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     Abstract 

The study sought to examine the effect of budgeting control on the financial performance of SMEs 

in Germany. The study used the quantitative technique where data was gathered from the local 

business owner of SMEs located in Germany's three cities Munich, Berlin and Stuttgart because 

they have a high number of SMEs. Surveys were self-administered and also sent out to the business 

owners. The research instruments adopted included questionnaires and the interview guide. The 

study found that budgetary control integrates the organization’s strategic planning with budgets 

and processes of cost control. The budgetary control also identifies the budgeting /financial skills 

required for better decision-making and identifies key financial indicators for the business and how 

and when to monitor them. The budgetary control identifies sources of financial and business data 

that provide insights into business and financial strategies when converted into budgets. The 

budgetary control helps interpret budgets and performance measurements as communication tools 

and finally helps to think pro-actively beyond budgeting. The study also found that budgetary 

control economizes management time by using the management by exceptional principle. The 

study concluded that budgeting control has a significant and positive relationship with financial 

performance. The adoption of the budgeting control allows SMEs to boost their financial 

performance while improving contributions to the economic situation, and employment in 

Germany. The study recommended that SMEs in Germany should pay very close attention to the 

budget control procedure. The Federal government needs to proceed with the protection of the 

SMEs to promote income generation, financial development as well as enhance the task chances 

to the young generation. The study recommended various other nations ought to emulate the 

German method of SMEs defense for them to be able to totally manipulate their potential in their 

citizens as well as completely utilize its resources. The Federal government needs to continue with 

the protection of the SMEs because they are mostly playing an essential function in promoting 

Germany's economic development through employment creation and generating revenue for the 

nation. The business owners need to be subjected to brand-new skills and also emerging 

technologies to be able to make products that can compete both locally and also internationally. 

Keywords: Budgeting control, budgets, performance, SMEs, Germany 
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1.0 BACKGROUND OF THE STUDY 

A budget can be defined as a financial or qualitative statement prepared and authorized before a 

specified period to achieve a given objective (Oyebode, 2018). Budgets are necessary to prudently 

handle scarce financial resources as well as at the same time function as methods of expense 

authorization, control as well as assessment base. Spending plans are important to small and 

medium-sized services because they give a progressive detail that allows the monitoring of the 

efficiency of firms (Soininen, Martikainen, Puumalainen & Kyläheiko, 2021). The success of 

organizations depends mostly on excellent budget plan preparation work as well as effective 

financial controls. Budgeting control is the establishment of budget plans associating with the 

responsibilities of executives to the needs of a plan as well as the continual comparisons of real 

with allocated results, either to protect by individual activity, the purposes of that plan or to supply 

a basis for its alteration (Isaac, Lawal & Okoli, 2018). The small, as well as medium-range 

businesses, are the backbone of any economy, their growth will significantly affect the growth of 

such an economic climate. Failing of lots of small businesses nowadays results from the truth that 

spending plans and also budgeting control which are the bedrock of any kind of successful 

company is weak or missing as reported (Urban & Naidoo, 2020). 

The budget details the resources offered and also the possible resources needed. The spending plan 

framework requires company tasks that are necessary to the health of the firm (Marginson & 

Ogden, 2018). The financial performances of SMEs are very important for the nationwide and also 

worldwide economic climate. Small and also medium-sized ventures are smaller sized in size using 

approximately 250 staff members. Especially, micro ventures have 1 to 9 employees, small 

ventures have 10-49 workers and also medium businesses have 50-250 employees, but they have 

been known for their payment towards advancement, generating value-added products and 

services, and also creating employment. The consistent and fast environmental changes faced by 

organizations today, particularly SMEs influence the business performance and also monitoring 

approaches (Abimbola, 2021). Due to the unpredictability dominating the business environment, 

administration, as well as investors, require to compete to survive. 

Performance is the high quality of results attained from firm tasks (Zhou, Li, Zhou & Su, 2019). 

Financial performance describes an entity's financial condition in a given time. Also, can be 

defined as the measure of how well a firm can utilize its resources to generate profits or achieve 

its collection financial purposes. Measures utilized to determine an organization's financial 

efficiency are divided into two; accountancy and also market-based procedures (McGuire, 

