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Abstract: This research endeavours to investigate the involvement of the
Human Resources (HR) department throughout the budgeting process and
the utilization of budgets to further perform HR activities. Study seeks
empirical evidence based on the responses elicited from HR department
managers in 100 Pakistani companies with a distinct HR department.
Results suggest that the HR department has limited involvement in the
budgeting procedures, which in turn could explain the limited use of
budgets as a means of performance evaluation and communication.
Evidence from survey showed that HR departments in Pakistan do fully
capitalize on the budgets as a mean of achieving organizational goals. This
study contributes to the literature by analysing the responses of HR
department managers and their views towards the budgeting function from
HR management perspective in Pakistani companies.
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Introduction

Budgets quantify organizational plans over a given
time period and are used to check and control the
progress of an organization so that it keeps its
movement within the established boundaries (Searfoss
and Monczka, 1973). They represent the financial
goals of an organization.

Cohen and Karatzimas (2011) noted that budgets go
beyond performing the function of planning and
controlling for management. Budgets provide a tool that
could benefit an organization in developing coordination
among its various parts, to measure employees’
performance and control them, to motivate personnel and
to enhance communication (Fisher et al., 2002; Yuen,
2004; Hansen and van der Stede, 2004; Parker and Kyj,
2006). Human resources department, generally thought
of as having duties such as recruitment and selection,
training and development, pensions and the like, is also
liable for performance related bonuses, information flow
and employees’ motivation (Cohen and Karatzimas,
2011). Thus, there exists a relationship between
budgeting and the HR department. The degree to which
HR department is involved in the preparation and
implementation of budgets could increase the
effectiveness of the aforesaid budgeting characteristics.
Nonetheless, analysing budgeting process from the
perspective of Human Resource Department is not
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common in the literature (Cohen and Karatzimas,
2011). There has only been a limited number of studies
related to HR management- management accounting
interface from an HR viewpoint (Berry and Bacon,
2002; Stiles and Kulvisaechana, 2003; Bacon and
Berry, 2005; Kouhy et al. (2009). These studies imply
the mind-set of HR managers and management
accountants who justify the HR initiatives on financial
aspects (Cohen and Karatzimas, 2011).

The study undertaken has a two-faceted scope. On
one hand, it determines the role of HR department in
budget preparation and its implementation; since in
Pakistani business environment, the role of HR
department is quite unarticulated. On the other hand, it
investigates the interaction between budgeting process
and certain management functions performed by the HR
department. Budgeting encompasses several functions
that are linked with HR management such as employees’
motivation, performance evaluation, internal
communication and control. This study strives for
finding if the HR departments in Pakistani organizations
actually exploit the opportunities offered through budget
preparation and implementation. To be more specific,
this study asks several questions to the HR managers
related to the extent to which Pakistani organizations use
the budget-related compensations and the level of
difficulty for achieving the budgetary goals so that the
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employees and the managers get motivated, the use of
budgets as a means of information flow-both horizontal
and vertical, if budgets are used as a mechanism for
measuring performance as well as the influence of
budgetary control on the behaviour of the employees.

Besides these functions which are to be performed by
this study, it also investigates the impact of the
involvement of HR in budgeting on different variables.
These  variables include control,  motivation,
communication and performance evaluation. Hence, this
study has multi-functions. On one hand, it provides us
with some statistics regarding the HR department’s role
in budgeting in Pakistani organizations. And on the other
hand, it investigates a model in which the impact of the
role of HR in budgeting is tested on variables of interest.

The rest of the paper is organized as follows. In the
second section, the relevant literature is reviewed. In
the third section, the survey’s methodology is
analysed, while in the fourth section, one the
empirical results are presented. Finally, the paper
concludes with a discussion of the findings.

Literature Review

Several studies have been undertaken analysing the
relationship that exists between budgeting and
employees’ motivation, internal information flow,
performance evaluation and control (Merchant and van
der Stede, 2003; Marginson and Ogden, 2005; Kominis
and Emmanuel, 2007; Byrne and Damon, 2008). In the
lines following, the empirical evidence related to the
relation between budgeting and the aforesaid
dimensions. Moreover, some findings of a few studies
are also presented that have analysed association
between management accounting and HR management
through the eyes of the HR management.

