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A Critical Evaluation of Traditional Budgeting and the Beyond Budgeting Model in Dynamic Business Environments

Executive Summary 
 Budgeting is a financial plan put in place to ensure organisations have the resources to undertake initiatives and reach goals and is fundamental to Business Management. 
This report critically evaluates traditional budgeting techniques in relation to their suitability for the modern dynamic business environment and compares them with an innovative Management Model developed from 1998 called the “Beyond Budgeting Model".
The two leading conventional approaches to budgeting, "Incremental" and "Zero-based" budgeting, have been the established practice for businesses financial planning, resource allocation, and cost control. However, both approaches have been critically assessed as being too rigid, backward in focus, and concentrating on short-term objectives only and so are costly, with significant limitations in rapidly changing markets:
· Incremental budgeting tends to perpetuate inefficiencies. 
· Zero-based budgeting is resource-intensive and may constrain or prevent innovation because of an over-emphasis on cost-cutting. 
Both approaches may be a barrier to strategic change because they hinder agility and adaptability. 
The Beyond Budgeting Model is regarded as the adaptive, flexible alternative which favours decentralisation, continuous planning, and strategic realignment with real-time market conditions. This model shifts from focused attention on rigid annual targets to dynamic resource allocation, enabling innovation through decentralised decision-making. 
This report considers the successes of the Beyond Budgeting Model in terms of enhanced performance, innovation, and engagement, seen in organisations such as Handelsbanken and Unilever. However, the report also recognises significant barriers to moving from either of the conventional budgeting techniques to this Management Model in the form of cultural resistance, high costs associated with the introduction of new systems, and impediments in aligning organisational processes to decentralised principles. The report finds Industry context is an important consideration: dynamic industries, such as technology and retail, see greater benefit from Beyond Budgeting whilst stable industries may realise fewer benefits. 
It concludes that traditional budgeting might be valued in predictable, established organisations, but the Beyond Budgeting Model generally has a good fit with the needs of an organisation in volatile markets so that they can be well-placed for success in the longer term. 
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Introduction 
Budgeting is the process of preparing and overseeing a financial document that estimates income and expenses for a period enabling managers to ensure the business has the resources to deliver its "purpose" and reach goals. Budgeting is fundamental to Business Management.
Budgeting as a tool of organisational management has been put under a lot of scrutiny in recent years (Krauss, K.M., Sandäng, A. and Karlsson, E., 2021. pp.207-233) because organisations work in ever more dynamic landscapes that adversely affect traditional budget planning. Incremental budgeting (Greenwood, R. et al:, 2022. pp. 25-48) was once the most common approach, which used past budgets to calculate future budgets (Caiden, N., 2020. pp. 41-54). But it’s also been criticised (Jeff Schmidt) for not being well suited to deal with rapid market changes and hindering strategic innovation. Recent academic observation is that traditional annual budget models might not only fail in the management of high-speed, high-dimensional environments but also create barriers to using other, more flexible models that support strategic flexibility and cost management. 
This report reviews how budgeting is changing in the current business world and the limitations of the older established methods of "Incremental budgeting" and "Zero-based budgeting" (Pyhrr, P.A., 2012. pp.677-696) to better meet the needs of the modern business world. It explains how they are flawed and unable to adapt. The report also covers the Beyond Budgeting Model (Hope, J. and Fraser, R., 2000. 82(4), p.30.), a different approach that would abandon goal-driven, monolithic budgeting for more decentralised, flexible, strategic change-led modelling. 
The report will also consider why and how the Beyond Budgeting Model was developed, what have been the gains and failures from the Beyond Budgeting Model in the past, and what are the potential barriers to adoption by organisations. It will also conclude how an organisation’s industry can influence such barriers, and whether Beyond Budgeting can be considered a substitute for traditional approaches. In this way, the report helps better understand how budgeting has evolved to accommodate strategic initiatives in a range of business contexts. 
 

 Section A 
 Budgeting is the foundation of organisational management. It was intended to be an institutionalised format through which planning, resource allocation, and cost control would be facilitated. Organisations can set financial targets through it, monitor their performances, and align expenditures in accordance with priorities that are worked out on a strategic level. However, traditional budgeting methods are seen as being too strict and inflexible in an era of rapid technology innovation, economic globalisation, and shifting market conditions. The intrinsic rigidity of established methods has raised doubts about their applicability in helping businesses navigate complicated, fast-paced corporate contexts. 
 
