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Structured Abstract

Purpose - Beyond budgeting has received an increased anodsicholarly attention in recent
years. However, because most of the publishedn@seadiscrete and unconnected, an overall
picture of what is known about beyond budgeting inatsevolved. Therefore, the purpose of
this paper is to provide an overview of the avddabsearch on beyond budgeting. In particular,
we compare conceptual papers that mostly stresdehefits of beyond budgeting with
empirical evidence on beyond budgeting implemeoratind offer ideas for future research on

beyond budgeting.



Design/methodology/approach - This paper employs systematic literature reviewhoes.
After an extensive database search and examinafioeferences/citations, 32 papers were
analysed with regard to bibliographical informatioesearch design and findings.

Findings - Although proponents of beyond budgeting have suibstantial effort into
developing and promoting this concept, numerousimrap studies demonstrate that many
organizations being investigated would still ratimeprove traditional budgeting than abandon
it completely. Our review also highlights the masnticisms of traditional budgeting,
development of management control systems undemodyudgeting and factors hindering the
implementation of beyond budgeting.

Resear ch limitations/implication - This paper suggests that further research isatked the
scaling of beyond budgeting, organizational changeter beyond budgeting and challenges
resulting from the implementation of beyond budugti

Originality/value- The paper is the first comprehensive literatekéaw on beyond budgeting.
Keywords Beyond budgeting, abandoning budgeting, removinglgbting, traditional
budgeting, budget

Paper Type Literature review

1. Introduction

In many contemporary organizations, budgeting rssmered to be an important instrument to
implement companies’ strategies and to fulfil aewidnge of further tasks (Hanssral, 2003).
Despite its widespread use, many business managdr@ractitioners have expressed their
dissatisfaction with budgeting. It is often criged for causing budget gaming and being
quickly outdated, time-consuming, costly and iniftés (e.g., Hanseet al, 2003; Hope and
Fraser, 1997; Libby and Lindsay, 2003a; Nestlal, 2003).

The most radical solution to overcoming these diaathges is Hope and Fraser’'s

(2003a) “beyond budgeting” approach. The core etgnoé this approach is abandoning



performance contracts and all the fixed targetsgbhalong with them (Hopet al, 2003). The
concept has quickly attracted the attention ofaedeers, practitioners and managers. Some
multinational companies such as Svenska Handelsibaake reported as having abandoned
budgets very successfully (Rickards, 2006).

Although beyond budgeting has enjoyed academitsi@n and is regarded one of the
most advanced management accounting instrumeetspéthod has not been widely adopted
in practice (e.g., Abogun and Fagbemi, 2011; Libhy Lindsay, 2007; Lidia, 2014; Heupel
and Schmitz, 2015). Libby and Lindsay (2010) paiuat that traditional budgeting still plays
an important role in many companies and that masisfprefer to improve their budgeting
processes rather than abandon them completelyoOte reasons that beyond budgeting is
not (yet) widespread in business organizations beaghat there is only a limited amount of
academic studies as well as insufficient empirsadience on the concept’s implementation in
practice, which might help reducing the uncertamtassociated with beyond budgeting
(Hanseret al, 2003; Rickards, 2006). Therefore, current resedoes not provide adequate
information on how to implement beyond budgeting amanage companies without budgets
(Rickards, 2006). However, we argue that the abhlilaesearch on beyond budgeting has
remained quite fragmented and unconnected and @Jgnkxcks a coherent research agenda.
This problem might contribute to practitioners being able to access research findings in a
compressed manner. To help alleviate these problaempurpose of this paper is to synthesize
the available research findings on this topic andléntify potential problems of the beyond
budgeting approach that might require further nedea

The paper proceeds as follows. In Section 2, weflgrintroduce the main tenets of
beyond budgeting and in Section 3, we disclose literature review methods. Section 4
provides the results of the literature review. Ehisdings are structured into the main points
of criticism of traditional budgeting, the implentation of beyond budgeting and challenges

that arise in the context of this implementatiam.Section 5, we identify various fruitful



avenues for further research. Section 6 concludkes gaper with its most important

implications.

2. Beyond budgeting

Although different methods have been designed tprawe traditional budgets, previous
research suggests that they are still unable tpduhdicate traditional budgeting’s weaknesses
(Hope and Fraser, 1997; Nedyal, 2003; Player, 2003). Hence, beyond budgetingobas
proposed as an alternative coherent management thatl@nables organizations to manage
performance in varying business environments (HopmkFraser, 2003a).

The beyond budgeting concept is based on the hZiples presented in Table I. The
first six principles are concerned with creatinfjexible organizational structure. Principles
seven to 12 deal with designing an adaptive manageprocess that allows performance
management to adapt better to highly competitiverenments (Hope and Fraser, 2001).

The essence of beyond budgeting is to abandortitnaali budgeting’s principleby
focusing on relative improvement rather than fixeaformance contracts and shifting from
top-down control to bottom-up empowerment. Insteddadopting rigid measures and
incentives, beyond budgeting focuses on providiogvgr to front-line teams. Thus, this
concept is deemed to allow companies to adapt gtetegies quickly to changing market
requirements. By empowering lower-level managédrs,ldeyond budgeting concept aims to
enable companies to maintain close relationshipls etistomers (De Waal, 2005; Hope and
Fraser, 2001). Hoper and Fraser (2001) furthergwephat the concept also allows companies
to attract and keep talented employees by providieallenging work environment. In this
vein, proponents of the beyond budgeting approaghest that the performance of employees
should be evaluated at the end of each year ahththavaluation should be based on the results
that employees could have achieved under the gireamstances of that period (De Waal,

2005). As targets, measures and rewards are aligithdan organization’s long-term value



rather than short-term profits, beyond budgetirmu#dhalso allow companies to focus on value

creation instead of cost reduction (De Waal, 260&pe and Fraser, 2001).

Tablel. Principles of beyond budgeting
(based on Hope and Fraser, 2001, pp. 22-23)

1. Governance

2. Performanceresponsibility

3. Delegation

4. Structure

5. Coordination

6. Leadership

7. Goal setting

8. Strategy process

9. Anticipatory management

10. Resour ce management

11. M easur ement and control

12. Motivation and rewards

Use clear values and boundaries as a basis fasnaatiot
mission statements and plans

Make managers responsible for competitive resultd, for
meeting the budget

Give people the freedom and ability to act, dowhtcol and
constrain them

Organize around the networks and processes, nctidas and
departments

Coordinate cross-company interactions through modesign
and fast information systems, not detailed actitm®ugh
budgets

Challenge and coach people, don’'t command-and-adhtm
Beat competitors, not budgets

Make the strategy process a continuous and in@ysigcess,
not a top-down annual event

Use anticipatory systems for managing strategyfarahaking
short-term corrections

Make resources available to operations when redj@ite fair
cost, don’t allocate them from the centre

Use a few key indicators to control the business.aimass of
detailed reports

Base rewards on a company and unit-level competitiv

performance, not predetermined targets

3. Review methods

To evaluate the current state of the literaturebesond budgeting, this paper applies the

systematic review methodology suggested by Trahfedl al. (2003). The first step of

systematic reviews sets out the motivation forréheew, which was presented in Section 1.

The second step of systematic reviews identifiesridevant literature. This was done by
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conducting a keyword search in various electroatablases (e.g., Emerald, ProQuest, Elsevier
ScienceDirect). Within the keyword search, artiolesre searched that contained a set of
keywords in their title, keywords or abstract.

The group of keywords should ensure that the adiglere concerned with different
aspects of beyond budgeting as summarized in ®ettioThe search phrase included the
following keywords: “beyond budgeting* OR “abandog budget*” OR “abandoning
traditional budgeting*” OR “abandoning traditionbudget*” OR “abandon budget*” OR
“without budget*” OR “replace budget*” OR “repladridgeting*” OR “replacing budget*”
OR *“absence of budget*” OR “absence budget*” ORs&ire budgeting® OR “remove
budgeting*” OR “remove budget*” OR “removing budg€R “removing budgeting* OR
“budget removal”. For this literature review, adl@evant papers available online or published
before publication up to 2016 were included inrénaew.

