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This study examines the role of political power on the process of
budget monitoring in the context of the fertilizer manufacturing industry in
Indonesia. The objectives of this study are: (a) to investigate the relation-
ship between budget monitoring and managerial roles, (b) to examine the
nwo-way interaction effect between budgets monitoring and politics on
managerial roles, and (3) to identify the effect of departmental power on the
two-way interaction between budgets monitoring and politics affecting
managerial roles. The sample for this study consists of four public sector
fertilizer-manufacturing enterprises in Indonesia. This study uses a ques-
tionnaire survey supplemented by structured interviews. The question-
naire, adapted from previous studies, utilizes a seven-point Likert scale.
Respondents to the questionnaire were middle managers. The results
provide substantial evidence that interaction between budget monitoring
and politics affect managerial roles; and that the departmental power plays
a significant role on such interactions.
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Introduction

Studies of budgeting are mostly rooted
in one of the three analytical frameworks
—economic, psychological, and social
theory (Shield and Shield 1998). There are
three major reasons why participants are

-eager to take part in the budget process.
Thereasons are information sharing, coor-
dinating interdependencies, and motiva-
tion. However, eventhough priorresearch-
ers have used the social theory (e.g.
Macintosh and Williams 1992; Williams
et al. 1997) but they did not view politics
as an important factor. Moreover, prior
studies on budgeting also did not use poli-
tics as one important variable on the rela-
tionship between budget monitoring and
managerial roles.

Some researchers have explained is-
sues of politics on budgeting process.
Pfeffer (1981) used politics as a contin-
gency variable in his study involving state
universities and found that political power
is a significant variable in the budget allo-
cation process. He maintains that the po-
litical activities in organizations are trig-
gered by the uncertainty factor (see also
Kreitner and Kinicki 1992; Lawrence and
Lorsch 1967; Mintzberg 1973; and Th-
ompson 1967). This argument is consis-
tent with prior budgeting studies in which
budgeting process was found to be respon-
sive toenvironmental uncertainty and task
uncertainty (e.g. Brownell and Dunk 1991;
Brownell and Hirst 1986; Govindarajan
1986; Williams et al. 1995; Williams et al.
1997). Other studies, e.g. Fernandez et al.
(1999) conclude that budget process is a
ritual of control and legitimation without
the substantive involvement of managers,
which again would suggest that it is a
political game from top management.

Empirical studies linking politics and
the budget process especially in the budget

control process are limited. Most studies
focus on budget allocation mainly in the
context of government agencies (Hack-
man 1985; Pfefferand Moore 1980; Pfeffer
and Salancik 1974; Wildavsky 1968,
1992). They found that there is a signifi-
cant positive correlation between budget
allocation and political power of the sub-
unit managers. The study is justified on
two grounds. Firstly, it extends the scope
of the enquiry to profit oriented govern-
ment owned enterprises. Secondly, to our
knowledge, it is also the first study in this
area in the context of a developing coun-

try.

Literature Review

Budget monitoring process is a key
activity in the whole budgeting process
that has been linked to managerial roles.
The theory of managerial roles states that
managers play the managerial roles in the
performance of their day-to-day activities
inordertoachieve the organization’s goals.
The process of budget monitoring is an
important activity in the implementation
of managerial roles (Macintosh and Will-
iams 1992). Prior studies have found a
positive significant relationship between
budgeting process and managerial roles
(e.g. Macintosh and Williams 1992; and
Williams et al. 1997). They indicated that
participants who participate in the budget-
ing process would obtain much informa-
tion from their superiors, subordinates,
and others and they also would communi-
cate their own information to other parties.
Macintosh and Williams (1992) and Wil-
liams et al. (1997) also revealed that trans-
fer of information during the budgeting
process would enhance the quality of leader
roles and decision roles. Hopwood (1976)
pointed cut that budget monitoring is a
medium for facilitation of the flow of
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information both horizontally and verti-
cally from superiors to subordinate- and
vice versa.

