j e c t iv e s  t o  ABC co r p o r a te  p o l i c y ,  how w e l l  

you m aintained  rea so n a b le  in v e n to r y  l e v e l s ,  your a t t e n d ­

ance a t  a l l  d e c i s io n  m eet in g s . As n o ted , f a i l u r e  to  reach  

agreement on MONOMER t r a n s f e r s  w i l l  have a s i g n i f i c a n t  

n e g a t iv e  impact on your e v a lu a t io n .

In s h o r t ,  you w i l l  be e v a lu a te d  on the  same b a s i s  as 

th e  e v a lu a t io n  o f  P l a s t i c s  D iv i s i o n  e x e c u t i v e s .
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FIGURE 2A 
RESIN UNIT COSTS 
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PLASTICS DIVISION DECISION FORM
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Team No. ____________

In d u stry  No. ____________

D e c is io n  No. ____________

LATEX

Marketing Expenses  

P r ic e

Production  Q uantity  

P roduction  Cost

RESIN*

MONOMER P r ic e  

P roduction  Q u an tity  

P roduction  Cost

* I f  agreem ent i s  n o t  reached  on MONOMER p r ic e  an d /or  
q u a n t i ty ,  p le a s e  in d ic a t e  th e  reason  why. A lso  n o te  
th e  f i n a l  o f f e r s  o f  both  D i v i s i o n s .  NOTEt I t  i s  t o  
your advantage to  reach  an agreem ent.

Reasons Why Agreement was n o t  Reachedt (Use o th e r  s id e  
i f  n e c e ssa r y )

L ast  P l a s t i c s  D iv is io n  O ffers  L ast Chemical D iv i s io n  O ffers

P r ic e  ____  c e n ts  per pound P r ic e  ____  c e n t s  per pound

Q u a n tity  ___ ,000  pounds Q u a n tity  ___ ,000  pounds

Team Members

C la ss

Date

$ , 0 0 0

  c e n t s  per pound

 ,000  pounds

$ , 0 0 0

  c e n ts  per pound

 ,000  pounds

$ , 0 0 0



FORM A
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Team MembersD i v i s i o n    —

Team No. —_______ -

DateC la s s  ------------ ------

1 .  The f o l l o w i n g  o b j e c t i v e s  h a v e  b e e n  s e t  f o r  o u r  
D i v i s i o n :

2 .  We e x p e c t  t o  a c h i e v e  o u r  o b j e c t i v e s  t h r o u g h  t h e  u s e  o f  
t h e  f o l l o w i n g  s t r a t e g y :
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APPENDIX C

POST-DECISION QUESTIONNAIRE (A)

Now t h a t  you  h a v e  c o m p l e t e d  t h i s  s e r i e s  o f  d e c i s i o n s ,  

i t  w o u ld  be a p p r e c i a t e d  i f  you  w'ould c o m p l e t e  t h e  a t t a c h e d  

q u e s t i o n n a i r e  w h i c h  i s  c o n c e r n e d  w i t h  y o u r  a t t i t u d e s ,  

v i e w s  a n d  p o s s i b l e  f u t u r e  r e l a t i o n s h i p s  w i t h  t h e  o t h e r  

d i v i s i o n  a n d  i t s  m em bers .

T h e r e  a r e  t h r e e  p a r t s  t o  t h i s  q u e s t i o n n a i r e .  I n  

r e s p o n d i n g  t o  e a c h  o f  th e m ,  t r y  t o  t h i n k  o f  y o u r s e l f  a n d  

t h e  members  o f  t h e  o t h e r  d i v i s i o n  w i t h i n  t h e  f r a m e w o r k  o f  

t h e  ABC Company, r a t h e r  t h a n  a s  c l a s s m a t e s .  I n  o t h e r  

w o r d s ,  t r y  t o  d i v o r c e  y o u r s e l f  f r o m  t h e  c l a s s r o o m  e n v i r ­

o n m en t  a n d  r e l a t e  t o  t h e  e n v i r o n m e n t  o f  t h e  s i m u l a t i o n  

a n d  d e c i s i o n  e x e r c i s e  j u s t  c o m p l e t e d .

P l e a s e  c a r r y  o u t  t h i s  p h a s e  o f  t h e  e x e r c i s e  i n d e p e n d ­

e n t l y ,  w i t h o u t  a n y  c o n s u l t a t i o n  w i t h  o t h e r  members o f  t h e  

c l a s s .

T h a n k  y o u .

Name;   C l a s s ;  __________________

Team; D i v i s i o n ;  ___
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P art I .

1. Were you aware o f  the e x i s t e n c e  o f  a market p r ic e  

fo r  the tr a n s fe r r e d  p rod u ct, MONOMER?

Yes _______________

No _______________

Not Sure _______________

2 .  What importance did you a t ta c h  t o  the p r ic e  l e v e l  

o f  the tr a n s fe r r e d  product, MONOMER, in  r e l a t i o n  

to  the t o t a l  p r o f i t  p o t e n t i a l  o f  your D iv is io n ?  

P le a s e  p la ce  an "X" above the space th a t  b e s t  

d e s c r ib e s  your f e e l i n g .

