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Abstract
The application of Management Control Systems (MCS) in Nepali

commercial banks is crucial for enhancing operational efficiency and
ensuring regulatory compliance. This study examines the design and
implementation of MCS within this sector, highlighting the significance of
tailored training programs, stakeholder engagement, and the integration of
global best practices. By adopting a robust MCS, banks can effectively
monitor performance, manage risks, and align their strategic objectives with
operational activities. The research emphasizes the need for continuous
improvement and adaptation of MCS to meet the evolving challenges of the
financial landscape in Nepal. Ultimately, a well-implemented MCS not only
drives performance but also contributes to the stability and growth of the
banking sector, fostering a resilient financial system in the region.

Keywords: Management Control System, Commercial Banks, Nepal,
Performance, Stakeholder Engagement, Best Practices, Financial Stability.

Introduction
The dynamic and increasingly competitive nature of the global banking
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sector demands that financial institutions continuously adapt to changes in
the market, regulatory landscape, and technological advancements. In an
era where technological disruptions and regulatory complexities are
becoming the norm, banks face unprecedented challenges in maintaining
operational efficiency and achieving their strategic objectives. Against this
backdrop, the implementation of robust Management Control Systems
(MCS) has emerged as a critical success factor. MCS offer banks a structured
and systematic approach to monitor performance, assess and mitigate risks,
and ensure compliance with an increasingly complex regulatory
environment. These systems enable banks to establish clear performance
indicators and align daily operations with long-term strategic goals,
facilitating data-driven decision-making processes that are essential for
navigating the multifaceted challenges of today's financial environment.

The strategic importance of MCS extends beyond mere operational
efficiency; these systems are pivotal in enhancing a bank's ability to respond
proactively to external pressures, including shifts in customer expectations,
competitive dynamics, and technological innovations. By leveraging MCS,
banks can effectively track and manage financial transactions and
operational metrics, evaluate credit risks with greater precision, and optimize
resource allocation across various departments. This holistic approach
ensures that banks remain agile and responsive in a rapidly changing market,
where the ability to adapt quickly can be the difference between success and
failure. Thus, the implementation of MCS is not just a tool for internal control
but a strategic imperative that supports the overall resilience and
competitiveness of banking institutions.

Despite the widespread recognition of the benefits of MCS, a significant gap
in the literature remains regarding their implementation and effectiveness in
the banking sectors of developing countries, particularly in Nepal. Most
existing studies have focused on the application of MCS in developed
economies, where the banking environment is characterized by advanced
technological infrastructure and well-established regulatory frameworks
(Merchant & Van der Stede, 2017; Anthony & Govindarajan, 2019). In
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contrast, the Nepalese banking sector, though growing, operates within a
context marked by unique regulatory pressures, limited technological
resources, and evolving market dynamics. These factors create a distinct
environment where the implementation of MCS may encounter different
obstacles and opportunities compared to those observed in more developed
economies. Consequently, there is a pressing need for research that
examines how Nepalese commercial banks are utilizing MCS to navigate the
specific challenges posed by globalization, increased competition, and rapid
technological changes in theirlocal context.

This study seeks to fill this critical gap by investigating the role of MCS in
enhancing the operational efficiency, risk management, and customer
satisfaction of Nepalese commercial banks. Grounded in the theoretical
framework of management control, which emphasizes the integration of
control mechanisms into organizational processes to achieve strategic
objectives (Simons, 1995), this research aims to provide empirical evidence
on the effectiveness of MCS within the context of a developing country like
Nepal. Specifically, it will explore how these systems are used by Nepalese
banks to monitor financial transactions, evaluate and manage credit risks,
optimize the allocation of resources, and foster a culture of continuous
improvement and innovation. By examining these aspects, the study intends
to shed light on the practical applications of MCS in a context that has been
relatively underexplored in existing research.