By using these methods, the initial research reduh 38 articles. As Tranfielet al.
(2003) suggest, those articles were scanned amdectsd depending on their fit with the
review’s topic. Consequently, six papers were elated from further analysis. For instance,
these excluded papers were written without anyreefse to scientific studies and entirely
practitioner-oriented or were published in a largguather than English. The remaining 32

articles were added to the review sample and wikibalysed in the following section.

4. Results

4.1 Article characteristics

The bibliographical information of the sample desis presented in Table Il. The articles were
published in 21 academic outlets, which can bedédiinto four larger fields: business and
management journals (11 articles), accounting jalsrifl4 articles), finance journals (four
articles) and economics journals (three articl@s)jy one paper was published before 2000 and

the number of articles studying beyond budgetirgjihereased significantly since then.



Tablell. Bibliographical sourcesof thearticlesincluded in theliteraturereview

Y ear (S)

Primary field of journal, journal title 1997 2000 2001 2003 2005 2006 2007 2008 2010 2011 2012 2013 2014 2015 2016 Total

Accounting 1 1 1 1 1 1 2 1 1 2 2 14
European Accounting Review 1 2 1 1 5
Management Accounting Research 1 1 1 3
Journal of Accounting & Organizational 1 1
Change
Cost Management 1 1
Journal of Management Accounting Research 1 1
Management Accounting Quarterly 1 1
Qualitative Research in Accounting & 2 2
Management

Business and Management 6 2 1 1 1 11
CMA Management 2 2
Measuring Business Excellence 1 1 2
Harvard Business Review 1 1
California Management Review 1 1
Investment Management and Financial 1 1
Innovations
Journal of Performance Management 1 1
International Business Research 1 1
Baltic Journal of Management 1 1
Optimize 1 1

Finance 1 1 1 1 4
Strategic Finance 1 1 2
Journal of Corporate Accounting & Finance 1 1
Financial Management 1 1

Economics 1 1 1 3
Procedia Economics and Finance 1 1 2
Management Theory & Studies for Rural 1 1
Business & Infrastructure Development

Total 1 2 1 8 3 1 1 1 1 3 3 1 3 1 2 32




Tablelll. Research design of the articlesincluded in theliteraturereview

Author (s), Year

Article Type
Empirical/ Empirical/
Quantitative  Qualitative

Conceptual

Survey

Data Collection
Database Case Study/
Interview

TimeFrame
Cross Longitud
Sectional inal

Abogun and Fagbemi (2011)
Becker (2014)

Bourmistrov and Kaarbge (2013)
De Waal (2005)

De With and Dijkman (2008)
Ekholm and Wallin (2000)
Hanseret al (2003)

Hansen (2011)

Henttu-Aho and Jarvinen (2013)
Henttu-Aho (2016)

Heupel and Schmitz (2015)
Hope and Fraser (1997)

Hope and Fraser (2000)

Hope and Fraser (2001)

Hope and Fraser (2003a)

Hope and Fraser (2003Db)

Hopeet al. (2003)

Libby and Lindsay (2003a)
Libby and Lindsay (2003b)
Libby and Lindsay (2007)

Libby and Lindsay (2010)

Lidia (2014)

Max (2005)

Neelyet al (2003)

O’Grady and Akroyd (2016)
Ostergren and Stensaker (2011)
Player (2003)

Rickards (2006)

Sandalgaard (2012)
Sandalgaard and Bukh (2014)
Vaznoniené and Std@muviené (2012)

Weber and Linder (2005)

X
X
X

X X X X X X

x

X

x

X
X

Total




TablelV. Criticisms of traditional budgeting

Cluster

Finding

Supporting Studies
Author (s), year

Conceptual Studies

Empirical Studies

The expense

Gaming behaviour

Low adaptability in
dynamic business
environments

The expenses represent a
significant disadvantage of
traditional budgeting

The expenses do not represent a
significant disadvantage of
traditional budgeting

Gaming behaviour represents a
significant disadvantage of
traditional budgeting

Gaming behaviour does not
represent a significant disadvantage
of traditional budgeting

Low adaptability in dynamic
business environments represents a
significant disadvantage of
traditional budgeting

Low adaptability in dynamic
business environments does not
represent a significant disadvantage
of traditional budgeting

Hanseret al. (2003); Hope and Fraser
(2003a); Libby and Lindsay (2003a);
Neelyet al (2003)

Hanseret al (2003); Hope and Fraser
(2003a); Libby and Lindsay (2003a);
Neelyet al (2003); Rickards (2006)

Hanseret al (2003); Hope and Fraser
(2003a); Libby and Lindsay (2003a);
Neelyet al (2003); Rickards (2006)

Sandalgaard and Bukh (2014)

Libby and Lindsay (2007, 2010);
Lidia (2014)

Libby and Lindsay (2010)

Libby and Lindsay (2007); Lidia
(2014)

Ekholm and Wallin (2000);

Sandalgaard and Bukh (2014)

Libby and Lindsay (2007, 2010);
Lidia (2014)




TablelV. Criticisms of traditional budgeting (continued)

Supporting Studies
Author (s), year

Cluster Finding Number  Conceptual Studies Empirical Studies
Misalignment with the  Misalignment with the company’s 4 Hanseret al (2003); Libby and Lindsay
company'’s strategy strategy represents a significant (2003a); Neelet al (2003); Rickards
disadvantage of traditional (2006)
budgeting
Misalignment with the company’s 3 Libby and Lindsay (2007, 2010);
strategy does not represent a Lidia (2014)
significant disadvantage of
traditional budgeting
Vertical command-and- Vertical command-and-control 5 Hanseret al (2003); Libby and Lindsay Ekholm and Wallin (2000); Lidia

control

represents a significant
disadvantage of traditional
budgeting

Vertical command-and-control does

not represent a significant
disadvantage of traditional
budgeting

(2003a); Neelet al (2003) (2014)

Libby and Lindsay (2007)
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As suggested by Tranfiekt al (2003), we provide information on the study dasig
the 32 reviewed articles in Table 1ll. Most of theicles are conceptual articles (17 articles).
Eight further articles use various qualitative-engal approaches. All seven guantitative-
empirical articles employ survey methods. On the band, this relatively small number of
empirical studies in our review sample supportstivecerns raised by Hansetal (2003) and
Rickards (2006), who bemoaned the lack of empiresgarch on beyond budgeting. However,
more recently, a series of empirical articles ogopel budgeting has been published. This
allows us to compare whether the arguments putdahlvy conceptual articles—which mostly

stress the benefits of beyond budgeting—typicadligin practice.

4.2 Criticisms of traditional budgeting

Despite the widespread use of budgets in busirrestige, a stream of the literature on beyond
budgeting suggests that traditional approachesidgdting will soon be out of date and need
to be abandoned (e.g., Hanstal, 2003; Hope and Fraser, 2003a; Libby and Lind28§3a;
Neely et al, 2003; Rickards, 2006). This section presentsesahthe most criticized
disadvantages of traditional budgeting. Simildcitdoy and Lindsay (2003a), this paper divides
those disadvantages into five clusters (see Tablethe expenses associated with budgets,
gaming behaviour, traditional budgets’ low adapgigbiin dynamic environments,
misalignment with the company’s strategy and aie@rcommand-and-control structure. We

conclude this section with a brief evaluation a teview findings in Section 4.2.6.

