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Abstract— Procurement budgeting plays a critical role in
ensuring efficient allocation of financial resources and smooth

operational functioning within organizations. However,
inaccuracies in  procurement  budgeting—specifically
overestimation and underestimation—pose significant

financial and operational challenges. This study examines
these challenges in the context of industrial supply firms, with
particular reference to Sai Electrical Corporation. The
research identifies that overestimation leads to idle funds,
increased inventory carrying costs, and inefficient capital
utilization, while underestimation results in stock shortages,
emergency procurement costs, and operational delays. The
study adopts a mixed-method approach using both qualitative
and quantitative data analysis, including budget variance
analysis and structured questionnaires. Findings suggest that
adoption of data-driven forecasting, ERP systems, supplier
collaboration, and continuous budget monitoring significantly
reduces estimation errors. The study contributes to
procurement literature by focusing specifically on budgeting
inaccuracies and provides actionable recommendations for

improving procurement efficiency and financial stability.

Keywords—Budget variance analysis, Cost estimation
errors, Procurement budgeting, Resource allocation
efficiency, Supply chain volatility

I. INTRODUCTION

Procurement is a fundamental function in organizations,
ensuring the availability of materials, equipment, and
services necessary for operational continuity. Procurement
budgeting serves as a financial blueprint that aligns
organizational needs with available resources. However,
inaccuracies in procurement budgeting—particularly
overestimation and underestimation—have emerged as
critical challenges in modern business environments.
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Overestimation occurs when the allocated budget
exceeds actual procurement requirements, resulting in idle
funds, excess inventory, and reduced financial efficiency.
On the other hand, underestimation arises when the
allocated budget falls short of actual needs, leading to stock
shortages, project delays, and increased emergency
procurement costs.

In industries dealing with volatile commodities such as
metals and electrical components, these challenges are
further intensified due to price fluctuations and supply
chain uncertainties. Despite the importance of procurement
budgeting, existing research has largely focused on general
budgeting practices, leaving a gap in procurement-specific
analysis.

This study aims to bridge this gap by analyzing
procurement budgeting challenges and their implications in
a real-world industrial context.

Statement of the Problem

Organizations frequently face issues related to inaccurate
procurement budgeting, leading to inefficiencies in
financial management and operational performance.
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e Overestimation results in idle capital, increased
storage costs, and reduced liquidity

e Underestimation leads to shortages, delays, and higher
emergency procurement costs

There is a lack of focused research on procurement-
specific budgeting errors in private industrial firms, making
it necessary to explore this issue in detail.

Objectives of the Study

e To examine the frequency and causes of differences
between budgeted and actual procurement costs in the
organization.

e To analyze the effect of commodity price fluctuations
on procurement budgeting accuracy and forecasting
reliability.

e To evaluate supplier performance based on key
factors such as pricing, delivery time, and quality, and
its impact on procurement efficiency.

e To identify whether overestimation or
underestimation is more prevalent and assess their
impact on organizational operations.

e To study the operational and financial consequences
of procurement budgeting inaccuracies, including
delays, cost overruns, and inefficiencies.
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II. LITERATURE REVIEW

1. Stevcevska Srbinoska, D., etal. (2023). “Why Budgeting
in Small and Medium Enterprises Matters?”

The authors examine the budgeting practice in SMEs
and identify main constraining factors about the
effectiveness of budgeting (i.e. no formal budgeting, poor
controls, limited forecasting). They find that SMEs that
consider budgeting an integral part of performance
management, have improved financial outcomes. The
authors conclude that building educational capacity,
establishing formal budgetary controls and creating a
budgeting culture are vital to SMEs' success in budgeting.

Paradigm
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2. Sureka, R., Kumar, S., Mukherjee, D., & Theodoraki, C.
(2023). “What restricts SMEs from adopting sophisticated
capital budgeting practices?”

That study reviews the barriers to SMEs using more
advanced budgeting and forecasting processes (i.e. scenario
modelling, analytics). It finds the central barriers are a lack
of decision maker knowledge, complexity and method and
lack of technology infrastructure. The authors conclude that
if SMEs do not address the internal capability issue of the
above barriers, then they will continue to have problems
reducing budgeting errors (both over and under estimating).
IDEAS/RePEc

3. Waci, J. M., Wang ombe Kariuki, P., & Mwirigi, P. M.
(2024). “Procurement practices and value for money in
State Corporations in Kenya.”

