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3The aim of this study is to further develop the behavioral theory of the firm
into the context of sticky cost research. The company’s actions in managing
resources can be explained through the

concept of attainment discrepancy level and resource

30slack in the behavioral theory of the firm

explaining the company’s sticky costs. This study also examines the effect of attainment discrepancy levels,
both historical and social, on cost behavior between slack dimensions and overall slack. To examine it, this
study used 2,416 observations data from 302

18companies listed on the Indonesian Stock Exchange during 2009

Tuo, 2019; Weiss, 2010). Many motives that drive sticky cost, one of them

28is the explanation of the resource adjustment cost. The resource adjustment
costs predict cause of

Soderstrom, 2004;

17Cannon, 2014; Chen, Lu & Sougiannis, 2012; Dierynck, Landsman &
Renders, 2012; Kama & Weiss, 2013

; Weiss, 2010). As an example, Chen at al. (2012) found strong evidence that sticky costs occur due to
empire-building behavior found in manager’s action, where the greater the nature of self-interested
manager’s consideration, the greater the occurrence of sticky costs in the firm costs’ account. Dierynck et al.
(2012) managed to empirically find out those companies with the ability to meet break-even earnings
targets, neither profit nor loss, tended to have relatively small sticky costs. Such a company tends

16to reduce resources when sales increase and hold fewer resources when
sales decline in order to

Weiss (2013) found that to achieve certain earning targets that had encouraged managers to reduce
resources excessively, especially when reducing sales rather than considering optimizing the interests of the
company’s value, thereby reducing the occurrence of sticky costs due to this decline is temporary. The act of
accelerating the reduction of these resources is motivated by the drive to achieve earnings targets because
when there is no encouragement to achieve these earnings targets, managers do not

4reduce resources when sales decline, which causes sticky costs to

occur (

4Kama & Weiss, 2013). Based on the

Suthiono, 2014;

8Balakrishnan et al., 2004; Cannon, 2014; Chen et al., 2012; Dierynck et al.,
2012; Kama & Weiss, 2013

Weiss (2013) argued that all efforts aimed at understanding the causes of changes in the company’s cost
structure cannot be separated from the motives and incentives of managers as decision-makers in allocating
resources and internal drivers within the company. This study uses the company’s internal business
processes as managerial incentives for affecting sticky cost behavior, which is different from with managerial
incentives for these determinants sticky costs from

24Dierynck et al. (2012, Chen et al. (2012) and Kama & Weiss (2013

March (1963) argue that

30the behavioral theory of the firm focuses more on the explanation of events

and

March (1963) and Anderson

32et al. (2003), the contribution of this study is the use of

a framework of

3the behavioral theory of the firm, from the perspective of understanding the
company’s

internal business processes to explain the company’s sticky costs. In addition, the behavioral theory of the
firm might be predicted to accommodate the conflicting theories in determinants sticky cost so that it could
provide an additional alternative of the sticky cost phenomenon as a complete explanation complementing
from previous research (

26Anderson et al., 2003; Balakrishnan, Petersen & Soderstrom, 2004; Banker,
Byzalov & Chen, 2013

Weidenmier, 2016;

24Dierynck et al., 2012; Chen et al., 2012; Kama & Weiss, 2013

March, 1963). Two important concepts in

19the behavioral theory of the firm that can be used

Byzalov, 2014). In addition, the observation period of this current study is from 2009 to 2017 so that it can
complement

14the results of previous studies. Furthermore, the organization of the

discussion of this article includes the literature review and development of hypotheses, the research
methods used to answer research questions. Further discussion will relate to the findings and discussion of
important findings, and conclusions on the entire research process.

