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In a U.S. sample of nonprofit professional theaters, we examine how slack resources
interact with environmental threat appraisal to influence product exploration and
exploitation. We find systematic variation depending on the extent to which a resource
is rare and absorbed in operations, and the extent of perceived environmental threats.
Absorbed, generic resources are associated with increased exploitation and decreased
exploration. Unabsorbed resources, both generic and rare, result in higher exploration
and lower exploitation, but only when perceived environmental threat is high. Overall,
results reveal pragmatic decision making balancing the benefits of superior strategic
position against the risks of jeopardizing viability.

The overall strategic emphasis of an organization
is reflected in investments of resources in activities
and processes that promote exploration or exploi-
tation (Siggelkow & Levinthal, 2003). Exploration
creates novel competencies that enable ongoing in-
novation and generally results in superior long-
term returns (Geroski, Machin, & Van Reenen,
1993). These benefits are balanced by the higher
level of risk inherent in exploratory activities,
which require significant investments with uncer-
tain payoffs (Gupta, Smith, & Shalley, 2006). Ex-
ploitation creates value through existing or mini-
mally modified competencies that sustain long-
term viability following successful exploration.
Successful exploitation provides a buffer from the
shocks of exploration and entails less risk than
exploration (Gatignon, Tushman, Smith, & Ander-
son, 2002).

Past research has reported a positive relationship
between slack resources and a variety of explora-
tion activities, including innovation (Nohria & Gu-
lati, 1996), risk taking (Singh, 1986), and adapta-
tion (Kraatz & Zajac, 2001). However, other
evidence suggests that the presence of slack can

The authors wish to thank Theatre Communications
Group for supporting this research and the associate ed-
itor and three anonymous reviewers for their construc-
tive comments. The first two authors contributed
equally.

147

lead to cautious decision making and risk aversion,
which reduce exploration (Mishina, Pollock, & Po-
rac, 2004) and increase incremental adaptation, or
exploitation (Tan & Peng, 2003). As these divergent
findings suggest, whether organizational slack pro-
motes exploration or exploitation remains an un-
settled issue.

In this research, we argue that the effects of
slack on exploration and exploitation are best
understood by focusing on specific properties of
a slack resource and the environmental context
facing an organization. We believe that the extent
to which a slack resource is rare and the extent to
which it is absorbed determine its interpretation
and subsequent effects on product exploration
and exploitation. We build on prospect theory
and the threat-rigidity hypothesis to develop op-
posing explanations for the moderating influence
of environmental threat (Audia & Greve, 2006;
Chattopadhyay, Glick, & Huber, 2001). We pro-
pose that the framing effects of specific forms of
slack resources determine whether organization-
al decisions conform to predictions grounded in
prospect theory or to predictions stemming from
the threat-rigidity thesis.

The results of the study help sort through oppos-
ing views in two key areas of research, namely, the
effects of slack resources on organizational deci-
sion making and organizational responses to envi-
ronmental threat. By systematically differentiating
among specific forms of resource endowments, we
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generate clearer insights into the influences, at
times conflicting, of slack resources on product
exploration and exploitation. Our results indicate
that the effects of environmental threat are largely
contingent on the nature of available resources. We
build on these results to offer implications for or-
ganizations seeking to align product exploration
and exploitation with strategic intent.

We implemented this research using a sample of
nonprofit professional theaters in the United
States, which represent a $1.4 billion industry
(Voss, Voss, Shuff, & Taber, 2004). Nonprofit pro-
fessional theaters face unique tensions between an
institutional ethic emphasizing artistic values and
pressure to sustain financial viability. These coun-
tervailing demands create challenges in balancing
artistic experimentation, with its attendant uncer-
tainties, against capitalizing on known artistic suc-
cesses assuring more predictable returns (Glynn,
2000; Voss, Cable, & Voss, 2006). This conflict be-
tween strategic emphases provides an ideal context
for studying organizational exploration and
exploitation.

LINKING SLACK RESOURCES, ENVIRONMENT,
AND PRODUCT EXPLORATION
AND EXPLOITATION

According to March, “Exploration includes
things captured by terms such as search, variation,
risk taking, experimentation, play, flexibility, dis-
covery, innovation,” and “Exploitation includes
such things as refinement, choice, production, effi-
ciency, selection, implementation, execution”
(1991: 71). Adapting these ideas, we define product
exploration as an organizational emphasis on intro-
ducing radical innovations that extend existing
product competencies. Product exploitation is de-
fined as an organizational emphasis on marketing
existing or incrementally modified products that
capitalize on existing product competencies. The
dominant view in the literature (March, 1991,
2006) is that emphases on exploration and exploi-
tation reflect trade-offs made to accommodate or-
ganizational limitations. Trade-offs can result from
constraints in allocating limited resources over
these two major sets of activities and from the chal-
lenges associated with managing divergent cogni-
tive models and organizational routines (Smith &
Tushman, 2005). These trade-offs may even reflect
negative reciprocal causality. A focus on immedi-
ate returns and lower risk of failure can increase
exploitation, driving down exploration, whereas
focusing exclusively on exploration can lead to dif-
ficulty in exploiting the outcomes of successful
exploration (March, 2006).

An emerging view suggests that organizations
can adopt structural and cultural configurations to
minimize and even overcome the need for trade-
offs between exploration and exploitation (Gibson
& Birkinshaw, 2004; Gupta et al., 2006). Further-
more, exploration and exploitation may involve
separate operational domains rather than opposite
ends of a single decision continuum (He & Wong,
2004; Lavie & Rosenkopf, 2006). For example, ex-
ploration may entail activities and processes asso-
ciated with new-product development, while ex-
ploitation may involve a distinct set of activities
associated with modifying an existing product bun-
dle. Recognizing such a contingent view of organi-
zational trade-offs, we propose separate hypotheses
for product exploration and exploitation.

In the following section, we propose a typology
of slack resources and then develop hypotheses
that predict different organizational responses to
different types of slack on the basis of their position
within this typology. We then invoke prospect the-
ory and threat-rigidity arguments to predict alter-
native decision-making patterns within the same
organization in the face of environmental exigen-
cies. These contingency hypotheses are consistent
with research suggesting reflexivity in organization-
al decision making (Steensma & Corley, 2001).

Slack Resources

Slack refers to the stock of excess resources avail-
able to an organization during a given planning
cycle (Nohria & Gulati, 1996; Sharfman, Wolf,
Chase, & Tansik, 1988). Slack can accrue as a result
of organizational performance in prior periods, as a
planned buffer, or as a result of poor planning. The
literature is divided in predicting the effects of
slack on exploration and exploitation. One view
suggests that slack enables organizations to divert
attention away from “fire fighting” to focus instead
on expansive thinking and risky, innovative ven-
tures with potentially high payoffs (Nohria & Gu-
lati, 1996). For example, slack financial resources
can facilitate investments in radical product inno-
vations and protect organizations from potential
depletion of resources if such efforts fail (O’Brien,
2003). The opposing view is that high slack leads to
risk aversion, which results in low exploration,
passivity in organizational responses, and in-
creased motivation to capitalize on known compe-
tencies through exploitation (Levinthal & March,
1993). This perspective suggests that organizations
with low levels of resources are more likely to
explore, especially when operating in competitive
environments (Katila & Shane, 2005).

We believe that these conflicting logics can be
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resolved by considering the rarity and absorption of
a slack resource. Because rare resources are diffi-
cult to replace, managers’ motivation to deploy
them is low, and they likely prefer to conserve
them if possible. Because absorbed resources are
already committed to a specific use, managers’ abil-
ity to to (re)deploy them is low. Thus, the rarity and
the absorption of a slack resource lead, respec-
tively, to motivational and structural constraints on
its deployment in risky, exploratory activities.

Resource rarity. Organizations depend on val-
ued resources to sustain ongoing processes and
long-term viability (Barney, 1991; Christensen &
Bower, 1996). Some resources are relatively generic
and commonly available. Rare and valued re-
sources, which are central to creating and sustain-
ing competitive positions, are scarce and unique.
Resources such as raw material and people may be
rare because of limited availability in factor mar-
kets. Other forms of resources are rare because they
can only be accumulated within organizations
through time-consuming, effortful, and complex
processes. For example, “social capital” is a rare
resource that is accumulated through complex so-
cial processes and along unique historical trajecto-
ries (Barney & Hansen, 1994). Few organizations
succeed in creating abundant stocks of rare re-
sources, given the tacit and extended processes in-
volved in their creation.

Resource absorption. Resources also vary in the
extent to which they are absorbed in ongoing activ-
ities. Unabsorbed resources are currently uncom-
mitted and can be redeployed easily within organ-
izations (Sharfman et al., 1988; Tan & Peng, 2003).
Examples include cash or credit lines that are avail-
able for use for a variety of purposes. Organizations
also possess absorbed resources that are tied to
current operations. Examples include stocks of
dedicated investments such as production capacity
and specialized skilled labor (Greve, 2003). Struc-
tural constraints limit the recovery of excess levels
of such resources and their redeployment for novel
or exploratory activities (Mishina et al., 2004). Ex-
cess absorbed resources may even be viewed as
costs.

