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Abstract 
 
 

Most of the studies that examine the variable for motivation only concentrate 

on either intrinsic or extrinsic motivation. However, this study highlights 

the importance of both types of motivation in increasing job performance. 

Specifically, the objective of this paper is to examine the impact of intrinsic 

and extrinsic motivation on job performance in a participative budget setting. 

Based on the survey questionnaire of 108 managers, data are analysed using 

Partial Least Squares. The results show that budget participation increases 

intrinsic motivation, and that intrinsic motivation leads to the extrinsic 

motivation, which, in turn, increases job performance. 
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1.    Introduction 

The objective of this paper is to examine the impact of two forms of motivation 

– intrinsic and extrinsic – on job performance in a participative budget setting. 

Thus far, most of the studies (except Wong-On-Wing et al., 2010) that examine 

the motivation variable in accounting literature focus on either extrinsic or 

intrinsic motivation, but not both types of motivation. While Wong-On-Wing et 

al. (2010) examine the effect of both types of motivation on budget participation 

and performance, this study examines the effect of participation in budgeting on 

both types of motivation, and its effect on job performance. Thus, this study 

contributes to the existing literature by highlighting the importance of both types 

of motivation (extrinsic and intrinsic motivation) in a participative budget setting. 

In particular, this paper attempts to examine whether both intrinsic and extrinsic 
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motivation have any impact in increasing job performance. Intrinsic motivation 

refers to the execution of one task because it is inherently interesting or enjoyable 

(Ryan and Deci, 2000) while fulfilling personal satisfaction, whereas extrinsic 

motivation refers to the execution of one task because it leads to a separable 

outcome (Ryan and Deci, 2000) or additional rewards that could be achieved 

upon fulfilling the task. 

Although research in participative budgeting began in the 1940s, it is 

still relevant and is attracting the attention of various researchers in examining 

the effectiveness of participation in influencing the attitude and behaviour of 

employees (for example, Chong and Chong, 2002; Lau and Sholihin, 2005; 

Agbejule and Saarikoski, 2006; Chong and Johnson, 2007). Previous studies that 

have extensively examined the relationship between budget participation and the 

performance of managers provide no conclusive evidence. The findings are mixed, 

with some studies showing a significant positive relationship (Merchant, 1981; 

Brownell, 1982; Brownell and McInnes, 1986), while others are unable to relate 

budget participation with performance (Kenis, 1979). Thus, the relationship may 

not be direct; it may be indirect through other mediating variables. 

Thus far, the mediating variables that have been examined include attitude 

(Milani, 1975), budget adequacy and organisational commitment, (Nouri and 

Parker, 1998), and fairness perceptions and trust (Lau and Tan, 2006). Brownell 

and McInnes (1986) examine the mediating role of motivation in the relationship 

between budget participation and performance; however, they do not examine the 

different forms of motivation. Brownell (1983), Dermer (1975) and Wong-On- 

Wing et al. (2010) assert that there are two forms of motivation – intrinsic and 

extrinsic. These forms are differentiated based on the different motives of people 

for performing one task. However, most of the studies focus on either extrinsic 

or intrinsic motivation, but not both types of motivation (except Wong-On-Wing 

et al., 2010). Thus, this study aims to bridge the gap in the extant literature by 

providing empirical evidence for the joint consideration of intrinsic and extrinsic 

motivation in the relationship between budget participation and job performance, 

and offering insights into which intrinsic and extrinsic motivation may enhance 

job performance. 

The rest of the paper is organised as follows. In the next section, hypotheses 

development is presented, followed by the methodology used and the results of the 

study. The last section presents the conclusion and the discussion of the results. 
 

 

2.    Hypothesis Development 

2.1   Budget Participation and Intrinsic Motivation 

Budget participation involves a process through which managers provide views 

and have some influence over the budget that is prepared by the management 

(Magner et al., 1995; Shields and Shields, 1998). It enables the involvement of 

managers in budgetary decisions and provides possibilities for the influence of 
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the final budget. In addition, budget participation facilitates communication, 

increases commitment and job satisfaction, and, in turn, enhances job performance 

(Jermias and Setiawan, 2008). 

Participation in the budgetary process enables the agreement of the 

organisational financial goal among managers of all levels. Through participation, 

sub-unit managers have the opportunity to provide essential information regarding 

their task requirement, since they are directly involved in their work. Thus, 

involving them in the decision-making process will enable their superior to design 

a better budget-goal, which, in turn, will motivate the employees to achieve the 

budget (Shields and Shields, 1998). It is theorised that for the budgets that are set 

through participation, the level of aspiration of managers will increase (Becker and 

Green, 1962). These managers are intrinsically motivated to achieve the budget 

because the budget has their voice and it is interesting and enjoyable to achieve 

what they have helped to create. It also increases their sense of control, greater 

ego involvement and increased goal acceptance (Wong-On-Wing et al., 2010). 

