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Introduction 
In today's rapidly evolving business, traditional budgeting methods are increasingly being evaluated for their effectiveness and adaptability. As companies face rapid technological advancements, market shifts, and economic uncertainties, the relevance of conventional budgeting methods is often questioned. This report critically examines the role of budgeting within a business, comparing various budgeting methods to highlight their advantages and disadvantages. Understanding the impact of budgeting on decision-making, financial stability, and long-term growth is crucial for businesses. Many companies fail due to poor financial management, often leading to bankruptcy and closures. Consequently, effective budgeting is essential for ensuring that financial resources are allocated efficiently. Therefore, it is crucial to understand the effect of budgeting and the use financial planning as a fundamental pillar for sustaining business operations and fostering overall success. This report provides an in-depth exploration of various budgeting techniques commonly employed by businesses to manage their finances effectively. It primarily focuses on traditional budgeting, a method that has been widely used for decades, along with two specific approaches: activity-based budgeting (ABB) and incremental budgeting. Additionally, the report will examine the Beyond Budgeting approach, which challenges conventional methods. This innovative approach is evaluated considering today’s fast-paced and volatile economic conditions. The report concludes by analysing the most effective budgeting methods for the 21st century, considering their strengths, weaknesses, and the challenges businesses face when implementing these practices.




















Main Findings

Traditional budgeting

Budgeting methods have changed over the years with economic development. Traditional budgeting methods are one of the leading ways to budget withing a business. However, it also has its limitations a lack of flexibility withing its spreadsheets can lead to a costly and inefficient method. Traditional budgeting also limits collaboration across departments leading to a less accurate result of the business needs (SDG, 2024). Additionally, the prioritisation of reduction over the value creation can lead to undervalued strategic initiatives causing the traditional method to be outdated. 

Traditional budgeting is a financial planning process that outlines the income earned and the expenses expected over the course of a year. Asogwa and Etim (2017) explain that the financial planning process outlines the income that is earned and spent normally in a year. Through this a detailed plan is created for both income and expenses listing financial obligations. This approach defines sources of income (where money comes from) and how it will be used. This allows the organisation to manage their finances by setting limits of their spending based on the income. Therefore, tradition budgeting is a base line for more specific budgeting methods to follow and adapt more specifically for each organisation. Additionally, Cote (2022) explains how budgeting is effective for its use on overseeing businesses income and expenses to ensure a positive profit for a company.



Shift from traditional budgeting


With the leading question of if traditional budgeting is still relevant in the 21st centerary, looking into the shift in today's economy is detrimental. Hayes (2024) questions the efficiency of the cost and time within traditional budgeting. Hayes recognises the months it takes to prepare the budget that then becomes quickly outdated and relevancy is lost by the time the end of year budget plan is due. Also, the fixed aspect could fail to represent the companies' goals with forecast of future budgets constantly needing change the end result seems to be pointless. Hayes makes a point that dynamic forecasting could be a better budgeting tool because it does not drain resources as the outdated traditional budget does. To further Hayes point it is needed to understand what dynamic budgeting therefore dynamic budgeting is a flexible approach that allows businesses to adjust their budget based on different possible outcomes. It typically involves creating three forecast scenarios: worst case, best case, and most likely case (ITR Economics 2023). Here it is seen that dynamic budgeting could be considered a more flexible approach to budgeting.

The shift from traditional budgeting stems from its inherent flaws. As discussed by Hope and Fraser (Johnson, 2024) they believe traditional budgeting to be time-consuming and ineffective. This flaw restricts the flexibility that modern businesses require. The labour-intensive nature of traditional budgeting results in an outcome that offers limited value to the organisation. Instead, management should be focusing on more strategic approaches that drive performance improvement. Also, it is crucial to recognise that when managers are overly focused on meeting the agreed-upon budget, they may make decisions that are short-term and aimed solely at hitting financial targets, rather than aligning with the long-term strategic goals of the organisation. In agreement with Fraser the SDG group (2023) also explains how time consuming this method is leading to significant resources from finance departments and business units with minimal value in return. Spreadsheets, commonly used in the process, are prone to human errors, inefficiencies, and inaccurate calculations. The lack of flexibility in traditional budgeting results in unreliable and imprecise outcomes, failing to provide a comprehensive view of business needs. Additionally, the process is overly centralised, with finance departments controlling it instead of fostering collaboration across business units. This limits the budget’s alignment with strategy, as traditional budgeting prioritises cost reduction over business value creation. 