1 2  3 4 5 6 7
Very Of No

Important Importance

3.  On w h a t  do  you  t h i n k  y o u r  p r o f i t  p e r f o r m a n c e  w i l l

be based? P lea se  p la ce  an "X" above the space

t h a t  b e s t  d e s c r i b e s  y o u r  f e e l i n g .

1 2 3 4 5 6  ̂ 7
E n t ir e ly  Equal Weight E n t ir e ly

On Own Given To Own On
D i v i s i o n ' s  D i v i s i o n ’ s Combined

P r o f i t s  P r o f i t s  As P r o f i t s
'Well As 

Combined P r o f i t s  
o f  Both P l a s t i c s  

and Chemicals  
D iv is io n
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P a r t  I I .

On the f o l lo w in g  page i s  a l i s t  o f  p a ir s  o f  
a d j e c t i v e s  th a t  cou ld  be used t o  d e sc r ib e  the members o f  
th e  o th e r  d i v i s i o n  o f  your company.

P le a s e  c o n s id e r  each p a ir  in d i v id u a l l y .  I f  you f e e l  
t h a t  one o f  the a d j e c t iv e s  in  th e  p a ir  i s  ex trem ely  
d e s c r ip t i v e  o f  the members o f  the o th er  d i v i s i o n ,  you 
should  p la c e  an "X" in  the space im m ediately  a d ja cen t  to  
the a d j e c t iv e  (over  the space marked 1 or 6 ) .  For example, 
suppose you are asked to  r a te  th e  members o f  the o ther  
d i v i s i o n  on an o p t i m i s t i c - p e s s i m i s t i c  s c a l e ,  and you th in k  
th e y  are ex trem e ly  o p t i m i s t i c .  In th a t  c a s e ,  you would 
p la ce  an "X" over number 1 as shown:

O p tim is t ic  X_________________________  P e s s im i s t i c
1 2  3 “ JP 5 “ 5”

Or a l t e r n a t i v e l y ,  i f  you th in k  them ex trem ely  p e s s i m is t i c :

O p t im is t ic  X P e s s im i s t i c
—  —  —  -TT ~T IT

I f  you th in k  t h a t  the  a d j e c t iv e  i s  q u it e  d e s c r ip t i v e ,  
but n ot  ex tre m e ly  s o ,  you should  p la ce  an "X" in  the space  
marked e i t h e r  2 or 5» depending on which a d j e c t iv e  i s  more 
c l o s e l y  d e s c r i p t i v e .  For example, i f  you th ink  the members 
o f  th e  o th e r  d i v i s i o n  are q u i t e  o p t im is t i c  or p e s s i m i s t i c ,  
r a th e r  than ex trem ely  s o ,  you would p la ce  the "X" as  
f o l l o w s :

O p tim is t ic   X_____________________ P e s s im i s t i c
1 2  3 “TT~ 5 ~ T ~

or
O p t i m i s t i c ____________________ X______P e s s im is t i c

1 2  3 T "  5 “ 5”

I f  you th in k  th a t  one o f  the a d j e c t iv e s  i s  on ly  
s l i g h t l y  d e s c r ip t i v e  o f  th e  members o f  the o th er  d i v i s i o n ,  
then  you shou ld  p la ce  the "X" on the s c a le  as fo l lo w s :

O p tim is t ic  X P e s s im is t i c
—  —  —  "Ir T  “T"

or
O p t i m i s t i c _______________ X____________P e s s im is t i c

1 2  3 5 “ 5”

IMPORTANT:

1. P le a s e  be sure  th a t  you p la ce  the  "X" marks in  
th e  middle o f  the s p a c e s ,  n ot  a t  the b oun daries .
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2 . Do n o t  use more than one "X" f o r  any p a ir  of  
a d j e c t i v e s .

3. Do n o t  s k ip  any a d j e c t iv e  p a ir s .

Try to  make your judgments r e l a t i v e  to  each p a ir  
o f  a d j e c t i v e s  independent and sep a ra te  from the  
o t h e r s .



On t h i s  p a g e ,  p l e a s e  i n d i c a t e  how 
members  o f  t h e  o t h e r  d i v i s i o n .

CONCILIATORY 

RIGID 

FRIENDLY 

FAIR 

UNCOMPROMISING 

OPEN

COOPERATIVE

UNTRUSTWORTHY

BROAD-MINDED

DISHONEST

UNREASONABLE

GENEROUS

1 2 3 E 5 6

6 5 k 3 2 l

1 2 3 k 5 6

1 2 3 E 5 6

6 5 E 3 2 1

1 2 3 5 6

1 2 3 4 5 6

6 5 3 2 l

l 2 3 E 6 6

6 5 E 3 2 l

6 5 E 3 2 1

1 2 3 E 5 6
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you  v i e w  t h e

UNCONCILIATORY 

FLEXIBLE 

HOSTILE 

UNFAIR

COMPROMISING 

SECRETIVE 

UNCOOPERATIVE 

TRUSTWORTHY 

NARROW-MINDED 

HONEST 

REASONABLE 

GREEDY
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P a r t  I I I ,

The f o l l o w i n g  s t a t e m e n t s  d e s c r i b e  ways t h a t  c o u l d  be  
u s e d  t o  h a n d l e  d i s a g r e e m e n t s  b e t w e e n  y o u r s e l f  a n d  
r e p r e s e n t a t i v e s  o f  t h e  o t h e r  d i v i s i o n .  P l e a s e  p l a c e  a n  
"X" a b o v e  t h e  s p a c e  t h a t  b e s t  i n d i c a t e s  how l i k e l y  you 
w o u ld  u s e  e a c h  o f  t h e s e  m e th o d s  t o  r e s o l v e  s u c h  d i s a g r e e ­
m e n t s ,

a )  A v o id  i n t e r a c t i o n  w i t h  t h e  o t h e r  d i v i s i o n  members a s  
much a s  p o s s i b l e  a n d  t r y  n o t  t o  be d e p e n d e n t  on th em  
f o r  a n y t h i n g .

