Dimensions of Budgetary Slack in an Egyptian Context

Abstract

Purpose - The purpose of this paper is to determine “how” budgetary slack is created (or not) in a real-life context, by investigating the relationships between the budget setting process and slack, and asking how budgetary, behavioural and contextual factors can affect this relationship.

Design/methodology/approach – A case study method was employed, which enabled the researchers to investigate in-depth information about the factors that affect slack creation. Nine semi-structured interviews were conducted in an Egyptian petroleum company.

Findings – We found that participation and slack are negatively related, due to the effect of several behavioural and contextual factors. Also there is a joint effect between information asymmetry and budget emphasis, and due to participation and other behavioural and contextual factors, they have no effect on the creation of budgetary slack. 

Implications - These results suggest that the relationship between participation and slack is very complex. It is affected by a heterogeneous set of budgetary, behavioural and contextual factors. The creation of budgetary slack in a real-life context depends on the interaction between these factors, and cannot be expressed in a simple relationship.

Originality/value - The main contribution of this paper is that it illustrates the effect of contextual characteristics on the budgetary slack creation process and finds two theoretical causes that have no effect in this case. A new framework is proposed to draw three dimensions of process, context and behaviour together.

Limitations - These findings cannot be generalised to the whole population, since they are based on a single organisation. More research is needed in different contexts in order to discover whether contextual factors can influence the amount of slack or not. Also further research may explore the ethical dimension of behaviour and its possible foundation in religious values and beliefs.  
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Introduction 

Budgets are “Quantitative statements, for a defined period of time, which may include planned revenues, expenses, assets, liabilities and cash flows” (CIMA, 2000 p. 51). Berry et al. (2005) state that forecasting, planning, communicating and coordinating are different functions for budgets. Thus, budgets can be used for setting the overall goals of the organization and determining how to allocate resources in an efficient way through controlling these resources, in addition to their use in evaluating the subordinates’ performance through determining the variances between the estimated and actual results. 

The human factor plays a vital role in preparing budgets, through its intervention in the budget preparation process. Despite the benefits of the human factor which is represented in the participation process, nevertheless, in some cases it has negative results. Participation is defined as “the process whereby the superior selects the form of the compensation contract and the subordinate is permitted to select a specific value for each parameter in the contract” (Young, 1985 p.830). One of the possible negative results is called “Budgetary slack”, which is defined as “the amount by which a subordinate understates his productive capability when given a chance to select a work standard against which his performance will be evaluated” (Young, 1985 p.831). Also CIMA (2000, p.51) states that budgetary slack is “the intentional overestimation of expenses and/or underestimation of revenues in the budgeting process”. Schiff and Lewin (1968) define budgetary slack as the situation in which participants intentionally overstate requirements for resources and costs into the budget, and/or intentionally understate production capabilities and revenue. 

Budgetary slack in practice is considered one of the problems that face accounting professionals and managers at different managerial levels. Yuen (2004 p. 518) states that slack “creates inefficiency and wastage”. Budgetary slack might also have positive effects on the organisation, for example, Cyert and March (1992) suggest that slack has the ability to absorb fluctuations in an uncertain environment. Also Merchant (1989) suggests that superiors may accept slack creation to encourage coordination, motivation, and innovation wit subordinates. Dunk and Perara (1997) argue that the budgetary slack creation problem depends on a heterogeneous set of variables and on complex relationships. This view is consistent with Young (1985) who stated that the relationship between participation and slack is not simple. It means that this accounting phenomenon is considered an aspect of human behaviour that is affected by complex interactions among many factors.
Actually, budgetary participation is not the only factor that can influence the creation of budgetary slack. There are several variables (which will be discussed in detail in the next section) that can affect the creation of budgetary slack. From reviewing managerial accounting literature we can conclude that many factors are involved in creation of budgetary slack. However, budgetary participation is still the most crucial factor that must be considered when exploring the budgetary slack phenomenon. Many prior studies have examined the relationship between participation and slack. Lukka (1988) concluded that a high degree of participation can provide subordinates with an opportunity to create budgetary slack. However, Cammann (1976) concluded that participation can produce a range of behaviours, including budgetary slack. Onsi (1973) argued that with participation managers are less likely to create budgetary slack.

This paper will concentrate on two other budgetary variables; information asymmetry and budget emphasis, to examine their influence on budgetary slack creation. The literature argues that there is a joint effect between information asymmetry and budget emphasis, such that they have the potential to enable slack creation in participative budgets (Dunk and Nouri, 1988). Also Biaman and Lewis (1989) argue that with high levels of information asymmetry and budget emphasis, subordinates attempt to negotiate slack budgets. Apart from these budgetary factors there are other factors that can influence the amount of slack. Dunk and Perera (1997, p. 661) conclude that “the amount of budgetary slack is dependent on the interaction between a heterogeneous set of contextual and personal factors”. Also Stevens (2002) found that ethical and reputational concerns might influence budgetary slack creation. Arguably, the nature of the budgetary slack problem and how various factors (e.g. budgetary, behavioural and contextual) can influence its creation need intensive investigation and more in-depth insights in a real-life context, in order to analyze the relationships between these various variables. 
Accordingly, the main objective of this paper is to discover how budgetary slack is created in a real-life context. The following research questions will be addressed:

1- How does the budget participation of subordinates result in creation of budgetary slack?

2. How do information asymmetry and budget emphasis influence the relationship between budgetary participation and budgetary slack?

