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ABSTRACT  

Performance measurement system (PMS), as an integral part of management control systems 
(MCS), has a critical role in guiding organizational members toward goals and evaluating the 
extent to which management has achieved the set goals. This is because organizations which 
are able to continuously monitor and manage their performance are more likely to succeed. 
Thus, owing to the growing importance of MCS and PMS, especially in developing countries 
which are under studied, this study has been targeted to evaluate the impact of PMS and MCS 
on organizational performance (OP) in a developing country ‘Pakistan’. Moreover, there are 
very limited studies that have targeted to study the same in banking industry in developing 
countries, and in this case in Pakistan, using the variables of PMS and MCS. The present study 
is aimed to evaluate the impact of PMS on OP in the banking sector of Pakistan and it has also 
discussed the different types of MCS and factors of PMS contributing at banks in Pakistan. 
Moreover, the mediating role of MCS between PMS and OP is analyzed.  
 
In this regard, a sample of 106 bank branches in Pakistan has been selected which are located 
in different parts of the country. The data has been collected using a structured questionnaire. 
The hypotheses were tested using linear regression and mediation as well as multiple mediation 
analysis. The findings suggest that the banks in Pakistan implement the four levers of controls 
including diagnostic controls systems (DCS), interactive controls systems (ICS), belief controls 
systems (BLCS), boundary controls systems (BCS), with highest application of BCS. The 
results of the study also suggest that both financial performance measurement system (FPMS) 
and non-financial performance measurement system (NFPMS) have a significant positive 
relationship with MCS whereas MCS has significant positive impact on organizational 
financial performance (FP) and non-financial performance (NFP) of banks. Mediation analysis 
suggests that MCS partially mediate the relationship between PMS and OP (both FP and NFP). 
In a model of multiple mediation taking all four controls simultaneously, the results indicate 
that BCS and BLCS are partial mediators between FPMS and FP while DCS and BLCS have 
been proved as significant partial mediators between NFPMS and NFP. Results also revealed 
that ICS has not proved as a mediator in any relationship except in the linear model. 
 
The study is quite helpful in making both practical and theoretical contributions. It has bridged 
the gap in literature by analyzing the impact of PMS on OP taking MCS as a mediator in 
Pakistani banking system. It has also combined both financial and non- financial performance 
aspects in one study which has rarely been made in literature of PMS and OP, in the context of 
Pakistan.  On practical side, the study provides valuable suggestions to Pakistani banks to 
improve their performance.  
 

Keywords: Performance measurement systems, management control systems, organizational 
performance, diagnostic controls systems, interactive controls systems, belief controls systems, 
boundary controls systems  
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CHAPTER ONE: INTRODUCTION 

1.1 Overview 

There has been growing popularity of the term Management Control Systems (MCS) in 

literature in the recent past where MCS is basically a set of procedures that managers deploy 

in order to control, align and motivate their employees in best interest of organization 

(Horngren et al., 2005). It is a system which gathers information and utilizes it to understand 

how different business resources have been performing in terms of set goals and strategies. 

Some of the researchers use the concept of MCS and management accounting systems (MAS) 

as well as organizational control systems interchangeably while in some researches, the 

concepts of MCS and MAS are combined to name Management Accounting Control Systems 

which are used to collect information for planning, monitoring and control of organizational 

resources ultimately helpful for decision making processes (Chenhall, 2003). In this way, MAS 

are expanded and thought to include all types of control mechanism in the organizations (Jamil 

and Mohammed, 2013). However, other researchers consider MCS in a broader context than 

MAS to include cultural as well as behavioral aspects in control processes (Kober et al., 2007). 

Malmi and Brown, (2008) have pointed out that while designing MCS for developing countries, 

there is a clear need of understanding and studying the culture as well as environment of 

developing countries. MCS which are not designed keeping in view of cultures, may not 

provide the required benefits rather they may affect the functioning of business.  

The primary purpose of MCS is to achieve organizational objectives. Achievement of 

organizational objectives and improvement of organizational performance (OP) are quite 

significant for a business to survive in the market. The measurement of OP may be done 

through financial or non-financial or both types of measures (Rehman et al., 2018).  The second 

purpose of MCS, keep control of organizations and measuring the overall performance is quite 

essential for any business of any size. Organizations use a number of control techniques for 
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different purposes. As for example, in order to spread knowledge within the organizations, 

roles and responsibilities are assigned to those who actually possess the knowledge (Rai, 2011). 

Moreover, rewarding the employees financially serves best to make their required behavior 

(Robertson and Swan, 2003; Rhodes, 2016). Henri (2006) has pointed out four important areas 

to explain the control structure of organizations which include: delegation of decision powers, 

implementation of standard rules and regulations, Performance Measurement Systems (PMS) 

and finally rewards and punishments.  

Rai (2011) further explained that the delegation of tasks has to make important decisions as to 

which duties should be delegated and the level up to which they should be delegated by the 

management to its sub-ordinates. The use of rules and regulations are helpful to better control 

the performance of employees. They may involve performance targets including financial and 

non-financial etc., to achieve OP (Rabiu, 2009). The performance evaluation can be measured 

on several bases depending on the subjective judgment of the measuring authority or it is based 

upon certain benchmarks. The oldest form of controlling may involve direct supervision and 

observations. When direct supervision is made, management come closer to employees which 

is not only helpful to improve controls of business but also improves understanding of 

employees. Organizations may choose to adopt budget controls. Through this, business income 

and expenditures are controlled (Rehman et al., 2018). Malmi and Brown, (2008) have 

highlighted that the researchers may choose to use different types of controls including rewards 

and compensation controls, cultural controls, cybernetic controls, administrative controls and 

planning controls. These controls should work in combination rather than in isolation. Finally, 

rewards and punishments can also take different forms. As for instance: rewards may include 

promotion or other financial incentives while punishment may include firing an employee or 

shifting him/her to other departments or transfer or ceasing his/her financial rewards 

(Weatherly, 2004). 
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 PMS on the other hand, is a way to evaluate the performance of an organization in quantitative 

terms (Cardy, 2003). It is thought to be a device which is mostly used by human resource 

department to propel performances of employees. It leads to cascade the overall organizational 

goals from top to bottom in hierarchy. If appropriately used, PMS can bring outstanding 

administration results for management. It can also be thought to be a step by step improvement 

guide which leads to instructing employees about what to do and how to do and it ultimately 

improves their performances (Rizwan, 2015). There could be different ways to measure the 

performance of an organization, as for instance: setting up performance targets to be achieved 

monthly, quarterly, half yearly or annually (Engelmann and Roesch, 2001). Moreover, the 

output of these performance measures is meaningful only when it is aligned with the 

organizational vision and mission. It is also required that the PMS should be implemented in 

an effective way so that it could motivate employees to do their best while doing their 

respective job functions (Kober et al., 2007). 

Pakistan is a developing country and it needs to strengthen its financial sector through proper 

controls and systems (Husain, 2011). The concept of controlling bank’s performance means to 

create better harmony between different risk-taking factors, profitability and growth. Studies 

have been undertaken to investigate the PMS and MCS activities as being practiced in the 

banking sector of the country but both of the terms (i.e., PMS and MCS) have been used 

alternatively to check their impact on overall OP or employee job performance (Shafiq, 2014). 

In this regard, research conducted by Khan, (2010) in Pakistan has shown that PMS or MCS 

are important tools to positively influence the job performance of employees. Hanif et al. 

(2012) also conducted their research on public sector banks in Pakistan using the variable of 

PMS and have discovered that the PMS have a positive impact on the performances of public 

sector banks, yet there is a need of improvements since the existing studies have focused only 

on limited aspects of PMS and MCS.  
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There are several studies in the context of PMS and MCS in developed countries, while the 

research in developing countries is lacking (Henri, 2006; Henri and Journeault, 2010; Lopez-

Valeiras et al., 2016; Shafiq, 2014; Khan, 2010). Thus, Bin-Nashwan et al., (2017) has 

suggested that there is a need to investigate the influence of MCS on organizational 

performance in developing countries. 

There is a lack of studies in previous literature in the context of Pakistan. Therefore, the current 

study is designed to investigate how PMS (FPMS and NFPMS) influence OP (FP and NFP) 

through MCS. The reason to investigate current was remarkable growth of banking sector in 

terms of profitability (SBP, 2020). The banking sector is considered as the target market 

because of the intense importance of this sector for the economy of Pakistan (Fazal-e-Haider, 

2018). Being an important sector of economy, it is required to work even harder and put in 

place the more suitable control systems so that the economy which depends heavily on banking 

sector can be secured to a greater extent (Bhutto and Aziz, 2013). The number of commercial 

banks in Pakistan has been increasing rapidly since recent past. Pakistani banking sector is 

usually cited as a success story of an effective restructuring of a sector from public to private 

owned (Pakistan Economic Survey, 2018). Thus, it is imperative to understand the banking 

sector of Pakistan in terms of its PMS and MCS which helped it to grow at a rapid rate (Rehman 

and Ahmed, 2008). The recent introduction of e-banking or branchless banking services has 

further increased the importance of implementing a comprehensive controls system (Musa and 

Kurfi, 2015). Thus, owing to these reasons, the current research is aimed at investigating the 

PMS at Pakistani banks (Commercial and Islamic) which serves as a management control tool. 

In this regard, it has selected 22 banks operating in Pakistan with more than 10 branches. These 

22 banks possess 96% assets of total banking industry in Pakistan (KPMG, 2019). 

1.2 Objectives of Research 

The aim of the study is divided between the following objectives to be achieved: 
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Ø To investigate the common forms of MCS working at banks in Pakistan; 

Ø To examine the PMS working at banks in Pakistan; 

Ø To find the effectiveness of PMS as a MCS at banks in Pakistan 

Ø To understand the relationship between MCS and PMS at banks in Pakistan 

1.3 Research Questions 

The objectives of the research will be addressed with the help of following research questions: 

Ø What are the different types of MCS working at banks in Pakistan? 

Ø What are the main PMS at banks in Pakistan? 

Ø What factors contribute to the effectiveness of PMS in Pakistan? 

Ø How MCS affect PMS at banking sector of Pakistan? 

1.4 Significance of Study 

Owing to the growing importance of MCS and PMS, especially in developing countries, this 

study has been targeted to evaluate the impact of these two variables on organizational 

performance in a developing country ‘Pakistan’. By doing this, the current study is aimed at 

making important contributions in two ways i.e., in theoretical terms, it will add to existing 

literature by investigating the probable link between MCS and PMS as to whether PMS is a 

major component of MCS or not which has largely been confused in literature (Lee et al., 2001; 

Yasin and Afghan, 2016; Fareed et al., 2016). Moreover, to the best of the researcher’s 

knowledge, there are very limited studies that have targeted banking industry using the 

variables of PMS and MCS. As the current study has focused on banking industry of Pakistan 

because, this is one of the prime sectors of the economy (Husain, 2011), however, banks in 

Pakistan are not fully efficient (Ahmad, Mujaddad and Nadeem 2015) due to poor 

accountability and transparency. The current study has used both concepts of PMS and MCS 

in a single study to understand their relationships which has not been taken in any earlier study 
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in Pakistan. Moreover, the impact of these two variables has also been checked on both 

financial and non-financial performance. Thus, the findings of this study will serve an 

important guide to particularly banking industry and generally to all types of industrial 

organizations practically in order to better deploy the PMS for effective controlling and 

handling of the organizational activities. 

1.5 Limitations of Study 

This research has applied a well-defined and justified methodology to answer the research 

questions. However, the study bears certain limitations which are needed to be mentioned. In 

this regard, the scope of the study is limited to 22 banks in Pakistan out of total 26 banks. The 

study will access only those banks branches from which the information can be easily collected. 

Another limitation of study is that it will cover only those processes which exactly come under 

MCS and PMS and will not include the related concepts of these two areas. This has been done 

to investigate the processes of MCS and PMS comprehensively. 

Moreover, the study also contains limitation of personal prejudice and biases of employees of 

banks from whom the data was to be collected in order to portray better image of their 

respective banks. However, despite of self-administration of questionnaires to be filled, this 

limitation still exists.   

1.6 Research Methodology 

This research has been based upon a quantitative research methodology. In this regard, the 

study has designed a clear research methodology which is based upon a mixture of positivist 

and interpretive research philosophies, quantitative research techniques with primary and 

secondary data collection where primary data collection has been made using structured 

research questionnaire from employees at selected banks while the secondary data collection 

has been made from previous researches to derive hypotheses of study. The study has used a 
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convenience sampling technique while the data collection instrument is a structured 

questionnaire. The data collected through questionnaires has been analyzed using SPSS 

(Statistical Package for Social Sciences) and different techniques including descriptive 

statistics, correlation and regression analysis as well as mediation analysis have been performed 

on collected data. The theoretical framework of the study has been derived from previous 

studies while the hypotheses have also been established accordingly.  

1.7 Structure 

The structure of the thesis has been organized into seven different chapters. Chapter One 

contains an overview of the study. It highlights the importance of this research, the aims and 

objectives and future contributions of this study. It has also provided the limitations, structure 

of research and a proposed methodology. The second chapter explains the main idea of this 

study in context of Pakistan as the research has been conducted in Pakistani context. In this 

regard, the geography of Pakistan, its politics and economic history have been provided while 

the evolution of banking sector of Pakistan has also been provided in detail. Chapter three 

provides a comprehensive overview of the literature available on the variables of study. For 

this purpose, the evolution of the concepts of PMS and MCS have been discussed while the 

types of both these variables and their usage in previous literature has been discussed. Finally, 

the importance and application of these variables for business have also been discussed. 

Chapter Four provides theoretical framework of study based upon existing studies. The 

hypotheses of study to be tested have also been provided as derived from previous studies. The 

Chapter Five explains the chosen methodology of study. Moreover, it explains as to why a 

particular methodology has been selected. In this regard, the research philosophy, research 

design, research approach, research methods, study population and sample, sample and 

sampling techniques as well as data analysis techniques have been discussed. Different types 

of research methodologies along with the justification of chosen methodology have been 
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provided. Chapter Six provides the results of study. Using the methodology explained in 

chapter five, data has been collected and analysis has been performed to obtain results. 

Moreover, the chapter seven contains discussion on the results obtained from study. Finally, 

chapter eight articulates the conclusion of study with recommendations, proposed future 

research and limitations.  

 

  



CHAPTER TWO: CONTEXT OF STUDY- PAKISTAN 

2.1 Introduction 

This chapter explains the context of the study i.e., Pakistan. With the help of this study, the 

dynamics of Pakistani market can be analyzed in a better way. In this regard, the autobiography 

of Pakistan in terms of its geography, natural resources, political system, its economy and 

international relations have been provided with a glimpse. The banking system of Pakistan has 

also been discussed in detail in a historical perspective as well as its present and expected 

future. Moreover, it also elaborates the implementation of MCS and PMS in place at different 

banks in Pakistan. 

2.2 Pakistan: A developing economy 

Pakistan is located in South Asia and is a populous multiethnic country. It came into being in 

1947 after the partition of British India. With an area of 881,913 square Kilometers, Pakistan 

has been ranked as the 33rd largest state in the world by area. The country is bordered by 

Afghanistan at Northwest, India at East, China at northeast and Iran at Northwest (Ziring and 

Burki, 2021). The country has had a challenging relation with its neighboring country India 

where both India and Pakistan have fought two wars over a disputed territory named ‘Kashmir’. 

Though, talks between the two countries have started many times to resolve the outstanding 

issues but no results could have been achieved so far. However, both the countries are members 

of  “South Asian Free Trade Area” and “South Asian Association for Regional Cooperation” 

and have bilateral trade relations with each other (Business Standard, 2021; Yhome, 2019). 

On the other hand, it has strong and long standing relations with China. The strong ties between 

both nations are mutually beneficial. The formal relations between the countries were started 

in 1950 with boundary issues were resolved in 1963 and strategic alliance was formed in 1972. 

The economic cooperation between the two nations started in 1979. The recent contracts of 

CPEC (China Pakistan Economic Corridor) roads in the form of development of road 
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infrastructure in Pakistan and the deep seaport of Gwadar in Pakistan has provided new 

directions to economic and trade relations between the two countries (Allauddin et al., 2020).  

The Northwest neighbor of Pakistan is Afghanistan with which the country has longest border. 

The country has a long history of tense relationships with Afghanistan due to five main reasons 

including: security concerns, trade and connectivity, cross – border ties, geopolitical dynamics 

and sovereignty concerns. Pakistan’s support to US against war on terror further aggravated 

the situation but there has been an expected improvement in relations after the new Taliban 

government in Afghanistan (Threlkeld, 2021). The fourth bordering country of Pakistan is Iran 

located on northwest border. The relationships between both the nations have largely remained 

positive due to religious linkages and spiritual affiliations. At the time of independence, Iran 

was the first country to recognize Pakistan. However, the trade relations between both countries 

have remained inconsistent and challenging over the years which are now at transformation 

stage (MOFA, 2021). Thus, Pakistan is located in a region which has greater political, military 

and economic importance. Being positioned in a region where two superpowers including 

China and Russia strengthen its strategic importance (Wilson center, 2017). The sea routes of 

country remain opened throughout the year due to moderate temperature in the country.  

Pakistan has also established some important relations with international community. In this 

regard, it is a member of Economic Cooperation organization for last three decades. It has also 

been a member of South Asian Association for Regional Cooperation (SAARC) for the same 

time period i.e., more than 3 decades. Additionally, it is also a member of ‘Organization of 

Islamic Cooperation (OIC)’ since 1969. It became a member of United Nations Organization 

(UNO) right after one month of its independence i.e., on 30th September, 1947. Furthermore, 

it has been a member of Shanghai Cooperation Organization, The Commonwealth of Nations, 

‘the Islamic Military Counter-Terrorism Coalition and others (Index Mundi, 2021).     
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In terms of geographical perspectives, Pakistan has rich diversity of mountain ranges including 

Karakoram, Hindukush and Himalayas. The Himalayan ranges are spread over an area of 320 

km in the country while the Karakoram range is another range adjoining Himalayans. The 

elevation of these ranges has different varieties which ranges from 13,000 feet to even 26,000 

feet above the sea level. Included in them the towering mountains of Nanga Parbat (26,660 

feet) and K2 (28,251 feet). On the other hand, the Siachen Glacier located in Karakoram ranges 

is one of the biggest glaciers of the world (TAAP, 2020). 

Additionally, it has other stunning landscapes with several  big rivers including Indus and 

Kabul rivers (Ziring and Burki, 2021). This river system of Pakistan also originates from the 

snow covered in Karakorum and Himalayan ranges. They are mainly five named Ravi, Chenab, 

Jhelum, Sutlej and Indus rivers and the biggest river is Indus river which is also world’s 21st 

largest river. There are various dams and barrages constructed on these rivers amongst which 

is the world’s largest earth – fill dam called Mangla, constructed in 1967 with storage capacity 

of 5.9 million acre feet (Graana, 2020).  

In terms of its religion and political system, it can be said that Pakistan is a Muslim country 

with democratic political system where Prime Minister is the ultimate political authority in the 

country elected for five years. The politics of Pakistan is formed within the framework of a 

national constitution organized in 1973. It has federal parliamentary republic system and the 

provincial governments are also provided with higher degree of autonomy. National cabinet is 

headed by Prime Minister of country who holds executive powers. The government system in 

country consists of three different types of branches: executive, judicial and legislative. 

Executive branch makes up executive government with a federal cabinet run by ministers and 

advisors. Cabinet headed by Prime Minister consists of executive branch while bicameral 

parliament makes up the legislative branch. It consists of the president senate and the national 

assembly and under national assembly, the provincial assemblies work (The Economist, 2020). 
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The representatives of both national and provincial assemblies are elected through democratic 

process for a period of five years. The judicial branch comprises of supreme court, high courts, 

mohtasib and lower courts whose aim is to interpret the constitutions and laws and regulations. 

The upper house is senate and lower house is national assembly (National Democratic 

Foundation, n.d). 

The country consists of five provinces including Sindh, Punjab, Baluchistan, Khyber 

Pakhtunkhwa and Gilgit Baltistan. With a population of more than 207 million there is greater 

cultural diversity in the country. With a 59% of literacy rate, the unemployment rate in the 

country is 4.445% by the end of 2020. This indicates a shallow literacy rate in the country and 

even low for females. Moreover, a higher percentage of country’s population falls in youth i.e., 

63%. It indicates a great potential of youngsters in the country, which is helpful to derive its 

economy (The Common Wealth, 2020).   

Pakistan is a developing country which is striving hard to accelerate its economic growth in 

order to keep pace with other growing economies of the area (The World Bank, 2017). During 

1950s, the economy saw a growth rate of 3.1% while the decade experienced some instability 

in terms of political and macroeconomic indicators while there was also an acute shortage of 

resources. The trade relations between India and Pakistan were strained which were ultimately 

resolved in mid 50s while monsoon floods during 1951-1953 imposed further economic 

problems. The uneven economic development in East and West Pakistan was another economic 

challenge. However, later, under the reign of Prime Minister Ayub Khan, during 1958-1969 

the economic growth averaged 5.82%. There was establishment of automobile and cement 

industries in Pakistan in addition to construction of various dams in country and launching of 

space program of the country. Prime Minister also started green revolution program where land 

reforms were made. The consolidation of holdings, provision of improved seeds, higher 

procurement policies, augmented allocation in agriculture sector and measures against hoarders 
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were also a part of green revolution of government (Dawn, 2017). Moreover, the tax incentives 

encouraged greater investments in country.  During 80s under the government affairs in the 

country were run by military takeover general Zia ul Haq. He liberalized various controls and 

abolished different rules while the balance of payment was also kept under control resulting in 

self-sufficiency in almost all varieties of foodstuff with the exception of edible oils resulting in 

growth of GDP which reached to 6.5% (Anwer et al., 2017).   

However, in 1990s, the economy of country deteriorated significantly due to poor governance 

mechanisms. The country has debt crisis while the GDP growth rate sank to 4%. There was 

consistent rise in external deficit while the exports stagnated and market share in international 

trade market also shrank. The governments largely supported privatization and liberalization 

policies yet these policies were poorly executed thus, created further implementation issues. 

Moreover, there was rise in inflation levels while the country faced international sanctions after 

its nuclear tests in 1998. Moving forward, in 2000s after the military takeover of General 

Musharaf as the president of Pakistan, the improved economic management and sound 

economic policies helped to improve the GDP growth rate to around 9%, reduction in debts, 

increase in exports and foreign reserves. The improved economic outlook during this period 

can be attributed partly to sound economic policies and reduction in debt while they are also 

resulted from billions of dollars of US aid granted to Pakistan to support US against war on 

terror (Khanna, 2002).  

After the resignation of General Musharaf in 2008, the elected government of Pakistan peoples 

Party (PPP) took over the control of country. There was again a rise in corruption, violence, 

unsustainable economic policies which resulted in stagflation in country. From 9% growth rate, 

it reduced to only 4.09% and there was also lack of coordination between fiscal and monetary 

authorities (Husain, 2010).  
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After the completion of PPP government’s tenure, the other political party i.e., Pakistan Muslim 

League ‘N’ came into power during elections of 2013. The government tried to reduce the debts 

and stabilize public finances through taking loans and grants from IMF (International Monetary 

fund) yet the country faced an acute shortage of energy, higher debt burdens, hyperinflation 

and there was mild economic growth (Sohail, 2013). The economy of country tried to keep 

growing until recent past in 2018 when the growth rate reached 5.8% mainly attributed to 

increased consumption. However, after the take-over of Prime Minister Imran khan, the 

economy  tumbled like all the global economies, after the outbreak of COVID – 19 as the GDP 

growth rate reached 1.3pc in FY2021. However, it is expected to average 2.7pc in 2022-23 

since there has been a rapid increase in foreign remittances, financial assistance provided by 

government under its ‘ehsaas program’ during COVID and the construction package of homes 

offered by the government (The World Bank, 2021).  

The future outlook of Pakistan economy is seemed to be bright since the government has started 

various projects of economic growth which include the construction of dams, road 

infrastructure, the completion of CPEC projects, rising exports and increased remittances. The 

geopolitical position of Pakistan has also been strengthening with the emerging role of China 

in world politics and economics (Runde, 2018).  

Industry in Pakistan is underdeveloped, yet it contributes to Gross Domestic Product (GDP) of 

Pakistan by 23%. Despite being underdeveloped, some of the industrial sector of country has 

earned worldwide recognition. As for instance, the cotton textile industry of Pakistan is well 

known, the biggest importers of this industry are Japan and Hong Kong. The other important 

industries of country include sports industry, sugar industry, cement industry and fertilizer 

industry (The Global Economy, 2020).  

The size of GDP for the year 2020-21 stands at Rs. 47.709 trillion while the per capita income 

is Rs. 246,414. The biggest sector of economy i.e., agriculture sector has shown growth 
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prospects even in COVID situation while industrial sector has also turned back to a positive 

growth in 2020 after experiencing a negative growth rate in 2019 while the service sector which 

also includes financial services has shown positive growth rate 4.43pc during 2020-21 (Khan, 

2021). The banking sector of country has primary role to play in successfully executing these 

policies (The World Bank, 2019).  

2.3 Banking sector of Pakistan 

Banking sector is a vital sector or section of economy of any country which is responsible for 

holding financial assets and use these financial assets for further wealth creation. In this regard, 

the banks play a very important role in providing depositors’ money to investors and thereby 

play their role in economic development of any country. In the efficient distribution and 

allocation of country’s scarce resources, the banking sector plays a vital role which is quite 

important for further economic wealth creation. A well-functioning banking sector also offers 

other facilities like money transfer, safety of deposits and lockers facility (Zafar and Aziz, 

2013).   

The banking sector of Pakistan has witnessed some massive changes since independence of the 

country in 1947. It has undergone distinct phases. Initially, the sector faced an acute shortage 

of resources, lack of trained and qualified staff which led to poor quality offerings of banking 

industry in the country. At the time of partition, there were only two banks in Pakistan 

performing their operations named Habib bank Limited and Australasia Bank Limited while 

the Reserve Bank of India was performing the functions of central bank in both India and 

Pakistan. Since the Reserve bank of India was felt to be performing its operations unfairly for 

Pakistani banking industry, thus, a need was felt to establish a separate state bank in Pakistan 

by the government of Pakistan. Thus, the central bank of country named as ‘State Bank of 

Pakistan’ (SBP) was established on July 1, 1948 in order to control the financials of country 

(Ahmad et al., 2010). Afterwards, National Bank, Allied Bank and Habib Bank were 
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established to start commercial banking operations in the country. The State Bank of Pakistan 

act 1956 was formed which enhanced and extended the control of State bank and it further 

encouraged the establishment of private banks in the country. However, due to bribery and 

corruption, it resulted in unhealthy competition as well as performance of unlawful practices. 

Owing to such a situation, the government of country ordered to nationalize all the private 

banks in 1974 which resulted in bringing 13 banks under full government control and their 

consolidation into 6 nationalized banks. At that time, Pakistan Banking Council was also 

formed to look after and monitor the working of these banks and also marginalize the 

operations of SBP. These steps were also taken to prioritize lending for industrial purposes 

which proved helpful for short run but long run gains were negligible. Thus, the banking sector 

grew largely to finance large businesses, governments and politicians which resulted in 

funneling of huge sums of money from financial sector of country which later declared as “bad 

debts”. As per statistics, on an average 25% of all debts declared to be bad during periods of 

nationalization. The CEOs and board of directors were not appointed independently and the 

banks were not in control of the purposes for which they were formed.  Thus, the nationalization 

of banks discouraged competition and thereby offering of inferior quality products while the 

private and foreign investors were also discouraged. Moreover, the banking industry was taxed 

at a higher rate of 58% while the other corporate sector was taxed at 35%. Thus, the higher tax 

rates, increased amount of bad debts, lack of trained and professional staff resulted in higher 

lending rates of 21% which was not affordable for small borrowers. This was the period when 

the banking business in country was subject to credit ceiling, controlled lending and deposit 

rates and subsidized credit. During 1979 – 1992, the government took several initiatives to start 

interest free products to customers with Meezan bank declared to be the first Islamic bank in 

country established in 2002 followed by Dubai Islamic Bank and Bank Islamic established in 

2005 (Asdullah, & Yazdifar, 2016; Shar et al., 2011).    
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Finally, the privatization of banking sector was ordered again in 1992. It encouraged private 

local as well as foreign investors to invest in this sector. After privatization decision, various 

reforms were offered in banking sector while the regulatory powers of SBP were also restore 

through amendments in SBP Act 1956 and Banking Companies Ordinance 1962. It led to 

improvement in internal controls procedures and strengthening of governance structure of 

banks. The overall operating environment of banks was changed in country. The privatization 

of state-owned banks, encouragement of new entrants in banking sector, liberalization of 

branch license policies removal of cap on lending rates discontinuation of direct lending 

schemes and application of information technology in provision of banking services all led to 

promote healthy competition between industry players which also supported the growing 

economic activity (Rahman, 2017; Rizwan, 2015).  

Currently, the Islamic banking in country has shown a remarkable growth rate of 30% for the 

fiscal year 2020. In this regard, the assets of Islamic banks have grown 27.8% while the 

deposits also doubled from 2015 to 2020. The total assets of Islamic banking in Pakistan 

reached $27.50 billion while deposits reached $21.3 billion by the end of 2020. Additionally, 

the financing of Islamic banking increased by 20%. Thus, the banking industry of Pakistan has 

turned to a competitive and profitable industry from a government owned industry (Abbas et 

al., 2014; Asdullah, & Yazdifar, 2016).  

The banking sector of Pakistan is comprised of commercial, Islamic and foreign Banks. There 

are total 26 banks operating in Pakistan out of which 5 belong to public sector (KPMG,2019). 

There are 6 banks which are in high competition with each other and possess most of the assets 

of banking sector (The International Banker, 2017). To be more specific, these six banks 

possess 53% of total advances and 57% of total deposits in economy. These six largest banks 

include (The International Banker, 2017): 

• National Bank Limited (NBL); 
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• Habib Bank Limited (HBL); 

• Muslim Commercial Bank Limited (MCB); 

• United Bank Limited (UBL); 

• Bank Alfalah Limited (BAL); 

• Allied Bank Limited (ABL) 

Out of the six banks mentioned above, Habib Bank Limited is the private bank and is the largest 

bank of banks in terms of assets with an extensive branch network of 1751 branches. It does 

not operate only in Pakistan rather the bank has its branches in different countries of Middle 

East, Africa, Asia, Australia, America and Europe. The National Bank of Pakistan stands at 

number second in overall commercial banks of Pakistan while it is the largest state-owned 

commercial bank. Established in 1949, National bank has presence in 11 different countries of 

the world with 1313 branches. United Bank is another larger bank of Pakistan with a branch 

network of nearly 1390 branches, the bank operates in 19 different countries of the world. MCB 

was established in 1947, nationalized in 1974 and privatized in 1991. With a branch network 

of 1100 branches, the bank operates in South Asia, Middle East, Pakistan and Eurasia (Thakur, 

2019).     

The number of total banks in country have reduced from 36, only a decade and a half ago due 

to different mergers and consolidation operations in the country while the few foreign banks 

exited their operations. As per statistics, there are 15 mergers from 2002 to 2011 only while 

the number of takeovers in banking sector reached 72 during the same time period (Abbas et 

al., 2014).  

However, the top 6 banks have been growing their supremacy in the market through increasing 

their branch network. It helps them to grab most of the deposits of customers which are further 

advanced to generate profits by these banks (KPMG, 2021).  
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The banking sector of Pakistan has been assisting the economy to perform better and flourish. 

As per data collected by World Bank, 57.9% of the total domestic credit in the country is 

provided by banking sector (Trading Economics, 2019). The overall banking industry is 

regulated and controlled by State Bank of Pakistan (SBP). In addition to it, they also have to 

follow the international Basel III standards (Asghar, 2018). There is huge potential in the 

banking sector of Pakistan where the numbers of account holders are just crossing 43 million 

in total population of nearly 195 million. The reason behind this huge gap is generally lack of 

access to technological tools and equipment. However, after the advent of fast speed e banking 

services and increased awareness of the consumers, the growth potential is actually increasing 

(Ahmed, 2018). These factors have attracted attention of researcher to undertake research on 

this important industry.  

2.4 Performance Measurement systems (PMS) and Management Control System (MCS) in 

Pakistan 

Gauging the performance of banks is very important and should be dealt with on regular basis. 

There are various techniques which are helpful to evaluate and monitor the performance of 

banks which largely include: analyzing the Key Performance Indicators (KPIs), Data 

envelopment analysis (DEA), Analytical Hierarchical Process, Delphi Analysis, Balanced 

Scorecard, financial ratios analysis, Balanced Scorecard and others. The banks may use single 

or a set of these tools to measure their performances under their MCS, PMS programs 

(Aryanezhad et al., 2011).  

An understanding of these performance measures and controls have remained an area of 

attraction for academicians and researchers. However, in Pakistan, there are very few studies 

which have investigated the PMS and MCS in organizations. In this regard, Khan et al., (2013) 

did research study to find out the importance of PMS in Pakistan. They took the formal 

interview from the 30 human resource managers who are working in the different industries of 
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Pakistan. This critical analysis was done to find out the problems in the implementation of 

PMS. Management gives low level of priorities in the implementation of the PMS. They did 

the extensive study and found out the problems which effect the process of implementation of 

PMS. There are many issues which became the cause problem in the implementation of PMS 

like daily pressure of work and the time constraints which solve out the short time problems in 

organization and also become the cause to slow down the process of successful 

implementations of PMS. The insufficient resources like insufficient attention, effort and 

amount of the work cause the difficulty in the successful implementation of PMS.  These 

insufficient resources also include allocation of budget and capacity of people in organization 

which cause the problem in implementation of PMS. It was also noticed that more time and 

effort required for the implementation of PMS then expected time and effort. The unstable 

phase also forms when organization focus on resolving out other important issues. These issues 

can include downsizing, financial crisis, reorganizations and acquisitions. These issues cause 

the hurdle for PMS implementation. Unclear goals, management strategic, negative attitudes, 

organizational strategy, change process, reward system and updating system, all these factors 

cause the hurdles in implementation of PMS in Pakistan. This research also revealed that there 

is positive relationship between Performance Measurement System and Information 

Communication Technology process (ICT). The organizational strategies, objectives and 

mission also influence the process of the implementation of PMS. If the strategies of 

organizations are not cleared by the employees, it leads towards the critical development of 

key performance indicators (KPIs) which directly influence the delay of the PMS 

implementation. KPIs are the indictors on the behalf of the employees who are unsuccessful to 

put their efforts in achieving the goals of organization. If KPI’s are poorly defined which lower 

the level of goals and objectives of organization, it become the source of no alignment with 

strategies of organization. The failure of PMS implementations happens when there is weak 
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linkage between KPI, employees, department and team members. It is very difficult for 

employees to accept the change process in organization, when organizational management 

came with the idea change process; employees feel threat or are least interested in the adaption 

of change which becomes risk for the successful implementation of PMS. PMS is the main 

source which highlights the employees’ performance accurately.  This study also revealed no 

relationship between the reward system and KPI’s which leads towards the slowing down 

process of PMS.  It was also suggested that PMS should be updated to get the better results 

because of the changing environment of business and KPI’s. This change also influences on 

the strategies of organization and critical success factors.  

Moving forward, Aslam and Sarwar (2010) also undertook exploratory research in Pakistan 

about how PMS can improve firm performance. The aim of the study was to find out the steps 

which can be helpful in the implementation of the best practices of PMS.  This study was 

qualitative and semi structured interviews were conducted from the director of the “We Care” 

firm of Pakistan. The results showed that objectives setting, rewards system, performance 

agreement, training, and performance reviews are the issues related to the employee’s 

performance which are the main contributor in the job’s dis-satisfaction, rigid environment and 

high rate of job turn over. Again this study included studying only PMS while MCS were not 

examined which has been examined in current study. 

