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Abstract: The current study investigates the impact of Budget Participation and Ethical Leadership on Budget Slack. 
Further, the study investigates how Locus of Control serves as a moderator. The study sample includes bankers working 
in the Egyptian banking sector. The study deployed an electronic survey. Of the 384 total distributed questionnaires 275 
were retrieved, with a response rate of 71.6%. The final sample for the statistical analysis was 251 questionnaires after 
all exclusions. For testing hypothesis about the relationship between the study variables simple and multiple regression 
models were adapted. The study results revealed a negative and significant impact of Ethical Leadership on Budget Slack, 
while Budget Participation was found to affect Budget Slack behaviour positively and significantly. Furthermore, our 
study revealed that Locus of Control partially and negatively moderating the correlation between Ethical Leadership and 
Budget slack. These findings contribute to the organizational behavior and management accounting literature, 
representing one of the first studies to examine this interdisciplinary relationship and confirm the moderating roles 
identified in African and Middle Eastern contexts. 
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1 Introduction 

Management control systems (MCS) has been a research interest recently as many studies concentrated on understanding 
their methodologies, and how managers and employees engage with them. This research builds on the influential work of 
Hopwood [1], Onsi [2], and Bruns and Waterhouse [3]. Budget control is a notable control mechanism [4]. Debates have 
arisen regarding the strictness and flexibility of this tool and the impact of variations in budget control design and 
implementation on managers, employees, and company performance. Managers and employees, who are held accountable 
for the company's success and profits, are primarily evaluated and rewarded based on these budgets, with their salaries, 
bonuses, and compensation being tied to meeting budget targets [5]. 

So, when the focus on budget goals is strong (indicating a strict control system relying on budget goals for evaluation), 
research has shown that managers and employees may attempt to protect themselves from market uncertainties by setting 
easily achievable targets, known as creating budget slack [2, 6-10], or engaging in practices that boost current performance 
while neglecting long-term planning for the company. These behaviors, identified as dysfunctional conduct, have the 
potential to cause harm to the organization in the long term [4, 11]. Managers engage in these practices by exploiting their 
power, status, and insider information to intentionally set lower-than-required targets, resulting in decreased profits, or 
by increasing expenditure targets to make the subsequent year easier [7, 12]. 

The literature on budget slack distinguishes between deliberate slack creation and actual budget slack [12]. Results are 
conflicting on the effects of slack, both positive and negative, on organizations [13]. Many studies have examined factors 
contributing to budget slack, such as budget participation [14-19], budget emphasis [12, 18, 20, 21], environmental 
uncertainty [10, 13], and leadership style [22-24]. Despite being well established, this area of research remains a highly 
debated topic in management accounting (MA) and organizational analysis [25]. 

The debate surrounding budget slack centers on the connection between the budget as a tool or procedure and how it 
influences people's attitudes and actions, which can also influence the budget in return. Research has focused on both the 
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impact of budgets on people [3, 22, 26, 27] and the impact of people on budget preparation and implementation [6, 8, 18, 
19, 28-30]. This relationship is established through the correlation between attitudes and behaviors [22]. For instance, 
some studies have looked at how individuals' attitudes towards the budget or budget preparation process affects behaviors 
such as budget slack or other manipulative behaviors [2, 6, 8, 22, 28]. 

Studies on budget preparation or execution approaches by individuals or managers have covered various areas such as 
personality traits and leadership styles [22]. Prior research has examined the impact of locus of control on the association 
between budget participation and performance [31-33]. Furthermore, different leadership styles have been examined for 
their impact on budgetary planning, manipulation, and implementation [22, 26, 27, 31, 32]. However, findings from these 
studies have been inconsistent and contradictory [22]. 

