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Abstract

Research aims: This research focuses on testing the influence of implementing
strategies by the company, the influence of information asymmetry that occurs
between parties in the organization, and the incentive system applied in the
organization to its employees.

Design/Methodology/Approach: Computerized experimental research was
conducted using a 2x2x2 mixed-subject research design, where there were two
between-subject variables and one within-subject variable. Participants in this
research were employees of family business companies involved in preparing the
company budget. This test used the ANOVA analysis tool with Repeated
Measurement.

Research findings: This research provides results that the information asymmetry
variable had a positive effect on the emergence of budgetary slack, while the
variables of strategy, incentive scheme, and the interaction of each variable have
not proven to influence the emergence of budgetary slack.

Theoretical contribution/Originality: The experimental findings support the
agency problem that arises from information asymmetry.

Practitioner/Policy implication: By using practitioners conditioned in specific
budgeting situations in experimental budget studies, this research provides
practical implications for budgeting problems in business practice. In particular, it
provides an overview of the factors that can influence budget gaps, and in this
case, a business can condition its efforts in taking advantage of conditions to
create the right budget. Apart from that, this research will be able to provide an
overview of what treatments can encourage motivation and increase
opportunities for the tendency to create budget slack.

Research limitation/Implication: This study was limited to certain company
sectors, and there is the possibility of a gap in understanding and interpreting the
experimental scenario.

Keywords: Strategy; Asymmetry Information; Incentive Schemes; Budgetary Slack

Introduction

Every agency or company cannot be separated from activities in the form
of budgeting. In preparing a budget that involves many parties with
various interests, it is not uncommon for there to be a gap of interests.
Agency theory explains that in an organization or company there will be
different parties, namely the agent and the principal (Jensen & Meckling,
2012). The involvement of agents as managers who are directly involved
in the daily activities of the organization in preparing the budget is
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expected to create a more optimal budget because they have better knowledge about
the organization. Budgets must be developed efficiently because enterprises are not
always in a situation with abundant resources. From the perspective of control, the
budget passes the strategic intent of the organization, has the economic effect after
distributing the profit, and is affected by the subjective factors of the upper and lower
levels (Sheng, 2019). Participative budget methods can lead individuals to behave
dysfunctionally in the form of budgetary slack.

Budgetary slack is defined as a difference that arises in the budget prepared with the
best estimate that can be predicted honestly (Anthony & Govindarajan, 2003). In other
words, this budgetary slack will create an imbalance between the prepared budgets
(Kholmi, 2010). Due to uncertainty regarding future conditions, while each party has
personal interests, it does not rule out the possibility that budgetary slack will be
implemented to overcome these problems. Hence, the first variable to be examined in
this study is the strategy implemented by the organization. Strategy is an organizational
effort to achieve its goals. The budget is used as a performance review tool. When the
performance achieved is poor, the implementation of the company's strategy will, of
course, be reviewed (Handoko et al.,, 2021). This, of course, will influence the
opportunity for budgetary slack to occur when a review of the bad strategy is carried out
so that it can achieve better performance. The generic strategy is divided into two,
namely differentiation and cost leadership (Porter, 1985). The differentiation strategy
focuses on efforts to create unique innovations compared to competitors. In contrast,
the cost leadership strategy highlights efforts to control costs to a minimum to create
low-cost business processes compared to its competitors. If, in the cost leadership
strategy, the organization tries to control the costs incurred, in the differentiation
strategy, the organization will tend to focus more on the value of the product compared
to the costs incurred. This is what can be a gap in the creation of budgetary slack due to
slack in the wastage of costs that occur.

The second variable to be investigated is related to information asymmetry. Information
asymmetry as an external factor is a condition where the information held by the agent
is better and more complete than the principal because the agent is directly associated
with organizational activities. The habit of this information and the involvement of
agents in preparing the budget are used to create budgetary slack to fulfill their personal
interests above the interests of the organization as a whole (Agung & Sunarto, 2022).
The higher the condition of information asymmetry that exists in the organization, the
higher the chances of creating budgetary slack in the organization (Efrilna, 2018).

The third variable to be studied is associated with the incentive scheme. Evaluation of
the performance of subordinates in achieving predetermined targets and budgets is
divided into two schemes, namely the truth-inducing scheme and the slack-inducing
scheme (Efrilna, 2018). Although both of these schemes provide incentives if
subordinates can exceed the targets set in the budget, in slack inducing, if subordinates
do not succeed in achieving the target, they will not be subject to punishment, which
will encourage motivation to achieve the budget and will even motivate high slack
budget.
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Furthermore, this research was conducted after the COVID-19 pandemic. Previously,
there was not much research on budgetary slack during this pandemic period (Willyan &
Handoko, 2022). In addition, there are still few studies that link strategy to budgetary
slack, but many use secondary data or survey approaches. The pandemic condition also
encourages individuals to avoid risks that impact their performance, thus encouraging
these individuals to create slack (Willyan & Handoko, 2022). For that reason, current
experimental research will contribute to extending the body of knowledge, especially
the agency theory based on empirical findings and provide a bridge to practice by using
employees in a family business involved in budgeting practices.

This study will compare how the behavior of individuals as budget preparers is
positioned in the variable conditions that exist during pandemic times, which still leave
uncertainty. The motivation for researching the topics of budgetary slack, strategy,
information asymmetry, and incentive schemes is not only to add empirical evidence
related to research in this field but also to increase the benefits of taking an
experimental approach in the field of accounting, especially strategic management
accounting. Research using this experimental method provides advantages because it
can create scenario conditions according to the research and condition participants in
the scenario so that the research results obtained reflect the conditions that the
researchers expected. This experimental method also provides the advantage of being
directed and focused on the research line since it is conditioned according to the
research scenario. In addition, it is hoped that the results of this research can provide
guidance and advice for management, specifically for family business companies, in
overcoming the phenomenon of budget gaps. Moreover, it is anticipated that the results
of this study will serve as guidelines and suggestions for management, particularly for
family business companies, in addressing the phenomenon of budgetary slack.