Another study in context of PMS were conducted by Yaseen and Afghan (2016). They 

conducted their case study analysis on Al Habib Bank Pakistan to find out the practices of 

performance management. The focus of this study was on to explore the relationship between 

the effectiveness PMS and different aspects of performances measures, rewards connection 

with performance and it is different from current study in a way that Yaseen and Afghan, (2016) 

have focused only on one commercial bank to understand the PMS of bank while the current 

study is wider in scope since it has included 26 banks of Pakistan while it has been aimed at 
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analyzing both PMS and MCS at banks. The sample was consisted of interviews of 30 

employees. The results showed that financial institutions of Pakistan fairly focus on the 

performance of employee and outcomes and less concerned about the training and development 

of employees. This study results also explained about the different exercising aspects of 

performance measures, reward connection. The results indicate the direct relationship between 

effectiveness of PMS and performance measures and rewards connection.  Finding also showed 

positive relationship between job satisfaction, performance appraisal, employee’s loyalty and 

PMS. Employees opined about the monetary and non-monetary rewards from the management 

system plays important role in motivation building and creates loyalty which results in good 

performance. Performance appraisal has positive relationship with job contentment, devotion 

and motivation of employees which results in the improvement and implementation of 

Performance Measurement System. This research also showed that Al Habib bank Performance 

Measurement System fairly focused the employee’s outcomes related to the performance and 

bank is less concerned about the training and development of the employees. There is positive 

relationship between reward and effectiveness Performance Measurement System of financial 

institution of Pakistan. Pakistani financial institutes are trying to improve the efficiency to get 

better and advance outcomes related to performance management.  

In a similar study, Fareed et al., (2016) did empirical research on the employees of Mezan Bank 

to study the PMS and its effect on job performance of employees. This study was done on 

Mezan bank Lahore (Pakistan). The objective of this research was to find out the relationship 

between the job performance of management staff and the effectiveness of Performance 

Measurement System. This study also explored the different dimension of the PMS which are 

related to the job, goals, objectives and rewards, performance appraisal system (PAS). These 

variables are the active contributor in the employee’s job performance. He took the data from 

150 management workers. The results of the study showed positive relationship between the 
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PMS and PAS. The research finding also explained that PMS also predicts PAS. Dimension of 

job, recognition and rewards of PMS are positive factors which contribute to PAS. This study 

again left a gap to study MCS in combination with PMS which was covered in Hunjra et al. 

(2017). 

Thus, in context of MCS, Hunjra et al., (2017) have investigated the influence of MCS on OP 

in financial sector of Pakistan. Using a sample size of 32 companies belonging to banking, 

insurance and investment sector, the study has provided that financial MCS positively influence 

the OP and they should be aligned in long run. Though, these results serve as a base line to 

conduct the current study, yet Hunjra et al., (2017) have focused only on financial MCS. Thus, 

the current study has been targeted to cover larger sample size while considering both financial 

and non-financial aspects of banking performance.  

2.5 Chapter Summary 

This chapter has provided a broader based overview of the Pakistan and its banking sector. 

More importantly, it has discussed the studies conducted in Pakistan on PMS and MCS to 

analyze the application of these two concepts in Pakistani financial sector. The results of studies 

already conducted are largely on exploration of the concept of PMS and its application by 

conducting a case study or using smaller sample sizes and there is only one study examining 

the impact of MCS on performance of financial sector where the non-financial performance 

has not been considered. Thus, the current study has been aimed at bridging the gaps in these 

studies by undertaking an investigation of both PMS and MCS using a larger sample size of 

106 bank branches while studying both financial and non-financial performance of banks.  
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CHAPTER THREE: LITERATURE REVIEW 

3.1 Introduction 

The previous chapter has provided a detailed context of Pakistan and the banking industry in 

the country. The current study has looked into vast literature available on the topic, through 

which gap has been identified and new research framework to be tested for this study, has been 

drawn. The current chapter discusses the extant literature on variables used and a theoretical 

framework is drawn on the basis of such studies.    

3.2 Performance Measurement Systems (PMS) 

The measurement of organizational performance (OP) is very important. There may be 

different ways of doing this. As for instance the performance targets can be set on monthly, 

quarterly, half yearly and yearly basis and then the achieved performance can be evaluated with 

established targets (Courty, 2003). A good PMS should be one which not only serves the 

measurement of OP but can also motivate employees and align performance with overall 

organizational mission. It is because, a system can be very effective at production unit but at 

the same time, it may not lead to motivate or control employees in this global business 

environment which is changing rapidly (Bikker, 2010).    

The origin of PMS can be traced back to the Tylor’s theory of scientific management which 

was emphasized upon controlling organizational tasks in order to achieve standard output. 

However, the concept of PMS has been poorly defined while the definition varies in literature 

(Bento et al., 2014). Some authors have termed it as the process of making the quantified 

actions while in other researches, it has been elaborated as the quantification of effectiveness 

as well as efficiency of the actions of any business. For this purpose, business makes use of 

metrics (Bikker, 2010). Franco-Santos and Bourne, (2005) have showed their concern on the 

poorly defined concept of PMS as “the lack of agreement on a definition creates confusions 

and clearly limits the potential of generalizability of research in this area”. The simple 
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definition of PMS in literature is: “a metric used to quantify the efficiency and/or effectiveness 

of an action” (Neely et al., 2003, p. 8).  

Armstrong and Baron (2004) argued that PMS ensures how managers manage tasks effectively. 

It means that 1) manager ensured that teams and employees should know and understand what 

is expected from them, 2) they also know what skills and abilities are expected from them. 3) 

Manger should also support their skills and abilities by the organization to meet the expectation 

through the feedback on teams and employee’s performance. 4) mangers also have opportunity 

to contribute and discuss the teams and employee’s aims and objectives. Bhattacharjee and 

Sengupta (2011) suggested employees are the most valuable and crucial assets of any 

organization. They directly influence the speedy growth of the organization. Therefore, it is 

important to manage the teams and employees effectively by the manager. It is challenging for 

the manger to identify the gap between actual competence of the employees and expected 

competence and bridge the gap. Since the employees enter the company and till when they 

leave, it is crucial to identify the whole cycle of competencies which are expected and which 

they possess in actual (Amberg, 2014). So, that employee’s performance and be managed and 

achieved the strategical advantages.  

Thus, PMS is all concerned with the management of performance in such a way as to control 

the future output (Lee et al., 2004). Though, businesses are not equipped with accurately 

predicting the future, yet a capability to make educated guesses is required on the basis of 

authentic and sound information (Melnyk et al., 2014). The definition of PMS has been 

determined on the basis of wide literature available but based upon objective measures while 

research indicates the involvement of subjective measures as well (Weatherly, 2004). The aim 

of any PMS is to determine and measure the key points which are responsible for the success 

of business.  It has been rightly termed as one which is concerned with internal processes 

(Courty, 2003). 
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The concept of efficiency encompasses that the work should be performed and results are 

achieved in such a way that there is no wastage of time, resources or efforts which means that 

the needless activities are eliminated while more useful activities substitute the lesser useful. 

In this way, the production of standard performance with minimum resources is called 

efficiency (Aguinis, 2009). On the other hand, effectiveness is concerned with doing the right 

things in the right way which means to perform the right tasks or achieve the desired results 

(Melnyk et al., 2014). Grossi et al., (2017) have also pointed out two types of PMS: the first 

ones are related to efficiency while the second type is concerned with effectiveness. The 

efficiency aspect is short term and is concerned with results. On the other hand, the 

effectiveness is a long term concept and is related to drivers of performance. Sobis and Okouma 

(2017) have supported this point of view and have held that the businesses should establish 

hard metrics quantitative in nature for the measurement of economic performance. On the other 

hand, soft metrics which are qualitative in nature should be designed for outcome. Thus, the 

organizations should deploy multiple PMS which can guide organizational performance in 

different areas like quality, input, output. Tessier and Otley, (2012) argued that the four types 

of controls are needed to be studied in combination with PMS. In this regard, the formal BLCS 

is not a standalone control rather it is a part of social control. On the other hand, the DCS is a 

part of operational performance control  while ICS belongs to strategic performance 

management. Finally, BCS has been divided into two levels i.e., operational and strategic. In 

this way, all levels are interlinked with PMS.  

Whenever, a business tries to measure the performance, it is faced with a challenge as to 

selection of the right methods (Aguinis et al., 2011). While choosing any measure for 

quantifying the performance, the responsibilities towards all key stakeholders of business are 

kept in mind including employees, suppliers, customers, equity holders, debt holders, 
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government and the society. Moreover, the organizations need to determine as to which 

questions, they want to focus (Melnyk et al., 2014).  

Researchers are of the view that the performance of any business can be managed when the 

desired results are defined, the expectations for performance are properly communicated, the 

activities to be performed are carefully specified and rewards are also controlled for those 

specific performances (Frigo et al., 2000). However, doing all this is not at all an easy task. It 

requires very careful consideration. It is because the wrong mix of measures often lead to 

negative results which indicate that PMS are not static rather, they should evolve with the 

passage of time on the basis of feedback provided (Merchant and Van der Stede, 2011; 

Appelbaum and Armstrong, 2003).  

Researchers have provided greater recommendations for proper use of any PMS. They are of 

the view that PMS must be based upon strategy but should be easy to understand organization 

wide (Aguinis et al., 2011). The systems should be able to generate timely feedback and should 

include both the suppliers and customers in the whole process. They should be relevant and 

measure specific goals (Merchant and Van der Stede, 2011). They should be clearly defined 

and focus on improvements with the help of feedback. For this purpose, they must have clear 

formula rather than numbers which are absolute. PMS should be based upon trends and they 

should further provide information to management. Moreover, they are needed to be objective 

rather than based upon opinions (Bikker, 2010). The dynamic nature of the organization must 

be considered while designing as well as implementation of the PMS. They are also needed to 

be exact and precise about what is aimed at measuring. Moreover, external monitoring is 

necessary throughout the implementation process (Kallio et al., 2012).  

3.2.1 Financial and Non-Financial Measures 

The systems of PM should not be based upon single measures rather they should combine both 

the financial and non-financial measures which are able to evaluate the customer satisfaction, 
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flexibility, finances, time and human resources. The output of these systems must be helpful 

for senior management for further strategic framework (Tangen, 2005). The PMS are also 

required to be dynamic in nature in such a way that they correspond to the changes in the 

external environment of organization. The overall aim of such systems is to measure the 

performance of the whole organization and not just an individual employee. All stakeholders 

should be considered while designing the PM and the overall formula must be simple and easy 

to understand (Chiesa et al., 2009).  

However, the perception of effective PMS is slightly different for a practitioner than an 

academician. It is because, the academicians pay lesser importance to time and more on 

generalizability and validity of the results while practitioners usually focus on ideas which can 

quickly generate results even if they are only ‘good enough’. Tangen, (2005) is of the view that 

a good PM should be aimed at providing strategic support, accurate information, both 

operational and tactical objectives and the sub-optimization (Bronzo et al., 2013).    

The field of PMS has been constantly evolving and has undergone different stages of 

development. Neely et al., (2005) has classified all the development in this field into five 

different stages: 

§ The era of 1980s – when the problems associated with using single financial 

performance measure started to develop and were found damaging for the 

competitiveness; 

§ The time period of early to mid-1990s – when the solutions to the problems arose in 

1980s were presented in the form of BSC approach and various other measures 

including SMART technique, Integrated PMS, Cambridge performance measurement 

frameworks evolved. They started to serve quickly by filling the gap of non-financial 

measures highlighted in 1980s; 
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§ The era of late 1990s – when the ways to successfully implement the PMS were 

introduced which included: the business excellence model, integrated PMS; 

§ The early 2000s – when greater research into the area started, thus, the data became 

readily available for the successful implementation of different approaches including 

BSC; 

§ The mid of 2000s – when questions about the theoretical validity of the selected 

performance measures started. 

There are other researchers too who take a slightly different approach for the categorization of 

the development of PMS like in financial and non-financial measures (Chiesa et al., 2009; 

Salterio, 2012).  

The broader knowledge discussed on the topic of PMS carries different themes. In this regard, 

the financial performance has been used extensively where a single measure has been used for 

performance evaluation or where the accounting based measures have been discussed (Chiesa 

et al., 2009). The use of operational performance measures has taken greater importance which 

are responsible for future business performance while financial performance measures focus 

on the already obtained financial information. The recent studies on PM have stressed on using 

the performance measures which are external to organization (Salterio, 2012). 

The PMS have long been used also as a measure of OP in terms of Earnings Per Share (EPS) 

and Returns on Investment (ROI) but, later it was felt that such organizational controls are 

insufficient in this era of intense competition and globalization (Lee et al., 2004; DeNisi and 

Murphy, 2017). Thus, there is need of broader range performance measures which include both 

financial and non-financial measures (Alder, 2011). These systems are qualitative and 

quantitative, internal and external, absolute and competitive. However, in the next phase 

researchers have highlighted even diversity of design in PMS. Such designs have included 

analyzing the impact of various external factors including: technology, size of organization, its 
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strategy and structure and the uncertainty in external environment for different financial and 

non-financial variables of business (Coskun, 2005). Moreover, the manufacturing 

organizations, especially, deploy PM methods based upon cost and financial accounting 

practices. But these techniques are old fashioned and may not serve the purpose of 

organizations in a rapidly changing business environment. So, the failure of these financial 

measures, non-financials were also necessitated (Kipley and Lewis, 2009; DeNisi and murphy, 

2017). 

Although, the use of non-financial measures has been emphasized in literature but there are 

differing views as to how they are capable of measuring the financial performance (Shafiq, 

2014). Yazdifar (2005) suggested that in independent companies, financial analysts believed 

non-financial managers are perceived management accountants in organizations. There are 

studies which have established a link between customers satisfaction and the financial 

performance measures including market values or revenues of business while the extent of this 

relationship varies with the nature of industry (Kaplan and Norton, 2004). McNamara and 

Mong, (2005) have also argued that organizations cannot effectively measure its performance 

using single systems rather they should organize their customized system of performance 

measures (Hammer, 2007). On the other hand, the organizations must also be adaptable to a 

range of performance measures, while the perfection of any performance measure depends 

upon time and experience (Musa and Kurfi, 2015).  

As described earlier that the performance measures can either be financial or non-financial. 

The researchers have argued that a combination of financial and non-financial measures is 

beneficial for all types of organization either non-profit or profit making organization (Hunjra 

et al., 2017). The inclusion of non-financial measures has been made in order to overcome the 

limitations of financial measures which included: short term focus, lesser guidance for future 
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plans and strategies and focusing on smaller groups of stakeholders; there is an endless debate 

on how to perfect the design of non-financial measures (Cheng and Coyte, 2014).  

The literature has also discussed a range of principles for the effective implementation of PMS. 

In this regard, Hammer, (2007) has provided that in order to ensure the effective 

implementation of any selected PMS, it is necessary to decide before-hand as to what is the 

purpose of measurement. The culture of measurement must also be friendly and according to 

the culture of the organization while the systems must also be used systematically. Neely, 

(2005) has emphasized that the PMS must be sensitive to the changes in external business 

environment. Moreover, the system must be able to review and prioritize the business 

objectives if the changes in external business environment are of substantial nature.  

Kalle and Lind (2010) have discussed the critical success factors of PMS which led towards 

high performance culture. He emphasized on the provision of graphical information by the 

PMS at local level. He also provided that good PMS must assist people in controlling their job 

outcomes in the right direction. However, the system must be designed and implemented by 

keeping in mind all the consequences (Armesh et al., 2010).   

The earlier studies on PMS have discussed even different concepts. In this regard, Bikker , 

(2010) has investigated on how effective the financial institutions provide their services to 

customers. Moneva et al., (2007) on the other hand, measured the relationship between external 

factors and financial performance for the purpose of evaluating their role in the overall 

performance of the business. The results of this study further added that the environmental 

factors provide a greater contribution for the financial performance (Antonsen, 2014).  

For later studies, service quality served as a good indicator of PM (Deville et al., 2014). In this 

regard, different dimensions have been considered important for the purpose of strategic 

performance management. They include: responsiveness and communication, reliability and 

systemization while there are other studies which consider the size of banks as another indicator 
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for the measurement of its performance (Aranda and Arellano, 2010; Aguinis and Burgi-Tian, 

2021). As for instance Spekle and Verbeeten, (2014) have provided that the banks which are 

larger in size, are performing better than those which are of smaller size. Deville et al., (2014) 

has examined the PM in hierarchical organizations while there are other studies which 

investigate the PM in organizations belonging to public sector (Kennerley and Bourne, 2003; 

Yigitbasioglu and Velcu, 2012; Spekle and Verbeeten, 2014). All of the studies provided that 

the organizations should control their performances for any variations in their set standards and 

actual performances. Moreover, the PMS should be in harmony with the organizational 

structure and its overall activities. The main goal of PMS should always be made clear and 

should never be forgotten). Moreover, the criteria of good performance should also be clear 

and communicated to everyone in the organization. For this purpose, both the financial and 

non-financial performance aspects must be balanced in the PMS adopted (Spekle and 

Verbeeten, 2014).       

The PMS is not only becoming diverse but are also broader in perspective. The nature and the 

purpose of using diverse designs of PMS in an organization have different categories. As for 

instance, the use of accounting information has been classified as attention directing and 

problem solving (Deville et al., 2014). Others have provided three distinct uses of PMS 

including: coordination, monitoring and diagnostic while Henri, (2006) have provided four 

categories of PMS attention focusing, score keeping, legitimize and problem solving. Similarly, 

Ittner et al., (2003) had previously provided four uses of PMS which are: evaluation of 

performance, identification of problem, external disclosure and capital investment. Later-on 

Spekle and Verbeeten, (2014) updated the uses of PMS as attention focusing, legitimizing, 

monitoring and strategic decision making.  

There are various issues related to successful design of the PMS. In this regard, Mettanen 

(2005) has highlighted many factors which are critical for successful PMS. The employees of 
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an organization occupy the greatest importance and even though the concerned organization is 

research based in which the employees are quite intellectual, the challenges for the good PMS 

are almost same to those of other service or manufacturing organizations. Tuomela, (2005) also 

conducted a similar kind of study and reported that interactive PMS are necessary in order to 

improve the quality of strategic decision making. Later Chiesa et al., (2009) confirmed with 

the researches of Tuomela, (2005) and Mettanen, (2005). Bisbe and Malagueno, (2012) argued 

that the organizations largely deal with their quantifiable performance and ignore other aspects 

of substantial importance including: quality of service, innovation, resources utilization and 

flexibility.    

Thus, the organizations are needed to monitor and measure their performances regularly. 

However, the implementation of PMS requires significant resources both human and financial 

(Rudd et al., 2008). But once implemented, they provide dynamic and balanced solution. 

Researchers have found that the organizations which adopt performance management for 

controlling their organizational affairs, get significant increase in their outcomes (Vuksic et al., 

2013). Such PMS help in translating strategy into performable actions which ultimately provide 

management with a greater degree of control (Bisbe and Malagueno, 2012). Furthermore, 

researchers have investigated that PMS not only control the current performance but also future 

performance of an organization (Zamecnik and Rajnoha, 2015). Using financial measures, the 

performance in areas including: growth in revenues, utilization of assets and cash flows etc. is 

controlled while the non-financial measures like product quality and customers’ services etc. 

help to control future performance of an enterprise (Bento et al., 2014; Mouritsen, 2005). So, 

PM assists an organization to achieve as well as sustain the right alignment in their business 

decisions, allocation of resources for the purpose of controlling OP in not only stable time 

periods but also in the phase of strategic change (Bento et al., 2014). 
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3.3 Management Control System (MCS) 

The concept of MCS has been extensively researched and examined in the literature. In this 

regard, different researchers have provided different definitions of this important concept, 

however; still they have not reached to a consensus with respect to its definition (Anthony and 

Govindarajan, 2004). “Management control system is a standard-setting system, receiving 

feedback in the form of current performance and taking the actions needed to compare whether 

the actual performance occurred in accordance with the strategy planned before”  (p.4).  Some 

of the authors have established that it is a system of influencing the other members of 

organization for the implementation of organizational strategies while others have recognized 

it as a combination of three controls within the organization, namely input, output, behavior 

(Mahama, 2006; Chenhall, 2003). An important aspect of management responsibilities is to 

have a comprehensive MCS. This system should assist best the management in decision 

making (Sather, 2004). The relationship between MCS, the structure of the organization and 

its culture should be developed in such a way which can control the working of organization 

as per the set strategies and plans (Malmi and Brown, 2008).    

Organizations generally and traditionally consider that MCS are not needed when the 

employees of the organization are provided with the overall direction of work, the ultimate 

code of conduct to follow while in pursuit of organizational goals and more importantly they 

have the required capabilities and capacities to do work and are motivated throughout the whole 

process (Bititci et al., 2012). Merchant and Van der Stede, (2007)  “A strict management 

control system must provide a higher level of certainty that employees will act according to the 

wishes of the organization” (p.118).  However, the reality is different than what has been 

actually perceived as MCS are needed in all types of organizations and in all situations. Its core 

purpose is to make employees act in specific ways which is ultimately helpful in achieving the 

overall goals of the business (Mundy, 2010). Moreover, they are also needed to educate 
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employees on the required behaviors to work in the organization (Seal, 2012). Thus, the MCS 

with their tools and techniques are capable to motivate employees to work best on 

organizational aligned strategy (Kaplan and Norton, 2008; Mahama, 2006).  

The MCS which originated in 1960s for monitoring the budget system has, extended its 

framework to meet the challenges and complexities of new era organizations. Simon (1995) 

stated the definition of MCS that “Management Control Systems are the formal, information-

based routines and procedures managers use to maintain or alter patterns in organizational 

activities” (p. 5). Nowadays, the MCS works with a diverse range of topics like governance, 

implementation of strategy and agency relationships (Bisbe and Otley, 2004). MCS, is thus a 

vast field and it includes the overall control of organizational activities and Performance 

Measurement System (Spekle, 2001; Alkhafaji et al., 2018). Researchers are of the view that 

regardless of the type of MCS, it should be stressed that what it will do to organization. 

Moreover, it is a kind of living organism which is, all the times, influenced by the interaction 

of people (Malmi and Brown, 2008). Merchant and Van der Stede (2007) state that 

“organizations have goals to be achieved so employees must take actions according to what 

they believe they can complete well for organizational goals” (p.25). In this way, formulating 

MCS at organization is the first step while its effective implementation is the main step which 

requires adjusting MCS as and when needing arises so that employees could be motivated more 

for the best OP (Speklé and Kruis, 2014). Measurement of the target performance is considered 

to be an effective tool of MCS. It is because the PMS have significant impact on employee 

motivation which in turn will support MCS. Authors have considered PMS as a subset of MCS 

(Tessier and Otley, 2012). Bititci et al., (2012), in their attempt to investigate the difference 

between MCS and PM, investigated thousands of articles and found no difference between 

these two concepts. Ferreria and Otley, (2009), pointed out that PMS is a tool of MCS for the 

control of organizational and management performance. This study has, however, investigated 
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the two concepts of PMS and MCS separately where the two are interlinked in a way that PMS 

has been taken as a subset of MCS. 

3.3.1 Types of Organizational Controls 

There are various types of organizational controls. Merchant and Van der Stede, (2011) have 

grouped all of these controls into four major categories including: action controls, results 

control, cultural controls, personnel controls. In this regard, the action controls concentrate on 

actions or more specifically behaviors of employees in such a way as to ensure that they are 

working in the best interest of organization (Van Der Meer-Koistra and Vosselman, 2012). In 

this way the behaviors which are undesirable can be prevented or eliminated completely. It also 

makes it possible to make employees accountable for their behaviors and actions (Kober et al., 

2007). In order to function it in best way, the desirable actions should be specifically defined 

and are also communicated throughout the organization. To further reinforce the desired 

actions, they must be backed by effective rewards (Hua et al., 2009).  

The second category of controls i.e., results control are those which measure the overall results 

of the organization for the purpose of rewarding good results and penalizing the bad ones 

(Vosselman, 2002). These controls focus on results instead of the actions of employees. In 

relatively larger organizations, the results control can be implemented by changing the 

organizational structure as decentralized (Hua et al., 2009). In such a system, every manager is 

held responsible for the results of his department but it can only be possible when the required 

results are effectively communicated to the managers and their respective employees and 

managers are provided with the authority to control the performance of his/her employees 

(Kober et al., 2007).     

The third category of control is the personnel controls. Under this system of controls, the 

employees themselves are responsible for their actions instead of the managers unlike in actions 

and results controls (Østergren and Stensaker, 2011). Such type of control is effective in work 
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environment where the educated, self-monitored and experienced employee’s work. Personnel 

controls often work best when employees feel personal satisfaction by providing best work and 

it is possible only when the employees are provided with all the resources they need for the job 

to be done (Firdaus et al., 2011).  

The last category is of cultural controls. These types of controls are imposed with the help of 

strong organizational culture, under which the employees, by virtue of organizational culture 

perform their best for the achievement of overall organizational goals (Otley and Soin, 2014). 

The culture control may include rewards for best performances, social arrangements, intra 

organizational transfers and other codes of conduct (Kaplan and Norton, 2008). The top 

management must also introduce its all new rules which are consistent with organizational 

culture. Under cultural controls, the rewards are awarded on group performance and not the 

individual achievements (Firdaus et al., 2011).  

Malmi and Brown (2008) have discussed MCS and divided the management controls into two 

types: formal and informal. The formal controls include systems like rules and regulations, 

setting up budgets and placing standard operating procedures within organization (Sandelin, 

2008). These are easily visible and measurable that is why the researchers have focused 

primarily on formal controls in their reaches (Kaplan and Norton, 2008) while the other hand 

informal controls are those which are not in written form but are relics of the organizational 

culture. They may be in the form of standing instructions, workplace ethics, job description or 

in manuals.  

Thus, the management can implement MCS with different purposes in mind like its successful 

implementation requires a number of activities to be taken (Malmi and Brown, 2008). As for 

instance, it needs planning as to what the organization needs to do; how should it coordinate 

the activities at various levels in the organization, how should it communicate and evaluate the 

information within the organization and what actions should it take to motivate the employees 
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or to influence their performance (Bikker, 2010; Cruz et al., 2011). It is very much necessary 

to answer the questions like ‘what is required’ or ‘what is needed to be done’ during planning 

phase for the establishment of MCS practices. It is because the MCS practices act in an 

organization like a thermostat (Brewer et al., 2005). 

Researchers have argued that the need of MCS in an organization is different at different levels 

and at different states (Aranda and Arellano, 2010). As for instance, an organization which is 

run by few owners and is at low scale, does not need strict organizational controls but as it 

grows and enters into new markets, the risk-taking increases and here comes the actual role of 

MCS in that organization. At this stage, the employees may also feel that their capabilities are 

not being used in fullest way, consequently, they will get frustrated and their level of 

commitment will fall (Cosenz and Noto, 2015). Hence, the MCS should be implemented with 

proper reasons and the set standards as to its achievement, while the adverse effects which 

MCS may bring should also be considered (Aranda and Arellano, 2010). It is because MCS, 

for an organization is one thing while its successful implementation is another. The continuous 

monitoring and supervision of the whole implementation process is necessary in order to 

determine how it is perceived within the organization (Grabner and Moers, 2013). In this 

regard, it has been argued that the motivated employees help to increase the implementation 

process and ultimately the likelihood of getting MCS to work (McNamara and Mong, 2005).   

The current study has interest in broader, formal system of controls. Such type of system was 

designed by Ferreira and Otley (2005) who categorized the organizational controls into four 

distinct categories and called them as levers of control. The four categories which they provided 

included: boundary controls, belief controls, interactive controls, and diagnostic controls. They 

proposed that the types of controls are useful for controlling business strategy.  
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3.3.1.1 Diagnostic Control Systems (DCS) 

These controls ensure that the decision making of the organization is aligned with the overall 

goals of business (King et al., 2010). Simons (1995) stated that “diagnostic control system 

seeks to ensure that decisions align with the goals of the organization” (p.5). Simons (2000) 

also considered that “a diagnostic control system is a control system to change the intended 

strategy into a realized strategy that focuses on achieving goals for the business and for each 

individual in the business” (p.303). Simons (2000) also explained that “The diagnostic control 

system is used by managers to monitor organizational output and correct deviations from 

established performance standards” (p.209). It is the formal organizational control which is 

aimed at monitoring for the results and making correction for any deviation from what has been 

standardized with that of the actual performance. They are concerned with comparing actual 

performance with set standards for the identification of any critical deviation (Adler and Chen, 

2011). Chenhall (2007) also suggested that DCS is a formal system of information in 

organization which monitors the product of tasks or results and corrected the deviations in the 

results from the expected performance.  In this way, there are five main characteristics of DCS. 

First of all, the results of an entity or system should be quantified so that they can be measured. 

Secondly, the business must set certain targets to achieve for its employees. Thirdly, a feedback 

system should be developed and put in place which can determine any deviation from set 

targets. In the fourth step, the analysis should be performed between the set targets and obtained 

results. Finally, in the fifth step, the overall systems and procedures should be modified to 

address the difference in outcome. Thus, DCS is used to monitor and review the performance 

of business based upon certain critical success factors. In this way, such monitoring of 

performance has made DCS quite attractive for businesses (Grossi et al., 2017).   

Researchers are greatly of the view that the supervision for monitoring the performance 

deviation should be done by an external (Arjaliès and Mundy, 2013). This is because, the 
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internal supervision may cause de-motivation or confusion for manager and he/she may refrain 

from taking opportunistic steps. In this way, the employees are properly communicated with 

the objectives to achieve and they thoroughly work for it but the negative aspect of these 

controls is that the opportunist behavior is reduced (Widener, 2007). In this way, the prime 

focus of DCS is on measurement of performance against certain set targets. The regular review 

of performances is made internally in board meetings or in other departmental meetings (Berry 

et al., 2009). 

Another way DCS help an organization to perform better is through their impact on 

organizational innovative process. It contributes positively to the internal environment of 

business (Adler, 2011). However, traditionally, it was believed that DCS limit the innovations 

in business since their prime focus is on achievement of set targets. This is because the 

managers usually apply coercive powers which restrict organizational potential for innovations 

(Grossi and Thomasson, 2015). Bisbe and Otley, (2004) have also approved that the DCS are 

beneficial only when are used less frequently since they are aimed at bringing efficiency and 

not the innovations. Chenhall et al., (2010) have also supported this point of view and argued 

that there is no association between the use of DCS and technological innovations, thus, the 

use of DCS provides organizations with additional challenges of dealing with innovation 

factors. Bedford, (2015) has, however, hold a conflicting view that the activation of DCS in a 

facilitative and enabling environment, fosters benefit of innovation. Bisbey and Otley, (2004) 

have argued that the DCS have two important moments of control in business: first of all: ex-

ante when business goals and objectives are defined and established for all short, medium and 

long term. At this time, a common view of the organization is taken and critical success factors 

are focused. The second moment is related to monitoring when the organizational goals and 

plans are reviewed to be implemented effectively and discussions are conducted for causes of 

variations as well as for adjustments of variations. Bedford and Malmi, (2015) have suggested 
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to capture the existence of DCS through putting different questions on different tasks 

performed and it cannot be done through artifacts. However, Sue et al., (2015) have provided 

its measurement using artifacts. Hoffmann et al. (2011) have discussed that the artifact use of 

DCS leads to create dynamic tension when changes in existing plans and objectives is observed 

and a response is demanded thereof. As for instance, when tax rate is increased, the DCS may 

observe it through the reduction in profit margins, thus, discussions are invited to articulate a 

different course of action for it. This may include keeping the existing business strategy or 

going through a changed plan.  

The studies have also figured out certain criticism on DCS. As for instance, an effective DCS 

is important to identify the short comings and problem areas, however, it has also been argued 

that it may lead to affect employee behavior negatively since they will be more inclined to use 

unethical means for achievement of set targets since their benefits and rewards are attached 

with performance (Chenhall et al., 2010). Additionally, in case of realistic goals achievement 

when the employees are empowered, they may manipulate the ways to do certain things and 

they take their own decisions. In such a situation, the manipulation may be beneficial in short 

run but may create problems in the long run. The DCS are more of a traditional form of control 

and is not widely used in today’s organizations (Pujiati et al., 2019).  

Authors have suggested that an effective approach to DCS, the strategies, goals and objectives 

must be explicit. Identification of right stage and its implementation is very important to exploit 

the true merits of DCS. In this regard, the organizations have to go through an uncertain 

business environment which makes it difficult to set clear goals and targets. Thus, the use of 

DCS at birth stage of organization is not recommended. As soon as the organizations move 

towards their growth stage, employees are more likely to make decisions as per their choice. 

Thus, there is always a risk that they will make decisions to their importance, thus, the 

implementation of DCS is imperative at this stage which is helpful to restrict the decision 
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making in un-desirable ways (Kober et al., 2007; Grossi and Thomasson, 2015). However, 

Heinicke et al., (2016) have argued that this stage includes more uncertain environment which 

restricts use of DCS. They have further provided that as the organizations reach maturity stage, 

the growth is slower down and there is relatively a stable environment and they can establish 

clear goals and objectives, thus, the use of DCS is more suitable at this stage. Ferreira and Otley 

(2009) have also supported this point of view and further provided that at maturity stage 

organizations have relatively competitive communication channel which makes the use of DCS 

more appropriate at maturity.   

Su et al., (2015) have discussed that the maturity stage require focus on larger innovations and 

diversifications. The top management plans more about competitive pressures and dynamic 

environment. thus, DCS help management to focus such issues while they control performance 

and monitor results. However, Malmi and Brown, (2008) have disagreed with this approach 

and provided that the use of DCS restrict the ability of employees to create and innovate which 

is critical at this stage. Thus, they recommend using DCS at revival stage rather than on 

maturity stage. Kantola (2017) has concluded this discussion and provided that the best stage 

for application of DCS is maturity and revival.    

Authors have however, provided certain other disadvantages attached with DCS. In this regard, 

it has pointed out that the employees are not included for drafting of plans and strategies thus, 

it is quite possible that the organizational vision and strategy may not be properly understood 

by the employees which can create difference of opinion and ultimately the implementation of 

planned strategies may suffer. Moreover, at certain times, there is difference between set targets 

and desirable targets depending upon the changing business scenarios, however, the same are 

not known to employees since the approach encourages status quo. Though, it leads to achieve 

business excellence but at the same time creates conservative culture Thus, an environment of 

suppressing creativity and innovation occurs in business which is not the requirement of new 
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business world making functionality of DCS questionable. In such an environment, it can be 

safely said that DCS are not sufficient to ensure effective and efficient controls (Sobis and 

Okouma, 2017). In fact, the pressure created by DCS to meet deadlines and achieve targets 

lead to failures of control and ultimately crises. Management is needed to realize that a culture 

where employees are held accountable to meet deadlines and achieve targets especially the 

difficult targets, problems occur. Such a framework exerts the need to think of the other three 

levers of control.    

3.3.1.2 Interactive Control Systems (ICS) 

The interactive control systems emphasize on improving manager’s attention and the 

environment of communication throughout the organization (Arjaliès and Mundy, 2013). In 

this way, these controls are helpful for stimulating emergent strategies for every possible 

opportunity or threat within and outside the organization. The combined use of diagnostic as 

well as interactive controls is very helpful in promoting risk management behavior and 

exploiting the opportunities as well at the same time (King et al., 2010) but the overall controls 

start with diagnostic use. It is because the diagnostic controls provide means to enhance 

communication and dialogue in the organization. So, both diagnostic and interactive controls 

are used simultaneously in the organizations to enhance the efficiency of systems (Waldersee 

et al., 2003). 

