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Abstract 

 

The rapid increase in number of SMEs in the Klang Valley is noticeable and most of these 

SMEs do not survive the dynamic environment of Malaysia economy and the performance of 

the SMEs deteriorate with time. One of the instruments to improve performance is budgetary 

control which most of SMEs do not concentrate on. This research have examined and 

investigated the factors that influence budgetary control among Malaysian SMEs and review 

four factors that affect the control system; budgetary participation, firm size, firm ownership 

and financial preferences. The research used primary data and various tests have been used 

such as descriptive analysis, normality test, Linearity test, Pearson correlations analysis, and 

multiple regression analysis to analyze data collected from 200 respondents in 47 companies. 

The research affirms the relationship of three factors; budget participation, firm size and firm 

ownership with budgetary control and present insignificant relationship with financial 

preferences. Further research should examine more companies and a larger sampling size to 

obtain more information. 

 

Keywords: Budgetary Control, Budgetary Participation, Financial Performances.  

 

1.0 Introduction 

Budget is a tool in which is used to evaluate either organizational, segmented or 

individual performance as well as to help in decision making process (El-Kassar & Singh, 

2019), thus making them applicable as control procedures affecting performance of 

corporation. As for that, a considerable number of research (Demir and Gevik. 2018; Burstein. 

2018; Pan. 2019; Van der Stede, 2000) stressed on the role of budgeting in the corporation and 

its management control processes desired to know the effect of budgetary control on the 

corporation performance (Demir & Gevik. 2018). Budgetary control is a system used by 

management to compare the planned revenue and expenditure to that of which is actually used 
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in order to see if the plans are being followed or need necessary adjustments to improve profit 

(Kamau, et al. 2017). 

In business associations, budget control is formally related to the emergence of 

mechanical capitalization in the early 18th century, which introduced a test of modern 

administration. Nonetheless, be prepared when planning in the early stages of development and 

allow adjustments to perform assessments and compensate accordingly. Budget control 

framework helps the chiefs by examining the changing natural conditions of the organization. 

The data is to look at the conditions and dangers in the market. The purpose is to enable them 

to include incentives for competitors, as this is essential for encouraging spending plans 

because planning and budget control are closely related (Harelimana. 2017).  

Organizations can run one of the following two budget forms based on production 

capacity. Firstly the fixed budget system, the financial plan remains unchanged regardless of 

the activity level, that is, the budget is created for a standard amount of budget. In the case of 

flexible budgeting, the budget is created for different production levels or capacity utilization, 

that is, the budget will vary according to the activity level. The fixed budget only runs at the 

production level and only under a set of conditions, while the flexible budget includes multiple 

budgets and runs under different conditions. The fixed budget limits expenditures within an 

appropriate range, so there is no room for any possible changes in the future. However, a 

flexible budget can accommodate expected overall economic changes that may occur during 

the budget period (Dauda. 2019). 

Finance role is regarded as a vital part of SMEs development (Waheed and Siddiqui. 

2019). Financing preference and access to credit are usually mentioned as a key obstacle in 

SMEs development worldwide. In Malaysia, SMEs commonly find it hard to get hold of 

financing with lack of sufficient documents to support loan application and weak form of 

recording and book-keeping being the limitations faced by Malaysian SMEs in gain access to 

financing (Pan. 2019). Ya’kob, et al. (2018) studied financing practices and challenges among 

technology-based SMEs in Malaysia revealed that 84.3% of respondent had troubles gaining 

external financing. Within this numbers, the loan due was too short to pay, insufficient amount 

of finance and difficulty in providing collateral are among difficulties faced by Malaysian 

SMEs (Haron and Ibrahim. 2016).   

Therefore, this research focus toward the factors influencing budgetary control among SME’s 

in the Klang Valley, Malaysia 

 

2.0 Problem Statement 

 

Attention was extensively highlighted to large companies, however, data and 

information on Malaysian SMEs are still deficient (Waheed and Siddiqui. 2019). For example, 

as to research on budgeting, majority of the earlier research emphasized on the budget of 

complex and large corporation or in developed countries. Ya’kob, et al. (2018) explained the 

wide use of budget in large and medium sized corporation in the UK by surveying 150 

companies. Nevertheless, not many information or data were allocated for small companies or 

developing countries. The insufficient findings and results caused deficiency in present 

conceptual models and the lack or research about SMEs. All in all, this research will give a 

modest attention to the SMEs and its budgetary control (Demir and Gevik. 2018). 