Moreover, this study will delve into the broader implications of MCS on the
strategic direction of Nepalese banks, particularly in terms of their ability to
adapt to the rapid changes brought about by technological advancements
and globalization. As Nepal's banking sector becomes increasingly
integrated with the global financial system, the pressure to maintain
competitiveness while adhering to international standards of transparency
and accountability intensifies. MCS, in this regard, are not only tools for
internal control but are also crucial for ensuring that Nepalese banks can
meet global expectations while catering to local market needs. The study will
investigate how MCS contribute to the strategic agility of these banks,

98 Brixton Scholarly Review, volum 2, 2025



Application of Management Control System in
Commercial Bank in Nepal

enabling them to anticipate market trends, respond to customer demands,
and sustain long-term growth in a highly competitive environment.

The objectives of this study are threefold: (1) to evaluate the impact of MCS
on the operational efficiency of Nepalese commercial banks, (2) to assess
the role of MCS in enhancing risk management and ensuring regulatory
compliance, and (3) to investigate how MCS contribute to customer
satisfaction and overall bank performance. By addressing these objectives,
this research will contribute to a deeper understanding of the strategic
importance of MCS in Nepal's banking sector and offer practical
recommendations for improving bank performance through effective
management controls.

Literature Review

Dhakal and Sharma (2021) conducted a comprehensive investigation into
the "Impact of Management Control Systems on the Performance of
Commercial Banks in Nepal," employing a quantitative research
methodology that relied on structured questionnaires for data collection.
Their research focused on a sample of 10 commercial banks in Nepal, with
responses gathered from 100 managers across these institutions. The
findings of their study highlighted the significant role that management
control systems (MCS) play in enhancing the financial performance of
commercial banks, particularly in the areas of profitability and operational
efficiency. The authors utilized multiple regression analysis as their primary
statistical tool, which enabled them to rigorously assess the relationship
between MCS and various performance metrics. The results underscored
the importance of effective MCS implementation in driving superior financial
outcomes in the banking sector.

In another related study, "Management Control Systems and Decision-
Making in Nepali Commercial Banks," Shrestha and Thapa (2022) adopted a
mixed-methods approach, combining both quantitative and qualitative
research techniques to gain a deeper understanding of the role of MCS in
decision-making processes. Their research sample included 8 commercial
banks in Nepal, from which they collected survey responses from 80
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participants and conducted in-depth interviews with 10 senior managers. The
study's findings revealed that MCS significantly improves decision-making
processes within banks by providing accurate, timely, and relevant
information that aids managers in making informed decisions. The
researchers employed descriptive statistics to analyze the survey data and
used thematic analysis to interpret the qualitative data from interviews,
providing a holistic view of how MCS contributes to better decision-making in
the banking sector.

Miah and Rahman (2020) also examined the relationship between
management control systems and organizational performance in their study
titted "Management Control Systems and Organizational Performance:
Evidence from Commercial Banks in Bangladesh." Utilizing a quantitative
research design, they gathered data through surveys from 20 commercial
banks in Bangladesh, with a total of 200 bank managers participating in the
study. The research findings indicated a strong positive correlation between
the effective implementation of MCS and improved organizational
performance, including enhanced financial outcomes and greater operational
efficiency. To analyze the data, the authors employed Structural Equation
Modeling (SEM) alongside regression analysis, allowing them to establish the
direct and indirect effects of MCS on various performance indicators, thereby
reinforcing the critical role of MCS in the banking sector.

In contrast, Smith and Brown (2019) took a different approach in their study
titted "The Impact of Management Control Systems on Risk Management in
European Banks," where they used a case study methodology to delve into
the practices of five major commercial banks in Europe. Their research
involved the collection of data through surveys and interviews with 50 risk
management professionals within these banks. The study concluded that
robust management control systems are integral to enhancing risk
management capabilities, effectively mitigating both financial and operational
risks. The authors utilized factor analysis to identify key components of MCS
that contribute to risk management and followed this with regression analysis
to examine the strength of these relationships. Their findings highlight the
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critical importance of MCS in managing and reducing risks within the banking
sector, demonstrating the broad applicability of MCS across different
functional areas of banks.

