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ABSTRAK

Persada, Iman. Cost Behavior Analysis: The stickiness of Selling, General, and
Administrative Cost. An Empirical Study on Indonesian Manufacturing
Companies Listed in Jakarta Stock Exchange. (2006). International Program.
Faculty of Economics. Islamic University of Indonesia.

Asumsi dasar dalam akumtansi biaya adalah hubungan antara kos dan
volume adalah simetris untuk setiap kenaikan dan penurunan volume. Dalam
penelitian ini, peneliti mencoba mencari tahu apakah biaya berperilaku sticky -
yaitu, apakah kos bertambah lebih besar sewaktu aktivitas meningkat daripada
ketika kos berkurang sewaktu aktivitas menurun pada jumlah yang sama. Peneliti
menemukan, untuk 127 perusahaan manufaktur pada periode 1991-1996 dan
untuk 160 perusahaan manufaktur pada periode 1998-2004, bahwa kos pemasaran,
administrasi, dan umum (PAU) naik sebesar 0.69% per 1% kenaikan pada
pendapatan penjualan untuk periode 1991-1996 dan naik sebesar 0.52% per 1%
kenaikan pada pendapatan penjualan untuk periode 1998-2004 tapi hanya turun
sebesar 0.29% dan 0.33% per 1% penurunan pada pendapatan penjualan, secara
berurutan. Analisa peneliti membandingkan model tradisional perilaku kos
dimana kos bergerak secara proporsional bersama perubahan aktivitas dengan
model alternatif dimana sticky costs berlaku karena manajer secara sengaja
menyesuaikan sumber daya yang dimiliki dengan aktivitas. Peneliti juga menguji
hipotesa tentang perangkat dari sticky costs dan bagaimana derajat perilaku sticky
costs bervariasi dengan keadaan perusahan.

Keywords: Sticky Cost, Perilaku Kos, Kos PAU
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ABSTRACT

Persada, Iman. Cost Behavior Analysis: The stickiness of Selling, General, and
Administrative Cost. An Empirical Study on_Indonesian Manufacturing
Companies Listed in Jakarta Stock Exchange. (2006). International Program.
Faculty of Economics. Islamic University of Indonesia.

A fundamental assumption in cost accounting is that the relation between
costs and volume is symmetric for volume increases and decreases. In this
research, researcher investigate whether costs are “sticky”— that is, whether costs
increase more when activity rises than they decrease when activity falls by an
equivalent amount. Researcher find, for 127 manufacturing firms for period of
1991-1996 and for 160 manufacturing firms for period of 1998-2004, that selling,
general, and administrative (SG&A) costs increase on average 0.69% per 1%
increase in sales revenues for period of 1991-1996 and increase on average 0.52%
per 1% increase in sales revenues for period of 1998-2004 but decrease only
0.29% and 0.33% per 1% decrease in sales revenue, respectively. Researcher
analysis compares the traditional model of cost behavior in which costs move
proportionately with changes in activity with an alternative model in which sticky
costs occur because managers deliberately adjust the resources committed to
activities. Researcher tests hypothesis about the properties of sticky costs and how
the degree of stickiness of SG& A costs varies with firm circumstances.

Keywords: Sticky Cost, Cost Behavior, SG&A Costs
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CHAPTERI

INTRODUCTION

1.1. Background of The Study

Understanding cost behavior is an essential element of cost and
management accounting. In the traditional model of cost behavior that pervades
the accounting literature, costs are described as fixed or variable with respect to
changes in activity volume. In this model, variable costs vary proportionately with
changes in the activity driver (Noreen, 1991), implying that the magnitude of a
change in costs depends only on the extent of a change in the level of activity, not
on the direction of the change. However, some authors have sustained costs rise
more with increases in activity volume than they fall with decreases (Cooper and
Kaplan, 1998, p. 247; Noreen and Sanderstrom, 1997). This kind of cost behavior
is called by Anderson, Banker and Janakiraman (2003) “sticky costs.” According
to these authors, costs are sticky if the magnitude of the increase in costs
associated with an increase in volume is greater than the magnitude of the
decrease in costs associated with an equivalent decrease in volume.

The prevalence of sticky costs is consistent with an alternative model of
cost behavior in which managers deliberately adjust resources in response to
changes in volume. This model distinguishes between costs that move
mechanistically with changes in volume and costs that are determined by the
resources committed by managers. When there is uncertainty about future demand

and firms must incur adjustment costs to reduce or restore committed resources,




managers may purportedly delay reductions to committed resources until they are
more certain about the permanence of a decline in demand. This suggests that
stickiness observed in one period may reverse in a subsequent period and that
stickiness may be less pronounced when the observations period is longer.

The reason for this relevance consists in the fact that the basis of many
managerial decisions is the knowledge of how costs can change as a function of
activity level. Anderson, Banker and Janakiraman (2003), refers to sales, general,
and administrative costs when it would be more correct to name them expenses.
The reason for that is the paucity of data on costs drivers. Similar to Anderson,
Banker and Janakiraman (2003), this research also uses sales, general and
administrative expenses as a proxy for costs.

As put forward by Garrison and Noreen (2001, p. 131), attempts to take
decisions without the thorough knowledge of costs involved and of how they
change relative to the activity level might lead to disaster. There are diverging
views in the accounting literature with respects to cost behavior. Garrison and
Noreen (2001), Horngren, Foster, and Datar (2000) sustain that costs will react or
change insofar as change on the activity level occur, without concern with the
direction of these changes (increase or decrease). However, Noreen and
Soderstrom (1997) and Anderson, Banker and Janakiraman (2003), state that costs
vary with greater intensity with an increase in activity volume than in the opposite
direction, i.e. with a decrease in activity volume, i.e. costs are sticky downwards.

This research adopts the assumption that costs behavior depends on the

intensity and direction of the variation in the activity driver as in Anderson,




Banker and Janakiraman (2003), who concluded that costs are sticky. Therefore,

the researcher want to write a thesis entitled Cost Behavior Analysis: The
Stickiness of Selling, General, and Administrative Cost. An
Empirical Study on Indonesian Manufacturing Companies Listed

in Jakarta Stock Exchange.

1.2. Problem Identification
From the explanation above, the researcher identifies the problems as follows:

e The sticky cost behavior when the magnitude of the increase in costs
associated with an increase in volume is greater than the magnitude of the
decrease in costs associated with an equivalent decrease in volume.

e The degree of stickiness during macroeconomic growth.

e The degree of stickiness with asset intensity and with employee intensity.

1.3. Problem Formulation
The specific problems of this research are:
e Is cost behavior of selling, general, and administrative costs sticky for
Indonesian manufacturing firms?
e How is the stickiness during macroeconomic growth in Indonesian
manufacturing firms?

e How are the stickiness relations on asset intensity and employee intensity?



1.4. Problem Limitation

Restrictions on this research are outlined as follows:

Research population is only manufacturing companies listed in Jakarta
Stock Exchange.

