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Abstract      

 

The study aims to examine budgeting practices in Vietnam.  It is motivated from the lack of research 

about budgeting practices in developing countries, particularly in Vietnam. Major patterns of 

budgeting such as its adoption and purposes are investigated. Furthermore, the extent to which 

variance analysis is used and its roles are also investigated. Another purpose of the study is to 

compare budgeting patterns between small and medium size companies and large ones, and to find 

possible association between firm size and budgeting practices. In order to reach those goals, a survey 

is carried out in Da Nang city, Vietnam. Overall, there are 71 respondents who are financial and non-

financial managers, and knowledgeable about the budgeting process in companies. 

The study finds that most surveyed Vietnamese companies prepare budgets, especially traditional 

budgets such as annual budgets and operating budgets. On the contrary, ―contemporary‖ budgeting 

practices such as flexible budgets are not adopted widely. Additionally, it is consistent with previous 

research that the budgets do serve various purposes in organizations, but planning and control roles of 

budgeting are more essential than evaluation role. Thirdly, variance analysis is not widely adopted in 

surveyed companies. For those who conduct variance analysis, control purpose are more focused than 

evaluation purpose. Last but not least, it is shown from the study that budgeting patterns in 

Vietnamese surveyed companies are quite similar in all firm sizes as only a few differences are found 

between SME and large company groups. 
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1 INTRODUCTION 

1.1 Background 

Budgeting has been one of the most important tools of management control system 

(Armstrong et al. 1996, Ekholm & Wallin 2000, Libby & Lindsay 2010, Merchant & 

Van der Stede, Wim A 2007). It assists managers to translate objectives of a business 

into action plans, to communicate those objectives and to assess performance. It helps to 

improve efficiency through planning and coordination and supports both control and 

learning (King et al. 2010). Srinivasan (1987 via Libby & Lindsay 2010) states that 

―budgeting provides managers with a wonderful opportunity to rejuvenate their 

organizations‖. Hence, budgeting has become the interesting topic in both research and 

practice (Davila & Foster 2005, Sandino 2007). 

More than that, budgeting can be considered as ―a comprehensive plan that serves many 

purposes‖ (Hansen et al. 2003). It is known that budgeting serves various roles which 

include making planning, promoting motivation, and facilitating coordination and 

control (Merchant & Van der Stede, Wim A 2007). Besides, performance evaluation is 

also an important role of budgeting. By comparing actual operation results with plans, 

budgeting can evaluate performance of managers and every individual in organizations. 

The multiple role of budgeting is one of the purposes of this study.  

Along with budgeting, variance analysis is also used widely as a financial control tool 

(Chenhall & Langfield-Smith 2007). It relates to comparing actual performance with 

budgeting figures in order to investigate causes for unachievable budgets. As a result, 

variance analysis aims to find appropriate solutions and improve next period‘s budgets 

(Kloock & Schiller 1997). More importantly, the investigation of budgeting variances 

also contributes to performance evaluation of various managers and employees (Drury 

2008). Therefore, exploration of variance analysis can present the emphasis and 

importance of budgeting use in organizations. Especially, the extent to which budget 

reports of variances are used to measure managerial performance should be also 

investigated. 
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Many previous studies about budgeting focus on large and complex organization while 

relevance and applications of budgeting in small and medium enterprises (SMEs) have 

not been paid enough attentions. In addition, there is incompletion of studies making 

comparisons in management accounting practices or budgeting practices between large 

companies and SMEs despite the fact that the size of a firm can influence nature of the 

budgets adopted (Anh 2012). According to P. Joshi et al. (2003), budgeting often 

consumes much management time, and involves various departments of the firms; 

hence, it is somehow more preferable for large companies than SMEs (P. Joshi et al. 

2003). Likewise, Libby and Waterhouse (1996) hypothesize that increasing size has a 

positive relationship with management accounting practices, but fail to provide 

evidences to support this hypothesis. Therefore, it will be beneficial to make a 

comparison between those business contexts regarding budgeting adoption, and 

investigate whether the size of firms has an impact on the adoption of budgeting. 

For those purposes, the questionnaire survey is conducted in Vietnam, specifically in Da 

Nang city. It is a developing country which potentially becomes an interest of 

accounting research. Firstly, Vietnam is an emerging important market in the South East 

Asia with sizeable population and expanding international trade and investment. 

Secondly, it experienced a fast economic development because of the transition from 

central planning to market-oriented economy in the 1980s. As a result, there have been 

dramatic changes in general Vietnam economy and the accounting system in recent 

years. Management accounting system, especially budgeting and planning process have 

also changed accordingly (Adams, Do TL 2003). Furthermore, practices of planning 

and budgeting are interesting topics in this context. 

In the past, accounting system in Vietnamese firms mainly served tax purposes under 

Soviet-style central planning economic system (Adams, Do TL 2003). Management 

accounting nearly did not exist in Vietnam for several reasons (Anh & Nguyen 2013). 

Firstly, accounting departments were usually fully occupied with financial accounting 

tasks. They had few resources left for management accounting. Secondly, accounting 

staff were often lack of adequate knowledge and experiences about management 

accounting. Last but not least, many firms, especially small ones, still regarded 

management accounting as supplementary rather than the essential tool. As a result, 
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management accounting was just applied in some cases responding to requests of 

management, not in the on-going basis. 

Accounting system in Vietnam nowadays plays more important role in assisting control 

and management because of economic developments (Adams, Do TL 2003). Western 

management accounting practices are introduced in large companies which are mainly 

wholly foreign-owned and joint-venture (foreign-domestic) firms first, then 

spontaneously spread in other (domestic) enterprises which are usually SMEs. 

According to Anh et al (2011), there is higher adoption of traditional management 

practices than contemporary ones. Especially, planning and budgeting are the most 

popular management accounting tools used by Vietnam enterprises (Anh & Nguyen 

2013). 

Despite considerable changes and improvement in management accounting in Vietnam, 

there is lack of research in regard the use of management accounting practices including 

budgeting. This is consistent with general lack of detailed information and 

understanding in developing countries (Anh & Nguyen 2013) when a large amount of 

studies about budgeting practices are researched in advanced countries (Ahmad et al. 

2003).  Therefore, it would be beneficial to investigate more extensively about current 

practices of budgeting, and its roles as a management tool in Vietnam. This study aims 

to contribute to literature about budgeting and variance analysis in Vietnam. Another 

important ambition is to compare budgeting practices of SMEs and large companies, 

and to find whether firm size is evident. Also, several inter-country comparisons are 

made for finding differences in budgeting practices between Vietnam and other country.   

1.2 Purposes of the study 

The study has four specific purposes. Firstly, it aims to explore budgeting practices in 

Da Nang city, Vietnam. It presents patterns and tendencies in budgeting practices in Da 

Nang city. Secondly, the research examines specific roles of budgeting in Vietnam 

firms. Comparisons in budgeting practices and roles between those firms to other firms 

worldwide are also made. Thirdly, it clarifies performance evaluation roles of budgeting 

in those Vietnamese firms. We focus on extent to which variance analysis is applied to 
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measure achievement of budgets in firms. Finally, a comparison of budgeting practices 

between large firms and SMEs is made. 

1.3 Research questions and structure of the Thesis 

From the motivation mentioned in previous sub-section, we wish to specifically pursue 

the following research questions: 

 

1. Do Vietnamese companies currently use budgets?  

 

2. How often and for what specific purposes are the budgets used? 

 

3. Are budgets used as the performance measurement tool in Vietnam? Is variance 

analysis used? In what extent? 

 

4. Do SMEs and large companies in Vietnam have the same patterns of budgeting 

practices? 

 

The rest of the study is divided into five parts. Chapter 2 and 3 present the background 

literature review regarding budgeting practices and budgeting as a performance 

measurement device respectively. Chapter 4 explains the scope and methodology of the 

study. Findings and answers of research questions are presented in Chapter 5. Finally, 

chapter 6 concludes research results, contributions, limitations and directions for future 

research. 
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2 CONCEPT OF BUDGETING 

 

This chapter presents a general basis about the budgeting concept. It includes an 

overview about budgeting and budget types based on different classification grounds. 

The section also deeply discusses the budgets‘ multiple purposes and conflicts between 

roles. Moreover, major stages in the budgeting process are introduced. Criticism of 

budgeting is presented as well. 

2.1 Overview of traditional budgeting 

Planning is defined as the blueprint of designed future and of effective ways of 

achieving it (Ackoff 1981 via Drury 2008). According to Horngren (2012: 181), 

―budget is a quantitative expression of the plan of action by management for a specific 

period and an aid to coordinate what needs to be done to implement that plan‖. Also, 

Blumentritt (2006: 73) states budgeting as a process in which an organization‘s 

financial resources are allocated into business units, activities and investments. In 

summary, budgeting is related to the review of financial results of the previous periods, 

the forecast of sales and expenses, examination of proposals for capital expenditure and 

combination of different functional departments.  

Budgeting plays an important role in most organizations‘ systems of management 

control (Armstrong et al. 1996, Ekholm & Wallin 2000, Hansen & Stede 2004, Libby & 

Lindsay 2010, Merchant & Van der Stede, Wim A 2007, Dugdale & Lyne 2010). 

According to Teeter and Packer (2012), the budget is a comprehensive plan that 

provides sense of direction and confidence to achieve organizational success. Budgeting 

translates the company‘s objectives into plans for actions and communicates the 

objectives, resulting in consistency between employees‘ behaviours and decisions 

towards the organization‘s objectives and strategies (King et al. 2010, Malmi & Brown 

2008). It also helps to assure effectiveness and efficiency in resource allocation for the 

best of the organization (Barrett & Fraser 1977). Many previous studies have proved 

that it is the most widely used planning and controlling tool in both developed and 

developing countries (Uyar & Bilgin 2011).  
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According to Hansen et al. (2003), budgeting serves many organizational purposes by 

combining different functions of the organization into a comprehensive plan. Budgeting 

estimates future financial performances of a business, contributes to evaluation of the 

financial performances, leading to performance enhancement and efficiency growth 

(Davila & Foster 2005). Additionally, budgeting supports both control and learning 

through comparison of the actual results with plans. As a result, corrective actions or 

improvements can be made where deviation is occurring. Last but not least, budgeting 

motivates and enables managers to achieve both short-term and long-term operational 

and strategic goals (Jones 1998).  

Budgeting and organizational strategies should be tightly related. According to Hansen 

and Stede (2004), budgeting performance enhances when the budgets are integrated into 

the company‘s strategy. Blumentritt (2006) also indicates that linking tightly 

organization‘s strategy and the budgeting process can support managers to achieve more 

realistic and beneficial results from these both practices. This, in turn will contribute to 

their firms‘ financial and strategic performances. Otherwise, benefits of strategic 

planning and budgeting are mitigated when they are isolated and independent of each 

other.  

2.2 Budget classification 

Budget classification is necessary to understand the whole picture of budgets and how 

different budgets interrelate. There are various grounds for budget classification, but 

they can be mainly classified on the basis of coverage, capacity and period (Lal 2000). 

This subsection presents different types of budgets based on those grounds. 

2.2.1 Budget types on the basis of coverage 

On the basis of coverage, the budgets can be classified into functional budgets and 

master budget. The functional budgets prepare for important functions of an 

organization which include operating budgets, cash budgets and capital budget whereas 

the master budget indicates a set of budgets linked together to sum up overall planned 

operations of the business for a forthcoming fiscal year (Lal 2000). In terms of the 

functional budgets, operating and capital budgeting are distinguished by allocating 
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funds to existing activities or to new activities (Blumentritt 2006) while cash budget is a 

realistic cash plan for functional activities (Lal 2000). These budgets are briefly 

explained below. 

The operating budgets are related to the planning of operating revenues and expenses of 

the organization. They show the expectations of the organization to make a profit 

generally for one year (Finkler et al. 2007). The operating budgets include sales budget 

and production budget, production cost budgets and various cost budgets such as selling 

and distribution cost budget, research and development cost budget. The sales budget 

estimates all incomes that the organization expects to receive. Meanwhile, the budgets 

of expenses are based on the past budgets, and current and future trends in costs. In the 

end, surplus or deficit will be determined based on the budgeted revenues and the 

budgeted expenses during the upcoming fiscal year (Emmanuel et al. 1990). According 

to a survey conducted by P. Joshi et al. (2003), operating budgets are widely used by all 

of 146 surveyed listed and non-listed companies in Bahrain. 