V e r y  Q u i t e . Somewhat  Somewhat  Q u i t e  V e ry
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

b )  T r y  t o  f o r c e  t h e  o t h e r  d i v i s i o n  t o  a c c e p t  y o u r  
p o s i t i o n .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y  
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

c )  P l a y  down t h e  d i f f e r e n c e s  a n d  e m p h a s i z e  common 
i n t e r e s t s .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y  
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

d) B r i n g  t h e  d i s a g r e e m e n t  c l e a r l y  i n t o  t h e  open  a n d  t r y  
t o  f i n d  t h a t  s o l u t i o n  w h i c h  i s  m o s t  b e n e f i c i a l  t o  t h e  
com pany  a s  a  w h o l e ,  e v e n  i f  i t  means h a v i n g  t o  
s a c r i f i c e  some o f  y o u r  own g o a l s .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e ry  
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

e )  Do e v e r y t h i n g  you  c o u l d  t o  t r y  t o  c o n v i n c e  t h e  o t h e r  
d i v i s i o n  t o  a c c e p t  y o u r  s o l u t i o n .

V e r y  Q u i t e  Som ewhat  Som ewhat  Q u i t e  V e r y  
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

f )  S e a r c h  f o r  a n  i n t e r m e d i a t e  p o s i t i o n ;  t r y  t o  f i n d  a  
c o m p r o m i s e .

Very  Q u i t e  Somewhat Somewhat Q u i te  Very
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y
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g) Try to  avo id  o f fe n d in g  th e  members o f  the o th er  
d i v i s i o n .

Very Q uite Somewhat Somewhat Quite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

h) Use any method a v a i la b le  to  you, such as t h r e a t s ,  to  
coerce the o th e r  d i v i s i o n  to  a cc ep t  your p o in t  o f  v iew .

Very Q uite Somewhat Somewhat Quite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

i )  When problems a r i s e ,  work w ith  the o th er  d i v i s i o n  to  
so lv e  them.

Very Q uite Somewhat Somewhat Q uite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

j)  R efra in  from argument; t r y  n ot to  g e t  in v o lv ed .

Very Q uite Somewhat Somewhat Q uite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  .U n lik e ly

k) Try to  persuade th e  o th er  d i v i s i o n  th a t  your p o in t  of  
view has more m er it  than t h e i r s . .

Very Q uite Somewhat Somewhat Quite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

1) Use b a rg a in in g  t o  s e t t l e  d i f f e r e n c e s .

Very Q uite Somewhat Somewhat Q uite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

m) Make ev ery  e f f o r t  to  smooth over any d i f f e r e n c e s  you 
have w ith  the o th e r  d i v i s i o n .

Very Q uite Somewhat Somewhat Q uite Very 
L ik e ly  L ik e ly  L ik e ly  U n l ik e ly  U n l ik e ly  U n lik e ly

n) Use w hatever power you have to  win accep tan ce  o f  your 
p o in t  o f  v iew .

Very Q u i te  Somewhat Somewhat Q u i te  Very
L ik e ly  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l ik e ly
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o) I n d i c a t e  a  w i l l i n g n e s s  t o  make some c o n c e s s i o n s  i f  t h e  
o t h e r  d i v i s i o n  w o u ld  make some c o n c e s s i o n s  o f  t h e i r  own.

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

p )  I g n o r e  t h e  d i s a g r e e m e n t .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

q )  Use l o g i c a l  a n d  e m o t i o n a l  a r g u m e n t s  t o  g e t  t h e  o t h e r  
d i v i s i o n  t o  a c c e p t  y o u r  p o s i t i o n .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y

r )  I f  a  d i s a g r e e m e n t  a r i s e s ,  s i t  down w i t h  t h e  o t h e r  
d i v i s i o n  a n d  w o rk  i t  o u t .

V e r y  Q u i t e  Somewhat  Somewhat  Q u i t e  V e r y  
L i k e l y  L i k e l y  L i k e l y  U n l i k e l y  U n l i k e l y  U n l i k e l y
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APPENDIX D

POST-DECISION QUESTIONNAIRE (B)

I n s t r u c t i o n s :

S i n c e  t h e  two d i v i s i o n s  a r e  p a r t  o f  t h e  same company,  

i t  i s  l i k e l y  t h a t  s i t u a t i o n s  w o u l d  a r i s e  t h a t  w o u ld  r e q u i r e  

some i n t e r a c t i o n  b e t w e e n  th e m .  We a r e  i n t e r e s t e d  i n  

k n o w in g  how you  a n d  y o u r  d i v i s i o n a l  a s s o c i a t e  w o u ld  be 

l i k e l y  t o  r e a c t  t o  a  n u m b e r  o f  s u c h  s i t u a t i o n s  t h a t  c o u l d  

o c c u r .  F o r  e a c h  o f  t h e  f o u r  s i t u a t i o n s  t h a t  f o l l o w s ,  

t h e r e  a r e  l i s t e d  f i v e  p o s s i b l e  r e s p o n s e s  t h a t  y o u ,  a s  an  

e x e c u t i v e  o f  y o u r  d i v i s i o n  c o u l d  make.

