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Executive Summary

The purpose of this report is to analyse the role of budgeting in a fast changing business environment, traditional budgeting methods such as incremental budgeting and zero-based budgeting and going through any weaknesses or flaws they have during the current business environment. This report will also go through the beyond budgeting model and discuss its success since introduction, the potential barriers some organizations might face depending on what kind of industry they are in. Incremental budgeting, though simple and efficient for stable conditions, can lead to inefficiencies by allocating resources without considering actual needs or sudden market shifts. It often discourages innovation and fails to support agility in a competitive environment. On the other hand, zero-based budgeting, which allocates resources based on current priorities, is more precise but time-intensive and resource-heavy. It may also promote short-term gains over long-term investment. The Beyond Budgeting Model serves as a solution to these issues, however also comes with limitations to adapting to this budgeting method. While the model offers significant advantages, including improved adaptability and innovation, its implementation comes with challenges such as cultural resistance, the need for advanced technology, and alignment with industry-specific regulations.
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The Evolution of Budgeting Methods
[bookmark: _Int_iq8qoj7Y]“In today's rapidly evolving market, businesses face unprecedented challenges and opportunities driven by digital transformation and technological advancement” (Kolasani, S., 2023). Budgeting plays a vital role in the financial planning and control process within organizations. It helps businesses allocate resources, manage costs, plan for the future, and track performance against set financial goals. However, in a rapidly changing environment, many traditional budgeting methods are starting to show certain flaws. This report will look at the role of budgeting in modern business and evaluate whether traditional budgeting methods are still effective in today’s environment. However, criticism of the budgeting process has increased considerably in the past decade (De Waal, A.A., 2005). It will also explore the Beyond Budgeting Model. The report will discuss the reasons behind the development of the Beyond Budgeting Model, how successful it has been, and what challenges businesses face when trying to implement it. This report will also explore the rationale behind the development of the Beyond Budgeting Model, evaluate its implementation successes and challenges, and examine how industry-specific factors influence its adoption. Additionally, it critically assesses the barriers to its implementation.














The Role of Budgeting in a fast-changing business environment.
In today’s increasingly competitive business environment, budgeting is so important (Raghunandan, M., Ramgulam, N. and Raghunandan-Mohammed, K., 2012), it is a vital tool for strategic planning, resource management, and decision-making. However, the fast pace of change which is driven by technological innovation, market disruption, evolving customer preferences, and global competition has raised questions about the relevance and effectiveness of traditional budgeting approaches. 
Budgeting allows companies to prioritize spending by allocating resources to key business areas such as marketing and operations. This ensures that funds are distributed correctly with organizational priorities, supporting both short-term and long-term objectives. Budgeting is an essential tool for financial planning, helping businesses estimate future revenues and expenses. It is used to predict the financial outcomes of various business decisions, such as entering new markets or launching new products.
[bookmark: _Int_RzeQb7Aq]A key function of budgeting is to act as a control mechanism that helps organizations monitor and manage their financial performance. Setting expenditure limits across departments or activities can help control costs and avoid overspending. It also helps with tracking performance. Budgeting can be seen in a way of what you should spend in comparison of what you actually spend. It helps managers understand where the business is performing well and where improvements are needed. Budgeting plays a critical role in decision making by providing managers with the financial data needed to make informed choices. (Prakash, K.O., Abdullah, K.A., Daoud, R., Moulana, Y. and Matriano, M.T., 2024). By setting clear financial targets, budgets help guide decisions on investments, hiring and cutting costs, an example of this would be with pricing decisions by helping businesses estimate the cost of producing goods or services, allowing them to set competitive yet profitable prices. (Bierman Jr, H. and Smidt, S., 2012).  However, when taking this into account, within the fast-changing business environment, when looking at short term investments and competitive yet profitable prices, budgeting could come as a downside as the business environment is getting increasingly competitive, which will result in a more thought-out approach.

Traditional Budgeting Approaches and Their Applicability in a fast-changing business environment.

