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Toward a Strategic Contingencies Model of Budget
Related Influence in Municipal Government Organizations

ABSTRACT

This paper explores the relationship between budgeting and perceived

*power in city government organizations. Data are reported from a survey of

perceived budget influence in six city governments in Texas. During budget

formulation city managers were perceived as having the most vertical power,

followed by the city council, department heads, and department employees.

During budget impleemntation, there was a perceived increase in department

*. head vertical power and a decrease in city council power. Perceptions of

horizontal power suggested that budget departments generally had greater

perceived influence than operating departments for budget related issues.

The findings are used to develop a strategic contingencies model of

- budget-related power, and to suggest some research steps for testing the

- . proposed model.
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Toward a Strategic Contingencies Model of Budget
Related Influence in Murnicipal Government Organization..%

Does power accrue to those who administer the budget and allocate

resources within organizations? The answer would seen to he yes based upon

traditional views of influence within organizations. Those who administer tilt

budget have control over information (Mechanic, 1962; Mowday, 1978), control

over financial resources (Pfeffer, 1981; Salancik and Pfeffer, 1974), and the

budget is part of the legitimate authority structure of the organization

(Bruns and Waterhouse, 1975). However, studies of power in the commercial

sector suggest a different answer. Hinings et al. (1974) found that the

*accounting department was relatively powerless compared to production,

marketing, and engineering departments in seven business firms. Perrow (1970)

surveyed managers in twelve industrial firms by asking the question, "Which

department has the most power?" The finance and accounting department was

found to have less power than production, sales, or research and development.

* Markus and Pfeffer (1983) proposed that failure to implement important budget

and accounting procedures could be traced to the distribution of power away

from these departments in organizations.

The important question thus seems to be, what factors explain the level

* of organizational influence attained by an accounting or budget department

(Hopwood, 1983)? In spite of the nearly universal use of budgets for control

in organizations, we do not understand why budget departments seem powerless

in some settings. In one sense, power and budgets seem like opposites. Power

is intangible. Power is sometimes associated with the political and

nonrational side of the organization. Budgets, by contrast, are tangible,

0explicit, and intendedly rational. Budgets record precise numbers

and finan~cial values that have legitimacy within organizations. Yet, despite

the differences between them, budgets and power are interconnected. The
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impact of the budget within an organization will be related to perceived

influence of the budget/finance department. The performance of the budget

department during budget allocation and implementation may be related to the

power structure of the organization. If budget/finance departments do not

share in the distribution of power within the organization, then they become

record keepers rather than active players in organizational decision

processes.

The purpose of this paper is to explore the relationship between

budgeting and Influence in governmental organizations. Our goal is to begin

to understand the nature and source of budget related power. Power and

.0 influence concepts from the organizational and accounting literatures are

reviewed and related to the budget process. Power can be derived from a

number of organizational sources, both vertical and horizontal, that may be

relevant to budgets. Working hypotheses are proposed for preliminary

evaluation, and data are reported from a survey of perceived budget influence

in six city government organizations in Texas. The data are extremely

tentative. However, the findings are helpful for developing a strategic

contingencies model of budget power, and for suggesting some ways to test the

proposed model.

Budgeting and Power

The concept of power and its relationship to accounting has been

discussed in the literature (Hopwood, 1974, 1983; Markus and Pfeffer, 1983;

Swenson, 1983; Bruns and Waterhouse, 1975). P ower is part of the social

fabric of the organization. Power may have an effect on accounting, and

accounting may influence power relationships (Hopwood, 1983). An accounting

department may achieve some power In an organization due to its control over

information (Saunders, 1981) or other resources (Pfeffer, 1981).
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Budgeting, one of the tools of accounting, can influence the behavior of

organizational participants. When the budget is used to exert control over

pairticipants, it represents a source of power to Influence behavior throughout

the organization.(Bruns and Waterhouse, 1975). The budget may reinforce,

vertically through the organization, management's particular conception of the

organization's legitimate power structure. Hence the people who are in charge

of the budget may exert power over others (Hopwood, 1983). Additionally, the

budget may be viewed as a means to reduce uncertainty within the organization.

By coping with uncertainty about the source and allocation of financial

resources, the budget may increase the relative power of people who control

0 the budget (Hickson, et al. 1971).

The interactive nature of power and budgeting is an area in which there

is little direct empirical research. Bruns and Waterhouse (1975) hypothesized

and showed that the level of perceived control was related to budget related

behavior and organizational structure. Their measure of perceived control was

Tannenbaum's (1968) control graph, which can be related to the concept of

vertical power because perceived influence is a manifestation of power (Allen

and Porter, 1983). Another study about the interactive nature of budgeting

and power was by Hinings et al. (1974). Power was a dependent variable

0 (rather than an independent variable as in Bruns and Waterhouise), and they

found in the commercial sector that the accounting department was relatively

powerless. Nevertheless, for the one organization in which detailed power

measures were reported, the accounting department exerted power within its own

task areas (e.g., capital budgeting), although It had little power over the

total organization. This result appears to be a function of the accounting

departments' role within these organizations, as the study states,

The weakness of accounting departments follows from
what they did. They kept records of everything and

*sent reports, to and collected information from
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everyone . . • but took no action on this

themselves and hence influenced no one.

The above two studies indicate that the concept of power is relevant to

budgeting and accounting. From the Bruns and Waterhouse study it appears that

individuals who have perceived power relate more positively to the budget

which in turn influences their budget related behavior. On the other hand,

the Hinings et al. study indicated that even though accounting departments may

bc a source of information, they nay have only a little power within

organizat ions because other contingencies are more Important sources of power.

