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Abstract. The effect of finance business partnering (FBP) implementation on the firm performance 
remains largely unexplored. The main aims of this study are to investigate whether there is a signifi-
cant effect between FBP and firm performance and to identify the mediating effect of non-financial 
performance between FBP and firm performance. A questionnaire-based survey was conducted 
among 117 Chinese manufacturing firms in the year 2018, and research hypotheses were tested by 
partial least squares structural equation modelling (PLS-SEM). The findings showed that 1) FBP 
does not exert a significant and direct effect on the firms’ financial performance, 2) when non-fi-
nancial measures (employees performance, internal process performance, and market performance) 
are used as mediating variables, the effect of all the three mediating variables on the relationship 
between FBP and non-financial variables are positive and significant. However, when the relation-
ship between non-financial measures and firm’s performance is considered, the mediating effect of 
the non- financial variables is positive and significant only for the market performance. This study 
provides, for the first time, empirical evidence that non-financial performance, such as employee 
skills, internal processes, and market performance, can be enhanced by considering FBP. It also 
provides practical implications suggesting that manufacturing firms should motivate finance staff 
to be involved in various decision-making processes.

Keywords: finance business partnering, manufacturing firms, financial performance, non-finan-
cial performance, survey, China. 
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Introduction

Manufacturing firms play a key role in the development of every economy, including China’s 
economy. In May 2015, the State Council of China promulgated the blueprint for “The Imple-
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mentation of China Manufacturing 2025”, which also marked the beginning of the transition 
from the traditional manufacturing industry to a more advanced industrial economy, which 
is called industrial 4.0. Currently, manufacturing firms in China are operating in a rapidly 
changing and competitive environment, and they need to obtain accurate information for 
business decision making and to continuously improve their performance and sustain their 
competitive advantages. Under these circumstances, finance departments must shift their 
roles from data recording to assisting in decision-making processes (CGMA, 2015). Com-
panies must also consider finance to be a business partner rather than a policeman (Zoni & 
Merchant, 2007), an approach known as “finance business partnering” (FBP). In 2015, The 
Chartered Global Management Accountant (CGMA) stressed that FBP can play an active 
role in enhancing the quality of decisions and ensuring the long-term success of business. 
Many Chinese scholars also consider FBP to be among the influential factors affecting the 
foundation of successful improvements in business performance.

Despite the discussions regarding the important role of FBP on firms’ financial perfor-
mance, to date, existing studies have examined the effect of some factors on firms’ financial 
performance, such as corporate governance (Ciftci et al., 2019; Hussain et al., 2018; Achim 
et al., 2016) and corporate social responsibility (Hasan et al., 2018; Sun et al., 2019). How-
ever, no study has deeply tested the relationship between FBP and firms’ financial perfor-
mance empirically. In addition, the role of non-financial measures has not been explored in 
this context. Previous studies have investigated the influence of the controllers on the firms’ 
performance, and contradicting results have been presented. Some studies have shown that 
participation of the controllers in FBP results in the improvement of the firms’ performance 
(Zoni & Merchant, 2007). However, other studies have found that FBP leads to a decrease 
in firms’ performance due to the influence of “organizational slacks” (Indjejikian & Matejka, 
2006). These contradictory results fail to answer key questions: Does the implementation of 
FBP can lead to the improvement of firms’ performance? And what is the effect of the non-
financial factors in this regard? Understanding the relationship between firms’ performance 
and FBP, as well as the role of non-financial information in this context, is very important 
for management strategies and business development.

Therefore, the main objectives of this study are to investigate 1) the extent to which FBP 
has been implemented among Chinese manufacturing firms; 2) whether there is a significant 
relationship between the target financial performance of the firms and FBP in terms of sales 
volume, profit or reduction in cost; 3)whether the relationship between the degree of FBP 
implementation and target financial performance is mediated by non-financial performance; 
and 4) whether there is a significant relationship between FBP and the target non-financial 
performance of the firms in terms of product quality, customer satisfaction, and market 
share.

To achieve the stated research objectives, survey data were collected from chief financial 
officers (CFOs) and finance directors of 117 manufacturing firms in China. CFOs or fi-
nance directors are responsible for the design of management control systems, should possess 
clear knowledge of the operational systems of the firm, and might have power to influence 
decision-making. Data analysis was conducted by using partial least squares (PLS), which 
is a popular tool for business research (Hair et al., 2014). The results show that there is no 
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significant and direct relationship between FBP implementation and firms’ financial perfor-
mance and that non-financial performance criteria, with market performance as a mediating 
variable, significantly affect the relationship between FBP and firms’ financial performance.

This research makes four main contributions. First, raises awareness concerning FBP 
elements and the benefits of FBP among Chinese manufacturing firms. Second, it is the 
first study that attempts to determine the effects of certain important indicators of FBP on 
firms’ financial performance. Third, this study extends the theory of the existing literature 
in this area by asserting that the effect of the relationship between FBP and firms’ financial 
performance can be improved by considering the mediating effect of non-financial factors 
between FBP and firms’ financial performance. Fourth, it presents relevant empirical results 
and provides useful implications on the effect of FBP on firms’ financial performance.

The remainder of this study is structured as follows: the theoretical framework, relevant 
literature review and hypotheses are provided in Section 1; Section 2 describes the research 
method, including the design of the questionnaires, the measurement of the main research 
variables, and the theoretical research framework; Section 3 presents the results of testing 
the main hypotheses; Section 4 provides a discussion and conclusions. Last section presents 
the suggestions and limitations.  

1. Theoretical research framework and hypothesis development

The general theoretical basis of this study focuses on the “contingency theory”. This theory 
is widely used in management accounting and control system research. It contends that 
there is no universal managerial accounting system (MACS) that is appropriate for every 
organization. Rather, devising a MACS is based on the exogenous and endogenous variables 
pertaining to the organization, and each organization should establish an appropriate system 
in compliance with its peculiarities. The effectiveness of the MACS depends on whether its 
design can be matched with the surrounding environment, technological factors, company 
size, and company strategy (Fisher, 1995; Chenhall, 2003). Chenhall (2003), McAdam et al. 
(2019), Zhang et al. (2017) and others have shown that contingency theory is appropriate for 
establishing an effective MACS, and an effective MACS will have a positive impact on the 
firms’ performance. Hence, contingency theory is generally suitable for this study.