Would you  p l e a s e  c i r c l e  t h e  one  r e s p o n s e  w h i c h  b e s t  

d e s c r i b e s  y o u r  p r o b a b l e  a c t i o n  i n  r e s p o n s e  t o  e a c h  o f  t h e  

s i t u a t i o n s .  You s h o u l d  d i s c u s s  e a c h  s i t u a t i o n  w i t h  y o u r  

a s s o c i a t e  a n d  a g r e e  on one  d i v i s i o n a l  r e s p o n s e  f o r  e a c h  

s i t u a t i o n .

IMPORTANT:

-  P l e a s e  make s u r e  t h a t  y o u  c i r c l e  o n l y  one r e s p o n s e  
p e r  s i t u a t i o n .

-  R e s p o n d  t o  e a c h  s i t u a t i o n .  Do n o t  s k i p  a n y  
s i t u a t i o n s .

-  T h e r e  i s  n o  c o r r e c t  o r  b e s t  a n s w e r  a n d ,  t h e r e f o r e ,  
t h e r e  i s  n o  " g r a d i n g "  i m p l i e d  a s  t o  t h e  c o r r e c t n e s s  
o f  y o u r  c h o i c e s .

Team Number:    C l a s s :  ____________________

D i v i s i o n :    Names: ____________________
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S i t u a t i o n  A

I t  h a s  b e e n  d e c i d e d  t h a t  a  new l i a i s o n  p o s i t i o n  w o u ld  

be s e t  up t o  f a c i l i t a t e  t h e  t r a n s f e r  o f  g o o d s  a n d  t o  

c o o r d i n a t e  t h e  v a r i o u s  j o i n t  e f f o r t s  o f  t h e  d i v i s i o n s .

Your  d i v i s i o n  h a s  som eone  who w o u l d  be p e r f e c t  f o r  t h e  j o b ,  

b u t  he  h a s  a  v e r y  r e s p o n s i b l e  p o s i t i o n ,  a  g o o d  f u t u r e  w i t h  

y o u r  d i v i s i o n  a nd  w o u ld  be v e r y  h a r d  t o  r e p l a c e .  I t  i s  

g e n e r a l l y  a g r e e d  t h a t  y o u r  d i v i s i o n  w o u l d  s u f f e r  f r o m  t h i s  

t r a n s f e r ,  a l t h o u g h  f r o m  a  com pany  s t a n d p o i n t ,  s u c h  l o s s  

w o u ld  be more t h a n  c o m p e n s a t e d  f o r  by  m a r k e d l y  im p r o v e d  

e f f i c i e n c y  o f  p r o d u c t  t r a n s f e r s .  Your  d i v i s i o n  h a s  a  b a c k u p  

man i n  m in d ,  b u t  he  s t i l l  n e e d s  a b o u t  a  y e a r  o f  f u r t h e r  

t r a i n i n g .

Would y o u ,  a s  G e n e r a l . M a n a g e r  o f  y o u r  d i v i s i o n s

i .  A g r e e  t o  i m m e d i a t e l y  t r a n s f e r  t h e  man t o  t h e  new 
p o s i t i o n  a nd  p r o m o te  t h e  b a c k u p  man t o  r e p l a c e  him

i i .  Make t h e  man a v a i l a b l e  f o r  l i a i s o n  w o rk  f o r  a b o u t  
50?o o f  h i s  t i m e  o v e r  t h e  n e x t  3 - ^  m o n th s  a n d  f u l l ­
t i m e  t h e r e a f t e r ,  w i t h  t h e  u n d e r s t a n d i n g  t h a t  he  w o u ld  
be a v a i l a b l e  t o  you  s h o u l d  a  c r i s i s  o c c u r

i i i .  C o n s i d e r  l e t t i n g  t h e  man go  i n  a b o u t  s i x  m o n t h s ,  b u t  
t h e n  o n l y  on a  p a r t - t i m e  b a s i s  u n t i l  a  s u i t a b l e  
r e p l a c e m e n t  i s  t r a i n e d  t o  y o u r  s a t i s f a c t i o n

i v .  Oppose t h e  s i t u a t i o n ,  h o w e v e r  w i l l  t r a n s f e r  t h e  man 
i n  a  y e a r  when t h e  new man i s  f u l l y  t r a i n e d .  Would 
e x p e c t  some c o m p e n s a t i o n  f r o m  e i t h e r  t h e  o t h e r  
d i v i s i o n  o r  f r o m  t h e  com p an y

v .  Would n o t  t r a n s f e r  t h e  man* He i s  t o o  v a l u a b l e  t o  
y o u r  d i v i s i o n  now a n d  h a s  g r e a t  p o t e n t i a l  f o r  t h e  
f u t u r e
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S i t u a t i o n  B