Motivation

Cohen and Karatzimas (2011) consider two factors to
be the most important in order to study the impact of
budgeting procedures on motivation: First, the
interaction between meeting budgetary goals and the
reward system of the organization and the second, the
level of difficulty posed through budgetary goals.

Motivation by using Rewards

Budget procedures lead to motivation when they are
associated with employees’ performance evaluation and
the reward system being offered by the organization
(Hofstede, 1968). This implies that budgets are
perceived as targets by employees to achieve so that they
can win promotions and bonuses (Cohen and
Karatzimas, 2011). Since, the achievement of the
expected performance is associated with standard
rewards, employees are anticipated to put extra efforts to
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meet their goals, which ultimately will result in
increased performance and productivity (Merchant and
van der Stede, 2003; Reid, 2002). It is a common
practice among senior management to increase
managers’ and employees’ performance by promising
rewards on the achievement of the desired results.

Rewards have been distinguished into two types by
Deci (1971; 1972); first, intrinsic rewards and second,
extrinsic rewards. Intrinsic rewards are the ones that
come from the inside, for instance, the satisfaction that
results due to achievement of some goal or an
assignment. On the other hand, extrinsic rewards consist
of acknowledgement, prizes and performance-centred
payment. Furthermore, the latter refer to the financial
and non-financial rewards. Financial rewards include
bonuses, participation in the profit and commissions,
etc., while non-financial rewards encompass promotions,
plaudits and recognition, etc. Majority of the research
studies that analyzed motivation have focused on
extrinsic rewards, although a lot of researchers give more
importance to intrinsic motivation (Dermer, 1975;
Kaplan, 1998; Kominis and Emmanuel, 2007) and
perceive it as being stronger. The reason why there is
this lack of harmony is that financial rewards for
superior performance sometimes have an adverse effect-
opposite to that which in intended (Deci, 1972). People
may perceive themselves as doing work for the sake of
money, which will eventually reduce their motivation for
work. Often, it is more fruitful to associate budget
achievement to intrinsic motivation, rather than trying to
improve employees’ performance through the use of
financial rewards (Cohen and Karatzimas, 2011).

What is it then that does ultimately leads to
employees’ motivation to achieve the goals set through
budget? What would be the most beneficial for the top
management: To associate budgetary goals to financial
or non-financial rewards? Some authors have agreed that
the basic principles of expectancy theory could be used to
complete the conclusions that arise from researches
regarding budgeting and the motivational behaviour of
employees toward rewards (Ronen and Livingstone, 1975).
Kominis and Emmanuel (2007) made use of an extended
version of the expectancy theory. They conducted a survey
of 200 middle managers who were working in large
financial service company. Their study concluded that both
extrinsic as well as intrinsic rewards have a significant
positive effect on employees’ motivation.  Besides,
Emmanuel ef al. (2008) also conducted a study in Greece
which supported this previous study.

Motivation through the use of Level of Difficulty of
Budgetary Goals

Budgets provide an obvious means of setting
specific, clear and measureable targets for employees
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(Lyne, 1988). Nonetheless, the magnitude of difficulty of
budgetary goals encompasses an imperative motivational
aspect as well (Cohen and Karatzimas, 2011). Budgetary
goals level of difficulty is a double edged sword; while
effortlessly achievable goals seem to be posing no
challenge for the mangers and, hence, bear little
motivational impact. On the other hand, too difficult
goals-the ones almost unattainable-may result in feelings
of disappointment and low self-esteem (Becker and
Green, 1962; Dunbar, 1971). Expectancy theory implies
that if the target is expected to be too difficult, then it
would have very low motivation for the employees
irrespective of the rewards associated with the
achievement of the target. Ronen and Livingstone (1975)
stated that the fundamental belief of the expectancy
theory is that people select their behaviours on the
depending on their expectations that the behaviour will
lead to a certain outcome. Reid (2002) concluded that the
level of difficulty has an effect on employees’
expectations regarding the achievement of the budget. A
study was conducted by Kenis (1979) in 16
manufacturing companies. He concluded that in order to
gain motivation of the manager more efficiently,
budgetary goals should pose a challenge difficult enough
but meanwhile achievable.