The variables chosen as the object of this research are selling, general and
administrative cost, net sales revenue, number of employees, and net asset.
Selling, general and administrative cost is used as proxy cost, because the
existing component in this cost effects sales volume as activity volume

proxy (Anderson, et al, 2003).

1.5. Research Objectives

The objective of this research is to investigate whether selling, general, and

administrative costs in Indonesia manufacturing firms have stickiness behavior

and in what condition that the stickiness in those firms can occur. Therefore, the

specific objectives are:

1.

(8]

to provide empirical evidence on the stickiness behavior of selling,
general, and administrative costs in Indonesia manufacturing firms.

to examine stickiness behavior of selling, general, and administrative
costs in Indonesia manufacturing firms occur during macroeconomic
growth, and.

to examine the relations of stickiness behavior of selling, general, and
administrative costs on asset intensity and employee intensity in

Indonesia manufacturing firms.



1.6.Research Contribution
This research will, hopefully, be beneficial and have implication for the following
parties:

o For company managers, the research will give a better understanding on
cost behavior which will benefit for decision making in adjusting
committed resources in response to changes in activity-based demand for
those resources.

e For academicians, this research can be the basic research and reference for
other researchers who have the same interest in doing research on the

future.

1.7. Definition of Terms.

Cost Behavior: It is how costs are related to, and affected by, the activities of an
organization.

Cost Drivers: Output measures of resources and activities that affects are called
cost drivers.

Variable cost: A cost that changes in total in proportion to changes of a cost
driver

Fixed Cost : A cost that does not change in total despite changes of a cost driver.

Sticky Cost : The cost is sticky if cost increase more when volume rises than

they decrease when volume fall by an equivalent amount.



CHAPTER 11

REVIEW OF RELATED LITERATURES

2.1. Cost Concepts

Accounting systems collect and analyze cost data to support managerial
decision making. Cost is defined as the monetary value of goods and services
expended to obtain current or future benefits. All costs are not necessarily the
same as expenses. Expenses are reported in the income statement. They represent
either costs for which benefits were already derived in the current fiscal period,
such as cost of goods sold, or period costs, such as advertising whose benefits
cannot be matched with the products or services sold in specific fiscal period.
Product costs are all costs incurred for the manufacture of different products.
(Atkinson, et al, 1995: 93-94)

Accountants usually define costs as a resource sacrificed or forgone to
achieve a specific objective. To guide decisions, managers want to know the cost
of something. We call this something a cost object and define it as anything for

which a separate measurement of costs is desired (Horngren, et al, 1997: 26)

2.2. Cost Classification
Traditional cost accounting systems classify costs into manufacturing costs

and nonmanufacturing costs, based on functions (Atkinson, et al, 1995: 94-95):




e Manufacturing
1. Manufacturing costs include all costs of transforming raw materials
into a finished product.
e Nonmanufacturing
2. Distribution costs, which include costs of delivering finished
product to customers
3. Selling costs, which include sales personnel salaries and
commissions, and other sales office expenses
4. Marketing costs, which include advertising and publicity expenses
5. Research and development costs, which include expenditures for
designing and bringing new products to the market
6. General and administrative costs, which include expenses such as
chief executive officer’s salary, and legal and accounting office
costs that do not fall under any of the above categories
Manufacturing costs are classified into direct and indirect costs. Direct
costs can be traced directly to a product. These costs are assigned to products
directly based on the measured quantity of the resources cqnsumed for their
manufacture. The examples of direct manufacturing costs are direct material costs,
which include the costs of all materials and parts that can be traced in the final
product, and direct labor costs, which include the wages and fringe benefits paid
to workers involved directly in manufacturing a product. All other manufacturing

costs are classified as indirect costs that cannot be traced easily to products or



services produced; also referred to as overhead costs. (Atkinson, et al, 1995: 95-
96)
A major question concerning costs is whether they have a direct or indirect
relationship to a particular cost object. (Horngren, et al, 1997: 27)
e Direct costs of a cost object: costs that are related to the cost object and
can be traced to it in an economically feasible way
e Indirect costs of a cost object: costs that are related to the cost object but
cannot be traced to it in an economically feasible way. Indirect costs are

allocated to the cost object using a cost allocation method.

2.3. Cost Behavior

To understand cost behavior in response to changes in the level of
production and sales is critical for firms’ management virtually in all sectors
(Atkinson et al., 2000, Horngren; Foster; Datar, 2000). Garrison and Noreen
(2001, p. 131) define that cost behavior means how cost will react or change when
changes on the activity level occur. Managers who understand how costs behave
have better conditions to predict what will be the trajectory of costs in several
operating situations, allowing them to better plan their activities and, consequently,
earnings. Suppose, for example, the following questions: What is the effect of
eliminating a product line on operating profits? Is it better to produce or purchase?
Which prices must be raised? Which effect will an increase of 10% on sales have
on operating profit? These and many other managerial decisions depend upon the

knowledge of cost behavior.




Let us now consider two basic types of cost behavior pattern found in
many systems - variable costs and fixed costs. A variable cost is a cost that
changes in total in proportion to changes of a cost driver. A fixed cost is a cost
that does not change in total despite changes of a cost driver. (Horngren, et al,
1997: 29)

Costs are related to the levels of multiple activity cost drivers. But
managers are often interested in how costs change with a change in the level of
one important cost driver, the volume of production, because many marketing,
production, and investment decisions affect production volume. To supply this
information to managers, organizations traditionally classify costs into fixed and
variable costs based on their behavior in response to changes in production
volume. These terms are defined as follows (Atkinson, et al, 1995: 137):

o Fixed costs (FC) do not change with changes in the level of production
over short periods of time.

e Variable costs (VC) change in proportion to changes in the level of
production.

Fixed costs can be considered as committed or discretionary (Garrison and
Noreen, 2001). Committed fixed costs are by nature long run and cannot be
reduced to zero even for short periods. Depreciation of fixed assets, property tax,
salaries of management and operating personnel are example of committed fixed
costs. Discretionary fixed costs are generally short-run costs and can be cut for

short periods, with minimum damage for the organization’s long run targets.




Examples of discretionary fixed costs are advertising, research, and public
relations.

The definitions of variable costs and fixed costs have important underlying
assumptions (Horngren, et al, 1997: 30):

1. Costs are defined as variable or fixed with respect to a specific cost
object.

2. The time span must be specified.

3. Total costs are linear. That is, when plotted on ordinary graph
paper, a total variable cost or total fixed cost relationship to the
cost driver will appear as an unbroken straight line.

4. There is only one cost driver.

5. Variations in the level of the cost driver are within a relevant range.

The semi-variable cost is composed of a fixed part (the activity costs when
the volume of services is equal to zero) and a variable part (which must vary
according to the activity driver). The semi-variable or mixed costs (for example,
wages of maintenance workers) remain constant within large activity ranges and
increases or decreases in response to reasonably large changes on the activity
level only. Small changes in the production level might not affect for example the
number of employees required to adequately handle maintenance.