The research involved procurement planning, supplier
sourcing, supplies management and e-procurement in the
State Corporations in Kenya. The study indicates that
greater procurement planning and supplier management
correlates with greater value for money. While the findings
were not based solely on budgeting variances, in part, they
recommend spending closer to or spending on target
through better upstream planning and stronger supplier
participation in solicitation. They recommended improved
planning process, e-procurement tools and stronger supplier
participation. PMC

4. Bhattacharjee, P. (2022). “Planning, Budgeting and
Forecasting Primer for 2022 (Gartner Research,).

A report of practitioner interest discusses that with
inflation and supply chain disruption, static, equation-based
budgets provide limited foresight. The report stresses on
agile planning, forecasting and scenario modelling as
necessary. Implicit in the conclusion is the need to develop
rolling budgets and predictive analytics, which anticipate
estimation risks in procurement budgeting .Gartner

5. Strategic Budgeting and Budgeting Evaluation Effects on
China’s Manufacturing Companies’ Performance (2024).

This research examines budgeting planning, evaluation
and slack (i.e., intentional over-or under-estimation) in
Chinese manufacturing organisations. It finds that
employees'/managers' participation in budgeting process
and evaluation mechanisms significantly reduce slack, and
thereby reduce deviations in budgeting. The research
highlights the importance of process governance and
stakeholder engagement to effect variance in m budgets.


https://sciendo.com/article/10.2478/tjeb-2023-0006?utm_source=chatgpt.com
https://ideas.repec.org/a/kap/sbusec/v60y2023i1d10.1007_s11187-022-00648-z.html?utm_source=chatgpt.com
https://www.gartner.com/en/documents/4009651?utm_source=chatgpt.com
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The Emergence of Overestimation and Underestimation of
Procurement Budgeting

Procurement budgeting has become an important part of
financial and operational planning in contemporary
organizations. Companies are competing in environments
where resources are constrained, and the value of
forecasting procurement needs accurately has taken on
greater importance. These changes in the modern business
environment have resulted in two repeating procurement
budgeting problems: overestimation of the procurement
budget and underestimation of the procurement budget.
Each procurement budgeting problem has significant
implications for efficiency, profitability, and trust in the
organization.

Overestimation in the procurement budget develops as a
result of management choosing a risk-averse strategy. In
many organizations, procurement officers budget more than
they really need to avoid potential shortages of materials
and supplies. While this strategy does minimize the risk of
shortages, it usually results in too much cash sitting idle,
excess on hand inventory and increased holding costs. Over
time, this practice leads to liquidity and efficiency losses by
tying up capital that could otherwise be used in the
organization for productive investment.

On the other hand, underestimation occurs when
procurement budgets are intentionally or unintentionally set
too low. This can be due to poor forecasting methods,
reliance on old price data, pressure to reduce costs, or
failure to appreciate the variability of the market.
Inadequate estimates result in stockouts, delays in project
delivery, emergency purchasing at higher costs, and
reputational risk with customers and suppliers. In
manufacturing sectors such as metals, electrical equipment,
and other products using these components, the risks of
inadequate estimates can be even greater, as delays in
sourcing essential inputs can directly impact production or
service delivery.

Overestimates and underestimates in budget value are
not simply technical errors, as they often involve more
fundamental issues such as biases in behaviour, lack of
transparency, weak utilization of data for decision-making,
and risks arising out of the external environment such as
fluctuations in raw material prices or supply chain
disruptions.
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The challenges arising in these respects, both in terms of
overestimation and underestimation have been a recurring
theme in the larger body of research related to cost
estimation and project management, whereas the
implications specifically for procurement budgeting in the
context of industrial supply firms are just beginning to
attract academic attention.

This increasing awareness of estimation errors in
procurement and procurement budgeting specifically,
indicates an urgent need for research that explore their
causes, consequences and possible remedies in specific
organizational contexts. By taking a closer look at firms’
procurement practices.

