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ANTECEDENTS OF PARTICIPATIVE BUDGETING*

J. F. SHIELDS
Suffolk University

and

M. D. SHIELDS
Micbigan State University

Abstract

This paper has four purposes. First, it analyzes 47 published studies on participative budgeting. Almost all of
these studies focus on the effects of participative budgeting and not on its causal antecedents. Second, to
provide insight into these antecedents, we report the results of a survey which identifies reasons why
managers participate in setting their budgets. Third, we report how these reasons are associated with four
theoretical antecedents—environmental and task uncertainty, task interdependence and superiorsubordinate
information asymmetry. The results indicate that participative budgeting is most important for planning
and control, specifically vertical information sharing and co-ordinating interdependence, and that specific
reasons for participative budgeting are correlated with three of the antecedents. Finally, directions for
future research on participative budgeting are presented. © 1998 Elsevier Science Ltd. All rights reserved.

Participative budgeting—usually defined in the
accounting literature as a process in which a
manager is involved with, and has influence on,
the determination of his or her budget—has
been one of the most researched topics in
management accounting for over 40 years
(Hopwood, 1976; Brownell, 1982a; Young,
1988; Birnberg et al., 1990). Argyris (1952), the
first of many empirical studies published on
participative budgeting, investigated organiza-
tional and behavioral effects of participative
budgeting on subordinate managers. The sub-
sequent empirical research has been motivated
by economic, psychological or sociological the-
ories. These theories have been used by the
subsequent studies to develop four types of
empirical models of the effects of participative

budgeting: (1) the modal study has investigated
how moderator variables affect the relationship
between participative budgeting as an inde-
pendent variable and dependent variables such
as satisfaction, motivation, and performance;
(2) the direct effects of participative budgeting
on dependent variables; (3) participative bud-
geting as an independent variable interacting
with another independent variable to affect a
dependent variable; and (4) participative bud-
geting moderating the relationship between
independent and dependent variables. Only
four studies have included causal antecedents
to participative budgeting in their empirical
models.

We conjecture that the diverse results of
these studies arise for at least two reasons. One

*An earlier version of this paper was presented at the 1996 Management Accounting Conference, San Antonio. We thank
Doug Clinton, Sue Haka, Anthony Hopwood, Stacy Kovar, Neale O’'Connor, two anonymous reviewers and seminar parti-
cipants at Suffolk University for their comments on an earlier draft of this paper.
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50 J. F. SHIELDS and M. D. SHIELDS

is that the variety of theoretical and empirical
models used has caused inter-study variation in
results. The effects of model variety have been
magnified by the inclusion in these studies’
various models of many different variables as
independent, moderator and dependent vari-
ables. Studies have reported, for example, that
participative budgeting has linear positive, linear
negative, ordinal and disordinal interaction
(with other independent or moderating vari-
ables), and no effect on motivation and per-
formance (the dependent variables most fre-
quently used in the extant research). A recent
statistical meta-analysis of some of these studies
concluded that their diverse results primarily
stem from theoretical differences and not from
differences in research methods (Greenberg et
al., 1994). We propose that the research on
participative budgeting has numerous micro
and somewhat independent theoretical and
empirical models, but there is a lack of general
or integrative models.

The second potential reason for the diverse
results of the extant research is that most of the
studies do not have strong theoretical and
empirical links between their assumed reason
for why participative budgeting exists! and
their dependent variables. For example, as ana-
lyzed in the next section, some studies assume
that participative budgeting exists to increase
motivation but they include a variety of depend-
ent variables in addition to, or without includ-
ing, motivation (or performance) (e.g. attitude,
job-related tension, satisfaction). These studies
typically do not make a theoretical link
between motivation (as the assumed reason for
why participative budgeting exists), participa-
tive budgeting, and these other dependent vari-
ables. In addition, these studies do not directly
check that their assumed reason for why parti-
cipative budgeting exists is consistent with
their sample’s believed or actual reason. Thus,
if their sample is using participative budgeting
to increase motivation but motivation (or per-
formance) is not included as a dependent vari-
able, the results of associating participative

budgeting with other dependent variables may
be suspect. In contrast, if that sample did not use
participative budgeting to increase motivation,
any detected association between participative
budgeting and motivation may be spurious.
Thus, one of our recommendations for future
research is to choose (independent, moderator,
intervening, dependent and consequent) vari-
ables to include in an investigation of participa-
tive budgeting based on why it is assumed to
exist. Moreover, theoretical and empirical mod-
els would be more complete and reliable if they
also included causal antecedents to participa-
tive budgeting in addition to its effects.

This paper has four purposes: (1) to empiri-
cally identify reasons why subordinates believe
they participate in setting their own budgets;
(2) to assess the degree to which these reasons
correspond with the reasons assumed in the
extant empirical and theoretical literatures; (3)
to investigate whether these reasons are associ-
ated with four theoretical antecedents to parti-
cipative budgeting—environmental and task
uncertainty, task interdependence, and infor-
mation asymmetry; and (4) to provide directions
for future research. The organization of this
paper is first to review and analyze the empiri-
cal and theoretical literatures on participative
budgeting as a means to identify reasons why it
exists, and expected associations between
those reasons and the four antecedents. The
next section describes the empirical method
which is intended to identify reasons for the
existence of participative budgeting and whe-
ther these reasons are correlated with the four
antecedents. The ensuing section presents the
results of the empirical inquiry. The final sec-
tion provides a discussion of the present
research and directions for future research.

LITERATURE REVIEW

This section is comprised of three subsec-
tions. The first analyzes 47 published empirical
studies on participative budgeting in terms

!We assume that the reason why participative budgeting exists are consistent with its intended purpose.
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of their theoretical models and reported
significant results. The second section reviews
the theoretical economics, psychological and
sociological literatures concerning why partici-
pative budgeting exists as a basis to identify
theoretical antecedents. The last section devel-
ops expectations based on the theoretical
literature about associations between various
reasons for the existence of participative bud-
geting and four antecedents to participative
budgeting.