Some managerial accounting experts argue that costs are neither genuinely
variable nor fixed (Ingram, Albright and Hill, 1997) and that the relationship
between variable and fixed costs and the activity level is valid within the so-called

“relevant range” (Horngren, Foster and Datar, 2000; Maher, 2001).

10



The relevant range is the activity range in which the cost behavior
hypotheses assumed by the manager is valid. Despite the emphasis given by
economists to the non-linearity of many variable costs, it is assumed that a non-
linear cost can be approximated by a straight line, within the activity range

(Garrison and Noreen, 2001)

2.4. Previous Studies on Costs
Innes and Mitchell (1993, p. 86) consider that the accounting literature has a
myopic view on how costs behave. Generally costs behavior is analyzed and
measured by one driver only - production level. They add that classifying indirect
costs as fixed (costs which do not change with changes in volume) might lead to
wrong decisions insofar as in many organizations these costs have shown high
growth rates without an increase in activity volume (Miller and Vollmann, 1985;
Berliner and Brimson, 1992). The basis for this argument comes from the activity
based costing (ABC) assumption that costs are primarily influenced by the
volume of each activity flow, rather than by the volume of production (Innes and
Mitchell, 1993). Hence, the efficacy of the cost-driver information is in providing
a series of factors which might be used to explain fixed cost behavior (Innes and
Mitchell, 1993). For the activity based costing, a linear relationship between cost
driver and costs exists (Kaplan and Cooper, 1998).

Noreen (1991) demonstrated that cost allocation - even ABC - is relevant
for the decisions if, and only if, the following conditions are satisfied: 1) all costs

can be divided in centers and each one is defined as a function of a measured

11



activity; 2) the cost amount is each cost center changing in direct proportion to its
activity;, and 3) all activities can be attributed to products in the sense that if a
product is cut, then the activities associated to this product will be eliminated. In
1994 Noreen and Soderstrom tested the second condition: that the costs are
strictly proportional to the activity. This hypothesis was rejected in the majority of
indirect cost accounts in hospitals in the US.

In 2003, Anderson, Banker and Janakiraman tested and confirmed the
hypothesis that costs are sticky. By specifying a model with SG&A costs as a
function of net sales revenues, they found that costs increased on average 0.55%
in response to a 1% increased on net sales revenue, but decreases by only 0.35%
with respect to a 1 % reduction on those revenues. Due to the lack of general data
on costs and relevant drivers, data on SG&A costs and net sales revenues were
used to analyze cost stickiness. SG&A cost behavior can be analyzed with respect
to net sales revenue because sales volume drives many of the SG&A components
(Kaplan; Cooper, 1998; Noreen; Soderstrom, 1994).

Other research about costs stickiness was also conducted by Widyastuti
and Biyanto (2005) who found from 25 Indonesian firms over 4 years that SG&A
cost increase on average 0,68% per 1% increase in volume, but decrease only
0,08% per 1% decrease in volume. While Medeiros and Costa (2004) confirmed
that costs are sticky for Brazilian firms that SG&A costs increase 0.59% per 1%
increase in sales but decrease only 0,32% per 1% decrease in sales.

According to Anderson, Banker and Janakiraman (2003), there are various

reasons for costs stickiness, such as: natural reluctance in firing employees when

12



the activity volume decreases and the need of time to confirm the tendency of
activity volume reduction. When volume falls, managers must decide whether to
maintain committed resources and bear the costs of operating with unutilized
capacity or to reduce committed resources and incur the adjustments costs of
retrenching and, if volume is restored, replacing committed resources at a later
date. This suggests that stickiness would be stronger in circumstances where the
assessed probability, that a demand decline is permanent, is lower or where the
costs of adjusting committed resources are higher.

The traditional model of costs behavior relates costs to different levels of
activity without considering how a managerial intervention affects the resource
adjustment process. Sticky costs occur because there are asymmetric frictions in
making resource adjustments - forces acting to restrain or slow the downward
adjustment process more than the upward adjustment process (Anderson, et al.,
2003).

Firms must incur adjustment costs to remove committed resources and to
replace those resources if demand is restored. When demand increases, managers
increase committed resources to the extent necessary to accommodate additional
sales. When volume falls, however, some committed resources will not be utilized
unless managers make the deliberate decision to remove them. Because demand is
stochastic, managers must evaluate the likelihood that a drop in demand is
temporary when deciding whether to adjust committed resources downward.
Stickiness of SG&A costs occur if managers decide to retain unutilized resources

rather than incur adjustment costs when volume declines.

13



Managers’ decisions to maintain unutilized resources may also be caused
by personal considerations and result in a form of agency costs. Agency costs are
costs incurred by the firm because self interested managers make decision that
maximize their personal utility but are not optimal from the perspective of the
firm’s stockholders (Jensen and Meckling, 1976)

Managers facing a downturn in sales may wait to obtain information that
enables them to asses the permanence of the demand reduction before making
decisions to cut resources. Such delay leads to sticky cost because unutilized
resources are maintained during the interim between the reduction in volume and
the adjustment decision. There may be also a time lag between the decision to
reduce committed resources and the realization of the change in costs because it
takes time to unwind contractual commitments (Anderson, et al., 2003).

Analysis of sticky costs suggests that managers trade off the anticipated
costs of carrying unutilized resource during periods of weak demand against the
expected adjustment costs of retrenching and then ramping up if demand is
restored. The lower the expected adjustment costs relative to the costs of carrying
unutilized resources, the more managers will reduce committed resources,
resulting in less stickiness. Expected adjustment costs decrease as managers’
assessments of the permanence of revenue declines get stronger and increase with
managers’ estimates of he costs of scaling back and then scaling up again.

(Anderson, et al., 2003).
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2.5. Hypothesis Formulation

Managers make distinct changes to dedicated resources because some
costs are lumpy, which means dedicated resources cannot be added or subtracted
in sufficiently small increments or fast enough to match resource changes to small
changes in demand. Cost lumpiness may lead to excess or insufficient capacity
but it does not lead to sticky costs. Sticky costs occur because there are
asymmetric frictions in making resource adjustments.

Firms have to incur in adjustment costs to remove dedicated resources and
replenish these resources when demand is restored. Adjustment costs are, for
instance, severance pay when employees are released and training costs for the
new ones, as well as organizational costs coming from the lack of motivation of
the remaining employees after the releasing of many professionals.

When demand goes up, managers raise dedicated resources in order to
correspond to the additional demand. When demand drops, however, some
dedicated resources will not be utilized, unless managers take the deliberate action
to reduce them. Because demand is stochastic, managers necessarily need to
assess the possibility that this decline in demand is temporary, when the time is
arrive to make a decision upon the reduction of dedicated resources. Sticky cost
behavior will occur if the managers decide to hold unnecessary resources instead
of incurring in adjustment costs when volume declines.