[bookmark: _Int_exli1QW7]Incremental Budgeting: This method involves adjusting last year’s budget by a fixed percentage or amount (e.g. adding 5% to last year’s budget). It is simple and less time-consuming, which can be appealing for stable environments. However, in a competitive market, incremental budgeting can be problematic. So, the idea behind incremental budgeting is to increase each budget item by a predetermined amount annually. However, due to the way the budgeting process operates, certain departments will receive an increase even if they don't actually require more funding each year. The budgeting process could be wasteful and less effective as a result. As it is a fixed percentage in a competitive market it will fail to consider a sudden change in business conditions such as a worldwide pandemic. It also discourages innovation since departments are often only allowed to build on past spending, rather than considering new needs. Incremental budgeting is best applied only if you are confident that the company’s budgets will remain stable in the long term. 
[bookmark: _Int_1pm8aU5K][bookmark: _Int_r1BCEF83][bookmark: _Int_XZ3bjelg]Zero-based Budgeting: This method requires each department to justify if they need more funding, rather than simply adjusting the previous year's budget. Zero-based budgeting ensures that resources are allocated based on current needs. It is better suited for businesses where costs must be closely controlled and re-evaluated regularly. However, in fast-changing markets this can be very time-consuming and very tedious as everything needs to be accounted for, which can be especially difficult if done annually. Zero-based budgeting requires much more time and work to thoroughly examine and support each budget item. This can be even harder in bigger companies as there are a lot more departments to be accounted for. One of the main disadvantages of zero-based budgeting is that it can encourage short-term thinking by allocating funds to business departments that will produce income in the upcoming year. As a result, several departments inside businesses that are generally thought of as long-term investments that are not directly related to income may find themselves with fewer resources than they require.













The Beyond Budgeting Model
The Beyond Budgeting Model emerged as a response to traditional budgeting practices, which have often been criticized for their flaws and inefficiency in adapting to ever more competitive business environments. Goode, M. and Malik, A., 2011 The Beyond Budgeting Model is a lot more flexible to better respond to external and internal changes within a said business. An example of this would be rolling forecasts. "The Beyond Budgeting model emphasizes replacing traditional budgetary practices with more flexible and adaptive management processes, advocating for decentralization and a focus on external benchmarks rather than fixed internal targets."(Hope & Fraser, 2003)

 Rolling forecasts 
A rolling forecast is a report that projects your budget, revenue, and expenses continuously. It considers your original budget, current market conditions, and other factors to project future performance.
Unlike a traditional annual budgeting approach, a rolling forecast is typically updated monthly or quarterly (Domonique Jackson 2023). Unlike static budgets, rolling forecasts are updated continuously, providing real-time visibility into organizational performance and financial health. 
Resource Allocation:
[bookmark: _Int_9Gfw6i5t]The Beyond Budgeting Model allows resources to be allocated based on current needs and opportunities, rather than pre-determined plans. Which is very similar to Zero-Based Budgeting. Performance is evaluated constantly through the year to certain benchmarks or competitors, encouraging continuous improvement. The emphasis shifts from meeting a budget to creating sustainable value and confidence for stakeholders.


The implementation of the Beyond Budgeting model has shown varying degrees of success across different organizations. Several case studies highlight its effectiveness. "Svenska Handelsbanken's success story exemplifies the potential of Beyond Budgeting. By abandoning traditional budgeting in 1979, the bank achieved operational efficiencies and became a market leader through cultural transformation and decentralized operations." (Hope & Fraser, 1997)
Equinor: An International energy company which is headquartered in Norway
Equinor has successfully adapted to the Beyond Budgeting principles to replace traditional annual budgeting with more dynamic resource allocation and continuous planning. This shift enabled faster response times to changing business environments and improved steadiness between strategic objectives and day-to-day operations. How Equinor And Handelsbanken Abolished Budgeting (forbes.com)
Roche: A multinational holding healthcare company “Roche's Swedish affiliate used the Beyond Budgeting framework to instill a culture of transparency and trust, moving away from traditional top-down control to fostering collaboration and innovation. This cultural shift was underpinned by a mindset change across the organization, with employees focusing on what benefits customers rather than adhering to rigid budgets”. (Roche’s FP&A Transformation Journey, 2020)
Potential Barriers
Implementing the Beyond Budgeting Model can offer significant advantages, but organizations may face several potential barriers. These challenges consist of things from cultural, operational, and technical aspects, as well as from resistance to change.
[bookmark: _Int_9BYfsGu3]The Beyond Budgeting Method requires forgetting about old and traditional beliefs about control and predictability. Traditional budgeting often fosters a comfort zone for managers who rely on fixed targets and informed decision-making. The success of the Beyond Budgeting Model depends on strong and consistent support from leadership. Leaders must be confident with the new approach and align their management skills with the principles of trust and transparency. 
Without this, implementation may fail or not reach its full potential. Another issue could be lack of sufficient training. Leaders and teams may lack the knowledge and skills required to implement the model effectively, especially if they are not familiar. 
As mentioned earlier regarding larger companies finding it difficult to implement zero-based budgeting, it can also be the same vise-versa regarding smaller organizations and the beyond budgeting model. As it heavily relies on real-time data and rolling forecasts. Organizations without the necessary technology to do this may struggle to adapt to these processes, upgrading their technology also comes with a big cost. Adapting and changing to the beyond budgeting method also is not a quick task, this could lead to it coexisting with some traditional budgeting techniques which can lead to confusion and mistakes happening. 
While the Beyond Budgeting Model offers a modern approach to performance management, its implementation faces significant barriers. These include cultural resistance, technological limitations, operational challenges, and misalignment with stakeholder expectations. Addressing these barriers requires a thought-out strategy that includes leadership commitment, employee training, investment in technology, and clear communication of the model’s benefits and objectives. Organizations must also prepare for a gradual transition, ensuring that the least amount of confusion is caused.
The industry in which an organization operates can significantly influence the barriers to implementing the Beyond Budgeting Model. These barriers vary based on industry characteristics, such as the level of volatility, regulatory requirements, operational complexity, and organizational culture.
Industries with High Volatility 
Industries such as technology, software, and e-commerce tend to benefit from the beyond budgeting model due to their dynamic and fast-changing environments. However, this does come with a few challenges as newer technology and e-commerce companies tend to be smaller with lower budgets and lack of essential technology, so implementing the beyond budgeting model can be a challenge. Furthermore, e-commerce companies could use the model and see extremely high growth expectations which will lead to some companies focusing too hard on short term results which conflicts with long-term plans.