A stream of studies such as (Grossi, et al. 2016; Barasa, et al. 2017; Sharma & Frost, 

2020) pointed out that subordinate improve their effectiveness in work as well as gaining 

additional information from the upper management duties and responsibilities through 

budgeting process. Discussion between different management levels was proven to be helpful 

to the budgeting process and clarifying the objectives and the methods of lower level managers 
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(Barasa, et al. 2017). The more information the subordinate provide through participation, the 

more likely the budgetary control will be efficient. In Malaysian SMEs, the participation of the 

subordinate and managers and the interaction and communication between each other will help 

providing adequate budgetary control to the enterprises. Regarding this matter, the first 

research question was asked. 

Related to the impact of ownership on budgeting process, no applicable existing research 

that can be depended on. However, a positive support was given in some previous empirical 

research to the influence of ownership on the plan of management accounting system. Difoum 

(2020) describes further that two factors that affect the use of a more advanced and 

comprehensive management accounting methods are firstly, the introduction of competitive 

markets and firms are privately owned. Thus, overall, Malaysian SMEs are categorised into 

joint-ventures, family enterprises, state enterprises, private enterprises and share-holding firms. 

Generally, the management control system is affected by ownership thus affecting budgeting 

control as a function of the control system as well. However, the second research question was 

created to fill this gap. Need to specify the questions here  

Similarly, Lin, et al (2019) considered firm size as a very vital factor associated to the 

adoption of more multifaceted systems of administration. However, considering research on 

the empirical management control, some few contingency studies have clearly reflected firm 

size as a variable that is contextual (Siren, et al. 2017; Ozcan. 2016). Considering Siren, et al 

(2017), one of the main contingency factors is firm size. As a firm becomes expanded, controls 

also start to be increased, so as to be able to deal with larger quantities of information (Ozcan. 

2016). However, the third research question should confirm those studies. 

Finally, In relation to SMEs managers’ level of financing preferences, indifferent 

financing sources literatures shows that among SMEs managers, the most preferred means of 

internal financing is the retained earnings and the second source is shareholders own 

contribution and funds from associated companies which might be either parent, subsidiaries 

or associate companies (Daskalakis, Jarvis and Schizas, 2013). Moreover, Daskalakis, Jarvis 

and Schizas (2013) studied how financial preference influences budgetary process and control 

for small firm and stated its importance in budgeting process. This research focus on how 

financial preference influences budgetary control in small and medium sized enterprises. 

 

3.0 Literature review 

 

Budget is a comprehensive quantitative plan that shows financial information over 

specific period of time. Be it short term or long term period, budget require management to 

anticipate sales, cash inflow and outflows and expenditures (Sulo, et al. 2017). Budget provide 

a thorough rational plan to the organizations’ finance which help facilitating and enable making 

appropriate decisions. ‘Budgeting’ is the act of predicting future requirement of finance in and 

organization by preparing a budget (Panaedova. 2020). Theorists such as (Abdulshakour. 2020; 

Vanclay, et al. 2019; Garcia, et al. 2016) stated that internal operation of corporation and 

financial decision making will help achieving, through budgeting, multiple function of 

budgeting behaviour. The functions are evaluating, control, communicating, coordinating and 

planning. In short, budget is the process of predicting the financial requirement to maintain 

adequate performance.  

The budgetary control aims at the maximization of profits of the enterprise. To achieve 

this aim, proper planning and coordination of different functions are undertaken. There is 

proper control over various capital and revenue expenditures. The resources are put to the best 

possible use. The working of different departments and sectors is properly coordinated. The 

budgets of different departments have a bearing on one another. The coordination of various 
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executives and subordinates is necessary for achieving budgeted targets (Traphi and Yaragol. 

2018). Moreover, by providing targets to various departments, the budgetary control provides 

a tool for measuring managerial performance. The budgeted targets are compared to actual 

results and deviations are determined. The performance of each department is reported to the 

top management. This system enables the introduction of management by exception (Atuilik, 

et al 2019). 

Firm employees who work in budget process are expected to participate in budget 

setting and the goals to be achieved from budget objectives, organization members are to be 

involved in reviewing budget objectives with the management (Widiawati & RS. 2019). 

Budget participation happen when there is a communication between superior and subordinate 

to identify the reasons, when budget variances occur, as to what cause the variances, this also 

help to improve decision making process and facilitate taking corrective measures. Hence, the 

involvement of managers of different levels of management in budgetary process as well as 

affecting the final decision on budgetary goals is commonly referred to as budgetary 

participation (Glonti, et al. 2018). 

H1: There is a relationship between budget participation and budgetary control of SMEs. 