From the economic theory point of
view, a subordinate knows more about his/
her operational activity unit than his/her
superior. The budgeting process is used by
the superior to gain information from the
subordinate (Baiman and Evans 1983;
Kanodia 1993; Shield and Shield 1998).
The mechanism of budgeting within an
organization may minimize “information
asymmetry” or reduce uncertainty about
subordinate’s task and task environment
(Shield and Shield 1998). The psychology
theory views that involvement of indi-
viduals, both superiors and subordinates

in the budgeting process would have an .

implication on their value attainment, cog-
nition, and motivation (Shield and Shield
1998; Locke and Scweiger 1976; Locke
and Latham 1990). The value attainment
is theorized to affect satisfaction and mo-
rale because the activities of budget allows
a subordinate to experience self respect
and feelings of equality arising from op-
portunity to express his/her values (Shield
and Shield 1998). The mechanism of cog-
nitive process may increase the subordi-
nates’ performance through improvement
in the quality of budget targets as a result
of sharing information between subordi-
nates and superiors (Shield and Shield
1998). According to the theory of motiva-
tion, involving subordinates in the budget-
ing process may help to increase “the
subordinate’s trust, sense of control, and
ego-involvement with organization, which
then jointly cause lessresistance to change
and more acceptable of, and commitment
to, the budget decisions, in turn causing
improved performance” (Shield and Shield
1998: 59). Following the psychology
theory, an important reason for superiors’
and subordinate involvement in the bud-

geting process is to facilitate a better un-
derstanding about task and environmental
uncertainty and to reduce information
asymmetry.

From the social theory point of view,
an organization has to face the uncertain-
ties as a significant environment feature of
its external. The units would show their
differences in responding the environment
uncertainty. Therefore, the units need a
mechanism such as budget process in or-
dertointegrate and to coordinate the units’
activities for achieving the organization’s
objectives (Lawrence and Lorsch 1976;
Brownell 1982a). Some budgeting studies
have modeled the sociology theory within
the organization based on such variables:
(1) organization context(e.g. environmen-
tal uncertainty) and (2) organization struc-
ture (e.g. decentralization, functional dif-
ferentiation). The contingency theory of
the organization has been applied as the
theoretical underpinning of the prior so-
cial budgeting studies (Hopwood 1976,
Otley and Wilkinson 1988; Fisher 1995;
Macintosh and Williams 1992; Williams
etal. 1997). However, only a limited num-
ber of studies of budget control have used
political power as a variable.

From the politics point of view, the
main reason why individuals participate
and involve in the budgeting process is
eagerness to maintain and defend their
own interests on their budgets. Moreover,
individuals would have a “legitimate ba-
sis” to use the budget resources (Hopwood
1976; Pfeffer 1986). Political influence on
the budgeting process has been studied by
several researchers (e.g Covalesky and
Dirsmith 1986,1988; Hoque and Hopper
1994; Marginson 1999; and Fernandez et
al. 1999).

Some studies indicate that there is a
political influence on the budgeting pro-
cess. For examples, Marginson (1999)
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pointed out that managers appeared (o
treat budget information as one part of
information jigsaw. He said, “they did not
view such information as a control tool
either for controlling their own activities
or a mechanism of control over others
(1999:215)". Instead, they appeared to re-
flect their needs and purposes in light of
fresh information. Managers acted based
on the influence being exerted by social
(politics) rather than administrative con-
trol (budget) for monitoring subordinates
performance.

In acase study involving Delta as the
subsidiary of adivision of one of the major
North American multinational car manu-
facturers which operates in southern Spain,
Fernandez et al. (1999) also indicated that
the role of budget is a ritual of control and
legitimation without substantive involve-
ment of middle managers. They also found
that there is some politics involved in the
process of budget negotiation in involving
divisions. They said that “the budget pro-
cess took on the character of a ceremonial
activity as Delta’s managers played out a
process of negotiation with the financial
managers of the European office in order
todevelop abudgetthatdisplayeda ‘break-
even’ income even though the market for

Delta’s products remained highly prob-'

lematic (1999: 401).”

Covaleski and Dirsmith (1986) con-
ducted an extended research on budgeting
process. They investigated the relation-
ship between budgeting process and mana-
gerial roles by interviewing fifty nursing
managers (hereafter, NMs) who are re-
sponsible for budget in six hospitals. They
found that NMs have no political gain to
rely on budget when they perform control-
ling activities because they have a lack of
knowledge, skills, and information to ana-
lyze and interpret their units budget vari-
ance reports. In turn, they prefer to use

reports based on their units operation be-
cause they have astrong of knowledge and
skills to support their arguments in con-
trolling their units activities. Thus, they
have power by using those reports instead
of the budget report.

