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Abstract - Performance measurement system (PMS) is one of the
main function in management roles and reflect the strategic goals
of a firms. PMS particularly support the management control
system (MCS) to manage increasing complexity. Traditionally,
PMS models are more horizontal, process oriented and focus on
stakeholder needs. Therefore, it is interesting to consider MCS in
designing PMS to overcome the weakness of traditional PMS
and to improve overall performance. Specifically, the objective
of the study is to investigates the role played by the Interactive
Control System (ICS) and Belief Control System (BCS) in the
PMS design in the context of the Malaysian SMEs hotels. The
study employs contingency theory to explain the relationship.
Using survey data from a sample of small medium hotel sectors
in the Northern part of Peninsular Malaysia, the study found that
PMS is correlated to an each of the ICS and BCS and suggest
that the design of PMS will influence the overall performance in
small medium hotel sector through the acting of both control
system.

Keywords: Performance Measurement System, Interactive

Control System, Belief Control System, SMEs hotel

1. Introduction

Performance measurement system (hereafter called PMS)
is a topic which has been aggresively discussed by both
academics and practitioners since the early 1990s but
rarely defined. Good design of PMS should consider
multi-dimensional nature which  will affect the
performance of the whole organization. Today, in order
for firms to compete in globalised and turbulent market
and at the same time need to satisfy all their stakeholders,
firms should move along all performance dimensions
[11,24]. According to [24], there are three different levels
of performance measurement which are the individual
measures, the performance measurement system and the
relationship between the PMS and the environment within
which it operates. The ability of keeping the PMS
continuously updated is a challenge for every firm, but
particularly for small and medium sized enterprise
(hereafter called SME). [6] mentioned that SMEs often do
not understand the potential advantages of PMS as these
systems are perceived as an obstacle to the flexibility of
SMEs. Eventhough, some SMEs try to implement a
system designed for large firms [14]) but, it would be
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unwise for SMEs to copy the approach of the large firms
due to the different environment.

As performance measurement is one of the main
function in management roles to show to what extent the
firm has achieved their pre-designed strategies and goals,
it is a right time to study on PMS in SME in Malaysia.
The issue is focused on two dimensions of the
Management Control System (hereafter called MCS)
employed in small medium hotel sector with regard to
performance measurement. Specifically, the issue is
proposed in order to obtain a better understanding of the
relationships between good performance measures (both
financial and non-financial) and the two dimensions of
MCS; Interactive control system (hereafter called ICS)
and Belief control system (hereafter called BCS). This
issue explores whether appropriate PMSs are used to
evaluate changes in business results as well as a means of
monitoring the management practices to assess their
impact on these results. At present, little is known about
the self-review activities of small hotel operators and the
extent of their focus on operational and financial outcome
improvements. Furthermore, there is little evidence of
whether they link specific control system activities to the
overall performance of the business.

Therefore, this study tries to develop an appropriate
PMS framework that SMEs can use to evaluate their
performance and identify the factors and directions for
improvement. By negotiating ICS and BCS in the
framework, it is hoped that a new framework can be used
to improve the SMEs performance.

2.  Literature review
2.1  Performance Measurement System (PMS) at
SME

In order to develop a PMS assessment tool for SMEs, it is
necessary to identify which are characteristics of a PMS
that enable the company to effectively and efficiently
measure and manage its performance. SMEs, according to
[30] and [16], have a flat structure, which allows clear,
uniterrupted streams of communication. In addition, [16]
point out that current performance measurement in SMEs
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is limited by barriers of limited resources and strategy
oriented processes.

According to [11], important elements that considered
as 'best practices’ for PMS are classified into two aspects;
characteristics and requirements. All the characteristics
have been grouped into two main categories; external
environment and internal environment. As [10]
mentioned, external environment represents the context in
which the organizational operates and the factors
essentially outside the control of organizational. While,
internal environment includes the factors which are inside
the company or under the managers’ control, like the
resources, both human and financial, and the way they are
managed (managerial practice). With regards to
requirements, [11] highlighted that PMS should divide
into three categories; performance requirements,
characteristics of the PMS as whole, requirements of the
process of performance measurement and PMS use.

There are two models which are developed purposely
to performance measurement in SMEs; Organizational
Performance measurement [9] and Integrated Performance
measurement for small firms [21]. However, literature
claims that it is still not clear whether these two models
applied to the needs of SMEs. As [25] highlighted the fact
that SMEs do not usually implement integrated PMS and
that they are not aware of the existence of integrated PMS
model. Furthermore, only [12] model is meant for service
industries.

