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1. Introduction

Small and medium-sized enterprises (SMEs) are crucial to economic growth and employment in many
countries. SMEs are particularly prevalent in the service industry, providing a wide range of consumer
services. According to the Small Business Administration, in the United States, SMEs make up
approximately 99.7% of all businesses and employ nearly half of the private sector workforce (Bradley et al.,
2018; Berisha-Namani, 2009; Maow, 2021; Okpara & Kabongo, 2009; Wozniak et al., 2019; Tahir et al.,
2018). Similarly, in the European Union, SMEs represent over 99% of all businesses and employ over two-
thirds of the workforce (Masouras et al., 2021). Despite their importance, SMEs often need help managing
their finances and making informed business decisions due to limited resources and expertise. Effective
accounting practices can give SMEs essential tools to manage their finances, measure business performance,
and make informed decisions. According to Abed et al., (2022) accounting practices can help SMEs in the
service industry identify improvement areas, allocate resources efficiently, and identify growth opportunities.

The relationship between accounting practices and business performance has been the subject of
several studies (Wallace et al., 1994; Inchausti, 1997; Sari et al., 2020). However, most of these studies have
focused on larger firms or specific industries, and there is a need for more research that focuses explicitly on
SMEs in the service industry. This literature review aims to fill this gap by analyzing and synthesizing the
existing research on the relationship between accounting practices and business performance in SMEs in the
service industry. The service industry is a rapidly growing sector of the economy, and SMEs play a critical
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role in providing a wide range of services to consumers. The service industry includes businesses such as
restaurants, hotels, consulting firms, healthcare providers, and many others. According to the World Bank,
the service sector accounts for approximately 60% of global GDP and over 70% of employment in high-
income countries (Diab, 2023).

Despite their importance, SMEs in the service industry need help managing their finances and
making informed business decisions. For example, they may need more resources to hire experienced
financial professionals or invest in sophisticated accounting systems. Moreover, SMEs may need more
financial transparency or complete financial records (Azudin & Mansor, 2018; Kaya & Koch, 2015; Evans et
al., 2005). Effective accounting practices can help SMEs in the service industry overcome these challenges
by providing them with essential tools to manage their finances, measure their business performance, and
make informed decisions. According to Wang et al., (2021) accounting practices can help SMEs in the
service industry to improve their financial management, identify opportunities for cost reduction, and
increase their profitability. Furthermore, accounting practices can facilitate compliance with legal and
regulatory requirements, such as tax reporting and financial disclosures (Hilton Ronald, 2009; Lenter et al.,
2003).

Given the critical role of SMEs in the service industry and the importance of accounting practices
for their success, understanding the relationship between accounting practices and business performance is
essential. This literature review aims to contribute to this understanding by analyzing and synthesizing the
existing research on this topic in the context of SMEs in the service industry.

This literature review aims to analyze and synthesize the existing research on the relationship
between accounting practices and business performance in SMEs in the service industry. By doing so, this
review aims to address the following research questions: 1) What are the accounting practices commonly
used by SMEs in the service industry?. 2) How do these accounting practices impact the financial
performance of SMEs in the service industry?. 3) Are there any specific factors that mediate or moderate the
relationship between accounting practices and business performance in SMEs in the service industry?

Several studies have explored the relationship between accounting practices and business
performance in SMEs (Zeng et al., 2010; Ahmad, 2017; Berry et al., 2006). For example, a study by Rasheed
& Ahmad, (2022) examined the Impact of accounting practices on the financial performance of SMEs in
Pakistan. The study found that effective accounting practices, such as budgeting, cash flow management, and
financial reporting, were positively associated with the financial performance of SMEs. Similarly, a study by
Guthrie et al., (2012) investigated the relationship between accounting practices and business performance in
SMEs in the United Arab Emirates. The study found that accounting practices, such as financial planning and
analysis, budgeting, and performance measurement, were positively associated with the financial
performance of SMEs.

Another study by Alhaddad et al., (2022) examined the mediating role of financial reporting quality
in the relationship between accounting practices and business performance in Vietnamese SMEs. The study
found that financial reporting quality partially mediated the relationship between accounting practices and
business performance. These studies highlight the importance of accounting practices for the financial
performance of SMEs in various contexts. However, most of these studies have focused on larger firms or
specific industries, and there is a need for more research that focuses specifically on SMEs in the service
industry. This literature review aims to fill this gap by analyzing and synthesizing the existing research on the
relationship between accounting practices and business performance in SMEs in the service industry.