Empirical literature

Empirical research on participative budgeting
has predominantly investigated—through the
use primarily of surveys and secondarily of
laboratory experiments—how it, as an inde-
pendent variable, is either directly associated
with dependent variables such as motivation,
performance and satisfaction, or how it inter-
acts with either another independent or mod-
erator variable to affect the dependent
variables. Some research also has investigated
how the effect of participative budgeting as the
independent variable on a dependent variable is
mediated by an intervening variable.

The definitions of the various types of vari-
ables that are used in our analysis of the prior
research are consistent with the literature on
structural equation models and nomological

51

networks (see Fig. 1) (Cronbach & Mechl,
1955; Blalock, 1964; Cohen & Cohen, 1975;
Sharma, et al., 1981; Arnold, 1982; James &
Brett, 1984; Davis, 1985; Baron & Kenny, 1986;
Bollen, 1989). An antecedent variable is the
cause? of an independent variable. An indepen-
dent variable causes a dependent variable. A
moderator variable affects the relationship
between an independent and a dependent vari-
able, it is not a cause of a dependent variable as
is an independent variable, but it is theorized
to affect the relationship befween an indepen-
dent and a dependent variable. A moderator
variable is defined as having nonsignificant,
bivariate relationships with both the indepen-
dent and dependent variables. A moderator
variable can be modelled to appear to be a
cause of a dependent variable, however, by its
treatment as an independent variable in a
regression analysis or ANOVA. An intervening
(or mediating) variable is both caused by an
independent variable and a cause of the
dependent variable. Finally, a consequent vari-
able is caused by a dependent variable. These
definitions are used to classify and analyze the
variables included in the prior research.
Appendix A provides information about
selected characteristics of 47 published studies
which have empirically investigated the rela-
tionship between participative budgeting as

Moderator
Variable

Antecedent Independent Dependent Consequent
Variable g Variable: p Variable —— g Variable
Participative
Budgeting

Intervening
Variable

Fig. 1. Nomological network in which participative budgeting is the independent variable.

2A cause-and-effect relationship between two variables requires that the effect variable is isolated from all influences except
the casual variable, the casual variable must temporally precede the effect variable, and a change in the casual variable is

associated with a change in the effect variable (Bollen, 1989).
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either an independent or a moderator variable
and dependent variables.? Studies which focus
on goal setting but not in the context of bud-
gets are not included. These 47 studies were
identified based on an extensive literature
search and include all identified studies pub-
lished before 1996. Table 1 classifies these stu-
dies in terms of their empirical method,
assumed reasons for participative budgeting,
independent, dependent and moderator vari-
ables in their theoretical model, and statistically
significant results. Six types of results emerge
from analysis of the 45 of the 47 studies
which report statistically significant (p<0.10)
results.

First, none of these studies report (empirical)
evidence concerning whether their assumed
reason for the existence of participative bud-
geting that underpins their theoretical or
empirical model is consistent with the reasons
participative budgeting exists in their samples.
Further, many, if not most, of these studies did
not provide explicit or detailed disclosures
about why they assume participative budgeting
exists.* The 45 studies mention a total of 62
assumed reasons for the existence of participa-
tive budgeting which are grouped into six cate-
gories: motivation (23), share information (22),’
satisfaction (13), reduce the need to create
slack (2), co-ordination (1), and job-related ten-
sion () (Appendix A). Many of these studies
have direct connections between their assumed
reasons and reported dependent variables. For

example, considering those studies in which
motivation is the assumed reason, most of them
have motivation or performance as dependent
variables. However, some of these studies have
other dependent variables which are not as
obviously related to motivation as the assumed
reason. As another example, for those studies in
which satisfaction is the assumed reason for
why participative budgeting exists, a variety of
dependent variables are included and more of
these studies use motivation or performance,
rather than satisfaction, as their dependent
variables. This can be problematic because
there is controversy conceming the relation-
ship between satisfaction and motivation/per-
formance in terms of direction of causality and
the magnitude of any relationship (Petty et al.,
1984; laffaldano & Muchinsky, 1985; Podsakoff
& Williams 1986; Locke & Latham, 1990).
Second, only four studies include antece-
dents to participative budgeting (see fn. 3). Of
these four studies, only Mia (1987) and Shields
and Young (1993) had either uncertainty (envir-
onmental, task, or task interdependence) or
information asymmetry as an antecedent vari-
able, as is predicted by theories of participative
budgeting based on economic, psychological or
sociological theories (see the next subsection).
In contrast, six studies include environmental
or task uncertainty or information asymmetry as
either independent or moderator variables.
Such treatment, however, is inconsistent
with theory. Moreover, since uncertainty and

3Inspection of these 47 studies revealed that 43 have models in which participative budgeting is an independent or mod-
erator variable but they did not include an antecedent to participative budgeting. The other four studies treated participa-
tive budgeting as an independent variable and they also included antecedents (Merchant, 1981, 1984; Mia, 1987; Shields &
Young, 1993). Three of the studies included participative budgeting as an independent variable and they also included
intervening and dependent variables (Brownell & McInnes, 1986; Chenhall & Brownell, 1988; Kren, 19924). For these three
studies, participative budgeting is classified as an independent variable and the intervening variable is classified as the
dependent variable because the scope of our analysis is limited in this section to the variable directly caused by participative
budgeting (i.e. the variable treated in these three studies as the dependent variable is excluded).

“In most studies, the disclosure was either at most a couple of sentences or a reference to another paper, thus implicitly
adopting the assumed reasons mentioned in the other paper.

