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Abstract

Although budget management is widely used in the practice of
enterprise management in China and foreign countries, we almost can
not find the paradigm that a certain corporation has a successful budg-
etary experience. By contraries, there are a lot of oppugnation and
criticism to the means of budget and the system of budget management
come from managers and theory researchers. This paper judges that
actually there are many facts which are innerly, potentially derived
from the budget management system and have some essential force to
it, and restrict its active function, although from an utopian point of
view, the present budget management system looks like very strict
and without any disfigurement. Typically, budget slack is one of the
budgetary action facts which are very important and complex.

Budget slack can bring on a series of aftereffect as follows: pro-
ceeding from their private profit, the managers come from each
grades overrate costs and underrate incomes in order to manipulate

their performance. Such action can lead to the decline of efficiency of

IJEJIS({ A4



— #
— %
i

S I EEE

resource collocating, and the uselessness of budget management sys-
tem.

This paper regards the cause of formation of budget slack as main
issue, introducing the visual angle of contingency theory, using em-
pirical research method, reviewing the influence of a series of contin-
gency facts that come from the inside and outside of budget manage-
ment system.

The reason why we introduce the visual angle of contingency the-
ory is, firstly, the contingency theory given birth to truth in 1960s —
1970s have an important affect to management theory. This theory
affirmed there is not a management practice model that is the same
with diversified environment, claiming that management decision —
making must be based on inside and outside environment. secondly,
we have found some present domestic researching on the cause of
budget slack, but they mostly consider something as it stands and can
not be in use, hardly any researching open out the relation between
budget slack and its contingency facts that effect budget slack deeply.
Because originally there is not a way that can solve all the problems.
Contingency theory regard that we must place researching subject to
various environment, emphasizing the interact between action and
environment, emphasizing integrating management principle, method
and technique to special and separate management practice. thirdly,
and so far, contingency theory provides us a kind of scientific meth-
odology to understand and reflect budget management problems, and
with this theory, we can get hold of right acquaintanceship of the
cause of budget slack, and go on our researching on the issue.

In the researching on management , empirical research method
have become the mainstream pattern. For this paper, firstly,

because budget slack is an idiographic management action often
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happened in practices, it is effective for finding and understanding
problems using the first — hand data come from corporation manage-
ment practices. Secondly, after reviewing domestic and foreign re-
search literature, and giving an academic analysis which is systemic
and fresh, we can naturally and logically put forward correlative
hypotheses, and can verify them with statistical measure in order that
our research conclusion is intuitionist and validatable. Lastly, our re-
search conclusion is based on a bigger sample which is come from
enterprise budget management, so it is very convenient to find the
way to be suit the remedy to the case in resolving budget slack. addi-
tionally, for empirical research on management theory, this paper
can also provide a basis for the researching in the future.

In this paper, all the facts which affects slack includes two seg-
ments. One of them is the contingency facts from the interior of
budget management system, including budget participation, budget
emphasis, budget justice, and budget goal characteristics. The other
is the contingency facts from the exterior of budget management sys-
tem, including information asymmetry and correlative management
action.

Six conclusions after examination are :

The first , according to economics theory, the course of budget
management is essentially a system which is full of information asym-
metry of commission — substitution between seniors and juniors. And
using information asymmetry theory, we can explain and forecast the
external result of budget management. Budget slack is a inevitable
phenomena which is based on information asymmetry on the condition
of budget participation. Its appearance and existence, can also prick
up the degree of information asymmetry in the course of budget

management. Because of this “lemon market” aftereffect, budget
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slack, as a contorted management action, leads spontaneously to the
economic sequent of adverse selection and moral hazard.

The second, there is a evidently positive correlation between
budget participation and slack. It shows that, on the condition of
layered management, if junior mangers were allowed to participate
they own budget — making, and were constituted as the assessor to
performance of their department, they would accelerate the budget
slack. and at the same time, if the corporation adopted strict the
policy of the budget emphasis, the participation would heavily accel-
erate the slack. and on the condition of concurrence of participation
and emphasis, there were superadded information asymmetry, the
situation would be worst.

The third, in the organization which adopt budget management
system, trust in supervisor is another important fact that affects the
degree of slack. But the grade of this kind of trust, for the participa-
tors, is decided by the equitableness in budget management. The
equitableness includes two aspects: procedural budgetary fairness and
interactional budgetary fairness. If there were higher level of proce-
dural budgetary fairness and interactional budgetary fairness in a
corporation, it would lead to the better relation between subordinates
and their seniors, avoiding the estrangement between them, reducing
the degree of information asymmetry. and then the possibility of slack
in the corporation will be felled, otherwise, the possibility will be
hoisted.

The forth, in a corporation, if the goals of budget were settled
clearly, thatis, budget goals are stated specifically and clearly, and
are understood by the unit managers responsible for meeting them, it
would keep within limits to slack. Meanwhile, good communication

and reward systems of an organization would lead to clear budget goal




setting, and a consequent decrease in the propensity to create budget
slack. But we also find, if budget goals were settled too high and too
difficult to finish, the unit managers would be felt the heavy burden
that they would worry about that they can not finish the goals and their
reward will be reduced or be punished. And then they would have to
create budget to reduce the pressure. The more difficult the goals are,
the more distinct the direction is, and the stronger the degree is. At
the same time, good communication and reward systems of an
organization would be helpless.

The fifth, budget slack is lower and performance is higher and
pay is lower in truth — inducing pay scheme than in slack — inducing
pay scheme whether information asymmetry or not. The performance
difference is higher on information asymmetry than on the information
symmetry with different inducement pay scheme. All discovers
indicate that information asymmetry and slack — inducing pay scheme
would affect budget slack.

The sixth, a lot of facts from inside or outside of budget manage-
ment system effect budget slack. The factor analytic models indicated
that there is a relationship between budgetary slack and managers’
attitude toward, an authoritarian top management budgetary control
system. Budgetary slack is created as a result of pressure and the use
of budgeted profit attainment as a basic criterion in evaluating per-
formance. Positive participation could encourage less need for build-
ing = up slack. However, the middle managers’ perception of pressure
was an overriding concern. The positive correlation between managers’
attitude and attainable level of standards is a reflection of this pre-
ssure.

This paper provides three academic contributions. They are:

Firstly, for its research content, this paper puts forward for the
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first time that we ought to research the cause of budget slack based on
the visual angle of contingency theory. We have already found some
domestic literature about the cause of slack, but so far, none of them
is all —sided, integrated and systemic, and none of them have used
the visual angle of contingency theory.

Secondly, for its research method, this paper uses firstly Likert
- scale questionnaire to collect researching data, and then uses first-
ly empirical research method to research on the cause of budget slack.
After searching for domestic literature, we have found only two arti-
cles which use empirical research method to research on the cause of
slack, but neither of them uses Likert — scale questionnaire to collect
researching data.

Thirdly, for its researching production, the empirical researc-
hing conclusion of this paper, is helpful to understand budget slack
in our enterprises. Its researching production is on top in our country
at present and can be used in the basis of research in the future.

But in this paper, because of putting out and call backing of
questionnaire , selecting sample, insufficiency of the number of sam-
ple and statistical error, there are any limitation which will be solved

by the researching in the future.

Keywords: budget management, budgetary slack, the

cause of formation, empirical researching
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