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This study investigates the impact of style of budget use on team-level motivation and
team effectiveness. Specifically, we draw on Simons’ work (1994, 1995, 2000) to examine
how, in biotechnology firms, the extent of interactive and diagnostic uses of budgets affect
team effectiveness directly and indirectly through perceived collective efficacy. We used an
online survey to obtain data for this study and analysed the data using partial least squares
approach. The main results suggest that the extent of interactive use of budgets has direct
positive effects on team effectiveness and that the positive effect of the interactive use of

budgets on team effectiveness is partially mediated by perceived collective efficacy. We did
not find support for the predicted positive effect of diagnostic use of budgets on perceived
collective efficacy and team effectiveness. We explain the implications of these results.

© 2013 Elsevier Ltd. All rights reserved.

1. Introduction

The aim of this study is to examine the impact of style of
budget use on perceived collective efficacy in formal work
teams and team effectiveness. We draw on Simons’ work
(1994, 1995, 2000) to examine the impact of the extent of
interactive and diagnostic uses of budgets on perceived col-
lective efficacy and team effectiveness. Perceived collective
efficacy refers to team members’ beliefs in their conjoint
capabilities to organise and execute actions required to
accomplish a given task (Chen and Bliese, 2002; Mulvey
and Klein, 1998). It is an important team-level motivation
factor that predicts team effectiveness.

This study is motivated by three interrelated fac-
tors. First, there is limited research that examines the
role of accounting in a team context. The use of for-
mal work teams has become widespread in contemporary
organisations (Chenhall, 2008; Scott and Tiessen, 1999;
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Gordon, 1992) and this is largely attributed to the poten-
tial of teams to improve effectiveness and flexibility (Jehn
and Mannix, 2001; Schnake, 1991; Scott and Tiessen, 1999).
The argument that teams are more effective in achiev-
ing desired outcomes is derived mainly from the social
psychology research. This research demonstrates that the
presence of others in a work situation has the effect of
encouraging an individual to focus attention on his/her
contribution to team outcomes, thereby enhancing team
performance (Levine et al., 1993; Schnake, 1991). This
effect is generally known as social facilitation. Although
social facilitation is an important explanatory factor for the
increasing use of formal teams in contemporary organi-
sations, prior research has shown that people working in
teams do not necessarily perform as expected of them on
the basis of their individual performances (Levine et al.,
1993; Kerr, 1983). The results of these studies suggest
that lower than expected effectiveness of teams is largely
due to motivation loss within teams. Given that account-
ing control systems have long been established as playing
important roles in motivating the efficient and effective
management of organisations (see for example Bisbe and


dx.doi.org/10.1016/j.mar.2013.10.008
http://www.sciencedirect.com/science/journal/10445005
http://www.elsevier.com/locate/mar
http://crossmark.crossref.org/dialog/?doi=10.1016/j.mar.2013.10.008&domain=pdf
mailto:habib.mahama@uaeu.ac.ae
dx.doi.org/10.1016/j.mar.2013.10.008

K.M. Chong, H. Mahama / Management Accounting Research 25 (2014) 206-222 207

Otley, 2004; Simons, 2000; Otley, 1994), we find it nec-
essary to examine how accounting is implicated in team
motivation and team performance.

Second, there is limited evidence on how account-
ing controls are implicated in team motivation. Although
prior accounting studies have examined motivation at the
individual level, extending the results of these studies
to team level may not be appropriate. Research suggests
that team-level motivation may differ from individual-
level motivation. This is because team-level motivation is
not simply the sum of individual team member’s motiva-
tions (Bandura, 2001, 1997; Levine et al., 1993). Bandura
(1997) argues that beyond individual-level motivation,
people who work in teams also have additional consider-
ations that contribute to team-level motivation such as:
(a) beliefs about whether team members have the req-
uisite skill to execute assigned task, and (b) confidence
that team members will collaborate in the execution of
task. Zajonc (cited in Levine et al., 1993) also argues that
team-level motivation differs from individual-level moti-
vation in that, the presence of others in teams is likely
to elicit accessible cognitions that may facilitate or impair
performance. In addition, Baron (1986) argues that the
presence of others in team settings is a distraction, which
causes either performance increments or decrements. The
paucity of accounting research that focuses on team moti-
vation and the recognition that team-level motivation
may differ from individual-level motivation, prompt us to
examine the effect of accounting controls on team motiva-
tion.

