
Research in Higher Education, Vol. 33, No. 5, 1992 

UNIVERSITY BUDGETING: 
Creating Incentives for Change? 

Bas Savenije 
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A number of Dutch universities are engaged in a decentralization process, strength- 
ening faculty management and considering the institutional level as the center of a 
divisionalized organization. This development gives rise to the following question: To 
what extent is university management able to implement change according to univer- 
sity strategy? The article investigates the role of the budget as an instrument for 
change. It distinguishes between a base component and a special-purpose compo- 
nent in budgeting. It analyzes several approaches of budget development in relation 
to the implementation of change. Conclusions are formulated about the use of bud- 
geting and control procedures. 
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'Universities,' I said, 'are the prototypes of the organization of tomorrow.' 
'If that be so,' said a Professor standing near, 'then God help us all.' 

Charles Handy. Gods of Management (1978) 

Power is bestowed by an audience after the play is complete. 

James P. Carse. Finite and infinite garnes (1986) 

In the Dutch higher education system, power traditionally has been distrib- 
uted mainly between the government and the academic staff within the facul- 
ties. Until the mid-1980s, reform in higher education was initiated by the 
government. Especially since 1970, Dutch government has induced several re- 
structuring and retrenchment operations, mainly driven by productivity and ef- 
ficiency concerns (Savenije and Otten, 1986): 
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1. The universities were forced to restructure their curricula from the existing 
five to six years into a four-year curriculum. 

2. Staff/student ratios in the budgeting model of the Ministry of Education 
were seriously reduced, for some disciplines as much as 40 percent. 

3. In a nationwide process, specific fields of study were concentrated in one or 
two universities. This change concerned not only highly specialized curric- 
ula with very small enrollment, but also a number of larger ones. 

4. New budgeting procedures were developed in order to allocate research 
funds to universities on the basis of the volume of submitted research pro- 
grams of acclaimed and externally reviewed quality. 

5. New regulations for the structure of scientific staff were implemented, aim- 
ing, among other things, at a 40 percent reduction of the numbers of full 
and associate professors. 

Traditionally, the position of the management of Dutch universities has been 
relatively weak compared to the United States and Great Britain (Maassen, 
1986). Dutch universities by law are governed by an elected multiconstituency 
university council with policy-making and budget allocation authority. The ex- 
ecutive work of university management is performed by a three- to five-person 
governing board composed of faculty and lay members. 

The middle management structure, the faculty level, ~ used to be relatively 
weak, too. Again there is an elected council with budget allocation authority, 
which also determines the content and structure of educational programs, of 
course within the boundaries of government regulations. Research programs are 
drawn up at the departmental level. The government measures mentioned above 
led to considerable changes in academic programs, which had to be specified 
and implemented by the middle management. Consequently, the position of the 
middle management within the faculties has strengthened during the last dec- 
ade. 

Recently, there is a change in the steering philosophy in Dutch higher educa- 
tion, with the government stepping back and allowing greater institutional au- 
tonomy (Van Vught, 1988). This development is based on the idea that the 
increase of institutional autonomy will result in an improvement of the quality 
of the higher education system. The system as a whole is expected to become 
more effective in its reactions to the increasing turbulence in its environment 
and to become better suited to the rapidly changing demands of society 
(Maassen and Van Vught, 1989). As a consequence of this change in govern- 
mental strategy, the universities themselves undertook and improved pro- 
cedures for the external evaluation of the quality of academic programs, educa- 
tion as weil as research, on the basis of peer review (Van Vroeijenstijn and 
Acherman, 1990). 

This new institutional autonomy led several Dutch universities to increase the 
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autonomy of the middle management within their institutions. Thus, under the 
pressure of the faculties, they carry on the tradition of decentralization within 
the university. This development gives rise to the following questions: What is 
the value created by the central university level, in addition to the constituent 
parts of the university? To what extent is university management able to imple- 
ment change from a point of view of an overall university strategy? An impor- 
tant aspect of these questions is the potential role of the budget. Budget alloca- 
tion is an important legal competency and a powerful tool of the university 
management that can be used to influence the behavior of the faculties (Li- 
sensky, 1988; Williams, 1984). The objectives of this article are (1) to analyze 
the role of different budgeting procedures in realizing strategic change from the 
viewpoint of the top management level, and (2) to investigate how this role is 
influenced by the specific circumstances in Durch university management. 