 

Gheno (2019) literature of budgeting always associates the practice of budgeting 

procedure in larger association with that of a small association. Tontini, et al (2016) conducts 

a study that basically relies on finding budget-related conduct and approaches were posted to 

nineteen firms in the electronics industry. His results firstly shows that larger more varied firms 

tend to use more sophisticated budgeting. Also, smaller organisation in contrast tends to depend 

not much on formal budgeting. Secondly, merchant plug out that budgeting results to better 

performances in vast organisation, than in smaller ones. Batra & Verma (2017) inspect 

budgeting practices by using a questionnaire survey of 54 medium and vast sized firms situated 

in India. In their study, budgeting practice include, budgeting plan and control, budgeting 

participation and rewards, and performance evaluation. Also, they state that if there is an 

increase in organisation size, organisation tend to implement a more inclusive budgeting 

process and to achieve a better control. The size of an organisation and its density of operation 

generally affect the nature of the budgeting it should adopt and eventually affect the 

organisation over all budgetary control. Organisation size, in addition, is also one of common 

variables used in the quantitative research. 

H2: Budgetary control is influenced by firm size. 

 

 Related to the impact of ownership on budgeting process, no applicable existing 

research that can be depended on. However, a positive support was given in some previous 

empirical research to the influence of ownership on the plan of management accounting system. 

Ogungbade (2017) examined circulation of procedures in managerial accounting in Nigeria 

firms. He carried out a survey in order to compare the practice of management accounting 

methods between joint ventures (JV) and SOEs in Nigeria. (Batra & Verma, 2017) research 

suggests that Indian firms that have foreign partners operating join venture seemed to have a 

have a more comprehensive and innovative techniques in management accounting better than 

that of firms without foreign partners operations normally sate-owned. Their research proves 

the point that different ownerships have a significant effect on both the content and 

development of management accounting. Difoum (2020) describes further that two factors that 

affect the use of a more advanced and comprehensive management accounting methods are 

firstly, the introduction of competitive markets and firms are privately owned. Even though, 

from the Sharma & Frost (2020) research, a positive relationship is concluded between 

ownership and the management accounting system, their analysis is built on large or listed 
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firms. For small firms, an unclear relationship still exists. It is of great importance to study how 

ownership influences budgetary control in small firms. Turner (2017) stated that firms that 

state-owned are different from private ones in two ways. First, not all of state-owned enterprise 

are govern by the Corporation Law in China. Second, in contrast with private firms that conduct 

business purely for profit making concerns, state-owned enterprise combines both profit-

making and non-profit making objectives. 

H3: Budgetary control is influenced by firm ownership 

 

A very vital managerial role, mainly one that is associated to the subject of financing 

decision is important element in this study related to managerial preferences in relation to 

different sources of financing (Decaire. 2019). Even though managerial preferences might not 

exactly be like the observed capital structures, information gathered will propose proof of 

motivations regarding the financial decision (Meng, et al. 2020). They also clearly show that 

there are evidences of relative lack of published papers working on the effect of firm owners’ 

business preferences, goals and objectives on matters associated to SMEs financing. 

Combining managerial elements in increasing understanding of financial practices among 

SMEs is highly important and required. In relation to SMEs managers’ level of financing 

preferences, indifferent financing sources results shows that among SMEs managers, the most 

preferred means of internal financing is the retained earnings and the second source is 

shareholders own contribution and funds from associated companies which might be either 

parent, subsidiaries or associate companies (Daskalakis, Jarvis and Schizas, 2013). 

H4: Budgetary control is influenced by financial Preferences. 

 

Most of the researchers did not approach the factors that affect the budgetary control and 

instead used budgetary control as an independent variable. Seeing how budgetary control is a 

wide topic to approach on its own as an independent variable, this research will focus on what 

affects budgetary control as a whole and the area that this study will be conducted upon is the 

SMEs in Klang Valley, Malaysia. 

