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ARTICLE INFO                                       ABSTRACT 
 
 

Budget is an essential controlling tool. It can help to plan, implement, execute and manage the 
strategic plan for the organization. There are behavioral issues relating to budgets such as 
dysfunctional behaviors of manager and budgetary slack. These behavioral issues become more 
obvious when their actual performance is to be compared with and evaluated against budget 
performance. The outcome of the comparison and evaluation can have a direct relation to the 
amount of incentives (monetary and non-monetary) they can receive. This paper discuss the 
purposes of budgets, the approaches towards budgets as well as the behavior aspects of budget. 
There is a survey conducted on 20 employees. This survey is on how budget is viewed in their 
organization. There are 10 questions, with multiple-choice answers. All surveys are completed in 
full. There is a discussion on alternative budgeting methods for example Balanced Scorecard. It is 
a combination of financial and non-financial measures, which organization can consider adopting. 
There are 4 perspectives of Balanced Scorecard: Customer perspective, Internal Business 
Processes perspective, Innovative and Learning perspective, and Financial Perspective. The use of 
Balanced Scorecard can help to overcome the behavioral aspects of budgeting. 
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INTRODUCTION 
 
Every organization has its mission and vision. A mission 
statement explains the reason of existence for the organization. 
It describes the organization, what it does, and its overall 
intention. A vision statement describes what the organization 
aims to be in the future, and it is usually inspirational and 
aspirational. To achieve the mission and vision, organizations 
need to develop its own strategic planning. It is a combination 
of long-term strategies and short-term strategies. Short-term 
strategies can be implemented into its budget. Upon achieving 
the budget, it means the short-term strategies are successful.  
With the success of short-term strategies, it helps to contribute 
to the success of long-term strategies. When the long-term 
strategies are achieved, it will lead the organization towards its 
mission and vision. Budget is the most commonly used, 
essential and important tool for controlling and planning. 
Many organizations use budgets to assist the implementation 
and execution of its short-term strategies. The organization can 
develop short-term targets from its short-term strategies, which 
are included in the budget. When the budget is achieved, the 
targets are met and the success of short-term strategies. 

 

Literature Review 
 

Budget 
 
Motivation: Budget represents targets, which are set by the 
organizations. It can be used as a motivating tool for employee 
to aim for it. When the targets are set too low, employee may 
perform badly due to lack of motivation. However when the 
targets are set too high, they may perform badly as well. It can 
be the employees have given up on achieving the targets, as it 
has been perceived as unattainable and unachievable. The 
budget set needs to be perceived as possible targets, which will 
thus motivate employee towards achieving them. The budget 
difficulty and actual performance is correlated. When the 
budget is set very easy, actual performance can be low. The 
employee’ demands can be low due to lack of motivational 
force. When the budget is set too difficult, actual performance 
is low. The employee may give up as they see the budget as 
unattainable and achievable. They do not want to waste time 
and efforts at all. However, when the budget is set at the 
expected level (i.e. the level which actual performance is 
expected to be), employee will perform as expected. Below is 
the diagram to illustrate:  
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Performance Measurement 
 
Since budget is regarded as targets set by the organization, 
evaluations need to be carried out on the actual performance. 
A simple form of evaluation can be comparison of actual with 
the budget performance. 
 
There are many difficulties in the evaluation process of actual 
against budget performance. Some of the difficulties are 
mentioned as below: 
 

 There is a possibility that budget may have been set 
inaccurately from the beginning, thus making it 
unachievable for the employee. 

 The budget may become unachievable, as the time 
period progresses. 

 There may be interferences between departments’ 
performance. One department perform well will lead to 
another performing badly. 
 

The evaluation results will have an adverse impact on the 
department and the employee. When the actual performance 
does not meet the budget, it will impact on them. If there are 
incentives for meeting the budget, they will not get it. At a 
worse scenario, they can even get penalties for not meeting the 
budget.  
 
Behavioral Aspects in Budgeting 
 
How the budget is administrated will affect their effectiveness 
and efficiency in achieving the organization’s goals. Besides 
using budget to forecast the organization’s coming year’s 
performance, it also serves another purpose. It can be used as a 
performance evaluation on the managers’ actual performance 
against the budgeted performance. By doing so, the 
organization is trying to use budget as a tool for control. When 
the performance evaluation is linked with any form of rewards 
and penalty system, there are possibilities that the managers 
will distort any information and data passed to upper level of 
management (i.e. their superiors). The managers may under-
estimate the revenue, over-estimate the costs required. It can 
have an effect on their job performance, which will be 
reflected on their annual appraisals. All these will affect their 
salary increment, annual bonus, chances of promotion etc. The 
manager’s behavior towards the budget will be influenced as 
the actual performance of budget will either have a favorable 
or adverse effect on his job appraisal. 
 