Your  d i v i s i o n  h a s  j u s t  c o m p l e t e d  a  m a j o r  m a r k e t i n g  

r e s e a r c h  p r o j e c t  t h a t  t o o k  two y e a r s  t o  c o m p l e t e  a n d  c o s t  

$ 2 0 0 , 0 0 0 .  The o t h e r  d i v i s i o n  w o u ld  l i k e  t o  h a v e  t h e  

r e p o r t  t o  h e l p  i t  p l a n  f o r  i t s  c a p i t a l  a n d  r e s e a r c h  

p r o g r a m  a n d  t o  a s s i s t  some o f  i t s  c u s t o m e r s  i n  t h e i r  own 

m a r k e t i n g  e f f o r t s .  T h e y  h a v e  a s k e d  y o u  f o r  a  c o p y  o f  t h e  

r e p o r t .  T h i s  w o u ld  u n d o u b t e d l y  i n c r e a s e  t h e  s h o r t  t e r m  

s a l e s  o f  t h e  o t h e r  d i v i s i o n  b e c a u s e  o f  t h e  i n c r e a s e d  

s e r v i c e  i t  c o u l d  r e n d e r  t o  i t s  c u s t o m e r s .  I t  w o u ld  a l s o  

g r e a t l y  im p ro v e  t h e  p r o b a b i l i t y  o f  s u c c e s s  o f  i t s  r e s e a r c h  

p r o g r a m ,  s i n c e  i t  w o u l d  h a v e  a  b e t t e r  g r a s p  o f  m a r k e t  

n e e d s .  H o w ev e r ,  i t  i s  p o s s i b l e  t h a t  y o u r  m a r k e t  p o s i t i o n  

w o u ld  be a d v e r s e l y  a f f e c t e d  s h o u l d  t h e  r e p o r t  f a l l  i n t o  

t h e  h a n d s  o f  y o u r  c o m p e t i t o r s .  A l l  a g r e e  t h a t  t h i s  i s  

p o s s i b l e .

Would y o u ,  a s  G e n e r a l  M a n a g e r  o f  y o u r  d i v i s i o n j

i .  A g r e e  t o  g i v e  t h e  r e p o r t  t o  t h e  o t h e r  d i v i s i o n  t o  
be u s e d  by th e m  i n  a n y  way t h e y  t h i n k  i s  a p p r o p r i a t e

i i .  G iv e  t h e  o t h e r  d i v i s i o n  t h e  r e p o r t ,  w i t h  t h e  u n d e r ­
s t a n d i n g  t h a t  i t  w o u ld  n o t  be  u s e d  f o r  e x t e r n a l  
p u r p o s e s  u n l e s s  y o u r  a p p r o v a l  was o b t a i n e d  i n  a d v a n c e

i i i .  G iv e  t h e  o t h e r  d i v i s i o n  t h e  r e p o r t ,  b u t  w o u ld  i n s i s t  
t h a t  i t  n o t  be u s e d  o u t s i d e  t h e  c o m p an y ,  e v e n  i n  
n o n - c o m p e t i t i v e  a r e a s

i v .  A l l o w  t h e  o t h e r  d i v i s i o n  t o  r e a d  t h e  r e p o r t  i n  y o u r  
o f f i c e  i f  t h e y  a g r e e  t o  u s e  t h e  i n f o r m a t i o n  f o r  
i n t e r n a l  p u r p o s e s  o n l y ,  b u t  w o u ld  n o t  a l l o w  th e m  t o  
h a v e  a  c o p y

v .  R e f u s e  t o  g i v e  t h e  r e p o r t  o r  a n y  i n f o r m a t i o n  t o  t h e  
o t h e r  d i v i s i o n .  The p o t e n t i a l  r i s k  t o  y o u r  d i v i s i o n
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i s  o f  more importance t o  you than th e  improvement in  
th e  o ther  d i v i s i o n ' s  o p e r a t io n s ,  no m atter how good 
f o r  the o v e r a l l  o p e r a t io n s  o f  the e n t i r e  company
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S i t u a t i o n  G

Your  d i v i s i o n  h a s  a d e q u a t e  w a r e h o u s e  f a c i l i t i e s  i n  

C h i c a g o .  The o t h e r  d i v i s i o n  d o e s  n o t ,  a n d  h a s  s u g g e s t e d  

t h a t  y o u r  d i v i s i o n  j o i n  w i t h  t h e m  i n  b u i l d i n g  a  new, 

l a r g e r  j o i n t  f a c i l i t y .  C o s t s  t o  y o u r  d i v i s i o n  w o u ld  

p r o b a b l y  r e m a i n  a b o u t  t h e  s a m e ,  a l t h o u g h  t h e r e  i s  a  20 fo 

c h a n c e  t h a t  t h e  c o s t s  w o u ld  be  so m ew h a t  h i g h e r  t h a n  y o u r  

c u r r e n t  c o s t s .  A l s o ,  t h e r e  i s  l i k e l y  t o  be some d i s r u p t i o n  

o f  s e r v i c e  a s  a  r e s u l t  o f  t h e  new c o n s t r u c t i o n  a n d  

r e l o c a t i o n .  H ow ever ,  c o m b in e d  c o s t s  w o u ld  be much l o w e r  

t h a n  i f  t h e  o t h e r  d i v i s i o n  w e r e  t o  b u i l d  a  s e p a r a t e  

f a c i l i t y .  T h e r e  i s  no  room  f o r  e x p a n s i o n  o f  y o u r  

f a c i l i t i e s  b e y o nd  t h a t  r e q u i r e d  t o  m e e t  y o u r  f o r e s e e a b l e  

n e e d s .