3. How do behavioural and contextual factors influence the relationship between budgetary participation and budgetary slack?
This paper is structured as follows; the next section reviews the most relevant literature. The third section explains the research methodology adopted in this paper, including the data collection procedures and the data analysis methods employed. The fourth section presents an overview of the case context. In the fifth section, the data analysis is presented and the findings are discussed. Finally, the last section contains the conclusions, limitations, and contribution of the paper, in addition to recommendations for further research. 
Literature Review            
To summarise our understanding about budgetary slack phenomena, this section reviews the prior literature. The literature review is structured according to the research methods employed in prior studies.

 Surveys
Onsi (1973) analysed the relationship between budgetary slack and a range of managerial behaviour variables. A questionnaire was developed and 32 managers were interviewed. The study found that budgetary slack created by subordinates was due to superior pressure to attain budget and improve the profits, also positive participation could encourage subordinates to create less slack. Superior budgetary information could enable them to detect slack but not hinder it. Furthermore, a correlation between managers’ attitude toward budgets under superior control system and budgetary slack was found. However, one limitation of this research is the small sample size. Merchant (1985) examined the effect of the organisation administrative system on budgetary slack creation, through surveying 19 manufacturing electrical companies. The main finding of this research was that budgetary participation has a significant negative effect on the propensity of managers to create slack. However, there is a positive correlation between the ability to detect slack and the propensity to create budgetary slack. One of the limitations of the study was its concentration on one sector, which again precludes its findings from being more widely generalisable. Govindarajan (1986) examined the relation between participation and environmental uncertainty on performance in the decision making process, this study examined it in the budget process. Also Govindarajan suggested that environmental uncertainty might resolve the conflicts between previous study’s findings that had examined the relationship between budgetary participation and the propensity to create slack. This survey collected data from 92 centre-responsibility managers. The research found that the participants under low uncertainty feel that their participation is not effective which in turn affected their performance. 
 Experimental Research
Brownell (1981) examined the specific conditions, for example the locus of control, that affect the relation between budgetary participation and performance. He argued that using the experimental method permits statements of causation, precluded under the survey method. Brownell’s (1981) findings support the significant correlation between budgetary participation and the locus of control and performance. One of the problems of this research is that the operational definition of participation and other variables employed in the experiment can be different from the real life of the organisation, which limits generalization or the external validity of the research results. Also Young (1985) examined the effect of private information, budgetary participation, risk preferences and social pressure on budgetary slack through a laboratory experiment. A one-period experimental method was employed in this research. The findings of the research support four of the five research hypotheses stated as follows; there is a positive significant correlation between participation and creation of budgetary slack, which is inconsistent with Onsi (1973). Also, the risk-averse subordinates tend to build up more budgetary slack than the non-risk averse. A negative relationship was found between social pressure on the subordinate and the creation of budgetary slack. Moreover, the research results did not find any significant difference between the subordinates who have private information and who have not in building more slack through a participative budget. Finally, the subordinates who have information known to their superior tend to have more social pressure than the subordinates who have private information. One limitation of this study is that it used a single period experiment to test effects on budgetary slack measurement because if there is another period the subjects can estimate their performance better than in the first period, which in turn gives them a chance to create slack. Waller (1987) examined the joint effect of subordinates risk preferences (that might be risk-neutral or risk-averse) and the pay schemes (which might be slack-inducing or truth-inducing) on the creation of budgetary slack. Unlike Young (1985), this research adopts a manipulation for incentives to examine the effects of incentives in creating budgetary slack. The findings of this research showed that when a slack-inducing pay scheme was introduced both the risk-neutral and the risk-averse subjects create budgetary slack. However, when the truth-inducing scheme was introduced the budgetary slack decreased more under the risk-neutral subjects than the risk averse. Chow, Copper and Waller (1988) provided evidence from a laboratory experiment on the effect of truth-inducing pay schemes and information asymmetry on the creation of budgetary slack and performance. Unlike Young (1985), this research uses the pay scheme as an independent variable and manipulates it. Also unlike Waller (1987), this research manipulates the absence/presence of the information asymmetry in relation to the subordinates’ capability performance. This research provided empirical evidence about the effect of truth-inducing pay scheme in producing less slack than the slack-inducing pay scheme when information asymmetry was present. However, the amount of budgetary slack was the same under the two pay schemes in the absence of information asymmetry. Young, Fisher and Lindquist (1993) examined the effect of intergroup competition and intra-group cooperation on the creation of budgetary slack and worker performance in a laboratory experiment. Their work built upon studies on the determinants of budgetary slack, principally Young (1985) and Chow et al. (1988), by examining the effect of intergroup competition on workgroups rather than individuals and adopting multi-period experiment rather than single-period settings. One of the key findings of this research was the significance of correlation between the always ahead group (leading group) feedback and their propensity to build-in more budgetary slack. These groups tend to create slack as they feel they are the best and are leading in the intergroup competition. Furthermore, the results did not find a significant relationship between intra-group cooperation and either slack or performance.  Stevens (2002) studied the effect of two potential controls for opportunistic self-interest; ethics and reputation on the creation of budgetary slack, in addition to determining the effect of factors like information asymmetry and pay schemes on creation of budgetary slack. He argued that few prior studies had investigated the reasons for creating budgetary slack beyond traditional agency variables, with the exception of Young (1985), who found that greater reported social pressure is inversely related to budgetary slack. The research found that reputation and ethics are negatively related to slack creation under a slack-inducing pay scheme. In addition, there is a positive correlation between reputation and the perception of subordinates that slack is unethical. However, it is negatively associated with information asymmetry. Furthermore, there is no relation between ethical concerns and information asymmetry. These results indicated that reputation might be socially mediated, but the ethical concern may be internally mediated. One of the limitations of this study was that the high condition of information asymmetry was an unrealistic condition (that superiors know neither the production capabilities nor the budget of their subordinates). 