Most academic research on management control systems and budget slack has been conducted in either Western or Asian 
contexts, with relatively little attention paid to African environments such as Egypt [34-36]. Furthermore, there is a lack 
of research examining how Locus of Control moderates the association between budget participation, ethical leadership, 
and budget slack. This research gap highlights the need for a more comprehensive investigation into Egyptian bankers' 
budgetary intentions and practices, and to improve our understanding of budget slack creation given the conflicting 
viewpoints in the literature. Consequently, our primary research questions are as follows: (1) How does ethical leadership 
and budget participation impact actual budget slack behavior? (2) How does Locus of Control impact budget slack? (3) 
Does Locus of Control moderate the relationship between ethical leadership and budget slack? 

The article is structured to follow a conventional format of empirical research. In Section 2, an exhaustive review of the 
relevant literature on Ethical leadership, Budget participation, Budget slack, and Locus of control is undertaken to provide 
the basis for the study hypotheses. Section 3 provides a comprehensive explanation of the methods and procedures utilized 
in the study to ensure methodological rigor and validity. The presentation and discussion of the results are reported in 
Section 4. Lastly, Section 5 offers a critical reflection on the findings, acknowledges the limitations of the study, and 
provides recommendations for future research directions. 

2 Literature review and hypotheses development 

2.1 Ethical Leadership and Budget Slack 

Budget slack is a technique employed by organizations to incorporate surplus resources during the planning stage, making 
it easier to achieve objectives [6]. This tendency to allocate excess resources during the planning phase arises from the 
need for managers and employees to align their motivations and goals, especially in the context of performance reviews. 
The presence of a high budget focus during employee evaluations often leads to the generation of slack by employees, 
particularly those involved in the budget formulation process [7, 17, 18, 30, 37]. The phenomenon of budget slack has 
been studied extensively in the literature, with leadership style identified as a potential influencing factor by several 
researchers [22-24]. This research adds to the current body of literature by examining budget slack in a distinct context. 

The emergence of various ethical problems such as theft, corruption, and fraud has led to a need for ethical leadership in 
business organizations. These issues have caused significant financial losses for organizations each year and have 
contributed to other administrative and ethical failures. To achieve long-term success and sustainability, organizations 
must prioritize ethics and integrity as the core values of leadership [22]. Effective leadership is characterized by virtuous 
ethics and integrity. Ethical leaders are impartial and exhibit ethical behavior in their dealings with subordinates [30]. 
They are attentive to the desires of their subordinates and fairly defend their rights. Ethical leadership aims to coordinate 
ethical values and behaviors to enhance performance. Socially responsible influencing of a group's activities to achieve 
goals is the definition of ethical leadership from a social influence perspective. 

Prior research has emphasized the significance of effective ethical leadership in managing crises and handling ethical 
problems in a dynamic and uncertain environment. Ethical leadership can be described as displaying appropriate moral 
conduct by means of personal behavior and social interactions, as well as endorsing such behavior in employees through 
methods like reinforcement, open dialogue, and informed decision-making [37]. Ethical leadership has numerous 
favourable consequences, as an example enhancing organizational citizenship behavior, ethical identity, organizational 
commitment, and job satisfaction, decreasing unethical behaviors, and facilitating ethical decision-making, stimulating 
enthusiasm for work, and strengthening the self-motivation of subordinates [23, 29, 30]. 

According to Brown, et al. [38], ethical leadership includes three main styles. Two of them namely the participative and 
democratic leadership styles are viewed as ethical models, while the autocratic approach lacks ethical behaviour. Because 
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ethical leadership is participatory, leaders may share their power to stimulate their employees. As a result, inspiration is 
a causal element for improved performance [39, 40]. Hence, companies emphasise ethical leadership as crucial in 
upholding ethical values and principles which in return is expected to improve employee performance [41]. 

Earlier research has examined the impact of leadership style on employee conduct, with certain studies discovering a 
notable connection between perceived leadership style and employee behavior [42]. Social exchange theory suggests that 
frequent interaction between managers and subordinates can enhance creativity among followers [43]. Furthermore, 
various scholars have highlighted the significance of Ethical Leadership, arguing that individuals who prioritize ethical 
conduct are more driven than those who are solely motivated by financial or social rewards. These investigations offer 
valuable information on the influence of leadership style on employee behavior, underscoring the importance of Ethical 
Leadership in enhancing employee motivation. When employees perceive that their managers value their work, they are 
more likely to be inspired and motivated to assist others, which can lead to enhanced creativity and proactive behavior 
[44-47]. 