Third, this study focuses on the style of budget use to
examine the role of accounting controls in a team con-
text. We focus on budgets as they are a major feature
of organisations’ management control systems (Abernethy
and Brownell, 1999) and are among the most widely used
accounting controls in practice (Bisbe and Otley, 2004).
Simons (1990) argues that there are distinctive differences
in the way accounting controls (including budgets) are used
by top management. Traditionally, the focus has been on
the diagnostic style of budget use where top management
evaluates a team’s performance by comparing it to the tar-
gets. Prior studies have helped to enrich our understanding
of the effects of the diagnostic uses of accounting in team
settings, for example, the influences of different incentive
structures (Libby and Thorne, 2009; Towry, 2003; Young
et al., 1993) and the use of comprehensive performance
measures on team performance (Scott and Tiessen, 1999).
We seek to complement the existing accounting litera-
ture by examining the impact of both the diagnostic and
interactive uses of budgets on team motivation and team
effectiveness.

We conduct a cross-sectional survey of members of
teams in biotech firms in the United States. The results
support our prediction that the extent of interactive use
of budgets in these teams will have a direct positive rela-
tionship with team effectiveness. However, the extent of
diagnostic use of budgets has no significant relationship
with team effectiveness. We also find support for our pre-
diction that the extent of interactive use of budgets will
have a direct positive relationship with perceived collec-
tive efficacy but no support for the effect of diagnostic

use of budgets on collective efficacy. In addition, consis-
tent with prior research (Chen and Bliese, 2002; Lent et al.,
2006; Wang and Lin, 2007), we find a significant direct
positive relationship between perceived collective efficacy
and team effectiveness. Whilst the test of the link between
perceived collective efficacy and team effectiveness is a
replication of prior studies, this test is necessary to exam-
ine how the relationship between the extent of interactive
use of budgets and team effectiveness is partially mediated
by perceived collective efficacy. Our analysis provides sup-
port for partial mediation with a significant indirect effect
between the interactive use of budgets and team effective-
ness through perceived collective efficacy.

This study makes three broad contributions to the liter-
ature. First, it contributes to our understanding of how the
style of budget use (particularly the interactive use of budg-
ets) affects team-level motivation and team effectiveness.
Teams are becoming central to the effective functioning
of contemporary organisations (Jehn and Mannix, 2001),
and given the amount of organisational resources invested
to ensure their effectiveness, improving our knowledge
of the style of budget use in teams will enable managers
to improve team performance. In particular, this study is
among the first to examine the relationship between the
extent of interactive and diagnostic uses of budgets and
team-level motivation and how that link translates into
team effectiveness. Second, we contribute to the account-
ing literature that focuses on the use of accounting controls
in innovation settings (Bisbe and Otley, 2004; Davila,
2000; Hertenstein and Platt, 2000) by examining (biotech)
teams that operate in an innovation environment. Third,
Abernethy and Brownell (1999) argue that much of prior
research on budgets focuses on the diagnostic use of budg-
ets to the virtual exclusion of the interactive use of budgets.
This study responds to their call for more studies on the
interactive use of budgets by examining both the interac-
tive and diagnostic uses of budgets in a team environment.

2. Literature review and hypotheses development
2.1. Work teams in organisational settings

Kirkman and Rosen (1999, p. 58) define a work team
as “a group of individuals who work interdependently to
solve problems or carry out work.” Such groups of individ-
uals are interdependent because of the tasks they perform
as members of a group within a larger organisational body.
Social psychologists argue that when individuals are con-
stituted into teams, their joint outcome is not merely the
product of their individual knowledge and skills but also
the interactive and synergistic dynamics of their working
relationships (Bandura, 2000; Guzzo and Dickson, 1996).
Consequently, a work team in an organisational setting
is conceptualised as a social entity within which beliefs
and perceptions about the actions and behaviours of other
members of the team can affect not only the level of moti-
vation within the team, but also effective team outcomes
(Bandura, 2000; Mulvey and Klein, 1998).

A major team motivational factor that is argued to
be conditioned by team members’ beliefs and percep-
tions (and which have consequences for effective team
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