However, Kominis and Emmanuel (2007) argue that
the often-cited goal characterisation of “difficult but
attainable” may not lead to motivation of all managers.
The results of this study support a research conducted by
Stedry (1967). He stated that, under specific situations,
employees’ performance could be enhanced if they are
imposed with unattainable goals. Stedry also found that
the levels at which standards were set affected the
aspiration levels of the subjects. Moreover, it was stated
that respondents adjusted their aspiration level (in the
direction of the level of performance that was in reality
accomplished) if performance was found to be having
larger differences from the level aspired. Hence, he
concluded that it is advisable for the management to change
the standards from time to time so that they are achievable
some of the time and are marginally beyond the level that is
attainable. Yuen (2004) in his research on 108 hotel
managers mentioned that difficult goal circumstances can
be resolved under clear reward systems. Marginson and
Ogden (2005) also found a powerful impact of budgetary
goals on the behaviour of the managers.

Communication

It goes without saying that budget procedures
generate substantial information flows within an
organization (Cohen and Karatzimas, 2011). Research on
this topic started back in 1976 when Hopwood (1972)
studied the impact of budget participation on
communication. Parker (1978) also conducted research
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on the same topic. From these initial researches until
present, it has been indicated that participation in the
budget leads to the formation of such an environment in
which exchange and utilization of organizational
information is encouraged and which results in improved
performance, as the subordinate’s knowledge and
experience will be transmitted to the supervisors,
commitment will be elevated and controlled information
flow will be reinforced (Chenhall and Brownell, 1988;
Walker and Johnson, 1999; Clinton and Hunton, 2001).
Communication types consist of upward and downward
communication as well as horizontal communication.

Upward and Downward Communication

The budgeting process can be utilized in gathering
subordinates’ knowledge and personal information
related to deliberate uncertainties the organization faces,
i.e. circumstances that might pose a threat for the current
strategy of an organization, such as certain moves
undertaken by the competitor, shift in consumers’
preferences, variations in technology, etc. (Simons,
1995). Moreover, Nouri and Parker (1998) anticipated
that the quality of information discovered will add to the
preparation of more accurate and realistic budgets.
Budgeting process serves two purposes in terms of
communication. On one hand, it provides subordinates
with information regarding what their management
expects from them (Ronen and Livingstone, 1975),
meanwhile, it also provides feedback concerning the
degree to which targets set by the budget are actually
materialized (Cohen and Karatzimas, 2011). In those
situations where subordinates are unaware of the
consequences of their efforts, it is quite difficult for them
to have feelings of success or failure and, as a result, do
not feel any motivation in order to improve their
performance (Becker and Green, 1962; Fisher, 1995;
Henri, 2006). The greater the extent to which employees
and middle managers participate in the preparation of
budget, the better communication is realized and the
more accurate information for the seniors to use during
the formulation of the budget is assembled. For this
reason, budget preparation activities along with the
activities carried out for the analysis of the budget variances
lead to reduction in information asymmetry (Emsley, 2001).
A survey performed by Parker and Kyj (2006) depicted that
vertical (upward and downward) information flow during
the preparation of budget has an important role in
organization commitment and performance.

Searfoss and Monczka (1973) concluded that
communication also leads to enhanced participation
which in turn supports one of the basic tenets of modern
organization theory which states that involvement in the
decision-making and goal-setting pro-cesses will result
in a greater personal commitment to the organization and
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its goals. This personal commitment will, in turn,
increase the level of motivation of the employee to strive
toward achieving these goals.

Horizontal Communication

Brownell (1982) stated that through participation in
budget  preparation, the  synchronization and
collaboration of apparently independent departments is
accomplished. This coordination and cooperation is
indispensible for the organization to perform efficiently.
All the information and practices regarding fresh and
enhanced ways of carrying out certain activities in the
business are channelled throughout the organization,
which makes it possible for the employees to enhance
their knowledge, learn and utilize novel techniques in
their work and let their fellow employees know (Shields
and Young, 1993). It is evidence in Bremser’s (1988)
research findings that the process of budgeting serves as
a means of providing synchronized planning amongst
different functional areas within an organization.

