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to scale) FH2e2 AAEFE /M A,
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Aol g3 Yok MR st s Be 5¥
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(38 3) F ddEEe cijlFn Rolga MY

S
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A 9BY 4

B Be, Iz

C: feld B3N AUU7} 23 FUEF
D: f2l@ @AM AHed Aoy FUEF
I 087 sold Adte) $98 598 o

2Y B4 wiAviaz JudrtE Fasshe
Aol (first-best) FUMTE =239 ¥d o
=% 2o ZRPIF Q+E BAEA QAL
g Hasele BYEF I # LS & Mgse
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Me o

Minimize rn Ii + ro Ip

Q* = (I' (Ip)* .

FE8F g 1A ZA(first order con-
ditions)& 4] (10)3} #t},

' IF /1 IF = t/S 5 (10)

ol r; & FUE jo @2 7Helt. 4 (10)
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FUE /M3 7o 5989 Aud 4y
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FUE BiirHdol Wstd HA EQYEFo] o
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HAYoln PHAA t/s1 9o 718718 Az ¢l
. A Ce #E% 4%(s2)d HAFHoln g
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siolAl AAtel FQ1E BYE j o dolth,

Y7L T 7HA Cat gEe AfE 192
ZRH NE 9 3x9 NAA #Y(perquisite)
< FUYz M@ & ojd oA o] gE &
ERt AAQ §E2 §837] ddu s
g 48 9 5% ¥59 dqiE £YasiA 3
YAEHRA FEGANA AUAY dg £ B
e 87T Y8 (=1.2)9 4/ 194
W3 AR g p 2 FAR o 2 o
& 199 A 89 dEe p 48 dFoR
aHgte AR e 888 Foan sMyste Aol
o ddze ZE 399 AFEALE did
FE9 A F8ET o HudEE p (1 ga
7. Ao 1R f8& o] HolA 7ol A
F3te EEFA ddd gad, dAEgely 7
A Y 2 E3A ddge g Eloy
A B3 Fol 93 A4oA 2L 24L& B
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2 AFdte ARG ¢ U B whyolt. o4
Hg] dite] AR {88 EWAolm Wl EEAY
Ao Apgolty dubygo] AJalo] glo] B4 He
4 p1 £ p2 B 7FE

AR AE7} 19 52 | ARBelAs) AHE
Ago] ZAE F2WAA BY 3 Bt o] Folx
B9 a3 ZEAYNF QrE QA
didFEoZREHY AA HYE Adssie &
AEF " 3 L' & AFste ofeet 2L BAE
=3

Hd

Maximize p1 (Bi*-1)) + pz (B“-12)(12)
ILi, LI
AFz4
Q*=(In)" (I)°, (13)
I < B" I < B (14)

FEY  dAbAekd (14)7F AL o)x] ¢gow
(not binding), FYEF i 14 =1&

pr '/ p2 LY =t/s (15)
e
LY /1" =pet/pis (16)

o #AE I

4 (113 (16) € ¥lusld A, d43x)9 A
¥ o1 & p2 7t 2A e ¢ F9uigel A3
A Wot BAYZH L + L 7t ALsEA] g8E &
T 3 4 (16)€ H33e FYUE My (¥

6) %5 A (B" | B) & Eej@ A¥elA AULE Hxgee FUEPolT. &,
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BlL, B2L

Agzd @+ = (B") (B .
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7Rt 4 (11)€ 98 4 CE Aue 971
Aol 3 D 2oz AYrteg A D fed 87
A ¥3drHe HAsEA ZE4e 2 4 g p
= pz o] FA9] Rl Heso] YAgdrh=
Hastdoh, a2 dite) f829] )] A 4
Eeidle ¢ 4 glenz dAdgale oJere
AAAQ 2o 2u]% Aot mabs 2 A9
Lte Qo] BEHOE o|RojR & AT Rst
A Z2F 8. 4 (14)7F A FH o, Eujito] o
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didgo] HEE FHA(B)o] FoIAH o
AdYate 2 F9del EUES 1 3 L2 A
g3tk o714 Be 94 B # B 9 g
FTYsI. p1 < pe olEE dAAYPAE ALA 4
g9e O 3A ¥ F de 2 22 RE iy
FEE A4 AU 8L gt Foq
Aol e eitgate) BAle olglet ol Y&
shg,