The cash budget is a projection for cash inflows and outflows from the organization 

usually on a quarterly or monthly basis (Emmanuel et al. 1990), for cash planning and 

control purposes (Shim & Siegel 2008). It helps management to remain a reasonable 

association between cash balance and its demands. As a result, the cash budget helps to 

avoid possible lack and ineffective usage of cash. The cash budget usually consists of 

parts about cash receipts, disbursement, and cash surplus or deficit. Furthermore, there 

is also a section of financing which provides a detail of borrowings and repayments 

expected during the period (Shim & Siegel 2008). 

The capital budget looks at proposed equipment and building acquisitions that will be 

used by the organization for more than a year. It is separately presented from operating 

budget because of their long-term nature (Finkler et al. 2007). It is a plan for acquisition 

of long-term investments that are expected to bring a sustainable future for the 

organization (Emmanuel et al. 1990). The investments can be capital assets, long-term 

investment, capital investment or capital acquisitions.  

The master budget (or comprehensive budget) is referred to all the budgets which reflect 

the organization‘s goals and objectives for upcoming fiscal year (Emmanuel et al. 1990) 
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and embrace the impacts of both operating decisions and financing decisions (Horngren 

2012). It combines all the financial predictions in the individual budgets into a single set 

of budgets for entire organization (Horngren 2012). 

2.2.2 Budget types on the basis of periods 

The period is one of the most frequently used bases for budget classification. On the 

basis of periods, there are short-term budgeting and long-term planning. They are 

distinguished by the period of time they cover (Drury 2008). 

Short-term budgeting (or budgeting) is usually divided into a period of twelve months 

for control purposes, thus it is also called annual budget. The short-term budgeting is 

also the emphasis of this study. It focuses on daily operations based on the present 

resources of the firm. It can be considered as a link between where the organization has 

been and where it is going (Finkler et al. 2007). In the research of Szychta (2002), short-

term budgeting, in the form of master budgets and budgets for the individual 

responsibility centre, is found to be the most widely used method of accounting. Also, 

P. Joshi et al. (2003) and Uyar and Bilgin (2011) find a similar result with 100% of 

surveyed companies using annual budgets. However, the annual budgets have been 

strongly criticized for over-rigidity due to the commitment to the 12-month period. It is 

also risky when the budgets are based on the uncertain forecast. Hence, the annual 

budgets can be separated into shorter time periods, such as months or quarters (Drury 

2008). 

On the other hand, long-term budgeting is often referred to long-range planning or 

strategic planning (Drury 2008, Finkler et al. 2007). According to Drury (2008), the 

long-range planning is a systematic and formalized process which directs and controls 

future operations towards desired objectives for more than one year. It identifies 

problems and opportunities to support managers to make decisions which are risky, 

global and related to investments, capital expenditures, and long-term financing 

(Bremser 1988, Sinha 1990). Hence, the long-term planning gives the organization a 

sense of commitment to the future (Finkler et al. 2007). Many other studies show that 

there is a large percentage of firms that prepare long-term planning in the US, EU, 

Australia, Japan and Malaysia (P. Joshi et al. 2003). 
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2.2.3 Budget types on the basis of capacity 

According to the basis of capacity, there are fixed budgets and flexible budgets. Their 

difference is the flexibility in capacity level presented. While the fixed budget calculates 

only one level of activity, the flexible budget presents several ranges of activity to adapt 

changeable business environments (Lal 2000: 103 – 104). 

The fixed budget (static budget) presents the expected capacity level. It is used when a 

company‘s situation is relatively stable in terms of sales or expenses. It can be also 

applicable to departments whose workloads do not have a direct relationship to sales, 

production or other activity volumes, for example, administrative or general marketing 

department. However, the fixed budget is criticized for being lack of flexibility to adjust 

to unpredictable changes. (Shim & Siegel 2008.) 

By contrast, the flexible budget is more commonly used by companies. In flexible 

budget, variability in business operation is anticipated. It adjusts budget allowances to 

the actual activity. The flexible budget is suitable when volumes vary within relatively 

narrow range (Shim & Siegel 2008). Because of the uncertainties in planning, there are 

typical three anticipated levels which are one good operational level, one bad or 

extremely conservative operational level, and one balanced, in-between level. 

According to Jones (2008), there is a little use of the flexible budgets in UK hotel 

industry whereas Uyar and Bilgin (2011) find an opposite result in Turkish hotels that 

most of the surveyed hotels prepare flexible budgets. 

2.3 Functions of the budgets 

This part investigates six multiple functions that the budgets serve. It also discusses 

three major conflicts inherent between them, together with some practical evidences 

from previous research.  

2.3.1 Multiple functions of the budgets 

Both theories and empirical research have revealed the multiple purposes of the budgets   

(Ahmad et al. 2003, Covaleski et al. 2006, Cruz 2007, Drury et al. 1993, P. Joshi et al. 
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2003, Oak & Schmidgall 2009, Pavlatos & Paggios 2008, Rusth 1994, Srinivasan 

1987). The budgeting highlights goal compatibility through practical planning, effective 

control and essential communication. In addition, it has a great motivational impact on 

managers and employees and helps to evaluate their performances. Moreover, budgeting 

comprehensively constructs a harmony and synchronisation for the company‘s 

operations through coherent co-ordination. As a result, organizational management 

becomes more structured, more effective and more rewarding in order to convey a high 

degree of flexibility (Lal 2000). Details of those purposes are further discussed below. 

Forecasting and Planning  

The forecasting is projection of the event outcomes over which the organization has 

little or no control. It is an essential starting point for budgeting (Shim & Siegel 2008) 

with the anticipation of general economic factors such as inflation rates, competitor 

policies, and technological changes. Meanwhile, planning is an endeavour to shape the 

future by adapting those factors that are controllable based on available forecasts 

(Emmanuel et al. 1990). It relates to determining the organization‘s objectives and 

activities accomplished to achieve those objectives and goals. Planning is necessary for 

the company to operate its departments and segments successfully (Shim & Siegel 

2008). 

 

The budgets serve as a means of forecasting and planning. They incorporate accurate 

forecast and produce plans for future operations as well as changes or problems in 

business operation. They help managers to estimate and respond to the changes in 

business circumstances in the future. As a result, managers are able to forecast problems 

before they happen, and make timely and reasonable decisions for the greatest benefits 

of the organization (Drury et al. 1993, Drury 2008). According to P. Joshi et al. (2003)‘s 

survey, planning is one of the most important purposes of the budgets. 

 

Coordination 

 

The budgets provide a comprehensive plan for coordination of different functional areas 

of the organization (Bremser 1988, Lal 2000). All aspects of a business are converted 

into a common language so that every manager can be aware of the significance of the 
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part he plays in achieving the objectives. For example, it is necessary to align forecast 

sales with production amounts to keep a balance between these two main operation 

activities. In other words, the budgets enable managers to consider the relations between 

their own operations and those of other areas. Their conflicts or problems, if existing, 

are identified and resolved. In brief, the budgets aim to harmonize all parts of 

organization for the overall benefits, rather than benefits of any individual department. 

(Drury 2008). 

 

Communication 

 

Budgeting is an important channel of communication, especially in highly decentralized 

organization (Emmanuel et al. 1990). It can assist top management to communicate 

their expectations and objectives to lower management and each individual employee 

(P. Joshi et al. 2003). As a result, vital information is communicated better. The 

effective communication makes organization members aware of not only the 

organizational goals and plans but also their own responsibilities to modify their 

behaviours to achieve those goals that can give them tremendous results (Drury 2008, 

Lal 2000). 

 

Motivation 

 

Budgeting can affect managerial behaviours and motivate managers to perform towards 

the attainment of organizational objectives. It provides a challenge that every individual 

actively takes part in preparing the budgets, and strives to reach the targets (Drury 

2008). Srinivasan (1987) also states that the budgets can encourage subordinates to 

participate in budgeting process and motivate them to increase their efficiency. 

However, Drury (2008) raises a concern that the budgets may bring inefficiency and 

disagreements between managers if the targets create a danger rather than a challenge.  

 

Prior research indicates that ―tight but achievable targets‖ or ―medium difficulty 

targets‖ have the largest motivational impacts, and usually produce the best results 

(Merchant & Manzoni 1990). Extremely complicated or easy targets can cause de-

motivation among employees (Kennedy & Dugdale 1999). If easy targets are set, 

managers are not motivated to make efforts, then they achieve even less than if there is 
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no budget at all (Kennedy & Dugdale 1999). However, very difficult budgets seem to 

be unrealistic, thus managers are not motivated to attain. Besides, increasing target 

difficulty may encourage managers to misreport and engage in myopic decision making. 

This may discourage learning, reduce communication, inhibit strategic adaptability and 

weaken organizational competitive strength (Hansen & Stede 2004). 

 

Control 

 

Control function is one of primary reasons for budgeting rather than other purposes 

(Uyar & Bilgin 2011). It is known as the determination of the operational progress of 

planned objectives and standards (Lal 2000), and a mechanism to regulate the 

behaviours in the organizations (Abernethy & Stoelwinder 1991). Rusth (1994) finds 

that the budget-to-actual comparison plays an important role both at corporate and the 

subsidiary levels.  

 

The budgets can assist managers to identify operational and control efficiencies as well 

as problems during a specific period by comparing the actual results with the budgeted 

amounts of sales or expenses. As a result, managers are able to know the real position of 

operational progress with respect to the overall objectives and specific goals (Lal 2000). 

After investigating and finding the reasons for deviations, specific control actions can 

be taken to solve the problems. (Drury 2008.) 

 

Performance evaluation 

 

The budgets can be useful devices to evaluate performance of managers and employees 

through their success in meeting the budgets. In other words, the budgets can be 

considered as standards against which performance is evaluated (Barrett & Fraser 

1977). In R. E. Anderson (1993), the budgets are used as the main performance 

measurement in most surveyed US companies.  Similarly, Jones (1998, 2008) and P. 

Joshi et al. (2003) indicate that budgets are also the main performance indicators in 

hotel organizations. 

 

Additionally, the function of performance measurement is reflected in compensation or 

promotion. Managers‘ and employees‘ rewards and penalties are sometimes attached to 
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budget achievement in the periodic budgets; or promotion may be partly dependent 

upon a manager‘s budget record (Drury 2008). Those compensations can increase 

positive motivation and behaviour and enhance productivity (Emmanuel et al. 1990, P. 

Joshi et al. 2003). According to Hopwood (1972), the correlation of extrinsic rewards 

with budgetary achievement is a powerful means to motivate managers. Bailes and 

Assada (1991) in their study find that budget performance can increase accordingly to 

bonus and promotion or new assignments, but not the monthly salary. 

 

Many studies criticize the budgets as the performance evaluation tool because of 

imperfect standards and risk of manipulation. Nevertheless, if properly used, they are 

still crucial management and control tools in monitoring and enhancing performances of 

both business unit and managers. (Emmanuel et al. 1990)  

2.3.2 The conflicts of functions 

Different purposes which the budgets serve can conflict with each other. According to 

Barrett & Fraser (1977), Emmanuel et al. (1990), there are major conflicts between 

three budgeting roles: planning, motivation and evaluation. Among the conflicts, 

conflicts between planning and motivation and between motivation and evaluation are 

more emphasised. These conflicts are illustrated in Figure 1 which is adopted from 

study of Barrett and Fraser (1977). 

 

 

 

 

 

 

 

 

 

 

 

 

 



19 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Conflicts between budgeting roles 

 

Planning versus motivation 

 

The budgets for the planning role should be based on a realistic estimation of the 

company‘s operating capabilities and outcomes in relation with its business situations. 

In this case, the budgets should be projections of revenues and expenses. If the budgets 

are overly optimistic or pessimistic, there may be resource insufficiency. On the other 

hand, the budget for motivation should have objectives difficult to attain. These 

objectives should be higher than those set for planning (Barrett & Fraser 1977). 