Performance

Joshi et al. (2003) in their research stated: “Budgets
are financial blueprints that quantify a firm’s plans for a
future period”. This implies that budgets act as a
standard compared to which actual performance can be
measured and evaluated. As budgets depict the
anticipated future picture of an organization, they serve
as a means of control and performance evaluation for the
managers (Searfoss and Monczka, 1973). The reason
being if managers and employees are aware of its
substances, there would be a yearly decrease in the
deviations since they would be better able to make the
required amendments and decisions to achieve the
expected outcomes. Hence, achieving the budget becomes
an imperative goal in itself, reason being that major part of
the evaluation of the employees will depend on the
variance that would exist among the budget and the actual
results (Searfoss and Monczka, 1973; Guilding et al.,
1998; Blansfield, 2002; Fisher et al., 2002).

Budgets Serving as the

Performance Evaluation

Major System of

Performance is a major construct in the field of
human resources (Viswesvaran, 2011). Cohen and
Karatzimas (2011) stated that budgets intend to compel
subordinates to enhance their performance when they are
used for measuring employees’ performance. This serves
as an explanation to the fact behind why evaluation is
associated with reward systems. Due to its employees’
compensation and promotion is dependent on their
evaluation (Lau and Buckland, 2001). Merchant (1998)
stated that budget-emphasized evaluation style is used by
the top management because it is relatively objective.
According to a research carried out by Otley (1978),
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those companies which lay greater emphasis on budget
have the luxury to enjoy results closer to their desired
goals. This emphasis on the budget highlights the
importance of budgetary goals and their association with
the rewards offered to the employees. A number of other
researches carried all over the world (Anderson, 1993;
Douglas, 1994; Guilding et al., 1998) have concluded
that the formulation of budget is used as the major
system of performance evaluation.

Level of Clarity of the Budgetary Goal

Cohen and Karatzimas (2011) stated that besides the
above stated performance related budgetary factors
another important factor is the level of clarity of the
goals set in the budget. Performance of the employees is
enhanced when they are given some clear targets compared
to those targets that are unclear. Locke and Schweiger
(1979) stated that goals which are unclear to the employees
may lead to employees’ dissatisfaction, mental stress and
frustration. It is a common practice among employees that
they use budgetary slack when they are facing unclear
targets. Comparatively, Yuen (2004) stated that clear targets
are less likely to create budgetary slack.

Control

The very basic purpose of budgeting was to use it as
an instrument for control function in an organization-
control over the employees and administration by
limiting their spending authority (Becker and Green,
1962). The control function is usually a feedback
mechanism whereby management is provided with the
information (both anticipated and actual) so that they can
use this for decision making (Ronen and Livingstone,
1975). It is quite evident from several researches that
tight budgetary control enables management to be more
systematic and through it managers also enjoy the
opportunity of refining their future planning (van der
Stede, 2001; Wijewardena and de Zoysa, 2001). From
this standpoint, budgeting tends to become a
fundamental form of control in an organization, because
management becomes able to control the whole
procedure by having a comparison of the results with the
anticipated values and show involvement only when
required. When employees are offered to have a control
over their destiny, it is likely for them to exhibit higher
levels of job satisfaction and increased level of
performance (Brownell, 1982; Otley, 2006).

Research Design and Data Collection

This study aims at both analysing the involvement of
the HR department in the budgeting process and
investigating the interaction between the budgeting
process and those specific management functions
performed by the HR department. Besides, it also
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investigates the role of budgeting to serve as a means of
achieving several functions performed by the HR
departments. The organizations selected to carry out this
study were chosen to be service based organizations of
Pakistan. The reason behind this selection was the fact
that separate HR departments are mostly found in
organizations that render services. The sectors included
were banks, telecommunication, hospitals, educational
institutions, NGQO’s, insurance companies and courier
services. The HR department was selected for two
reasons. First, because we are interested in explicitly
documenting HR departments’ roles within budgeting
procedures and second because we would like to assess
whether Pakistani companies make use of budgeting as a
means to implement significant HR functions. These
functions are  personnel  motivation, internal
communication, performance evaluation and control.
Therefore, we addressed our questionnaire to HR
managers on the grounds that we consider them to be the
most appropriate source of information for the study.