Figure 1 presents a map of four types of slack
resources that result from combining these two re-
source characteristics: financial, customer rela-
tional, operational, and human resources. We now
propose hypotheses linking the four resource types
to product exploration and exploitation.

Financial Slack: Generic and Unabsorbed

Financial slack refers to the level of liquid assets,
such as cash on hand, that is available to an organ-

FIGURE 1
Mapping Resource Characteristics to Specific
Measures of Slack

Resource Absorption

Low High
Low Financial Operational
Slack Slack
Resource
Rarity
High Customer Human Resource
Relational Slack Slack

ization (Kraatz & Zajac, 2001). Though valuable,
financial slack is a generic and therefore less rare
resource. Financial resources, representing no par-
ticular stakeholder, can be generated internally via
multiple means or garnered from external sources
in relatively short order through a variety of market
mechanisms (Dierickx & Cool, 1989). Perfectly di-
visible for allocation to multiple activities, finan-
cial slack is the least absorbed form of slack and the
easiest to redeploy (Greve, 2003; Miller, 2003).

Organizations are not constrained in their moti-
vation or ability to deploy financial slack because it
is generic and unabsorbed. There should thus be
little motivation to conserve and a greater willing-
ness to deploy financial slack to risky exploration
that can strengthen an organization’s long-term po-
sition. The unabsorbed nature of financial slack
also implies a lack of structural constraints; it can
be readily allocated to a range of exploration activ-
ities. In keeping with previous research (Mishina et
al., 2004; Nohria & Gulati, 1996; Tan & Peng, 2003),
we expect that higher financial slack will be asso-
ciated with increased product exploration entailing
unpredictable investments and uncertain near-term
returns. Lower levels of financial slack will in-
crease the pressure to conserve rather than deploy
slack, to ensure its availability for ongoing activi-
ties and organizational viability. Moreover, low
levels of slack may be seen as insufficient for suc-
cessful product exploration.

As financial slack becomes scarce, organizations
likely turn to existing product competencies, intro-
ducing product variants with minimal improve-
ments and incremental repositioning (Levinthal &
March, 1993). Low levels of financial resources are
sufficient for product exploitation requiring mod-
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est investment while promising small but certain
returns. With increasing financial slack, the modest
returns promised by product exploitation are less
likely to attract investment. Consequently, organi-
zations with more financial slack should devote
less attention and fewer resources to product ex-
ploitation. In view of these arguments, we propose
that higher levels of financial slack are positively
related to product exploration and negatively re-
lated to product exploitation.

Hypothesis 1a. The association between finan-
cial slack and product exploration is positive.

Hypothesis 1b. The association between finan-
cial slack and product exploitation is negative.

Customer Relational Slack: Rare
and Unabsorbed

To conceptualize customer relational slack, we
extend the notion of social capital (Adler & Kwon,
2002; Nahapiet & Ghoshal, 1998) and the resource-
based view of “relational resources” (Barney &
Hansen, 1994; Wernerfelt, 1984). Relational slack
refers to excess resources committed to an organi-
zation by specific relational stakeholders, includ-
ing suppliers (Dyer & Singh, 1998), donors (Kraatz
& Zajac, 2001), and board members (Hillman &
Dalziel, 2003). We define customer relational slack
as the slack attributable to relational, or committed,
customers, who are valued resources providing tan-
gible benefits to an organization. Compared to
transactional, or one-time, customers, relational
customers assure a predictable stream of revenues
that facilitate efficiency in planning and bring
down marketing expenditures (Sirdeshmukh,
Singh, & Sabol, 2002). Moreover, the proportion of
an organization’s revenues accruing from relational
customers signals organizational worth to internal
and external stakeholders. In sum, customer rela-
tionships translate to capital for the organization
(cf. Adler & Kwon, 2002), and revenues accruing
from relational customers are an indication of slack
in customer relational capital.

We propose that customer relational slack is a
relatively rare and unabsorbed resource. Typically,
a small portion of customers are motivated to form
relationships and, once formed, these relationships
are difficult to sustain (Sirdeshmukh et al., 2002).
Customer relational slack is built through painstak-
ingly garnered reputation and trust (Adler & Kwon,
2002; Barney & Hansen, 1994). Competing firms
cannot readily create customer relational slack ow-
ing to the socially imbued, time- and path-depen-
dent processes that are required. Adding to its rar-
ity, customer relational slack is not available for

appropriation from market sources (Barney, 1989;
Dierickx & Cool, 1989). However, customer rela-
tional slack, measured as revenues from relational
customers, is unabsorbed, so there are no structural
constraints on redeploying it.

Although the availability of customer relational
slack could foster product exploration (cf. Noot-
eboom, Berger, & Noorderhaven, 1997), we argue
that organizations are less motivated to deploy and
risk their customer relational slack because of its
rarity. Given the difficulty in building customer
relational slack, managers will exercise caution in
pursuing exploratory activities that may result in
actual and reputation failures that could compro-
mise relational capital. Instead, managers will pro-
tect such hard-earned and difficult-to-recoup re-
sources (Gilbert, 2005). Furthermore, commitments
to relational customers loom larger as customer
relational slack increases, reducing willingness to
stray from ongoing value-creating activities central
to existing relationships (Christensen & Bower,
1996). All else being equal, high customer rela-
tional slack should be accompanied by low organ-
izational adaptability and a focus on protecting
hard-earned, hard-to-recoup resources. As a result,
we propose a negative relationship between cus-
tomer relational slack and product exploration, op-
posite to our predictions for financial slack.

On the other hand, we believe that slack derived
from close customer relationships will promote an
organizational focus on exploitation and improve-
ment of current products. Exploitation and incre-
mental improvement of existing products are in
keeping with expressed expectations of relational
customers (Voss, Montoya-Weiss, & Voss, 2006).
Moreover, exploitation through tried and tested ac-
tivities is less likely to place customer relational
slack at risk. Thus, high customer relational slack
will increase product exploitation.

Hypothesis 2a. The association between cus-
tomer relational slack and product exploration
Is negative.

Hypothesis 2b. The association between cus-
tomer relational slack and product exploita-
tion is positive.

Operational Slack: Generic and Absorbed

Operational slack derives from unused or under-
utilized operational resources, such as excess pro-
duction capacity (Bourgeois, 1981; Greve, 2003;
Tan & Peng, 2003). Because operational slack is
neither difficult to obtain nor unique to a given
organization, organizations should not perceive
motivational constraints in deploying it. However,
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because operational slack is absorbed and generally
tied to a specific purpose within an organization, it
is relatively difficult to reallocate to alternative
uses in the near term. Operational slack also may be
structurally constrained by other resources with
which it coexists, further limiting the ability to
isolate and redeploy it in other contexts (Mishina et
al., 2004). Thus, in contrast to financial and cus-
tomer relational slack, both of which are unab-
sorbed, operational slack cannot be readily
deployed.

We believe that the absorbed nature of operation-
al slack will exert a negative influence on explora-
tion and a positive influence on exploitation. Orga-
nizations with high levels of absorbed, difficult-to-
redeploy resources will focus on restricting losses
by cutting back on exploration. In the face of sure
losses, decision makers prefer alternatives that cur-
tail losses over those promising further gains. Re-
search on “mental accounting” refers to this rela-
tionship as the “reverse sunk-cost effect”
(Zeelenberg & Van Dijk, 1997) or the “breakeven
principle” (Thaler & Johnson, 1990). In such situa-
tions, managers gravitate toward options promising
smaller but certain returns (“breakeven”) rather
than options with larger but uncertain returns.’
Extending this logic, we argue that high operational
slack leads to risk aversion and reduced product
exploration. Organizations will focus on squeezing
out smaller but certain returns through well-known
processes that rely on existing competencies and
resources. Thus, high operational slack should re-
sult in higher product exploitation using existing
operational resources.

Hypothesis 3a. The association between opera-
tional slack and product exploration is
negative.

Hypothesis 3b. The association between opera-
tional slack and product exploitation is
positive.

Human Resource Slack: Rare and Absorbed

Human resource slack refers to specialized and
skilled human resources that are rare and absorbed
(Mishina et al., 2004). Competitive markets foster
intense efforts to retain and protect skilled, special-
ized people who are central to creating long-term

! Thaler and Johnson (1990) referred to the breakeven
option as “risk taking.” In their study, the breakeven
option is viewed relative to the “do nothing” option. In
our study, we view the breakeven option (i.e., exploita-
tion) as the risk-averse option relative to exploration.

competitive advantage (Barney, 1991). By limiting
the ease with which skilled personnel can be ac-
quired, these competitive efforts increase the rarity
of human resource slack. Human resource slack
also is absorbed because the resources are tied up
in the organization’s current operations.