292. Literature Review and Hypotheses Development 2.1 Sticky Cost

Cost becomes sticky as an asymmetrical

34change in costs to changes in the level of

a company’s sales activity, that is, costs increase more when company sales increase than when sales
decline (

25Anderson et al., 2003; Banker et al., 2018; Banker & Byzalov, 2014; Han et al

., 2019). In line with this definition, Cannon (2014) describes sticky costs as costs add up more quickly when
sales increase; conversely, costs are reduced to slower when sales decline. Banker et al. (2014a) consider
sticky costs as a smaller cost reduction over sales decline

34compared to an increase in costs when sales increase

Byzalov, 2014). Anderson et al. (2003) examined sales, general and administrative costs and statistically
and significantly

21found that sales, general and administrative costs increased by an average
of 0.55 per 1% increase in

sales, but decreased by an average of 0.35 per 1% decrease in sales. Anderson et al. (2003) also
succeeded in identifying the determinants of the asymmetric cost behavior based on the explanation of the
resource adjustment cost theory,

25such as asset intensity, and labor intensity of the company, and

also

8economic factors such as GNP growth. After Anderson et al. (2003

Naoum, 2017). Cohen et al. (2017) conducted a study on managers at the Greek local government level and
found that managers adjust administrative costs when revenue decline rapidly compared to when revenue
increase; otherwise, adjusting provision costs quickly when sales increase rather than sales decreases so
that these costs become asymmetrical. Weiss (2010) explains sticky costs and anti-sticky costs in the
context of capacity adjustment. These fixed costs arise when the company is already in full capacity. The
anti-sticky costs state appear at greater and faster purchase costs at the time of

12a decrease in sales compared to an increase in

sales (Balakrishnan et al., 2004; Weiss, 2010). The cause of anti-sticky costs is due to a decrease in sales
along with the use of company resources that are still dependent on normal capacity or there is still a lot of
excess capacity, then managers do increase the company’s capacity to increase the ratio of increased sales
(Balakrishnan et al., 2004; Weiss, 2010). In line with this explanation, Cannon (2014) found the behavior of
anti-sticky costs arises when managers save more costs by reducing capacity when demand decreases
compared to reducing capacity when demand grows. Several studies have examined sticky cost’s
determinant from various perspectives (

16Dierynck et al., 2012; Chen et al., 2012

March (1963),

19behavioral theory of the firm is a theory that

March, 1963; Kaczmarek, 2017). Becerra (2009) considers that behavioral theory of the firm is able to
provide a realistic picture of the company through

32the important role of managers in making decisions to

coordinate and manage inter-company internal structures. Becerra (2009) argues that a company’s success
in adjusting to the business environment is very much determined by the effective management of the
company’s internal structure through the accuracy of decision making, controlling, incentives, and
determining the company’s goals. The internal structure of the company is used as a foundation for

19behavioral theory of the firm to explain and predict the

Miller (2008) found that the acquisition action at the corporate level is reduced when the actual performance
is below the level of aspiration performance, so the company is only able to do a local search to improve
business performance that is running. Most of the focus

27of the company’s management attention is to focus more on

Miller, 2008; Gavetti et al., 2012; Labianca et al., 2009). Adjustments to these lower aspirational
performance levels are made by the company so that previous actual performance experiences are not
repeated in the next period and

14the company is expected to be able to

Miller, 2008; Lin et al., 2009). The greater the level of resource slack

14owned by the company, the greater the company

Long, 2018). Companies with small resource slack ownership do not have the flexibility to be able to adapt
optimally to environmental changes because they have limited available resources. This company tends to
focus only on selective corporate control so that the use of resources is more effective, even tend to make
internal efficiency so that companies do not experience difficulties when facing changes in business
activities (Chen, 2008). This limited resource slack causes the company to not have sufficient buffer
mechanism to anticipate the cessation of the company’s activities when adjustments are found to the
company’s internal processes (Bourgeois, 1981). Related