Sundgren & Schneeweis, 2020). Accounting measures are steps that are originated from 

computations while market-based measures are derived from the economic market where the 

organization's assets are traded. Different organizations measure their financial performance due 

to many reasons but the major and most usual is that to increase effectiveness as well as efficiency 

and also to enhance the high quality of the firm to deliver products as well as solutions so that they 

might preserve customer satisfaction. (Hunt, 2018) insisted that firms measure financial 

performance to determine success, to recognize it as well as when clients' requirements are 

satisfied, to better comprehend processes and also bottlenecks, to recognize waste, to find troubles 

as well as places of improvement. Regardless of the importance of SMEs in improving the lives 

of numerous people, a good number of the small and medium businesses stop working within the 

initial two years after beginning their operations whereby these failures can be credited to 

inadequate financing and budgeting. 
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Although around 1% of the world’s population resides in Germany, near to 50% of the worlds' 

leading SMEs firms are from Germany. The emphasis on production can be seen from the reality 

that Germany acquires 25% of its GDP from production. The German federal government has 

likewise played a crucial function in the advancement of this SME industry. They have not 

straightly conflicted this industry but rather, have played even more to ease their functions 

(Bergner, Bräutigam, Evers & Spengel, 2019). The tax obligation prices in Germany are 

reasonable for SMEs, which has added to these SMEs to accumulate the quantity of resources to 

end up being billion-dollar ventures. The German market is not focused on city locations only 

which means that there are employment opportunities in the rural areas also aids in guaranteeing 

that there is an equitable circulation of revenues and development all over the nation as well as 

lowering pressure on urban locations (Wiggins, Kirsten & Llambí, 2021). Additionally, the SMEs 

have produced a society of entrepreneurship, which makes Germany apart from the multinational 

business, there are lots of small to mid-level ventures that are very successful. 

2.0 LITERATURE REVIEW 

Germany has the second biggest exports in the world; this is impressive given the reality that 

Germany is a very first-world country with extremely high work costs (Simonazzi, Ginzburg & 

Nocella, 2020). The Germans pay charitable salaries to their employees and only make them work 

for 8 hours a day. The fact that Germany's exports are not as a result of the success of one firm or 

a handful of firms, instead there are several small and medium enterprises (SMEs) that are the 

factor behind this outstanding efficiency. Germany does have its share of brand-name 

multinationals; nonetheless, the real engine behind Germany's development is their small as well 

as medium business (Rugman, 2020). It might be surprising to lots of that nearly all German SMEs 

are not corporations which indicate that they produce a slim variety of products. Germany's firms 

must be export-oriented and also deriving 50% or more of its revenue from export sales and the 

firms must target international markets because they initially develop quality in a single item. Then 

they export the item around the globe and end up producing significant profits. This combination 

of emphasis and also globalization is distinct to the German SMEs and also has been the harbinger 

of their success (Simon, 2018). 

The students in Germany do not have a student debt problem issue like various other countries this 

is because SMEs fund the education of their employees as opposed to spending money on useless 

college degrees, the German SMEs spend a substantial quantity on the vocational training of their 

employees. These companies then utilize a system of paid and also unpaid internships to assist 

workers to learn on duty and perfect their skills. The education system in Germany is mostly 

focused as well as imparts the students with skills that are required to excel in their careers (Bosch 

& Charest, 2019). The German SMEs have ended up producing a whooping 1.5 million job 

opportunities annually; likewise, these SMEs have created a culture of entrepreneurship. Apart 

from the multinational’s companies, there are many small to mid-level German enterprises that are 

very successful which has caused many benefits including lowering stress on the urban areas and 

additionally many individuals can care for themselves, therefore, the state does not invest money 

on their well-being. The government has not directly hindered the SMEs but instead, it has shielded 

them through the imposition of affordable taxes making them collect more amount of funds as well 

as Germany has increased the tax obligation rates on people as well as big corporations (Ganbold, 

2021). 
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Germany's SMEs are the country's best drivers of technology, innovation and also are renowned 

throughout the world. Firms that want to maintain their competitive edge should go to the center 

of new growth. A study by (Rammer & Schubert 2018) shows that innovative SMEs will remain 

to drive the success behind the Made in Germany trademark. Given that they accept brand-new 

trends specifically digitization’s as well as they find ways of recruiting the competent labor they 

need, also in times of skills shortage, SMEs have every opportunity to remain successful in their 

chosen specialized niche markets. The federal government of Germany desires the SMEs to 

embrace new challenges and to continue being vibrant, solid as well as innovative (Breznitz & 

Cowhey, 2020). The SMEs concentrate on all kinds of different sectors and frequently develop 

close networks with one another. Some 44% of German businesses export their items or 

intermediate items to other markets for this reason contributing success in their economic climate. 

More than 42% of German SMEs brought an item or process advancement onto the market in 2014 

contrasted to the EU average of simply over 30%. 

Defined as businesses with as much as 250 employees and also the yearly turnover of as much as 

50 million Euros, SMEs make 99% of the business as well as 50% of the economy in the European 

Union. Small and medium-sized ventures are the engine of the German economic climate. 