These studies collectively underscore the critical role of Management
Control Systems in improving various performance aspects and decision-
making processes in commercial banks, both in Nepal and internationally.

Firm's strategy and the use of comprehensive management control
system (MCS) practices

Research indicates a strong link between a firm's strategy and its use of
comprehensive MCS practices. According to Chenhall (2003), firms with a
well-defined strategy are more likely to implement sophisticated MCS to align
their operations with strategic objectives. Kaplan and Norton (2008) support
this view, highlighting that strategic alignment through MCS ensures that all
organizational levels understand and work towards common goals.
Moreover, the use of MCS allows for better resource allocation and
performance monitoring, which are crucial for executing strategic plans
effectively (Widener, 2007). Furthermore, MCS enables organizations to
adapt their strategies in response to performance feedback and
environmental changes, fostering a dynamic approach to strategy execution.
By continuously monitoring and adjusting their control systems, firms can
maintain alignment with their strategic goals, thus enhancing their
competitive advantage and long-term success.

Use of comprehensive MCS and the performance of the firm.

Empirical studies consistently show that comprehensive MCS positively
impacts firm performance. Simons (1995) found that firms employing
extensive MCS practices achieve higher financial and non-financial
performance due to improved decision-making and accountability.
Additionally, Ittner and Larcker (2003) demonstrate that firms with robust
MCS frameworks experience better performance metrics, including
profitability, market share, and customer satisfaction. These systems provide
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the necessary feedback and control mechanisms to ensure that strategic
initiatives are effectively implemented and performance goals are met
(Merchant & Van der Stede, 2017). Furthermore, MCS facilitates more
precise strategic adjustments by continuously monitoring operational data
and outcomes, allowing firms to respond proactively to market changes and
internal challenges. This dynamic capability not only reinforces strategic
alignment but also drives sustained competitive advantage and enhances
overall organizational resilience.
Intended strategy of the firm and its future performance.
The relationship between a firm's intended strategy and its future
performance is well-documented in strategic management literature. Porter
(1996) argues that a clear and coherent strategy is fundamental to achieving
competitive advantage and superior performance over time. Studies by
Mintzberg and Waters (1985) suggest that firms with clearly articulated
strategies are better positioned to adapt to market changes and capitalize on
opportunities, leading to sustained performance improvements.
Furthermore, Barney (1991) asserts that strategic planning enhances afirm's
ability to anticipate and respond to external threats, thereby positively
influencing future performance. Additionally, research by Collins and Porras
(1994) supports the notion that firms with a strong strategic vision and
consistent implementation are more likely to achieve long-term success and
maintain high performance levels. This alignment between strategy and
execution not only drives competitive advantage but also fosters
organizational stability and growth. Effective strategic management ensures
that resources are allocated efficiently, risks are managed proactively, and
organizational goals are consistently pursued, contributing to overall
enhanced performance and sustainability.

Research Methodology
This study employs a descriptive and analytical research design, aimed at
examining how management control systems (MCS) impact the operational
efficiency, risk management, and customer satisfaction of Nepalese
commercial banks. The research relies on both qualitative and quantitative
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data, sourced through a combination of primary and secondary channels.
Primary data is gathered through structured questionnaires and semi-
structured interviews with key personnel from selected commercial banks,
while secondary data is derived from financial reports, annual statements,
and existing literature. The population for the study includes all commercial
banks in Nepal, with a purposive sample focusing on those that have
significantly implemented MCS. The analysis is conducted using a mix of
statistical tools, such as regression analysis for quantitative data, and
thematic analysis for qualitative insights. This approach allows for a
comprehensive understanding of the role and effectiveness of MCS in the
banking sector, providing both empirical evidence and contextual
understanding.