Below are the behavioral aspects of budgeting, which will 
arise: 
 
Dysfunctional Behavior 
 
When the budget’s goals are the same as managers’ goals, the 
actual performance will meet the expected level of 
performance or even exceed the expectations. This is called 
goal congruence. It refers to the alignment and consistency of 
individual’s goals (in this instance, it is the manager) with the 
organizations’ goals. The managers will be motivated to aim 
for the goals of the organization, as this will also lead them 
towards their individual goals. In the case of goal 
incongruence, the managers are not motivated at all. They may 
put in minimum efforts (in worse case scenario, no efforts 
from the managers) towards the budget, thus affecting the 
actual performance. 

In the situations whereby the budget shows unrealistic targets 
from the management and/ or the budget is implemented 
badly, the employee may react adversely to the budget. This 
will cause an impact on the actual performance. Usually it 
does not meet the expected level of performance, and it will 
affect the organization’s goals (short term and long term) and 
objectives. The display of managers’ behaviors, which 
conflicts with the organization’s goals and objectives, is 
dysfunctional behavior. 
 
Participative Budgeting 
 
Budget is usually prepared either top down or bottom up. 
Under the top down budget method, top management prepares 
the budget and pass on the information to the employee as 
what they need to do in the budget. There is no involvement 
and communication from other employee. When there is 
participation from the employee, they become involved in the 
budgeting process. They form part of the budget. It gives them 
a sense of commitments and they also foster a sense of 
belongings toward the budget. When they feel committed, they 
will be motivated aiming for the targets. By encouraging 
participation from the employee, it helps to increase 
motivation levels and reduce resistance level to the budget as 
well as reduce possible conflict within organization. It also 
increases employee’ initiatives, performance level and their 
morale on their jobs. By allowing participation from 
employee, it is likely the budget’s targets will become the 
employee’ goals. They contribute to the development of the 
budget. This type of budgeting allows both top management 
and its employee to have a better understanding on each 
other’s roles and areas of concerns where budget is concerned. 
For example, the top management will know whether the 
targets set is reasonable and realistic when they hear from 
employee, and employee will know the dilemma the 
management needs to consider when they need to make 
decision between two or more choices.  
 
Budgetary Slack 
 
The difference between the allocated resources and the actual 
required resources is the budgetary slack. The managers 
introduce the budgetary slack, also known as padding the 
budget, during the budget preparation process. They will 
underestimate the revenues and overestimate the costs and 
expenses. In this way, they can request for more allocation of 
resources from the organization. There is a tendency for the 
managers to do in almost all organizations, across industries. 
The managers will have past experiences when preparing the 
budget. The actual amount of expenditure allocated to them is 
lesser than what they have requested for inside the budget. 
They will tend to add in a mark-up percentage of what they 
have estimated for. In this way, even if the actual amount of 
expenditure get reduced, the amount allocated to them does 
not differ much from what they have planned for. Managers 
will also built a budgetary slack by underestimating the 
amount of revenue and overestimating the costs. When the 
actual performance exceeds the budget performance, it appears 
that the managers have performed above the expectations of 
budget. There is high chance that the manger has taken 
advantage of the budgetary slack. The actual performance may 
not have been met if not for the budgetary slack. When the 
actual performance has a direct link to the incentives, the 
manager has a higher possibility of building a budgetary slack.  
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MATERIALS AND METHODS 
 
This paper methodology is a 10 questions survey conducted In 
which 20 employees participated. 
 
Results of Survey 
 
To find out how budget is viewed and handled in 
organizations, a survey of 10 questions with multiple choice 
answers are conducted. Surveys, with similar questions, have 
been conducted in previous studies on budget. This survey is 
pilot tested with 20 employees. There is no specific industry, 
nor specific positions for this survey. All questions are 
answered in full. 
 
The survey, consisting 10 questions, is as follows: 
 
Q1. Are you of a managerial position in your organization? 
 