SOME ASPECTS OF UNIVERSITY ORGANIZATION 

Several models have been created in order to explain the nature of a univer- 
sity as an organization. Often, these models emphasize the unique character of 
the university. An important aspect is the autonomy of the professionals (the 
scientific staff) at the basis of the organization. They derive their power from 
the fact that their work is too specialized and complex to be supervised by 
university managers. A clear example of such a model is Clark's professional 
model with the mutual adjustment between the professionals as the dominating 
mechanism of coordination (Clark, 1983). In Mintzberg's analysis the univer- 
sity is characterized as a professional bureaucracy (Mintzberg, 1979). 

Other models emphasize the political character of university decision-making 
processes (Baldridge, 1971; Cohen, March, and Olsen, 1972). These authors 
also mention anarchistic aspects and characterize the decision-making process 
as "decision flowing": a never-ending process in order to make results really 
work, with fluid participation and an issue carousel. "Decisions are not made as 
rauch as they are pinned down temporarily" (Baldridge, 1975, p. 383). Accord- 
ing to the well-known garbage can model, "Choices are made only when the 
shifting combinations of problems, solutions, and decision makers happen to 
make äction possible" (Cohen, March, and Olsen, 1972, p. 16). 

The developments in Dutch higher education mentioned in the introduction 
throw a new light on the position of the central university management. At the 
university level as weil as at the faculty level there is no question of an inte- 
grated organization, but of a collection of rather independent entities, held to- 
gether by a loose administrative overlay. Within a faculty (small groups of) 
professionals are those entities. Faculties are clearly professional organizations: 
The influence of the professionals on the faculty management is substantial. 
But seen from the center of the university, not the professionals but the facul- 
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ties (the middle structure) are the composing entities. The management of the 
university as a whole is behaving more and more like the center of a divi- 
sionalized organization, or (in Mintzberg's terms) the divisionalized form 
(Mintzberg, 1979). 

The university, therefore, experiences conflicting power needs. On the one 
hand, several characteristics of a professional bureaucracy can be recognized, 
especially within the faculties, but to a certain extent also in the institution as a 
whole. The professionals strive to control not only their work, but also the 
decision-making processes, at the faculty level as weil as at the university 
level. On the other hand, the university as a whole operates to a certain degree 
like a divisionalized structure, with rather independent divisions and a small 
technostructure for the headquarters striving for standardization of outputs. Ac- 
cording to this model, the middle line (the faculty level) is the key part of the 
organization. Because the division is treated as a single integrated entity and 
the headquarters tend to impose its standards through the management of the 
divisions, a tendency toward centralization within the divisions can be ob- 
served. The main features of the professional bureaucracy and the divi- 
sionalized form are compared in Figure 1. 

As a consequence of the organizational changes, the University of Utrecht is 

professional 
bureaucracy 

divisionalized form 

coordinating mechanism standardization of skills 
as a result of training 

standardization of 
outputs; performance 
control 

key part of organization operating core 
(professionals) 

middle line (division 
management) 

decentralization rather decentralized decentralized, but 
centralization within 
divisions 

planning & control little planning and much performance 
control control 

FIG. 1. Main Features of the Professional Bureaucracy and the Divisionalized 
Form (derived from Mintzberg, 1979) 
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engaged in a transaction from one organizational configuration to another. As 
Mintzberg points out, in these circumstances the "Political Arena ''2 emerges as 
an important aspect of the functioning of the organization (Mintzberg, 1983, p. 
314). Where, within the faculties, the professionals usually rely on the system 
of expertise for their power, they have to rely more and more on the system of 
politics in university matters. This development also leads to increasing politi- 
cal behavior by the middle-line management, which is heavily controlled by the 
professionals. In this context, it is important to remember the existence of a 
university council. Not only by the way this council is composed, but also by 
the nature of its most important topics, the decision making is highly political. 
And budgetary decisions are especially prone to political behavior: "Decision 
making quickly becomes a zero sum garne when there are insufficient funds for 
everyone to achieve their goals" (Hardy, 1990, p. 308). Put in another way: "If 
politics is regarded in part as conflict over whose preferences shall prevail in 
the determination o f . . .  policy, then the budget records the outcomes of this 
struggle" (Wildavsky, 1984, p. 4). 