4.2.1 Expenses associated with budgets

Four conceptual papers suggest that budgets alastilge amount of time for uncertain
benefits. Preparing and negotiating budgets cas kbad to high costs (e.g., Hansnal,
2003; Hope and Fraser, 2003a; Libby and Lindsay)320 Neelyet al, 2003). This is

empirically supported by Sandalgaard and Bukh (20440 show that in their case company,

11



the budgeting process was very costly, which was afrthe main reasons for going beyond
budgeting. However, the results of Libby and Lindsg2007) survey study show that the
average time spent on an entire budgeting cy@deoisnd 10 weeks, whereas proponents of the
beyond budgeting approach estimate this to be leet ¥ and 15 weeks. Thus, although the
budgeting process seems to be time-consuming,ghtrmot be as time-consuming as the
conceptual beyond budgeting literature suggests gt the empirical results in Libby and

Lindsay, 2010; Lidia, 2014).

4.2.2 Gaming behaviour

Five conceptual papers suggest that due to budgstsas part of fixed performance contracts,
the attainment of budget goals is an importantesgcriterion for managerBherefore, there

Is a risk that managers will get involved in gamargl other dysfunctional behaviour to meet
the budget goals (Hansen al, 2003; Hope and Fraser, 2003a; Libby and Lind28p3a;
Neelyet al, 2003; Rickards, 2006). It is also indicated tihat optimization of an individual’s
performance may affect a company’s long-run andiesalriented development (Rickards,
2006). In their survey study of budgeting practiceorth America, Libby and Lindsay (2010)
confirm the occurrence of budgetary gaming behavand find that such behaviour is a
problem both in the United States (US) and in Canglbwever, two empirical survey studies
show that although gaming behaviour exists, somagmf such behaviour do not represent
significant disadvantages, while others (e.g., bagding) indeed come with serious downsides

(Libby and Lindsay, 2007; Lidia, 2014).

4.2.3 Low adaptability in dynamic business envirenta
Five conceptual articles claim that the traditioc@nmand-and-control management style will
soon be out of date (Hansehal, 2003; Hope and Fraser, 2003a; Libby and Lind2893a;

Neely et al, 2003; Rickards, 2006). Consequently, accordimgptoponents of beyond

12



budgeting, power and authority should be transfete employees, who are close to the
customers (Hope and Fraser, 2003a). Libby and By@®003a) argue that not only does the
use of a fixed budget in the context of dynamicitess environments result in coordination
problems and/or inefficiencies, but it also decesabtie organization’s flexibility and ability to
handle new opportunities, threats or changes itomers’ requirements. Similar results were
found in the case study by Sandalgaard and Bukb4)2@nd confirmed by the survey study
among Finnish firms by Ekholm and Wallin (2000).

In contrast to these findings, three further engpirpapers find that low adaptability in
dynamic business environments does not represeaja problem (Libby and Lindsay, 2007,
2010; Lidia, 2014). For example, Libby and Linds@p10) observe that not only have
numerous companies introduced adaptive processebeti@r cope with unpredictable
environments, but they also revised their traddlyndeveloped budgets quite frequently

during the budget period.

4.2.4 Misalignment with the company’s strategy

Four conceptual articles propose that tradition@ldeting processes may have little or no links
with long-term strategies (Hansehal, 2003; Libby and Lindsay, 2003a; Neelyal., 2003;
Rickards, 2006). Thus, Libby and Lindsay (2003dphbe view that it may be difficult for
subordinates to understand how their work is linkedhe corporate strategy. Additionally,
subordinates might be encouraged to engage in bg@gees to achieve strategic initiatives
(Hanseret al, 2003; Libby and Lindsay, 2003a). Results opppsinmese arguments are found
in the empirical studies by Libby and Lindsay (20@Q@10) and Lidia (2014), who find that

traditional budgeting processes are often explititked to strategy implementation.

13



4.2.5 Vertical command-and-control

In a conceptual paper, Libby and Lindsay (2003gpsst that firms might focus more on the
performance of functions, departments, divisiond aast reduction rather than the firm’s
overall value creation when using budgets thaecefh firm’s vertical command-and-control
culture. Additionally, two conceptual papers (Hanstal, 2003; Neelyet al, 2003) assume
that hierarchical management could intensify depamtal barriers, which could hinder
knowledge sharing between departments. Thus, irpetitive business environments, it may
be necessary to apply horizontal control that fesumn customer interests rather than vertical
control concerned with managing numbers (Libby &amttisay, 2003a). These conceptual
arguments are empirically supported by Ekholm aradliw/(2000), who find that budgeting
can lead to incremental thinking. Further, Lidi@12) shows that one of the main drawbacks
of traditional budgets in Romania is the difficultgchieving the required level of
communication, coordination and cooperation forppreng budgets. Contrary to these
findings, Libby and Lindsay (2007) report evidertieat many companies may not use annual

budgets as inflexibly as proponents of beyond btidgdelieve.

4.2.6 Evaluation of criticisms of traditional buduey

In summary, we could identify some research ofivalpoints of criticism regarding traditional
budgeting as voiced by Libby and Lindsay (2003a)thBconceptual and empirical papers
conclude that annual budgeting can be time-consyisaml expensive, can encourage gaming
behaviour, might not always be appropriate in apetitive environment, is not always aligned
with a company’s strategy and can strengthen \@rttommand-and-control. However,
empirical papers argue that while the main elemehtise criticisms are valid, these points of
criticisms do not hold in all organizations and nimeyoverstated (Libby and Lindsay, 2007,

2010; Lidia, 2014). From the available findingswewer, it seems impossible to conclude
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which types of organizations are more or less ptortbe drawbacks of traditional budgeting

approaches.

4.3 Changes to management control systems when implementing beyond budgeting

A frequent theme that emerged from the review sam@re changes to management control
systems that result from going beyond budgetinges€hchanges were organized into eight
clusters (see Table V for a summary) and will lseassed in the following subsections. We
conclude this section with a short evaluation effindings regarding changes to management

control systems when implementing beyond budgeting.
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Table V. Changes to management control systemsunder beyond budgeting

Supporting Studies
Author (s), Year

Cluster Changes Number  Conceptual Studies Empirical
Studies
Targets Stretch goals based on 9 Hanseret al (2003), Hope Bourmistrov
relative improvement and Fraser (2000, 2001, and Kaarbge
should be used instead 2003a); Hopeet al (2003); (2013),
of fixed budgets Libby and Lindsay Ostergren and
(2003b); Player (2003) Stensaker
(2011)
Fixed budget targets are 1 Sandalgaard
not replaced and Bukh
(2014)
Target setting should be 2 Ostergren and
separated from Stensaker
planning/forecasting (2012);
Henttu-Aho
and Jarvinen
(2013)
Motivation and Set rewards based on 9 Hanseret al (2003); Hope Max (2005),
rewards relative performance and Fraser (2000, 2001, O’Grady and
measuresvith hindsight 2003a, 2003b); Hopet al.  Akroyd (2016)

(2003); Libby and Lindsay
(2003b); Player (2003)

Planning and Development of 8 Hanseret al (2003), Hope Bourmistrov
forecasting corporate strategic and Fraser (2000, 2001); and Kaarbge
objectives will be Hopeet al (2003); Libby  (2013);
devolved to lower and Lindsay (2003b); O’Grady and
levels Player (2003) Akroyd (2016)
Planning focuses on 2 Hope and Fraser (2003a) Ostergren and
value creation Stensaker
(2011)
Updating forecasts 7 Hope and Fraser (2000); Bourmistrov
Hopeet al (2003); Libby  and Kaarbge
and Lindsay (2003b) (2013);
Henttu-Aho
and Jarvinen
(2013); Max
(2005);
Ostergren and
Stensaker
(2011)
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Table V. Changes to management control systemsunder beyond budgeting (continued)

Supporting Studies
Author (s), Year

Cluster Factors/Outcomes Number  Conceptual Empirical
Studies Studies

Measures and Base controls on 8 Hope and Fraser (1997, Max (2005);

controls effective governance 2000, 2001); Hopet al O’Grady and
and on a range of (2003); Libby and Lindsay Akroyd (2016)
relative performance (2003b); Player (2003)
indicators

