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Abstract

Purpose — Although slack resources and their relationship to performance have been widely studied in the
literature, the temporal symmetry of this relationship, and the duration of its effects, are still unknown aspects
and are the objective of this paper.

Design/methodology/approach — To evaluate this effect, an exploratory study has been designed on a
sample of 449 Spanish industrial companies over a period of 12 years, assessing the impact of idle resources on
economic and financial profitability. By means of hierarchical regressions, the short- term, medium- term and
long-term effects of slack resources have been evaluated.

Findings — The results show that the impact on performance depends on the type of resource considered.
Available slack has a consistent and positive effect on economic profitability in the short term. Other types of
slack show persistent effects on performance, but, in the case of the recoverable slack, with a negative sign that
contradicts the benefits provided by these resources. Finally, potential slack only has a permanent effect on
financial profitability, but the sign changes depending on the economic context under consideration. There are
also differences in the duration of the effects according to the type of resources.

Originality/value — This paper advances the knowledge about the slack-performance relationship over time
that has been scarcely studied.
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1. Introduction
Penrose (1959) established that those companies that had slack resources would obtain
superior results to those competitors that did not have access to them. Specifically, it stated
that “unused productive services, for the company, are both a challenge to innovate, an
incentive to expand, and a source for competitive advantage” (Penrose, 1960 p. 2). However, the
literature that has studied the link between these resources and performance has not been able
to reach conclusive results (Daniel et al, 2004), although the latest review studies generally
confirm a positive relationship between these two variables (Carnes et al,, 2019; Wan and Yiu,
2009). In any case, practically all research analyses this relationship following a transversal
approach or, in the best of cases, considering a reduced number of years (Gral, 2014).
Consequently, a relevant question that still needs to be clarified is to know the
mechanisms through which companies systematically transform and use slack resources in
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pursuit of their objectives and goals (Kuusela et al., 2017; Wan and Yiu, 2009). Among these
mechanisms, time requirements for these resources to show measurable results for the
organisation are particularly relevant (Argilés-Bosch ef al, 2018; Love and Nohria, 2005). This
study of the temporal relationships between slack and performance is complicated by the
multitude of partially contradictory or coincident classifications used, along with the absence
of agreement on the appropriate way to measure slack (Carnes ef al., 2019).

The present work is an attempt to assess the impact that the slack resources have on
performance over time. This research objective focuses on addressing the following research
questions: (1) on the one hand, the duration of the effect of slack resources on performance,
and (2) on the other, the existence of permanence of the relations between slack and
performance over time. Regarding the duration, the paper aims to observe for how long the
effect remains between a slack stock at any time and performance as different approaches
have been used in the empirical literature (Argilés-Bosch et al., 2018; Love and Nohria, 2005).
With respect to the permanence of effects, it constitutes a subject of great relevance in any
scientific discipline (Rosen, 2005), since it is a question of determining the temporal symmetry
of the relations, that is to say if the link between slack and performance is contingent at the
moment of time in which it is analysed.

In order to address these objectives, a longitudinal or temporal analysis is proposed, based
on the information obtained from the annual accounts of 463 Spanish industrial companies
over a period of 12 years (2006-2017). During this period of time, Spain suffered drastic
changes in the munificence of the environment due to the financial crisis (Canto-Cuevas et al.,
2016), which has commonly been associated with the use or consumption of slack, what
makes the single country sampling interesting. The balance sheet and profit and loss account
allow estimating the most common indicators of slack resources that will be related to the
economic and financial profitability of these companies.

The results obtained contribute to the existing knowledge both for the literature on slack
resources and for business practice. From the theoretical point of view, the inclusion of time
constitutes a relevant contribution insofar as most of the research on the subject is
transversal or uses a relatively short period of time. From a practical perspective, the results
show the disparate effect of the different types of slack, and, therefore, the conclusions
establish recommendations for managers on the management of resource slack.

The article begins with a general review of the literature on slack resources, with special
attention to the effect it has on business performance. After the presentation of the
methodology used in the study, the results obtained are analysed. The work ends with
conclusions and future lines of research.