UNIVERSITY BUDGETING 

There are numerous definitions of the concept of budget, whether or not it is 
related to higher education. The aspect most recognized is its function as "an 
instrument that enables the allocation of resources from one organizational unit 
to another" (Caruthers and Orwig, 1979, p. 1). But the budget is also "a device 
by which the distributors of funds carry out their plans and signal their priofi- 
fies" (Jones, 1984, p. 19), or "a seiles of goals with price tags attached" (Wil- 
davsky, 1984, p. 2). And: "Viewed in another light, a budget may be regarded 
as a contract" (Wildavsky, 1984, p. 2). In most definitions we recognize three 
general functions of the budget: allocation of resources, implementation of 
plans, and accountability for outcomes (see, for instance, Jones, 1984). Bud- 
gering, then, can be described as an interactive process in order to determine 
the activities and related funds for a certain period, in quantitative, mostly 
financial terms, with the help of which the management is held responsible for 
the performance of the activities involved (Groot and Van de Poel, 1985)o 

University budgeting is concerned with the allocation of resources by the 
university management to the faculties and service departments. The latter, 
however, are not taken into consideration in this article. Several budgeting 
systems can be distinguished. The most relevant distinctions can be made ac- 
cording to the following dimensions (Jones, 1984; Groot and Van de Poel, 
1985): 

1. The degree of the freedom in spending the allocated funds. Two budgeting 
systems are especially relevant: Lump-sum budgeting--funds are allocated 
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without direct ties to specific activities or outcomes and without prescrip- 
tions on which cost categories they a.re to be spent; Earmarked budgeting-- 
funds allocated have to be spent for an activity specified by the runder. 

2. The process in which the budget is drawn up. Again, I will distinguish two 
relevant budgeting systems: Nonformalized budgeting--there exist (almost) 
no rules concerning the factors that constitute the budget; the process is 
characterized by a strong ernphasis on political decision making; Formalized 
budgeting--the process rnakes explicit use of decision rules of a quantita- 
tive form, taking into account relevant factors that constitute the budget. 

In the budgeting systems of most universities both lurnp-sum budgeting and 
earmarked budgeting can be recognized. Accordingly, the budget is composed 
of a base component and a special-purpose cornponent. The base component, 
allocated as a lump sum, is the general fund appropriation (sometimes called 
core budget) that provides base support for faculty operations, supporting a 
variety of activities yielding rnultiple desired objectives. The special-purpose 
component has an earmarked character and addresses specific priorities con- 
cerning short-term activities rather than ongoing needs. The base component 
and the special-purpose cornponent can both be arrived at in a formalized as 
well as a nonforma]ized approach. 

A budgeting system is more than a quantitative rnodel. It is an interactive 
process to translate policies into activities and related funds and to provide a 
framework for accountability. Budgeting, therefore, is an essential part of a 
planning and control cycle (Anthony et al., 1984). At the University of Utrecht 
the budgeting process is embedded in the planning and control cycle as follows 
(Otten and Savenije, 1990). Every two years a development plan is drawn up 
dealing with the research and educational policy of the university. This plan 
also contains an internal financial scheine: an oufline of the faculty budgets for 
the next five years, with the help of an allocation rnodel and based on the goals 
forrnulated in the plan. The outcorne of this quantitative model is only calcu- 
lated for the last year of the five-year period. So, there is no one-to-one relation 
between the outcorne of the model and the actual budget allocation. Other con- 
siderations also play an important role, such as last year's budget; the total 
available budget for the university; considerations as to how fast budget adjust- 
ments can be implemented. The actual allocation of budgets for the next year is 
to a large extent based on the financial figures for that year in the financial 
scheme. At the end of each year, the faculties have to send in reports account- 
ing for the activities contained in the yearly budgets. 

TWO COMPONENTS OF UNIVERSITY BUDGETING SYSTEMS 

In this section, I will describe in general terrns the potential role of the base 
cornponent and the special-purpose component, starting frorn a formalized as 
weil as from a nonformalized approach. 
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The base component, allocated as a lump sum, is an essential part of faculty 
budgets. Because of the degree of freedom, the receiver of funds always prefers 
a lump-sum budget to earmarked funds (De Vries et al., 1990). As a conse- 
quence of decentralization, one can expect a tendency to maximize the base 
component of the budget at the cost of the special-purpose component. 