The specific theory underlying this study, however, is based on the concept of the “value 
relevance theory”. This theory, as it pertains to the purpose of this study and as described 
by CGMA (2015) and GMAP (2016), states that today, the environment of business firms is 
significantly different from that in prior periods. The current environment of the business 
firms can be characterized by the geo-political term VUCA: Volatile, Uncertain, Complex, 
and Ambiguous. As a result, attainment of the competitive advantages of firms and their 
business decisions are much more subtle than before. Consequently, the role of the finance 
department should be changed from its traditional scorekeeping function to FBP; that is, 
the efforts of the department of finances should be directed towards value creation – at-
taining profitability, efficiency, sustainable competitive advantages, and value creation for 
all stakeholders, and not just stockholders, and devising advanced performance evaluation 
systems. 
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Figure 1 shows the theoretical framework of this study. The elements and paths of the 
relationships among variables are explained based on the preceding theories and the current 
literature in this domain.
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Figure 1. Theoretical research framework

1.1. Effect of FBP on firm’s financial performance

Figure 1 shows that there is a direct path relationship (H1) between the extent of the involve-
ment of the FBP and attainment of the goals related to the firm’s financial performance. The 
description of the elements of this relationship is as follows:

To date, few studies have provided a formal definition of FBP. The Ministry of Finance of 
China defines FBP as cooperation between various departments of the firm and the finance 
department to make different decisions pertaining to planning, controlling, coordination and 
evaluation through the application of advanced technology to achieve real-time sharing of 
data flow, capital flow, information flow and other data sources1. FBP is also defined as the 
role that finance departments play in creating value by improving the quality of decisions 
regarding financing and cost control pricing (Flanagan & Grant, 2013). CGMA (2015, p. 20) 
defines FBP as “where accounting disciplines and business understanding are combined 
to provide analysis or insights to inform and influence decision making and performance 
management, preserving or improving value generation in the interests of a business’ stake-
holders”. To develop superior measures for the main research variables, the domain of the 
construct should be accurately specified. The important step in specifying the domain of the 
construct is to decide which definition should be included or excluded (Churchill, 1979). 

Existing studies have also argued that financial officers (management accountants) should 
be business oriented by being involved in the decision-making processes of the firm (Burns & 
Baldvinsdottir, 2005; Jarvenpaa, 2007). In addition, Graham et al. (2012) asserted that finance 
departments should provide support to decision-making by acting as internal consultants 
to other departments. CGMA (2015) also noted that FBP should provide assistance with 
decision making (1) at the group level, such as strategic determination; (2) at the business 
unit level, such as budgeting, merging and acquisition; and (3) in performance management, 

1 Source: “Basic guidelines for management accounting” issued by Ministry of Finance (2016).
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such as process management. GMAP (2016) summarized the major fields of management 
accounting functions as cost management, project management and so on. Hence, based 
on CGMA (2015) and GMAP (2016), the present study contends that the meaning of FBP 
should be participation of the finance department in the decision-making processes of a firm, 
including pricing, cost management, project management, budgeting, performance evalua-
tion, financing, merging and acquisition, strategic tax management, process management, 
strategic objective determining, as well as risk control decisions.

With respect to the financial performance of the firm, previous studies have defined firms’ 
performance from different perspectives such as profit margin (Zoni & Merchant, 2007) and 
process improvement (Hoozee & Ngo, 2017). However, their definitions of performance are 
not comprehensive and only cover one aspect of performance (financial or non-financial 
performance). In contrast, the present study posits that the performance measures of the firm 
should be comprehensive and encompass financial and non-financial as well as quantitative 
and qualitative measures. Consequently, following Mia and Clark (1999) and Zhang et al. 
(2017), firm performance in this study is defined as the degree to which a firm is successful 
in meeting its target performance, for instance, the accomplishment of goals related to cost, 
profit, sales volume, market share, customers and so on.

The discussion of the causal relationship between FBP and a firm’s financial performance 
is as follows:

The results of many existing studies have demonstrated that the financial performance 
of firms can be enhanced by the employment of MACS, including improved profits, sales 
growth, and total return on assets, as well as reduced costs. Kennedy and Affleck-Graves 
(2001) conducted a comparative study of 47 companies that employed the activity-based 
costing (ABC) system and 183 companies that did not use the ABC system. The sample 
firms were selected from the London Stock Exchange (LSE). The results showed that ABC 
users have better financial performance than ABC non-adaptors in terms of firm value. Their 
finding is supported by that of Cagwin and Bouwman (2002), who also found that financial 
performance is greatly influenced by ABC. An empirical study by Davis and Albright (2004) 
on firms in the United States also revealed that the banks that implemented a balanced 
scorecard technique achieved better financial performance than those that did not in terms 
of larger business volumes and higher income levels. 

Previous studies have also shown that financial staffs adopting a business-oriented role 
could lead to the successful implementation of the MACS (Emsley, 2005). Thus, the present 
study also expects that the application of FBP might lead to the successful implementation 
of the MACS. For example, under the involvement of the finance department in decision-
making, the firm can group the overhead costs into cost pools, identify key activities, select 
the cost drivers, and determine the method for allocating overhead costs more accurately; 
thus, ABC will be implemented more successfully. Additionally, with the finance department 
participating in operations, the accuracy of data supplied by the finance department can be 
substantially increased, which might facilitate the implementation of the MACS. Therefore, 
a higher level of perceived financial performance can be achieved.

However, a few previous studies also indicate that FBP will bring financial benefits to 
adaptors. For instance, the research of Zoni and Merchant (2007) on 17 large Italian firms 
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demonstrated that the participation of financial controllers in the decision-making process 
will result in improved financial performance in terms of sales volume, operating profit 
and cost control. Furthermore, Kuye and Sulaimon (2011) demonstrated that among 670 
Nigerian manufacturing firms, those that demonstrated involvement of employees in the 
decision-making process generated a higher performance in terms of profit and sales volume. 
Additionally, in a survey in Ireland, 28% of the respondents reported that they obtained 
substantial financial benefits by engaging in FBP (Flanagan & Grant, 2013).