21to the occurrence of sticky costs, on the basis of the slack level of these

resources, company

management attempts to maintain greater resources at a small slack level than a large slack level, causing a
higher sticky cost level at a small slack level compared to the greater slack level. Companies with small
resource slack also indicate the limited capacity to increase and change activities, even tend to conduct
efficient use of resources strictly. This company tends not to immediately reduce unused resources when
there is a decrease in sales for fear of being

31able to burden the company’s internal business processes in the

Miller, 2008; Chen, 2008). This condition of the company causes high sticky cost behavior in companies with
small resource slack compared to large slack. Based on this explanation, the research hypothesis proposed
is as follows: H2: Slack resources affect the sticky cost 3. Research Methods 3.1 Data Collection Method
The population of this study consists of data on annual reports of

9companies listed on the Indonesian Stock Exchange during the year 2009-

2017 from the

Bloomberg database, except financial companies. Table 1. Sample’s observation Sampling Criteria
Merchandising’s firms Manufacture’s firms Service’s Number firms Total Population (-) Delisting Firms (-)
Firms taking merger or acquisition (-) Missing value (-) Outlier Number of sampling firms Number of firm-
years observation Source: Research Summary (2019) 122 151 (6) (5) (23) (14) (25) (9) 68 123 544 984 178
(4) (2) (36) (25) 111 888 451 (15) (2) (73) (59) 302 2,416 Table 1 provides sample criteria for this research.
One of the main things is observation must not do a merger or acquisition because the company has taken
long-term action, while

8the aim of the research is to investigate the company’s cost behavior

in the short term. As for the initial, there were 451

14companies listed on the Indonesian Stock Exchange during 2009-2017. The
final sample data used

in this study was 2,416 observations from 302 companies after subtracting from the missing value and
outlier. Most research samples consist of manufacturing firms (123), then service firms (111), and,
merchandising firms (122). 3.2 Model Specification Analysis This research uses a sticky cost regression
model used by Chen at al. (2012) by carrying out several developments that are tailored to the objectives of
this study. They argue that the use of interaction variables in the specification of this model aims to reduce
the problem of multicollinearity and to compare the main effects of each standalone variable. Therefore, this
research uses this following main model to investigate hypothesis: Log(Operating Costs,t)/(Operating Costsi,

11t-1) = β0 + β1 log (Salei,t)/(Salei,t-1) + β2*Decrease Dummy* log(Salei,t)/(Salei,t-
1

) + β3* HisAtt.Des. i,t*Decrease Dummy*

11log(Salei,t/Salei,t-1

) + β4*SocAtt.Des. it*Decrease Dummy* log (Salei,t /Sale i,t -1) + β5 * Total Slacki,t *

17Decrease Dummy * log(Sale i,t /Sale i,t -1) + β6 * Employee Intensity,t *

Decrease Dummy * log(Salei,t

/Salei,t -1) + β7 * Asset Intensityit * Decrease Dummy *

11log (Salei,t/Salei,t-1) + β8 * Successive Decreasei,t * Decrease Dummy *

log(Salei,t/Salei,t-1) + β9 * Att.DesHisi,t

+ β10* Att.Des.Sosi,t + β11* Total Slacki,t + β12 * Employee Intensityi,t + β13* Asset Intensityi,t + β14 *
Successive Decreasei,t + εt Where: Operating cost and sale are total operating cost and sale revenue

9for firm i at year t. Decrease dummy has a value

of 1 if sales in the period t are smaller than t-1, otherwise 0. Koefisien β1 describes

15the percentage increase in operating costs for every 1 per cent increase in
sales. The sum of coefficients β1+ β2 indicates the percentage decrease in
operating costs for every 1 per cent decrease in sales

. Historical attainment discrepancy level is the difference between return on assets for firms i in years t and
in years t-1; Social attainment discrepancy level is a comparison between return on assets for firms in years
t and the median value of return on assets in the previous period (t-1) of all companies in one industry.
Available slack is the number of total current assets

22divided by total current liabilities for firm i in year t. Potential slack is the ratio of
total equity divided by total liabilities for firm i in year t. Unabsorbed slack is

measured as totally free cash flow divided by total asset for firm i in year t, and

27free cash flow is derived from cash flow from operating activities- capital
expenditures

. Total slack is the index value obtained through factor analysis using principal-axis factor extraction based
on oblique rotation.