Hypotheses Development

According to Macintosh and Will-
iams (1992: 23), “the traditional perspec-
tive of management accounting systems
depicts them as an important means by
which managers carry out the traditional
functions of management —planning, or-
ganizing, coordinating, and controlling by
reference to corporate goals and strategies
in order to fulfil organizational objectives.
The annual operating budget is one impor-
tant instance of such system.” Mintzberg
(1972) developed a theory of managerial
roles, which this theory can be used to help
managers conducting their management
tasks in order to carry out the functions of
management. Managerial roles consist of
interpersonal roles —leader and liaison,
informational roles— environment moni-
tor and spokeperson, and decisional roles
—resource allocator and negotiator. For
example, a manager should strive to en-
sure that: (1) his/her unit produces goods
or services efficiently, (2) his/her unit
adapts to changes in the unit’s environ-
ment, and (3) he/she makes decisions which
are congruent with organizational goals.

A better way to employ the manage-
rial roles is through participating and in-
volving in the budgeting process
(Macintosh and Williams 1992; Williams
et al. 1997). In the process of budget con-
trol, managers would get more and better
information, and can develop information
from budget variance reports as a basis of.
controlling their activities. Managers
would also use the achievement of budget
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targets as a main indicator for evaluating
their subordinates performance and re-
wards. The relationship between budget-
ing process and managerial roles was ex-
amined by Macintosh and Williams (1992),
Mintzberg (1972), Preston (1986), and
Covaleski and Dirsmith (1986,1988). The
studies yielded conflicting results.
Macintosh and Williams (1992, see also
Williams et al. 1997) provide evidence
that there is a strong correlation between
budgeting process and managerial roles.
However, Mintzberg (1972) failed to sup-
portsuch evidence because managers were
found to be reluctant to use budget infor-
mation; they were rather searching for
more current information for decision-
making. Managers tend to develop their
own networks to collect, store, and dis-
seminate important information that helps
them perform their managerial roles. More-
over, Covaleski and Dirsmith (1986) found
that no such correlation because, accord-
ing to them, managers (nurse managers)
could gain more by use of their superior
technical knowledge rather than politick-
ing with the budget.

According to the politics theory, in-
dividuals within the organization do not
have “uniform views” consistent with the
overall organizational objectives. They do
not act to implement and to attain the
organizational interests or objectives but
they tend to act based on their operational
interests, to be taken for granted as shared
and similarity evaluated (Dian-Marie and
Morley 1991). The operational interests
among units within the organization would
vary and these variations in interests may
be caused by individuals having differ-
ences about purposes, preferences, beliefs,
and values (Hopwood 1976; Dian-Marie
and Morley 1991; Pfeffer 1981; Marginson
1999) in achieving the organizational ob-
jectives. Regarding the relationship

amongst individuals in the organization,
Dian-Marie and Morley (1991) argued
that “the political perspective emphasizes
relationship of influence and the way in
which these affect, and are affected by the
outcomes of decision making process” (p.
61). Difference about purposes, prefer-
ences, and values would create conflict of
interests and then open a mechanism of
negotiation (Pfeffer 1981). The outcome
of such negotiation is significantly influ-
enced by power. In other words, when
individual interacts with other individuals
in decision-making process, they exercise
their power to influence the decision mak-
ing in order to achieve their own desired
results. ’

From the politics point of view, unit
managers do not emphasize information
from the budget variance reports as a de-
vice for controlling their activities
(Covaleski and Dirsmith 1986; Marginson
1999; Fernandez, Perez and Robson 1999;
and Berry et al. 1985) . They do not stand
to gain by resorting to politics in the pro-
cess of monitoring their operational ac-
tivities (Covaleski and Dirsmith 1986).
Unit managers ignore budget information
foranumber of reasons. First, budget may
contains general and insufficient informa-
tion to control local activities (Covaleski
and Dirsmith 1986; Marginson 1999). Sec-
ond, budget information is narrowly fo-
cused and is financially oriented rather
than operationally oriented. Unit manag-
ers need more information about opera-
tion tomonitor their unitactivities and unit
performance (Kenis 1979; Kurunmaki
1999; Otley 1999; Vaivio 1999). Third,
budget information is historical in nature
and it is not flexible to absorb current
information (Hoque 1995; Mintzberg
1972). Also managers do not attempt to
obtain and disseminate information for
making in depth analysis about budget
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variances because they have little knowl-
edge and skills tounderstand and apply the
concept of budget in practice (Kurunmaki
1999; Marginson 1999; Fernandez et al.
1999; and Covaleski and Dirsmith 1986).
For the above mentioned reasons, unit
managers tend to base their analysis more
on their own technical reports of the prac-
tical operations. The unitmanager is likely
to be committed to operational reports
because these reports contain features of
attaining the unit targets. A unit would be
evaluated based on the achievement of
operational targets rather than budget tar-
gets. Covaleski and Dirsmith (1986) noted
that unit managers show more power by
using technical reports instead of the bud-
get variance reports. They develop their
own networks to collect, store, and dis-
seminate important information that helps
them perform their management roles in
order to attain their local interests
(Mintzberg 1972,1973). Each unit pro-
duces different reports that tend to be
inconsistent with each other, and then cre-
ate the possibility of conflict with the
budget function as a tool of monitoring.
A unit manager still needs informa-
tion from the budget variance reports to
know about budget resources available for
his/her unit in order to realize the unit’s
targets (Preston 1986). Most managers