2. Theoretical framework

Although the importance of slack resources and their definition goes back to the works of
Cyert and March (1956), it was Bourgeois (1981) who established the guidelines for the
current development of the concept and empirical analysis.

The literature on slack resources shows the opportunity they offer organisations to
achieve their goals and objectives (Kuusela ef al,, 2017; Sharfman et al., 1988) or to face internal
or external threatens (Bourgeois, 1981; Vanacker et al, 2017; Wan and Yiu, 2009). From a
general perspective, there are three theoretical approaches that dominate the works: the
resource-based view, the theory of organisational behaviour and the agency theory. On this
basis, Bourgeois (1981) identifies a diversity of possible applications of this type of resources.

One of the most studied aspects of the role of slack resources is their effect on performance.
However, and despite the number of investigations carried out (see, Gral, 2014 for a broad
review), there is still no precise knowledge of how companies make use of these resources in
order to achieve these higher returns (Daniel et al., 2004; Tsang, 2006). Some recent studies
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model by introducing mediating variables into that relationship. However, the results are not
conclusive and leave an opportunity to deepen their analysis.

Three different theoretical perspectives have dominated the slack—performance
relationship. First, following the initial approach of Cyert and March (1963), it is
understood that the possession of resources beyond what is necessary presents a positive
effect on business performance. Thus, these resources contribute to the growth of the
company through their use in reaching more ambitious goals (Penrose, 1959), although they
can also serve as a cushion against adverse situations (Lee, 2011). Second, slacks have been
considered to negatively affect performance (Ju and Zhao, 2009; Tan and Peng, 2003), as they
are resources that have not been used for value-generation process and therefore present an
opportunity cost. In addition, companies with this excess of resources may face internal
tensions associated with agency problems (Phan and Hill, 1995). Finally, some authors
suggest that these resources present positive or negative effects depending on the quantity.
Thus, Bourgeois (1981) identifies that it is preferable to have a certain “cushion” of resources
to undertake strategic projects but that, past a limit, these resources reflect inefficiency in
management, assuming a curvilinear relationship (Chiu and Liaw, 2009; Tan, 2003).

Empirical studies have indiscriminately adopted these three perspectives without being
able to reach a conclusion (Daniel et al, 2004). One of the reasons for this lack of convergence
in results is that there are many ways of understanding slack resources (Lecuona and Reitzig,
2014; Tang et al, 2015), although most researchers seem to continue to raise and find a
positive meaning to this relationship (Carnes et al., 2019).

The different works that have tried to unify the existing literature (Carnes ef al, 2019;
Daniel et al., 2004; Gral, 2014)) have shown that the effect on profitability varies according to
the type of slack (Cheng and Kessner, 1997). The results seem to show recoverable resources
as those with the least impact on performance (Daniel ef al, 2004). In the same way, the
necessary capital intensity also features as a determining element at the time of
understanding the effect (Sharfman et al, 1988), making it necessary to control the
industry. However, these results vary with the performance measure used (Gral, 2014).

The literature has also pointed to the need to apply controls when determining the
impact of slack on performance, given the contingent nature of this relationship. In this
way, uncertainty in the environment leads to a positive effect of the financial slack on
performance. Faced with limited external resources, the positive impact becomes even
stronger. In times or periods of crisis, the possession of slack initially results in a higher
rate of decline in performance but allows for a faster speed of recovery in the post-recession
period.

The consideration of the influence of the environment opens an interesting line of research,
not yet explored. Studies on temporal symmetry (Rosen, 2005) try to determine whether a
relationship between variables is maintained or changes at different times or periods of time,
thus reflecting the effect that other variables or circumstances may have on that relationship.
In short, the aim is to determine whether the relationship between slack and performance
remains unchanged over time or whether the change in context, such as a crisis situation or a
period of economic prosperity, influences that relationship.

