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Performance Management has become a legislative requirement for private and public sector. David Norton
i Business Review Article (Kaplan

and Robert S. Kaplan introduced the Balanced Scorecard in a 1992 Harward
d (BSC) has been adopted by thousands of private,

& Norton, 1992). Since last two decades, balanced scorecar
public and non-profit enterprises around the world. BSC is an innovative approach that considers financial an

non-financial perspectives i determining the performance level of organisation. This article describes the con-
cepts of BSC, various components of BSC and its application. The emergence of BSC and its evolution into 2
strategy management System have been discussed. This paper also describes the advantages of BSC and its

limitations.

Key Words
Balanced Scorecard, performance management system, performance measures, financial perspective, customer
perspective, internal - business perspective, learning and growth perspective.

1. Introduction
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3 custom are beins

mely.

Performance management has been a popular topic for both industrialists and academics. Performance manage-
ment system is defined as "the process, @ metric or the set of metrics, which used to quantity both the efficiency
and effectiveness of actions (Bournce, Nelly, Mills. 2003). Bititci, Carrie and Medevitt (1997) have defined the

information which is at the heart

performance management system as "pPerformance management system is the In i
ess, and it is of critical importance t0 the effective and efficient function-
"The

of the performance management proc
ing of the performance management.” Artelly (2001) defined the performance management system 2S Th
performance management system is the heart and soul of the performance based management process. Fiowin%
from the organsational mission and the strategic planning process, it provides the data that will be coll
analyzed, reported, and ultimately used to make sound business decisions."
The aim of performance management syst i i ent of the performance. Performance management
system is important for any organisation to measure its activities t0 determine the strengths and weakness in its
operations. Performance evaluation is an integral part of management accounting. Performance measures have
been traditionally based on financial performance. But many companies today have chosen 10 supplement tradi-
tional financial performance measure with additional quantitative and non-monetary q itative measures such
as market share, customer satisfaction, social responsibilities, and zero defects. During the history of business,
there are many performance systems ‘which have been used to evaluate the performance of the organisation.
Ratio analysis, return an investment, residual income, flow analysis and value added analysis are the major
traditional tools for performance management. However, some of these systems' measures er from their
inability to cover all the elements associated with the successful of the organisatio i
industrial age environment continue to dominate in the corporate performance SC
. inguse of non-financial, forward looking measures such as on time delivery, customer
tivity in customer satisfaction, and productivity in addition to financial measures for p

(Joshi 2001).

There has been growing criticism of financial measures as they are historic in nature and lack futuristic
outlook (Dearden 1987). The traditional view of business performance measurement as a vehicle to contro
is i i ce measurement and control system ar¢

performance 15 immature. The financial measures alone in performan
een manage-

inadequate tools for strategic decision making

ment decisions and action. (Parker 1979). Chakravarthy (1986) found the classic financial measure (return an
assets, return on sales, and retu 1 isti rexcellent' and 'non-excel-
lent' firms. Thus, the performance management systems should have i i
financial and operating measures. Dale (1996) found that investment analysis who consi
and non-financial measures were more accurate in their earnings forecasts than those who considered 0
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financial indicators.

Kaplan and Norton (1992) developed an innovative multi-dimensional corporate performance scorecard known
as Balanced Scorecard (BSC). It is an innovative approach that considers the financial and non-financial per-
spectives in determining the performance level of organisation. It provides a framework for selecting multiple
key performance indicators that supplement traditional financial measures with operating measures of customer
satisfaction, internal business process, and learning and growth activities.

2. Research Methodology

This research is based on the review of existing literature on the balanced scorecard. Concept of BSC, emer-
gence and evolution of BSC, basic components of BSC, application of BSC, advantages of BSC and limitations
of BSC are looked after. For this purpose, different books and research journals have been reviewed to find out
facts and information about balanced scorecard. Different libraries and websites have been consulted to search
books and research journals about balanced scorecard and performance measurement system. Thus, it is a desk
method of research. With the help of this method, it becomes possible to know about the work already done and
the remains to be done. L

3. Concept of Balance Scorecard

Kaplan and Norton introduced BSC in 1992 as reflect of the inadequacy of traditional management systems and
their dependence on financial measures which are lag indicators, that report on the outcomes from past actions.
Additionally, some traditional measurement systems, which incorporate non-financial measures, lack the link-
age to the strategy of an organisation.