It fulfils their personal satisfaction and self-accomplishment. Kenis (1979) and 

Merchant (1981) also show that budget participation has a significant positive 

relationship with motivation. Thus the following hypothesis is developed: 

 
H : There is a positive relationship between budget participation and 

intrinsic motivation 

 
2.2   Intrinsic Motivation and Extrinsic Motivation 

Extrinsic motivation refers to the additional rewards that could be achieved upon 

satisfying the budgeted goal.  Among the outcomes of extrinsic rewards used in 

Brownell’s (1983) empirical study are pay raise, respect from boss and other 

employees, special rewards or recognition, and promotion. In a recent study, 

Wong-On-Wing et al. (2010) classify extrinsic motivation into autonomous and 

controlled extrinsic motivation, which is based on the self-determination theory. 

Autonomous extrinsic motivation is “when behaviour is performed out of choice 

because individuals value the behaviour” (Wong-On-Wing et al., 2010, p.135). 

Controlled or non-autonomous extrinsic motivation is “when one’s behaviour 

allows for satisfaction of an external demand or reward contingency” (Wong- 

On-Wing et al., 2010, p. 135). 

Dermer (1975) suggests that extrinsic motivation is related to intrinsic 

motivation. This means that when there is an intrinsic motivation, there is an 

increased need for extrinsic motivation. In other words, managers who are 

intrinsically motivated will work effortlessly to accomplish their self-satisfaction. 

Upon achieving their own satisfaction, they are motivated to gain potential 

external incentives and rewards for the fulfilment of the task. Hofstede (1968) also 

asserts that intrinsic motivation is a necessary corequisite for extrinsic motivation 

(Dermer, 1975). According to the expectancy theory, an individual’s motivation to 
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pursue an action is due to the perceived value of an outcome and the expectancy of 

achieving that outcome (Kren, 1990). Thus, the attractiveness of the rewards and 

the perceptions of attaining those rewards motivate the individual to perform job; 

the rewards are more motivating when there is an element of intrinsic motivation. 

Managers are strongly motivated for extrinsic reward when they enjoy their work. 

Thus, there is a positive significant relationship between intrinsic and extrinsic 

motivation, for which the following hypothesis is suggested: 

 
H : There is a positive relationship between intrinsic motivation and 

extrinsic motivation 

 
2.3   Extrinsic Motivation and Job Performance 

In the context of a participative budgeting, based on a goal setting theory, the 

budget serves as a goal to be achieved. The fulfilment of self-satisfaction, and 

extrinsic rewards and incentives upon achieving a budget goal encourages them 

to exert more effort in fulfilling the requirements of a task. This motivation device 

can enhance not only the manager’s performance but also the performance of 

the firms. Moreover, in a goal setting situation, a clear, tight but attainable goal 

is the most preferred type of budget (Becker and Green, 1962; Hofstede, 1968; 

Kenis, 1979; Locke and Latham, 1984). A budget specified by the management 

through the participation process enables the creation of an attainable budget and 

builds the motivation of managers to achieve the targeted goal (Merchant, 1981). 

Previous research has suggested the positive effects of motivation in 

enhancing performance (Brownell and McInnes, 1986; Kenis, 1979; Shields 

and Shields, 1998). This study also proposes that motivation may increase the 

performance of employees. 

 
H : There is a positive relationship between extrinsic motivation and 

job performance 

 
The theoretical model is shown in Figure 1. 

 
 
 

Budget 

Participation    H1 

Intrinsic 

Motivation      H2 

Extrinsic 

Motivation      H3 

Managerial 

Performance

 
 
 

Figure 1: Theoretical Framework 
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3.    Research Method 

Sample and Procedure 

A survey questionnaire was used to collect data from a cross-functional area of 

firms listed in Bursa Malaysia. The survey was sent by mail to individual managers 

who have budget responsibilities. The distributed surveys were accompanied 

by a cover letter, instructions for completing the survey, and a self-addressed 

postage-paid envelope to minimise the response bias. A total of 1000 surveys were 

distributed, of which 108 (11%) useable responses were accepted for data analysis. 

 
Measurement of Variables 

The survey questionnaires were designed based on the established measurements, 

which were developed by previous studies. Except for the job performance 

variable, the response scale for all the variables comprised a five-point Likert 

scale, ranging from 1 (strongly disagree) to 5 (strongly agree). 