Both studies were in the context of the private sector, where budgeting is one

of many controls used to monitor behavior. In the public sector, where

budgeting is more in the center of control (NCGA, 1982), the vertical and

horizontal power relationships to budgeting may have different impacts on

budget power and behavior.

Budgeting and City Governments

One reason for studying municipal budgeting is that the annual operating

budget represents the primary internal document guiding the allocation of

resources in city governments. The importance of municipal budgets has been

* (expressed by the National Council on Governmental Accounting (NCGA), Financial

Accounting Standards Board (FASB) and a subcommittee of the American

Accounting Association (AAA). The NCGA (1982) issued a Discussion Memorandum

entitled "Budgetary Reporting in State and Local Governments,' that diScus1,Ps

the problems associated with the municipal budget, budget reporting, and

financial reporting. In SFAC No. 4, the FASB (1980) stated that budgets are

*I particularly important in the nonbusiness environment compared to the private

,: tor. In the research report on which the FASB's statement of concepts was

ha4,ed, Anthony (1978) stated that since the budget is prepared prior to

* I Innclal reports, It maiy be , mfore important so1urce of InformLit ion to



internal and external users than the year-end financial reports. The AAA also

stressed the Importance of the budget document. In response to the FASB's

concept stateMent , ;II AAA subcommittee [AAA, 19801 said that the budget is

significant since it sets goals, allocares resources and Is the center of

po It I(':l .-t tt'nt i on. Ilent , the budget is of pri ,rntry imprtrrl -( in the'

mnii ictpal set t i !I; !h)e CsIL it re presents the pr miry ontrol of resources and

is the plannin)g tool used to cIrrv out th,, ,goa ls and ob.ect ihes of th,

intIi I m c i pal government.

The budget process Is . rlnjor endeavor for city governments, typically

involving most city personnel. The initial budget preparation begins several

months before the beginning of the fiscal year, w' the evaluation phase

continues many months after the completion of the fitcr' year. The budget

process consists of four batc phases: (1) preparation; (2) legislative

approval; (3) implementation; and (4) evaluation and audit (Lee and Johnson,

1977). Budgeting involves all departmentq and most management personnel of

the 'lty. The budget process includes tire interartlon of operating

departments (e.g., police, fire) with the budget and accounting department and

with central city administration. Considering the time arid effort devoted in

the budget prooess, the budget miy be the most significant document generated0
by a municipality.

Miniclpa_ tid,,,_t Power: Assum£_tions .and Th'orY__Dev.loment-

Any suiv ,f r,,ir iza at ionin l beuavi )r rqlir rs h. reosear-her to make

certain assumptioiu; about orgaui /at InS. First, th's study assumes that powerK" un be studi d Is .To ori I Izat ion IVe I phenomr..on . Many studios view power

as an individual-level phenumenon and define power as the ability of one

prso: to make a nuith r p,,rson ,'.rrv ,out orders or to do som,,thng that the

person would 1rot otherwise have, drin, Rottvir, 1417; J)ah], 19)7; MIlgram, 1965;
0
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Schilit and Locke, 1982; Mowday, 1978). Recent organizational research

indicates that larger organization forces influence the distribution and use

of power in organizations (Salancik and Pfeffer, 1974, 1977). The enactment

of power arises from situations and forces independent of the personaIl

dominance and style of individuals. At the organization level, the

achievement of desired organizational outcomes Is the most important use of

power. For this study power is defined as the ability of persons or

departments in organizations to bring about desired organizational goals or

outcomes (Pfeffer, 1981). Budget related power is defined as the ability of

persons or departments to bring about desired budget outcomes. In addition,

power and influence are considered to be synonomous as recommended by

Mintzberg (1983).

The second assumption is that organizational power derives from both

vertical and horizontal sources. Figure I Illustrates a typical city

government organization. The city council is at the top of the pyramid, with

ultimate responsibility for budget decisions. The city manager is the chief

operating officer and has authority over the line departments that provide

city services. Department managers are below the city manager in the

hierarchy, but are at an equal level with one another. Supervisors and other

employees are below the department heads. Vertical power arises from the

formal hierarchy and the legitimate authority, resources, and responsibility

assigned to each position. Horizontal power pertains to the relative

if Inflence over budget goals, decisions, and Olitcomes by departments at the

sime level in the organization.

Fiure 1

The final assumption Is that budglet itiflt'onc may he related to stages of

._ _
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* the budget cycle. The budget cycle has not been studied in previous research,

hut may be a factor in power relationships. The budget cycle (Lee and

Johnson, 1977) Is similar to the allocation of resources through the strategic

decision process (Schendel and Hofer, 1977; Daft and Macintosh, 1984). In the

R. strategic management literature, factors associated with formulation are

different from factors associated with implementation. The formulation stage

includes preparation and approval of plans. The implementation stage includes

implementation and evaluation. In municipal governments the formulation stage

for budgeting involves the setting of premises and goals for the organization,

and defining budget priorities among programs, departments, and activities.

* The implementation stage for budgeting occurs after priorities have been set

*and involves the allocation and monitoring of resource expenditures. The

record keeping activity typically associated with accounting departments

(ilinings, et al., 1974) pertains to the implementation stage of the budget

cycle.

The nature of the city government organizations, the concepts of vertical

] and horizontal power, and the formulation versus implementation stage of the

budget are the basis for the theoretical expectations that guided the study.

For clarity, our expectations are formed into working hypotheses. This is an

exp~loratory study to answer preliminary questions about perceived budget power

relationships in city governments. The working hypotheses represent the

theoretical framework within which these preliminary questions were addressed.

