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zero base budgeting (ZBB). An approach 
to the formulation of budgets in which 
managers have to justify their activities as 
though those activities were being started for 
the first time. Analysis and justification is 
thus shifted away from increments to ex
isting activities and towards a systematic 
consideration of how objectives should be 
accomplished. This, it is claimed, is the ad
vantage of ZBB over INCREMENTAL BUDGETS. 
Such an approach is more useful in the area 
of DISCRETIONARY COSTS than ENGINEERED 
cosTs, i.e., it is more applicable to non
manufacturing organizations. 

It is argued in favour of ZBB that it leads 
to a sharper definition of goals and 
priorities, a better understanding of inputs 
and outputs, and a more efficient and effec
tive allocation of resources. On the other 
hand, ZBB is very time-consuming and if 
it is regarded by managers as a threat it may 
fail through lack of their support. 

zero sum game. A game in which the sum 
of the rewards to the players total to zero, 
i.e. if there are two players one player's gain 
is the other player's loss. See GAME THEORY, 
NON-ZERO SUM GAME. 

Z-score. A measure of the soLVENCY of a 
company, calculated from a linear equation, 
incorporating more than one FINANCIAL 
RATIO. The financial ratios used measure at
tributes such as profitability, working 
capital, financial risk and liquidity. Neither 
the ratios nor their weightings are constant 
over time or space. They are derived by the 
discriminant analysis of the published finan
cial statements of companies that in the past 
have failed as against those that have not 
failed. Z-scores are thus in principle descrip
tive rather than predictive but they have been 
successfully used for prediction. Z-scores 
are measured on an ordinal scale (i.e., one 
can state that one company's Z-score is 
greater than another company's but not, say, 
that it is twice as great) but can be transform
ed to a ratio scale. This makes possible the 
calculation of industry-average Z-scores 
with which that of a particular company can 
be compared. 
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