Davis, De Zoort and Koop (2006) examined the effect of obedience pressure from superiors on the creation of budgetary slack and evaluated whether shifting responsibility is associated with pressure–based budget decisions or not. This paper also evaluates ex-post decision justifications to explore the ethical dimension of obedience pressure-based budget decisions. This research aimed to improve understanding about the ethical and professional conflicts which result when obedience pressure leads subordinates to behave in dysfunctional ways. This research, unlike the other studies, conducted an experiment to evaluate the obedience pressure where the historical norm converts to counter-norm after a new budget policy explicitly prohibits the practice, rather than considering the ethical conflict associated with norms and counter-norms. Seventy-seven participants acted as management accountants responsible for making budget recommendations. They found that half of the participants violated the budget policy and created budgetary slack as they face obedience pressure from their subordinates. The results also indicated that the participants who added budgetary slack to their initial budget recommendations found themselves less responsible for their budget than did the participants who did not add slack. 

Field Studies 

Collins (1978) aimed to identify the effect of  experimental variables, such as personality (personal flexibility), perceived budget characteristics (accuracy, estimate certainty, controllability and participation), demographic variables (age, tenure and status) and attitude toward budget characteristics on positive and negative (budgetary slack) budget response attitudes. No significant correlation between the demographic variables and budget response attitude was found. However, there was a significant correlation between the different budget characteristics and the response attitude. Onsi (1973) found a significant positive relationship between budget pressure (emphasis) and budgetary slack. There was a positive relationship but not a significant one. Moreover, they viewed slack is dysfunctional behaviour.

Dunk and Perera (1997) investigated the effect of information asymmetry and budget emphasis on the relationship between participation and budgetary slack creation in a field study. Unlike most of the previous studies that used either an experiment or survey, this paper employed a field study exploration. The findings suggested that the relation between slack and participation is dependent on the levels of both information asymmetry and budget emphasis. Also they found that the personal and contextual factors had a moderating effect that influenced managerial behaviour. The authors of this study argued that the inconsistency in previous studies results might be due to the effect of personal factors, such as the unwillingness of subordinate to cheat and willingness to assist their superiors. These factors might affect the extent to which budget emphasis and information asymmetry influence the relation between participation and slack.
A More Critical Perspective
Hansen, Otley and Van Der Stede (2003) discussed the shortcomings of traditional budgets by examining two arguments; first, planning problems with budgets which strive to improve the budget. Second, abandoning the budget due to concerns about performance evaluation problems with budgets (the ‘beyond budgeting’ argument). The authors conclude from the practice- led studies that there is a reasonable level of concern with budgets in practice, which gives an indication for potential future research. In addition, that both of the two proposals presented stress the importance of the environmental uncertainties as a crucial factor in budget design and use.  The two proposals also identify the importance of expanding budgeting research to incorporate the middle and lower-level managers’ behaviour. They also argue the importance of rebuilding the budgeting process by using an activity-based budget methodology and a focus on budget setters’ behavioural factors that may affect the budget process.
Summary 

In figure 1, a literature map shows the chronology of papers reviewed (see Ryan et al. 2002, p. 189) and the methodologies used.

Take in Figure 1

From the prior literature discussed above it is concluded that there are many factors that can affect the creation of budgetary slack. Stevens (2002) in his experimental research examined the effect of ethical and reputational concerns on slack, and concluded that different results might be achieved due to the different context. We aim to discover their effects in the real-life context of our case study. We conclude from the prior literature that the nature of budgetary slack needs more investigation and in-depth study, through observation of these phenomena in a real-life context to analyse the casual relationships between variables. We examine the same three factors as Dunk and Perera (1997), but we adopt a less positivist stance. We examine the effect of contextual and behavioural factors on the relation between participation and slack, in addition to information asymmetry and budget emphasis. Our study is set in a different context, that of Egypt, which is one of the less developed countries. This paper will focus on a public owned organisation which may have different objectives and goals from a private organisation. Finally, the focus of this paper is a single case which enables the researchers to investigate the dimensions of budgetary slack in depth. 
Research Methodology and Research Strategy

Research Method

It is argued that a field work strategy, using case the study method, is the most appropriate for the current paper.  This strategy enables the researchers to investigate the budgetary slack phenomenon in a real-life context.  This paper aims to learn more through in-depth investigation about “How” budgetary slack is created. It is appropriate to use case study method when the research question begins with “Why” or “How” since these questions deal with operational links which should be traced overtime (Yin, 2003). When the research is focusing on contemporary phenomena in a real-life context, it is appropriate to employ case study method (Yin, 2003; and Adams et al., 2006). McKinnon (1988); Merchant and Simons (1986) state that field research studies have the ability to provide a depth of evidence for a particular context through on-site interviews and discussion. Consistently, Yin (1994) states that case study research aim to address complex relationships that cannot be easily illustrated through a simple causal model or statistical tests. Ferreira and Merchant (1992) argue that field research has the ability to study ambiguity issues that might cause serious response biases under a survey approach or that require analysis of unpublished data. Budgetary slack had been considered one of the unsolved problems (Horngren, 1982).