Therefore, the budgets for planning purpose with easy targets cannot motivate good 

performance (Kennedy & Dugdale 1999); and vice versa, difficult objectives for 

motivation purpose are likely to have little use as a forecast for financial planning 
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purposes, and may lead to underusing company resources. Obviously, the same budget 

cannot serve both planning and motivation roles effectively (Barrett & Fraser 1977). 

 

Motivation versus evaluation conflict 

 

In order to serve motivation purpose, the budgets should have objectives as fixed 

standards against which managerial performance will be assessed. It is believed that 

fixed objectives have more motivation and better commitment to individual‘s 

performance. On the contrary, the budgets for evaluation should be adjusted to eliminate 

the impacts of uncontrollable or unforeseeable events, and to assess the managers‘ 

performances more effectively. This may cause conflict between motivation and 

evaluation roles. The managers may lose their commitment in achieving the budgeted 

target if they know performance standards by which they are evaluated may fluctuate. 

(Barrett & Fraser 1977.)  

 

Furthermore, a budget target for motivation will probably be set at higher level of 

difficulty than it is expected to be achieved. Hence, that budget is unsuitable for 

performance assessment in which targets ought to be set at a lower level of difficulty by 

managers because they will be evaluated against the budget standards. (Drury 2008.) 

 

Planning versus evaluation 

 

The budgets for planning purposes are set based on realistic anticipations of future 

circumstances or environment. On the other hand, the budgets as performance 

evaluation should be based on a comparison of actual performance with an adjusted 

budget to reflect the situations under which the managers actually operate (Drury 2008). 

As mentioned previously, there is a need to separate or remove the influence of 

uncontrollable environmental factors on the budgets used for evaluation roles (Barrett & 

Fraser 1977). Therefore, if the budgets are used for performance evaluation, the 

budgeting process is probably dominated by performance evaluation purpose. This may 

limit the usefulness of financial planning purpose, and vice versa (Emmanuel et al. 

1990). 
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However, the conflict is somehow mitigated because of time separation. The managers 

make forecast for planning purposes at the beginning of the budgeting process. 

Adjustment or modification have not made until the end of the budget period, which do 

not have any adverse influence on the planning role. (Barrett & Fraser 1977.) 

 

Clearly, a single set of budgets is not supposed to serve all the functions demanded 

equally well. The managers must select the purposes that are necessary for a reliable 

and effective budgetary system (Emmanuel et al. 1990). Besides, the budget levels 

chosen should make a trade-off between their multiple purposes (Epstein & Manzoni 

2002). Also, efforts should be made to prevent threats in effectiveness in the chosen 

functions (Emmanuel et al. 1990).  

2.4 Approaches in budgeting 

This part discusses three approaches used for setting budgeting targets. It is an 

important issue in the budgeting process. Budgets are usually produced by three main 

approaches, namely ―top-down‖, ―bottom-up‖ and their combination approach (Belch & 

Belch 2003, Miles et al. 1997). 

 

Top-down budgeting 

 

Top-down budgeting or authoritative budgeting (Jones 1998, Jones 2008) starts a flow 

of information on the budgeting process from the top down to the lower levels of the 

organization. According to Heinle et al. (2013), top managers have rights to set all 

budgeting targets because they are believed to have more holistic vision about 

strategies, objectives and resources of the organization than lower level managers. 

 

The top-down budgeting can bring some benefits. Firstly, it can increase forecasting and 

planning roles of the budgets (Kennedy & Dugdale 1999). Also, it can be more effective 

to allocate resources and control cost from high-level of the company (Florin 2011). 

This will enable firms to use the information from every single department in relation 

with other departments and to choose targets that are consistent with the firm‘s long-

term strategy (Heinle et al. 2013). Thirdly, authoritative budgeting can prevent local 

managers from manipulating their compensation.   
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Nevertheless, the top-down approach has some drawbacks. It could lead to the lack of 

local ownership (Dugdale & Lyne 2010). Moreover, top managers themselves 

sometimes have difficulties in finding correct solutions for intensive lower-level tasks. 

To solve those problems, lower level managers should have opportunities to get 

involved in the budgeting process. Also, the management team should have great 

experiences, knowledge and abilities to properly allocate resources and prepare budgets 

(Florin 2011). 

 

Bottom-up budgeting 

 

Bottom-up budgeting starts from the lowest management level when setting the 

budgeting targets. Each level‘s managers are able to prepare budgets for activities that 

they are responsible for, and submit for their superior‘s approval. This superior then 

combines budgets for which he or she is responsible and submits them to their higher 

managers. (Drury 2008).  

 

The bottom-up process is a very beneficial for companies, especially for multiplex and 

decentralized ones (Langdon et al. 2011). It is a participative method that utilizes 

knowledge of both managers and employees to prepare budgets. This approach enables 

every individual to involve in the budgeting process, to rely on their localized 

information in setting goals and to influence their day-to-day activities and performance 

targets (Heinle et al. 2013). Hence, bottom-up budgets are accurate because they are 

prepared by employees and managers who are the closest to the sources of revenues and 

costs. These individuals also have comprehensive expertise and knowledge that upper 

managers lack of (Rasmussen et al. 2003). Additionally, the bottom-up process can 

support communication and coordination in various departments in the organization 

(Florin 2011) and increase their motivation to achieve specific plans (Braun, Tietz and 

Harrison 2009).  

 

However, the participative budgeting process is still criticised for several reasons. This 

approach consumes a large amount of time for budget preparation at each department, 

and for review and integration at top-management level. Any feedback or modifications 

require a repeat of the whole process from the lowest to top management level. In 
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addition, local managers may find it difficult to prepare budgets and allocate resources 

due to the lack of expertise and knowledge about overall strategic goals and objectives. 

Also, this approach is problematic because managers may benefit from strategically 

misreporting private information. (Heinle et al. 2013.) 

 

Comparisons of top-down and bottom-up approaches 

 

The bottom-up is considered more appreciative to produce budgets (Drury 2008), and 

consistent with the recent trend of organizational decentralization (Roberts 2004 via 

Heinle et al. 2013). Gordon et al. (1997) point out that ―bottom-up‖ approach yields 

better forecasts than the ―top-down‖ approach when forecasts are statistically generated. 

Similarly, Dangerfield and Morris (1992) find that forecasts for individual items are 

more accurate when the bottom-up approach is are used. Furthermore, Shastri and Stout 

(2008) report that firms are increasingly turning to the bottom-up budgeting process. 

 

Because each of the two budgeting approaches has its pros and cons, it is suggested by 

some recent research that the methods should be mixed used. Florin (2011) states that a 

flexible combination between top-down budgeting and bottom-up budgeting can obtain 

optimum results for the companies. According to a survey in 127 German managers by 

Kramer and Hartmann (2014), both of top-down and bottom-up approaches can have 

positive effects on slack and managerial performance in different stages of the 

budgeting schedule. In particular, the top-down method can reduce budgetary slack by 

enhancing managers‘ perception of economic exchange in the guideline issuance stage. 

Meanwhile, bottom-up orientation in initial budget development can improve social 

exchange, which leads to better performance. Therefore, it can be concluded that these 

two approaches can be combined for the best performance and the lowest level of slack 

in budgeting stages. 

2.5 Stages in budgeting process 

This section illustrates basis stages in a budgeting process introduced by Drury (2008). 

The budgeting process starts with discussion of organizational strategy, budgeting 

policies as well as changes in business environments. After that, budgeting targets are 

set up and various budgets are then established. During the process, negotiation is also 
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an essential step. After all budgets are synthesized together, the whole set of budgets 

should be finally reviewed and implemented. 

 

Organizational strategy and objectives, and budgeting policies 

 

At the first stage of the budgeting process, top management must communicate budget 

policies to those responsible for preparing budgets for the specific time period. Those 

policies include corporate mission and objectives (Kennedy & Dugdale 1999). There are 

also important changes that affect budget preparation such as planned changes in sales 

mix, prices and wages, or changes in productivity or the expansion of activities. Also, 

any anticipated fluctuations in business environment should be discussed by top 

management. It is essential that all managers are aware of the policies of top 

management about implementing the strategies and long-term objectives in the current 

year‘s budget. Those managers should also know how to respond to any expected 

environment changes. 

 

Also, environment assumptions should be set, and especially factors that restrict 

performance should be determined for the given period. For example, sales demand can 

be considered as one of those factors when it is in excess of available production 

capacity. It is an important starting point of the annual budgeting process as sales 

determines the level of the company‘s operation. Sales revenue is also the most difficult 

plan to produce when it is influenced by many factors such as economic situations, 

competitors, market and customers. Those factors should be also determined prior to 

budget preparation. (Drury 2008.) 

 

Setting budgeting targets 

 

In the next stage, various budgets are initially prepared. There are three approaches to 

prepare budgets: top-down, bottom-up, or their combination, as discussed previously. 

As for setting budget targets, there is no single technique to determine the appropriate 

targets for budget items. Past data may provide a useful guide as the starting point for 

budget figures (Drury 2008). It is derived directly from performance in prior periods 

(Merchant & Van der Stede, Wim A 2007). However, there are always changes in 

future conditions, it is uncertain that events happening in the past will occur in the 
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future. Hence, in recent years, new technology and increased management education 

have developed more sophisticated techniques, for instance, more detailed analysis in 

budget preparation (Dugdale & Lyne 2010). The budgeting targets may be estimated by 

statistic forecasting, market research or industry standard depending on specific 

situations of companies. According to Gordon et al. (1997), specified statistical models 

provide a higher quality of forecasts than subjective judgments. Even so, perception and 

assessment of managers are still very important in establishing objectives and targets for 

the budgets, as Blocher et al (2002: 350 via Ahmad et al. 2003)  states that ―No model, 

however, can replace human judgement, no matter how complete or sophisticated it 

might be‖. 

 

The optimal amount of challenge in a budget targets should be also considered. 

According to Merchant and Van der Stede, Wim A (2007), each purpose of the budgets 

has different optimal targets. The budget targets for planning purpose should be the 

optimal estimations whereas they should be highly challenging for motivation. There is 

one option for budgeting targets but it serves multiple purposes. Therefore, the budget 

targets should provide an effective compromise, which is 80% to 90% probability of 

achievement and called ―highly achievable‖ (Merchant & Manzoni 1990). 

 

These highly achievable budget targets can raise manager commitment and higher 

achievement, as well as decrease costs of earning management and manipulation. 

Nevertheless, their risk is that managers may not be challenged to perform at their 

maximum. Hence, it is very important that the budget targets should be realistic, 

attainable but still challenging (Dugdale & Lyne 2010, Merchant & Manzoni 1990, 

Merchant & Van der Stede, Wim A 2007). 

 

Negotiation 

 

Negotiation is a crucial process of budgeting. The budget targets should be negotiated 

between managers and their subordinates, and a consensus is eventually reached. The 

superiors generally provide the overall organization‘s preferences and resource 

constraints while the subordinates are often knowledgeable about specific operational 

activities such as the relations between inputs and outputs, operational opportunities and 

constraints. Hence, the bargaining process between a manager and his or her superiors 



26 

means that the superiors revise the budgets along with consideration of the 

subordinates‘ argument. They can share information, so it can help to reduce 

information asymmetry. As the local managers are able to participate in the budgeting 

process, they will easily accept the budgets and more actively strive to reach the budget 

objectives. Otherwise, the budgets are not motivational devices any longer. In other 

words, the negotiation process contributes to gaining trust and confidence in all levels 

of managers, and budgeting as the effective management tool will produce a significant 

improvement in performance. (Merchant & Van der Stede, Wim A 2007.) 

 

Synthesise all budgets 

 

It is necessary that the budgets are examined in relation to each other in an 

organizational hierarchy. This includes the review and modification of the budgets in 

order to ensure that they are compatible with each other. Every individual managers 

should be aware of inconsistence and be the one who make changes in the budgets. 

They should be recycled also by ―bottom-up‖ approach until all the budgets coordinate 

and are acceptable to all the parties involved. Also, during this coordination process, 

aggregate financial budgets should be produced into a comprehensive synthesis. After it 

is approved by top management and manager of each responsibility centres, the budgets 

are finally passed down through the organization to the appropriate departments. (Drury 

2008.) 