BSC provides executives with a comprehensive framework that translates a company's vision and strategy into
a coherent set of performance measures. It translates mission and strategy into objectives and measures, organised
into four different perspectives : financial, customer, internal business process, and learning and growth. The
concept of Balance Scorecard was explained by Kaplan and Norton (1996) as "Balance scorecard complements
financial measures of part performance with measures of the drivers of future performance. The objectives and
measures of the scorecard are derived from an organisation's vision and strategy. The objectives and measures
view organisational performance from four perspectives : financial, customer, internal business processes, and
learning and growth. These four perspectives provide to framework for the balance scorecard."

BSC strikes a balance between long term and short term objectives, financial outcomes and performance drivers
for the same, and introduces a continuous process of learning and adaption to modified strategies. The strategy
is broken down into critical operational strategic objectives considering the customer value proposition and the
desired financial results. The performance drivers or the lead objectives to these outcome objectives in the
financial and customer perspectives are then identified and placed, in the internal business process and learning
and growth perspectives forming a causal relationship. The four perspectives of the BSC permit a balance
between short term and long term objectives, between financial and non-financial, between outcomes desired
and the performance drivers of those outcomes; and between hard objective measures and softer, more subjec-
tive measures. BSC should be used as a communication, informing and learning system. The measures ona BSC
should be used in a different way - to articulate the strategy of the business, to communicate the strategy of the
business and to help align individual, organisational and cross-departmental initiatives to achieve a common
goal. A typical format of balance scorecard is given in following figure :

Finance : how should we act
towards our shareholders in

order to be financially
curraccful?
Customers : how should we - Internal processes : in which
act towards our customers in Vision business processes we have
order to realize our P to be the best in class to
1 objectives? SUANORY satisfy our shareholders and
L ing and di I t : how can we
foster our potentials to change and growth in
order to realize our vision?

Source : Kaplan and ﬁorton (1996)
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Financial Perspective

The BSC retains the financial perspective since financial measures are valuable in summarizing the readily
measurable economic consequences of actions already taken. Financial performance measures indicate whether
a company's strategy, implementation, and execution are contributing to bottom-line improvement. Financial
objectives typically relate to profitability - measured. For example, by operating income, return-on-capital-
employed, or more recently, economic value-added. Alternative financial objectives can be rapid sales growth
or generation of cash flow.

Customer Perspective

In the customer perspective of the Balanced Scorecard, managers identify the customer and market segments in
which the business unit will compete and the measures of the business unit's performance in these targeted
segments. This perspective typically includes several core or generic measures of the successful outcomes from
a well-formulated and implemented strategy. The core outcome measures include customers satisfaction, cus-
tomer retention, new customer acquisition, customer profitability, and market and account share in targeted
segments. The customer perspective enables business unit managers to articulate the customer and market-
based strategy that will deliver superior future financial returns.

Internal Business Process Perspective

In the internal-business-process perspective, executives identify the critical internal processes in which the
organisation must excel. These processes enable the business unit to deliver the value propositions that will
attract and retain customers in targeted market segments, and satisfy shareholder expectations of excellent
financial returns. The internal-business-process measures focus on the internal processes that will have the
greatest impact on customer satisfaction and achieving an organisation's financial objectives.