Maximize pz ( B-1; - I2) (12"
L, Iz
Az
Q= (I (I)", (13)
L + 2 £ B. (14"

o] A% Azt Mdde HHEUEZ
(I, o] dd 1A 28L& 4 (17)9 #AE %
# g},

L/lz=t/s. a7

4 (11, (15), a8 (17)% vlzsld B9,
FhtANA Bdeke 2T AR

AT 297 12 2000 24

NN BWxie] WIIEH A

e 2 3E ¢ F Y aHu 23 ANE o
P HES st ATA PA7) glonz Ay
€ A7 9 Bx) £ @} wek oag
YA} A FECZRE /AU g e e A
T BFAYA} At iP YR JRF 4
TT B%E F Yo, $Yd4A7) 242N §
AR Y 29718 2Y ¢ 9L Ao B
d7E o sbed e MiARY waly Ae 1
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B 10 dAYPATL atdzide] e BAS
¥R gen Mg, ol
i) cldd 8ol 229 P24 gl 88 &
YA 7L TG FU7HE 2o PP
i) 4Pz g HE4H FAdata
< 0 Az,

EE Hele 9 5 .
4. % 20 ojEZY b BANT

3% 28 AWRYAT} oA AREL AR
% WA ste dAEREN BYAE AFe
€ A¥E BAEY. 4uazd 194 gl b
D¥Ee AFdte BUx AEE ANddn 1y
A" daRYRe MRS ARoz AR
stal de HAYEG Buxo 7Kg} o Ao} ofit
AREE WEE Holth wty FEFd AN
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C'= B + W - (1-q)(1-b)(B,* - 1,2 + B*

-8, p)pe<bdUm (18)
=B+ W- (1-9)(1-b)(B* - ,2 ],

51



ppm<b{p ¥ (19)
=B+ W b(p((p) ¥ (20)

ol ! £ BAEA sold A BUY £
E 9 Foitk. 4 (18) & (19)9 AT e
¥& 1-q2 A8HE 7P $Ad4 wgge
it f-e] FdolA dAYYRA AFE B
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Y2 AFE b FEEAA B o B 7}
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Aekz
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g2d Qi Aoy (23)0] AYGHlR] go
AP BQEPd P 14 2AL 4 (24)8 &2
g,

max(b,p1) Ii / max(b.pz) Iz = t/s.  (24)

ol HH9 RYEZFL S o] =&EL.
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- ol 24 ) )

ey
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= o[t 2) |

A71M FAA L 2P AA 2] HHR)q
& YEhT 4 (24)8 971343 24 4 (11)
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% p2 7t A G @, FYNEY 2oz 4N
Yt HasEA) 234E ¢ 5 A
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Cost Control Effectiveness of Line-ltem
Budgeting and Aggregate Budgeting

Tae-Young Paik
Abstract

This paper models a setting where a manager is better informed about the productivity of
input items than the supervising authority and the manager can use budgetary slack for
his perquisites consumption. Given the manager’'s incentives and private information,
line-item budgeting and aggregate budgeting are compared for cost control in the case of a
Cobb-Douglas production function. This paper shows that aggregate budgeting and
line-item budgeting result in the same cost to the organization when there is no incentive
for the manager to save the budgetary slack. In that case the manager’s ability to take
advantage of the flexibility in input-mix under aggregate budgeting does not benefit the
organization. It is next shown that a linear bonus scheme for the saved budget could make
line-item budgeting preferred to aggregate budgeting if the benefit of using a low bonus
rate effectively under line-item budgeting is greater than the cost of having non-optimal
input-mix under line-item budgeting. Finally, it is shown that aggregate budgeting achieves
better cost control than line-item budgeting if a fixed-bonus scheme conditioned on the
manager’s budget allocation decision is used. This paper shows that given the manager’s
opportunistic behavior, the superiority of one budgeting system over the other depends not
only on the properties of a production function, but also on the manager’s perquisite
consumption propensities and on the existence (or lack) of incentive scheme.

Key Words : Line-Item Budgeting, Aggregate Budgeting, Cost Control Budgetary Slack
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