As the budgetary slack phenomenon cannot be analysed through publicly available information, it needs more in-depth real-life information in order to be analysed. Moreover, Case study can use multiple qualitative methods, including observation, to collect data which enables the researcher to learn more about the process than using other techniques such as surveys (Hartley, 1995). 
From this discussion, it seems that case study is the most appropriate method for this paper. However, there are some threats facing case study method. Case study methods lack the ability to provide a sound basis for generalisation (Ferreira and Merchant, 1992; Moll et al., 2006 and Adams et al., 2006). As the purpose of this paper is not to generalise its findings, rather to learn more about “How” budgetary slack is created and the nature of the relation between slack and budgetary participation. The results of this case study cannot be generalised for all Egyptian companies, as this case applies to a specific sector and a specific ownership structure. Glaser and Strauss (1967) argue that it is not necessary to achieve generalisation, rather it is crucial to achieve clarity in explaining what happens within the particular.
Also researcher bias is considered another threat that faces case study research (Adams et al., 2006). The researchers were keen to minimise bias by neither using leading questions nor imposing their opinion on the participants, though complete lack of bias is not normally possible. Other important limitations facing case studies are their relevance and reliability. Cunningham (1992); Keating (1995); McKinnon (1988); Silverman (1985); and Yin (1994) argue that strategies should be adopted to enhance both reliability and validity in case study research. These strategies are; to spend adequate time in the field setting, taking of multiple observations and the development of rapport with the interviewees. These three strategies were taken on board in this study. First, up to 90 minutes were allowed for each interview, to allow reasonable time to address the research questions. Second, the researchers sought to take multiple observations through the different managerial levels interviewed; this revealed quite a consistent outcome across participants’ responses. Third, to enhance rapport, the interviewer conducted a telephone call with most of the interviewees prior to interview to discuss the arrangements for the face to face meeting.   
Data Collection
Our research design used semi-structured interviews, designed to maximise internal validity (Silverman, 1985). There was no attempt to review any documentary evidence for the company because checking these records was not likely to reveal whether slack was incorporated or not. The researchers used a common set of pre-determined questions (see Appendix A) as guidance for conducting the interviews. These questions cover four main themes; budgetary participation, information asymmetry, budget emphasis and propensity to create slack. These initial questions were employed in many prior studies, which helps to ensure their reliability (see Onsi, 1973; and Govindarajan 1986). The interviews conducted were face-to-face semi-structured interviews which yield data in quantity more quickly (Marshall and Rossman, 2006).

The interviews were all conducted by one of the researchers, who sought to establish his credibility and earn interviewees’ trust through preparing the ground for the interview. The interviewer got a general overview of managerial structure of the organisation by obtaining the organisation chart which facilitates determining the principal department(s). Also he “walked around” the organisation to observe how the work was being undertaken (Gillham, 2003). The interviewer spent time in looking and listening to others, as an attempt to become familiar with the participants in order to gain their trust. After that, interviews were held with all parties involved in the budget setting process within their different managerial levels.
In order to remove any constraints that might prevent participants from providing truthful information, the interviewer did not use a tape-recorder, but wrote down their responses as soon as possible. Also, in an attempt to reduce participants’ social desirability bias, the purpose of the study was explained as it was not evident to them (Dunk and Perera, 1997). In order to enrich the case study, the interviewer used some prompts to gain more detailed responses about the research questions (Gillham, 2003). “Probes” were also used, e.g. “I am a little bit confused about this point” in order to let interviewees say more about a particular point, to elicit more information from them and corroborate the research notes. 

Nine interviewees representing different managerial levels in the budget setting hierarchy were interviewed. Participants’ ages ranged from 25 to 59, their experience in the organisation varied from 2 to 35 years and they had been in their positions from 2 to 7 years.  The average age of participants was 40 years, the mean of their experience in the organisation was 14 years, and they had held their position on average for 4.5 years. Sales Specialists, Sales Department Managers and Director Sales managers’ positions are considered revenue centres, so they are evaluated upon their revenue performance. While the General Manager, Chairman of Board of Directors and Budget General Manager in the parent company, positions are considered profit centres, so they are evaluated according their financial performance in both revenues and expenses. It was crucial to have managerial positions with both revenue and profit centres. Since budgetary slack can be incorporated in both revenue and expenses estimations (Schiff and Lewin, 1968). Participant profiles are presented in Table I.
	Job Title
	Code
	Age
	Years of Experience in the Organisation
	Years in Present Position
	Performance evaluated by

	Sales Specialist
	S1
	26
	3
	3
	Revenue

	Sales Specialist
	S2
	29
	4
	4
	Revenue

	Sales Specialist
	S3
	25
	2
	2
	Revenue

	Sales Specialist
	S4
	32
	7
	7
	Revenue

	Sales Department Manager
	SDM
	39
	9
	4
	Revenue

	Director Sales Manager
	DM
	45
	16
	5
	Revenue

	General Manager
	GM
	53
	23
	7
	Revenue and Expense

	Chairman B.O.D
	CHAIR
	59
	35
	3
	Revenue and Expense

	Budget General Manager (Parent Company)
	BGM
	54
	25
	7
	Revenue and Expenses


Table I- Participant Profiles

Data Analysis 
Creswell (1998) states that case study analysis should contain a detailed description of the case and its settings. In addition, Yin (1994) identifies two general analytic strategies for analysing case study data; Theoretical Proposition Framework and Case Description Framework. The first approach uses a certain proposition that represents a theoretical orientation as a guide for analysing data. The second approach develops a descriptive framework to organise the data analysis process. 