Managers’ decisions to hold idle resources may also be caused by personal
interests and result in form of agency costs. Agency costs are costs incurred by the

firm because self-interested managers make decisions that maximize their
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personal utility but are not optimal from the perspective of the firm’s stockholders
(Jensen and Meckling; 1976). Managers may keep idle resources to avoid
personal consequences of cost reductions, such as loss of status when a branch is
restructured or the anguish of dismissing familiar employees, becoming a factor of
sticky cost behavior.

The researcher tests sticky cost behavior by comparing the variation of
SG&A costs with sales revenue in periods when revenue increases with the

variation of SG&A costs with sales revenue in periods when revenue decreases.

HI1: The relative magnitude of an increase in SG&A costs for an increase in sales
revenue is greater than the relative magnitude of a decrease in SG&A costs for a

decrease in sales revenue.

Alteration in sales revenue may reflect short-term or long-term shifts in
market condition for product and services. Managers having a downturn in market
condition may wait to obtain information to enables them to appraise the certainty
of demand reduction before making decision to trim down resources. Such delays
may cause sticky costs since unused resources are hold during the interim between
the reduction in volume and the adjustment decision. A time lag may also occur
between the decision to reduce resources and the actualization of the change in
costs since contractual commitments take time to be disengaged. An implication

of postponed decision-making and contracting lags is that stickiness observed in
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one period may be reverted, offset by reductions to committed resources, in

subsequent periods.

H2: Stickiness of SG&A costs reverses in subsequent periods.

Observation of stickiness in one time period reflects the costs of keeping
unused resources in a period when a decline in revenue has occurred. When the
observation window is enlarged to include multiple periods, more complete
adjustment cycles are confined. During longer adjustment intervals, managers’
assessment over the permanence of change in revenue becomes certain and then
the adjustment costs become lower relative to the cost of keeping unused
resources. Therefore, costs stickiness is likely to be less pronounced when time

periods are aggregated into several periods.

H3: Stickiness of SG&A costs declines with the aggregation of periods

The researcher makes two sets of hypotheses about how the degree of
stickiness of SG&A costs varies across firms and overtime. First, the researcher
considers how the degree of stickiness would vary across situations that produce
different expectations about the permanence of a decline in revenue activity. Then
researcher consider how the degree of stickiness would vary with factors that

indicate circumstances where the adjustment costs are likely to be higher.
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Managers’ assessments of the permanence of the demand reduction are
likely to get stronger as a revenue decline continues. Therefore, managers are
likely to consider a revenue decline to be more permanent when it occurs in a
second consecutive period of revenue losses. Increased likelihood of a permanent
decline may motivate managers to scale down resources, resulting in less

stickiness.

H4: Stickiness of SG&A costs is less pronounced when revenue also decline in

the preceding period.

It is more likely for demand to decline in periods of economic contraction
than in periods of economic growth. Therefore, managers would be reluctant to
reduce committed resources in periods of macroeconomic growth than in other

periods, reinforcing in more stickiness.

H5: SG&A costs exhibit greater stickiness during periods of macroeconomic

growth.

Adjustment costs tend to be higher when SG&A activities rely more on
assets possessed and people employed by a company instead of materials and
services purchased by the company. Restructuring charges recognized when a
firm downsizes typically involve large write-downs of fixed assets (Stickney and

Brown: 1999, pp. 219-222).
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Hé: The degree of stickiness increases with the asset intensity, ratio of total assets

to sales revenue of the company.

Similarly, the costs of adjusting committed resources are likely to be
higher for firms that use more employees to support a given volume sales.
Restructuring charges usually include a big amount for severance payments. The
company may suffer investment lost made in firm-specific training if releasing
employees when demand falls and hiring new employees when demand goes up
again. Moreover, companies may encounter less productivity because morale
decline when employees are released and they may face greater turnover because

employee allegiance is eroded.

H7: The degree of stickiness increases with the employee intensity, ratio of

number of employees to sales revenue, of the company.
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CHAPTER 111

RESEARCH METHOD

3.1. Introduction

This thesis uses quantitative instead of qualitative analysis method. The
quantitative analysis is a characteristic of statistical variables, where the value is
in the numerical form. The focus of this research is on finding empirical proves of
sticky cost behavior by comparing the variation of Selling, General, and
Administrative (SG&A) costs with sales revenue in periods when revenue
increases and in periods when revenue decreases. Related with the research focus,
the research tries to observe the stickiness of SG&A costs in subsequent and
aggregation periods, during revenue decline in preceding period, and during
macroeconomic growth period. Lastly, the research also observes the degree of
stickiness increases with the asset intensity and with employee intensity.

Data are collected from secondary data containing the available variables,
or at least constructing component, of SG&A costs, net sales revenue, number of
employees and net asset. The research from those variables is analyzed by using

regression analysis through SPSS program.

3.2. Research Population and Sample
A population is the set representing all measurements of interest to the
sample collector (Mendenhall, 1999:4). Population of this research is

manufacturing companies listed in Jakarta Stock Exchange (JSX). In this research,
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companies that are chosen as populations are manufacturing companies from the
period of before and after the economic crisis. The samples are taken based on
purposive sampling method, in this method, the sample is found based on the core
variable representing this research. The representative samples are taken
according to the predetermined criteria as follows:
1. Company that include Selling, General, and Administrative Costs
and net sales revenue in 1991-1996 and 1998-2004
2. Selling, General, and Administrative Costs do not exceed net sales
revenue

3. 0.5% bottom and upper extreme data of distribution are omitted

3.3. Research Variables
3.3.1. Dependent Variable

Dependent variable on the data is the selling, general, and administrative
costs. According to Cooper and Kaplan: 1998, the behavior of SG&A costs can be
meaningfully studied in relation to revenue activity because sales volume drives
many of the components of SG&A. The components of selling costs include sales
personal salaries and commissions, freight out, and other sales office expenses.
The components of general and administrative costs include expenses, such as
chief executive officer’s salary, depreciation, property tax and insurance, and legal

and accounting office costs.
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3.3.2. Independent Variable

Independent variables on the data are net sales revenue, number of

employees, net asset, and macroeconomic growth.

Net Sales Revenue

Revenues generated from company’s selling activity after deducted
by sales return and allowances and sales discounts.

Number of Employees

The total of workers and professionals who work in the company.
Net Asset

The total of resources owned by the company. The components are
cash, receivables, supplies, inventories, equipments, land, and
building.

Macroeconomic growth

Gross Domestic Product (GDP) is used as proxy variable for
macroeconomic growth in 1993 constant price (Real GNP 1993).
GDP is the market value of all final goods and services produced
within a country in a given period of time. GDP which is denoted
as Y is divided into four components: Consumption (C),
Investment (I), Government purchase (G), and Net-exports (NX)
(Mankiw, 2004: 502).

Y=C+I+G+NX
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3.4. Statistical Tool
3.4.1. Empirical Tests of SG&A Costs Stickiness

An empirical model that enables measurement of the SG&A response to
contemporaneous changes in sales revenue and discriminates between periods
when revenue increases and revenue decreases is presented. The interaction
variable, Decrease Dummy, takes the value of 1 when sales revenue decreases
between periods £-1 and ¢, and 0 otherwise.