The Role of Budgeting in Organisational success 
Budgeting offers a financial road map for accomplishing organisational goals and objectives, bringing clarity and discipline to the process (Lalli, W.R. ed., 2011). By establishing spending caps and guaranteeing departmental accountability for resource management, it also plays a significant function in risk management (FasterCapital, n.d.). In addition, budgeting informs strategic decision-making since it matches resources to priorities which helps organisations manage competing demands. However, conventional budgeting normally focuses on stability and predictability - two characteristics often absent in dynamic environments where innovation and agility become vital. 
 
Incremental Budgeting: 
Incremental budgeting's simplicity and practicality are valued. The budgeting method reflects only changes made to the budget from the prior year to account for inflation or changes in operational priorities. The continuity and predictability that incremental budgeting offers is preferred by organisations that operate in stable environments (Inspired Economist, n.d.). However, in markets which are dynamic or highly competitive, these “strengths” become evident as “weakness” because Incremental budgeting is inherently backward-looking (Schick, A., 1983. pp.1-25). It makes decisions based on historical data rather than forecasting events in the future. This approach risks that inefficiencies could be continued allowing investment to be sustained in divisions or initiatives that were once significant but are no longer.  Since this system has an inflexible structure, relocating resources in the case of new opportunities or issues that have developed would be hard to and could interfere with strategic progress and imagination.
 


Zero-Based Budgeting (ZBB): 
ZBB(Pyhrr, P.A., 2012. pp.677-696.) initiates a budget constructed from a "zero base." It necessitates that managers justify every expense in the new budget period. The technique enforces more vigorous measures of cost control and proper alignment of resources with organisational objectives. Accordingly, ZBB ensures greater accountability and efficiency through prioritising all expenses based on need and value. 
 ZBB has considerable strengths over Incremental budgeting, but nevertheless has two main serious drawbacks: 
· it tends to be highly resource-intensive (Coyte, R., Messner, M. and Zhou, S., 2022. pp.3147-3188.), with large amounts of management time and effort required to review and justify expenditures. This may lead to slower decision-making in dynamic environments, distract focus and attention from achieving strategic goals. 
· It enforces cost reduction (Hope, J. and Fraser, R., 2003.) as one of the most important priorities, which often leads to overemphasise performance in the short run, arguably at the expense of some valuable investments in innovation and growth. 
 
Traditional Budgeting Methods - Inherent Flaws 
Incremental and zero-based budgeting-are based on rigid structures, having fixed annual targets that make them especially unsuitable for fast-moving markets (Firmbase. 2024). They tend to emphasise financial control over flexibility. These might further be a barrier to the organisation's ability to act on a development that could not have been predicted. Traditional budgeting also focuses on internal processes and cost management rather than external factors, such as market trends or customers, again reducing its strategic value. 
One of the major limitations of traditional approaches is their focus on short-term results. As much as that may propel rapid improvement in current performance, the approach is at the expense of long-term viability and innovation. These might include the tendency, in incremental budgeting, to "spend to the limit" to ensure funding in future years, while in ZBB far more attention might be paid to spending cuts than investing in emerging opportunities. This risks inadvertently restricting organisational agility and strategic change (Investopedia 2024; CFA Journal 2024.)
 


The Role of Budgeting in Cost Management 
Traditional budgeting methods work well in businesses that have stable operations and whose spending trends can be well-predicted. For example, Incremental budgeting can create a very transparent monitoring framework to support good financial decision making, while the in-depth review process of ZBB aids identifying inefficiencies and helps managers identify and reduce or remove unnecessary wastes (Deloitte, 2024; McKinsey & Company, 2024). 
 
But not these approaches are less effective in dynamic environments where cost management needs to be more adaptable and forward-looking. Fixed annual budgets rapidly become out of date in the face of market disruption, and organisations are obliged to make reactive rather than proactive adjustments. If organisations are to remain competitive, they need budgeting systems which can reconcile the need for financial control with the ability to adapt to unforeseen and unplanned circumstances (Schick, A., 1983; Deloitte, 2024).
  