Many business studies have established that an Ethical leadership leads to a variety of ethical and desirable activities in 
many contexts and settings [48-50]. For example, it is reported that such leadership exists improves organisational 
performance [51]. Similarly, Alkhadra, et al. [40] and Ilyas, et al. [52] found that organizational performance and CSR 
are improved with the presence of ethical leader. Moreover, Hanaysha, et al. [53] found that employee creativity and 
organisational citizenship behaviour are affected positively by ethical leadership. This study will be guided by social 
exchange theory and empirical research; thus, the study will formulate the following hypothesis: 

H1: “A significant inverse correlation exists between Ethical Leadership and the occurrence of Budget Slack.” 

2.2 Budget Participation and Budget Slack 

Budget slack remains a highly debated and unresolved topic in the MA literature, with numerous factors and incentives 
influencing its development. Among these influences are budget participation, information asymmetry, budget emphasis, 
environmental uncertainty, leadership style, and several others. These factors have been extensively studied and 
documented in various sources, including references [12-24, 28, 35, 54, 55]. 

The current research extends the budget slack literature through concentrating on the impact of participation of employees 
in the process of preparation and how it increases or decreases the slack. Budget participation involves the process in 
which subordinates develop plans for the upcoming year with the requirement that such plans impact the proposed 
objectives [56]. However, the budget may not necessarily reflect the organizational needs precisely, as the plan itself may 
contain some manipulations. Although earlier research on budget slack has recognized budget participation as a critical 
factor that impacts its creation [11, 14-18, 24, 57], the extensive attention given to this factor necessitates a more unified 
consensus on how it affects the generation of slack.  

The existing literature on the association between budget participation and slack has produced mixed results. Some studies 
have suggested that participation leads to a significant reduction in budget slack [e.g., 2, 6, 12, 14, 18, 19], while others 
have found that it results in a substantial increase in budget slack [e.g., 7, 17, 28, 37]. Moreover, a few studies have 
reported negligible associations between the two [15, 24]. To explain these inconsistent findings, the literature has 
suggested several factors, including the application of the agency model [28], contingency theory [9, 29], organizational 
strategy and goal clarity before budget preparation [4], as well as information asymmetry and market uncertainties [10, 
20, 56, 57]. Consequently, this study proposes a non-directed hypothesis. 

H2: “There is a significant correlation between participation in budgeting and the presence of Budget Slack”. 
2.3 Locus of Control Impact on the Budget Slack. 

Locus of control is a personality trait that characterizes an individual's belief in their capacity to impact their actions, 
undertakings, and surroundings [51]. Locus of control refers to how individuals perceive and interpret The relationship 
between what they do and the consequences  that result from their actions. An external locus of control is exhibited by 
individuals who attribute the consequences of their behavior to external factors beyond their control, such as luck or 
chance. On the other hand, individuals who attribute the outcomes of their behavior to their own abilities, intelligence, 
and capabilities are described as having an internal locus of control. 

 Since locus of control inception by Rotter in 1954, it has been extensively studied in a range of fields, including business 
and accounting research [e.g., 18, 32, 50, 58]. According to Rotter [59], Locus of control is associated with the sense of 
power and ability to govern or not govern one's activities and environment. Studies have demonstrated that Locus of 
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control influences ethical behavior among financial sector managers in South Africa [60]. Rotter developed a scale that 
allows individuals to evaluate their perception of control over their actions, outcomes, and environment (internal Locus). 
Conversely, individuals who have little or no perception of control over their surroundings and the consequences of their 
actions characterize the opposite end of the scale [50]. 