Bearing in mind all these ideas, the paper, therefore, addresses the following research
points. First, starting from a positive relationship between slack resources and performance,
particularised according to the different types of slack that will be considered in this study.
Second, this paper explores the possibility of a curvilinear relationship between these
variables, following the ideas of Bourgeois (1981) and other authors (Love and Nohria, 2005;
Wefald et al,, 2010). And third, the research tries to determine whether the relationships
found, linear or curvilinear, are maintained in different periods of time, which are
characterised by different economic contexts, either recession or expansion.
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2.1 Time effect of slack resources

One of the least analysed issues, and with a great variety of results in the few analyses
performed, is the temporal effect of the slack. It seems logical to propose the existence of an
almost bidirectional relationship between resource slack and performance (Daniel et al., 2004),
given the dynamic and continuous nature of the company’s operation. In this sense, both the
accumulation of the slack and its use can present a delayed effect, since it is as much about the
use of opportunities as the protection against threats, which do not have a temporal relation, a
priori, between the resource, its accumulation and its use or orchestration.

Two different perspectives can be contemplated in the understanding of time. On the one
hand, time can act as a contextualizing element. The reaction of companies in a period of
economic crisis or in the evolution of a sector throughout its life cycle is an example of this
perspective (Bradley ef al, 2011; Wan and Yiu, 2009; Zona, 2012). However, few studies have
raised the possible symmetry of results over time (Dagostim Picolo et al, 2018). On the other
hand, time can be studied in relation to the durability of the effect of slack resources. In this
case, the way in which companies use this “excess” of resources to reach their objectives is
analysed (Guo et al.,, 2018; Kuusela et al., 2017), both in the speed of their consumption and in
the prolongation of their effect in time (Love and Nohria, 2005).

When considering the relationship between slack resources and performance, it is
necessary to bear in mind the dual role that performance plays. This accumulation will allow
managers, according to the agency theory, to protect themselves against adverse situations
that may occur in the future (Jensen, 1986). From a perspective centred on resources and
capacities (Penrose, 1959), they are resources that can be orchestrated in order to make
strategic decisions that favour obtaining a competitive advantage (Carnes et al, 2019).

The few references to time in the literature (Argilés-Bosch et al., 2018; Daniel et al., 2004)
have considered the possible delay in the effect of slack resources on performance, with
effects lagged between 1 (Daniel et al, 2004; Kuusela et al., 2017) and 4 years (Love and Nohria,
2005), with the results not being significant in most cases.

3. Sample and methodology

This research uses the economic information contained in the financial statements to
calculate the indicators. The data from the financial statements were collected by the SABI
(Iberian Balance Sheet Analysis Systems) database covering the period from 2006 to 2017.
This analysis period is justified as it covers the years prior to the economic crisis that began in
2008, and the subsequent years in which Spain was one of the most affected economies and
their firms faced an environment with scarce resources and limited financial access (Canto-
Cuevas et al, 2016).

To guarantee, to a certain extent, the reliability of the information, those companies with a
favourable audit report or a favourable audit report with qualifications in each and every one
of the years of the period considered were selected, resulting in a total of 2,797 companies.

To reduce sectoral heterogeneity (Gral, 2014), the sample selected contains exclusively
industrial companies (from NACE 20 to 38). Besides, companies that did not present complete
information were discarded, reducing the sample to 449 companies.

The study has an exploratory character, because starting from a positive, linear or
curvilinear (quadratic) relationship between slack and performance, it tries to determine the
permanence in time (temporal symmetry) of this relationship, as well as the duration of the
effect of the looseness of resources on the result of the company.

The Pearson correlation and the hierarchical linear regression were calculated using the
SPSS software. These regressions were carried out, after checking the relevance of their
estimation, in the successive years after the period considered and with delays, in order to
determine the duration of the effects. A panel methodology was not used as it was a question
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of that relationship throughout the whole period considered. Possible autocorrelation was
evaluated by the Durbin—Watson test, with values around the adequate threshold for all
regressions performed. Similarly, VIF values were below the value of 3 for all models tested in
the paper.