 

Review 

 

Budgeting is a continuous and dynamic process that does not stop when the budgeting 

period starts. The review of budgets should be taken continuously, for example, on the 

monthly basis. Comparisons between budgeted figures and actual results should be 

made regularly during the budget year in order to find out the causes for budgeting 

variances. If the differences are within the control of management, corrective or 

innovative actions should be taken to prevent inefficiencies from occurring again. 

However, if the variances are emerged from uncontrollable factors, for example, 

changes in actual conditions from original estimation, the budgets should be altered for 

the remaining part of the year. (Drury 2008.) 
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2.6 Criticism of traditional budgets 

Despite being a cornerstone and widely used management control tool, budgeting is far 

from perfect (Hansen et al. 2003). Especially, it is no longer appropriate and 

―fundamentally flawed‖ in complex and highly unstable business context nowadays 

(McNally 2002 via Ahmad et al. 2003). Many recent critiques (e.g Ekholm & Wallin 

2000, Hope & Fraser 2003a, Jensen 2001 and Schmidt 1992) raise a significant 

dissatisfaction with budgeting in practice and suggest companies to abandon traditional 

budgeting (Hope & Fraser 2003a). The major criticism is that the annual budgeting 

process is time consuming and incapable of meeting the demands of the competitive 

economic environment (Drury 2008). The budgets have also been criticized for 

impeding the most effective allocation of organizational resources and advocating 

myopic decision making and other manipulation (Ekholm & Wallin 2000, Hope & 

Fraser 2003a, Jensen 2001, Schmidt 1992, Wallander 1999). This section investigates 

those criticisms and provides empirical evidence from previous research about this 

issue. 

 

Firstly, the budgets are criticised for time-consuming (Libby & Lindsay 2010, Schmidt 

1992). A lot of guesswork is required in the budgeting process (Prendergast 2000), 

which consumes a lot of managerial time (Libby & Lindsay 2010). The budgeting 

process is estimated to consume up to 20% of all management time (Neely et al. 2003). 

As a result, the huge cost is incurred (McNally 2002 via Ahmad et al. 2003), even 

higher than the benefits (Hansen et al. 2003, Libby & Lindsay 2010, Merchant & Van 

der Stede, Wim A 2007). In other words, the budgets create a little value compared with 

the time and costs required to prepare them (Hansen et al. 2003, Merchant & Van der 

Stede, Wim A 2007, Neely et al. 2003). 

 

Secondly, the budgets cause rigidity because of their 12-month commitment (Drury 

2008). The budgeting process is usually prepared and updated annually, that may be too 

infrequently (Neely et al. 2003). As a consequence, the rigidity can make the budgeting 

process become obsolete and reduce in value (Hope & Fraser 2003b, Libby & Lindsay 

2010, Neely et al. 2003). According to King et al. (2010), it can also impede operation, 

over-emphasise short-term cost control, and have negative impacts on employees‘ 

motivation. The short-term over-emphasis, in turn, ignores key drivers of shareholder 
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value (Ahmad et al. 2003).  Furthermore, those drawbacks of budgeting can become a 

constraint to competitiveness (Ekholm & Wallin 2000, Gurton 1999). 

 

Another criticism of budgeting is its lack of responsiveness to challenging conditions 

(Schmidt 1992), especially in business environment of information age today 

(Predergast 2000 via Ahmad et al. 2003, Ekholm & Wallin 2000). Today business 

environment is characterized by shorter product life cycles, uncertainty, unpredictability 

and high competitiveness. Hence, organizations should be capable of being adaptable 

and flexible. On the contrary, useful budgeting process requires two related conditions 

which are a high level of operational stability and good prediction. The former element 

guarantees a suitable plan within an adequate period of time, typically one year while 

the latter is necessary to make an accurate performance standard for managers (Berry 

and Otley 1980 via Hansen et al. 2003). Therefore, the characteristics of budgets are 

antagonistic to environmental requirements because they cannot capture the uncertainty 

in dynamic changing environment (Wallander 1999). Their fixed nature also inhibits 

firms from being flexible and adaptive to changes in such turbulence (Hansen et al. 

2003, Libby & Lindsay 2010). Hence, many critics conclude that budgeting is not 

useful any longer in today‘s highly challenging business environment (Ahmad et al. 

2003, Hansen et al. 2003, Samuelson 1999).  

 

According to Prendergast (2000), the budgets also enable gaming and perverse 

behaviours (Hansen et al. 2003, Libby & Lindsay 2010, Merchant & Manzoni 1990, 

Neely et al. 2003). They can be accounting departments‘ toy (Ekholm & Wallin 2000). 

The critics argue that the budgets can cause conflicts between top management and their 

subordinates (Ahmad et al. 2003). While top management attempt to reach and beat the 

targets, their subordinates just try to meet the lowest targets. It is not likely that they 

make efforts to reach higher results (Drury 2008). They may even work to build in slack 

in their budgets, and try to make budget numbers easier to attain (Prendergast 2000, 

Ekholm & Wallin 2000). Especially when budgeting is used as a fixed performance 

contract, it can result in inaccurate performance measurement and encourage budgeting 

gaming (Libby & Lindsay 2010). As the consequence, this may to lead situation that 

budget targets are met, but there are worse long-run performances together with various 

harmful side effects. (Emmanuel et al. 1990.) 
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Furthermore, budgeting is also subjected to some other criticisms. The process is known 

as rarely strategically focused, thus out of sync of competitive environments (Hansen et 

al. 2003, Libby & Lindsay 2010, Neely et al. 2003). It also strengthens departmental 

barriers rather than promotes knowledge sharing (Hansen et al. 2003, Hope & Fraser 

2003b, Neely et al. 2003), and makes people feel undervalued (Hansen et al. 2003, 

Neely et al. 2003). Consequently, budgeting can impede empowered employees from 

making the best decisions (Hope & Fraser 2003b). Particularly, the budgets as 

performance measures can be inappropriate when performances relative to the budgets 

become dominant measures of overall performances, because the budgets themselves 

represent imperfect standards (Emmanuel et al. 1990). In sum, budgeting is claimed to 

be ―inefficient, ineffective and incomprehensive‖ (Arterian 1998 via Ekholm & Wallin 

2000, Stewart 1990). 

 

Practical evidence 

 

To investigate empirical evidences about budgeting criticisms, Dugdale and Lyne 

(2010) conducts a survey on financial and non-financial managers in 40 British 

companies. Results indicate that most managers in surveyed companies disagree with 

criticisms of budgets. They are largely satisfied with their budgeting systems and about 

95% of financial managers regard budgeting as being fairly, very or extremely 

important, especially for planning, control and performance evaluation purposes. 

Although the budgets may be long-winded and bureaucratic, this is not considered as a 

problem. Also, connecting budgets and compensations can enlarge the risk of gaming 

but managers are very aware of these possibilities. 

 

On the contrary, Ekholm and Wallin (2000) find strong agreement with many of 

budgeting criticisms in 168 Finnish companies. A majority of surveyed companies 

criticise budgeting for rigidity and inflexibility. The budgets are also blame for 

encouraging incremental thinking. However, just a few companies are planning to 

abandon the annual budgets. They also conclude that the criticisms of budgeting suggest 

the need for better prediction, monitoring and authorization as well as increasing 

flexibility in planning and control. 
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It can be concluded that the annual budget suffers from many ailments (Ekholm & 

Wallin 2000) but prior studies have not found the practical evidences that it is not useful 

any longer or should be abolished in the organizations (Hope & Fraser 2003b). 
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3 BUDGETING AND VARIANCE ANALYSIS 

 

This chapter introduces about budgeting variances and their causes. In addition, it 

provides theories about variance analysis and its roles in the budgeting process. 

Especially, the roles of variance analysis in performance measurement are also 

discussed. 

3.1 Budgeting variance 

This section gives definitions for budgeting variance and their causes due to assignable 

and unassignable factors. Moreover, explanations in value chain organizations are 

presented. 

Budgeting variance is normally the difference between the budgeted revenues or costs 

and actual amounts (Drury 2008). A favourable variance is a variance that increases 

operating income relative to the budgeted amount. On the other hand, an unfavourable 

variance decreases operating income relative to the budgeted amount. (Horngren 2012.)  

Causes of budgeting variances 

 

Firstly, incorrect measurements of actual outcomes can lead to difference between 

actual and budgeted performances and cause variances. For example, there may be 

errors in recording labour hours for a particular operation, or in classifying direct and 

indirect labour costs. According to Drury (2008), it is beneficial to find measurement 

errors only when the investigation results in enhancement in accuracy of the recording 

system.  

 

Secondly, the variances may arise from out-of-date standard prices that are resulted 

from frequent changes in prices of inputs, or changes in technology. Investigation of the 

variances will reflect a general change in market prices or provide feedback on 

standards‘ inaccuracy and indicate the need to update the standards. Therefore, it may 

be essential to adjust some of output or input decisions. Ideally, standards should 

frequently be reviewed and updated in order to minimize variances being reported that 

are due to standards being out of date. (Drury 2008.) 
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A third cause for the variances can be operation inefficiency due to a failure to follow 

predetermined operational processes, faulty machinery or human errors. Investigation of 

variances in this case should point out the sources of the inefficiency, and lead to 

necessary correction actions. (Drury 2008.) 

 

Finally, some variances can occur without any assignable cause found. These may 

happen when a specific procedure is performed by the same employees under the 

identical contexts, yet performance fluctuates. In this case, it can be said that variances 

are resulted from haphazard or out-of-control factors. (Drury 2008.) 

 

Budgeting variances in value-chain organizations 

 

According to Horngren (2012), there is a variety of the possible sources of variances in 

firms adopting value-chain approach. For instance, an unfavourable materials-efficiency 

variance in the production area can be resulted from the poor design of products, poor 

quality or inadequate availability of materials, poor work in the manufacturing area, etc. 

It can be seen that the cause of the variance in one part of the value chain (eg. 

production) can be actions taken in other parts of the value chain (eg. product design). 

Therefore, improvements which are made in early stages of the value chain can 

significantly reduce the variances in subsequent stages of the value chain. 

3.2 Variance analysis 

This section provides an overview of variance analysis, its roles and purposes. It also 

introduces elements of variances that should be calculated and examined in variance 

analysis. Also, several empirical evidences from prior studies are given. 

3.2.1 Overview of variance analysis 

Variance analysis is one of traditional and widely used management accounting 

practices that are financially-oriented and focus on internal control (Chenhall & 

Langfield-Smith 2007). It is the process of comparing actual are not met, and to find 

appropriate solutions (Drury 2008). Overall, the variance analysis is a tool for control 
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and performance evaluation. This section introduces purposes of variance analysis and 

considerations that should be taken into account in investigation of variances. Elements 

of budgeting variances are also discussed. Finally, empirical results from previous 

research are also presented. 

 

Trade-off between benefits and costs of variance analysis should be taken into account 

in considering the investigation. The variances arising from random uncontrollable 

factors should not be investigated because they do not yield any benefits but the costs. 

Additionally, investigation is not necessarily made with all variances due to assignable 

causes because of high costs and being time-consuming. Besides, that would lead to 

investigating some variances that would not bring any positive enhancements in 

operation. Optimally, such variances may only be worthy of investigation if the benefits 

expected of the investigation exceed the costs of searching for and correcting the 

sources of the variance. (Drury 2008.) 

3.2.2 Purposes of variance analysis 

The most important task of variance analysis is to provide feedbacks for business and 

budgeting processes by comparing actual results with planned performances (Horngren 

2012). It can help managers to investigate causes of cost or revenue variances, and then 

promote learning and continuous improvements to current and future budgeting and 

decision processes (Kloock & Schiller 1997). Besides, managers are responsible for the 

variances of their own operations, thus this can motivate them to eliminate or reduce 

future variances (Kloock & Schiller 1997). Therefore, variance analysis is usually done 

regularly every month or every quarter in many organizations for control purpose (de 

With & Dijkman 2008, Kennedy & Dugdale 1999).  