The concept of Locus of control has been extensively studied in the literature, tracing back to Rotter's initial work [61-
63]. Studies have shown that an individual's perception of control over their environment and actions can impact their 
behavior. Those who perceive an external Locus tend to be less active and believe in fate, while those who perceive an 
internal Locus tend to be more organized and action-oriented in pursuing their goals [62]. Additionally, research has 
highlighted the association between Locus of control and ethical behavior, with individuals perceiving an internal Locus 
exhibiting more ethical behavior and assessing the ethicality of their actions [31, 61, 63, 64]. This is because they believe 
that their actions can influence outcomes and society, motivating them to act more ethically [60, 65]. 

The impact of Locus of control on budget processes and Budget Slack has been explored in previous studies, but the 
results have been mixed. Some studies found that individuals with an external Locus had a negative association with 
budgets due to feeling they have no control over market uncertainties and outcomes [e.g., 31, 32]. Other studies found 
that those with an internal Locus perception tend to participate positively in budget planning and have a favorable attitude 
towards targets and the budgeting process [22, 66]. Meanwhile, Barus [18], Wilanda and Nengzih [19], and Leach-Lopez, 
et al. [67] found that employees may engage in Budget Slack under pressure, particularly if they have an external Locus 
perception, suggesting that an external Locus contributes positively on creating genuine Budget Slack. Therefore, the 
following hypothesis is proposed:  

H3: "Locus of control has a significant adverse effect on Budget Slack." 

2.4 Ethical Leadership and Budget Slack: Locus of Control moderating role 

Numerous studies have suggested that locus of control and ethical behavior are positively associated [31, 60, 63, 68, 69, 
70, 72]. For instance, Miller and Toulouse [71] found that locus of control and effective leadership are positively 
associated, while Detert et al. [73] suggested that employees who perceive internal locus are more likely to understand 
the impact of their actions. Chiu [74] and other studies have found that those with high Locus exhibit greater ethical 
leadership by being accountable for the outcomes of their actions. In addition, Locus of control was found to impact 
ethical behavior among managers in the financial sector in South Africa [60]. These findings support the argument that 
individuals with high Locus are more likely to consider the consequences of their actions on ethical behavior [64]. 

There has been a significant amount of research exploring the relationship between Locus of control, budget processes, 
and Budget Slack. The existing studies indicate that an internal Locus has a negative impact on Budget Slack. Brownell 
[31] and Brownell [32] first reported that individuals with an external Locus reacted unfavorably to budgets in general. 
Previous studies supported the idea that individuals with an internal Locus are more likely to have a positive attitude 
towards budget preparation and targets [22, 66]. Similarly, research by Barus [18], Wilanda and Nengzih [19], and Leach-
Lopez et al. [67] found that those with an external Locus tend to engage in Budget Slack. Building on these findings, we 
propose the following hypothesis:  

H4: “The relationship between Ethical Leadership and Budget Slack is moderated by Locus of Control” 
The conceptual framework of the study is presented in Figure 1. It illustrates the association between Budget participation, 
Ethical Leadership, and Budget Slack, while taking into account Locus of Control moderating effect.  

3 Research methodology 

3.1 Variables and measurement    

The study includes the following variables classified into three categories:  

(1) Independent Variables: Ethical Leadership and Budget participation  

(2) Moderating Variable: Locus of Control  

(3) Dependent Variable: Budget Slack 

The measurement of these variables and details regarding the sample and population information, analytical 
methodologies, and reliability tools will be discussed in the following sections. 
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Fig. 1: Conceptual Framework 

The study employed a questionnaire based on self-reporting to measure respondents' impressions of Ethical Leadership 
(EL), Budget Participation (BP), Budget Slack (BS), and Locus of Control (LOC). The survey consisted of two sections. 
The first section focused on demographic and functional factors such as gender, age, level of education, field of 
specialization in education, years of experience, and ownership of the bank. The second section evaluated the study 
variables, including Ethical Leadership (EL) measured by a 10-item scale developed by [38], Budget Participation (BP) 
evaluated using a 6-item scale developed by Kren [10], Locus of Control (LOC) measured by a 12-item scale developed 
by Duffy, et al. [75], and Budget Slack (BS) assessed using a 6-item scale developed by Dunk [12]. Respondents used a 
five-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree) to rate their level of agreement. The 
questionnaire underwent pre-testing to ensure the reliability and validity of the instrument, and an amended version of 
the survey was created based on the results. An Arabic version of the scale was created using the back-translation method. 
The scale's validity was confirmed through necessary analyses to obtain the required data. 