5These studies have variation in the degree of disclosure about what they mean by information sharing. Some studies couch
their analysis in terms of sharing external (environmental) and/or internal (to the firm such a task) information whereas
other studies do not make such a distinction and refer to sharing information (Appendix A). Thus, these 22 reasons include
sharing internal information, sharing external information, and sharing information. Subsequently in this paper, we distin-
guish between sharing internal and external information.
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information asymmetry theoretically are causal
antecedents to participative budgeting (i.e. they
are correlated with it), it is inconsistent to treat
them as moderator variables as did Govindara-
jan (1986) and Kren (19924) because modera-
tor variables by definition are not correlated
with independent variables. It is also inconsis-
tent to treat uncertainty and information asym-
metry as independent variables when
participative budgeting is also an independent
variable as did Dunk (19934) because they
cause participative budgeting. Finally, as pre-
viously discussed, it is contrary to theory to
treat participative budgeting as a moderator vari-
able and uncertainty as an independent variable
as did Brownell and Dunk (1991), Brownell and
Hirst (1986) and Lau et al., (1995) because
uncertainty causes participative budgeting and
independent and moderator variables are not
supposed to be correlated. As discussed in the
ensuing subsection, theory suggests that uncer-
tainty and information asymmetry are antece-
dent variables when participative budgeting is
an independent variable.

Third, eight categories of dependent vari-
ables are associated with the reported signifi-
cant ($<0.10) results (Appendix A). Performance
is the dependent variable most frequently
associated with reported significant results
(28 studies, 30 significant effects). The other
dependent variables that are reported to be
statistically significant are motivation or incen-
tives (10 studies), satisfaction (9), attitude
(towards the budget, job, superior, or organiza-
tion) (6), job-related tension (3), slack (3), role
ambiguity (1), and information (1).

Fourth, these studies report 22 significant
(p<0.10) bivariate associations between partici-
pative budgeting and the 8 categories of
dependent variables, and 41 significant
(p<0.10) interactions involving participative
budgeting (Table 1, Appendix A). These inter-
actions have three general forms: (1) participa-

%The exceptions are Argyris (1952) and Hofstede (1967).

tive budgeting as an independent variable
interacting with another independent variable
(5 studies, 8 interactions); (2) participative
budgeting as an independent variable interact-
ing with a moderating variable (20 studies, 25
interactions); and (3) participative budgeting as
a moderator variable interacting with an inde-
pendent variable (7 studies, 8 interactions). The
41 significant interactions involving participa-
tive budgeting reported in 32 studies include
many independent and/or moderator variables.
For example, when performance is the depen-
dent variable, there are 20 different interactions
(i.e. independent or moderator variables inclu-
ded besides participative budgeting). These
other variables include characteristics of the
employees (e.g. locus of control, leadership
style), task characteristics (e.g. difficulty,
uncertainty), budget characteristics (e.g. tight-
ness, incentive-contingent), management style
(e.g. budget emphasis in performance evalua-
tion, management by exception), organizational
structure (e.g. decentralization, functional
area), and environmental characteristics (e.g.
uncertainty).

Fifth, the prior empirical research on partici-
pative budgeting can be, ex-post, interpreted as
having a temporal dimension. The empirical
research on participative budgeting began in
the early 1970s® by primarily examining the
direct effects of participative budgeting on
motivation and performance and it always
found positive associations that are either sta-
tistically significant or nonsignificant (Appendix
A). In the late 1970s and early 1980s, the
empirical literature expanded its focus, at least
in part in response to Hopwood’s (1976) and
Brownell’s (1982a) contingency frameworks.
In the early 1980s, numerous studies began to
investigate how the relationship between parti-
cipative budgeting and various dependent vari-
ables is affected by many independent and
moderator variables,” These studies, in total,

“For example, considering when performance is a significant dependent variable, four studies report that participative
budgeting as an independent variable interacted with another independent variable, and 16 studies report that it interacted

with a moderator variable.



ANTECEDENTS OF PARTICIPATIVE BUDGETING 57

report that the degree to which participative
budgeting, for example, has positive effects on
motivation and performance depends on the
levels of various independent and moderator
variables (i.e. these other variables have posi-
tive, ordinal interactions with participative
budgeting). However, some studies have repor-
ted a disordinal interaction in which the sign of
the association between participative budgeting
and the dependent variable depends on the
level of the moderator variable (e.g. the rela-
tionship between participative budgeting and
performance is positive (negative) when envir-
onmental uncertainty is high (low) (Govindara-
jan, 1986)).

Sixth, the empirical literature on participative
budgeting began to implicitly merge with
another stream of studies that sought to explain
the divergent results of previous studies in
which budget emphasis in performance evalua-
tion was the focal independent variable (Briers
& Hirst, 1990). In this other stream of studies,
budget emphasis is the focal independent vari-
able, performance or job-related tension typi-
cally is a dependent variable, and participative
budgeting frequently is the moderator variable.
Unfortunately, the theoretical treatment of par-
ticipative budgeting in these two literatures is
not consistent. For example, when perfor-
mance or motivation is the dependent variable,
the participative budgeting research classifies
participative budgeting as an independent vari-
able (20 studies), whereas the performance
evaluation research treats it as a moderator
variable (five studies). This difference in theo-
retical treatment has important theoretical and
empirical implications because, as previously
discussed, an independent variable is assumed
to be a causal determinant of a dependent vari-
able but a moderator variable is not. In this
case, when performance is the dependent vari-
able, the theoretical treatment of participative
budgeting as an independent or a moderator
variable should not differ depending on whe-
ther the study is focused on participative bud-
geting or performance evaluation because it
always is, or is not, theoretically a causal deter-
minant of performance.

Overall, the preceding six-part analysis of the
extant empirical literature on participative bud-
geting highlights its weakness in terms of insuf-
ficient attention to developing and testing a
general theory of participative budgeting and a
corresponding nomological network. This
weakness is apparent in the lack of explicit
statements about the (assumed) reasons for the
existence of participative budgeting, the variety
of independent, moderator and dependent
variables included in the various studies, and
the lack of inclusion of antecedent variables.
This inattentiveness to a general theory has
been exacerbated by the blending of two lit-
eratures and a contingency focus on numerous,
(typically) three-variable, nomological networks
(e.g. a network consisting of an independent, a
dependent and a moderator variable). The
result of the proliferation of these small, nomo-
logical networks is a lack of general theory
development because the individual networks
typically do not tie into a single, broader
nomological network based on an evolving,
comprehensive theory of participative budget-
ing. This research strategy appears to have pro-
duced a lot of empirical evidence but little
which is generalizable from or to a broader
theoretical perspective.