Traditionally, the nonformalized approach to the base component prevailed 
in higher education, and especially the incremental approach. This approach 
takes the previous year's allocation as a base, which is then adjusted up or 
down depending on changes in a limited number of factors. 

The occurrence of this budgeting system is embedded in the political struc- 
ture of the university organization, the budget being the record of which inter- 
est group prevails. The budgetary response to priorities is typically an ad hoc 
determination concerning what increment is needed to effect programmatic 
change (Caruthers and Orwig, 1979; Lisensky, 1988; Wildavsky, 1968). Be- 
cause of its strong dependence on the politicat climate and its ad hoc character 
in meeting institutional priorities, the Achilles' heel of incremental budgeting is 
its long-term perspective. Consequently, it is not a very useful instrument for 
the translation of plans into actions. 

Also from the viewpoint of accountability, the incremental approach is infe- 
rior. It takes the previous year's budget for granted and limits the discussion to 
the increment without an evaluation of the starting point. Likewise, any anal- 
ysis of the relation between (changes in) outputs and budget will be a fuzzy 
one. 

The formula funding approach is often mentioned as an instrument to ra- 
tionalize the discussion about the allocation of resources and the implementa- 
tion of plans (for instance, Hopkins and Massy, 1981). This approach makes 
use of a set of decision rules, sometimes simple, somefimes complex, which it 
reduces to quantitative form. The approach is certainly useful in providing a 
common language for negotiating and discussing the allocafion of resources 
(Mayo and Kallio, 1983). However, in practice the rational-analytic approach 
may be snowed uuder by the political character of negotiations and decision- 
making processes (Hardy, 1988; Hardy, 1990). Eren the model itself may 
evolve from a model based on criteria directed toward efficiency, toward a 
more coalifional model reflecting the relative power of organizafional subunits 
(Hills and Mahoney, 1978). 

The formula-based approach may be useful for the implementation of plans 
and strengthening accountability, especially when input variables of the model 
are also indicators for the implementation of plans. But one taust not forget that 
the base component is allocated as a lump sum, without any direct relation to 
activifies or cost categories. Faculties divide their budget among departments, 
frequently with another formula, or even without any formula at all. For the 
accountability about implementation of 'plans, it is, therefore, necessary to specify 
concrete objecfives beforehand, regardless of the parameters of the formula. 
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The special-purpose component of faculty budgets addresses special priori- 
ties, not ongoing needs. The funds alloeated have to be spent for an activity 
that is specified beforehand. Consequently, the special-purpose component may 
be useful for the implementation of plans and especially for innovative projects. 

Decentralization implies a tendency to minimalize the special-purpose com- 
ponent of the budget in favor of the base component. Its size will be limited, its 
application restricted to temporary grants. 

In a formalized approach, funds focusing on a special activity are added to 
the base component. The decision to treat funding for a certain activity as a 
special-purpose allocation rather than an element of the base component re- 
volves around accountability considerations. In fact, the special-purpose funds 
are added to the lump sum with the condition of specified output. With an eye 
on accountability, it is recommendable to formulate a concrete project, or a 
contract, which specifies the output, the time schedule, the people responsible, 
and so on. Involvement of the faculty concerned is strengthened by a dual 
commitment, meaning that also the faculty pays a substantial financia! contri- 
bution to the project (De Vries et al., 1990; Savenije and Van Rosmalen, 
1988). The calculation of the funds needed will be formula-based, considering 
not only output parameters, but possibly also input and throughput. This bud- 
getary approach is especially suited as a start for a new activity that sooner or 
later will be covered by the (enlarged) base component of the budget. 

The nonformalized approach to the special-purpose component usually takes 
the form of the following procedure (a competitive approach). A (mostly small) 
part of the university budget is put aside for special purposes. The university 
management specifies the purposes that it wishes to see accomplished and pro- 
vides the faculties with guidelines for applications for these funds. Applications 
are reviewed, usually against a set of preestablished criteria. Preferably, the 
review consists of a yes-or-no-judgment, because ranking is very problematic, 
if not impossible. Generally, there are no rules to fix the amount of money that 
is granted to each of the successful applications. 