Budget participation was assessed using the instrument developed by Milani 

(1975), which consisted of a six-item scale that has been used extensively and 

tested broadly in budget participation studies with high Cronbach alpha values. 

Studies that have adopted this instrument include Brownell and McInnes (1986), 

Chong and Chong (2002), Lau and Tan (2006), and Nouri and Parker (1998). 

Intrinsic motivation was measured using a three-item scale – personal 

growth and development, a feeling of accomplishment and a sense of personal 

satisfaction – used in Dermer (1975). This measurement has also been applied 

in Merchant (1981) and Kenis (1979). 

Extrinsic motivation was measured using the instrument adapted from the 

procedure developed by Lawler and Suttle (1973), and follows the categorization 

of extrinsic motivation provided by Brownell (1983), and Brownell and McInnes 

(1986), which includes security, recognition, and respect from boss. 

Job performance was assessed using a nine-item scale developed by 

Mahoney et al. (1965). This performance instrument is consistent with prior 

research (for example, Brownell and McInnes, 1986; Chong and Chong, 2002; 

Lau and Lim, 2002). The response scale is a five-point Likert scale ranging 

from 1 (below average) to 5 (above average). It consists of eight performance 

dimensions of planning, investigating, coordinating, evaluating, supervising, 

staffing, negotiating and representing. 
 

 

4.    Results 

The demographic data shows that most of the respondents have work experience of 

at least 5 years. The respondents are attached to several functional areas including 

Finance, Human Resource, and Production and Marketing. Almost similar 

responses come from the manufacturing and services sectors. The manufacturing 

sector includes the following industries: chemical, gas and petroleum; electrical 

and electronics; transport and automotive; and food and beverage. The service 
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sector includes industries, such as telecommunication, construction, plantation 

and fast moving consumer goods. More than 50% of the firms have more than 

200 employees with total assets worth more than RM50 million. 

Table 1 presents the means and descriptive statistics for all study variables. 

It shows that the highest mean was recorded for the intrinsic motivation variable, 

while the perceptions of the respondents on the rest of the variables were 

moderately high. 
 
 

Table 1: Descriptive Statistics for Variables (N=108) 

 

Variable Mean Std. 

Deviation 

Actual Range Theoretical Range 

Min Max Min Max 

Budget Participation 3.59 0.82 1.00 5.00 1.00 5.00 

Intrinsic Motivation 4.24 0.89 1.00 5.00 1.00 5.00 

Extrinsic Motivation 3.22 0.79 1.00 5.00 1.00 5.00 

Job Performance 3.73 0.58 1.88 5.00 1.00 5.00 

 
 

Partial Least Squares – Results 

Partial Least Squares (PLS) were used in order to test the hypotheses developed 

since it enables the analysis of all the paths simultaneously (Hsu et al, 2006). To 

determine the reliability and validity of the model, internal consistency reliability, 

convergent validity and discriminant validity are examined. 

The loading of each item to its individual construct assesses the reliability 

of the items. As shown in Table 2, most of the items loaded at more than 0.7 

on their own construct, which indicates acceptable reliability (Hulland, 1999). 

Convergent validity is assessed by looking at the composite reliability of 

constructs. Table 3 shows the composite reliability of above 0.8 for all constructs 

(Fornell and Larcker, 1981). More evidence on reliability is shown from the value 

of Cronbach’s α. It shows that all the constructs had satisfactory reliability with 

the value of more than 0.8. Table 3 shows the average variance extracted (AVE) 

of more than 0.5, which signifies that all the constructs satisfy the requirement of 

convergent validity (Fornell and Larcker, 1981). For the discriminant validity, all 

of the measurement items loaded higher on their own constructs than the cross 

loading on other constructs, as portrayed in Table 2 (Chin, 1998). In addition, 

Table 3 shows the square root of AVE as more than the correlations among the 

different constructs, which indicates that more variance is shared between the 

construct and its indicators than it shares with other constructs in the same model 

(Chin, 1998; Fornell and Larcker, 1981). Tables 2 and 3 demonstrate that all the 

constructs have met the requirements of internal reliability and validity. 

Figure 2 shows the R2  of the dependent variables, the path coefficients 

(β estimates) and its significance value (p-values). Approximately 14% of the 
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variances in intrinsic motivation are explained by budget participation, while 

intrinsic motivation explains 22% of the variance in extrinsic motivation. Extrinsic 

motivation only explains 12% of the variance in job performance. 
 