We argue that the rare and absorbed nature of
human resource slack has a negative influence on
product exploration and a positive influence on
product exploitation. Human resources that are ac-
quired and developed to build existing routines
likely possess skills that are most applicable to
incumbent product domains. As a result, they are
less readily reallocated to exploration in novel con-
texts. Moreover, the absorbed nature of human re-
source slack makes it difficult to reallocate in the
short term. Shifting human resources within organ-
izations is structurally difficult and may face polit-
ical hurdles that typically accompany decisions
pertaining to skilled personnel (Mishina et al.,
2004). Thus, as a result of its rare and absorbed
nature, human resource slack should contribute
negatively to exploration and positively to
exploitation.

Hypothesis 4a. The association between hu-
man resource slack and product exploration is
negative.

Hypothesis 4b. The association between hu-
man resource slack and product exploitation is
positive.

Slack and Environmental Threat

Opportunity and threat perceptions refer to man-
agerial appraisals of the extent to which an organ-
ization’s operating environment promises losses
versus gains (Staw, Sandelands, & Dutton, 1981).
Prospect theory and the threat-rigidity hypothesis
lead to opposing arguments about the effects of
environmental opportunity and threat (cf. Chatto-
padhyay, Glick, & Huber, 2001; Fiegenbaum &
Thomas, 1988). According to prospect theory, or-
ganizations facing the impending losses implied by
threatening environments should embrace risk tak-
ing (Kahneman & Tversky, 1979). Because threats
carry the potential to erode the organization’s stra-
tegic position, managers should increase invest-
ments in innovative competencies to counter
threatening environments and their unpredictable
outcomes. Moreover, because the perceived risk of
the strategy under consideration is less salient
when framed against a threatening rather than op-
portunity-laden environment, risk seeking rather
than risk aversion is more likely in the face of
environmental threat. If the environment is seen as
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more opportunity laden, organizations should be
risk averse, lowering investments in risky ventures
and relying instead on existing competencies as a
sufficient response. Without compelling motiva-
tion, organizations are less likely to risk disrup-
tions to ongoing operations by straying from known
competencies.

The threat-rigidity perspective suggests the op-
posite response (Sitkin & Pablo, 1992; Staw et al.,
1981). Because threats imply looming losses and a
loss of control over operating decisions and out-
comes, they should lead to risk aversion and a
focus on protecting an organization’s position (Dut-
ton & Jackson, 1987). In the face of a threatening
environment, an organization should reduce in-
vestments in innovative ventures and revert to tried
and tested competencies with more predictable
outcomes that limit potential losses. Favorable cir-
cumstances encourage inherently risky innovation
and exploration because opportunity-laden envi-
ronments heighten expectations of successful out-
comes and promise greater control over the organ-
ization’s situation (Staw et al., 1981). Thus, in this
view, organizations perceiving environmental op-
portunity are more likely to exhibit higher levels of
exploration.

We reconcile these alternative predictions by ar-
guing that response to environmental threats is
contingent on an organization’s resource endow-
ments, especially the level and nature of its slack
resources. Organizations possessing unabsorbed
forms of slack likely respond to threat through in-
creased risk taking, in line with prospect theory’s
predictions; to counter or minimize the effects of
threatening environments, organizations should
invest (and risk) readily deployed slack in prod-
uct exploration. However, a threatening environ-
ment combined with structurally constrained slack
may heighten a perceived lack of control; as a re-
sult, organizations holding absorbed and hard-to-
redeploy slack should enact rigid responses of
retrenchment and risk aversion. As Dutton and
Duncan (1987) suggested, organizations faced with
a situation requiring an urgent response but lacking
requisite resources likely adopt incremental change
as a means of coping with, rather than countering,
the exigency. We extend these arguments to pro-
pose interaction effects between each form of slack
and environmental threat perceptions.

Financial slack and environmental threat. Be-
cause financial slack is a relatively generic, avail-
able, and unabsorbed form of slack, we extend
prospect theory to propose that the positive effects
of financial slack on product exploration and its
negative effects on product exploitation are ampli-
fied when an environment is seen as threatening

(Chattopadhyay et al., 2001). Product exploration is
an offensive action that can strengthen an organi-
zation’s position, especially in turbulent environ-
ments (Miller, Lant, Milliken, & Korn, 1996). Organ-
izations holding higher levels of financial slack
likely perceive greater value in expending rather
than protecting slack resources to ensure long-term
survival. In the face of threat, organizations pos-
sessing sufficient financial slack will view exploi-
tation—a defensive mechanism—as a less desirable
option than exploration. Product exploitation is
limited in its ability to counter environmental
threats because it leaves an organization’s strategic
position largely unchanged. This logic leads to pre-
dicting a more positive influence of financial slack
on product exploration and a more negative influ-
ence of financial slack on product exploitation
when environmental threat is high.

Audia and Greve (2006) provided some support
for this argument in a study examining strategic
investments made when organizations are threat-
ened by performance levels below aspiration. The
authors argued that organizational size, a correlate
of resource endowments, frames and moderates or-
ganizational risk taking in response to threat. They
found that when faced with low performance,
larger firms are more likely to increase risk taking
as a means of reducing the aspiration-performance
gap, in line with prospect theory. Thus, we offer:

Hypothesis 5a. As an environment is perceived
as more threatening, the association between
financial slack and product exploration be-
comes more positive.

Hypothesis 5b. As an environment is perceived
as more threatening, the association between
financial slack and product exploitation be-
comes more negative.

Customer relational slack and environmental
threat. We argued that the rarity of customer rela-
tional slack imposes motivational constraints on its
allocation to risky product exploration and in-
creases investments in less risky forms of exploita-
tion. This reluctance to place customer relational
slack at risk should be especially evident when an
organization’s environment is munificent; how-
ever, in a threatening environment that jeopardizes
long-term viability, we expect that organizations
will reverse their protective stance. As perceptions
of threat increase and survival considerations be-
come more salient, organizations should be more
willing to place customer relational slack at risk
and invest in exploration (Shapira, 1995). More-
over, under threatening conditions, firms holding
unabsorbed, readily reallocated resources are less
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likely to invest in product exploitation. Activities
that largely sustain the organizations in their cur-
rent strategic positions are likely to be viewed as
suboptimal under threatening conditions.

Research examining adoption of emerging tech-
nologies in the face of entrenched, incumbent tech-
nologies offers some evidence in support of these
arguments. Gilbert (2005) reported that absent a
threat, organizations were less likely to adopt an
innovation for fear of jeopardizing their customer
bases, choosing instead to focus on incumbent
technologies. However, when faced with an exter-
nal threat, the same organizations were willing to
commit resources toward exploring the innovation,
reversing their protective stance. Accordingly, we
argue that environmental threat reduces the nega-
tive (positive) effect of customer relational slack on
product exploration (exploitation); a strong interac-
tion effect may even lead to a switch in sign.

Hypothesis 6a. As an environment is perceived
as more threatening, the association between
customer relational slack and product explo-
ration becomes less negative.

Hypothesis 6b. As an environment is perceived
as more threatening, the association between
customer relational slack and product exploi-
tation becomes less positive.

Operational slack and environmental threat.
Because the deployment of operational slack is
structurally constrained, we expect a threatening
environment to exacerbate concerns regarding po-
tential losses. As threats increase, organizations
saddled with a surfeit of absorbed operational
slack over which they have limited control will
perceive greater restrictions on their ability to ex-
plore. Rather than seeking the higher risk implicit
in product exploration, these organizations will re-
spond to a threatening environment according to
the threat-rigidity logic by eschewing strategies that
increase uncertainty (Chattopadhyay et al., 2001;
Dutton & Duncan, 1987). Thus, threat perceptions
should intensify the negative association between
operational slack and product exploration. Threat
perceptions also should intensify the positive rela-
tionship between operational slack and product ex-
ploitation, because exploitation is more closely
aligned with activities in which operational re-
sources are absorbed, and it is likely viewed as a
more certain and controllable option.

Hypothesis 7a. As an environment is perceived
as more threatening, the association between
operational slack and product exploration be-
comes more negative.

Hypothesis 7b. As an environment is perceived
as more threatening, the association between
operational slack and product exploitation be-
comes more positive.

Human resource slack and environmental
threat. Our arguments for the interaction between
human resource slack and environmental threat
parallel those presented for operational slack. Or-
ganizations possessing high levels of human re-
source slack should respond to a threatening envi-
ronment according to the threat-rigidity logic
(Chattopadhyay et al., 2001). Given the limited
ability to redeploy this rare and absorbed resource,
they will further reduce potentially uncertain and
risky product exploration and increase their focus
on known and more predictable product exploita-
tion. As a result, each main effect should be posi-
tively moderated: under high versus low threat, the
relationship between human resource slack and ex-
ploration (exploitation) should be more negative
(positive).

Hypothesis 8a. As an environment is perceived
as more threatening, the association between
human resource slack and product exploration
becomes more negative.

Hypothesis 8b. As an environment is perceived
as more threatening, the association between
human resource slack and product exploita-
tion becomes more positive.