This approach seems to be useful in stimulating change. In order to gain 
accountability, the guidelines for applications must include the output desired. 
However, the decision about criteria is a rather political one, just like the rank- 
ing that may be necessary if too many applications are reviewed positively. 
"Outside the political process, tbere is no agreed upon way of comparing and 
evaluating the merits of different programs for different people whose prefer- 
ences vary in kind and intensity" (Wildavsky, 1968, p. 193). 

EXPERIENCES AT UTRECHT 

I will now describe some experiences at the University of Utrecht and their 
consequences for the potential role of budgets in the present situation. The first 
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example concems the political aspects of the forrnalized approach to the base 
cornponent (see also Otten and Savenije, 1990). 

Traditionally, the University of Utrecht had an allocation rnodel that was 
mainly enrollment-driven. In 1984 a new rnodel was adopted because of the 
introduction of new budgeting procedures at the national level and the decline 
of budgets (Savenije and Otten, 1986). An important objective of the new bud- 
geting procedures was the allocation of research funds to universities on the 
basis of the volume of submitted research programs of acclairned and extemally 
reviewed quality. In the new model of the University of Utrecht, all activities 
were grouped into a nurnber of programs, such as undergraduate teaching, 
graduate programs, research projects, and management. For each program the 
total academic and supporting staff full-time equivalent was considered. The 
model was highly normative, leading to lump surns to be allocated to faculties 
(Dijkrnan, 1985). 

Due to the constant reduction of the university budget by the ministry of 
education, the outcomes of the internal allocation rnodel were no longer in 
agreernent with the available budget. This affected the credibility of the model, 
and in 1987 it was no longer accepted as an instrument for university planning 
and budgeting. This caused a tirne-consurning discussion about the possible 
changes in the rnodel. Several proposals were constructed by the Board of 
Governors, but none of them could count on enough support within the univer- 
sity community. In fact, every proposal caused fierce discussions about the 
details of the model. The formula of the rnodel led to a nurnber of interim 
results before it reached the final outcorne, such as teaching load, number of 
full-tirne-equivalent academic staff, number of nonacadernic staff, and so on. 

Although in the end all these results were put together into one lump sum, 
they all started to lead a life on their own. Faculties cornpared these results with 
the actual situation, with a desirable situation, and with the situation of facul- 
des at other universities. This led to ad-hoc coalitions and very often com- 
pletely contradictory clairns. In the end the discussion was mainly focused on 
the details of the model and was diverted from the real issue: Can the faculties 
keep up the output and quality of their programs with the budget allocated? 

I will give sorne examples of the coalitions and their arguments. A large, 
important coalition was formed by the faculties of alts, humanities, law, and 
social sciences, the so-called alpha/garnrna coalition. They clairned a larger 
share of the university research budget. Their average relative volume of re- 
search activities was about 40 percent, while sorne natural science faculties 
even had 65 percent. The natural sciences, however, argued that changing the 
allocation of the university research budget for reasons other than quality would 
endanger their capability of attracting research grants and contract research. 

The alphaJgamma coalition also argued that the parameter relating the num- 
ber of nonacadernic staff to the number of academic staff had to be rnore favor- 
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able. When confronted with the fact that this parameter was twice as large as 
the parameter being used in the model of the ministry, they just changed the 
argument and said that departments at other universities were much better oft. 
On the other hand, the natural and medical science faculties claimed the (for 
them) more favorable parameter of the ministry's model. So every faculty 
claimed a larger budget. Although there was a lot of support for the alpha/ 
gamma coalition within the university council, there was never a majority pre- 
pared to support the claims brought forward by the coalition. 

In 1989, the board proposed a completely new approach that was adopted by 
the university council, on the condition that it would be a temporary one. In the 
financial scheme for the years 1990-94 two main factors determined the budget 
of a faculty: 

1. The degree in which a faculty contributes to the total budget of the univer- 
sity, the "earning capacity" of the faculty. By improving the quality and/or 
output of their activities, faculties can influence the total budget of the uni- 
versity and consequently increase or decrease their earning capacity. 

2. A limited number of deviations from the eaming capacity, directly related to 
the research and educational policy as stated in the development plan of the 
university. 