Model (I):

SGA revenue,, revenue, 2
log{ ! } =p,+h log{———————" }+ B, * Decrease _Dummy, , *1og{—————" }- g, 1

SGA, revenue, , | revenue , |

This model provides the basis for our test of stickiness of SG&A costs.
The log specification also accommodates economic interpretation of the estimated
coefficients. Because the value of Decrease_Dummy is 0 when revenue increases,
the coefficient B, measures the percentage increase in SG&A costs with a 1%
increase in sales revenue. Because the value of Decrease Dummy is 1 when
revenue decreases, the sum of the coefficients, [, + 3, measures the percentage
increase in SG&A costs with a 1% decrease in sales revenue. If SG&A costs are
sticky, the variation of SG&A costs with revenue increases should be greater than
the variation for revenue decreases. Thus, the empirical hypothesis for stickiness,
conditional on B, >0 is B, <O0.

To test hypothesis H, - that stickiness is reversed in subsequent periods -
model (I) is extended by including terms for one-period lagged changes to sales

revenuce.
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Model (11):

( SG& A, B+ B revenue,, | 5D D
og| ——— | = og ——— ecrease ummy,
856 & A, 0 T8 revenue, | ? - e

revemnue, revenue,
*log SRS S ﬁ log it & N
revenue, , revenue, , ,

[ revenue, .,
+ p,Decrease_ Dummy, , , ¥logl ————— |+¢,,......3.2
revenue,, ,

In order to test hypotheses Hj that cost stickiness decreases with
aggregation of years per period, regeressions are carried out with Model (1) for
aggregate periods of 1, 2, 3, and 4 years.

Hypotheses H, through H; describe conditions and circumstances that
would affect the degree of stickiness across firms and over time under the
alternative model of cost behavior. The coefficient on sticky cost term, B, in
model (I), may be expanded to include the various economic factors describe in

hypotheses H, through Hy as follows:

Assets, }

B, =7, + ¥, * Sucessive _Decrease,, +y, * Growth,, +y, *log
revenue,

Emplo .
_p_;_»__} ........................................................................ 33

revenue, ,

+y,* log{

The Successive Decrease;; dummy is activated for firm year observations when

revenue decline in the preceding period. The Growth;, variable is the percentage
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growth in real gross national product (GNP) during year £ Substituting this

relation into model (I) gives:

| SG& A, 5451 revenue, , +{y kS e D
og ——— |= og ——— uccessive _Decrease,
8 sc& 4., 0 T A0S revenue, 0 - o

Assets,,
+y, *Growth, , + y; *log W
it

Employees,
+y, *log| —————= | * Decrease _Dummy,,
revenue,, ’

revenue,
RO~ [ E 8y e 34
revenue,, |

This is restated as model (IIT), where B, =7, , in the expanded version of

model (I), k=2, 3,4, 5,and 6.

Model (III):
SG& A,
]Qg AR
SG& A,
revenue,, revenue, , 1
= B, + B log| ———— |+, * Decrease Dummy,  *log _————————j
revenue,, ’ revenue,

revenue,
+ f. * Decrease Dummy, *1o L% Successive Decrease,;
3 - e revenue - o
ir=1

revenue,

+ p, * Decrease _Dummy, , *log } *Growth,

| revenue,
revenue, Assels,,
+ 3, * Decrease _Dummy,  *log| —————— *log| ———
revenue, , | | revenue,,
revenue, Employees,,
+ B. * Decrease _Dummy, , *log) —————— *log —————= |+&,,...3.5
revenue, | revenue,,
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The Decrease Dummy,, variabel is included in the last five terms in model
(I1I1), meaning that these terma are activated for all periods when revenue declined.

As in model (I), where the degree of stickiness increases with the magnitude of

the negative value of ,5’2, the degree of stickiness increases (decreases) with the

magnitude of negative (positive) coefficients ,32 through BG in model (111)

3.4.2. Multiple Linear Regression Assumptions

In order to test the influence of independent variables to dependent
variables, this research uses multiple linear regressions as the statistical analysis
tool. The data are analyzed by multiple linear regressions. It is a method of taking
into account simultaneously the relationship among all variables when two or
more independent variables are used in estimating the dependent variable.
(Stacton, 1971: 31)

Before being tested by multiple linear regressions it must be considered
whether the regression is good or not. A good regression can be detected by
classical assumption test, which consist of multicollinearity test, autocorrelation
test, and heteroscedasticity test. It is a good multiple linear regression if there is
no multicollinearity or autocorrelation or heteroscedasticity problems in the

multiple linear regression. The classical assumptions tests described below.
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3.4.3. Multicollinearity Test

Condition where there is a correlation between independent variable is
called Multicollinearity. The effect of multicollinearity that is the resulted
estimation will become less accurate (Gujarati, 1995)

Multicollinearity can be known by using Pearson Correlation Matrix,
Tolerance calculation (TOL), and Variance inflation Factor (VIF). According to
Hair, et.al. (1998), Multicollinearity indication always exists in every research, so
the researcher can decide by himself how much the correlation coefficient, TOL,
an VIF to be indicated as multicollinearity. Gujarati, in 1995, stated that rule of
thumb from correlation coefficient which is less than 0.8 value indicated that there
is no multicollinearity in the research model. While VIF rule of thumb is 10. If
VIF is less than 10, there is no multicollinearity or multicollinearity is not
dangerous. For TOL which is less than 1 and more than 0, using rule of thumb
0.10. So, if TOL is more than 0.10, there is no high multicollinearity between
independent variable.

The measurement of mullticollinearity can be in the form of mathematical
calculation as follows:

VIF: 1+(1-RY)
VIF  : The variation of inflation factor and

R? - Coefficient of determination (R square)
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3.4.4. Autocorrelation Test

Autocorrelation test, according to Gujarati, is done to know correlation
between time series and cross section observation data, even though
autocorrelation mostly happen to time series data. To detect autocorrelation, it
uses d-statistic from Durbin-Watson. D value shows it is not dangerous
autocorrelation, especially if d-value is on the area of dU < d < 4-dU

Another autocorrelation tests that can be used are Lagrange Multiplier,

Statistic Q test: Box-Pierce, and Ljung Box and Breusch-Godfrey test.

3.4.5. Heteroscedasticity Test

One important test assumption in classic linear regression model is
disturbance variable, ul, that exist in population regression function. It is
homocedastic, which is all disturbance variables that have the same variance
(Gujarati, 1995). So, if disturbance variances have different variance from one
observation to another observation, there will be heteroscedasticity.

To detect heteroscedasticity, Gujarati (1995) stated there are many ways,
such as informal and formal method. Formal method can be detected by Park test,
Glejser test, Spearman’s Correlation test, Goldfeld-Quant test, etc. But his

research uses White’s (1980) test to predict heteroscedasticity.
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3.4.6. QOutlier testing
Outlier test in this research is done using Cook’s distance value of 2.5. If
the result of Cook’s distance value is lower than 2.5, the data is free from bias. In

the contrary, if it is not, the data is not free from bias.

