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Abstract

This study Investigates the political games of managers on the bud- -
getlng process within the fertiliser manutacturing industry in indone-.
sia. Prior Budgeting studies have focussed malnly on one of the
following theoretical frameworks —economlc, psychological, and -
social. This study expands the research corpus by assessing the effect
of politics on aspects of the budgeting process. More specifically it
focuses on the influence of political games of managers on the -
process of budgetary control. Based on a critical review of the US
literature on the role of politles in resource allocatlon within public
sector entities, a number of hypotheses are generated. These proposi-
tions concern the political behaviour of managers on the process of
budgetary control, the effect of sub-unit’s power and Indlvidual
quallfication of management on the process of budgetary control,
Four out of five fertiliser-manufacturing enterprises in indonesia form
the sample companies. Interviews were conducted to forty middle
managers with budget responsibilities. Respondents were chosen
from a variety of functional areas including accounting marketing,
operation, englneering corporate secretariat, research and develop-
ment and internal control. The results supported the basic proposition

that managers play political games in controlling the budget.
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ECENT studies in budgeting
have tended lo view the budgeting pro-
cess in the particular patterns of
organisational visibility (e.g. Hopwood,
1976; Covalesky and Dirsmith, 1986).
Many accounting studies indicate that
budget information is often ignared,
manipulated, and falsified by those 1o
whom it is provided. For example,
Mintzberg (1975), Hopwood (1872), and
Yetton (1976} reveal that dysfunctional
behaviour frequently slems from the fact
lhat the information provided by the bud-
get system does not adequately match
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the complexity of the underlying
organisational and economic events; but
it is also evident that distortion of infor-
mation can cccur even when the budget-
ing system itself is technically adequate.
Such distortion is a2 consequence of the
divergence of individuals' goals, pur-
poses, aspirations and beliels
(Hopwood, 1976; Pfeffer, 1981) from
those of the organisation, and most com-
monly manifests itself in attempls to
make budget repeorts reflect more
favourably on an individual's perfor-
mance instead of on overall
organisaticnal periormance.

Other studies have argued lhat the
process of budgeling is recognised as a
cohesive mechanism of social manage-
ment rather than a purely lechnical phe-
nomenon (Burchell, Clubb, Hopwood,
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Hughes, and Nah_apiet.'.‘llgdao; ‘,and

Burchell, Clubb and Hopwood, .1985;

Covalesky and Dirsmith, 1986; and
Miller, 1994) and it manifests as a prod-
uct of the creation of a particular pattem
of polilical power (Sisaye, 1988; Dirsmith,
1998; Hopwood, 1976; Bariff and
Galbrailh, 1978). The budgeting process
is not lhe outcome of a rational process
of the theory of budgeting. Rather, it is
characterised by a muititude of rationali-
ties at play, in which the allocatlon of
budget is compounded in many areas by
an absence of any “right” measure of
budget assumplions and budget out-
puts: also, budget decisions result from
lack of knowledge and information of
how means are related 1o ends in input/
oulput transfarmation.

Literature Flewew

Pfeffer (1981) and Wildavsky
(1968,1975,1979) have emphatically
stated that the budgeting processes are
a product of politics. Politics refers to
efforts of budgetary control to mobilize
support far or against the budget deci-
sions in which the outcome of budget will
have some effect on them. Individuals
within the organisation act to meet spe-
cific goals for their individual units, and
then they spend much time and effort on
the attainment of specific goals rather
thanbeing concemed wilh how to achieve
the overall organisational objectives. As
aresult, managers tend to be reluctant to
use budget informalion and develop
networkingto seek otherinformatiori fram
various resources sither from lheir awn
individual unit's reporis (Covalesky and
Dirsmith, 1986; Marginson, 1999} orfrom
inforrnal information {Mintzberg, 1973;
Bruns and McKinnon, 1983).

Baiman (1982, 1990) said that sub-




ordinate has better information than the
superior; a parlicipation-based manage-
ment contral system allows the subordi-
nate to reveal or communicate scme of
his own private information which may
lhen be incorporated into the standard or
budget against which his aclual perfor-
marngce is evaluated. Inpractice; although
the budgeling process will allow the
subardinate’s information 1o be incerpo-
rated inlo his performance evalualion
system, one important difficulty with this
process.is that the subordinate may not
communicate all of his information to the
superior or may not communicate it hon-
estly in- favour of “budgel function”
(Baiman and Evans, 1983).

