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Abstract

The purpose of this research is to test the level of misfit business strategy with management control
system will negatively associate to company performance. This study contributes to the existence
of an empirical test of the existence of the concept of business strategy misfit with the manage-
ment control system will negatively associate the company performance based on contingency-fit
approach. In addition, the results of this study are expected to be a consideration for managers in the
service industry to consider contingency factors in organizational design to improve company per-
formance. The research was conducted by survey method (questionnaire) and purposive sampling
at 227 star hotels industry type in Bali which sourced from Tourism Office of Bali Province 2018.
Research respondents are senior managers with a minimum 1 year working period and have com-
prehensive information on company policies and operations. Using statistical method of regression
with residual approach (bivariate analysis), the result of research indicate that the result of research
show according to hypothesis in research that the misfit between business and MCS has negative
relationships with financial performance and non- financial performance in hotel industry in Bali.
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INTRODUCTION

The Management Control System (MCS) has two main activities namely planning or
formulating strategies and controlling tasks performed by each level of management at the
organization. The MCS framework that comprehensively shows the representation of aspects
of core values, behavior, supervision and feedback is the levers of control (LoC) proposed by
Simons. The role of MCS has an impact on the realization of the effectiveness of organizational
control, especially in the scope of the LoC in the context of corporate risk, namely beliefs control
provides basic values, goals, and direction for the organization, boundary control communicates
the risks that must be avoided. Diagnostic controls monitor organizational results and correct
deviations from performance standards and interactive controls that communicate information
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between superiors and subordinates (Simons, 2014).

LoC is a strategic management tool and theoretical framework for understanding its
relationship to the context of control in organizations. Simons (2014) argues that the success of the
company in implementing the strategy must be done by management by understanding the four
main strategic variables, namely: core values, uncertainty, risks to be avoided and performance
variables contained in each LoC. Strategy, uncertainty, risk, performance are interrelated and
support one another. Widener (2007) focuses on aspects of the strategic uncertainty faced by
a company that dominates its influence on the LoC so that it will find out its impact on the
company’s performance. Meanwhile, Fauzi et al. (2011) considers that environmental uncertainty
along with other contingent factors has an influence on firm performance. Some MCS studies
that use the LoC Simons framework include proving that diagnostic and interactive control
will affect performance through corporate empowerment (Henri, 2006). Research Widener
(2007) implements the understanding of MCS in his research framework that LoC is related to
strategic uncertainty and strategic risk that will determine company performance. Fauzi et al.
(2011) prove the role of several contingent factors with MCS on performance, Belief, boundary,
diagnostic and interactive control have a role on corporate strategy and performance (Arjaliés &
Mundy, 2013; Rossing, 2013), corporate budgeting (Frow et al., 2010), the dynamics of company
capability through a combination of LoC (Mundy, 2010), corporate innovation (Revellino &
Mouritsen, 2009) and the role of corporate culture on beliefs control and LoC interdependence
(Heinicke et al., 2016). Bedford (2015) believes that the role of individual and complementary
LoCs will support companies in innovating. Meanwhile the results of the summary of Martyn et
al. (2016) conducted a meta-analysis of several MCS studies using the LoC framework based on
a quantitative approach showing that the results of the study tended to provide an understanding
of the antecedents, performance and results of using only diagnostic and interactive control.
Research Speklé et al. (2017) provide empirical evidence related to LoC as a driver of organizational
success that is explained that the intensity of the use of LoC is positively related to corporate
empowerment and creativity. Adiputra et al. (2019) found that business uncertainty and LoC
affect hotel performance.

Meanwhile in several studies prove the role of MCS (non-LoC) in the company. MCS will
reduce opportunistic behavior and moral hazard as well as additional findings that corporate
culture has a role in the choice of the MCS model (Van Der Meer-Kooistra & Vosselman (2000).
(Gani and Jermias (2012) examine the role of MCS in moderating the relationship of business
strategy to bank performance in Indonesia. Using misfit analysis of business strategy and MCS
shows the influence of both of them on bank performance. The conclusions from several MCS
studies (both LoC and non-LoC) prove their role in organizational performance.

This study uses business strategy as a contingency variable. The reason for using these
contingency variables is that the strategy has a close relationship with MCS. The choice of an
organization’s business strategy requires a fit with the MCS of the organization that has an impact
on the performance of the organization (Gani & Jermias, 2012). Strategies are also used as
contingency variables on MSS and performance in various types of industries both manufacturing
and services (Gani and Jermias, 2012; Putri, 2014; Desmiyawati and Azlina, 2013). Desarbo et al.
(2005) even states that each market, industry, and local environment needs to suit the choice
of business strategic orientation so that the implementation or strategic action taken can run
effectively.