 

Furthermore, performance evaluation is one of the key purposes of using variance 

analysis. The year-end comparison is frequently used to evaluate performance of every 

responsibility centre and its managers (Kloock & Schiller 1997). Normally, managers‘ 

compensation usually depends on the results of the comparison and amount of deviation 

from plans (Kennedy & Dugdale 1999). Effectiveness and efficiency are usually used as 

indicators of performance. Effectiveness is the level to which pre-established objectives 
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or targets are met whereas efficiency is the relative levels of inputs consumed to attain a 

given amount of outputs (Horngren 2012).  

3.2.3 Elements of budget variances 

Planning variances are originated from comparison of financial results at the actual 

activity level and the expected activity level in the budgets, thus it is necessary to 

remove the effect of volume from the variances. Flexible budgets in which the budgeted 

amounts are adjusted to the actual level of activity are usually used to first calculate the 

actual achieved level, and compute a set of different variances (Drury 2008). The 

flexible budgets help managers explore more about the causes of variances than do 

static budgets (Horngren 2012).  

 

Static budget variance of operating income is divided into a flexible budget variance 

and a sales-volume variance. The flexible-budget variance is the deviation between the 

actual performance and the flexible-budget figure for the actual activity levels. On the 

other hand, the sales-volume variance is the difference between the flexible-budget 

amount and the static-budget amount, resulting from variations between the actual 

output units and the budgeted output units. (Horngren 2012) 

 

In terms of inputs (for example direct materials or labours), the flexible-budget variance 

is split into price variance and quantity variance (Horngren 2012). On the one hand, a 

price variance is calculated by comparing the actual price and the budgeted price 

multiplied by the actual quantity of input (such as direct materials purchased or used). It 

can be called input-price variance or rate variance (especially for direct labours). On the 

other hand, an efficiency variance can be called input-efficiency variance or usage 

variance. It is the deviation between the actual quantity of input used and the budgeted 

quantity of input that should have been used, multiplied by the budgeted price. An 

organization‘s operation is considered inefficient if actual inputs are used more than 

budgeted figures for the actual output units achieved, and vice versa. (Horngren 2012.) 

 

The computation of price variance and efficiency variance enables managers to have 

better understanding about two related aspects of performance. This can contribute to 

managerial performance measurement because of the separation of responsibility. Also, 
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judgments about efficiency are not affected by whether actual input prices differ from 

budgeted input prices (Horngren 2012). For example, production manager is responsible 

for the efficiency variance while the purchasing manager is responsible for the price 

variance (Drury 2008). This separate computation of the price variance enables the 

efficiency variance to be computed using budgeted input prices.  

3.2.4 Empirical evidences 

Many empirical studies have been affirmed that variance analysis is important widely 

used in organization worldwide, especially for performance evaluation (Chenhall & 

Langfield-Smith 2007, Guilding et al. 1998). According to Chenhall and Langfield-

Smith (2007)‘s survey conducted in 140 manufacturing firms selected from the 

Business Review Weekly list of Australia‘s largest companies, budget variance analysis 

is one of the five most highly adopted management accounting practices (adopted by 

95% of the sample). Similarly, a majority of survey Turkish hotels indicates that they 

conduct variance analysis (74 respondents out of 79) (Uyar & Bilgin 2011). In Guilding 

et al. (1998)‘s study, 71% of NZ sample, 67% of the UK and 78% of Malaysian sample 

rate the variance analysis to be either ―above average important‖ or ―extraordinarily 

important‖ for performance assessment. 

 

It is also shown in previous research that variance analysis is used for several purposes 

such as controlling costs, improving the budgeting process or timely recognizing 

specific problems (Uyar & Bilgin 2011). Especially, variance analysis is also strongly 

indicated to be means to judge managerial performance (R. E. Anderson 1993, Guilding 

et al. 1998, P. Joshi et al. 2003). The research by Joye et al. (1990) finds that analysis of 

budget variances is used by 93% of the respondents for setting goals and evaluating 

performance by Australian firms. In the survey of Weisenfeld & Tyson (1990 via P. 

Joshi et al. 2003), a total of 90% of the participants indicate that analysis of variances is 

a good way to measure their performance. All of them agree that variance reports 

positively motivate them to enhance performance and raise their compensations. 

Similarly, budgeted figures are the most widely used performance measures among 

Turkish hotels (Uyar & Bilgin 2011). 
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As for frequency, a large proportion of Turkish hotels states that they conduct variance 

analysis monthly (68%), followed by quarterly (19%), semi-annually (5%), and 

annually 8%) (Uyar & Bilgin 2011). In P. Joshi et al. (2003), the periodicity of these 

reports is usually monthly or quarterly in most firms (94.3% of listed companies and 

73.6% of non-listed companies). Overall, it could be said that budgeting variances are 

reported on a regular basis in most firms. 
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4 EMPIRICAL RESEARCH DESIGN 

This chapter introduces methodology of this study including selection for research 

method and respondents in the survey. The design of questionnaire is also illustrated. 

After that, some basic descriptive statistics of the sample are represented. This also 

describes several methods to increase response rate and credibility of the data consisting 

follow-up, pre-test and non-respondent bias test. 

4.1 Research method selection 

The objective of the study is to explore budgeting practices in Vietnam. Being the third 

biggest city in Vietnam and the largest city in the central region, Da Nang city is chosen 

to be the target city for the research. This city is also one of the most dynamic economic 

centres of Vietnam. There is a large amount of companies with diversification in 

business sectors, forms of ownership as well as company ages and sizes. Thus, this city 

can be an interesting target area for research. 

 

A survey is carried out to collect empirical data on organizations in Da Nang city. Due 

to time and cost constraints, a sample of 250 companies in Da Nang city is randomly 

chosen. Companies from various business nature, sizes and management status are 

chosen to represent the population. Manufacturing, trading and service companies are 

all targeted firms. There is also no limitation in company age or size reflected by 

amounts of employees. The diversified sample aims to increase reliability and validity 

of the surveyed responses. 

 

Questionnaires are sent by mail or email to respondents. Mix data collection method has 

been chosen in many other studies (Steed & Gu 2009, Uyar & Bilgin 2011). Also, the 

mix method is considerably suitable for this study and for Vietnam situations. On the 

one hand, online survey is the most convenient method for the author due to the 

limitation to travel from Finland to Vietnam. On the other hand, it is possible that 

Vietnamese respondents are afraid to trust the online survey sent to their email because 

it is still an uncommon tool for many Vietnamese managers, especially old-fashioned 

ones. Furthermore, this method may have significant coverage gaps in the general 

population (D. Dillman & Groves 2011: 44). Therefore, both mail and online 
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questionnaires are applied with the hope to get the highest responses. The mixed 

method is also expected to improve timeliness and enhance coverage error and non-

response bias (D. Dillman & Groves 2011: 302 - 305).  

 

Webropol software provided by University of Oulu is used to create survey and collect 

responses online. It is a convenient tool for conducting online survey. Surprisingly, it 

provides Vietnamese version that are absolutely suitable because many Vietnamese 

managers are not fluent in English. Using Vietnamese also helps to reduce language 

constraints and encourage more participants in the survey. 

 

Besides, follow-up method is conducted to gain more responses. A reminder email is 

sent after two weeks if the questionnaire is not answered. The follow-up is supposed to 

effectively enhance response rates and help bring the more resistant respondents into the 

study, sooner (D. Dillman & Groves 2011, D. A. Dillman 1978, Moore & Tarnai 2002 

via Van der Stede, Wim A et al. 2005). 

4.2 Selections of respondents 

The respondents can be financial chief departments, chief accountants, managers who 

are responsible and knowledgeable about the budgeting process in their organizations. 

The participants are asked to complete the questionnaire considering budgeting patterns 

of the firm where they are employed.  

 

Out of the 250 managers in the sample, 81 managers fill and return the questionnaire, 

representing a raw response rate of 32.4%. The highest rate of the respondents belongs 

to accounting managers (52 respondents). Among other participants are financial 

managers and general managers. Because it is important to have a reliable sample, there 

are 4 responses removed because of inappropriate positions. Thus, all respondents left 

are in position to be very knowledgeable about budgeting practices at companies. Also, 

6 questionnaires are found incomplete, resulting in 71 usable questionnaires. Finally, 

the sample includes 71 observations, yielding a response rate of 28.4%. For comparison, 

the response rates of other studies are 26.33% (Uyar & Bilgin 2011), 18.8% (Abdel-

Kader & Luther 2006), 39.7% (P. Joshi et al. 2003), 20.8% (Oak & Schmidgall 2009), 

38% (Jones 2008), 35% (Steed & Gu 2009). Therefore, the response rate of study can 
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be said to be neither low nor high in comparison with some others, so the rate is 

acceptable. 

4.3 Design of questionnaire 

The content of the questionnaire survey is based on several prior studies (Ahmad et al. 

2003, Jones 2008, P. Joshi et al. 2003, Uyar & Bilgin 2011), which is represented in 

Appendix 1. Attached to each questionnaire is a cover letter which briefly introduces the 

main purposes and emphasizes the significance of the research. An assurance of 

confidentiality is also given to the respondents. It is highlighted that only aggregate 

results of the survey are published and used solely for academic purposes. This aims to 

encourage them to comfortably take part in the survey. 

 

The rest of the questionnaire is divided into three parts. The first part contains questions 

on the demographics of the respondents and companies such as their positions, type of 

business, and size of companies. The second section includes questions about important 

aspects of budgeting practices in targeted firms, such as budget types on different 

basics, budgeting purposes and techniques to construct budgets. There is one question 

about budget types based on time period, and two others about budget types on the basis 

of coverage and capacity. A further question aims to explore purposes of budgets 

relevant to surveyed companies and their importance. The final question in this section 

asks about techniques used to set budgeting targets. The respondents are also required to 

indicate the frequency of the budgeting techniques used. Finally, the third section 

focuses on budgeting variance and variance analysis. It aims to investigate the use of 

budgets in performance measurement. The first question of this section is about 

measures used for performance evaluation in the companies whereas further four 

questions address the issue of variance analysis. The respondents are first asked whether 

their companies use variance analysis. If it is applicable, there are three more questions 

to investigate extensively about this issue including purposes of variance analysis, its 

frequency of use and the style of performance reports received by budget holders.  

 

After the questionnaire is developed, it is translated into Vietnamese. As explained 

before, it is because of the fact that many Vietnamese managers do not have a good 

command of English. Thus, this can help to reduce language constraint and encourage 
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more participation. The Vietnamese version is expected to be both understandable and 

capable of transferring all main ideas of the English version.  

 

Survey pre-test is conducted in order to assure that the respondents can correctly 

understand all the questions and know how to answer them (Morgan 1990). This is also 

important in mail or email surveys because the participants have no chances to report 

problems in the questions and the survey instrument to the surveyor (Van der Stede, 

Wim A et al. 2005). Hence, one Vietnamese university lecturer and one accounting 

manager excluded from the sample are asked to do the survey pre-test. After that, the 

questionnaire is improved and modified in both English and Vietnamese versions based 

on their comments. The feedbacks from pre-test may help to increase validity, clarity 

and reliability of the questionnaire, thus eventually enhance the survey quality 

(Diamond 2000). 

 

Overall, there are 16 questions in total, comprising demographic part of four text-field 

and one multiple choice questions. Besides, there are one multiple choices and five 

questions in Likert-scale type in the main parts. There are five other questions in Yes-

No form. 

4.4 Sample statistics 

The company characteristics of surveyed companies are given in table 1 by SPSS 

software. 
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Table 1. Descriptive statistics of the surveyed companies 

 

N Percentage 

Nature of business 

  Manufacturing 19 26.8 

Trading 22 31 

Service 30 42.3 

Company age 

  Less than 10 years 24 33.8 

10-20 years 23 32.4 

More than 20 years 23 32.4 

Not specified 1 1.4 

Number of employees 

  Less than 300 employees 58 81.7 

More than 300 employees 13 18.3 

Total 71 

 Number of employees (Mean) 590 

 Firm age (Mean) 15.7 

 Work experience (Mean) 7.5 

  

As can be seen from table 1, there are totally 71 participants for the survey with average 

work experience of 7.5 years. Surveyed companies include 19 manufacturing firms 

(26.8%), 22 trading firms (31%) and 30 services firms (42.2%). In terms of company 

age, we classify the sample into three groups of less than 10 year-old firms, 10-20 year-

old firms, and firms more than 20 year-olds which make up 33.8%, 32.4% and 32.4% 

respectively. The mean of all firm ages is 15.7 years. As regards amounts of employees, 

there is an average of 590 employees per company. The sample is also divided into 

SMEs and large companies measured by their amount of employees. According to 

Vietnamese Law on Enterprise (Decree No. 56/2009/ND-CP), firms whose employees 

exceed 300 people are classified as large companies. On the other hand, firms 

employing fewer than 300 people are considered as a SME. There are 58 SMEs and 13 

large companies in the sample (81.7% and 18.3% respectively). This proportion is 

appropriate with overall Vietnam economy situation which SMEs are occupying a 

majority of all business. 

