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Abstract

This study examines the relationship of management accounting budgetary activities
impacting on firm’s performance. The purpose of this paper is to provide evidence on
how budgetary goals influencing a firm’s performance outcomes, whether positively
or negatively. The result also demonstrated that the improvement of the budgetary
control system would be essential for obtaining an accurate budget. Therefore, it is
possible that budget makers in firms are likely to provide decision-makers with a basis
for measuring efficiency, identifying problems, and controlling costs. It also serves as
a control tool for evaluating the performance of the members of an organization.
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1. Introduction

This paper is centred on the issue of budgetary goals. Thus, many organizations
have to constantly strive to maximize their effectiveness and efficiency in the
budgetary control process in order to maintain their competitive advantage. This
is because having a proper budgetary control system allows companies to
improve their managerial attitude and performance within the organization and
provide the organization with useful information to tackle the challenges faced.
In view of this, this study investigates whether budgetary goals have an
association with organizational performance. However, industry practitioners
may also offer insights, regardless of whether they are for profit or not for profit
organizations, in order to reduce management-sourced errors when building
budgeting goal activities.

1.1. Research gaps

Although the characteristics of budgeting have been studied previously (Collins,
1978) in relation to performance, some potentially important relationships
remain unanswered (Kenis, 1979). Particularly, although Kenis’s (1979) model
did not identify any mediating situational variable, he claimed that factors, such
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as personality and the needs of managers, goal acceptance, reward expectancy,
and some organisational and environmental variables, are capable of influencing
the relationship studied in his model.

In addition, Chong and Johnson (2007) found that task uncertainty is an
important antecedent of budgetary participation. Employees who are low in
analysability tend to participate more in the budgeting process when they
require additional job-relevant information. However, their studies did not take
into account other potential antecedents of budgetary participation, such as
perceived environmental uncertainty (Chong and Chong, 1997; Shield and
Shield, 1998).

Chong and Johnson (2007) also confirmed that participation in setting the
budget influences the budget goal level and motivation (i.e. budget goal
acceptance and budget goal commitment) of subordinates, which, ultimately,
enhances their job performance. However, they did not include other potential
intervening variables, such as perception of fairness, which may affect the
behaviour and attitude of subordinates. Wentzel (2002) provided an insight into
examining the influence of the perception of fairness on performance. Her study
provided evidence that the perception of fairness mediates the relation between
the level of budget participation and goal commitment, in which goal
commitment mediates the relation between the perception of fairness and
performance. Her study was found to have a gender bias, which required
extending the external validity, and it was conducted with the use of a single
firm, thus limiting the generalisability of the findings. Also, her model was
designed with a focus on the issue of fairness during times of downsizing or
scarce resources. Although this is not a necessary condition for her proposed
model, it raises the question of whether the perception of fairness is also salient
during times of growth and expansion, especially in the context of SMEs in
Malaysia, which are in the stage of expansion. Thus, further examination is
required.

Erez et al. (1985) concluded that participation affects performance through
its effect on goal acceptance whereby performance also increases. Participation
in goal setting enhances goal acceptance when individuals are presented with
goals that they initially reject because they perceive them as being unreasonable
or too difficult. However, their study failed to explain how such a perception
influences people in terms of accepting or rejecting the goals (Renn 1998). In
addition, only participation was examined in their study, and they encouraged
other factors, such as feedback and evaluation (Kenis, 1979), which may
influence performance and goal acceptance, and, hence, should also be
examined. Feedback and evaluation may enhance or impede the motivation of
individuals to perform, and, thus, play an important role in enriching the goal
setting model (Erez et al., 1985).

Renn (1998) examined the effect of participation on task performance
using the mediating roles of goal acceptance and procedural justice. He found
that participation is indirectly and positively related to task performance through
goal acceptance. Participation is positively related to the perception of
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procedural justice regarding the goal-setting programme; however, the
perception of procedural justice is not related to task performance. He explained
that this could be due to the lack of support from distributive justice, which may
nullify the effect of procedural justice. Thus, the effect of distributive justice
perception on such a relationship needs to be examined further.