Since the objective of this paper is to explore “how” budgetary slack is created in a real-life context, there is no predicted explanation or theoretical propositions. This means that it is appropriate to develop a descriptive framework for this case. The researchers established a framework of analysis, which is illustrated in figure 2. There are three dimensions; the first is the budget process which includes budget participation, information asymmetry and budget emphasis. From the collected data it was concluded that there are three main behavioural factors, which are considered the most essential factors that might influence slack creation. Accordingly, the second dimension, Budgetary Slack Behaviour, includes: Ethics, Reputation, and Superiors’ experience. Also it is argued that there are three main contextual factors that might affect slack creation. Thus, the third dimension is the Context which includes; Industry, company’s ownership structure and the culture of the company.  
Take in Figure 2
Interviews were conducted with participants in their mother tongue, in order to learn more and discover as much information as possible about “how” budgetary slack is created. The case company is a public sector company, which also meant that permission was not given to tape-record any interviews. Thus, the researcher did not make transcripts; he recorded notes and some participants’ quotations. The researcher was very keen to translate the interviews properly to provide the same meanings. With research of this kind, the limitation of translation is necessarily accepted. However, the language skills of the interviewer are of an appropriate standard to maintain internal validity. It is a Petroleum company, and this sector is one of the strategic sectors in the country. The researcher was therefore not allowed to check or investigate any internal documents, other than the published annual reports and petroleum magazines. 

Research Site

Egyptian General Petroleum Corporation (EGPC) is considered one of the most important institutions owned by the Ministry of Petroleum in Egypt. This company is a governmental institution, and it is responsible to supervise and control the petroleum industry in Egypt. One of EGPC’s marketing companies is Cooperation Petroleum Company (CPC) which was established in 1934. CPC is considered one of the pioneer companies in marketing various petroleum, oil, chemicals and petrochemicals products. Table II summarizes the main business results for CPC in the financial year 2007/2008.

       (Amounts in Egyptian million Pound) 
	Operating Revenues
	10207,0

	Exports
	1277,8

	Net Added Value
	522,7

	Net Profit before Income Tax
	183,5

	Income Available for Distribution
	135,0


                         Source: (Ministry of Petroleum, 2008)                                                                                                                                                                                                        
                                                                       Table II- Summary of 2008 CPC’S Business Results

In fact, both CPC’s financial and market positions have improved within the last period. On the market level, CPC has a 30% share of the Egyptian petroleum market, which is considered the highest share among petroleum marketing companies in Egypt (Anonymous, 2008). On the financial level, the amount of exports, sales volume and other financial figures have improved in the last three years. Table III illustrates these improvements within the three years from 2006-2008. The researchers selected this company as a case study for more than one reason; firstly, this company is a marketing company so its budgets will contain revenue and expenses (profit centre), whereas production companies’ budgets, mainly, have only expenses. To recognise how budgetary slack is created, it is better to have both revenues and expenses figures in budgets, than have only one of them. Secondly, its ownership structure, this company is a public owned company. Actually, few researchers have investigated the budgetary slack phenomenon in public owned companies, so it is innovative to discover how this ownership structure can affect the creation of budgetary slack.

Finally, CPC is a petroleum company which produce strategic products, so it will be reasonable to discover whether the nature of the industry can influence the amount of slack or not.
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Table III - Financial Improvements From 2006-2008

Figure 3 illustrates the budget setting process hierarchy in the sales department. From this figure it can be concluded that the budget setting process starts from sales specialists who work with the sales department manager to submit the budget to the Director Sales Manager. He studies it first, then submits it to the company’s General Manager who expresses his opinion about it and then submits it to the Chairman of Board of Directors. After negotiations and participation among all these managerial levels, the budget moves to the Budgets General Manager in the parent company. 

Take in Figure 3

Interviews were conducted with all managerial levels concerned with the budget setting process. At each interview, budgetary slack and the other three themes were defined, and each interviewee was informed that the purpose of the study was to find out to what extent these three factors might influence the presence or absence of slack.          
Data Analysis and Discussion 

This section of the paper analyses in detail each dimension in the framework of analysis and shows the relationships among the factors found to influence slack creation. 

Budget Process

According to prior studies there are three budgetary variables that might affect the creation of budgetary slack: budget participation, information asymmetry and budget emphasis. In the following section the researcher analyses how our research participants viewed these relationships in relation to budgetary slack.

Participation

All interviewees agreed that without participation slack cannot be created. However, participation is not the reason for creating budgetary slack. They argued that participation can diminish or decrease the amount of slack in the operating budgets. Since participation increases subordinates’ loyalty and enhances their feelings of responsibility to set truthful or reasonable budgets, it does not create slack. S1 said, “Participation makes us feel we are the company’s owners rather than employees”. Participation reduces conflicts of interest between superiors and subordinates (Principal-Agent), which has a positive effect on reducing slack. S4 stated, “Participation directs both subordinates’ and superiors’ interest toward achieving company’s objectives”. Also participation increases the trust between superiors and subordinates, so this trust should decrease the amount of slack. S3 said, “How can I cheat someone who trusts me?”. In addition, participation succeeds in revealing subordinates’ private information through “negotiations” which plays a vital role in decreasing slack. DSM said, “Participation is crucial for the budget setting process to reveal subordinates’ private information”. In summary, participants said that participation and slack are negatively related, which means more participation leads to less slack. 
Asymmetry