Figure 1. Theoretical Framework of Study

Budget Monitoring

would use all resources on budget plan
because the budget plan has been approved
and it is legitimate. In contrast, when their
budget allocation has not been enough to
support achievement of operational tar-
gets, unit managers would propose a bud-
get revision, In the budget revision meet-
ing, each unit manager must struggle to
protect his or her interests on budget tar-
gets. Bargaining power is a dominant fac-
tor in the achievement of ‘desired’ budget
revision and renders the budget largely an
outcome of the political process (Ibarra
1993; and Pfeffer 1981).

Inthe process of budget revision, unit
managers do not view the organization
with the same degree of knowledge, skill,
andinformation (Kurunmaki 1999, Pfeffer’
1981; and Covaleski and Dirsmith 1986).
They do not exert effort to use, and dis-
seminate budget information aiming at the
budgetcontrol in coordinating their activi-
ties for attaining the organizational objec-
tives as a whole. Instead, they are moti-
vated by their narrow subunit interests
through using the information from other
reports like unit’s activities reports (Preston
1986; Covaleski and Dirsmith 1986;
Pfeffer 1981; Mintzberg 1972; Marginson
1999; Fernandez et al 1999; see also
Pettigrew 1973; Wildavsky 1968; Kanter
1979; and Feldman and March 1981).

—> I: Managerial Rolesj

Independent Variable

Moderating Variable

Dependent Variable
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Based on the above discussion we
conclude that managers, of necessity, have
to resort to political means in the budget
monitoring to maintain their own local
interests. The theoretical framework of
the study can be seen in Figure 1.

The following hypotheses are devel-

oped in relation to the public sector fertil-
izer manufacturing enterprises in Indone-
sia.
H,: There is a significant relationship
between managerial roles and bud-
get monitoring.
There is a significant two-way inter-
action effect between budget moni-
toring and politics on- managerial
roles.
Further, a critical factor in creating
power within an organization is the role of
resource dependence. Every department
requires a continuing availability of re-
sources to maintain its activities. A depart-
mentmay enjoy extrapolitical power when
it has an ability to bring in critical re-
sources which have influence on the op-
erations of another department or when it
is in a position to make decisions that
would affect other departments (Brass and
Burkhardt 1993; Ibarra 1993; and Pfeffer
and Salancik 1978). In the case of fertilizer
companies under study, itis suspected that
the managers of operating and engineer-
ing departments will have more political
power to allocate budget resources rela-
tive to other departments such as person-
nel, accounting or public affairs. Based on
this argument, the following hypothesis is
proposed:

H: The two-way interaction effect be-
tween budget monitoring and poli-
tics on managerial roles will differ
significantly based on departmental
power.

H .

2

Research Method

Sample

Data for the study was collected by a
survey questionnaire, which was sentto a
sample of managers who had budget re-
sponsibilities. Four of the five large state
owned enterprises of Indonesia engaged
in the fertilizer industry are included in the
study. This sample was chosen for several
reasons. This sector has some of the larg-
est companies in the country involving
significant formal budgeting activities.
Being apublic sectorindustry budgeting is
subject to significant political influence.

Data collection

Asmentioned before, the sample con-
sisted of four state owned fertilizer manu-
facturing enterprises in Indonesia. The
questionnaire was distributed to 250middle
managers with budget responsibilities and
political power of the sample companies.
Respondents were chosen from a variety
of functional areas including accounting,
finance, marketing, operation, engineer-
ing, research and development, corporate
secretary, and internal control as well.

The questionnaire was distributed
through the company’s mailing system.
Accompanying each questionnaire was a
cover letter explaining the research, an
endorsement letter from top management
encouraging participationin the study, and
written instructions for completing the
questionnaire. To minimize response bias,
respondents were asked to complete the
questionnaire independently and to return
the questionnaire directly to the research-
ers in postage-paid return envelopes.
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One hundred and ninety one responses
were received, a response rate of 76.40
percent. A total of 14 responses were ex-
cluded from the study for reasons of in-
completeness and/or lack of experience of
the respondents in budget setting. Conse-
quently 177 responses (70.80%) formed
the basis for analysis.