Lau et al. (2008) indicated that the fairness of the performance evaluation
procedures has a significant total effect on the job satisfaction of subordinates,
albeit the total effect is mainly indirect. However, their studies showed that the
relative small size of this effect is only 0.062 as compared to its total indirect
effect of 0.434, which is worth exploring further for a more comprehensive
explanation.

Mohamed et al. (2012) concluded that the consideration of procedural
justice is important in the context of critical supervisory feedback, as the
respondents who attribute critical comments to the supervisor’s negative
behavioural dispositions are less likely to acknowledge the content of the
criticism. However, their findings are taken as equivocal evidence of the
proposed causal process that requires further examination, especially as
distributive justice was not taken into account in this study.

2. Literature review

2.1. Budgetary goal characteristics

A budget is an accounting tool that sets the cost and revenue goals for the
responsibility centres within an organization, and is a measurement tool for the
control, coordination, communication, performance and motivation. Thus,
dissemination of knowledge about budgetary goals should be carefully planned
by upper management and explicitly understood by members of organizations
so that they can implement an effective budget. In other words, the proper use
of budgets may result in a useful managerial tool. However, conversely, the
improper application of a budget can lead to dysfunctional behaviour and raise
negative attitudes within an organization. Hence, gaining an understanding of
the characteristics of budgetary goals, may lead to an accurate budget — directly
and through organizational commitment — and lead to improved performance
(Nouri and Parker, 1998). The concept of how budget goals are determined can
be traced back to the budgeting style of management, which includes the
participation of management, the feedback received within the organization, and
how budgets are used for the evaluation of performance (Kenis, 1979).

2.2. Budgetary participation

Budgetary participation refers to the extent to which those concerned with the
budget participate in its preparation and influence the budget goals of their
responsibility centres (Kenis, 1979). Active participation in the setting of
budgetary goals encourages employees to have clearly defined goals, and
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promotes a willingness to accept the goals as part of their responsibility, and a
desire to strive towards their accomplishment.

2.3. Budgetary feedback

Employees need to be informed and provide feedback as to whether or not
budget goals have been achieved, as it is an important motivational variable
(Kenis, 1979). If they are kept in the dark and do not know the results of their
efforts, there is no sense of their success for achieving higher goals, or, on the
other hand, have a sense of failure, which would lead to new goals to improve
their future performance.

2.4. Budgetary evaluation

Budgetary evaluation refers to the extent to which budget variances are traced
back to individual departmental heads and are used in evaluating their
performance (Kenis, 1979). The way in which budgets are used in the
evaluation of performance tends to influence the behaviour, attitude and
performance of employees. For instance, a punitive approach may lead to lower
motivation and a negative attitude, whereas a supportive approach may result in
a positive attitude and behaviour.

2.5. Budgetary performance

Budgetary performance is widely adopted to examine how well organizations
perform in their implementation of budgets. The performance of a budget is also
associated with a relatively different set of budgeting characteristics, such as
choice of target difficulty, amount of participation in the budgeting process, and
amount of emphasis on meeting budget targets.

Hansen and Stede (2004) concluded that the reason-to-budget performance on
operational planning, performance evaluation, communication of goals, and
strategy formation is positively associated with overall budget satisfaction.
However, some studies (Tsui, 2001; Jermias and Setiawan, 2008) found that
performance outcome may not be outlined when it is being operated for
multiple purposes, particularly in planning and evaluation. They believe that the
evaluation of the performance of a budget differs depending on the purpose of
the budgetary control system of the organization.

2.6. Perceived environmental uncertainty (PEU)

The concept of perceived environmental uncertainty (PEU) that is applied as a
contingency variable is widely adopted in business-related fields, such as
accounting. The two most common models discussed are those of Duncan
(1972) and Milliken (1987, 1990).

Duncan (1972) proposed that uncertainty is a result of the lack of information
regarding environmental factors, not knowing the outcome of a decision and its
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losses if incorrect, and the inability to assign probabilities to environmental
factors.