13Employee intensity is the number of employees divided by total sale

revenue; Asset intensity is the number of total assets divided by total sale

revenue; Successive decrease is dummy variable that is equal to 1 if sale in
year t-1 is less than in t-2, otherwise 0

<

200.01, **p<0.05, *p<0.1, respectively Source: Research Summary (2019) In

general, the results of the correlation test in Table 3 do not find multicollinearity problems

18between the independent variables and the dependent variable in this

research model

Anderson (2010) say that multicollinearity between variables becomes a problem when the Pearson
correlation value is more than 90. For example, Log (Sale) is significant with a correlation value of 0.186 with
available slack, while the correlation with total slack also only 0.064 so

18that the correlation between the two independent variables does not

become a disturbance in this regression model. Therefore, this research model is free of multicollinearity
problems (Hair et al., 2010). 4.3 Hypothesis Testing This study uses a regression model estimation based on
HAC (Newey-West). Gujarati (2004) argues that the HAC (Newey-West) regression model is useful for
overcoming regression models that contain heteroskedasticity and multicollinearity problems. Therefore, the
estimated coefficient of research has been freed from the problems of these classic assumptions. Table 4.
Determinants of cost stickiness Variable(s) Available Slack Constant 1.588066*** Log(sales changes)
0.225264*** Potential Slack Unabsorbed Slack 1.595592*** 1.56685*** 0.221334*** 0.234871*** Total Slack
1.589275*** 0.223867*** DecDummy*Log(sales changes) -0.014693*** -0.013999** -0.017132***
-0.012637** IndustryDummy 0.00115 0.001162 -0.001321 0.001128 Interaction terms (Variables*
DecDummy*Log(sales changes) Historical

10Attainment Discrepancy 0.000547*** 0.000552*** -0.000964** 0.000554*** Social

Attainment Discrepancy -0.001231*** -0.001206*** -0.000495 -0

.001223*** Available Slack 0.00000365** Potential Slack 5.55E-09*** Unabsorbed Slack 0.00000322** Total
Slack 0.000445***

4Employee Intensity -0.007338 -0.005989 -0.00283 -0.006862 Asset Intensity
-0.00000101 -0

.00000184** -7.63E-07 -0.00000158*** Successive Decrease 0.0000203 -2.65E-08 -0.0000116 0.0000121
Standalone Variables Historical

10Attainment Discrepancy -0.000922*** -0.000927*** -0.0012*** -0.000924*** Social

Attainment Discrepancy 0.001054*** 0.001059*** 0.00127*** 0

.001058*** Available Slack -0.00000357* Potential Slack -9.67-09 Unabsorbed Slack -4.72E-07 Total Slack
-0.000383*

4Employee Intensity 0.013235 0.010291 0.012257 0.011796 Asset Intensity
0.00000259*** 0.00000287*** 0.00000229** 0.00000294*** Successive Decrease
-0.000191* -0.000188* -0.0000711 -0.000193* Adj.R2 0.165981 0.165404 0.180204 0

<

200.01, **p<0.05,*p<0.1, respectively Source: Research Summary (2019) Tests in
Table 4 show that

operating costs increase more when a company’s sales increase compared to when sales decrease.
Company operational costs behave sticky cost. These results support the existence of sticky costs for
company operating costs for slack dimensions and also total slack. The largest

26estimated value of β1 is 0.23 for the significant unabsorbed slack at p-value 1

%,

33which indicates that operating costs increase by 0.23% for every 1% increase
in sales. The estimated value of β2