3.2 Population, Sampling and Data Collection 

As reported by the Central Bank of Egypt, there were 37 registered and authorized banks operating until January 2019[76]. 
These banks fall into the categories of government, Egyptian private, and foreign private banks. The research included 
all customer service representatives, bankers, and others who work in the banking industry and had a target to be achieved. 
However, the exact number of employees with this characteristic could not be determined, so a sample size of 384 bankers 
was selected. This sample size was considered sufficient regardless of the total study population [77]. 

The study was conducted using an electronic survey and out of the 384 questionnaires distributed, 275 were returned with 
a response rate of 71.6%. After exclusion, the final sample for statistical analysis was 251 questionnaires. The sample 
descriptive analysis is presented in Table 1 and includes demographic and functional dimensions. 

Table 1: Descriptive statistics for nominal (categorised) variables. 
Features Category Number % 
Gender: Male 150 59.7 

Female 101 40.3 
Total 251 100% 
Age: 20-30 136 54 

30-40 74 29.5 
40 – 50 27 11 
50 or above 14 5.5 

Total 251 100% 
Educational Specialisation: Accounting  189 75.3 

Business Administration  38 15.1 
Other 24 9.6 

Total 251 100% 
Education:  BSC 178 71 

PG Diploma 26 10.3 
MSc  30 12 

Budget Slack 

Ethical 
Leadership style 

Budget 
Participation 

Locus of control 
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PhD  17 6.7 
Total 251 100% 
Years of Experience: 
 
 

< 10 years 160 63.7 
From 10 to 20 years 64 25.5 
More than 20 years 27 10.8 

Total 251 100% 
Bank ownership  Governmental 144 57.4 

Private 75 30 
Foreign 32 12.6 

Total  251 100% 

The table above presents the descriptive statistics for nominal variables. As shown, 59.7% of the participants were male 
and 40.3% were female. Age was divided into four categories: 20-30, 30-40, 40-50, and 50 and above, with proportions 
of 54%, 29.5%, 11%, and 5.5%, respectively. The highest ratio among educational specializations was for accounting. 
Education level was divided into four categories: bachelor, postgraduate diploma, master, and PhD, with proportions of 
71%, 10.3%, 12%, and 6.7%, respectively. Experience was categorized into three groups: less than 10 years (63.7%), 10-
20 years (25.5%), and 20 years or more (10.8%). Finally, the type of bank was the last nominal variable, with 57.4% of 
respondents working in government banks, 30% in private banks, and 12.6% in foreign banks. 

3.3 Validity and Reliability  

To test the reliability of the study, Cronbach Alpha was utilized, and the validity of the research variables was assessed 
by calculating the square root of the Alpha coefficient (R2). Table 2 displays the outcomes of this analysis. 

Table 2: Study Variables Reliability and Validity 
No. Variables Items Alpha Alpha R2 
1 Ethical Leadership. 10 0.844 0.918 
2 Budget participation. 6 0.852 0.923 
3 Locus of Control. 12 0.728 0.853 
4 Budget Slack. 6 0.757 0.870 

From the data presented in Table 2, it can be observed that the research variables' reliability and validity coefficients are 
significantly high. The lowest reliability coefficient recorded was 0.728 for Locus of Control, which is still within the 
acceptable range. Furthermore, all the research variables demonstrated high validity coefficients, with the lowest 
coefficient being 0.853 for Locus of Control. Therefore, it can be inferred that there is a high level of confidence in the 
validity of all the research variables. These results indicate that the research instrument used was a reliable and valid tool 
for conducting the study, with good internal consistency among the items used. 