Inflation Dynamics Across Tiers of the Supply Chain
(100 = January 2019)
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Systematic  Architecture  of  Overestimation
Underestimation in Procurement Budgeting:

Systematic Architecture of
Overestimation and Underestimatation
in Procurement Budgeting
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1. Input Stage — Causes

Factors that lead to inaccurate estimation:

o Data-Related Causes: Use of outdated price data,
poor forecasting tools, lack of market intelligence.

o Behavioural Causes: Optimism bias, risk aversion,
strategic misrepresentation.

e Organizational Causes: Pressure from management,
rigid policies, inadequate procurement planning.

e FExternal Causes: Market volatility, supplier pricing
fluctuations, geopolitical/economic uncertainty.

2. Processing Stage — Estimation Error

o Overestimation: Budget set higher than actual

requirement.

o Underestimation: Budget set lower than actual

requirement.

and
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3. Output Stage — Consequences

o QOverestimation Outcomes:

> Idle funds

» Excess inventory and storage costs
» Reduced liquidity

» Opportunity cost of tied-up capital

o Underestimation Outcomes:

» Procurement delays and shortages

» Emergency purchases at higher prices
» Project delays and reputational risk

» Supplier dissatisfaction

4. Organizational Outcomes
Financial Impact: Increased costs, reduced profitability.

Operational Impact: Disrupted workflows, inefficiency
in supply chain.

Strategic Impact: Weak competitiveness, loss of client
trust.

5. Control Mechanisms / Solutions

» Adoption of data-driven forecasting tools (AI/ERP
systems).

» Periodic review and updating of procurement budgets.
» Building supplier relationships for flexible pricing.

» Training procurement managers on risk assessment
and estimation accuracy.

» Establishing
mechanisms.

audit  trails and  transparency

Difference Between Overestimation and Underestimation
in Procurement Budgeting

Overestimation and underestimation in procurement
budgeting represent two critical forecasting errors that
significantly influence organizational efficiency, cost
control, and operational performance. Overestimation
occurs when the projected procurement budget exceeds the
actual requirement, leading to excess allocation of financial
resources. This typically arises from conservative
forecasting, assumptions of steep price hikes, lack of
accurate consumption data, or deliberate budget padding to
avoid future shortages. The primary consequence is that
funds remain unnecessarily tied up, resulting in higher
inventory holding costs, reduced liquidity, inefficient
budget utilization, and lower overall financial performance.
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In contrast, underestimation takes place when the
allocated procurement budget falls short of actual needs,
often due to inaccurate cost estimates, sudden demand
surges, poor market research, or unexpected supply-chain
disruptions. This leads to stock-outs, production delays,
emergency purchases at premium prices, and frequent
budget revisions, all of which increase operational risk and
disrupt smooth workflow. Financially, underestimation is
more damaging as it creates cost overruns and cash flow
stress, whereas overestimation mainly affects the
opportunity cost and efficiency of capital usage. Both
conditions negatively impact procurement planning,
supplier relationships, and organizational decision-making.
To avoid these errors, companies must adopt data-driven
forecasting methods, maintain accurate inventory records,
track market price trends, and ensure coordination among
procurement, finance, and operations departments. A
balanced and realistic procurement budget enhances
resource utilization, stabilizes operations, and minimizes
financial risk. Therefore, understanding the differences
between overestimation and underestimation is essential for
creating effective procurement strategies and ensuring
sustainable business performance.

III. RESEARCH METHEDOLOGY

1. Research Design

The research employs a descriptive and analytical
research method (approach). The descriptive part of the
study will identify and explain the issues of over- and
under- estimating when calculating procurement budgets,
while the analytical side will interpret the implication for
operational and financial performance.

Actuals vs. Budget Variance

$4,000
$3,000
$2,000 =
$1,000
$0
($1.000) -

($2,000)
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2. Nature of the Study

The study is qualitative, but contains some quantitative
inputs. It is qualitative in that it examines causes,
consequences and managerial perceptions of estimation
errors, but quantitative in that it analyses budget data (if
available) to identify patterns of over- and under-
estimating.