The present study contends that due to the involvement of the finance department in the 
decision-making process, FBP implementation is expected to allow non-finance and finance 
departments to share data sources, providing the finance staff with a full picture of the operation 
of the firms; hence, comprehensive monitoring, timely detection and reconciliation of conflicts 
between finance and non-finance departments will be effectively undertaken. Therefore, the data 
supplied by the financial accounting system will more accurately reflect the actual operations of 
the firm, top management will obtain more precise information for effective decision-making, 
and the quality of decisions will be enhanced. Furthermore, the role of the finance department 
would be changed from “recording business transactions or past events” to “advising business 
or providing internal consultation” and from traditional financial accounting to value creation. 
Additionally, the main task of the finance department would change from “supplying historical 
data” to “supporting business decisions”. Therefore, operational risk will be minimized, processes 
will be optimized, and financial performance will also be improved.

In addition, FBP might eradicate the conflicts between finance and non-finance depart-
ments. There are always conflicts in the day-to-day operation of a firm because different 
departments of a firm are guided by different objectives. For cost control, business depart-
ments, such as sales departments, attempt to improve revenue without taking cost savings 
into consideration, while for cost savings, finance departments might implement tight con-
trol over the activities of staff from other departments, which may lead to conflicts between 
sales and finance departments. This conflict posits a negative impact on the productivity and 
effectiveness of the firm. Implementation of FBP, however, will encourage the finance and 
business departments to work together to achieve the same goals, and employee awareness of 
cost savings will be greatly enhanced. In effect, the operating costs of the firm will be greatly 
reduced, thereby increasing the operating profits and financial operations of the firm.

Furthermore, sales departments maintain different interests from those of finance depart-
ments. For instance, the sales department might consider capturing market share by lowering 
the selling price of a product; however, the finance department might believe that the selling 
price should exceed costs. This conflict might cause goal incongruences. By cooperating with 
non-finance departments, the finance department would understand that more customers 
will be attracted by lower prices, and a higher market share will be obtained. Therefore, long-
term financial advantages will be achieved.

Hence, this study predicts that FBP implementation will have a positive and significant 
effect on the financial performance of firms. Consequently, the first hypothesis to be tested 
is as follows:

H1: A higher extent of FBP implementation results in a higher level of accomplishment of 
the goals related to the firm’s financial performance.
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1.2. Mediating effect of non-financial performance measures 

Existing studies on management accounting have commonly applied employees’ performance 
(Kallunki et al., 2011; Lopez-Valeiras et al., 2018), internal process performance (Ittner, 2002; 
Kallunki et al., 2011; Duréndez et al., 2016) as well as market performance (Kallunki et al., 
2011) as the important features for non-financial performance. Hence, Figure1 also shows the 
indirect relationship between the extent of the FBP implementation and the financial perfor-
mance of the firm by considering three important non-financial types of performance of the 
firms (employee’s performance, internal process performance, and market performance) as 
mediating variables. The reason for considering non-financial performance as a mediating 
variable is as follows:

Some scholars have claimed that the effect of MACS, such as ABC, BSC and benchmark-
ing, on the financial performance of firms is indirect rather than direct, and certain non-
financial indicators, such as internal processes, customer satisfaction, and market share, can 
play a mediating role in the relationship between MACS and financial performance of the 
firm (Chenhall & Langfield-Smith, 1998; Ittner, 2002). The same argument can be extended 
to the involvement of the FBP in various decisions.

A major objective of this study is to extend the theory of current literature in the do-
main of FBP. Hence, by relying on the current literature and the following arguments, this 
study contends for the first time that non-financial performance information of the firm 
will mediate the relationship between FBP and financial performance of the firm. That is, 
in addition to the direct relationships and effect between the extent of the FBP implementa-
tion and financial performance of the firm, there is also an indirect relationship and effect 
between them via the non-financial variables. In the latter case, according to the literature 
on mediation (Baron & Kenny, 1968; Namazi & Namazi, 2016), a chain of causal relationship 
exists which start from FBP to the non-financial items and then from non-financial items to 
the firms’ performance. Hence, non-financial performance is characterized as a mediating 
variable and can provide an explanation for the relationship between FBP and firm financial 
performance. Consequently, the following main mediating hypotheses (Hm) are provided:

 – Hma: The effect of FBP on the financial performance of the firm is mediated by the 
accomplishment of the goals related to employees’ performance.

 – Hmb: The effect of FBP on the financial performance of the firm is mediated by the 
accomplishment of the goals related to internal processes performance.

 – Hmc: The effect of FBP on the financial performance of the firm is mediated by the 
accomplishment of the goals related to market performance.

The preceding hypotheses, however, should be detailed to reflect the nature of the non-
financial measures in this context more unambiguously. As Figure 1 shows, a first link in the 
chain of causal relationships is from FBP to non-financial measures and the second link is 
from non-financial measures to financial performance of the firm. These relations and their 
respective hypotheses are provided as follows:

1.3. The effect of FBP on non-financial performance

In Figure 1, paths H2a, H2b, and H2c reveal the relationship between FBP and non-financial 
measures. To date, no studies have directly examined the association and effect of FBP on the 
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non-financial performance of the manufacturing firms. However, past studies have revealed 
that enhanced non-financial performance, such as improved product or service quality, and 
market performance including increased customer satisfaction, market share, and delivery 
speed are affected by the introduction of MACS. For instance, Kallunki et al. (2011) found 
that the use of MACS can lead to the enhancement in non-financial performance, such as 
market share, employee satisfaction and internal process. Duréndez et al. (2016) conducted 
a survey of more than 900 small and medium enterprises (SMEs) in Spain and found that 
the use of MACS significantly improved non-financial performance in areas such as quality, 
customer satisfaction, and productivity of the sampled firms and that the enterprises that 
applied MACS had better performance in terms of the market share and productivity than 
the firms that did not use MACS. 

A study of 170 Belgian firms by Hoozee and Ngo (2017) showed that the involvement 
of managers in the design of the cost system could contribute to process improvements, 
thereby improving the quality of products and reducing costs. A similar principle can be 
extended to the relationship between FBP implementation and the accomplishment of goals 
related to internal process performance. Hence, this study expects FBP to supply high-quality 
information (external and internal) and timely data, which will assist in the successful imple-
mentation of MACS. Consequently, the implementation of FBP is expected to generate a 
considerable association with and effect on the non-financial performance of firms (including 
employee’s performance, internal process, and market share of the firm). 

