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[bookmark: _Toc512537814]Executive Summary
In this report, I have critically evaluated how the budgeting process has evolved over the last 50 years. I have identified how the transition into the ‘Information Wave’ prompted the advancements in the budgeting process and critiqued the processes used in the build up to the Beyond Budgeting Model. I have also analysed the success of the beyond budgeting model since its introduction. 
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[bookmark: _Toc512537815]Evolution of the Budgeting Process 
“The essence of budgeting is that it allocates scarce resources, implying choices among potential expenditures. Budgeting implies balance between revenues and expenditures, and it requires some kind of decision-making process” (Rubin, 2016). Simply put, budgeting is the process of creating a plan to spend money. There are different approaches to this process, where the process undertaken to determine the plan are different to one another. The evolution of the budgeting process is demonstrated by ‘Evolution of budgeting within the three waves of economic change (Figure 1.0)’. 
[bookmark: _Hlk512415907]Evolution of budgeting within the three waves of economic change (Figure 1.0)[image: ]
“Each wave, or civilization phase, develops its own "super- ideology," or Zeitgeist, with which it explains reality and justifies its own existence” (Toffler, 1980). This ideology impacts each of the factors which make up a wave. These factors include, technology, social patterns, information patterns and power patterns. It can be seen here how the transition from the ‘Industrial Wave’ to the ‘Information Wave’, has transformed budgeting from traditional to advanced. It is clear from the figure above, that the advancements of budgeting models and concepts, were developed in the ‘Information Wave’. This is due to the ever-changing economic environment seen in the information wave, as technology and information advances. 


[bookmark: _Toc512537816]Traditional Budgeting 
Traditional Budgeting includes goals relating to cash flows, revenues, expenditures, assets and liabilities for a set period. “Traditional budgeting focuses on planning resources for an organizational unit” (James A. Brimson, 2003). In Traditional Budgeting, last year’s budget is used as the base for decision making and is adjusted considering factors such as the inflation rate, consumer demand and the market position. Traditional Budgeting follows a command and control approach where authority is centralized at the top of a management bureaucracy and targets are fixed. 
Traditional Budgeting was once considered advantageous during both the ‘Agricultural Wave’ and the ‘Industrial wave’, as it allows ease of implementation, stability, consolidation and preparation. However, Traditional Budgeting is now considered ineffective in the current environment. The modern economic environment is associated with a rapidly changing environment. Businesses were realising at this point that, “Conventional budgeting techniques are proving to be wasteful and ineffective” (Schmidt, 1992). It is the changing environment which revealed the weaknesses in Traditional Budgeting. Traditional budgets are fixed and therefore inflexible. This factor alone led to the introduction of Advanced Budgeting, as Traditional Budgeting could not adapt to the modern changing environment and was becoming inaccurate. Centralized authority promotes bureaucracy, which acts against the motivation of employees, as they feel unimportant. 
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[bookmark: _Toc512537818]Zero-Based Budgeting
Zero-Based Budgeting starts from a ‘zero base’, where for each new period, all expenses must be justified. Each function within an organisation is analysed for its needs and costs. Budgets are created based on what is needed for the coming period, with no regard given to whether the budget is greatly different to the previous one. Zero-Based Budgeting allows strategic goals to be implemented into the budgeting process by linking them to specific functions. 


As Zero-Based Budgeting was developed at the start of the ‘Information Wave’, it is the first approach to budgeting which allowed flexible budgets which could be adapted to the continuously changing modern economic environment. Zero-Based Budgeting is also advantageous due to its accuracy, efficiency, removal of unproductive activities and improvements on communication and coordination. However, it has been suggested that, “the most practical budgeting system for most managers is a formalized combination of incremental and zero-based analysis because little can be learned about most programs from an annual zero-based budget” (Daniel M. Ogden, 1978). This implies that the use of Zero-Based Budgeting alone, is ineffective. Zero-Based Budgeting also requires a great amount of time and resources as the budget is developed from scratch and is not based on previous budgets, requiring re-evaluation and justification for each budget. 
[bookmark: _Toc512537819]Rolling Budgets and Forecasts
Annual budgets were considered outdated as demonstrated by the following statement, “The fixed annual budget suffers from inherent weaknesses and fails to serve as an effective and dynamic business tool for many organizations” (Lisa De Leon, 2012). The reason for this, is that the business environment was becoming increasingly fast paced.  As annual budgets were proving ineffective, Rolling Budgets and Forecasts were developed. Rolling Budgets and Forecasts allow for continuous planning and are updated regularly throughout the year to reflect changes within the industry or economy. Businesses set periods, such as quarters or months, to update their forecast. 
Rolling Budgets and Forecasts reflect the dynamic business environment and allow for more logical spending decisions as the budget is flexible. Rolling Budgets have been described to “encourage managers to react more quickly to changing economic developments and conditions” (Myers, 2001). This method of budgeting supports this required quick response time and can be regularly adapted where necessary. However, Rolling Budgets and Forecasts can be very time consuming as budgets are being continuously amended and time could be better spent carrying out other critical tasks. 