Resources Resources available on 8 Hope and Fraser (2000, Bourmistrov
demand 2001, 2003a); Hopet al and Kaarbge

(2003); Libby and Lindsay (2013);

(2003b); Player (2003) Ostergren and
Stensaker
(2011)

Role of controllers Controller role is more 3 Henttu-Aho
strategy-focused within (2016);
beyond budgeting firms Henttu-Aho

and Jarvinen
(2013),
Ostergren and
Stensaker
(2011)

Coordination Cross-company 6 Hope and Fraser (2000, Ostergren and
coordination actions 2001); Hopeet al (2003); Stensaker

Libby and Lindsay (2011)
(2003b); Player (2003)

Organization and Employees get the 8 Hope and Fraser (2000, O’Grady and

culture freedom and capacity to 2001, 2003a); Libby and  Akroyd
act; the focus is on Lindsay (2003b); (2016);
customer satisfaction Player (2003) Ostergren and

Stensaker
(2011);

Bourmistrov
and Kaarbge
(2013)

4.3.1 Targets

Seven conceptual papers hold the view that fixegeta based on annual budgets should be

replaced by stretch goals based on relative impnev¢ (Hanseet al, 2003; Hope and Fraser,

2000, 2001, 2003a; Hopst al, 2003; Libby and Lindsay, 2003b; Player, 2003glaive

performance can be operationalized as targetsibg oseedium-term benchmarks that are either

external (e.g., from the same industry such as-tagked competitors) or internal (e.g., past

performance comparisons) (Libby and Lindsay, 2003bese performance benchmarks are
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supposed to make performance evaluation more daecaral impartial and thereby reduce
gaming behaviour and motivation issues (Hareteal, 2003). Ostergren and Stensaker (2011)
and Bourmistrov and Kaarbge (2013) observe in eogpicase studies that one of beyond
budgeting’s cornerstones is setting “ambitiousféss and focusing on value creation rather
than cost reduction. In this context, the term “dimbs” is determined by competitors and other
external factors. By doing so, targets will becamare dynamic and might be able to adapt
better to changing competitive environments.

In their empirical case study, Sandalgaard and B@ki4) note that companies that
change their management accounting system towdrelgaand budgeting concept tend to retain
fixed targets even though those targets are @#itby the beyond budgeting literature. One
reason for this behaviour is the difficulty evalngtperformance without fixed targets due to a
lack of available benchmarks (Sandalgaard and B26Gh4).

Two qualitative-empirical studies (Ostergren anénSaker, 2011; Henttu-Aho and
Jarvinen, 2013) propose that separating targebhgdtom planning plays an important role in
eliminating traditional budgeting. According to ©gjren and Stensaker (2011), such a
separation allows forecasts to be made indeperydentbudget targets. Consequently, as
evidenced by Ostergren and Stensaker (2011), memage be prevented from making
forecasts that are similar to the target and tloeeefasy to achieve, while the resources reserved

for too high, but easily achievable cost targetsoa freed up.

4.3.2 Motivation and rewards

Eight conceptual papers (Hansenal, 2003; Hope and Fraser, 2000, 2001, 2003a, 2003b;
Hopeet al, 2003; Libby and Lindsay, 2003b; Player, 2003jgast that linking rewards to
fixed targets should be turned into “rewards basedelative performance measures with
hindsight” (Hanseset al, 2003, p. 10). “Hindsight” means that targetsaatjeisted by the actual

situation during the period (Hansenal, 2003). Additionally, the beyond budgeting apptoa
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emphasizes that the development of collective mmeasand reward programs needs to involve
the whole team rather than an individual to acheeeemprehensive view and foster teamwork
and information sharing (Hansem al, 2003; Hope and Fraser, 2003b; Libby and Lindsay,
2003b).

Indeed, Max (2005) observes in an empirical mwdses study that beyond budgeting
companies tend to tie incentive compensation tosorea other than fixed targets or inflexible
budgets. Similarly, O'Grady and Akroyd’'s (2016) easompany used league tables of key
performance indicators (KPIs) to compare the nedatperformances of their branches.
Therefore, all branches in a division could evaugeir performance in comparison to both

their peers and the average performance acrosbvisen.

4.3.3 Planning and forecasting

Six conceptual papers (Hansehal, 2003; Hope and Fraser, 2000, 2001; Hepal, 2003;
Libby and Lindsay, 2003b; Player, 2003) highlighattthe development and implementation
of corporate strategic objectives will be devoltedower levels while making sure that lower-
level operations are aligned with the corporatategry. This allows decentralized managers to
take whatever action is required to meet their nmedierm targets within the agreed upon
boundaries. The responsibility of lower-level magrags to transfer the corporate strategy into
a local strategy (e.g., by selecting KPIs and dmyiel plans to achieve these goals). As argued
by beyond budgeting advocates, these KPIs andmpsaifice benchmarks enable organizations
to stretch goals and ensure that action plans @anénciously reviewed, realistic and risk-
appropriate (Hanseet al, 2003; Hope and Fraser, 2000, 2001; Hepal, 2003; Libby and
Lindsay, 2003b; Player, 2003). O’'Grady and Akroyd2)16) case study suggests that
operational planning should identify targets far tlear future as well as specify tasks that need

to be completed, but that it does not require tetgolans about how to obtain the goals.
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Furthermore, Hope and Fraser’s (2003a) concepapipargues that beyond budgeting
companies should perform continuous planning thetiges on value creation. Ostergren and
Stensaker’s (2011) findings suggest that beyondyéting can create incentives for value
creation because the planning process in such auagfocuses on controlling actions rather
than reducing costs as well as on finding relaiifAds that measure real value creation.

In addition, three conceptual papers propose hadating forecasts will allow managers
to compare medium-term goals with the actual stuagdnd give them the information they
need to adjust actions (Hope and Fraser, 2000; dbak 2003; Libby and Lindsay, 2003b).
Two conceptual papers argue that rolling forecastsmportant for identifying the necessary
changes in key estimatédope and Fraser, 2000; Libby and Lindsay, 2003b).

The qualitative-empirical studies of Bourmistrowdataarbge (2013), Henttu-Aho and
Jarvinen (2013) and Ostergren and Stensaker (Zppprt arguments proposed by Libby and
Lindsay (2003b) and indicate that the separatiotagdet setting and forecasting is a key
success factor for implementing beyond budgetingréddver, Henttu-Aho and Jarvinen’s
(2013) case suggests that rolling forecasts playmgortant role in replacing the planning
functions of traditional budgeting. On the othenthaBourmistrov and Kaarbge’s (2013) and
Ostergren and Stensaker’s (2011) findings suggestréalistic forecasts should be developed
to find the gaps between the target, plan and otsiéuation so that action planning can be
adjusted to obtain the goals or, in some extrenses;ao change the goals. Max’s (2005)
findings imply that using either forecasts overieas time periods or rolling forecasts might
be ineffective due to the amount of time they regj@nd their accuracy. Thus, Max (2005)
suggests “light touch” forecasts, which are forésassed on the key drivers of performance.
This could enable companies to achieve reasonabbige forecasts based on the empirically

observed trends of a limited number of significéains.
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4.3.4 Measures and controls

Instead of employing centralized controls, sevearahceptual beyond budgeting papers
encourage the utilization of multi-level controts strengthen effective governance, which
supports local decision-making and interferes avtign indicators move out of bounds (Hope
and Fraser, 1997, 2000, 2001; Hageal, 2003; Player, 2003). Libby and Lindsay (2003b)
argue that by using a self-regulating control apphy local managers can be equipped with
strategic, competitive and market-based informatidoreover, management performance can
be measured by leading and lagging KPIs. (Hepal, 2003; Libby and Lindsay, 2003b).
O’Grady and Akroyd’s (2016) case company evalugedormance by not only comparing
performance chronologically but also implementirggip comparisons. By doing so, both
branch managers and team members knew how wetllihbench was performing and when

corrective actions were required (O’Grady and Akid3016).