This study also assumes that the implementation of FBP indicates that finance staff 
and non-finance staff cooperate with each other to participate in various decision-making 
processes, such as investment decisions and financing decisions. Participation will create an 
elevated sense of ownership, employee enthusiasm will be increased, and employee skills, 
such as analytical skills and critical thinking skills, can also be further enhanced. These 
outcomes can ultimately affect non-financial measures. Furthermore, FBP implementation 
can resolve the confrontation between finance and non-finance departments, and goal 
congruence can be achieved. Eventually, the power of employees to implement decisions 
will also be significantly enhanced and the value of the non-financial aspects of the firm 
will be increased.

Past studies have also stressed that taking part in the decision-making procedures greatly 
enhances employees’ feelings of competence (Hoozee & Bruggeman, 2010; Hoozee & Ngo, 
2017). Hence, the current study considers that the FBP will motivate employees to participate 
in decision-making; therefore, the skills, overall satisfaction, and implementation power of 
employees will be enhanced, which will improve the non- financial performance of the firm. 
Thus, the following hypotheses are formulated: 

 – H2a: Greater FBP implementation leads to accomplishment of goals related to im-
proved performance of the employees.

 – H2b: Greater FBP implementation leads to accomplishment of goals related to im-
proved performance of the firm’s internal processes.

 – H2c: Greater FBP implementation leads to accomplishment of goals related to im-
proved market performance of the firm.
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1.4. Effect of non-financial performance on financial performance

Figure 1 also shows the relationship between the non-financial measures and financial per-
formance of the firm via paths H3a, H3b and H3c.The existing literature supports this rela-
tion. For instance, studies on the balanced scorecard (BSC) technique (for example, Kaplan 
& Norton, 1996; Iyibildiren & Karasioglu, 2018) have unambiguously revealed that non-
financial performance such as customer satisfaction, internal process improvement, and 
employees’ growth of their skills and education, will affect the firm’s financial performance. 

Davila and Venkatachalam (2004) demonstrated that in the airline industry, non-financial 
measures provide incremental information about the firm’s financial performance, and there 
is a significant relationship between the non-financial performance (the rate of the passenger 
loading) and CEO compensation plans after controlling for the firm’s financial performance 
measures (return on assets and stock returns). Lau and Oger (2011), based on a survey of 
60 French managers, concluded that non-financial performance measures could have one or 
two effects on the employees: 1) they could improve employees’ perceptions regarding pro-
cedural fairness and/or 2) they could enhance employees’ perceptions of procedural fairness. 
Hence, non-financial measures are positively related to employees’ job satisfaction. These 
effects are indirect, occurring via the improvement of procedural fairness rather than by 
decreasing the role of the ambiguity function. Employees’ job satisfaction will ultimately 
lead to the improvement of the financial affairs of the firm. Yuliansyah and Ahmad Razimi 
(2015) investigated the role of the non-financial factors on the performance of a firm listed 
on the Indonesia Stock Exchange and studied the significance of innovation as a mediating 
variable in this context. Their major finding is that non-financial measures significantly affect 
the firm’s performance, which is fully mediated by innovation. Kamilah and Zabri (2016), 
based on an examination of 118 questionnaires relating to Malaysian manufacturing com-
panies, found that non-financial measures have a considerable effect on the firm’s internal 
processes efficiency as well as product development, growth, corporate social responsibility, 
and firm performance. Recently, Mjongwana and Kamala (2018) investigated the effects of 
non-financial measures on the performance of hotels in South Africa. They reported that the 
non-financial measures had mainly positive effects on improving the profitability, productiv-
ity and effectiveness of the business as well as enhancing the decision-making process. In 
addition, customer-oriented measures were perceived to be the most effective non-financial 
factor.

Based on the previous studies and arguments, this study considers that a causal relation-
ship exists between firms’ non-financial and financial performance in that improvement of 
the performance of the employees will have a positive and significant effect on the financial 
performance of the firm. The reasoning rests on the argument that employees’ incentives can 
motivate them to participate in the decision-making process, share their knowledge, skills, 
and make value-creating decisions. Therefore, the skills, overall satisfaction, and implemen-
tation power of employees will be enhanced. These factors, in effect, will improve the firms’ 
financial performance.

In addition, the improvement of the internal processes will result in increasing efficiency 
and productivity of the firm. As a result, among other benefits, manufacturing costs will be 
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reduced, manufacturing cycle time will be further shortened, and customer satisfaction will 
be increased. Once the customers are satisfied, the market share and sales volume will be 
further increased. Finally, the firm might be more profitable. Hence, this study formulated 
the following hypothesis.

 – H3a. Accomplishment of the goals related to performance of the employees will im-
prove the financial performance of the firm.

 – H3b. Accomplishment of the goals related to performance of the firm’s internal pro-
cesses will improve the financial performance of the firm.

 – H3c. Accomplishment of the goals related to the market performance of the firm will 
improve the financial performance of the firm.

2. Research design and methodology

2.1. Questionnaire design and research sample

Numerous previous studies have examined the relationship between firm performance and 
MACS in a variety of sectors, such the banking sector (Davis & Albright, 2004) and manu-
facturing sector (Ittner, 2002). The design of MACS also varies among industries. This paper 
focuses on the manufacturing sector of China for two reasons: the importance of manufac-
turing firms for China’s economy and China’s strategic goals as laid out in “China manufac-
turing 2025” and the presence of different management styles in different types of companies. 
Thus, FBP is also implemented in various forms. Studies by Ittner and Larcker (1997) and 
Messner (2016) showed that the relationship between the application of MACS and perfor-
mance could be greatly influenced by the industry in which a firm operates. Additionally, 
the present study conducts surveys of only large manufacturing firms. Several studies have 
shown that large firms are more likely to adopt management accounting and control systems 
(Bjornenak, 1997; Innes et al., 2000; Chenhall, 2003); thus, this study considers that FBP is 
likely to be applied among large manufacturing firms. In China, one common criterion to 
determine the size of a firm is the number of employees. According to the SME promotion 
law issued by the Ministry of Industry and Information Technology of P. R. China in 2017, 
SMEs are firms with fewer than 2000 employees; hence, the present research adopted a cut-
off of 2000 staff members to differentiate large firms from SMEs, and companies with fewer 
than 2000 employees were excluded from this study. 