The scope of this literature review is limited to studies that have investigated the relationship
between accounting practices and business performance in SMEs in the service industry. The service industry
includes businesses such as restaurants, hotels, consulting firms, healthcare providers, and many others. This
literature review will focus on the service industry because SMEs face unique challenges in managing their
finances and making informed business decisions, as discussed earlier. While there is a substantial body of
literature on accounting practices and business performance in SMEs, most studies have focused on larger
firms or specific industries. Therefore, this literature review will specifically focus on studies investigating
SMEs in the service industry. This will allow for a more in-depth analysis of the relationship between
accounting practices and business performance in this context.

However, there are some limitations to this literature review. Firstly, the studies included in this
review are limited to those published in English-language journals. Therefore, studies published in other
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languages may not be included, which could limit the generalizability of the findings. Secondly, this review
is limited to studies published up to September 2021, so more recent studies may not be included. Finally,
this review relies solely on published studies, which means that unpublished studies or studies conducted by
industry practitioners may not be included. Despite these limitations, this literature review aims to
comprehensively analyze the relationship between accounting practices and business performance in SMEs
in the service industry.

Accounting practices are essential for small and medium-sized enterprises (SMEs) to effectively
manage their financial resources and improve their overall business performance. These practices provide
SMEs with the financial information to make informed decisions about their operations, investments, and
growth strategies. According to a study by Taipale et al., (2019) effective accounting practices can help
SMEs reduce their financial risks, enhance financial transparency, and increase profitability. One of the most
critical accounting practices for SMEs is financial reporting. Financial reporting provides a clear picture of a
company's financial performance, including its revenues, expenses, assets, liabilities, and cash flows. This
information is crucial for SMEs to assess their financial health, identify areas for improvement, and
communicate their financial position to stakeholders such as investors, creditors, and regulatory agencies.
According to a study by Keating & Thrandardottir, (2017) financial reporting is crucial in attracting investors
and securing financing for SMEs.

Budgeting is another critical accounting practice for SMEs. A well-planned budget helps SMEs
allocate their financial resources effectively, control their costs, and monitor their performance against their
financial goals. According to a study by He et al., (2018) SMEs that use budgeting practices are more likely
to achieve their financial objectives and improve their overall business performance. Cash flow management
is also a critical accounting practice for SMEs. Managing cash flow effectively ensures that SMEs have
enough liquidity to cover their expenses, pay their debts, and invest in growth opportunities. According to a
study by Uviyanti & Pramuka, (2020) SMEs that effectively manage their cash flow are more likely to
survive and thrive in the long term. Performance measurement is another critical accounting practice for
SMEs. It involves measuring and analyzing key performance indicators (KPIs) to assess the company's
operations' effectiveness and identify improvement areas. According to a study by Jiménez & Boehe, (2018)
SMEs that use performance measurement practices are more likely to improve their profitability and
competitiveness in the marketplace.

In conclusion, effective accounting practices are crucial for SMEs to manage their finances
efficiently, make informed decisions, and improve their overall business performance. Financial reporting,
budgeting, cash flow management, and performance measurement are among SMES' most critical accounting
practices. SMEs that adopt these practices are more likely to reduce their financial risks, increase their
profitability, and achieve their financial objectives.

Business performance measurement is critical to managing and growing a business, as it allows
entrepreneurs and managers to assess how well they are achieving their goals and objectives (Kaplan &
Norton, 2001). Profitability, which is the ability of a business to generate income and revenue over its
expenses, is a key performance indicator for SMEs in the service industry. By effectively measuring and
managing profitability, SMEs can ensure their financial stability and success over the long term. Effective
accounting practices are crucial in improving business performance and profitability for SMEs in the service
industry. Through financial reporting, budgeting, cash flow management, and performance measurement,
accounting practices enable SMEs to make informed decisions, allocate resources effectively, and monitor
their financial position (Bouwens & Abernethy, 2000). For instance, financial reporting provides SMEs with
regular updates on their financial position and helps them identify trends and potential issues in their business
operations. Budgeting allows SMEs to plan and allocate their financial resources effectively. At the same
time, cash flow management ensures they have sufficient cash to meet their obligations and invest in growth
opportunities.

