
THE EVOLUTION OF BUDGETING METHODS
An In-depth Analysis of Traditional Budgeting Methods and Their Relevance in Dynamic Business Environments


Executive Summary

Executive Summary
In order to critically assess the function of budgeting in enterprises, this project examines both the more adaptable Beyond Budgeting Model (BBM) and more conventional techniques like Incremental Budgeting (IB) and Zero-Based Budgeting (ZBB). It looks at how these methods affect resource allocation, cost control, and decision-making in the quickly evolving business world of today.
Budgeting is essential for planning, forecasting, and ensuring efficient resource allocation within an organisation. It guides financial decisions, helps businesses monitor revenue and expenses, and facilitates in goal-setting. Even though traditional budgeting methods offer structure and control, they might not be enough to manage the unpredictable challenges of modern markets. Zero-based budgeting encourages cost efficiency and creativity by requiring justification for every item from the ground up, but it can be resource-intensive and difficult to implement in larger businesses. However, incremental planning is less disruptive and complex because it is based on previous budgets, but it may lead to inefficiencies.
In order to overcome the drawbacks of conventional budgeting, the Beyond Budgeting Model was created in the late 1990s and encourages adaptability, flexibility, and decentralised decision-making. This technique has proven especially effective in fields like technology that demand quick response. However, it encounters difficulties in sectors where long-term stability is more important, like the public or healthcare sectors, which have more inflexible structures. 
In conclusion, companies need to carefully consider which budgeting strategy best suits the demands of their particular industry. Traditional approaches offer structure, but they are not as flexible as what is needed in fast-paced settings. Although Beyond Budgeting provides a more flexible option, it might not be appropriate for sectors that need stability and predictability over the long run. For long-term, sustainable performance, companies should choose a budgeting model that best fits their operational reality and strategic objectives.
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Introduction 

In this assignment I will be talking about the role of budgeting in businesses, I will look at traditional methods and their relevance in a fast-changing business environment. I will also critically evaluate the upside and the downside of these traditional methods and determine if they have any major weaknesses or advantages, furthermore I will be looking at if they help a business regarding their cost management in different markets or hinder the business. 
I will then have an in depth look at the Beyond Budgeting Model, a more flexible and adaptive approach to budgeting. I will look into the reasons behind the development of the beyond budgeting, its successes and the challenges businesses face when implementing it. Additionally, I will consider how the industry in which a business operates might impact the ease or difficulty of adopting beyond budgeting. I will also explore two widely used traditional budgeting methods: incremental budgeting, which adjusts previous budgets by small increments, and zero-based budgeting, which requires all expenses to be justified from scratch each time. While these methods have provided structure and control in many organizations, they often fail to provide the flexibility required to address unpredictable challenges and opportunities in today's business landscape.

Main findings 

What is budgeting?
Budgeting is the act of developing a financial plan that shows the anticipated income and expenses of a company over a given time frame, usually a year. It functions as a tool for goal-setting, financial resource management, and making sure that the organization's financial operations complement its strategic goals. Simply put, budgeting helps organisations make wise decisions and stay on course with their financial objectives by outlining where money will come from and how it will be spent. According to indeed the role of budgeting “allows a business to plan out expenses, reach business goals and anticipate any operational changes as needed to support the business.” This is helpful for business as it gives them a clear idea of what they can spend their money on and what financial risk or reach their goals in a pre-determined timeline. 
Resource Allocation
Resource allocation refers to the type of resources in businesses such as financial resource, human resources, physical resources, intellectual resources and time. The goal of resource allocation is to make sure you achieve optimum efficiency within the business as to make sure all tasks and company goals are completed and achieved within a set time frame, as backed up by Rocketlane who state that the allocation of resources helps a business “improve efficiency, increased project success rates, better management of project costs, enhanced team productivity, and the ability to respond swiftly to changes in project demands.” Furthermore, according to Forecast app who define it simply “businesses can accomplish more with fewer resources. “this is a key element to all business as if they didn’t allocate their resources accordingly then trey would lose customer or wouldn’t be able to undertake larger projects or meet specific deadlines which could in turn make the business loose out on a lot of money and connections. 