Barriers to Strategic Change 
Traditional approaches to budgeting tend to present serious obstacles to strategic change. In part, this is because traditional methods of budgeting are unwieldy by their very nature. For example, Incremental budgeting—theoretically at least—works to sustain the status quo, a status quo that can often be opposed to innovation or transformation (ICMA, 2024). ZBB, while offering a fresh start each period, generally involves such a level of procedural overhead in cost and time that it can dampen the speed with which a strategy is pursued, making it a serious liability for companies in fast-moving markets (von Funck, K. et al:, 2021).
Fixed targets and the relentless pursuit of these makes matters worse in terms of strategic planning. Fixed targets narrow an organisation's capability to distribute resources in response to changing priorities. This may equally lead to losing an opportunity and competitiveness, especially in industries where decision-making must be completed quickly (ICMA, 2024). In responding, organisations are increasingly conscious of the requirement for alternative budgeting models that emphasise fit and adaptability with strategy. According to both ICMA (2024) and BCG (2021), businesses are seeking more flexible budgeting approaches that are better aligned.

 

Section A: Conclusion  
Traditional budgeting works effectively in stable and predictable environments. The demands of modern business, though, have challenged these traditional methods of budgeting. Their rigidity, backward-looking focus, and concentration on short-run financial goals make them less relevant in dynamic, innovative, and flexible markets. 
 
Section B: Beyond Budgeting Model Analysis 
 The Beyond Budgeting Model (Hope, J. and Fraser, R., 2003) is one of the most widespread alternatives to the traditional budgeting model. It considers most of the weak points which traditional techniques suffer from in a dynamic and fast-changing business environment. Developed as a response to fixed annual budgets' inflexibility and inefficiency, Beyond Budgeting promotes decentralised decision-making, continuous planning, and a focus on adaptiveness rather than on rigid financial control (Bourne, 2020; Hope and Fraser, 2003).
This section critically evaluates the rationale for the development of the Beyond Budgeting Model, its successes since its inception (ICMA, 2024), hindrances it may face in its adoption process (Müller, E., Wahlström, M. & Helgeson, P., 2017.), and the impact of industrial factors on the application of this budgeting model. 

Rationale for the Development of the Beyond Budgeting Model 
 As detailed, traditional methods of budgeting include incremental and zero-based budgeting which do not meet the demands of the modern organisations in turbulent markets. The Beyond Budgeting Model was developed in response to deficiencies in promoting agility, empowerment, and continuous performance evaluation. In this regard, a fixed budget means an artificial constraint on organisations. This leads to inefficiency and stifles innovation. Beyond Budgeting shifts to a more decentralised approach, where decisions within an organisation are coordinated with real-time market conditions that allow organisations to respond fast to whatever changes are happening in the external environment (Wall Street Mojo, 2023; Röösli, F., 2021.)
 
The Model facilitates a more collaborative and participative culture where managers at all levels can take decisions in the light of broad strategic guidelines. This model increases accountability because decision-makers do not feel constrained by tight budgetary controls but work toward the creation of value in the long term (Wall Street Mojo, 2023). The continuous planning with Beyond Budgeting also automatically creates a resource allocation based on current priorities rather than fixed annual targets (Röösli, F., 2021.) 
 
Success of Beyond Budgeting Since Its Introduction 
Since its inception, the Beyond Budgeting Model has helped various organisations that operate best with high adaptability, such as globally operating firm like Handelsbanken (Roper, D), that to succeed need flexibility in adapting to market forces. These organisations report improved financial performance and increased innovation and employee engagement a consequence of the move toward decentralised decision-making and dynamic resource allocation. 
 
Moreover, the focus on continuous improvement and real-time performance monitoring has enabled these organisations to quickly react and benefit from new opportunities. Rather than budgeting based on historic achievement levels (a feature of other established approaches) Beyond Budgeting requires organisations to focus strategies that are forward-looking and best position them to compete in dynamically changing markets. 
 

Limitations to Implementation 
Even with the evident merits of the Beyond Budgeting Model, there are still some barriers to its adoption: 
· Changing the cultures from hierarchical decision-making to a decentralised one is very hard. 
· Organisations in which the conventional management structures are deeply ingrained may well resist such empowerment of lower-level managers because of potential consequences of loss of control or consistency. 
· There is a serious investment in training and processes to adopt Beyond Budgeting. 
· Rolling plans and real-time evaluation of performance will ultimately demand sophisticated technologies-data analytics and cloud-based tools among others-which may be quite costly and complicated to implement. 
· Small-scale organisations and industries with restricted resources will find it hard to justify the initial investment needed to adopt this model.
· Resistance to change comes also from employees who may not be accustomed to decentralised decision-making and rolling continuous planning. 
A widespread “buy-in” across organisations is evidently important since implementation means the alignment of the whole organisation's culture to the principles of Beyond Budgeting. 
 