We argue that a desirable, if not necessary,
condition for research on participative budget-
ing to make more systematic progress in devel-
oping a general theory is to focus on
understanding why it exists (Shields & Young,
1993). Such a perspective emphasizes under-
standing and modeling of why participative
budgeting exists as a prerequisite to research-
ing its effects. Knowing the reason(s) why
participative budgeting exists can be used for at
least three purposes.

First, when researching participative budget-
ing, the reason(s) why it exists can be used
to identify other variables which should be
included in a nomological network. Such theo-
retically driven networks also should specify
the nature of the relationships among the set of
variables, i.e. antecedent, independent, mod-
erator, intervening, dependent and consequent
variables. It is important to highlight that these
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reasons for why participative budgeting exists
are not necessarily the antecedents of partici-
pative budgeting per se but, instead, they can
be used to identify which variabies would be
expected to be its antecedents. For example, if
the reason that an organization gives for having
participative budgeting is information-sharing
between a superior and a subordinate, then an
expected antecedent of participative budgeting
would be a superior-subordinate information
asymmetry. In contrast, if a theory assumes that
participative budgeting exists to increase sub-
unit co-ordination, then an antecedent would
be task interdependence. However, the modal
study has treated participative budgeting as an
independent variable with performance as the
dependent variable, and such a study would
have had information asymmetry as either
another independent or moderator variable
which interacts with participative budgeting. In
contrast, as is developed in the next section,
the theoretical literature models information
asymmetry as having an antecedent relationship
with participative budgeting. Thus, empirical
research should treat it as an antecedent to
participative budgeting.

Second, when testing a theory involving par-
ticipative budgeting, empirical research should
directly verify that the reason assumed by the
theory corresponds with the reasons why its
test sample believes it uses participative bud-
geting. Such a test effectively serves as a validity
check on the theory, relative to the test sample.

Third, when an empirical investigation is not
driven by theory, learning the reason why an
organization has participative budgeting can be
used to guide an exploratory or inductive
investigation intended to identify other variables
that might be related to participative budgeting.

Before investigating the effects of participa-
tive budgeting, we recommend that researchers
seek to understand why participative budgeting
exists in their test samples. While the extant
empirical literature has made assumptions about
why participative budgeting exists, we could
not identify any empirical evidence concerning
the accuracy or completeness of those assump-
tions.® Thus, a priority is to empirically identify
why participative budgeting exists and whe-
ther these reasons correspond to the reasons
and antecedents assumed in the theoretical
literature. We now turn to the theoretical
literature to identify those assumed reasons
why participative budgeting exists and its ante-
cedents.

Theoretical literature

The theoretical basis for why participative
budgeting exists is primarily rooted in econom-
ics, psychological and sociological theories.
This subsection reviews the research which has
developed theoretical models of antecedents of
participative budgeting based on these theor-
etical perspectives. Based on this theoretical
literature, the ensuing subsection identifies four
antecedent variables which are expected to be
associated with the identified reasons why par-
ticipative budgeting exists.

Economics. Since the economics literature
assumes that a subordinate knows more about
his or her task and task environment than does
his or her superior, participative budgeting is
modeled as being used by the superior to gain
information—reduce uncertainty—about the
subordinate’s task and task environment
(Christensen, 1982; Baiman & Evans, 1983;
Penno, 1984; Kirby et al, 1991). A conse-
quence of this information sharing is that the

8An approach to verify an assumed reason for why an organization uses participative budgeting would be, as part of a sur-
vey for example, to ask respondents in an open-ended question to list the reasons they believe their organization has par-
ticipative budgeting, assuming that they have it. This question provides a check on the validity of the assumed reason that
underpins the model being tested. This verification differs from investigating whether participative budgeting is correlated
with an environmental or organizational variable. For example, just because a significant correlation is detected between
participative budgeting and (say) uncertainty, this does not necessarily indicate that participative budgeting is being used to
reduce or cope with uncertainty. But a direct question asking why the respondents believe participative budgeting is used
in their organization provides increased assurance that the detected correlation relates to the assumed purpose of partici-

pative budgeting in the model which is being tested.
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superior is able to design and offer the subordi-
nate a more efficient, goal-congruent incentive
contract which increases subordinate motiva-
tion to achieve the budget. Besides modeling
how participative budgeting is caused by
uncertainty and vertical information asymme-
try, this research has modeled how participa-
tive budgeting can be used to reduce horizontal
information asymmetries by enabling the
superior to gain information about subordi-
nates’ interdependent tasks and thus co-ordi-
nate their budgets (Kanodia, 1993).
Psychology. Participative budgeting research
based on psychological theories (Becker &
Green, 1962; Ronen & Livingstone, 1975; Hop-
wood, 1976; Brownell, 1982a; Young, 1988;
Murray, 1990) considers three mechanisms by
which participative budgeting involving a
superior and a subordinate causes effects—
value attainment, cognitive, and motivation
(Locke & Schweiger, 1979; Locke & Latham,
1990). Value attainment is theorized to affect
satisfaction and morale because the process
(act) of participation allows a subordinate to
experience self respect and feelings of equality
arising from the opportunity to express his or
her values. The other two mechanisms, motiva-
tion and cognitive, are theorized to affect per-
formance. The motivational mechanism depicts
the act of participation as increasing a subordi-
nate’s trust, sense of control, and ego-involve-
ment with the organization, which then jointly
cause less resistance to change and more accep-
tance of, and commitment to, the budget deci-
sions, in turn causing improved performance.
Finally, the cognitive mechanism assumes that
the process of participation improves subordi-
nate performance by increasing the quality of
decisions as a result of the subordinate sharing
information with the superior. While the theo-
retical psychology-based research on participa-
tive budgeting has almost exclusively
investigated the effects of participative budget-
ing, for all three of the mechanisms that are
assumed to cause participative budgeting's
effects, the assumed cause of participative bud-
geting is either uncertainty or a superior-sub-
ordinate information asymmetry. Regarding the

latter cause, when a subordinate possesses bet-
ter job-related information, the superior is
assumed to use participative budgeting to learn
more about this information in order to develop
a higher quality decision (budget); this cause of
participative budgeting has been called infor-
mation exchange (Hopwood, 1976; Lawler &
Rhode, 1976; Locke & Schweiger, 1979).