Unit managers participate in the bud-
geting process by communicating infor-
malion regarding their local environment
purposes to lheir superiers. Thus, each
unit manager can locus enlirely on aclivi-
ties wilthin his unit without concem for
how his decisions affect to olher units or
entirely organisation {Christensen, 1982;
Kanodia, 1993). As a result, managers
tend to obtain information from other
reports as a basis for communication
with their superiors, to control their activi-
ties, and 1o evaluate their managerial
perfarmance. Therefore they refute the
influence ot organisational control
mechanisms on the basis of budget
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In a study of naticnalised jute mills of
Bangladesh, Mia (1988) conducted a
questionnaire survey of managers and a
saries of inlerviews with key personnel
of the organisation. Mia attempted to
explore how ihe managers were involved
in the budgeting process. within their
organisalion. He indicated that:-manag-
ers were highly-dissatisfied with various
aspects of the budgel reporls such as
flexibility, timeliness, - usefulness, and
mativation. He also found that most
managers pay little attention to budget
as a control instrument in the
organisation. However, even though
managers do not: recognise the role of
budgeting, they still need some paris of
lhe budget reports to obfain information
about available resources in their bud-
get (Preston, 1986).

Otlley and Berry {1980) have men-
tioned the influence:of polilical power in
lhe process of budgetary control, saying
that individuals exercise Iheir political
power in maintaining their own individual
aspiralions, purposes, and beliefs dur-
ing the process of budget centrol, both in
the veritcal inleraction between superior
and subordinale or vice versa and in the
horizontal inleraclion amaong superiors
or subordinates. Apart frem lhe process
of budget setling, the fact that the political
process also appears in-the process of
budgetary control has been mentioned
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Political processalso appears in the process of budgelary conirof

by some studies.

Marginsen {1999) pointed oul that
managers appeared 1o treat budget.in-
formalion as one part of an informalion
jigsaw. He said managers did not view
budget information as an instrument for
controliing their own activities or for co-
ordinating with others (1999} Instead,
they tended to reflect their needs and
purposes by looking for “lresh informa-
tion”. . o

Covaleski and Dirsmith (1986} con-
clude that Managers act on the basis of
the influence being. exerted by social
(polilics) rather than administrative con-
trol {budget) for monitoring subordinates'
performances. They conducted exten-
sive research on the budgeling process.
They invesligaled lhe relationship be-
tween this process and managerial roles
by interviewing fifty .nursing managers
(hereafter, NMs) who are responsible for
budgels in six hospitals. They found that
NMs have no pelitical gain by relying on
budgels when lhey perform conlrolling
activities, because they lack knowledge,
skills, and inforrmation to analyse and
interpret ltheir unils' budget variance re-
ports. Therelore, lhey prefer to use re-
ports based on their unils’ operation
because they have strong knowledge
and skills to support their arguments in
controlling their units' activities. Thus,
they gain power by using those reporis
ralher than the budget report.

Amey {1979) has mentioned incon-
sistencies in the objeclives of budgetary
control. Amey indicales thal the objective
of budget contral, based on accounting
literature, is to equalise deviations (vari-
ances) from intemal norms (budgelt tar-
gets, standards) which are not the re-
sults of an optimisation {as a product of
palitics see Pleffer and Salancik,1974;
Pteffer and Moore,1980; and Hack-
man, 1985}, either by taking corrective
action on mismatch information or, where
this is not feasible or impossible, by
adapting the norms (revising the .bud-
gel). More precisely, the aim is to keep
deviations within a cerlain range. In prac-
tice, the objective of budgetary contral is
often less systermnalic than this. For in-
stance, deviations on revenue iterns are
seldom analysed, and the invesligalion
of cost deviations is ofien asymmelric,
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being confined to adverse devialions.

Kanodia {1993) posits that participa-
tive budgets emerge endogenously as
an oplimal co-ordination mechanism
when unit managers share their private
information about their operating envi-
ronments with the superior in order to
have an opltimal budget allocation. Such
participative budgets can contribute to
internal lask understanding, help co-
ordinate functional activilies and provide
a benchmark for skill and knowledge,
against which subsequent performance
can be evaluated. However, Kanodia’s'
findings contradict the view that co-ordi-
nalion activity is besl achieved by re-
warding each unit manager on the basis
of achievement of budget targets.

- Previous studies have mentioned the
gap between theory and practice in bud-
get implementation. Based on the prior
sludies, it appears that the reasons for
Ihis gap might be categorised as fol-
lows: first, the budgeting system is not
well maiched to operalional activilies.
The budget focuses only on financial
results and further, it does not necessar-
ily pay sufficient attention to means of
controlling current intemal unit perfor-
mance. Some aspects of pedformance
which are believed by unit managers to
be key indicators may not be abtained
from the budget, the leve! of measure-
ment available in the budget is inad-
equate or distorts the attainment of op-
erational targets being measured (Otley,
1989; Vaivio, 1999}. Second, unit man-
agers and superiors are not convinced
of the advantages of using the budget to
control their activities and performance.
They iend to strive for their own particular
purposes, aspirations, and goals based
on their preferred reports {Hopwood,
1976; Pfefter, 1981; Covaleski and
Dirsmith, 1986; Otey, 1999). Furlher-
marg, they may find the budget too lach-
nically complex to ulilise, since they lack
the required knowledge and training
(Comerford and Abernethy, 1999;
Covaleski and Dirsmilh, 1986). Finally,
unit managers frequenily do nol under-
sland each othar's job requirements and
targets, thus the budgel cannot apply as
a mechanism of control in respect lo
organisalional objeclives.