Sampling

For the study on the application of Management Control Systems (MCS) in
commercial banks in Mahendranagar, Nepal, a well-defined sampling
strategy was used. The research concentrated on commercial banks within
Mahendranagar, aiming for a sample size of 200 respondents to achieve
accuracy and representativeness, as recommended by Malhotra (2007).
With 20 commercial banks in Nepal, the study systematically selected 10
respondents from each bank, ensuring balanced representation across all
institutions. Additionally, purposive sampling was utilized to target
department heads and managers who are directly involved in MCS practices.
This approach was designed to deliver a thorough analysis of MCS
applications in Mahendranagar while considering practical limitations such
as time and resources.

Data Collection and Methodology for Analysis

For the study on the application of Management Control Systems (MCS) in
commercial banks in Mahendranagar, Nepal, a structured methodology was
employed to test the proposed hypotheses. A comprehensive questionnaire
was designed to address three key areas: the relationship between a firm's
strategy and MCS practices (H1), the impact of MCS on firm performance
(H2), and the connection between intended strategy and future performance
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(H3).

The study sampled 10 respondents from each of the 20 commercial banks
using systematic random sampling, with purposive sampling targeting
department heads and senior managers involved in MCS. Data were
collected through both online and in-person surveys, and a pilot test was
conducted to refine the instrument. Statistical analyses, including regression
and correlation analyses, were performed to examine the relationships and
validate the hypotheses. Reliability and validity tests ensured the accuracy of
the data. Ethical considerations, including confidentiality and informed
consent, were strictly adhered to in order to maintain research integrity. The
application of these models provides insights into the impact of strategic
planning and management on performance measurement and the overall
effectiveness of the management control system within commercial banks in
Nepal. To investigate these relationships, the study used a multiple
regression model combining hypotheses H1 and H2, formulated as follows:
MCS=p30+B1(FM)+B2(IS)+e

Where:

MCS = Management Control System

FM =Firms Strategy

IS = Intended Strategy

These models help to understand the impact of strategic planning and
management on performance measurement and the overall management

control system within commercial banks in Nepal.
Research Framework
This research framework outlines a comprehensive approach to studying the

application of MCS in commercial banks in Nepal. By examining the interplay
between firm strategy, MCS practices, and performance, it aims to provide
valuable insights that can guide both academic research and practical
applications in the banking sector.
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Independent Variables Dependent Variable
oFirm's strategy eComprehensive MCS ——

eIntended strategy

Result and Discussion
To meet its objectives, the study distributed 228 questionnaires to officials at

commercial banks in Mahendranagar. Of these, 200 completed
questionnaires were returned, yielding a substantial dataset for analysis.
The remaining 28 questionnaires were not returned, but the 200 responses
provided were deemed sufficient and were used for the subsequent analysis.

Table.1
Profile of Respondent
Variables Variables Categories Frequency | Percentages
Male 126 63.00%
Sex Female 74 37.00%
Total 200 100.00%
Below 25 24 12.00%
25-35 78 39.00%
Age 36-50 85 42.50%
50 & above 13 6.50%
Total 200 100.00%
Academic Bachelor & Below 137 68.50%
Background Master Degree & above | 63 31.50%
Total 200 100.00%

The demographic distribution of the 200 respondents reveals a
predominance of males at 63%, with females making up 37% of the sample,
reflecting a gender imbalance. In terms of age, the maijority of respondents
are between 25 and 50 years old: 12% are under 25, 39% fall within the 25-35
range, and 42.5% are between 36 and 50 years old. Only 6.5% are aged 50 or
older, suggesting a concentration of individuals in mid-career stages.
Educationally, 68.5% of respondents hold a bachelor's degree or less, while
31.5% have achieved a master's degree or higher. This distribution indicates
a varied educational background, which may impact the study's findings.
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Additionally, the sample's age and education diversity provides a broad range
of perspectives, though it also highlights the predominance of younger and
less formally educated respondents compared to their more highly educated
counterparts.