From the explanation described, the formulations of the research problems are: (1) Will
strategy affect budgetary slack? (2) Will information asymmetry affect budgetary slack?
Also, (3) Will incentive schemes affect budgetary slack? In the next section, a literature
review, hypothesis development, and experimental research methods will be explained.
This study aims to prove the effect of business unit strategy, asymmetry, and/or
incentive schemes on increasing budgetary slack. Proof of this influence is appropriate if
it is done with an experimental study, as it is a type of research that involves full
intervention and control from the researcher. This intervention is generally carried out
by manipulating several variables in a certain setting, and then the researchers will
observe how the manipulation impacts the subjects studied (Cooper & Schindler, 2014).
The independent variable is the variable manipulated by the researcher, and then it is
observed whether the hypothesized dependent variable is affected by the intervention.

The results of this research can hopefully contribute to theory, literature, and practices.
Hopefully, the research results can enrich agency theory, which states that the
separation between owners and agents (management) can result in potential problems
not only during policy execution but also starting from the planning process, which is
called the budget gap in this research. It is expected that this research will add empirical
evidence to the management and behavioral accounting literature, especially regarding
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the allegation that strategy, information asymmetry, and incentive schemes influence
budget gaps and complement findings regarding research inconsistencies with the topic
of budgetary slack. The sample of employees involved in the budgeting process is also
anticipated to provide valuable empirical evidence so that it can provide practical input
to management in responding to the budgetary slack phenomenon. It can encourage
budgeting activities that can prevent agents from budgetary slack behavior.

Literature Review and Hypotheses Development

Dunk and Nouri (1998), in a more brief explanation, defined budgetary slack as
intentionally underestimating income or capacity and overestimating cost or resource
when some budget tasks were finished. Many experimental studies have shown that
budgetary slack is very common in organizations (Merchant & Manzoni, 1989). Sheng
(2019) grouped budgetary slack studies into three groups based on the research
theories explanation: (1) research based on agency theory; (2) research based on
contingency theory; and (3) research based on organizational behavior and social
psychology.

This research is based on the first criteria, which is agency theory and conduct to prove
whether private information in the name of strategy factor, information asymmetry
factor and/or incentive scheme factor will create more slacks. These factors are selected
due to common practice in which managers usually use their private information to
affect formulation if all enterprise owners allow managers to have more participation
(Young, 1985). Agreeing with Sheng (2019), this research proposes that budget
participation is the original factor that creates slack, and practically, some factors
increase slack.

Agency theory explains that there is a relationship between the parties in the
organization, namely the principal and the agent (Jensen & Meckling, 2012). The agency
theory elucidates that each party has its role, where the principal is the superior who
gives the task delegation, while the agent as the subordinate is the party who receives
the task delegation and is responsible to his superior (Baiman, 1982). Chong and
Sudarso (2016) explicate that the consequence of agency theory is the emergence of
information asymmetry. Agents often use this situation to create budgetary slack to
achieve their personal goals. Agents who are directly involved in organizational activities
certainly have special information that the principal does not own. The agent will be
compelled to provide information to the principal that tends to be biased, which is not
in accordance with the actual situation, which will benefit his personal interests. This
creates conditions where the agent's performance will appear good in the eyes of the
principal, but in reality, this may not be the case.

Moreover, behavioral theory is needed for research on the topic of budgetary slack
(Hudayati, 2002). The intention of the individual influences individual behavior (Syahrir,
2017), where this is influenced by (1) attitude towards behavior, where the individual
believes that an action will lead to the desired or unwanted results; (2) perceived
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behavioral control, where an action taken has difficulty, ease, and possibility; and (3)
subjective norms, where there is a social environment as a controller for individuals to
act according to what is desired and not desired.

A budget itself is a financial plan expressed in monetary units that explains the
company's efforts to obtain resources, how much funding is needed in a certain period
(generally one financial year), how the company will use these funds, and how much the
funds are used. The budget is an important component in a plan because it can explain
how an activity and company activities can be pursued to achieve goals (Hansen &
Mowen, 2017). The process of preparing a budget can be carried out in three ways, i.e.,
bottom-up, top-down, and mixture. Also, budgetary participation by agents is still
needed in the budgeting process since it is hoped that it will produce better information
for the principal (Dunk, 1993). In this case, the principal will have the opportunity to gain
access to information from the agent. In addition, with this budget participation, it is
expected that the agent's performance will be better because when the agent sets a
budget target and is approved by the principal, the agent will be serious and responsible
in trying to achieve the target that has been made. However, the budget preparation
process, which involves the participation of subordinates, has the potential to create
budgetary slack (Alfebriano, 2013).

Budgetary slack is a process in which budgeting is done by underestimating revenue
(underestimated revenue) and overestimating costs (overestimated expenditure)
(Hansen & Mowen, 2017). Budgetary slack is also the difference between the total
budget that has been set and the best estimate that can be expressed honestly (Yanti &
Sari, 2016). An agent will try to create budgetary slack when they have expectations of
getting greater profits in their involvement in the budgeting process and expect rewards
for budget achievements that occur (Suhartono & Solichin, 2006).

On the other hand, a strategy is a tool used by organizations to gain a competitive
advantage. In addition, strategy is an organizational effort to achieve its goals (Porter,
1985). Strategy is needed to compete in the market because each organization has its
advantages and disadvantages (lIstianingsih, 2012). In calculating the budget, the
company can guide subordinates to have performance standards or align their goals
with the company's expectations through strategy (Sheng, 2019). The strategy of the
organization can provide a significant influence on the creation of a budgetary gap.
Strategy is categorized into differentiation and cost leadership (Porter, 1985). Cost
leadership is a strategy that strictly controls costs, where efforts to reduce and minimize
costs tend to occur. Differentiation is a strategy that emphasizes the development of a
unique innovation. The differentiation strategy tends to encourage the creation of
budgetary slack. This is because the differentiation strategy tends to have higher long-
term uncertainty over the rewards of product innovation than the cost leadership
strategy. One of the factors that encourage individuals to create budgetary slack is the
uncertainty that will occur in the future.