3.5. Research Procedures
In order to answer the research problems, it is imperative to conduct
research procedures. The procedures are arranged as follows (Murdick and Ross,
1982, 499-450):
a. Observe the problem
Researcher seeks the problem or the new case for the related cost
behavior study.
b. Formulate the problem
Researcher formulates the title and topic related with the problem.
c. Collect the data
Researcher collects the data taken from Indonesian Capital Market
Directory, which encompasses all needed variable data. Data is also
taken from Statistic Center Body (BPS).
d. Arrange and test the model for case solution
After data is collected, arranged, and understood, research will
continue by constructing the same data model to be evaluated. This is
done to get the choice of problem solution.

e. Analyze and interpret the data
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f  Extracting conclusion and any other findings

3.7. Technique of Data Analysis

This research employs panel data log-linear regressions to test cost
stickiness. Based on equation model 1, a regression will be done with Pooled
Least Square method. Panel data has advantage compared to time series data or
cross section data. The usage of panel data will enhance the degree of freedom
and decrease collinearity between independent variables which will result efficient
estimation of coefficient (Hsiao, 1995). Subsequently, the models qualification to
observe the stickiness of SG&A cost will be done by looking at the value of -
statistics, F-statistics, and adjusted R’

Based on Model 1 of the above equation, the statistical hypothesis for
hypothesis H; are:

Ho;: A, =0 from model 1
Ha;:  f,<0 from model 1

Where:

Ho,: The relative magnitude of an increase in SG&A costs for an increase in sales
revenue is not greater than the relative magnitude of a decrease in SG&A
costs for a decrease in sales revenue

Ha;: The relative magnitude of an increase in SG&A costs for an increase in sales
revenue is greater than the relative magnitude of a decrease in SG&A costs

for a decrease in sales revenue
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Based on Model 11, the statistical hypothesis Hz and Hs are:
Ho,: £, <0 from model 2
Hay: S, > 0 from model 2

Where:
Ho,: Stickiness of SG& A costs does not reverse in subsequent periods.

Ha,: Stickiness of SG& A costs reverses in subsequent periods.

and
Hos: £, 2 0 from model 2
Has: f, <0 from model 2
By adding variables of two, three, four lagged year periods
Where:

Hos: Stickiness of SG&A costs does not decline with the aggregation of periods

Has: Stickiness of SG&A costs declines with the aggregation of periods

Based on Model III, the statistical hypothesis Hy through H7 are:

Hos: S, <0 from model 3
Has: S, > 0 from model 3

Where:

Ho,: Stickiness of SG&A costs is not less pronounced when revenue also decline
in the preceding period.

Ha,: Stickiness of SG&A costs is less pronounced when revenue also decline in

the preceding period.
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and

Hos: A, =0 from model 3
Has: B, <0 from model 3

Where:

Hos: SG&A costs do not exhibit greater stickiness during periods of
macroeconomic growth.

Has: SG&A costs exhibit greater stickiness during periods of macroeconomic
growth.

and

Hos: B =0 from model 3
Has: B, <0 from model 3

Where:

Hos: The degree of stickiness does not increase with the asset intensity, ratio of
total assets to sales revenue, of the company.

Hag: The degree of stickiness increases with the asset intensity, ratio of total assets
to sales revenue, of the company.

and
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Ho7: B, >0 from model 3
Ha;: B, <0 from model 3

Where:

Ho7: The degree of stickiness does not increase with the employee intensity, ratio
of number of employees to sales revenue, of the company.

Ha;: The degree of stickiness increases with the employee intensity, ratio of

number of employees to sales revenue, of the company.
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CHAPTER IV

RESEARCH FINDINGS AND DISCUSSION

This chapter explains about the process of data extraction from the
beginning, variable computation, data processing, analysis, and the interpretation
of hypothesis testing. This chapter consists of research description, research

findings and implications.

4.1 Research Description
4.1.1. Research Preparation

This research is started by analyzing the contemporary research literature,
from library reference, journals, and articles in effort of obtaining a relevant
research topic. The research can give reference to the accounting studies, and yet
applicable in relation with data accessibility. The data needed for this research are
extracted from Indonesian Capital Market Directory for the year 1991-1996 and
1998-2004 and Indonesian Statistical Year Book for the year 1991-1996 and

1998-2004.

4.1.2. Research Process

Data used in this research is quantitative data. First, a sample is selected to
obtain data that will be used as variables for this research. The samples applied in
this research are manufacturing companies which are listed in Jakarta Stock

Exchange (JSX) from the year 1991-1996 and 1998 and 2004. For period 1991-
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1996, researcher found 127 manufacturing companies in ICMD (Indonesian
Capital Market Directory). Researcher found 100 manufacturing companies with
complete SG&A cost and Net Sales Revenue, 101 manufacturing companies with
complete Net Asset, and 77 manufacturing companies with complete Number of
Employees through out the period. For the period 1998-2004, researcher found
160 manufacturing companies in ICMD. Researcher found 144 manufacturing
companies with complete SG&A cost, 143 manufacturing companies with
complete Net Sales Revenue and Net Asset, and 128 manufacturing companies
with complete Number of Employees through out the period. The discrepancies
are resulted from unstated data in ICMD and the listing year of the companies.

In order to meet the hypothesis, the stickiness of SG&A cost and the
variation in the degree of SG&A cost stickiness will be examined by utilizing the
T-test. In purpose of calculating the T-test and finding the significance level,
researcher uses SPSS statistical computer software; therefore SPSS will be able to

find out whether SG&A cost is sticky in the respected period and the level of

significance.
TABLE 4.1: Descriptive Statistics 1991-1996
N  Minimum Maximum Mean Std.
Deviation
Model (I) | Logsga 586 | -1,8878 2,1118 0,1069 0,1860
Logrev 586 | -0,5817 0,8622 0,0911 0,1406

Model (II) | Logsga 461 -1,8878 0,8172 0,0965 0,1557

LogRevt-1 | 461 0,5409 0,8622 0,0897 0,1352

LogRevt-2 | 461 | 0,2086 13.1791 | 1,8190 | 14012

Model (III) | Logsga 459 | -1,8878 2,1118 0,1024 0,1835

LogRevt-1 | 459 | -0,5409 0,9827 0,0931 0,1458
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TABLE 4.2: Descriptive Statistics 1998-2004

N  Minimum Maximum Mean Std.
Deviation
Model (I) SGA 758 -1,0468 1,5507 0,0461 0,1436
LR1 759 -0,9776 1,1003 0,0397 0,1557
Model (IT) | SGA 758 | -1,0468 15507 | 0,0461 | 0,1436
LR1 759 -0,9776 1,1003 0,0397 0,1557
LR2 759 -1,2833 1,9734 0,0745 0,2453
Model (1IT) | SGA 758 -1,0468 1,5507 0,0461 0,1436
LR1 759 -0,9776 1,1003 0,0397 0,1557

4.2 Research Discussion

The result of the hypothesis testing for hypothesis one through seven are
completed by using two sample T-test. This test is used to analyze the level of
significance of Net Sales Revenue in influencing the stickiness of SG&A costs.
The result of testing hypothesis one through three is presented in table 4.3 for
period of 1991-1996.