Sociology. Sociological theories have been
used to model how organizational context (e.g.
environmental uncertainty) and structure (e.g.
decentralization, functional differentiation) are
antecedents to participative budgeting. The
theoretical underpinning of this research has
been the contingency theory of organizations
Hopwood, 1976; Brownell, 19824; Otley &
Wilkinson, 1988; Fisher, 1995). This theory
predicts that as an organization’s external
environment becomes more uncertain, it
responds by increasing its differentiation (e.g.
number and type of subunits) which conse-
quently requires an increase in the use of inte-
grating mechanisms, such as participative
budgeting, to co-ordinate the actions of its sub-
units (Lawrence & Lorsch, 1967; Brownell,
1982a4). Thus, participative budgeting is
assumed to be caused by environmental uncer-
tainty.

Farticipative budgeting. Why it exists and its
antecedents

This subsection develops expectations about
associations between seven reasons why partici-
pative budgeting exists and four theoretical ante-
cedents—environmental and task uncertainty, task
interdependence, and superior-subordinate infor-
mation asymmetry. These expectations are based
on the theoretical research previously reviewed.

Vertical information sharing. The theore-
tical research in economics (e.g. Baiman &
Evans, 1983) and psychology (e.g. Locke &
Schweiger, 1979; Locke & Latham, 1990) that
was reviewed assumes that participative bud-
geting exists to share information between a
superior and a subordinate. The psychological
research assumes that a subordinate has better
job-relevant information and that participative
budgeting is used by the subordinate and
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superior to learn how to do the job better.
The economics research models participative
budgeting as being used by the superior to
learn about a subordinate’s private information
in order for the former to design more efficient
budget-based incentives for the latter. Both types
of research assume that the demand for
participative budgeting is caused by environ-
mental and task uncertzinty and information
asymmetry. Thus, the existence of participative
budgeting for sharing external information is
expected to be associated with environmental
uncertainty and information asymmetry, and the
existence of participative budgeting for sharing
internal information is predicted to be associ-
ated with task uncertainty and information asym-
metry.

Co-ordinating interdependencies. Some the
oretical economics (Kanodia, 1993) research
that was reviewed analytically models how par-
ticipative budgeting exists to co-ordinate task
interdependence between subunits under con-
ditions of asymmetric information. Thus, we
expect that the use of participative budgeting
for co-ordinating interdependencies will be
associated with task interdependence and
information asymmetry.

Motivation and attitudes. The psychologi-
cal theory-based research reviewed assumes that
participative budgeting exists to increase moti-
vation and job satisfaction and to decrease the
need to create slack and job-related tension
(Hopwood, 1976; Brownell, 19824; Young,
1988). This research indicates that when partici-
pative budgeting exists for these four reasons, it
is caused by environmental and task uncer-
tainty. Thus, we expect that when participative
budgeting exists for these motivation and atti-
tude reasons, they will be associated with
environmental and task uncertainty.

EMPIRICAL METHOD

Sample

This survey research used a sample of 60
managers who were graduates of an Executive
MBA program. Seventy-five surveys were mailed
out and 63 were returned, of which three had
missing data. The respondents had a mean of 9
years of managerial experience and 8 years of
experience with responsibility for operating
budgets. One-third of these managers had profit-
budget responsibility and the other managers
had responsibility for other types of budgets.®
These managers were located at all levels of
their organizations’ management hierarchies, '?
and worked in a variety of industries, and sales
for their organizations ranged from $1 million
to $2 billion, with a mean of $188 million.!?

Survey instrument

Since no prior study has measured the reasons
for the existence of participative budgeting, we
developed two approaches, each with a differ-
ent response format: open-ended and forced-
choice. At the beginning of the survey, the
open-ended format asked respondents to write
on the survey why they believe that they parti-
cipate in developing or setting their own
budgets.

At the end of the survey, the forced-choice
format had each respondent indicate on a 7-
point Likert scale the importance of each of
seven reasons why they participate in develop-
ing or setting their own operating budget.
These seven reasons are: sharing external infor-
mation; sharing internal information; co-ordi-
nating interdependence; increasing motivation;
increasing satisfaction; reducing the need to
create slack; and reducing job-related tension.
Each response scale was anchored by 1=Ext-

®The results to be reported did not significantly vary with the type of budget responsibility (profit, cost or revenue).

198ince the sample consists of respondents from all levels of their organization’s management hierarchy, most of them are
both superiors and subordinates. A contagion effect would be expected to result in their involvement in participative bud-
geting as a subordinate to be for the same reason or purpose that they are involved with it in their role as a superior. Thus,
the reasons provided by these respondents in their role as subordinates would be similar to the reasons they would give in
their role as a superior. The results reported did not significantly vary with level in management hierarchy.

1The results reported did not significantly vary with sales.
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remely Unimportant and 7=Extremely Impor-
tant. There was another response alternative,
labeled Other, which provided the respondents
with the opportunity to include another reason.
Only 9 of the 60 respondents used the Other
category. This category was dropped from any
further analysis because the reasons given did
not center around any identifiable theme.

The four antecedent variables were measured
by using previously developed and validated
instruments which were adapted to fit the con-
text of this research study. The scaling of these
instruments was such that a higher value indi-
cated more of that variable was present. The
measurement instrument used for each of these
variables, except task interdependence, had mul-
tiple scales and a respondent’s mean rating on a
variable’s scales was calculated. The measure of
environmental uncertainty was based on
Khandwalla (1977) and Gordon and Narayanan
(1984). The measure of task uncertainty was
based on Perrow (1967) and Macintosh and Daft
(1987). The measure of task interdependence
was based on Van de Ven et al (1976) and
Macintosh and Daft (1987). The measure of infor-
mation asymmetry was based on Shields and
Young (1993).