 

In addition, test of normality is conducted for comparison purpose of the next section. It 

is shown from the Kolmogorov-Smirnov statistic test that most of the variables are not 

distributed normally (p < 0.05) (Appendix 2). Therefore, Mann-Whitney test, a non-
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parametric test is applied for mean comparison between groups of firm size. Moreover, 

Chi-square test is also used for finding association between company size and some 

budgeting patterns. 

 

Non-response bias 

As recommended by Van der Stede, Wim A et al. (2005), the extent to which the 

respondents are different from the non-respondents is important to the generalizability 

of the survey, thus non-response bias analysis is conducted to examine response errors. 

Responses from the first half of the surveys are combined and compared with the latter 

half of responses. The idea behind this approach is that early responses are usually 

biased the most (Fowler Jr 2008); in other words, late responses are more likely to 

resemble non-responses than do early ones (Moore & Tarnai 2002). Therefore, the mean 

figures on all survey items for early and late responses are compared. As a result, there 

are six significant differences between early and late responses found in 52 items. 

Generally, we conclude that the two samples are drawn from the same population, and 

the existence of non-response bias is not likely to be a threat to the conclusions. 
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5 RESULTS 

This chapter presents, interprets empirical results in Vietnam, and compare them with 

findings from other previous research in both developed and developing countries. 

Practices of budgeting and variance analysis are focused. Moreover, comparisons 

between SMEs and large companies are also examined and discussed. 

5.1 Budgeting patterns 

Overall usage of budgeting 

The respondents are firstly asked to indicate whether their firms use budgeting. The 

results show that 67 out of 71 surveyed companies prepare budgets, accounting for 

94.4%. The high adoption rate of budgeting in Vietnamese firms is consistent with prior 

research in Vietnam (Anh et al. 2011) as well as other countries such as Malaysia in 

studies of Sulaiman et al. (2002) and Ahmad et al. (2003). Interestingly, all of four 

companies without preparing budgets belong to SME group. Table 2 clearly reveals that 

93.0% of SMEs prepare budgets while the proportion in large companies is 100%. 

However, Chi-square tests do not show statistical differences in the practices of SMEs 

and large companies in using budgets (Sig = 0.325 > 0.05, df = 1) (Appendix 3). 

 Table 2. Percentage of using budgets  

 

SMEs Large companies Overall 
Chi-square 

N % N % N % 

Using of budgets 58 93,1 13 100 71 94.4% 0.325 

 

 

Period time of the budgets 

 

In order to explore the time period of the budgets, the participants are then asked for the 

usage of budgets that cover one month, three months, six months, one year, and over a 

year. This question aims to investigate whether long-term budgets or short-term budgets 

are more preferable in Vietnam. The responses are shown in table 3. In terms of short-

term budgeting, the findings show that annual budgets are used by a majority of 
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surveyed firms (76.1%), followed by six-month budgets (38.8%). Three-month budgets 

and one-month budgets are prepared by 34.3% and 19.4% of the respondents 

respectively. This is similar to the results of Szychta (2002) in Polish enterprises about 

the abundant adoption of short-term budgeting. As regards long-term planning, only 11 

out of 67 participants use budgets that cover more than one year time, occupying 16.4%. 

This finding in Vietnam does not coincide with the extensive use of long-term budgets 

found in developed countries such as US (Powell 1992), Japan and Australia 

(Wijewardena & De Zoysa 1999), Germany (Scherrer 1996 via P. Joshi et al. 2003) and 

other developing countries such as Indian (S. W. Anderson & Lanen 1999)  and Bahrain 

(P. Joshi et al. 2003). Therefore, it can be said that Vietnamese organizations focus only 

in daily operations in their budgets. Strategic planning is not paid enough attention 

compared with other countries from previous research. 

 

Table 3. Budgets types based on period. 

  Frequency Percent 

1 month 13 19.4 

3 months 23 34.3 

6 months 26 38.8 

1 year 51 76.1 

Over a year 11 16.4 

Budget types based on coverage and capacity 

Next, we examine budget types in surveyed companies. The participants use a rating 

scale to indicate their frequency of using specific budgets from ―never‖ (1) to ―always‖ 

(5). According to Table 4, operating budget and cash budget are the most frequently 

used budgets with mean of 4.134 and 3.851 respectively. For specific operating budgets, 

almost all budgets are prepared frequently with the mean above 4. Labour budget is the 

only one with the mean of 3.765 (Table 5).  

Also in table 4, investment budget is ranked with the mean of 3.104, confirming the 

estimation about the infrequent preparation of long-term and acquisition budgets. 

Additionally, flexible budgets are not popular while the mean indicator is just 2.731, 

reflecting the inflexibility in budgeting of Vietnamese firms. It can be seen that 

traditional budgets are more common than new adoption of budgets such as flexible 
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budgets. This coincides with findings of Anh et al. (2011) about higher adoption of 

traditional management accounting practices than contemporary ones in Vietnam. 

Table 4. Usage of specific budgets 

 

  

SMEs (N = 54) 

Large companies  

(N = 13) Overall 

Sig (2-

tailed) Mean 

Standard 

Deviation Mean 

Standard 

Deviation Mean 

Standard 

Deviation 

Operating budgets 3.981 0.951 4.692 0.480 4.134 0.919 0.007 

Cash budget 3.811 1.178 4.000 1.000 3.851 1.132 0.710 

Investment budget 2.906 1.334 3.769 1.235 3.104 1.361 0.042 

Flexible budget 2.547 1.309 3.385 1.387 2.731 1.355 0.054 

For the comparison between groups, the Mann-Whitney test is also used. It can be seen 

from table 4 that there are differences in the usage of operating budgets and investment 

budgets between SMEs and large companies (with sign = 0.007 and 0.042 respectively 

at 0.05 level). It is likely that large firms prepare operating budgets and investment 

budgets more frequently than SMEs. By contrast, the tests do not find any difference in 

cash budget and flexible budgets between groups. Thus, it can be estimated that 

inflexibility in budgeting is popular and common in any size of firms. 

Table 5: Usage of specific operating budgets 

 

N Mean 

Std. 

Deviation Variance 

Sales budget 67 4.284 0.966 0.934 

Profit budget 67 4.269 0.963 0.927 

Production budget 18 4.333 0.686 0.471 

Material budget 17 4.294 0.686 0.471 

Labour budget 17 3.765 1.147 1.316 

Overhead budget 17 4.000 1.061 1.125 

Multiple purposes of the budgets 

It is indicated in literature that the budgets serve multiple purposes and functions. Thus, 

the question 10 aims to investigate this issue in Vietnam. It is adopted from Jones 

(2008), Uyar & Bilgin (2011). A rating scale of 1 (not important) to 5 (extremely 
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important) is used to measure the degree of purposes served by the budgets. According 

to table 6, the means of all purposes are rated above 3.5, showing that all functions play 

important roles in surveyed firms. Profit maximization is rated to be the most essential 

reason for budgeting (mean = 4.284), followed by cost control (mean = 4.209) and 

planning (mean = 4.015). The participants also rate coordination and communication as 

important functions of the budgets (mean = 3.866 and mean = 3.701 respectively). The 

purpose of evaluation and motivating employees has the lowest importance level in 

comparison with other functions (mean = 3.567). Overall, it can be seen that the 

findings about multiple budgeting functions are consistent with budgetary theory 

framework and other empirical research. Remarkably, the results coincide with 

Sivabalan et al. (2009)‗s study that budgeting for major planning and control reasons 

are of greater importance than the evaluation reason. 

For in-depth analysis, the Mann-Whitney test is conducted to compare the SMEs and 

large companies in terms of budgeting functions. Results indicate the only difference in 

planning function of the budgets between SMEs and large firms (sign = 0.04 < 0.05, 

Table 6). It is shown from table 6 that budgets do not serve planning purpose in SMEs 

as much as in large firms. However, there is no significant difference between the two 

groups for other functions served by budgets from the Mann-Whitney tests. In brief, 

except for planning role, the budgets almost serve the same purposes in both SMEs and 

large companies. 

Table 6. Purposes of the budgets 

  

SMEs 

(N = 54) 

Large companies 

(N = 13) 
Overall 

Sig (2-

tailed) 
Mean 

Standard 

Deviation 
Mean 

Standard 

Deviatio

n 

Mean 
Standard 

Deviation 

Forecast and planning 3.887 0.993 4.462 0.660 4.015 0.961 0.040 

Control 4.189 0.761 4.308 0.947 4.209 0.789 0.463 

Coordination 3.887 0.974 3.769 0.725 3.866 0.919 0.402 

Assisting profit maximization 4.283 1.007 4.231 0.927 4.284 0.982 0.756 

Communication 3.755 1.054 3.462 1.050 3.701 1.045 0.293 

Evaluation 3.604 1.198 3.385 0.506 3.567 1.090 0.170 

Mean of calculating rewards 3.755 1.125 3.615 0.506 3.746 1.035 0.324 

Employee motivation 3.528 1.067 3.692 0.855 3.567 1.018 0.892 
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Manager motivation 3.585 1.167 3.769 0.599 3.642 1.083 0.905 

Technical aspect of budgeting 

In the next question, survey participants are asked to rate the extents to which 

techniques to forecast budget targets are used. This question is adopted from Jones 

(2008) and Uyar and Bilgin (2011). There are seven different methods presented in a 

five-point Likert- scale question. The results are shown in table 7. Among the indicators 

to set targets in the sample firms, historical data is pointed out to be used the most 

frequently (mean = 4.209), followed by statistic forecasting (mean = 3.806). 

Considerably, setting budgeted targets based on subjective experience is the third 

frequently used indicator (mean = 3.478). On the other hand, the low ratings of market 

research (mean = 3.418) and industry standard (mean = 2.896) show that they are not 

regularly applied by surveyed companies.  

  Table 7. Techniques to set budgeting targets 

  N Mean 

Std. 

Deviation Variance 

Previous year‘s actual results 67 4.209 1.108 1.228 

Statistic forecasting 67 3.806 1.184 1.401 

Market research 67 3.418 1.075 1.156 

Subjective estimates 67 3.478 1.078 1.162 

Industry standard 67 2.896 1.269 1.610 

According to Blocher (2002), a combination of experienced judgment and analyses can 

result in better forecast than any single technique. Ahmad et al. (2003) also indicate the 

importance of subjective estimates based on experience because of irreplaceable roles of 

human judgment, even though statistical forecasting and market research are beneficial 

in estimation of budgeting figures. Hence, the results in table 7 show an appropriate 

combination use of forecasting techniques in Vietnamese firms, which are consistent 

with other previous studies (Ahmad et al. 2003, Uyar & Bilgin 2011). Surprisingly, 

surveyed Vietnamese companies even make more use of sophisticated techniques such 

as statistical forecasting than Malaysian firms in Ahmad et al. (2003)‘s survey (with the 

mean = 3.65). 
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5.2 Budgeting and variance analysis 

Measures of performance evaluation 

In order to examine performance evaluation, the first question of the third part which is 

adopted from Jones (2008) looks at techniques used in company to evaluate 

performance. As a result from table 8, performance evaluation which is based on 

previous year results is adopted by 95.5% of the participants, and is the most commonly 

used techniques. Secondly, budgeted figures are used by 58 in 67 observations to 

measure performance, contributing for 86.6%. Those are consistent with Uyar & Bilgin 

(2011)‘s findings about indispensable roles of historical results and budgeted figures in 

measuring performance. On the other hand, the Balanced Scorecard, a quite modern 

management accounting practice, is substantially used in measurement of performance 

of only 16.4% of the respondents. It is similar to results from Anh et al. (2011) about 

the low adoption rate of contemporary management accounting practices compared with 

traditional ones. 