Measures

The variables measured in the ques-
tionnaire include budget control, manage-
rial roles, and politics.

Budget Monitoring. The instrument
of this study was adopted from Macintosh
and Williams (1992) and Williams et al.
(1997). It is aimed to assess the
respondent’s budget variance analysis and
personal attention to budget variances. This
is done with the help of a seven point
Likert-type scale ranging from one
(strongly disagree) to seven (strongly
agree). The use of this scale can be de-
fended in terms of reliability and validity
(see Brownell 1982; Mia 1988). Accord-
ing to Hair et al. (1998) and Sekaran
(2000) a Cronbach Alpha score exceeding
.60 indicates acceptable level of reliabil-
ity. The Cronbach Alpha coefficient of the
instrument used is 0.69, which indicates
an acceptable degree of reliability. The
factor comprises five items with factor
loadings ranging from 0.85 to 0.32 and
with an eigenvalue greater than one, which
explains 66 percent of the total variance.
The results of the study show a factor
loading greater than 0.30, which indicates
the presence of sufficient degree of inter-
nal validity for the instrument (Hair et al.
1998; and Coakes and Steed 1999).

Managerial roles. Managerial roles
is defined as sets of managers’ behaviors
attributable to their jobs to perform the
management functions —planning, orga-
nizing, leading, and controlling in order to

achieve organization goals (McKenna
1999; Vecchio et al. 1997; Robbins 1993;
Williams and Macintosh 1992; and
Mintzberg 1973). Seven managerial roles
were utilized following McCall and Segrist
(1978), Tsui (1984), and Macintosh and
William (1992). Initially McCall and
Segrist (1978) designed a 46-item ques-
tionnaire to measure Mintzberg’s ten role
categories. They found only six roles and
concluded that these were generalizable
across management levels, functional spe-
cializations, and public and private sec-
tors. Further Tsui (1984) used 40 of 46
items (dropping the six lowest-loading
items), and a factor analysis confirmed a
priori factor structure of the six manage-
rial roles. Later Macintosh and William
(1992) used 20 of Tsui’s highest- loading
items to construct their six role variables.
In this study, we used 14 of the 46-items to
construct the six role variables. The instru-
ment attempted to assess managerial roles
of respondents as leader, liaison, dissemi-
nator, spokesperson, environment moni-
tor, and negotiator.

To measure managerial roles, the
study used a seven point Likert-type scale
ranging from one (strongly disagree) to
seven (strongly agree). Previous studies
(e.g. William et al 1990; Macintosh and
William 1992) in this area have found the
scale appropriate. For testing the reliabil-
ity of the instrument, the Cronbach Alpha
coefficient was 0.72, which indicates a
high level of internal consistency. The
results from the factor analysis of fourteen
items revealed that four factors were ex-
tracted with an eigenvalue greater than
one that explains 86 percent of the total
variance. Since all of these factor loadings
are, greater than 0.30 results are consid-
ered satisfactory in respect of internal va-
lidity.
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Politics. Lasswell (1936) defined
politics as “who get what, when, and how”.
Other scholars view politics as a power in
action. Political activities focus around the
acquisition and use of power. Power, in
turn, is-defined as any force that results in
behavior, which would not have occurred
if the force had not been present (Me-
chanic 1962). Power has also been defined
as the ability of one actor to overcome
resistance in achieving a desired result
(Brass and Burkhardt 1993; House 1988;
Pfeffer 1981). Others define power as the
ability to affect outcomes or to get things
done (Mintzberg 1983; Pfeffer 1981).
Power is manifested through behavioral
action (Brass and Burkhardt 1993). Blair
(1988) measured politics based on Pfeffer’s
(1981) political characteristics using a 6-
item questionnaire. In the study, the six
items in the instrument relate to the mea-
surement of the politics. They are aimed at
assessing political behavior of respondents
including heterogeneous goals and prefer-
ences, push and pull of different interests,
conflict of interest, budget performance
indicator, bargaining process, and struggle
effort.

The variable politics is measured us-
ing aseven point Likert-type scale ranging
from one (strongly disagree) to seven
(strongly agree). The Cronbach Alpha
coefficient was 0.71 indicating that the
measure is reliable. Testing validity of the
seven items, factor loading revealed two
factors with eigenvalues greater than one
that explains 61 percent of the total vari-
ance. Again, these numbers lend support
that the instrument is internally consistent.