4.3.5 Role of controllers

Three empirical studies imply that the role of coli¢rs might focus more on strategic issues
rather than on controlling accounts after firmsradmn budgets (Henttu-Aho, 2016; Henttu-
Aho and Jarvinen, 2013; Ostergren and Stensakéd)2®enttu-Aho and Jarvinen (2013)
argue that controllers in beyond budgeting firmsetaver tasks that used to be fulfilled by
traditional budgeting such as planning and foraéegsT herefore, the role will require a broader
set of skills including analysis and forecastingiskin line with this notion, Henttu-Aho (2016)
states that controllers play a crucial role in rteaming a more holistic and strategic focus in

the target setting process that is otherwise ratdgpedown-driven.

4.3.6 Resources
To deal with uncertainty, threat or opportunitidse conceptual beyond budgeting literature

states that organizations need to make sure tharionanagement levels can access the
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required resources quickly (Hope and Fraser, 20001, 2003a; Hopet al., 2003; Libby and
Lindsay, 2003b; Player, 2003). Making resourcesessible on demand will eliminate the
possibility of refusing promising investment proalss Consequently, it is believed that when
any projects meet the respective criteria, from-lnanagers should not only be able to receive
the necessary resources to implement these projadtsalso be held accountable for their
actions (Libby and Lindsay, 2003b). These argumemés supported by Bourmistrov and
Kaarbge (2013) and Ostergren and Stensaker (2@hb)pbserve that the resource allocation
process in their beyond budgeting case companigsgeld in two ways. First, a given set of
criteria was used for the allocation of resour&eszond, the budgeting process changed from a
static process occurring once a year to a dynaesicurce allocation process that could occur
at any time when someone brought up an interegtmogect. Moreover, Ostergren and
Stensaker (2011) add that by securing the bestfussources for the whole organization, the
beyond budgeting approach allows organizationsperaie better in a situation of scarce

resources.

4.3.7 Coordination
Five conceptual papers highlight that instead afgusentralized coordination, cross-company
actions should be coordinated to meet customer dérftdope and Fraser, 2000, 2001; Hope
et al, 2003; Libby and Lindsay, 2003b; Player, 2008is believed that coordination between
central services and operating units allows from-ldecision-makers to access customer
information. This might encourage a corporationigual accountability and help corporations
foster customer service orientation and act inndé@grated manner to reach a common target
(Libby and Lindsay, 2003b).

Currently, only Ostergren and Stensaker (2011) eogtly support these conceptual
arguments. They conclude that beyond budgetingtipescincrease the interaction between

sub-managers, which forces cross-division manageteams to always consider where the
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invested capital will bring the greatest profitsass units, rather than focusing only on one unit
and its performance. By contrast, however, asehleurce allocation process under a beyond
budgeting philosophy emphasizes the connection dmtwthe controllers and division

managers, the division managers will have lessaobnwith the sub-department managers

(Ostergren and Stensaker, 2011).

4.3.8 Organization and culture

Several conceptual papers imply that radical deakrdtion is a requirement to apply beyond
budgeting (Hope and Fraser, 2000, 2001, 2003a;yLdtal Lindsay, 2003b; Player, 2003). It
is argued that leaders need to empower front-i@ns to make decisions to decentralize
organizations (Hope and Fraser, 2003a). Thus, graetonot only know what they can and
cannot do but also how their work is linked to thg picture—the organization’s strategic
goals. Leaders should empower people to act byigirgy them with appropriate training,
support and resource capabilities as well as an apd transparent information system.

O’Grady and Akroyd’s (2016) findings indicate thmtinch managers should be given
high levels of power and manage their branchelegswould manage their own businesses. In
other words, branch managers are not only empowegalding decision-making, but also
responsible for potential outcomes. Ostergren atshs@ker’'s (2011) findings imply that
beyond budgeting companies witness a shift in pdaéance. Top management gains power
in terms of target setting, while division managaem&ewer-level managers and employees are
empowered regarding the operationalization of treteyyic target.

Taking a different perspective, Bourmistrov and #ae (2013) indicate that beyond
budgeting helps design a new information supplyictvtiacilitates the change of decision-
makers’ mind-set and behaviour from “comfort” totreich” zones. In “stretch zones”,
decision-makers will be able to not only positivelyaluate the business situation and the

challenges in managerial work, but also utilize maanagerial information for negotiating,
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learning and having appropriate responses to clsatmy¢he internal and external business

environment.

4.3.9. Evaluation of changes to management cordystems when implementing beyond
budgeting

It was shown that organizations’ management cosyrstiems need to change regarding targets,
motivations and rewards, planning and forecastimgtivation and controls, resources,
coordination and culture. The empirical findingswiever, do not always confirm what the
conceptual beyond budgeting literature suggestsancktimes offer further research avenues.
The conceptual beyond budgeting literature sugdbstsfixed targets should be replaced by
relative performance goals. The empirical evidemtéhis is, however, mixed. Whereas some
studies confirm the implementation of such dynatargets (Ostergren and Stensaker, 2011,
Bourmistrov and Kaarbge, 2013), Sandalgaard andh B2@14) state that firms might have
difficulties evaluating performance without fixeatgets. It is therefore very important to gain
a deeper understanding of the circumstances uniiehveyond budgeting’s principles such
as relative performance evaluation can be applied.not known whether companies can go
beyond budgeting when only implementing a smallsstibof those beyond budgeting
principles. Therefore, it would also be interestiognalyse whether companies can go beyond
budgeting when they are either unable or unwilllogimplement all beyond budgeting
principles and what the effects of such a partighlementation would be. Furthermore, the
empirical evidence (Henttu-Aho, 2016; Henttu-Ahod agddrvinen, 2013; Ostergren and
Stensaker, 2011) implies that the role of contrsli@ beyond budgeting firms will become
more strategy-driven and that controllers will negqua broader skill set. Therefore, more
research on the changing requirements towards aitamr in beyond budgeting firms is

necessary.
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4.4 Comparison between beyond budgeting and budgeting alter natives

Another main point of interest concerning beyonddmting is if and how beyond budgeting is
applicable compared with other budgeting altermativiable VI includes a summary of the
main findings and shows that most of the 32 arielghin this review’s sample investigate
this issue, at least partially.

Eleven conceptual articles (De Waal, 2005; HopeFaager, 1997, 2000, 2001, 2003a,
2003b; Hopeet al, 2003; Libby and Lindsay, 2003a, 2003b; Nestlal, 2003; Player, 2003)
suggest that traditional budgeting is responsibtedf/sfunctional game playing, misalignment
with the company’s strategy, time-consuming proegsssr low adaptability to dynamic
environments. These papers suggest that orgamzasbould go beyond budgeting to
overcome these disadvantages.

Among these 11 conceptual articles, nine argue diftdrent to beyond budgeting,
amendments to traditional budgeting processes lietter budgeting) are unable to solve its
inherent problemge Waal, 2005, Hope and Fraser, 1997, 2000, 203, 2003b; Hopet
al., 2003; Neelyet al, 2003; Player, 2003). Needy al (2003) state that among five principal
approaches (value-based management, activity-das#gkting, zero-based budgeting, profit
planning, rolling budgeting and forecasting) thaport better budgeting, none of these
approaches provides a complete solution to the lgmub related to traditional budgets.
Especially the time- and effort-related disadvaesagf traditional budgeting cannot be solved
by using those approaches. Haepal (2003) and Player (2003) add that although omgditins
tend to implement strategic management accountgialy tsuch as the balanced scorecard to
shift their focus from budgets to strategy, theeetiveness of the balanced scorecard is still
constrained by annual budgets.