RESULTS

This section contains three subsections. The
first subsection presents the descriptive statis-
tics. The last two subsections report the results
of the inferential analysis of the forced- choice
and open-ended reasons for participative bud-
geting.

Descriptive statistics

The variables’ means, standard deviations,
actual and theoretical ranges, and Cronbach
alphas are in Table 2. Table 3 contains a Pear-
son correlation matrix for the forced-choice and
open-ended reasons for participative budget-
ing.!? The four antecedent variables’ actual
ranges typically were almost as large as their
theoretical ranges, and their means were
approximately at the middle of those ranges. All
of the variables with multiple measures had
satisfactory reliability as evidenced by their
Cronbach alphas being greater than 0.6.

Forced-choice resulls

As shown in Table 2, the two most important
reasons for the existence of participative bud-
geting were sharing external information
(mean=5.27) and co-ordinating interdepen-
dence (5.15). The means for the other five
reasons were increasing motivation (4.22);
sharing internal information (3.93); increasing
job satisfaction (3.80); reducing the need to
create slack (3.02); and reducing job-related
tension (2.65).13

Considering interrelationships among these
reasons (Table 3), all three of the correlations
among sharing internal and external information
and co-ordinating interdependencies were
positive and significant (p<0.05). The four
motivation and attitude reasons—motivation,
job satisfaction, need to create slack and job-
related tension—were all positively and signifi-
cantly (<0.05) correlated. A factor analysis
with varimax rotation yielded similar results
(Table 4). It had two factors with Eigenvalues
greater than one and explained 64.6% of the

127 correlation matrix of all of the measured variables is available from the authors.

13A one-way repeated-measures MANOVA with pairwise-Bonferroni contrasts was used to test for differences between the
means of the seven forced-choice reasons. Overall, the seven means were significantly different (F=154, p<0.001). Based on
the contrasts, these means can be partitioned into three groups (the overall alpha of 0.05 was equally divided among the 21
contrasts). The first group consisted of the two reasons which had the highest means—sharing external information (5.27)
and co-ordinating interdependence (5.15). These two means were not significantly different (9<0.05) and they were sig-
nificantly higher than the means of the other five reasons (p<0.05). The middle group consisted of three reasons whose
means were about four—increasing motivation (4.22). sharing internal information (3.93) and increasing job satisfaction
(3.80). These three means were not significantly different (p<0.05). The third group consisted of reducing the need to
create slack (3.02) and reducing job-related tension (2.65). These two means were not significantly different (p<0.05) and
they were significantly lower than the other five means (#<0.05).
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TABLE 2. Descriptive statistics (N=60)

Variable Theoretical Actual Mean Standard Cronbach
range range deviation alpha
Environmental and organizational characteristics
Environmental Uncertainty 1-7 2.33-6.42 4.87 1.10 0.60
Task Uncertainty 1-7 1.20-4.20 2.69 0.74 0.73
Information Asymmetry 1-7 2.40-7.00 4.85 1.16 0.80
Task Interdependence 0-100 0-100 69.33 30.09 NA.
Forced-choice reasons
Share External Information 1-7 1-7 5.27 1.36 NA.
Co-ordinate Interdependencies 1-7 1-7 5.15 1.61 N.A.
Increase Motivation 1-7 1-7 4.22 1.78 N.A.
Share Internal Information 1-7 1-7 393 1.73 N.A.
Increase Job Satisfaction 1-7 1-7 3.80 1.82 N.A.
Reduce Need to Create Slack 1-7 1-7 3.02 1.75 N.A.
Reduce Job-related Tension 1-7 1-7 2.65 1.65 NA.
Open-ended reasons
Planning and Goal Setting 0-1 0-1 0.25 0.44 N.A.
Responsible for Budget Performance 0-1 0-1 0.20 0.40 N.A.
Superior-Subordinate Information Asymmetry 0-1 0-1 0.20 0.40 NA.
Organizational Policy 0-1 0-1 0.17 0.38 NA.
Performance Measurement and Control 0-1 0-1 0.13 0.34 N.A.
Communication 0-1 0-1 0.13 0.34 N.A.

variance.'? Sharing external and internal infor-
mation and co-ordinating interdependence loaded
on the same factor (factor loadings > 0.6), and
motivation, satisfaction, reduce slack and job-
related-tension loaded on the other factor (fac-
tor loadings > 0.6).

Two of the 14 predicted -correlations
between the forced-choice reasons for partici-
pative budgeting and the antecedents were sig-
nificant (»<0.05): co-ordinating interdependence
with task interdependence (r=0.27) and
increasing motivation with task uncertainty
(r=0.25). These results indicated that participa-
tive budgeting was used for co-ordinating inter-
dependence when there was higher task
interdependence and for motivating a subordi-
nate when task uncertainty was higher.

Open-ended results
The coding of the open-ended reasons was a
three-step process. First, based on an analysis of

the 67 reasons provided by the respondents, a
classification scheme was inductively devel-
oped by the authors. Second, the authors
repeatedly classified the responses and refined
the boundaries and number of categories until
there was complete agreement between them.
Third, using the final classification scheme,
another person who was unaware of the
purpose of the research classified the respon-
ses. Ninety-four percent of the codings of the
authors and the other person were identical.’®

The coding of the open-ended measure of
reasons why the respondents participated in
developing or setting their own operating bud-
gets resulted in six categories of reasons
(Table 2). Selected examples of reasons classi-
fied into each category are in Appendix B.
These reasons were coded as 1 if present and O
if absent. Listed by decreasing order of their
means (Table 2), these categories were plan-
ning and goal setting (0.25); responsible for

4Qualitatively, the same result was obtained when an oblique rotation was used.