Planning and Forecasting
Planning and forecasting is another key element within businesses as it gives the business a strategic plan and a clear path to obtaining and achieving the company’s goal, for example if the company wanted to release a new product they would need to ensure that they release it at the correct time and also they would need to ensure that it doesn’t overlap with any of their competition they can ensure that their product can get Into the best markets and get the appropriate attention and customer satisfaction. According to IBM panning and forecasting can help a business with its budgeting as it “helps organizations establish more accurate financial report and analytics “which can help a business learn the market so they can budget their products to see what works best and what they think won’t be as popular wit their client base and customer satisfaction level. 
Zero-Based Budgeting
What is zero-based budgeting? Well oracle describes zero-based budgeting as “Zero-based budgeting (ZBB) is a budgeting technique in which all expenses must be justified for a new period or year starting from zero, versus starting with the previous budget and adjusting it as needed.” This is important to a business as it helps them get an idea about their budget and their expenses it also allows them to see if they are spending too much money and with some research, they can then determine what the best course of action sis to reduce and improve their spending habits and get the number down to much more reasonable number. “The major advantages of zero-based budgeting are flexible budgets, focused operations, lower costs, and more disciplined execution.” A stated by Investopedia they go on to say that “Zero-based budgeting ensures that managers must think about how every dollar is spent and they must do so every budgeting period. This forces them to justify all operating expenses and to consider which areas of the company are generating revenue.” This encourages business to think in a cost affective way to help them ensure that every decision that they make needs to be one that benefits the company and makes them money.  The strength of zero based budgeting is that it encourages efficiency and innovation unlike the incremental budgeting the zero based budgeting encourages a business to be innovative as the business is more motivated to find new solutions to task or a way to overcome and surpass previous years with the mindset like this the zero based budget is better in terms of finding solutions and it makes them be less wasteful with their budget as backed up by Prophix who state that “It encourages a culture of cost consciousness, promotes efficiency by eliminating wasteful spending, and aligns resources with strategic objectives.” In other words, it allows the business to get the greatest number of resources and benefits to the company while spending the least. On the other hand, if the zero-based budget has strengths, then they must also have weakness for example a weakness of zero-based budgeting is that it is difficult to achieve in larger business because due to the complexity of zero based budgeting it will become harder to maintain in more departments and wit more staff as each department must justify and explain their spending which in tur could put a large burden on the administration team and managers also as stated by Investopedia “The drawbacks of zero-based budgeting include the possibilities of resource intensiveness, being manipulated by savvy managers, and bias toward short-term planning.” Meaning that their might be people who try and change the data and wont permit certain spending or hiring certain staff etc…  

Incremental budgeting 
What is incremental budgeting? According to ACCA Global “Incremental budgeting is the traditional budgeting method whereby the budget is prepared by taking the current period's budget or actual performance as a base, with incremental amounts then being added for the new budget period.” Incremental budgeting is a helpful factor when a business is trying to determine how much money they have and trying to get a rough estimate about how well they will do in the year coming and how much money they will have to spend within that year based off previous sales and other ventures. The strengths of incremental budgeting are that it is simple and efficient as it is easy to set up and it doesn’t require a lot of previous information or data on how the company is doing it also allows for less disruption as it lets the business maintain its financial stability as the budget is very similar to the previous years which is backed up by ACCA Global as they state that “As well as being easy to prepare, it is easy to understand. Less preparation time leads to lower preparation costs. “Although as it has it strengths it also has its weaknesses such as it may have had an unrealistic forecast I growing markets and may have predicted that was going to earn a lot of money but in actual fact it wasn’t much, corporate finance institute states that a weakness of incremental budgeting is that “Incremental budgeting can result in unnecessary spending for a company. The reason behind this is that the departments within a company generally tend to spend all the money that they’ve been allocated in a budget one year in order to obtain a greater amount of money in the next budgeting period.” Which could make the business lose out on upcoming opportunities or even make the business go bankrupt as a result of spending more money than hey had planned this could lead to a loss of jobs and a loss of clientele for the business as it doesn’t have the means to take on as many projects as they would of if they spent their money a bit more productively. 