Simon (1995) argued that interactive system circumvents the problems, in order to provide the 

solutions to the management elements which were not encountered in the development of the 

pervious strategic planning process. Simons (2000) also suggested that “interactive control 

systems are management control systems where managers must communicate to be involved in 

decision making in organizations. Interactive control system is used to identify risks due to 

external factors namely environmental changes” (p.216).  Therefore, interactive control 
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system concerned with the involvement of the manger in order to take the decisions of the 

employees. ICS focus on control over information systems that do not appear in regular routine  

It is based upon dialogue between top management and middle management. With this, it is 

helpful to establish new initiatives to achieve superior performance. It enhances creativity 

dialog and learning within the organization since it is a double loop system for learning. 

Schaffer et al., (2014) have postulated that there are five essential characteristics for 

establishing ICS within the organization. In this regard, there should be clarity of mission of 

business, the top leadership of business should be committed and practices delegation of duties, 

practices problem solving, rewards those who are better performers and disseminate 

knowledge. The top management encourage learning within the organizations which also 

results in establishment of new and innovative strategies, however, the organizations must have 

the capacity to learn more and adapt. Tessier and Otley, (2012) have discussed three main 

features of ICS: a) intensive involvement of superiors, b) intensive involvement of 

subordinates, c) intensive communication between the two parties where managers/superior 

take control of the overall position to manage the overall business processes and uncertainties. 

In this way, they can also foster organizational learning within the business and a cycle of 

learning and development is organized in business which start with organizational attention 

and end with emergence of new ideas and strategies (Gond et al., 2012). As a tool of value 

creation, ICS is helpful to transmit the management’s vision to its subordinates in the first step 

and supports in designing strategies to work against uncertainties created in business 

environment due to competitors’ actions, changing government regulations (Langevin and 

Mendoza, 2013). Thus, the ambiguities in the overall system are identified and removed. This 

is done through organization wide discussion and dialogues in the light of new information 

obtained. The discussion concludes as to whether the new ways of performance are needed or 

not. This creates an environment of democracy in the organization where future course of 
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action is decided with the help of discussion made with subordinates. Simons, (2000) has 

discussed that in changing business environment, ICS is very helpful to differentiate business 

activities from others.     

ICS is entirely different from DCS and is meeting the needs of new business era. The managers 

using ICS make companywide communication of ideas and make interaction possible at levels 

in business. ICS help management to put a clear focus on the main issues. As for instance, 

Pepsi focus on US market share which was captured by Coca Cola. Thus, at all levels in 

meetings the company focused at discussion of market share and everyone in the company 

understood the meaning of market share and the strategies used in this regard. It also helped to 

put a focus on a single issue throughout the company (Tsamenyi et al., 2011; Sobis and 

Okouma, 2017). Lababidi et al. (2020) have argued that ICS led to single out issues to give 

them special attention. Moreover, the senior executives also come up with a single voice and 

create consensus as to what is needed to be done. The main characteristics which make a control 

interactive include: a) a theme which is recurring at height level of organization, b) it needs 

continuous and significant attention of middle management, c) the theme is discussed and 

regularly interpreted in different meetings of management, d) it undergoes various challenges 

about data plan and action plans.  

Authors have discussed the suitable stages for application of ICS at organizations. In this 

regard, Kantola, (2017) has provided that the birth stage involves a centralized structure of 

organizations where top management makes all of the decision, thus, the sharing and 

coordination of different types of information is not needed at this stage. However, the ICS 

focuses more on communication and interaction, thus, it is not a desired control to set at this 

stage. The next stage is growth stage, which is also known as innovation stage, thus, the use of 

ICS is helpful in assisting organizations to collaborate and coordinate knowledge within the 

organization. Tam and gray, (2016) has also provided similar discussion and hold that the use 
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of ICS is helpful in generation of fresh ideas and initiatives. From this discussion it can be 

recommended that the application of ICS is more useful at growth stage.  

At stage of maturity, the decision making is again centralized which is partially decentralized 

during growth stage. Moreover, the overall business environment is characterized as stable. 

Thus, there are lesser meetings over uncertainty and unstable environment which makes 

application of ICS at this stage less prevalent (Silvola, 2008). Finally, the revival stage requires 

more turnaround strategies, product diversification and innovation. Thus, the organizations 

must be able to understand the threats and opportunities in the environment which requires 

frequent discussion and meetings. This makes a favorable situation for the implementation of 

ICS. This discussion provides that the use of ICS is more suitable in birth and revival stage 

than in growth or maturity stage (Tubagus et al., 2012).    

3.3.1.3 Belief Control Systems (BLCS) 

The belief controls are used in organizations in order to “define, communicate and reinforce 

values, purpose and direction for the organization” (Alder, 2011). In this regard, the mission 

statements of the organizations are normally used in order to get guidance about what is needed 

to be done. The role of top management is highly important for this purpose since the top 

management with their actions create a culture and provide course of action for the rest of 

employees within the organization. Hence, employees are provided with a clear sense of 

purpose (Chenhall, 2007).  They are value driven and are inspirational in nature. They are 

drawn in a broader prospective so that everyone in the company can be attracted and inspired 

for core values of business. However, they are effective only when the employees believe the 

systems in a similar way as supposed by management. Sometimes, the management adopt the 

mission and core values just as a part of fashion. While others may use it as a real living 

document which makes its application quite effective (Sobis and Okouma, 2017).  
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Simons (2000) argued that “belief systems are corporate values and culture. Senior managers 

communicate formally about providing the basic values, goals, and direction of the 

organization” (p.275). The belief control systems are the set of statements related the identity 

of organization which formally communicated by the systematical and executive echoed 

related to the core values of organization, its values, goals and directions. Simon (1995) 

suggested BLCS focus on how company’s values are created in the context of the level of 

human relationships and desired performance. BLCS also express in the company’s vision, 

mission statement, values, credo and purpose statement. Executives of company uses BLCS to 

motivate and inspire the employees to create, seek, explore and implement all their efforts, 

skills and abilities to improve their performance (Widener, 2007). Therefore, managers are the 

important elements in the organization who can establish the effective belief system to improve 

the performance of employees (Simon, 1995). The senior managers of the company create their 

own substantive drafts, to evaluate the employee’s performance, to communicate and facilitate 

them, to provide feedback and awareness.   Basically, BLCS is directly related with the belief 

system of individual. Belief systems are mostly self-controlled system which influence the 

performance of individual, therefore, BLCS are effective MCS and play vital role in the 

organization performance. In this context, organizations should prioritize the establishment of 

the effective BLCS.  

In other words, BLCS are aimed at communicating the wider paradigm of business to its 

employees so that they can understand what the business is trying to achieve and how it will 

do that. The overall belief systems work in a very powerful way to communicate people and 

give them a sense of purpose. Companies do communicate their values but guiding these values 

in routine tasks is difficult which is made possible through BLCS (Mundy, 2010). The belief 

system of business is composed of its vision, mission and value system. BLCS is considered to 

be very effective since they generate self-control that originates from within. However, the 
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measurement of belief controls is not easy and cannot be easily linked with rewards and 

punishments. However, they provide with strategic objectives to employees and in return they 

adjust their actions accordingly. In a flexible work culture, BLCS are implemented and are 

beneficial (McAdam et al., 2019).  

In past, the mission of business was not understood by the employees as a part of value creation 

or create an environment of beliefs and values. The employees knew only what the organization 

is engaged in production in supply. However, with the passage of time, the business 

environment has changed significantly. A formal belief system is imperative nowadays so that 

the employees can understand the direction of business in a complex decentralized business. 

Nowadays, the absence of a clear belief and value system, employees are unable to understand 

the required behavior in business, thus, they make certain assumptions to behave in a certain 

way in any unpredictable situation. Thus, they need a clear understanding of organizational 

purpose and the required contributions from them in order to pursue the overall organizational 

purpose. This can only be done through communicating the core beliefs of business (Sobis and 

Okouma, 2017).  

In a study conducted by Manhor and Pandit, (2014) examined that innovations in a business 

are translated and influenced by beliefs and core value system in business. It has also provided 

that the mission statement of company positively affect the performance of business. It requires 

that establishment of effective belief system should be the priority of any business.  

Creativity arises as soon as the management adopt a maximal approach and coordinate tasks in 

a frantic way. The adoption and implementation of BLCS is dependent upon the life cycle stage 

a business is going through. In this regard, the birth stage of business is characterized by fast 

and simple decision making system, unstable environment in terms of finances and structure 

while the owner is held responsible for everything (Su et al., 2014). It reveals that the 

businesses usually do not have the formal system which can define and communicate core 
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business principles to employees and to inspire and motivate them. Moreover, there is 

centralized system of decision making. This makes BLCS less suitable to this stage (Merchant 

and Van der Stede, 2011). Later at growth stage, after the introduction of BCS, the values are 

shared among employees. The businesses are focused to generate more sales at this stage and 

the growth is backed by either purchasing new units or to merge with another business 

depending upon the vision of its leaders. In this way, they take all possible steps to make market 

dominant for which different strategies are formed and implemented. Thus, the beliefs of 

employees are needed to be built to motivate them and make them perform better and achieve 

more growth. The BLCS are implemented at this stage to guide employee behavior and 

motivate them to pursue the set targets. It makes BLCS more useful at this stage than at birth 

stage (Mohamed , 2014).  

Finally, as the stage of maturity comes, organizations become more conservative and they do 

not go for much of the innovation. The overall decision making process at business becomes 

more risk averse and less innovative. Moreover, they are also less proactive. The focus is on 

solution of problems rather than on formulation of explicit strategies. Thus, there is not much 

use of BLCS at this stage. At the end, when revival stage comes, a proactive approach is 

adopted where the decision making style is risk taking while proactiveness and innovative 

decisions are to be made. The leaders prefer to be innovative rather than imitating the strategies 

of competitors. Sine a shift in strategies is needed, thus, BLCS is needed to be implemented at 

this stage. Sobis and Okouma, 2017) have also held that communication of core values and 

vision of business is needed to be made at revival stage and it requires implementation of 

BLCS. This is also consistent with Pujiati et al., (2019) who argued that the mission and vision 

of organization are implemented in the organization when they are mature. This confirms the 

application of BLCS at growth maturity and revival stage.     
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Over the years, a reassessment of BLCS has been made which shows that with the passage of 

time, the workforce of businesses has changed. Employees are largely educated and they have 

the higher level of personal desires and accordingly more ability to work with. The individual 

abilities of management and employees are transformed in order to achieve better output and 

for this the organizational goals and objectives must be clearly stated and clarified. Moreover, 

the corporate goals should be understandable which can guide to develop new ideas for 

achievement of competitive advantages for business (Bedford, 2015).  

3.3.1.4 Boundary Control Systems (BCS)  

The boundary control systems as the name suggest are those which set limits or boundaries for 

the potential steps to be taken. This type of control clearly expresses as which actions need not 

to be taken, therefore, it works best to restrict employees for certain actions and at the same 

time their creativity or innovativeness is not damaged (Mundy, 2010). BCS motivate 

employees to work in the light of already established morals (Rezania). Simons (2000) 

emphasize that “Boundary system is an internal control system that limits the areas where 

employees will look for opportunities related to the goals achieved by the company” (p.289). 

Moreover, clear codes of conduct are also provided in order to ensure the ethical behavior of 

employees. In this way, belief and BCS are used in combination of each other in order to 

provide employees with a broader perspective of what to do in belief control systems and what 

not to do in BCS (Simons, 2000).    

In simple words, BCS are said to be statements about what the company is not expected to do. 

In this way, it helps employees at all understand the ideas or opportunities which the company 

is not going to pursue and therefore should not be focused. A common example of Bill Gates’ 

statement about Microsoft that the company has not planned to go into computer word and 

software integration. Thus, BCS help to save time which is otherwise wasted on exploring ideas 

which fall beyond the scope of business. However, they are needed to be clearly drafted since 
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a careless draft may not only prevent wastage of time but also prevent relevant creative ideas 

to flourish in the company. Thus, the boundary controls are always needed to be very carefully 

drafted so that they can better guide development and at the same time block only restricted 

avenues (Su et al., 2015).  

Tuomela (2005) suggested that organizations need BCS in terms of financial terms. BCS is 

important to handle the financial risk in organization. BCS also used to maintain the timely 

accomplishment of the tasks (Pesalj et al., 2018). They are usually expressed in negative form 

or like minimum standards since they restrict doing something. They involve employee 

empowerment but within the boundaries and established rules and regulation in the best interest 

of business (Tam and Gray, 2016). The essence of this empowerment is that the employees 

who are empowered should be given the authority to perform whatever they want. Whenever 

employees are empowered, they are provided with the instruction to have a physical control, 

have task control system, contain written guidelines to perform certain tasks and others. As for 

instance, a code of ethics is a written statement which is helpful to form the formal attitude of 

management and employees as required by business. This is the reason businesses are looking 

for employees who have more ethical behavior at workplace since the employees with ethical 

behavior are likely to succeed more (Malmi and Brown, 2008). The corporate challenges can 

be overcome by incorporating the ethical culture and improving value system of employees 

which can serve to attain higher levels of trust and loyalty. This in turn, reduces the legal, 

financial and reputational risks and ultimately improves business performance (Su et al., 2014).  

A business may implement BCS at different stages of its life cycle with different intensity. As 

for instance, at the time of birth of organization, there is greater focus on innovations and 

formulation of new and diversified product line. The offering of new products are aimed at 

fighting with competitors in a better way. This requires production of innovative products and 

taking of bigger risks. Thus, the application of boundary controls at this stage results in limiting 
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the search of opportunities (Mohamed , 2014). They tend to avoid risks and implement code of 

conduct as well as rules and regulations. As the organization grows, the organizational structure 

becomes complex while decision making also becomes less centralized. Thus, analytical 

capabilities of managers are needed who are involved in decision making. However, there are 

certain risks at this stage of business since the employees may work for their benefits and 

interests. They feel more freedom as the duties are delegated at this stage. Though, the 

organizations at this stage are involved in empowering their employees for quick decision 

making, however, BCS are implemented at this stage to limit the decision making powers of 

managers so that they cannot take every decision they want. In this way the clear guidelines as 

to making certain decisions and prohibiting others are designed and communicated. These 

guidelines are designed by top management for their subordinates. In the next stage as maturity 

reaches, the organizations are less interested in innovations and diversification rather they focus 

improvements and productivity. Such a stage requires lesser proactiveness and innovative 

behavior which requires implementation of DCS instead of BCS (Bedford, 2015; Hermawan 

et al., 2021).  

Finally, at revival stage, organizations are more involved environmental challenges and greater 

competitive pressures which requires diverse leadership. It leads to more diversification, 

innovation, expansion of market share and launch of new product line. This stage requires the 

implementation of BCS since the organizations at this stage require employees to be creative 

and innovative and achieve certain standards. The implementation of BCS is helpful to achieve 

more flexibility and creativity and a more formal analysis is performed at this stage (Kantola, 

2017). The flexibility in decision making at revival stage is helpful to mitigate the risks of 

higher level like increased market heterogeneity. The organizational risks are controlled 

through management at each level through delegation of duties. In this way, the use of BCS at 

this stage is quite helpful to guide managers to use their wisdom and judgement for decision 
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making and apply their innovative ideas while the managers will also know their limitations of 

decision making. Thus, a widespread implementation of BCS at revival stage is made (Pujiati 

et al., 2019).   

These four levers of control are important and they complement each other. The DCS and BCS 

are constraining in nature while BLCS and ICS are designed for growth and development. The 

main challenge of these controls is that they are needed to be kept upto dated so that they remain 

relevant and applicable. Harmawan et al. (2021) have reported that the four levers of control 

should be coordinated to function since they jointly perform well for business and reduce 

strategic risks where strategic risks are those which can adversely affect the performance of 

business and the ability of management to work with a strategy. The belief and boundary 

system are complementary for each other. The BLCS creates positive attitude of employees 

towards organizational values while BCS provides with certain constraints to employees to 

pursue different ideas and creativity. A clear and strong BLCS and BCS ensure that the 

organizational resources have been used positively and are not directed where a positive 

outcome is not obtained. This is helpful for managers to concentrate on core areas of business 

and achieve a competitive advantage (Tuomela, 2005).  

Harmawan et al. (2021) have however, provided that there are weaknesses of four levers of 

controls along with certain strengths. In this regard, the main criticism is that the four levers of 

controls focus mainly on top management and they do not attend to informal issues in business 

especially in small scale businesses. Thus, they do not play an important role to strengthen the 

control system within the organization especially when there are informal controls are 

implemented in business. On the other hand, the core values of firm are often misunderstood 

since they are interpreted subjectively. Bisbe and Otley, (2004) have also discussed that the 

organizations with higher levels of innovations, ICS are not effective rather they negatively 

influence the innovations of business while they are useful at companies with lower levels of 
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innovations. Henri, (2006) has examined that the strategic capabilities of business are 

negatively influenced by DCS. Different strategic capabilities of business including 

innovations ability, entrepreneurship and market orientation are negatively influenced by DCS 

and positively by ICS. Widener, (2007) has suggested that management should carefully 

examine the nature of business, the business cycle stage and to determine the needs for different 

types of control system.    

3.4 Relationship between PMS and MCS 

Organizations exist for the purpose of achieving some specific goals. Resource Based View 

(RBV) of research points out that differentiated capabilities provide organizations with 

competitive advantages and ultimately, the overall performance of business is improved. The 

capabilities which are generally recognized as those helpful for providing competitive 

advantages include: innovativeness, advanced technology, skilled employees, reputation, 

knowledge based expertise and architecture (Lynch and Baines, 2004). These sets of 

capabilities make positive contribution for OP (Henri, 2006; Lee and Pennings, 2001). 

Researches have shown that interrelationship between firm culture, firm performance and 

proper management of human resources in an organization are helpful weapons to get valuable 

results from MCS and put strategy to work. In other words, the measurement of performance 

in an organization and its controls are interlinked and they must function effectively to achieve 

organizational goals (Lee et al., 2004). It has been widely held that firm level resources are the 

key for OP rather than industry specific factors. The organizational capabilities are the base 

which are employed to integrate and reconfigure the organizational resources for required 

gains. The RBV implies that business should pay special attention that use organizational 

resources which result in achievement of sustainable organizational competitive advantage. 

The overall controls of business are emphasized to work in a way which creates an environment 

of learning, idea creation and knowledge dissemination i.e., through interaction of BLCS and 
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ICS. However, the system should be updated regularly. It is needed to be monitored using DCS 

and proper measurement of performance is made using both financial and non-financial 

measures of performance. Widener (2007) has discussed that PMS is a part of MCS which 

assists MCS in quantification of effectiveness and efficiency of business procedures. Grossi et 

al. (2017) have discussed that PMS uses different measures like balanced score card (BSC) to 

provide information about financial and non-financial performance of business. Grossi and 

Thomasson (2015) have also figured out that PMS are helpful to understand the performance 

of business and societal values which are important to increase accountability within the 

organization. The accountability aspect is related to BLCS.  

Earlier researchers like MacPherson (2001) also hold that PMS are important to measure the 

output which leads to anticipate the future outcome. In this way, there are two types of 

measures: short term and long term where short term measures are called measures of 

efficiency and long term performance measures are known as measures of effectiveness. Later, 

Sobis and Okouma (2017) have discussed that the organizations should measures their 

economic performance using quantitative measures which are also known as hard measures 

and qualitative measures or soft measures should be used for outcome. In this regard, balanced 

scorecard is one of the most widely used approaches to measure the performance. Vieira et al. 

(2017) have also argued that BSC is a comprehensive tool which connects budgets and controls 

and it includes both financial and non- financial performance. Grossi and Thomasson, (2015) 

have elaborated that BSC is a type of MCS which does not operates in isolation rather works 

in combination with several other controls.  

Researchers have investigated and developed three broader models of control for PMS. These 

included: Strategic Performance Measurement System (SPMS), levers of controls and finally 

performance management and control. In this regard, the SPMS is concerned with linking 

organizational strategy and objectives to PMS (Martyn et al., 2016). However, understanding 
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of internal and external controls is important for implementation of SPMS. One such example 

is BSC approach. However, the lack of attention towards informal controls and the context of 

organization leads to failure of implementation of SPMS. The second category of controls is 

related to four levers of controls which included diagnostic, boundary, interactive and belief 

control system. It has been observed that different controls contained different limitations, 

however, when used in combination, result in required benefits of performance measurement 

and control to business (Berry et al., 2009). 

Braumann et al., (2020) have provided that MCS is helpful tool to trigger action plans which 

in turn enhance OP. As for instance, interactive use of MCS leads to enables to tear down the 

functional obstacles and encourage dialogue process. This ultimately leads to promote 

discussions as well as innovations (Janke et al., 2014). It leads to reduction of information 

asymmetry between employees and the managers. With this, the preferences of managers are 

revealed and flow of information sharing is facilitated which enhances OP.      

There has been extensive research conducted to understand the difference between MCS and 

PMS. There are some authors who consider that PMS is a subset of MCS. As for instance, 

Drury, (2012) has defined it as “an array of controls and management accounting control 

systems can be described as a form of output (results) controls”. The author has further 

provided that PMS involves four stages including: a) setting the performance measures which 

are helpful to reduce the un-desirable behavior, b) establish targets for performance, c) 

measurement of performance, d) to reward or punish for the undesirable results. This shows 

that PMS is a part of DCS or is closely linked with it. However, Bititci et al. (2012) conducted 

an extensive research to understand the difference between PMS and MCS and they ended up 

with no difference between MCS, PMS, performance indicators and performance management. 

However, contrary to it, Ferreira, (2009) has established that “much of the literature on this 

topic has been categorized under the heading of management control system, following the 
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seminal work of Robert Anthony (1965). However, in our view, this has become a more 

restrictive term than was the original intention and we prefer to use the more general descriptor 

of Performance Measurement System (PMS) to capture a holistic approach to the management 

and control of organizational performance”. Siska (2015) has explained that the concept of 

MCS has broadened over times. Nowadays, MCS are considered to be formal controls in the 

hands of management to monitor OP towards predetermined goals. the author has further 

argued that the ultimate objective of both MCS and PMS is the same i.e., the achievement of 

organizational goals, thus, both MCS and PMS are often considered as synonyms. However, 

MCS are preferred when organizational structure is considered while PMS are preferred in case 

of behavior of the system. Finally, the author concluded that still there is no clear line which 

can differentiate MCS and PMS, thus, new researches are invited in this era.  

3.5 PMS and MCS at Banks 

The concept of controlling banks performance means to create better harmony between 

different risk taking factors, profitability and growth. The performance of organizations is 

enhanced with broader set of performance measures (Adler and Chen, 2011). The conventional 

MCS were aimed at focusing on enhancing the operational efficiency; however, this is not 

adequate to get the sustainable competitive advantage. The managerial practices for employee 

co-operation, creativeness and development of new businesses must also be included in the 

MCS. The banking industry is in special need of diverse and effective PMS for better controls 

of its business (Soin and Collier, 2013).  

In today’s changing business environment, an effective PMS is required even more at banks 

for the effective operations management and to rapidly adjust against the changes in external 

business environment (Sandelin, 2008; Aguinis and Burgi-Tian, 2021). The researchers have 

argued that the lack of efficient PMS for controlling the operations of banks has always resulted 

in crisis in the past (Simons, 2000). Moreover, there is a serious criticism that the banks do not 
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think about the controls which can measure its performance beyond financial perspective. To 

further support this argument, the recent banking crisis has also been attached with abundant 

use of only financial measures. Thus, the banks need to deploy efficient performance measures 

which include both financial and non-financial measures for better controlling their 

performance and assisting it for the achievement of strategic objectives (Munir and Baird, 

2016).  

Oyewo and Babatolu, (2014) have investigated that the most commonly used PMS at banking 

industry of UK include: financial performance measures, BSC and different performance dash 

boards. Similar results have been found for the banking industry in Australia i.e., financial 

performance measures and BSC are commonly used PMS at banks in Australia (Munir and 

Baird, 2016). Despite of the perceived benefits generated by the use of financial measures at 

banking industry, there is now an increasing emphasize on using non-financial measures in 

combination with financials in order to successfully manage the business.  

Ittner et al. (2003) have argued that in addition to financial measures, service quality, customer 

satisfaction and products encompass greater importance when it comes to evaluate the business 

performance of banking industry. Furthermore, they have ranked short term financial measures 

at number four after the non-financial measures but in practice they are either not used or used 

after financial measures (Otley and Soin, 2014). The pertinent reason behind this was the 

industry pressure to provide good to the stakeholders in short term. However, the actual 

situation suggests that there must be a mixture of both financial and non-financial measures in 

order to attain greater flexibility for the use of different performance measures and to adjust 

the business operations accordingly (Munir and Baird, 2016).  

Studies have also shown that one of the most commonly used PMS used at banks was the BSC 

(Alder, 2011). It is because the BSC approach uses both the financial and non-financial 

measures in a balanced way although have shortcomings (Askarany and Yazdifar, 2017). It 
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contains four important perspectives: financial perspectives, customer perspective, learning 

perspectives and process perspectives (Growe et al., 2014). The financial perspective is used 

to examine the growth in revenues, returns on investments and changes in cost of deposits. The 

customer perspective is focused on customer retention and checking the market share of banks 

in different segments while processes segment is focused on examining the cross sell ratio, 

error rates of services, revenues of new products and the fulfillment time needed for inquiries. 

Finally, the learning perspective determines the employee satisfaction as well as revenues 

generation per employee (Bikker, 2010).   

The need is to make right mix of both financial and non-financial measures (Brown et al., 

2019). Thus, with the passage of time the approach of BSC also started falling short of the 

requirements especially in banking industry. It is because it focuses on four areas which do not 

portray the whole scenario. This may be used in combination of other tools but cannot be relied 

solely on it (Zhang and Li, 2009; Wu and Chang, 2012). On the other hand, it has also been 

considered as an over emphasize on monitoring the internal affairs and ignoring the externals 

which may have greater aberrance on business affairs while practitioners have also provided it 

as a very cumbersome technique and the one which provides just a generalized performance of 

the employees working at banks (Malmi and Brown, 2008). It was also cited by many managers 

as a technique which involves the subjectivity which, if not managed properly by employees, 

the results will all be vague (Namazi and Abhari, 2010; Zhang and Li, 2009).  

Growe et al., (2014) have practically analyzed the drawbacks of implementing BSC approach. 

They mentioned a case of evaluation of branch manager’s performance where the performance 

was evaluated on the basis of quarterly meetings and talent retention. He was failed on both 

the parameters because he used to spend lesser time in meetings and also was engaged in train 

and upgrades the talent but it led to failure in talent retention. He was frustrated by the 
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evaluation parameters and ultimately, it resulted in failure of employee morale, loyalty and 

satisfaction.    

3.6 Hypotheses: 

3.6.1 Association between PMS and MCS 

The relationship between PMS and MCS has been studied in different ways in previous studies. 

Some of them have focused only on Financial Performance Measurement System (FPMS) and 

MCS, some have considered studying Non-financial Performance Measurement System 

(NFPMS) and MCS while there are also studies which have examined both FPMS and NFPMS 

and MCS. In this regard, Leitner and Wall, (2015) have discussed that the controls are exercised 

using different performance measures where effectiveness of performance is influenced by the 

right type of controls in place. According to Hoque and Chia (2012) the four levels of controls 

work together to achieve the desired results and these controls should match with performance 

measures. The performance of these four control measures can be enhanced through effective 

and a range of performance measures (Otley, 2016; Leitner and Wall, 2019).  

Spekle et al., (2014) has investigated that the four types of controls in combination, put a strong 

influence on performance of business. Tung et al., (2011) argued that performance measures 

have significant association with all levels of MCS. The PMS may be diverse and multiple 

which were traditionally limited to focus on areas of financial measures. However, gradually 

it was believed that broadening the scope of performance measures enhance the success of 

business (Hoque, 2014; Kruis et al., 2016). Both FPMS and NFPMS are connected with four 

levels of controls. PMS assist businesses through problem resolution and support in decision 

making. Hoque and Chia (2012) have conducted their research to analyze the usage of PMS in 

combination with four different levels of controls. The study found that there exists significant 

relationship between PMS and levels of controls. They further added that the organizations 



 
 

 
 

61 
 

with intense degree of controls needs to incorporate more intense PMS preferably multiple 

PMS. Henri (2016) has further added that constraining controls concentrate on financial 

measures while enabler controls use much broader non-financial based measures for 

performance improvement. Similarly, Frow et al., (2005) have discussed that managers must 

balance between multidimensional PMS and different types of controls in an organization so 

that the requirements of each control type is effectively addressed. Therefore, with increased 

intensity of control levels requires increased stress on usage of multidimensional PMS (Epstein 

and Wisner, 2005; Ferreira, and Otley, 2009). 

Traditional view of strategic control implies that performance of employees is often consistent 

with predetermined strategy. However, with the passage of time, the strategies strategy 

evolving and they became more complex which emphasized the need to control strategies. The 

four levers of control developed by Simons works simultaneously to control strategies. Though 

they are designed for distinct purposes but they are used in combination for best results. The 

basic idea is to balance the needs for innovations as well as constraints. The DCS hold that the 

results of business are measurable, thus, the PMS both financial and non-financial normally 

fall into this category of controls. However, the debate has also been focused on whether the 

PMS are diagnostic or interactive. Toumela (2005) has however, pointed out that PMS are 

linked with all four levers of controls. Toumela has further argued that the nature of relationship 

between different levers of controls and strategic PMS is often reciprocal and is dynamic. The 

PMS can be used by businesses like traffic lights for signaling the success in critical areas. 

Critical areas can be of strategic beliefs and boundary which require the prime need for PMS. 

When the strategic PMS are set in line with the intended strategy, they are likely to strengthen 

the beliefs and boundary controls. Moreover, when used interactively, they support “double 

loop learning”. They assist in identification of emerging strategies which leads to reformation 

of existing strategies. Whenever, such reformation occurs, the existing beliefs and boundaries 
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are also questioned. In this way, interactive use of MCS is likely to influence the strategy and 

thereby all levers of controls (Chenhall, 2003).  

Over the years, DCS have been widely used as FPMS. The performance is largely required to 

be measured in terms of financial results since they are measurable and are also verifiable. 

However, financial performance may in short run be quite helpful but in long run it could be 

detrimental. Thus, the use of non-financial measures is also made at a larger scale and it is not 

a recent idea but has been used since two decades. Both financial and NFPMS are intertwined 

with four levers of controls. The financial measures are aimed at evaluating whether the 

strategy is able to achieve financial targets. In an uncertain business environment, the financial 

measures are linked with interactive controls to initiate discussion as to deal with uncertainties 

and achieve financial performance. FPMS are used to strengthen shareholders value while 

boundary controls play their role to set restrictions for uncertain business risks at the same time. 

FPMS are used to create value for shareholders while restrict the excessive risks while NFPMS 

emphasize value system and strengthen the boundaries.  

Baird (2017) investigated that multidimensional PMS cover a variety of performance drivers 

which help to improve OP. It is because, they act as strategic tools which identify priorities and 

align organizational objectives. Franco-Santos et al., (2012) argued that the use of 

multidimensional PMS attract employee attention towards different areas of business and lead 

to bring improvements in all areas. De Geuser et al. (2009) conducted study on 66 Australian 

organizations and concluded that using BSC as a PM is helpful to bring all round improvement 

in business performance and thereby require different types of controls in place.  

Ahmad (2013) has argued that non- financial performance measures are largely used in large 

scale manufacturing organizations while small sale organizations also use them upto certain 

extent. Ahmad and Zabri (2016) have provided that the application of non-financial measures 
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is limited to large scale organizations, however, the need of both types of PMS has been 

increasing.  

Lau, (2015) has conducted research on 103 large manufacturing firms in UK to investigate the 

impact of non-financial measures on firm performance. The results of study indicate a 

significant positive impact of non-financial measures on performance of business. Senftlechner 

et al. (2005) suggested that choice of MCS influence the  non-financial performance goals.  

Over the years, there has been increased focus on investigation of the impact of MCS and PMS 

over OP. The momentum has been shifted from exploring the design of MCS and PMS to 

explore how they affect the overall OP (Pavlov and Bourne, 2011; Bititciet al., 2012). Using 

these measures, the organizations are able to implement the strategies which foster positive 

behavior and improved organizational performance both in short and long run (Pavlov and 

Bourne, 2011; Bititciet al., 2012). The empirical results show that the organizational PMS and 

MCS positively impact OP in terms of performance improvement and employee engagement, 

however, the positive results are dependent on the way these systems are used and are 

interconnected with each other (Bititci et al., 2012; Melnyk et al., 2014).  Basuony (2014) has 

asserted that the underlying objectives of using BSC is to focus on company’s mission and 

vision and its strategic plan. Bianchi et al. (2013) have discussed that the adequate use of PM 

is positively linked with identification of organizational controls and strategic resources which 

derive sustainable development of business. Despite of different studies conducted on PMS 

and MCS, the studies are largely descriptive and are not explanatory. In short, they do not 

sufficiently discuss the role of PMS and MCS in building positive performance of business 

(Pesalj et al., 2018). Thus, the current study has been primarily aimed at examining this 

important focus.  

Jamil and Mohammed, (2013) have investigated that PMS is quite helpful to support MCS in 

this era of increased business complexity. The study was conducted in Malaysian hotel industry 
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to determine the relationship between FPMS and NFPMS on MCS. Using the contingency 

theory approach, the study found that there exists significant relationship between PMS and 

each level of MCS.  

These results suggest that there is a relationship between PMS and four levers of controls (DCS, 

ICS, BCS, BLCS). However, the specificity of relationship and magnitude of impact of one 

variable on the other has not been investigated in detail in previous studies and also it is new 

in the context of developing countries and in this case, Pakistan. Thus, the following hypotheses 

have been generated to examine the strength of relationship between two variables in Pakistani 

banking industry: 

 

H1:  FPMS have significant relationship with MCS; 

H1(a): FPMS have significant relationship with DCS; 

H1(b): FPMS have significant relationship with ICS; 

H1(c): FPMS have significant relationship with BCS; 

H1(d): FPMS have significant relationship with BLCS 

H2: NFPMS have significant relationship with MCS; 

H2(a): NFPMS have significant relationship with DCS; 

H2(b): NFPMS have significant relationship with ICS; 

H2(c): NFPMS have significant relationship with BCS; 

H2(d): NFPMS have significant relationship with BLCS 

3.6.2 Impact of MCS on Organizational Performance (OP) 

MCS are largely considered to have influence on OP both in financial and non-financial aspects 

(Salterio, 2012). Effective MCS are imperative for better performance of organisation. 

Different types of control measures are used to improve OP. As for instance Cheng and Coyte, 

(2014) and Chen et al., (2013) have provided that different types of incentives to employees 
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which serve as ways to enhance their performance ultimately leads to enhance organizational 

profitability. Melnyk et al., (2014) have supported this point of view and provided that the 

rewards and incentives system are quite helpful to provide organizations with financial benefits 

including tax advantages and others. Kallio et al. (2014) have discussed that the financial 

benefits of organizations also depend upon the nature of control system in place and how it is 

implemented. Davila and Foster (2005) argued MCS influence performance of business. It is 

management tool which allow the organization to plan, analyze, measure, evaluate accounts 

and financial information. Zahra et al., (2004) found financial control system focused on the 

short term business goals. Therefore, Ittner and Larcker (2003) found no impact of non-

financial performance measures on OP.  

The controls placed for short term are beneficial to improve the performance in short term 

while those with a longer term focus lead to enhance financial results of business for longer 

time period. Anthony and Govindarajan, (2004) have however, provided that narrowly focused 

control systems and those with shorter time span, tough targets may even create frustration 

among employees and the results may be negative i.e., reducing financial performance. 