There are 20 employees whom have participated in the survey. 
Out of the survey group, there are 13 who hold managerial 
position and 7 who do not hold managerial position.  
 
Q2. Are you aware of the budget prepared by your 
organization? 
 
The rest of the 19 employees (95%) are aware of budget. 
There is only 1 employee (5%) who is not aware of the budget 
in the organization. Most of the employees know the existence 
of budget, except for one. It implies that organizations put in 
efforts to ensure their employees are informed. 
There is a possibility that the employee may have just joined 
the organization, hence he/ she does not know the existence of 
budge. There is no information on the employee’s date of 
joining the organization.  
 
Q3. How often the budget meetings are conducted? 
 
There are 9 employees (45%) whose organizations hold budget 
meeting monthly, and 5 employees (25%) having budget 
meeting quarterly, and 6 employees (30%) having it yearly. 
There is no employee whose organization that did not have 
any budget meeting at all. 
 
Q4. How often is information sent to the employee? 
 
The passing of information to the employee is the same as the 
frequency of budget meeting. It implies that once the budget 
meeting is concluded, the information will be passed onto the 
employee almost immediately. There is no delay in passing of 
information to the employee. The frequency of the budget 
meeting held and the passing of information to the employee 
are as shown on the bar chart below. 
 
Q5. Are financial targets are set up in the meetings? 
 
There are 19 employees (95%) stating that financial targets are 
set up in the budget meeting. There is one employee who 
states that there is no financial target being set up. He/ she is 
the one who is not aware of the budget in the organization. As 
mentioned in Q2, there is a possibility that he/ she is a new 
employee. Since he/ she is not aware of the budget, he will not 
know if financial targets are set up in the meetings.  
 

Q6. Are budgetary responsibilities established for different 
sections during the meetings? 
 
18 employee (90%) state budgetary responsibilities are 
established in the budget meeting. Only 2 employees state 
there is no establishment of budgetary responsibilities during 
the meeting. 
 
Q7. Are employees aware of their responsibilities in the 
Budget? 
 
There are 17 employee (85%) states that they are aware of 
their responsibilities in the Budget. However, there are also 3 
employees (15%) who are not aware of their responsibilities. 
From the bar graph below, there is a majority of the employees 
(85% based on the bar graph) whom are aware of financial 
targets set up in the budget meeting. They also know their 
responsibilities in the budget, as it has been established in the 
meeting. Most of the employee’ organizations do set financial 
targets in the budget meeting. The budget responsibilities are 
also communicated clearly to the employee so that they are 
aware of them. Those who choose No as their answer, it may 
be the newcomer mentioned in Q2 and Q5, or they do not 
understand the budget completely. Even if they are in the 
budget meeting, they have some miscommunications and 
misunderstanding on the budget and the responsibilities they 
need to take on. 
 
Q8. Who reviews each budget? 
 
Out of the 20 employees, all of them (i.e. 100%) indicate that 
the senior manager does the reviewing of budget in their 
organizations. This shows that organization only allows senior 
manager to review the Budget. There is no review of Budget 
done by junior manager and non-executive employee.  
It may indicate organizations still prefer traditional way of 
reviewing budget to be performed by senior managers. It could 
be that the experience of the senior managers, and they may be 
able evaluate the budget by looking at it from different angle.  
 
Q9. Does the organization adhere to its timetable for the 
preparation and release of the Budget? 
 
There are 16 employees (80%) indicating their organization 
does adhere to the timetable for the preparation and the release 
of the budget. 4 employees (20%) indicates their organization 
does not adhere to the timetable. It will pose a problem on the 
adhering the timetable of preparation and release of the 
Budget. There are 4 employees (20%) whom have indicated 
their organization does not adhere. With all budget being 
reviewed only by senior managers, there is a high chance of 
the delay in the overall budget preparation and release of 
budget on a timely basis. On the other hand, most 
organizations can still follow the timetable, even though 
reviews are done by senior managers. It could be due to the 
level of difficulty of the budget to be reviewed (for instance 
the budget is easy and review does not require much time and 
efforts from the senior manager) or the experience of senior 
managers (they are able to review complicated budget within 
the time frame as they are experienced in this type of budget). 
 

Q10. Are there incentives for achieving the budget? 
 