However, the budgeting process might be more coxthkmn the differentiation into the
above-mentioned labels such as traditional budgetimd beyond budgeting suggests. Negly

al.’s (2003)Scaniacase could be considered to be a gradual changeds beyond budgeting,
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although Neelyt al.(2003)classify the company’s processes as pure beyorngktind.Scania

has implemented a slimmed-down budgeting processstill uses high-level budget figures
for the company’s strategic planning, which is moline with the idea of abandoning budgets
altogether. However, Neeét al.(2003) report thabcaniaintended to decentralize control and
give decision-making power to its operating companwhich is in line with the “delegation

of power” principle of the beyond budgeting concdptis evidence suggests that some aspects
of the traditional budgeting process may be suitédnl a company, whereas the implementation
of other aspects of the beyond budgeting processnsficial.

In contrast to the above arguments, two conceppaglers propose that beyond
budgeting is less useful than traditional budgetamgl/or better budgeting (Hansen, 2011;
Vaznoniené and Stomwiene, 2012). Based on analytical modelling, Hansen 2@bncludes
that elements of better budgeting such as adoptitigg forecasts are to be preferred to beyond
budgeting. Vaznoniené and Stanvieré (2012) suggest that instead of implementing a beyo
budgeting approach, firms should use budgetingcldgschema to eliminate budgeting
problems, which means that firms should link atyNdased budgeting to strategic management
reflections of operational flexibility in the budge

In line with these arguments, seven quantitativgianal papers show that traditional
budgeting still has considerable benefits and ntoshpanies want to improve traditional
budgeting processes rather than abandon them (Abagd Fagbemi, 2011; De With and
Dijkman, 2008; Ekholm and Wallin, 2000; Libby andnhdlsay, 2007, 2010; Lidia, 2014,
Sandalgaard, 2012). Libby and Lindsay (2007) stetecompanies continue to use budgets for
performance evaluation and control purposes byrftnd/ays to improve their budgets. These
results can be confirmed for organizations in ott@untries such as Nigeria (Abogun and
Fagbemi, 2011), the Netherlands (De With and Dijan2008), Finland (Ekholm and Wallin,

2000), the US and Canada (Libby and Lindsay, 20R0mania (Lidia, 2015) and Denmark
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(Sandalgaard, 2012). These results are in line thighfindings of the qualitative study by
Sandalgaard and Bukh (2014).

Two conceptual articles state that neither beyoudgbting nor better budgeting or
traditional budgeting is superior to one anotherefé&f and Linder, 2005, Rickards, 2006).
Weber and Linder (2005) suggest that the effecéssrand efficiency of the methods depend
on the degree of complexity and turbulence. Wheteaitional budgeting can cope with a
high level of complexity but it is not suitable far highly turbulent environment, beyond
budgeting is effective and efficient in highly tutent environments but it cannot handle high
complexity. On the other hand, better budgetinipeated between traditional budgeting and
beyond budgeting, as it can only cope with a medievel of complexity and turbulence.
Rickards (2006) indicates that budgeting and ads@noudgeting projects have a lower
possibility of failure than beyond budgeting ondswever, if the assumption of the budget-
based coordination of activities is invalid, intuathg beyond budgeting may be necessary to
change standard operating procedures (Rickard$)200

To summarize, although proponents of beyond buxiggiut considerable effort into
developing and promoting the concept, numerous ®rapistudies demonstrate that using
traditional budgeting has some significant benefifeny organizations tend to prefer to
improve their existing budgeting process insteagamg beyond budgeting. The applicability
of beyond budgeting and other budgeting alternatilias depends on the assumptions and the

degree of complexity and turbulence.
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Table VI. Isbeyond budgeting mor e useful than other budgeting alter natives?

Supporting Studies
Author(s), Year

Outcomes Number Conceptual Empirical Studies
studies
Beyond budgeting is 11 De Waal (2005);
more useful than Hope and Fraser
traditional budgeting (1997, 2000,
2001, 2003a,
2003b); Hopeet
al. (2003); Libby
and Lindsay
(2003a, 2003by);
Neelyet al
(2003); Player
(2003)
Beyond budgeting is 9 De Waal (2005);
more useful than Hope and Fraser
better budgeting (1997, 2000,
2001, 2003a,
2003b); Hopeet
al. (2003); Neely
et al (2003);
Player (2003)
Beyond budgeting is 10 Hansen (2011); Abogun and Fagbemi (2011); De
less useful than Vaznoniené and  With and Dijkman (2008); Ekholm
traditional budgeting StonGuviené and Wallin (2000); Libby and
and/or better (2012) Lindsay (2007); Libby and Lindsay
budgeting (2010); Lidia (2014); Sandalgaard
(2012); Sandalgaard and Bukh
(2014)
There are no 2 Rickards (2006);
dominant Weber and Linder

management models

(2005)

4.5 Factorsthat hinder theimplementation of beyond budgeting

The articles were further analysed for factors thaght hinder the implementation of beyond

budgeting. As displayed in Table VII, eight suchbtéas could be identified.

(1) Two conceptual studies (Rickards, 2006; Vazeo@iand Stomgvieng 2012) and

two quantitative-empirical studies (Libby and Liagis 2010; Sandalgaard and Bukh, 2014)

imply that the beyond budgeting process is not Bgusitable for every company and

situation. Rickards (2006) argues that it is hagthgsible to abandon traditional budgeting in

the manufacturing and merchandising sectors as aoi@pwithin these sectors must prepare a

budget based on the average inventory turnoveradd aesource scarcity or overstock. In
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addition, the suitability of beyond budgeting t@amnizations of different sizes seems to be
unclear. On the one hand, Vaznoniené and "Steiene (2012) argue that implementing
beyond budgeting is more expensive than upgradiisjieg budgeting approaches, meaning
that it is only appropriate for large organizatighat have sufficient resources. On the other
hand, the research by Ostergren and Stensaker)(B@&khown a successful implementation
of beyond budgeting in medium-sized firms. In aiddif Sandalgaard and Bukh (2014)
conclude that abandoning budgets is only suitalnledmpanies that have a branch structure,
as branch structures provide internal benchmarkspé&formance evaluation. Libby and

Lindsay (2010) find that beyond budgeting can didyused in stable industries.

(2) Two conceptual papers propose that a feararigh can cause reluctance to abandon
traditional budgeting (Rickards, 2006; Heupel antrSitz, 2015). Rickards (2006) states that
managers hesitate to empower subordinates to neaigi@hs. On the other hand, subordinates
are reluctant to accept the responsibility becausg fear disappointing their supervisor.
Rickards (2006) adds that another form of feaelated to know-how. People who know how
to use the necessary budgeting tools can inspars f# inadequacy in those persons who lack
such skills. Heupel and Schmitz (2015) argue thatsiafety of comfort zones associated with
traditional budgeting leads managers to refuse Ip@siness opportunities to minimize their
risks.

(3) One conceptual paper (Rickards, 2006) indicttas difficulties managing firms
without budgets is one of the reasons why beyomigjéting is rarely implemented in practice.
This is empirically supported by Libby and Lindg@907). Rickards (2006) also claims that
the absence of budgets induces production andsatelers to be vague, which might increase
throughput times or lead to uncontrollable increasanventories. Further, abolishing budgets
can affect the ability to evaluate an organizasaredit risk, which could increase the risk of
bankruptcy (Rickards, 2006). One reason for tHeti@nship is that financial institutions need

to make sure that the companies in which they iraessproperly managed and many tools that
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help companies do so are provided by traditiondlgeting. If the companies no longer have
access to those tools, they might not be able @aoagniee proper management and therefore lose
access to financial capital.

(4) Rickards (2006) also points out that implenremtieyond budgeting may cause high
costs, as beyond budgeting companies need to carryfundamental changes to their
management processes. Vaznoniené and istoane(2012) therefore argue that it is necessary
to carefully analyse whether the benefits of gdsegyond budgeting increase the associated
costs.

(5) Hansenet al (2003) point out that the implementation of nelatperformance
evaluations can lead to difficulties for many ongations, as most organizations lack relevant
internal benchmarks. Sandalgaard and Bukh (2014pirerally support this notion by
demonstrating that one of the hindrances to thdementation of beyond budgeting in their
case firm was the lack of internal benchmarks ffgrmance evaluation.