Would y o u ,  a s  G e n e r a l  M a n a g e r  o f  y o u r  d i v i s i o n :

i .  A g re e  t o  t h e  p r o p o s a l  w i t h o u t  r e s e r v a t i o n s  o r  
c o m p e n s a t i o n

i i .  A g r e e  t o  t h e  p r o p o s a l ,  b u t  w o u l d  i n s i s t  on c o m p e n s a ­
t i o n  f r o m  t h e  o t h e r  d i v i s i o n  f o r  a n y  d i f f e r e n c e s  i n  
c o s t s

i i i .  A g re e  t o  t h e  p r o p o s a l  i f  y o u  r e c e i v e d  t o t a l  com pen­
s a t i o n  f o r  c o s t  d i f f e r e n t i a l  a n d  a s s u r a n c e  t h a t  you 
c o u l d  name t h e  m a n a g e r  o f  t h e  j o i n t  o p e r a t i o n ,  h a v e  
h im  r e p o r t  t o  y o u ,  a n d  t h e r e b y  a s s u r e  y o u r  d i v i s i o n  
o f  p r e f e r e n t i a l  t r e a t m e n t

i v .  R e q u e s t  t h a t  t h e  o t h e r  d i v i s i o n  r e n t  some s p a c e  f o r  
t h e  n e x t  1 -2  y e a r s ,  e v e n  t h o u g h  t h i s  w o u ld  c a u s e  
c o n s i d e r a b l e  e x p e n s e  a n d  i n c o n v e n i e n c e  t o  them?
T h i s  w o u ld  g i v e  you  t i m e  t o  d e c i d e  w h e t h e r  you  w a n t e d  
t o  t i e  y o u r  d i v i s i o n ’ s  o p e r a t i o n s  t o  t h o s e  o f  t h e  
o t h e r  d i v i s i o n  » I f  you  d i d  l a t e r  d e c i d e  t o  do s o ,  
you  w o u ld  n e e d  a s s u r a n c e  t h a t  you  c o u l d  name t h e  
m a n a g e r  o f  t h e  j o i n t  f a c i l i t y ,  h a v e  h im  r e p o r t  t o  
y o u ,  a n d  t h e r e b y  a s s u r e  y o u r  d i v i s i o n  o f  p r e f e r e n t i a l  
t r e a t m e n t .
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v .  Be u n w i l l i n g  t o  s e r i o u s l y  c o n s i d e r  t h e  p r o p o s a l ,  
e v e n  i f  c o m p e n s a t i o n  i s  i n c l u d e d ,  s i n c e  i t  would^  
c r e a t e  p r o b l e m s  and  i n c o n v e n i e n c e  f o r  y o u r  d i v i s i o n  
a n d  i t s  c u s t o m e r s
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S i t u a t i o n  D

An i m p o r t a n t  c u s t o m e r  o f  t h e  o t h e r  d i v i s i o n  h a s  a  

t e c h n i c a l  p r o b l e m ,  t h e  a n s w e r  t o  w h i c h  i s  l i k e l y  t o  be 

known b y  t h e  t e c h n i c a l  s t a f f  o f  y o u r  d i v i s i o n .  T h e y  h a v e  

a s k e d  you t o  h e l p  t h e m  s o l v e  t h i s  p r o b l e m  f o r  t h e i r  

c u s t o m e r  who i s  a  p o t e n t i a l  c o m p e t i t o r  o f  y o u r s .  I f  t h e  

p r o b l e m  i s  s o l v e d ,  t h e  c u s t o m e r  h a s  a g r e e d  t o  s i g n  a  l o n g  

t e r m  p u r c h a s e  a g r e e m e n t  w i t h  t h e  o t h e r  d i v i s i o n  a t  v e r y  

a t t r a c t i v e  p r i c e s ,  s u c h  t h a t  t h e  p r o f i t  t o  t h e  o t h e r  

d i v i s i o n  w o u ld  be  s u b s t a n t i a l l y  g r e a t e r  t h a n  a n y  p o s s i b l e  

l o s s  t o  y o u r  d i v i s i o n  c a u s e d  by  t h e  a c t i o n s  o f  y o u r  

c o m p e t i t o r .

Would y o u ,  a s  G e n e r a l  M a n ag e r  o f  y o u r  d i v i s i o n :

i .  A g r e e  t o  h e l p  t h e  o t h e r  d i v i s i o n  by p r o v i d i n g  s p e c i f i c  
i n f o r m a t i o n  f r e e  a n d ,  i f  n e c e s s a r y ,  s e n d  i n  y o u r  own 
t e c h n i c a l  p e o p l e  t o  s o l v e  t h e  p r o b l e m  f o r  t h e  o t h e r  
d i v i s i o n ' s  c u s t o m e r  a t  n o  c h a r g e  t o  them  o r  t o  t h e  
o t h e r  d i v i s i o n