Different traditional budgeting

While discussing traditional budgeting it can be put under one umbrella however, there is many branches to what traditional budgeting is including “incremental, activity based, value proposition and zero-based budgeting” (Schmidt, 2024).  Each budgeting methods are used depending on the businesses needs and then decided what method is most beneficial for each individual business.

Incremental budgeting is a traditional budgeting method that starts with the current budget as a baseline and makes small adjustments, either by adding or subtracting amounts, to account for changes in financial needs or priorities (Vena, 2024).   Additionally, it could be considered simpler based on its ability to modify the budget based on objective data and assumptions. Although it may involve less judgement that other methods of budgeting, budget owners are expected to assess and justify any adjustments made to the budget to ensure it is aligned with the organisational goals. However, incremental budgeting can be very useful when it is understood because it allows the management to understand what is needed to create a budget plan for each financial year. For example, the Finance weekly (2024) explains the importance of the simplicity of incremental budgeting which does not involve starting from scratch, instead it builds on what data the company already has. Another benefit is that it is consistent allowing the person to track trends to ensure the projects funding is up to track and correctly adjusted. On the other hand, incremental budgeting assumes the cost based on previous expenditures that can lead to incorrect data (Mazyopa, 2023). Mazyopa suggests that this flaw doesn't assess the necessity of costs and can lead to outdated budgeting which is a common disadvantage of traditional budgeting. With no clear reasoning of estimated figures because the data from the year prior is used the numbers are accepted without questioning without proof checking to ensure it is correct. Therefore, this can cause delays within efficiency and performance.
 
While traditional budgeting may be seen as outdated due to its general lack of detail, Elmaci and Tutkavul (2024) define Activity-Based Budgeting (ABB) as a system-oriented approach that focuses on the relationship between activities and the costs. This method provides a more precise and detailed way of allocating resources, ensuring a clearer understanding of cost drivers within an organisation. Similarly, The GOV UK (2024) also recognises activity-based budgeting as a valuable tool for planning and projecting activities and finances. Providing the total estimate of the total cost of an activity is said to be a value for money technique as it requires the budgeting for each sector rather than an overall budget that may not be necessary. Additionally, Activity-Based Budgeting can be used to monitor project progress, helping to ensure that it stays financially on track. With a constant change in business environment activity-based budgeting can be directly used in a valuable way for businesses undergoing significant changes whether it be opening new branches or launching products (Meagher, 2024). Meagher also explains that activity-based budgeting focuses on each cost driver to offer more accurate data in the full picture rather than relying on historical data. For newer businesses with fewer data this helps break down costs in more detail to allocate resources efficiently on the drive value. This approach can be considered flexible and more precise however might not be suitable for businesses in transition because of its reliant on activity. However, Mance Gordon (2024) recognises the disadvantages of activity-based budgeting like how it can be costly and time consuming as it requires specialised knowledge. With the demand of resources and detailed tracking of activities from management to avoid inaccuracies of the budget. Therefore, it is not the best for long term business goals as it could hinder strategic direction.



Beyond budgeting Model

Beyond budgeting is another approach for businesses to organise their finances. Janse (2023) describes beyond budgeting as an approach to re organise the organisations structure to introductive a fresh performance management system. The Beyond Budgeting approach gained popularity towards the end of the previous century, with the establishment of the “Beyond Budgeting Round Table (BBRT) in 1998 by Jeremy Hope, Robin Fraser, and Peter Bunce”. Following further development of the model, it was adopted by several major corporations, including Aldi, Toyota, and Southwest Airlines. Additionally, the model has shown applicability in non-profit organisations as well. The beyond budgeting model includes twelve principles with the aims to reduce costs, flexible planning methos and strategies to bring the team closer to the customer (Hope, J., & Fraser, R. (2003). With the twelve principles it evaluates a way to embrace a more adaptive approach to management. Also, it provides a framework to guide organisations in ways to set goals, evaluate performances and decision making with staff allocation. By following these principles, organisations can foster a culture of transparency, empowerment, and continuous improvement. Each principle serves as a guideline for implementing the Beyond Budgeting model effectively and achieving its intended benefits (Beyond Budgeting Institute, 2024).