Table 2.
Correlation Analysis between Variable
FM IS MCS
FM 1 0.85* 0.81**
IS 0.85™* 1 0.77**
MCS 0.81** 0.77* 1

Table 2 presents the correlation analysis between the variables Firm's
Strategy (FM), Intended Strategy (IS), and Management Control Systems
(MCS). The correlations indicate a strong positive relationship among these
variables. Specifically, FM and IS exhibit a high correlation coefficient of
0.85™*, suggesting a robust positive association. This implies that as the firm's
strategy becomes more aligned with its intended strategy, there is a
significant positive correlation in their effectiveness. Similarly, FM and MCS
have a correlation of 0.81**, demonstrating that improvements in the firm's
strategy are closely related to enhancements in management control
systems. Additionally, IS and MCS show a correlation of 0.77**, reflecting a
strong positive link between the intended strategy and the implementation of
management control systems. These results suggest that effective
management control systems are positively influenced by both the firm's
strategy and its intended strategy, highlighting the integrated nature of
strategic planning and control mechanisms within commercial banks. The
double asterisks denote that these correlations are statistically significant,
underscoring the reliability of the observed relationships.
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Table 3.

Regression Result (PM: Dependent Variable)

Variable Coefficient Std Error T-Statistics P-Value
Constant 143 0.132 10.52 0

Firms Strategy 0.575 0.053 9.23 0.000***
Intended Strategy 0412 0.045 9.16 0.000***

The regression results presented in Table 3 show the relationship between
the Comprehensive MCS (dependent variable) and two independent
variables: Firm's Strategy and Intended Strategy. The constant (intercept)
value is 1.43, indicating the baseline level of the Comprehensive MCS when
both independent variables are zero. The Firm's Strategy coefficient of
0.575 signifies a positive and significant effect on the Comprehensive MCS,
meaning that a unitincrease in Firm's Strategy leads to a 0.575 unitincrease
in the MCS, holding other factors constant. The Intended Strategy
coefficient is 0.412, also showing a positive and significant relationship,
implying that a unit increase in Intended Strategy results in a 0.412 unit
increase in the MCS. Both variables have highly significant p-values (p <
0.001), indicating strong statistical significance and suggesting that Firm's
Strategy and Intended Strategy are key predictors of the Comprehensive
MCS in commercial banks in Nepal. The T-statistics for both variables (9.23
and 9.16, respectively) further confirm the robustness of these relationships.
Conclusion
The study aimed to investigate the relationship between firm strategy,
intended strategy, and the application of management control systems
(MCS) in commercial banks in Nepal. Based on the data gathered from 200
respondents in Mahendranagar's commercial banks, the results reveal key
insights into how strategic planning and MCS practices are intertwined
within the banking sector. The demographic profile indicates that the
majority of respondents are male (63%) and fall within the 25 to 50 age
range, reflecting a workforce largely in their mid-career stages.
Educationally, a significant portion of the respondents holds a bachelor's
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degree or less, which suggests a need for continued professional
developmentto optimize MCS practices.

The correlation analysis between the variables further emphasizes the strong
interrelationship between firm strategy, intended strategy, and management
control systems. The positive and statistically significant correlations,
particularly the strong association between Firm's Strategy (FM) and
Intended Strategy (IS) (r = 0.85**), as well as between FM and MCS (r =
0.81**), indicate that improvements in firm strategy are closely linked to
enhancements in MCS. This suggests that when a firm's strategic direction is
clear and well-aligned with its intended strategy, there is a higher likelihood of
effective management control systems being in place. The strong correlation
between IS and MCS (r = 0.77**) further reinforces the critical role of strategic
alignment in fostering efficient control mechanisms within commercial banks.
The regression analysis provides additional clarity, showing that both Firm's
Strategy and Intended Strategy are significant predictors of Comprehensive
MCS. The positive coefficients for Firm's Strategy (0.575) and Intended
Strategy (0.412), along with their highly significant p-values (p < 0.001),
indicate that improvements in these strategic factors will likely lead to
stronger MCS practices. The high T-statistics values (9.23 and 9.16) confirm
the robustness of these findings, underscoring the importance of strategic
alignment for effective management controls in the banking sector.
Therefore, commercial banks in Nepal should focus on refining their strategic
planning processes, ensuring that both firm strategy and intended strategy
are well-defined and aligned to foster the development of comprehensive and
effective MCS frameworks.

