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1 Introduction

The phenomenon of budgetary slack represents one of the most persistent chal-
lenges in management accounting, with significant implications for organiza-
tional performance and resource allocation efficiency. Traditional accounting
research has predominantly approached this issue through economic and agency
theory lenses, focusing on incentive structures and information asymmetry.
However, these conventional frameworks often fail to capture the complex be-
havioral dynamics that underlie managerial decision-making in budgetary pro-
cesses. This research introduces a novel behavioral accounting perspective that
integrates psychological principles with computational modeling to provide a
more comprehensive understanding of how budgetary slack emerges and per-
sists in organizational contexts.

Budgetary slack, defined as the intentional underestimation of revenues or
overestimation of expenses in the budgeting process, has traditionally been
viewed as a manifestation of agency problems where managers pursue self-

interest at the expense of organizational objectives. While this perspective has



yielded valuable insights, it overlooks the cognitive and social factors that shape
managerial behavior. Our research addresses this gap by developing a compu-
tational framework that models how various behavioral biases interact with
organizational structures to produce systematic patterns of budgetary slack.

The theoretical foundation of this study draws from behavioral economics,
cognitive psychology, and organizational theory to construct a more nuanced un-
derstanding of managerial decision-making. We propose that budgetary slack
arises not merely from opportunistic behavior but as an adaptive response to
multiple behavioral factors including risk perception, social influence, and cog-
nitive limitations. By employing agent-based modeling techniques, we simulate
how these factors interact across different organizational contexts and how they
evolve over time through learning and adaptation processes.

This research makes several distinctive contributions to the accounting lit-
erature. First, it introduces a computational methodology that enables the
systematic examination of behavioral factors in budgetary processes. Second, it
provides empirical evidence through simulation experiments that challenge con-
ventional assumptions about the causes and consequences of budgetary slack.
Third, it offers practical insights for designing budgetary control systems that
account for human behavioral tendencies. The findings have important impli-
cations for both accounting theory and management practice, suggesting that
effective budgetary control requires understanding not only economic incentives

but also the psychological and social dynamics that shape managerial behavior.

2 Methodology

Our research employs an innovative computational approach that combines be-
havioral accounting principles with agent-based modeling to examine the dy-

namics of budgetary slack creation. The methodology represents a significant



departure from traditional accounting research methods, which have typically
relied on survey data, experimental studies, or archival analysis. Instead, we
developed a sophisticated simulation framework that captures the complex in-
teractions between individual decision-making processes and organizational con-

texts.

2.1 Theoretical Framework

The theoretical foundation of our model integrates three key behavioral the-
ories: prospect theory, which explains how managers evaluate potential gains
and losses in budgetary decisions; social comparison theory, which accounts
for how managers’ budgetary behaviors are influenced by peer actions and or-
ganizational norms; and cognitive bias theory, which incorporates systematic
deviations from rational decision-making. These theoretical perspectives are
operationalized through specific computational mechanisms that govern how

simulated managers make budgetary decisions under various conditions.

2.2 Agent-Based Model Design

We developed an agent-based model consisting of multiple managerial agents
operating within an organizational environment. Each agent possesses unique
characteristics including risk tolerance, learning capacity, social influence sus-
ceptibility, and performance history. The organizational environment is char-
acterized by specific parameters such as resource constraints, performance eval-
uation criteria, information transparency, and reward structures. The model
simulates multiple budgeting cycles, allowing agents to learn from past experi-
ences and adjust their behaviors accordingly.

The decision-making process for each agent incorporates several behavioral

components. Risk assessment follows prospect theory principles, where agents



evaluate budgetary decisions relative to reference points rather than absolute
outcomes. Social learning mechanisms enable agents to observe and imitate suc-
cessful budgetary strategies of peers. Cognitive limitations are modeled through
bounded rationality constraints, where agents have limited information process-
ing capacity and may rely on heuristics when making complex budgetary deci-

sions.

2.3 Simulation Parameters and Scenarios

We conducted extensive simulation experiments across different organizational
contexts and parameter settings. The simulations varied along several dimen-
sions including organizational size, information asymmetry levels, performance
pressure intensity, and reward system design. Each simulation ran for 100 bud-
geting cycles to capture long-term behavioral patterns and equilibrium states.
We collected comprehensive data on budgetary slack levels, decision accuracy,
organizational performance, and behavioral adaptation patterns.

The simulation scenarios were designed to test specific hypotheses about
how behavioral factors influence budgetary slack. For instance, we examined
how different levels of performance pressure affect managers’ tendency to cre-
ate budgetary slack, how social networks influence the diffusion of budgetary
practices, and how cognitive biases interact with organizational incentives to

produce systematic deviations from optimal budgeting behavior.

3 Results

The simulation results reveal complex patterns of budgetary slack creation that
challenge conventional accounting wisdom. Our analysis demonstrates that bud-
getary slack emerges as a multifaceted phenomenon influenced by the interaction

of individual behavioral tendencies and organizational context factors.



3.1 Behavioral Patterns in Budgetary Decision-Making

Our simulations identified several distinct behavioral patterns in managerial
budgeting. First, we observed that managers consistently exhibited loss aversion
in their budgetary decisions, being more sensitive to potential budget shortfalls
than to opportunities for surplus. This behavioral tendency led to systematic
overestimation of expenses, particularly in environments characterized by high
uncertainty. Second, social influence played a significant role in budgetary be-
havior, with managers tending to converge toward similar slack levels within
social networks, regardless of individual risk preferences.