Research on management control systems is still not widely done in service companies
such as hotels, except for those conducted by Adiputra et al. (2019). Hotels are service companies
that tend to have unique characteristics and are different from other service companies such as
banks. If banks have characteristics that are very bound by strict regulations, especially hotels in
tourism areas such as Bali, are more likely to follow regulations issued by local tourism agencies
or authorities or regional governments. This is a further study as in the research of Adiputra et al.
(2019) which analyzes the fit between business strategy and management control systems on hotel
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financial and non-financial performance, which is different from previous studies of management
control systems that do not use levers of control measurements such as Gani & Jermias (2012)
and the use of a sample of non-service companies such as Putri 2014) and Desmiyawati & Azlina
(2013). Likewise, the research of Fauzi et al. (2011) used the hotel industry in Central Java, but did
not use the fit approach to analyze the suitability of contingency factors with management control
systems. This is the novelty of this study for business strategies with a management control system
based on the misfit approach and its effect on the financial and non-financial performance of
hotels.

Research conducted by Gani and Jermias (2012) using a fit approach through the misfit
between management control systems and business strategies influences company performance
at banks in Indonesia. Misfit shows the deviation between the management control system
variables and the strategy has negative implications on performance (Gani & Jermias, 2012). The
management literature and organizational science provide attention and interest in investigating
an organization’s ability to survive (Jermias & Gani, 2005). Several studies have proposed that
the contingent-fit between strategic orientation and contextual variables tends to have a positive
relationship with performance as a trend of research in management accounting. The concept
of fit has long been used in the management accounting literature to investigate the contingent
relations between management accounting systems, contextual variables, and organizational
performance (Riyanto, 2001). The concept of fit is still rarely used in the analysis of contingency
approaches in accounting research.

Research that uses a fit with residual approach has not been done much in many
management accounting studies. research conducted by Jaffar S & Kartikasari (2008) investigated
the effect of control systems on company performance by involving the role of environmental
uncertainty perceived in BPR in Central Java. Using interaction and system approach with
residual approach, which use to test of fit between contextual and organizational variables, tested
the hypothesis. The result indicates that control systems affected to financial performance, which
involved PEU and using system approach. Based on this research, the system approach is better
than interaction approach. The residual approach is also used in the research of Gani & Jermias
(2012) which examines the misfit of business strategy and MCS on bank performance. The
results of the study show that the misfit of business strategy and MCS has a negative effect on the
performance of banks. Adiputra et al. (2019) which tests business uncertainty with MCS misfit on
hotel performance. The results of the study show that the misfit of business uncertainty and MCS
has a negative effect on the performance of hotels.

Research that examines business strategy, MCS and company performance was conducted
by Tsamenyi et al. (2011) on companies in China using a survey proves that the choice of business
strategy and MCS will determine the company’s performance. The study uses linear regression
and moderation testing with an interaction approach and has not analyzed the contingency-fit
testing. Research that examines business strategy, MCS and company performance was conducted
by Tsamenyi et al. (2011) on companies in China using a survey proves that the choice of business
strategy and MCS will determine the company’s performance.

A brief critical analysis in this case that in the era of globalization as it is today, business
competition requires certain strategies by companies for going concern. The condition of the
business environment must be considered by the company in this case by managers, so that it
can anticipate any changes and dynamics of the environment together with the determination of
the company’s business strategy. This will relate to the company’s MCS to regulate the behavior of
members of the organization so that it is indicated that it will further complement and strengthen
the organization’s strategy for organizational performance. Some research on LoC focuses more
on non-service companies (manufacturing and banks). Not many LOC studies have examined the
service industry and used the misfit approach to follow the context of contingency fit according
to contingency theory.

Drazin & Van De Ven (1985) have identified that almost all accounting studies adopt a
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selection and interaction approach and an approach that has not been used in accounting research
is residual analysis. This approach focuses on the lack of fit between contingent variables and
system variables and is associated with organizational effectiveness. Duncan & Moores (1989)
explain that residual analysis examines the effect of deviations from several research models. In
practice, the application of contingency theory tests the effect of deviation from the contextual-
structural ideal model on performance. Lack of fit is the value of the deviation (residual) of the
linear relationship between contextual and structural variables. Dewar & Werbel (1979) stated
four advantages of residual analysis. First, it can simultaneously test universalistic concepts and
contingencies. Second, it provides the ability to generate several new ideas by simply comparing
the correlation coefficient. Third, can overcome multicollinearity and fourth, residual analysis is
able to produce the actual level of fit.