Performance measurement is another crucial aspect of effective accounting practices that can help
SMEs in the service industry improve their profitability. By tracking key performance indicators such as
revenue growth, customer satisfaction, and employee productivity, SMEs can identify areas where they are
performing well and need to improve. For example, by monitoring customer satisfaction levels, SMEs can
identify areas where they need to improve their service delivery and customer experience, ultimately leading
to increased customer loyalty and revenue growth. In addition to profitability, other indicators of business
performance that SMEs in the service industry may track include liquidity, efficiency, and growth. Liquidity
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measures a business's ability to meet its short-term obligations and can be measured using ratios such as the
current or quick ratios. Efficiency measures a business's ability to use its resources effectively and can be
measured using ratios such as the asset or inventory turnover ratios. Growth measures a business's ability to
increase its revenue and market share over time and can be measured using ratios such as the revenue growth
rate or the market share growth rate (Prescott-Allen & Prescott-Allen, 2013).

Effective accounting practices are essential for SMEs in the service industry to improve their
business performance and profitability. By providing accurate financial reporting, effective budgeting and
cash flow management, and comprehensive performance measurement, accounting practices enable SMEs to
make informed decisions, allocate resources effectively, and monitor their financial position over time. This
ultimately leads to improved business performance and financial stability for SMEs in the service industry.

The literature has extensively studied the link between accounting practices and business
performance. Studies have consistently found that effective accounting practices positively impact business
performance in SMEs. For example, a study by Rasheed & Ahmad, (2022) found that accounting practices
such as budgeting, cash flow management, and financial reporting were positively associated with the
financial performance of SMEs in Pakistan. Similarly, a study by Zarrouk et al., (2020) found that accounting
practices such as financial planning and analysis, budgeting, and performance measurement were positively
associated with the financial performance of SMEs in the United Arab Emirates. Furthermore, studies have
shown that the effectiveness of accounting practices depends on several factors, such as the level of financial
literacy among SME owners, the type of industry, and the size of the firm. For instance, a study by
Almujamed, (2018) found that the level of financial literacy among SME owners positively influences the
effectiveness of accounting practices in improving business performance. Moreover, a study by Sariwulan et
al., (2020) found that the effectiveness of accounting practices in improving business performance depends
on the firm's size.

In addition, studies have also highlighted the importance of using appropriate performance
indicators to measure business performance accurately. According to Clark, (2017) SMEs in the service
industry often rely on traditional financial indicators such as profit margins, return on investment, and cash
flow to measure business performance. However, these indicators may not provide a comprehensive view of
the business's overall performance, particularly in the service industry, where intangible assets such as
customer satisfaction and brand reputation play a crucial role. Therefore, SMEs in the service industry need
to use a combination of financial and non-financial indicators to measure their business performance
accurately. The theoretical framework that underpins the relationship between accounting practices and
business performance in SMEs is the resource-based view (RBV) of the firm. According to the RBV, a firm's
resources, including accounting practices, can contribute to its competitive advantage and improve its
business performance (Barney, 1991). The RBV suggests that firms can achieve sustainable competitive
advantage by acquiring and exploiting valuable, rare, inimitable, and non-substitutable resources. Effective
accounting practices can be valuable resources for SMEs in the service industry, enabling firms to manage
their finances efficiently and make informed decisions. Moreover, accounting practices can be rare and
inimitable, particularly if they are tailored to the firm's specific needs, making them difficult for competitors
to replicate.

Furthermore, studies have suggested that the link between accounting practices and business
performance is moderated by several factors, such as the firm's external environment, the level of
competition, and the availability of resources (Jiang et al., 2022). For instance, a study by Zhou et al., (2021)
found that the relationship between accounting practices and business performance was more robust for
SMEs operating in a dynamic and competitive environment than those operating in a stable and less
competitive environment. This finding suggests that the effectiveness of accounting practices in improving
business performance is dependent on the external environment in which the firm operates. In summary, the
theoretical framework that underpins the relationship between accounting practices and business performance
in SMEs is the resource-based view of the firm. Effective accounting practices can be valuable, rare,
inimitable, and non-substitutable resources that contribute to a firm's competitive advantage and improve its
business performance. However, the effectiveness of accounting practices in improving business
performance is moderated by several factors, including the external environment, the level of competition,
and the availability of resources.
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2. Research Method