An objective data collection method was used for this
model. A self-administered questionnaire was adopted
from Cohen and Karatzimas (2011) study and modified
to measure the model under investigation. Each variable
(HR involvement in budgeting, control, communication,
performance evaluation and motivation) was measured
using multiple items. A five point Likert scale was used
to measure the constructs with 1 representing strongly
disagree and 5 representing strongly agree.

The questionnaire comprised of a total of 22
questions. Out of which, first seven questions were
included for descriptive part of the analysis. Next 15
questions were included to measure the extent to which
HR department involvement in budgeting, control,
motivation, performance evaluation and communication.
All questions employ a Likert-scale.

Sample Characteristics

For the purpose of detecting the general relation that
exists between HR-department and budgeting
procedures, we included questions that were asked to
know if HR departments participate in the development
and implementation of the budgets. It was found from
the hundred and ninety four companies included in the
sample that only in 76 companies there is a practice of
involving the HR department in the budgeting
preparation. While in the remaining 118 companies, HR
department is not given a chance in the development of
the budgets. Hence, in the service sector of Pakistani
organizations, 39% of the companies, HR department is
considered to be a part of the budget compiling process,
while in the remaining 60%, it is not.
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However, the results were almost the opposite for the
implementation part of the budgeting. In 81 companies
the HR department does not involve in the execution of
the budgets, while in the rest 113 companies HR is
involved in the implementation phase of the budgets.
Thus, in 42% of the companies in the service sector of
Pakistan HR is a part of the implementation process of
the budgets, while in the remaining 58%, it is not.

In Table 1, the cross tabulation between the HR
departments’  participation level during budget
preparation and implementation is presented. The results
provide corroborative evidence that firms choose
whether to allow or not the department’s participation in
both budget development and implementation.

Motivation

Employee motivation is greatly influenced by the
financial and non-financial rewards that are linked to the
achievement of the results. In case of achieving the
budgetary target, we asked whether and to what extent,
financial or non-financial rewards are provided. First,
evidence showed that 19% of the sample companies do
not provide any type of financial rewards to employees
for meeting their budgetary targets, while the 27% of the
sample companies do not provide any form of non-
financial rewards. Second, in 27% of the studied
companies, a manager could be laid off in case he/she
did not reach the budgetary targets to a satisfactory level.

Furthermore, the companies that provide rewards for
meeting budgetary goals were asked to specify the type
of financial or non-financial rewards they offer. Their
responses are shown in the Table 2.

It turned out that the most widely used reward type is
the “bonus” reward, issued by 85% of the companies’
sample and a further 4% of companies provide
employees with “stock options””. It should be mentioned
that several companies use combinations of the above
types of rewards.

As for non-financial rewards, the most commonly
used type is “plaudits and recognition” which is offered
by a 52% of the sample, while a 24% reward employees
by providing “promotions” and a 14% provide “travel
gifts-use of company car”. As in the case of financial
rewards, non-financial rewards in several companies are
provided in combination.

Communication

Budgets are also supposed to create and facilitate
internal communication (Simons, 1995; Emsley, 2001;
Parker and Kyj, 2006). We analysed whether our sample
organizations take advantage of this budget characteristic
in order to receive more realistic information and to
develop cooperation and coordination among departments.
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Table 1. Cross tabulation between the participation of HR department during budget preparation and implementation

HR department participate during budget implementation

No Yes Total
HR department participate during budget setting No 71 47 118
Yes 10 66 76
Total 81 113 194
Table 2. Functions that derive from the budget procedure
1 2 3 4 5 Total Mean
(%) (%) (%) (%) (%) (%) Value SD
Control 9 13 40 28 10 100 3.29 1.089
Communication 9 17 38 24 12 100 3.17 1.183
Motivation 11 23 35 27 4 100 3.05 1.078
Performance Evaluation 8 9 33 31 19 100 3.11 1.176