3.1 Variables

With respect to dependent variables, the paper observes that the most common way of
measuring profitability has been through economic profitability (ROA) (Carnes et al., 2019).
However, in order to obtain a more complete picture, following previous studies (see Daniel
et al., 2004), it was also decided to include financial profitability (ROE), as it reflects different
objectives and management systems.

Consistent with previous studies, the paper uses financial ratios to calculate slack
resources (e.g. George, 2005; Greenley ef al., 1998). Previous studies (Carnes ef al., 2019; Daniel
et al,, 2004; Gral, 2014) indicate the need to consider the different types of slack (available,
potential and recoverable), following the classification proposed by Bourgeois and Singh
(1983), which continues to be the most used to date. Meta-analyses show how the current ratio
(CR) (current assets/current liabilities) and the quick ratio (QR) (cash/current liabilities) are
the most used ways to measure the available slack. Although the QR can be measured
through other assets associated with liquidity, cash was considered for its immediacy (Deb
et al, 2017). For the other types of slack, the debt/equity (D/E) ratio was used to measure the
potential, and the general sales and administrative expenses/sales ratio was used for
recoverables. In this last category, the Spanish accounting system does not allow this type of
expense to be identified by secondary data, so the analysis uses another of the most
commonly used expenses, such as personnel expense/operating income (PE/I) (Lecuona and
Reitzig, 2014; Paeleman; Vanacker, 2015).

After an initial evaluation, and observing the high values of collinearity between the CR
and the QR, it was decided to use the first of them, which is the most used in the literature,
thus facilitating greater comparability of results. All the variables were adjusted by
subtracting the measure of each ratio from its industry, since it is common to compare the
ratios in context in order to understand their effect (Paeleman et al,, 2017).

In order to control possible effects unrelated to the effect of slack resources, the following
control variables were selected: the family nature of the company (George, 2005),
international activity (exports, imports, both or none) (there is evidence of a relationship
between slack resources and exports), whether or not the company is listed (George, 2005); the
age of the company (logarithm of age) and, finally, the size of the company as measured by the
logarithm of the number of employees (George, 2005).

4. Results

The interpretation of the results requires a differentiated analysis according to the dependent
variable used (economic profitability and financial profitability), as well as the time horizon
and the measurement of the slack. Regarding the period of time, the short term was
considered as the immediate effect that the slack has on profitability; this is the approach
followed by most of the literature, which has considered the effect of the slack on the
profitability of the same year (Carnes ef al, 2019). For the medium term, an effect on the
immediately subsequent year was considered, and for the long term, a period of 4 years was
contemplated. These time horizons are arbitrary, but only respond to a manageable
presentation of the results obtained; in the complete tables, the relations between slack
resources and economic and financial profitability for the whole period considered are
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included. Finally, three types of slack were considered: available, measured by the current
ratio (CR); recoverable, measured through the personnel expenses / operating income (PE/I)
relation; and potential, estimated by the quotient between debts and equity (D/E).

Table 1 presents the mean and standard deviation of the variables used in the analysis, as
well as the correlation coefficients between them. It is observed that the economic and
financial profitability of the different years selected is significantly related to some of the
explanatory variables. The results of the regressions for those selected years are shown in
Tables 2, 3 and 4.

4.1 Effect of different types of slack on economic profitability

In the short term, it can be observed that CR has a positive and significant effect for the years
considered (6 = 2.947, p < 0.001 for 2006; g = 0.916, p < 0.01 for 2010; and g = 0.728, p < 0.01
for 2013). When PE/1is analysed, a significant effect is also observed for the three years, but in
this case, in a negative sense (3 = —0.19, p < 0.001 for 2006; g = —0.147, p < 0.001 for 2010;
and g = —0.135, p < 0.001 for 2013). On the other hand, the potential slack (D/E) presents a
significant linear effect only for the year 2010 ( = —0.073, p < 0.001). Following the proposal
put forward by the literature and associated with the efficiency of these resources and the
possible existence of a curvilinear relationship between slack resources and profitability
(Daniel ef al., 2004), the quadratic effects were studied, finding that the relationship shows a U-
inverted shape for the CR in the years 2010 and 2013, as well as for D/E in the 2010 and 2013
periods.