Industry Factors: Impact 
The industry in which the organisation operates greatly influences the viability and effectiveness of adopting Beyond Budgeting. For example, highly dynamic industries, such as technology(Rodrigs, M. and Kamil, M., 2020.) and retail (Burell, A. and Mattsson, A., 2022.) may find the model particularly useful because of the importance of agility and real-time decision-making. In such industries, changes in consumer tastes, technological innovation, and competition often come at such a speed that fixed annual budgets are unworkable. 
 
Opposingly, industries that are very stable and predictable, such as Health, Public Utilities or Government services, may see fewer benefits from adopting Beyond Budgeting. In these contexts, traditional budgeting methods continue to guarantee the level of control and predictability with less complexity than adopting a new model. 
 
 
Conclusion section B 
The Beyond Budgeting Model is flexible (Aziz, A., 2023.pp.1-9.) and adaptive (O’Grady, W., Akroyd, C. and Scott, I., 2017. Vol. 29, pp. 33-53.) and forms a very viable alternative to the traditional ways of budgeting, seeking to overcome many of its inherent limitations. In the decentralisation of decision-making and continuous planning, it fits well into the demand for dynamism in some sectors of industry. Yet, full implementation involves overcoming some of the key cultural and technical barriers, and the benefits derived from Beyond Budgeting varies depending on the industrial context. Beyond Budgeting acts as an interesting framework for organisations with strategic agility and long-term value creation at large in fast-moving settings. 
 
Conclusion 
Budgeting remains a cornerstone of organisational management, offering indispensable tools for planning, resource allocation, and cost control. Traditional budgeting techniques, such as Incremental budgeting and Zero-based budgeting are effective in many business sectors but have major limitations for business sectors in today's fast-moving and dynamic business environments. The inflexibility, backward-looking orientation, and preoccupation with short-term objectives of traditional budgeting often results in holding back innovation, agility, and strategic change. With organisations increasingly operating in markets characterised by rapid technological changes and shifts in consumer demand, the need for more adaptive and future-oriented budgeting approaches has become increasingly critical. 
 
In contrast the Beyond Budgeting Model operates with the principles of decentring, continuous planning, and linking of plans to the current market conditions. Academic analysis suggests that this model works in practice to reinforce financial performance, innovation, and empowerment of decision-making within organisations. Further the research suggests this model is never easy to transition into and has several challenges that include cultural resistance, the complexity of implementation, and high up-front investments in training and technology. Finally it is evident, Beyond Budgeting value and effectiveness depends on the industry, with highly dynamic industries like technology and retail stand to benefit more than stable industries such as utilities or government services. 
 
The evolution in budgeting practices points to the fact that organisations must adapt their approaches to the reality of their strategic priorities, industry contexts, and markets. The embracing of flexible and innovative models like Beyond Budgeting will help a company position itself for continued success within turbulent business environments. 
 