When the budget is achieved, there are 18 employees (90%) 
whom will get incentives. There are 2 employees (10%) who 
do not get any incentives for achieving the budget. 
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There are incentives given to most employees (18 out of 20 
surveyed), when they achieve the budget. It shows that giving 
incentives is an essential and important motivating tool for the 
employee. As for the 2 employees who do not receive any 
incentives, there is no further information on their job scope 
and remuneration. It could be they do not participate in the 
budget, so they do not receive incentives when budget is 
achieved. There is also possibility that their remuneration 
package have included the terms of the employment: they are 
required to achieve budget and there is no additional incentives 
for achieving it. 
 
Conclusion 
 
Budget is an essential and important tool use for controlling 
and planning, which almost every organization adopts. This 
allows them to develop and implement strategic plans, either 
long-term or short-term. Budget can be used to forecast 
organization’s performance for the next financial year. This 
forecast is utilized by the organization during the strategic 
planning stage. When the budget is developed, the information 
is communicated to the employees. It also acts as a motivating 
tool for the employees, especially when they participate in the 
budgeting process. The employees’ actual performance is 
evaluated against the budget performance. It affects their job 
appraisals, which have a direct link to any form of incentives, 
which may be given to them when budget is achieved. This is 
the traditional budgeting, which many organizations adopt. 
The organization uses traditional financial measures, which 
only focuses on one perspective of performance. They measure 
the consequences of the performance, and not finding out what 
causes the performance. The behavior aspects of budgeting can 
be solved by some of the recommendations as mentioned: 
feedback on budget, use of monetary and non-monetary 
incentives. 
 
The organization can implement frequent and timely feedback 
on the budget. This allows them to adjust and align budget 
when there are changes (internal and external), which will 
affect the performance. This is reflected in question 3 and 4 of 
the survey. There are 14 employees whose organization does 
hold budget meeting at regular interval (9 of them has monthly 
budget meeting, where 5 has quarterly meeting). The 
information of budget is also passed onto the employees, same 
time as the budget meeting is held. Another recommendation 
is the use of incentives. In the survey question 10, there are 18 
employees whom are given incentives for achieving the 
budget. It can reduce the possibility of dysfunctional behavior 
and budgetary slack. When there are incentives for achieving 
the budget, the employees are motivated. There is goal 
congruence between organization’s goals and their personal 
goals. They will work hard towards the organization’s goals, 
just like it is their goal. Incentives can be in the form of 
monetary and/ or non-monetary. Monetary incentives can be in 
the form of salary increment, performance bonus, chance of 
promotion. The non-monetary incentives include job 
enrichment (for example, workshop or conference relating to 
the current job scope), more responsibility given, recognition 
awards. The difficulty of budget is related to the actual 
performance. When the budget is set easy, the actual 
performance is low. This could be due to lack of motivation of 
employees when they are given an easy budget. Likewise, 
when the budget is set very difficult, the actual performance is 
low. The employees know the budget is unattainable, thus give 
up achieving it. 

Manager needs to prepare the budget, considering the expected 
level of performance. When the budget is set within the 
expected level of performance, the employees will be able to 
perform well. The employees will perform under expectations 
budget, until they reach the limits of the budget performance. 
The actual performance will start to decline. The actual 
performance can be extended with the introduction of 
motivational budget. The motivational budget refers to budget 
prepared with incentives to be given to employees when 
budget is achieved. The budget is set at higher level than the 
expectations budget. The employees are motivated to reach the 
budget with the presence of incentives, which is a motivating 
tool for them. The incentives, as mentioned in earlier 
paragraph, can be monetary and/ or non-monetary. The 
motivational budget can extend the actual performance until it 
reached the limits of budget performance. When it reaches the 
limit of the budget performance, there is no use of increasing 
the amount of incentives. It does not motivate the employees 
anymore, as the budget becomes unachievable and 
unattainable.  
 
Limitations 
 
Due to time constraints, there is limitation on the survey 
conducted. The target audience is 20 employees only. There is 
not enough data collected to reflect the behavior aspects of 
budget in organization. There is data showing the employee 
does have regular budget meetings and the information is 
passed to the employees. There is no mention of what 
information is passed on. It can be full information on budget 
or partial information. There are 18 employees whom have 
indicated they receive incentives for achieving the budget. 
There is no indication the type of incentives they receive, and 
if the incentives received is what they have expected. All these 
unanswered questions can be discussed further in the future 
study of budget, with a larger target audience.  
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