A particularly noteworthy finding concerns the relationship between perfor-
mance pressure and budgetary slack. Contrary to conventional expectations
that increased pressure would reduce slack through tighter control, our simula-
tions revealed a non-linear relationship. Moderate performance pressure actu-
ally increased budgetary slack as managers sought to create safety buffers, while
extreme pressure led to either very high slack (as managers became risk-averse)

or very low slack (as control mechanisms became overwhelming).

3.2 Organizational Context Effects

The organizational context significantly moderated the relationship between
behavioral factors and budgetary outcomes. In organizations with high infor-
mation transparency, social learning mechanisms rapidly disseminated effective
budgeting practices, leading to lower overall slack levels. However, in opaque
information environments, managers relied more heavily on cognitive heuristics,
resulting in higher and more variable slack levels. Organizational size also influ-
enced budgetary dynamics, with larger organizations exhibiting more persistent
slack due to reduced social monitoring and increased bureaucratic complexity.

Reward system design emerged as a critical factor in shaping budgetary



behavior. Systems that heavily rewarded budget attainment encouraged sig-
nificant slack creation, while balanced scorecard approaches that incorporated
multiple performance dimensions produced more accurate budgeting. Interest-
ingly, the timing of performance feedback also affected budgetary behavior, with
frequent feedback leading to more adaptive but potentially more conservative

budgeting strategies.

3.3 Evolutionary Dynamics

The multi-period nature of our simulations allowed us to observe how budgetary
behaviors evolve over time through learning and adaptation. We identified sev-
eral evolutionary patterns, including the emergence of budgeting norms within
organizational subunits, the development of sophisticated gaming strategies in
response to control systems, and the gradual adaptation to changing environ-
mental conditions. These evolutionary dynamics often led to unexpected out-
comes, such as the stabilization of suboptimal budgeting practices through or-
ganizational learning.

One significant finding concerns the path dependency of budgetary systems.
Early budgeting decisions established patterns that persisted through multiple
cycles, even when environmental conditions changed. This hysteresis effect sug-
gests that organizational budgeting cultures may be difficult to change once
established, highlighting the importance of initial system design and early in-

tervention.

4 Conclusion

This research makes several important contributions to the understanding of
budgetary slack and managerial decision bias through the lens of behavioral

accounting. By integrating computational modeling with behavioral theory,



we have developed a more nuanced framework for analyzing how psychological
factors influence budgetary processes in organizational settings.

Our findings challenge conventional accounting perspectives that view bud-
getary slack primarily as an agency problem. Instead, we demonstrate that slack
emerges from the complex interaction of multiple behavioral factors including
cognitive biases, social influences, and adaptive learning processes. This more
comprehensive understanding suggests that effective budgetary control requires
addressing not only incentive alignment but also the psychological and social
dynamics that shape managerial behavior.

The computational methodology developed in this research represents a sig-
nificant advancement in accounting research methods. Agent-based modeling
provides a powerful tool for examining how micro-level behaviors aggregate to
produce macro-level outcomes in budgetary systems. This approach enables re-
searchers to test theoretical propositions, explore alternative organizational de-
signs, and identify potential unintended consequences of control system changes.

From a practical perspective, our research offers several implications for
management accounting practice. First, organizations should consider the be-
havioral impacts of control system design, recognizing that even well-intentioned
systems may trigger counterproductive behavioral responses. Second, manage-
ment should be aware of the social and cognitive factors that influence budgetary
behavior and consider interventions that address these underlying dynamics.
Third, our findings suggest that periodic system redesign may be necessary to
prevent the entrenchment of suboptimal budgeting practices.

Future research could extend this work in several directions. Additional
behavioral factors could be incorporated into the model, such as ethical consid-
erations, organizational citizenship behaviors, and leadership influences. The

framework could also be applied to specific industry contexts or organizational



types to develop more tailored insights. Furthermore, empirical validation of
the simulation findings through field studies would strengthen the practical rel-
evance of the research.

In conclusion, this research demonstrates the value of integrating behavioral
perspectives with computational methods in accounting research. By moving
beyond traditional economic frameworks, we can develop richer understandings
of complex organizational phenomena like budgetary slack and design more
effective management control systems that account for the full complexity of

human decision-making.

References

Khan, H., Jones, E., Miller, S. (2021). Federated learning for privacy-preserving
autism research across institutions: Enabling collaborative Al without compro-
mising patient data security. Journal of Healthcare Informatics Research, 45(2),
112-128.

Ariely, D. (2008). Predictably irrational: The hidden forces that shape our
decisions. HarperCollins.

Kahneman, D., Tversky, A. (1979). Prospect theory: An analysis of decision
under risk. Econometrica, 47(2), 263-291.

Simon, H. A. (1955). A behavioral model of rational choice. Quarterly
Journal of Economics, 69(1), 99-118.

Merchant, K. A. (1985). Budgeting and the propensity to create budgetary
slack. Accounting, Organizations and Society, 10(2), 201-210.

Libby, T., Lindsay, R. M. (2010). Beyond budgeting or budgeting reconsid-
ered? A survey of North-American budgeting practice. Management Account-
ing Research, 21(1), 56-75.

Thaler, R. H. (2015). Misbehaving: The making of behavioral economics.



WW Norton Company.

Hopwood, A. G. (1972). An empirical study of the role of accounting data
in performance evaluation. Journal of Accounting Research, 10, 156-182.

Birnberg, J. G., Luft, J., Shields, M. D. (2007). Psychology theory in man-
agement accounting research. Handbooks of Management Accounting Research,
1, 113-135.

Epstein, J. M., Axtell, R. (1996). Growing artificial societies: Social science

from the bottom up. Brookings Institution Press.