Note: 1-5 Likert-scale (1, very small significance; 5, great significance)

Table 3. Rewarding type used by the sample organizations

Yes n(%) No n(%)

Financial rewards

Bonus 85 15

Stock options 4 96
Non-financial rewards

Promotion 24 76
Plaudits-recognition 52 48
Travel gift-company car 14 86

From the empirical findings, it can be seen that in 39%
of the sample companies, employees and management
are often involved in discussions concerning their
budgetary goals during the budget setting. Moreover, the
HR managers perceive the vertical communication, both
“upward communication” and “downward
communication” that is created by the budget processes
as moderately important (mean = 3.49 and 3.42
respectively), while the horizontal communication
(coordination among departments) is considered to be
less important both during “budget preparation” (mean =
3.01) and “budget implementation” (mean = 3.10) as
shown in Table 3.

Another very important communication factor that is
vital for the smooth function of an organization is the
level of feedback provided concerning the employees’
performance. In 71% of the sample companies, it was
evident that the company provides employees with a
satisfactory level of feedback, in relation to their efforts
to meet budgetary goals. Nevertheless, there is a further
26% that state that the feedback provided is limited.

Performance Evaluation

The budget is considered to be a vital tool in the
hands of management that can be effectively used in
performance evaluation (Merchant, 1998; Lau and
Buckland, 2001; Joshi et al., 2003). The HR managers
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were asked to rate the level in which several
performance criteria are taken into consideration during
the employees’ performance evaluation. These criteria
are: “quality of work”; “quantity of work™; “meeting
deadlines”; “personal development”; “meeting the
budget” and “development of new ideas”. The purpose
of these questions was to assess whether the level of
budget achievement is regarded as a performance
evaluation instrument. The results are depicted in Table
3. It is clear from the responses that “Quality of work™ is
considered to be the most important performance
criterion while the least important one is that of
“Personal  development”.  Nevertheless, “Personal
development” attained a mean value well above the
average value of 3. These answers indicate that
performance assessment is a multifaceted issue that takes
into account both quantitative and qualitative aspects.
Therefore, meeting the budget is an important parameter
albeit not the only or the primary one.

In addition, we asked questions that intended to
evaluate how the attainability of the level of budgetary
goals affects employees’ performance. We asked the HR
managers to rate the importance of several factors that
are expected to increase or decrease performance. Table
5 and 6 show useful insights.

As for the factors that affect performance positively,
results showed that the most important one is the
“Adequacy of human and material resources” (mean =
3.68), while the “attainability of the budgetary targets”
is considered to be of high importance too (mean =
3.12). Regarding the factors that affect performance
negatively, the “inadequate personnel training and
development” is considered to be the most important
(mean = 3.42), while the “difficulty of the budgetary
targets” is considered to be the least important factor
for decreased performance (mean = 2.93). These results
are found to be exactly in line with the results of the
study conducted by Cohen and Karatzimas (2011).
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Table 4. Communication variables

