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Abstract 

Abstract: Given the dynamic nature and increasing uncertainty of the economic environment, a rapid 
change has been witnessed in their performance measurement systems. One of the most widespread 
tool used for performance measurement is the Balanced Score Card, hence, the main objective of this 
paper is to: (1) demystify the Balanced Score Card, (2) analyze its usefulness as a tool of performance 
measurement, (3) explore its benefits in strategizing growth, and (4) also find out its limitations if any. 
The aim is to debate whether the Balanced Score Card can be used as a holistic solution for measuring 
performance and strategizing growth.  
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Introduction 

In the highly competitive world, enterprises need sound management systems and approaches for sustainable growth and 
development. Over the years numerous approaches have been evolved on different facets of performance measurement, 
strategy design and execution, though only a few were successfully translated into measureable results. Generally enterprises 
lay special emphasis on financial measures in operating their organizations. But relying solely on financial measures may 
prove to be inadequate and catastrophic, as financial measures usually reproduce the outcomes of the past actions. So rather 
than solely focusing on designing innovative techniques to analyze financial data it is far more important to adopt a strategic 
approach where in an enterprise identifies the major factors that would drive growth and then evolve mechanism to evaluate 
the actual performance and then analyze the implication of those growth drivers on the enterprise’s financial results. 

Objective of the Study 

Given the dynamic nature and increasing uncertainty of the economic environment, a rapid change has been witnessed in 
their performance measurement systems. One of the most widespread tool used for performance measurement is the 
Balanced Score Card, hence, the main objective of this paper is to: (1) demystify the Balanced Score Card, (2) analyze its 
usefulness as a tool of performance measurement, (3) explore its benefits in strategizing growth, and (4) also find out its 
limitations if any. The aim is to debate whether the Balanced Score Card can be used as a holistic solution for measuring 
performance and strategizing growth.  

Research Methodology 

The research was based on secondary data which was collected from journals, reports of government and private agencies, 
surveys, and websites.  
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Implication of the Study 

The findings from this study would give valuable insights to the owners of the start-up and the micro, small and medium 
enterprises and would encourage them to adopt Balanced Score Card technique to attain their goals and objectives and to 
strategize growth. The study will attract the attention of the academicians and researchers, who can conduct further studies 
to examine the implication of Balanced Score Card on the operating profits, employee turnover and customer retention of 
an enterprise. 

Theoretical Framework 

The multi company research done by Kaplan and Norton in 1991 revealed that, though the intangible resources played a 
pivotal role in value creation, firms neither evaluated nor assimilated intangible resources in their management systems 
Kaplan and Norton (1992). To overcome the inadequacies of the traditional financial-based performance measurement tools 
they developed the concept of Balanced Score Card. The core objective of the Balanced Score Card was to measure and 
integrate intangible assets in to a firm’s performance measurement (Kaplan and Norton, 1992, 2004; Kaplan, 2010). The 
Balanced Scorecard provides a framework to look at the strategy used for value creation from four different perspectives:  

The Financial Perspective 

 Balanced Scorecard views financial perspective as purpose of business (Kaplan & Norton, 2006). The Financial 
perspective, seeks answer for question ‘how we are perceived by our shareholders’. In this business objectives are 
determined in terms of profitability, growth and shareholder value (Kaplan & Norton, 1992). This is typically done through 
two approaches – improving productivity and increasing revenue. Ronchetti (2006) argued that the financial perspective, 
outlines the financial goals and financial performance measures that help to check whether company is achieving the desired 
financial gains or not. Balanced Scorecard measures for the financial perspective include operating revenue, economic value 
added, and return on equity etc.  

The Customer Perspective 

Customer perception searches for answer to, ‘how we are perceived by customers’. Kaplan and Norton indicated that the 
core of any business strategy is the customer-value proposition which revolves around product mix, price, service quality, 
customer relationship, brand image that a company offers. Accordingly, an organization must have clarity about its target 
customers and the market segment in which it wants to compete. An organization must differentiates its customer-value 
proposition, and must focus on operational excellence, customer intimacy, and product leadership (Kaplan and Norton 2001, 
Niven (2011). Poor performance in this perspective can result in future decline, even if the current financials are decent 
Ittner and Larcker (1998). Frequently cited Balanced Scorecard measures for the customer perspective include market share, 
customer satisfaction, and customer retention percentage (Chabrow, 2002; Holloway, 2002; Needleman, 2003). 