Research data were collected via survey questionnaires. Questionnaire-based surveys are 
regarded as the most suitable method for the current study, as they enable the collection of 
a large volume of data at a low cost (Shields, 1995; Gosselin, 1997). Additionally, question-
naire-based surveys can measure abstract issues that many databases cannot reflect (such as 
decision-making and control behaviour), making empirical studies more operative. In addi-
tion, this study expects a questionnaire-based survey method to be able to determine whether 
the theory guiding firm practice is appropriate and that the conclusions of field research and 
empirical research can be further examined by a questionnaire-based survey.

The first draft of the questionnaire was designed by the research group based on the lit-
erature on management accounting and organizational behaviour. To increase the validity of 
this research, the face validity approach was followed; hence, we invited two experts from the 
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academic field to comment on the questionnaire and amended the survey according to the 
comments of the experts After the first amendment, this study conducted a pilot test before 
the final version of the questionnaire was sent to the target respondents. In the pilot test, 
CFOs from three different publicly listed companies were asked to respond to the question-
naire and make comments on its contents, particularly regarding the measurement of the 
main research variables. After the pilot test, final modifications of the questionnaire were 
made based on the comments and feedback of the three participants. Therefore, the quality 
of the questionnaire was enhanced.

The target questionnaire respondents were managing directors, chief finance officers, fi-
nance managers, and accounting supervisors, who maintain a clearer understanding and 
knowledge of the organizational structure of their firms and of the implementation of man-
agement accounting tools/control systems and the operation of their enterprise, which assist 
them in understanding the degree of the business and finance integration in their respective 
companies.

This study also used an online questionnaire. The questionnaires were distributed through 
a website called “China Accounting Vision”, which is sponsored by the Shanghai National Ac-
counting Institute (SNAI). The questionnaires were also sent to qualified students attending 
training courses such as “accounting talent leading class”, “provincial and municipal excellent 
accounting talent training course”, “General Accountant Training”, EMBA, and EMPACC at 
the SNAI. All students were suitable for the current research.

2.2. Measurement of research variables

To minimize response errors, the measurements of the questionnaire were modified from 
previous empirical studies. The questionnaire employed a close-ended response approach, 
where the respondents were requested to rate a specific statement on a 5-point Likert scale.

Since no previous empirical studies have developed measures for FBP, this study attempt-
ed to develop indicators for the FBP based on the main practices in the field of management 
accounting: controlling, planning, coordination, evaluation and prescription of the CGMA 
(2015) and GMAP (2016). The respondents were asked to rate statements using the following 
scale: “1 = Do not participate in the decision and do not understand it”, “2 = Do not partici-
pate in the decision but understand it”, “3 = Neutral”, “4 = Participate in the decision-making 
but have no voice in the final decision”, “5 = Participate in the decision-making and have 
a strong voice in the final decision”. The respondents were asked to rate the preceding five 
statements regarding whether the finance staff participates in decisions regarding “Determin-
ing the strategic goal”, “Project management”, “Pricing”, “Process management”, “Risk con-
trol”, “Performance evaluation”, “Financing”, “Merging and acquisition”, “Cost management 
and transformation”, “Strategic tax management”, and “Budgeting”. Higher values represent 
a higher degree of participation of the finance staff in the decision-making process in the 
investigated companies.

For the firm performance variables (including financial and non-financial performance), 
the measures were adapted from Mia and Clarke (1999) and Kallunki et  al. (2011). The 
purpose of these measures is to examine whether the respondents achieve their target per-
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formance. The respondents were asked to answer on a 5-point scale ranging from “1 = Not 
at all” to “5 = To a great extent” regarding the accomplishment of goals related to financial 
performance (AGFP) and non-financial performance, including the accomplishment of goals 
related to employees’ performance (AGEM), internal process performance (AGIPP), and 
market performance (AGMP). A higher value indicates a higher degree of achievement of 
planned performance.

2.3. Research methodology

This study is the first to examine the effect of FBP implementation (EFBPI) on firms’ com-
prehensive performance, including financial and non-financial performance together, and the 
mediating role of non-financial performance on the relationship between FBP and financial 
performance. This study consists of one exogenous construct EFBPI and four endogenous 
constructs (accomplishment of goals related to employee performance (AGEP), internal 
business and market performance (AGBMP), and financial performance (FP)). All these 
constructs were measured based on observed variables.

Partial least squares structural equation modelling (PLS-SEM) was used in this study 
because it is widely used by researchers in accounting and other fields to examine the causal 
association and effect between unobservable variables (Mourad & Valette-Florence, 2016). 
PLS-SEM has also been adopted in many research areas, such as management information 
systems, accounting, and operating management (Hair et al., 2014), for many reasons. First, 
it is suitable for studies with small sample sizes, multiple dependent variables and a large set 
of independent variables (Hair et al., 2014). Second, it is appropriate when a study is at the 
initial stage of theoretical development (Ribau et al., 2017). Third, PLS-SEM allows research-
ers to examine the measurement model concurrently with the structural model and permits 
scholars to employ more complicated research models with both mediating associations (Lee 
et al., 2011). In this paper, we used SMART-PLS 2.0 software. 

This research undertakes the bootstrapping of PLS-SEM method to examine the signifi-
cance of relationships and the adopted path coefficient suggested by Hair et al. (2006) to 
examine the mediating effect of non-financial performance on the relationship between FBP 
and financial performance.

3. Results 

3.1. Profile of respondents

The instructions for the questionnaires clearly stated that the questionnaire should be com-
pleted by managing directors, chief financial officers, financial managers, or accounting su-
pervisors; otherwise, the questionnaires would be excluded from data analysis. A total of 
1,000 questionnaires were distributed to target respondents in 2018, and the collection of 
questionnaires lasted for almost 3 months; 125 questionnaires were successfully collected. 
However, 8 questionnaires were removed due to incompleteness or because they were com-
pleted by unsuitable people or by representatives of SMEs. Finally, a total of 117 valid ques-
tionnaires were included in the data analysis, demonstrating a response rate of 11.7%. 