There was a general agreement that information asymmetry exists but is not exploited. GM said, “There is a difference between the ability to do something and doing it”. Many constraints preclude the implementation of information asymmetry in building budgetary slack. One of them is information technology improvements which diminishes the effect of information asymmetry. The parent company BGM said, “Information technology improvement enables us to obtain any information about either our companies or competitors”. Also intensive competition reduces subordinates’ power to use their private information. S3 said, “Competition and improving the company’s market share may prevent subordinates from using information asymmetry as a source of power”. Also the CHAIR said, “Competition reduces the effect of information asymmetry to be used in building slack”. Thus, under these constraints, which will be discussed further later, information asymmetry tends to have no effect on budgetary slack creation.      
Emphasis

All participants agreed that if departmental managers attain their budget they will receive rewards and promotion. Also they will have a high grade in their Annual Performance Report (APR), which advances their career. This evaluation system has some shortcomings but it still, as the GM said, is “the most appropriate objective method”. Setting budgets is based on the actual performance attained in the previous year and recent market studies. These market studies are prepared by superiors, so subordinates cannot prepare an easily attainable budget. The parent Company BGM said, “We have reasonable information about both our company and CPC’s competitors”.  “It is an integrated system”, said SDM. This means participation reveals subordinates’ private information, which leads to setting truthful and reasonable budgets. Since all managerial levels are rewarded when they attain the budget, they will do their best to attain this “truthful” budget. Thus, budget emphasis, through participation and other factors, seems to have no effect on budgetary slack.  

Budgetary Slack Behaviour
This represents the second dimension in the framework of analysis. It was essential to recognize participants’ perceptions about budgetary slack behaviour. Interviewees were asked about their propensity to create slack through submitting a budget that could safely be attained. Sometimes managers try to protect themselves and their subordinates through setting a safely attainable budget. However, the SDM argued that this is not considered slack in its “dysfunctional meaning”; rather, it is a cushion or buffer against possible uncertainties. 
All the participants agreed that managers always set two different levels of budgets; one between themselves and their superiors and another one between themselves and their subordinates. SDM explains why managers set two budgets; because from his experience with Egyptian employees, if a manager wants to achieve L.E 100 million sales he must ask his subordinates to attain L.E 110 million; “This is our culture”. All the participants confirmed that “This is not slack” rather than a means of motivation to attain at least the budget. Sometimes slack is considered acceptable by top management, especially in good business times. The CHAIR stated that slack from an academic point of view may be a bad thing or a dysfunctional behaviour. However, from the business perspective, sometimes in times of good business, it can be considered as a good thing and can be acceptable if “it is within the allowed range and does not conflict with the company’s objectives and ambitions, also it must be as little as possible”. Most of the participants argued that the three behavioral or personal factors; Superiors’ experience, Ethics and Reputation can exacerbate or diminish the amount of budgetary slack. These three characteristics have potential effect on the amount of slack, and on the budgetary factors as well. The next sections will discuss each of those factors.

Superiors’ Experience

As mentioned before, the average duration of participants’ experience in the organization was 14 years. Table IV summarises participants’ comments on superiors’ experience. 

	Research Participants
	Superiors’ Experience

	S2
	“Superiors’ experience precludes or diminishes use of subordinates’ private information as a source of power”

	SDM
	“Top management (Chairman of B.O.D) experience prevents that.”

	GM
	“Superiors experience decreases subordinates’ propensity to create budgetary slack”

	BGM
	“More than 25 years in setting budgets.”


Table IV- Participants’ comments on Superiors’ Experience

Superiors’ experience also affects the negotiation process with subordinates. If a superior changes any aspect in the budget he/she must justify it, and subordinates must be convinced about any change. S4 said everyone “must be satisfied with the final budget”. However, sometimes superiors revise managers’ budgets but they must state their reasons for any change to convince managers.  Subordinates might receive thanks, gratitude and rewards even if they do not attain their budget. This, definitely, depends on superiors’ experience to understand the nature of their subordinates and how to deal with them. Ultimately, this will reduce or eliminate subordinates’ propensity to create slack.   
Reputation

Most interviewees argued that their reputation precludes them from engaging in such dysfunctional behaviour. Table V illustrates their comments on reputation.

	Research Participants
	Reputation

	BGM
	“They respect their employment history”

	GM
	“Reputation may prevent that”

	DSM
	“They will lose their reputation”

	CHAIR
	“Employee history is considered in their evaluation”


  Table V- Participants’ Comments on Reputation

GM said, “Reputation may prevent that”, because reputation is very important for every employee within different managerial levels. Thus, any employee seeks to build a strong reputation, so they cannot risk their reputation by creating slack in their budgets. BGM said, “They respect their employment history”. The CHAIR said, “Subordinates’ employment history is considered in their performance evaluation”. So top management are keen to motivate subordinates to enhance and maintain their reputation. 
Since reputation is considered in an essential aspect in subordinates’ performance evaluation, subordinates should not create slack, because they will lose their reputation if they do that, and it will affect their APR and their career, as well. DSM confirmed that, if subordinates have a propensity to create slack, “They will lose their reputation”. 
Ethics  

Ethics applies to both superiors and subordinates. Subordinates should not create budgetary slack, and superiors should not accept budgetary slack in the budgets. Most of the participants argued that their ethics precluded them from building slack in their budgets. Table VI illustrates their comments about Ethics. S3 said, “How can I cheat someone who trusts me?”, which means according to his ethics he could not create slack as a result of his participation in setting the budget. Consistently, the CHAIR confirmed that ethics is one factor that can diminish or reduce budgetary slack creation. He said, “Ethics and other factors can reduce budgetary slack”  

	Research Participants
	Ethics

	S3
	“How can I cheat someone who trusts me?”