Reference list 


Aziz, A., 2023. Beyond Budgeting: Embracing Agility and Resilience in Performance Management. Advance Social Science Archive Journal, 1(01), pp.1-9.
Burell, A. and Mattsson, A., 2022. Beyond Budgeting in practice.
Caiden, N., 2020. Budgeting in historical and comparative perspective. In Budgeting, Policy, Politics (pp. 41-54). Routledge.
CFA Journal (2024) Zero-Based vs. Incremental Budgeting: 7 Main Differences. Available at: https://www.cfajournal.org/zero-based-incremental-budgeting/ (Accessed: 27 November 2024).
Coyte, R., Messner, M. and Zhou, S., 2022. The revival of zero‐based budgeting: drivers and consequences of firm‐level adoptions. Accounting & Finance, 62(3), pp.3147-3188.
Deloitte, 2024. Zero-based budgeting: Zero or hero? [online] Available at: https://www.deloitte.com/global/en/services/consulting/perspectives/gx-zero-based-budgeting.html (Accessed 27 November 2024).
FasterCapital (n.d.) The role of risk management in business budgeting. Available at: https://fastercapital.com/content/The-Role-of-Risk-Management-in-Business-Budgeting.html (Accessed: 14 November 2024).
Firmbase (2024) Comparing Incremental and Zero-Based Budgeting. Available at: https://www.firmbase.ai/blog/comparing-incremental-and-zero-based-budgeting (Accessed: 27 November 2024).
Greenwood, R., Hinings, C.R., Ranson, S. and Walsh, K., 2022. Incremental budgeting and the assumption of growth: the experience of local government. In Public spending decisions (pp. 25-48). Routledge.
Hope, J. and Fraser, R., 2000. Beyond budgeting. Strategic Finance, 82(4), p.30.
Hope, J. and Fraser, R., 2003. Beyond budgeting: how managers can break free from the annual performance trap. Harvard Business Press.
ICMA, 2024. Rethinking Budgeting: Are We Ready for a New Approach? (online) Available at: https://icma.org/articles/pm-magazine/rethinking-budgeting-are-we-ready-new-approach (Accessed 27 November 2024).
Inspired Economist, n.d. Incremental budgeting: An in-depth understanding of this financial approach. Inspired Economist. Available at: https://inspiredeconomist.com/articles/incremental-budgeting/ (Accessed 27 November 2024).
Investopedia (2024) What Are the Advantages and Disadvantages of Zero-Based Budgeting?. Available at: https://www.investopedia.com/ask/answers/051515/what-are-advantages-and-disadvantages-zerobased-budgeting-accounting.asp (Accessed: 27 November 2024).
Jeff Schmidt. Corporate Finance Institute (n.d.) Incremental budgeting. Available at: https://corporatefinanceinstitute.com/resources/fpa/incremental-budgeting/ (Accessed: 14 November 2024).
Krauss, K.M., Sandäng, A. and Karlsson, E., 2021. Budgeting under public scrutiny: Tracing the justification work of stakeholder groups in the controversy of an Olympic candidature. Journal of Public Budgeting, Accounting & Financial Management, 33(2), pp.207-233.
Lalli, W.R. ed., 2011. Handbook of budgeting. John Wiley & Sons.
McKinsey & Company, 2024. Why zero-based budgeting makes sense again. (online) Available at: https://www.mckinsey.com/capabilities/operations/our-insights/why-zero-based-budgeting-makes-sense-again#/ (Accessed 27 November 2024).
Müller, E., Wahlström, M. & Helgeson, P., 2017. The Role of Management Accounting Change in the Implementation of Beyond Budgeting. University of Gothenburg. Available at: https://gupea.ub.gu.se/bitstream/handle/2077/61434/gupea_2077_61434_1.pdf?sequence=1 (Accessed 27 Nov. 2024).
O’Grady, W., Akroyd, C. and Scott, I., 2017. Beyond budgeting: distinguishing modes of adaptive performance management. In Advances in management accounting (Vol. 29, pp. 33-53). Emerald Publishing Limited.
Pyhrr, P.A., 2012. Zero‐Based Budgeting. Handbook of budgeting, pp.677-696.
Pyhrr, P.A., 2012. Zero‐Based Budgeting. Handbook of budgeting, pp.677-696.
Rodrigs, M. and Kamil, M., 2020. PLANNING AND CONTROLLING OF INTELLECTUAL CAPITAL: THE ROLE OF BEYOND BUDGETING.
Röösli, F., 2021. Beyond Budgeting – Business Agility in the Age of Uncertainty. FP&A Trends. (online) Available at: https://fpa-trends.com/article/beyond-budgeting (Accessed 27 November 2024).
Roper, D., n.d. Beyond Budgeting: The Handelsbanken Story and Why the Traditional Budget Needs a Rethink. Agile Business Consortium. [online] Available at: https://www.agilebusiness.org/resource/beyond-budgeting-the-handelsbanken-story-and-why-the-traditional-budget-needs-a-rethink.html (Accessed 27 November 2024).
Schick, A., 1983. Incremental budgeting in a decremental age. Policy Sciences, pp.1-25.
von Funck, K., Austin, M., Wunderlich, D. and Schenk, C., 2021. Changing How Companies Manage Cost with Zero-Based Budgeting. (online) Available at: https://www.bcg.com/publications/2021/changing-how-companies-manage-cost-with-zero-based-budgeting (Accessed 27 November 2024).
Wall Street Mojo, 2023. Beyond Budgeting - What It Is, Principles, Advantages, Examples. (online) Available at: https://www.wallstreetmojo.com/beyond-budgeting/ (Accessed 27 November 2024).