Achievament of budget targets may

play an imporiant role in budgetary con-
trol, because the budget represents stan-
dards of both effectiveness and efficiency.
A budget represents a standard of effec-
liveness insofar as it specifies a set of
desired outputs and a standard of effi-
ciency to the extent that it details the
inputs deemed necessary to produce
the specified output. Data onthe budget’'s
actual performance may then be used
as a yardstick for comparison wilh the
budget standard to evaluate cerain di-
mensions of managerial performance.
The fact is that a budgetary system may
not be designed primarily as a means of
performance evaluation (Hopwood,
1972; Preston, 1986; Anderson, 1984;
Daft and Macintosh,1984} even though
there is evidaence to suggest that it is
often used for that purpose, whether
formally sanctioned or nol {Hopwood,
1976; Hofstede, 1968). Due to the fact
that information from budgel perfor-
mance provides only quanlitative infor-
mation that is used as a basis for perfor-
mance evalualion, it is likely that the
effects of such use will predominate in
determining how a manager responds
lo the budget performance (Lukka, 1988;
Otley and Berry,1980).

Hayes (1977) examined the accu-
racy and importance of the role of finan-
cial data in performance evalualion in
production, research and development
and marketing units. Ha concluded that
budgets might be relatively poor indica-
tors of performance evaluation effective-
ness, especially in markeling units, be-
cause financial measures are poor sur-
rogates for enlire set of paricular inter-
est factors which influence unit perlor-
mance.

Organisalions tend lo emphasise
non-budget indicators to evaluate unit
performance. In a study of the operation
of management control systems in a
large nationalised jute mill in
Bangladesh, Hoque and Hopper {1994)
found that mill managers did not use the
budget as important vehicle in control-
ling their activities. The mill managers
used a variety of socialfinformal control
mechanisms to cope with the complexity
and uncertainty around their operations,
but budget data was not a dominant
mode of control in the organisation.
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Hoque and Hopper also found that there
are no bonuses tied to the manager's
achievement of budget targets and no
relribulion was taken against any man-
ager who failed to achieve the budget
targels. Maraover, promolion of manag-
ers was not related to their record in
budget achievement.

As Meyer {1982) pointed out that the
organisations develop the performance
indicaters based on intemal value and
external value. Internal value s
characterised by efficiency such as profit,
cash flow, customer satisfaction, and
quality satisfaction. Economic indicators
characterise extemal value, for example
slability of dislribution, price, social con-
tribution, and specific tasks. Meyer
(1882:53) lound "hospilals whose mem-
bers liken their organisaticns to human
beings appear more consistent to out-
siders than hospitals whose members
liken their organisations to businesses
or machines”.

Other studies indicate that top execu-
tive management prefers to use exter-
nal, rather than intemal, measurement
indicators to serve their own interests.
For example, Kurunmaki (1999) found
that top executives reject the use of bud-
getary control as a main measure of the
level of efliciency {or evalualing the com-
pelilion base of health care
organisations. She conducted extensive
interviews and observations in one uni-
versity hospital and two central hospitals
in Finland. She saw that hospital repre-
sentatives were showing little motiva-
tion to set up competition between hos-
pital institutions based solely on eco-
nomic incentives. In the word of
Kurunmaki:

.- a competition-based realloca-
tion of resources between central hospi-
tals the strong influence of local politics
on health care decision making. The
municipal politicians, in their dual roles
of purchase agents and owners of health
care grganisations, were seen as hav-
ing little molivation to set up competition
between hospital institutions based
solaly on ecanomic incentives. Contrary
to the basic idea of market based re-
source redistribution, it was thought that
local decision-makers never fully ac-
cepted lhe idea of health care institu-




lions as independent accouniling enti-
lies which would be assessed on the
basis of their financial efficiency. [nstead,
wider concems relating to regional pofi-
lics (such as the economic influence of
transferring the labour-intensive health
industry to olher areas, and the subse-
quent [oss of local tax income) as well as

varipus kinds of non-financial issues”
{pp.108-109).