Moderated Regression Analysis

A moderated regression analysis was
used to determine the interaction effects
(Cohen and Cohen 1983; Arnold

1982;1984; Champoux and Peters 1987;
Hartmann and Moers 1999) between bud-
getcontrol and politics on managerial roles.
Two-way interactive models were applied
to examine the main effect and interaction
effects for the independent variables. To
investigate effect of department power on
such relationship, researcher conducts
“split-file”, department operations were
coded 1 and otherwise 0. The relationship
between the variables as shown in the
following models:

For hypothesis 1 and 2
Y=B,+B,X,+B, X, +

For hypothesis 3

Y|=Bo+ﬁ|X|+Bzxz+
By X\ X, + v (1a)

Y2=B0+B| X +B, X+
B, X X, + Euvoreercrsrirrn (1b)

where,

Y = managerial roles,

X, = budget monitoring,

X, = politics, and

Y, = operation departments,

Y, = non-operation departments, and
¢ = the error terms.

Equation 1 is used to analyze the
main effect, and two-way interaction ef-
fects whereas equation 1a and 1b are used
to analyze the comparison two-way inter-
action effects on managerial roles between
operation departments and otherwise.

Results

Descriptive statistics for the variables
examined in this study appear on Table 1.
Table 2 presents the correlation matrix for
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the variables. Table 3 shows the R square
change and Tables 4, demonstrates the
coefficient of variables based on depart-
mental power, and Figure 3 show a picture
of comparison between operation depart-
ments and non-operation departments.

Descriptive Statistics

On the seven point Likert scale re-
sponses ranged between 2 (disagree) to 7
(strongly agree). Responses indicate that
most respondents tended to “agree” on the

Table 1. Descriptive Statistics

items of budget monitoring, managerial
roles, and politics. The mean values of all
the items are above the median of scale
3.5. The variances for budget monitoring,
managerial roles and politics are high,
showing a considerable measure of dis-
persion around the mean.

Pearson Correlation

The Pearson correlation matrix ob-
tained for the three variables is shown on
Table 2. The Pearson correlation coeffi-

Std.
N Range Minimum Maximum Mean Deviation Variance
Budgetary Monitoring 177 4.88 2.00 688 44216 8153 665
Managerial Roles 177 5.00 2,00 700 44123 8764 .768
Politics 177 5.00 2.00 700 44189 8492 721
Valid N (listwise) 1m
Table 2. Correlations
Managerial  Budgetary
Roles Monitoring Politics
Managerial Roles Pearson Correlation 1.000 .868 ** 667 **
Sig. (2-tailed) - .000 .000
N 177 177 177
Budgetary Monitoring P_éarson Correlation .868 ** 1.000. 700 **
Sig. (2-tailed) .00 - .00
N 177 177 177
Politics Pearson Correlation 667 ** 700 ** -1.000
‘ Sig. (2-tailed) 00 .00
N 177 177 177

**= Correlation is significant at the 0.01 level (2-tailed)

Table 3. R-Square Change

Adjusted  Std, Errceof R-Square

Model R R-Square R-Square the Estimate  Change  F-Change dft  df2 Sig. F-Change
1 86 753 762 4368 753 SHE® 1 175 0w
2 87 760 .57 4317 007 5100 1 174 025

a= Predictors (Constant), Budgetary Monitoring

b= Predictors (Constant), Budgetary Monitoring Politics
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cient was appropriate since the study used
ratio-scaled variables (Husey and Husey
1997; Cooper and Emory 1995; and
Sekaran 2000). The correlations between
variables have been significant. The re-
sults reveal a high ‘positive correlation
between managerial roles and budget moni-
toring at the 10 per cent level with r =
0.868 and positive correlation between
managerial roles and politics at the 10 per
cent level with r=0.667 while the coeffi-
cient of correlation between budget moni-
toring and politics as independent vari-
ables is medium with r=0.70 at the 10 per
cent level.

Analysis of Hypothesis One

Hypothesis 1 stated that:
H : There is asignificant relationship be-
tween budget monitoring and mana-
gerial roles.

Table 3 presents the results of the
standardized moderating regression model
used to generate the coefficients of the
Equation 1. The results in Table 3 indicate
that the correlation between budgetary
monitoring arid managerial roles is r=0.86.
The direct effect is significant and pro-
vides support for H,. That is, budget moni-
toring has a significant positive direct ef-
fect on managerial roles. The results of the
study as shown in table is consistent with
prior studies by Macintosh and Williams
(1992) and Williams et al. (1997).

