ATLANTIS

PRESS

Advances in Economics, Business and Management Resear ch, volume 197

6th International Conference on Tourism, Economics, Accounting, Management, and Social Science (TEAM S 2021)

Giving the Authority to Subordinates: Does Budget
Participation Really Affect Budgetary Slack in Public
Sector?

Made Avristia Prayudi®” Nyoman Suadnyana Pasek? | Gede Agus Pertama

Yudantara?

! Doctoral Program in Accounting, Universitas Brawijaya, Malang, Indonesia
2 Department of Economics and Accounting, Universitas Pendidikan Ganesha, Singaraja, Indonesia

*Corresponding author. Email: prayudi88@student.ub.ac.id

ABSTRACT

Although budget participation is acknowledged as a budgeting system that allows subordinates and superiors to create
a more realistic budget and hinder budgetary slack, it is still unclear what mechanism in this process plays the role.
This study focuses on the fairness perception of subordinates concerning the right to voice and vote in the budgeting
process. This study aims at investigating the effect of budget authority on budgetary slack in the public sector. Data
were collected by conducting an experimental study with 98 final-years undergraduate accounting students of a large
public university in Bali. Using the One-Way ANOVA test as a data analysis technique, the type of budget authority
does affect the creation of budgetary slack. The condition of superior budget authority (voice but no vote) encourages
slacker than when the subordinate holds the authority (voice and vote). The results have some implications for

organizational management policies.
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1. INTRODUCTION

1.1. Research Background

Budgetary participation is a budgeting system that
allows subordinates and superiors to be actively
involved in reviewing the budget, ratifying the budget,
and monitoring the results of budget implementation to
create a realistic budget. Through the active
participation of subordinates, the budget can be
prepared more rationally to be realized. On the other
hand, active participation from superiors is also
essential because, without it, subordinates will tend to
set a budget that is relatively easy to achieve [1]. This is
known as budgetary slack or budget slack. Budgetary
slack is defined as overstated expenses, i.e.,
intentionally overstated expenses, and understated
revenues, i.e., revenues that are intentionally
understated or underestimated performance capabilities,
i.e., performance capabilities that are deliberately
lowered [2].

Budgetary slack is an issue of ethical and moral
behavior in the form of inefficiency and ineffectiveness
of resource use, resulting in losses in the organizational
budget structure. Budget slack is believed to be more
likely to occur in public organizations due to the
characteristics of the budgeting process and its rigid
bureaucracy. It does not allow transfers between budget
posts or additional funding during the budget period.
Consequently, at the formulation stage, the management
will propose a budget that is higher than the actual need
to create an operational buffer fund.

This study focuses on the fairness perception of
subordinates concerning the right to voice and vote in
the budgeting process. This study aims at investigating
the effect of budget authority on budgetary slack in the
public sector. Perceptions of fairness were found to
direct individuals not to act fraudulently and unethically
even when there is motivation and opportunity [3], [4].
In the context of participatory budgeting, subordinates'
perceptions of justice can focus on justice in the process
(procedural justice) and justice in results (distributive
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justice) [5]. In general, when subordinates perceive
these aspects of justice as being fulfilled, the honesty
characters in themselves will also be stimulated and
underlie their decision-making [6].

The term 'voice' refers to the opportunity that a
person has to express their personal opinion in the
standard/policy setting process [5]. Someone perceives
that there is fairness in the process when the voice
aspect is fulfilled. Meanwhile, 'vote' is the right to
determine the standards/policies that are finally set. As
with voice, vote ownership is also positively related to
perceptions of fairness in the process.

Budget authority refers to a binary option to
approve/reject a budget proposal without the ability to
make a counteroffer to the proposed proposal [7]. In a
participatory budgeting scheme, budgetary authority can
be owned by either superiors or subordinates. The
existence of budgetary authority in superiors represents
the little voice of subordinates in the budgeting process.
In contrast, being given final budget authority
(subordinate authority) can reflect vote ownership for
subordinates. Ref [5] argues that a vote demonstrates a
higher level of control-over-process than voice, so vote
ownership will also give a higher perception of fairness.
Thus, subordinates who perceive that justice has been
fulfilled in the budgeting process will make decisions
more honestly [6] and, in the end, avoid creating budget
slack.

Also, when the subordinate has the final authority to
set the budget, the superior cannot reject the budget
proposal given by the subordinate. This mechanism will
trigger subordinates to frame the budgeting process as
an ethical dilemma that can stimulate the emergence of
honesty motivation or other non-financial motivations in
subordinates [8]. Thus, the potential for budget slack
will be minimized. On the other hand, subordinates will
frame the budgeting process as a strategic interaction
when superiors have budgetary authority. Each party,
both superiors, and subordinates behaves in their
interests. The motivation for honesty or other non-
financial incentives in subordinates, therefore, will also
be eroded, giving rise to the potential for creating higher
budget slack. Thus, the hypothesis in this study is stated
as follows:

Hi: Budgetary slack is more commonly found in
subjects who are in a condition of superior
authority than in subjects who are in a subordinate
authority

2. METHOD

Data were collected by conducting an experimental
study with 88 final-years undergraduate accounting
students of a large public university in Bali. The
manipulated factor (independent variable) is budgetary
authority (authority to superiors (KA) versus authority
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to subordinates (KB). The data obtained in this study
were analyzed using the statistical technique One-Way
Analysis of Variance (ANOVA) in order to determine
the difference in the mean values in two sample groups

[9].

