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The Effects of Ethical Ideology
and Organizational Commitment on Budgetary Slack

Kookjae Hwang* - Yoochan Kim**

Abstract

Participative budget was considered one of the most useful tools to solve the human problems
of Top-Down budgeting. But sometimes it also causes dysfunctional human behavior like
budgetary slack. To control budgetary slack, many prior researches tried to find the causes
of budgetary slack. For example, in agency perspective, information asymmetry or pay-
scheme was introduced in the model to explain the relationship between budget participation
and budgetary slack. In organizational contingency perspective, environmental uncertainty,
management attitude or other contingencies was suggested to explain the relationship
between budget participation and budgetary slack.

Although that issue has been studied for a long time, researches about the relationship
between budget participation and budgetary slack showed inconsistent empirical evidences
as Shields and Shields(1998) said. In accordance with Shields and Shields(1998), those
results came from the fact that prior researches assumed that the budgetary slack is created
by individuals' opportunistic self-interest and that their model didnt have exact
cause-and-effect relationships. Although the inappropriate setting of the model is set aside,
actually, prior researches exclusively focus on opportunistic self-interest assumption.
Empirical evidences against this assumption are sometimes found, so consistency between
budget participation and budgetary slack can be obtained by finding new tentative variables
unrelated to opportunistic self-interest assumption such as ethical or organization psychological
variables. Thus, it is important to add ethical or psychological variables in the current

budgetary slack model because ethical or psychological factors were ignored in the design of

* Professor, School of Business, Sogang University, Seoul, Korea.
** Ph. D. Student, School of Business, Sogang University, Seoul, Korea.
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Management Control Systems(MCS). Merchant(2003) said that personnel - cultural factors
can be used to implement strategic control. Therefore, this study focuses on the limitation of
the prior researches that havent shown consistent empirical results regarding the
relationship between budget participation and budgetary slack.

The purpose of this study is to suggest new variables, such as ethical ideology and organization
commitment, to examine their effects on budgetary slack. Eventually, this study emphasize
the personnel - cultural control in implementing MCS.

The result revealed that ethical ideology and organization commitment variables moderate
the relationship between budget participation and budgetary slack. To construct the model
for an exact cause-and-effect relationship, additional analysis is performed to test existence
of mediate effects. The mediate effects were not found. This result will help us to explain
consistently the relationship between budget participation and budgetary slack and to show
the importance of personnel - cultural controls in the implementation of MCS.

Key words: Budgetary Slack, Participative Budget, Ethical Ideclogy, Organizational Com-
mitment, Management Control System, Personnel - Cultural Control
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