Milliken (1987, 1990) classified uncertainty into a different set of
categories of uncertainty: state, effect and response. The first kind of
uncertainty, ‘state uncertainty’, is about managers lack of understanding in
terms of how elements of the environment may be changing, that is, the
perception of environmental unpredictability. The second kind of uncertainty,
‘effect uncertainty’, occurs when the ability of managers to predict the impact of
events on their organisation is limited. The final category, ‘response
uncertainty’, occurs in the absence of knowledge concerning available response
options or as a result of the inability to predict the consequences of a given
organisational response. The nature of these three kinds of uncertainty is very
different, and failure to distinguish between them may lead to myriad
conflicting research findings.

2.7. Perception of fairness

The organisational justice (fairness) theory suggests two forms of fairness —
procedural fairness and distributive fairness. The procedural fairness theory
suggests that people are concerned with the means or processes by which
decisions are made and the outcomes determined. As long as the means and
processes are considered fair, people are satisfied. On the other hand, the
distributive fairness theory proposes that with respect to decisions involving
allocation, people are primarily concerned with and affected by the fairness of
the outcomes. As long as the outcome is fair (equitable), people are satisfied
(Lau and Tan, 2005).

2.8. Goal acceptance and goal commitment

Leifer and McGannon (1986) defined goal acceptance as an attitude reflecting
the reasonableness and personal acceptability of an assigned goal. They also
defined goal commitment as the determination to achieve a goal, and the
willingness to put forth effort to attain a goal. Based on the goal setting theory,
it is assumed that goals represent an end state towards which a person strives,
and serve as immediate regulators of action. The most significant finding is that
specific and hard goals result in better task performance, given that the goals are
accepted. Also, another key aspect of the theory is that goal setting will only be
purposeful if people are committed to the goals (Wentzel, 2002). Merely
changing employees’ behaviour solely by external force is clearly rejected by
employees. As a result, decision-makers must adopt a self-management
approach to enlist the cooperation of employees and increase their motivation to
attain the goals (Erez and Kanfer, 1983).
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3. Methodology

In developing the research framework, this study incorporates a model to
conceptualise the relationship between the budgetary goal characteristics and
budgetary performance. According to the conceptual model, the link between
the characteristics of budgetary goals and performance is mediated by the
perception of fairness, goal acceptance and goal commitment. The model
developed to empirically test such a relationship is depicted in figure 1 in the
section — theory development and hypotheses.

The sampling frame was collected from the database provided by the SMI
Association of Malaysia, Kuala Lumpur, Malaysia. Also, the respondents
represented in the sample design are characterised by those who are in a lower
managerial position or a higher position with prior experience in budgeting
preparation or who are actively involved in the budgeting process. Self-
administered questionnaires were used for efficiently collecting statistical
information from numerous firms. A cover letter was attached to explain the
purpose of the study and to assure the respondents’ confidentiality in the
process of gathering data for the research. The random sampling method was
used in this study.

3.1. Theory development and hypotheses

This section describes this paper’s formation of the variables of interest in the
development of the research hypotheses, which were built upon an extensive
review of past empirical literature.

3.1.1. The link between perceived environmental uncertainty (PEU) and
budgetary participation

Based on the contingency theory, a contextual variable, such as environmental
uncertainty, is a correlational antecedent of participative budgeting (Birnberg et
al., 1990). Gul and Chia (1994) suggested that when PEU is low, management
is able to make relatively accurate predictions about the market. However, when
PEU is high, management may require additional information to cope with the
complexity of the environment. In addition, subordinates can obtain additional
job-relevant information through their budgetary participation (Campbell and
Gingrich, 1986; Mia, 1987). Thus, this suggests that employees will be keener
to participate in information seeking for task completion during periods of high
uncertainty. Hence, it is expected that perceived environmental uncertainty is
positively associated with budgetary participation. Hypothesis 1 tests for this
positive association:

H1: There is a positive significant relationship between perceived

environmental uncertainty, namely, state uncertainty, effect uncertainty and

response uncertainty, and budgetary participation.
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3.1.2. The link between budgetary participation and the perception of
fairness