The comparison between the present study and existing literature reveals
both alignments and distinctions. Like Dhakal and Sharma (2021), this study
highlights the critical role of management control systems (MCS) in
enhancing performance, with both studies confirming the positive
relationship between firm strategy, intended strategy, and MCS
implementation in commercial banks. Similarly, Shrestha and Thapa (2022)
found that MCS significantly improves decision-making by providing timely
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information, aligning with the present study's emphasis on strategic
alignment. Furthermore, Miah and Rahman (2020) also identified a strong
positive correlation between effective MCS implementation and
organizational performance, reinforcing the findings of this research.
However, while the current study focused specifically on the strategic
alignment of firm and intended strategies with MCS in the context of Nepali
commercial banks, Smith and Brown (2019) explored MCS's role in risk
management within European banks, highlighting the broader applicability of
MCS across different banking functions. Overall, these studies collectively
support the idea that a clear strategy, supported by robust MCS, significantly
improves financial and operational outcomes.

Future Scope of the Study

Future research could build upon this study by delving deeper into the impact
of compensation and benefits on a variety of organizational outcomes across
different sectors and geographic regions. By expanding the scope of
research to include longitudinal data, future studies could provide valuable
insights into how compensation strategies evolve and influence
organizational performance over time. This would allow researchers to
identify patterns and trends that may not be apparent in cross-sectional
analyses, offering a more dynamic understanding of the relationship between
compensation and performance. Furthermore, incorporating a wider range of
organizational contexts, such as multinational corporations, small and
medium-sized enterprises (SMEs), and non-profit organizations, could
enrich the analysis by highlighting sector-specific variations in compensation
practices and their corresponding effects on key performance indicators.
Additionally, future studies might benefit from exploring the interaction
between compensation, organizational culture, and other internal factors,
such as leadership style, employee engagement, and job satisfaction.
Understanding how these elements interact with compensation could yield a
more comprehensive perspective on their combined effects on
organizational performance metrics. Moreover, expanding the research to
include a broader range of variables, such as employee turnover rates, job
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performance, and customer satisfaction, could offer a more nuanced
understanding of the impact of compensation strategies. Conducting
comparative analyses across different industries, regions, or even countries
could further enhance the generalizability and applicability of the findings,
providing organizations with more tailored and effective compensation
strategies that align with their unique operational contexts.

Implications of the Study

The study's findings underscore the significant role that effective
compensation and benefits management plays in enhancing organizational
performance. For practitioners and decision-makers, the results suggest that
a strategic approach to managing both sales performance management
(SPM) and performance management (PM) is crucial in optimizing the
outcomes of management control systems (MCS). By focusing on these
areas, organizations can drive not only better performance but also more
effectively achieve their strategic objectives. The optimization of SPM and
PM processes is integral to the alignment of employee incentives with
organizational goals, ensuring that efforts are directed toward the most
critical areas of performance. This alignment is not just about achieving short-
term results but is essential for sustaining long-term success and competitive
advantage in the marketplace.

Furthermore, the study highlights the critical importance of aligning
compensation strategies with the broader organizational goals to maximize
their impact. When compensation and benefits are directly tied to the
strategic objectives of the organization, they serve as powerful tools for
motivating employees and driving desired behaviors. This alignment can lead
to a more engaged and productive workforce, ultimately contributing to
greater organizational efficiency and effectiveness. These insights are
invaluable for policy-makers and organizational leaders, as they provide a
framework for developing more effective and targeted compensation
strategies. By adopting these strategies, organizations can enhance their
overall performance, ensuring that their compensation frameworks support
not just individual employee success but also the long-term strategic success
of the entire organization.
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