TABLE 4 .3: Coefficient Estimates (Std. Error) Period of 1991-1996

Model (I) | Model (I) | Model (I) | Model (I) | Model (1)
One-year One-year Two-year | Three-year | Four-year
period period period period period
/§0 0.037 0.020 0.086 0.121 0.149
(0.010)* (0.012) (0.013)* (0.020)* (0.031)*
/531 0.695 0.576 0.627 0.647 0.649
(.062)* (0.075)* (0.043)* (0.050)* (0.061)*
B, -0.409 -0.406 -0.237 -0.181 -0.334
: (0.148)* | (0.148)* (0.154) (0.232) (0.318)
,33 0.011
(0.005)**
3 -0.003
A (0.015)
Adjusted R 0.207 0.234 0.348 0.370 0.367
Number of 586 461 464 339 216
observation

* Significant at 1%
** Significant at 5%
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Table 4.3 presents the results of estimating model (I) for period of 1991-

1996. The estimated value of ,él of 0.695 (0.062) indicates that SG&A costs

increase 0.69% per 1% increase in sales revenues. The estimated value of ,@2 of
-0.409 (0.148) gives strong support for the sticky cost hypothesis. The combined
value of ﬁl + Bz = 0.286 shows that costs decrease only 0.29% per 1% decrease in

sales revenue. Therefore, for the before Indonesian economic crisis period, in this
research is period of 1991-1996, the null hypothesis for Hy in model (1) is rejected.
Table 4.3 also presents the results of estimating model (I) for period of

1991-1996. From this estimation, model (II) also support the cost stickiness

hypothesis, whereas the value of ﬁl = 0.576 (0.075) and the value of ,5’2= 0.406

(0.148). The value of ,33= 0.011 (0.005) shows a lagged adjustment to SG&A
costs for changes in sales revenue. But the insignificant negative result of
ﬁf -0.003 (0.015) leads to a failure of rejecting null hypothesis of Ha. Meaning

that stickiness of SG&A costs does not reverse in subsequent periods.

The remaining columns of Table 4.3 present the estimating result to test
H, that stickiness is likely to be less pronounced when observed over greater
aggregation of periods. For the purpose of testing Hs, researcher estimates model

(1) for two-, three-, and four-year aggregation period. The results indicate

inconsistency in f,’s absolute value as the aggregation period increase. From

one-year period through three-year period, the absolute value of [;’2 is decrease,
indicating that as the aggregation period increase the cost stickiness becomes less

pronounced. But in four-year period, Bz is greater than the one in three-year
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period. This results leads to fail to reject the null hypothesis of Hs, meaning that

stickiness of SG&A costs does not decline with the aggregation of period.

Table 4.4 presents the estimation result of Hy through H, for the period of

1998-2004.

TABLE 4.4: Coefficient Estimates (Std. Error) Period of 1998-2004

Model (I) | Model (I) | Model (I) | Model (I) Model (I)
One-year One-year Two-year | Three-year | Four-year
period period period period period
}éo 0.019 0.014 0.070 0.097 0.116
(0.006)* (0.006)** (0.009)* (0.011)* (0.017)*
ﬁl 0.520 0.282 0.437 0.487 0.546
(.046)* (0.060)* (0.042)* (0.048)* (0.056)*
'[}2 -0.187 -0.090 0.127 0.094 0.025
(0.074)** (0.079) (0.072) (0.080) (0.095)
'és 0.201
(0.034)*
3 -0.106
% (0.047)**
Adjusted R 0.222 0.257 0.344 0.410 0.479
Number of 759 759 607 450 297
observation

* Significant at 1%
** Significant at 5%

Similar to its counterpart, the period of 1998-2004 also support the cost
stickiness hypothesis, based on the estimated value of ,@, of 0.520 (0.046)
indicates that SG&A costs increased 0.52% per 1% increase in sales revenues,
while the estimated value of ,13’2 of -0.187 (0.074). The combined value of
,31 + ,é2= 0.333 shows that costs decreased only 0.33% per 1% decrease in sales
revenue. Therefore, in period of 1998-2004, with the negative value and

significant at 5% of ﬁz the null hypothesis for Hy in model (I) is rejected.
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The model (IT) estimation for period of 1998-2004 shows that ,@1 of 0.282
(0.060) and ﬁz of -0.090 (0.079) support cost stickiness hypothesis in this period.

The value of B3 for 0.201 (0.034) shows a lagged adjustment to SG&A costs for
changes in sales revenue. But the null hypothesis of Hz in this period fail to be
rejected, because the negative value of A for -0.106 (0.047) shows that stickiness
of SG&A costs does not reverse in subsequent periods for the period of 1998-
2004.

In period of 1998-2004 the absolute value movement of ,éz is consistent
as it decreases as the aggregation period increases. But unlike its counterpart,
ﬁz 's coefficients for two-, three- and four-year period show positive value. Since

the estimation results are also insignificant, the null hypothesis of H; fail to be
rejected. Therefore costs stickiness hypothesis is not supported in 1998-2004
period for result estimation of model (I) aggregation period.

Table 4.5 presents the estimation result of Hs through Hy to describe the
conditions and circumstances that would affect the degree of stickiness across
firms and over time. The result of period 1991-1996 is displayed on Table 4.5

adjacent to period 1998-2004.
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TABLE 4.5: Coefficient Estimates (Std. Error)

Period of 1991-1996 Period of 1998-2004

,éo 0.049 0.020
(0.011)* (0.006)*

'@1 0.543 0.517
(0.067)* (0.046)*

'32 0.076 -1.421
(1.258) (0.350)*

B} 1.019 0.001
(0.482)** (0.108)

ﬁ4 -3.978 26.436
(5.530) (7.950)*

B« -0.517 -0.149
‘ (0.670) (0.102)
ﬂAé -0.098 -0.096
(0.450) (0.060)

Adjusted R’ 0.156 0.236

* Significant at 1%
** Significant at 5%

From the estimation result as displayed on Table 4.5, ,é, ’s coefTicient for
1991-1996 and 1998-2004 are 0.543 and 0.517, respectively. While the coefficient
of ,32 for both periods are 0.076 and -1.421, respectively. The model (1II)
estimation result for 1991-1996 periods does not support cost stickiness
hypothesis, because of positive value of B . Despite the negative value of ,5’2 for
1998-2004, the model (III) estimation result for this period does not support cost

stickiness hypothesis as well, because of ﬁz ’s insignificancy.

The positive coefficients of ,@ for both periods, 1.019 (0.482) and 0.001

(0.108), respectively, are indicating that the stickiness degree is lower in the
period of revenue decrease that were preceded by revenue-decreasing periods. It
depicts the behavior of manager who considers the revenue decline periods that

happened successively to be steadier. But only period of 1991-1996 confirm to Ha,
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because of positive value and significance of [33, while BS for 1998-2004 is

positive and insignificant. Therefore, null hypothesis of Hsy for 1991-1996 is
rejected and for other period fail to be rejected.