The advantage of this approach was that all the arguments were made ex- 
plicit: There was no way to hide behind details of a mathematical model. It was 
expected that this approach would improve the quality of the discussion. But 
the end of this new approach appears now to be in sight, not because of the 
construction of a new, improved model, but because of a coalition of several 
faculties discontent with their budgets, their research capacity, and the rela- 
tively favorable staff/student ratios of the natural sciences compared to the al- 
pha/gamma faculties. And this time the argument of this coalition against the 
new approach is supported by a majority in the university council. To summa- 
rize, because of the impossibility of political agreement about a formula, a less 
quantitative approach was chosen, which in turn is questioned for purely politi- 
cal reasons. 

This example illustrates that a formalized approach is no guarantee what- 
soever for a rational budgeting process. The funding model itself, being the 
essence of the rational-analytic approach, becomes a political issue and diverts 
the attention even further from the real issues conceming activities planned and 
funds needed. The second example concerns the role of the special-purpose 
component in stimulating innovation (see also Savenije and Van Rosmalen, 
1988). In discussing the role of the university and the faculty level at Utrecht, it 
appeared to be useful to distinguish two categories of innovative activities: 
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1. Professional innovation: innovation as a consequence of developments in- 
herent to the discipline coucerned, for instance, the adaptation of a program 
to new developments in the discipline. Main source: professional knowl- 
edge. 

2. Entrepreneurial innovation: the initiation of new activities as a result of 
changes in the academic environment, for instance, a new field of study 
directed toward a new student market. Main source: an entrepreneurial atti- 
tude. 

In theory, one can stimulate professional innovation by providing additional 
funds. But pressure can never stimulate professional innovation that is not al- 
ready started by the professionals themselves. Furthermore, a formalized ap- 
proach is likely to fail in formulating criteria to differentiate between faculties. 
It can be expected in the long run that, on the basis of a competitive approach, 
each faculty receives approximately an equal share of the extra budget. Finally, 
it is very difficult for nonprofessionals to review the output of a professional 
innovation and therefore to demand an aecount. Consequently, those who want 
to stimulate professional innovation by the allocation of funds are advised to 
divide these funds among the faculties as a part of the base component of the 
budget from the outset, thus dispensing with long and expensive procedures. 

Entrepreneurial innovation can be stimulated by the university administra- 
tion, and in general has to be stimulated, because of the tendency of the profes- 
sionals to perfect their existing activities instead of creating new ones (Mintz- 
berg, 1979). The implementation is a process that involves mainly 
professionals and on which the central administration has a limited influence. 
Important conditions for the success of an entrepreneurial innovation are that it 
should not have an ad hoc character and that the relevant participants are all 
involved. In general the best guarantee for these conditions can be found when 
the initiative is born as a product of the planning process of the university, and 
the implementation is carried out by a task force of professionals supported by 
the university administration. The output should be clearly defined and mon- 
itored. 

E×periences show that entrepreneurial innovation should not be financed on 
the basis of requests for revolving funds--the competitive approach. It has 
become clear that not only the decisions about the criteria and the ranking of 
the applications are highly political, but also the way the applications are gener- 
ated within the faculties. The university administration may very well formulate 
criteria for projects directed toward entrepreneurial innovation. But the profes- 
sionals are mainly directed toward professional innovation. Therefore, a coali- 
tion is formed between members of the academic staff and the faculty manage- 
ment. The staff redefines a project to make it look like entrepreneurial 
innovation in order to meet the requirements. This is not always as difficult as 
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it seems. Because the formulation of these requirements is a political issue, the 
result usually is rather vague. The faculties, interested in the money to be 
divided, send these applications to the university administration and emphasize 
their innovative status and their importance. While the members of the univer- 
sity council are chosen from within the faculties, it is rather easy to find a 
spokesperson prepared to defend these applications in the council's meeting. 
This phenomenon is called "grant chasing" by Baldridge (1980). The stimulus 
for innovation is often some outside offer for funding; but if there is no real 
connection to institutional needs, the project lives as long as the additional 
money is available. 

The experiences at Utrecht show that special-purpose budgeting is inadequate 
to stimulate professional innovation, because of the impossibility of satisfactory 
control devices. The nonformalized approach is also not suited for entrepre- 
neurial innovation, because of its highly political character in choosing criteria 
and ranking of applications and the real danger of grant chasing. A formalized 
approach may offer possibilities to stimulate entrepreneurial innovation, only 
when there is sufficient commitment from the professionals involved. 