Journal of Business Economics and Management, 2020, 21(2): 473–496 485

CFOs accounted for 41.9% of the total respondents, followed by financial managers 
(29.1%), accounting supervisors (23.9%), and chairmen or presidents (3.4%), with manag-
ing directors accounting for the smallest number of the total respondents (1.7%). In addition, 
78.9% of the total respondents worked in their firms for more than 5 years.

The positions, work experience, and years of work of the respondents indicate that they 
have a deep understanding of the MACS design, daily operations and main activities of their 
enterprises; thus, they could clearly understand the questions in the research questionnaires. 
Hence, it could be ensured that the quality of the questionnaires for this study is reliable.

As for the distribution of the research samples, the percentages of firms located in north-
ern, north-eastern, central, southern, and north-western China were 17 (14.5%), 2 (1.7%), 64 
(54.7%), 4 (3.4%), 2 (1.7%), 3 (2.6%), and 11 (9.4%), respectively. Hence, it can be concluded 
that the sample firms cover almost all regions of China. 

3.2. Scales of the variables

Table 1 shows the loading information regarding the variables of the study. Smart-PLS was 
adopted to calculate the cross loadings of the scales for the main research variables. 

Table 1. Scale of variables and loadings (N = 117)

Variables Scales Cross loadings Adapted from

The extent of FBP 
implementation 
(EFBPI)

Process management 0.804

CGMA (2015), 
GMAP (2016)

Strategic objective determining 0.793
Pricing decision 0.794
Project management 0.809
Performance evaluation 0.642

Accomplishment 
of goals relating 
to financial 
performance (AGFP)

Accomplishment of goals 
related to cost control 0.813

Mia and Clarke 
(1999),
Kallunki et al. (2011)

Accomplishment of goals 
related to sales volume 0.853

Accomplishment of goals 
related to profit 0.865

Accomplishment 
of goals relating to 
market performance 
(AGMP)

Accomplishment of goals 
related to customer satisfaction 0.835

Accomplishment of goals 
related to market share 0.907

Accomplishment of goals 
related to new clients 0.840

Accomplishment 
of goals relating 
to internal process 
performance 
(AGIPP)

Accomplishment of goals 
related to service or product 0.851

Accomplishment of goals 
related to the speed of delivery 0.845

Accomplishment of goals 
related to the launch of new 
products or service

0.821
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Variables Scales Cross loadings Adapted from

Accomplishment 
of goals relating 
to employee 
performance(AGEP)

Accomplishment of goals 
related to employee satisfaction 0.901

Accomplishment of goals 
related to the improvement of 
implementation capacity 

0.839

Accomplishment of goals 
related to the enhancement of 
skills

0.900

Cross loading can be used for the assessment of convergent validity, and its value should 
be greater than 0.6 (Hair et al., 2014). Therefore, the indicators with cross loading less than 
0.6 were excluded from analysis. As a result, for the variable EFBPI, only five indicators, 
namely, “process management decision”, “strategic objective determination”, “pricing deci-
sion”, “project management decision”, and “performance evaluation decision”, were included 
in the data analysis. 

3.3. Descriptive analysis

Table 2 presents the descriptive statistics of the main research variables, which reflects the 
EFBPI and the accomplishment of the target performance of the surveyed companies.

Table 2. Descriptive statistics of research variables (N = 117)

Variables Mean S. D Max Min

EFBPI 3.576 0.944 5 1
AGFP 3.348 0.923 5 1
AGEP 3.031 0.706 5 1
AGIPP 2.909 0.920 5 1
AGMP 3.066 0.842 5 1

The mean value for the extent of FBP implementation (EFBPI) is 3.576. Also, the mean 
score for process management, strategic management determining, pricing decision, project 
management, performance evaluation are 3.453, 3.642, 3.367, 3.851, and 3.772 respectively. It 
indicates that the value selected by the respondents is higher than the average. It also suggests 
that the finance department not only possesses a certain understanding of business activities 
but also maintains a certain degree of participation in the decision-making process. However, 
the finance departments still have no authority to determine the final decision; therefore, the 
participation of the finance department among the sampled firms can be considered only 
as moderate.

With respect to firm performance, only the mean score for accomplishment of the goals 
related to financial performance (AGFP) was higher than average (3.348). Accomplishment 
of goals related to employee performance (AGEP), accomplishment of goals related to market 

End of Table 1
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performance (AGMP) and accomplishment of goals related to internal processes perfor-
mance (AGIPP) were 3.031, 3.066 and 2.909 respectively, which means that the achievement 
of goals related to financial and non-financial performance were above the average (except 
AGIPP, which was slightly below average).

3.4. Measurement of the research model

In this study, the measurement model was assessed in terms of reliability, convergent validity, 
and discriminant validity. Table 3 presents the values of AVE, composite reliability, Cron-
bach’s alpha, and communality of all the reflective constructs. 

Table 3. Reliability and validity (N = 117)

Research 
variables AVE Composite 

Reliability R Square Cronbach’s a Commu-
nality

Square root 
of AVE

EFBPI 0.595 0.879 0.833 0.595 0.771
AGFP 0.712 0.881 0.425 0.798 0.712 0.844
AGEP 0.775 0.911 0.071 0.856 0.775 0.880
AGMP 0.640 0.826 0.164 0.826 0.742 0.861
AGIPP 0.705 0.791 0.141 0.791 0.705 0.839

As Table 3 shows, the value of Cronbach’s alphas for the main research variables ranges 
from 0.791 to 0.856, with all exceeding the minimum level (0.70) suggested by Nunnally 
(1978), indicating that the scales can be considered satisfactory in this research.

The validity of the questionnaire was assessed in terms of convergent validity and dis-
criminant validity, as recommended by Hair et al. (2014). The criteria for acceptable con-
vergent validity are across loading greater than 0.6 (Hair et al., 2006), a composite reliability 
greater than 0.6 (Hair et al., 2014), a communality score greater than 0.5 (Hair et al., 2013), 
and an average value extracted (AVE) greater than 0.5 (Fornell & Laker, 1981). As shown in 
Tables 1 and 3, the values of the cross loadings, composite reliability, communality, and AVE 
range from 0.642 to 0.907, 0.791 to 0.911, 0.595 to 0.775 and 0.595 to 0.775, respectively; 
hence, the convergent validity for this study can be ensured.

