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Abstract: The major intention behind of current study is to determine the influence of cybernetic controls,
and rewards and compensation controls on organizational performance with the mediating role of
organizational capabilities in Pakistan textile sector. In current study, theoretical framework developed
with the help of RBV theory. To examine the influence of cybernetic controls and rewards and
compensation controls on organizational performance with the mediating variable such as organizational
capabilities this study collect data from top management of textile sector through questionnaires. Simple
random sampling technique was use in this study to collect data from textile industry. One hundred sixty
five questionnaires distributed in top management of textile sector. Two techniques such as confirmatory
factor analysis and structural equation modeling were used for analysis purpose. Findings elucidated
that cybernetic controls and organizational capabilities have significant and positive influence on
organizational performance. Moreover, rewards and compensation controls significant but negative
influence on organizational performance. Furthermore, cybernetic controls and rewards and
compensation controls have significant and positive influence on organizational capabilities. Moreover,
organizational capabilities positive and significantly mediate the association between cybernetic controls,
and rewards and compensation controls and organizational performance.

Keywords: Cybernetic controls, rewards and compensation controls, organizational capabilities, organizational
performance

1. INTRODUCTION

Organizations did business in higher competitive
atmosphere and it’s difficult for organizations to
survive in this condition because they face lots of
issues that decrease organizational performance. For
example, organizations face some issues regarding
management control system (MCS) as a package
(planning controls, cultural controls, cybernetic
controls, rewards and compensation controls, and
administrative controls), and issues regarding
organizational capabilities that have strong impact on
organizational performance. Organizational
performance is significant factor for organization
failure or their success in the market. According to
Richard, Devinney [1], organizational performance
having much importance in the attainment of
organizational goals or objectives. Meanwhile,
organizational ~ performance refers to the
organizations effectiveness in the attainment or
achievement of their desired objectives or goals [2].

Furthermore, it is an indicator used by organizations
to measure how well they achieve their objectives [3,
4]. In addition, organizational performance plays a
significant role for the survival of both profit
organizations and non-profit organizations [5].
Organization performance consists into two aspects
such as financial performance and non-financial
performance [6]. Therefore, different organizations
use various tools to calculate performance depends
on nature of their business. For instance, some
organizations measure their performance only in
financial term and ignore non-financial performance
[7-9]. However, prior study recommends that
organizations achieve long period profitability in that
case when they give importance to non-financial
performance also [10]. Similarly, some of the prior
studies show that organization only focus on financial
performance not sufficient [11, 12] and need to focus
on non-financial performance also. In current study,
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we are focusing on both financial and non-financial
performance.

Textile industry is the largest manufacturing
industry in Pakistan and having 8.5% contribution in
gross domestic product and more than 60% of total
exports of Pakistan from this industry [13].
Moreover, this industry plays a role of back bone for
Pakistan and showing some positive figures but
nowadays market share of this industry having less
than 1 percent of world market share that is
questionable [14] and author conclude that in future
textile industry in Pakistan will grow. Economic
survey of Pakistan (2008-09) shows that gross
domestic product of textile industry Pakistan
decrease 8.5 percent to 8 percent in 2015. Moreover,
World Trade Organization report 2015-2016 shows
that exports of this industry continuously decline
such as in 2013 exports Rs. 2633.8 billion, 2014
exports Rs. 2590.3 billion, and in 2015 exports Rs.
2326.3 billion and this report tells that India textile
industry overall share in exports 2.0, Malaysian
industry 1.5, and Indonesian industry 1.1 and
Pakistan textile industry share is 0.2 that is less than
above mentioned countries that is critical situation for
Pakistan textile industry.

Pakistan textile industry faces lots of issues
regarding MCS as a package such as planning
controls, cultural controls, cybernetic control
systems, rewards and compensation controls, and
administrative controls that reduce organizational
performance of this industry. For example, issues
regarding cybernetic controls such as financial
problems, poor physical infrastructure, lack of new
investment, unavailability of standardized material,
lack of training programs, and lack of quality in R &
D [14, 15], and issues regarding rewards and
compensation controls such as lack of managerial
capabilities, employees turnover, and employees
move to other countries that reduce organizational
performance [14-16]. In Pakistan, less attention has
been paid in the field of MCS [17]. In current study,
we are cybernetic controls, and rewards and
compensation controls that are elements of MCS as a
package that having less attention in Pakistani Textile
Sector.