(6) Sandalgaard and Bukh (2014) add that sharelsdldepectations of a predictable
target could also contribute to the failure of bh&ydoudgeting. This is especially true in
situations in which the income that the ownersikec&om the organization is a major part of
their total income. Therefore, it is believed thaed targets appear as the best way to ensure
that the owners’ and suppliers’ expectations wdnddnet (Sandalgaard and Bukh, 2014).

(7) Becker’s (2014) multi-case study indicates tieatnants are one reason for the “re-
emergence” of budgets in organizations that ultatydtil to abandon budgets. These remnants
(e.g., control and fixed targets) can be interglets a proxy both for the previous
institutionalization of budgets and for the diffites encountered in their deinstitutionalization.

(8) Rickards (2006) argues that beyond budgetingstils in its early stages of
development and only a small number of users atenpal candidates for successfully
implementing and benefiting from a beyond budgegipgroach. Rickards (2006) also proposes

that although proponents of beyond budgeting sugggsacing budgets with balanced

30



scorecards as the main control instrument, thisitead to some difficulties. For instance, the

use of the balanced scorecard requires that a coni@as one or more detailed strategies, which

is not always the case in reality, especially foa and medium-sized enterprises (SMES).

Table VII. Factorsthat hinder the implementation of beyond budgeting

Supporting Studies
Author (s), Year

Factors Number  Conceptual Empirical Studies
Studies
Beyond budgeting is not 4 Rickards (2006); Libby and Lindsay (2010);

equally suitable to all
companies and situation

Vaznoniené and Sandalgaard and Bukh (2014)
Stonguvienée

(2012)
Fear of change 2 Rickards (2006);
Heupel and
Schmitz (2015)
Difficulties managing without 2 Rickards (2006) Libby and Lindsay (2007)
budgets
High costs of going beyond 2 Rickards (2006);
budgeting Vaznoniené and
Stonguviené
(2012)
Lack of internal benchmarks 2 Hansstral Sandalgaard and Bukh (2014)
(2003)
Pressure by shareholders to 1 Sandalgaard and Bukh (2014)
have predictable targets
Role of remnants 1 Becker (2014)
Small number of potential 1 Rickards (2006)
users

5. Futureresear ch opportunities

Although beyond budgeting has received an increasexdint of attention in recent years, many
guestions remain unanswered. In this section, éutresearch avenues are identified and
organized into three clusters (see Table VIII):tfl scale of beyond budgeting, (2) changes in

organizations under beyond budgeting, and (3) ehg#s of going beyond budgeting.
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Table VIII. Futureresearch opportunities

Cluster Resear ch Opportunities
The scale of beyond budgeting Adaption of beyond budgeting in various sectors
such as manufacturing and IT
- Beyond budgeting in companies of different sizes
- Implementation of beyond budgeting in emerging
countries
- Beyond budgeting in differing business strategy
contexts
- The conditions under which relative and subjective
performance can work most effectively as one pillar
of beyond budgeting
- Implementing only a subset of beyond budgeting
principles
- Importance of employees’ nheeds and their
acceptance of beyond budgeting for the successful
implementation of the concept
Changes in organizations under beyond - The changes in communication between
budgeting organizations and stakeholders, creditors andgatin
agencies without the availability of detailed buidge
- The effect of new management control systems on
the mind-sets of managers and controllers
- Possibility of employing a subset of the beyond
budgeting concept instead of applying all beyond
budgeting principles
- Performance effects of going beyond budgeting
Challenges of going beyond budgeting Risks and cost of implementing beyond budgeting
- Lessons learned from unsuccessful attempts to
implement beyond budgeting
- Difficulties managing and controlling without
detailed budgets
- Long-term usage of beyond budgeting

5.1 The scale of beyond budgeting

Apart from the financial services industry, steelustry, forest industry and energy industry,
there is still a lack of research on implementiydnd budgeting in other industries (e.g.,
manufacturing or information technology companies) well as in SMEs. Furthermore,
numerous articles have analysed the successfuémmgsitation of going beyond budgeting in
European and North American companies. Yet, listlknown about the findings’ applicability

in non-Western countries such as Asian and Middkaétn countries. Research on the adoption
of beyond budgeting in various industries, in SMiEsl in emerging countries, however, is
warranted since the literature has shown that ingsector (Messner, 2016), small firm size

(Lavia Lopez and Hiebl, 2015) and emerging-counsettings (Hopperet al, 2009)
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significantly affect the design and applicabilit management accounting practices. In line
with these notions, meta-analytical evidence hasvehthat contextual factors are important
for the success of the chosen budgeting procestud3e2015). Van der Stede (2001) explicitly
names corporate diversity and business strategyraextual factors that play an important role
in the budgeting process.

Despite the importance of contextual factors foe tuitability of management
accounting practices in general and budgeting gsEin particular, we still know very little
about their impact on the beyond budgeting prod&gisough it was previously pointed out by
Rickards (2006) that manufacturing and merchangisiompanies are not suitable for the
implementation of beyond budgeting, no empiricatlemce supports this argument. Even more
so, we have little empirical evidence regardingghiability of beyond budgeting for specific
sectors in general. Althou@venska Handelsbankesoften portrayed as a successful example
of beyond budgeting implementation in the finangaktor (e.g., De Waal, 2005), other
organizations from this sector have struggled withimplementation of beyond budgeting and
decided to return to a more traditional budgetingcpss (Becker, 2014). Such contradictory
results were also found for companies in the eneagyor (e.g., Becker, 2014; Bourmistrov
and Kaarbge, 2013). Additionally, Vaznoniené andn3tiviene (2012) state that beyond
budgeting is only suitable for larger companies.wigeer, beyond budgeting has been
successfully implemented in both medium-sized (@sém and Stensaker, 2011) and rather
large companies (e.g., Becker, 2014; Bourmistray ldaarbge, 2013). Until now, there has
been no research on the implementation of beyodddding in small firms.

Whereas previous research has not (yet) confirrhatlfirm size or industry sectors
represent relevant contextual factors for beyondigkting’s success, internal factors such as
reacting to employees’ needs might be a key sudaets. Going beyond budgeting is a drastic
form of organizational change. Not engaging empsy@ this change has been witnessed in

companies that failed when going beyond budgetivitgreas companies that successfully
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decided to abandon budgets intensively trained greployees (Becker, 2014). De Waahl.
(2011) argue that even companies unsatisfied \wethtriaditional budgeting process will face
technical, human and organizational barriers whgngd to change the budgeting process as
employees feel threatened or challenged by thisgdna=urther research on the circumstances
under which beyond budgeting can be successfulpfamented and what companies can do
to increase the likelihood of successful implemgaoitais thus needed.

Rickards (2006) also indicates that although thgo@se of the beyond budgeting
concept is to solve the problems associated wabittonal budgeting, there is a lack of
evidence on the degree to which beyond budgetingfaél this purpose. For instance, as
argued by Hanseet al. (2003), numerous papers discuss the benefitsiamdtions of using
relative and subjective performance evaluatiorgs (@anakiramaaet al, 1992). However, very
few empirical studies analyse the conditions undach relative and subjective performance
evaluations can work most effectively (Hanstral, 2003). Thus, a deeper understanding of
the applicability of some of beyond budgeting’$gs8 such as relative performance evaluations
will make it easier for organizations to judge wiertthey can adhere to such pillars and thus
whether the consideration of going beyond budgesimegarranted in the first place. Conversely,
it might also be the case that organizations ayremthering to certain beyond budgeting
principles might be better equipped to fully go teegf budgets. For example, it might be easier
for companies with a comparably high level of dategn and inclusive leadership style and
strategic processes to go beyond budgets as tlamipagional change needed is less radical
than for organizations that do not yet adhere yomyond budgeting principle. Likewise, firms
already featuring highly participative budgetinggesses might be more likely to successfully
implement beyond budgeting.