Additionally, incentives are generally given to workers as a form of reward for their
performance in the organization where they work. Incentives are also referred to as a
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tool to stimulate workers to work better and more appropriately, even exceeding the
targets that have been set (Efrilna, 2018). Schemes in providing incentives are divided
into two types, namely slack-inducing and truth-inducing. In slack-inducing, employees
will receive a fixed salary with incentives if they are successful in achieving the target of
the set budget (Anneta, 2022). In this case, if the employee is unable to achieve the
target that has been set, the employee will not receive punishment. Conversely, in
truth-inducing, employees will receive incentives if they succeed in meeting the targets
and will receive punishment if they are unable to achieve the targets set.

The Theory of Planned Behavior, in this case, explains that an action taken by an
individual is influenced by the intention that the individual has. In relation to budgetary
slack, individuals involved in budgeting will try to create gaps in the budget to achieve
their personal goals. The strategy adopted by the company also influences budget
preparation. Companies can implement a strategy of differentiation or cost leadership.
The two strategies have different focuses, and the basis for preparing the budget is also
different.

Companies that implement a cost leadership strategy will tend to manage their budgets
to avoid leakage and leeway in costs. This means that the budget prepared will be
controlled in such a way as to avoid excessive leeway. In contrast to the cost leadership
strategy, the differentiation strategy appears to have greater opportunities to create
budgetary slack (Fuad, 2018). The main focus of this strategy is on efforts to create
innovations that are different from its competitors so that the tendency for cost slack
becomes higher (Fuad, 2018). From this explanation, it is suspected that the level of
budgetary slack created will be different if the strategies implemented are different. The
research hypothesis to be tested is as follows:

Hi: The differentiation strategy has the opportunity to create a higher budgetary slack
than the cost leadership strategy.

Agency theory explains the relationship between two parties in the organization, namely
the principal and agent. The principal delegates tasks to agents, and agents serve as the
party responsible for these tasks to the principal. Agents will be involved by the principal
so that the prepared budget can answer and cover all organizational needs (Latuheru,
2006. This is because agents are parties directly involved with information activities so
they will have better, more accurate, and complete information than the principal.
However, the existence of information asymmetry conditions between principals and
agents tends to make agents convey organizational information that tends to be biased
for personal gain. Information asymmetry is also a condition where there is hidden
information from the agent to the principal (Kholmi, 2010). The difference in interests
between the principal and the agent is that the principal has an interest in increasing the
profitability of the organization, while the agent has an interest in increasing the
incentives he receives.
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This conflict of interest leads to the creation of dysfunctional behavior by agents, namely
budgetary slack. This condition forces agents to create an appropriate budget and make
it easier for them to achieve their interests (Anneta, 2022) by overestimating
expenditure and underestimating revenue (Efrilna, 2018). If it is related to the Theory of
Planned Behavior, information asymmetry becomes a possible condition that
encourages agents to do something to achieve their interests so that the agent's
intention to do budgetary slack arises. Research on information asymmetry has
previously been carried out (Anneta, 2022) and (Fanani & Saudale, 2019), resulting in
the fact that the existing information asymmetry has a positive effect, where the higher
the information asymmetry, the higher the budgetary slack that arises. The research
hypothesis to be confirmed is as follows:

Ha: High information asymmetry creates higher budgetary slack.

Factors that can encourage budgetary slack are organizational factors, namely the
provision of incentives. Incentives are given to employees directly or indirectly in the
form of income, money, or goods as a form of reward for services provided by
employees (Efrilna, 2018). The company provides incentives for employees with good
performance. Providing incentives is also aimed at companies so that subordinates can
work by displaying achievements in the form of achieving the targets set (Patricia &
Handoko, 2022). By setting provisions for giving incentives, subordinates will tend to do
budgetary slack to obtain incentives. Giving incentives to employees also has a positive
influence on the emergence of budgetary slack (Efrilna, 2018). A study (Willyan &
Handoko, 2022) explains that providing incentives with a slack-inducing scheme has a
greater influence on the emergence of budgetary slack because subordinates will be
increasingly encouraged to prepare a budget that makes it easier for them to achieve
their interests, especially when there is no penalty for not achieving the budget target.
The research hypothesis to be investigated is as follows:

Hs: The slack-inducing incentive scheme creates greater budgetary slack than the truth-
inducing incentive scheme.

Every company must have goals to be achieved (Adriyani & Sukirno, 2017). In an effort
to achieve these goals, the company will prepare a budget as a financial planning effort
that describes the company's long-term targets (Patricia & Handoko, 2022). In this case,
the company will try to prepare the budget as effectively as possible so that it can
provide the best picture of the company. Budgeting efforts can be top-down, bottom-
up, or participative. Participatory budgeting efforts will involve agents as
subordinates/managers who are directly involved in organizational activities. The
involvement of this agent is expected to provide information related to budgeting that
covers all the actual needs of the organization.

When associated with agency theory, the existence of an agent and a principal will
create a gap in the information each has (Chong & Sudarso, 2016). In addition, because
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of a conflict of interest, where the agent has an interest in achieving his personal
incentive targets while the principal has an interest in increasing organizational profits,
this condition of information asymmetry is often misused. Agents involved in preparing
the budget will often convey biased information to the principal so that the prepared
budget can benefit the agent (Agung & Sunarto, 2022). Research (Anneta, 2022)
elucidates that information asymmetry has a positive effect on budgetary slack. This
explains that the greater the information asymmetry that exists, the more it will
encourage the creation of budgetary slack. On the other hand, giving incentives can also
affect the creation of budgetary slack. Providing incentives will encourage employees to
work towards their targets so that incentives can be obtained. In this case, employees
often create budgetary slack to make it easier for them to achieve targets and obtain
incentives (Propana, 2019).