MCS plays an important role for organizations in
enhancing organizational performance [9]. In these
days, MCS considers a vital element for
organizations [18] that have strong influence on
organizational performance [19]. For instance, some
previous studies examined MCS influence on
organizational performance and findings revealed
that MCS have influence on the performance of an

organization [7, 9, 20]. Maximum studies in past
examined the influence of MCS on the performance
of an organization conducted in developed countries
and this relationship ignoring in developing countries
[7, 21-28]. Therefore, one of the most recent studies
suggest that there is need to focus on MCS with
organizational performance in developing region
[29]. Moreover, some more studies recommend that
in future studies need to examine the relationship
between MCS and organizational performance [30,
31]. Hence, in this research we are examining the
relationship between MCS as a package element such
as (cybernetic controls, and rewards and
compensation  controls)  with  organizational
performance in developing countries that is Pakistan.

Prior studies examined the relationship between
MCS and organizational performance and findings
elucidated that MCS have an significant but weak
influence on the performance of an organization [19,
32]. Moreover, some prior studies examined this
relationship and findings revealed that there are some
mixed results between these variables [7, 20].
Therefore, above mentioned studies show that the
relationship between MCS and organizational
performance inconclusive and need to further
examined in future. In this research, we are using
organizational capabilities as a mediating variable
between  cybernetic  controls, rewards and
compensation controls, and organizational
performance. One of the recent studies examined the
relationship between organizational capabilities and
organizational performance and findings revealed
that organizational capabilities have significant and
positive influence on organizational performance
[33]. The reason to use only organizational
capabilities as mediating variable and not other
variable because Pakistan textile industry faces
various issues related to organizational capabilities
like lack of modernized machinery, lack of
managerial capabilities, lack of specialized workers,
and lack of skilled employees that reduced the
performance of this industry [14, 15].

2. LITERATURE REVIEW
2.1 Organizational performance

Organizational performance refers to an indicator
that uses organizations in the achievement of their
desired objectives. According to Richard, Devinney
[1], organizational performance is an important factor
in obtaining organizational goals or objectives.
Meanwhile, it is an indicator that determines how
well organizations attain their particular goals [3].
Previous studies often paid scant attention on those
indicators that must be part of organizational
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performance and how well this organizational
performance measured [34]. Organizations focus
goes to increase organizational performance by
enhancing profit [35]. While, this indicator having
much importance for organizations as well as in past
studies but this indicator not properly defined in
those studies [36] because organizations measure
organizational performance in your own way to see
their desired goals. In current study, we are focusing
financial performance as well as non-financial
performance to measure this indicator because non-
financial performance also compulsory to enhance
profit in long run.

2.2 Cybernetic controls

Cybernetic control systems refers to a system in
which employees actual performance compared with
standard performance by proper feedback as well as
measure system performance and if there is need
some modification in current system due to
unnecessary differences. According to Fisher [37],
cybernetic control system refers “a system in which
standards of performance are determined, measuring
systems gauge performance, comparisons are made
between the standards and actual performance, and
feedback provides information on variances”. In
current study, Malmi and Brown [38], cybernetic
control system used that consists of four parts such as
budgets, financial measurement systems, non-
financial measurement systems, and hybrid
measurement systems. First part is budget that plays
important role for organization and management use
budget for communicating as well as coordinating
strategic priorities and this budget used in facilitating
commitment of lower level management to these
priorities [39]. Second part is financial measurement
system used in setting the target of organization such
as it includes economic value added, and return on
investment [38]. Third part is non-financial
measurement systems that play a significant role for
organizations because non-financial measurement
systems overcome several limitations of financial
measurement systems such as market share, customer
relationship, supplier relationship, new product
development, and quality of product [38]. Final part
of cybernetic control is hybrid control systems that
refers to a mixture of both financial measurement
system and non-financial measurement systems [11,
12, 40, 41].