Theoretical Development

The process of budgetary control
bears a political progess in which unit
managers do not view budget informa-
lion as an instrument of control for evalu-
ating their aclivilies and rawarding their
performance. Unit managers develop
criteria in favour of their own units where
these criteria tend to be inconsistent with
the budget objectives. They select the
parameters of performance criteria that
will support the achievement of their unit
objectives. Basically, the perfermance
criteria for each unit are not lhe same
because each unil builds performance
criteria based on its interests and preler-
ences {Marginson, 1999; Newman, Lo-
gan & Hegarty, 1989; Pfeffer, 1981; and
Mintzberg, 1972) in which it tends to be
deviant to each other. Therefore diver-
gent of performance criteria is inevitable
within an organisation. For example, the
specific goals pursued by the various
units are different, wilh marketing unit is
interested in sales maximising, whereas
finance unil is interested in increasing
profit and cash flow. In evaluating and
rewarding their units performance, man-
agers expect to emphasise their own
criteria based on the technical side of
their units operations.

As a result, the attainment of budget
targets does not relate to the perfor-
mance evaluation and reward syslem
because unit managers view that the
budget contains financial measurement
only without sufficient consideration of
their unit operaticnal objeclives. Conse-
quenlly, their aim is to acquire maore
power by using olher performance crile-
ria instead of the criteria Irom the budget
variance reports (Covaleski and
Dirsmith, 1988).

On the basis of the above discus-
sions, it is concluded that managers of

necessity have loresort topolitical means
in the budgeling process to maintain
their own crileria in evaluating and re-
warding for their unils.

Propositions Development

The precess of budgetary controlis a
political process, in which managers do
not view budget information as a control
instrument for Ineir own aclivilies or for
co-ordinating wilh others. They have na
polilical gain in using the budget vari-
ance reponts. Instead they tend to look to
other reports that reflect their needs and
purposes in attaining the unit's opera-
lional targets. However, individual man-
agers slill need the budget reports to
maintain information about their legili-
mate resources that might be available
in the budget. The budget deviates from
the ideology of efficiency because each
individual struggles to use all budget
resources, whelher they really need to
use them or not. Furthermore, the attain-
merit of budget target dees not relate to
lhe perlormance evaluation and-reward
syslem, because the budgel focuses
only on financial measurement withoul
sufficient emphasis an unit operation.

In the context of state owned enter-
prises of Indonesia, when managers
control their aclivities, they do not base it
on an in-depth analysis of the budget
variance reporls. Managers and superi-
ors slill need the budgel variance repors
bullreal them merely asforrnalities. They
tend to use informalion from the operal-
ing reports of their units because lhey
understand those better. This also leads
to a lack of emphasise on the budget
variance reports in contrelling the overall
organisational goals. In addition, the
budgeling system as management con-
trol device couid not be applied since the
Board of Directors often changes the
organisalional targets {Bachtiar, 1999).
As a result, the budget plan has to be
revised as well. On the other hand, the
fertiliser manufacluring industry is in lhe
public seclor of Indonesia where evalu-
ation of performance and reward are not
based on budget achievement (Bachtiar,
1999). Managers lend to be lorced touse
measurement indicators based on their
unit’s operations rather than budget
performance for evaluating subunit's

performance and subordinates’ reward.
In addition, superiors use measurement
indicators based an lheir purposes and
intentions instead of budget perfor-
mance, However, managers and supe-
riors slillneed the budgeting reportmerely
to mainiain information about budget
resources available for them.
The above discussion is the basis for
the following proposition:
H1:Incontrolling the budget perfor-
mance, the managers are not:
concerned to pursue the objectives
of budget because they tend to play
politics to achleve their unit interests
rather than budget interests,

Further, a critical factor in creating
power wilhin an organisalion is the role
of resource dependence. Every depart-
ment requires a continuing availability of
resources to maintain its activities. A
depariment may enjoy extra political
power when it has the ability to bring in
critical resources which might influence
the operations of another deparirment, or
when itis in a posilion to make decisions
that would affect other departments
{Brass and Burkhardt, 1993; Ibarra, 1993;
and Pleffer and Salancik, 1974). In the
case of the fertiliser companies under
study, it is suspected that the managers
ol “operating and engineering - depart-
ments will have more polilical power fo
the budgeting process relative lo other
departments such as personnel, ac-
counting or public affairs. Based on this
argument, the fellowing proposilion is
proposed: :

H2: In performing the budget control,
political games in the process of
budget control depends on unit's —
structural power.