	SDM
	“There are constraints to do that, like the departmental manager’s ethics”

	GM
	“There is a difference between the ability to do something and doing it.”

	CHAIR
	“Ethics and other factors can reduce budgetary slack”


                                                                           Table VI- Participants’ Comments on Ethics

Context
There are three main themes relating to the study’s context: the company culture, ownership structure, and the industry.

Company Culture 

Since CPC faces intensive competition in order to maximise its market share, the company’s top management will not accept any decreases in its sales volume. Consequently, top management are very keen on the budget setting process. The CHAIR said, “to be able to compete with other companies, you should first eliminate internal conflicts of interest”. He means conflicts between subordinates’ interest and superiors’ interest; they have to work together and all should have only one objective, to increase the company’s market share. Thus, when the company faces competition, its top management can use participation, negotiation or a particular reward system in order to reveal any conflicts of interest, and try to enhance the team spirit to be able to compete. Accordingly, under competition, subordinates’ propensity to create slack tends to decrease.   

Furthermore, one of the basic policies CPC follows in setting its budgets is negotiation. EGPC should negotiate and discuss all budgets’ aspects with CPC, and if EGPC revises any figure it should support this with evidence and reasonable justifications. The DSM argued that managers’ satisfaction with the budget is a crucial aspect which comes from various “negotiations”, either between top management and subordinate managers or between subsidiary company and parent company. One of the advantages of these logical negotiations is that subordinates realise that their ideas about the budget are considered, and also they must be satisfied with the final budget. In addition, it enhances the participation process which drives subordinates to reveal their private information that can be used as a power source. Thus, the nature of negotiations aims to reduce subordinates’ propensity to create budgetary slack.

Ownership Structure

One of the ownership structure themes is the “Legal” accountability, which is a crucial aspect in this company. Since this company is a public owned company, it must follow strict laws and regulations set by the Ministry of Petroleum. This ownership structure decreases the range of information variance between superiors and subordinates. The CHAIR stated that there are rules and regulations that might decrease the information asymmetry effect. One of these regulations is that each departmental manager must submit a monthly report about his/her department’s performance, discussing all aspects relating to his/her department. Through this report subordinates should reveal some of their private information. As a result, BGM stated that, even if subordinates are “still” able, after these rules, to obtain lower budget performance standards using their private information, they cannot do so because they know that their superiors have reasonable information about both them and the company. Therefore, subordinates’ private information cannot be used a power resource for them. In brief, legal accountability tends to reduce subordinates’ propensity to create budgetary slack. Also it reduces the information gap between superiors and subordinates 
Industry

The petroleum industry is considered one of the most important industries in Egypt. Accordingly, the Egyptian Government pays considerable attention to every aspect related to this industry. It needs monthly and sometimes daily information about price movements in oil, gas and other petroleum products, so transparency seems to be crucial within this sector. GM argued that, due to the nature of Petroleum sector as one of the most strategic sectors in Egypt, the company is required to disclose all material information in order to enhance transparency. Thus, all the participants argued that with transparency the amount of slack will be reduced. 

Since the petroleum industry produce strategic products, petroleum companies in Egypt must fulfill all consumers’ needs. This puts pressure on the company’s top management to achieve at least these sales figures. Through various meetings with managers and different subordinates, superiors always repeat, “We have to know that we produce strategic products”, the CHAIR, said. This pressure due to the nature of the industry reduces the subordinates’ propensity to create slack, and even if they do so, it would be as little as possible. 

In the next section, the relationships between all these factors in relation to slack will be discussed, and the key findings of the paper will be highlighted.

Discussion
Data are analysed through using a framework of analysis. This framework contains three dimensions, budget process, budgetary slack behaviour and the context. Each pattern includes more than one factor. Figure 4 illustrates the relationships between budgetary, behavioural, and contextual factors. The budget process is affected by both behavioural and contextual factors, and contextual and behavioural factors both affect each other.  Accordingly, the creation of budgetary slack is affected by the three patterns.

Take in Figure 4

It was concluded that budgetary slack in times of good business and at a reasonable level is not considered a bad thing or a dysfunctional behaviour and might be accepted by superiors. 

It was found that participation and slack are negatively related. This is consistent with Onsi (1973) who argued that with participation mangers will have less need to create slack. Also Cammann (1976) stated that participation has a potential effect in reducing a range of behaviours, including slack. However, this is contrary to other studies which stated that participation leads subordinates to create slack (see Schiff and Lewin, 1968; Brownell, 1982). Consistent with Young (1985), participants argued that participation is a necessary but not a sufficient condition to create slack and the relation between participation and slack is very complex. Many contextual and behavioural factors affect this relationship. This means that the relationship between participation and slack is negative due to the effect of other behavioural and contextual factors. 
Also there is a joint effect between information asymmetry and budget emphasis. If there is a low information asymmetry, budget emphasis, even it is high, will have no effect on creating slack. This is consistent with Chow et al. (1988); and Waller (1987) who argued that when information asymmetry is low and budget emphasis is high, subordinates will not be in a position to create slack. This means that with a low level of information asymmetry, subordinates will set a truthful budget so the budget emphasis will have no effect on slack. 
Information asymmetry level is reduced due to participation, which allows subordinate to reveal their private information about their departments, which in turn reduces the information gap between superiors and subordinates. Similarly, Baiman and Evans (1983) argued that participation-based management allows subordinates to reveal some of their private information. However, Baiman and Sivaramakrishnan (1991) stated that with participation agents (subordinates) retain some of their locally-based information, which leads to budgetary slack creation. 
Behavioural factors can prevent subordinate from using their private information in creating budgetary slack. Their reputation obligates them to communicate all their private information to their superiors. This is consistent with Stevens (2002), who states that there is a negative association between the reputation concerns and level of information asymmetry. Moreover, Superiors’ experience is another example of behavioural factors that can reduce the information gap between superiors and subordinates. Subordinates were keen to reveal all or some of their private information, when they know that their superiors had an experience, they could determine whether subordinates retained information or not.  