Vertical Power Relationships

The organizational hierarchy represents the vertical authority allocated

to the city council, city manager, and department heads. In the formultation

stage of the budget, most power is at the top of the hierarchy. Budget

formulation Involves the setting of decision priorities and goals. This



includes overall decisions about organization priorities and resource

allocation. Budget formulation represents both the legal domain and

responsibility of the city council who set tax rates and are ultimately

responsible to the citizens. The city manager is the chief operating officer,

and probably also helps set premises for budget formulation. The city manager

has information and expertise, but the legal responsibility for budget setting

is somewhat less than for the city council. The city manager, as chief

operating officer, would have greater influence over implementation.

Department heads and lower level supervisors make budget reques's of the city

manager and city council. The lower levels of the hierarchy are expected to

4 have little perceived power during formulation, but somewhat more during the

implementation stage of the budget process. Thus our expectations for the

relationship of vertical power to the budget process are:

Hypothesis Ia. Perceived vertical power for budget formulation
will follow the management hierarchy and be greatest for the city
council, follow..ed closely by the city manager, and then by
department heads and employees.

Hypothesis lb. Perceived vertical power for budget
implementation will be greatest for the city manager, followed by
the city council, and then by department heads and employees.

The general pattern of vertical power relationships in hypotheses Ia and

6lb may be moderated by two contextual factors of the

organization--organization size and type of budget process. Small

organizations tend to be informal. Large organizations tend to be

)ureaucratic, and to place greater reliance on rules, procedures, and formal

ways of doing things. Rules and procedures are a surrogate for personal

supervision in large organizations (Blau and Schoenherr, 1971; Child, 1972;

Daft, 1983). Small organizations typically are more participative and

equalitarian. The rules and procedures in large organizations enable top

managers to retain decision making authority for Important issues, such as for
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strategy and resource allocation. These same rules enable the delegation of

specialized activities, such as the implementation of budget decisions. Thus

city size may increase the division of labor between upper and lower

hierarchical levels, giving upper levels even more power in the budget

formulation stage, and giving lower levels more power in the budget

implementation stage.

The budget process in city governments includes line item budgeting and

may also include more sophisticated techniques such as program budgeting. The

specific budget process maiy represent a crucial factor in perceived power

relationships. Line item budgeting represents a traditional, top down

approach based on functional departmentation. The line item budget is

consistent wtth the vertical hierarchy, wherein basic premises and priorities

are set at the top, followed by implementation by operating managers. Program

budgeting, in contrast, is designed for greater Involvement and participation

from department managers and lower level personnel, especially during

implementation. Program budgeting seeks widespread commitment to the budget

because department personnel are involved in justification of program

objectives, statements of expected accomplishments, and documentation of

expenditures and performance. It is expected that perceived power at lower

organization levels is greater in program budgeting than in line item

budgeting, and during budget implementation more than during formulation. The

hypotheses related to the contextual factors include:

Hypothesis 2a. Top levels in the municipal hierarchy will have
grkcater perceived power over budget formulation in large than in
small cities, and for line item rather than program budgets.

*Hypothesis 2b. Lower hierarchical levels in municipal
governments will have greater perceived power over budget
implementation in large cities than in small cities, and for
program rather than line item budgets.



Horizontal Power Relationships

Horizontal power relationships in organizations are especially

complicated. Horizontal power and authority are not defined on the

organization chart. Departments at the same level in the management

hierarchy, exert different levels of influence over organizational decisions

and outcomes. The power differences among departments of apparently equal

rank is determined by factors in the organization's context called strategic

cont ingenciles.

Strategic contingencies are the environmental events and organizational

activities perceived as key to the organization's purpose, survival, and

SUCCess (Pfetter, 1981; Pfeffer and Salancik, 1974; Hickson, et al., 1974;

Hambrick, 1981). While every department is important to the organization,

departments contribute differently to strategic contingencies. One department

may have greater power because It is more central to the organization's

mission or because it serves a key constituency. In the private sector, the

necessity to innovate in the electronics industry leads to higher power for

R&D departments. In consumer goods firms, the strategic contingency is sales

and marketing which increases the influence of marketing departments.

As illustrated in Figure 1, cities may have separate departments for

police, fire, public works, parks and recreation, and budgeting/finance. The

question for our research is how these departments vary in perceived influence

over budget formulation and implementation based on the strategic

coiitIngencles facing municipal governments. The strategic contingencies for a

municipal government would include the uncertainty associated with obtaining

aod distributing financial resources; the centrality and visibility of city

departments for satisfying and serving local citizens; the size of the city

aod the relative size of respective departments; and line Item versus program

budgeting which may altocate more or less Influence to specific line

departments.



In prof it making organizations, the responsibility for resource

acquisition rests with departments that make and sell goods and services, and

htunce they have considerable power. In city governments, resources come

primarily from residents through taxation, and these resources are allocated

through the budget process. The budgeting/finance department is intimately

involved In the resource acquisition and allocation process. Budget personnel

may help determine the city's financial needs as well as to allocate funds.

The delivery of products or services is not directly exchanged for the inflow

of dollars as in for-profit organizations. The city council and city manager

have power concerning the acquisition of funds through taxation, but the

0budget department can reduce uncertainty for other departments about resources

and programs for the coming year. Hence we expect that the budget department

will be seen as powerful in city governments. We cannot test directly whether

budget influence is greater in government than in profit making organizations,

but we do expect budget/finance to be perceived as having influence compared

to other line departments during both formulation and implementation of

budgets.

