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monitoring of managerial behavior. The hypotheses are all based on minimizing agency costs. They were
tested using data from a sample of 415 managers in 13 major U.S. companies. All were supported by the
empirical results, except for the predictions about effort tolerance. As task uncertainty increases there is less
reliance on budgets in evaluating and rewarding performance. Moreover, budgets are modified appropriately;
as price uncertainty increases there is a shift from monetary to physical units of measurement in the budget,
and as task uncertainty more generally increases the budget period lengthens, and the budget becomes more
adaptable to reflect unanticipated changes as they occur. Even after adjusting for task uncertainty, greater
budget reliance is used for managers with higher risk tolerance, suggesting a tailoring of incentive contracts to
this personal trait of managers. Further, managers risk tolerance is significantly associated with the level of
task uncertainty of their responsibility centers, suggesting an effective mechanism for matching persons to
organizational roles. Finally, even after adjusting for differences in task uncertainty, significant differences in
control strategy are observed across functional groupings. These differences are consistent with greater cost
effectiveness of monitoring managerial behavior for research and development and administrative support
functions, and conversely with greater cost effectiveness of monitoring outputs for internal operations,
purchasing and sales functions....
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