Companies that implement slack-inducing schemes have the greatest effect on creating
budgetary slack within the company (Willyan & Handoko, 2022). In this condition, if the
company implements a slack-inducing scheme and is in a state of high information
asymmetry, it is suspected that it will further increase the chances of budgetary slack
occurring because these two conditions have an influence that increases the chances of
budgetary slack. The research hypothesis to be examined is as follows:

Hs: In conditions of high information asymmetry and the existence of a slack-inducing
incentive scheme, it will create a higher budgetary slack when compared to conditions of
low information asymmetry and the presence of a truth-inducing incentive scheme.

Incentives are given as a form of reward for the performance of each individual. These
incentives are generally given to employees with good performance, one of which is the
employee's ability to achieve predetermined targets. Giving schemes are classified into
two, namely slack-inducing and truth-inducing. In connection with the agent's interest in
obtaining incentives, this incentive scheme can have an impact on the creation of
budgetary slack (Efrilna, 2018). If it is related to the Theory of Planned Behavior, the
existence of interests in the form of obtaining incentives will encourage the agent's
intention to take advantage of his involvement in preparing the budget to create a
budget that benefits him personally.

A slack-inducing incentive scheme will create conditions for greater budgetary slack than
truth-inducing. On the other hand, the company will also implement both differentiation
and cost leadership strategies (Patricia & Handoko, 2022). This strategy will, of course,
have different implementation and formulation. The differentiation strategy will focus
on efforts to create unique innovations so that companies tend to have flexibility in
costs (Fuad, 2018). In this condition, if the company implements a differentiation
strategy and is in a state of high information asymmetry, it is suspected that it will
further increase the chances of budgetary slack occurring because these two conditions
have an influence that increases the chances of budgetary slack. The research
hypothesis to be verified is as follows:
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Hs: If there is a differentiation strategy and there is a slack-inducing incentive scheme, it
will create a higher budgetary slack when compared to the condition where there is a
cost leadership strategy and there is a truth-inducing incentive scheme.

Companies implement the strategy to gain a competitive advantage. The strategies,
namely differentiation and cost leadership, will have their characteristics (Porter, 1985).
The differentiation strategy will focus on product innovation, while cost advantage will
focus on efforts to minimize costs. In other words, while the differentiation strategy will
tend to produce high costs, cost leadership will tend to tighten all costs incurred
(Istianingsih, 2012). This is what triggers a higher budgetary slack in the differentiation
strategy compared to cost leadership (Saarinen, 2021).

Moreover, agency theory (Jensen & Meckling, 2012) explains that in organizations, there
would be agents and principals, having consequences in the form of information
asymmetry (Chong & Sudarso, 2016). Information asymmetry, which is a gap in
information owned by superiors and subordinates, can be one of the factors influencing
the creation of budgetary slack (Fanani & Saudale, 2019). In conditions of high
information asymmetry, agents with their interests will tend to take advantage and
provide biased information to superiors so that they can create budgetary slack that will
benefit them personally (Anneta, 2022). In other words, conditions of high information
asymmetry will increasingly affect the creation of high budgetary slack. In this condition,
companies that implement a differentiation strategy with high information asymmetry
are expected to have an increasingly high budgetary slack. The research hypothesis to be
assessed is as follows:

Hs: A differentiation strategy and high information asymmetry will create a higher
budgetary slack compared to a cost leadership strategy and low information asymmetry.

Agency theory creates consequences in the form of information asymmetry (Chong &
Sudarso, 2016). Information asymmetry is the gap between the information held by the
agent and the principal. In the context of participatory budgeting, the information
asymmetry that exists is often used by agents to convey biased information for their
personal interest (Propana, 2019), thus creating dysfunctional behavior in the form of
budgetary slack (Falikhatun, 2008). If related to the Theory of Planned Behavior,
budgetary slack efforts can arise if there is an agent's intention to achieve his interests,
in this case, related to incentives. Companies can implement incentive schemes as a
form of reward for the performance of their employees. Incentive schemes can be in the
form of slack-inducing or truth-inducing (Pahala, 2005). Both of these schemes provide
incentives in the form of bonuses to agents who can achieve the budget targets set
previously.

However, in truth-inducing, agents who are unable to achieve the budget target will be

subject to punishment. In other words, agents will tend to want incentives and do not
want sanctions. Each company will have its own strategy, both differentiation strategy
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and cost leadership. From all the explanations above, it is suspected that when the three
research variables are tested against budgetary slack, the research hypothesis to be
proven is as follows:

H;: In the presence of a differentiation strategy, there is a high information asymmetry
condition, and the presence of a slack-inducing incentive scheme will create the highest
budgetary slack when compared to the interaction of strategic conditions, information
asymmetry, and other incentive schemes.

Research Method

The design of this study is a quantitative study. It aimed to examine and analyze the
effect of two independent variables, namely two variables between subject strategy and
information asymmetry, and one variable within the subject of incentive schemes on the
dependent variable, i.e., budgetary slack (as the dependent variable). This study used a
2x2x2 mixed subject factorial experimental research design with purposive sampling
(see Table 1).

Table 1 Experiment Design 2x2x2

Differentiation Slack inducing Cell A Cell C
Strategy Truth inducing
Cost Leadership Slack inducing CellB CellD
Strategy Truth inducing

Budgetary slack is defined as the difference from the budget expressed by the best
budget estimate that can be predicted honestly (Anothony & Govidaradjan, 2003).
Agents will make estimates of the best budget according to their version, which will
make it easier for them in terms of achieving targets and for the purpose of protecting
their prospects and operational performance in the future, namely creating overvalued
expenditure and undervalued revenue. This research tested three independent variables
(Porter, 1985). The first variable was strategy, where every company would definitely
have a strategy for running its business. The strategy itself can influence the preparation
of the company's budget (Saarinen, 2021). The existing condition of information
asymmetry will also often be used by the agent to compile biased information for the
principal, where this condition will benefit the agent in terms of the budget that will be
achieved (Fanani & Saudale, 2019). The provision of incentives implemented by the
company is also a factor that can influence agents in determining the budget. In this
case, agents involved in preparing the budget and trying to obtain profitable incentives
will take advantage of their participation to prepare a budget that does not reflect the
actual situation to achieve their targets more easily and avoid the imposition of
sanctions that may arise due to unpredictable events in the future (Patricia & Handoko,
2022).
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Research was conducted to determine the greatest influence that can cause budgetary
slack, and then an experiment was carried out in the form of tasks to be carried out by
participants related to independent variables. The task was performed by the
participants three times, with each task having a working time of two minutes. The
results obtained from each task would be measured by calculating the difference
between the actual production and the expected production target, which was then
divided by the expected performance. The budget slack formula is as follows:

Task result 3 — Production target

B = .(1
udgetary Slack Expected performance )
Task result 1 + Task result 2
Expected performance = > ..(2)

This study also provides seven manipulation questions to ascertain whether the
participants understood the experimental assignment given. The answers to these
questions included true/false for the statements given to each experimental cell. The
manipulation questions are presented in Table 2

Table 2 Manipulation Questions List

Based on the cases you have read, you are asked to determine production targets
based on your performance capabilities in completing production tasks.

You are in a company with a differentiation/cost leadership strategy.

Your company prioritizes product innovation/cost control.

You are in a company with information asymmetry conditions (high/low).

Information that you know about the company (far more and more accurate / not
much different, even the same) than your boss.

You were initially in a company that implemented a slack-inducing scheme.

In the next period, your company will switch to implementing a truth-inducing
scheme.

The type of data in this study is quantitative data in the form of scores obtained from
participants for each experimental scenario. The source of data from this research is
primary data. It was categorized as primary data because researchers obtained research
data by distributing experimental scenarios directly to research participants, i.e.,
employees of family business companies involved in the budget preparation process. In
addition, the data collection method in this study is primary data obtained from
experiments. Data collection in this study used the scenario method prepared and made
in the form of case questions. The scenario results aimed to see the response of each
variable studied. The variables to be manipulated were information asymmetry and
ethical work climate. The variable to be observed regarding the effect was the
dependent variable, namely budgetary slack.

This research was conducted using a computer base. Data were then shared with
participants using a link. The population of this study were employees of family business

Journal of Accounting and Investment, 2024 | 446



Anneta & Handoko
The effect of strategy, information asymmetry, and incentive scheme ...

companies involved in preparing the budget. Sampling from this population employed a
convenience sampling technique with the following criteria: (1) Employees who worked
in family business companies; and (2) Involved in preparing the company budget.

The research participants involved were practitioners because there is debate
surrounding the use of students as representatives of accounting practitioners,
especially due to concerns about external validity (Saarinen, 2021). Thus, practitioner
use is more fulfilling regarding external validity.

The assignments were made randomly (random assignment) even though participants
were obtained by convenience sampling with the aim of reducing demand bias. The
study used a 2x2x2 research design consisting of four cells with 15-20 participants in
each cell. In addition, the selection of this sample was chosen because it wanted to
prove that the theory previously described was correct so that it could be said that the
experimental subjects selected in this study had fulfilled the research needs. This
research was then carried out by distributing scenarios or experimental material.

The experimental research procedure is as follows: (1) In the first stage, the researchers
gathered the participants and explained the purpose of the experiment to the
participants; (2) After explaining the purpose of conducting experimental research, the
researchers distributed demographic data forms and asked participants to fill them out;
(3) At this stage, participants were asked to read related company information, and after
that, participants were given one of four scenarios that had been given special
treatment, namely strategy, information asymmetry, and incentive schemes; (4) After
reading the case scenarios, participants were asked to fill in a manipulation check of six
numbers to find out the participant’s understanding of the given scenario. Fill in the
manipulation check by ticking (v) in the true or false column; (5) Researchers explained
in advance regarding the work on production tasks and ensured that all participants
understood. The production task was in the form of translating letters into numbers; (6)
Then, participants were asked to work on production task 1 for two minutes and then
asked to write down the number of tasks that were successfully completed. The
researchers explained briefly about the next production task under pandemic
conditions, and participants were asked to determine how many targets were set for the
next production task; (7) Participants were then asked to work on production task 2 for
two minutes and then asked to write down how many were successfully completed. At
this stage, the researchers explained in advance the results of production task 2 with
predetermined targets in production task 1, which were related to the given scenario;
(8) The researchers then explained that the next production task was a condition where
the company changed its incentive scheme, and then participants were asked to
determine production targets for production task 3; and (9) Participants were given one
manipulation question and then asked to work on three production tasks for two
minutes. Participants were then asked to write down the number of production tasks
that were successfully carried out and write down the production targets proposed for
the future.
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The testing technique for the research hypothesis used a statistical tool, two-way
ANOVA (Analysis of Variance). The ANOVA is used with the aim of knowing the
relationship between the independent variables and the dependent variable (Ghozali,
2016: 68). In testing ANOVA, several assumption tests must be met, such as: (1) Box test
to test the MANOVA assumption, which requires that the variance/covariance matrix of
the dependent variable is the same/not different (with a significance level above 5%);
and (2) Lavene's Test of Equality of Error Variance to test the MANOVA assumption,
which requires that each dependent variable has the same variance (with a significance
level above 5%).

Result and Discussion

This research is an experimental study in which the participants who were the subjects
were employees who worked in family business companies and were involved in
compiling the company’s budget. The selection of participants was carried out to test
and analyze the behavior of employees in family business companies towards their
tendency to create a budgetary slack in the conditions studied in this study, namely the
company’s strategy, information asymmetry conditions within the company, and the
incentive scheme system implemented by the company. Each participant involved was
placed randomly (random assignment) in one of four cells with different treatments.
Each participant had the same opportunity to participate in this experiment.

The participants involved in this study totaled 66 (sixty-three) people who were
randomly distributed into four different scenario cells (Table 3), where each in cell A
totaled 16 participants, cell B totaled 17 participants, cell C totaled 16 participants, and
cell D totaled 17 participants. The experiment distribution was carried out
computerized, and the collection period for experimental data took place from June 18,
2023, to June 21, 2023. Each participant had the same opportunity to participate in this
experiment. The table below shows the distribution of participants into four different
experimental cells.

