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Abstract

Balanced Scorecard (BSC) is one of the most talked about performance measurement systems in the
management accounting literature in the past two decades. In this paper, we argue that the BSC has failed to
perform as a comprehensive performance measurement systems though it focuses on both financial and non-
financial indicators. By presenting a historical review of the BSC, we explore the key shortcomings of the BSC and
discuss the steps which have been taken to address the shortcomings of the BSC since its introduction in the 1990s.
And finally, we present our research findings regarding the shortcomings of the BSC in practice.
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Introduction

The present literature has noticeably highlighted the effectiveness
and the usefulness of the BSC as a performance measurement systems
for the businesses [1-11]. The overall assessment is that the BSC
can contribute to organisations’ performance if fully implemented.
It enables organisations to clarify their visions and strategies and
translate them into actions. It provides feedback around both the
internal business processes and external outcomes to (continuously)
improve strategic performance and results. When fully deployed, the
BSC transforms strategic planning from an academic exercise into the
nerve centre of an enterprise [12-14].

Nonetheless, despite its suggested merits, research on the diffusion
of the BSC indicates that its adoption rate is lower than those of other
managerial tools such ABC [14-16]. So, it is unclear if the BSC has any
shortcoming/s that might have contributed to its slow adoption in the
current ever-changing environment of the 21* century.

In the following sections, we present a general overview of the BSC,
including its different generations from birth to the present and suggest
what need to be done to improve the BSC as reliable and comprehensive
performance measurement tool.

A General Overview of the Development of the BSC

Recognising the shortcomings of relying on financial indicators
alone (as a performance measurement tool), Kaplan and Norton
(1992) introduced the first generation of the BSC to provide a better
prescription as to what companies should measure to ‘balance’ the
financial and non-financial perspectives by linking non-financial
measures with a financial perspective in four areas of performance
concerned with financials, internal process, customers and innovation
and learning. According to Figure 1, the main aim of the first generation
of the BSC was getting a grip on the organisation trough control,
monitoring and reporting [12-14,17].

However, the first generation of the BSC has paid less attention
to cause and effect relationship/s between 4 perspectives (financials,
internal process, customers and innovation and learning). To address
the shortcomings of the first generation of the BSC, the second
generation BSC, the third generation BSC and the fourth generation
BSC have been introduced [18-20].

The second generation of the BSC tries to address the cause and
effect relationship between 4 perspectives as shown if Figure 2 below:

However, both the first and the second generations of the BSC
have failed to use the BSC as a tool for implementing the strategy. So,
the third generation of the BSC has been introduced as an integrated
strategic performance measurement system that helps organisations to
translate strategic objectives into relevant performance measures and
learn them as shown in Figure 3 as follows:

Though the third generation of the BSC addresses some
shortcomings of the previous generations of the BSC, it has failed to take
into consideration the impact of external factors on the performance
of organisations. In other words, considering all organisational factors
including both financial and non-financial factors as well as establishing
a cause and effect relationship between these factors and providing a
link between KPI's (key performance indicators) and organisational
strategy is great but not enough. Indeed, no individual organisation
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Figure 1: The First generation: Four basic balanced scorecard perspectives.
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Figure 2: The second generation balanced scorecard.

Financial Performance

How should we appear to
our shareholders?

I

Customer performance

ow should we appear tg
our customers?

Business and production
process performance

At what business
practices must we excel?|

Learning and growth

performance
How should we sustain
our ability to change
and improve

Figure 3: The third generation balanced scorecard.
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Figure 4: The fourth generation balanced scorecard.

can totally ignore the impacts of its operation/s on external factors
(including the environment) and vice versa. And therefore, no
performance measurement tool can be considered as comprehensive
unless it discloses the interaction effects of external factors such as
environment and risk on organisations’ performance.

To address the above shortcomings, the fourth generation of the
BSC has been introduced as shown in Figure 4 as follows:

The Shortcomings of the BSC in Practice

To get the better picture of the shortcomings of the BSC in practice,
we sent a questionnaire to 400 registered members of Chartered
Institute of Management Accountant (CIMA) in New Zealand in 2011
and asked them about the diffusion of the BSC in their organisations
as well as the shortcomings of the BSC in practice. We received 142
useable survey responses (plus 10 not-completed or not delivered),
with the satisfactory response rate of 35.5%.
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The findings revealed that only 21.4% of respondents were using
the BSC as an accepted tool, 4.3% were using it on a trial basis,
27.10% were considering it for future use and the remaining 47.2%
either didn’t discuss its implementation or decided not to use it.
Exploring the shortcomings of the BSC, the targeted respondents
(in an open-ended question in the distributed questionnaire) were
asked to list the weaknesses/shortcomings of the BSC. According to
the findings, the respondents’ points of view were that ignoring the
risks, environmental and sustainability factors as well as neglecting the
concerns/rights of other relevant stakeholders (besides customers) are
the key shortcomings of the BSC, which could undermine its diffusion
in practice.

Implications and Conclusions

The BSC as a performance measurement technique has received
considerable attention in the literature. Although a number of BSC
generations have been introduced to address some of the shortcomings
of the BSC in practice, studies investigating the diffusion of the BSC
indicate that the adoption of the BSC by organisations is relatively low
(up to 30%). This level of adoption for the BSC raises an important
question: Does the BSC still suffer from any shortcoming that could
undermine its diffusion?

Investigating the diffusion of BSC in practice, the findings show
that only 21.4% of organisations have adopted and accepted the BSC
and a further 4.3% of organisations have implemented the BSC on a
trial basis (but not accepted it).

Exploring the shortcomings of the BSC, the findings show that
ignoring the risk, environmental and sustainability factors as well as
neglecting the concerns/rights of other relevant stakeholders (besides
customers) are the key shortcomings of the BSC from adopters’
points of view. So, further research is needed to find out how we can
include external factors such as risk and environment factors into four
perspectives of the BSC to contribute to its diffusion in practice.
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