Merchant {1984) argued lhat the role
of the budgeting syslem depends on
individual -differences between manag-
ers, such as experience and personality
factors. Regarding individual attributes,
French and Raven (1959} stated lhat
individual attributes such as experience,
senigrity, education, and professional
aclivity are important sources of per-
sonal power. The finding was supported
by Brass and Burkhardt (1983). They
maintain that individuals clearly differ in
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abilities, skills, and willingness to use
those skills and abililies to acquire and
exercise power. In other words, the
greater (he presence of these atlributes
in a manager, the greater the polilical
power. Individuals with these atiributes
are powerful because they are acknowl-
edged as adept al gelling lthings done in
the organisation, despite some resis-
tance (Brass, 1984). Brass maintains
that some individuals are powerlul be-
cause of an ascribed trait that is reflected
in convincing the quality of trust. High
educational qualification is powerful
source of influence, especially in task
complexity. As tasks become more com-
plex, individual with high educational
qualification become more indispens-
able. Therefore, anyone who can de-
velop an educaticnal qualification that is
scarce and important will have power.
This study uses educational qualifica-
tions as an attribute conferring power in
the Indonesian context. This is based on
the cultural values of Indanesian society
where respect for education gives powar
to the educated. The relative scarcity of
highly qualilied people makes it likely
that people with higher education will
move to positions of power. Hence, the
following hypotheses:

H3: In performing the budget control,
political games in the process of
budget contrcl depends onlindividual
qualification - individual power.

Research Method

The study was undertaken by way of
asurvey-interview of manufacturing com-
panies in Indonesia. The sample for this
study consists of four fertiliser-manufac-
turing enterprises in the stale owned
sector of Indanesia. This sample was
chosen for several reasons. This seclor
has some of the fargest companies in
the couniry involving significanl formal
budgeling activities. Being a pubfic sec-
tor industry budgeting is subject to sig-
nificant political influence. A single in-
dustry sector was also chosen to en-
hance the respondents’ receptiveness
toward participation in the study and to
centrol for some variables not being
measured.

Formal proposition testing is based
on survey-intervieews. A total of forly

managers were personally interviewed by
one of lhe researchers. All respondents
were fromthe foursample companies and
they represented several depariments
such as engineering, operation, market-
ing, finance, and human resource.

Research Findings

Budgelary control, including moni-
loring and evaluation bring-out various
struggles for power amongst the partici-
pants because of their various vested
interests. Budgetary monitoringisfargely
used to gain and hold power within a unit,
rather than for the attainment of
organisational objectives. Budget mani-
toring is not used to improve unit efii-
ciency in line wilh organisational objec-
tives: rathar, each unittries to spend their
entire allocation of funds and to acquire
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more funds il possible, A unitmanageris
likely to use budgetary monitoring 1o con-
trol the activilies of their subordinates in
line with his own ambitions for the unit. At
higher levels within an organisalion, the
power struggles between department
heads seem to have little to do with co-
ordinating aclivities of the various depart-
ments in favour of setting the right budget
forattainingthe organisational objectives:
here again, the protagonists are mainly
concemed with furthering their own inter-
esis.
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udget performance does not contribule fo performance appraisal

For evalualion purposes, production
targets take precedence over budget
targets. Aslong as the required amount
of work is done and the operational tar-
gets are met, it hardly seems to matier
whether or not the budgetary targels are
achiaved.

There is, it would seem, a negative
camrelalion belween the above activities
(which can only be described as politi-
cal} and the roles of managers at all
levels in the attainment of arganisational
abjectives.

Effect of Politics onthe Process of
Budgetary Monitoring

The organisation monitors the bud-
gel realisalion at regular intervals, such
as monlhly, quarterly, and annually.
Reports are produced by the accounting

unit and distributed to every unit in the
organisalion. Based on the budget
realisation report, unit managers will be
able to manitor how much of their budget
resources have been used and how
much is slill available. Every unil has
been pressured by the Budget Commit-
tee not to spend more than their annual
budget allocation. It follows, therefore,
that every unit has the flexibility to adjust
their monthly budget allocation, as long
as their annual budget allocation is not
exceeded.




exceeded.

The survey interviaws found that most
managers use politics in the process of
budget monitering. Managers do not rely
on budget information to control their
operational activities. They- believe that
budgst information is not relevant as a
basis of conlrol since it only describes
the financial position. Unit managers
prefer to use information gathered from
operalional reporls as control tools, be-
cause their unit and individual apprais-
als and rawards will be based mainly on
operalional target achievement. More-
over, the achievements of their budget
targets are not. directly relevant to the
appraisal and reward systems. The find-
ings of this study support those of prior
studies, in which lhe effect of politics on
lhe process of budget monitoring was
seento be substanlial (Marginson, 1999;
Covaleski and Dirsmith, -1986; Olley and
Berry, 1980; Hoque and Hopper, 1994;
see aiso.Hayes, 1977; Amey, 1979;
Preston,. 1986). :

. . One of the interviewees has ex-
plained the role of budget infarmation in
the organisalion, as follows;

My unit gels budget variance repors

raguiarly. I need this report to monitor

how much of. my.budgel resources

- have been used and how much re-
sources are stifl available. If my avail-
able budget resources do not cover
all operational activities, | have lo ask

.. my superior o give me additional
budget resources. If | can't get addi-
lional budget resources, 1 have lo
adjust my unit's planned acfivilies. |

- believe that most unit managers do
not use the budget as a mechanism

of control, especially in regard to im-

proving theirefficiency. Inmostcases,

. by the end of the day,. every uni
manager will use all the budget re-
sources available lo them.