2.3 Rewards and compensation controls

Rewards and compensation controls refers to a
system in which organization gives incentives to
individual and groups on the basis of their
performance that enhance the overall performance of
an organization. According to Flamholtz, Das [42],

rewards and compensation control is known as
incentive system and due to this system organization
increase the performance of individuals. Similarly,
rewards and compensation control purpose mainly on
motivate individuals and groups within the
organization to pay incentives and achieve
organizational objectives [43]. In MCS as a package
rewards and compensation controls uses as in
separate head because it is significant for the
enhancement of organization performance [38].

2.4 Organizational capabilities

Organizational capabilities mean the ability of
organizations to manage their both resources such as
intangible resources as well as intangible resources to
enhance organizational performance. According to
Grant [44], organizational capabilities refers to
organizational ability to organize or deploy their own
resources like tangible resources and intangible
resources to perform their activities in increasing
business performance. In this research, we measure
organizational capabilities by using three elements
like operational capabilities, strategic management
capabilities, and external stakeholder relation
capabilities [9] because textile industry in Pakistan
faces lots of issues regarding these capabilities. For
instance, issues regarding operational capabilities,
strategic management capabilities [15], and issues
regarding external stakeholder relation capabilities
that reduce organizational performance of this
industry.

3. HYPOTHESES DEVELOPMENT

Cybernetic control consists of four parts such as
budgets, financial measurement system, non-financial
measurement system, and hybrid measurement
system [38]. Some of the prior studies show that
there is significant and positive relationship between
budgets and organizational performance [45, 46].
Moreover, one of the studies show that there is
significant positive impact of balanced scored card on
organizational performance [47]. In addition, some of
the studies suggests that organizational performance
can be increased by using cybernetic control [48, 49].
The relationship between cybernetic control such as
(budgets, balanced scorecard) and organizational
capabilities show that there is significant and positive
influence on organizational capabilities such as
strategic management  capabilities, operational
capabilities, and external stakeholder relations
capabilities [9, 50]. Therefore, the following
hypotheses are proposed for empirical examination:

Hi:  Cybernetic control  positively influence
organizational performance
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H,:  Cybernetic control  positively influence
organizational capabilities

Rewards and compensation controls have some
mixed findings with organizational performance.
Some of the previous researchers examined the
association between rewards and compensation
controls and organizational performance. Findings
revealed that rewards and compensation controls
have significant influence on organizational
performance [51, 52]. Furthermore, one of the prior
studies examined the relationship between rewards
and compensation controls and shows that both
rewards as well as compensation controls center of
attention in motivating and increasing individuals as
well as groups within the organization in obtaining
desired objectives [43]. Despite of this, one of the
studies investigated the relationship between rewards
and compensations controls and performance of
employees and findings revealed that rewards and
compensation control have no influence on
performance of employees in the organizations. [53].
According to Simons [54], diagnostic controls use to
correct the deviations and rewards in the achievement
of specific objectives. Previous studies examined the
relationship between diagnostic control system with
organizational capabilities and findings revealed that
diagnostic control system has significant influence on
organizational capabilities [9, 20]. Despite this,
diagnostic control system has negative influence on
organizational capabilities [7].

Hs: Rewards and compensation control positively
influence organizational performance
H,: Rewards and compensation control positively
influence organizational capabilities

MCS deemed an important resource for an
organization that helps top management in easy
decision making, controls as well as in evaluation
process and MCS have significant impact on the
performance of an organization [55, 56]. According
to Barney [57], organizational capabilities plays a
vital role to strengthen or improve the association
between resources of organizations and their
performance. Moreover, organizational internal
strengths such as organizational capabilities
determines how an organization achieve competitive
advantage and competitive advantage ultimately
increase performance of an organization [57, 58]. In
this research, resource-based view (RBV) theory
enlightens the framework that consists on cybernetic
control, and rewards and compensation control,
organizational  capabilities, and organizational
performance. Previous researchers examined the

relationship between organizational capabilities and
performance of organization. Findings revealed that
organizational capabilities enhance the performance
of organizations [33, 59, 60]. Followings are the
proposed hypotheses:

Hs: Organizational capabilities positively influence
organizational performance

MCS playing a vital role for business organizations
[18] and have impact of organizational performance
[19]. In this research, two elements of MCS as a
package uses like cybernetic controls and rewards
and compensation controls [38]. Prior studies
examined the association between MCS and
organizational performance. Results elucidated that
MCS have positive and significant impact on
performance of an organization [61-63]. While, some
of the prior studies investigated the influence of MCS
on organizational performance and findings revealed
that MCS have significant but weaker influence on
organizational performance [19, 32] and there is need
to study this relationship further with the addition of
another variable that explains this relationship more.
Moreover, some of the prior researchers examined
this relationship and show mixed findings [7, 20].
Therefore, there is unconvincing association between
MCS and performance of an organization. In this
research, add another variable such as organizational
capabilities that mediates the relationship between
MCS and organizational performance. Following are
the proposed hypotheses:

He:  Organizational capabilities mediate the
relationship  between cybernetic controls and
organizational performance.

H;:  Organizational capabilities mediate the
relationship between rewards and compensation
control and organizational performance.

Organizational
Capabilities
Strategic —
Management Organizational
i Performance
Cybernetic Capability
Controls - -
N Financial
Rewards and Operational || Performance
compensation Capability
Controls _ Non_
External Financial
Stakeholder Performance
Relation 'y
Capability
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Theoretical framework
4, METHODOLOGY

In this research, four variables use that makes
conceptual framework. Every variable was measured
through some items that adapted from various
studies. Cybernetic controls consists eight (8) items
and adapted from [64], rewards and compensation
controls consists six (6) items and adapted from [64],
organizational capabilities fifteen (15) items that
adapted from [9], and organizational performane
eleven items that adapted from [65, 66]. Every item
of questionnaire was measured by using five-Likert
scale that have range from 1 to 5. 5 represents
strongly agree and 1 represents strongly disagree.

4.1 Data collection

In this study data was collected by using
structured questionnaire from top management in
textile industry Pakistan. 165 organizations selected
to collect data that were under All Pakistan Textile
Mills Association (APTMA). For this purpose data
collected were from top management who know very
well regarding cybernetic control, reward and
compensation controls, organizational capabilities,
and organizational performance because they well
educated and know everything in the organization.
Data were collected from top management through
questionnaire technique and one questionnaire filled
from one organization. 165 questionnaires distributed
among top management of textile organizations
under APTMA and 124 questionnaires used for
analysis. Remaining 41 questionnaires exclude due to
too much missing values.

4.2 Demographics

In this section, questions related demographics
discussed. In Pakistan textile industry male have
dominant positions rather than female. In current
study, our 100% sample represents to males due to
male in top management. In our sample majority of
the respondents did master degree. In our sample,
experience of the respondents is within the range of 5
years to 15 years. In our sample, most of the
organizations have employees within the range of
351 to 1100. In our sample 165 organizations
selected from those organizations that were under
APTMA and average annual revenue were in the
range of Rs. 125 million to Rs. 650 million.

5. FINDINGS
5.1 Reliability Test

Reliability test used to determine that our data
that we are using in this study is reliable or not and

for this purpose Cronbach’s alpha technique used.
The value of cronbach’a alpha should be atleast 0.70
of all the variables that we are using in research then
our data will be reliable [67]. Below Table 1 show
value of Cronbach’s alpha.

Table 1: Reliability Results

Variable Items Cronbach’s
Alpha
Cybernetic Controls 08 0.830
Rewards and compensation 06 0.889
Controls
Organizational Capabilities 15 0.838
Organizational Performance 11 0.717

Above table shows that Cronbach’s values of all
constructs are higher than 0.70 that is the standard
value suggested by [67]. Therefore, our data fulfill
the reliability requirement and available for further
analysis.

5.2 Normality Test

The second test is normality conducted to see that
data is normal or not and for this purpose see two
things such as skewness and kurtosis [68]. The
standardized range for skewness is + 3.0 and for
kurtosis is £ 1.0 [68]. In current study, findings
elucidated that our data skewness and kurtosis value
within the range as mentioned above. Hence, data is
normal and available for further analysis.