METHODS

To test the hypotheses, we implemented a study
using a sample of nonprofit professional theaters in
the United States. Nonprofit professional theaters
are involved in intensive, ongoing product devel-
opment that can be characterized by its level of
exploration or exploitation. They exploit estab-
lished plays that have been previously produced
but also serve as laboratories for creating new-to-
the-world plays, which evolve via improvisation
and exploration. During the time frame of this
study (2003-04), nonprofit professional theaters
were facing a challenging economic environment,
partly as a consequence of the September 11 trag-
edy. Focus groups with managers suggested that
the ever-present trade-offs between maintaining vi-
ability and serving the institutional ethic of inno-
vation were particularly salient. Thus, the industry
and time frame provided a unique context for ex-
amining product exploration and exploitation.

To mitigate common method bias, we combined
survey measures of product exploration and exploi-
tation with secondary measures of organizational
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slack collected by Theatre Communications Group
(TCG). As the largest service organization to the
nonprofit professional theater industry in the
United States, TCG collects annual fiscal and oper-
ating data from its member theaters and corrobo-
rates the reported data with external financial au-
dits. The TCG survey provides objective measures
such as attendance, revenue from various sources,
net income, and balance sheet data. To control for
heterogeneity, we included secondary measures
that controlled for both market and organizational
characteristics.

Our sampling frame was the 214 theaters that
participated in the TCG survey for fiscal year (FY)
2003. With an average annual budget of $4 million,
these theaters tended to be larger than the average
representative of the 1,274 nonprofit theaters that
filed IRS form 990s in FY 2003 (Voss et al., 2004).
We collected self-reported measures of environ-
mental threat and product exploration and exploi-
tation from managing directors at TCG theaters dur-
ing FY 2004. As the person responsible for
establishing and implementing strategic direction,
the managing director of a theater represented the
best internal informant for these constructs. Of the
214 managing directors contacted, 163 (76%) com-
pleted the survey. Table 1 presents descriptive sta-
tistics and a correlation matrix for the variables of
interest, which we now describe in greater detail.

Control Variables

We used four variables to control for organiza-
tion-level and market-level heterogeneity. Data for
the organization-level controls came from the TCG
survey and included the following: total revenue,
an objective measure of organizational size and
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market performance; net income, an objective mea-
sure of financial performance; and the number of
world premieres in FY 2003, a measure of prior
product exploration activity. To control for market-
level heterogeneity, we included the number of
theaters within 30 miles of the center of the city in
which a sampled theater was located; Money mag-
azine compiled these data for its 2004 annual rank-
ing, the “Best Places to Live in America” (see
http://money.cnn.com/best/bplive/).

Objective Measures of Organizational Slack

We used objective data from the TCG survey to
operationalize organizational slack. Financial slack
was a theater’s cash reserves at the end of FY 2003.
These unabsorbed resources are available for im-
mediate deployment for virtually any purpose. To
control for organization size, we divided cash re-
serves by the organization’s total expenses in FY
2003. Customer relational slack was the level of
subscription revenue for FY 2003 divided by the
organization’s total expenses in that year. Subscrip-
tion revenues flowing from rare, relational custom-
ers are fungible and unabsorbed, and they represent
excess resources in the same manner as waiting
lists or oversubscriptions for capacity-limited or-
ganizations. We measured operational slack as un-
utilized seating capacity—that is, the total number
of empty seats divided by total seating capacity at
all performances during FY 2003. This measure is
closely aligned with conceptual and operational
examples of generic, absorbed slack in the litera-
ture (Bourgeois, 1981; Mishina et al., 2004). We
measured human resource slack by dividing the
number of full-time directors, designers, and actors
on a theater’s staff by the total number of directors,

TABLE 1
Descriptive Statistics and Correlation Matrix®
Variable Mean s.d. 1 2 3 4 5 6 7 8 9 10
1. Product exploration 3.42 1.41
2. Product exploitation 4.95 1.18 —.41
3. Environmental threat 3.71 1.14 —.03 .05
4. Financial slack” 17.84 42.21 .02 —.06 .00
5. Customer relational slack® 14.51 11.62 -.32 —.02 —-.17 .07
6. Operational slack” 32.71 19.83 —.01 A3 .11 —-13 —-.35
7. Human resource slack” 14.21 21.96 .00 11 .05 —.04 —.06 .01
8. Total revenue in FY 2003¢ 4.16 7.09 —.15 .02 .08 .06 .33 —.25 .01
9. Net income in FY 2003 69,233 1.44 .03 .03 —.03 —.05 .09 —.15 —.01 .56
10. Number of world premieres in FY 2003 2.63 4.35 .08 .07 .12 —-.01 -—.05 10 —.14 —.02 —.04
11. Number of theaters 256.36  385.93 .23 —.21 .09 .01 -.11 -.02 .01 .14 .07 -—-.02

4 Correlations greater than |.15] are significant at p < .05; correlations greater than |.20| are significant at p < .01 (two-tailed t-tests).
® The mean values for these constructs can be interpreted as percentages.

¢ In millions of dollars.



2008 Voss, Sirdeshmukh, and Voss 155

designers, and actors it had employed during the
year. Most theaters have one full-time artist on staff
(i.e., the artistic director) and then hire additional
artists, including directors, designers, and actors,
as needed for each show. Some theaters, however,
choose to internalize artistic resources in the form
of full-time associate directors, designers, and ac-
tors, who are typically referred to collectively as a
resident company. Having these resources on staff
full-time rather than hiring each resource specifi-
cally for a single show represents slack.

Self-Reported Measures of Environmental Threat
and Product Exploration and Exploitation

To develop scales for the latent constructs, we
conducted two rounds of qualitative research with
industry experts. The first round involved audio-
taped focus group discussions in four cities with 24
arts leaders from theater, opera, and dance. Guided
by the concepts of exploration and exploitation in
the literature, one of the coauthors led open discus-
sions focused on innovativeness, exploration, and
risk taking in an artistic context. One insight that
emerged from the focus groups was that product
exploration in this industry involves the creation of
new-to-the-world plays and the injection of cre-
ative new forms of artistic expression into the play
development process. These two forms of explora-
tion are analogous to the development of radical
new products and the incorporation of radical new
design elements into existing products. Other in-
sights clarified the role of product exploitation in
this industry. Whereas most businesses implement
product exploitation by continuing to market prod-
ucts that were developed in years past, nonprofit
professional theaters create all-new product portfo-
lios each year. Thus, exploitation in this industry
focuses on incrementally modified productions
from the existing canon of plays, where the key
focus is on refining the conceptualization, interpre-
tation, or production of the story. In the paragraphs
below, we offer selected quotes from these sessions
to illustrate these insights.

Product exploration. Several focus group partic-
ipants equated exploration with developing new
works, but others emphasized the importance of
innovative conceptual approaches to older mate-
rial. One managing director captured this perspec-
tive thus: “I just don’t buy it! That [product explo-
ration] is exclusively related to new plays. In a
given year, the most innovative production might
be a production of a Shakespeare, and in another
year it might be a production of Oedipus. And in
another year, it might be a new play.” A managing
director of a ballet company asked, “Is a new prod-

uct just another piece of work or a different kind of
work? That’s where you get innovative!” A general
manager commented that exploration reflects “a
desire to produce more [plays] that are going to be
esoteric. It has to do with the kind of work you're
willing to take on.” Another managing director ad-
dressed the complexity of exploration: “In terms of
programming and taking risks, it’s originality, ex-
ploration, and importance of a new idea. Imagina-
tion. Some new ideas are more important than oth-
ers. There’s new work, then there’s new work.”

Product exploitation. An artistic director cap-
tured the spirit of exploitation in this description:
“The structure of a rehearsal period, the structure
of a season, the structure of a fundraising cam-
paign. The challenge each year is how to make the
wheel slightly rounder.” A managing director of-
fered, “I think we all have ended up having a very
commercial, exploitation orientation because we
have to fill the houses and not many theaters can
fill the house with subscribers any longer based on
an edgy, different kind of programming.” A ballet
company general director observed, “I think it’s
that all of us have such tremendous artistic assets
that are not always accessible within the organiza-
tion. How do you make liquid that asset in order to
come up with some revenue? And that’s not neces-
sarily a brand new product, it’s taking whatever
artistic skills and assets already exist.”

On the basis of these insights and guided by the
literature, we developed a preliminary set of items.
We then provided a one-page description of the
constructs of interest (i.e., exploration, exploita-
tion, and environmental threat) to four managing
directors at theaters with budgets ranging between
$3 million and $10 million. We asked them to
reflect on the meaning of these constructs in the
context of their strategies and ongoing decisions.
We then asked them to review a preliminary draft
of the survey instrument and solicited feedback on
the clarity, validity, and completeness of the survey
items.