Byzalov (2014). For the first time,

28Banker et al. (2014) prove that the sticky cost and anti

-sticky cost events are caused by events of

9the previous period, where an increase in sales of the previous period caused

sticky

costs, and a decrease in sales of the previous period increased the occurrence

12of anti-sticky costs. The Banker & Byzalov (2014

) argue that company managers become optimistic when sales increase in the previous period so that it
encourages not to immediately adjust costs that occur in the current period and the occurrence of sticky
costs occur; otherwise, when managers are pessimistic about the decline in sales of the previous period,
then the manager encourages a decrease in the current period’s resources and this causes anti-sticky costs.
Historical performance achievements make company managers pay attention to and sometimes keep up
with changes in sales. By comparison of historical performance, operational costs are a little sticky cost for
all slack resources, except for the unabsorbed slack. Companies with historical attainment discrepancy
become more sticky cost levels when the company has free cash flow. The existence of this cash source
provides a great opportunity for companies to increase short-term activities because the company has
sufficient internal funding sources to support internal business processes. Therefore, companies increase
committed resources to support increased sales and also maintain unemployment resources even though
the company has decreased sales. This shows that the existence of this type of unabsorbed slack can
reduce the level of sensitivity of the company’s historical performance achievements. The company has free
cash available to support all of the company’s short-term activities. This shows that the existence of free
cash flow makes the company maintain slack resources when the company has decreased sales but dares
to add new slack resources when the company has increased sales. This company’s action makes the
company’s cost behavior sticky cost. However, the company’s actions become different when the company
does not have the availability of unabsorbed slack in the form of free cash flow, such as available slack,
potential slack, and overall slack. Company managers are very sensitive to changes in company sales when
changes in sales are associated with historical performance achievements. This result is different from
Calleja et al. (2006) proved that profitability (return on equity) did not affect the level of sticky cost in
German, French, American and British companies. Their research proves that company performance, in
general,

35has no effect on the company’s sticky cost level. The

company follows the pattern of changing sales. For example, this research proves that the existence of large
liquidity provides considerations to help reduce slack resources when sales decline; instead, companies add
slack resources when sales increase. Company managers always pay attention and consider all the
company’s actions by making previous performance achievements as a benchmark. This is also reflected in
the company’s operational cost behavior, where the company does not immediately increase new resources
when the company experiences an increase in sales; otherwise, the company is also trying to reduce
unutilized resources when sales decline. 4.5 Social Attainment Discrepancy Consistent with hypothesis 1,
this study empirically found that the sticky cost level of operational costs increased due to the attainment
discrepancy level, especially in social industry comparison, with the estimated coefficient of -0.0012 and
significant at a p-value of 1%, except for testing the dimensions of the unabsorbed slack. These results
indicate that company managers have a strong desire to increase committed resources within the company
when sales increase and still maintain unused resources even though the company has decreased sales as
an alternative effort to maintain competition between companies in the same industry. The company will
strive to maintain its existence and competitive spirit when the company is compared with other companies
in the same industry. The company seeks to increase its competitive power by continuing to oversee other
companies in the same industry. In fact, the existence of the type of slack resources owned by the company
is able to provide great opportunities to increase the company’s sticky costs. Companies with social
performance and also with short-term liquidity provide a great opportunity for companies to succeed in
managing internal resources as an important step to support

35the company’s industrial performance. This is supported by the results of

Miller (2008) prove empirically that a positive attainment discrepancy can be aimed at changing corporate
strategies, such as mergers and acquisitions, and vice versa, when

31the company’s performance is below the level of aspiration, the company

Zheng (2017) argue that companies with high product market competition try to maintain their competitive
position, causing a slight reduction in resources when a decrease in sales and costs makes it more
asymmetrical. Hypothesis 2 test