3.4 Data analytical strategy 

The data was analyzed using SPSS ver.25. The following procedures were also utilized as methods: 

• Descriptive statistical (i.e., ratios, means, SDs, and correlation coefficients). 

• For testing hypothesis about the relationship between the study variables simple and multiple regression models were 
adapted.  

4 Analysis and Discussion 

4.1 Initial Indicators 

Table 3 provides an overview of the variables and their correlations in the study. These preliminary indicators are helpful 
in understanding the relationships between the variables Prior to presenting the main analysis. Pearson Correlation 
analysis was used to examine the association between the variables. The results revealed a significant and negative 
correlation among budget participation, ethical leadership, and budget slack. On the other hand, there was a positive 
correlation between Ethical Leadership and Locus of Control. Budget Participation showed a significant and positive 
relationship with Budget Slack but a negative association with Locus of Control. Finally, Locus of Control had a negative 
correlation with Budget Slack. 

Table 3: Correlations and descriptive statistics 
No. Variables Mean Std. deviation (EL) (BP) (LOC) (BS) 
1 Ethical Leadership (EL) 3.159 0.719 1    
2 Budget participation (BP) 3.776 0.769 -0.164** 1   
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3 Locus of Control (LOC) 3.045 0.567 0.241** -0.315** 1  
4 Budget Slack (BS) 3.374 0.539 -0.397** 0.414** -0.375** 1 
Notes: ** P<0.01   * P<0.05  

4.2 Hypotheses Testing 

This section focuses on the testing of the research hypotheses as follows: 

4.2.1 First hypothesis testing: 

The first hypothesis was assessed through conducting a simple regression analysis as presented below in Table 4: 

Table 4: The impact of Ethical Leadership on Budget Slack”. 
Predictor Coefficient T. Value Sig. 
Constant 4.043 39.352 0.000** 
EL -0.212 -6.835 0.000** 
R2 .158 
Adjusted R2 .155 
F.value 46.731 0.000** 
Notes: ** P<0.01  

 Results in table (4) reveal that: there is a significant and negative impact of the independent variable Ethical leadership 
(EL) on the Budget Slack (BS), as the regression coefficient were -0.212 at the level of significant p.value < 0.01. 
Furthermore, it has an F-value of 46.731; at p.value < 0.01, this result demonstrates the model’s significance. Besides 
that, the Adjusted R2 was 0.155, confirming that Ethical leadership (EL) could explain 15.5% of the variances in the 
Budget Slack (BS). According to the above results, the first study hypothesis can be accepted. 

These results align with previous research on ethical leadership and its association with virtuous and desirable behaviours 
[48, 78]. Specifically, the current results support the notion that ethical leadership in an organization reduces the likelihood 
of manipulating budget figures and reducing budget slack [48-50]. This can be seen as a reflection of an ethical character 
leading to ethical and justified actions [40, 52, 53]. The results show that the perception of ethical leadership in a leader 
result in reduced budget slack. 

4.2.2 Second hypothesis testing: 

The second hypothesis was tested through conducting a simple regression analysis as shown below in Table 5: 

Table 5: The impact of budget participation on Budget Slack 
Predictor Coefficient T. Value Sig. 
Constant 2.382 16.818 0.000** 
BP 0.263 7.183 0.000** 
R2 .172 
Adjusted R2 .168 
F.value 51.597 0.000** 
Notes: ** P<0.01 

Results in table (5) reveal that: there is a significant and positive impact of the independent variable Budget Participation 
(BP) on the Budget Slack (BS), as the regression coefficient were 0.263 at the level of significant p.value < 0.01. 
Furthermore, it has an F-value of 51.597; at p.value < 0.01, this result demonstrates the model’s significance. Besides 
that, the Adjusted R2 was 0.168, confirming that Budget Participation (BP) could explain 16.8% of the variances in the 
Budget Slack (BS). According to the above results, the second study hypothesis can be accepted. 