The Internal Process Perspective 

It involves the determination of the internal processes that will best affect the customers and the financial objectives. It 
seeks answer to the question ‘to satisfy customer, which processes need to be exceled’. According to Kaplan and Norton, 
in utilizing this approach the organization can constantly need to identify processes in which the organization must excel to 
accomplish its financial goals (Kaplan and Norton, 1996 b, 2001). Kaplan and Norton (2004) stated that enterprises should 
conduct innovation in products, services and internal processes to create value for the customers. Moreover improving 
internal processes and growth perspective gives competitive edge to the enterprise (Ensari, 2005). Metrics based on this 
perspective allow enterprises to evaluate the efficiency with which a business is operating and whether its offerings conform 
to customers  ̀expectations and requirements. Measures for the internal business process perspective include the innovation 
process, operations process, and post sales service (Sharma, 2003).  

The Learning and Growth Perspective 

Its main concern is to create an atmosphere that backs transformation, novelty and growth. The question it addresses is ‘to 
achieve the enterprise`s vision, what should the organization learn and improve’. It involves assessment of skills and 
capabilities of employees, technology, and corporate climate needed to support a strategy. The work force, technology and 
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institutional environment must align with the strategies within the other three perspectives (Kaplan and Norton, 1996 b, 
2001). This perspective thus contains training of work force and organizations outlooks towards development. Frequently 
cited measures for the learning and growth perspective include capabilities of the employees (Kaplan and Norton, 2007), 
use of technology, enthusiasm and empowerment.  

 Findings 

Usefulness as a Tool for Performance Measurement 

Kaplan and Norton (1992, 2002) contend the Balanced Score Card derives its benefits from overcoming the inadequacies 
of the conventional financial tools of performance evaluation. The traditional performance measurement methods such as 
the profit margin ratio, return on asset, net present value, internal rate of return, and payback period focused exclusively on 
financial metrics. These methods confronted severe limitations. First, financial metrics measures past performance and then 
is used to formulate future strategies. Second, financial measures were periodic measures and were ineffective in ever 
changing economic environment. Balanced Score Card overcame these shortcomings by adding three additional 
performance metrics to evaluate the past, present and future performance. 

The first and foremost use of the Balanced Score Card was performance measurement (Kaplan and Norton, 1992). When 
using the Balanced Score Card as a tool to measure performance, the firms are expected to focus on the four performance 
metrics– financial, customer, internal process, and learning and growth metrics (Kaplan and Norton, 2002). Measuring 
financial metrics is important to evaluate if the organization`s strategy formulation and its execution are supporting the 
overall mission (Murby and Gould, 2005; Madsen and Stenheim, 2014). Profit organizations, will focus on profit and market 
share while non-profit organizations, will focus on result-oriented measures (Madsen and Stenheim, 2014). Under customer 
perspective, the Balanced Score Card measures – time, quality, performance, and cost (Kaplan and Norton, 1992). The 
Balanced Scorecard also measures customer perception toward the enterprise since their perception is critical to increase 
and sustain sales (Casey and Peck, 2004). The Balanced Score Card also focuses on the activities that enhance customer 
satisfaction, innovation and improved skills of employees and to achieve superior internal business process and growth 
(Bose and Thomas, 2007). 

Usefulness as a Tool for Strategic Management 

Martinsons et. al., (1999) found that many organizations use the Balanced Score Card as a strategic management tool. In 
those organizations, the BSC formed the base for the strategic management system. It provided profound understanding into 
the overall growth of the organization and assisted in making informed decisions. It enables managers to transform strategy 
into tangible performance measures, align strategy with organization`s mission and vision, and monitor activities to support 
and promote the accomplishment of a strategy. The Balanced Score Card is also useful in coordinating a wide range of 
management processes like goal setting, resource allocation, employee development and performance appraisal. Bose and 
Thomas, (2007) added that Balanced Scorecard, helped in identifying, utilizing and improving intellectual capital. 