i i .  A g r e e  t o  g i v e  t h e  o t h e r  d i v i s i o n  s p e c i f i c  i n f o r m a t i o n ,  
w i t h o u t  c h a r g e ,  a t  a  m e e t i n g  a t t e n d e d  by  r e p r e s e n t ­
a t i v e s  o f  t h e  t e c h n i c a l  d e p a r t m e n t s  o f  t h e  two 
d i v i s i o n s

i i i .  A g r e e  t o  g i v e  t h e  o t h e r  d i v i s i o n  a  l i m i t e d  a m o u n t  o f
g e n e r a l  i n f o r m a t i o n  f r e e ,  b u t  f o r  s p e c i f i c  i n f o r m a t i o n  
o r  f o r  d i r e c t  a s s i s t a n c e ,  t h e  o t h e r  d i v i s i o n  m u s t  p a y  
c o m p e n s a t i o n  t o  c o v e r  a l l  c o s t s

i v .  R e f u s e  t o  g i v e  a n y  i n f o r m a t i o n  t o  t h e  o t h e r  d i v i s i o n  
u n l e s s  t h e y ,  o r  t h e i r  c u s t o m e r ,  a g r e e d  t o  b u y  t h e  
i n f o r m a t i o n  o r  t o  p a y  a  r o y a l t y  o v e r  t h e  n e x t  f i v e  
y e a r s .  T o t a l  c o m p e n s a t i o n  w o u ld  h a v e  t o  i n c l u d e  
t o t a l  c o s t s  p l u s  a  c o n s i d e r a b l e  p r o f i t

v .  R e f u s e  t o  g i v e  a n y  i n f o r m a t i o n ,  s i n c e  you  w i l l  n o t  
h e l p  a  p o t e n t i a l  c o m p e t i t o r ,  no  m a t t e r  how u s e f u l  i t  
m i g h t  b e  t o  t h e  o t h e r  d i v i s i o n  o r  t h e  com pany  a s  a  
w h o le
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S i t u a t i o n  E

The company i s  in  th e  m idst o f  a l l o c a t i n g  r e se a r c h  

funds to  the  d i v i s i o n s .  The o th er  d i v i s i o n  has su g g e s te d  

th a t  your d i v i s i o n  in c lu d e  in  i t s  r e s e a r c h  program a la r g e  

p r o j e c t  t h a t  has an e x c e l l e n t  chance o f  s i g n i f i c a n t l y  

im proving th e  o th er  d i v i s i o n ' s  c o m p e t it iv e  p o s i t i o n .  The 

p r o j e c t  has a s i g n i f i c a n t l y  h ig h e r  p r o f i t  p o t e n t i a l  than  

any o f  your d i v i s i o n ' s  p r o j e c t s .  Only your d i v i s i o n  has 

th e  know-how and the equipment t o  s u c c e s s f u l l y  c a r ry  out  

th e  e n t i r e  p r o j e c t ,  a lthou gh  some o f  i t  cou ld  be done by 

o t h e r s ,  a t  reduced e f f i c i e n c y  and com petence. To take on 

t h i s  p r o j e c t ,  you would have t o  c u t  some o f  your own 

p r o j e c t s ,  s in c e  the t o t a l  r e se a r c h  budget i s  f ix e d  and th e re  

i s  no p o s s i b i l i t y  o f  in c r e a s in g  i t .

Would you, as G eneral Manager o f  your d iv i s io n !

i .  Agree t o  cu t  your own program as s u g g e s te d  and to  
s u b s t i t u t e  the o th e r  d i v i s i o n ’s  p r o j e c t .  S in c e  you 
have the e x p e r t i s e ,  you would agree  t o  c o o r d in a te  a l l  
a c t i v i t i e s .  Compensation would be a t  c o s t .

i i .  L im it your r e s p o n s i b i l i t y  t o  c a r ry  out o n ly  th o se
p a r ts  o f  the p r o je c t  t h a t  co u ld  n o t  be handled by the
o th e r  d i v i s i o n  or by o u t s i d e r s .  S in c e  your d i v i s i o n
has th e  e x p e r t i s e ,  you would agree  t o  co o r d in a te  a l l  
o f  the a c t i v i t i e s  o f  th e  v a r io u s  la b o r a t o r i e s .  
Compensation would be a t  c o s t .

i i i .  L im it your r e s p o n s i b i l i t y  t o  ca rry  out o n ly  th o se
p a r ts  o f  th e  p r o je c t  t h a t  co u ld  n o t  be handled by the
o th er  d i v i s i o n  or by o u t s i d e r s .  The o th e r  d i v i s i o n  
would have to  assume r e s p o n s i b i l i t y  f o r  c o o r d in a t in g  
a l l  o f  the a c t i v i t i e s  o f  th e  v a r io u s  la b o r a t o r i e s ,  
even though t h i s  would have th e  e f f e c t  o f  red u c in g  
the  o v e r a l l  e f f i c i e n c y  o f  th e  p r o j e c t  and e x te n d in g  
the tim e t o  com p letion . Compensation would be a t  c o s t .