From the previous results, the second study hypothesis is confirmed. The findings show that budget participation has a 
positive effect on Budget slack, contradicting previous research that claimed it decreases Budget slack [e.g., 2, 6, 12, 14, 
18, 19], but supporting other studies that found a significant increase in Budget slack when budget participation increases 
[e.g., 7, 9, 17, 28, 29, 37, 56]. These results suggest that some subordinates view participation as a chance to advance 
their own interests, mitigate risks, and relax in achieving the targets. 

4.2.3 Third hypothesis testing: 

The third hypothesis was tested through conducting a simple regression analysis as shown in Table 6. 

Table 6: The relationship between Locus of Control and Budget Slack. 
Predictor coefficient T. Value Sig. 
Constant 4.363 27.585 0.000** 
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LOC -0.325 -6.378 0.000** 
R2 .140 
Adjusted R2 .137 
F.value 40.685 0.000** 
Notes: ** P<0.01 

Results in table (6) reveal that: there is a significant and negative impact of the independent variable Locus of Control 
(LOC) on the Budget Slack (BS), as the regression coefficient were -0.325 at the level of significant p.value < 0.01. 
Furthermore, it has an F-value of 40.685; at p.value < 0.01, this result demonstrates the model’s significance. Besides 
that, the Adjusted R2 was 0.137, confirming Locus of Control (LOC) could explain 13.7% of the variances in the Budget 
Slack (BS).  

Based on the presented findings, the third hypothesis can be accepted. These outcomes align with numerous investigations 
in the literature that have focused on Locus of Control. Individuals who possess an internal Locus are inclined to behave 
more ethically in general and weigh the ethicality of their actions [31, 61, 63, 64, 79, 80], ultimately leading to a lower 
tendency to create Budget Slack [31, 32]. Additionally, the obtained results are consistent with other studies that have 
examined the influence of external Locus [18, 19]. The interpretation of the aforementioned results is associated with 
having an internal Locus. As the internal Locus increases, there is a stronger inclination towards ethical behavior and a 
reduction in the creation of slack. 

4.2.4 Fourth hypothesis testing: 

The fourth hypothesis was tested through conducting a multiple regression analysis, which included Ethical Leadership 
(EL), Locus of Control (LOC), and the interaction variable (EL*LOC) as predictors. The regression coefficients obtained 
from the model were then compared with those of the first hypothesis to identify any differences between the two models. 
The findings are presented in Tables 7 and 8 below. 

Table 7: Ethical Leadership and Budget Slack: locus of control as a moderator 
Predictor coefficient T. Value Sig. 
Constant 4.701 28.662 0.000** 
 EL -0.174 -5.706 0.000** 
LOC -0.256 -5.078 0.000** 
The Interaction (EL*LOC) 0.003 0.092 0.927 
R2 .241 
Adjusted R2 .231 
F.value 26.082 0.000** 
Notes: ** P<0.01 

The presented data in the above table reveals that Ethical Leadership (EL) and Locus of Control (LOC) have a significant 
negative impact on Budget Slack (BS), while the Interaction (EL*LOC) variable has a small, insignificant positive effect 
on Budget Slack. The independent variables account for 23.1% of the variation in Budget Slack (BS), as indicated by the 
R2 value. Additionally, the F-value of 26.082 is significant at p.value < 0.01, thus demonstrating the model's significance. 

Table 8 below provides a comparison of regression models prior to and subsequent to the inclusion of the moderator 
variable. 

Table 8: The effect of the moderator both before and after its introduction. 
Dependent 
Variable 

Independent Variables Stage 1 
Before Moderator 

Stage 2 
After Moderator 

β t. value sig  β t. value sig  

 
BS 
 

EL -0.212 -6.835 .000** -0.174 -5.706 .000** 
LOC ----- ----- ----- -0.256 -5.078 0.000**  
The Interaction (EL*LOC) ----- ----- ----- 0.003 0.092 0.927 
R2  .158 .241 
Adjusted R2 .155 .231 
F.value 46.713 26.082 
(Sig) .000** .000** 