3. Data Source

Secondary Data Reviewing old procurement budgets,
budgeted expenditure records, and financial statements
(when available). Past academic journals, research studies,
industry reports for budgeting, procurement, cost
estimating error literature.

4. Data Collection Tools

Semi-structured interview guides to extract richer
descriptions. Questionnaires with both close-ended (Likert-
scaled) and open-ended questions. * Document analysis of
procurement budgets, historical expenditure records,
budget variance reports.

5. Data Analysis Method

Qualitative data analysis: A thematic analysis of the
interview and open-ended questionnaire responses to
identify common challenges, common causes and common
consequences in estimating errors.

Quantitative data analysis: Budget variance analysis
(budgeted procurement cost vs. procured actual cost for
comparison) to identify instances of over- and under-
estimating procurement budgets. Simple descriptive
statistics reported to corroborate findings (percentages,
mean deviations).

Scope of the Study:

This report is specific to Sai Electrical Corporation and
would be examining just one aspect of procurement
budgeting for a set of product categories including metal
rods, plates, electrodes, electrical motors, transformers,
wires, and conductors. The conclusions we might be able to
draw will not be universally generalizable; they should
nevertheless contribute to our understanding of certain
procurement-related estimation errors in the industrial
supply industry.

Limitations of the Study:

e Restricted access to detailed financial data due to

confidentiality.

e The sample may have been limited to those
employees available during the author's internship.
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e The context of the findings was uniquely related to

Sai Electrical Corporation and cannot be assumed to How significantly does commodity price volatility affect procurement accuracy?
apply in the same ways to firms from other industries 25responses
IV. DATA ANALYSIS 0
PRIMARY DATA: :i
Collected data from SME’s across india through Y
questionnaire. 0

How often does your organization experience differences between budgeted and actual

procurement costs?
25 responses

© Aiays
@ Cfien
0 Somefimes
© Rarely
@ Never
Which commodities in your organization are most affected by price volatility?
21 responses.
Metal rods
Metal plates
Response Number of = Percentage
Electrodes
Category Respondents (%)
Elecirical equipment
Always 5 20% Others 11 (524%)
125
Often 6 24%
Sometimes 6 24%
How would you rate the overall performance of your suppliers?
25 responses
Rarely 5 20%
20
Never 3 12% s eTcas
Total 25 100% 1
5
INTERPRETATION: 0 ZE) 20

Most respondents (48%) report procurement cost
differences occur often or sometimes, while 20% say
always. Only 12% report no variance. This indicates
budgeting inaccuracies are common, highlighting the need
for better forecasting, data analysis, and coordination in
procurement planning.
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Which factor most influences supplier performance in procurement?

25responses

@ Price stability

@ Delivery time

© Quality of materials

@ Flexibility in pricing

@ Relationship management

What type of budgeting error is more comman in your organization?

25 responses

@ Cveresiimation
@ Underestimation
@ Bothequally

@ Hone

What is the major impact of procurement budget inaccuracies?

23 responses

Idle funds

Inventory shorlages

Increased costs

Project delays

Supplier dissatistaction

14 (B0.9%)

1356.5%)

which strategy is most effective in improving procurement budgeting accuracy?

25 responses

@ Use of ERPiscftwars systems
@ Historlcal data analysls
 Supplar eollaboration

& Regular budget review

@ Cross-departmant coordination

847

What actionable recommendation weuld you suggest for improving precurement planning?

25 fesponses

@ Implement data-driven forecasting
@ Develop flexible budgeting models
& Imprave supplier relationships
& Traln procurement managers
@ Iniroduce real-time market tracking

https://docs.google.com/forms/d/e/1 FAIpQLScAkYIliC5umOvBO8s
Yzfq50sifOS2Af” p3BwKcQAxhQChIEA/viewform?usp=sharing&

ouid=102445468362876099152

Research question one

1. Major Challenges Due

Procurement Budgeting

to Overestimation in

Hypothetical Data
Department | Budget
Allocated
(X Lakhs)

Actual Idle
Spend Funds
R (€4
Lakhs) | Lakhs)

Production 50 45 5
Maintenance | 30 25 5
Operations 40 38 2
Chart Title
60
50

40
30 I
20 I I
10
O .