The discriminant validity of the questionnaire was assessed according to Fornell and 
Larcker (1981). They suggest that the discriminant validity can be evaluated by comparing 
the value of the square root of the AVE and the coefficients between the main variables. The 
statistics in Tables 3 and 4 show that the values of the square root of the AVE are greater than 
the correlation coefficients of each variable; in addition, the score of correlation coefficient 
among each variable is lower than the value of their corresponding Cronbach’s alpha, which 
suggests an acceptable level of discriminant validity of the research.

Table 4 presents the correlation between the main research variables. Table 4 shows that 
the correlation between each pair of variables is positive and significant, indicating that the 
extent of FBP implementation (EFBPI) is positively associated with the accomplishment of 
goals related to financial performance (AGFP), employee’s performance (AGEP), market 
performance (AGMP), and internal process performance (AGIPP). It also shows that the 
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target non-financial performance also correlates with target financial performance. Thus, 
preliminary support for all the research hypotheses in this study is provided. Additionally, 
the value of the correlation coefficient among the research variables below the score of 0.9 
(Pallant, 2001) and the value of variance inflation factor (VIF) between the independent 
variables are all less than the critical value of 10 (Hair et al., 2014), suggesting that there is 
no multi-collinearity problem in this study.

Table 4. Correlation from PLS model (N = 117)

Variables EFBPI AGFP AGMP AGIPP AGEP VIF 

EFBPI 1 1.271
AGFP 0.324** 1 N/A
AGMP 0.405** 0.644** 1 2.436
AGIPP 0.375** 0.475** 0.769** 1 2.562
AGEP 0.266** 0.333** 0.433** 0.480** 1 1.511

Notes: ** significant at 0.05 level (two tailed).

3.4. The results of hypothesis testing

In this study, bootstrapping was applied to examine the research hypotheses, which is an ef-
fective method for identifying the mediation effect of the variables employee’s performance 
(AGEP), market performance (AGMP) and internal process performance (AGIPP) (Ribau 
et  al., 2017; Hair et  al., 2014). The final results of the hypothesis testing are reported in 
Table 5 and Figure 2. Table 5 summarizes the path coefficients between each research vari-
able and the degree of their significance. The path coefficient is a reflection of the direction 
and strength of two variables, and for two variables, a significant relationship can be assessed 
by their respective T value. The results show that the T value exceeds 1.96, indicates that a 
significant relationship exists among variables of the study (Hair et al., 2014).

The relationship between the EFBPI and accomplishment of goals relating to the financial 
performance (AGFP) is positive but not significant (β = 0.075; T = 0.893); thus, Hypothesis 
1 is not validated by the results. 

Table 5. Results from PLS analysis (N = 117)

Path Coefficients T-value Path coefficients T-value 

EFBPI->AGFP 0.075 0.893 EFBPI ->AGEP 0.266 3.423
EFBPI->AGMP 0.405 4.316 EFBPI->AGIPP 0.375 4.167
AGEP->AGFP 0.065 0.492 AGIPP->AGFP –0.085 0.625
AGMP-AGFP 0.651 4.297

The findings of this study also indicated a positive and significant relationship between 
the EFBPI and the accomplishment of the goals related to employee performance (AGEP) 
(β = 0.266; T = 3.423), internal process performance (AGIPP) (β = 0.375; T = 4.167), as 
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well as market performance (β = 0.405; T = 4.316). The results indicate that greater FBP 
implementation in a firm results in significantly increased employee motivation, skills and 
implementation power and will improve firm performance in terms of quality, productivity, 
innovation, customer satisfaction, and market share. Therefore, Hypotheses H2a, H2b and 
H2c are supported. 

Additionally, results for the examination of Hypotheses H3a, H3b and H3c demonstrate 
that only accomplishment of goals related to market performance (AGMP) significantly and 
positively influences the target financial performance (AGFP). Hence, Hypothesis H3c is 
supported, while Hypotheses H3a and H3b are not supported. 

Note: * is significant at the 0.05 level.

Figure 2. Structural model 

Table 6. Mediation analysis by PLS (N = 117)

Path Direct effect Indirect effect Total effect 

EFBPI-> AGEP 0.266 – 0.266
EFBPI->AGMP 0.405 – 0.405
EFBPI->AGIPP 0.375 – 0.375
EFBPI-> AGEP->AGFP 0.075 0.017 0.092
EFBPI->AGMP->AGFP 0.075 0.264 0.339
EFBPI->AGIPP->AGFP 0.075 0.032 0.107

As shown in Tables 5 and 6, the relationship between target employee performance, target 
internal process performance and target financial performance is not remarkable, According 
to the method proposed by Hair et al. (2006, 2017), the relationship between FBP implemen-
tation and target financial performance is not mediated by employee performance and inter-
nal process performance. Hence, Hypothesis Hma and Hypothesis Hmb are not supported. 

The indirect effect of FBP implementation on financial performance through the target 
performance of market performances is 0.264. According to Hair et al. (2006), if the value 
of the indirect effect exceeds 0.08, a mediating effect is evident. Therefore, attaining market 
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performance goals will play a full mediating role in the association between FBP implementa-
tion and target financial performance.

Moreover, the results of the mediating test can also be confirmed by the use of variance 
accounted for (VAF) (Hair et al., 2014; Ribau et al., 2017). VAF can be calculated by the total 
indirect effect divided by the total effect. In this study, the VAF for the path between target 
market performance and financial performance is 85%; hence, a mediating effect of market 
performance on the association between FBP and target financial performance is obvious, 
and consequently, Hypothesis Hmc is supported.

4. Discussion

The primary objective of this manuscript was to answer the question, “Can the implementa-
tion of FBP improve firms’ performance? The findings of this study demonstrate that 1) the 
degree of integration between finance and business was moderate among the sampled manu-
facturing firms; 2) the extent of FBP implementation does not play a significant role in im-
proving target financial performance; 3) FBP implementation is significantly and positively 
correlated with the accomplishment of goals related to internal processes, market perfor-
mance, and employee performance; and 4) target market performance plays a mediating 
role in the association between the FBP implementation and target financial performance. 
Therefore, the answer to the primary question is as follows: FBP implementation can im-
prove non-financial performance but does not play a significant role in improving financial 
performance directly. The sampled firms achieved only a moderate level of non-financial 
performance because of the moderate level of FBP implementation.