Several studies on LoC show the results that several contingent factors affect company
performance (Fauzi et al., 2011), corporate strategy and performance (Arjalies & Mundy, 2013;
Rossing, 2013), the dynamics of company capability through a combination of LoC (Mundy,
2010) and the role of corporate culture in the beliefs of control and interdependence of LoC
(Heinicke et al., 2016), corporate innovation (Bedford, 2015). Martyn et al. (2016) prove that
research on LoC tends to provide an understanding of antecedents, performance and results for
the use of diagnostics and interactive control only. Speklé et al. (2017) prove LoC is positively
related to corporate empowerment and creativity and hotel performance is influenced by misfit
business uncertainty and LoC (Adiputra et al., 2019).

Research by Gani and Jermias (2012) on the effect of misfit strategy and MCS on financial
and non-financial performance in 109 banking sectors in developing countries shows a negative
relationship on strategy misfit and MCS on financial and non-financial performance on banks.
Meanwhile, Fauzi et al. (2011) provide empirical evidence that hotel strategies are not related to
management control systems and does not analyze its effect on the financial performance of the
hotel. Following the research and based on contingency theory and contingency fit, the research
hypothesis is:

H1: thedegree of misfit between business strategy and management control systems will negatively
affect the company’s financial performance.

Research by Gani and Jermias (2012) on the effect of misfit strategy and MCS on financial
and non-financial performance in 109 banking sectors in developing countries shows a negative
relationship on strategy misfit and MSS on non-financial performance on banks. Fefer also
to the research of Fauzi et al. (2011) found that the strategy of the hotel is not related to the
management control system and does not analyze its effect on the non-financial performance
of the hotel. Following the research and based on contingency theory and contingency fit, the
research hypothesis is:

H2: the degree of misfit between business strategy and management control systems will negatively
affect the company’s non-financial performance.

METHODS

The population in this study is a star hotel in Bali. Using purposive sampling, one to five
star classification hotels listed in the Bali Province Tourism Office database and the Bali Hotel
and Restaurant Association in 2018 were 227 hotels. Research respondents are managers with a
minimum tenure of one year and have complete and comprehensive information about company
policies and operations. The form of this research is quantitative with the method of collecting
data using primary data using a questionnaire and secondary data obtained from the company’s
annual report. Data were tested with SPSS and using residual regression techniques to answer
hypotheses. residual regression testing stage is looking for misfit values based on the error value
(residual) of the management control system regression equation on business strategies. The
residual value is then calculated its absolute value to analyze the effect on hotel performance as
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shown in equations (2), (3) and (4).
Table 1. Measurement variables

Variable Explananation Measurement
Business defenders (6 items) Likert 1-5
Strategy prospectors (7 items)

analyzers (5 items)
MCS beliefs (4 items) Likert 1-5

boundary (4 items)
diagnostic (4 items)
interactive (4 items)
Hotel Performance:  financial (5 items) Likert 1-5
non Financial (5 items)

Control variables include the total assets owned by five-star hotels presented in the 2018
annual report and the classification of five-star hotels with the criteria: 5 = 5-star hotels; 4 = 4 star
hotel; 3 = 3 star hotel; 2 = 2 star hotel and 1 = 1 star hotel.

Analysis of research data using a statistical regression method with a misfit approach with
residual values adopted from Riyanto LS (2001) and used by Jafar S and Kartikasari (2008), Gani
and Jermias (2102) and Adiputra et al. (2019). The hypothesis testing formulation uses regression
analysis, namely:

Business Strategy = a0 + P1 MCS + E ....coivviiiiiiiiiniiniiciiccisneinessnesesesessesessssens (1)

Meanwhile, testing the business strategy and MCS on financial and non-financial
performance with asset control and star classification variables, namely:

Fin Performance = A0 + A1 | €i | + A2 Asset + A3 Star Classification + v ....cccceeeevceevrnrceccunnenee (2)
Non-Fin Performance = X0 + A1 | €i | + A2 Asset + A3 Star Classification + v ....cccceeeceercencncnee (3)
RESULTS AND DISCUSSION

The validity and reliability test of the research questionnaire was carried out before the
data analysis to test the hypothesis. The test results show that the questionnaire meets the validity
requirements and the questionnaire (untable). Therefore it is worth further data analysis. The
research data was collected by sending 227 questionnaires via direct delivery via contact person
to the hotel with a classification of 1 to 5 stars in Bali. This study began from the date of sending
and collecting data for an effective period of 2 (two) months, from 1 October to 1 December 2018.
A total of 181 general managers and managerial level participated to fill out the questionnaire.
Eligible questionnaires were 181 questionnaires.