1 (%) 2 (%) 3 (%) 4 (%) 5 (%) Total (%) Mean value SD
Upward communication 1 3 51 30 15 100 3.49 0.048
during budgeting process
Downward communication 48 31 14 100 3.42 0.053
during budgeting process
Horizontal communication 2 39 30 19 100 3.01 0.312
during budgeting setting
Horizontal communication 7 40 20 25 100 3.10 0.527
during budgeting implementation
Note: 1-5 Likert-scale (1, very small significance; 5, great significance)
Table 5. Performance evaluation criteria
1 (%) 2 (%) 3 (%) 4 (%) 5 (%) Total (%) Mean value SD
Quality of work 1 3 15 51 30 100 431 0.539
Quantity of work 2 5 31 48 14 100 3.82 0.741
Meeting deadlines 2 4 19 45 30 100 3.87 0.835
Personal development 1 7 21 46 25 100 3.65 0.824
Meeting the budget 3 3 37 37 20 100 3.72 0.848
Development of new ideas 0 2 20 41 37 100 3.99 0.482
Note: 1-5 Likert-scale (1, very small significance; 5, great significance)
Table 6. Factors affecting performance
1(%) 2(%) 3(%) 4(%) 5(%) Total (%) Mean value SD
Factors affecting positively
Attainability of 8 13 47 28 4 100 3.12 0.043
budgetary targets
Adequate personnel’s 14 18 30 33 5 100 3.09 0.019
training and development
Adequacy of human and 8 14 41 28 9 100 3.68 0.002
material resources
Other external factors 10 16 37 24 13 100 3.01 0.084
Factors affecting negatively
Difficulty of 15 24 38 13 10 100 2.93 0.148
budgetary targets
Inadequate training 11 9 28 34 18 100 3.42 0.487
and development
Inadequacy of human 11 18 36 22 13 100 3.13 0.815
and material resources
Other external factors 19 24 41 12 4 100 2.98 0.581
Note: 1-5 Likert-scale (1, very small significance; 5, great significance)
Table 7. Budgetary control
1(%) 2(%) 3(%) 4(%) 5(%)  Total (%) Mean value SD

The pressure level to achieve 7 25 32 19 17 100 3.74 0.101
budget is considered to be high
Budgets contribute to the 18 43 28 100 3.81 0.584
congruence of personal and
organizational objectives
Top management is able through 5 13 34 28 20 100 3.85 0.653
budgeting procedures, to control
whether personal objectives work
towards the achievement of the
objectives of the organization
Tight budget control negatively 2 37 35 21 5 100 2.41 0.852
affects employees’ behaviour
and performance
Note: 1-5 Likert-scale (1, very small significance; 5, great significance)
Table 8. Correlation matrix for the role of HR in budgeting

CTRL COM MOT PE HRB
Control 1 .
Communication 0.571 1 -
Motivation 0.518 0.523 1 "
Performance evaluation 0.581 0.655 0.607 1
Role of HR 0.675" 0.578" 0.549" 0.547" 1

** Correlation is significant at the 0.01 level (2-tailed)
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Table 9. Results for the variables

Independent Dependent
Hypothesis variable variable Estimate SE CR p-value
H1 HRB CTRL 1.265 0.158 8.016 HAK
H2 HRB PE 1.029 0.121 8.526 HAK
H3 HRB MOT 0.944 0.147 6.431 ok
H4 HRB COM 1.057 0.109 9.715 ok
***Significant at the 0.001 level
Table 10. Summary of hypotheses testing
Hypotheses Results
H1 There is a positive relationship between HR involvement in budgeting and control. Accepted
H2 There is a positive relationship between HR involvement in budgeting and employees’ performance evaluation. Accepted
H3 There is a positive relationship between HR involvement in budgeting and employees’ motivation. Accepted
H4 There is a positive relationship between HR involvement in budgeting and communication within organizations. Accepted
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Fig. 1. AMOS output for the role of HR in budgeting
Control opportunity to detect if this desired outcome is realized.

Budgets also offer a way to control the organization’s
development in order to keep it within the desired
parameters. However, it has been evidenced (van der
Stede, 2001; Bisbe and Otley, 2004) that pressure to
achieve the budget might lead to results opposite to those
that are intended. Consequently, we tried to detect the
pressure level in the companies of our sample, by asking
the HR managers to rate it. The responses showed that
the pressure level to achieve budget is considered to be
adequately high.

In general, budgetary control is considered to offer
congruence between the personal goals of the managers
and the organizational goals and also to offer the

55

However, tight budgetary control could also lead to
dysfunctional employee behaviour. We proceeded by
asking the managers to rate their agreement or
disagreement on the statements reported in Table 4.

From the responses, it was very apparent that HR
managers believe that budgets contribute to the
congruence of personal and organizational objectives
and that top management is able, through the
budgetary process, to control whether personal
objectives work towards the achievement of the
objectives of the organization. However, contrary to
what expected, they do not share the opinion that tight
budgetary control negatively affects employees’
behaviour and performance.
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Correlation Analysis

The strength and direction of relationships among the
all the variables under investigation was calculated using
Pearson product-moment correlation coefficient.