Table 3 Distribution of Participants Based on Experimental Cells

Differentiation Slack inducing 16 16
Truth inducing 24.2% 24.2%

Cost Leadership Slack Inducing 17 17
25.8% 25.8%

Any data obtained during the experiment would be subject to manipulation check
before it could be processed. This manipulation check was carried out with the aim that
each experiment carried out was completely and accurately known by the participants
so that the objectives and execution of the experimental scenario could represent the
conditions that best suited the participants. This manipulation check was performed by

Journal of Accounting and Investment, 2024 | 448



Anneta & Handoko
The effect of strategy, information asymmetry, and incentive scheme ...

providing a total of seven-point statements about the experimental case. Participants
were first asked to read the experimental case, and the participants were then asked to
determine whether the statements put forward about the case were true or false. If
there is at least one wrong answer to the statement given, the participants and
experimental data are considered not eligible to be processed in this study. If the
participant can answer all of these statements correctly, the participant is considered to
fulfill the experimental requirements, and the data will be processed into research data
in this experiment.

Of the 66 (sixty-six) participants who took part in this experiment, there were three
participants whose data did not meet and passed the manipulation check, thus leaving
63 participants whose data could be processed in this study. If detailed, the number of
data that passed and could be processed in cell A totaled 15 participants; in cell B, it
totaled 15; in cell C, there were 16 participants; and in cell D, there were 17 participants.
Table 4 presents the amount of data that passed the manipulation check and did not
pass the manipulation check for each research cell.

Table 4 Manipulation Check

A
Qualitfied 15 93.75
Not Qualified 1 6.25
Total 16 100
B
Qualitfied 15 88.24
Not Qualified 2 11.76
Total 17 100
C
Qualitfied 16 100
Not Qualified 0 0
Total 16 100
D
Qualitfied 17 100
Not Qualified 0 0
Total 17 100

This experimental research utilized an analytical tool in the form of ANOVA with the IBM
SPSS (Statistical Package for the Social Sciences) 23 application program. Before data
could be further processed, research data that had been successfully collected would go
through a homogeneity test to assess whether the data met the ANOVA testing
requirements. The requirement for research data to meet the ANOVA test is if the
independent variance is homogeneous (has similarities) with other variances. To find out
whether the research data is homogeneous can be seen in the results of Levene's Test of
Homogeneity of Variance, where if the significance/probability results are above 0.05
(probability > 0.05), a conclusion can be drawn that the research data is homogeneous
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and has fulfilled further testing requirements using ANOVA (Ghozali, 2016). Table 5
reveals the test results from Levene's Test of Equality of Error Variance.

Table 5 Levene’s Test of Equality of Variances

Slack Inducing .703 3 59 .554
Truth Inducing 1.731 3 59 .170

The results of Levene's Test of Equality of Error Variances for slack-inducing and truth-
inducing showed a significance of 0.554 and 0.170, respectively. This indicates that the
research data collected for further processing was homogeneous because it was not
significant at 0.05 (> 0.05), so it met the requirements of the ANOVA test.

Table 6 Test of Within Subjects Contrast

Skema_insentif Linear .042 1 .042 1.392 .243
Skema_insentif*Strategi Linear .063 1 .083 2,771 .101
Skema_Insentif*Asimetri Linear .059 1 .058 1.937 .169
Skema_Insentif*Strategi* Linear .005 1 .005 .182 671
Asimetri

Error (Skema_Insentif) Linear 1.767 59 .030

After Levene's Test of Equality of Error Variances revealed results that met the
requirements, the processing of research data could be carried out with the next test,
namely ANOVA analysis (Analysis of Variance). This research itself was a mixed subject,
where two independent variables were used between subjects, namely strategy
(differentiation and cost leadership) and information asymmetry (high and low), and one
independent variable was used within the subject (slack-inducing and truth-inducing).
The three independent variables were then tested for their interaction with the
dependent variable of this study, namely budgetary slack. Table 7 shows the test of
between subjects’ effects, and Tables 8-14 present the mean from each experiment
conditions category.

Table 7 Test of Between Subjects Effects

Intercept 2.986 1 2.986 64.137 .000
Strategy .004 1 .004 .087 .769
Asimetri .236 1 .236 5.058 .028
Strategy*Asimetri .067 1 .067 1.429 .237
Error 2.747 59 .047

The mean values of the differentiation strategy and cost leadership strategy described in
Table 8 were 0.148 and 0.160, respectively. The existence of a difference of 0.012
indicates that the cost leadership strategy tends to create higher budgetary slack than
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the differentiation strategy because the mean value of the cost leadership strategy
exhibited a higher value. However, Table 7 presents that the differentiation strategy had
a p-value of 0.769 (greater than 0.05), so the first hypothesis (Hi) in this study was
rejected.

Table 8 Strategy Categorical Mean

Differentiation .148 .027 .094 .203
Cost leadership .160 .027 .106 214

Table 9 reveals that the mean values of low information asymmetry and high
information asymmetry were 0.111 and 0.197, respectively. These results denote that
conditions of high information asymmetry are more likely to create budgetary slack than
conditions of low information asymmetry. This is because the mean value for high
information asymmetry was higher than the mean value for low information asymmetry.
Also, in Table 6, the F-value on the information asymmetry variable was 5.058, and a
significant value was 0.028. It can be said that the second hypothesis (H-) in this study
was accepted.

Table 9 Information Asymmetry Categorical Mean

Low 111 .027 .058 .164
High .197 .028 .142 .253

Hypothesis 3 in this study states that the slack-inducing incentive scheme creates
greater budgetary slack than the truth-inducing incentive scheme. In the table, it can be
seen that the F-value was 1.392, and the significant value was 0.243 (greater than 0.05).
In Table 10, it can be seen that the mean value of the slack-inducing incentive scheme
was 0.172, which was higher than 0.136 (mean value of the truth-inducing incentive
scheme), but because the p-value was insignificant, Hs in this study was rejected.