However, since the conceptualization of Balanced Score Card, differences in its interpretation and practice have emerged. 
Some firms use the Balanced Score Card as a strategic management tool to support decision-making at the strategic 
management level (Martinsonset al., 1999; Murby and Gould, 2005), to advance management of intellectual capital (Bose 
and Thomas, 2007), to develop employee incentive system (Ciuzaite, 2008) and to manage (Shadbolt et al., 2003). However, 
a majority of firms use the Balanced Scorecard to evaluate the overall performance of an organization or to implement a 
strategy (Basu et al., 2009; Nzuve and Nyaega, 2011). 

Among small-scale organizations, the main use of the Balanced Score Card is enhancing their chances of survival (Shadbolt 
et al., 2003; Hoque, 2014). According to Basuony (2014), majority of small firms fail within the first five years of 
commencement. The main reasons are poor management, inadequate financial resources, and lack of knowledge in planning 
and controlling business activities, rapid changes in the external market environment, uncertainty and complexity of the 
external market atmosphere, intense competition and varying macro-economic situations. Giannopoulos et al. (2013) stated 
that BSC could assist small firm to avoid failure by identifying internal and external factors contributing to business failure.  
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Madsen and Stenheim (2014) stated that the Balanced Score Card had different benefits to organizations depending on the 
purpose of the implementation. They found three common benefits: (1) the Balanced Score Card assisted managers to focus 
on strategy, structure and vision. (2) Balanced Score Card integrated financial and non-financial metrics to ensure 
accomplishment of long-term organizational strategy and (3) Balanced Score Card helped in monitoring the execution of 
strategy by mapping cause-and-effect linkages between performance measures and outcomes. Basuony (2014) stated that 
Balanced Score Card largely benefited big organizations. The Balanced Score Card solved the problems of communication, 
coordination and control through its five principles: translating strategy into operations; aligning organization to strategy; 
integrating strategy into employees’ everyday tasks; making strategy a continuous process; and mobilize adopting top down 
approach (Kaplan and Norton, 2002; Basuony (2014). Further Balanced Score Card acted as a control mechanism and 
assisted large organizations in achieving their strategies by enabling management to articulate, convey and monitor strategy 
execution.  

Though small firms did not enjoy equivalent benefits, Shadbolt et al. (2003) found Balanced Scorecard could assist them to 
reduce their high failure rates. According to Giannopoulos et al. (2013), Balanced Scorecard had the potential to assist small 
organization to connect internal factors to internal business process, and learning and growth perspectives, and external 
factors to customers and financial perspectives to enhance chances of success. Casey and Peck (2004) stated that Balanced 
Scorecard provided a visual sketch of the inter-relationships between employee activities and strategy implementation. It 
provides a deep insight into business operations and the potential areas to focus to create value. It provides a common 
language and a common frame of reference, facilitating discussion, communication and visualization of the organization 
strategy and channels or activities required to achieve the strategy. Furthermore, Nazim (2015) added that Balanced 
Scorecard improved achievement of strategy since it transformed strategy into tangible performance metrics, which 
managers can track, modify or speed up. It enabled management to align strategy vertically, from strategic management to 
operational management and horizontally among different departments to ensure basic operations support and promote 
strategy execution. 

Shortcomings 

Though BSC offer innumerable benefits, some of the scholars have pointed out a few shortcomings as well. Neely et al. 
(2004) and Antonsen (2010) said that enactment of Balanced Scorecard was very time consuming. Pessanha and Prochnik 
(2006) pointed out that Balanced Scorecard only catered to the interests of the shareholders and ignored the interests of 
other stakeholders like suppliers, government, and environment. In addition Pessanha and Prochnik (2006) criticized the 
lack of explicit involvement and engagement of employee in formulation of goals and action plans. Parmenter (2012) 
criticized the way performance measures were defined and developed under Balanced Scorecard. Casey, Peck (2004) 
observed that Balanced Scorecard did not define Key Performance Indicators adequately, and hence hampers identification 
and implementation of factors critical for success. Voelpel et al. (2005) observed that Balanced Scorecard suffered from 
rigidity as it forced enterprises to put success indicators into one of the four prescribed categories, leaving no space for other 
indicators and for cross-perspectives that may have collective effect on strategy execution. (Kraaijenbrink, 2012) and 
BizShifts (2010) were skeptical about the relationship between BSC and organizational outcomes. Molleman (2007) stated 
that Balanced Scorecard was not sufficiently flexible for application in a highly dynamic business environment which may 
lead to creation of a static organization. Voelpel et al. (2005) and Rillo (2004) asserted that Balanced Scorecard framework 
focused almost exclusively on a firm’s internal processes and excluded external linkages with related firms and the fast 
changing environment, which might hamper firm’s innovation capability. BizShifts (2010) said the top-down design of 
Balanced Scorecard was a conceptual limitation, he further stated that lack of a bottom line or a unified approach 
significantly limited the execution.  