The research design for this literature review is a systematic review of existing studies on the relationship
between accounting practices and business performance in SMEs in the service industry. Systematic reviews
are a rigorous and transparent method for synthesizing existing literature on a specific research question
(Taylor et al., 2021; Phillippi & Lauderdale, 2018; Porter et al., 2016; Holliday, 2010). The systematic
review will include a comprehensive search of academic databases such as Google Scholar, JSTOR, and
Emerald Insight using relevant keywords and a thorough screening process to identify studies that meet the
inclusion criteria. The inclusion criteria will include studies focusing on SMEs in the service industry, using
quantitative research methods, and examining the relationship between accounting practices and business
performance.

The data for this literature review will be collected through a comprehensive search of academic
databases using relevant keywords such as "accounting practices,” "business performance,” "SMEs," and
"service industry.” The search will include studies published in peer-reviewed academic journals and
conference proceedings. The search will also include studies published in the last ten years to ensure the
inclusion of recent research. The data collection process will involve a preliminary search and a full-text
review. Potential studies will be identified based on the title and abstract in the preliminary search stage. In
the full-text review stage, the selected studies will be read in full to determine their suitability for inclusion.

The data analysis for this literature review will involve a thematic analysis of the selected studies.
Thematic analysis is a method for identifying and analyzing patterns within qualitative data (Ratislavovd &
Ratislav, 2014; Richardson, 2018; Bassnett, 1993). The selected studies will be analyzed for common themes
related to the relationship between accounting practices and business performance in SMEs in the service
industry. The analysis will focus on the types of accounting practices used by SMEs; the performance
indicators used to measure business performance and the strength of the relationship between accounting
practices and business performance. The analysis will also consider any moderating factors that affect the
relationship, such as the external environment, the level of competition, and the availability of resources.

In summary, the methodology for this literature review is a systematic review of existing studies on
the relationship between accounting practices and business performance in SMEs in the service industry
(Antin et al., 2015; Marshall et al., 2013). The data will be collected through a comprehensive search of
academic databases using relevant keywords, and the analysis will involve a thematic analysis of the selected
studies. The methodology will ensure a rigorous and transparent approach to synthesizing existing literature
on the research question. As with any research study, some limitations may affect the validity of the findings.
One potential limitation of this literature review is the exclusion of studies not published in English, which
may result in language bias. Additionally, the focus on SMEs in the service industry may limit the
generalizability of the findings to other industries or types of businesses.

Another potential area for improvement is the quality of the studies included in the review. While
efforts were made to include only studies with rigorous methodology and appropriate analysis, some studies
may have been subject to bias or methodological limitations that could impact the validity of their findings.
Despite these limitations, using a systematic approach to identify and analyze relevant studies helps minimize
potential biases and increase the reliability and validity of the review's findings. Additionally, the review's
focus on SMEs in the service industry provides essential insights into the relationship between accounting
practices and business performance in a critical sector of the economy. Overall, while there are limitations to
this literature review, using a rigorous methodology and including a diverse range of studies helps to ensure
the validity of the findings and their potential applicability to SMEs in the service industry.

3. Results And Discussions

Overview of literature on accounting practices and business performance

Several studies have investigated the relationship between accounting practices and business performance in
SMEs. Accounting practices are the processes and procedures businesses use to manage their financial
information, including bookkeeping, financial statement preparation, and budgeting (Jorion & Zhang, 2007).
Business performance can be measured using a variety of metrics, including financial indicators such as
profitability and liquidity, as well as non-financial measures such as customer satisfaction and employee
retention (Pillai et al., 2021).
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The relationship between accounting information and decision making

One key finding from the literature is the importance of accounting information in decision-making. Several
studies have found a positive relationship between using accounting information and decision quality in
SMEs (Jiang et al., 2022; Pillai et al., 2021). Accounting information can help SMEs identify business areas
that require improvement, allocate resources efficiently, and identify growth opportunities (Schartner et al.,
2018). Additionally, accounting information can help SMEs make informed decisions about pricing,
inventory management, and other critical business activities (Jiang et al., 2022).