Based on the fairness theory, the concept of distributive fairness stresses that
people need to be felt that they have received their fair share of available
benefits, i.e. the fair outcome of a discussion or other decision-making process.
This is because people place a higher value on their own contribution than the
identical contribution of others (Ting and Yu, 2010). They are highly influenced
by the social comparisons of information even in performance situations where
objective information is available (Klein, 1977). Thus, it is suggested that by
actively participating in the budgetary process, employees are perceived to have
a greater opportunity to influence a ‘fair’ allocation of resources. Hence, it is
postulated that distributive fairness should increase with the increased
opportunity to gain greater active participation in the process of budget
allocations. Hypothesis 2a tests for this positive association:

H2a: Budget participation and the perception of distributive fairness

among budgetees (Those involved with a given budget) is positively

related.

On the other hand, the concept of procedural fairness stresses that people are
perceived to value the fairness of the procedures or processes that are used to
arrive at the desired outcomes. People who believe that they have been treated
in a procedurally fair manner are more likely to conclude that the resulting
outcome is substantively fair. In addition, they are more likely to judge a
process as being fair if they are given an opportunity to express their opinion or
suggestion. When employees are actively involved in the budgetary process,
they can express their stance clearly to the decision-makers, and, in return, they
have a better understanding of how budget distributions are determined. Hence,
this suggests that employees can gain control over the budgetary process when
they actively participate. Hypothesis 2b tests for this positive association:

H2b: Budget participation and the perception of procedural fairness among

budgetees is positively related.

3.1.3. The link between budgetary feedback and perception of fairness

In the concept of distributive fairness, a person’s perception of ‘equitable
outcome’ is inevitably affected by self-interest or an egocentric bias. People,
when probed to determine what amount they should be paid for accomplishing a
particular task, expect to be paid substantially more for their own work than
they are willing to pay someone else.

In terms of the concept of the perception of procedural fairness, people
who believe that they have been treated in a procedurally fair manner are more
likely to conclude that the resulting outcome is substantively fair. They care
about the consideration that they receive from the decision-makers. In other
words, in a process that feels fair, they need to receive assurance that decision-
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makers have listened and understood them, and cared about what they had to
say.

Similarly, the effectiveness of feedback, or the extent to which feedback
serves motivational and regulatory purposes, can depend on an employee’s
perception of feedback (Tata, 2002). They will also constantly evaluate the
adequacy of outcomes by comparing feedback on these outcomes to the related
goals assigned by the organization (Wofford and Goodwin, 1990). When an
unexpected discrepancy is indicated by the feedback, employees will either take
it positively or negatively. On the positive side, employees may be motivated to
change their work behaviour, however, conversely, if employees perceive the
feedback to be inaccurate or useless and are dissatisfied with this result, they
will tend to ignore such comments and not use the advice they receive (Jawahar,
2010).

Although previous research has not examined the direct relationship
between budgetary feedback and the perception of fairness, a few studies have
presented mixed results in examining how critical performance reviews
influence appraisal reactions (Jawahar, 2010). Thus, it is suggested that when
employees receive positive or negative feedback from reviewers, they may or
may not support the advice of the reviewer depending on whether or not there is
support for their own evaluation. In view of such mixed findings, the non-
directional hypothesis is:

H3: Budgetary feedback relates to the perception of fairness (namely,

distributive fairness and procedural fairness).

3.1.4. The link between budgetary evaluation and the perception of fairness

In the concept of distributive fairness, a person’s perception of the fairness of
the outcome is influenced by how they consider they were treated during a
dispute resolution or in the decision-making process. If they perceive
themselves as treated in a procedurally fair manner, they are more likely to
judge the outcome of that process as fair.

In terms of the concept of the perception of procedural fairness, people
who believe that they are treated fairly in a decision-making process are more
likely to comply with the outcome. This effect will occur even if the outcomes
are not personally favourable.