This finding is similar to the results of numerous previous studies that failed to find a 
direct relationship between MACS and financial performance (Kennedy et al., 2001; Banker 
et al., 2008; Kallunki et al., 2011). This study posits that the financial performance of firms 
might be affected by numerous variables, including inflation, politics, economic cycle, and the 
strategies adopted by companies. Therefore, it is difficult to determine whether the improved 
performance is due to FBP implementation. In addition, improved financial performance 
might be a product of the length of FBP implementation; that is, the longer FBP has been 
implemented, the higher the achievement of financial performance goals. Zoni and Merchant 
(2007) also found that the long-term financial performance of firms rather than short-term 
performance is impacted remarkably by the participation of controller in decision-making 
among Italian firms. It is can be concluded that similar to MACS, the effect of FBP on the 
financial performance of enterprises might not be direct and might be long term. This may 
be also related to the ambiguity of the role of FBP in the organization. 

The findings of this study are also consistent with a number of prior studies, which found 
that participation in decision-making can enhance employees’ motivation and competencies 
(Hoozee & Ngo, 2017; Hoozee & Bruggeman, 2010). In addition, the remarkable association 
between FBP and market performance indicates that involvement of the financial staff in the 
decision-making process, such as pricing decisions, improves the quality of pricing decisions, 
thereby greatly enhancing customer satisfaction and improving market performance. Thus, 
the effect of the goals related to the market performance with the financial performance of 
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the firm is positive and significant. However, the effect of the goals relating to employee’s per-
formance and internal process of the firm is not significant. A possible reason for these latter 
findings might be due to the complexity and ambiguity role of defining these factors and 
determining their exact effects in the organizations. The same arguments can be extended 
with respect to the non-significant relationship of the mediating effect of the Hma and Hmb.  

Furthermore, the findings of this study are also consistent with previous studies that 
found a mediating effect of non-financial performance (Kallunki et al., 2011), and the same 
principle can be extended to FBP. This study views that FBP implementation improves cus-
tomer satisfaction and increases the number of repeated and new customers and that eventu-
ally, the improved market performance will result in improved financial performance.

Conclusions

This research contributes to the existing studies on FBP. It first attempts to construct the indi-
cators to measure FBP based on the function of management and comprehensively examine 
the extent of FBP implementation; thus, the awareness of FBP and its potential benefits, such 
as the effect of FBP on firms’ performance, is cultivated, and guidance for management to 
effectively implement FBP is also provided. 

Second, by comprehensively examining the effect of FBP implementation on performance, 
the current study enriches the theory and literature related to the association between FBP 
and performance. Third, this study reports FBP affects firms’ financial performance by me-
diating non-financial measures. Hence, the existing knowledge regarding how management 
can formulate FBP in improving performance is improved and upgraded. Finally, this study 
provides vivid empirical evidence concerning the effect of FBP and non-financial measures 
on firms’ financial performance. This, in effect, contributes to a greater understanding of the 
application of contingency theory in the domain of manufacturing performance evaluation 
systems.

Based on the results of Table 5 and 6, this research also has managerial and organizational 
implications. First, due to the moderate level of FBP implementation, we suggest that manu-
facturing firms take various measures to ensure that finance business partnering is imple-
mented successfully. Therefore, top management of companies should provide strong sup-
port for integrating finance and business, e.g., by providing employees with relevant training 
programs and recruiting new staff members with clear knowledge and understanding of FBP.

Second, the results of this study demonstrated that the extent of finance and business 
partnering has a positive and significant effect on employee performance. Therefore, manu-
facturing firms should motivate both financial staff and non-financial staff to participate in 
FBP implementation. Top management should consider linking performance evaluation and 
reward systems to FBP implementation. For instance, the performance measure for financial 
staff should include measures of company activities, such as their knowledge of firm opera-
tion, and a performance evaluation system for non-financial staff might include financial is-
sues, such as the issue of cost savings. This study conjectures that when employee motivation 
is improved, employee skills will be enhanced, and employee performance will eventually be 
increased.
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Third, the results of this study indicate that the effect of FBP implementation on financial 
performance is indirect rather than direct. Therefore, manufacturing firms should not pay 
excessive attention to financial indicators when assessing the success of FBP implementation, 
especially at the early stage of FBP implementation. Top management should first consider 
non-financial indicators, such as quality, productivity, and employee skills. Excessive focus 
on financial indicators might lead to short-sighted behaviours of management and eventually 
result in failed finance business partnering, and it will also lead to an imbalanced perfor-
mance evaluation system.

This study is subject to certain limitations. First, due to the limitation of the sampling, the 
generalizability of the results is limited. A second limitation is related to the scale of variables. 
Third, respondents of this study are limited to manufacturing firms. Therefore, the validity of 
the results for other samples is limited and must be considered with care. Fourth, this paper 
only considered finance staff as respondents, and potential bias might be exist. Finally, this 
study used cross-sectional data to test the relationship between variables; the effect of the 
length of FBP implementation on the firms’ performance might have been overlooked. 

Due to the limitations of current study, we also provide some suggestions for future re-
searches. First, this study only used 117 completed questionnaires to conduct data analysis, 
the findings might not be generalized to other manufacturing firms, thus, case study or 
field study are desirable to conducted as the supplementary for survey method. Second, this 
study is an exploratory study and some of the measures and scales applied are not examined 
empirically. future studies are suggested to develop sets of measures from different perspec-
tives, such as delivering necessary information, providing support, analysis and so on, al-
lowing for the accurate investigation of the implementation of FBP. Third, this study focuses 
on manufacturing firms only, hence, future studies might consider selecting samples from 
non-manufacturing industries, such as financial and construction industries should be inves-
tigated by the future researches. Fourth, questionnaires only sent to finance staffs, therefore, 
future study should consider collecting research data from non-finance departments. Finally, 
the length of FBP implementation might affect firms’ performance, thus, future studies are 
suggested to examine whether firms with a longer history of FBP achieve better financial 
performance than those not applying FBP. 
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