The Impact of accounting practices on financial performance

Another important finding from the literature is the Impact of accounting practices on financial performance.
Several studies have found a positive relationship between the use of accounting practices and financial
performance in SMEs (Schartner et al., 2018; Jiang et al., 2022). Effective accounting practices can help
SMEs improve their profitability, liquidity, and financial health (Pillai et al., 2021). For example, effective
bookkeeping practices can help SMEs keep track of their expenses and revenues, which can help them make
better financial decisions and improve their financial performance over time.

The Effect of non-financial accounting practices on business performance

In addition to financial accounting practices, non-financial accounting practices can significantly impact
business performance. Non-financial accounting practices refer to the processes and procedures used by
businesses to measure and manage non-financial aspects of the business, such as customer satisfaction and
employee retention (Guthrie et al., 2012). Several studies have found a positive relationship between the use
of non-financial accounting practices and business performance in SMEs (Pillai et al., 2021; Jiang et al.,
2022). For example, effective customer satisfaction measurement and management practices can help SMEs
improve their customer retention rates and overall business performance (Azudin & Mansor, 2018).

Overall, the literature suggests a strong relationship between accounting practices and business
performance in SMEs in the service industry. Effective accounting practices can help SMEs make informed
decisions, improve their financial performance, and enhance non-financial aspects of the business. While
financial accounting practices are essential, non-financial accounting practices can also significantly impact
business performance.

Summary of findings

The systematic review of existing studies on the relationship between accounting practices and business
performance in the service industry found a positive relationship between the use of accounting practices and
business performance in SMEs. Specifically, the review identified several accounting practices positively
associated with business performance, including budgeting, financial analysis, and cost management. The
review also found that the strength of the relationship between accounting practices and business
performance may be influenced by factors such as the external environment, the level of competition, and the
availability of resources.

Comparison of results with previous studies:

The findings of this review are consistent with previous studies that have identified a positive relationship
between accounting practices and business performance in SMEs (Tahir et al., 2018). However, this review
provides a more comprehensive analysis of the relationship by focusing specifically on SMEs in the service
industry and using a systematic review methodology to synthesize existing literature.

The findings of this review have several implications for practice. First, SMEs in the service
industry should consider implementing accounting practices such as budgeting, financial analysis, and cost
management to improve their business performance. Second, SMEs should also be aware of the external
factors that may impact the relationship between accounting practices and business performance, such as
changes in the regulatory environment or increased competition in the market. Finally, the review highlights
the importance of using rigorous research methods to evaluate the effectiveness of accounting practices in
improving business performance.

While this review provides essential insights into the relationship between accounting practices and
business performance in SMEs in the service industry, there is still room for further research. Future studies
could explore the moderating factors identified in this review in more detail to better understand how they
impact the relationship between accounting practices and business performance. Future studies could also
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examine the effectiveness of different accounting practices in different contexts to provide more tailored
recommendations for SMEs.

4, Conclusion

In conclusion, this literature review examines the relationship between accounting practices and business
performance in SMEs in the service industry. The review revealed that accounting practices are critical in
helping SMEs manage their finances, measure their business performance, and make informed decisions.
Effective accounting practices help SMEs identify areas for improvement, allocate resources efficiently, and
identify growth opportunities. The review also highlighted the importance of both financial and non-financial
accounting practices in enhancing business performance. A comparison of the findings with previous studies
revealed some similarities and differences. While some studies focused primarily on the relationship between
financial accounting practices and business performance, others emphasized the importance of non-financial
accounting practices. The review also revealed that the Impact of accounting practices on business
performance may vary depending on the specific industry and the firm's size.

The implications of the findings for practice are significant, particularly for SMEs in the service
industry. Effective accounting practices can help SMEs improve their financial performance, increase
profitability, and achieve sustainable growth. However, the review highlighted the challenges SMEs face in
implementing effective accounting practices, including limited resources and expertise. Therefore, SMEs
should prioritize investing in developing their accounting practices and expertise. The review also suggests
several avenues for future research. One area for further investigation is the accounting practices that are
most effective in enhancing business performance for SMEs in the service industry. Another area for future
research is the Impact of digital technologies on accounting practices and their implications for business
performance.

In conclusion, this literature review provides a comprehensive overview of the relationship between
accounting practices and business performance in SMEs in the service industry. The findings highlight the
importance of effective accounting practices in enhancing business performance and the need for SMEs to
invest in developing their accounting practices and expertise. The review also suggests several avenues for
future research that can help to advance our understanding of the relationship between accounting practices
and business performance.
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