The internal-business-process perspective reveals two fundamental differences between the traditional and the
BSC approaches to performance measurement, Traditional approaches attempt to monitor and improve existing
business processes. The scorecard approach, however, will usually identify entirely new processes at which an
organisation must excel to meet customer and financial objectives. The second departure of the BSC approach
is to incorporate innovation processes into the internal-business-process perspective. Traditional performance
measurement system focus on the processes of delivering today's products and services to today's customers.
They attempt to control and improve existing operations that represent the short wave of value creation. But the
drivers of long-term financial success may require an organization to create entirely new products and services
that will meet the emerging needs of current and future customers. The innovation process, the long wave of
value creation, is for many companies a more powerful driver of future financial performance than the short-
term operating cycle. The internal-business-process perspective of the Balanced Scorecard incorporates objec-
tives and measures for both the long-wave innovation cycle as well as the short wave operations cycle.

Learning and Growth Perspective

The fourth perspective of the Balanced Scorecard, learning and growth, identifies the infrastructure that the
organization must build to create long-term growth and improvement. The customer and internal-business-
process perspectives identify the factors most critical for current and future success. Businesses are unlikely to
be able to meet their long-term targets for customers and internal processes using today’s technologies the
capabilities. Also, intense global competition requires that companies continually improve their capabilities for
delivering value to customers and shareholders.

Organizational learning and growth come from three principal sources : people, systems, and organizational
procedures. The financial, customer, and internal-business-process objectives on the Balance Scorecard typi-
cally will reveal large gaps between the existing capabilities of people, systems, and procedures and what will
be required to achieve breakthrough performance. To close these gaps, businesses will have to invest in reskilling
employees, enhancing information technology and systems, and aligning organizational procedures and rou-
tines. These objectives are articulated in the learning and growth perspective of the Balanced Scorecard.
Altogether, the Balanced Scorecard translates vision and strategy into objectives and measures across a bal-
anced set of perspectives. The scorecard includes measures of desired outcomes as well as processes that will
drive the desire outcomes for the future.

4+ Emergence and evolution of BSC '
In the late 1980s, organisations started realising that, in order to assess the overall health and performance of the
organisation, it was important to measure and manage non-financial measures also in addition to the traditional

IOTATIIR. aiftias 2003




financial measures such as profits, share values, sales volumes etc. Traditional financial measures are usualiy
the lag indicators of the business performance and tell the story of the past. They do not provide any insight into
intangible assets and capabilities that need to be developed in order to be able to achieve the desired financial
results. Financial measures fail in assessing the intangible value possessed by the organisation or the value it can

of measuring the derivers of performance, while retaining the measures of financial performance (Brown 2000).
The term 'Balanced Scorecard' was coined by Art Schneiderman in 1987. But, till the early 1990's, the system
was understood to be a mix of financial and non-financial measured limited to 15-20 numbers which were
clustered in four perspectives. BSC became a popular term when Kaplan and Norton who worked extensively
on scorecards published reports of several BSC implementation successes.

Though, initially, BSC emerged as a performance management system, over a period of time it has come to be
known as a strategy management system, with its ultimate aim being the achievement of long term financial

5. Basic Components of BSC

There are six basic components of BSC. They are perspectives, themes, objectives, measures, targets, and
initiatives.

Perspectives : There are four standard perspectives as suggested by Kaplan and Norton. These are financial

which enable execution of the theme.

Objectives : They highlight critical factors to the success of the organisation which must certainly be achieved.
Measures : What gets measured gets achieved. Measures help organisation determine its success in executing
strategy. The two fundamental purposes served by measures are organisational motivation and objective evalu-
ation of the strategy as well as strategic learning.

Targets : Targets help to define the level of performance or the rate of improvement that is needed.

Initiatives : These are key action programmes that are required to achieve the objectives.

BSC constitutes a good balance between financial and non-financial measures. Objectives across the four per-
spectives show balance between the external measures usually present in the financial and customer perspec-

that drive future performance.

6. Applications of BSC

BSC steers the entire organisation to work towards a shared vision in addition to providing necessary clarity,

guidance and control through regular BSC reviews. According to Kaplan and Norton (1996), the balanced
scorecard can be used to :

oo Clarify and gain consensus about Strategy.