For the medium term, that is, the effect in the immediately subsequent year, a negative and
significant effect of recoverable slack on economic profitability is observed for the years 2007,
2011 and 2014 (for PE/I; g = —0.155, p <0.001; g = —0.077,p <0.05;and g = —0.117,p < 0.01).
In the case of the available slack, a significant effect was observed in 2007, and with less
significance also in 2014 (for CR; = 2.436, p <0.001 and # = —0.534, p < 0.1). With respect to
the potential slack, only a significant effect is observed in 2011 (For D/E; g = —0.042, p < 0.05).
Quadratic analyses show significant inverted U-shaped effects for CR of each year and for D/
E in 2010 and 2013.

A possible long-term effect was also proposed, considering a delay period of 4 years.
Although the literature has not considered such a long-term effect, the results show an effect
between potential and recoverable slack through economic profitability, but only for 2013 (for
D/E; p = —0.642, p < 0.05 and for PE/T; g = —0.092, p < 0.01).

4.2 Effect of different types of slack on financial performance

In the short term, there is a significant effect of the potential slack on financial profitability,
although with a different sign depending on the year considered (for D/E; 8 = 3.625, p < 0.001
in 2006; g = —7.152, p < 0.001 in 2010; and g = —5.569, p < 0.001 in 2013). The effect is also
significant in all years for the recoverable slack, but in this case, always with a negative sign
(for PE/T; p = —0.889, p < 0.001 in 2006; p = —0.833, p < 0.001 in 2010; and g = —0.347,
» <0.001 in 2013). The effect of available resources (CR) is significant only in 2006 (3 = 5.265,
p < 0.001). No quadratic effects are observed for the available short-term slack in any of the
years studied. The potential slack has a U-shaped relationship for 2006 and 2013, and
mverted U for 2010 and 2014. On the other hand, the recoverable slack shows a U shape for
2006, without significant effect for the rest of the years.

In the medium term, it can be seen that potential slacks become relevant for 2006 and 2010
compared to the other two types of slack resources. Thus, the potential slack of 2006 has a
significant and positive effect on the profitability of 2007 (8 = 15.987, p < 0.001), and the 2010
slack on the financial profitability of 2011 (§ = 0.171, p < 0.01). With regard to the PE/I ratio,
there is a significant negative relationship between the 2010 slack and the 2011 financial
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return (§ = —0.262, p < 0.01), and also between the 2013 slack and the 2014 return Symmetry and

(B = —0.385, p < 0.01). The quadratic analyses show a U shape for the potential in the 2006 D/
E and a U-inverted shape in the 2013 D/E, as well as a U-inverted shape for the recoverable in
the year 2013, although with low significance.

Finally, in the long term, significant relationships are scarce, but there is an effect of the
potential slack of 2006 on the financial profitability of 2010 (8 = —12.752, p < 0.001) and of the
recoverable slack of 2013 (8 = —0.388, p < 0.001) on the profitability of 2017. In the first case,
there is also a U-shaped relationship between potential slack in 2006 and profitability in 2010;
this relationship is also observed between 2010 and 2014.

4.3 Analysis of the robustness of the vesults and duration of the effects

In addition to the previous analyses, which have estimated the linear and quadratic effects of
the control and explanatory variables for three discretionally chosen years (2006, 2010 and
2013), a robustness analysis has been carried out comparing the different types of slack and
the performance for all the years of the period considered. This analysis makes it possible to
determine the degree of permanence in time, or temporal symmetry, of the relationships
found. The results can be seen in Tables 5 and 6, which show the coefficients, deviations and
level of significance of these effects.

Observing the short-term effect (values of the main diagonal), it is possible to verify that the
ratio of both the available slack (CR) and the recoverable slack (PE/I) to the economic
profitability occurs in all the years of the period, one in the positive and the other in the negative.
It can therefore be said that there is a certain temporal symmetry in these relationships. This
feature is not observed in the short-term relationship between D/E and economic profitability,
asitis only significant in 4 out of the 12 estimated regressions. This is an expected result, taking
into account the longer-term nature or potential effect of these resources.