According to (Schick, 2019) budgets must start with the forecasted amount of the existing finances 

and after that include or subtract increments to accommodate budget rises or reduce for the coming 

year. Budgetary planning is defined as the process of projecting future events, and also how tasks 

need to be dealt with based on established goals by an organization. In a study by (Gooneratne & 

Hoque, 2019) on the MAPs applied in Nepalese commercial financial institutions, utilizing an 

example of 367 employees, it was found that budgetary planning and also control influenced the 

efficiency of the financial institutions. The involvement of line managers in developing private 

sector budgets, the allocation or variance on various parameters in the budget plan, as well as the 

specification of every supervisor’s activity during the budgeting process, were important tasks that 

helped in realizing the organization's objective. 

In 2018, around 3.47 million German enterprises were identified as small and also medium-sized, 

making up 99.5% of the total variety of ventures with turnover from goods and services and 

employees. Germany SMEs created an annual turnover of approximately 2.40 billion in 2018, 

which represents 34.4% of the overall turnover of German ventures (Jeong, Heimpold, Yoon, Kim, 

Lindner & Han, 2018). Regarding 17.77 million employees subject to social insurance 

contributions were employed by SMEs in Germany in 2018, accounting for 57.6% of total 

employment-based on government-mandated insurance payments. At the end of 2018, some 

81.7% of all apprentices were educated by facilities with less than 500 workers; the export turnover 

of German SMEs amounted to approximately 213.8 billion audits for 15.9% of the total German 

export turnover. The financial efficiency of SMEs depends upon two determinants that include; 

company's particular internal elements as well as external factors. The company certain elements 

that affect the firm efficiency are asset quality, liquidity monitoring, development rate, company 

threat, asset tangibility, capital competence and leverage while the external elements include tax 

obligations, the nation's GDP, rates of interest, macroeconomic plan stability, political instability 

and inflation (Egbunike & Okerekeoti, 2018). 

The budget establishes an organization's level of success and additionally their present position; 

furthermore, it hinders the creativity and effectiveness of employees in an organization. The budget 

plan consisting of the development of a more official as well as the detailed budget process seems 



 

 

 

5 

 

 

Stratford Peer Reviewed Journals and Book Publishing  

Journal of Finance and Accounting  

Volume 5||Issue 2||Page 1-9||July||2021|  

Email: info@stratfordjournals.org ISSN: 2616-4965 

  

to have a stronger connection permanently performance in huge companies than in smaller sized 

firms (Merchant, 2020). Lots of people rely on this stating because they see it that individuals 

simply need to abide by every plan in the budget and so they cannot bring up their suggestion that 

could be of great benefit to the organization mainly as a result of the entity running an inflexible 

budget system. The cutting side innovative technologies have assisted these small as well as 

medium entrepreneurs to include considerable value to their items. The trade barriers have 

significantly minimized as various trade portals and also directories have simplified to establish 

contacts between purchasers and also vendors hence paved the way for the profession to take place 

(Combe, 2019). With strong support from the federal government, Germany SMEs field has 

excellent prospects to reveal exceptional development in the years to come 

Nevertheless, market experts, as well as financial experts, think that no matter this sensational 

growth rate, the possibility of Germany SMEs market has not been fully exploited. Micro small, 

as well as medium businesses around the world, are thought to fuel the economic advancement of 

a nation as well as breakthrough opportunities for fair development (Eniola & Entebang, 2019). 

The fundamental advantage of this sector is the provision of employment opportunities at a really 

low cost of resources. A lot of the large ventures are not economically effective to match the labor 

intensity of micro small and medium enterprises. Greater than 90% of the business in a lot of the 

countries belong to the group of micros, small or medium ventures and also use the bulk share of 

the employment opportunities and majority of the commercial as well as economic output (Saleh 

& Ndubisi, 2018). A research performed in India revealed that over 26 million enterprises are 

currently operating and also employing about 60 million people whereby they generate different 

industrial items which are textiles, furniture, equipment, wool, paper products, drinks, tobacco 

products, wool items, synthetic items, electronics devices, printing and a prominent number of 

services for both internal as well as the outside market. 

Making use of financial performance as a measure of a company's development is conventionally 

the most frequently exercised tool and also it is based on the concept of profitability which is just 

one of the significant measurable goals of a firm (Van Sang & Hong, 2021). Numerous financial 

performance indicators use evaluation as a standard in evaluating the firms' development like 

success, sales income, development and also effectiveness. The monetary ratios employed hereof 

are return on assets, return on sales, net profit margin, market share growth, return on investment 

and also adjustment in net income. The context in which firms establish the budget plan can be 

best described in the variation of the budget process, as an example, firm's size, and business 

structure and also diversification (Scherer, 2020). Firm size is considered among the contingent 

variables as well as budgeting literature has additionally focused on contrasting budget procedure 

variables as well as their use in huge enterprises to small enterprises. 