5.3 Confirmatory factor analysis (CFA)

To perform CFA this research evaluates the
convergent validity to estimate our measurement
model. Three things considers to calculate or find out
the convergent validity of constructs that are as
follows; factor loadings, average variance of extract
(AVE), and the last one is composite reliability (CR)
[69]. The value of factor loadings of items should be
equal to or greater than 0.50. Factor loading of
cybernetic control system are within the range of
0.610 to 0.861. Moreover, rewards and compensation
controls minimum item loading is 0.784 and
maximum factor loading is 0.898. Furthermore,
factor loading the range of organizational capabilities
are within 0559 to 0.901. Additionally,
organizational performance factor loading least value
is 0.585 and maximum value is 0.840. Hence, the
criteria of factor loading fulfill because all the values
are greater than 0.50. AVE of cybernetic controls,
rewards and compensation controls, organizational
capabilities, and the organizational performance are
0.538, 0.718, 0.514, and 0.554 respectively. Hence,
the wvalues of cybernetic controls, rewards and
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compensation controls, organizational capabilities,
and the organizational performance are meet the
criteria that value of AVE must be equal or greater
than 0.50. CR values of cybernetic controls, rewards
and  compensation  controls, organizational
capabilities, and the organizational performance are
Table 2

0.902, 0.938, 0.967, and 0.945 respectively. Hence,
CR values of cybernetic controls, rewards and
compensation controls, organizational capabilities,
and the organizational performance are higher than
0.80.

Items Factor AVE CR Items Factor AVE CR
Loading Loading
Rewards and 0.718 0.938 Cybernetic controls 0.538 0.902
compensation controls
RCC1 .784 CBC1 714
RCC2 .854 CBC2 710
RCC3 .875 CBC3 .861
RCC4 .846 CBC4 .676
RCC5 .898 CBC5 .610
RCC6 .822 CBC6 .641
CBC7 .825
CBC8 .795
Organizational 0.514 0.967 Organizational 0.554 0.945
capabilities Performance
OC1 .802 OP1 762
0cC2 1901 OP2 769
0Cs3 778 OP3 .585
OC4 753 OP4 707
0C5 877 OP5 778
0C6 .870 OP6 .699
OC7 .621 OP7 37
0oC8 .793 OP8 122
0C9 .569 OP9 .838
0OC10 .655 OP10 .840
OC11 .653 OP11 .649
0OC12 .559
0OC13 .575
OC14 .822
0OC15 .626
capabilities, and organizational performance.
54 C lati Ivsi Findings elucidated that cybernetic controls
' orrelations analysis significantly ~ correlated  with  organizational

Table 3 shows both descriptive as well as
correlation analysis of cybernetic controls, rewards
and compensation controls, organizational

Table 3 Descriptive & correlations analysis

performance (r=0.839, p<.05).

Variables Mean S.D CBC RCC oC OP
CBC 4.429 0.42 1
RCC 4.105 0.45 129 1
oC 4.428 0.40 425%* .569** 1
OP 4.369 0.35 .839** .0.051 .265** 1

Note: **p<.01; S.D=standard deviation; CBC=cybernetic controls; RCC=rewards and compensation controls;
OC=organizational capabilities; OP=organizational performance

5.5 The structural model and hypotheses testing

After establishing reliability and validity of the
instruments the next move is the testing of hypothesis
that we proposed upper. Two things are used in
SmartPLS 3.0 to test the hypotheses like Algorithm
and Bootstrapping. In current study, five direct and
two indirect hypotheses as mentioned in Table 4. In

current study, total seven hypotheses developed and
out of these hypotheses one direct hypotheses
insignificant and remaining six  hypotheses
significant. Cybernetic controls has significant and
positive influence on organizational performance
(B=0.190, t=2.02, p<0.05) and supported H;. Rewards
and compensation controls have significant but
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negative influence on organizational performance
(B=-0.209, t=-2.38, p>0.05) and H; not supported.
Cybernetic controls have significant and positive
influence on organizational capabilities ($=0.142,
t=2.89, p<0.05) and our hypotheses H, accepted.
Rewards and compensation controls have significant
and positive influence on organizational capabilities
(B=0.403, t=4.94, p<0.05) and our H, hypotheses
accepted. Organizational capabilities have significant
and positive influence on organizational performance
(B=0.243, t=3.21, p<0.05) and our hypotheses Hs
supported. Based on the results related to mediating
associations, the results revealed that organizational
capabilities positively mediates the association