Table 1 presents the relationships among the
variables under the investigation. The correlations were
significant, strongly correlated and showed the positive
directions. All the variables show significant relationship
with each other.

This Table 8 shows that independent variable (role of
HR in budgeting) had a moderate positive correlation
with control, communication and motivation. However,
a strong correlation was found with performance
evaluation (0.616).

Structural Equations Modelling

For data analysis, AMOS, a structural equations
modelling program is used to test the model shown in
Table 9. The goodness of fit indexes for data collected
for study shows that overall model has a good fit of
the data.

The results of hypotheses tested in the study are
presented in Table 3 and the coefficients that indicate
the direct influence of independent variables on
dependent variables are shown in Figure 1. Out of five
paths in the proposed model, all were found to be
statistically significant.

These paths show that impact of HR role in
Budgeting (HRB) is significant on control (CTRL). HR
role in Budgeting (HRB) was found to be the significant
predictor of Communication (COM), Motivation (MOT)
and Performance Evaluation (PE).

AMOS Output for the Role of HR in Budgeting

Figure 1 illustrates the results of this study. The
highest regression estimate (1.26) was found between
HR in budgeting and control. This result seems to be in
line with the results of the study conducted by Cohen
and Karatzimaz (2011). Hence, in Pakistani
organizations, the role of HR in budgeting has the
greatest effect on the control function of the
organization. Thus it implies that if HR departments get
an opportunity to develop and implement budgets in
their organizations, they would better have the
opportunity to practice control on the performance of the
organizations and hence, rectify any mediations from the
targets set in the budgets.

Next to control is the strength of the relation that
exists between HR in budgeting and communication and
it was found to be 1.06. As has been discussed in the
previous sections, an integral function within the
organizations, communication, can be enhanced through
the involvement of HR in the designing and
implementation of the budgets.
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Figure 1 also shows that performance evaluation is
estimated to be slightly lower than communication in
organizations. And the weakest regression weight
estimate exists between role of HR in budgeting and
motivation which is estimated to be 0.94.

Hence, according to HR managers, involvement of
HR department in budgeting process has the least to do
with the motivational aspect among other three variables
of interest in this study.

Conclusion

On the basis of the data collected from the HR
managers in service based organizations of Pakistan, we
presented some interesting statistics and we tested our
model under the study. From the hypotheses generated
for the model, several conclusions were extracted from
the study are as follows.

Results showed that Pakistani organizations HR
departments do not get involved during the drawing up
and execution of the budgeting process and, hence, do
not make proper use of budgeting as a means of tool for
employee motivation, control, communication and
performance evaluation.

On the other hand, it was found that HR managers
consider the motivation, communication, performance
evaluation and control uses of budgeting as important.
More specifically, of these four functions the control
function is rated as the most important one while the
motivation function is ranked as the least important one.

The HR managers of different service based
organizations in Pakistan were found to report that the
participation of their department in the budgeting
process leads to have a significant positive effect on
different functions that are performed by their
department. Among those functions, the highest affect
was found to be on control and the least effect was found
to be on the motivation.

Limitations

This research has certain limitations as well. First, the
findings are based on the responses of HR managers
from only service based organizations of Pakistan. A
future research should be conducted in which this
model should be tested in other sectors of Pakistan. It
will help to compare the results among different
industries in the country.

Second, a small sample size was taken for the study.
Further research should be done with large sample size.
Third, this study was carried out to investigate the role of
involvement of HR department in budgeting on only four
variables of interest. A future study must be undertaken
investigating several other variables.
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Future Research

We believe that our findings reflect the current state
of HR department and budgeting interaction in Pakistani
companies subject to the limitations inherent in any
study of this sort. A similar subsequent study would
reveal the progress made in this aspect. It is a fact that
the HR function remains at an early stage in Pakistan,
which means that the responsibility for HR matters is
gradually evolving. We believe that further research of
the interaction between the budget procedures and the
diffusion of the HR management philosophy inside the
Pakistani organizations is needed. In-depth analysis
through case studies could serve towards this goal.
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