In the medium term, the relationship between the recoverable slack and economic
profitability persists, since in all the years considered it is significant and negative. On the
contrary, this relationship is less permanent in the cases of available and potential slacks,
which is significant only in 5 and 4 cases, respectively, out of 11 estimated ratios.

Finally, in the long term (delayed effect of 4 years), the relations between the variables are
less persistent. Thus, the effects of the three types of slack on the economic profitability are
produced in scarce relations, since only in 2 cases out 8 possible ones the three types of slack
have a significant effect. This result indicates that the impact of the slack on the performance
is less visible and permanent when it is removed in time.

In order to statistically confirm these observations, a lncom estimation was carried out
using Stata 12 software, as it offers a confidence interval as well as a null hypothesis test on
whether the difference between the coefficients is zero, that is, whether the intensity and the
sign remain over time. The results show that in the regression on economic profitability, the
coefficients are significantly different from the CR in the first two years analysed, but show
homogeneity in intensity and sign for the rest of the period. For the other two slack ratios
analysed, the results show a predominance of equality (only 7 out of 66 comparisons were
significant for the D/E and 10 out of 66 for the PE/I), without observing a pattern in the
relations.

Regarding financial profitability, in the short term, the effect of the recoverable slack (11
significant and negative relationships out of 12 possible) and the potential slack (9 significant
and mostly negative relationships) is permanent, but not so in the available slack, where only
two significant relationships are identified. In the medium term, the permanence of the effects
decreases, although it remains high in the case of the potential slack (8 significant
relationships and mostly positive out of 11 possible) and less in the recoverable slack (6
significant and negative relationships). As in the short term, the available slack does not show

duration of
slack
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a permanent effect on financial profitability. Finally, in the long term (4 years of delay in the
effects), the relations are less permanent, although, in the case of both the potential and
recoverable slack, 4 significant relations are observed out of 8 possible results. The lincom
post-estimation test indicates a relative symmetry in the estimated relations.

The results also allow exploring the duration of the effect of slack resources on
performance. Despite not showing a clearly identifiable general pattern, they show certain
trends that need to be highlighted. Thus, the recoverable slack (PE/I) has the longest impact,
particularly on economic profitability, since in all the years considered, this type of slack has
(negative) effects on profitability. The duration of the effect is reduced in the central years of
the period, but increases again in the final years. Effects are not so lasting for the other two
types of slack. For financial profitability, both potential and recoverable slacks have a certain
duration of effects, but only in certain years. In all cases, the ratios of the coefficients decrease
as they move away in time.

In summary, the multiple results obtained allow us to identify patterns regarding the
effects of the slack on performance, taking into account the persistence of the relationships
and the duration of the impacts. Thus, the available slack (CR) has a positive short-term effect
on the economic profitability that remains in time. The potential slack (D/E) has a persistent
short-term impact on financial profitability, although, in this case, the sign of the relationship
changes according to the year in question. Finally, the recoverable slack (PE/I) has a
permanent and negative short-term effect on both economic and financial profitability. There
is also a permanent and negative medium-term effect between recoverable slack and
economic profitability. There is no significant pattern in the long term. With regard to the
duration of the effects, a lasting effect is only observed in the case of recoverable slacks,
especially in the case of economic profitability, although the prolongation in time of the
impact changes according to the years.

5. Discussion, conclusion, implications and limitations

Meta-analyses have revealed a positive relationship between slack resources and
performance (Daniel ef al., 2004; Carnes et al, 2019). However, effects vary according to the
type of slack, the measurement of performance and other contingent variables, such as the
sector or the nature of the company. Differences between the studies, although significant,
can be explained by the contexts used rather than by deep theoretical differences (Carnes
et al, 2019). Based on these ideas, the objective of this study has been to analyse the
permanence of these relationships over time, as well as the duration of the effects, taking into
account different types of slack and different measures of performance. The results obtained
provide interesting conclusions that allow advancing the knowledge of the role of slack
resources on performance.