We incorporated this feedback into the final
wording of the items, which appear in the Ap-
pendix. The three product exploration items ex-
amine the extent to which theaters’ artistic deci-
sions in a current season emphasize innovation,
variation, risk taking, experimentation, and dis-
covery. The three product exploitation items ex-
amine the extent to which theaters’ artistic deci-
sions in the current season emphasize refinement,
production, selection, and implementation. The
three environmental threat items focus on the pres-
ence (or lack) of opportunities, economic promise,
and hostility in the theaters’ environment. We ex-
amined the reliability and consistency of the scales
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using exploratory factor analysis and alpha coeffi-
cients. The three items for each construct loaded
together on single factor, and none of the cross-
loadings exceeded .40. The scales exhibited accept-
able reliability, with the average alpha equal to .74,
although the reliability of the environmental threat
scale (.66) was slightly below recommended levels.
We averaged the responses for the three scale items
to create construct scores.

RESULTS
Hypothesis Tests

We tested the hypotheses by estimating separate
ordinary least squares regression models for prod-
uct exploration and exploitation. Tables 2 and 3
provide the results of these analyses. To minimize
collinearity, we mean-centered the independent
variables before creating the interaction terms.
None of the variance inflation factors exceeded a
value of 2, suggesting that collinearity was not a
problem. We present results for seven models to
facilitate assessment of the relative explanatory
value of each set of variables. Model 1 shows that
the control variables explain a significant portion
of the variance in product exploration (11%, p <
.01) and a marginally significant portion of the
variance in product exploitation (5%, p < .10).
Model 2 shows that direct effects for environmental
threat and the four forms of slack explain a signif-
icant portion of the variance in product exploration
(8%, p > .05) and a nonsignificant portion of the

variance in product exploitation (4%, p > .10. Col-
lectively, the four hypothesized interaction effects
explain a marginally significant portion of the vari-
ance in product exploration and product exploita-
tion (5%, p < .10). The hypothesized direct and
interaction effects explain 12 percent of the vari-
ance in product exploration and 9 percent of the
variance in product exploitation.

The results for the control variables are logical.
Theaters with greater total revenue engaged in less
product exploration, as is consistent with the idea
that increasing organizational size leads to struc-
tural and cognitive inertia (Audia & Greve, 2006).
Theaters with greater net income engaged in more
product exploration, consistent with the idea that
past success encourages exploration. The number
of world premieres in FY 2003 was positively as-
sociated with product exploration, consistent with
the idea that organizations maintain a relatively
stable orientation toward exploration. None of
these control variables were significant in the ex-
ploitation models (Table 3). Supporting complexity
theory (e.g., McKelvey, 1999), higher (lower) levels
of product exploration (exploitation) emerged in
markets with larger numbers of theaters. We now
examine the individual hypothesis tests using the
model 7 results.

There is no support for Hypothesis 1a, which
predicts a positive association between financial
slack and product exploration, or Hypothesis 1b,
which predicts a negative association between fi-
nancial slack and product exploitation. In keeping

TABLE 2
Results of Regression Analysis for Product Exploration®

Independent Variables

Hypothesis Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Total revenue in FY 2003

Net income in FY 2003

Number of world premieres in FY 2003
Number of theaters

Environmental threat

Financial slack la
Customer relational slack 2a
Operational slack 3a
Human resource slack 4a
Financial slack X environmental threat 5a
Customer relational slack X environmental threat 6a
Operational slack X environmental threat 7a
Human resource slack X environmental threat 8a
BZ

AR?

—.18* —.17* —.22% —.19* —.18* —.20*
137 137 16* 137 13" 15%
.09 10" 14* 12f 10" 14*
22%% 227 % 23%* 22%% 22%% 23%*

—.08 —-.09 —.07 -.07 —.08 —.08
.04 .04 .06 .04 .05 .06

—.31%*% = 30%*  —27%%  — 29%%  — 31%*  _ p7%%

—.14* —.14* —.17* —.16* —.14* —.16*
.01 .02 —.00 .01 —.00 .01

.14* 13*
7% .18*
-.07 .04
.04 .04
19%* 21%* 22%% 19%* 19%* 23%*
.08* .02F .03* .00 .00 .04*

* The changes in R for models 3 through 7 are in comparison to the value for R* in model 2. Standardized coefficients are reported;

significance levels are based on one-tailed t-tests or F-tests.
Tp<.10
*p<.05
£ p < .01
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TABLE 3
Results of Regression Analysis for Product Exploitation

Independent Variables

Hypothesis Model 1 Model 2 Model 3 Model 4

Model 5 Model 6 Model 7

Total revenue in FY 2003

Net income in FY 2003

Number of world premieres in FY 2003
Number of theaters

Environmental threat

Financial slack 1b
Customer relational slack 2b
Operational slack 3b
Human resource slack 4b
Financial slack X environmental threat 5b
Customer relational slack X environmental threat 6b
Operational slack X environmental threat 7b
Human resource slack X environmental threat 8b
BZ

AR?

.03

.03

.07
_.22**

05"

.06 .05 11 .09 .06 .10
.03 .03 —.01 .02 .03 —.00
.07 .05 .02 .03 .07 .01

—.23%%  —23%% 4%k pg%*  _ 93%%k gk
.04 .05 .02 .03 .04 .04

—.04 —-.05 —.06 —.05 —.04 —.06

—.00 -.02 —.05 —.03 —.00 —.06
137 137 16* 16* 137 16*
11t .09 12t 11t 11t 10"

—.17* —.15*

—.20%* —.17*

3% .02

.00 .01

.09 1% 12% 107 .09 14%
.04 .02* .03* .01 .00 05"

* The changes in R for models 3 through 7 are in comparison to the value for R* in model 2. Standardized coefficients are reported;

significance levels based on one-tailed t-tests or F-tests.
Tp<.10
*p<.05
w5 p < .01

with Hypothesis 2a, which predicts a negative as-
sociation between customer relational slack and
product exploration, customer relational slack has
a negative main effect (3 = —.27, p < .01) on
product exploration. There is no support for Hy-
pothesis 2b, which predicts a positive association
between customer relational slack and product ex-
ploitation, because the coefficient for customer re-
lational slack is nonsignificant in the analysis with
product exploitation as the dependent variable. Hy-
pothesis 3a predicts a negative association between
operational slack and product exploration, and Hy-
pothesis 3b, a positive association between opera-
tional slack and product exploitation. Both hypoth-
eses are supported. Operational slack exerts a
negative (B = —.16, p < .05) effect on product
exploration and a positive (B = .16, p < .05) effect
on product exploitation. Hypothesis 4a, which pre-
dicts a negative association between human re-
source slack and product exploration, was not sup-
ported; the coefficient is nonsignificant.
Hypothesis 4b, predicting a positive association be-
tween human resource slack and product exploita-
tion, receives weak support: the coefficient for hu-
man resource slack is positive and marginally
significant (8 = .10, p < .10) in the analysis with
product exploitation as the dependent variable.
Hypothesis 5a predicts that the association be-
tween financial slack and product exploration will
become more positive as the environment of an
organization is perceived as more threatening, and
Hypothesis 5b predicts that the association be-

tween financial slack and product exploitation will
become more negative as the environment is per-
ceived as more threatening. We find support for
both hypotheses; the financial slack by environ-
mental threat interaction is positive (8 = .13, p <
.05) in the product exploration model and negative
(B = —.15, p < .05) in the product exploitation
model. To better understand the interaction effects,
we plotted the relationship between financial slack
and product exploration and exploitation at low
and high levels of environmental threat (i.e., two
standard deviations below and above the mean)
and calculated simple slope coefficients (Aiken &
West, 1991). Supporting Hypothesis 5a, Figure 2a
shows that the relationship between financial slack
and product exploration is strongly positive (B
.59, t = 1.87) when environmental threat is high
and marginally negative (8 = —.47, t = —1.50) when
environmental threat is low. Figure 2b shows that
the relationship between financial slack and prod-
uct exploitation is negative (B = —.67, t = —1.99)
when environmental threat is high and marginally
positive (B = .55, t = 1.64) when environmental
threat is low. These results, which are consistent
with prospect theory, suggest that product explora-
tion and exploitation involved near-term trade-offs
for the organizations in our study, contingent on
the level of financial slack and environmental
threat.

Hypotheses 6a and 6b are both supported. Hy-
pothesis 6a predicts that the association between
customer relational slack and product exploration
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FIGURE 2
Plotting Significant Interaction Effects
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will become less negative as an environment is
perceived as more threatening. Supporting this pre-
diction, the customer relational slack by environ-
mental threat interaction in the product explora-
tion model is positive (B = .18, p < .05). Figure 2c
indicates that the relationship between customer
relational slack and product exploration is negative
(B = —.55,t = —3.52) when environmental threat is
low and becomes nonsignificant (8 = .01, t = 0.06)
when environmental threat is high. Hypothesis 6b
predicts that the relationship between customer re-
lational slack and product exploitation will become
less positive as the environment is perceived as
more threatening. The customer relational slack by
environmental threat interaction in the product ex-
ploitation model is negative (8 = —.17, p < .05).
Figure 2d indicates that the relationship between
customer relational slack and product exploitation
is marginally positive (B = .22, t = 1.33) when
environmental threat is low and becomes negative
(B = —.34,t= —1.79) when environmental threat is
high. This result suggests opposing effects of cus-
tomer relational slack on product exploitation un-
der higher versus lower environmental threat.
There is no support for Hypothesis 7a, which
predicts that the association between operational
slack and product exploration would become more

negative or Hypothesis 7b, stating that the associa-
tion between operational slack and product exploi-
tation will become more positive as the environ-
ment of an organization is perceived as more
threatening. The operational slack by environmen-
tal threat interaction term is nonsignificant in both
models. There also is no support for Hypotheses 8a
or 8b, which predict that the association between
human resource slack and product exploration (ex-
ploitation) will become more negative (positive).
The human resource slack—environmental threat
interaction term is nonsignificant in both models.
Though inconsistent with our predictions, these
results make intuitive sense, in that the effects of
both forms of absorbed slack, over which manage-
rial control is limited, are unaffected by the
environment.