i v .  C onsider undertak ing  th e  r e se a r c h  p r o j e c t  o n ly  i f  the  
oth er  d iv i s i o n  pays enough f o r  your e f f o r t s ,  s o  th a t
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none o f  your p r o j e c t s  would be dropped. T his would 
mean th a t  you would r e c e iv e  com pensation  c o n s id e r a b ly  
in  e x c e s s  o f  your d i r e c t  c o s t s  and would r e s u l t  in  
th e  e l im in a t io n  o f  some p r o j e c t s  o f  the  o th er  d i v i s i o n  
th a t  had more p r o f i t  p o t e n t i a l  than your own. The 
o th e r  d i v i s i o n  would have to  assume r e s p o n s i b i l i t y  
f o r  c o o r d in a t io n  o f  a l l  a c t i v i t i e s .

v .  R efuse t o  undertake the work under any c ir c u m sta n c e s .  
The added load  on r e sea r c h  management and c o n t r o l  
would d e tr a c t  from your own p r o j e c t s ,  no m atter  what 
com pensation you r e c e iv e d  from the  o th e r  d i v i s i o n .
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APPENDIX D

DESCRIPTIVE STATISTICS 
FOR ITEMS IN 

CONFLICT RESOLUTION SCALE

Item a - Avoidance

Very 1 =̂ ([2)
Likely

2   ( 1 0 )

3  ----------------------------- ( 3 5 )

i* -----------  (27)

5  — ----------- .-------- (71)

Very 6 ■ (39)
Unlikely

0 20 AO 60 80
Frequency

Mean A.A78

Mode 5-0
Median A.75A

tV v *5 .
Variance 1.519

N o te s i  n  ■ 18A

P a r e n th e s e s  i n d i c a t e  num ber o f  s u b j e c t s

100
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Itera b -

Very
Likely

Very
Unlikely

APPENDIX D -  C o n tin u e d

Forcing

( 8 )

(9)

(3*0

  (66 )

(39)

(2 8 )

20 $0  60  80  100 

Frequency 
Mean 3.393-
Mode 3*0
Median 3*258 
Variance 1.^7^

Note i n ■ 181*
P a r e n t h e s e s  i n d i c a t e  numbbr o f  s u b j e c t s
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Item c - Smoothing

Very 1 ■     (3 8 )Likely
■ (55) 

(5*0

(29)

(6 )

Very 6 - (2)
Unlikely

0 20 40 6 0 80
Frequency

Mean 2,543
Mode 2,0
Median 2,482 
Variance 1,310
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100

Note1 n ■ 184
P a r e n th e s e s  i n d i c a t e  number o f  s u b j e c t s
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APPENDIX D -  C o n tin u e d

Item d - Problem Solving

Very 1    ■   ( W
Likely

(8 )

( t o )  

( t o )

(35)

Very 6 - (2)
Unlikely 0 20 AO 60 80

Frequency

Mean 2.5A9
node
Mode 1.0
Median 2.A?8 
Variance 1.539

100

N otes n  *  18A

P a r e n t h e s e s  i n d i c a t e  number o f  s u b j e c t s
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Iten e - Persuasion

Very 1 — —  (2 3 ) 
Likely

5 —  (7)

Very 6 - (3) 
Unlikely

—450)

----------- (76)

(25)

20 ifO 60 80

Frequency

Mean 2•739
Mode 3*0
Median 2.75 
Variance 1.11*5

100

N o tes  n  ■ 18*f

P a r e n th e s e s  i n d i c a t e  number o f  s u b j e c t s
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APPENDIX D -  C o n tin u e d

Item f - Bargaining

Very 1 
Likely

Very 6 Unlikely

( 8 )

( 6 )

(0)

20

Mean
Mode

(38)

(78)

( 5*0

ifO 60
Frequency

2 ,2?2

2 . 0

80

Median 2,192 
Variance 0.898

N o te  1 n  «  18*f

P a r e n t h e s e s  i n d i c a t e  number o f  s u b j e c t s

100
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APPENDIX D -  C o n tin u e d

Item g - Smoothing

Very 1 — ......   (43)
Likely

2   ( 56 )

3 --------------------  (44)

4 ------------  (28)

5 ----  (11)

Very 6 - (2)
Unlikely

0 2 0 40 6 0 80
Frequency

Mean 2 . 5 3 3

Mode 2.0
Median 2.375 
Variance 1.518 

Note: n ■ 184
Parentheses indicate number of subjects

100
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Item h - Forcing

Very i - (2)
Likely

2   ( 10)

3 -------------  (3 0 )

b ------------  (28)

5 -----------------------------------  (4*3 )

Very 6 ■ ■■ --—  (71)
Unlikely

0 20  40  60  80  100

Frequency

Mean 4.701
Mode 6.0
Median 5*012 
Variance 1.774

N o tes  n  ■ 184

P a r e n th e s e s  i n d i c a t e  num ber o f  s u b j e c t s
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APPENDIX D -  C ontinued

Item 1 - Problem Solving

Very 1 ....  ....... ■■■■ (52)
Likely

2   (56 )

3  ------------------------------------  ( 2+2 )

2+ -----------  (25)

5   ( 8 )

Very 6 - (1)
Unlikely

0 20 40 60 80
Frequency

Mean 2.370
Mode 2•0
Median 2.212+
Variance 1.402+

N o te i n«184

P a r e n th e s e s  i n d i c a t e  number o f  s u b j e c t s

100
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APPENDIX D -  C ontinued

Item j - Avoidance
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Item k - Persuasion
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Item n - Forcing
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Item r - Problem Solving
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