15The results reported did not qualitatively differ depending on which of these two codings were used.
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TABLE 4. Factor analysis on forcedchoice reasons for
participative budgeting

Factor 1 Factor 2
Share External Information —-0.012 0.889
Share Internal Information 0.156 0.645
Co-ordinate Interdependencies 0.161 0.763
Increase Motivation 0.663 0.271
Increase Satisfaction 0.816 0.181
Reduce Need for Slack 0.854 0.104
Reduce Job-related Tension 0.854 —0.061
Eigenvalue 294 1.59
%Variance Explained 42.0 22.6

budget performance (0.20); superior-subordi-
nate information asymmetry (0.20); organiza-
tional policy (0.17); performance measurement
and control (0.13); and communication
(0.13).16 Only 2 of the 15 correlations between
the six open-ended reasons were significant
(»<0.05) (Table 3): organizational policy with
planning and goal setting (+=—0.26) and
responsible for budget performance (—0.29).

Four of the 42 correlations between the 7
open-ended and the 6 forced-choice reasons for
participative  budgeting were  significant
(p<0.05) (Table 3): planning and goal setting
with the need to create slack (0.26) and job-
related tension (0.34); performance measure-
ment and control with motivation (0.34) and
job satisfaction (0.34). Only planning and goal
setting was significantly (»<0.05) correlated
with any of the antecedents, in this case,
environmental uncertainty (=0.35, p<0.01).
This result indicated that participative budget-
ing was used for planning and goal setting
when there was higher environmental uncer-
tainty.

DISCUSSION
This last section has two subsections: over-

view of the current research and directions for
future research.

Current research

The results have four highlights which are dis-
cussed below. First is the relative importance of
the various reasons for the existence of partici-
pative budgeting. The sample’s forced-choice
reasons for their involvement in participative
budgeting revealed that sharing information
and co-ordinating interdependence were the
most important reasons, and the four reasons
related to individual motivation and attitude
were less important. The open-ended measures
indicated that the respondents participated for
six reasons (listed in order of rated impor-
tance): planning and goal setting; responsible
for budget performance; superior-subordinate
information asymmetry; organizational policy;
performance measurement and control; and
communication.

The second noteworthy result concerns pat-
terns of relationships among the forced-choice
reasons for participative budgeting (i.e. the
reasons based on the theoretical literature). The
results indicated that there are two meta-rea-
sons for the existence of participative budget-
ing: information sharing and co-ordinating
interdependence, and individual motivation and
attitude. An implication of these results is that
researchers should delineate between models
in which participative budgeting is assumed to
be used for organizational information sharing/
co-ordination vs. for individual motivation/atti-
tude purposes. Since these two reasons operate
at different levels of aggregation (organizational
to dyad vs. individual), it may imply that differ-
ent models (i.e. sets of antecedent, indepen-
dent, dependent, moderator, intervening, and
consequent variables) are appropriate.

Third, there was lack of significant correla-
tion—both number and magnitude—between
the open-ended and the forced-choice reasons
for the use of participative budgeting. Only 4 of
the 42 correlations between the forced-choice
and open-ended reasons were significant. These
four correlations involved the forced-choice
reasons of motivation, satisfaction, slack reduc-

16Two-tailed proportions tests for dependent samples on all pairwise combinations of these six reasons indicated that there

were no significant differences (#<0.05) between these means.
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tion and job-related tension—all of which were
the less important forced-choice reasons. Curi-
ously, the two forced-choice sharing informa-
tion reasons and the open-ended information
asymmetry reason were not significantly associ-
ated. We conjecture that this lack of association
was due to the way in which these variables
were measured.

Fourth, there were not as many significant
associations as predicted between the various
reasons for the existence of participative bud-
geting and its four antecedents. Considering the
forced-choice reasons, of the 14 predicted
associations, only 2 were significant. Considering
the open-ended reasons, only planning and goal
setting was associated with any independent
variables. These results indicated the following
three important relationships between reasons
for the existence of participative budgeting and
the antecedents: participative budgeting exists for
planning and goal setting when there is envir-
onmental uncertainty; it exists for motivating
subordinates when there is task uncertainty;
and, it exists for co-ordinating interdependence
when there is task interdependence. Whether
the relatively few significant correlations was
due to measurement problems (e.g. reliance on
subjective reports, single-item measurement for
some variables, reliability of the coding of the
open-ended responses, dichotomous scaling of
the open-ended reasons), structural problems
(c.g. linear vs. nonlinear relationships, exclu-
sion of interactive relationships), or theoretical
limitations (e.g. omitted variables), is uncertain
and can only be resolved by additional research.

As with all empirical research, this study has
limitations which should be considered when
interpreting its results (Birnberg et al., 1990).
The empirical analysis was based on a small,
non-random sample of graduates of an Execu-
tive MBA program. As noted above, the results
could have been affected by variable measure-
ment and structure issues. While these limita-
tions are non-trivial but common to empirical
research, we believe that the data provided
important insights into why and under what
conditions participative budgeting exists, which
can be used to guide future research.

Future research

Since numerous studies have investigated the
effects of participative budgeting, future
research should be informed by what has been
learned from past research. Their results indi-
cated that, while participative budgeting in
some studies has been reported to have posi-
tive, direct effects on motivation, satisfaction,
attitude and performance, in most studies the
effects of participative budgeting have been
reported to depend on another variable. The
weight of the evidence in these studies is that
participative budgeting does not have direct
effects on dependent variables, instead its
effects are conditional on moderating, other
independent and intervening variables. Unfor-
tunately, the extant studies have, in piecemeal
fashion, identified numerous conditional vari-
ables and no general pattern is apparent. These
studies also do not provide direct estimates of
the sizes of these effects. In somewhat similar
contexts, however, the sizes of the effects of
participative decision making and manage-
ment have been investigated in numerous
studies. Locke and Latham (1990) and Wagner
(1994) analyzed 11 qualitative and quantitative
meta-analysis studies of the effects of partici-
pative decision making and management on
performance and satisfaction. Their analysis of
these studies indicated that the direct effect on
performance was an average correlation in the
range of 0.15-0.25, and the direct effect on
satisfaction was an average correlation of 0.08-
0.16. Their conclusion was that, while these
effects were statistically significant, they prob-
ably lacked practical significance.