Table 10 Incentive Schemes Categorical Mean

Slack inducing 172 .022 .128 217
Truth inducing .136 .027 .082 .189

Table 6 shows the interaction of information asymmetry, and the incentive scheme
produced an F-value and a significance of 1.937 and 0.169, respectively (p-value greater
than 0.05). Table 11 also shows the mean value from the interaction of information
asymmetry and incentive schemes and indicates that low information asymmetry
interaction and the truth-inducing incentive scheme had the highest budget slack value
compared to other cells. Because of the insignificant p-value, the fourth hypothesis (Ha)
in this study was rejected.
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Table 11 Information Asymmetry * Incentive Schemes Categorical Mean

Low Slack inducing  .151 .031 .089 212
Truth inducing  .071 .037 .003 .145
High Slack inducing ~ .194 .032 129 .259
Truth inducing  .201 .039 123 278

Table 6 reveals that the F-value of the interaction of strategy and incentive schemes was
2.771, and the p-value was 0.101 (p-value greater than 0.05). The largest mean value is
shown by the interaction between the cost leadership strategy and the slack-inducing
incentive scheme, which was equal to 0.204 (Table 12). Due to the insignificant p-value,
the fifth hypothesis (Hs) of this study was rejected.

Table 12 Strategy * Incentive Schemes Categorical Mean

Differentiation Slack inducing  .141 .032 .077 .205
Truth inducing  .156 .038 .080 .232
Cost leadership  Slack inducing  .204 .031 141 .267
Truth inducing  .116 .038 .041 191

Table 7 demonstrates that the interaction of strategy and information asymmetry
produces an F-value and a significance of 1.429, and the significance value was 0.237,
respectively (p-value greater than 0.05). Table 13 also exhibits that the mean value
between the differentiation strategy interaction and low information asymmetry was
the highest, which was equal to 0.215 compared to other cells. Because of the
insignificant p-value, the sixth hypothesis (He) in this study was rejected.

Table 13 Strategy * Information Asymmetry Categorical Mean

Differentiation High .082 .038 .006 .158
Low 215 .039 .136 .294
Cost leadership High .140 .037 .066 214
Low .180 .039 .101 .259

Table 6 displays that the interaction of strategy, information asymmetry and incentive
schemes produced an F-value and a significance of 0.182, and the significance value was
0.671, respectively (p-value greater than 0.05). In Table 14, it can be seen that the
highest mean value is indicated by the interaction between differentiation strategies,
conditions of high information asymmetry, and truth-inducing schemes (0.237). This is
certainly not in line with the proposed hypothesis, so the seventh hypothesis (H7)
proposed in this study was rejected.
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Table 14 All Variables Categorical Mean

Differentiation High Slack inducing .090 .044 .001 .178
Truth inducing .075 .053 -.031 .181

Low Slack inducing .192 .046 .101 .284

Truth inducing .237 .055 .128 .347

Cost Leadership High Slack inducing 212 .043 125 .298
Truth inducing .068 .051 -.035 .170

Low Slack inducing .196 .046 .104 .288

Truth inducing .164 .055 .055 274

Discussion

The hypothesis states that in the presence of a differentiation strategy, there is a
condition of high information asymmetry, and the existence of a slack-inducing incentive
scheme will create the highest budgetary slack when compared to the interaction of
strategic conditions, information asymmetry and other incentive schemes. The first
hypothesis in this research is that a differentiation strategy has the opportunity to
create higher budgetary slack than a cost leadership strategy. An organization
implements strategy in an effort to gain a competitive advantage over its competitors
(Istianingsih, 2012). Strategies are grouped into differentiation and cost leadership
strategies, and Fuad (2018) explains that budgetary slack is more influenced by
differentiation strategies than cost leadership strategies due to long-term uncertainty
regarding the rewards of product innovation compared to cost control. This is also
reinforced by Falikhatun's (2008) statement that one of the factors influencing
budgetary slack is uncertainty about the future.

This research uncovers different results compared to the proposed hypothesis, where a
cost leadership strategy is actually more likely to create budgetary slack than a
differentiation strategy. This is because there is uncertainty about the future, so
employees involved in preparing the budget will try to create slack so that the possibility
of waste that will occur on fixed costs can be controlled based on the previously
prepared budget. Saarinen (2021) states that a cost leadership strategy is an effort to
control costs related to the emphasis given. This pressure will make employees feel
worried about their performance, so they will tend to create slack in the budget to give
a good impression of their performance. This shows that strategies for budget control
will encourage employees to create slack as an effort to overcome worries, and
companies must also pay more attention to the possibility of budgetary slack.

The second hypothesis proposes that high information asymmetry creates higher
budgetary slack. In agency theory (Jensen & Meckling, 1976), it is explained that there
are two parties in the organization, and this condition will create consequences in the
form of information asymmetry. Agents who are involved in daily organizational
activities will have better information than principals (Puspita & Andriansyah, 2017).

Journal of Accounting and Investment, 2024 | 453



Anneta & Handoko
The effect of strategy, information asymmetry, and incentive scheme ...

This information asymmetry itself is also often used to create budgetary slack to achieve
the agent's personal interests (Agung & Sunarto, 2022).

Studies by Fanani and Saudale (2018) and Meirina and Afdalludin (2018) exhibited that
conditions of information asymmetry apparently influence the creation of budgetary
slack. Furthermore, the higher the existing information asymmetry, the greater the
budgetary slack that occurs. The results of this research, which used family business
company employees as subjects, gave the same results. The results of statistical tests
showed that budgetary slack arose due to the influence of the existing information
asymmetry conditions in the company. If the information asymmetry is higher, the agent
will increasingly take advantage of this condition to create higher budgetary slack that
focuses on his personal interests above the interests of the organization (Irfan et al.,
2021). In the context of family business companies, agency conflicts are generally
relatively small, so the consequences for budgetary slack also tend to be lower.
However, in this research, the concept of information asymmetry being tested was the
information gap between company employees and company leaders. Company
employees are the parties with daily contact with the company's business activities,
while leaders tend to receive accountability information from related employees.