Post Hoc Analyses

Following reviewers’ suggestions, we conducted
further analyses to assess the robustness of our
results. First, we replicated the analyses using ob-
jective measures of exploration and exploitation in
place of the survey-based measures. We operation-
alized product exploration as the number of read-
ings and workshops (representing novel concepts)
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conducted in the current season and product ex-
ploitation as the number of classics (such as Shake-
speare and Moliere) produced in the current sea-
son. This analysis was problematic given some
coarseness in the measures and some missing ob-
servations owing to collection of the objective data
nine months after the survey. The reduction in
sample size generated concerns about selection
bias and power to detect significant effects. Never-
theless, the supplemental analysis replicated seven
of the eight interaction term results and produced
an overall pattern of results that was largely con-
sistent with the initial results.

We also replicated the analysis using subscales of
the environmental threat measure, to explore the
robustness of our results given potential concerns
stemming from the low reliability of the environ-
mental threat scale. One analysis used the two pos-
itively valenced scale items measuring environ-
mental opportunity and promise, and the other
used the negatively valenced hostility item (see the
Appendix). Both analyses replicated seven of the
eight interaction results and produced an overall
pattern of results that was largely consistent with
the earlier pattern.”

DISCUSSION

The results of this study provide a complex pic-
ture of the effects of organizational slack on explo-
ration and exploitation. Our conceptual and empir-
ical focus on distinct forms of slack and their
interactions with environmental threat appraisal
yields several insights that would otherwise be dif-
ficult to explicate. The results are also consistent
with a contingent view of organizational risk taking
in which risk seeking and risk aversion are both
viable alternatives. We explore these insights and
their implications.

Characteristics of Slack Resources

We proposed that the rarity and absorption of a
slack resource determine its interpretation and sub-
sequent influence on organizational actions be-
cause organizations face cognitive and structural
constraints in deploying rare and absorbed re-
sources, respectively. We examined the effects of
financial slack (generic and unabsorbed), customer
relational slack (rare and unabsorbed), operational
slack (generic and absorbed), and human resource
slack (rare and absorbed). Although the main ef-

% Results of the post hoc analyses can be obtained from
the first author.

fects of financial slack were not significant, rela-
tional and operational slack inhibited product ex-
ploration, a finding that is consistent with our
predictions. Increasing levels of operational and
human resource slack also had positive effects on
product exploitation. These results are consistent
with other findings (Kraatz & Zajac, 2001; Mishina
et al., 2004) and suggest that structural constraints
accompanying absorbed slack inhibit implementa-
tion of expansive, innovative strategies and impose
pressures to extract short-term gains through ex-
ploitation. Though it is prudent for organizations to
hold a modicum of slack operating resources for
coping with unexpected demand, our findings sug-
gest that too much operating slack may exert a
negative influence on exploration.

Although recent research has examined the ef-
fects of relational resources on exploration-related
activities (Audia & Greve, 2006; Kraatz & Zajac,
2001), this is the first study to examine the effects
of customer relational slack. Our results showing
different effects on product exploration and exploi-
tation suggest that slack accruing from relational
customers should be considered as distinct from
more generic financial slack. Customer relational
slack exerted the strongest direct negative effect on
product exploration, supporting our argument that
cognitive constraints accompanying rare resources
inhibit the willingness to place them at risk under
normal circumstances. Our results also point to a
challenge for organizations in that although cus-
tomer relational capital is a valuable resource
(Adler & Kwon, 2002; Dierickx & Cool, 1989), close
relationships with customers may lead to risk aver-
sion, detracting from an organization’s exploration
and innovation capabilities (e.g., Christensen &
Bower, 1996).

Our conceptual approach and findings closely
parallel those of another study. In Kraatz and
Zajac’s (2001) research examining curricular deci-
sions of private universities, donor relationships
were (1) conceptualized as a source of social capi-
tal, (2) operationalized as annual philanthropic fi-
nancial support (total giving over total revenue),
and (3) found to exert a negative influence on mo-
tivation to change university curricula. By compar-
ison, in our study customer relational slack is (1)
conceptualized as support from theaters’ relational
customers, (2) operationalized as subscription rev-
enue over total expenses, and (3) found to exert a
negative main effect on product exploration. The
congruent results from studies employing different
forms of relational capital in varying contexts pro-
vide further confidence in the generalizability of
our findings. Future research should consider the
effects of relational slack resulting from other or-
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ganizational stakeholders including social capital
among work groups and network capital with key
suppliers (Dyer & Chu, 2003; Dyer & Singh, 1998).

Slack and Environmental Threat

The second contribution emerges from the pat-
tern of interaction effects (see Figure 2), which sug-
gest that organizational responses to environmental
threat are not uniform. Rather, these effects depict a
pragmatic picture of organizational decision mak-
ing, contingent on the level of financial and cus-
tomer relational slack available (Steensma & Cor-
ley, 2001). We first discuss the effects on product
exploration.

Without an imminent threat, organizations with
increasing levels of financial and customer rela-
tional slack reduce their levels of exploration. We
expected this effect in the case of relational slack,
given its rarity, yet the negative influence of finan-
cial slack was unexpected. It suggests that even
generic resources are conserved rather than placed
at risk when the potential benefits of risk taking are
less salient, as is the case in an opportunity-laden
environment. Increasing slack, in these cases, ap-
pears to foster complacency and dampen explora-
tion. But in an environment that threatens current
and long-term performance, increasing levels of
financial slack lead to increased emphasis on prod-
uct exploration that could deplete resources but
could also lead to high payoffs. Similarly, the rela-
tionship between customer relational slack and
product exploration becomes less negative under
threatening conditions, but it does not become pos-
itive. Although this result supports our expecta-
tion that organizations will be less protective of
their rare slack resources in the face of high
threat, it appears that managers are reluctant to risk
rare customer relational slack on product explora-
tion, even in the face of extreme environmental
exigencies.

The results for product exploitation are generally
opposite to the product exploration results, and
they are similar for customer relational and finan-
cial slack. We expected less exploitation under low
threat in the case of financial slack, but the unex-
pected positive effect again suggests a pragmatic
approach. Absent an imminent threat, organiza-
tions revert increasingly to known and tried ap-
proaches as financial slack or customer relational
slack increases. However, under high threat, in-
creasing levels of both forms of slack lead to lower
levels of exploitation, suggesting that organizations
with sufficient resources are less likely to maintain
incumbent approaches. These directionally oppo-
site effects of unabsorbed slack on product exploi-

tation, contingent on environmental context, are
consistent with a complex, pragmatic view of or-
ganizational actions (March & Shapira, 1992; Sha-
pira, 1995; Steensma & Corley, 2001).

The significant interaction effects for unabsorbed
forms of slack are consistent with prospect theory’s
predictions. When facing a threatening environ-
ment, organizations with higher levels of unab-
sorbed slack, both generic and rare, invest in higher
levels of exploration and lower levels of exploita-
tion, both offensive strategies intended to protect
their long-term strategic positions. Thus, unab-
sorbed slack resources foster the ability to counter,
rather than retreat from, threatening environments.
The nonsignificant interaction effects for absorbed
forms of slack fail to support our predictions based
on the threat-rigidity hypothesis. The environment
has no effect on the relationships between absorbed
slack, both generic and rare, and product explora-
tion and exploitation. We interpret this result to
indicate that structurally constrained resources of-
fer little flexibility for responding to environmental
exigencies.

Our findings are consistent with Audia and
Greve’s (2006) research demonstrating that re-
source endowments determine when organization-
al reactions conform to prospect theory’s predic-
tions. More generally, they echo Shapira’s (1995)
contention that managers make judicious decisions
when considering the benefits of attaining superior
strategic positions versus the risks of jeopardizing
ongoing viability. Depending on the environment
and the nature and levels of slack, organizations
may adapt their “mental models” and shift from
pursuing long-term aspirations to ensuring near-
term survival (Steensma & Corley, 2001).