Analysis of Hypothesis Two

Hypothesis 2 stated that:

H,: There is a significant two-way inter-
action effect between budget monitor-
ing and politics on managerial roles.
This hypothesis was tested using the

Equation I. Table 3 provides the results of

Figure 2. Role of Politics on the Relationship between Budgetary Monitoring and

Managerial Roles

Managerial
Roles

Direct Effect

/ Moderating Effect

Budget Monitoring
Table 4. Table Coefficients®

Unstadardized Standardized

Coefficients Coefficients
Model _B_ Std. Error Beta t Sig.
1 (Constant) 288 182 1.586  .115
Budgetary Monitoring 933 040 .868 23.101 .000
2 (Constant) .143 191 51 454
"~ Budgetary Monitoring .844 056 .786 15.109  .000
Politics 121 054 117 2258  .025

a= Dependent Variable: Managerial Roles
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moderating regression model used to gen-
erate the R square change from main effect
to interaction effect of the equation model.
The results indicate that the interaction
term was significant and provided support
for H,. The effect of interaction is indi-
cated by R? change from direct effect to
moderating effect (Cohen and Cohen 1975;
Arnold 1982,1984; Stone and Hollenbeck
1984; Champoux and Peters 1987; and
Hartman and Moers 1999). The incremen-
tal of R? is 0.007 and significant. Our
findings are consistent with prior studies
by Wildavsky (1968,1992), Mintzberg
(1972), Hopwood (1976), Pfeffer and
Salancik (1974), Hackman (1985), and
Hoque and Hopper (1994).

Table 5. Coefficients®

Figure 2 and Table 4, indicates that
there is a “negative” effect of politics on
the relationship between budget monitor-
ing and managerial roles. In other words,
politics weaken suchrelationship. It means
that managers within organization act to
meet specific goals for their individual
units, and then they spend much time and
effort on the attainment of specific goals
rather than being concerned with how to
achieve the overall organizational objec-
tives. As a result, managers tend to be
reluctant to use budget information and
develop networking to seek other infor-
mation from various resources either from
their own individual unit reports or from
informal information.

Opemticnal_Depa;tment Model
0 I

‘ 2 (Constant)

Budgetary Monitoring

Polilics

(Constant) .

2. -(Constant)

Budgetary Monitoring

Politics

(Constant) .~ - .
Budgetary Monitoring

Budgetary Monitoring

Unstadardized  Standardized

Coefficients Coefficients
B ' Std.Error  Beta t Sig
205 2% 1162 48
933 058 . 866 16212 .000
242 263 921 360

879 095 813 9213 .000
" 6.761E-02 0% 67 0 55 452

249 267 o932 3
937 058 868 16142 000
5.716E-03 282 020 984
837 072 J76 11707 .000
A57 069 - 151 2215 025

a= Dependent Variable: Managerial Roles

Figure 3. Role of Department Power

Managerial
Roles

Nonoperation Departments

/ Operation Departments

Budget Monitoring

%
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Analysis of Hypothesis Three

Hypothesis three concerning depart-
ment’s power stated that:

H, The two-way interaction effect be-
tween budget monitoring and politics
on managerial roles will differ sig-
nificantly based on departmental
power.

This hypothesis was tested using the
equation model (1aand 1b) by conducting
a split-file based on sources of power.
Table 4 provides the results of moderating
regression model used to generate the co-
efficient of the equation. The strength of
the interaction effects is shown by the rate
of changing in slope of the regression line
(Arnold 1982,1984; Champoux and Pe-
ters 1987;and Hiu‘lmann andMoers 1999).
The results_indicate that the interaction

term was sngmﬁcant and provnded support

for H,.

Flgure 3, clearly lndlcated that opera-
tion departments have more political power
than non-operation departments in influ-
encing the budget decisions. This is con-
sistent with prior studies (e.g Wildavsky

1968 1892; Pfeffér and Salancik 1974;

Hackman 1985; see also Covalesky and
Dirsmith 1986,1988; Hogque and Hopper
1994; Marginson 1999; and Fernandez et
al 1999).

Conclusion

This research study has investigated
the two-way interaction effects between
budget monitoring, politics on managerial
~ roles, and also has examined effect of
department’s power on the two-way inter-
action effect. A conceptual framework
developed from accounting, organizational
behavior and management literature de-
composed the three variables into compo-
nentsand generated three hypotheses about
the relationship among variables.