Developing the Beyond Budgeting Method in a work setting stems from the management approach. Meagher, 2024 concludes the approach to empower coaching where management can allow the team to make decisions on current data and customer needs. With the use of the Beyond budgeting model organisations can foster a culture of empowerment and collaboration allowing teams to take ownership of their actions. The shift to allowing different people in the organisations to make important decisions enhances employe engagement and enhances the speed of responding to market change and data for customer needs.  The use of Beyond budgeting model in a business requires it to be development and implemented in the work of the organisation. In their research Stenge, Bognes and Sheth (2021) agree with the minimal risk factor of this method and once a company has this in place rarely it is decided to go back to traditional budgeting methods as this new approach can be seen better. Furthermore, their research indicated they have incorporated the factors driving the development of the Beyond Budgeting method in a business context and how its implementation can be anticipated to impact the business environment. With the old approach it asks for a business to prototype and test with learning and objective however, running specific business units can be a more tactical approach on budgeting. 

Additionally, it is believed that higher management take the opportunity of the beyond budgeting model to enhance agility within the organisations. BySouth (2017 explains the different approaches management and leadership have on the beyond budgeting model. The principles for management include “Rhythm, Targets and forecasts”. This mean that the management role is to allocate and divide the budget and reward and encourage staff for their success. On the other hand, the leadership principles engage with the culture of the employees and customers. The leaders’ roles are to ensure a positive attitude is had within the budgeting process and trust for its employees to accomplish the budgeting successfully. In short, the leadership and management principles are to ensure a positive work dynamic while creating goals and forecasts for the budgets. The transition to beyond budgeting demands for a change in management mindset from centralised planning to providing direction, delegation, and fostering trust. 

The beyond budgeting method has been praised for its success since its introduction such as similarly to Meagher, Essaides (2016) also acknowledges the agility of this method. These methods allow for a rapid response to threats and opportunities with the adaptive approach allows to facilitate swift and straightforward reactions. Beyond Budgeting fosters continuous innovation by creating an open, self-questioning environment, which is essential for organisations aiming to remain adaptable and forward-thinking. By encouraging employees to challenge the status and question existing practices, this approach promotes a culture of continuous improvement and creative problem-solving. Rather than relying on rigid, fixed budgets, organisations operating under the Beyond Budgeting model are more flexible, allowing them to respond to changing market conditions and emerging opportunities.


Barriers of the beyond budgeting model

As a newer budgeting method, the Beyond Budgeting model presents challenges for organisations seeking to adopt it. Bukh, Ringaard and Sandalgaard all argue the complications of organisations adapting the beyond budgeting model due to its idealistic nature that can hinder the cohesiveness of work.  Some would agree and find beyond budgeting to be demanding with its allocation of time from top management as they are busy enough without added pressure (Accountinguide, 2019). Also, how the measure budgeting can be pointless as companies review the budgets monthly and annually however, the lack of long-term goals can stop the progression of growth in the company's future. Data inaccuracies are common and can significantly affect resource allocation within a budget (LSBF, 2024). Additionally, businesses often fail to adjust their budgets after they are initially created based on the financial and economic conditions at that time.


While introducing budgeting into an organisation barrier to acknowledge include how they prioritise their profits, what are the goals and how does budgeting work within the collaboration of the organisation (Kokemuller, 2014). Therefore, when implementing the beyond budgeting method into organisations it is crucial to determine if it fits within these barriers. As some companies will be short on fund or have long term goals perhaps the beyond budgeting method is not the right fit and they will stick to their usual budgeting techniques. With developments of new budgeting methods many companies will stick to their original as it is what they know and works for them.













Conclusion 

In conclusion, this report highlights the various advantages and disadvantages associated with different budgeting techniques. While traditional budgeting is useful for its historical data and that businesses are familiarity this can also be perceived to be old fashioned and the wrong approach for the businesses in the 21st century. In a similar way this familiarity can be an obstacle and create barriers for the beyond budgeting model as companies will not re organise and spend their precious time learning how to change and implement the beyond budgeting model into their business. Despite these challenges, Beyond Budgeting emerges as a promising direction for budgeting in the future, with its dynamic approach of fostering a culture of empowerment and leaving more freedom for the finance department. Embracing this shift towards a more flexible and responsive budgeting model may pave the way for enhanced financial management practices in organisations moving forward. This shift towards a more adaptive and empowering budgeting model signifies a step towards future-proofing financial strategies and driving long-term growth and profitability.

Therefore, it is clear to see that budgeting has developed over the years to modernise and improve. By embracing the shift in the economy businesses scan use this to their advantages and redefine their budgeting to be more suitable.
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