 

Table 2: Factor Loadings from PLS Measurement Model 

 
 BP Extrinsic Intrinsic MP 

BP1 0.72 0.03 0.14 0.23 

BP2 0.83 0.13 0.35 0.23 

BP3 0.79 0.11 0.25 0.24 

BP4 0.75 0.21 0.23 0.32 

BP5 0.80 0.07 0.33 0.27 

BP6 0.69 0.19 0.33 0.12 

EM1 0.28 0.69 0.50 0.28 

EM2 0.10 0.71 0.33 0.30 

EM3 0.06 0.76 0.21 0.29 

EM4 0.10 0.83 0.39 0.31 

EM5 0.07 0.87 0.36 0.28 

EM6 0.12 0.64 0.32 0.13 

EM7 0.05 0.68 0.20 0.16 

IM1 0.31 0.31 0.85 0.20 

IM2 0.37 0.47 0.96 0.31 

IM3 0.37 0.51 0.95 0.31 

MP1 0.17 0.12 0.23 0.62 

MP2 0.16 0.12 0.15 0.53 

MP3 0.24 0.25 0.28 0.80 

MP4 0.27 0.12 0.26 0.68 

MP5 0.26 0.27 0.21 0.80 

MP6 0.14 0.40 0.17 0.84 

MP7 0.28 0.30 0.26 0.80 

MP8 0.31 0.26 0.30 0.77 

BP: Budget Participation; Intrinsic: Intrinsic Motivation; Extrinsic: Extrinsic Motivation; MP: Job 
Performance 

 
 

 
Table 3: Reliability, Average Variance Extracted (AVE) and Correlations 

 
 

 

AVE 
Composite 

Reliability 

Cronbach 

Alpha 

Correlations 
BP Intrinsic Extrinsic MP 

BP 0.59 0.90 0.86 0.77    
Intrinsic 0.85 0.95 0.91 0.38 0.92   
Extrinsic 0.55 0.89 0.86 0.17 0.47 0.74  

MP 0.54 0.90 0.88 0.30 0.30 0.35 0.73 

Diagonal elements are the square roots of the AVE (bold). 
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H1 hypothesizes the positive relationship between budget participation 

and intrinsic motivation. Figure 2 shows significant evidence to support the 

relationship (β = 0.38, p<0.01). For the relationship between intrinsic motivation 

and extrinsic motivation (H2), a significant positive relationship is also revealed 

(β = 0.47, p<0.01). In addition, support has been found for H3 that hypothesizes 

the positive relationship between extrinsic motivation and job performance 

(β =0.35, p<0.01). 
 

 
Figure 2: Path Coefficients of Theoretical Model 

 
*significant at 0.01 

 

 
 

5.    Discussion and Conclusion 

The objective of this study is to examine whether both forms of motivation – 

intrinsic and extrinsic – have any impact on job performance in a participative 

budget setting. This study aims to bridge the gap in the extant literature by 

providing empirical evidence for the joint consideration of intrinsic and extrinsic 

motivation in the relationship between budget participation and job performance, 

and offering insights into which intrinsic and extrinsic motivation may enhance job 

performance. While previous studies also show similar findings in the relationship 

between budget participation and intrinsic motivation (Kenis, 1979; Merchant, 

1981), and between extrinsic motivation and job performance (Brownell and 

McInnes, 1986), so far, no empirical study has examined the positive impact 

of intrinsic motivation on extrinsic motivation. This study contributes to the 

extant literature by providing empirical evidence that while budget participation 

increases intrinsic motivation, intrinsic motivation leads to higher extrinsic 

motivation, which, in turn, increases job performance. 

As no consistent evidence was found in the previous studies concerning 

the relationship between budget participation and job performance (Merchant, 

1981; Brownell, 1982; Brownell and McInnes, 1986, Kenis, 1979), this study 

may shed some light on the joint consideration played by motivation. Intrinsic and 

extrinsic motivations play the role in enhancing job performance in a participative 

budgeting setting. 

Practically, the results may suggest that by involving managers in preparing 

the budget, it provides managers the opportunity to offer some views and to 
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influence the budget. Since the budget is prepared based on the views and 

recommendations of the individual managers, it increases the motivation of the 

managers to accomplish the budget for their own personal satisfaction and self- 

accomplishment. This leads to the higher motivation for extrinsic rewards, such 

as incentives, pay rise and appreciation from others. Consequently, it increases 

the job performance of managers. 

However, the results of this study are subject to several limitations. 

Firstly, a cross-sectional survey usually does not provide evidence of the causal 

relationships between variables. Next, this study only examined the role of both 

forms of motivation – intrinsic and extrinsic – in the relationship between budget 

participation and performance. The relationship may be far more complex than 

the one investigated in this study. 
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