2.2 Performance Measurement System (PMS) in
Hotel Sector

Lately in the local hotel sector, the issues of having
balanced PMS has become an important issue where funds
and resources are shrinking while at the same time
stakeholders ask for these organizations to adopt a greater
accountability and transparency towards the services
provided to the customer.

The existing PMS in the hotel should change
accordingly to the changing in their environment in order
to improve quality and productivity of the organizations.
Early PMS in hotel sector tend to reflect only the financial
side of their performances wherethey are focus mainly on
the accounting activities such as margins, cost and
expenses allocations. They do not emphasize on the
non-financial measures such as the process or the
outcomes of customer care deliveries [31]. Rapid growth
in economy globally, increase competition in the industry
and the existence of continual pressure from the
stakeholders of the hotel organizations have made
financial figures insufficient in providing information
regarding performance to the management, especially in
hospitality industry. All of this brings towards more the
reasons why the managements of these organizations have
to give more attentions towards the improvement of the
non-financial measures such as service quality and
effective clinical outcomes by establishing the needs to
address their current performance shortfalls.

Under the formal financially focused PMS practice by
the hotel organizations, the evaluation of these non-
financial measures are done separately by the managers,
which according to [34], “three major deficiencies in
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measuring the hotel and integrated delivery systems

performances, namely:

1) Any effort to improve financial performances will
be less effective without taking into consideration
of the managers’ decisions because they influence
the core activities, which are the primary cost
drivers at these institutions.

2) Managers are likely to resist the management effort
in controlling cost by improving productivity and
reducing resource utilization if the issues of
customer satisfaction and service quality are not
dealt with.

3) And finally, separate evaluation processes are
internally focused that reflect the evaluators’ point
of views only and dismiss external views from
organizations stakeholders, thus affecting the
effectiveness of the measurement systems.”

2.3 Management Control System (MCS)

Management Control System is an integral part of
management responsibilities. The system provides
information to managers in order to assist them in making
decisions according to their plans and objectives. There
are several definitions given by previous authors such as
[2], [28], [29] and [8]. Most of the previous work
concerning MCS from the management — oriented view
have cited [2] definition where he looked at the system
process input and output. However, Anthony’s definition
could be questionable and outdated as it was too restrive
concerning the procedure meeting the objectives.

[28], [29] defined MCS as “the formal, information-
based routines and procedures managers use to maintain
or alter patterns in organizational activities”. In a nutshell,
control is a policy or procedure that facilitates
organization to ensure that its goal and objectives are met.
[29] introduced four key variables that must be used for
controlling business strategy; belief, boundary, diagnostic
and interactive.

According to [13], MCS was important for
organizational growth as they liberated top managers'
attention from processes that could be controlled by
exception and provided them with information when their
informal network was overloaded. The emergence of
MCS was most important for organizations moving
through their growth stage [23], when coordination and
control problems could not be solved through informal
interaction (as happens during the birth stage). MCS then
emerged to formalize this learning by codifying routines
and liberating management attention from repetitive tasks.

[20] stated that it was generally recognized in the
contingency theory that, for enhanced performance, there
needs to be a match between an organization’s MCS and
its strategy. By extension, the contingency framework
suggested that when strategy changes, the MCS also
changes. Contingency theory also argued that there was
no universally appropriate control system applicable to all
situations. As such, the appropriateness of different MCS
mechanisms was contingent on the circumstances
surrounding the organization. While a number of strategic
typology frameworks have been advanced in the literature,
this research uses the Simons Lever of Control [29] as the
basis for the discussion, focusing on ICS and BCS.



2.3.1 Interactive Control System (ICS)

According to [29], the interactive management control
system is a control system that managers use to involve
themselves regularly and personally in the decision
activities of subordinates. Based on Simons’s previous
study in 1990, top management will share their knowledge
to motivate firms to learn and to create new ideas and new
strategies. Hence, the use of new knowledge to assist
managers to actively monitor and intervene in continuous
decision activities of subordinates will make the
management control system become interactive. Due to
the fact that a management control system is a “system’,
the information is typically fed back to managers of the
various phases and then appropriate action is taken based
on data or information provided to meet the objectives.

2.3.2  Belief Control System (BCS)

BCS s represented by a firm culture which comprises the
pattern of values, beliefs and norms which are shared by
the members of a firm, and which consequently tend to
influence the ideas, behaviour and actions in their
everyday work. [29] argued that firm culture can boost or
hinder firm performance; therefore, management should
consider management control system design which
changes the culture of the firm. It has been suggested that
if management fails to design management control
systems which are consistent with their firm’s culture can
lead to active resistance to the control system. Such
resistance could then potentially result in the ultimate
failure of the control systems and will seriously hinder the
firms’ progression towards its goals and objectives.