Industries which are highly regulated
These industries would consist of banks, health care and insurance. As there are a lot of rules and regulations regarding data and information regarding companies, the beyond budgeting models focus on constant open information and accountability could help when it comes to sticking within the rules. However, as there are a lot of stakeholders in these companies, organizations in these industries may resist the model due to its reliance on relative performance, which might be seen as less predictable and risky to stakeholders.
Industries which work with long projects
Industries such as construction can see the benefit of the beyond budgeting model as it can be extremely helpful with its rolling forecast and specific resource allocations, which can help with the long-term investments. On the other hand, construction companies traditionally rely on fixed budgets and detailed budgets when taking a large project into account, so when changing from traditional methods there could be a cultural divide which could make it difficult to implement the model. 
The industry context significantly affects the practicality of implementing the beyond budgeting model. Industries with fast-changing markets and a culture of innovation are more likely to overcome barriers to implementation, as they align well with the model's principles of agility, decentralization, and transparency. However, highly regulated, or traditional industries may face greater challenges due to structural and cultural constraints.





Conclusion
Budgeting remains a critical tool for financial planning, decision-making, and performance monitoring in organizations. It helps allocate resources, manage costs, and set financial targets. However, as businesses face increasingly fast-paced and competitive environments, traditional budgeting methods are showing limitations. Incremental budgeting is seen as simple and stable; however, it often fails to adapt to sudden market changes or support innovation. It can lead to mistakes by allocating resources to areas without considering actual needs. However, with zero-based budgeting although more precise and aligned with current needs, it is time-consuming and may prioritize short-term gains over long-term investments. The Beyond Budgeting Model is a modern approach that helps organizations stay flexible and responsive in a fast-changing business environment. (Sandalgaard, N. and Nikolaj Bukh, P., 2014). Unlike traditional budgets, which are rigid and set once a year, BBM focuses on continuously updating plans and allowing teams to make decisions quicker. It works especially well for businesses in industries like technology or retail, where quick decisions and adapting to customer needs are especially important. It can save time because companies do not have to spend months creating a yearly budget. It also helps businesses respond quickly to unexpected changes, like economic shifts or customer trends, because they do not need to stick to fixed targets. However, some organizations are used to traditional budget methods and may feel uncomfortable giving up that certain model/technique. Employees and leaders might resist the change because it is a big shift in how they work. Additionally, some industries, like banking or healthcare, have strict rules and regulations that make it harder to move away from fixed budgets. Some companies such as a start-up/e-commerce also need good technology systems to track data in real time and adjust plans quickly, which can be expensive to set up. “While Beyond Budgeting offers significant advantages, including better alignment with volatile business environments, many organizations face challenges in fully abandoning fixed budgets due to ingrained cultural practices”.(Matějka, M., Merchant, K.A., and O'Grady, W., 2021).
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