Communicate strategy throughout the organisation.

Align department and personal goals to the strategy.

Link strategic objectives to long-term targets and annual bdgets.
Identify and align strategic initiatives

Perform periodic and systematic strategic reviews, and

Obtain feedback to learn about and improve strategy.

7. Strengths of BSC

BSC provides a framework for selecting multiple key performance indicators that supplement tradi-
tional financial measures with operating measures of customer satisfaction, internal business processes, and
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learning and growth activities. It is a Step towards linking "short term operational controls" to the "long term

vision and strategy" of the business. The focus is on the strategy and vision. It compels the firm to align its

performance measurement and controls with:the customers internal business process and learning and gro
perspectives and investigate their impact on the financial indicators. The BSC protects the manager from infor-
mation overload by limiting the performance measures to only four perspectives. Following are the strengths of

BSC.

@« BSCisa multidimensional approach to measuring and managing performance that is specifically linked
to organizational strategy. The emphasis is on linking performance measures with the strategies of the
business units (Otley, 1999).

@  The BSC not only translates strategy into operational terms as the organization aligns its strategy, focus-
ing on the business units and employees about their role in fulfilling the organization mission (Frigo &
Krumwiede, 2000).

@« TheBSCisa hierarchical system of strategic objectives spread over four prospects, less strategy and
aligned with the financial perspective (Figge et al., 2002).

@  The BSC is a framework for performance measurement that focuses the attention of management in just
a few steps and makes bridges between the different functional area (Akkermans & Oorschot, 2002)

&  The Banalnced Scorecard is balanced in both internal and external aspects of the business. It highlights
the importance of internal processes 10 achieve business results, but also the external view from custom-

ers and market position (Olive etal., 2003).
o A well designed BSC should be able to describe your strategies through the objectives and measures you

have chosen (Niven 2003).
@  BSC allows employees understand the strategy and objectives making the connection to your company's

day-to-day. Facilitates assessment and feedback on an ongoing basis (Pandey,2005)
@  The communication strategy of the BSC allows managers to understand how measurement result are

affected by their actions (Atkinson, 2006)

8. Limitation of BSC
Although the BSC has many strengths, it has attracted criticisms from a variety. Following are the main

limitations of BSC.
@  BSC makes invalid assumption about causal relationship between performance indicators. There is no

cause-an-effect relationship between some of the suggested areas of measurements in the BSC (Mohobbot
2004).
@  BSC does not incorporate the time dimension in its cause-and-effect relationships, and it also does not

seperate cause-and-effect relationships in time. (Norrekelit;2003)
@  The reliance of BSC on few measures makes 2 critical point of BSC. The advantage of checking just a
few number measures became disadvantage when not the right numbers are selected for the BSC. (Henk

and Kim, 2002),
@  BSC in its lack of the integration between the top and operational levels which may led to strategic

problematic. (Hudson et al, 2001)
@  Not all stakeholders were included in BSC, in particular, supplies and public authorities, which can be

decisive for many organisations. (Norrekelit, 2003)
@ The lack of focus on the human resources dimension of organisations is perhaps the greatest weakness of

the BSC (Maltz, Shenhar & Reilly, 2003)
@  Due to problems in the implementation of the strategy, it is difficult to achieve a balance between finan-

cial and non-financial measures (Anand etal., 2005)
o  The difficulty in studying the BSC result of consensus about what the BSC in all about. BSC had differ-

ent meanings at different times (Othman et.al., 2006)

9,  Conclusion

The performance management has become 2 legislative requirement for the private and public sectors.
Companies are looking to find the tool that can measure the performance effectively. Comparing BSC with
other performance management system resulted that BSC has the ability over other systems t0 present the
different dimensions of the performance. The BSC has been a highly regarded performance measurement tools

which can measure different aspects in the company. BSC can be used as a management control and perfor-
mance measurement system, as a strategy management system, as a communication tool, as a tool for bringing

alignment and as 2 change management tool.
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