This study defines BCS as the shared values that
interacts with the firm’s structure and management
control system and leads to behavioural changes.
Consequently, this study wuses culture from an
environmental management perspective, where the firm’s
environmental culture means people in the firm will share
the environmental information which creates and builds
the same value within firms. Thus, the value is able to
change the behavioural aspects of the people in the firm in
order to implement environmental management practices.

3. Theoretical Framework and

Hypotheses Development
[3] framework, on the other hand, showed the inter-
relationship between the management control system, firm
structure, firm culture and human resource management in
order to get the management control system to work
according to the strategy. They proposed that effective
control systems are highly situational and that the system
should be tailored to the nature of each firm. In [3]
framework, the firm structure describes the role and
responsibility of the members of the firm to make a
decision within the firm. The firm culture refers to the
shared beliefs attitudes and norms that explicitly or
implicitly lead managerial actions, while human resource
management is the selection, training, evaluation,
promotion and termination of employees in order to
develop skill and knowledge to boost the firm’s strategy.
In order to implement the intended strategy, based on
[29] framework which proposed two levers of control
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which were inter-related each others, i.e. belief control
systems and interactive control  systems, the
implementation mechanism of [3] framework could be
discussed in [29] two levers of control. Therefore, based
on [29] and [3] framework, the current study defines the
management control system as ‘any process or action
taken by hotel managers to influence the possibility
people in hotels behave in ways to design performance
measurement and to allow the emergence of new ideas
and opportunities to implement hotels’ good strategy’

The model represented in figure 1 aims to test the
direct and indirect effects of the ICS and BCS respectively
on hotel performance. Direct and indirect effect is said to
exist when the one variable (an antecedent variable)
influences a consequences through another variable (an
intervening variable).

MCS
PMS Belief Control
System Hotel
Financial > L_»| Performance
Non-Financial Interactive Control
System

Figure 1: Research Framework

Based on the conceptualisation of the respective
variables discussed above, therefore, the following
hypothesis is proposed,;

There is a positive and indirect relationship between
peformance measurement system (PMS) and hotel
performance through the use of management control
system (MCS) in the small medium hotel sector.

4. Methodology

Data is collected by survey at small medium hotel sectors
in the Northern part of Peninsular Malaysia. Total of 250
questionnaires were distributed to managers at 250 small
medium-sized hotel in Northern Part of peninsular
Malaysia. Out of this number, only 63 were returned and
usable. Response rate is about 25.5%.

5. Analysis and Findings

5.1 Standard Multiple Regression

Standard Multiple regression is used to simultaneously
examine the effects of several independent variables on
the single dependent variable. A summary of the
regression results of the individual predictors on hotel
performance for the above model is presented in Table 1.



Model 1 Model 2

Variables B t-value B t-value
Constant 1.399  3.556** 0.095 1.687**
PMS 0.153  1.696**
Non Financial 0.305 17.093**
Perspective
Financial 0.632 30.009**
Perspective
BCS 0.140 1.123 0.013 0.678
ICS 0.227  2.322** 0.015 1.078

R?=0.433 R?=0.987

F =15.018 F=1131.6

P=0.000 P=0.000

Table 1: A Summary of Standard Multiple Regression
Analysis to Test the Main Effect of the Individual
Predictors on Hotel Performance

Table 1 shows that 43.3 percent (R? = 0.433) of the
level of hotel performance in the model 1 is explained by
the independent variables. The R? was statistically
significant with F = 15.018 and p <0.000. The analysis
shows that among each of the management control system
elements, interactive control system is the only variable
which provides significant explanatory power. On the
other hand, Model 2 shows the increase in R? where 98.7
percent of hotel performance is explained by the
independent variables (F=1131.6, p=0.000) and none of
control system becomes the variable which provides
significant explanatory power. Eventhough while taking
PMS as a whole (Model 1) gives significant explanation to
the level of hotel performance, both indicator ; financial
and non-financial perspective is actually really contribute
to the better performance of the hotel where non-financial
explains 30.5 percent and financial indicator explains 63.2
percent of the level of hotel performance (Model 2).

5.2 Hierarchical Multiple Regression

As this study intends to examine the influence of the ICS
and BCS on the relationship between PMS design and
hotel performance, hierarchical multiple regression is used
as suggested by many previous researchers, such as [4]
and [27].