Notes: ** P<0.01 

The outcomes of a two-stage regression analysis are presented in Table 8. In Stage 1, the results indicate a significant 
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negative effect of Ethical Leadership (EL) on Budget Slack, with an F-value of 46.713 that is significant at p <0.01, an 
Adjusted R2 of 0.155, and a regression coefficient of -0.212. In Stage 2, Locus of Control (LOC) and the interaction 
between Ethical Leadership (EL) and Locus of Control (EL*LOC) were introduced as predictors, in addition to Ethical 
Leadership (EL). As a result, there was an increase in Adjusted R2 to 0.231, and a decrease in the F-value to 26.082 and 
the (B) value to -0.174, all of which were statistically significant at a p-value of less than 0.01.The insertion of the 
moderator decreased the significance of Ethical Leadership (EL) in Stage 1, while still maintaining its significance, 
indicating a partial moderating role of Locus of Control in the relationship between Ethical Leadership (EL) and Budget 
Slack. As highlighted in the hypothesis section, further research is needed in this area to fully comprehend the moderating 
role. The findings contribute to the current literature by providing novel insights into the role of Locus of Control (LOC) 
in moderating the association between Ethical Leadership (EL) and Budget Slack (BS), and the factors that influence this 
relationship. 

5 Concluding remarks 

The aim of this study was to investigate the association between Budget Participation and Ethical Leadership on Budget 
Slack, with the moderating role of Locus of Control. The results revealed that Ethical Leadership had a negative effect on 
Budget Slack, while Budget Participation had a positive effect [22, 23, 49]. These findings support and build upon prior 
research on the association between Ethical Leadership and ethical behaviors that prevent Budget Slack creation, as well 
as research on the connection between Budget Participation and Budget Slack [e.g. 7, 17, 28, 29, 37]. 

The study revealed significant findings on Locus of Control moderating role in the association between Ethical Leadership 
and Budget Slack. The results showed that Locus of Control played a significant moderating role, with external or internal 
Locus having a notable impact. These findings contribute novel insights to the fields of Management Accounting and 
Organizational Behavior [22, 23]. Additionally, previous research has not demonstrated that Ethical Leadership can affect 
an individual's Locus of Control. Prior literature has shown a negative relationship between internal Locus and Budget 
Slack [18, 19, 22, 31, 32, 66, 67]. However, limited research has investigated the moderating role of Locus of Control in 
this relationship. Thus, the present study provides new evidence that enriches the understanding of the partial moderating 
role of Locus of Control in the Ethical Leadership and Budget Slack relationship. 

In terms of methodology, incorporating moderation into our model to examine the mechanisms and circumstances that 
affect the relationship between independent variables and the dependent variable is a contribution to the literature. 
Although a clearer understanding of the direct relationship between the variables is needed to fully comprehend the 
underlying mechanisms and conditions, adding moderation has improved our understanding of the factors that either 
strengthen or weaken the relationship. 

The present study has several limitations that should be considered when interpreting the findings. Firstly, the primary 
method used to gather data on employees' perceptions of their leaders, budget decisions, and intentions was a self-reported 
survey, which may introduce some biases. Secondly, the study utilized a cross-sectional design, and data collection 
occurred concurrently. To overcome this limitation, future research could adopt a longitudinal approach. Thirdly, a case 
study methodology with detailed interviews and qualitative analysis may be useful methodology to get deeper information 
about the slack reasons and how to reduce such behaviour.  Lastly, the results are specific to the banking sector in Egypt 
and may not be generalizable to other business sectors in the region. 

Although the current study has addressed some gaps in the literature, there is still more work to be done in several areas. 
As a suggestion for future research, we propose exploring the relationship between servant leadership, budget 
participation, budget slack, and the mediating effect of leader-member exchange (LMX). Additionally, we suggest 
investigating the association between servant leadership [81], budget participation, budget slack, and the impact of moral 
identity. Lastly, it's possible that servant leadership may have different effects on budget slack depending on whether 
budget targets are the primary control mechanism or if there is uncertainty in the environment. Further investigation is 
necessary in this regard. 
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