Beyond budget Model 
The Beyond Budgeting Model was introduced in the late 1990s as a response to the limitations and inefficiencies of traditional budgeting the creator of beyond budgeting was “Bjarte is Author of "Beyond Budgeting" and Founder of the Beyond Budgeting Round Table. “As stated by agile academy, the beyond budget Model is “the idea of abolishing traditional budgeting processes to eventually improve management control over an organization.” As stated by the corporate finance institution, this is a model that aims to help improve the way businesses budget their company’s it’s a way to ensure that the overall organization improves and so does productivity and profits.  Unlike traditional budgeting methods which I have written about above that aim just to have a fixed annual budget that can take time to adjust and correct, the beyond budgeting model dis mainly aimed at splitting up decision making with a company and empowering managers and making continuous changes to the business. 
What success has the beyond budgeting model had since its creation by Bjarte Bogsnes?
The beyond budgeting model has many successes as it is used by many larger businesses as stated by Boston consulting group who say that “Beyond Budgeting has proven to be not only effective, but in many ways superior to traditional processes. This is especially true in today's uncertain and volatile business environment. Many large organizations have successfully made the change.” Why is this? How are they “superior”? the beyond budgeting model has largely been successful due to the fact that the “"Beyond Budgeting separates target setting from forecasting and resource allocation. It replaces the annual budget cycle with a more continuous and inclusive process."” According to agile academy the beyond budgeting model has transformed the way businesses run their business by changing the way that they budget for the year they have essentially changed the entire way that the business operates and runs! This is why they are “superior” as they have come up with a way around all the negative outcome and the shortcomings of other models 
The beyond budgeting model does have some problems and in fact according to ACA Global “A major problem lies in the fact that circumstances will be different when the budget was set and when subsequent comparisons are made and management decisions required.” This could lead to confusion with in the business as they will have to have different inputs from different departments also the beyond budgeting model focuses on agility and not rigidity meaning that the business is more focused on always planning their next move and delegating task or decision making so they aren’t relying on fixed budgets or budgets set at the start of the year, Which is backed up by  BBRT as they state that the beyond budgeting model has problems as ” You need to respond rapidly to unpredictable events but the annual budgeting process was never designed for this purpose. Budgeting is too detailed and expensive.” Depending on the type of industry that the beyond budgeting model is implemented in I think that it can have a variety of different outcomes such as if the industry is a competitive and innovative industry such as a technology they are more suited to have the beyond budgeting model as they industries with a lot of flexibility and can change very quickly so you will need ty adapt as backed up by learn signal “Beyond Budgeting flips the script by giving power to teams closer to the action—those who know the customers and market trends best. This means faster, smarter decisions. It's a concept that started in software development but has spread to all sorts of industries.” However certain industrys that can’t overcome compared to an industry that isn’t as flexible or interchanging such as healthcare or public sectors that are very fixed and require long term sustainability then I think that the beyond budgeting model would be perfect for industry’s such as these therefore I belove that industries play a key role when it comes to the success with the beyond business model. 

Conclusion 
In conclusion, during this assignment I have critically evaluated the role of budgeting in business, I have focused on types of traditional budgeting in a ever changing business environment.  have mainly looked at the traditional methods such as the zero-based budgeting and the incremental budgeting and how they have played key roles in different organisations, all be it structure wise or giving the business a clear budget or clear path to take in working out their budget. However, I found that the looking at the traditional methods such as incremental budgeting and zero-based budgeting aren’t as affective in this day and age compared to other ones I researched, while the incremental budgeting leads to inefficiencies and zero-based budgeting can be heavily reliant on resources and difficult to implement in larger businesses, I have found that both methods have their strengths.
Furthermore, the beyond budgeting method that I look at had a variety of different approaches; by focusing on trying to predict the outcome and their changing circumstances it ultimately addresses the limitations of the traditional methods. Where I have found the beyond budgeting method succeeds most is in industries such as technology as it is ever changing and it can make those quick decisions ands implement a new strategy but on the other hand it has less of an impact in industries like HealthCare or the public sectors as they are fixed and have rigid structures.
The success of any budgeting model depends on the industry that you are trying to implement it in, industries that require flexibility, rapid decision-making, and constant adaptation to market changes are more likely to benefit from Beyond Budgeting, while industries that need stability or long-term plans will be better off with traditional methods. Therefore, businesses need to carefully determine which they need when selecting a budgeting approach to ensure they have a long-term success rate.
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