12results show that the level of sticky cost is reduced when companies

have slack resources, both in total slack and the slack dimension itself. These results are seen at the
estimated value 0.00000365, 5.55E-09, 0.00000322, and 0.000445, and significant at p-value 1% for
available, potential, unabsorbed slack, and total slack, respectively. These results indicate that the greater
slack resources owned by the company are associated with a smaller level
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are also consistent for each test of each type of slack and total slack. This finding can be interpreted as
proving empirically that slack resources, both individually and in total, reduce the level of sticky costs in the
company’s cost behavior. Companies with slack resources are short-term, causing companies paying
attention to declining sales. This indicates that the existence of slack resources makes the company has the
capacity to manage internal resources more effectively so that the company is not motivated to increase
new resources when sales increase and also does not try to reduce unused resources when sales decline.
The test results of the available slack and potential slack dimensions are

36in line with the research findings of Calleja et al. (2006), in which found that

debt financing had no effect on the level of sticky costs in German, French, American and British companies.
They argue that high levels of debt make the company become an object of attention by creditors so that it
encourages companies to have great cost structure flexibility to anticipate changes in agreements that are
very sensitive. Calleja et al. (2006) also proved that working capital showed an influence on the level of
sticky costs in American and German companies, but did not affect British and French companies. The
results of this study also differ from those of Chen, Kama and Lehavy (2018) who examined 45,048
American public companies from 1994 to 2014 on the effect of the cost of adjusting resources and the
availability of resource slack on managers’ expectations

8of sticky costs and found that the level of sticky costs

got stronger when resource slack is low, costs adjustments were high and optimistic manager expectations.
Their research also found that if the cost of adjusting resources and availability of resource slack were low,
followed by optimistic managers’ expectations of increasing the occurrence of sticky costs, otherwise, if it
coincided with pessimistic manager’s expectations, the level of anti-sticky costs would be even higher. This
study found that control variables, such as asset intensity, were found to be significantly negative, increasing
sticky cost levels on the company’s operational cost behavior, with the estimated coefficient interaction
-0.00000184 and -0.00000158 and significant at p-value 5% on testing the dimensions of potential slack and
total slack. As for other control variables, such as employee intensity and successive decrease, this study
failed to prove its influence on the level of sticky cost in the context of behavioral theory of the firm’s
explanation. 5. Conclusion The main

3aim of this study is to examine the behavioral theory of the firm into the
context of sticky cost

determinants. Based on hypothesis testing, this study succeeded in proving that the level

36of sticky costs in the company’s

operational cost behavior is largely determined by the presence of the attainment discrepancy factor and
slack resource of the company. Specifically, the effect of attainment discrepancy on sticky cost levels can
vary, where historical attainment discrepancy levels cause sticky cost behavior to decrease, whereas social
attainment discrepancy levels cause sticky cost behavior to increase. This study also proves that the
existence of each type of slack and the overall slack itself causes sticky cost behavior in the company’s cost
behavior to also decrease. The findings of this study indicate that the focus of company actions is influenced
by historical performance achievements and industry performance achievements (social performance), and
slack resources as well. This provides evidence that the development of the company’s internal business
processes is getting major attention from the company. In fact, through this research, it can be proven that
the important role of slack resources. For example, the level of sticky costs is reduced when companies with
historical attainment discrepancy on all types of slack, except for unabsorbed slack. This type of slack
specifically encourages companies to increase new committee

16resources when sales increase and still maintain unused resources when
sales decline

. This shows that slack resources provide their own capacity for companies to run internal business
processes by following changes in sales. The study also found that sticky costs were also experienced by
the average companies listed on the Indonesian stock exchange from 2009-2017, but the level of sticky
costs in companies in Indonesia was very low compared to sticky costs in companies in developed
countries, such as Australia and America. Operating

23costs increase by 0.22-0.23% for every 1% rise in sales but operating costs

decrease by 0.21-0.22% for every 1% decrease in sales. In general, the

Liu, M. (2018). Organizational structure, slack resources and sustainable corporate socially responsible
performance. Corporate Social Responsibility and Environmental Management, 25(6), 1099-1107.
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