The organisation’s policy is lo moni-
tor the realisation of budget at the unil
level and the organisational level,
monthly and quarterly. The monthly bud-

get-monitoring meeting focuses on the
general picture of the budget realisation,
while in-depth analysis will be conducled
In the quarlerly budget-rnonitoring meet-
ing. The budget-monitoring meetings
usually have two agendas, namely; (1)
to evaluate budget realisation and (2) to
develop a guarterly budget lorecast'.

At the unit level, the unit manager
liaises with his/her subordinates 1o
evaluate budget realisation and to-fore-
casl budget requirements. for the next
three months. The budget requirements
will ba based on evaluation of the opera-
tional activities plan:

In the’ budgel-monitoring meeting,
unit-managers have opportunities to
acquire extra budget resources: adjust-
ments to the operational activity plan can
affect the availability of budgetresources.
If additional resources are not avaitable,
adjustments to operational activities
might not be realised. In a budget-moni-
toring mesling, every manager has the
opportunity to adjust his/her budget allo-
cation and propose budget revision, as
long as it.is supported by-strong argu-
ments. All units want to achieve lheir
targets, because the achievemenl of tar-
gets relates directiyto performance evalu-
ation and reward systems. Therefore,
most managers view the budget moni-
loting meslings as an important me-
dium for realising their aspirations, pur-
peses, and beliefs.

. Moreover, most managers seemn to
believe Ihat they need to legilimale their
budget through approved budgel revi-
sion. As a result of -adjustment of the
budgets of several units, it is likely that
there will be several others whose bud-
gets will be reduced.: However, extra ef-
forts have to be made. by every unit that
aims to get additional resources. Man-
agers collect all information relevant to
their operational activities in order to
provide arguments for proposed budget
revisiont. Similarly, units that expect to
have their budgets reduced will struggle
to keep their existing budget. Managers
indicated lhat polilical power play as a

1. It ihere is a praposed budget revislon In the budget-monitoring mesling, Lhe budget commitlea will
conslruct B budget simulation for the coming three months. The cutcoma of tha budgei reviston will be
caflad an operalionas budget. The reallsalion of the operational budgel wlll be one of the main issues to

- ba discussed at lha next budget-moniloring meating. Meanwhlla, an approved budgel realisation will be
covered and will be evaluated al the annual budgal meseling.

dominant factor in delermining . the

achievement of unit inlerests. Cne man-

ager worded it thus:

-+ If | befieve that my available budget
is not sulfficient to cover all unit aclivi-
ties, then ! will propose a budget

. revision for my unit. Howaver, before
1 make a decision io propose such a
revision, 1 have lo have enough infor-
mation to supporl my budgel revision
proposal. How urgent is it lo my unit?
What are the benefits of the addi-

Jional budgel in, allaining ry opera-

- tional targel? The approval of the
proposed- budget will not be easily
obtained, since there will be counter
argumenis from opposing units. |
believe that many factors influence
budge! revision decisions. Besides
the level of urgency for each unit and
its implication for operational perfor-
mance of the organisalion as a whole,
individual factors such as knowledge
and skill also receive special atten-
tion.from the Budget Commiltee.

- At the organisational level, a depart-
ment head has the cpportunity to pro-
pose budget revisions at a budget revi-
sion meeting. Such budget revisions are
usually triggered by assumptions rel-
evant to current environmental condi-
tions. Based on an evaluation of intermnal
operations, department heads may con-
clude that the available budget is insuf-
ficient to cover remaining operational
activities. Apartfrom current environmen-
tal conditions, budget revision could be
triggered by an absence of activity in
regard lo the proposed budget. .

In general, budget revisicn will be
accepled if there is a conneclion be-
tween lhe addilional funds required and
the operalional activities of the
organisation .as a whole, or il there is
perceived to be a possible efiec! on the
company's image. For example, there
are certain places in Indonesia where
fertiliser is in short supply. Say the Mar-
keting Unit needs extra funds to enable
the shortfall to be met: in such a case, lhe
proposed budget revision will be ac-
cepted and the required capital will be
taken from the budget of other depan-
ments. Based on the interviews, it seems
lhat depariment heads are unwilling. to
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sacrifice their budgel to' covar other
department's budgets. Here again, de-
pariment heads always concentrate on
the interests of their own deparimenl
rather than ¢onsolidating the interests of
the organisation.