When an evaluation is used effectively, organizational members will have
the same frame of reference in respect to performance information, which
allows everyone in the organization to interpret the information in the same or a
similar manner (Waal, 2004). On the other hand, if the accuracy and legitimacy
of the result of the evaluation are weak, an inconsistent and incoherent message
will be sent to employees that possibly diminishes the decision’s pay-off to
certain employees and causes some psychological discomfort (Hanberger,
2011). Thus, the ‘satisfaction’ of employees has a foundation based upon
whether or not the assessment of procedures is fair (Heuer et al., 2007).
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Although no studies have examined this fairness theory relationship, it is
assumed that people who are involved in the evaluation process are concerned
with maximizing their self-interests (Heuer et al., 2007). When employees feel
that they are evaluated unfairly, psychological dysfunction may occur, and it is
suggested that for an evaluation to be effective, it should be conducted in
accordance with the perceived fairness of the employees affected. Hypothesis 4
tests for this negative association:

H4: Budgetary evaluation and the perception of fairness, namely,

procedural fairness and distributive fairness are negatively related.

3.1.5. The link between the perception of fairness and goal acceptance

Based on the goal setting theory, goal acceptance is greatly influenced by the
degree of the perceived locus of goal setting. This means that people are more
likely to accept a goal when it is perceived as being under their control than
when it is perceived as externally imposed (Erez and Kanfer, 1983). This is
because such controlling power satisfies people’s need to feel a sense of
mastery and personal competence. Any threat to their sense of control results in
reactance or non-compliance. Such explanations can also be included into the
theory of fairness. In terms of distributive fairness, people are inevitably
affected by self-interest or an ‘egocentric bias’ when they aim to achieve
‘equitable income’. In addition, in procedural fairness, people consider
accepting the proposal when they receive assurance that the decision-makers
have cared about what they had to say. Research from judicial decision-making
has found that the perception of justice is positively related to acceptance of the
decision outcome (Renn, 1998). Thus, it is suggested that employees who
perceive themselves as being treated fairly tend to demonstrate greater
willingness to accept the goals assigned. Thus, it is hypothesized that:

H5: Perception of fairness (namely, procedural fairness and distributive

fairness) is positively related to the acceptance of goals.

3.1.6. The link between the perception of fairness and goal commitment

In the concept of distributive fairness, when people feel that they are treated in a
fair manner, they are more likely to judge the outcome of that process as fair.
These people will gradually build a strong attachment with the decision-makers
or institutions whereby they will be treated as friends. Ultimately, such a
relationship will become beneficial and lead to high individual aspirations and
commitment.

In terms of the concept of the perception of procedural fairness, people are
more likely to comply with the outcome of the procedure when they believe that
they are treated fairly in the decision-making process. Such a perception affects
the respect and loyalty of employees’ accorded to those decision-makers and the
institution that sponsors the decision-making process, as they value a process
that treats them with dignity and respect.
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Such explanations of the perception of fairness can also be applied to the
goal-setting theory. When employees believe that the outcome of the decision-
making process is in favour of their personal interests, they will be more likely
to commit to the goals, provided that the decision is based upon a fair process.
On the other hand, employees perceive a greater chance of success when the
distribution of budget resources is adequately allocated. Although the
relationship between the perception of fairness and goal commitment has not
been examined extensively, the application of the justice of fairness theory to
the goal commitment issue suggests a positive relationship (Wentzel, 2002).
Thus, it is hypothesized that:

H6: Perception of fairness (namely, procedural fairness and distributive

fairness) is positively related to the commitment of goals.

3.1.7. The link between goal acceptance and budgetary performance

Based on the goal setting theory, goals will only be accepted by people who are
inspired by their own self-set goals, not organizational goals. When such goals
are accepted, task performance will also improve for both specific and hard
goals. This is because the establishment of such goals is derived from an
individual’s intention to reach the goals (Erez and Kanfer, 1983). Although no
previous study has examined the direct relationship between goal acceptance
and budgetary performance from the perspective of management accounting, it
is assumed that an individual’s accomplishment of the goal must be satisfied
before an organization can attain its desired result from budgetary performance.
Thus, it is suggested that when employees are willing to accept organizational
goals as their own self-set goals, the desired performance will be improved.
Thus, it is hypothesized that:
H7: Acceptance of goals is positively related to budgetary performance.