RESULTS AND CONCLUSIONS 

The base component of the budget is a rather limited instrument for the 
implementation of planned change. This applies especially to the nonformalized 
approach with its highly political character. But it is not a law of nature that 
budgeting will become more rational by adopting a formalized approach. The 
danger is real that the very details of the model itself become principal issues of 
political discussion, not because of a special interest in the adequacy of the 
model structure, but purely with an eye on the outcome. Discussions, therefore, 
are diverted from the role of budgets as instruments to implement strategic 
plans. The model formula may contain input parameters that are also indicators 
for the implementation of plans, but there is absolutely no guarantee that this 
structure will be preserved in the budgeting procedures at the lower manage- 
ment levels. This threatens the effectiveness of the budget as a management 
tool for planned change. 

As a consequence of the limitations mentioned, control and accountability 
procedures are important. But in order to monitor planned change, purely fi- 
nancial control devices will not suffice. Analysis of input-output relations have 
to be combined with an evaluation of the degree in which the outputs are re- 
lated to plans. However, this will not be easy: Because of the lump-sum char- 
acter of the base component, the relation between input and output will not 
always be clear and faculty cooperation is needed to generate this insight 
(James, 1988). Furthermore, desired outputs are not always of a purely quan- 



UNIVERSITY BUDGETING 653 

titative nature and consequently it may be difficult to formulate the outputs in a 
measurable way. 

The special-purpose component may be useful in stimulating change. Distin- 
guishing between entrepreneurial and professional innovation, the formalized 
approach offers possibilities to stimulate entrepreneurial innovation only when 
there is sufficient commitment from the professionals involved. This commit- 
ment can be strengthened by a dual financial commitment. The decision which 
innovation projects are to be supported will become more rational if it is con- 
tained within a university development plan. It is important to realize that the 
role of the university management will rather be to support valuable ideas from 
the operating floor than to invent innovations itself (Savenije, 1989). 

From the point of view of control, it is necessary to specify the output 
clearly, which will not always be easy. As in the case of the base component, 
purely financial control devices will not suffice. Analyses of input-output rela- 
tions have to be combined with an evaluation of the degree in which the outputs 
are related to the original plan. The most important general conclusions are the 
following: 

1. Especially in a political environment, the budget is only a limited instrument 
for the implementation of strategic change. The budgetary decision making 
is very often a political affair. Furthermore, although university manage- 
ment is capable of stimulating change within the faculties, it has little influ- 
ence on the direction in which the actual change is going. Budgeting pro- 
cedures may be useful in strengthening developments that are already 
initiated within a faculty, but are rather ineffective to implement some kind 
of change in a top-down manner. 

2. In order to stimulate change at the faculty level, control devices are more 
effective than detailed planning instruments. However, the control function 
should not be strictly financial and its effectiveness is limited by the diffi- 
culties in measuring and monitoring outputs (James, 1988). 

In line with those conclusions, some recommendations can be given concern- 
ing the management style in decentralized institutions like Utrecht University. 
University management should adopt a style that can be characterized as fol- 
lows. There is some central coordination of divisional strategies, mainly con- 
sisting of the center's reaction to strategies proposed by divisions. The budget, 
and especially budget changes, are considered as the first year of a strategic 
plan; short-term objectives have to be explicated and monitored. It is recom- 
mended to describe these objectives in some sott of contract between the cen- 
tral management and the faculties. The control function is not strictly financial. 
Comprehensive, annual reviews are discussed with each division, including in- 



654 SAVENIJE 

dicators for the realization of the objectives agreed upon (Angenent and Save- 
nije, 1991). This style can be compared to the one called "strategic control" by 
Goold and Campbell  (1987). 

It may be concluded that, while the budgeting competencies of  university 
management are rather large, the steering capacity of  these competencies is 
limited. From the point of  view of  the budget 's  role as a management tool for 
planned change, a divisionalized structure is preferable to the structure of a 
professional bureaucracy. 

NOTES 

1. The English wordfaculty is used as a translation for the Dutchfaculteit, incorporating the notion 
of a collection of departments (in Dutch vakgroepen). It is more or less close to a college in the 
U.S. system. 

2. Political behavior can be defined as behavior outside of the legitimite systems of influence, 
tending to benefit the individual or group, frequently at the expense of the organization at large 
(Mintzberg, 1983, p. 172). 
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