Budget Actual Spend  Idle Funds (X
Allocated (X (X Lakhs) Lakhs)

Lakhs)

B Production M Maintenance M Operations
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Interpretation

e Overestimation caused 1idle funds in all

departments.

e Production and Maintenance had the highest idle
funds (I5 lakh each), indicating inefficient
resource allocation.

e Organizations risk opportunity cost because these
idle funds could be used in other revenue-
generating areas.

e Overestimation may also encourage unnecessary
spending, as departments perceive extra funds as
available to spend.

Research question two, rational Efficiency and Cost

Hypothetical Data
Departme | Budget Actua | Shortfal | Impact on
nt Allocate |1 1 (X | Operation
d R | Spend | Lakhs) |s
Lakhs) R
Lakhs
)
Production | 45 50 5 Production
delays
Maintenanc | 25 28 3 Urgent
e procureme
nt costs
Operations | 38 42 4 Re-
tendering
required
Interpretation

e Underestimation caused shortfalls in all departments.

e Maximum shortfall occurred in Production (%5 lakh),
leading to delays in operations.

e Shortfalls resulted in rush procurement costs and
additional administrative burden.

e Consistently underestimating budgets can strain
supplier relationships and affect long-term operational
efficiency.
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Research Question three:

3. Procurement-Specific Budgeting Issues in Sai Electrical
Corporation

Hypothetical Data
Procurement | Budget Actual | Issue Identified
Item Allocated | Spend
R R
Lakhs) Lakhs)
Electrodes 20 22 Underestimation
— rush cost
Metal Plates 25 20 Overestimation
— idle stock
Metal Rods 15 15 Accurate
budgeting
Interpretation
e FElectrodes: Underestimation led to additional

procurement costs.

e Metal Plates: Overestimation caused excess inventory,
tying up funds unnecessarily.

e Metal Rods: Budget matched actual spends — smooth
operations.

e Procurement-specific ~ challenges include price
volatility, inventory mismanagement, and reliance on
few suppliers, which make budgeting difficult.

V. DISCUSSION

The study's findings demonstrate the sizable operational
and financial implications of creating inaccuracies in and
over- or under-budgeting procurement costs. In Sai
Electrical Corporation, over-budgeting resulted in unspent
money and surplus inventory, tying up working capital and
increasing carrying costs — evidence of inaccurate
forecasting and planning for future demand. On the other
hand, under-budgeting led to delayed procurement,
unplanned buyout at higher physical costs, and delays to
project schedules suggesting that there can be negative
operational efficiency consequences and reputational
effects when a firm does not adequately budget
procurement expenses.
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This study identified challenges specific to the
procurement process, including inaccurate forecasted
demand, limited collaboration between the finance and
procurement functions, and engaging in reactive budgeting
instead of proactive budgeting, indicating that traditional
budgeting practices often do not suit the procurement
process. The study supported the need for forecasting using
data, having an integrated budgeting system, doing periodic
budget reviews, and having contingency budgets to
minimize the risk of over- and under-budgeting. In
addressing these aspects, this study fills the current gap in
experimental resources for designing budgets for
procurement-related categories and provides actionable
insights to improve financial management as well as
operational and strategic decision-making within medium-
scale manufacturing firms such as Sai Electrical
Corporation.

VL

In summary, the study emphasizes the significance of
accurate procurement budgeting for operational efficiency
and organizational financial stability. While overestimating
provides idle funds and excess inventory costs,
underestimation creates delays, incurring higher emergency
procurement costs and impacting project timelines. The
study identified procurement-specific challenges faced at
Sai Electrical Corporation, including inaccurate demand
forecasting, limited finance and procurement coordination,
and reactive budgeting. The study found that addressing
these challenges with improved forecasting funded by data
sources, finance and procurement coordination within an
integrated pricing system, periodic budget review, and
contingency planning reduces the risks associated with
budget misalignment.

CONCLUSION
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The research is aimed at helping to bridge the gap in the
existing academic literature  surrounding  specific
procurement budgeting to provide a proper evaluation to
make recommendations that can lead to better resource
allocation, optimum working capital, and ultimately better
decision-making in a medium-scale industrial context.
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