[bookmark: _Toc512537820]Balanced Scorecard 
Balance Scorecards are a framework for strategic planning and management which are thought to be able to improve budgeting. Balance Scorecards have been described as “A sophisticated instrument panel for coordinating and fine-tuning a company’s operations and businesses so that all activities are aligned with its strategy” (RS Kaplan, 1996). Balance Scorecards can link performance indicators to budget hierarchies and can therefore become a real-time representation of the actual vs budgeted figures. From this, businesses can better track their actions and make improvements where necessary. Prior to the Balance Scorecard, lagging indicators were used, meaning that budgets were based on what has happened previously. Balance Scorecards allow you to look forward in time by acting as leading indicators, enabling businesses to better prepare their budgets for the future. 
[bookmark: _Toc512537821]Activity Based Budgeting 
“Activity‐based budgeting is the process of planning and controlling the expected activities of the organization to derive a cost‐effective budget that meets forecast workload” (James A. Brimson, 2003). Simply put, Activity-Based Budgeting associates costs with activities and sets budgets based on expected activity levels. This allows for a high degree of focus to be placed on cost planning and volume/types of activities occurring. In Activity-Based Budgeting, expected activities of the organisation are planned and controlled to derive a cost-effective budget that meets strategic goals. An Activity Budget is a quantitative expression of the expected activities of the organisation. Activity-Based Budgeting eliminates irrelevant activities, therefore only efficient activities form a part of the business, saving business costs. However, Activity-Based Budgeting is complex and requires in depth understanding of all functional areas of the business. Activity-Based Budgeting consumes a great amount of resources and is very time consuming, while only focusing on the short term. This method of budgeting can also be costly as its requires trained employees. 




[bookmark: _Toc512537822]Beyond Budgeting 
Beyond Budgeting refers to “beyond command-and-control” (Beyond Budgeting, 2014) toward a management role that is both more empowered and adaptive. Beyond Budgeting rethinks how we manage organisations in a world where innovative management models have become the key to sustainable competitive advantage. Beyond Budgeting has broken away from bureaucracy and ineffective control systems, by trusting people with information and empowering them. (Rothberg, 2011) has identified three key areas where Beyond Budgeting differs to Traditional Budgeting which are identified as; the management style, seat of authority and performance measurement. While both approaches set out to improve performance, the processes undertaken greatly vary. 
[bookmark: _Toc512537823]Management Style
“Beyond Budgeting presents an alternative, coherent management model” (Jeremy Hope, 2003). This alternative management approach is empowering and coaching, where it is believed that results improve when management gains control in allowing business units and teams to act autonomously on plans, goals and initiatives and to leverage customer proximity. Here the executive role shifts toward a coaching role which is characterized by allowing business units and teams to act on high level goals. Managers and employees are trusted and considered capable of assuming responsibility for actions, where their work is considered to be from a holistic approach through high levels of collaboration and cooperation. This requires high levels of transparency as access to information is needed. This transparency is essential to effective decision making and accountability. This empowering and coaching approach emphasizes the process involved in reaching goals. The belief with this approach is that “business units and teams will act in more responsible and accountable ways to support company growth and success” (Rothberg, 2011). Whereas, Traditional Budgeting follows a command and control approach where managers and employees are not considered to have the skills, motivation or honesty to act in a way which supports company goals and objectives. Less trust is placed in employees which means that minimal information is shared and transparency is low, with focus placed on short-term profits. 
[bookmark: _Toc512537824]Seat of Authority
The empowering and coaching model drives the seat of authority out to the business units and teams which are most in contact with customers. While Traditional budgeting holds centralized authority at the top of a management bureaucracy, the Beyond Budgeting approach delegates power to decentralized business units and teams which are empowered to act autonomously. This approach allows employees to respond quickly and effectively to shifts in customer needs as these groups are closer to customers by engaging with them on a daily basis. The Beyond Budgeting approach has adapted its decision-making process rather than having experienced a change in the structure of the organisation itself. Frontline groups are empowered to act in a way they deem appropriate and to obtain the necessary resources to help them innovate based on more intimate interactions with customers. This approach offers better products and services, with customers more satisfied. Therefore, Beyond Budgeting increases customer loyalty. 
[bookmark: _Toc512537825]Performance Measurement 
Beyond Budgeting replaces traditional fixed targets with relative targets for performance measurement. With relative targets, performance dynamics are compared with more relevant performance indicators, which include peer performance, benchmarks and best practices. It is thought that for this approach to performance measurement, “consistent, active integration of performance measures throughout the budget process is important in determining real budget” (Julia Melkers, 2005). The aim with this approach is to achieve success by cooperating as a team and continuously improving relative performance. Performance measurement is then based on comparative, weighted metrics which leads to incentives. 







[bookmark: _Toc512537826]Conclusion
While both Traditional Budgeting approaches undertaken in previous years and Advanced Budgeting approaches, inluding current methods of Beyond Budgeting, aim to improve performance, the processes undertaken to achieve this goal greatly differ. Beyond Budgeting has adapted based on a shift of authority to front-line business units and teams. This has resulted in agile responses to customer needs, as employees have gained motivation through experiencing greater ownership of strategic planning, due to the increase in transparency, availability of resources and customer interactions. Companies who apply the principles of Beyond Budgeting, should see continuous improvements in performance along with shareholder value. Many organisations have achieved significant and sustainable competitive advantage due to their implementation of the beyond budgeting principles. Less bureaucracy and more trust, transparency and freedom, means that organisations are much more capable of delivering outstanding results. 
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Evolution of budgeting within the three waves of economic change (Figure 1.0)
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Figure 3.1: Evolution of budgeting within the three waves of economic change
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