Merchant and Van der Stede, (2011) have also argued that before implementing the control 

systems, their purpose and direction should be well defined are clarified. The clarification of 

performance dimensions should be well defined and they should also measure the performance 

accurately which ultimately leads to enhance business profitability and other financial 

indicators. Catasus et al., (2007) have argued that MCS lead to provide objective measurement 

of firm performance in the form of profits and net income.  

Lazzarotti et al., (2011) have analyzed that the measurement of OP, as affected by MCS, in 

financial terms is limited. Nudurupati et al., (2011) have also discussed that MCS leads to 

improve the performance of business in subjective ways including organizational efficiency 

and team spirit. It has been argued that MCS especially diagnostic controls are helpful for OP 
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through ensuring time management and thereby saving time. These are helpful to achieve OP 

without involving management in continuous monitoring. Bedford and Malmi (2015), 

however, have provided that all four types of controls including diagnostic, boundary, 

interactive and beliefs controls should be included when designing MCS for increased OP. 

Spekle et al., (2014) argued in another way and emphasized that it is not the types of techniques 

rather how are they implemented and the focus of performance area which needs to be 

improved. Otley, (2008) focused that the aim of MCS should be to increase non-financial 

performance aspects since they provide base for financial performance improvement. In this 

way, multiple dimensions of non- financial performance measures are needed to be focused to 

improve all round OP (Baird, 2017; Tung et al., 2011). It has further been argued that 

constraining controls including diagnostic and boundaries lead to control the behavior of 

employees to achieve certain type of performance level while the enabling controls including 

interactive and beliefs are helpful for innovations and creativity in business (Herath, 2007). In 

this way, beliefs and interactive controls are important for creating positive aspirations of 

employees while boundary and diagnostic controls are constrained on employee’s behavior to 

remain stick towards achievement of organizational objectives (Henri, 2006). On the other 

hand, other researchers are of the view that the four types of controls including ICS, DCS, BCS 

and BLCS work together to improve organizational performance. Spekle et al., (2017) have 

argued that the four levers of control are interdependent and they have positive impact on 

performance. In this regard, it has been argued that BCS positively influences the attitudes and 

beliefs of employees to perform certain tasks and in turn impact other three types of controls 

to motivate employees for their performance improvement (Kruis, et al., 2016). Spekle et al. 

(2017) have however suggested that the effective combination of controls is dependent on 

contingent factors and the managerial response to such factors.  
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Atkinson et al. (2004) have added that DCS are used to monitor the performance of business 

on exceptional basis leading to achievement of organizational goals. Koufteros et al. (2014) 

conducted a longitudinal study for 10 years on 386 Italian organizations and found evidence 

that MCS are helpful to improve OP by way of enhancing capabilities. DCS are the formal 

systems of information which monitors performance and takes corrective actions in case of any 

deviation. The DCS lead to measure the performance of business and lead managers to 

corrective actions for any deviation. Acquaah, (2013) has discussed that DCS measures the 

excellence of business performance which is usually considered as conservative approach 

which restricts and organization’s ability to seek new opportunities. DCS are helpful for 

organizational performance in the form of promotion of goal attainment. As for instance, 

Koufteros et al., (2014) have discussed that organizations use DCS in order to determine and 

monitor the results and to track the organizational performance for goal attainment as to 

whether the goals are being pursued in right direction. Pavlov and Bourne, (2011) have also 

discussed that DCS act like a “single loop” learning and is a mechanistic type of control which 

foster organizational learning and thereby improves performance. For organizations where 

innovations are priority, DCS may not be helpful and it is not the strategic priority of business. 

This control measure is used at organizations with routine work practices and it influences their 

productivity and efficiency. Businesses implementing DCS come up with cost reduction as the 

main targets for performance improvement as it helps by way of providing easy access to raw 

material and reducing the general expenses of business. In new business environment where 

the competition is intense, the functionality of DCS is limited however, quality, flexibility, 

rationality and efficiency of business operations is needed to be monitored which is done 

through DCS (Spekle and Kruis, 2014; Dossi and Patelli, 2010). Koufteros et al. (2014) also 

argued that innovations are curbed through DCS since it only focuses on compliance with 

organizational objectives, thus, it negatively influences behavior of employees for creativity. 
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Mundy, (2010) has also discussed that DCS is a constraint which restricts employee behavior 

for innovations.  

The earlier researchers have provided that DCS are not much suitable for meeting with 

quantitative performance measures (Chapmen, 1997). However, later researchers McGrath, 

(2001) have argued that when goals and objectives are specified and are clear, DCS help. 

Mundy, (2010) have discussed that DCS impact the performance of business through 

highlighting the problem areas and thereby motivating the managers to take corrective actions. 

The author has further provided that DCS are helpful in improving the efficiency of business 

through finding solutions to specific problems. Adler and Chen, (2011) have argued that DCS 

help in improving the financial performance of business through communicating and 

coordinating specific actions targeting certain performance targets. Straub and Zecher, (2012) 

pointed out that DCS are helpful in improvement of both financiall and non-financial 

performance of business through focusing on critical performance variables and ensure 

effective resource allocation. Thus, there are certain pre-conditions of DCS to derive the 

required organizational performance, like setting performance targets, ability to measure 

performance and put performance measures in place and then taking corrective actions based 

upon performance. Arjalies and Mundy, (2013) have discussed that for successful attainment 

of organizational goals, both financial and non-financial, the role of DCS is very crucial. 

Koufteros et al. (2014) have discussed the importance of DCS in achievement of OP that DCS 

reduce the uncertainty in organizational processes which is helpful to achieve target 

performance. They lead to quantification of processes for both financial and non-financial and 

short and long term performance. Chenhall and Moers, (2015) have found that DCS are 

positively linked with financial performance of business through identification of problem 

areas and motivating managers to take planned corrective actions. Bisbey and Otley, (2004) 

have pointed out that DCS are very attractive for businesses since they are helpful in better 
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resource allocation, better monitoring and reviewing performances. However, they have also 

discussed the negative impact of DCS on overall organizational performance in the form of 

suppressing the organizational creativity and innovation.  

Bedford, (2015) have however, argued that DCS is unlikely to influence the performance of 

exploratory innovative firms since such firms need the performance activities to be loosely 

connected. However, on the other hand, they are likely to control the performance deviation 

and facilitate to realize the emerging opportunities. Wijethilake, (2017) also added that DCS 

are helpful to achieve target performance through taking corrective actions against pre-set 

standards. 

The overall empirical evidence explained about MCS and different control measures 

effectively Improve OP.  MCS and different control system enhance employees’ performance 

which ultimately increase organizational profitability (Cheng and Coyte., 2014; Chen et al., 

2013; Melnyk et al., 2014; Salterio, 2012). Financial benefits depend on the nature of control 

that is used in organization while financial control system focus on short term business goals 

whereas non-financial performance measures have no impact on OP (Davila & Foster, 2005; 

Ittner & Larcker, 2003; Kallio et al., 2014; Zahra et al., 2004). The implementation of control 

system should be well defined and clarified to improve performance and business profitability 

and other financial outcomes (Anthony and Govindarajan, 2004; Merchant and Van der Stede 

, 2011). MCS provides objective measures to increase firm’s profit, net income and 

performance while MCS has limited effect on financial terms (Catasus et al., 2007; Lazzarotti 

et al., 2011). MCS also improve performance of business in subjective ways. MCS enhance 

organizational efficiency and team spirit. MCS especially DCS ensure time management which 

help to improve OP with continuous monitoring (Nudurupati et al., 2011). Researches also 

argued that MCS influence non-financial performance measures to increase OP (Otley, 2008). 

DCS and BCS control behaviors of employees to improve performance. These control systems 
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also constrained employee’s behavior to stick with the organizational objectives and 

achievements (Baird, 2017; Herath, 2007; Tung et al., 2011), while ICS and BLCS are helpful 

in enhancing innovation and creativity in business. Both of these control systems also important 

to create positive aspiration in employees (Herath, 2007; Henri, 2006). Thus, studies have 

shown inconclusive evidence for the impact of MCS on OP. In this regard, studies of Houqe, 

(2004); Henri, (2006); Griffith and Neely, (2009); Grafton et al. (2010) Cruz et al. (2011); Lau 

(2015) have found positive influence of MCS on firm performance both financial and non-

financial. Another set of studies including: Kihn, (2007); Bisbe and Malagueno, (2012) have 

provided mixed results for impact of MCS and firm performance arguing that MCS affects OP 

in combination with PMs. Griffith and Neely (2009) have discussed that the impact of MCS 

on firm performance is dependent upon the way these controls are designed and are used in an 

organization. For good working of an organization, the four types of controls are important to 

work in organization, however, keeping balance of all these four types of controls is critical. 

Therefore, following hypothesis were established for current research.  

 

H3: MCS has significant positive impact on Financial Performance (FP) 

H3 (a): DCS has significant impact on FP of business.  

H3 (b): ICS has significant impact on FP of business.  

H3 (c): BCS has significant impact on FP of business.  

H3 (d): BLCS has significant impact on FP of business.  

H4: MCS has significant positive impact on Non-Financial Performance (NFP) 

H4 (a): DCS has significant impact on NFP of business.  

H4 (b): ICS has significant impact on NFP of business.  

H4 (c): BCS has significant impact on NFP of business.  

H4 (d): BLCS has significant impact on NFP of business.  
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On the other hand, Interactive Control System (ICS) is helpful for businesses working in a 

change situation. It leads to help management to reveal towards employees about the 

preferences of business. This control usually creates positive inspiration for employees and 

enhances their motivation level to work. In this way, they are helpful for organizational learning 

process and thereby foster innovative culture in organization. Cruz et al. (2011) have laid down 

that ICS keep organizations focused and help their decision making process and also result in 

emergence of new strategies. Thus, in this way, they ensure employee involvement and 

participation which is effective for boosting their motivation and creativity. Pesalj et al. (2018) 

have argued that ICS are helpful to trigger change, initiate dialogue and foster the culture of 

innovation where DCS fail. Managers often use dialogue and interactive sessions with 

employees and subordinates in order to focus their attention on critical areas. They lead to 

develop a new strategy of innovation rather than stressing upon the existing ones.  Gond et al. 

(2012) have discussed that ICS are helpful in formulation of interactive strategies based upon 

changing business environment. it fosters a dialogue between top management and employees 

of organization to respond to uncertain situation through emergent strategies. It positions 

organization into a strategic position by scanning the external environment. Arjalies and 

Mundy, (2013) have discussed that interactive use of MCS is helpful in bringing the 

sustainability into organizational procedures. They have further argued that ICS led to manage 

opportunities and then signal the top and junior management for their strategic priorities. In 

this way, it provides an impetus for superior performance in a change environment while they 

are also vital in presence of multiple performance measures. ICS use of MCS lead to foster 

discussion at different levels of organization which facilitates learning processes at business 

and thereby improves performance through different ways. Using ICS, organization can apply 

emergent strategies in response to identification of different risks and opportunities. Another 

way ICS is helpful in boosting organizational performance is through relational risk 
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management tactics. Chalos and O'Connor (2005) have explored that ICS and performance risk 

management are strongly correlated with each other since it promotes organizational learning 

and reduces the chances of failure. L-Valeiras et al. (2016) have conducted their study using 

sample size of 230 firms employing least square regression model to determine the role of 

interactive use of MCS on organizational performance. The results of study revealed that ICS 

are helpful in building innovative culture of business. Moreover, the study also confirmed the 

moderating role of MCS between innovation and financial performance of business.        

This discussion leads to formulation of the following hypothesis: 

The Boundary Control Systems (BCS) are another level of control in organizations which leads 

restricts employees from wastage of organizational resources. However, at the same time, the 

employees are encouraged for freedom of innovations and achievement within certain 

prescribed boundaries (Cardinal, et al., 2017; De Geuser et al., 2009). Spekele and Widener, 

(2016) have argued that BCS determine the boundaries of organization within which 

employees have to balance the opportunities for innovations and complexities within 

organization. In this regard, the firms with larger sizes and complex organizations need stricter 

boundary controls for their performance improvements. Merchant and Van der Stede (2017) 

have discussed that with the increase in firm size and increased complexities, informal controls 

become insufficient, thus, more formal controls in the form of boundary controls are important 

to monitor the performance and keep everyone in the business on track. Samagaio et al., (2018) 

have however argued that higher complexity requires more flexibility instead of greater 

controls for employees to work better. Davila et al., (2009), argued that exploitative innovations 

along with controlled and tight system limiting risk taking are ensured using BCS, however, 

the long run innovative capabilities of employees are hindered.   

Tessier and Otley, (2012) have explained the importance of BCS for organizational 

performance using example of car and breaks. The authors have discussed that BCS are like 
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breaks of a car without which car cannot operate at a high speed. The use of BCS is helpful in 

avoiding risks thereby attaining positive organizational performance. However, authors have 

further provided that BCS are considered in negative way as they restrict an organization’s 

ability to look for innovations and exploit new opportunities which influences OP in a negative 

manner in long run since it restrict employees’ innovative capabilities and put a bar or a limit 

on their working.   

Finally, the belief control systems (BLCS) motivate employees by inculcating the values of 

organization. Employee commitment to achieve organizational objectives is enhanced, 

therefore a positive energy is created among employees (Kruis et al., 2016). BLCS aspire 

employees to look into better opportunities and solutions. In this way, BLCS include different 

communication channels, code of conduct and mission statement and other rules and 

procedures which guide and motivate employees to improve performance. In this way, they 

serve as positive inspiration and leads to improve OP (Jamil and Mohamed, 2013; Collier, 

2005). Kerr et al., (2015) have discussed that BLCS are very critical in implementing 

sustainable business strategies which result in superior performance.  

3.6.3 The mediating role of MCS on the association between PMS and OP 

There are few studies which have provided the indirect impact of different MCS on OP (Henri, 

2006; Widener, 2007). In this regard, Bisbe and Otley (2004) have investigated that interactive 

controls affect the performance of business with the help of product innovation. Henri, (2006) 

has discussed that diagnostic and interactive controls affect the performance of business using 

four distinct capabilities including: innovations, organizational learning, entrepreneurship and 

market orientation. On the other hand, Bisbe and Otley (2004) have provided that OP is 

improved applying different levels of controls which are governed by different PMs. Eker 

(2016) studied the interaction between MCS and PM both financial and non-financial 

measures. The findings indicated positive association of ICS and DSC with financial and non-
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financial performance measures. They also found ICS and DCS has significant influence on 

OP.  

Firms are trying to implement the PMS both financial and non-financial performance measures 

to evaluate managerial performance and also tried to track down the non-financial metrics 

which include employee satisfaction, innovation, customers, market share, productivity, 

products and service quality. In organizations, non-financial measures are considered as more 

future oriented than the non-financial performance measures. Therefore, managers relay PMS 

to make decisions that are in benefit of organization in future (Jusoh et. al., 2008; Shah, 2009).  

Hoque (2005) recent studies provided the mix findings related to the impact of PMS on OP. 

Ittner and Larcker (2003) studied PMS in terms of non-financial performance measures impact 

on OP. The findings of study found no significant relationship between non-financial 

performance measures and OP. But Jusoh et. al.,(2008) revealed that effective implementation 

of PMS (non-financial performance measures), internal business process, learning and 

innovation improve the OP while financial performance measures did not influence OP. Hoque 

(2004) argued that traditional control system act against the organization success because 

traditional financial performance measures do not provide information about the future OP. 

Financial performance measure influence the performance of family and non-family 

organizations (Durendez et al., 2016). Both PMs and MCS lead to create positive impact on 

employee behavior in organizations in the form of increased coordination, communication, 

participation and cost reduction. Well-designed and implemented MCS guide employee 

behavior for the achievement of organizational goals in a positive way while DCS and BCS 

also guide employees about the unwanted behavior which employees may perceive as threat 

(Chow and Stede, 2006; Dillman, 2007).  

However, the perception of employees and management may differ for implementation of 

MCS. Tessier and Otley, (2012) have based their study to analyze the perception of both 
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managers and employees towards implementation of MCS in an organization. In this regard, 

the managers, once the controls are designed and they are ready to be implemented, present 

these controls to employees. The way these controls are presented to employees lead to create 

a gap between intentions of managers and perception of employees. The managers through 

their personal attributes including attitude, communication and culture are the first who 

influence the communication of MCS to employees. Similarly, the attributes of employees are 

also as much important as those of managers while understanding the controls being 

implemented. Thus, the presentation of controls connects the managerial intentions to 

employees’ perception of control process (Sutton and Brown, 2016).  

The effectiveness of NFPMS has been identified by Ittner and Larcker, (1998) as reported by 

Fullerton and Mcwatters, (2003). The information has been perceived to play an important role 

in influencing the performance where PMS must provide feedback which is helpful to improve 

the performance.in absence of required information, managers are unable to make the required 

changes. Said et al. (2003) have investigated that NFPMS are helpful in influencing the 

business strategy as well as its vision to motivate employees for required financial results. 

Businesses failing to measure the areas of their non-financial performance are way off from 

their strategic objectives. Fullerton and Wempe, (2009) have discussed that tracking the 

NFPMS helps in boosting the financial performance of business.  

A wide body of knowledge suggests that feedback assists in goal attainment. This feedback is 

helpful in adjusting the required actions of employees which leads to higher financial 

performance. It is expected that using NFPMS should help companies in achievement of 

required performance objectives, however, the researches measuring the financial performance 

by virtue of NFPMS are limited.it has been observed that organizational settings where formal 

quality programs are not implemented, NFPMS are helpful in improved financial performance 

measures. However, Callen et al. (2000) have, however, not found any evidence of NFPMS 
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and financial performance of business in both manufacturing and non-manufacturing 

organizations. Later Baines and Langfield-Smith, (2003) have confirmed positive association 

between NFPMS and improved OP. Van der Stede and Lin (2006) have also contradicted with 

earlier research of Callen et al. (2000) and reported that as the breadth of PMS is increased, it 

leads to improving Organizational Financial Performance (FP) of business. These 

inconsistencies in results invite to investigate the following hypotheses:         

H5: PMS have significant impact on OP  

H5 (a): FPMS have significant impact on FP; 

H5 (b): NFPMS have significant impact on NFP; 

H6: MCS mediate the relationship between PMS and FP  

H6(a) MCS mediate the relationship between FPMS and FP 

H6(b) MCS mediate the relationship between NFPMS and NFP 

 

3.7 Hypothesis Development: 

 

S.No Hypotheses References 

H1 FPMS have significant relationship with MCS 

Leitner and Wall, (2015); 
Hoque and Chia (2012); 
Otley, 2016; Leitner and 
Wall, (2019); Tung et al., 
(2011); Spekle et al., 
(2014); De Geuser et al. 
(2009)    

H2 NFPMS have significant relationship with MCS 

Hoque, (2014); Kruis et 
al., (2016); Henri (2016); 
Frow et al., (2005); 
Wisner, 2005; Ferreira, 
and Otley, (2009); Baird 
(2017); Lau, (2015); 
Ahmad (2013); Ahmad 
and Zabri (2016) 
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H3 MCS has significant positive impact on Financial 
Performance (FP) 

Kruis, et al., (2016); 
Spekle et al. (2017); 
Koufteros et al. (2014); 
Acquaah, (2013); Spekle 
and Kruis, 2014; Dossi 
and Patelli, (2010); 
Melnyk et al., 2014; 
Salterio, 2012 

H4 MCS has significant positive impact on Non-Financial 
Performance (NFP) 

Cruz et al. (2011); Lau 
(2015); Bisbe and 
Malagueno, (2012); 
Griffith and Neely (2009); 
Griffith and Neely, (2009);  

H5 PMS have significant impact on OP  

L-Valeiras et al. (2016); 
Cardinal, et al., (2017); 
Samagaio et al., (2018); 
Cruz et al. (2011); Pesalj 
et al. (2018); Gond et al. 
(2012); Arjalies and 
Mundy, (2013) 

H6 MCS mediate the relationship between PMS and FP  

Bisbe and Otley (2004); 
Eker (2016); Jusoh et al, 
(2008); Durendez et al., 
(2016); Chow and Stede, 
(2006); Dillman, (2007) 

 

3.8 Conceptual Framework: 

In this way the following conceptual framework has been drawn as under:  
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3.9 Chapter Summary: 

This chapter has discussed in detail the literature available on PMS and MCS and they have 

been implemented in banking sectors of different countries. It has elaborated the types of PMS 

and MCS in place as proposed by researchers. In this regard, the study has discussed the 

evolution of PMS and its importance. Moving further it has explained the FPMS and the 

eventual need and emergence of NFPMS. Moving further, it has discussed the definition and 

need of MCS as well as different types of MCS including Diagnostic Control System (DCS), 

Interactive Control system (ICS), Boundary Control System (BCS), Belief Control System 

(BLCS). The combination of PMS and MCS to be used at banks have been provided with 

discussion on different PMS both financial and non-financial mainly balanced scorecard has 

also been highlighted. This chapter has provided detailed overview of existing literature about 

PMS and MCS. Literature review provided comprehensive information about how different 

researchers measured PMS and MCS in their studies. Therefore, literature was used as 

secondary data for the formulation of current study. Pervious researches provided the base to 

propose the relationship between variables for current study. This proposed relationship 

between variables has been shown using theoretical framework and the hypotheses of study 

have been generated accordingly. The next chapter will analyze the collected data and thus, the 

hypotheses of study will be accepted or rejected based upon results.  

  



CHAPTER FOUR: THEORETICAL FRAMEWORK 

4.1 Introduction 

The current chapter has been aimed at extracting a theoretical framework of study based upon 

existing studies. In this regard, the relationship between variables of study has been explored 

from previous researches and finally the theoretical framework has been drawn indicating the 

proposed relationship between variables while hypotheses for these proposed relationships 

have also been drawn which will be tested in next chapters.  

4.2 Theoretical Paradigm 

The PMS is a primary part of Human Resource Management which is responsible for 

optimizing the employee performance and aligning it with the overall organizational 

performance. Various approaches are used to align the employee performance with better 

organizational results. Control theory perspective is one such approach which is used to 

establish controls between an organization and its systems. (Barrows and Neely, 2011) have 

provided that the overall actions of business should be sync and aligned with the overall 

organizational goals and objectives.   

There are wide ranges of management control theories which can be used to explain the 

problems related to management and accounting (Hopper et al., 2009). Researchers argued that 

the management control theories are grounded from the neoclassical economic theory (Berry 

et al., 2005).  The mainstream theory of management control evolved in the field of 

management accounting, therefore, the accounting perspective of theory dominated. Due to its 

accounting dominance, it was thought to be more suitable for upper echelon in the mainstream 

manufacturing organizations. The theory has undergone three distinct stages including: 

classical era of management, modern control theory and post accounting era. The classical 

management era has focused on bureaucratic as well as administrative controls. On the other 

hand, the era of modern control, theory emphasized on budgets and costs while the post 
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accounting era focused on controlling accounting biases. Many controls were introduced in this 

time period which included: action control, clan control, personnel control, prospect controls, 

strategic controls, interactive controls, output controls or results controls, behavioral controls, 

balanced scorecard approach which further included customer perspectives, financial 

perspectives, learning perspective, internal business perspective and innovation perspectives.   

The theory assumes that the relationship between owners, workers and managers are of 

principal and agent nature. Thus, there are two significant theories which include agency theory 

and rational anticipation theory (Bouquin and Pesqueux, 1999 as citied in Demartini, 2014). 

The agency theory deals with homo economics through top management and shareholders 

while the other theory which is rational anticipation theory deals with the newer appointed 

executive managers and their right decision making, and tried to achieved the rational 

correlation between the preset objectives and forecasts (Raimo, et al., 2021; Ting et al., 2015). 

The assumption of agency theory is that there are two parties: principal and agent. All contracts 

are conducted between these two under a rational approach in a utilitarian manner under the 

motivation of self- benefits. It entails the delegation of power to agent or managers who 

perform on behalf of principal or owners. However, it implies that the agent may not always 

act in the best interest of principal, thus, the need of auditing or other controlling mechanism 

arises.  

However, due to criticism on the existing approaches led to invoke a broader perspective to 

cover issues like power, conflict and other cultural perspectives. The main theories, in this 

regard, included: Foucauldian theory of power, structuration theory of Giddens, theories of 

political economy (Ahrens and Mollona, 2006; Efferin and Hopper, 2007; Hewege, 2011).     

Moving forward, Demartini (2014) argued that there are two main lines of research for the 

management control theories. The first line deals with the corporate governance perspective 

and socio-political perspectives while the other deals with the management behavior of all 
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levels. Arrow (1964) interpreted the idea of two rules which are operative rules and 

enforcement rules. Operational rules are related with the accounting computer systems and its 

influence on the employee’s tasks. Enforcement rules deals with the manager’s behaviors and 

how to motivate them to reach the organizational goals (as citied in Demartini, 2014). 

Therefore, Demartini (2014) stated that management control has strong association between 

individual and organizational goals. He further divided organizational management control in 

four categories like economic, social, psychological and behavior. The economic theories and 

social theories are considered as traditional theories. Economic theories included agency theory 

and transaction cost theory, while sociological theories include contingency theory and general 

theory.  Psychological and behavioral theories viewed as modern approaches (Mitnick, 2015).  

4.2.1 Agency Theory 

Agency theory was stated in late 60’s and 70’s. It was first proposed by Barry Mitnick and 

Stephen Ross in 1973. The theory was formulated to solve out the two problems. The first 

problem aim is to find the solutions of conflicts between the principal and agents commonly 

known as reduction in agency loss. These conflicts are caused by agent due to different desires 

and objectives. Usually, conflicts are appeared when the agent face the difficulties to be verified 

by principal. The second problem is related to the risk sharing when agent and principal have 

different attitudes and practices towards risks (Eisenhardt,1989; Jensen, 1983 as citied in 

Shogren, Wehmeyer, and Palmer, 2017). According to Mitchell and Meacheam, (2011), agency 

theory has been defined as: “Agency theory is based on the relationship between one party, the 

principal, who designates certain tasks and decisions to another party, the agent. The focus of 

agency theory stems from assumptions that the agent will behave opportunistically, particularly 

if their interests conflict with the principal”. With the passage of time, the paradigm of theory 

was extended to include cooperation between different people in organization with similar 

interests. In 80s, the theory was extensively used in literature to monitor and control behaviors 
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of employees which is one of the main functions of agency theory. The theory works in a risk 

and uncertainty situation where it is assumed that both the agent and the principal are risk 

averse. Moreover, there are multiple contracts and agreements entered into by the firm with 

different entities for resource allocation of business. 

The agency theory has developed two types including: principal agent and positivist. The 

researchers in positivist paradigm largely focus on governance mechanism of larger 

organizations like the governance structure and compensation of executive employees of 

business. The positivist approach holds that the aim of MCS is to achieved effectiveness as 

well as efficiency which can also be related to cost accounting system at the times of industrial 

revolution in UK and US where the prime aim of cost accounting system was to measure 

efficiency and effectiveness. On the other hand, the agent principal form of agency is more of 

a technical and mathematical in nature which focuses more on the nature of relationship 

between agent and principal and the duties implied by it, it also determines the nature of 

contract between principal and agent (Bendickson et al., 2016).  

The theory has been used by researchers across various disciplines which include: law, 

organizational behavior, governance mechanism, accounting, healthcare, family business, 

marketing and others. The main focus of the theory in on principal agent relationship or 

governance issues of business. In essence the ultimate aim of the theory is to sought problems 

between agent and principal both of which have different attitude and mechanism to solve 

agency problems. The agent is supposed to show cooperative and like- minded behavior to 

provide the desired results of agency. However, if the agent instead of working in the best 

interest of principal, works for his/her own benefits, the agency problems arise. In this situation 

problems of information asymmetry are created where principal becomes unable to monitor 

the behavior of agent which results in second problem of agency. In order to solve these two 

problems, governance mechanism is needed. However, authors criticize agency theory on the 
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grounds that it is mere a description and is needed to be much more explained. It can only be 

used when someone is guilty (Boučková, 2015).       

MCS can be studied through agency theory which assumed that organizations are composed 

on employees (individuals). They have explicit and implicit contracts with each other. MCS 

are designed to investigate and monitors these contracts. The contracts between the individuals 

are constructed on the base of principal and agent. Two parties are involve one is principal 

party while other are agents of that principal party in order to performance certain tasks. The 

information between principal and agent are asymmetrical, whereas agent has greater 

possession of more accurate information than the principal. The agents can also misrepresent 

this information. Therefore, principal tried to design such MCS which can control the actions 

of agents (Mitnick, 2015). Agency theory focuses on to resolve the issues between the business 

principal and agents. These issues are commonly aroused between the shareholders as business 

principals and executives of company which are their agents.  

The literature on management accounting has been focused on one of the most important 

function of management which is related to exerting control over business affairs. The span of 

control has been extended to include: operations, strategic position and also dealing with 

behavioral issues like providing incentives to employees. The main elements of a MCS are 

control cycle and strategic planning (Namazi, 2013). The agency framework for MCS can be 

explained using example of a simple firm which has only two individuals where one is agent 

and the other is principal. Principal invests money in business and delegates the duties to agent 

to handle the business affairs under certain contractual terms and conditions. Now the agent 

may undertake certain actions which can jeopardize the interests of principal. Thus, in order to 

safeguard the interests of principal, control measures are important. In this way, the agency 

theory also emphasizes the importance of maintaining controls in the business (Vimrova, 

2017). There are various tools and techniques which can be used to mitigate the agency 
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problems. Among several evaluators, performance measures and MCS are prominent which 

are applied to both organizations as well as at individual level.  

Agency theory has however, not been used in this research due to criticism on it. In this regard, 

the theory has been found insufficient to address in depth the intricate power relationship 

between principal and agent since the power struggle between principal and agent determines 

the extent to which the agents i.e., the management encompass the powers to exercise controls 

over organizational affairs (Parporato, 2011). Moreover, the agency theory is also criticized for 

its lack of context in which the agency contract is entered into. Since there is rapid change in 

external business environment and the agency contract may not hold to exercise controls in all 

situations which restrict its utility to implement control procedures and measure the OP 

(Hewege, 2012).  

4.2.2 Transaction cost theory 

 
Transaction cost theory is most commonly used theory in the literature of management. The 

economists have classified the transactions into two categories: first of all, the transaction is 

related to which coordinate between purchaser and seller while the second type of transaction 

is one which supports coordination and communication within an organization. The selection 

of a particular transaction depends upon different factors including interest, ambiguity, 

specificity of assets and others. The costs related to these transactions is divided into 

coordination and production costs (Yu and Chen, 2013). In this regard, the coordination costs 

are those which are incurred for information processing related to employees and machines 

engaged in performing primary functions for business. On the other hand, the transaction costs 

are those which are incurred while generating any economic value (Williamson and Ghani, 

2012). The transactions costs are ideally kept low since an increased transaction cost is likely 

to reduce the economic activity. The transaction cost may include contracting cost, search cost, 
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monitoring cost, adaptation cost where search cost includes cost related to searching for new 

buyers, sellers, and product while contracting cost is related to carrying out and setting projects. 

Monitoring cost is the cost which is related to ensuring that the contract have been met while 

adaptation costs is the cost in incorporating the changes over the life of contract. Businesses 

choose those transactions which include minimum costs. Organizations with strong MCS are 

able to put a check on their transaction costs. The theory of transaction cost is built on the 

premise of bounded rationality. With the passage of time, the uncertainty in business markets 

has increased while the quality requirements of buyers have escalated. Thus, based upon 

bounded rationality businesses are trying to step forward on traditional theory of transaction 

cost by focusing on measurement of performance as against incurring of costs (Rindfleisch, 

2019). 

The theory has been based upon two behavioral assumptions which included: bounded 

rationality and opportunistic behavior. In this regard, the assumption of bounded rationality 

was presented by neo- classical theorists who argued that the human beings can make a rational 

decision but not a perfectly rational decision. It is because they are constrained by various 

factors due to which the perfect information is not available. Thus, instead of perfect rationality, 

bounded rational decisions are taken. The next assumption is of opportunistic behavior which 

articulates that the human beings are opportunistic in nature and they always let go of one 

alternative for other if they feel other one is more beneficial (Williamson, 1991).  

Apart from assumptions, the theory has been based upon three main features of costs which 

may result in increasing or decreasing cost of any transaction. First of all, it includes asset 

specificity which includes how much an asset belongs to a transaction. The asset specificity 

may be of different types including physical asset specificity, human asset specificity or site 

specificity. In this regard, physical asset specificity includes the degree of dependence of a 

transaction on a particular physical asset. The human asset specificity is the dependence of a 
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transaction on a particular employee or manager. Finally, the site specificity is the dependence 

of a transaction on a particular location. The site or human and physical asset specificity is a 

contributing factor which may increase or decrease cost of a transaction (Coase, 1937).  

The second category which determines the cost of a transaction is the level of uncertainty 

surrounding the transaction. In this higher uncertainty involves higher costs while lower 

uncertainty results in reducing cost of transaction. Finally, the frequency of transaction also 

matters to determine cost of transaction where the recurring transactions involve lower costs 

while those which have lower frequency of occurrence involve higher cost of transaction.  

Coase (1937) studied the transaction cost theory and suggested that “the Entrepreneur should 

fulfill his duties with the lowest cost considering that he should obtain factors production at the 

lowest transaction cost on the market . . . as he can always return to the free market if he does 

not manage to get the best price” (as citied in Demartini 2014). The theory focuses on handling 

the activities within the firm and within the market. Theory predicts that when and how 

governance form of the market, hierarchies or alliances can be used. Williamson, (1991) 

suggested that company’s internal activities are depended upon the transaction cost. Broadly, 

transactions are the transfer of the services and goods to different interfaces. He also argued 

that transaction are high costs and internalizing of transaction are due to the appropriate 

decisions of hierarchy (as citied in Rindfleisch, 2020).  This theory also suggested that a manger 

should assess on the base of his abilities and knowledge and contracts on the lower prices as 

compared to the market. The organizations should focus on the “nexus of contracts” in order 

to investigate the transaction costs (Cuypers, et al., 2021). In this stance, the company property 

is a condition of existence. Therefore, the focus is on the executive manager and his decision-

making for the allocation of resources (Rindfleisch, 2020). 

The theory is not useful in current study since it is more related to marketing activities. 

Moreover, the theory is criticized since it distorts rather than illuminating. The theory also 
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contains ethnocentric bias which restricts its generality.it has also been criticized for presenting 

over socialized view of organizational controls and under socialized view of human actions 

and emotions.      

4.2.3 Resource Based Theory 

 
Braganza et al. (2017) stated that resource-based theory focuses on the management control 

theory, the performance perspective. Resource based theory suggested that resources are 

valuable, attractive, unique, non-transferable, imperfectly transparent, rare, and non-

substitutable position of the firm for the long period of time and success. The resources are said 

to be valuable if they are able to create such strategies which are able to capitalize on 

opportunities and fight with threats. On the other hand, they are inimitable if the competitors 

find it quite tough to duplicate those resources or capabilities. They are often difficult to 

duplicate due to certain legal restrictions like trademarks, copyrights and patents. However, 

some of the resources evolve in an organization over a period of time thus they are hard to 

duplicate using the similar unique capabilities of business which has developed them. The 

resources are said to be non-substitutable if competitors are unable to find alternate ways to 

create similar resources. Thus, the resources fulfilling the conditions of non-imitability, 

valuable and non-substitutability, it is said to have competitive advantage.   

These resources are a source of competitive advantage for business. The organizations hold a 

collection of unique resources and capabilities which are helpful to achieve competitive 

advantage. They build on new capabilities as well as creation of new resources. However, 

holding of resources is not sufficient rather their effective utilization is important.  