According to Baron and Kenny [4], to test mediation,
three (3) regression conditions should be met. First, the
independent variable (e.g. Hotel PMS) should affect the
mediator (e.g. ICS or BCS). Second, the independent
variable should have significant effect with the dependent
variable (i.e. Hotel Performance) and third, the mediator,
should affect the dependent variable, when controlling for
the independent variable.

Correlation analysis shows that PMS is correlated to
an each of the two selected individual management
control system (i.e; Belief Control System and Interactive
Control System) at p <0.01. The regression result in
which ICS and BCS were regressed on PMS also shows
the significant value (ICS — PMS ; Beta 0.721 and p <
0.05 and BCS — PMS ; Beta 0.53 and p <0.05). Thus the
result confirms the first requirement of the mediation
process.
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The second requirement for the mediation effect is
that PMS must significantly affect hotel performance. As
[4] suggested that the independent variable must be
related significantly to dependent variable. As shown in
correlation analysis, hotel PMS and hotel performance are
significantly correlated. The regression result in which
hotel performance was regressed on hotel PMS is shown
in Table 2, Model 1. As indicated in Table 2, PMS was
significantly related to hotel performance in Model 1
(Beta 0.182 and p < 0.05). This result suggests that PMS
was a significant indicator to hotel performance. Thus, the
second requirement for mediation was confirmed.

To demonstrate mediation, it must be shown that the
PMS is related to hotel performance, when hotel
performance is regressed on both PMS and each of
management control system element. Refer to Table 2,
Model 2 and Model 3 show that each of the management
control system elements (i.e; Belief Control System and
Interactive Control System) is significantly related to hotel
performance.

The standardised coefficient (B) provides evidence a
significant direct link between Belief Control System;
Interactive Control System and hotel Performance, while
controlling PMS. All of them are significant at p<0.001.
The third requirement for mediation is supported.

In order to reach the perfect mediation, the
independent variable should has no significant effect on
the dependent variable, when the mediator is controlled
for [4]. Therefore, the second test is done to Model 2 and
Model 3. By controlling for each management control
system element, the variance in hotel Performance,
explained by PMS declined to non-significant level where
significant at p < 0.05.

Variables Model 1 Model 2 Model 3

PMS 0.366** 0.243 0.145
(0.087) (0.084) (0.090)

Belief Control 0.348**

System (0.089)

Interactive 0.305**

Control System (0.068)

R? 0.225** 0.381** 0.421**

R2Change 0.156 0.196

Belief Control 0.348**

System (0.089)

Interactive 0.305**

Control System (0.068)

PMS 0.243 0.145

(0.084) (0.090)
R? 0.381 0.421
R? Change 0.085 0.025

*significant p<0.05; ** significant p <0.001
Figure in bracket is a standard error, All beta are standardised

Table 2: Hierarchical Multiple Regression: Small Medium
Hotel Performance



In sum, the result suggest that there is complete
mediation for each element of MCS (i.e; Belief Control
System and Interactive Control System) on the
relationship between hotel PMS and hotel performance.
The results also support the argument which said that the
development of PMS will influence the overall
performance in small medium hotel sector through the
acting of Belief Control System and Interactive Control
System.

6. Discussion and Conclusion

Result reveals that MCS is found to be positively
correlated to performance measurement system design and
overall hotel performance. However, the finding does not
postulate that hotel performance will be influenced by the
MCS. Eventhough there is a positive correlation between
all types of MCS and hotel performance, the hotel
performance does not necessarily depend on whether or
not the hotel integrate MCS in their PMS design.

6.1 Interactive Control System

Interactive control system, was found to be significant
indicator to the level of hotel performance. This finding
similar to the study done by [17] which found positive
significant relationship. This study also found that good
PMS design was a good indicator of the use of an
interactive control system. There was a positive and
significant relationship between PMS and the interactive
control system (refer to Table 2). This finding suggests
that the use of interactive control system would boost
hotel performance if top management and employees are
involved adequately equipped with the relevant
knowledge and skill. Eventhough SME’s hotels employ
PMS, without staffs knowledge and skill, the result
suggests that hotel performance will not improve. As [29]
suggests, an interactive control system may motivate firms
to search for new strategies and to adapt to the new
strategies and practices to enhance performance. For
example, even though the top management and employees
are involved personally and interactively in PMS dan
decision making, if they do not have a sound skill and
knowledge base regarding the issues of performance
measurement, their decision making ability may be
limited. This finding may also be related to several factors
such as the setting of the firm, resistance of adapting to a
new culture, an adequate rewards system designed, and
may also related to the size of the hotel.