The results of these meta-analyses, coupled
with the results of the prior research on parti-
cipative budgeting, has at least three implica-
tions for future research. One is that future
research might more profitably investigate
other topics than participative budgeting since
its effects are so small. That is, researchers can
find bigger problems to solve. Second, future
research should expand the definition and
improve the measurement of participative bud-
geting. Third, and related, future research could
expand the scope of investigation to include
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other variables in order to develop more com-
plete nomological networks. The latter two
implications are considered next.

Future research on participative budgeting
could expand its definition and improve its
measurement. While participation has many
definitions, dimensions and purposes in the
organizational behavior literature (Locke and
Schweiger, 1979), the accounting literature
typically adopts the notion that its purpose is
either to increase subordinate motivation or
attitude, or to share information between a
superior and a subordinate in order to improve
motivation, performance and attitudes. The
organizational behavior literature also identifies
several dimensions of participation: including
voluntary or forced (e.g. corporate policy); for-
mal or informal; direct or indirect; degree (or
form) (e.g. none, consultation, joint, self-selec-
tion); content (e.g. type of decision or budget);
vertical vs. horizontal (i.e. participation
between a superior and a subordinate vs. par-
ticipation among subordinate managers); and
individual vs. group (e.g. teams, quality circles,
etc.) (Locke & Schweiger, 1979; Lawler et al.,
1989; Wagner, 1994). Future research might try
to decompose participative budgeting into such
dimensions. For example, Becker and Green
(1962) argued for separating participative bud-
geting into content (topic of participation)
and process (the act of participating), but the
subsequent research has not investigated the
significance of their distinction. Shields and
Young (1993) suggested that a meaningful ave-
nue for future research would be to focus on
horizontal, not vertical, participative budgeting.
Their suggestion follows from organizations
shifting their structures from many vertical
layers with up-and-down flows of information,
to horizontal structures composed of self-man-
aged, cross-functional teams (e.g. activity-based
management, value chains, supplier-customer
networks) with  horizontal information
exchanges and contracts, including horizontal
budgets (i.e. budgets for various combina-
tions of these horizontal subunits).

The recognition that participative budgeting
has many definitions, dimensions and organiza-

tional contexts indicates that future research
should revise its measurement. Almost all of the
extant research has used the G-item measure
developed by Milani (1975) and 2 few studies
have supplemented it with the 1-item measure
developed by Hofstede (1967). The 6G-item
Milani instrument focuses on superior-subor-
dinate participative budgeting and includes
several aspects of participation—frequency,
involvement, influence, importance of subor-
dinate input, and the superior’s explanations
for changes—which have been shown to con-
stitute two orthogonal dimensions (Brownell,
1992b,¢). Future research should incorporate
this multidimensionality. For example, it might
develop more specific multi-item measures of
participative budgeting which correspond to its
various definitions, dimensions, and organiza-
tional contexts. Besides measuring participative
budgeting, future studies should measure why
their samples have participative budgeting to
provide a validity check on whether their
assumed theoretical reasons for participative
budgeting are the same as their sample’s beliefs
about why it exists.

The second, and related, direction for future
research is to expand the scope of investigation
by including other variables in their nomological
networks. Such networks, for example, can
include other management accounting variables
since participative budgeting usually does not
exist by itself but as an important part of a
system (set) of variables including budget
tightness, controllability filters, budget-based
performance measures, budget-based compen-
sation, and budget-based performance evalua-
tion. There is much opportunity for such
research because little is known about the
interrelationships between these variables.
When organizations have accounting- or budget-
based systems, depending on the organizational
design, their antecedents would be expected to
include environmental and task uncertainty
(including task interdependence) as well as
vertical and horizontal information asymmetries
about these uncertainties. There can be numer-
ous effects and consequences of these systems
including effects on motivation, attitudes (e.g.
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satisfaction, job-related tension, turnover inten-
tions), interpersonal relations, and perfor-
mance. It is important for research to identify
whether these effects are direct (on dependent
variables) or indirect (on consequent variables).
These nomological networks also could inciude
variables (e.g. goal clarity, goal acceptance) that
intervene between participative budgeting and
dependent variables like motivation (Locke &
Latham, 1990). Finally, since participative bud-
geting may arise in response to an organiza-
tion’s use of participative decision making and
management, future research could include
them as antecedents.

Future research also would be more valuable
if it were to provide explicit links between a
study’s nomological network and those of other
studies to facilitate the development of general
theories of participative budgeting and other
management accounting variables. Related to
this, studies could develop explicit nomological

networks in order to ensure that the assumed
relationships among the variables included are
appropriate (e.g. moderator variables are not
theoretically (or empirically) associated with
independent or dependent variables). Further,
studies could show how their networks relate
to the networks in other studies to facilitate the
linking together of these networks to develop a
comprehensive system that includes all of the
important management accounting variables as
well as their antecedents, direct (dependent
variables) and indirect (consequent variable)
effects, and any moderator and intervening
variables. For empirical studies which test such
nomological networks, reliance on structural
equation models (e.g. path analysis, LISREL) is
desirable to test measurement and structure.
We hope that these suggestions for future
research will facilitate the development and
testing of comprehensive models of manage-
ment accounting systems.
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APPENDIX B
EXAMPLES OF OPEN-ENDED RESPONSES

Planning and goal setting managers set and monitor their own

. budgets.
e To make sure there is a balance between &

the needs and the resources as deter-  Responsible for budget performance
mined by priorities that need to get

done. e [ view it as one of my key responsibilities
e To help inform managers to be accurate in and I am held up to managing the budget

setting budgets for planning of what it will by my boss.

take to provide products to market at a e I hold overall responsibility for the

given cost. department’s budget.

. . . . Performance measurement and control
Superior-subordinate information

asymmetry e It is important to set targets and measure
performance against them, evaluate the
reasons for misses and successes.

e An operating budget provides me with a
tool to achieve my objective.

o I have the greatest depth of knowledge of
my area’s needs.

e Others have less knowledge or overview
of technical considerations.

Communication

nizational poli
Organtzational policy e To make a more accurate prediction by

e It’s part of my job description. talking with project leaders and engineers.
e It’s an operating practice that department e Communicate department needs.
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