Product Exploration and Exploitation

Our third contribution stems from insights re-
garding product exploration and exploitation. In
this research, product exploitation appears to be
the antithesis of product exploration. Not only are
the two constructs negatively correlated (r = —.41),
but also, none of the proposed antecedents has a
directionally similar effect on the two constructs.
These results suggest that internal and external fac-
tors force trade-offs between a strategic emphasis
on product exploration and and a strategic empha-
sis on exploitation (Smith & Tushman, 2005).

We note that this result may be due to the smaller
size of the organizations in our study. Larger organ-
izations with disaggregate decision-making units
may balance dual emphases on exploration and
exploitation more effectively (Benner & Tushman,
2003). For example, Gibson and Birkinshaw (2004)
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reported a positive correlation (r = .49) between
alignment (exploitation) and adaptability (explora-
tion), with most firms scoring relatively high on
both. Moreover, we only examined exploration and
exploitation as they pertain to the operational do-
main of product strategies. Trade-offs may be less
evident in the case of exploration and exploitation
across multiple domains of decision making in
which routines and processes may be less inter-
twined (Lavie & Rosenkopf, 2006). So although our
results imply trade-offs between strategic empha-
ses, the findings generalize most readily to compa-
rable organizational and operational contexts.

Managing Conflicting Influences of Slack and
Environmental Threat

A summary implication of our research is that
different forms of slack resources exert different
and sometimes conflicting influences on product
exploration and exploitation. These effects are ev-
ident through main effects and interactions with
environmental threat perceptions. In the face of
these effects, we speculate on organizational ar-
rangements that can help overcome and align prod-
uct exploration and exploration with intended
strategy. The prevailing view (e.g., March 1991,
2006) is that organizations need to achieve some
balance of exploration and exploitation, either con-
currently or over multiple planning periods. In the
case of product strategy, long-term success requires
the ability to increase or decrease product explora-
tion and exploitation as required by competitive
and strategic pressures. Our research sheds light on
how organizations can amplify or dampen natu-
rally occurring influences in order to achieve de-
sired levels of exploration and exploitation. We
build on structural and cognitive approaches for
managing conflicting effects of exploration and ex-
ploitation (Benner & Tushman, 2003) and environ-
mental threat (Gilbert, 2005) to suggest how this
might be achieved.

Structural arrangements include decoupling or-
ganizational units (Benner & Tushman, 2003) and
creating substructures within a single unit
(Siggelkow & Levinthal, 2003) to produce desired
effects on organizational strategy. Such arrange-
ments can isolate conflicting processes such as
product exploration and exploitation, so that an
organization can enhance the extent of one empha-
sis without disturbing others. For example, our re-
sults suggest that protecting artistic leaders in an
organization from marketing concerns might re-
duce focus on product exploitation and shift atten-
tion to artistic exploration. Marketing managers can
absorb concerns about sales levels (e.g., low occu-

pancy), allowing artistic talent to focus on innova-
tion and creativity. Another example is our finding
that organizations holding financial and customer
relational slack are more likely to conserve slack
under low threat and increase exploration under
high threat. This observation suggests that organi-
zations with large endowments of unabsorbed re-
sources seeking to increase their exploration
should more strongly integrate business and artistic
units so that market pressures create urgency in
artistic endeavors. Making external threats more
salient appears to shift organizations to higher
(lower) levels of exploration (exploitation).

Smaller organizations may lack sufficient re-
sources to support multiple, loosely coupled sub-
units. Moreover, in dynamic markets that require
rapid and frequent adaptation of strategic empha-
sis, rigid structural arrangements may not be ef-
ficient. In such cases, adopting organizational
cultures and processes capable of supporting si-
multaneous, conflicting emphases may be a more
feasible alternative (Smith & Tushman, 2005).
Gibson and Birkinshaw demonstrated that organ-
izations possessing contextual ambidexterity, de-
fined as “the behavioral capacity to simulta-
neously demonstrate alignment and adaptability
across an entire business unit” (2004: 209) realize
higher levels of performance than less adaptive
organizations. However, Voss, Cable, and Voss
(2006) demonstrated that performance suffers if
contextual ambidexterity leads to internal disagree-
ment over fundamental organizational values. Addi-
tional research is needed to identify how and when
organizations can effectively manage the conflicting
demands of exploration and exploitation.

Limitations and Directions for Future Research

The implications of this research are subject to
several limitations. One potential limitation is that
we employed a relatively coarse measure of slack
that assesses the level of a given resource but does
not directly assess whether the resource is “ex-
cess.” Thus, we could not ascertain whether an
incremental resource fell within some planned
level that a theater sought to have on hand or was
true excess, a supply over and above planned levels
(see Nohria & Gulati, 1996). Although the results
bear out our logic ex post, not knowing exactly how
excess resources are interpreted ex ante is problem-
atic. A related concern is our focusing on levels of
slack without considering an organization’s current
level of perceived performance relative to its target
level of performance (Audia & Greve, 2006; Greve,
2003). Since we lacked measures of performance
relative to survival and aspirational targets, we
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were unable to specifically account for the effects
of deviations from these targets that may influence
strategic emphases (March & Shapira, 1992).

Our research did not examine the effects of or-
ganizational strategic orientations, which can affect
ongoing product emphases. In Miles and Snow’s
(1978) typology of strategic orientations, “prospec-
tors” are more likely to explore, “defenders” are
more likely to exploit, and “analyzers” are more
likely to combine the two extreme stategies (Shor-
tell & Zajac, 1990). Although we included a mea-
sure to control for strategic orientation (the number
of world premieres during the past year), future
research should directly examine the influence of
an organization’s orientation on relationships among
slack, environment, exploration, and exploitation.

Finally, we focused on organizational and re-
source antecedents of product exploration and
exploitation without examining subsequent conse-
quences. As a result, although our research contrib-
utes to a better understanding of the influences of
resources and environmental contexts on organiza-
tional exploration and exploitation, we are unable
to offer normative insight on the benefits of an
exploration or exploitation emphasis, or the perfor-
mance implications of observed organizational ac-
tions in response to slack and environmental con-
ditions (Kraatz & Zajac, 2001).

In conclusion, this study contributes to under-
standing the complex links between organizational
slack, environmental context, and product explora-
tion and exploitation. Our findings point to the
importance of considering both the rarity and ab-
sorption of a resource in determining the relation-
ship between organizational slack and product ex-
ploration and exploitation. Absorbed and generic
slack resources lead to increased exploitation and
decreased exploration. Unabsorbed resources, both
generic and rare, resulted in higher levels of prod-
uct exploration and lower levels of product exploi-
tation in our study, but only when environmental
threats are perceived. The overall pattern of results
suggests pragmatic decision making that balances
the benefits of attaining superior strategic positions
with the risks of jeopardizing ongoing viability.

REFERENCES

Adler, P. S., & Kwon, S. W. 2002. Social capital: Pros-
pects for a new concept. Academy of Management
Review, 27: 17—-40.

Aiken, L. S., & West, S. W. 1991. Multiple regression:
Testing and interpreting interactions, London: Sage.

Audia, P. G., & Greve, H. R. 2006. Less likely to fail: Low
performance, firm size, and factory expansion in the

shipbuilding industry. Management Science, 52:
83-94.

Barney, J. 1989. Asset stock accumulation and sustain-
ability of competitive advantage: A comment. Man-
agement Science, 35: 1511-1513.

Barney, J. 1991. Firm resources and sustained competitive
advantage. Journal of Management, 17: 99-120.

Barney, J. B., & Hansen, M. H. 1994. Trustworthiness as a
source of competitive advantage. Strategic Manage-
ment Journal, 15: 175-190.

Benner, M. J., & Tushman, M. L. 2003. Exploitation,
exploration, and process management: The produc-
tivity dilemma revisited. Academy of Management
Review, 28: 238-256.

Bourgeois, L. J. 1981. On the measurement of organiza-
tional slack. Academy of Management Review, 6:
29-39.

Chattopadhyay, P., Glick, W. H., & Huber, G. P. 2001.
Organizational actions in response to threats and
opportunities. Academy of Management Journal,
44: 937-955.

Christensen, C. M., & Bower, J. L. 1996. Customer power,
strategic investment, and the failure of leading firms.
Strategic Management Journal, 17: 197-218.

Desarbo, W. S., Benedetto, C. A., Song, M., & Sinha, L
2005. Revisiting the Miles and Snow strategic frame-
work: Uncovering interrelationships between strate-
gic types, capabilities, environmental uncertainty,
and firm performance. Strategic Management Jour-
nal, 26: 47-74.

Dierickx, I., & Cool, K. 1989. Asset stock accumulation
and sustainability of competitive advantage. Man-
agement Science, 35: 1504-1511.

Dutton, J. E., & Duncan, R. B. 1987. The creation of
momentum for change through the process of strate-
gic issue diagnosis. Strategic Management Journal,
8: 279-295.

Dutton, J. E., & Jackson, S. E. 1987. Categorizing strategic
issues: Links to organizational action. Academy of
Management Review, 12: 76-90.