Therefore, this study suggests that the following
factors might influence the level of hotel performance
when designing appropriate PMS.

i) Hotel staff should be equipped with adequate skill
and knowledge by conducting regular training
regarding performance measurement system.

i) Implement a sensible bonus and reward scheme for
staff which rewards them for improving hotel
performance.

iii)  Educate customers to accept a new emerging
culture in the hotel environment.

6.2 Belief Control System
Belief control system was related to the culture of the firm
where it was surrounded with the vision and mission
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which shared and communicates to all of the employees.
This study found not to be significantly related and
contribute to the level of hotel performance. This result
suggess that belief control system does not act as an
indicator to ensure hotels will achieve better performance.
[18] suggests that firms should integrate belief control
system in PMS design to increase people’s willingness to
share knowledge to create values and change their beliefs
in measuring performance. Performance does not only
refer to financial indicator but also need to balance with
non-financial indicator. If people in SMEs hotel does not
willing to change, the objective to compete with large
hotel would likely not be achieved.

Most of the SMEs hotels who respond to the study were
categorised as budget and economy hotels and employed
customer differentiation strategy. This strategy is referred
to creating services which unique that can attract more
customer to come. Therefore it is obvious that with this
strategy, SMEs hotels more focus on profit in order to
measure performance. The more customers, the higher the
profit and the better the performance is. Thus, with this
beliefs, adaptability to a new belief is more difficult and
this finding is similar to the traditional control system
which is formal and familiar to small medium firms [2].

In the other hand, this insignificant finding may be due
to the balanced PMS which use BSC as performance
measurement tools being a new concern in the Malaysian
SMEs hotels and not currently properly implemented by
the hotel sectors. One reason may be related to interactive
action from the top management and employees. On the
other hand, basically, BSC is mostly used by the large
hotels. Interview findings also suggests that belief and
culture build from day-to-day experience. Therefore,
being a BSC followers and believers are not one-day
experience. In order to integrate the believe in PMS
design, the management and employees should be ready
and flexible to accept this new ideas and create a new
culture extensively.

6.3 PMS, ICS, BCS and Performance in Small
Medium Hotel Sector

Previous study examined the MCS and PMS separately.
This study investigates the inter-relationship of PMS,
MCS and hotel performance . Primary contribution is
recognition of the mediating effect of MCS (i.e: ICS and
BCS) on hotel performance. The first requirement to test
the mediation effect was met where PMS is significantly
related to each of MCS types. This relationship also
coincides with the correlation analysis where the
correlation coefficent suggest significant correlation
between PMS and each of MCS levers individually.

The standardised coefficent also provide support for
the existence of a direct link between PMS and hotel
performance which is shown in Table 2, Model 1. Thus
the second requirement for the mediation is supported.
Table 2 also shows that ICS and BCS are significant
mediators to hotel performance. The result indicate that
there were strong indirect effects of PMS on hotel
performance acting through both control system types.
The relationship between PMS and hotel performance can
be influenced by integrating ICS and BCS in PMS design.



Table 2 Model 2 highlighted the significant
explanatory power of hotel performance when integrating
belief control system in PMS design. R square increase for
about 15.6 percent and this is also explained by the strong
relationship between belief control system and hotel
performance. The plausible explanation regarding the
significant indirect effect on hotel performance through
the acting of belief control system is likely to be due to the
increasing of awareness among employees of the hotels. It
seems that they are all positively hold the same belief and
culture that by having good and proper PMS design
according to vision and mission will likely enhance their
performance. PMS design also should not focus to only
financial indicator but also should highlight the non-
financial indicator along, as what implemented by large
hotels.

Similar to this, interactive control system is also
contribute to the strong relationship between PMS and
hotel performance. The effect of the integrating interactive
control system in PMS design can be explained by the
increase in R square for about 19.6 percent (Table 2
Model 3). The strong indirect effect is more likely to
result from the strong relationship between an interactive
control system and hotel performance. This result is
similar to that of [15] and [18] where they found that
increase in performance could result from a better bonus
system (one of the indicators of the interactive control
system). The expected result is supported since the
interactive control system is known to be an important
control system in order to emerge new ideas and share
knowledge regarding new approach [29] of PMS design
in order to be more effective and efficient in tracking
performance of the hotels.

The results provide evidence on the link between PMS
and MCS. As mentioned by [22] that MCS do not operate
in isolation, but they have to be considered as a package.
This study uses Simons’ Levers of Control — Beliefs
Control System, Boundary Control System, Diagnostic
Control System and Interactive Control System. The
results support the argument that PMS are able to
influence hotel performance through various types of
formal and informal control used by hotels.
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