The resources become a source of sustained competitive advantage when they hold for a longer 

period of time and the other firms in the industry cannot imitate them. Ruduan et al. (2009) 

have also argued that resources are sustainable if they are rare, non-imitable, valuable and non- 
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substitutable. Also, these resources should be immobile since if they are mobile, other 

organizations can deploy the similar resources, the competitive advantage cannot be sustained 

for a longer period of time.    

The resource-based strategies provide the foundations to the firm to develop more capabilities 

which can lead the firm on higher position with the passage of time (Nura, 2014). Newbert, 

(2008) has investigated that valuable and rare resources as well as capabilities lead towards 

creation of competitive advantage for business which in turn leads to superior performance. 

The resources and be tangible and intangible assets of the firm. The tangible assets are physical 

resources like capital building land, equipment, supplies, plants while intangible assets involve 

the non-physicals resources which are invisible like firms’ culture, processes, strategies, 

capabilities, reputation, knowledge, brand equity, attributes and intellectual property.   

Kürschner, (2013) argued that this attributes the MCS to strategy. MCS package include the 

administration control, planning control, rewards and compensations, cultural control and 

cybernetic control which have direct relationship with the implementation of the strategies.  

It includes to measure, quantify and understand the resources of organization. Raduan et al. 

(2009) are of the view that Resource Based View (RBV) can be used to analyze and evaluate 

the extent to which the organizational resources are used to determine the extent to which the 

organizational resources are helpful for business to create value. Using resources, the 

organizations are able to achieve competitive advantage. With the help of resources, the market 

opportunities can be detected and exploited. These resources should be linked to organizational 

goals and strategies. However, these resources are usually rare, valuable, inimitable, and non-

substitutable. These resources help organizations to improve their financial performance in the 

form of increased sales and higher profitability. The dynamic capabilities of business change 

due to changing business environment. They are changed to make them relevant to business 

needs. 
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This theory has been based upon an old saying i.e., “the whole is greater than the sum of its 

parts’. Specifically, it is tried that the resources are created using multiple strategies so that 

they cannot be copied or duplicated. It has evolved over times to guide businesses to use 

resources in order to make excellent performance.    

The Resources Based View (RBV) theory is also known as the theory of resources and 

capabilities and therefor it has direct relationship with the MCS. The theory was originally 

developed to measure the field of strategic management. The aim of the theory was to explain 

the reasons about why organizations get different results. The theory was also tried to measure 

how different organizations have sustainable competitive advantages. Therefore, organizations 

are able to control the tangible and intangible assets and resources which enables the 

organizations for sustainable competitive advantages. The capabilities are linked with 

resources and where these resources can be deployed. 

The theory is a bit confusing since it contains the term ‘resources’ where resources can be 

interpreted in different ways in common language, however, strategic resources are different 

than other types of resources while the environment can also change a resource from common 

to strategic. On the other hand, capabilities are also an important term in RBV where resources 

and capabilities are also differentiated in a way that resources are what an organization owns 

and capabilities are what an organization can do. It relates to how the economic value creation 

is done and resource allocation is made and the overall role played by business in this overall 

process (Barney et al., 2021). 

The MCS perspective is focused on efficient usage of organizational resources. Strauss et al. 

(2013) have discussed that using proper management controls, businesses are able to ensure 

that the resources are used in a balanced way. Moreover, they avoid conflicts of interest and 

therefore direct resources in the best interest of business.   
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However, the theory has faced some serious critique from many scholars. In this regard, the 

main criticism is that RBV do not have managerial implication. It is because the theory asks 

the managers to acquire and utilize the resources of business in best possible manner but is 

failed to guide managers on how to use resources. Secondly, the theory creates an infinite 

regress as it requires to build second order capability after experiencing a first order capability 

by competitors. However, there is no end and the process of creating higher order capabilities 

always continues. Kraaijenbrink et al., (2010) have pointed out that RBV is not applicable to 

smaller firms rather it is useful only to larger firms with substantial market power. Moreover, 

this applies to firms who look forward to create competitive advantages while the businesses 

which are satisfied with their current market position, the RBV is not relevant. Foss and Foss 

(2008) on the other hand, have argued that creation of sustainable competitive advantage at 

firm level is often possible in a static environment. since today’s business environment is 

dynamic in nature, thus, dynamic resources instead of unique are needed. They further added 

that the acquisition of competitive advantage on regular basis is not possible or practical in this 

dynamic environment. Lockett et al., (2009) has put forward that the value of resources is 

indeterminate and it is not useful for theory building. Moreover, its law like generalization is 

difficult to be tested.  

In such a scenario, it is not possible to use the theory in current research since the generality 

and ability to measure and test is the main requirement of PMS as well as MCS to determine 

the true OP of business.  

4.2.4 Institutional theory  

 
The institutional theory was presented by Meyer and Rowan in 1970s. The aim of theory is to 

explore how the organizations fit into and is shaped by the external environment. over the years, 

the theory has seen various extensions. The understanding of institutional theory starts from 
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the definition of ‘institutions’ which refers to the norms, rules and regulations and governance 

structure (Yazdifar, 2004, 2011). Thus, institutional theory explains the fulfillment of norms 

and rules which allow an organization to operate as a legitimate entity and survive in the 

market. During late 80s and early 90s, the theory saw a shift from being theoretical conjunction 

to an empirical support. Quantitative measures were normally used to analyze and evaluate 

processes of institutionalization. Later on, the theory saw massive progress after the publication 

of famous book known as ‘orange book’ and organizational institutionalization. Thus, new 

themes like institutional entrepreneurship, institutional logic and institutional work emerged. 

Moreover, the dimensions of institutional complexity and institutional plurality were also 

explored (Kodeih and Greenwood, 2014; Yu, 2013). Moreover, from 2008 onwards, the 

institutional theory was blended with some theories like translation, boundary work, project 

management, identity, emotions, linguistic tropes, framing, cognitive frames, social networks 

(Tukiainen and Granqvist, 2016, Palla et al., 2016). 

Herremans and Nazari (2016) suggested that institutional theory help in the understanding of 

the cognitive structures, cultural norms and organizational behavior of the company. 

Literatures also revealed that institutions are influenced by the three elements, which include 

normative, regulatory and cultural cognitive. The normative influences are related to the 

organization reaction towards the multitude of norms, company’s requirements and client 

pressure. Regulatory influences are related to the pressure that is imposed by the company to 

follow the rules and behaviors of the company in order to get the high standards. The cognitive 

influences are the product of transfer of conscious to unconscious of the pressures. Researchers 

argued that these three categories are worked separately (Herremans and Nazari 2016).  

Organizational influences are formed on the base of organizational logic which operated 

collectively rather than separately. Therefore, organizations are supposed to perceive the 
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messages and respond to the pressure according to their value and beliefs (Herremans and 

Nazari 2016).  

Kasumba, (2013) has discussed that in the light of institutional theory, the forces in external 

environment effect the accounting system of a business while the internal forces like powers 

and interest of its management also influence the way management accounting practices are 

implemented in a business. Hopper, et al., (2008) have highlighted that the actions of leaders 

are shaped the forces in external institutions while the individual possess the authority to accept 

or reject the actions of institutions. It is because organizations are passive entities which seek 

legitimacy in presence of environmental pressures. Doluwarawaththa and Gooneratne, (2017) 

have used the concept of isomorphic the congruence between external institutions and within 

organizational arrangements. It implies that the actions of institutions are shaped by cognitive, 

regulative and normative structures of external environment.  

A more robust performance of MCS requires the institutional reforms which can enhance OP. 

this has also been supported by Malmi and Brown, (2008) who argued that control processes 

change over time due to change in external environment in presence of certain institutional 

pressures. Thus, the MCS must be in accordance with the institutional environment since it 

requires the need to adopt a new set of MCS. The external institutions like government and 

other interest groups can put significant pressure on business to design and implement control 

procedures in accordance with changing business environment (Asdullah, & Yazdifar, 2020).   

The institutional theory discusses management performance, following rules and regulations 

and dealing with pressure situations. The theory is quite useful in understanding the 

organizations in a decontextualized and rationalist way and clarifies organizations to be a part 

of complex social systems. It has arguably become the powerful tool for explanation of 

business performance and the issues related to it (Cai and Mehari, 2015). However, in doing 

so, the institutional theory has gone too far away from its basic focus which is understanding 
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of the basic structure of organizations and their management. Institutional theory has few 

weaknesses and was not suitable for current research. These weaknesses are highlighted in 

previous research. Like, Greenwood et al., (2014) have also pointed out the similar weakness 

of this theory. In their paper, they have provided comprehensive overview and evaluation of 

the theory but argue that with the passage of time, the theory has started substituting institutions 

for organizations i.e., its independent variable for dependent variable. In this way, it has gone 

too far to explain institutional processes rather the working of organizations. Moreover, the 

theory stresses its focus on identification of similarities between organization which has led to 

ignoring the comparative studies between organizations. Meyer and Höllerer (2014) have 

however, objected the point of view of Greenwood et al. (2014) and argued that putting too 

much focus on organizations may lead to ignore the contemporary developments. They asserted 

that the focus should be on institutions and their organization while the understanding of 

similarities between organizations is quite important as well.  

Alvesson and Spicer, (2019) have pointed out that the early institutional theory also known as 

Neo classical institutional theory started becoming vague with the passage of time since it had 

unclear boundaries. Moreover, there was a great confusion as to whether the theory has been a 

lens or it is a phenomenon.  Moreover, the theory takes passive assumptions of organization 

and is failed to consider its strategic look. The organizations through resistance strategies can 

address the change in a good way which can enhance efficiency and effectiveness. The 

resistance to social pressure tends to enhance internal efficiency. Thus, such a response leads 

to different standards to measure and evaluate the OP. Resistance helps organizations to be 

more stable, legitimate and innovative. Thus, the institutional theory does not seem to be 

applicable in current research since it focuses only on adaption of institutional change for 

enhanced OP and ignores the resistance strategies. It implies the theory can take only BCS and 
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DCS while it will not consider ICS and has limited acceptance for BLCS which makes its 

application not suitable in this research.     

 4.2.5 Upper Echelon Theories (UET)   
 
 
According to Hambrick and Mason (1984) the Upper echelon theory (UET) focus on individual 

top managers who are strongly influenced the organizational outcomes by making the right 

choices which are also heavily affected by the characteristics of managers.  Upper echelons 

perspective explained that top managers are also called as upper echelons. Top managers 

(upper echelons) are the reflection of the organization. Upper echelons characteristic and 

choices in making strategies help to explain performance of organization (Hambrick and 

Mason, 1984). Hambrick and Mason (1984) explained “administrative complexity as one 

important dimension of strategic choices that is influenced by upper echelons”. They also 

mentioned “thoroughness of formal planning systems, complexity of structures and 

coordination devices, budgeting detail and thoroughness, and complexity of incentive 

compensation schemes” (p.199). Guenther (2013) identified these factors as an ingredient of 

“administrative complexity” which has special role in classification of management control 

practices.  In their MCS influential paper, Malmi and Brown (2008) explained that 

organizational controls are “something that managers can change, as opposed to something 

that is imposed on them” (p. 294). Hambrick and Mason (1984) gave the idea about how 

managerial characteristics influenced or predict organizational out comes.  The choices of 

upper echelons are psychological construct which are influenced by cognitive values and bases. 

The psychological constructs are hard to observe, therefore they suggested demographical 

characteristics of upper echelons.  Demographic characteristics are used as the proxies of 

cognitive values and base.  
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UET basically emphasizes on the demographical characteristics of upper echelon which can 

explain how organizations adopts innovations and improve performance. Demographic 

characteristics of upper echelons involve their age, education, management team heterogeneity 

and tenure. Wang, Holmes Jr, Oh, and Zhu (2016) studied that observable characteristics of 

upper echelons like gender, age, academic background, group characteristics, experience, 

tenure and origin are the proxies which involve in making the choices and decisions by the top 

managers.  The demographic characteristics of upper echelons are the predictors experiences 

and manager’s cognitive basis. Upper echelons values, ability to influence and beliefs are 

already form on the base of previous experience which can affect on right decision making 

(Kleine and WeiBenberger, 2014). Therefore, UET explained about understanding of the 

factors which are influence the adoption of innovations and making of changes in practices of 

management which is the result of top managers characteristics.  Andersen and Lueg (2017) 

suggested that UET explained about values experience and personalities of firm executive 

which can influence the interpretation of the situations through which they came across and as 

result they make their choices. Recent research on UET focused on the individual personality 

constructs of upper echelon. The results of research explained that narcissism and internal locus 

of control are strongly related to the self-concept of upper echelons (Wang et al., 2016).  

in the present research focus is on PMS and MCS, while UET deals with the individual 

characteristics of the top managers. UET has limitation and criticized because of managerial 

discretion because managers’ characteristics become reflect in outcomes of organization. In 

reality, top managers have more control and influence on what happens in their organization 

than other employees. Top executives view their organizational decisions and situation on their 

own personalized lenses (Finkelstein et al., 2009).  Hambrick and Mason (1984) UET provided 

the definition and implementation policies which are driven by the organizational activities, by 

having the upper echelons to make decision related to the organizational practices. while MCS 
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is an important strategic implementation, assessment, controlling and planning in the light of 

provided information (Simons, 1995; Reheul & Jorissen, 2014).   In current research, linkage 

between PMS and MCS is measure through OP in the light of financial and non-financial 

organizational performance. Therefore, the theoretical framework of current study is based on 

adoption of contingency theory. Frim level contingency factors and environmental factors 

which involve frim size, frim strategy, industry characteristics and environmental uncertainty 

influence the organizational performance (Chenhall, 2003).   

4.2.6 Theory of Planned Behavior 
 
 
Ajzen and Fishbein, (1980) theory of planned behavior (TPB) is the extension of theory of 

reasoned action (TRA). The original theory of TRA focus on individual intentions to perform 

given behavior. Intentions are linked with the motivational factors which influence the 

behavior. Motivational factors indicate how much a person put effect to perform a behavior. It 

is general rule that stronger the intentions of the person to involve in a behavior, strong will be 

its performance. Behavioral intentions are the expression of behavior and behavior is under the 

question of violation control in which person can decide if he will perform certain behavior or 

not. While TPB defined the intentions as the indicate of person’s willingness to perform given 

behavior. The intentions of person are based on three determinants. Person’s attitude is first 

determinant which is conceptualized as the evaluation of person’s positive and negative 

behavior of interest to perform given behavior. Subjective norms are considered as second 

determinant of person’s intentions. Subjective norms are the reflection of perceived social 

pressure to perform given behavior or not. While perceived behavioral control reflects that how 

much a person perceived that behavior is under violation control. Perceived behavioral control 

indirectly affects the behavior through intentions and has direct effect on behavior (Ajzen, 

1991). Fishbein and Ajzen (1977) suggested that human actions are triggered by three factors 
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which include 1) beliefs related to behavioral outcomes and their evaluation which is called 

behavior belief, 2) normative beliefs are people expectation beliefs, which motivates them to 

keep those beliefs, 3) control beliefs are the presence of those factors that facilitate or inhibit 

the behavior and factors related to power perception. 

In the context of organizational settings, TPB used to predict employee’s intentions to perform 

a behavior to bring the specific change in organization. Attitude, subjective norms and 

perceived behavioral control predicts employee’s intention to support organizational change 

(Jones, Jimmieson, and Griffiths, 2005). TPB especially explained about the behaviors and 

intentions of employees. Ajzen (1991) identified limitation of TPB which is related to the role 

of subjective norms which predicts intentions. Pervious research also identified that average 

regression weight related to the employee’s attitude were higher than the subjective norms 

which predicts intentions (Armitage and Conner, 2001).  Another limitation of TPB, theory 

does not account the factors which are involve in the behavioral intentions and motivation like 

past experience, mood, threats and fear of employees.  Theory also criticized by the proposition 

that subjective norms, behavioral control and attitudes are sufficient to predicts the behaviors 

and intentions. Individuals acquired opportunities and resources to perform successfully in the 

desired behavior instead of intentions (Ajzen & Fishbein, 2005). Thus, TPB plays effective 

role in the behavior and intention change of the employees. But in the current research scenario, 

intentions and behaviors of employees are not measured. The main requirement of current 

research is to test PMS and MCS in the context of OP.  

4.2.7 Contingency Theory 

 
Contingency theory identified the variables that can influence the MCS design. Early 

researches in accounting revealed that these important factors include the structure, size, 

environment, technology, national culture and strategies to design the MCS.  Hofstede (1967) 
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adopted the concept of contingency perspective. It was suggested that functioning of budgeting 

system is influenced by the economic, technological and sociological factors (as cited in Abba 

et al., 2018). Further research suggested the impact of culture on management control system 

of an organization (Abba et al., 2018). Contingency theory follows positivist approach. The 

main purpose of the theory is to identify the factors which are correlated for higher 

organizational performance.   

Elgharbawy and Abdel-Kader (2013) argued that empirical researches explained that 

contingency theory played an important role in the management accounting. Otley (1980) gave 

the main idea of theory which focused on the environmental factors of the companies and stated 

that organizational structure of companies is the response to the contingency. Contingency 

theory focuses on the identification of the elements which are highly correlated with the OP. 

The recent researches argued that OP can be enhanced through the MCS. In this stance, MCS 

must be purposefully designed which can facilitate the management strategies. It is also 

considered that contingency theory suggested that there is no specific applicable MCS but 

organizations implement their own choice of control techniques according to the 

circumstances. The only central variable of contingent is the objectives and strategies of 

company which they decided to pursue as citied in Otley, (2016).    

Contingency theory primary focus is to identify the correlated of OP.  Hofstede (1980, 1991) 

worked on influence of culture on MCS which might consider as the variation in contingency 

theory. Later on, research suggested that contingency theory is emerged from strategy research 

and contingency theory, which suggested that OP can enhanced by effective designing of which 

can facilitate the management strategies (as citied in Abba et al., 2018).  

Contingency theory emphasizes on the MCS in terms of non-financial performance measure 

(Ittner and Larcker 1998),  “in the role of ABC and ABM (Anderson and Young 1999; Gosselin 

1997)”, variation analysis and balanced score card (Davis and  Albright 2004; Emsley, 2000; 



 
 

 
 

99 
 

Hoque and James 2000) (as citied in Granlund, and Lukka, 2017). Jokipi (2010) gave the idea 

about the four main factors of contingency theory which influence the structure of internal 

control. These contingency features include the company size, company strategies; perceive 

uncertainties related to environment and organizational structure (as citied in Gunarathne, and 

Lee, 2021).  

Therefore, agency theory, transaction cost theory and contingency theory considered as the 

traditional theoretical approaches of the MCS. These approaches continue in the 21st centuries 

but there are few modern management control approaches that plays effective role in finding 

the solution of problems related to the macroeconomic level. These approaches include the 

resource-based theories, institutional based theories, upper echelon theories and planned 

behavior theories. 

4.3 Comparison of theories  
 
The table below summarizes the key issues discussed in the previous sections: 
 

Theories Strengths Limitations 

Agency Theory • Relationship between 

Principal and Agent 

• Positivist, Technical and 

mathematical in nature 

• Problematic relationship 

between principal and agent 

• Lack of context in which 

agency contract can entered 

Transaction cost 

theory  

• Transactions between 

purchaser and seller 

• Transactions support 

coordination and 

communication within an 

organization 

• coordination and 

production costs 

• Ethnocentric bias 

• Restriction in generality 
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bounded rationality and 

opportunistic behavior 

Resource based 

theory 

• Valuable resource which 

capitalizes opportunities 

and fight with threats 

• resources are sustainable, 

non-imitable and valuable 

for longer period of time  

• useful only to larger firms 

with substantial market 

power 

• Strategic change in resources 

• Environmental change in 

resources 

• Capabilities and resources are 

different 

• Do not have managerial 

implications 

• Creates infinite regress as to 

build second order capability 

after experiencing a first order 

capability by competitors 

• Not applicable in smaller 

firms 

Institutional theory • Organizations fit into and 

shaped by the external 

environment 

• Cognitive structures, 

cultural norms and 

organizational behavior 

• Through resistance 

strategies can address the 

change 

• Substitution of institutions for 

organizations 

• More focus on institutional 

processes rather the working 

of organizations 

Upper Echelon 

Theories (UET)   

• Focus on top managers and 

their characteristics 

• Predicts organizational 

outcomes 

• Cognitive values and bases 

• Demographical 

characteristics of Upper 

echelons 

• Managerial discretion 

• Executives have more control 

on what happens in 

organizations 
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Theory of Planned 

Behavior  

• Explain behavior intentions 

• Predicts likelihood of 

intention that led to 

perform specific behavior 

 

• Subjective norms which 

predict intentions 

• Does not account the factors 

involve in behavioral 

intentions and motivation like 

past experience, mood, threats 

and fear 

• Subjective norms, behavioral 

control and attitudes are 

sufficient to predicts the 

behaviors and intentions.  

• Individuals acquired 

opportunities and resources to 

perform successfully in the 

desired behavior instead of 

intentions  

Contingency theory  • Influence the MCS design 

(structure, size, 

environment, technology, 

national culture and 

strategies) 

• Functioning of budgeting 

system 

• Correlated for higher 

organizational performance 

• Managers apply the right 

type of control mechanism 

and PMS boost OP 

• Factors to be analyzed before 

taking an action, but it may 

not be possible all the time. 



4.4	Adoption	of	Contingency	Theory	as	Theoretical	Framework	
 
The adoption of contingency theory assumption is not based on signal type of company’s 

structure; it is equally applicable on all the companies. But the effectiveness of company 

depends upon the best fit or match between the size, type of technology, features and structure 

of organization, environmental volatility as well as its information system. The contingency 

theory was developed from the functionalistic theory of organizational structure (Smith and 

Farquhar as cited in Abba et al., 2018). It is suggested that organizational structure is 

contingency on the base of dimensions of environment, technology and size of organization. 

Contingency theory is still a dominant paradigm in the management account research. The 

designing of MCS requires management to consider various cultural and environmental factors 

which impact the effectiveness of control procedures and the contingency approach is quite 

helpful to understand the context for application of MCS (Ivana, 2013). The theory says that a 

good match between contingent factors and MCS is helpful to increase the OP many times. 

The prior researches on contingency theory have examined both MCS and PMS taking them 

both dependent and independent variables. The use of theory is quite helpful in understanding 

the role of contextual factors in designing and implementing MCS and PMS for effective 

decision making which can enhance OP (Chenhall, 2006). The similar concept is applicable in 

case of PMS since the literature on PMS also discusses that there is no universal PMS which 

is equally applicable to all types of organizations. As Ferreira and Otley, (2005) have argued 

that the effectiveness of system is dependent on organizational context. Lecy et al. (2012) have 

also added that the effectiveness of PMS is dependent upon the environment as well as 

organizational context. The different contingency factors which influence the adoption of PMS 

include technology, culture, organizational size, leadership and others. Moreover, the external 

environment is another significant factor contributing to selection of PMS. These factors 

include uncertainty in external environment, turbulence of external environment and the 
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magnitude of competition or hostility. The previous researches (Alexander et al., 2010; 

Wadongo et al., 2011) have found that style of leadership is quite important to address the 

challenges in adoption of PMS in businesses while the other factors including the size of 

organization and technology adoption are all positively linked with adoption of PMS 

(Wadongo et al., 2014). Therefore, the current research is based on contingency theory and 

how it influences the MCS designs and organizational performance. The key features of 

contingency theory based on behavioral theory and therefore, theory claims that there is no best 

way to make the corporation in making decisions and to lead the organization. The internal and 

external actions are contingent while they are quite important in controlling and measuring the 

organizational performance. The role of environmental uncertainty is vital which has been laid 

enhanced importance while designing the control measures. The overall research approach has 

been based upon the premise that the control and performance measures of business have been 

designed considering the contingency factors in external environment.  

The central contingent variable in any organization are the objectives and strategies which 

every organization tried to pursue. These objectives and strategies are not only to influence the 

performance measures of organization but also considered as the criteria against the choice of 

contingent which is evaluated as the goodness of fit system. Otley and Berry (1980) argued 

that control system in every organization have goals and objective which assess the 

performance. Not a specific contingent assessed the different performance measures and 

controls. Therefore, current research designed to explore the aims, objectives and mechanisms 

that can be measured and monitor the attainment of the goals of organizations. 

The contingency theory approach extensively used in the organizational behavior studies. In 

studies, contingent factors considered as culture, technology and external environmental 

factors affect the function and design of organization. Islam and Hu, (2012) suggested that 

effectiveness of organization directly depends upon contingent fit between factors. Pervious 
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empirical studies examined the contingency theory and studied how business strategies, 

interactive control and diagnostic control are contingent fit (Bedford, 2015). Contingency 

theory in the context of MCS, extensively focus on the how control system types become the 

contextual factor according to strategy choice. Previous studies also explore the contingent fit 

between the contextual factors and strategy choices. The contextual factors include the type of 

management, degree of centralization, accounting system and control type. The appropriate 

harmony and combination between the chosen strategy lead towards the contingent fit which 

is positively related with the performance of organization business unit (Jermias and Gani, 

2005).    

The prime focus of contingency theory is that the type of MCS to be used and its design is 

dependent upon the organizational context and its broader settings. When there is a match 

between organizational settings and the context of organization is helpful to enhance the overall 

OP, the theory provides a realistic view of the overall organizational context which categorizes 

managers to be situation oriented and not stereotype. However, a minor criticism of the theory 

is that since it assumes all the factors to be analyzed before taking an action, but it may not be 

possible all the time. However, the underlying research assumes a near to perfect scenario 

where banking companies in Pakistan have been operating in quite a competitive business 

environment, thus, managers try to gather all the information before taking a final decision. 

Thus, the implementation of contingency theory is quite suitable in this case. The managers 

apply the right type of control mechanism and PMS in order to boost OP in a given situation. 

Thus, selection of contingency theory for this research is the suitable approach. 

4.5 Chapter Summary: 

This chapter was aimed at understanding the theoretical paradigm of study. In this regard, 

different theories including agency theory, institutional theory, transaction cost theory, UET, 

resource-based theory and contingency theory relevant to study context were discussed. The 
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actual context of theories as well as their relevance and limitations for all theories have been 

provided. Finally, the contingency theory has been selected to be used in this research for its 

wider relevance to the concepts of MCS and PMS which lead towards higher OP.  

 

 



CHAPTER FIVE: METHODOLOGY 

5.1 Introduction 

Chapter three has provided a detailed review of the available literature on PM and MCS, thus, 

it has served to provide an understanding of the existing literature on the topic. Going in the 

sequence, current chapter has provided the methodology used to carry out the research. It has 

comprehensively mentioned about different types of methodologies used in research and then 

provided for the methodology used in this research with proper rationale behind its selection. 

The detail of it has been provided in the following paragraphs: 

5.2 Research Philosophy 

Research philosophy is the intellectual structure or it includes the assumptions upon which the 

research study is based. It is believed that the whole methodology to carry out research is 

dependent on which type of research paradigm or philosophy is employed. It is the process of 

making things believed from what are known. Broadly, there are two types of research 

philosophies: positivist and interpretive. Under positivist philosophy, it is believed that reality 

is objective and stable. It can be studied without making personal interference into the 

phenomenon being researched. This philosophy also assumes that phenomenon must be 

isolated and repeated observations of it should be possible. "Positivism has a long and rich 

historical tradition. It is so embedded in our society that knowledge claims not grounded in 

positivist thought are simply dismissed as a scientific and therefore invalid". However, 

positivist is considered to be more accurate approach for natural and physical sciences and 

there is a long debate on its suitability for social sciences (Kaczynski, et al., 2014).  

Interpretive, on the other hand, is also called as anti - positivist. Interpretivists are of the view 

that reality can best be understood by making subjective judgment and making intervention in 

reality. It is normally considered best in social sciences. However, researchers are often of the 

view that one approach cannot be considered to contain greater advantages than the other and 
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accordingly, it is better to used combination of methodologies for best results than a single 

approach. The main thing is that research questions should be answered in a best way and the 

purpose of research should be achieved (O’Reilly et al., 2014). Keeping in view these facts, the 

current research has adopted a relative mixture of type of philosophies in a way that positivist 

dominates the interpretive in the study. It is because it has collected the facts with the help of 

a data collection instrument and analyzed them accordingly in a software. The reporting has 

been discussed by making a short interference as to the personal judgment of researcher as 

well. The reported results have been supported with the help of existing literature but again the 

positivist or interpretive behavior of those external studies is also not possible to determine.   

5.3 Research Types 

In any research, the research type is very helpful to manage the study effectively and to make 

the overall research stronger. It includes the process of research starting from designing 

research questions till final data analysis. There are different types of research types including 

case study, cross sectional, longitudinal and experimental research studies.   

A case study research design provides in depth findings related to a particular organization. It 

is best to analyze the processes and designs of a single subject (Garcia and Gluesing, 2013). In 

this type of research, an individual person or organization is selected for its detailed study. 

Such types of studies are normally used in descriptive and exploratory researches. It is based 

upon natural settings which enhance the validity of its data collection and results reported. 

However, being collected from one individual unit, the generalization of results is either not 

possible or is difficult. The examples of this type of research include studying a single 

organization for its HR procedures or to analyze its strategies on continuous success. 

The second type of researches include: cross sectional studies which collect the data at one 

point in time. This type of research is conducted when its scope is broader than only case study 

research and it involves a systematic approach to data collection. A drawback of this type of 
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research is that it does not take into account the changes which have occurred over a period of 

time i.e., the cause and effect. These types of research may also be descriptive or exploratory 

but sometimes they may also be explanatory. An advantage of cross-sectional study is that it 

provides better generalization of results for the organizations of same category. It is because 

they collect sample from large observations rather than just a single organization (O’Reilly et 

al., 2014).  

Another type of research is longitudinal which study a phenomenon over a period of time rather 

than only at a single point of time. They have further three categories: trend studies which 

examine changes over a period of time in the subject matter; cohort studies which examine 

changes in subgroups of population over a period of time while the third category is panel 

studies in which the same set of sample is examined over a period of time. These studies are 

very helpful in analyzing how different variables have changed over a period of time and they 

offer advantages over other types of researches but conducting research over a period of time 

is time consuming as well as expensive (Garcia and Gluesing, 2013).  

The last category of research is experimental research type which involves two types of groups: 

one is experimental and the other is control group. In these types of researches, a stimulus is 

introduced to experimental group but not control group and then results for both the groups are 

observed and reported. It helps to determine that more changes are always observed in 

experimental groups than the control groups (Speckbacher et al., 2003).  

The current research is aimed at collecting data at one point of time from a sample of banks  in 

Pakistan which simply falls into cross sectional research type. Thus, it will help to generalize 

the results of study for all banks since a representation of all banks has been made in the total 

sample collected.  



 
 

 
 

109 
 

5.4 Research Style 

Mainly there are two research styles: inductive and deductive which are quite opposite of each 

other. Under deductive approach, a researcher collects empirical evidence for the purpose of 

theory testing. For scientific researches, deductive research styles are considered standard. The 

researcher begins with the hypotheses and main theory and conducts research under proper 

procedures to check if the established theory and hypotheses are true in a certain specific 

situation. Thus, it starts with a general idea and goes down with more specific facts. 

Furthermore, if the results obtained are true for the specific category under study, they are 

considered true for all items in that category in general. However, it is considered as narrow 

and used to test a confirm hypothesis set under inductive style (Speckbacher et al., 2003). 

Comparatively, an inductive research style is a bottom-up approach in a way that it starts with 

specific facts and the researcher works way up to formulate abstract theory. Under this research 

style, the researcher identifies certain trends in a data set then the hypotheses are set to test and 

it ends up by formulating a new theory. This style is considered more explanatory and open 

ended. A common example of inductive style is the use of grounded theory (Garcia and 

Gluesing, 2013). 

While making selection between the two research styles, the important things to consider 

include the purpose of research, first of all and then the methods to test hypotheses basing upon 

the nature of hypotheses i.e., whether they have been aimed at testing an existing phenomenon 

or to explore some new insights into a discipline. Thus, for the purpose of current study, 

deductive research style has been used. It is because the aim of study was not to explore new 

ideas but to test the existing theories, the hypotheses drawn from a review of existing literature. 

It follows in a sequence from establishing specific hypotheses and the results have been 

generalized for the whole category. 
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5.5 Research Approach 

Broadly, there are three research approaches namely qualitative, quantitative and mixed 

method. These three types of approaches are not as discrete as they have appeared at first. They 

are neither rigid nor entirely opposite of each other rather research may be more qualitative and 

less quantitative while a mixed method approach usually contains equality of both qualitative 

and quantitative approaches in single research.  

A qualitative research approach is used where the main purpose is to explore what meanings a 

group of people ascribed to a certain phenomenon or an existing human problem. The 

collection of data is generally made through observations or through emerging questions in an 

interview with participants while the analysis involves building themes from particular to 

general. The people who use this type of research normally look at research using inductive 

research style. Normally, no numeric calculation is performed under this research approach. 

This research approach is mostly used in explorative studies where a new theme is required to 

be emerged or new ideas and insights are to be searched.  

On the other hand, a quantitative research approach is feasible to use when objective theories 

are to be tested for the possible relationship between variables. This methodology is considered 

appropriate when it comes to testing of examine the relationship between two or more variables 

for the purpose of testing theory. Tsang, (2014) has differentiated the two main techniques of 

quantitative and qualitative research in a way that quantitative research is mainly concerned 

with determining the relationship between variables while qualitative research is used where a 

phenomenon is to be explored from research study. Thus, it has been established that 

quantitative methodology is used when causation in the form of existence of relationship 

between the variables or the difference between different variables of study is to be examined. 

Allwood, (2012) has also provided that the use of quantitative research is made for when there 

is quantifiable data to be processed in the study.   In social sciences, the quantitative studies 
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use questionnaires to collect data which is analyzed numerically using statistical techniques. 

This type of research studies normally starts with introduction, followed by a thorough review 

of literature, selection of appropriate methodology, analysis of results and drawing conclusion 

based upon the results obtain, thus it follows a deductive research style. In this way, quantitative 

researches test for the theories established under qualitative researches (Yin, 2014).  

The third type of research approach i.e., mixed method research approach is one which is 

focused to obtain results by collecting both qualitative and quantitative data and performing 

analysis on both accordingly. This approach works under the assumption that a mixture of both 

qualitative and quantitative research approaches provides more accurate and in-depth 

understanding of the phenomenon under study.  However, mixed method research approach is 

used only in advanced studies for make a thorough investigation of subject matter (Tsang, 

2014).  

For the purpose of current study, it has largely emphasized on quantitative research approach 

as the methods of data collection and analysis are purely based upon quantitative techniques. 

It has followed the same pattern as those of quantitative research approaches. However, 

qualitative research approach has been also made in a way that the theoretical framework of 

study has been based on previous researches.  

5.6 Research Designs 

There are three main designs to conduct research. They are explanatory, descriptive and 

exploratory. Yin, (2014) has provided that exploratory research design, also called formulative 

design, is helpful when a new a situation is to be explored with the help of research. Poulis et 

al. (2013) have argued that exploratory research approaches are helpful in answering research 

questions of why, how and what. The central theme of this approach is on discovery of new 

ideas and thoughts, so it needs to be flexible in order to study the problems from all aspects. It 

generally goes with three techniques including: a review of the concerned literature, survey of 
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experienced elements in population and an analysis of stimulating. This design is commonly 

used to identify issues in social and business organizations.  

On the other hand, explanatory research approach is used when an explanation as to the 

existence of relationship between two or more variables of study is needed to be made. A 

descriptive research design is used when the description as to the cause and effect analysis is 

made. In descriptive research studies, research starts by establishing objectives followed by 

methods of data collection sources, selection of analysis techniques and finally reporting of the 

results of study. In these studies, often a small sample is selected in order to conduct a pilot 

study. Thus, the descriptive research design also called diagnostic design is based upon 

research objectives and also keeps in view the availability of data sources. Some researchers 

also called it a survey design since it follows a sequence to undertake a survey (Yin, 2014).  