Other contingencies, however, may provide more influence to line

departments and to the budget department. Line departments are substantially

larger than the btidget/finance department, which may give them substantial

influence, especially in the formulation stage of budgeting. The centrality

and visibility of line departments may also enhance their power. The police

0
and fire departments are highly visible and react directly to citizen requests

for help (Kochran, 1975). Parks and recreation and public works are also

important, but are more routine and taken for granted. Police and fire tend

to be reactive, while other departments are more passive. Police and fire

departments are perceived as providing essential services, while parks and

rt,( rt on provide ;ervic-es that ire' expendahble. We explect that dep'artment

S7
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size, centrality and visibility will shape horizontal power and hence provide

different levels of department influence over budget decisions.

We cannot predict exactly how the confluence of strategic contingencies

will determine perceived budget related power in city governments. We do

predict that the budget department will be perceived as influential In budget

formulation, although perhaps less so than major departments like police and

fire. For budget implementation, the budget department has expertise and

responsibility for the budget, nevertheless, line departments generally have

autonomy in carrying out the details of the budget within their own

department. Hence it may be expected that there is little difference in

4 perceived influence between departments for budget implementation.

HyXpothesis 3a. The budget/finance department will be perceived
as having less power than police and fire departments for budget
formulation, but will have greater perceived power than public
works and parks and recreation.

Hypothesis 3b. The budget/finance department will be perceived
to have power equal to other line departments for budget
implement a tion.

City size and budget complexity may affect the distribution of horizontal

power between the budget department and line departments. The traditional

line item budget process, used in small cities, would tend to provide

4 authority to the budget department. It is a formal process wherein resources

are allocated from the top down, and the budget department is a central figure

in this allocation. Complex budgeting systems are designed to engage line

4 departments more directly in the budgeting process by seeking departmental

Inputs and justification for expenditures. Program budgeting would tend to

equalize power between budget and other departments. We expect the impact of

6 program budgeting to be greatest during budget formulation when requests and

Justifications are utilized. In large, complex rities, the budget process Is

alm o c')mp I ex I t wI 1 be gove rne~d by more rulI 4 nnid p~rocedu~res9, will Involve
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larger amounts of money, and budget managers will require greater expertise.

The importance of the budget/finance department for managing a large budget in

a large organization will be especially important during the implementation

stage, which involves allocating resources, evaluation and auditing. Thus we

* propose that budget department influence during implementation of the budget

will be pcrceivf-d as greater in large cities than in small cities. Our

expectations for city size, budget complexity and perceived power are a ;

follows.

Hypothesis 4a. The budget/finance department will be perceived
to have less power for budget formulation in large cities with
complex program budgets than in small cities with line item

* budgets.

Hypothesis 4b. The budget/finance department will have greater
perceived power over budget implementation in large cities with
complex program budgets than in small cities with line item
hbudgets.

In sumnary, we have argued that budget related power and the influence of

the budget department are not random occurrences in city government

organizations. Budget related power is affected by vertical power

relationships, and we predict that top levels have greater perceived power

over budget formulation, and intermediate hierarchical levels have greater

0 perceived power over implementation. These hierarchical relationships may be

*influenced by city size and budget complexity. For horizontal infLuence

across operating departments, we argue that budget/finance departments will be

perceived as powerful because they have expertise, and they reduce budget

uncertainty and provide resources to other departments. However, the budget

department is small and may still have less influence than large, visible line

* departments such as police and fire. We also propose that budget/finance

power will be greater than line departments during Implementation of the

huidget, which is within the budget department's domain of responsibility and

*expertise. The working hypotheses (with results) are summarized In Tables 2
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Method

Seven cities were contacted for participation in this study. Six of the

cities agreed to participate and undergo extensive interviews, all of which

were carried out in stummer 1983.

The cities were widely divergent by population size. The six cities

represent three size cate ories (two cities in each): (1) small--under 5,000

people; (2) medium--25,000-IUU,000; and (3) large--over 250,000. It was

decided to stay within Texas to limit the study geographically and to avoid

conflicting state laws.

The city visits included interviews with (I) the city manager (CM); (2)

4 the budget/finance department head (BF); and (3) each of four department heads

4
(DIH) associated with the basic governmental operations. The project was

explained in each interview. An unstructured interview was completed for both

the city manager and budget/finance department head. We asked the city

U" mnager questions onl the general operations of the city, number of employees,

and their "philosophy" of budgeting, including its use in evaluating

performance. The budget/finance questions focused on specific budget

procedures, priorities, and similarities and differences across cities. No

formal interview instruments were used in the talks with the department heads;

4however, we asked a number of questions based on the initial discussions with

city managers and budget/finance heads. This was an exploratory study, and

the purpose of these open ended interviews was to verify our understanding of

city procedures and to determine if there was general agreement on budget

procedures and their utility. Department heads, on occasion, had viewpoints

on the utility of budget procedures considerably different from central

:idmin tst rat ion.

After each of the Interviews, questlonnalreq were distributed with the

request that they be returned as soon as possible (pre-addressed and pre-pald

0
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envelopes provided). The city manager questionnaire requested information on

horizontal and vertical influence, using questions based on the previous work

of Tannenbaum (1968) and Salancik and Pfeffer (1974). Other questions

lW rtil I t'd to the atilIty of budget information for specific management

decisions; budget influence during the budget cycle; and perceptions of the

primary purposes of budgeting. All department heads were asked to fill out

questionnaires on horizontal and vertical influence; budget preparation

activities; and purposes of budgeting. The department heads also were

requested to distribute almost identical questionnaires to the department

supervisors and other employees who were directly involved in the budgeting

4• process. Usable responses were received from all six city managers, 28 of the

30 department heads and 86 supervisors, for a total return of 120 of 204

questionnaires distributed (59%).