There are contextual factors that can reduce the level of information asymmetry. Since this company is a publicly owned company, each manager is required to submit a monthly report which covers all the important aspects in his/her department, this result in reducing information asymmetry. Also, due to the nature of the industry, transparency is essential for this sector. 
Arguably, there are other behavioural factors that prevent subordinates from using their private information to create budgetary slack. One of them is subordinates’ ethics. Most of our participants argued that their ethics prevented them from cheating their superiors. Thus, even if there was an information asymmetry, subordinates’ ethics prevented them from using it to create budgetary slack. This is consistent with Stevens (2002), who found from his laboratory experiment that there is a negative relationship between ethical concerns and slack. Also Evans et al. (2001) found that subjects often sacrifice wealth in order to make honest reports. In addition, there are contextual factors that may also prevent subordinates from using private information as a power source. Due to the ownership structure, there is legal accountability for any manager who uses his/her private information in setting a lower performance budget. 
Thus, information asymmetry and budget emphasis due to participation and other behavioural and contextual factors have no effect on the creation of budgetary slack. Furthermore, both behavioural and contextual factors could have a direct effect on budgetary slack. Also they might have indirect effects on slack, through their effects on budgetary variables which in turn will influence the slack creation process. Thus, creating budgetary slack in a real-life context is very complex and depends on a heterogeneous set of budgetary, behavioural and contextual factors. 
Conclusions
This paper attempted to answer three research questions which are; “How does the budget participation of subordinates result in creating budgetary slack?”; “How do information asymmetry and budget emphasis influence the relationship between budgetary participation and budgetary slack?” and “How do behavioural and contextual factors influence the relationship between budgetary participation and budgetary slack?”

For the first question, we found that budgetary participation has a negative effect on slack. However, participation is a necessary but not a sufficient condition to create slack and the relationship between participation and slack is very complex (Young, 1985). In a real-life context, several behavioural and contextual factors can affect the relationship between participation and slack. Consistently, Dunk and Perera (1997) stated that the relationship between participation and slack is a result of complex interactions among a heterogeneous set of factors. 
For the second question, we found that in a real life context there are behavioural and contextual factors that can affect the relation between participation and slack. Unlike much past literature, we found that neither information asymmetry nor budget emphasis have any effect on creating budgetary slack. These factors either eliminate their effects or prevent subordinates from using them as an instrument in building slack in their budgets. This is consistent with Collins (1978), who did not find a significant relationship between budget emphasis and slack, when subordinates set a budget at a reasonable level. In the present paper, it can be concluded that in a real-life context, participation and behavioural and contextual factors (e.g. subordinate ethics, legal accountability, and transparency) eliminate or prevent subordinates from using their private information. This leads subordinates to set ‘truthful’ budgets, which in turn eliminates the effect of budget emphasis on creating budgetary slack.

For the third question, we found that both contextual and behavioural factors can influence the relationship between participation and slack. Contextual and behavioural factors (e.g. legal accountability and transparency) can reduce the amount of budgetary slack indirectly. This can occur through diminishing the information gap, preventing subordinates from using their private information, and enhancing the participation process. This might lead to reducing the amount of slack. On the other hand, some behavioural and contextual factors (e.g. reputation, ethics, and competition) have the ability to reduce the amount of slack directly, through decreasing subordinates propensity to create slack.
In summary, the relationship between participation and slack is very complex. It is affected by a heterogeneous set of budgetary, behavioural and contextual factors. The creation of budgetary slack in a real-life context depends on interaction between several factors, and cannot be expressed in a simple relationship. One of the main contributions of this research is examining the effect of contextual characteristics on the budgetary slack creation process. Previously there has been a paucity of managerial accounting research that explores the role of contextual factors on slack creation. 

The findings of this paper cannot be generalised to the whole population, since it was investigated in a particular setting or context. Our findings relate to the factors that can affect budgetary slack creation, but are limited to a specific context. However, Yin (1994) argues that it is not necessary for case study research to achieve “statistical generalisation” rather than “theoretical generalisation”. This means that the main objective of the case study is to provide a sufficient explanation of the particular phenomenon (Ryan et al. 2002). 

More research is needed in different contexts, in order to discover whether our contextual factors can influence the amount of slack in a similar way. Different types of industry or ownership structures might be examined to discover their effects on the amount of slack. Also, apart from the industry; ownership structure and company’s culture, more contextual characteristics might be explored. Through conducting this study we found that ethical concerns seem to be important in determining how slack is created, so further research may explore the ethical dimension of behaviour and its foundation in religious values and beliefs.
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