The analysis covers 12 years (2006-2017) comprising periods of economic prosperity,
recession and recovery. Results show numerous significant results, but many respond to
short-term or contingent effects at a given time, to a type of slack or to a performance
measure. In this discussion, we are only interested in those significant results that remain
over time and give rise to clearly identifiable patterns.

The available slack, measured through the current ratio (CR), has a positive short-term
effect on economic profitability in all the years analysed. This impact is significantly more
intense in the first two years, showing that companies use these resources more aggressively
and with greater complexity (Carnes et al, 2019) in periods of economic prosperity. In other
stages of the cycle, the available slack continues to have a significant and positive effect,
although with lower coefficients. There are no significant relationships between this type of
slack and profitability in the medium and long term, showing that companies use these
resources immediately, something to be expected bearing in mind that their measurement is



made through magnitudes of current assets, and, therefore, linked to the short-term activity Symmetry and

of the company.

The effect of the available slack is produced exclusively on the economic profitability and
not on the financial one, indicating that this relation is contingent to the performance measure
used. It is a resource of operational nature, related to the short-term operating or ordinary
profit of the company. Consequently, this type of slack reflects the ease and flexibility of its
operational use to face both internal and external fluctuations and thus ensure the companies’
performance (Cyert and March, 1956; Sharfman et al., 1988).

The recoverable slack shows a significant, negative and permanent effect, in the short and
medium term, on both economic and financial profitability. This persistently negative effect
is consistent with the one found by Carnes et al (2019, p. 76). The negative relationship
indicates that the inefficiency hypothesis (Ju and Zhao, 2009; Tan and Peng, 2003) takes
precedence over the advantage of having slacks, that is, that the higher costs compensate for
the benefits of recovering and deploying this type of slack (Carnes et al, 2019). Certainly,
retaining excess workers or paying higher wages may allow the company to have greater
tacit knowledge and skills that can be used in times of need, but the results show that these
slack resources really represent inefficiencies rather than knowledge retention and flexibility
(Lecuona and Reitzig, 2014) and are often used in order to improve performance (Sanchez and
Suarez, 2005).

It is surprising that this effect occurs throughout the period considered and both in the
short and medium term, reflecting that in each year, the most inefficient companies in the use
of their human resources obtain lower economic and financial returns than other companies.
The analysis makes it possible to ensure that companies with recoverable human resource
slack in a given year do not use this excess to obtain higher returns in subsequent years, as no
long-term effects on performance are observed.

Finally, the potential slack has an effect mainly, or almost exclusively, on financial
profitability. This result reflects that the relationship is due not only to the use of the slack but
also to the financial strategy of the company, in this case, the use of financial leverage, in
which the effects of the interest and tax rate have a special relevance. The direction of the
relationship changes according to the period of time considered, a result similar to that
obtained by Carnes et al (2019, p. 76) in their meta-analysis: “the finding that potential slack
negatively affects short-term performance but positively affects long-term performance
reflects utilization differences”.

The results, when considering a wide time horizon, show that the relationship between
potential slack and performance is more complex than that obtained by other studies, since
that negative relationship on short-term profitability and positive long-term performance
changes according to the economic context considered. Thus, during economic growth,
relationships similar to those indicated by Carnes et al (2019) are obtained, but this
relationship is inverted in periods of recession or crisis (positive in the short term, and
sometimes negative in the medium and long term). These differences reflect the various
possibilities that slacks offer companies, depending on their nature and the circumstances. In
periods of crisis, companies must use their possible financial slacks to ensure their survival,
facing the external fluctuations they must face (Cyert and March, 1956). Hence, there is
positive relationship in the short and medium term between potential slack and performance,
with no long-term relationship observed in those slacks. On the contrary, in periods of
growth, the slack may have a more strategic character (Bourgeois, 1981), and, therefore, the
relationship with performance will be in the longer term, while in the short term, an excess of
potential slack indicates that the company is not sufficiently leveraging its financial structure
(Carnes et al., 2019).