The formal procedure of budgeting in SMEs is by two aspects; an official process of budget 

planning and an official procedure of monetary control (Mulani, Chi & Yang, 2019). The degree 

of budgeting planning and monetary control procedures may have an optimistic result on business 

performance. Despite the tightness of budget goals if the objective has clarity as well as they are 

obtainable, it will certainly motivate staff members and thus a boosted financial performance will 

be noted in the organization. The budget plan objectives quality decreases the unnecessary 

bottlenecks and therefore uncertainty is lowered that boosts the companies' economic performance. 

A research study carried out by (Hussain, Sali & Karim, 2018) better exposed that the key factors 

impacting SMEs ' efficiency were the absence of sufficient budgeting abilities as well as 
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information asymmetry. (Olszak & Ziemba, 2021) revealed that the inadequate performance was 

a result of bad cooperation in budgeting procedure, absence of top monitoring experience and also 

poor skills on budget evaluations on SMEs. The budgeting in a lot of the SMEs is informal and 

also not systematic in some organizations while in others it is official that makes it challenging to 

know when the business is not doing well. 

3.0 METHODOLOGY 

A quantitative strategy was utilized in this research, where information was gathered from business 

owners of SMEs situated in Germany. Unfortunately, there is still limited information on the real 

number of SMEs signed up in Germany. The sample was taken only from the cities of Munich, 

Berlin and Stuttgart in Germany. These cities were selected as most of the SMEs lay there. The 

sampling method applied was convenience sampling where questionnaires were self-administered 

and sent to business owners. Business proprietors were the respondents of the survey, as a result 

of their know-how in answering questions relating to the budgeting process, and also financial 

performance of their SME. A total amount of 200 answered surveys were filled and returned to 

the researchers. The participants needed to answer, inquiries which incorporated gender, age, 

greatest credentials, business sector, income level, area of knowledge, as well as years of 

experience in running a business. 

4.0 RESEARCH FINDINGS AND CONCLUSION 

The study found that budgetary control integrates the organization’s strategic planning with 

budgets and processes of cost control. The budgetary control identifies the budgeting /financial 

skills required for better decision-making and identifies key financial indicators for the business 

and how and when to monitor them. The budgetary control identifies sources of financial and 

business data that provide insights into business and financial strategies when converted into 

budgets, budgetary control helps interpret budgets and performance measurements as 

communication tools and finally help to think pro-actively beyond budgeting and that budgetary 

control also economizes management time by using the management by exceptional principle. 

The study concluded that budgeting control has significant positive connections with the financial 

performance of SMEs in Germany because this economic situation is very reliable on SMEs, as 

they have contributed to both employment, and economic growth. The budgeting control has been 

found to have a considerable positive relationship with the financial performance of SMEs in 

Germany, the SMEs have to be given assistance in the form of training and advice to permit 

business owners to develop their budgeting control based upon the established goals set, while also 

considering the danger and uncertainty that they might encounter. Small and also medium-sized 

venture owners likewise require guidance in budgeting control, given that it has been found to 

have a favorable significant connection with the financial efficiency of German SMEs. 

The study also concluded that budgeting control is important to the financial performance of SMEs 

globally, and also in Germany. Extra support is needed by business owners to conduct the 

budgeting control. However, this can only be achieved through the training as well as assistance 

from the Government of Germany, financial institutions, and bookkeeping bodies by using proper 

plans, and laws. The adoption of the budgeting control will allow SMEs to boost their financial 

performance while improving contributions to the economic situation, and employment in 

Germany. Business owners ought to be provided with correct training on the significance of 
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budgeting control to make sure that they may proceed to thrive in the interior market as well as 

also for the external market with the help of the Germany Government, financial institutions, and 

also accountancy bodies. 

5.0 RECOMMENDATIONS 

The study recommended that SMEs in Germany should pay very close attention to the budget 

control procedure. The Federal government needs to proceed with the protection of the SMEs to 

promote income generation, financial development as well as enhance the task chances to the 

young generation. It is hoped that the Government of Germany will certainly help SMEs owners 

to much better manage their businesses by using sound budgeting control procedures since it 

provides a vital effect upon the financial performance of SMEs in Germany. Various other nations 

ought to emulate the German method of SMEs defense for them to be able to totally manipulate 

their potential in their citizens as well as completely utilize its resources, additionally to make 

everyone active in that particular economic climate, therefore, resolving joblessness problem in 

many nations. The German Federal government shall proceed with the technique of impacting 

trainees with the required skills and also subjecting them to the existing brand-new modern 

technologies to ensure that they might remain relevant in both internal as well as external markets. 
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