Descriptive statistics in this study include independent variables and dependent variables as
shown in table 1 as below:

Table 2. Statsitic Descriptive

Defender Prospector Analyzer Total Sampel
Variabel (n=78) (n=63) (n=40) (n=181)
Mean SD Mean SD Mean SD  Mean SD

Primary data

Fin Perf 8.19 0.88 8.19 091 8.12 097 8.17 0.91
Non Fin Perf  9.53 0.77 9.30 0.87 9.10 0.98 9.35 0.88
MCS 78.71 6.62 77,72 6.32 75,25 6.12 77.53 6,23

Secondary data

Asset (millions) 91527 17626 84036 12565 87795 16032 88095 15933
Star 3.06 1.37 285 1.36 290 1.19 2.95 1.32
Data source results from SPSS processing 2019
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Table 2 shows that respondents in the type of hotel business strategy showed MCS conditions
through levers of control at a good level, high financial and non-financial performance standards,
average total assets in each type of strategy in millions of rupiahs, and hotel classification three
stars who participated more in research

Table 3. Regression Analysis the Effect of MCS on Business Strategy

Variabel Defender Prospector Analyzer
Intercept 8.756** 7.951%* 7.671%*
Belief 0.269** 0.873** 0.008**
Boundary 0.031** 0.373** 0.109
Diagnostic 0.148** 0.058 0.089**
Interactive 0.035 -0.118 0.135**
Adjusted Square ~ 0.201 0.368 0.193

N 78 63 40

Data source results from SPSS processing 2019

Based on table 3 shows that in each type of strategy both defender, prospector and analyzer
put forward belief control. Meanwhile hotels that use a defender strategy put forward boundaries
and diagnostic control in addition to belief control. Hotels with a prospector strategy prioritize
boundary control in addition to belief control. Hotels with the strategy analyzer type put forward
diagnostic and analyzer control in addition to belief control. The very low adjusted r square value
due to the MCS variable is analyzed its effect on each type of strategy so that it is likely to be the
cause. In addition there are other factors that may be more influential

The next test is a business strategy misfit regression through absolute residuals obtained
from the initial regression equation that will be regressed with the dependent variables namely
financial performance and non-financial performance as well as asset control and star classification
variables in hotels in tables 4 and 5.

Tabel 4. Misfit Regression
Financial Performance = A0 + A1 | €i | + A2 Asset + A3 Star Classification

Description Coefficient
Intercept 9.785**
Misfit -0.377%
Asset 4.248**
Star -0.038
Adjusted R? 0.29

N 181

Data source results from SPSS processing 2019

Based on table 4 above shows that the misfit variable is negative and significant, meaning
that there is a misfit of business strategies for both defenders, prospectors and analyzers and MCS
has a negative effect on financial performance at a significance of 0.05. The test results support the
H1 hypothesis of this study. This shows that any form of business strategy choices in the company
will be related to MCS so that it will affect the company’s financial performance. In this case the
misfit approach in this study proves that the existence of a small discrepancy between the business
strategy and MCS will have a significant negative effect on financial performance, meaning that
the form of suitability of the business strategy and MCS becomes absolute to determine better
financial performance. The very low adjusted r square value is due to the effect of analysis of the
residual value which is absolute from the misfit of business strategy and MCS. In addition there
are other factors that may further affect financial performance.
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These results are in line with the research of Tsamenyi et al. (2011) that the choice of
business strategy and MCS will determine the performance of the company as well as Gani
and Jermias (2012). The choice of a defender and prospector strategy, the asset variable in the
test showed a significant effect on the relationship between business strategy and MCS on the
financial performance of the hotel industry in Bali. Assets are an important factor for hotels to
strive to realize the company’s objectives from the aspect of financial performance that focuses
on hotel employees and guests. The type of analyzer strategy in the use of assets is very careful in
facing dynamics, innovation and industrial competition so that it does not have an effect on the
use of assets. Based on the star classification on testing shows insignificant results, meaning that
the star classification has not yet fully become a factor considered in influencing the relationship
of business strategy and MCS in the company to the measurement of financial performance in
hotels.