A summary of city demographic characteristics is presented in Tahle 1.

The number of city employees varied by population size. The smallest city had

18 employees, while the largest had 7,900. The two small cities had volunteer

fire departments and few employees across the other functions. The largest

had over 1,000 employees in each of three departments that we analyzed. In

general, police and public works had the largest departments, followed by the

Sftrt, department and parks and recreation. Relative spending by department

generally followed a similar pattern. Among the largest cities the police

department had the largest spending share (30-40%); while public works

out-spent the other operating departments at the two small cities (46-50%).

The smallest spunding share belonged to parks and recreation for larger

cities, but to the fire departments at the small cities (due to the volunteer

.,attire of this department). On average 5-10% of tht employees were involved

-0 . r ". .
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TABLE I

in the budget process. In all cities the management staff (department heads

and supervisors) were involved in the budget process, along with

administrative assistants at the larger cities.

Research Findings

The Budget Process Within Sampled Cities

This section summarizes the budget context and procedures used, which

were identified in the unstructured interviews with city officials and the

review of budget/accounting documents. The officials were helpful and candid

about their respective systems. All cities were in the process of preparing

or had just completed the proposed 1983-84 budget. The budget for this year

was considered "tight" within all cities, since revenues were projected to be

5
depressed while expenditure needs continued to expand.

The budget process was similar across cities. The process was typically

controlled by the city manager, beginning with the accumulation of budget

requests and forecasts by central administration before the start of the

fiscal year. The city manager accumulated spending needs as well as expected

revenue and was responsible for putting together the package that became the

proposed budget. Although alternative procedures did exist, all sample cities

were concerned with line item spending. That is, spending budgets were

accumulated on a program, zero-based, or traditional basis, but spending also

were analyzed by line item (major categories were salary, non-salary

operatltons, and capttal items). In addition all cities mado reference to

maintaining the status quo. For planning purposes a "baseline" budget was

ctillated that indicated costs for maintalning existing services. The

- ----.- '*--L" "- " - . . . ..- "-" . .. -. . .'. " ... .. .I" .i "'. " . . -



baseline budget normally included adjustments for expected inflation and

anticipated growth. The primary constraint was forecasted revenues. City

officials were expecting reduced revenues, and their planning efforts included

the need for spending cuts. All city managers were reluctant to pronose

raising taxes.

Accounting for appropriations, encumbrances and expenditures appeared to

be similar across cities, with periodic information (generally monthly)

available by department and by line item. With more sophisticated accounting

procedures (associated with larger cities) information was available more

frequently and in greater detail.

6 The differences across cities were related primarily to size. In the

small cities the city managers seemed to centralize authority, claiming that

department heads had no expertise in budgeting/accounting matters. In the two

medium sized cities, procedures followed a traditional textbook description of

budgeting. The medium sized cities used line item budgeting and depended on

considerable participation from department heads. The large cities were

e decentralized and relied on program budgeting techniqties. Interestingly,

large cities had experimented with alternative approaches (both had abandoned

zero based budgeting within the previous two years), before settling on

0program budgeting.

Analysis of Vertical Power

The questionnaires completed by rity managers, department heads and

supervisors included three qnestirons on vertical power, based on Tannenbaum's

1968) perceived Inf luence measure. The respondents were asked to rate the

relative influence of the city manager, city council, department heads, and

department employees on a five point scale ran-Ing from very little (i) to a

grear deal (5) of Influence. The hree influ ence qulesttons pertained to6

b . . . " "". " ....-
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budget formulation (0 and 2 below) and implementation (3 below):

I. Setting budgetary goals and objectives.

2. Deciding the final budget numbers to be submitted to the city
counicil.

3. Carrying out the budget such as hiring personnel and
scheduling jobs and programs.

A summary graph of vertical power is presented In Figure 2 for all cities and

for each size category. The numerical scores associated with Figure 2 are

tabulated in Appendix 1. Table 2 presents the tentative statistical resuilts,

averaged across all cities, for the working hypotheses about vertical power.

The Figure 2 and Table 2 data for each city are based on the average of all

city respondents, which is congruent with previous research on vertical

influence (Tannenbaum, 1968).

FIGURE 2 AND TABLE 2

The first vertical power hypothesis (Ia) was that the city cotincIl would

exert more overall influence for budget formulation, followed by the city

maniger, department heads, and department employees. The city manager was

*,xpecltud to have the greatest influence for budget implementation. These

relationships were evaluated by directional analysis of the mean responses and

li ise of Dunctn's multiple range test. Table 2 reports mean responses by

position, with statistically different responses (.05 level) placed on

sep.irate, lines. The city manager and city council had essentially similar

pow'r for setting budget goals, hut the city manager statistically had the

vr, atest inf luence for determination of final budget numbers. The level of

lintlience dropped considerably for department heads and further tor department

,pl wve. This pattern was stmilar throughout the sample except for one

l.lr,41  ;ud one small city, where the city council had -lightly more influence

.~~ ~~~~~~~ Ni " _t' . . .7 . - ) . ..-. -
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[here appears to be a "power shift" when Influence is analyzed in terms

of imptementing the budget (hypothesis Ib). influence for carrying out the

hid,, t apparentlv rests within the operat ing departments. The departme-t

heads had the most perceived influence (except for small cities), with city

mmaagers second and city council and lepartment employees having relatively

little intluence. Figure 2 and Table 2 show considerable divergence by city

size, The city manager had the most power in small cities, probably

indicative of the centralized s ructure of these cities. For large cities,

implementation power went to department heads first and city manager second,

with the city council having virtually no influence. This suggests

considerable delegation of authority by large cities and suggests that the

city counci!s are interested in the "big picture," and formulating budget

priorities, rather than to day-to-day operations.

it was hypothesized (2a) that top management (city council and city

nanager) In large cities would have more influence than in medium or small

citieos for budget formulation. This hypothesis was not supported for goal

It t lug. There were no differences in perceived influence across city size

!,r settIn ,, htlg't go,,als; however, small cities rated statistically lower than

largre ind medium cities for submitting final budget numbers.