In accordance with growth, the null hypothesis of Hs for 1991-1996
periods fail to be rejected because the coefficient of ,[3’4 in that period is negative
for -3.978 (5.530) and not significant. The same thing happen for 1998-2004
periods, because A is positive, instead of negative as expected, for 26.436 (7.950)

leads to the failure of Hs’s null hypothesis.

In terms of asset and employee intensity, both periods fail to reject null

hypothesis for Hs and Hy. Provided the coefTicients of ,5’5 and ﬁG for both periods
are negative and insignificant. Coefficients for both periods of ,5’5 are -0.517

(0.670) and -0.149 (0.102), respectively and /3’6 ’s coefficients are -0.098 (0.450)

and -0.096 (0.060).

4.3. Research Implications

This part describes the implications of the research to the underlying
theory used as the foundation of this research. The alternative theory of cost
behavior is used as the foundation theory of this research and Table 4.6
summarizes the result of the research in order to make easier for readers to

comprehend how the research implies to the alternative theory of cost behavior.
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TABLE 4.6: Research Summary

Null Hypothesis 1991-1996 1998-2004

H, Rejected Rejected

H, Fail to be Rejected Fail to be Rejected
Hs Fail to be Rejected Fail to be Rejected
H,4 Rejected Fail to be Rejected
Hs Fail to be Rejected Fail to be Rejected
Hs Fail to be Rejected Fail to be Rejected
H7 Fail to be Rejected Fail to be Rejected

The alternative theory of cost behavior used in this research is that costs
vary with greater intensity with an increase in activity volume than in the opposite
direction, i.e. with a decrease in activity volume, which cause costs to be sticky
downwards (Noreen and Soderstrom (1997) and Anderson, Banker, and
Janakiraman (2003)). The traditional theory of cost, as it is confirmed by Garrison
and Noreen (2001), Horngren, Foster, and Datar (200), stated that costs will react
or change insofar as change on the activity level occur, regardless the direction of
these changes (increase or decrease).

The result of this research sustains the alternative theory of cost behavior,
as shown from Table 4.6 that null hypothesis of H; for both periods is rejected.
The research provides empirical evidence on the stickiness behavior on Selling,
General, and Administrative costs in Indonesia manufacturing firms for the period
of 1991-1996 and 1998-2004. The result is in accordance with Anderson, Banker,
and Janakiraman (2003), de Medeiros and de Souza Costa (2004) and Windyastuti

and Biyanto’s (2005) research. The estimations of stickiness behavior of modet (II)
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and model (ITI) in this research all confirm the cost stickiness behavior, except for
model (IIT) estimation result for period of 1991-1996 which does not confirm to
cost stickiness behavior. In 1991-1996 period for model (IIT) estimation the cost

increase for 54% every 1% increase on revenue, but the cost decrease for 62%
(,51 +,5‘2 =0.543 + 0.076 = 0.619, see Table 4.5) for every 1% decrease on revenue.

The null hypothesis of H for both periods fails to reject, indicating that
the stickiness of SG&A costs does not reverse in subsequent periods. This can be
related to Indonesian managers’ behavior which is more impulsive toward
downturn in market condition. If revenue drops, Indonesian managers will see it

as a permanent downward pattern. This can be rationalized with the Indonesia’s
unstable economic condition, typical in developing country. Since ,33 s

coefficient for both period is positive (see Table 4.1 and Table 4.2), meaning that
time lag does occur between the decision to reduce resources and the actualization
of the change in costs because the time taken to unwind contractual commitments,
the reversion of SG&A costs in subsequent periods probably happen, but only

partially for the period of 1991-1996.
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CHAPTER V

CONCLUSIONS AND RECOMMENDATIONS

In this chapter, the researcher presents the conclusion from the research
conducted and the research limitations that can be taken into account when

conducting any related further research.

5.1. Research Conclusions

The overall objective of this research is to provide empirical evidences on
the behavior of selling, general, and administrative costs in Indonesia
manufacturing firms whether it has stickiness behavior and in what condition that
the stickiness in those firms occur. From the research findings derived from
hypothesis one, the researcher concluded that stickiness behavior occur in period
1991-1996 and 1998-2004. SG&A costs are sticky because in period of 1991-
1996 the cost increased 0.69% per 1% increase in sales revenues but it only
decreases for 0.29% per 1% decrease in sales revenue. While in period of 1998-
2004, SG&A costs increases for 0.52% per 1% increase in sales revenues but
decreases 0.33% per 1% decrease in sales revenue.

From the research findings derived from hypothesis two, the researcher

concludes that the stickiness of SG&A costs reverses partially in subsequent

periods. It is indicated by ,33 coefficient is positive and significant as expected,

but [}4 coefficient is negative and significant. The result is consistent with
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alternative theory of cost behavior that acknowledge the managers’ role in
adjusting committed resources in response to changes in activity-based demand
for those resources.

The conclusion for hypothesis three in this research is that stickiness of

SG&A costs does not decline with the aggregation of period, because of the
insignificance of ,éz coefficient for two-, three-, and four-year period. A possible

inference from the rejection of Hs in this research is that Indonesian managers are
more lenient towards the necessity to further reduce costs after a period of revenue
drops, and to proceeding to the adjustment of resources in a longer term.

The conclusion for hypothesis four and five in this research is that most of
the result leads to the rejection of hypothesis made for this research. Explanation
can be put forward for this is because Indonesian economy is more unstable than
the developed ones. It is possible that Indonesian managers feel more difficult to
reckon if a revenue drop is a slump or it is only a short-term fluctuation.

Finally, the conclusion for hypothesis six and seven based on the research
findings is costs are not stickier at Indonesian firms that require relatively more
employees or more assets to support their sales. This condition is related to the
labor surplus condition in Indonesia. Labor surplus factor makes companies
relatively easier to adjust the amount of employees with companies’ operational
activities, especially for production labor.

A managerial inference of the analysis is that cost stickiness can be
verified and controlled. Managers can assess their exposition to sticky costs when

observing the costs sensitivity to volume reductions. They can increase the costs
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sensitivity to volume fluctuations by taking contractual decisions which reduce

the adjustment costs connected to change the levels of committed resources.

5.2. Research Limitations and Recommendations
After completion of this research the following recommendations have
been drawn:

1. Further researches need to enlarge the scope of the sample of the data as
including other sector of companies and industries. In order to maintain a
valid result.

2. The data taken from the company is best taken from the company’s annual
report. Since, the data taken from annual report is more valid and reliable.

3. This research has compared the period of before and after Indonesia crisis,
further research should include the crisis period and extend the model used
to observe the effect of Indonesian crisis to the equation. Therefore, a
better understanding of the stickiness behavior of costs during Indonesian

economic crisis can be acquired.
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