Based on the results of research that the hotel can make a choice of business strategies in
accordance with the vision and mission of the hotel that is implemented on strategies which are
in accordance with the conditions of competition between hotels to provide financial benefits for
hotels. The significance of the asset factor as a control variable in the test results also shows that
the asset has a very decisive role in the direction and policy of the hotel in choosing its business
strategy. it is clear that assets are capital for hotels to develop, operate and have good financial
performance. Table 5 shows the results of business strategy misfit regression with MCS on non-
financial performance.

Tabel 5. Misfit Regression
Non Financial Performance = \0 + A1 | €i | + A2 Asset + A3 Star Classification

Description Coeflicient
Intercept 9.763 **
Misfit -0.342%*
Asset 5.068**
Star -0.088
Adjusted R? 0.23

N 181

Data source results from SPSS processing 2019

Based on table 5 above shows that the misfit variable is negative and significant, meaning
that there is a misfit of business strategies for both defenders, prospectors and analyzers and
MCS has a negative effect on financial performance at a significance of 0.05. The satisfaction that
occurs between the business strategy and MCS proves that it will affect the hotel non-financial
performance. Thus the results of these tests support the H2 hypothesis of this study. This shows
that any form of business strategy choices in the hotels will be related to MCS so that it will affect
the company’s non-financial performance. In this case the misfit approach in this study proves that
a mismatch between business strategy and MCS will negatively affect non-financial performance,
meaning that the form of business strategy and MCS conformity is absolutely essential to
determine better non-financial performance. The very low adjusted r square value is due to the
effect of analysis of the residual value which is absolute from the misfit of business strategy and
MCS. In addition there are other factors that may further affect non financial performance

These results are in line with research by Gani and Jermias (2012). As in the analysis of
H2 test results, the choice of the defender and prospector strategies that the asset variable in the
test also showed a significant effect on the relationship between business strategy and MCS in
the hotel industry in Bali. Whereas the type of analyzer strategy that focuses on the principle of
prudence so that the use of company assets has not been fully used as a consideration for the hotel
in pursuing innovation and business activity in the face of industrial competition. For defenders
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and prospectors, assets are an important factor for hotels to strive to realize the company’s goals
from the aspect of non-financial performance that focuses on hotel employees and guests in
pursuing innovation and facing industry competition. Based on the star classification on testing
showed insignificant results, it means that the star classification has not fully become a factor
considered in influencing the relationship of business strategy and MCS in the company to the
measurement of non-financial performance in hotels.

Based on the results of the study that the hotel can make a choice of business strategies
in accordance with the vision and mission of the hotel implemented on which strategies are in
accordance with the conditions of competition between hotels to provide non-financial benefits
for hotels based on hotel guest factors, staff and internal hotel business processes. The significance
of the asset factor as a control variable in the test results also shows that the asset has a very
decisive role in the direction and policy of the hotel in choosing its business strategy. it is clear
that assets are capital for hotels to develop, operate and have an impact on good non-financial
performance.

CONCLUSIONS

This study aims to provide empirical evidence about the influence of business strategic
misfit with MCS negatively affecting financial performance and non-financial performance in
the hotel industry in Bali. The results showed that in accordance with the hypothesis in the study
that there was an influence of business strategic misfit with MCS negatively affecting financial
performance and non-financial performance in the hotel industry in Bali.

In line with previous research on testing contextual variables with a contingency approach,
this study examines contingency variables in the context of incompatibility analysis to be the
main theme in management accounting research as an alternative to regression testing to avoid
the occurrence of classic assumptions in the research model. Research in the field of management
accounting specifically for management control systems with contingency approaches in
subsequent studies can consider other contingency factors that use samples of the hospitality
industry or other services. the reason is that the fit between contingency factors and the accounting
system (such as a management control system) will better show a context that is fit because a
system will not always apply equally and appropriately between organizations.

This study only uses a sample of the hotel industry in Bali so that it has not been able to
generalize the results of research when using the hotel industry in Indonesia or other types of
industry. These limitations can be used as recommendations for further research in addition to
using other contingency variables such as firm culture that greatly determines the design of MCS
in influencing firm performance
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