Table 8. Measures of performance evaluation 

Techniques Frequency Percentage 

Previous year result 64 95.5 

Budgeted figures 58 86.6 

The balanced scorecard 11 16.4 

Competitor comparison 35 52.2 

Industry statistics 32 47.8 

Variance analysis 

The following questions are related to variance analysis and budgeting as the 

performance measurement tool. Participants are asked about the usage of variance 

analysis of their company. It is to explore more deeply about how budgets are used for 

performance evaluation. Only 32 out of 67 surveyed firms use variance analysis, 

accounting for 47.8% (Table 9).  

It indicates that variance analysis is not widely used. This adoption rate of variance 

analysis is much lower than other countries such as India (68%) (P. L. Joshi 2001), 
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Turkey (93.6%) (Uyar & Bilgin 2011), Bahrain (73.6%) (P. Joshi et al. 2003), Malaysia 

(Sulaiman et al. 2002 via Sulaiman et al. 2004). Although budgeted figures are 

indicated to be performance measures (Table 8), variance analysis is not commonly 

adopted. It can be explained that firms only calculate a simple variance between actual 

results and budgeted figures for evaluation purposes. Specific variances may not be 

determined, leading to low adoption of variance analysis like recent results. 

Table 9. Adoption of variance analysis 

  
SMEs Large companies Overall 

Chi-square 
N % N % N % 

Yes 21 38.9 11 84.6 32 47.8 0.004 

No 33 61.1 2 15.4 35 52.2   

For comparison between groups, Table 9 demonstrates that there is 84.6% of surveyed 

large firms conduct variance analysis while 30.6% of SME group do that. Thus, Chi-

square is conducted to examine the association between usage of variance analysis and 

firm size defined by the number of employees. It is clearly shown from the test that 

there is a significant difference between the two groups regarding analysis of budgeting 

variances (Chi-square = 0.004 < 0.05, df = 1, Appendix 4). In a nutshell, large 

companies are likely to conduct variance analysis more than smaller ones. 

Purposes of variance analysis 

Three last questions are just given to 32 respondents whose companies use variance 

analysis. Purposes of variance analysis are examined based on Joshi et al (2003)‘s 

survey. Participants are required to rate the importance of variance analysis in 5-rank 

Likert-scale question. The high mean numbers indicate that variance analysis is used for 

various purposes (Table 10). It is rated by the respondents that cost control is the most 

important reason (mean = 4.469), followed by evaluation of managers and recognition 

of problems (mean = 4.125). The two other purposes which are providing feedbacks and 

employee evaluation seem to be less important with the mean below 4 (3.813 and 3.875 

respectively). Hence, it can be estimated that investigation of variances is more 

important for cost control than evaluation. There is similarity in purposes of analysing 

variances between Vietnamese companies in this survey and Turkish hotels in Uyar & 
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Bilgin (2011). For further investigation, the Mann-Whitney test is also conducted for 

comparison between groups, but there is no significant difference found. Statistically, 

functions of variance analysis are found to quite similar among responses from both 

SME and large company groups. 

Table 10. Purposes served by variance analysis 

  

SMEs (N = 21) 

Large companies  

(N = 11) Overall 

Sig (2-

tailed) Mean 

Standard 

Deviation Mean 

Standard 

Deviation Mean 

Standard 

Deviation 

To control cost 

 

4.476 0.680 4.455 0.934 4.469 0.761 0.785 

To timely recognize 

problems 

 

4.190 0.602 4.000 0.894 4.125 0.707 0.667 

To timely recognize 

problems 

 

3.952 0.669 3.545 1.128 3.813 0.859 0.263 

To evaluate managers‘ 

performance 

 

3.810 0.814 4.000 0.894 3.875 0.833 0.440 

To evaluate managers‘ 

forecasting ability 

 

4.190 0.750 4.000 0.894 4.125 0.793 0.621 

Regarding the question about the frequency of using variance analysis, responses are 

presented in table 11. Overall, 68.8% of the respondents conduct variance analysis 

annually, followed by quarterly (59.4%), semi-annually (53.1%) and monthly (37.5%). 

The patterns seem to be contrast to findings from research of Uyar & Bilgin (2011) that 

periodicity of variance reports are usually monthly or quarterly basis. It can be seen that 

Vietnamese firms are likely to report budgeting variances less frequently than firms in 

other countries. Probably, this may cause ineffective control and late recognition of 

problems for Vietnamese companies. 
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Table 11. Frequency of reporting variance 

 Frequency Percentage 

Valid 

percentage 

Monthly 12 17.9 37.5 

Quarterly 19 28.4 59.4 

Semi-annually 17 25.4 53.1 

Annually 22 32.8 68.8 

The final question asks about the desire of variance reports. There are three options 

available for style of variance reports. An open-ended option is also given for the 

respondents to add their own answer. As can be seen from Table 12, it is given by 

53.13% of the respondents (17 out of 32) that both controllable and non-controllable 

costs are presented in variance reports and they are distinguished. Meanwhile, 18.75% 

of surveyed companies have reports that controllable and controllable costs are not 

distinguished although they are both presented. The rest of 28.13% shows that there are 

only controllable costs on their performance reports. There is no response added into 

this final open-ended option. In comparison with Ahmad et al.‘s research (2003), 

Vietnamese firms have better designed performance reports than Malaysian firms as 

there are a higher percentage of reports that have a clear distinction between 

controllable and non-controllable costs in Vietnamese firms than Malaysian ones (48%). 

Table 12. Style of variance reports. 

  Frequency Valid Percent 

Only costs controllable  9 28.1 

Both controllable and non-controllable costs, 

distinguished 

17 53.1 

Both controllable and non-controllable costs, 

not distinguished 

6 18.8 

  32.00 100.00 
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6 SUMMARY 

The budgets are a financial blueprint, a comprehensive plan for the future of 

organizations (Merchant & Van der Stede, Wim A 2007, P. Joshi et al. 2003). They 

have been used widely as the management and control tool worldwide (Armstrong et al. 

1996, Ekholm & Wallin 2000, Libby & Lindsay 2010, Merchant & Van der Stede, Wim 

A 2007). The budgets serve multiple purposes, from planning, control to motivation, co-

ordination and performance evaluation (Merchant & Van der Stede, Wim A 2007). 

According to the survey on 331 accountants in Sivabalan et al.'s research (2009), 

planning and control are two main reasons for budgeting, much more important than 

evaluation reasons. Although budgets are subjected to criticism, it is still extensively 

adopted and continuing to be the topic of many management accounting studies (Libby 

& Lindsay 2010). Together with budgeting, variance analysis is also a useful tool for 

control and performance evaluation in organizations (Chenhall & Langfield-Smith 

2007). Many studies examine the adoption of variance analysis (Chenhall & Langfield-

Smith 2007, Guilding et al. 1998, Uyar & Bilgin 2011). They find out that many 

companies all over the world conduct variance analysis for recognizing operation 

problems, cost control and especially performance evaluation. 

However, the existing research focuses mainly on developed countries or large, 

complex organizations. Hence, it is necessary to explore budgeting practices in 

developing countries. Also, firm size is an important organizational variable to have 

effects on management accounting practices including budgeting; however, the 

relationship between organization size and budgeting adoption is not clear-cut in 

principle. Accordingly, there is a need to make comparisons about budgeting patterns 

across company size and examine the association between the magnitude of companies 

and budgeting adoption. 

Taken all motivation together, the survey is conducted in Da Nang city, Vietnam to 

investigate budgeting practices. This is a developing country with fast growing and 

competitive economic environment in the South East Asia in recent years. Accordingly, 

there are dynamic changes and innovation in accounting system in the recent years, 

from one that serves only the need of state tax authorities to one that also serves the 

need of management (Adams & Do TL, 2003). Management accounting in general or 
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budgeting practices in particular, thus, is also interesting for researching and 

investigating. Nevertheless, there is currently lack of study regarding those issues in 

Vietnam. Hence, the need for study about budgeting practices in Vietnam has activated 

the basic motivation for this study. 

The study aims to answer four research questions. Purpose of the first two questions is 

to describe budgeting patterns in Vietnam and to emphasize on multiple purposes of the 

budgets. Several comparisons are also made between Vietnam and other countries in 

previous research, especially similar developing countries. The third research question 

focuses on the use of budgets as performance measurement and the extent of variance 

analysis adoption. Finally, the fourth research question aims to find whether there are 

significant differences between large companies and SMEs in budgeting patterns, and 

whether firm size has an influence on budgeting applications in Vietnam. Eventually, 

the study hopefully contributes filling the gap in knowledge about budgeting practices 

in Vietnam or developing countries in general. 

The findings of the study indicate that a vast percentage of firms in Da Nang city 

prepare budgets (94.4% of the respondents). On the basis of the time period, annual 

budgets are the most common budgets for a majority of firm whereas long-term plans 

are only prepared by 16.4% of the surveyed companies. In comparison with other 

research in both developed countries such as the US (Powell 1992), Japan and Australia 

(Wijewardena & De Zoysa 1999), Germany (Scherrer 1996 via P. Joshi et al. 2003) and 

other developing countries such as Indian (S. W. Anderson & Lanen 1999, P. L. Joshi 

2001) and Bahrain (P. Joshi et al. 2003), the adoption of long-term plans in Vietnam is 

much lower. In terms of budget types, operating budgets and cash budgets are the most 

frequently used budgets in the surveyed companies. On the contrary, investment 

budgets and flexible budgets seem to be only occasionally prepared. Perhaps, the 

budgeting in Vietnamese organizations emphasizes on daily operations more than on 

strategic, long-term planning. Also, those companies tend to prepare more traditional 

budgets such as annual budgets, operating budgets than contemporary practices of 

budgeting such as flexible budgets. This also coincides with findings about higher 

adoption of traditional management accounting practices than contemporary ones from 

Doan et al (2011) in Vietnam and Sulaiman et al. (2004) in four other Asian countries 

(Singapore, Malaysia, China and India). 



54 

To solve the second research question, we explore that Vietnamese firms prepare the 

budgets for multiple purposes which is similar to current theories and other research‘s 

findings. Profit maximization, cost control and planning are the most crucial purposes 

of Vietnamese budgets. On the contrary, evaluation seems to be lower ranked by the 

respondents, indicating that budgeting is not commonly used for evaluation purpose. 

This is consistent with Sivabalan et al. (2009)‘s study about the higher importance of 

planning and control purposes of budgeting than evaluation. 

It is indicated in literature and practices that various methods can be used to set 

budgeting targets, for example, past data, human judgment and several techniques of 

advanced analysis (Drury 2008). The finding in Vietnamese firms reveals that human 

experience judgment and sophisticated analysis are usually combined in setting 

budgeting targets. This is consistent with the academic literature and empirical 

evidences from research of Uyar & Bilgin (2011) and Ahmad et al. (2003). Specifically, 

the historical data and the statistic forecast are important indicators for consideration of 

setting targets. Subjective anticipation based on experience of managers is also a key 

indicator for setting targets of the surveyed companies.  

In terms of performance measurement, previous year results and budgeted figures are 

ranked to be the most applied performance indicators. However, variance analysis is 

only adopted by 47.8% of the respondents. We estimate that the budgets are truly used 

for performance measurement, but only simple variances are calculated. Extensive 

analysis of budgeting variances is not conducted properly for investigating causes of 

variances, recognizing problems and evaluating performance. Comparing with other 

countries such as India (68%) (P. L. Joshi 2001), Turkey (93.6%) (Uyar & Bilgin 2011), 

Bahrain (73.6%) (P. Joshi et al. 2003), Malaysia (Sulaiman et al.‘s 2002 via Sulaiman et 

al. 2004), adoption rate of variance analysis in Vietnam is much lower. 

Literature review also reveals that variance analysis can serve dual purposes of control 

and evaluation.  It provides feedbacks for organizational operations and the budgeting 

process that can results in more effective cost control and continuous enhancement. 

Additionally, measurement of managers and employees‘ performance is also an 

important role of variance analysis. For those companies that conduct variance analysis 

in the Vietnamese sample, cost control is explored to be more important than evaluation 
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roles. Recognition of problems is also a crucial role of variance analysis. Once again, 

the results indicate coincidence between Vietnamese firms and Turkish hotels in Uyar 

and Bilgin (2011)‘s research. 