Table 4 Structure equation modeling

between independent variable (cybernetic control)
and dependent variable (organizational performance)
(B=0.134, t=3.12, p<0.05) and our hypotheses Hg
accepted. Moreover, organizational capabilities
mediates the relationship between rewards and
compensation and organizational performance
(B=0.119, t=3.04, p<0.05) and our hypotheses H;
supported. To determine the mediation to use this
approach like using bootstrapped and confidence
interval some previous researchers give argument
that this technique is superior than Baron and Kenny
[70] traditional approach [71, 72].

Indication of relationship of Standardized estimate SE CR P-value results
constructs

CBC --> OP 0.190 0.094 2.02 0.046 Sig
CBC-->0C 0.142 0.078 2.89 0.002 Sig

RCC --> OP -0.209 0.088  -2.38 0.019 Not Sig
RCC -->0C 0.403 0.082 4.94 0.000 Sig
oC --> OP 0.243 0.076 3.21 0.001 Sig
CBC -->0C-->0P 0.134 0.072 3.12 0.000 Sig
RCC -->0C-->0OP 0.119 0.078 3.04 0.000 Sig

6. DISCUSSION AND CONCLUSION

The objective of this research was to examine the
influence of cybernetic control, and rewards and
compensation control on organizational performance
with  the mediating variable organizational
capabilities. Results elucidated that cybernetic
control have positive and significant impact on
organizational performance and our hypotheses Hj.
The results is same with the results of [73].
Moreover, findings elucidated that rewards and
compensation control have significant but negative
influence on organizational performance and our
hypotheses Hsz not accepted. The findings are same
with the work of [53]. While, findings are not
consistent with the findings of [73]. Furthermore,
rewards and compensation controls have significant
and positive impact on organizational performance
and our hypotheses H, accepted. The results are same
with the work of [9, 20]. Meanwhile, there is positive
and significant impact of organizational capabilities
on organizational performance and our hypotheses Hs
accepted. The results and same with the results of
[33, 60]. Organizational capabilities positively
mediate the association between cybernetic controls
and organizational performance and our hypotheses
Hg accepted. Furthermore, organizational capabilities
positively mediate the association between rewards

and compensation controls and organizational
performance and our hypotheses H; supported. In this
study, we are using RBV theory to explain the
relationship between cybernetic controls, rewards and
compensation controls, organizational capabilities,
and organizational performance. Current study
contributes in the literature of cybernetic controls,
rewards and compensation controls, organizational
capabilities, and organizational performance. Current
study conducted in Pakistani textile industry because
this area has less attention in both manufacturing and
service sector.

7. LIMITATIONS AND RECOMMENDATIONS

In this study like other prior studies some
limitations that should be focused in the future
studies with respect of same variables as used in
current study. First, this study conducted in
developing country like Pakistan and in
manufacturing sector. Future research can be
conducted in other developing and developed
countries in manufacturing as well as service sector
because we cannot ignore service sector. Second, in
current research we use small sample and in future
this study can be conducted with increasing sample
size. Third, in this research we use only cybernetic
controls, rewards and compensation control in
determining the performance of an organization and
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in future there is need to add other variables
including these variables such as planning controls,
cultural control, and administrative controls in
examining organizational performance. Fourth, in
developed as well as developing countries there is
need to study MCS as a package as well as MCS
levers of control to examine organizational
performance. In future examine the influence of MCS
as a package on organizational performance by using
resource orchestration theory. Future studies can use
MCS as a package as independent variable;
organization culture and organizational capabilities as
moderating/mediating variable with organizational
performance in developing and developed countries.
Future studies can use MCS as a package with
organizational performance by using RBV theory.
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