The study also explored the possibility of a curvilinear relationship between slack and
performance (Bourgeois, 1981; George, 2005) reflecting an inefficiency in management. The
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results obtained confirm this curvilinear relationship (Chiu and Liaw, 2009; Tan, 2003), but
with differences according to the types of slack and periods considered. The inverted U-
shaped relationship is relatively consistent between available slack and economic
profitability, especially in periods of crisis, reflecting the need to fine-tune the use of this
type of resource. There is also a U-shaped relationship between potential slack and financial
profitability, showing the need to use these resources in their appropriate proportion.
Excessive leverage or scarce use of external financing reflects situations that harm
profitability, especially in the short term.

Finally, the duration of the effects of the slack on performance is only seen consistently in
the case of recoverable slack, showing that inefficiency in the use of human resources is
difficult to eliminate over time, although the effect decreases over the years. Available slack
only has an impact in the short term, except in periods of economic prosperity that can
continue for several years. The duration of the effect of potential slack is contingent on the
stage of the cycle under consideration, with a more prolonged impact on periods of growth
than crisis.

In conclusion, when analysing and determining the slack resources—performance
relationship, it is necessary to take into account the type of slack, the measurement of
performance and other contingent variables, such as the period and context in which this
relationship is studied. Although the concept of slack is widely accepted, characterised by
those resources that can be deployed quickly to support a series of actions to achieve
organisational objectives (Sharfman ef al, 1988), its nature is complex, and, therefore, its
relationship with performance offers diverse results.

Slack resources respond to the advice of saving resources for scarcity times. However, this
strategic recommendation does not seem to be adequate for all slack resources. Only the
available slack, as its name reflects, has a consistent and positive effect on performance, but
only in the short term. In addition, this relationship is curvilinear, highlighting the need for
proper management of this type of resource. In the other types of slack, there are also
persistent effects on performance, but, in the case of the recoverable slack, with a negative
sign that contradicts the benefits provided by these resources, and in the case of the potential
slack, the sign of the relationship changes, depending on the economic context considered.

Consequently, these results present important implications for academia and for
practitioners. Thus, researchers must take into account this diversity of results according
to the type of slack considered and adequately define the research issue and the context of the
study. Thus, the literature that has paid attention to this issue must be cautious in order to
control the economic situation as well as the firm-level variables as they seem to behave in a
contingent way. From a practical point of view, managers must be cautious when
accumulating resources that can be used in adverse or unexpected situations. Especially in
the case of the recoverable slack, the results indicate that it is difficult to “recover” this type of
resource in times of difficulty and that an excess of human resources leads to lower
performance in any circumstance. The other types of slack require an intentional and
adequate management because these resources positively affect the performance only in
certain circumstances and quantities. As the effect of slack resources diminishes over time, it
is necessary for the company to properly manage not only their use, but also the possible
accumulation where feasible.

This study is not without its limitations. Thus, the sample selection concentrates on
manufacturing industries, omitting extractive or service sectors (Marlin and Geiger, 2015).
The incorporation of new sectors, or data from different countries, would make it possible to
know the differentiated and comparative effect in order to arrive at more generalisable
results, albeit the focus in the Spanish economy was justified by the overreaction showed
during the crisis period studied. The possibility of carrying out a study of panel data may
help to confirm the stability of the relations, although it is true that this methodological



approach will not allow us to contextualise the results and understand their symmetry. Symmetry and

Another limitation is that the empirical model does not include potential moderators of the
slack—profitability relationship (Carnes et al, 2019). It is also necessary to acknowledge that
the paper treats firms in a rather “systemic” manner, without paying attention to the critical
role of agency (e.g. managers, executives). Finally, although the availability of data for a long
period of time has allowed carrying out a longitudinal study of slacks, it has not been possible
to determine how companies use these resources before internal or external fluctuations and
for strategic purposes.
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