The third hypothesis states that the slack-inducing incentive scheme creates greater
budgetary slack than the truth-inducing incentive scheme. Incentives themselves are
given to employees who perform well for the services and achievements they achieve
(Efrilna, 2018). Schemes for providing incentives to employees are classified as slack-
inducing and truth-inducing (Nugrahani, 2005). What is different is the application of
sanctions, where in slack-inducing inducing, there are no sanctions, whereas in truth-
inducing sanctions will be imposed if employees fail to achieve targets. The existence of
this incentive itself will encourage the creation of budgetary slack because employees
want to receive incentives and avoid sanctions (Propana, 2019).

The results of this research demonstrated that the slack-inducing incentive scheme is
indeed more likely to create budgetary slack compared to truth-inducing, so this aligns
with the proposed hypothesis. Willyan and Handoko (2022) asserted that the existence
of a slack-inducing scheme would encourage employees to create budgetary slack due
to conflicts of interest so that employees will focus on efforts to increase their
incentives. On the other hand, in a truth-inducing scheme, employees will tend to be
careful according to their abilities in preparing the budget so that they avoid being
subject to sanctions. However, the significant results showed that the incentive schemes
implemented by the company, both slack-inducing and truth-inducing, did not influence
the creation of budgetary slack. If it is related to the condition of the company in the
interviews conducted, it can be concluded that the incentive system is not one of the
factors influencing the occurrence of budgetary slack. This is because the company has
not fully implemented the incentive system in its divisions. Incentives are only applied to
the company's marketing division, so they do not have a significant influence on the
occurrence of budgetary slack in the company as a whole.
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Based on the test results for each variable, this research revealed that only the
information asymmetry variable had a positive effect on budgetary slack, meaning that
the higher the asymmetry, the higher the budgetary slack that appears. Hs-H7 tested the
interaction of the three independent research variables. The hypothesis states that in
conditions of a differentiation strategy, there are conditions of high information
asymmetry, and the existence of a slack-inducing incentive scheme will create the
highest budgetary slack when compared with the interaction of strategy conditions,
information asymmetry and other incentive schemes. The results of data processing
showed no significant influence of these interactions on the emergence of budgetary
slack. The results of this research apparently indicate that the asymmetric conditions
that interacted with the incentive scheme did not influence the creation of budgetary
slack. Even though information asymmetry has been proven to have a positive effect,
i.e., that the higher the information asymmetry, the higher the budgetary slack, the lack
of influence of the incentive scheme implemented means that the interaction of these
two variables did not affect budgetary slack.

Nevertheless, this research could not prove support for the proposed hypothesis. The
interaction between differentiation strategy and slack-inducing actually ranked third
among the interaction variables that most influenced budgetary slack. The interaction of
cost leadership strategies and slack-inducing schemes creates the highest budgetary
slack compared to other interactions. This is because, in a cost leadership strategy,
employees will tend to create slack to prepare the smallest possible cost budget. In
addition, setting costs as small as possible will be able to minimize employee concerns
regarding the uncertainty of product innovation in the future. If the information
asymmetry variable itself in budgetary slack is proven, the higher the asymmetry, the
greater the occurrence of budgetary slack. However, apparently, in research conducted
on employees of related companies, information asymmetry interacted with strategy
and did not influence the creation of budgetary slack. This was also influenced by testing
the strategy variables, which turned out to show that there was no influence on
budgetary slack. Furthermore, the interaction proposed as the most influential
interaction on budgetary slack in the hypothesis actually exposed the smallest mean
value, where the interaction of differentiation strategy and high information asymmetry
had the least influence on budgetary slack.

The results also could not prove the interactions of all three variables: the interaction
between differentiation strategy, low information asymmetry, and incentive schemes
actually produces the highest average, thus indicating that this interaction is most likely
to create budgetary slack. This is triggered because information asymmetry that
occurred in the companies studied was highly likely to occur, especially since the
information that tends to be conveyed to superiors was only in the form of outlines. This
denotes that, basically, detailed daily information is not fully conveyed to the principal,
so the tendency for asymmetry to occur is quite high and has an impact on budgetary
slack. The strategy itself did not have a significant influence. Even though the company
was more inclined towards creating value for guests, apparently, the strategy was not
the company's main focus in preparing the budget, so the strategy implemented did not
have a significant influence. Apart from that, the incentive scheme also did not have a
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significant influence on budgetary slack. This is because the company that is the object
of research only applied an incentive system in some divisions, so it did not have a
significant influence on the emergence of budgetary slack.

Conclusion

Based on the research that has been done, the conclusions that can be drawn are that
the strategic variables consisting of differentiation strategy and cost leadership have
been proven not to affect the creation of budgetary slack. First, neither the company
implementing a differentiation strategy nor cost leadership had a significant effect on
the creation of budgetary slack. Second, the information asymmetry variable consisting
of high information asymmetry and low information asymmetry has been confirmed to
have a positive effect on budgetary slack. The greater the information asymmetry in the
company, the more influential it will be on the amount of budgetary slack created by the
company's employees involved in preparing the budget. Last, the incentive scheme
variable has been proven not to affect the creation of budgetary slack. This verifies that
the slack-inducing scheme and the truth-inducing scheme implemented by the company
did not have a significant influence on the creation of budgetary slack practices. The
interaction of every single variable did not affect creating budgetary slack. This indicates
that a company with a combination, whether with two or these three variables, did not
affect creating slack in creating a budget.

This research is still far from perfect. The limitations of this research include: (1) This
research was only limited to family business companies, and (2) there was the possibility
of differences in interpretation of the case scenarios between participants and
researchers, thereby allowing for an influence on the answers of research participants.
Based on the research results, future research can further develop this experimental
research. Subsequent research can be conducted at non-family business companies and
even public companies (Tbk.). Therefore, it can assess the behavior and tendencies of
employees at different company scales. Researchers can also improve and develop more
realistic case scenarios that are more capable of approaching the actual situation so that
participants can understand and interpret cases more precisely.
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