Operationalization of the conceptual vari-
ables occurred in a survey questionnaire
whose item design addressed their various
aspects. One hundreds and seventy seven
middle managers from four of the five
large public companies in the fertilizer
industry responded to the questionnaire.
The findings of the study confirmed
all hypotheses for which this study ob-
tained evidence, demonstrating that the
role of politics on the budgetary monitor-
ing is significant. It is clear that one of the
functions of the budget that of coordinat-
ing functional activities has not had the
desired effect of reducing information
asymmetry. Harmonization of task inter-
dependency between subunits or units for
achieving organizational objectives is not

~seen as a reason for individuals to be

involved in the process of budget monitor-

* ing. All individuals do not have the same
. perception about the budget’s functions,

especially with regard to performing their

managerial roles to contribute to the

achievement of organizational objectives.

In the process of budget monitoring, all -
individuals tend to respond to changes in-
the environment by focusing on individual

interests rather than the interest of the

orgamzatwn as a whole.

The role of politics on the budgetary
monitoring differs across the sources of
power. The study indicates that opera-
tional units are in a better position for
bargaining in the budgetary monitoring
than other the units. The results of the
study contain basic validation for viewing
the budgeting process from amanagement
accounting perspective, which may in-
clude consideration of political influence.
This conceptual framework contrasts with
one which views the budgeting process as
purely technically or economically deter-
mined.
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The study also contributes to the
management accounting literature. The
results support the perspective that a con-
sideration of the social contingency vari-
able of politics is essential in dealing with
the process of budgetary monitoring. A
broader viewpoint, which allows for the
interaction of operating context and be-
havior, is a more appropriate and compre-
hensive way of considering the budgeting
process configuration. From a manage-
ment accounting viewpoint, the results
point to a clear conclusion: the role of
political behavior in the process of budget-
ing. The moderating effect of politics in
the relationship between the budgetary
monitoring and managerial roles differs
appreciably depending on the sources of
power.,

Limitations

There are some limitations from this
study. First there is the possibility that
dependent and independent variables are
contaminated by uncontrolled extraneous
environmental variables. As a result, the
measures of the independent variables may
not be sufficiently sensitive to capture all
the effects on the dependent variables.
Measurement of the dependent variables
also may fail to capture all the variance
caused by the independent variables.

Second, inferences of causality have
been suggested in the theory and were
used as the basis for development of this
study; however, itis plausible for the causal
linkage to be in the reverse direction. Spe-
. cifically, it is possible that units with high
political power choose to be extensively
involvedin the process of budgetary moni-
toring in order to maintain their own inter-
ests.

Third, the data used in this study was
elicited by a questionnaire survey. The
Likert-type scales used to measure bud-
getary monitoring, managerial roles, and
politics assume thatidentical scores across
respondents are indications. of identical
characteristic values. It seems unlikely
that thisis absolutely true, even though the
examination of correlations of item scores
found no evidence to the contrary.

Fourth, respondent selection within
the companies sampled for this study was
not random, because it was conducted
through the internal mailing system of the
company, which may have biased the
sample. Bias may have resulted from the
fact that companies selected the respon-
dents for the questionnaire survey. Fifth,
another possible source of bias is in the
fact that the researcher found it was not
possible to control the size of units in-
volved in the study, resulting in a greater
variation in unit size than was initially
desired.

Finally, organizations in different
industries may have different effect of
politics on the budgetary monitoring than
those indicated here. However, to deter-
mine this, the use of organizations across
industries would be necessary; the present
study was completed within a single in--
dustry. Therefore, any generalization about
the role of politics on the budgetary moni-
toring may be statistically and logically
unjustifiable.

- Scope for Future Research

Future research should be directed
toward improving the conceptual frame-
work of this study. An understanding of
the moderating effect of politics on the
relationship between managerial roles and
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budgetary monitoring is in the embryonic
stage of development. The conceptual pro-
cess has been defined, yet there is little
empirical evidence that directly supports
its premises.

This study was an attempt to bring
together theoretical underpinnings ‘and
empirical data. The progression of the
model was an explanatory process that
built the concept of moderating effect of
politics in the relationship between mana-
gerial roles and budgetary monitoring.
Consideration of moderating variables as
adriving force in the relationship between
managerial roles and the budgetary moni-
toring is well established in the literature.
Hopefully, this study will advance the
thinking of scholars in this direction and
create interest in replicating this method of
analysis and validating the findings.

The conceptual model should also be
applied to the role of politics on the bud-
getary monitoring in other industries. This
would provide the information needed to
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