However, the period of budgeting variance reports in Vietnam is contrast with the one 

in research of Uyar and Bilgin (2011). Vietnamese firms do not make variance report as 

regularly as Turkish hotels or Bahrain firms do. Perhaps, reporting variances in Vietnam 

may be not as efficient as in other countries, which may result in out-of-date 

information especially in currently competitive and changing business environment. 

Consequently, this may cause late recognition of operation problems and corrective 

actions and reduce the effectiveness of cost control. As regards as desire of performance 

reports, it is likely that Vietnamese firms have more qualified reports than Malaysian 

firms in Ahmad et al. (2003)‘s research when a larger proportion of surveyed 

Vietnamese companies have clear distinction between controllable costs and 

uncontrollable cost in the variance reports than of Malaysian firms. 

The findings indicate that budgeting patterns in SMEs and large companies are quite 

similar as there are only several differences found in some cases. Large companies are 

found to have higher adoption level of operating budgets and investment budgets than 

SMEs. Moreover, it is likely that size affects adoption rates of variance analysis as the 

results indicate that a larger proportion of large companies conduct variance analysis 

than SMEs do. By contrast, there is no difference found between SMEs and large 

companies in the use of flexible budgets. It is also clearly shown from the results that 

both groups of firm size have similar purposes of budgeting and variance analysis, as 

well as their techniques to create budgets. In sum, the patterns in budgeting are quite 

homogeneous across company sizes. 

Overall, there is an extensive adoption of traditional budgeting practices such as annual 

budgets and operating budgets in Vietnamese companies. This is consistent with prior 

research in other countries. Findings from the study also indicate that budgeting and 

variance analysis serve multiple functions, but planning and control purposes are 

emphasized more than evaluation purposes. However, it can be witnessed the lack of 

adoption of contemporary budgeting practices such as long-term plans and flexible 

budgets. In addition, variance analysis is not a commonly applied tool for performance 
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measurement. Possible reasons for those are the insufficiency of awareness and 

concentration of management accounting, the shortage of expertise and more 

importantly, the lack of top management support (Anh et al 2011, Tho et al. 1998).  Last 

but not least, the study finds only several differences in budgeting practices between 

SMEs and large companies in Vietnam. In a majority of items, the patterns in both firm 

sizes are found to be in uniform.  

The results of study should be considered in the light of limitations. Firstly, the 

sampling design of the study may restrict generalization. Although the non-bias 

response is conducted, it still cannot be sure that the sample is representative of all 

companies in Da Nang. Similarly, the results may not reflect the views of all companies 

across Vietnam when the findings are based on the survey conducted only in Da Nang 

city. Secondly, Likert-type attitude measurement might produce some bias. It is possible 

that some of the participants might provide non-committal responses in the neutral 

range of the scale. Thirdly, only several major features of budgeting are investigated 

and presented in this Master thesis, which is still insufficient. The study has not 

examined some other important issues such as budgeting participation or its criticisms. 

Finally, the study does not focus on the influences of internal and external environment 

factors of the firms on performance evaluation. It may be possible that responses to 

some of the questions included in the study may be been influenced by these factors. 

Despite these limitations, we believe this study can contribute to further understanding 

of budgeting practices. Further studies in developing countries are needed. The internal 

or external factors should be included in the model to test the relation between 

budgeting patterns and firm size as well as other organizational variables. Moreover, 

future research can focus on other budgeting practices such as participation and 

criticism. Also, new adoption of budgeting such as activity based budgeting, rolling 

budget, beyond budget can be potential for further research. 
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APPENDICES 

Appendix 1: Questionnaire 

QUESTIONNAIRE 

Dear sir/madam, 

I am Tran This Thuy Van. I am conducting a study for my Master thesis at University of 

Oulu, Finland. The main objectives of the study are to examine current practices of 

budgeting in Vietnam enterprises. To achieve these objectives, data will be collected 

through a survey questionnaire. 

I would gratefully appreciate if you would please participate in the study by completing 

the attached questionnaire related to budgeting practices in your firm. While the success 

of this study depends upon your response, your participation is totally voluntary but 

very valuable to my research. Please be assured that all information collected will be 

strictly confidential. No personal identity will be revealed because only aggregate 

results will be presented. 

Thank you very much for your participation and I am looking forward to receiving your 

response. 

Best regards 

Van Tran 

Please respond to all items in the questionnaire. 

Part 1: General information  

1. Position of respondent:_______     

2. Work experience with the company:_______ 

3. Nature of business: 

 Manufacturing   Trading    Service  
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4. Company age: ______ 

5. Company‘s current number of employees: _______ 

Part 2: Budget practices  

6. Do you currently use budgets in your business? 

 No    Yes 

7. What is the length of time period your budgets cover? 

Length of time No Yes 

1 month   

3 months   

6 months   

1 year   

8. What budgets are used in your company?  Please indicate specifically 

frequency of budget use (1: Never, 2: Rarely, 3: Sometimes, 4: Frequent, 5: Always) 

Budgets Frequency 

+ Operating budgets 1 2 3 4 5 

+ Cash budgets 1 2 3 4 5 

+ Capital budgets 1 2 3 4 5 

+ Flexible budgets 1 2 3 4 5 

 

9. What specific operating budgets are used? Please indicate specifically frequency of 

budget use (1: Never, 2: Rarely, 3: Sometimes, 4: Frequent, 5: Always) 

Budgets Frequency 

+ Sales budget 1 2 3 4 5 

+ Profit budget 1 2 3 4 5 

Just for manufacturing firms 

+ Production budget 1 2 3 4 5 

+ Budget of material 1 2 3 4 5 

+ Budget of labour 1 2 3 4 5 

+ Budget of overhead 1 2 3 4 5 
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10. How important do you think that the following functions of budgets are relevant 

to your company? (1: Not important, 2: Low important, 3: Neutral, 4: Quite 

important, 5: Extremely important) 

Budgeting functions Importance 

+ To forecast the future 1 2 3 4 5 

+ To control expenses 1 2 3 4 5 

+ To co-ordinate the operation 1 2 3 4 5 

+ To assist in profit maximization 1 2 3 4 5 

+ As a means by which management  

communicate to other levels 

1 2 3 4 5 

+ To judge performance 1 2 3 4 5 

+ As a mean of calculating rewards 1 2 3 4 5 

+ To motivate employees  1 2 3 4 5 

+ To motivate managers 1 2 3 4 5 

 

11. How often are those techniques used to construct budget? (1: Never, 2: Rarely, 

3: Sometimes, 4: Frequent, 5: Always) 

Techniques Frequency 

+ Previous year‘s actual results 1 2 3 4 5 

+ Statistic forecasting 1 2 3 4 5 

+ Market research  1 2 3 4 5 

+ Subjective estimates based on experience 1 2 3 4 5 

+ Industry standard  1 2 3 4 5 

Part 3: Budgeting and performance measurement 

12. What measures are used for performance evaluation? 

Techniques No Yes 

Previous year result   

Budgeted figures   

The balanced scorecard   

Competitor comparison   

Industry statistics   

13. Is variance analysis used in your company? 

 No   Yes 
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If yes, please continue questions below.  

14. How important are the following purposes of using variance analysis in your 

company? (1: Not important, 2: Low important, 3: Neutral, 4: Quite important, 

5: Extremely important) 

Variance analysis Importance 

+ To control cost 1 2 3 4 5 

+ To timely recognize problems 1 2 3 4 5 

+ To provide feedback for next period of budget 1 2 3 4 5 

+ To evaluate managers‘ performance 1 2 3 4 5 

+ To evaluate managers‘ forecasting ability 1 2 3 4 5 

15. How often are budget variances reported? 

Frequency No Yes 

Monthly   

Quarterly   

Semi-annually   

Annually   

16. The style of performance reports received by budget holders: 

 Only costs controllable by the particular manager are presented 

 Both controllable and non-controllable costs are presented but they are 

distinguished 

 Both controllable and non-controllable costs are presented but they are 

not distinguished 

 Others (please indicate):___________________________ 

 

 

 

 

 



68 

Appendix 2: Test of normality 

  

Kolmogorov-Smirnov
b
 Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Period_monthly .414 9 .000 .617 9 .000 

Period_threemonth .471 9 .000 .536 9 .000 

Period_semiannual .414 9 .000 .617 9 .000 

Period_annual .414 9 .000 .617 9 .000 

Period_moreoneyear .519 9 .000 .390 9 .000 

Operation_budget .297 9 .021 .813 9 .028 

Cash_budget .278 9 .044 .776 9 .011 

Investment_budget .223 9 .200
*
 .838 9 .055 

Flexible_budget .222 9 .200
*
 .907 9 .296 

Sales_budget .414 9 .000 .617 9 .000 

Profit_budget .396 9 .000 .684 9 .001 

Production_budget .414 9 .000 .617 9 .000 

Material_budget .414 9 .000 .617 9 .000 

Labour_budget .333 9 .005 .763 9 .008 

Overhead_budget .356 9 .002 .655 9 .000 

Purposes_planning .223 9 .200
*
 .838 9 .055 

Purposes_cost_control .356 9 .002 .655 9 .000 

Purposes_coordination .325 9 .007 .846 9 .068 

Purposes_profit_max .333 9 .005 .763 9 .008 

Purposes_communication .278 9 .044 .853 9 .081 

Purposes_Evaluation .466 9 .000 .570 9 .000 

Purposes_bonus .313 9 .011 .795 9 .018 

Purposes_motivation_employees .217 9 .200
*
 .922 9 .407 

Purposes_motivation_managers .215 9 .200
*
 .889 9 .195 

Method_historical_data .313 9 .011 .795 9 .018 

Method_statistic_forecasting .208 9 .200
*
 .899 9 .248 

Method_market_research .272 9 .054 .805 9 .024 

Method_experience .317 9 .010 .873 9 .132 

Method_industry_standard .278 9 .044 .888 9 .190 

Method_zero_based .317 9 .009 .767 9 .009 

Method_activity_based .178 9 .200
*
 .936 9 .545 

PM_previous_results .519 9 .000 .390 9 .000 

PM_budgeted_figures .471 9 .000 .536 9 .000 

PM_Balanced_Scorecard .414 9 .000 .617 9 .000 

PM_competitor .356 9 .002 .655 9 .000 

PM_industry_statictics .356 9 .002 .655 9 .000 

VR_cost_control .356 9 .002 .655 9 .000 

VR_problems .414 9 .000 .617 9 .000 

VR_feedbacks .351 9 .002 .781 9 .012 

VR_evaluation_employees .471 9 .000 .536 9 .000 

VR_evaluation_managers .325 9 .007 .846 9 .068 

VR_monthly .471 9 .000 .536 9 .000 

VR_quarterly .414 9 .000 .617 9 .000 

VR_semiannually .414 9 .000 .617 9 .000 

VR_annually .414 9 .000 .617 9 .000 

VR_reports .471 9 .000 .536 9 .000 
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Appendix 3: Chi-quare test for using of budgets between SMEs and large  

  Value df 

Asymp. Sig. 

(2-sided) 

Exact Sig.  

(2-sided) 

Exact 

Sig. (1-

sided) 

Pearson Chi-Square .968
a
 1 0.325   

Continuity Correction
b
 0.103 1 0.748   

Likelihood Ratio 1.698 1 0.193   

Fisher's Exact Test    1.000 0.431 

Linear-by-Linear 

Association 

0.954 1 0.329   

N of Valid Cases 71.000         

Appendix 4: Chi-square test for using of variance analysis between SMEs and 

large companies 

 
Value df 

Asymp. Sig. 

(2-sided) 

Exact Sig. 

(2-sided) 

Exact Sig. 

(1-sided) 

Pearson Chi-Square 8.461
a
 1 0.004 

  
Continuity Correction

b
 6.755 1 0.009 

  
Likelihood Ratio 9.099 1 0.003 

  
Fisher's Exact Test 

   
0.005 0.004 

Linear-by-Linear 

Association 
8.333 1 0.004 

  

N of Valid Cases 67.000 
    

 