It was also hypothesized (2b) that lower management and staff (department

had'; and department employees) woild have relatively more influence for

impl mentation in large than in small cities. This was consistent with the

findirngs, with small cilfes having significantly lower ratings than large and

m, dium ciities.

The responses for small cities generally indicated less in luence for all

ltvets of management, so that directional differences (emphasized in Figure 2)

Ire important to analyze. For the most part relationships were similar across

1; l,, except -h, small citv's council had more inf I uence than the city



re1[r:er for set t ing, goals, whi le both tht coruncil and -itv manager had

,,ier~ib powr tor imp ement ing the hrrdget.

!ve all , most vertical power for budget matters in the six cities rested

with the citv managier while department employees had little influence. The

' it c Cotilc I had cons iderable Influence over budget formulation. Department

hr,,ds had 'onsiderable I of luence for budget implementat ton. Within large and

I ecr extent med ium it tes , t he jul luence ot dpart meint heads suggests

f tht,,v receive vert iciI authority for day-to-day operat i ons.

Analvsis of ltorizont,il Power

The questionnaires also included three questions about perceived

horizontal power related to budget formulation (1 and 2 below) and

i , 1 m , t r it o Tio ( 3 be I w).

1. Sett ng nitial budgt Aet ry goals and objectives.

2. Decidin.,, the final budget numbers to bo submitted to the city
cou',lc 1 1 .

3. Carry ing out the budget such as hi ci og :rnd scheduiling jobs

and programs.

o ert asked to r.it, the relative illflu(ence of the foiir operat ing,

,,, rtm,nts (ahbrevf,:ted PD, PD, PW, and PR) and the budget/finance function

(HF . Vi 'ere 3 graphs the summary responses for all respondents by city size.

Niro.-r i, l scures associated with Figure 3 are In Appendix 1. Table 3 presents

tin. nteIi resilts for the horizontal power hypotheses, bas-,d on city mana(,,r

and department herd responses. Supervisor responses were not included In the

'rlcuLition of horizrmtal power scores for each city because previous research

rported that department herids and above are better informed than lower level

,'rp , yc", lhort hrizont.l p wer reil,t tonships ('rlan ik Ant Il,,ffer, 1974).

A 'o:npirison i)f staistrcal resnilts witti Figure i based on all respondent.,

w th F i I ; n cor- ;rh r t Ih eo resil ts iro s i mil I ar with or wit hunt the
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supervisor responses, but supervisor score were omitted anyway.

FIGURE 3 AND TABLE 3

The third hypothesis concerns the relative power of budget/finance and

the operating departments, expecting the reactive departments to have greater

influence for formulating the budget (3 a), but equivalent power among

departments for implementing the budget (3b). The budget/finance department

had greater perceived power than operating departments for budget formulation.

Among operating departments the police department rated higher than parks and

recreation. The police department is a reactive department but is also

generally the largest department in our sample of cities. Both department

size and characteristics (especially reactive vs. proactive) may explain

relative power among operating departments.

There was essentially no difference across departments for budget

implementation. The result differed for small cities, where budget/finance

had the most influence and fire department the least. Both small cities had

volunteer fire departments (and thus no full-time department head), and the

city manager in each city prepared the budget. This may have influenced the

overall results.

The last hypothesis concerns the relative power of blidget/finance by city

size. Greater reliance was placed on sophisticated program budget

procedures in la-irge cities that encouraged power equalization, so it was

expected that large city budget/finance departments would have less influence

than their smaller counterparts during budget formulation (hypothesis 4 a).

The reverse was expected for implementation since traditional budgeting should

delegate authority to the hudget/finance ,!epartment (4b). Table 3 shows that

budget ina nce had high rating,, for form ilation, which ts generally the
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opposite of our hypothesis. Large city budget/finance departments had the

highest perceived power and were significantly higher than small cities for

setting budget goals. There is virtually no difference associated with

implementation across city size. Thus, budget/finance power is greater in the

formulation stage and especially for larger cities.

Discussion: Toward a Strategic Contingency Model

of Budget Department Influence

One purpose of the research reported here was to provide an initial

expLoration into the relationship between budgeting and power in municipal

government organizations. Working hypotheses about vertical and horizontal

power relationships were developed based upon previous research from

organization theory and accounting. These expectations were tested using data

from six Texas cities. Our findings suggested that vertical budget power did

not correspond perfectly to the organizational hierarchy (Hypothesis 1). City

managers, the second level in the hierarchy, were perceived as having the most

power in budget formulation, followed by the city council, department heads,

and department employees. There appeared to be significant vertical power

delegation during budget implementation, because perceived department head

power increased and city council power decreased, especially in large and

medium sized cities. City size accentuated the delegation of vertical power

during budget implementation (Hypothesis 2), although size made littie

difference to the distribution of power during formulatin.