Dyer, J. H., & Chu, W. 2003. The role of trustworthiness in
reducing transaction costs and improving perfor-
mance: Empirical evidence from the United States,
Japan, and Korea. Organization Science, 14: 57—68.

Dyer, J., & Singh, H. 1998. The relational view: Cooper-
ative strategy and sources of inter-organizational
competitive advantage. Academy of Management
Review, 23: 660—-679.

Fiegenbaum, A., & Thomas, H. 1988. Attitudes toward
risk and the risk-return paradox: Prospect theory
explanations. Academy of Management Journal,
31: 85-106.

Gatignon, H., Tushman, M. L., Smith, W., & Anderson, P.
2002. A structural approach for assessing innova-
tion: Construct development of innovation locus,



2008 Voss, Sirdeshmukh, and Voss 163

type, and characteristics. Management Science, 48:
1103-1122.

Geroski, P., Machin, S., & Van Reenen, J. 1993. The
profitability of innovating firms. Rand Journal of
Economics, 24(2): 198—-211.

Gibson, C. B., & Birkinshaw, J. 2004. The antecedents,
consequences, and mediating role of organizational
ambidexterity. Academy of Management Journal,
47: 209-216.

Gilbert, C. 2005. Unbundling the structure of inertia:
Resource versus routine rigidity. Academy of Man-
agement Journal, 48: 741-763.

Glynn, M. A. 2000. When cymbals become symbols: Con-
flict over organizational identity within a symphony
orchestra. Organization Science, 11: 285—-298.

Greve, H. R. 2003. A behavioral theory of R&D expendi-
tures and innovations: Evidence from shipbuilding.
Academy of Management Journal, 46: 685-702.

Gupta, A. K., Smith, K. G., & Shalley, C. E. 2006. The
interplay between exploration and exploitation.
Academy of Management Journal, 49: 693—706.

He, Z., & Wong, P. 2004. Exploration vs. exploitation: An
empirical test of the ambidexterity hypothesis. Or-
ganization Science, 15: 481-494.

Hillman, A. J., & Dalziel, T. 2003. Boards of directors and
firm performance: Integrating agency and resource
dependence perspectives. Academy of Manage-
ment Review, 28: 383—396.

Kahneman, D., & Tversky, A. 1979. Prospect theory: An
analysis of decisions under risk. Econometrica, 47:
263-291.

Katila, R., & Shane, S. 2005. When does lack of resources
make new firms innovative? Academy of Manage-
ment Journal, 48: 814—829.

Kraatz, M. S., & Zajac, E. J. 2001. How organizational
resources affect strategic change and performance in
turbulent environments: Theory and evidence. Or-
ganization Science, 12: 632—657.

Lavie, D., & Rosenkopf, L. 2006. Balancing exploration
and exploitation in alliance formation. Academy of
Management Journal, 49: 797—-818.

Levinthal, D., & March, J. 1993. The myopia of learning.
Strategic Management Journal, 14: 95-112.

March, J. G. 1991. Exploration and exploitation in organ-
izational learning. Organization Science, 2: 71-87.

March, J. G. 2006. Rationality, foolishness, and adaptive
intelligence. Strategic Management Journal, 27:
201-214.

March, J. G., & Shapira, Z. 1992. Variable risk preferences
and the focus of attention. Psychological Review,
99: 172-183.

McKelvey, B. 1999. Avoiding complexity catastrophe in
coevolutionary pockets: Strategies for rugged land-
scapes. Organization Science, 10: 294-321.

Miles, R, H., & Snow, C, C. 1978. Organizational strategy,
structure and process. New York: McGraw-Hill.

Miller, C. 2003. Hidden in plain sight: Understanding non-
profit capital structure. Nonprofit Quarterly, 10(1): 1-8.

Miller, D., Lant, T. K., Milliken, F. J., & Korn, H. J. 1996.
The evolution of strategic simplicity: Exploring two
models of organizational adaptation. Journal of
Management, 22: 863—887.

Mishina, Y., Pollock, T. G., & Porac, J. F. 2004. Are more
resources always better for growth? Resource sticki-
ness in market and product expansion. Strategic
Management Journal, 25: 1179-1197.

Nahapiet, J., & Ghoshal, S. 1998. Social capital, intellec-
tual capital, and the organizational advantage. Acad-
emy of Management Review, 23: 242-266.

Nohria, N., & Gulati, R. 1996. Is slack good or bad for
innovation? Academy of Management Journal, 39:
1245-1264.

Nooteboom, B., Berger, H., & Noorderhaven, N. 1997.
Effects of trust and governance on relational risk.
Academy of Management Journal, 40: 308-38.

O’Brien, J. P. 2003. The capital structure implications of
pursuing a strategy of innovation. Strategic Man-
agement Journal, 24: 415—431.

Shapira, Z. 1995. Risk taking: A managerial perspec-
tive. New York: Russell Sage Foundation.

Sharfman, M. P., Wolf, G., Chase, R. B., & Tansik, D. A.
1988. Antecedents of organizational slack. Academy
of Management Review, 13: 601-614.

Shortell, S. M., & Zajac, E. J. 1990. Perceptual and archi-
val measures of Miles and Snow’s strategic types: A
comprehensive assessment of reliability and valid-
ity. Academy of Management Journal, 33: 817—-832.

Siggelkow, N., & Levinthal, D. A. 2003. Temporarily divide
to conquer: Centralized, decentralized, and reinte-
grated organizational approaches to exploration and
adaptation. Organization Science, 14: 650—6609.

Singh, J. V. 1986. Performance, slack, and risk taking in
organizational decision making. Academy of Man-
agement Journal, 29: 562-585.

Sirdeshmukh, D., Singh, J., & Sabol, B. 2002. Consumer
trust, value and loyalty in relational exchanges. Jour-
nal of Marketing, 66: 15-37.

Sitkin, S. B., & Pablo, A. L. 1992. Reconceptualizing the

determinants of risk behavior. Academy of Manage-
ment Review, 14: 9-13.

Smith, W. K., & Tushman, M. L. 2005. Managing strategic
contradictions: A top management model for managing
innovation streams. Organization Science, 16: 522-536.

Staw, B. M., Sandelands, L. E., & Dutton, J. E. 1981.
Threat rigidity effects in organizational behavior: A
multilevel analysis. Administrative Science Quar-
terly, 26: 501-524.

Steensma, H. K., & Corley, K. G. 2001. Organizational



164 Academy of Management Journal

context as a moderator of theories on firm bound-
aries for technology sourcing. Academy of Manage-
ment Journal, 44: 271-291.

Tan, J., & Peng, M. W. 2003. Organizational slack and
firm performance during economic transitions: Two
studies from an emerging economy. Strategic Man-
agement Journal, 24: 1249-1263.

Thaler, R. H., & Johnson, E. J. 1990. Gambling with the
house money and trying to break even: The effects of
prior outcomes on risky choice. Management Sci-
ence, 36: 643—660.

Voss, G. B., Montoya-Weiss, M. M., & Voss, Z. G. 2006.
Aligning innovation with market characteristics in
the nonprofit professional theater industry. Journal
of Marketing Research, 43: 296—-302.

February

Voss, Z. G., Cable, D. M., & Voss, G. B. 2006. Organiza-
tional identity and firm performance: What happens
when leaders disagree about “who we are”? Organi-
zation Science, 17: 741-755.

Voss, Z. G., & Voss, G. B., Shuff, C., & Taber, K.
2004. Theatre facts 2003: A report on practices
and performances in the American nonprofit
theatre. Proprietary report published by the
Theatre Communications Group, New York.

Wernerfelt, B. 1984. A resource-based view of the firm.
Strategic Management Journal, 5: 171-180.

Zeelenberg, M., & van Dijk, E. 1997. A reverse sunk cost
effect in risky decision making: Sometimes we have
too much invested to gamble. Journal of Economic
Psychology, 18: 677—-691.

APPENDIX
Item Descriptions and Factor Analysis Results®

Stems and Items

Factor Loadings

This season’s artistic decisions emphasize . . . (“weak emphasis,” 1 to “strong emphasis,” 7)

Product exploration (o = .83)
Creating revolutionary new conceptual approaches.
Experimenting with radical new works.
Challenging traditional artistic boundaries.

Product exploitation (a = .72)

.86 .01 .00
.86 .01 —.12
.80 —.12 11

Maximizing the contribution of our in-house artistic/production skills. 16 .78 .00

Offering shows that stay close to our known strengths.

Producing shows similar to those that have done well for us in the past.

—.18 .78 12
—.28 .69 —.11

Given current economic conditions and the reality of difficult trade-offs, indicate your agreement or disagreement
with each of the following statements - - - (“strongly disagree,” 1, to “strongly agree,” 7)

Environmental threat (a = .66)
Our theater’s economic future is promising. (reverse-coded)

We perceive the current overall situation as an opportunity. (reverse-coded)
We feel that the current operating environment is particularly hostile.

.19 22 .83
—.03 .03 .80
—.21 —.36 .64

 Loadings greater than |.40| are bolded for visual clarity.
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