Discussion 

The conceptual framework of the Balanced Scorecard was introduced by Kaplan and Norton for the purpose of designating, 
evaluating and measuring factors that drive an organization’s performance. The concept was meant to provide a set of 
performance metrics which create a balance between the drivers of future success and measures of future outcome. Within 
two decades of its inception, the use of the Balanced Scorecard has spread across different sectors, from manufacturing to 
service industries, from large to small businesses and from public to private enterprises. The strength of Balanced Scorecard 
is integrating three non-financial metrics – customer, internal process, and learning and growth – with the traditional 
financial metrics. The common uses of the Balanced Scorecard are performance measurement and strategic management. 
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The benefits of Balanced Scorecard included overcoming inadequacies of the traditional financial-based performance 
measurement systems, providing a holistic performance outlook, transforming strategy into tangible performance measures, 
aligning organization activities to strategy and providing a deeper insight into business operations and ways of creating 
value. Despite the widespread use and benefits, the Balanced Scorecard has serious limitations both in concept and in 
practice which hamper its effectiveness. With fast moving changes in the global economic scenario it might be desirable to 
revisit the concept of Balanced Scorecard and substantiate it further with aspects such as increased employee engagement, 
include perspective of suppliers, government, society and environment, increased external linkages, while formulating 
strategy and determining the performance parameters, and  monitoring and incentivizing strategy implementation.  

Enterprises have increasingly realized the significance of customer focus and customer satisfaction in business. The study 
also revealed that customer behavior and financial outcomes move in tandem, and tends to change only if level of customer 
satisfaction diminishes. The Balanced Scorecard provided a strategic hypotheses, which helps in identifying the activities 
that are the drivers of the desired outcomes and laid down a set of cause-and-effect relationships that are unambiguous and 
testable. The Balanced Scorecard defines a set of objectives and activities that will differentiate a company from its 
competitors and create a long-term customer and shareholder value.  

The study revealed that with economic and technological transformations, has led to the increase in the importance of non-
financial aspects in making the performance management effective and multi-dimensional evaluation has become inevitable. 
The Balanced Scorecard offers a comprehensive tool which not only helps in performance measurement but also acts tool 
for strategic management. It appropriately integrates the performance evaluation system with business strategy, and creates 
a cause and effect relationship between performance measures and its final outcomes. Though some researches have brought 
to light some shortcomings which can be taken care of while implementing the Balanced Scorecard.  

Conclusion 

Compared to the traditional performance measurement tools that focused on financial metrics alone, the Balanced Scorecard 
evolved three additional performance metrics: customer, internal process, and learning and growth, to provide a more 
holistic performance outlook. The Balanced Scorecard was based upon the cause-and-effect relationships of the financial 
and non-financial measures derived from the organization’s strategy. Balanced Scorecard which was originally used as 
performance measurement method, has eventually been recognized as a comprehensive strategic management tool which 
describes organization's vision and strategy which spreads to base. 

Limitations and Future Research Agenda 

This study was restricted to examining the secondary data which was collected from journals, reports of government and 
private agencies, surveys, and websites. Further research can be taken up to understand the how efficiently did the business 
enterprises used Balance Scorecard and challenges faced by them in the current era of globalization and economic 
slowdown. Use a combination of qualitative and quantitative techniques would definitely help in reaching accurate 
deductions. 
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