The findings for horizontal budget power suggested that budget

Jepartments generally had greater perceived influence than operating

departments during both formulation and implementation budget stages

(Hypothesis 3). Among operating departments, police departments had the mo,;t

power, and parks and recreation the least. This finding suggests that

horizontal power was affected by department size and visibility to the public.
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Large city size was associated with greater budget power for budget

departments during formulation compared to operating departments (Hypothesis

4). This suggests that budget complexity and formalization adds to the power

of budget departments.

Another purpose of this research was to develop preliminary findings from

government organizations that could be combined with previous research to

develop a model of budget power in organizations. The question raised at the

beginning of this paper was "What factors explain the level of organizational

influence attained by an accounting or budget department?" One use of

exploratory research is to gather preliminary data to bogin to answer this

0 question and to propose a model and hypotheses that can be tested in future

research. The research reported in this paper has many limitations. The

findings are by no means conclusive. Our summary model will e.:tend beyond the

data, but the proposed model is consistent with the data and provides an

overall framework for beginning to explain budget related power.

Our findings combined with previous research identify six factors that

appear to be associated with budget related power. Three of these elements

(uncertainty, centrality and dependency) are associated with the

organization's strategic contingencies, that is, from budget activities that

are relevant to the organization's mission and environment. The other three

factors pertain to the organization context and include size, hierarchical

level, and budget procedures. These six factors are illustrated in Figure 4,

and are the basis for the following summary propositions. We stress that the

Figure 4 relationships and the following propositions are not hard

conWlusions. They represent tentative hypotheses that go beyond our data to

explain budget department power and to serve as tentative hypotheses for

furtre resoarch.
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FIGURE 4

. Budget department power will be greater when the management of

financial resources is central to the mission of the organization. The budget

department is responsible for the internal management of financial resources.

Budget activity is central to the mission of the organization when the primary

goal is internal efficiency. For example, efficient use of scarce resources

may be more critical to performance in governmental than in for-profit

organizations, and in financial organizations than in organizations that

provide other types of products and services. Previous studies that reported

low power for budget departments included a sample of marketing (Hickson, et

al., 1974) and manufacturing (Perrow, 1970) oriented firms where cost

efficiency was less important than marketing and production. One reason our

study suggested greater influence for the budget department than found in

previous studies is that financial management is an essential mission of city

governments. Cost control is important. Financial resources are scarce. Our

interviews found that city officials are expected to be efficient, and not to

raise taxes arbitrarily. The emphasis on cost and internal efficiency gives

0 greater power to the department that manages and controls financial resources.

The same forces could be expected to also give power to budget departments in

corporations whose strategy and dominant competitive issue is efficiency

rather than effectiveness (Hall, 1974), and for financial organizations where

financial control is Important to performance.

2. Budgt department power will be greater when the budget department

reduces uncertainty for other departments in the organization. The reduction

iif ,vcertainty appears to be a source , power In almost every organization

(Illckson, et_ al ., 19/1; Pfeffer, 1981). An important solirce of uncertainity In

0. - . " - -" - _ i . , . . ' . . . - - . '. . - .
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city governments is the allocation of future resources. Departments make

their annual plans based upon presumed budget allocations. Once line

department heads know the budget allocation, they can implement and carry out

their operational activities for the rest of the year. The budget thus

reduces uncertainty about the resources available to spend for the next year

(Daft and Macintosh, 1984). Uncertainty is greater during budget formulation,

hence budget departments may acquire power by invovement in this stage. The

role of the budget department in reducing uncertainty also can be expected to

be greater under conditions of financial resource uncertainty. Greater

ftnancial uncertainty would occur under rapidly changing environmental

* circumstances, during resistance to tax increases by residents in government

organizations, and in case of organizational and financial decline (Whetten,

1980; Ford, 1980). The budget department would be a central figure in these

situations, and would have budget Information and knowledge to reduce

uncertainty fot other departments.

3. Budgetdeartment power will be greater when other departments dpend

0u!~pon the bud&et deartment. Dependency is another major source of power in

virtually every organization (Pfeffer, 1981; Dahl, 1957). A department can

increase dependency on itself through the acquisition of expertise needed by

other departments, by having specialized information, by acquiring broad

responsibilities within the organization, or by obtaining resources that can

he allocated to other departments (Hickson, et al., 1971; Pfeffer and

0 Salanclk, 1974; tlinlngs, et al., 1974; Astley and Sachdeva, 1984). Dependency

on the budget department will be greater in large cities where all personnel

with budget expertise and responsibility are housed directly within the budget

dpartment . Tih extent to whl I ch budget departments reach out to acquire

additional responsibilities will al, increase dependency upon them.

Moreover, if budget departments can be the source of new resources for other

.......... ...- ... ;............................ .- .••-.v.... . ...------
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departments, such as through the acquisition of state or feneral grants,

dependency upon them will increase and so will their relative power within the

organ izat ion.

4. Buget department power will be greater in organizations of la&e

size. Large org an izat Ioils are more bureaucrat c, more complex, n,,.re

specialized, more formalized, and have more rules and procedures. These

characteristIcs also typify budget procedures in large organizations. The

budget department has the responsibility for the budget process and to provide

expertise about budget procedures to other departments. This is especially

true during budget formulation. The budget department brings together diverse

hdget requests, and nay exercise its own judgment in compiling these requests

for approval by upper management. The budget department can be ,specialty

powerful in helping establish priorities in large cities. The specialized

budget department will also have a role in budget Implementation and

evaluation, although many day-to-day implementation activities are delegated

to respective department heads.