The variable of budgetary authority is conditioned
into two categories, namely the type of budgetary
authority to superiors and the type of budgetary
authority to subordinates. In the condition of the
supervisor's type of authority, the amount of the final
proposed budget will be reviewed by the superior and
the amount actually reported to the Head of the UPT is
fully under the authority of the superior. Meanwhile,
under the conditions of the type of subordinate
authority, the amount of the final proposed budget will
not be reviewed by superiors and the amount actually
reported to the Head of the UPT is fully under the
authority of the subordinates. The budgetary slack is
measured based on the amount of budget slack value
created, namely the difference between the initial
proposed budget value and the final budget value
proposed by the participants.

The experimental task used in general adapts Davis
etal [10] with adjustments to grammatical aspects,
context of cases in the organizational environment in
Indonesia and the translation of several case narratives
into the form of real treatment to participants. In
general, participants are conditioned in setting a role as
finance staff of a division within the technical
implementing unit (UPT) organization that plays a
central role in a university. Participants are assigned the
task of submitting an operational cost budget for the
next one-year period. There is a general policy from the
Head of UPT that related to the condition of the
university's budget which is being tightened, the amount
of the budget proposed by all divisions in UPT is made
as accurate as possible, namely the amount of the
budget should describe the amount of expenditure that
can be achieved by each division in the coming year.

Participants were then given historical data on the
comparison of the division's realization and budget for
the last four years (2016-2019) with an average
efficiency trend (budget and realization) of 10%.
Participants were also given hypothetical financial data
in the form of estimated costs that are predicted to be
real in 2021, which are IDR 45,000,000.00. Based on
this data, participants were instructed to submit the
budget amount online through a computerized budget
submission application.

3. RESULTS AND DISCUSSION

3.1. Descriptive  Statistical
Participant Demographics

Analysis  of

Of the 98 participants, 54 (65.31%) were female and
44 (34.69%) were male. The average age of the
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participants was 20.77 years with an age distribution of
20 years as many as 38 people (38.77%); age 21 years
as many as 45 people (45.92%) and age 22 years as
many as 15 people (15.31%).

3.2. Hypothesis Testing

The hypothesis predicts the influence of the type of
budgetary authority on the behavior of creating budget
slack, namely that budget slack behavior is more
commonly found in subjects who are in a condition of
'superior authority' compared to subjects who are in a
condition of 'subordinate authority'. The results of the
One-way ANOVA test show that the value of budget
slack in the group of participants who are in the
'superior authority' condition is greater (mean = Rp.
33,451,346.53) than in the group of participants who are
in the 'subordinates authority condition’ (mean = Rp
25,731,863.55). This difference was significant at the
significance level of p < 0.01 (F = 16.324). Thus, it can
be concluded that the hypothesis is supported by
empirical data.

3.3. Discussion

This study succeeded in finding evidence of the
role of the type of budgetary authority in determining
the behavior of budget slack by subordinates. The
granting of personal authority to subordinates
(subordinate authority) is indicated to be able to give
freedom to subordinates to submit a budget according
to their personal preferences without the need to
consider the strategic-economic consequences of
their decision. Basically, the type of subordinate
authority will indeed frame the budgeting process
into an ethical dilemma, while the type of superior
authority will direct the budgeting process as a
strategic negotiation process [8]. Budgeting that goes
through the negotiation process will allow
subordinates to decide to create budget slack [11]
because subordinates will utilize all the private
information, they have to maximize the share of
"profits" that can be obtained in the budget
negotiation process [12]. The findings of this study
are consistent with the research results of Brink et al

[7]-
4. CONCLUSION

This study aims at investigating the effect of budget
authority on budgetary slack in the public sector. It is
found that the type of budget authority does affect the
creation of budgetary slack. More specifically, the
ownership of final authority in subordinates
(subordinate authority) was found to provide sufficient
conditions to mitigate the emergence of budget slack
behavior. This implies the potential usefulness of the
budgeting mechanism that allows subordinates to
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determine the final proposed budget without an
evaluation process from and negotiation with superiors.

This study has limitations in terms of the relatively
low potential for generalization of results due to the
natural characteristics of the use of laboratory
experimental methods that favor internal validity over
external validity [13]. The selection of final year
Accounting students as a substitute and the creation of
an artificial work environment is certainly not able to
perfectly represent the real and natural conditions of the
organization's budgeting process. This study, however,
proved to be able to adequately control only certain
factors that were thought to influence the creation of
budget slack, namely the compliance pressure factor and
the type of budget authority factor. Further research can
implement field experiment research designs to obtain
more generalizable results.
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