To summarize, interesting research questions osdale of beyond budgeting include:
- How do companies in various industries adopt beyondgeting? Is the beyond

budgeting process more or less suitable for cemainstry sectors?
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- How do SMEs adopt beyond budgeting?

- Is beyond budgeting more suitable for a specifisifiess strategy?

- How can beyond budgeting be applied to emerginghitgusettings? Is national
culture an important factor that influences theceissful implementation of beyond
budgeting?

- To what extent does beyond budgeting solve trathtibudgeting’s problems such
as missing relative performance evaluations? Unthéch conditions could relative
and subjective performance evaluations work effetyiin a beyond budgeting
setting?

- Towhat extent are organizations adhering to scegerd budgeting principles more
likely to (successfully) fully go beyond budgeting?

- What steps must be taken to foster employees’ taxcep of beyond budgeting?
What kind of training is needed to prepare empleyeethe changed demands after

the abandonment of budgets?

5.2 Changesin organizations under beyond budgeting

In terms of organizational changes under beyondyéting, it is argued in the conceptual
literature (e.g., Rickards, 2006) that the abseridridgets can increase a company’s liquidity
risks, as financial institutions are no longer atieevaluate the risk of beyond budgeting
companies. Similarly, Sandalgaard and Bukh’'s (2@&b$e study suggests that organizations
face huge pressure to deliver detailed budgeteettitors and owners, which are, however, not
available when applying beyond budgeting. Givendbarcity of the empirical literature on
these issues, more empirical research on how caegeould manage and communicate their
financial situation and their risk profile withodétailed budgets is needed, since such research
could help managers decrease—or at least bettesder—the likelihood of losing access to

financial capital when applying beyond budgeting.
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Bourmistrov and Kaarbge (2013) underline that bdylemdgeting research should not
only focus on changes in accounting techniquessad needs to pay attention to the necessary
changes in organizations’ mind-sets. Thus, morelietuof the requirements of beyond
budgeting regarding the mind-sets of decision-mglsrbordinates and controllers are needed.
For instance, many organizations that change thaivagement accounting system towards a
beyond budgeting concept tend to maintain fixedgetitargets (Sandalgaard and Bukh, 2014).
However, there is no agreement on whether beyodddiing requires the implementation of
all beyond budgeting principles or whether orgatiires can adopt only a subset of them
(Rickards, 2006).

Furthermore, meta-analytical evidence on tradifibndgeting processes has shown that
a high level of participation is positively linked budgetary performance (Derfuss, 2009).
However, there is no knowledge about the impactsegybnd budgeting on the performance.
Thus, a deeper understanding of these issues dwlfd organizations that intend or are
attempting to abandon traditional budgets. If emogirevidence would show that beyond
budgeting is positively associated with performaacgrowth, the acceptance of the concept
among practitioners might increase, too, especiagarding the high investments that are
likely to occur during the process of going beyddgeting.

In summary, possible research questions on orgamizd changes under beyond
budgeting include the following:

- How does risk management have to change under ddyafgeting?

- How do organizations communicate witheir stakeholders, rating agencies and

creditors without detailed budgets?

- How do new management control systems under belyoddeting affect the mind-

sets of managers/controllers?

- How will the accountability of subordinates changleen organizations carry out

beyond budgeting?
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- How far can organizations implement beyond budgetthen only adopting subsets
of the beyond budgeting principles? What are tifecef of adopting such subsets?
- What performance effects can be observed when fidesde to go beyond

budgeting?

5.3 Challenges of going beyond budgeting

As indicated above, conceptual research maintdias the high cost and uncertainty are
hindrances that lead organizations to hesitate b@n@on budgets (e.g., Rickards, 2006;
Vaznoniené and Stouviene, 2012). However, we still know little about thetwal costs that
organizations may incur and potential risks thgaaizations may face when moving towards
a beyond budgeting approach, which includes subatanganizational changes such as radical
decentralization. Furthermore, proponents of beyamdgeting have spent considerable time
and effort studying companies that have succegsiuplemented beyond budgeting (e.qg.,
Hopeet al, 2003; Player, 2003), while there is a limitadrature about companies who have
failed to abandon budgets or reintroduced budgéksis, empirically investigating the
challenges that organizations may face when goiegomd budgeting may enable
organizations, consultants and practitioners tosictan the benefits and risks of abolishing
budgets. At the same time, this review has shoahstbme organizations are unable to manage
and control without budgets (Libby and Lindsay, 20®Rickards, 2006). Nevertheless,
knowledge of what difficulties or barriers orgarinas experience in managing and controlling
without budgets and how organizations have overdbse barriers remains scarce and future
research is needed to shed more light on this.ifsuthermore, there is little knowledge about
the long-term usage of beyond budgeting. Futurearer might therefore analyse how beyond
budgeting works out in the longer-term.

In summary, interesting research questions include:
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- Which potential risks and costs do organizatioree faehen implementing beyond
budgeting?

- What lessons can be learned from organizationgdattempts to abandon budgets?

- What difficulties or barriers do organizations esi@ece in managing and controlling
without budgets? How can these be overcome?

- How does beyond budgeting work out in the long-term

6. Conclusions

This paper aimed to provide an overview and a gsgithof the existing literature on beyond
budgeting. To do so, we addressed the questiomwfrhanagement control systems change
under beyond budgeting, we compared the applitalfi beyond budgeting and budgeting
alternatives and analysed the factors that hifgeimplementation of beyond budgeting. We
conclude that although a number of conceptual amgirecal papers have criticized traditional
budgeting for being time-consuming and expensireperaging gaming behaviour, being not
suitable in competitive environments, producing tmésalignment of budgets with the
company’s strategy and strengthening vertical condvand-control cultures, several
empirical papers argue that these points of csiticare not equally true for all organizations
and/or generally overstated (Libby and Lindsay,7Z2G®10; Lidia, 2014). Nevertheless, these
Issues are present to some extent. Consequentiygvoew also shows that when implementing
a beyond budgeting approach, organizations’ manageroontrol systems must change
regarding targets, motivation and rewards, planaimgjforecasting, measures and controls, the
role of controllers, resources, coordination, antiuce. At the same time, our review reveals
that although proponents of beyond budgeting purrenous effort into developing and
promoting the beyond budgeting concept, numerogarozations have chosen to improve
budgets rather than abandon them. Our paper ayhtidhits the reasons why this may be so

and which factors may hinder the implementatiobefond budgeting. These reasons include
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the fear of change, difficulties managing withowitdgets, high costs, the lack of internal
benchmarks, the pressure to deliver payback tolieupmr owners, remnants of traditional
budgets and a small number of potential users.hBurtore, it can be stated that beyond
budgeting is not equally suitable for every compang situation.

Against the backdrop of these observations, ouevedelivers two contributions to the
literature. First, our review is the first synttesif the literature on beyond budgeting. We
highlight that the arguments brought forward in@&ptual papers on beyond budgeting do not
all hold when looking at the empirical literatute.fact, the empirical literature suggests that
many organization®nly choose to improve traditional budgeting insteadyoing beyond
budgeting, or when going beyond budgeting, somearorgtions reintroduce budgets after
some time. Thus, our review should be useful forsoitants and practitioners since we offer
synthesized knowledge on the implementation of bdymidgeting and on the challenges that
could appear within organizations that go beyondeting. Second, our paper proposes future
research opportunities on beyond budgeting, whielbalieve is desperately needed.

However, the limitations of this review paper néede considered. First, as usual in
systematic literature reviews, this review onlylirees papers that could be found in electronic
databases. Other types of sources such as bookswatesinalysed, although they might include
important contributions. Second, papers in langsagker than English were not considered
for the review, although they might contain val@almformation. Finally, although three
databases were searched for the keywords desdnlted methodology section of this paper,

there is still the risk that not all relevant papefere included in those databases.
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