The research design for current study is also descriptive. It is because it has opted the same 

procedure as that of descriptive. It has formulated objectives at the start of study and after that 

the sources of data collection have been determined, the selection of analysis techniques has 

been made and finally the analysis and reporting of results have been made. This type of 

research design is best for current scenario since it was not going to explore new ideas or 

insights rather it has been aimed on describing an existing phenomenon with more recent 

knowledge in a new geographical era.  The current was formulated to provide the descriptive 

analysis influence of PMS and MSC on performance of Banks in Pakistan. The primary data 

collected from the Pakistani Banks while secondary data retrieved from pervious researches, 

literature and articles. The primary data collected from already established questionnaire. The 

collected data analyzed through descriptive and inferential statistical analysis thoroughly. All 

data analysis discussed in results and discussion chapters.  
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5.7 Population 

Population is the totality of all observations with which the study is concerned. As for instance, 

the population of a country denotes all of the people living in a country and every resident is 

called an element of total population. When few elements are selected out of the whole 

population, this is called as sample. In both qualitative and quantitative research studies, a 

representative sample is drawn out of the total population due to unsuitability to investigate the 

whole population (Yin, 2014).  

The total population of this research comprises of 22 banks operating in Pakistan belonging to 

private sector. There are a total of 26 banks working with large number of branches spread all 

over Pakistan, however, due to the budget and time constraints, it is not possible to collect data 

from all branches of all banks. Accessibility issue is also major reason for excluding 4 banks, 

as those banks has less than 10 branches in Pakistan. Such a sample collected using 

convenience sampling technique is representative for all population since the qualitative 

researches use relatively smaller sample sizes due to their in-depth nature of engagement. Thus, 

purposefully selecting sample respondents keeping in view the requirements of study can better 

serve the purpose than those selected using random sampling techniques (Turner, 2016).  

5.8 Sample 

Sample is a part of the population which is used as a representative of the total population. The 

size of any sample depends upon the size of the population i.e., greater the population, higher 

will be the sample size. If the sample does not make adequate representation of the population, 

it is called as sampling error.  

As for current research, it is not possible to collect data from all bank branches of banks 

operating in Pakistan which are 26 in total. A depiction of total banks (Commercial and Islamic) 

and their branches operating in Pakistan has been made in the following table: 
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Table 1: Name of Banks and Number of Branches 

S. No Banks 
No. of 
branches by 
31/12/2019 

1 Albaraka Bank Pakistan Limited 192 
2 Allied Bank Limited 1343 
3 Askari Bank Limited 535 
4 Bank Alfalah Limited 698 
5 Bank Al Habib Limited 718 
6 Bank of China Limited (Pakistan Operations) 1 
7 Bank of Punjab 624 
8 Bank Islami Pakistan Limited 334 
9 Citi Bank Pakistan Branches 3 
10 Deutche Bank AG Pakistan Operations 2 
11 Dubai Islamic Bank (Pakistan) Limited 235 
12 Faysal Bank Limited 555 
13 Habib Bank Limited 1667 
14 Habib Metropolitan Bank Limited 392 
15 Industrial and Commercial Bank of China (Pakistan Branches) 3 
16 JS Bank Limited 359 
17 MCB Bank Limited 1410 
18 MCB Islamic Bank Limited 185 
19 Meezan Bank Limited 760 
20 National Bank of Pakistan 1530 
21 Samba Bank Limited 40 
22 Sindh Bank Limited 330 
23 Soneri Bank Limited 308 
24 Standard Chartered Bank (Pakistan) Limited 61 
25 The Bank of Khyber 169 
26 United Bank Limited 1376 

 

Out of this list of 26 banks, 4 were excluded which had fewer than 10 branches due to 

accessibility issues. Thus, the sample of has been selected from remaining 22 banks. In order 

to determine the sample size rule of thumb of minimum 100 observations for population size 

of more than 5000 with 10% margin of error has been selected (Turner, 2016). According to 

the tables provided by (Israel Glenn, 1992), 100 obtained responses for the population size up 

to 15000 is adequate sample size.  



 
 

 
 

115 
 

On the other hand, using the ‘Yamane’ formula, the sample size of study has also been 

determined which is as under (Yamane, 1967): 

n = N/(1+Ne^2) 

where n = sample size 

N = population size 

e = margin of error 

For current study; 

N = 13,830 bank branches 

e = 10% as suggested by Wanjala et al. (2017) 

Thus, n = 105.57 Approximately 106 

Thus, a sample of the total population has been selected i.e., 106 bank branches in such a way 

that at-least one bank branch of every bank. Thus, the sample will be able to make a thorough 

representation of each bank. Moreover, selection of 106 bank branches for this type of research 

is quite reasonable to collect data.  

5.9 Sampling Technique 

In any research study, the selection of sample determines whether true representation of the 

whole population is made or not i.e., the selection of sample is very critical. It is actually the 

selection technique which determines to a greater extent as to whether the selected sample is 

biased or unbiased. There are several techniques through which sample can be drawn from the 

whole population. These techniques are mainly grouped into probability and non-probability 

sampling (Kaczynski et al., 2014).  

A probability sampling technique, also called as random sampling technique is considered to 

be an unbiased way of sample collection in which sample is selected from total population with 

no prior prediction. Putting it in simple words, this sampling technique gives equal chances of 

selection to every unit of population. On the other hand, in a non-probability or non-random 
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sampling technique, the prediction as to whether an element of total population can be selected 

in sample is possible to some extent.  Both probability and non-probability sampling contain 

sub-categories. In this regard, stratified random sampling, cluster sampling, systematic 

sampling and simple random sampling are type of probability sampling while purposive 

sampling, quota sampling and convenient sampling are types of non-probability sampling 

techniques (Kaczynski et al., 2014).  

Simple random sampling technique is one in which all elements of population are listed down 

and then sample units are selected randomly out of them in such a way that each unit has the 

equal chances of being selection. The biggest advantage of this method is that it provides the 

most representative sample. However, it has some limitations as well. As for instance, a 

complete list of the total population is difficult to obtain and if the whole population is obtained, 

the process becomes very expensive and is also time consuming.    

A stratified random sampling is a type of random sampling technique in which the total 

population is divided into groups on the basis of certain specification as to class, sex, income 

level or education. After dividing the population into groups, simple random sampling 

technique is used to draw sample for each of the groups called strata. This type of sampling 

technique is more helpful than any other technique to select a most representative sample, 

however, it takes more effort to select sample under this technique and also cannot be used in 

every situation as the total population in every case may not be known so construction of strata 

is not possible. On the other hand, a cluster sampling is closely related to stratified sampling in 

a way that cluster sampling also makes distinct groups on the basis of age, gender, income level 

and then a representative sample is selected through collection of elements from each group. 

This type of sampling technique is also difficult to obtain yet it provides advantages of greater 

representation of population. The last category of random sampling is systematic sampling in 
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which sample is selected in a systematic way. As for instance, the sample selection out of a 

class may be done by selecting every student with roll number multiple of 5 (Yin, 2014).   

Convenience sampling is a type of non-probability sampling under which the sample is selected 

on availability of sampling units and the personal convenience of researcher due to time and 

cost constraints. Thus, it is convenient, quick and easy way of sample selection. This type of 

sampling technique is used where it becomes impossible to select sample by identifying all the 

population units. The advantages of this technique include easy and quick sample selection. 

However, the sample selected through this technique may not be representative of the total 

population. A purposive sampling technique is one in which the sample is selected based upon 

personal judgment of the researcher as to which elements can best serve the purpose of 

research. On the other hand, snowball sampling is a technique in which few respondents are 

selected to take information who are identified to have certain knowledge about the subject 

matter and then the same persons are asked to refer someone else who might contain required 

knowledge and so on. This process continues until the required level of information is achieved 

(Kaczynski et al., 2014).  

There are two types of sampling techniques which have been used for current research as 

samples were selected in two phases. First of all, the sample was selected from total population 

i.e., at-least one branch out of all banks. Thus, in constituted as stratified random sampling 

technique.  In current research, data was collected from the Pakistani Banks through stratified 

random sampling because Banks in Pakistan was divided in small subgroups which were 

considered as strata. In current research, sample was collected from 106 banks in which at least 

one branch of every bank was selected as subgroup or strata.  In the next phase, non-probability 

convenient sampling technique was used to complete the sample size of study to 106 branches. 

In convenient sampling, data was collected from the participant of 106 branches of bank who 

are convenient in the access of researcher.   
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5.10 Data Collection Instrument: 

Since, it is a quantitative research study, the method used to collect data was a 5-point Likert 

scale questionnaire. For all types of researches in social sciences, questionnaires form the most 

important instrument for data collection in quantitative studies (O’Reilly and Parker, 2013). 

Questionnaire is a simple, quick and economical way to collect data. The questionnaire for the 

purpose of current study has been extracted from previous research.  Since an already 

developed and used questionnaire in any research has already established its reliability and 

validity, thus, it becomes more appropriate to use.  

There are two parts of the questionnaire used in this research. First part deals with 

demographics information of the bank branch as to the number of employees working in branch 

and the type of bank as to whether public or private. In second part of the questionnaire contains 

questions of different variables of MCS including boundary controls, interactive controls, 

belief controls and diagnostic controls as well as PMS of both financial and non-financial 

measures. This part contains  total 43 questions: 7 for each financial performance measures and 

non-financial measures obtained from research of Alzoubi, (2014) while 14 for MCS extracted 

from the research of Shurafa and Mohamed, (2016) and Bobe and Taylor, (2010) in a way that 

6 for interactive controls, 5 for diagnostic controls, 4 for belief controls and 4 for boundary 

controls. The questions of MCS have been measured on a five-point likert scale ranging from 

strongly agree to strongly disagree while those measuring financial and non-financial 

performance measures have been measured on 5-point likert scale ranging from ‘to small 

extent’ to ‘very greater extent’. On the other hand, there are 10 questions on actual performance 

5 for financial and 5 for non-financial performance obtained from Crucke and Decramer, 

(2016) measured on five-point likert scale ranging from strongly agree to strongly disagree. A 

copy of complete questionnaire used for study has been attached in appendices. This 

questionnaire was discussed thoroughly with 2 academician and 3 bank heads of HR divisions 
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before distribution. Using this questionnaire, the data was collected from branch heads or next 

to his rank from each bank branch. The use of self-administered questionnaires helped to collect 

data in a transparent and quick way. The questionnaire was adopted and extracted  from the 

previous researches which were available in literature financial  as performance measures and 

non-financial measures taken from Alzoubi, (2014) research,  while for MCS extracted from  

Shurafa and Mohammed, (2016) research and for interactive controls, diagnostic controls, 

belief controls and boundary controls  were taken from Bobe and Taylor, (2010) study, whereas 

Crucke and Decramer, (2016) research was considered for questions of actual performance; 

financial and  for non-financial performance. 

5.11 Data Analysis Technique 

The collection of accurate and reliable provides the basis for valid analysis so that the results 

can be generalized. For current research, best effort has been made to collect data personally 

by researcher, so it provides a better foundation to obtain authentic results. In this regard, the 

analysis of data has been performed in SPSS using a range of test statistics. 

The analysis of data was done in two stages. The first stage is to check the data fit for analysis 

purpose while in next phase the actual analysis was made using different tests. Thus, first of 

all, for the purpose of establishing reliability of scale, Cronbach’s Alpha test has been 

performed while the normality of data has been checked using skewness of data as well as PP 

Plots. Moreover, for missing values, the missing values test was performed which eliminated 

the responses with more than 4 missing values while replaced missing values of equal to or 

lesser than 4 for any respondent using linear trend method.  

After fulfilling all assumptions normality and checking for frequency distribution, the next 

stage of analysis started in which, descriptive statistics were performed, first of all, which 

helped to understand the average response of respondents against different variables of study 

which mainly included: PMS (financial and non-financial), MCS (DCS, ICS, BCS, BLC) and 
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OP (financial and non-financial). All the variables are expected to contain positive relationship 

with each other and are also expected to put positive impact on OP. This average response in 

the form of descriptive statistics provides an overall idea of results as well as determines the 

overall variation in responses. Going further, Pearson’ correlation test was performed to 

understand the significance of relationship between variables of study as used in a similar study 

of Jamil and Mohamed, (2013); Shurafa and Mohamed, (2016). Moreover, correlation also 

helps to identify for the existence of any multicollinearity within variables. In the next step, the 

linear regression test was performed in order to ascertain the impact of financial and non-

financial PMS on different MCS. In order to determine the impact of mediation analysis both 

linear and multiple mediation analysis has been performed. Thus, a comprehensive analysis of 

the data was performed using different test statistics in SPSS.   

5.12 Validity and Reliability 

For any research, the reliability and validity of data are the prime factors on which the whole 

research is based. For the purpose of current study, as have been provided earlier, the reliability 

and validity of data was performed using Cronbach’s Alpha test as well as correlation test of 

internal consistency respectively. 

5.13 Ethics of Research 

The current research has met all the ethical requirements to conduct a research study. In this 

regard, it was made sure that the data was collected with complete permission of the banking 

organizations which were selected for data collection for this study. Moreover, the privacy of 

respondents has been ensured. The selection of respondents was also made equitable as per the 

selected sampling technique. Furthermore, the participation to respond was total voluntary not 

forced in any way. Researchers have provided that the voluntary response is important to 

determine the accuracy of results (McLaughlin and Alfaro-Velcamp, 2015).  
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Moreover, the current research has duly acknowledged all the sources of information and 

research work of other authors. This is important for the purpose of avoiding any type of 

plagiarism in the study (APA, 2012). The ethics of research also require to make independent 

judgment and interpretation of data which I have made, thus, I did not face any conflict of 

interest which resulted in influencing my interpretation (Boblin et al., 2013). Ethics approval 

from university panel of ethics committee has also obtained after providing required details.  

5.14 Chapter Summary 

The current research has provided in-depth analysis of the various types of methodologies 

available and the selection of most suitable research methodology for current study. In this 

regard, it has opted for positivist research philosophy, cross sectional research type, 

quantitative research approach, deductive research style. On the other hand, it has collected 

data from 22 banks making a total of 106 branches with the sampling techniques of both 

stratified and convenience sampling. A structured questionnaire has been used for the 

collection of data. Moreover, the ethics of research have all been considered and fulfilled.  

 

 

  



CHAPTER SIX:   RESULTS AND ANALYSIS 

6.1 Introduction: 

The previous chapter has provided a detailed methodology to conduct this study. Using the 

prescribed methodology, the data collection has been done and analysis has been performed 

using SPSS and AMOS. In this regard, the chapter has been divided into different sections. The 

first section discusses the demographics of study while the second section tests for the basic 

assumptions of data to run further analysis. The next section discusses the model fit of study 

variables by running path model in AMOS. The model fit along with the common method bias 

of data has been examined. Moving further, the descriptive statistics and correlation analysis 

of study have been examined. The next section tests the hypotheses of study for which the 

linear regression has been run between study variables and afterwards the mediation analysis 

has been performed. Finally, the discussion on results has been provided at the end of chapter.   

6.2 Demographic Analysis 

This section includes a brief description of different demographics of study including: gender, 

age, education and experience.  

Table 2: Demographic Analysis 

Gender % Age % Education % Experience % 

Males 84.9 Below 25 Years 0.9 Masters 61.3 1 to 5 Years 52.8 

Females 15.1 25 to 30 Years 10.4 Bachelors 20.8 6 to 10 Years 34 

  
31 to 35 Years 29.2 Others 17.9 11 to 15 Years 7.5 

  
36 to 40 Years 29.2 

  
16 to 20 Years 0.9 

    Above 40 Years 30.2     Above 20 Years 4.7 

Total 100%  100%  100%  100% 
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The respondents of this study were employees of banks operating in different areas of Pakistan. 

Table 2 summarizes results for demographics of study which mainly included gender, age, 

education and experience. The details of these demographics have been provided as under: 

 

- Gender of Respondents: Gender includes males and females of study. In this regard, 

males of study consist of 84.9% which indicates that majority of respondents of study 

are males as the study targeted the branch heads of banks who are mainly males. On 

the other hand, only 15.1% are females.  

 

- Education: In terms of education, there are three categories of respondents including 

bachelors, masters and others. In this regard, it has been observed that the highest 

percentage of respondents are masters i.e., 61.3% while 20.3% are bachelors. However, 

17.9% have other professional qualification like ACCA and others.  

 
 

-  Experience: In terms of experience, there are 5 categories ranging from 1 to 5 years to 

above 20 years. In this regard, the highest portion of respondents fall in the first category 

which include 52.8% of the entire respondents. Secondly, there are 34% of the 

respondents who have 6 to 10 years of experience, 7.5% have 11 to 15 years of 

experience, 0.9% possess 16 to 20 years while 4.7% have above 20 years of experience.  

6.3 Assumptions of Data 

Before proceeding towards next analysis, the underlying assumptions have been verified. In 

this regard, the three basic assumptions including normality of data, collinearity, adequacy of 

sample size and reliability statistics have been examined which have been discussed as under: 
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Table 3: Normality Assumptions 

  Skewness Kurtosis 

DCS -1.78 3.746 

ICS -1.15 3.342 

BLCS -0.881 0.246 

BCS -1.414 3.518 

FPMS -0.381 -0.632 

NFPMS -0.965 2.061 

NFP -0.615 -0.542 

FP -0.754 0.136 

 

DCS = Diagnostic Controls Systems, ICS = Interactive Controls Systems, BLCS = Belief 

Controls Systems, BCS = Boundary Controls Systems, FPMS = Financial Performance 

Measurement System, NFPMS = Non-financial Performance Measurement System, NFP = 

Non-Financial Performance, FP = Financial Performance  

Skewness and kurtosis statistics have been used to examine the normality of data. For this 

purpose, skewness apprises about the spreaders of data while kurtosis explains peakness of 

data. As suggested by Creswell, (2013), the values of skewness should be in the range of +2 

and -2 while the kurtosis values should lie between +7 and -7 to confirm normality. The results 

of study have shown that both the skewness and kurtosis values are within the prescribed range 

of all variables of study. Thus, the data fulfills the assumption of normality.   

Table 4: Collinearity Diagnostics 

 Tolerance VIF 

DCS 0.332 3.011 

ICS 0.293 3.410 
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BLCS 0.484 2.065 

BCS 0.500 2.001 

FPMS 0.466 2.146 

NFPMS 0.419 2.387 

 

DCS = Diagnostic Controls Systems, ICS = Interactive Controls Systems, BLCS = Belief 

Controls Systems, BCS = Boundary Controls Systems, FPMS = Financial Performance 

Measures, NFPMS = Non-financial Performance Measures, NFP = Non-Financial 

Performance, FP = Financial Performance 

Values of tolerance are greater than 0.02 while those of VIF are less than 10, thus, there is no 

problem of multicollinearity in data as verified from above table (Bryman and Bell, 2015). 

Thus, another assumption is fulfilled.  

 

Table 5: Adequacy of sample size 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .853 

Bartlett's Test of Sphericity Approx. Chi-Square 3069.305 

Df 861 

Sig. .000 

 

The test of “Kaiser-Meyer-Olkin” is used to check the adequacy of sample size.in this regard, 

the values within the range of 0 to 1 indicate the adequacy of sample with values of KMO 

closer to 1 confirm better adequacy while the minimum cut off value of KMO is 0.5 where the 

values within the range of 0.5 to 0.7 indicates average fit, 0.7 to 0.8 is good fit and 0.8 to 1 is 

excellent fit (Bryman and Bell, 2015).  
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On the other hand, Bartlett’s test of Sphericity test is used to examine the status of original 

correlation matrix as to whether it is an identical matrix. If the results of this study are 

significant then it indicates that the correlation matrix is not identical matrix (Creswell, 2013).  

The results of study as indicated in above table provide the value of KMO as 0.853 which 

confirms excellent adequacy of sample size while the Bartlett’s test of Sphericity is also 

significant since p = 0.000 < 0.05, thus, the data fulfills the assumptions of adequacy of sample 

size.  

 

Table 6: Reliability Statistics 

Variables Cronbach's Alpha/CR N 

DCS 0.870 6 

ICS 0.767 5 

BLCS 0.859 4 

BCS 0.805 4 

FPMS 0.770 7 

NFPMS 0.832 7 

FP 0.852 4 

NFP 0.902 5 

 

DCS = Diagnostic Controls Systems, ICS = Interactive Controls Systems, BLCS = Belief 

Controls Systems, BCS = Boundary Controls Systems, FPMS = Financial Performance 

Measurement system, NFPMS = Non-financial Performance Measures system, NFP = Non-

Financial Performance, FP = Financial Performance 

 

The reliability of construct has been examined using two statistics including Cronbach’s alpha 

in SPSS and composite reliability (CR) in AMOS. As suggested by Bryman and Bell, (2015), 
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the values of Cronbach’s alpha greater than 0.7 indicates reliability of constructs. In this regard, 

the table provides reliability statistics for each construct of study is greater than 0.7 since DCS 

= 0.87, ICS = 0.767, BLCS = 0.859, BCS = 0.805, FPMS = 0.770, NFPMS = 0.832, FP = 0.852 

and NFP = 0.902 as measured by both indicators i.e., Cronbach’s Alpha and CR, thus, the 

reliability of all individual constructs of study has been established.  

These results indicate that the preliminary assumptions of data have been fulfilled which sets 

the foundation to proceed for the advanced analysis. 

6.4 Confirmatory Factor Analysis 

Confirmatory Factor Analysis (CFA) is used to test whether the collected data fits within the 

model of study or not. This study has used CFA under Maximum Likelihood Estimation (MLE) 

technique since the model has been drawn using already established constructs from previous 

studies. On the other hand, MLE requires that multivariate normality assumption should be 

fulfilled. This test works in a best and unbiased manner to find the most likely values achieving 

the fit of the model. CFA is a part of Structural Equation Modeling (SEM) and the common 

fitness measurements used in this regard include Chi Square, CFI, IFI, TLI, RMR and others 

(Hooper et al., 2008). The current study has also used CFA since it has used the constructs 

already drawn in previous studies.   
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Figure 2: Confirmatory Factor Analysis 

 

The study has drawn a complete measurement model in AMOS using all constructs of study.  

After loading the indicators on their parent constructs, the measurement model was run in 

AMOS. The primary model of study has provided better fit of the model using the fit indices 
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as χ2/df = 1.766 < 3, CFI, IFI and TLI = 0.8 (indicating better fit) while the value of RMR is 

0.06 which is equal to cut off value of 0.06. Thus, the original model of study indicates a good 

fit as suggested by Hooper et al. (2008).  

6.5 Test of Common method bias 

In the next step, the examination of common method bias for study variables has been 

examined. In this regard, as suggested by Hair et al. (2010) the collection of data from a single 

source and a single point in time is subject to common method bias which must be addressed. 

First of all, a pre-remedial strategy of placing the values of each variable and mediators in 

separate constructs has been applied. However, for robustness of evidence, two separate 

diagnostic tests including Harman single factor test as well as alternative plausible models have 

been used to determine whether the data from a single source is subject to common method 

bias or not. In this regard, the Harman single factor test has provided that the first factor 

accounted for 14.32% of the total variance (which is lesser than 50%). It provides that the 

common method bias does not pose any threat to results of study. Additionally, the 7 plausible 

models have been run including the original model to examine the distinctiveness of the 

original model. For this purpose, first of all, the measurement model was constructed by 

drawing the variables on relative constructs. In the next step, two constructs were merged to 

make one, thus, total constructs were six and gradually, the constructs were reduced to make a 

single factor model and the results of model fit were computed. In this regard, out of all seven 

models of study, the original model has provided the best fit which confirms its distinctiveness. 

Thus, the results of study have provided that the common method bias does not exist for study 

variables.    
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Table 7: Fit Indices of Plausible Models 

Measurement Models CMIN/DF RMR CFI IFI TLI 

7 Factors Model 1.766 0.060 0.80 0.80 0.80 

6 Factors Model 1.847 0.072 0.751 0.757 0.731 

5 Factors Model 1.873 0.073 0.741 0.747 0.723 

4 Factors Model 2.110 0.079 0.669 0.675 0.648 

3 Factors Model 2.320 0.085 0.601 0.607 0.579 

2 Factors Model 2.350 0.085 0.593 0.599 0.571 

1 Factor Model 2.357 0.085 0.591 0.597 0.570 

 

Table 8 provides for descriptive statistics including mean and standard deviation for variables 

of study. Moreover, the correlation between variables of study has also been provided. In this 

regard, the mean values for all the variables of study are closer to 4 indicating respondents are 

agreed for different questions asked from them on PMS and MCS. The values of S.D also 

provide that the values are lower than 1 indicating lower variation in responses. This also points 

to normality of data.  

 

Table 8: Descriptive Statistics and Correlation between study variables 

  M S.D DCS ICS BLCS BCS FPMS NFPMS NFP 

DCS 4.02 0.658        

ICS 4.01 0.648 .795**       

BLCS 4.07 0.797 .501** .563**      

BCS 4.25 0.632 .436** .464** .631**     

FPMS 4.05 0.592 .337** .508** .544** .556**    

NFPMS 3.98 0.694 .544** .598** .557** .588** .655**   
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NFP 3.69 0.952 .589** .534** .772** .584** .524** .539**  

FP 3.97 0.828  .423** .479** .663** .598** .527** .427** .738** 

DCS = Diagnostic Controls Systems, ICS = Interactive Controls Systems, BLCS = Belief Controls 

Systems, BCS = Boundary Controls Systems, FPMS = Financial Performance Measures, NFPMS 

= Non-financial Performance Measures, NFP = Non-Financial Performance, FP = Financial 

Performance  

**. Correlation is significant at the 0.01 level (2-tailed). 

In the next step, the correlation values of data have been provided. The study has applied 

Pearson correlation to examine the relationship between study variables including dependent, 

independent and mediating variables. In this regard, it can be observed that all the variables of 

study have significant correlation with each other at a significance level of 0.001. The 

correlation values ranging between 0.1 to 0.4 indicates lower correlation, from 0.41 to 0.6 

indicates good correlation while values above 0.7 indicates strong correlation. In this regard, it 

can be observed that FPMS has weak but significant correlation with DCS as r = 0.337, P < 

0.001. On the other hand, the correlation between ICS and DCS (r = 0.795, P < 0.001), between 

BCS and BLC (r = 0.631, P , 0.001), between BLC and NFP (r = 0.772, P < 0.001),  BLCS and 

FP (r = 0.663, P < 0.001) is strong while the relationship between rest of the variables is 

moderate. The results have provided that there exists average to strong correlation between 

study variables.  

All these results provide that the basic assumptions to perform analysis on data have been 

fulfilled. Moreover, the model fit of variables has also been tested and verified. The next section 

has been dedicated towards advanced analysis in order to test the hypotheses of study.   
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6.6 Hypotheses Testing 

In order to test the hypotheses of study, there are mainly two types of tests which included 

linear regression analysis and mediation analysis. The analysis has been run using both SPSS 

and AMOS. The results of linear regression have been run on both analytical software which 

provided similar results. However, for mediation analysis, AMOS has been used which is 

considered best to run mediation analysis especially multiple mediation since multiple 

mediation analysis is not possible in SPSS. Thus, based upon such analysis, the hypotheses of 

study have been verified. In this regard, first of all, the linear regression analysis has been 

performed to test the impact of NFPMS on four different types of controls including: DCS, 

ICS, BLCS and BCS while in the next step, the linear regression analysis between FPMS and 

four control measures has been run. Moving forward, the linear regression analysis has been 

run between four control measures and FP as well as NFP separately. Finally, two types of 

mediation analysis i.e., simple mediation as well as multiple mediation analysis has been run 

to test the mediation impact of four control measures between NFPMS to NFP and between 

FPMS to FP. All this analysis has been discussed as under:  

6.6.1 Linear Regression Analysis 

The first hypotheses of study is to examine the impact of FPMS on MCS. For this purpose, the 

linear regression between FPMS and each controls including DCS, ICS, BLCS and BCS has 

been run separately which provided the following results.   

Table 9: Linear Regression between FPMS and DCS 

  Estimate SE P 

FPMS 0.337 0.103 0.000 

Dependent Variable: DCS 

Table 9 presents results of linear regression between FPMS and DCS. The model of linear 

regression between these two variables provide that FPMS explains 11.4% variance in DCS 
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which is though, low but it is significant as (R2 = 0.114 F(1,104) = 13.341, p < 0.01). The 

results have further provided that B = 0.337 with P = 0.000 < 0.001 indicating significant 

positive impact of FPMS on DCS.  

 

Figure 3: Linear Regression between FPMS and DCS 

 

This result supports the hypothesis H1 (a) which says that FPMS have significant relationship 

with DCS.   

Table 10: Linear Regression between FPMS and ICS 

  Estimate SE P 

FPMS 0.508 0.092 0.000 

Dependent Variable: ICS 

Table 10 provides the results of linear regression between ICS and FPMS. Since the value of 

R2 is 0.258 which indicates that the model explains 25.8% variance in FPMS as (R2 = 0.258, 

F(1,104) = 36.102, p < 0.01). The results have provided that FPMS has significant positive 

impact on ICS since B = 0.508 with p < 0.001.  

 

Figure 4: Linear Regression between FPMS and ICS 

 

These results provide support to accept the hypothesis H1 (b) which lays down that there exists 

significant relationship between FPMS and ICS.    
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Table 11: Linear Regression between FPMS and BLCS 

  Estimate SE P 

FPMS 0.544 0.111 0.000 

Dependent Variable: BLCS 

In order to test H1 (c) a linear regression has been run between BLCS and FPMS. The results 

have revealed that the model explains 29.6% of variance in BLCS as (R2 = 0.296, F(1,104) = 

43.827, p < 0.01). The table has provided that the B = 0.544 with p < 0.001 which indicates 

significant positive impact of FPMS on BLCS.  

 

Figure 5: Linear Regression between FPMS and BLCS 

 

These results provide sufficient support to accept the H1 (c), thus, there exists significant 

relationship between FPMS and BLCS.   

Table 12: Linear Regression between FPMS and BCS 

  Estimate SE P 

FPMS 0.556 0.087 0.000 

Dependent Variable: BCS 

Finally, the impact of FPMS on BCS has been examined using linear regression analysis 

technique. In this regard, this model explains 31% of the variance in BCS as (R2 = 0.31, 

F(1,104) = 46.62, p < 0.01) indicating fit of the model. Moving forward, the results of linear 

regression have provided B = 0.556 with P < 0.001, thus, there exists significant positive impact 

of FPMS on BCS.  
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Figure 6: Linear Regression Between NFPMS and BCS 

 

With this, the hypothesis H1 (d) has been accepted.  

After examining for impact of financial performance measures on four types of MCS, the next 

step is to examine the influence of non-financial performance measures on MCS in terms of 

each individual control including DCS, ICS, BLCS and BCS.      

Table 13: Linear Regression between NFPMS and DCS 

  Estimate SE P 

NFPMS 0.544 0.078 0.000 

Dependent Variable: DCS 

The results of linear regression between NFPMS and DCS have revealed that it explains 29.6% 

of the variance in dependent variable (R2 = 0.296, F(1,104) = 43.705, p < 0.01). NFPMS has 

significant positive impact on DCS as B = 0.544, P < 0.01. NFPMS are helpful to boost DCS. 

The NFPMS which mainly include product quality, employee satisfaction, customer 

satisfaction, new product development and other such measures lead to improve DCS.  

 

Figure 7: Linear Regression between NFPMS and DCS 

 

These results provide support to accept hypothesis H2 (a) of study which lays down there exists 

positive relationship between NFPMS and DCS.  
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Table 14: Linear Regression between NFPMS and ICS 

  Estimate SE P 

NFPMS 0.598 0.073 0.000 

Dependent Variable: ICS 

The results of linear regression between NFPMS and ICS have revealed that it explains 35.7% 

of the variance in dependent variable (R2 = 0.357, F(1,104) = 57.851, p < 0.01). NFPMS has 

significant positive impact on ICS as B = 0.598, P < 0.01. NFPMS are helpful to influence ICS. 

NFPMS play an important role on strategic controls since they are very flexible and employees 

can quickly adopt and explore new ideas. The match between ICS and NFPMS is considered 

more helpful to develop new ideas which ultimately leads to improve performance.  

 

Figure 8: Linear Regression between NFPMS and ICS 

 

These results establish that NFPMS has significant influence on ICS which lead to accept 

hypothesis H2 (b) which says that there exists significant relationship between NFPMS and 

ICS.  

Table 15: Linear Regression between NFPMS and BLCS 

  Estimate SE P 

NFPMS 0.557 0.093 0.000 

Dependent Variable: BLCS 

Table 15 provides results of linear regression between NFPMS and BLCS. The results have 

revealed that the linear regression model explains 31% of the variance in dependent variable 

(R2 = 0.31, F(1,104) = 46.79, p < 0.01). This 31% variation is considered moderate which leads 

to influence the BLCS. The impact of NFPMS on BLCS is 0.557 at a level of significance of 
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0.001 since B = 0.557, p < 0.001. The beta coefficient provides a higher impact since it is near 

to 0.6. This result builds strong ground not only to prove the impact of NFPMS on BLCS but 

also it satisfies the initial condition of mediation analysis.   

 

Figure 9: Linear Regression between NFPMS and BLCS 

 

These results confirm significant influence of NFPMS on BLCS. In the light of these results, 

it is confirmed that H2 (c) is accepted.  

Table 16: Linear Regression between NFPMS and BCS 

  Estimate SE P 

NFPMS 0.588 0.072 0.000 

Dependent Variable: BCS 

In order to test the hypotheses H2 (d), linear regression has been performed between NFPMS 

and BCS. The results of linear regression between BCS and NFPMS have been provided in 

above table which indicate 34.6% of the variance in BCS has been explained by NFPMS since 

(R2 = 0.346, F(1,104) = 54.95, p < 0.01). The results have provided that B = 0.588 with p < 

0.001. These results confirm greater impact of NFPMS on BCS. 

  

Figure 10: Linear Regression between NFPMS and BCS 
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It establishes strong positive significant impact of NFPMS on BCS. Thus, hypothesis H2 (d) 

has been accepted. Moreover, the foundation for mediation impact of BCS between NFPMS 

and NFP has been laid down.   

All these results have revealed that both FPMS and NFPMS have the significant impact on four 

types of MCS which provide sufficient support for acceptance of H1 and H2.  

The next section is dedicated to examine the impact of different control measures including 

ICS, DCS, BCS and BLCS on OP both FP and NFP. For this purpose, first of all, the impact 

of MCS on FP has been analyzed and afterwards it has been evaluated for NFP.  

Table 17: Linear Regression between FP and DCS 

  Estimate SE P 

DCS 0.423 0.112 0.000 

Dependent Variable: FP 

Table 17 provides for impact of DCS on FP using linear regression analysis. In this regard, the 

results have provided that the model provides for 17.9% variation in dependent variable FP 

with (R2 = 0.179, F(1,104) = 22.601, p < 0.01). Moreover, the impact of DCS on FP is 

significant as B = 0.423 with P < 0.001. This model, though, significant and fulfills the 

conditions for model fit, yet the variation explained by model is low. However, the impact of  

DCS on FP is significant and comes in moderate level which explains that DCS leads to 

improve the FP of banks under study.  

 

Figure 11: Linear Regression between DCS and FP 

 

These results indicate that DCS positively influence the FP of banks. Thus, hypothesis H3 (a) 

has been accepted.  
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Table 18: Linear Regression between FP and ICS 

  Estimate SE P 

ICS 0.479 0.110 0.000 

Dependent Variable: FP 

Linear regression has been run between ICS and FP. This linear regression model has explained 

23% variance in FP with a better model fit (R2 = 0.23, F(1,104) = 31.045, p < 0.01). The results 

have provided that there exists significant positive impact of ICS on FP as B = 0.479 with p < 

0.001. These results confirm that ICS influences the FP of banks. The extent of impact is also 

high, providing sufficient support to confirm the relationship between ICS and FP.   