The bargaining process is one of the
mechanisms used to resolve this prab-
lem of conflicting interests. Ali depart-
ment heads will defend their interests by
attempting to show lhe importance of
their operational activities o the perfor-
mance of the organisation as a whole.
Most of the department heads stated that
if their operational budgets were to be
reduced, they would have difficulty in
achieving their operational targets, and
as a consequence, company perfor-
mance as a whole would also deterio-
rate. One depaniment head states:

I will reject all suggeslions of re-allo-

cation of my depanment's budget

resources o other departments. My
depariment budget allocations that
have been approved should not be
taken away frorm me, since they were
" worked out by the Budget! Commit-
tea. | will try o convince the Budget
Committee that-if my depariment
budget is reduced, it will affect the
" achievement of my operational tar-
gets and it will de-motivate my subor-
dinates. Moreover, it will affect the

performance of the organisalion as a

whole. :

From the stalement quoted above, it
is clear that one of the functions of the
budget, that of co-ordinating functional
activities, has not had the desired effect
of reducing: information asymmetry.
Harmonisation of task interdependency
between sub-units or units for achieving
organisational objectives is not seen as
a reason for individuals to be involved in
the process of budget monitoring. All
individuals do not have the same per-
ception about lhe budget's functions,
especially wilh regard to perferming their
managerial - roles to cortribute 1o the
achievement of organisational objec-
tives. In the process of budgel monitor-
ing, all individuals tend to respond to
changes in the envirenmenl by focusing
on individual inlerests rather than the
interes! of the organisation as a whole.

Effect of Politics onthe Process of
Budgetary Evaluation
It was found that the success or fail-
ure in attaining budget targets does not
refate to the perfermance appraisal and
reward systems. The organisalion has
its own specific formula for performance
appraisal and reward. All individuals in
the organisation are entilled to egual
bonuses regardless of the achievernent
or otherwise of lheir budget targets.
Based on the survey interviews, most
managers said lhat there is no incentive
for individuals to achieve their budget
targets and there is no punishment for
thosa who failed to do so. These findings
are consistent with previous studies
(Kurunmaki, 1999; Hoque and Hopper,
1994; Covaleski and Dirsmilh, 1986; see
also Comerford and Abemethy, 1999;
Preston, 1986; Hopwood, 1976;
Hopstede, 1968). Managers, superiors,
subordinates, and the BOC do not ap-
pear to use hudget performance infor-
mation as a basis for performance evalu-
ation and reward.- Most managers be-
lisve lhat budget periormance does not
contributalo their perfermance appraisal.
One of Ihe managers stated:
There is no ralationship between tha
achievement of budget larget and
performance and reward measure-
menis. The organisalion has a spa-
cific model for perfformance and re-
ward evalualion, based on opera-
lional indicators. There are no bud-
get indicators in that formula. On the
contrary, employeas are enlitled lo
receive equal rewards regardiass of
howsuccessful orothaerwise theirunits
or depariments have been in achiev-
ing their budget targets. in fact, most
managers balieve that it would be
unfair if the organisation were lo use
budget achievement as a parameter
forperformance and reward systems.
Their reasoning is that unit managers
might propose budget revisions al
several or all budget moniloring
meelings. In addition to that, there is
no disincentive towards faflure of
budget larget achievemeni. In most
cases, supervisors only remind their
subordinates and warn them lo
achieve their budget target for the
following period.,
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The survey interviews indicated that
supervisors at no level include the
achiavemnent of ravenue budget targets
as an evaluation indicator for their sub-
ordinates. As suggested above, super-
visors will simply. remind unit managers
that they have failed to achieve their rev-
enue budget target and ask them to
commit to achieving subsequent budget
targets. In practice, superiors are morg
concemed ‘about their expense budgets
and usually try to contro! them: tightly.
However, they do not-try to ensure unit
managers’ efficiency. In the opinion of
most superiors, tight control means unit
managers cannot use more budget re-
sources. than lhey were allocated. Usu-
ally, unit-managers will use all available
budget resources without considering
whelher lhey really need them or not.
They know that lhey might be able to
spend more than thelr budget allocation,
if it is accepted as important -for the
organisation. Attitudes towards the
achievement or otherwise of the revenue
budget seem to be much more flexible
than towards the expénse budget.- -