3.1.8. The link between goal commitment and budgetary performance

The commitment to budgetary goals is particularly important when the
performance of organizations depends largely on the productivity of employees
and whether or not they can achieve the company objectives. The goal setting
theory assumes that individuals will be committed when they are assigned
goals. It is evident that employees improve their performance when they accept
and commit to attain a particular goal (Wentzel, 2002). On the other hand, if
employees are not committed to the goals, there will not only be a low
productivity level but also increased employee resistance to change (Locke and
Laham, 1990). Thus, it is suggested that when employees are committed to
budgetary goals, the performance will be improved for the organization. Thus, it
is hypothesized that:

H8: Commitment of goals and budgetary performance are positively

related.
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3.2 Conceptual model

The resulting model’s justification, description, and explanation (Figure 1) and its presumed relationship with other constructs, are
presented below. The model illustrates the links between the constructs. This model comprises six main elements: budgetary
participation, budgetary feedback, budgetary evaluation, perception of fairness, goal acceptance and goal commitment.

Antecedent variable Independent variable Intervening variable | Intervening variable Il Dependent variable
Perceived Budaet
environmental HL ‘: g€ iry H2
uncertainty v participation oal
H5 acceptance H7
Budgetary H3 Perception of \ Bt;dgetary
feedback > fairness performance
Goal
He commitment H8
Budgetary
evaluation H4

Figure 1: Research model and proposed hypotheses
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4. Discussion

Many organizations are unaware of the importance of having proper budgetary
goals that can accurately reflect their financial position. Camino and Cardone
(1999) explained that many organizations fail to prepare detailed working
papers attached to the budget plan and projected cash flow statement, when they
apply for loans. Thus, organizations face difficulty in obtaining funds from
financial institutions and the government.

In particular, they fail to understand the importance of using budgetary
reports for decision-making and resource allocation to reduce uncertainty in
their decision-making (Shahwan and Al-Ain, 2008). Shahwan and Al-Ain
(2008) indicated that most small companies do not find the budgetary
information useful or that they are lacking proper budgetary controls in their
system design. They even pointed out that only a very small percentage of
companies prepare such information for the use of decision-making and for
long term strategy planning. Thus, such inefficiency or poor managerial ability
leads to the poor growth of an organization (Barker, 2003). As a result,
management has to improve the effectiveness and efficiency of the business
activities.

Although many managers in this survey claimed that they can obtain the
budgetary information easily, there is still a doubt as to whether managers have
a good understanding of the available budgetary information and how it should
be used in decision-making, as the data contributes to the success or failure of
the companies (EI Luodi, 1998). Thus, the level of awareness of understanding
the importance of budgetary goals in determining a firm’s overall performance,
lay in the successful use of the budgeting process.

5. Conclusions

The contributions from this study are discussed from the theoretical,
methodology and practical perspectives. Theoretically, the contribution of this
study to the knowledge contained in the existing literature is three-fold.

Firstly, the study found that task uncertainty is an important antecedent of
budgetary participation. Employees who are low in budgetary analysis skills
tend to participate more in the budgeting process when they require additional
job-relevant information.

Secondly, participation in setting the budget influences a subordinate’s
budget goal levels and motivation (i.e. budget goal acceptance and budget goal
commitment), which, ultimately, enhances their job performance. The study
provided evidence that the perception of fairness mediates the relation between
the levels of budget participation and goal commitment, in which goal
commitment mediates the relation between the perception of fairness and
performance.

Thirdly, participation affects performance through its effect on goal
acceptance, and, from this, performance also increases. Participation in goal
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setting enhances goal acceptance when presenting individuals with goals that
they initially reject because they perceive them as being unreasonable or too
difficult.

Lastly, many organizations should strive to maximize the effectiveness and
efficiency in the budgetary controlling process in order to maintain their
competitive advantage. This is because having a proper budgetary control
system allows companies to improve their managerial attitude and performance,
and provides these organizations with useful information to tackle their daily
financial challenges.
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