 

Figure 12: Linear Regression between ICS and FP 

 

These results lead to accept hypothesis H3 (b) of study.   

Table 19: Linear Regression between FP and BLCS 

  Estimate SE P 

BLCS 0.663 0.076 0.000 

Dependent Variable: FP 

Table 19 contains results for linear regression run between BLCS and FP. This linear regression 

model explains 43.9% variance in FP with a good model fit since (R2 = 0.439, F(1,104) = 

81.54, p < 0.01). The value of B = 0.663 at a p value < 0.001. These results show that BLCS 

has significant positive impact on FP of banks indicating that belief controls are important for 

enhancing financial performance of business. The magnitude of impact is quite high since it is 

almost closer to 0.7 which is quite high. This implies that BLCS is very important to enhance 
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the FP which is in line with literature that argues that beliefs have central role to play to foster 

performance either financial or non- financial (Kruis et al., 2016).  

 

Figure 13: Linear Regression between BLCS and FP 

 

These results are helpful to accept H3 (c) of study.  

Table 20: Linear Regression between FP and BCS 

  Estimate SE P 

BCS 0.598 0.106 0.000 

Dependent Variable: FP 

The results of linear regression between BCS and FP have been summarized in table 20. For 

this model the BCS explains 35.8% variance in FP with the model providing a good fit (R2 = 

0.358, F(1,104) = 57.874, p < 0.01). A further explanation shows that B estimate is 0.598 and 

P < 0.001. It indicates that there is positive significant impact of BCS on FP. Moreover, the 

magnitude of impact is also high since it is almost 0.6 which is high. The variation explained 

by model is also quite high i.e., 35.8%. Thus, the boundary controls, though, place restrictions 

on employees, however, working within strict boundaries lead to enhance performance with 

the help of results and targets achievements.  

 

Figure 14: Linear Regression between BCS and FP 

 

With this the hypothesis H3 (d) of study is accepted.  
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These results have indicated that the four types of management controls significantly influence 

the financial performance of banks under survey. These results provide support for acceptance 

of H3 of study. The next section calculates the impact of management controls including ICS, 

DCS, BLCS and BCS on non-financial performance of banks.  

 

Table 21: Linear Regression between NFP and DCS 

  Estimate SE P 

DCS 0.589 0.115 0.000 

Dependent Variable: NFP 

Table 21 summarizes the results of linear regression run between DCS and NFP. The results 

have indicated that DCS is a good predictor of NFP since B = 0.589 at P < 0.001. Moreover, 

this linear regression model explains 34.6% variance in NFP with a good model fit (R2 = 0.346, 

F(1,104) = 55.139, p < 0.01). The impact is high with better explained variation. Thus, DCS is 

helping banks to enhance NFP of banks under study. the similar impact has been observed for 

FP, however, the degree of impact is higher for NFP as compared to FP which emphasizes that 

the DCS, though, is helpful to improve both financial and non- financial performance yet its 

impact on NFP is higher.  

 

Figure 15: Linear Regression between DCS and NFP 

 

These results indicate that DCS significantly influences NFP of banks. Thus, hypothesis H4 (a) 

of study is accepted.  
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Table 22: Linear Regression between NFP and ICS 

  Estimate SE P 

ICS 0.534 0.122 0.000 

Dependent Variable: NFP 

Table 22 measures the impact of 2nd type of MCS i.e., ICS on NFP. The results of linear 

regression provide that ICS significantly influences the NFP of banks since B = 0.534, P < 

0.001. Moreover, the model provides a good fit explaining 28.5% variance in NFP (R2 = 0.285, 

F(1,104) = 41.393, p < 0.01). These results provided that ICS are helpful to improve NFP to a 

greater extent for the banks under study. A comparison for the impact of ICS on both financial 

and non- financial performance has provided that they have a bit higher impact on non- 

financial performance as against financial performance, recommending greater applicability 

for non- financial performance.   

 

Figure 16: Linear Regression between ICS and NFP 

 

These results are helpful to accept H4 (b) of study.  

Table 23: Linear Regression between NFP and BLCS 

  Estimate SE P 

BLCS 0.772 0.074 0.000 

Dependent Variable: NFP 

The results in table 23 indicate that BCS strongly influence the NFP of banks as the linear 

regression have provided a beta value of 0.772 with P < 0.001. Moreover, the value of R2 is 

0.596 indicating it explains 59.6% variance in NFP providing a good model fit (R2 = 0.596, 

F(1,104) = 153.679, p < 0.01). These results have provided that BLCS has quite high impact 
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for boosting the non- financial performance of banks Though, their impact is also high for FP 

as well, yet the impact is higher for non- financial performance, pointing to higher effectiveness 

of this control for boosting NFP performance of banks.   

 

Figure 17: Linear Regression between BLCS and NFP 

 

Thus, there exists positive relationship between BLCS and NFP leading to accept hypothesis 

H4 (c) of study.  

Table 24: Linear Regression between NFP and BCS 

  Estimate SE P 

BCS 0.584 0.120 0.000 

Dependent Variable: NFP 

Table 24 provides results for linear regression between BCS and NFP. These results show that 

there is significant impact of BCS on NFP as B = 0.584, P < 0.001. The results also provide 

that this linear model explains 34.1% of the variance in NFP under a good model fit (R2 = 

0.341, F(1,104) = 53.89, p < 0.01). The results have confirmed the strong impact of BCS on 

NFP. Again, a comparison of the impact of BCS on FP and NFP has shown that a minor 

difference where BCS has high impact on FP. This is because BCS are focused to achieve 

target results which is the focus of financial performance. 

 

Figure 18: Linear Regression between BCS and NFP 

 

Thus, BCS significantly influence NFP of banks. It leads to accept H4 (d) of study.  
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Thus, all four MCSs under survey have found to make a significant impact on NFP of banks. 

Moreover, the impact is also positive. The next section explains the direct linear impact of both 

types of performance measures i.e., financial and non-financial on respective performance i.e., 

financial and non-financial.  Moreover, a combined impact of PMS has also been observed on 

financial and non-financial performance.  

Table 25: Linear Regression between FPMS and FP 

  Estimate SE P 

FPMS 0.527 0.113 0.000 

Dependent Variable: FP 

Table 25 provides results for linear regression between FPMS and FP. The model provides 

27.8% variance of dependent variable FP under a good model fit (R2 = 0.278, F(1,104) = 

40.027, p < 0.01). In terms of linear impact, FPMS significantly impact FP of banks as B = 

0.527, p < 0.001. The magnitude of impact is also high confirming the effectiveness of FPMS 

to improve the FP of banks under study.  

 

Figure 19: Linear Regression between FPMS and FP 

 

Thus, there is significant positive impact of FPMS on FP of banks. This result has led to 

acceptance of H5.  

Table 26: Linear Regression between NFPMS and NFP 

  Estimate SE P 

NFPMS 0.539 0.113 0.000 

Dependent Variable: NFP 
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First of all, the impact of NFPMS on NFP has been calculated using linear regression analysis 

which provided a good model fit with R2 of 0.291 indicating that the model explains 29.1% 

variance in NFP (R2 = 0.291, F(1,104) = 42.662, p < 0.01). The linear impact of NFPMS is 

0.539 on NFP at P < 0.001. These results confirm the effectiveness of NFPMS to enhance NFP 

of banks. a closer look for comparison between the two types of control measures have shown 

that both the control measures i.e., FPMS and NFPMS have equal degree of impact to improve 

financial and non- financial performance respectively.  

 

Figure 20: Linear Regression between NFPMS and NFP 

 

Thus, NFPMS has significant positive impact on NFP which leads to acceptance of H5 (b).  

Table 27: Linear Regression between PMS and OP 

  Estimate SE P 

PMS 0.585 0.129 0.000 

Dependent Variable: OP 

Table 27 summarizes the results of linear regression between PMS and OP. This model carries 

34.2% variance of NFP (R2 = 0.342, F(1,104) = 53.98, p < 0.01). The impact of PMS on OP 

is strong with B = 0.585 at P < 0.001.  

This is due to similar impact of both NFPMS and FPMS on NFP and FP respectively.   

These results confirm significant positive impact of PMS on NFP of banks under survey. It 

leads to acceptance of H5. 

6.6.2 Mediation Analysis 

The above sections have discussed in detail the linear relationship between study variables. All 

of them observed to have significant positive relationship with each other. This part has been 
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dedicated to examine the mediation impact of four types of controls on financial and non- 

financial performance of banks under survey to confirm whether the controls act as mediators 

or not between performance measures and actual performance of business. The entire 

mediation analysis has been performed in AMOS.  

For this purpose, the mediation has been run in two ways: i.e., using simple mediation analysis 

and using multiple mediation analysis. In this regard, simple mediation analysis has been 

performed to evaluate the status of each mediator i.e., ICS, DCS, BCS, BLCS separately in the 

path between NFPMS and NFP as well as FPMS and FP. On the other hand, the multiple 

mediation analysis has been performed taking all four mediators simultaneously in the study 

model.  
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6.6.2.1 Simple Mediation Analysis 

First of all, the simple mediation analysis has been run between FPMS and FP and then between 

NFPMS and NFP for all four mediators separately. These results have been discussed as under: 

Table 28: Simple Mediation Analysis Taking DCS as mediator between FPMS and FP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

FPMS 0.608 0.004 0.13 0.004 0.738 0.006 

DCS 0.375 0.006         

Dependent Variable: FP 

First of all, a mediation analysis has been performed taking DCS as a mediator between FPMS 

and FP.  

 

Figure 21: Simple Mediation Analysis Taking DCS as mediator between FPMS and FP 

The results have provided that all the effects i.e., direct, indirect and total are significant at 

0.01. it indicates that DCS acts as a significant mediator between FPMS and FP. However, the 

mediation is partial since both direct and indirect impacts are significant. Moreover, the direct 

impact of FPMS is stronger than indirect impact which points that DCS is a significant but 

weak mediator between FPMS and FP. This result is helpful and recommends application of 

DCS along with FPMS to enhance FP at banks. 

Table 29: Simple Mediation Analysis Taking ICS as mediator between FPMS and FP 

  Direct Effect Indirect effect Total Effect 
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  Estimate Significance Estimate Significance Estimate Significance 

FPMS 0.535 0.006 0.203 0.005 0.738 0.005 

ICS 0.556 0.007         

Dependent Variable: FP 

Table 29 contains results for mediation analysis taking ICS as a mediator between FPMS and 

FP of banks. The results have indicated that both the direct and indirect impacts of FPMS are 

significant at P = 0.01. Moreover, the direct impact of ICS on FP is also significant with B = 

0.556, P = 0.007. These results highlight that ICS is a significant mediator between FPMS and 

FP.  It indicates about partial mediation while the direct impact is stronger than indirect effect 

pointing to weak mediation results. These results are quite useful, suggesting application of 

ICS for enhancement of financial performance, when applied under FPMS.   

 

Figure 22: Simple Mediation Analysis Taking ICS as mediator between FPMS and FP 

 

In the next step, the linear mediation analysis has been performed taking BLCS as mediator 

between FPMS and FP. This has been done both in SPSS and AMOS. The direct, indirect and 

total effects have been computed which provided the following results: 

Table 30: Simple Mediation Analysis Taking BLCS as mediator between FPMS and FP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 
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FPMS 0.331 0.016 0.407 0.003 0.738 0.005 

BLCS 0.734 0.005         

Dependent Variable: FP 

Table 30 contains results for a third mediator of MCS i.e., BLCS between FPMS and FP. The 

results provide that direct impact of FPMS on FP is significant at 0.05 while the indirect impact 

is significant at 0.01. The beta coefficient for direct effect is 0.734 while the indirect effects is 

0.407. These results have confirmed the mediation impact of BLCS between FPMS and FP 

while the degree of mediation is also of moderate magnitude. Such moderate level of mediation 

is useful to boost the performance at banks.  

 

Figure 23: Simple Mediation Analysis Taking BLCS as mediator between FPMS and FP 

 

These results also confirm for partial mediation. However, a different scenario has been 

observed where the indirect effect is quite strong which highlights strong mediation, though 

partial since both direct and indirect effects are significant where direct effect is B = 0.734, P 

< 0.05 and indirect effect is B = 0.407, P < 0.01.  

Table 31: Simple Mediation Analysis Taking BCS as mediator between FPMS and FP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

FPMS 0.394 0.004 0.344 0.003 0.738 0.005 

BCS 0.595 0.005         



 
 

 
 

150 
 

Dependent Variable: FP 

A mediation analysis has been run taking BCS as mediator between FPMS and FP. The results 

have indicated that both the direct and indirect effects are significant at p = 0.01. When 

measuring direct effect B = 0.595 with P < 0.01 while for indirect effect B = 0.344 and P < 

0.01.  

 

Figure 24: Simple Mediation Analysis Taking BCS as mediator between FPMS and FP 

 

These results confirm significant mediation impact of BCS between FPMS and FP. However, 

the mediation is partial since both direct and indirect impacts are significant.  

All these results have shown that all four MCSs have been proved as mediator between FPMS 

and FP. However, the mediation is partial. The next section has been dedicated to analyze the 

mediation impact of four types of controls between NFPMS and NFP.   

Table 32: Simple Mediation Analysis Taking DCS as mediator between NFPMS and NFP 

 
Direct Effect Indirect effect Total Effect 

 
Estimate P Estimate P Estimate P 

NFPMS 0.427 0.007 0.313 0.004 0.739 0.007 

DCS 0.516 0.003 
    

Dependent Variable: NFP 
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Table 32 contains results of mediation analysis where DCS has been taken as mediator between 

NFPMS and NFP. The results provide that direct impact of NFPMS on NFP is 0.516 at P < 

0.01. on the other hand, the indirect effect is 0.313 with P < 0.01.  

 

Figure 25: Simple Mediation Analysis Taking DCS as mediator between NFPMS and NFP 

 

These results confirm partial mediation impact of NFPMS on NFP. The initial conditions of 

direct impact of independent variable and that of mediator is significant while the secondary 

condition i.e., the indirect impact of independent variable NFPMS is also significant, thus, 

partial mediation is proved.    

Table 33: Simple Mediation Analysis Taking ICS as mediator between NFPMS and NFP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

NFPMS 0.470 0.006 0.269 0.006 0.739 0.007 

ICS 0.558 0.004         

Dependent Variable: NFP 

Table 33 combines direct, indirect and total effect of NFPMS on NFP taking ICS as mediator. 

In this regard, it has been observed that the direct impact of both NFPMS and that of mediator 

ICS is significant on NFP with B = 0.47 and 0.558 respectively at P = 0.01. On the other hand, 

the indirect impact is 0.269 and P < 0.01.  
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Figure 26: Simple Mediation Analysis Taking ICS as mediator between NFPMS and NFP 

 

This proves the significant mediation impact of ICS on NFP. However, the indirect impact is 

lower than direct impact which indicates weak mediation.  

Table 34: Simple Mediation Analysis Taking BLCS as mediator between NFPMS and NFP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

NFPMS 0.217 0.025 0.522 0.005 0.739 0.007 

BLCS 0.64 0.011         

Dependent Variable: NFP 

Another mediation analysis has been performed taking BLCS as mediator between NFPMS 

and NFP. The results summarized in table 34 provide that the direct impact of BLCS is 

significant with B = 0.217 and P = 0.025 < 0.05 while the indirect impact is also significant 

with B = 0.64 and P < 0.01 as indicated in table 34.  

 

Figure 27: Simple Mediation Analysis Taking BLCS as mediator between NFPMS and NFP 
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This proves partial mediation with indirect effect is even stronger than direct effect.  

It is interesting to see that BLCS acts as a strong mediator between NFPMS and NFP as well 

as FPMS and FP while rest of the controls are weak mediators.   

Table 35: Simple Mediation Analysis Taking BLCS as mediator between NFPMS and NFP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

NFPMS 0.410 0.007 0.329 0.003 0.739 0.007 

BCS 0.535 0.005         

Dependent Variable: NFP 

Table 35 provides the mediation results of BLCS between NFPMS and NFP. It has been 

observed that NFPMS has a significant direct impact on NFP. It is because B = 0.535 at P = 

0.01. On the other hand, the indirect effect is also significant with B = 0.329 and P < 0.01.  

 

Figure 28: Simple Mediation Analysis Taking BCS as mediator between NFPMS and NFP 

 

These results confirm the significant mediation impact of BCS on NFPMS and NFP.     

These results confirm that the four management controls including DCS, ICS, BLCS and BCS 

act as mediators between NFPMS and NFP. However, they act as partial mediators where the 

BLCS is a strong mediator among all mediators. Similar results have been obtained for MCS 

to act as mediators between FPMS and FP. The next section provides combined results of 

mediation analysis where MCS act as mediator between PMS and OP.   
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Table 36: Simple Mediation Analysis Taking MCS as mediator between PMS and OP 

  Direct Effect Indirect effect Total Effect 

  Estimate Significance Estimate Significance Estimate Significance 

PMS 0.132 0.005 0.711 0.005 0.843 0.007 

MCS 0.684 0.004         

Dependent Variable: OP 

Table 36 provides mediation analysis to examine whether MCS has been taken as a mediator 

between PMS and OP which is the prime objective of this study. In this regard, it has been 

examined that the direct effect of PMS on OP is 0.684 which is observed to be weaker while 

the indirect effect is 0.711 significant at a level of significance of 0.01.  

 

Figure 29: Simple Mediation Analysis Taking MCS as mediator between PMS and OP 

 

These results confirm that MCS is a strong mediator between PMS and OP. In this way, all the 

hypotheses of study are accepted. These results also point out to collective impact of all the 

four levers of controls. It has led to stronger mediation impact of MCS between PMS and OP.  
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6.6.2.2 Multiple Mediation Analysis  

The above section has provided results for simple mediation analysis to separately run 

mediation for each mediator and the results have confirmed that all the potential mediators i.e., 

DCS, ICS, BLCS and BCS have served to act as mediators between FPMS and FP as well as 

between NFPMS and NFP. This section has been dedicated to run a simultaneous model to 

calculate mediation impact of all the study mediators. For this purpose, a path model has been 

run in AMOS to evaluate how the mediators act in a simultaneous model when all the four 

controls are applied simultaneously in banks. In this regard, the following path model has been 

run in AMOS: 

 

Figure 30: Path Model for Multiple Mediation Analysis 

 

The results for specific indirect effects calculated in AMOS, using ‘user defined estimands’ 

have revealed the following: 
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Table 37: Specific Indirect Effects 

Indirect Path Estimates Significance 

FPMS->ICS->FP 0.013 0.576 

FPMS->DCS->FP -0.002 0.639 

FPMS->BLCS->FP 0.172 0.007 

FPMS->BCS->FP 0.096 0.019 

NFPMS->ICS->NFP -0.092 0.148 

NFPMS->DCS->NFP 0.257 0.003 

NFPMS->BLCS->NFP 0.286 0.001 

NFPMS->BCS->NFP 0.053 0.120 

 

Table 37 provides results to understand the specific indirect effects of all the mediators when 

four controls are used as mediators in the overall model simultaneously. In this regard, the 

impact of FPMS has been observed on FP using the four mediators of MCS while the influence 

of NFPMS has been observed on NFP using the same four mediators i.e., ICS, DCS, BCS and 

BLCS as shown in the figure above. The results of specific indirect effects summarized in table 

37 have revealed that the indirect effect of ICS and DCS is not significant since p = 0.576 and 

0.639 respectively. This indicates that both ICS and DCS do not act as mediators between 

FPMS and FP when four controls are implemented simultaneously in banks. However, BLCS 

and BCS have found to significantly mediated the path between FPMS and FP which confirms 

to act as mediators since B = 0.172 and 0.096 with p = 0.007 and 0.019 respectively.  

On the other hand, on a path from NFPMS to NFP, ICS and BCS are found to be insignificant 

mediators since the p > 0.05 i.e., p = 0.148 and 0.120 respectively. However, the path between 

NFPMS and NFP has been mediated by DCS and BLCS as b = 0.257 and 0.286 with p = 0.003 

and 0.001 respectively. These results have provided that ICS does not act as mediator whether 
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it is between NFPMS to NFP or between FPMS to FP while BCS has found to mediate the 

relationship between NFPMS and NFP as well as between FPMS and FP.  

These results have provided some interesting findings. In this regard, when the analysis was 

conducted separately for each mediator i.e., for ICS, DCS, BCS, BLCS, the mediation has been 

proved significant which led to partial acceptance of H6 i.e., MCS mediate the relationship 

between PMS and OP. However, in a multiple mediation analysis run using AMOS, it has been 

observed that, not all controls systems mediated the relationship between PMS and OP which 

leads to partial acceptance of H6. In the light of these results, the status of hypotheses of study 

can be provided as under: 

 

Table 38: Status of Hypotheses 

S.No. Hypotheses Status 

H1 FPMS have significant relationship with MCS; Accepted 

H1 (a) FPMS have significant relationship with DCS; Accepted 

H1 (b) FPMS have significant relationship with ICS; Accepted 

H1 (c)  FPMS have significant relationship with BCS; Accepted 

H1 (d) FPMS have significant relationship with BLCS Accepted 

H2 NFPMS have significant relationship with MCS Accepted 

H2 (a) NFPMS have significant relationship with DCS; Accepted 

H2 (b) NFPMS have significant relationship with ICS; Accepted 

H2 (c)  NFPMS have significant relationship with BCS Accepted 

H2 (d) NFPMS have significant relationship with BLCS Accepted 
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H3 MCS has significant impact on FP of business.  Accepted 

H3 (a) DCS has significant impact on FP of business Accepted 

H3 (b) ICS has significant impact on FP of business Accepted 

H3 (c)  BCS has significant impact on FP of business. Accepted 

H3 (d) BLCS has significant impact on FP of business. Accepted 

H4 MCS has significant impact on NFP of business. Accepted 

H4 (a) DCS has significant impact on NFP of business. Accepted 

H4 (b) ICS has significant impact on NFP of business.  Accepted 

H4 (c)  BCS has significant impact on NFP of business. Accepted 

H4 (d) BLCS has significant impact on NFP of business. Accepted 

H5 PMS have significant impact on OP; Accepted 

H5 (a) FPMS have significant impact on FP; Accepted 

H5 (b) NFPMS have significant impact on NFP; Accepted 

H6 MCS mediate the relationship between PMS and OP.  Partially 
Accepted 

H6 (a) MCS mediate the relationship between FPMS and FP Partially 
Accepted 

H6 (b) MCS mediate the relationship between NFPMS and NFP Partially 
Accepted 

        

6.7 Chapter Summary 

This chapter has provided detailed analysis of collected data. In this regard, it has started by 

providing detail of demographics of study and by fulfilling the basic assumptions of normality, 
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collinearity and reliability of data. In the next step, confirmatory factor analysis has been run 

while tests have also been performed to rule out the possibility of common method bias in the 

data. The descriptive statistics as well as correlation between variables of study which all 

helped to prove the authenticity of data for further analysis. Thus, the hypotheses testing was 

made using linear regression analysis and mediation analysis both in SPSS and AMOS. The 

results of study have helped to accept all hypotheses of study either fully or partially. 



CHAPTER SEVEN: DISCUSSION AND ANALYSIS 

7.1 Introduction 

The previous chapter has provided a detailed analysis of collected data. The overall analysis 

and interpretation have led to acceptance of hypotheses of study. Based upon the results and 

analysis, this chapter has provided a thoughtful discussion. For this purpose, the study has 

provided relationship between PMS and OP, MCS and OP, mediation impact of MCS between 

PMS and OP. In this way, it has highlighted the studies which provide support for these results.  

7.2 Discussion 

This study has been carried out to investigate the relationship between levers of controls and 

performance measurement system in banking sector of Pakistan. Using a sample size of 106 

bank branches in the country, the study has collected data with the help of a questionnaire. The 

results and analysis carried out using regression and mediation analysis has shown that 

signification relationships exist between four levers of controls and PMS and their resultant 

impact on both financial and non-financial performance. Moreover, the partial mediation of 

MCS between PMS and OP has been proved.  

7.2.1 Impact of PMS on OP 

The impact of FPMS on FP and that of NFPMS on NFP is significantly positive with b = 0.527, 

p < 0.01 and b = 0.539, p < 0.01 respectively. These results indicate that the PMS positively 

influence OP both financially and non-financially. These results are supported by previous 

studies. In this regard, the earlier studies of Anthony and Govindarajan (2004) have provided 

that the FPMS are normally short term in nature and thereby result in short term financial 

performance of profitability, revenues and operating incomes. However, for longer time 

periods, the businesses formulate long run goals like enhanced market share, improvement in 
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customer services, enhanced brand reputation and others. Thus, short term FPMS become 

ineffective in this situation, so NFPMS are used for it.   

These results are also in line with Aforo and Antwi, (2012) who have provided that PMS has 

significant impact on organizational financial as well as non- financial performance. The 

organizations with FPMS are able to perform well in terms of profitability, stock market returns 

and cash flows than those which have not implemented PMS. On the other hand, Bernthal et 

al. (2003) have also provided that the businesses with better PMS in place are 51% expected to 

outperform their competitors in terms of financial performance while they are 41% expected 

to better perform than competitors in terms of non – financial performance. The non – financial 

performance may include customer satisfaction, quality of products and services, higher 

employee retention and others. Haines and St-Onge (2012) have also supported that the 

organizations which have put in place PMS are able to deliver valued outcome. Martin, (2008) 

has also confirmed that the use of PMS provides a noticeable effect on financial and non – 

financial performance of business. The features of PMS like performance appraisal led to 

improvement in organizational performance and job commitment. Furthermore, Saeed and 

Shahbaz (2011) have conducted their study in Pakistani context and the results of their study 

have supported the findings of existing study in a way that PMS helps to raise employee 

motivation and commitment with the work, thereby enhances the OP in terms of profitability, 

better quality and lower employee turnover.  

Businesses which implement PMS, financial or non-financial or both, are able to achieve the 

financial and non-financial performance targets indirectly through more innovations, employee 

engagement, enhancing employee skills and capabilities, market orientation, productivity and 

learning. However, this is not in line with Jusoh et al. (2008) who have provided that effective 

implementation of non-financial performance measures helps to enhance the performance 
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while financial measures are not effective in long run. The combination of PMS and MCS both 

help to achieve higher OP by positively influencing the employee behavior, increased 

communication, coordination, participation and thereby cost reduction.    

7.2.2 Impact of levers of Controls on OP 

The four levers of controls have put significant positive influence on OP both in financial and 

non- financial terms. In this regard, the impact on FP as influenced by DCS (b = 0.423, p < 

0.01), ICS (b = 0.479, p < 0.01), BCS (b = 0.589, p < 0.01) and BLCS (0.663, p < 0.01) are all 

significant positive.  On the other hand, the impact on NFP as provided by DCS (0.589, p < 

0.01), ICS (b = 0.534, p < 0.01), BCS (b = 0.584, p < 0.01) and BLCS (b = 0.772, p < 0.01) are 

also all significant positive. These results indicate that the banks under study have been using 

the DCS to monitor and control their performances. Moreover, the results of descriptive 

statistics contained in table 8, also provide a mean value of 4.02 for DCS, 4.01 for ICS, 4.07 

for BLCS and 4.25 for BCS, indicating the large scale implementation of DCS in studied banks.  

The impact of control systems on OP has also been observed to be significant positive in 

previous researches, thereby, supporting the results of this study. In this regard, Lazzarotti et 

al. (2011) have found that MCS are good at enhancing OP subjectively in terms of team spirit 

as well as organizational efficiency. DCS improves OP by continuously observing the 

performance of business. The need is to select right type of controls in a right situation while 

the implementation of controls should also be effective. DCS help an organization to perform 

better is through their impact on organizational innovative process. It contributes positively to 

the internal environment of business. However, traditionally, it was believed that DCS limit 

the innovations in business since their prime focus is on achievement of set targets. This is 

because the managers usually apply coercive powers which restrict organizational potential for 

innovations (Grossi and Thomasson, 2015). Baird, (2017) has confirmed that MCS provide 
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base for achievement of FP while they also increase NFP. Organizations with DCS and BCS 

in place, lead to achieve the set targets while BLCS and ICS encourage innovativeness and 

creativity at business. The businesses should accurately implement the right type of controls 

considering their life cycle stage and their business objectives.   

Heinicke et al., (2016) have also provided a systematic relationship between four levers of 

controls and OP. He asserted that DCS is helpful to monitor for OP and compare any 

differences between set goals against actual performance while ICS promote the organizational 

capabilities. Kruis et al., (2016) has however, provided that in a dynamic business environment 

with organic structure, a combination of DCS and ICS is more useful. On the other hand, in a 

hostile environment with greater task uncertainty, lesser use of DCS is emphasized.  The four 

levers of control are important and they complement each other. The DCS and BCS are 

constraining in nature while BLCS and ICS are designed for growth and development. Bisbe 

and Otley, (2004) have also discussed that the organizations with higher levels of innovations, 

ICS are not effective rather they negatively influence the innovations of business while they 

are useful at companies with lower levels of innovations. Henri, (2006) has examined that the 

strategic capabilities of business are negatively influenced by DCS. Different strategic 

capabilities of business including innovation’s ability, entrepreneurship and market orientation 

are negatively influenced by DCS and positively by ICS.  

The application of these four control measures should be applied based upon the life cycle stage 

of organization as suggested by Miller and Friesen in 1984 which includes birth, growth, 

maturity and revival. It is because the organizations, when move from one stage in 

organizational life cycle to another stage, the requirements, structural configuration, 

organizational characteristics and priorities, problems, all are changed. The BCS are helpful at 

growth and revival stages rather than maturity and birth stage. BLCS, on the other hand, are 
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effective more at growth and revival stage while at birth and maturity stage they are not much 

effective. DCS are considered more appropriate at maturity stage than growth, birth and revival 

stage. Finally, the ICS are estimated to bring better results at revival and growth stage than 

maturity and birth stage.  

By creating a real focus on one single agenda, ICS provide organizations with required level 

of focus to achieve certain set targets. This allows regular attention of management on single 

point, resulting in recurring theme. BCS, on the other hand, formulates what the business is not 

going to do, thereby restricting employees not to perform actions which are beyond the scope 

of business. BLCS provide employees with directions and give them purpose. They establish 

how to behave with each other and with customers. Companies do communicate their values 

but guiding these values in routine tasks is difficult which is made possible through BLCS 

(Mundy, 2010). They provide with strategic objectives to employees and in return they adjust 

their actions accordingly. In a flexible work culture, BLCS are implemented and are beneficial 

(McAdam et al, 2019). Thus, they need a clear understanding of organizational purpose and 

the required contributions from them in order to pursue the overall organizational purpose. This 

can only be done through communicating the core beliefs of business (Sobis and Okouma, 

2017). 

 DCS, on the other hand, leads to conduct regular formal performance measure to review OP 

on regular basis. In this way, DCS and BCS are restricting in nature while BLCS and ICS guide 

the development as well as growth. DCS, when used in a wrong way, could be destructive and 

BLCS is used to mitigate the negative consequences of overusing DCS. BCS can also serve as 

more restrictive in nature which may hinder organizational growth.     

The results of correlation in table 8 have provided that all the variables of study have been 

significantly correlated with each other with highest correlation between BLCS and NFP.  This 
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is because the organizations with the help of belief system inspire their employees about the 

desired performance. By depicting the beliefs in mission and vision system of an organization, 

the organizations are able to provide employees a particular direction. When it is reflected in 

organizational objectives and the commitment of organization to fulfill those objectives is even 

further helpful to make employees perform the desired level of performance. Furthermore, it 

motivates the employees to put all their efforts for value creation and supporting their 

organization. However, the role of senior management is critical in this regard, they may create 

drafts and facilitate communication between members to raise awareness of employees about 

what the organization wants in a way which employees like and consider that the organization 

values their participation. Organizations which are able to prioritize the belief system among 

employees are better able to get the required performance. It is the basic system which provides 

the foundation for other levers of control to be inculcated in organizational culture. 

Organizations, even in the phase of higher uncertainty, are able to perform better if belief 

systems of its employees are strong. Employees, by considering the organizational mission and 

vision in their mind, are better able to perform well even in uncertain situation since they tend 

to adapt their behaviors as per requirements. Manohar and Pandit, (2014) have stressed in their 

study that beliefs and core values are ultimate guide to achieve better organizational 

performance especially in terms of non-financial performance. However, the quality and 

completeness of mission statement of businesses is important. In this regard, the mission 

statements should include a direction for employees and it should motivate employees to 

perform well.  A strategic fit between what the employee’s beliefs, strategic planning and 

structure of organization leads to enhance its performance (Lababidi et al., 2020). Manohar and 

Pandit (2014) have also provided that the culture of innovation at India’s leading innovative 

companies is influenced by employees’ beliefs about innovations while the organizational 

mission statement is the prime determinant for positive organizational innovation adoption. 
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Thus, the organizations should develop a strong belief system in the phase of uncertainties and 

strategic risks which leads to work through every environment. However, the other three levers 

of controls are equally important which reinforce the performance of belief control system. The 

organizations with positive BLCS helps to improve its performance in a positive manner.  

These results of linear relationship are in line with Cardinal, et al., (2017) who have provided 

that with the help of BCS, the organizations are able to improve the financial performance of 

business due to their increased emphasize on reduction of waste through proper utilization of 

organizational resources. On the other hand, the BCS create an environment of creativity and 

encouragement which helps employees to innovate within boundaries. Such a culture leads to 

improve financial and non-financial performance of business. The organizations which are 

larger in sizes like banks in this study have been suggested to use more boundary controls since 

the increased organizational size leads to increased complexities, thereby requires more strict 

formal controls in the form of boundary controls to deal with the complexities. Though, they 

restrict the innovativeness of employees but beyond a certain boundary. This is why they may 

not help to improve non-financial performance of business. It is also provided that controls 

which are restrictive in nature and focus on achievement of goals and targets in short run, may 

provide short term financial gains but are not useful in long run. This is because, in such a way, 

organizations may become myopic and they are satisfied with short run financial performance 

and overlook long run development of intangible assets. BCS are also criticized for their short 

sightedness which discourage creativity beyond the limits. They put pressure on employees for 

the achievement of set targets which further carries the risk of data manipulation. The 

application of boundary controls at this stage results in limiting the search of opportunities 

(Mohamed, 2014). They tend to avoid risks and implement code of conduct as well as rules 

and regulations. As the organization grows, the organizational structure becomes complex 
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while decision making also becomes less centralized. Thus, analytical capabilities of managers 

are needed who are involved in decision making.  

The organizational risks are controlled through management at each level through delegation 

of duties. In this way, the use of BCS at this stage is quite helpful to guide managers to use 

their wisdom and judgement for decision making and apply their innovative ideas while the 

managers will also know their limitations of decision making. Thus, a widespread 

implementation of BCS at revival stage is made (Pujiati et al., 2019). 

7.2.3 Mediation Impact of four levers of controls between PMS and OP 

The study has evaluated the impact of performance measures on four levers of controls. In this 

regard, the FPMS has been observed to have significant impact on DCS (b = 0.337, p < 0.01), 

ICS (b = 0.508, p < 0.01), BLCS (b= 0.544, p < 0.010 and finally on BCS (b = 0.556, p , 0.01). 