The Board of Commissioners, as the
owner's representative, doas not:seem
concemed with the achievernent of the
overall of budget targets within the
organisalion. The BOC's main concem
is only with botlom line periormance -
profit achievement:"it the crganisation
iails lo achieve lheir profit target, it willbe
asked by Ihe BOC to explainit. Howaver,
the failure to achieve profit targets does
not relate to performance evaluation and
reward ‘'systems. The researcher found
that the BOCs are more focussed on
macro measurements, such as whether
there are any areas of the country that
have been short of ferillser. if fertiliser
shortages have been experienced by an
area, the organisation concemed will
get aftention from external parties (e.g.
President, vice President, Minister of
Agriculture, Ministerof Industry and Trad-
ing, Parliament, Minister of State Owned
Enterprises, etc). One of the managers
stated: : I ICLEE

In the annual budget meéling, afer

discussion on macro measuremenis,

furthermore the BOC only focuses on
how much profit has been eamed by
the organisation as a whole. If the




profit targel has been achisved, other
factors will nol be considered by the
BOC. In praciice, the BOC will not
consider the achiavement or other-
wise of budget target by each indi-
vidual unit and department, regard-
less of individual units being over or
under budget. In contrast, if the
organisation fails to achieve their tar-
gel profil, an explanation for the fail-
ure wifl be demanded.

It might be said thal the underying
explanalion for "playing politics” in re-
gard to budgeling seems to be con-
nected to the attitude of BOCs, as out-
lined in this las! section: viz, the fact that
the BOC is only concemed with macro-
targets such as dissemination of the
product and overall profit. As a resuit,
departments, units and sub-units, not
being answerable for their profil bud-
gels, have nothing to lose by over-run-
ning expenses if ihey can get away with
it. They tend lo use Ihe expense budget
as a means of gaining and holding power
in relation to other departments, units
and sub-units, and do not see any ne-
cessily 1o relate expenses to profits at
departmental level and lower, because
these factors are not taken into consid-
eraticn in performance evaluation and
rewards systems. The ingrained afil-
tudes and behaviours connected with
political power play can only be detri-
mental to organisational objectives.

Conclusions, Limitations, and
Future Research

Conclusions. This research study
has investigated the role of politics in the
budgetary control. The findings of inter-
views confirmed all propositions for
which this study obtained evidence, dem-
onstrating that the role of politics on the
budgetary control is substantial. The role
of politics on the budgelary control differs
across the sources of power, The study
ingicates lhal operaticnal units are in a
better posilion for bargaining in the bud-
getary control than other the units. The
sludy also indicates that individuals who
have specific attributes such as sirong
educational qualification held advan-
lages over others.

The results of the study contain basic

validation for viewing the budgeting pro-
cess from a managemen! accounting
perspeclive, which may include consid-
eration of political influence. This con-
ceplual framework contrasts wilh one
which views the budgeting process as
purely technically or econcmically deter-
mined.

Limitations. Respondent selection
within the companies sampled for lhis
study was not random, because it was
determined by the company, which may
have biased the sample. Bias may have
resulted frem the lact that companies
selected the respondents for the survey-
inlerview. Another possible scurce of
bias is in the fact that the researcher
found it was not possible lo control the
size of units involved in the study, result-
ing in a greater variation in unil size than
was initially desired. Next, organizations
in different industries may have different
effect of politics on the budgetary control
than those indicaled here. However, to
determine this, the use of organizations
across induslries would be necessary;
lhe present study was completed within
a single industry. Therefore, any
generalisation about the role of palilics
on the budgetary control may be statisti-
cally and logically unjustifiable.

Scope for Future Research. Future
research should be directed toward im-
proving this study. An understanding of
the effect of potitical behaviour of manag-
ers on the budgetary conlrol is in the
embryonic stage of development. The

The role of polilics on the budgelary control differs across teh sourcas of power

conceplual process hasbeendefined, yet
there is little empirical evidence that di-
rectly supporls ils premises.

This study was an atternpt to bring
together theoretical underpinnings. The
progression of the model was an ex-
planatory process that built the concept
of politica) effect in the process of bud-
getary control. Hopefully, this study will
advance the thinking of scholars in this
direclion and creale inlerest in replicat-
ing this method of analysis and validat-
ing the findings.

The conceplual model should also
be applied to lhe role of politics on the
budgetary controlin olherindustries. This
would provide the information needed 10
assess the external validity of the model.
The data for this study was collected
from public enterprises, future investi-
gation should be extended to private
enterprise and not-for-profit organi-
safions lo provide bases for cornpari-
son. The effect of politics in the budgelary
conirol may display different patterns
across cultural norms such as
organisation type and size. This sludy’s
evaluaticns were based on a question-
naire survey of middle managers. A more
diverse range of responses might be
forthcoming in a study using mangers in
a wider cross-section of hierarchical
positions as respondents. 1t is to be
hoped thal other scholars will take up the
baton and pursue these avenues in fu-
ture research.
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