 

 

4.0 Methodology 

 

  This research is based on quantitative analyse and based on survey method covering 

the senior managers and employees of SMEs in the Klang Valley, Malaysia. Random sampling 

was adopted for the study due to the reason that the population is very high. The research work 

is mainly based on primary data collected from the sample respondents by administering a 

questionnaire developed for the purpose. A structured questionnaire was designed to fulfill the 

research objectives and a pilot study was made to 30 respondents to pretest the research 

instrument, check the validity of the questions and to improve upon the study design prior to 

performance of the full-scale research project. An online questionnaire was framed with the 

survey questions and the same was mailed to the sample respondents. The instrument was 

administered through mail to 350 respondents out of which, 200 responses were obtained.  
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Figure 1: Conceptual Framework 
 

5.0 Analysis and Result 

This part deals with the analysis and interpretation of the factors influencing the Budgetary 

Control in SMEs in Malaysia. Apart from defining the demographic characteristics and 

education profile of the respondent, the study also focuses on the Budgetary participation, Firm 

Ownership, Firm Size and Financial Preference. Data was collected through a structured 

questionnaire from the respondents for this research study. The data collected from the 

respondents were coded and systematically analyzed and presented under various headings in 

the following pages. Appropriate statistical tools were applied based on the problem being 

studied and the results were presented. The tools and techniques used for the analysis are 

Percentage, Mean Score and Regression Model.  

 

 

5.1 Reliability Test 

Table 1: Reliability test for all the variables 

Reliability Statistics 

Cronbach's 

Alpha 

N of Items 

.922 25 

Source: Primary Data 

The reliability of the respondents’ feedback is .922 which reflects an excellent internal 

consistency and reliability of questions asked. 
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Table 2: Reliability test for each variable. 

 

 

 

Budgetary 

Control 

Budgetary 

Participation 
Firm Size 

Firm 

Ownership 

Financial 

Preferences 

Cronbach's 

Alpha 

 

0.675 0.78 0.826 0.757 0.779 

N of Items 5 5 5 5 5 

Source: Primary Data 

 

Table 6.1.2 shows that all the variables are reliable and the questions asked for each 

variable have reliability higher than .60. Budgetary control reliability is the lowest with a 

percentage of .675, nevertheless, it is acceptable. 

 

 

5.2 Multiple Regression Analysis 

Table 3: Model Summary 

 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

Durbin-

Watson 

1 .812a .659 .652 .39151 2.443 

Source: Primary Data 

In table 3, the value of r2 is .659. It means that .659 of the dependent variable budgetary 

control is explained by the independent variables proposed in this research while the remaining 

34.1% is explained by other variables. The Durbin-Watson value is 2.44, which reflect no 

autocorrelation between each of independent variables. Ideally, the value of Durbin-Watson 

should be between 1 to 3. 

  

Table 4: ANOVA Test Result  

 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 

Regression 57.676 4 14.419 94.068 .000b 

Residual 29.890 195 .153   

Total 87.566 199    

Source: Primary Data 

Table 4.21 shows that all the variables proposed in the conceptual framework are 

accepted. df result was 4 which means that all independent variables affects budgetary control. 

Therefore, the model proposed is fit and can be used. There is also the significance result of 

.000, which is below .05. F-value was 94.068 at a significance level of .000. This shows there 

is a significant relationship between the dependent variable and independent variables. 
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Table 5: Coefficients  

 

Model 

Unstandardized 

Coefficients 

Standardiz

ed 

Coefficient

s 
t Sig. 

Collinearity 

Statistics 

B 
Std. 

Error 
Beta 

Toleranc

e 
VIF 

1 

(Constant) 0.979 0.154   6.337 0.000     

Budgetary 

Participation 
0.176 0.053 0.217 3.328 0.001 0.411 2.432 

Firm Size 0.322 0.045 0.436 7.115 0.000 0.466 2.147 

Firm 

Ownership 
0.206 0.052 0.236 3.949 0.000 0.491 2.037 

Financial 

Preferences 
0.045 0.051 0.054 0.890 0.375 0.481 2.080 

Source: Primary Data 

In chapter three, the research equation was proposed as BC = c + β BP + β FS + β FO + 

β FP + е. After substituting the B values, the equation will be as follows; BC = .979 + .176 BP 

+ .322 FS + .206 FO + .045 FP + .154. This equation shows that for every unit increase in the 

budgetary control, there will be an increase in the budgetary participation by .176 and an 

increase in the firm size by .322. There will be an increase in firm ownership and financial 

preferences by .206 and .045 respectively. It can be seen that highest impact on budgetary 

control will be in firm size while the lowest impact will be in financial preferences.  

No serious Multi Collinearity was found in the variables. Variance inflation factors (VIF) 

should be 1 < VIF < 10. The sum of the VIF values will make 8.696, which is below 10. 

Table 4 shows that there is a relationship between budgetary participation and budgetary 

control as the p-value are lower than .05 with a t-value of 3.328. It is sufficient to claim that 

there is a relationship between the dependent variable and budgetary participation. Budget 

participation increase the shared of information about budget and help in providing accurate 

plans and control. Qi, Y. (2010) found that there was a significantly positive relationship 

between budgetary participation and performances of SMEs. He measured the performance of 

SMEs through budgetary control and stated that budgetary participation is linked to budgetary 

control. Chenllall and Brownell (1988) research in the past as well had similar findings that 

budgetary control is improved through budgetary participation due to the information shared. 