5. Budget department power will be greater when the budget department is

located at a higher level in the hierarchy. This is consistent both with our

findings and other research on vertical power (Astley and Sachdeva, 1984;

* Kanter, 1979; Franklin, 1975). The top levels of the organization, especially

the city manager or chief exocutive officer, have legitimate authority. Our

findings indicated that the city manager had the most vertical power overall.

The top levels have formal responsibility for ;etting priorlties and ma.king

budget decisions. The budget department thus will be more powerful if it

reports directly to senior management. The extent to which the budget

department is an extension of the chief executive's office, or is at least

located well tip in the hierarchy, will h- 'mportant to Its perceived power. A

budget department that is placed low in the hierarchy and is di connected from

0
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the center of vertical power can be expected to have less influence over

budget related activities.

6. Budget dpartment ower will bereater in the formulation stage of

tie bud ge t cycle. The formulation stage of the budget cycle is when

organizational premises and priorities are set. When the budget department

can insert itself into priority setting activities associated with budget

formulation, its power will be enhanced. It will have say over how resources

are allocated. Budget departments typically have formal responsibility for

helping to implement the budget, but implementation and evaluation are record

keeping activities that will have less impact on c ty outcomes than will

budget formulation. Efforts to become involved in goal setting and

formulation decisions will tend to increase budget department influence.

In summary, the relationships in Figure 4 attempt to explain why budget

departments are more or less powerful in certain organizations, and to suggest

some ways In which budget departments might be able to increase their power.

The ideas are consistent with previous research, but they are unproven at this

point. Many questions remain to be answered about budget related power in

organizations. More research into budgets and power is needed. Evidence to

date indicates that the impact of budgets within organizations and the

1 performance of budget departments are related to the power structure of

organizations (Hopwood, 1983; Markus and Pfeffer, 1983). One line of research

to test these ideas would be to compare budget department power across

busIness and government organizations, and across organizat tons facing

ditferent contingencles of financial constraint, market conditions and slack.

Specific strategies for increasing budget department influence could also be

studied. Research Into these topics can tell us more about organizational

power relattonships so that budget ;ind f nance departments can share in the

distribution of power and be active players in organizational d ctsion

I .p r, c e es.
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Footnotes

I. The study included only cities that had city managers and did not

include any mayor-council cities. This constraint was adhered to since the
sample size was small.

2. The study sampled various size cities (see method section) from very
large to small. Large cities used sophisticated program budgeting, whereas
-milleir cittes u ied line itim budgeting. Hence, these two contextual factors
in our sample are confounded with each other.

3. The seven cities were recommended by the Texas Department of
Community Affairs (TDCA). These cities were chosen because they maintained
appropriate budget standards and, in the opinion of TDCA, would cooperate in a
lengthy study. The cities were initially contacted by TDCA and this was
fol lowed up by telephone to set up one-to-two day interviews within each city.

4. These departments are accounted for in the general fund. This
excludes utilities and other enterprise operations that are funded from user
charges. The basic functions that exist in virtually all cities are parks and
recreation, police, fire, and public works. Although organization structure
differed somewhat, these services were provided by all six cities.

5. According to state law Texas cities must prepare a balanced budget;
that is, appropriations cannot exceed estimated revenues.

6. In this sample city size was confounded with budget complexity. The
large cities used program budgeting and statistical forecasting methods;
medium cities used traditional procedures but with considerable participation
of departments; and small city budgeting relied on the city managers with
little department input. However, there is no evidence that these procedures
are caused by city size.
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TABLE I

"UNICiPAL DFEPARrMENT/EMI'LOYEE CHARACTERISTICS

A. Number of Employees by Department (FTE)

City PD FD PW PR BF Total
1 1600 1118 1920 771 26 7900
2 915 540 705 460 25 7500
3 147 134 NA 89 NA 756
4 96 82 95 51 3 b90
5 20 Volunteer 23 10 8 85
6 3 Volunteer 7 2 2 18

B. Number of Employees Involved in Budget Process

1 30 16 26 21 26 500
2 10 25 16 50 22 800

2 4 4 9 NA 35-50
4 9 8 12 7 1 40
5 3 1 2 2 3 11
6 1 1 1 1 1 5

C. Relative Spending by Department (Percent Across the Four Operating
Departments)

1 38% 20% 28% 14%
2 42 26 15 17
3 40 29 20 11
4 34 27 30 9

5 30 8 46 16
6 26 10 50 14

(NA - not available)

Key: PD - Police Department
FD - Fire Department
PW - Public Works
PR - Parks and Recreation

BF - Budget/Finance Department
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FIGURE 2

VERTICAL POWER

1 . Setting Goals 2. Final Budget Numbers 3.Carrying Out Budget

All Cities -

4;

3,

2,

* 2!

CCe CM DH DE CC C H DnC C H D

@1 oabevain: C Ct oni
2m Ct aae

DH OeatmL ie

DEl Dpate mlye



*-.c r fCU

>f W aC C:

U- 4,. 4,- &4

-~~~r 0CV i.- - 1

C-'h E -C ' CV

-'4a) Z) w CC

Cli 6i E> w C) C)'

-4 - S.C -

- -- '

C)U' r- C -tJ C

Cr C4 - -U. E CV

-CC~~~~Q E)*C 1 IU

(3Cr~~~L a)- w-~4 - f.V .

*j C

N- -0 N)

L) 
Cr

ifi
CC

-~~~~f m t N- '- C C

A)C +O n* L+J

hr~~lz CCC 3 C'



FIGURE 3

HORIZONTAL POWER

1. Setting Goals 2. Final Budget Numbers 3.Carrying Out Budlet

All Cities
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