On the other hand, the impact of NFPMS on DCS (p = 0.544, p < 0.01), ICS (b = 0.589, p < 

0.01), BCS (0.588, P < 0.01), BLCS (b = 0.557, p < 0.01). When used in linear models, the 

DCS proves to be a significant mediator between FPMS and FP. It is because, the DCS is 

considered to be quite a good measure to reduce the costs either by reducing the cost of raw 

material or in the form of reduction of expenses. However, todays’ business environment is 

complex and is quite dynamic which may not provide the required results with the application 

of DCS. However, the results of study have provided that in a linear model, DCS has a 

significant impact on FP and NFP, while it has also proved a significant mediator between 

FPMS and FP as well as NFPMS and NFP. The results of complete model for simultaneous 

mediation of all the MCS have shown some interesting findings for which justification is 

available in literature. In this regard, the results have indicated that when run in a simultaneous 

model ICS and DCS have not proved as mediators between FPMS and FP, since their indirect 

effects are 0.013, p = 0.576 > 0.05 and -0.002, p = 0.639 > 0.05.  This is in line with Henri, 
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(2006) and Nuhu et al., (2019) who have argued that whilst both ICS and DCS are important 

for performance improvement, yet the results may be different. It is because, the ICS helps to 

promote certain capabilities like innovativeness, organizational learning, entrepreneurship and 

market orientation. On the other hand, DCS restricts capabilities for newer development due to 

its controlling approach. Moreover, the purpose of DCS is to monitor only compliance which 

leads to put negative impact on creativity, thus, innovations become difficult. This control 

measure is helpful in a smooth situation while ICS is more useful in a changing business case 

scenario. The prime aim of ICS is to foster innovations by inspiring employees positively and 

promoting a culture of creativity in business. On one hand, DCS encourages well defined 

smooth rules and regulations while ICS always work on creativity and emergence of new 

strategies (Spekle and Kruis, 2014). Thus, the simultaneous application of both DCS and ICS 

may not provide the desired outcomes and the current research is a perfect case example for 

this point of view where both DCS and ICS have proved significant mediators as well as 

influencers of financial and non -financial performances, yet in a simultaneous mediation 

analysis, they have ceased to prove as good mediators which is in line with Koufteros et al., 

(2014).   

The results of mediation have provided a key finding that BCS is a useful control in all 

situations under study i.e., it has been widely used in banks as indicated by descriptive statistics 

of study while the results of linear and multiple mediation have also supported its significant 

mediation on the relationship between FPMS and FP as well as NFPMS and NFP. This is in 

line with Tahir et al. (2018) who have documented that the innovations in Pakistani banking 

industry are limited to Automated Telling Machines, mobile banking and internet banking 

while these innovations do not put significant impact on enhancing efficiency and performance 

of banks rather the achievement of targets is helpful for performance improvement. This is 

similar to say that ICS which have primary focus on innovations, have insignificant impact on 
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OP under multiple mediation analysis. On the other hand, the BCS which are aimed at 

achievement of set targets, have been helpful for improvement of performance.  

Cheng and Coyte, (2014) have provided that careful evaluation is needed while implementing 

MCS at workplace since establishing proper controls is one thing while their proper 

implementation is another thing which could provide the required results by providing a fit 

with the existing organizational conditions. The linear relationship of BCS with FP and NFP 

has been observed to be significant. Moreover, in a linear model, BCS has proved to be a 

significant mediator between NFPMS and NFP as well as FPMS and FP while in a 

simultaneous model of mediation, BCS mediates the relationship between FPMS and FP while 

it is an insignificant mediator between NFPMS and NFP.  

The first condition for mediation impact has been proven since PMS has significant correlation 

and regression impact on all four levers of controls. Secondly, the significant correlation 

between PMS and OP both financial and non- financial also exists, thus, the direct impact of 

PMS on OP has also been proved. Finally, the indirect effect of all four levers of controls also 

exists between PMS and OP in linear models. However, in simultaneous model, not all control 

systems have proved to act as mediators. This analysis provides sufficient support for existence 

of mediation impact of DCS, ICS, BCS and BLCS in a linear relationship. However, the 

simultaneous implementation of all four measures may not provide the required results. As 

discussed earlier, the results in this study are in line with previous studies, however, it has been 

out of scope for this study to evaluate the life cycle stage of each bank under study. This opens 

up future growth opportunities for researchers to validate the impact of different levers of 

controls at different life cycle stages of banks.   

These results have indicated that both FPMS and NFPMS have similar impact on levers of 

controls. These results are in line with Leitner and Wall, (2015) who have provided that PMS 
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and MCS should work together to obtain better results while effective performance need better 

controls in place. The congruence or fit between control measures and MCS plays a key role 

for improved OP (Leitner and Wall, 2019). Hoque and Chia, (2012) have also provided 

significant positive relationship between levers of controls and PMS. Businesses implementing 

four levers of controls should work with both financial and NFPMS. Frow et al. (2005) have 

also argued that multiple layers of controls correspond to two types of performance measures 

i.e., financial and non- financial. Su et al. (2015) have also provided similar findings where 

PMS have been observed to put significant positive impact on MCS. The authors have further 

argued that MCS provides a direction to employees to reach organizational goals. As an 

organization grows, it needs more controls to manage its resources and activities since if the 

employee’s knowledge and skills are not used to their fullest, the result will be widespread 

frustration. Thus, MCS is mandatory with PMS for organizations to perform better.  

The PMS alone cannot work efficiently and effectively for the improvement of organizational 

performance both financial and non-financial. It is because BLCS is linked with social 

performance, DCS works with operational performance, ICS with strategic performance and 

BCS with strategic and operational performance measures. PMS are found to be effective only 

when the employees are involved in decision making process. it is because when employees 

are engaged for decision making, they are motivated and show more engagement with their 

assigned tasks. Thus, the result is always enhanced performance both in financial and non – 

financial terms (Thursfield and Grayley, 2016). This employee participation is made under 

ICS. Saratun, (2016) has also supported this point of view and advocated that jointly set 

organizational objectives can provide employees with better directions to work and aligning 

with the business strategy while only PMS cannot produce the required results.  
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Abdullah et al. (2017) have provided that the PMS alone may not get the required results in 

terms of organizational performance, rather the effective implementation of organizational 

policies and plans rather the authentic control systems are needed by organizations in order to 

ensure the effective utilization of organizational resources.  Akpoviroro, (2018) have also 

investigated that control systems in the organization prevent malfunctioning and thereby 

improves organizational performance both financially and non - financially.  

These results are in congruence to previous studies. In this regard, the results of Audenaert et 

al. (2019) have provided that MCS is positively correlated with both PMS and OP. However, 

they have further provided that in hotel industry the DCS are not much effective as compared 

to other forms of controls in order to improve the business performance while ICS was found 

to have strong correlations with PMS and overall performance. This is because the use of ICS 

helps to create an environment of new ideas and creative strategies. It leads to bring innovations 

and ultimately performance is improved. However, the DCS occupy an important place since 

despite of new ideas and creative strategies, if resistance to change exists among employees, 

performance cannot be improved.  

The BCS has been found to have significant relationship with PMS and OP. A good integration 

between PMS and BCS is a positive indicator of establishing boundaries for proper record 

keeping, cost controls and training of employees at bank. Moreover, they further confirm the 

implementation of a good PMS systems in place which provided platform to establish strong 

controls systems. These results contradict the previous study of Teeroovengadum et al., (2019) 

which has established insignificant relationship between BCS and PMS.   

BLCS are related to organizational environment and culture. The results of this study have 

found significant positive correlation between BLCS and PMS while BLCS has also been 

found to contribute significantly towards organizational performance both financial and non-
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financial. This may be because the banks integrate BLCS and PMS in a way that the employees 

believe on knowledge sharing and organizational performance improvement. Moreover, a 

balance between financial and non-financial performance is encouraged. In this way the 

organizational objective to compete well and perform better is maintained.  

All this is also in line with the research of Tsamenyi et al. (2011) who have found that the MCS 

is positively related to both financial and non-financial performance of business. Tsamenyi et 

al. (2011) have taken MCS as moderator between organizational strategy and organizational 

performance and found MCS to act as a significant moderator between the study variables.  

Sharma et al., (2016) have suggested that ICS is a good predictor of PMS, however, it brings 

good non-financial results when the employees as well as the management possess the required 

knowledge and skills. Smith and Bititci, (2017) have also provided that both PMS and ICS fail 

to bring results in absence of relevant skills and knowledge of employees as well as the top 

management. It is because, under ICS, the employees are directly engaged for decision making 

which requires employees to possess the required knowledge and skills to search and adapt 

new strategies.   

These results, however suggest that good PMS are helpful for better BCS. A proper integration 

between PMS and BCS is helpful for business to control its costs including employee and other 

costs and increase revenues. The reduction in costs and a rise in revenues, therefore, leads to 

achieve higher financial performance which has been depicted in this study i.e., significant 

positive mediation of BCS between FPMS and FP.  

The results of study have provided significant positive impact of FPMS on BLCS and on FP. 

BLCS has proved to be significant mediator between FPMS and FP. Moving further, there has 

been significant role of beliefs of people to perform well.   
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Kruis et al. (2016) have provided that BLCS motivate employees through providing a positive 

direction using mission statement of company. The positive inspiration of employees results in 

enhanced performance which is what this study has depicted. The organizations, therefore, are 

needed to integrate BLCS and PMS in order to enhance their willingness for sharing knowledge 

within organization if the employees are not willing to share their knowledge and they do not 

tend to change, the business cannot achieve better performance especially against competitors. 

The organizations, by changing the beliefs of employees, influence their decision making and 

attitude to work at workplace. This is perhaps the most important work strategy which can be 

used for improvements of performance both financial and non-financial (Janes and Samwel, 

2018).  

Lawler et al. (2012) have, however, contradicted with these findings and have suggested that 

PMS is effective only when the business goals are set jointly by management and employees 

and are driven by organizational strategy. Iwaarden et al., (2006) has supported this point of 

view and argued that DCS is the backbone of traditional control system. These controls are 

used to manage both financial and non- financial business performance.  

Simonson, (1995)  have also proposed that control systems result in “dynamic tension between 

opportunistic innovation and predictable goal achievement that is essential for positive 

growth”. This is also in line with Widener’s proposition that a strategic fit between levers of 

controls is necessary to attain maximum benefits. Pešalj et al. (2018) have discussed that the 

simultaneous use of BLCS and BCS may bring conflicting views since one of them motivates 

for creativity, flexibility and openness while the other is focused on working strictly as per 

norms and within the limits. 

These results have suggested that the banks at Pakistan have been implementing both financial 

and NFPMS to some extent while the four levers of controls also act as mediators between 
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PMS and OP. Such results are attributed to rapid growth of banking sector of Pakistan. 

However, it can further be improved by improving the PMS and control mechanism at 

workplace. The efficiency of employees at banking sector of Pakistan is still under a question 

mark which is largely attributed to under- utilization of PMS put in place. Cardy and Leonard, 

(2014) have provided that banking business in Pakistan has paid insufficient attention on PMS 

and its reviews to improve the performance. Moreover, there is insufficient data about the 

banking employees to size the effectual impact which is a cause of serious concern not only for 

academicians but also for banking sector itself. The banks which have adopted to exercise PMS 

at their workplaces are facing the serious problems of traditional mindset of workers which is 

difficult to change. Thus, they are lagging behind toward fast altering the banking sector. 

However, it is partially to blame the top management which has been failed to fully materialize 

the benefits of implementing PMS. Moreover, the PMS designed by most of the banks are not 

linked with the required benefits which makes its implementation less effective. The PMS in 

banking sector of Pakistan is different as reported by Yaseen, (2015). Moreover, majority of 

the banks do not allow employees to participate in setting PMS criteria which causes 

demotivation among employees and is a serious hindrance to make the system effective and 

produce the desired results. If such measures are taken, the efficiency and performance of 

banking sector can further be improved.  

7.3 Chapter Summary 

The overall discussion has provided that PMS both financial and non – financial have a 

significant impact on financial and non-financial performance of business. Moreover, there is 

significant impact of PMS on four levers of controls including ICS, DCS, BCS and BLCS. 

Finally, the mediation impact of ICS, DCS, BCS and BLCS between PMS and OP has been 

proven in linear models but not completely in simultaneous model. The results of study have 
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been justified with previous studies. The next chapter has concluded the whole study while it 

also contains recommendations based upon results of study, limitations of study and future 

research prospects on the topic.   

  



CHAPTER EIGHT: CONCLUSION, RECOMMENDATIONS AND FUTURE 
RESEARCH 

8.1 Introduction 

This is the last chapter of this study which summarizes all the findings of research which were 

stipulated from the objectives of research. In this regard, the chapter draws conclusion and lays 

down the important recommendations based upon results, discussion and conclusion of study. 

In the next step, the theoretical as well as managerial contributions of study have been provided 

while at the end, study limitations and areas of future research have been discussed.  

8.2 Findings and Conclusion 

In this research study, the concept of PMS and MCS was based on the need to avail the 

mechanisms and processes for the organization that enable the organizations to create the most 

favorable environment to achieve their aims and objectives, at the same time also ensure the 

efficient and effective utilization of resources. PMS is considered a strategic approach which 

plays an effective role in the accomplishment, execution, evaluation and working out 

constantly to improve the performance of organization.  

Throughout the exposition and development of this research work, it has been researched that 

theories of PMS and MCS in organizations have gradually developed over a period of time. 

These theories explained how internal and external variables could affect the organization’s 

performance. The development of society and its transformational change in society increase 

the make competition on national and international level. Therefore, in the present research we 

have to looked at the formal and mechanical control system. 

The first chapter of research provides the introduction to the objectives of research, research 

questions, its significance, limitations, research methodology and research structure. The 
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second chapter includes the information about current research context in light of Pakistan. 

This chapter has in depth research about the developing economy of Pakistan, the banking 

sector of Pakistan, PMS and MCS in Pakistan. The third chapter has a literature review which 

provides the information about PMS (Financial and Non-Financial Measure), MCS, its type of 

organization control, relationship between PMS and MCS in banks and hypothesis. The fourth 

chapter is about theoretical framework which includes theories which are relevant for current 

research. Theoretical paradigm consists of agency theory, transaction cost theory, resource 

based theory, institutional theory and contingency theory.  Chapter five is about methodology, 

which explains about how current research was done. The current research philosophy was 

mixed type of philosophy (positivist and interpretive) and has cross sectional research type, 

deductive research style, mix method research approach, descriptive research design, 

population (22 banks), sample (106 banks branches), sampling techniques (Stratified random 

sampling and convenient sampling technique), data collection instrument (questionnaire), data 

analysis techniques (descriptive and inferential statistic), validity and reliability (Cronbach’s 

Alpha test and correlation test of internal consistency) and research ethics. The six chapter has 

results and analysis information about demographic variables, data assumptions, CFA, 

common method bias, and hypothesis testing through linear regression analysis and mediation 

analysis. The seventh chapter is discussion in the context of current research findings.  

Discussion explained about impact of PMS on OP, levers of control impact on OP and 

mediational impact of four levers between PMS and OP. the eight chapter explains research 

conclusion, its contributions, limitation and future research.  

The broader aim of this study was to investigate the relationship between PMS (both financial 

and non- financial) and OP through mediating impact of MCS in banking sector of Pakistan. A 

sample size of 106 bank branches from 22 banks of Pakistan has been selected for the purpose 

of data collection using a structured questionnaire. The responses were obtained using both 
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email and self-administration procedures. The collected data has been analyzed in SPSS and 

AMOS. Different statistical techniques used for analysis of data included: descriptive statistics, 

frequency distribution, fulfilling assumptions for normality of data, confirmatory factor 

analysis, fit indices of model, Pearson’s correlation analysis, linear regression, simple and 

multiple mediation analysis. 

With the help of study results and wide literature studied on the variables of study, the research 

questions have been answered. In this regard, the first question of study was ‘what are the 

different types of MCS working at banks in Pakistan?’. In order to answer this question, wide 

range of literature on MCS has been consulted, which provided different types of control 

measures including four levers of controls. The data collection has shown that the banks in 

Pakistan implement the four levers of controls including DCS, ICS, BCS and BLCS as depicted 

in table 8 of descriptive statistics and correlation analysis since the mean value against all these 

controls is greater than 4 suggesting strong implementation of all controls with highest 

application of BCS. It means that banks in Pakistan use BCS to inspire their employees to 

increase their performance. BCS provides effective direction to the employees under already 

developed morals. Banks in Pakistan practice BCS in which organization has internal control 

over limited areas, where employees can avail the opportunities to achieve organizational goals 

and objectives. BCS has established morals or codes of conduct for the employees to ensure 

their ethical behaviors. Banks of Pakistan clearly provide statements to the employees on what 

to do and what is expected from them and what is not. It helps the employees to understand the 

opportunities and ideas on what to pursue and what should not be focused.  The morals or codes 

of conduct in BCS are very carefully designed so that employees can understand the clear 

guideline about how they can achieve the bank’s goals and objectives. Codes of conduct are 

written statements provided by the organization to the employees. These codes of conduct help 

employees to maintain certain formal attitudes. The banks with BCS empower their employees 
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within boundaries and established rules and regulations. The essence of empowerment to 

employees enables them to perform whatever banks want. In this practice, banks provide clear 

instructions and codes of conduct to have control over system tasks and physical control over 

employees to perform certain tasks.  Therefore, most of the Banks of Pakistan also practice 

BCS because this system helps to handle the financial risks, reduce the legal, improve business 

performance and attain high level of trust and loyalty. These results are in line with Pesalj et 

al., (2018); Grossi et al., (2017). However, this is not consistent with Su et al., (2015) who have 

argued regarding careful implementation of levers of controls as per lifecycle stage of 

organization.  

The second question of the study ‘what are the main PMS at banks in Pakistan?’ has also been 

answered, which concluded that both financial and non-financial PMS have been working at 

Pakistani banks where the financial PMS have slightly higher application than non-financial 

PMS since the mean value for FPMS is 4.05 as against 3.98 for NFPMS. PMS is based on both 

financial and non-financial measures. These measures evaluate flexibility, customer 

satisfaction, finances, human resources and time. PMS focus more on the external environment 

of organization. The results of current study showed that FPMS is slightly higher than the 

NFPMS in Pakistani Banks. PMS measures the performance of whole organization rather than 

the individual employee. The Banks in Pakistan more practice FPMS because it measures the 

performance of banks through the financial information and external environment factors of 

organization. The external factors include the size of organization, technology, organizational 

structure and strategies, performance measurement methods, financial accounting practices and 

uncertainty in external factors. The Pakistani Banks practice more FPMS than NFPMS. FPMS 

practices enable the Banks in Pakistan to enhance their revenues and values of business in 

market. The performance of the banks is largely required to measure the financial results and 
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achievement of the targets. These results are consistent with Leitner and Wall, (2015); Hoque 

and Chia (2012); Otley, 2016; Leitner and Wall, (2019). 

The third question of the study was ‘what factors contribute to the effectiveness of PMS in 

Pakistan?’. For this purpose, the relationship of variables with each other and with financial as 

well as non-financial performance has been measured using Pearson’s correlation as well as 

linear regression analysis. The results have provided a significant positive relationship between 

PMS and MCS while the impact of PMS on MCS and OP as well as of MCS on OP is 

significant positive. It determines the effectiveness of PMS and MCS since they both positively 

influence the OP. The results indicated that Banks in Pakistan have a positive relationship 

between PMS, MCS and OP. PMS has a significant association with all the levels of MCS. 

Performance measures enhance the success of the business in Pakistani Banks as well as MCS 

and OP positively influence in achieving the Bank’s objectives and goals. Both FPMS and 

NFPMS are linked with the four levers of control management system, therefore, they directly 

affect the FP and NFP. Banks in Pakistan practice PMS because it assists the business in 

overcoming the problems and provides their solutions and also supports decision making. PMS 

practices are also positively linked with MCS and its four levers which play an effective role 

to enhance OP in Pakistani Bank. Thus, third research question approved that PMS effectively 

influence MCS as well as OP in the Banks of Pakistan. These results are also supported by 

researches of Kruis, et al., (2016); Spekle et al. (2017); Koufteros et al. (2014); Acquaah, 

(2013); Spekle and Kruis, 2014; Dossi and Patelli, (2010).  

 

The final question of the study was ‘how MCS affect PMS at banking sector of Pakistan?’. In 

order to answer this question, the role of MCS has been taken as a mediator between PMS and 

OP. The results of linear mediation have provided all four levers of control act as significant 

mediators between PMS and OP. It means that MCS positively predicts the OP. PMS 
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influences OP through the mediational link between PMS and OP. So, PMS and MSC have 

positive relationship. As PMS increase in an organization MSC also positively increase in 

banks of Pakistan, while PMS also effect OP through the mediational relationship of MSC. 

These findings are consistent with Cruz et al. (2011); Lau (2015); Bisbe and Malagueno, 

(2012); Griffith and Neely (2009). 

 On the other hand, in a simultaneous model of multiple mediation taking all four controls 

simultaneously, the results indicate that BCS and BLCS are partial mediators between FPMS 

and FP while DCS and BLCS have been proved as significant partial mediators between 

NFPMS and NFP. Mediational analysis revealed that BCS and BLCS partially mediated to 

make associations between FPMS and FP. In other words, FPMS influences FP through the 

two levers of MCS (BCS and BLCS). In Pakistan banks, BCS set limits and boundaries to take 

potential steps while BLCS corporates with the belief systems that have values and culture. 

Therefore, results indicated that FPMS can enhance FP by the implementation of BCS and 

BLCS. The results also revealed NFPMS influences NFP through significant mediation of DCS 

and BLCS. DCS is used to monitor the organizational outcomes and correct the deviations 

which influence the performance standards in organizations while, through BLCS 

organizations motivate and inspire employees to explore, create, seek skills and implement 

them to improve performance. Thus, both DCS and BLCS are two levers of MCS which 

partially mediates between NFPMS and NFP.  

Results also showed that ICS has not proved as a mediator in any relationship except in the 

linear model. It means, ICS did not mediate because ICS is used by the executives to 

communicate the decision making in organization. ICS also used to identify the risks related to 

external factors which are named as environmental changes.  It implies that BCS is the most 

effective control to strengthen the effectiveness of PMS to obtain better financial and non- 
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financial performance. The mediational model of the current study explained that FPMS 

influenced FP through BCS and BLCS, whereas NFPMS can affect NFP through DCS and 

BLCS, according to linear model of relationship. It means that Banks in Pakistan provides more 

clear codes of to ensure their ethical behaviors as well as banks have internal control system 

which set limits or boundaries to take potential steps for the effectiveness of PMS.  

In this way, all the research questions have been answered which are aligned with previous 

researches that provide a significant positive influence of PMS and MCS on OP while the role 

of MCS is to strengthen the effect of PMS on OP.  

8.3 Contributions 

The data analysis and discussion thereon have provided certain practical and theoretical 

implications. These contributions are helpful for industry players as well as managers. 

Contributions of this research have been provided as under: 

8.3.1 Theoretical Contribution 

This study has hypothesized the relationship between PMS and OP with mediating impact of 

four levers of controls in banking industry of Pakistan. Pervious research showed PMS enhance 

business success (Hoque, 2014; Kruis et al, 2016) while financial and NFPMS are also 

connected with the four levers of MCS. Therefore, PMS assist business in problem resolution 

and support decision making (Hoque and Chia, 2012).  Pervious researches explained that PMS 

and MCS positively impact OP in terms of performance improvement and employee 

engagement, however, the positive results are dependent on the way these systems are used 

and are interconnected with each other (Bititci et al., 2012; Melnyk et al., 2014).  Later on, in 

the analysis and results of current research have provided significant positive impact of PMS 

on MCS and OP while MCS partially mediate the relationship between these two and BCS has 
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been found to be significant mediator in both linear and multiple mediation. This is significant 

contribution of study in the existing body of knowledge since it is the pioneer research 

conducted in Pakistani banking industry to examine the said relationship and it has opened 

horizons for future researches.  

Secondly, the research has been an extension to existing body of knowledge which have 

considered PMS and MCS as similar concept (Adler and Chen, 2011; Aguinis and Burgi-Tian, 

2021, Munir and Baird, 2016 ). However, this research has made a clear distinction between 

these two and have argued that MCS can be used to assist implementation of PMS while these 

two are different concepts, though, both help to boost to improve organizational performance 

(Epstein and Wisner, 2005; Ferreira, and Otley, 2009; Hoque and Chia, 2012; Hemri, 2016).  

Thirdly, the study has combined both financial and non- financial performance aspects in one 

study which has rarely been made in literature of PMS and OP, especially in context of 

Pakistan. With the help of this relationship, the further studies can now be conducted to dig 

even deeper into this area.   

8.3.2 Managerial Contribution 

The study has provided important results that FPMS are helpful to enhance FP while NFPMS 

lead to enhance NFP of banks in Pakistan. The banking industry should follow the same in 

order to boost their OP. The second important contribution of study is that it has highlighted 

the importance of BCS in strengthening the relationship between PMS and OP for both 

financial and non- financial performance. This points out that the organizations should focus 

BCS in order to assist PMS for their performance improvements. Another important practical 

contribution of study is that it suggests the implementation of each lever of MCS as per the 

requirement in the banks depending upon the life cycle stage (Arjalies and Mundy, 2013; 
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Schaffer et al., 2014). It is because the simultaneous implementation of all controls may not be 

successful, especially the ICS is not a significant predictor for performance improvement in 

Pakistani banking industry. Moreover, BLCS is more helpful for improvement of FP while 

DCS is useful in non-financial perspective (Berry et al, 2009; Grossi and Thomasson, 2015).  

The results provide that in order to enhance the performance at banks, the management should 

pay keen attention for effective implementation of both PMS and MCS while a perfect match 

between them should be established for enhanced performance.  

The results of study can be generalized for other types of financial institutions and 

organizations which are aimed at improving their financial and non- financial performance 

(Tangen, 2005; Salterio, 2012; Bronzo et al., 2013 ). In line with the literature, the study also 

suggests the implementation of NFPMS for long term performance improvement. It suggests 

that policymakers should implement NFPMS even if they do not produce results in shorter time 

period. The focus on achievement of set targets along with performance measures, provides 

directions to employees to achieve those targets for overall performance improvements (Simon, 

2000; Chenhall, 2007; Adler and Chen, 2011). Similar model can be implemented in other 

types of organizations to improve their performance. 

The importance of lifecycle stage of organization is of paramount importance and to achieve 

the required results, the right type of control should be implemented as per lifecycle stage.  

Another important recommendation is that the decisions of business should be undertaken 

jointly by managers and employees, it will help to get employees take ownership of decisions 

and also to get directions of what they are required to do. Ultimately, this will help to enhance 

overall organizational performance. 
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8.4 Limitations 

This study has been conducted to examine the four types of controls DCS, ICS, BCS and BLCS 

while the literature has highlighted various other types of controls which organizations 

implement for their performance improvements. However, the current study has been limited 

to examine only the four levers of controls while other controls measures are beyond the scope 

of this study. 

Another limitation of current study is that it has collected data from 106 bank branches located 

in Pakistan which makes a comparatively smaller data set. Thus, smaller data set may not be 

much representative. However, the collection of data has been made from branch heads, hence, 

it makes the smaller data set justified; The collected data was taken only from Pakistan banks 

which can also interfere with the results of research.  

This study has been conducted to evaluate the PMS and MCS to determine the OP as perceived 

by branch heads of respective bank branches from which data collection has been made. Thus, 

the overall response has been based upon subjective judgement of branch heads while it is also 

possible that being the heads of their respective branches, they have tried to portray better 

picture of PMS, MCS and OP. Thus, chances of personal biases of respondents exist which 

may provide biased results.  

The research has been conducted in Pakistan and mainly the bank branches of large cities have 

been examined which also makes the results of study generalizable only for large cities. There 

may be differences in the application and results of PMS and MCS for bank branches in rural 

areas of the country. Thus, the results of study should be interpreted keeping in view these 

important limitations of rural urban difference.   



 
 

 
 

186 
 

The distribution of banks unit representation was also not even. Few banks have limited 

branches. To better ensure the banks unit representation, it is important to consider the equal 

number of branches of banks. The unequal distribution can increase the level of risks and 

uncertainty in research. This research did not separate between the commercial banks and 

Islamic banks, where the management systems may differently operate.  

8.5 Future Research 

In order to overcome the limitations of this research, certain areas can be suggested where 

future research can be conducted. In this way, the current research has opened new horizons 

for researchers to dig deeper into a relatively new era of PMS and MCS in Pakistan for 

performance improvement. Thus, the following areas can be suggested to conduct future 

research:  

The current research is largely descriptive in nature which has analyzed the relationship 

between PMS and OP taking MCS as mediator. The discussion section has shown that banking 

sector in Pakistan still embraces certain problems in proper implementation of PMS as well as 

control mechanism however, understanding of such obstacles is beyond the scope of this 

research. therefore, future research can be conducted to evaluate the main problems which 

hinder the effective implementation of PMS and MCS in banking industry of Pakistan. 

This study has been conducted to investigate the four levers of controls and their relationship 

with FP, NFP, FPMS and NFPMS. However, the literature has suggested various other types 

of controls including planning controls, cybernetic controls, reward controls, administration 

controls. Thus, future research can be conducted to investigate the relationship between these 

types of controls with OP and PMS while a cross comparison between different types of control 
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measures can also be conducted to investigate the effectiveness of a particular type of control 

in a certain specific context. 

This research has conducted research using only primary sources of data collection to 

determine the relationship between PMS and MCS to evaluate OP. A more effective 

interpretation of these results can be made by aligning with actual financial and non- financial 

performance metrics i.e., using secondary data collection. Establishing such a relationship may 

help to accurately measure the degree of impact of PMS and MCS on OP. 

The evaluation of PMS and MCS has been made based upon the responses of management of 

banks which may be subjective in nature. These responses as well as results can be cross 

verified by examining the perception of employees towards PMS and control practices of 

management and also their effectiveness towards customer satisfaction. Thus, future research 

can be conducted to investigate the effectiveness of measurement systems and control 

mechanisms on employee perception. 

The current research data was collected from Pakistan banks, which may affect and interfere 

the results of research. Therefore, in future it is suggested to take the research data from 

international banks in order to make comparison related to PMS and MCS between national 

and international banks. MCS can also influenced by the culture, like Belief system which is 

closely related with culture. The comparison of the two cultures of banks makes the research 

more interesting in future research. 

The current research did not separate out the management systems in different type of banks in 

Pakistan (commercial and Islamic) banks. Future research can separate out these banks to get 

more homogeneous results. Thus, future research may be done on the other fit of measurement 

to examine another it can affect the research results differently. 
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Appendix: 

Questionnaire		
 

Part 1: Demographic information: 

Name (optional): ___________________________________ 

Bank Name and Branch: _____________________________ 

Age: _________ Years 

Gender:  

Education: 

Last Academic Degree: _____________________________ 

Subject of the last qualification: ______________________ 

Professional qualification (if any): _____________________ 

Work Experience: 

Work experience in current the Company: ______ Years  

Total Work Experience: ______ Years 

Your Position in Organization: (Title) 

Organizational size: 

Number of staff: _______________ 

Turnover: _____________________ 

Number of clients: ______________ 

 

Email Address (Optional): ___________________________________________ 

               Please tick this box if you want to receive summary/results of this research 

 

Male Female 
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Part 2:  

Here, the meaning of the main terms in this questionnaire is explained: 

- “Management Control Systems (MCS) is a business tool to monitor and control how well the 

organization is performing against its objectives” 

- “Performance Measurement (PM) is the process of ensuring that a set of activities and outputs 

meets an organization's goals in an effective and efficient manner” 

 

Variables S.No Questions 

Strongly 

Agree Agree Neutral Disagree 

Strongly 

Disagree 

Interactive 

MCS 

1 

With the help of MCS, I often 

debate and question my team on 

their working           

2 

I use MCS as a means to initiate 

a dialogue process with 

managers at my organization           

3 

Whatever information is 

extracted through MCS 

occupies an important place in 

agenda items at meetings.           

4 

Because of MCS, much of 

discussion takes place among 

managers serving at different 

levels in organization.           
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5 
With MCS new opportunities 

can be designed in a better way.            

 

6 

The important information 

generated using MCS is 

discussed in organizational 

meetings      

    

 Any Further Comments: 

 

 

_________________________

____ 

 
 

          

Diagnostic 

MCS 

1 

I always ask my administrative 

staff to monitor the 

performance and strategies of 

my staff.            

2 

I only use that MCS 

information which is reported 

using proper channels, formal in 

nature.            

3 

I get myself involved in MCS 

processes where there is gap 

between set standards and 

actual performance.            
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4 

The primary aim of 

implementing MCS in my 

organization is to monitor the 

performance on regular basis.            

5 

I emphasize more on accuracy 

than timeliness of MCS 

information.            

  

  

Any Further Comments: 

 

 

_________________________

____ 

 
 

          

Beliefs 

MCS 

1 

The mission statement of my 

company truly depicts 

organizational value           

2 

The top management of my 

company are true indication of 

values           

3 

The employees of company are 

completely aware of 

organizational values           

4 

The employees of my company 

are inspired by its Mission 

statement            
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Any Further Comments: 

 

 

_________________________

____ 

 

 
 

          

Boundary 

MCS 

1 

My organization has properly 

defined through writing the 

required behaviors of 

employees.           

2 

Employees are instructed by the 

company about off-limits 

behavior           

3 

The risks which should be 

avoided are properly 

communicated by management           

4 
Employees of my organization 

are aware of code of conduct           

  

 

Any Further Comments: 

 

 

_________________________

____ 
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Financial 

Measures 

1 

The financial performance of 

my branch is measured through 

total income generated by 

branch.            

2 

The bank uses net income as a 

measure to evaluate the 

financial performance of 

branches.            

3 

The Bank uses net return on 

assets in order to evaluate the 

performance of branches           

4 

The Bank uses working cash 

flow in order to assess the 

performance of branches           

5 

The Bank uses value of 

customer deposits in order to 

assess the performance of 

branches.           

6 

The Bank uses the value of 

granted loans in order to assess 

the performance of branches           

7 

The Bank uses the size of the 

commissions in order to assess 

the performance of branches           

   Any Further Comments:           
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_________________________

____ 
 

Non-

Financial 

Measures 

1 

The Bank uses the number of 

clients in order to assess the 

performance of branches           

2 

The number of training courses 

undertaken by management is 

used to evaluate the non-

financial performance of the 

branch           

3 

The management uses the 

measure of the contribution of 

the branch to support social 

activities in the assessment of 

non-financial performance of 

the branch           

4 

Measure of quality of service 

provided by Bank are used in 

the evaluation of nonfinancial 

performance of the branch           

5 
Bank uses the quick customers 

service measure provided in the           
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evaluation of nonfinancial 

performance of the branch 

6 

Bank uses the number of branch 

clients measure to assess the 

non-financial performance of 

the branch           

7 

Bank uses a measure of the 

number of customer complaints 

against the branch in the 

evaluation of non-financial 

performance of the branch          

  

Any Further Comments: 

 

 

_________________________

____ 
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Part 3 : 

 

      

very 

greater 

extent 

greater 

extent 

moderate 

extent 

 some 

extent 

 a 

small 

extent 

Non-

Financial 

Performance 

1 

The employees of business are 

satisfied with it.            

2 

The employees of organization share 

same vision of the organization           

3 

Employees of business are 

committed to achieve the goals of 

organization           

4 

The communication within the 

organization effectively works           

5 

The organization is supportive for 

innovative business culture           

    

  Any Further Comments: 

 

 

_____________________________ 

 
 

          

Financial 

Performance 
1 

There has been consistent increase in 

organizational profits in last five 

years.           
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2 

There have been higher returns on 

investments in organization           

3 

There has been consistent rise in 

customer base of organization over 

the past five years;           

4 

The bank has been consistently 

introducing new products over the 

last five years.          

 

 

Any Further Comments: 

 

 

_____________________________ 
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