Therefore, the null hypothesis is rejected.  

There is a relationship between the firm size and the budgetary control as the p-value is 

.000 with a t-value of 7.115. This shows that there is a good relationship between the dependent 

variable and firm size. Small firm tend to implement a lesser formalised control to reduce costs 

while medium sized enterprises have a better control to comprehend many aspects of the 

budget. That is why when firm grow in size, they tend to improve their budgetary control to 

keep track of the expenses and income. Joshi, Al‐Mudhaki and Bremser (2003) examined a 

number of firms in Bahrain to study the formality of the budgetary control system, they reached 

a conclusion where the small the firm gets the weaker its control over budget and the less 

formality it has. Beatrice and Thuo (2013) the supported the earlier findings by stating that 

most medium sized enterprises have a better control system than the small firms studied. They 
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said that as the company gets bigger, managers tend to adopt a more comprehensive system to 

perform efficiently. Therefore, the null hypothesis is rejected. 

There is a relationship between the firm ownership and the budgetary control as the p-

value is .000 with a t-value of 3.949. This shows that there is a good relationship between the 

dependent variable and firm ownership. In less formalised firms such as small firms, owners 

who have the authority and control the business tend to control budget as to what fit the 

enterprise. Owners do influence budgetary control which stems from the belief that if they do 

not do it, who would? Since they are the highest decision makers. Kerosi (2018) studied the 

effect of ownership on joint venture companies and stated that the ownership may affect its 

control. In their study they said that foreign investors tend to control the flow of the firm 

differently than that of local owners. O’Connor et al (2004) studied the effect of ownership to 

the performance and stated that owners do influence the performance of small and medium 

companies. Therefore, the null hypothesis is rejected. 

There is no relationship between the financial preferences and the budgetary control as 

the p-value is .375 with a t-value of .890. This shows that there is a weak relationship between 

the dependent variable and financial preferences. Managers expressed that there is hardly a 

relationship between budget control and financial preference because control is the action of 

implement the plans correctly without diversion. If the plans changed after implementation that 

shows that the control is not doing its purpose and the company would have budget variances. 

Daskalakis, Jarvis and Schizas (2013) studied how financial preference influences budgetary 

process and control for small firm and stated its importance in budgeting process. They did not 

state about the control process yet they focused on the planning process. Financial preferences 

affect budgetary planning to accommodate the funds obtained, however, it may not affect the 

control since it is the practice of what was planned. Therefore, null hypothesis is not rejected. 

 

6.0 Recommendation 

Throughout the course of doing the research, there are few matters to be considered 

when doing the same topic. One of which the researcher should involve a higher number of 

respondents to improve the accuracy of the findings and help in contributing a better 

information to the literatures on the budgetary control.  

There were four factors proposed in chapter one that influenced the control of budget in 

SMEs. One of the factors, financial preferences, was rejected however. Therefore, a more 

detailed study should be conducted by including more independent variables to get a better 

understanding on the factors influencing budgetary control of SMEs. Some of the factors could 

be either Environment and economy or Change in accounting principle as it was used by other 

researchers but forsaken in this research.  

The questionnaire used in the research contained only 25 questions to express the 

relationship between budgetary control and budgetary participation, firm size, firm ownership 

and financial preferences. In future research, it is recommended not to stick to five questions 

only for each variable but to ask a minimum of 7 to 8 question per variable. This will improve 

the results gained and could contribute better findings on the matter of budgetary control. 

It is recommended that the researches are based on underlying disciplines, such as the 

behavioral sciences and economics, and strongly encouraged the conduct of hypothesis-testing 

research. Moreover, the integration of primary data and secondary data resources is very 

important to achieve more accurate results. Where the primary and secondary data may support 

each other and increase the significance of the study.  

Furthermore, this research has limiting time and was conducted in hard time due to 

COVID-19 pandemic, hence it is recommended to use the opportunities in the future for 
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making interviews and site visits to get a better idea about the real budgetary control issues and 

challenges. Face to face interviews will benefit the researchers in the future to determine the 

most critical factors influencing the budgetary control in the small and medium enterprises. In 

addition, meeting the expert accountant from several SMEs would increase the researcher’s 

knowledge and help him to find his/her way to perform better in the research journey. 
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