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ABSTRACT

Using financial and non-financial measures, the Balanced Scorecard (BSC) approach
evaluates different aspects of firms’ performance: financial, customer, learning and growth,
and internal business processes. Resource flexibility and availability of financial resources are
basically highlighted as separate antecedents of company’s performance. Grounded on
resource based view, the role of financial resources on business strategy has been addressed
numerously in previous studies. However, there is limited study to evaluate the role of
financial resources on relationship between business strategy and BSC performance
measures. Especially there is no study addressing this issue according to the moderating role
of financial resources among small and medium enterprises (SMEs). It is worth mentioning
that such relationships and models can be more highlighted in a developing countries since
financial resources has been debated to be weak in theses context. Grounded in contingency
theory, an evaluation of the moderating role that financial resources plays in the relationship
between SMEs’ business strategy and balanced scorecard performance measures in SMEs
points to the value of providing enough resources for SMEs. External fund providers such as
banks and loan providers can help SMEs in this regard since firms could pass the way from
business strategy to superior BSC performance measures more successfully.
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1. INTRODUCTION

Firms’ strategy can be explained as a way of pursuing different goals and objectives grounded on
opportunities and threats in the environment as well as firm’s capabilities and resources. An
effective strategy can help organizations to sustain their competitive advantage which could
subsequently lead to superior performance (Oosthuizen, 1997). However this can be
accomplished only if the firm’s internal and external conditions match appropriately with firm’s
strategy (Thompson and Strickland, 1996).

The link between strategy and performance among SMEs has been widely researched. It is
widely assumed that there is a clear link between strategy, firm performance and competitive
advantage to generate above-average returns. The positive effect of strategy on firm’s
performance has been highlighted by different scholars. For instance, according to Carraresi,
Mamagi, Albisu Aguado, and Banterle (2011) there are significant and positive direct
relationships between firm strategic choices (innovation, product positioning and relationship
development) and performance. Another study which was conducted by Lechner and
Gudmundsson (2014) showed that there is a positive influences of both generic strategies on
small firm’s performance. Similarly, Singh and Mahmood (2014) conducted the study to find out
whether there is a relationship between manufacturing strategy and export performance of SMEs
in Malaysia. Based on the results, the scholars revealed that there is a significant and positive
relationship between manufacturing strategy and export performance of SMEs. However the
number of studies addressing the relationship between SMEs’ strategy and BSC performance
measures are Very rare.

Performance measurements in organisations have generated much interest over the years in
different business disciplines in different sectors. The developments in performance
measurements have been strongly influenced by the increasing level of competition and the
changing business environment (Johnson and Kaplan, 1987). Changes in the performance
measurements have evolved and expanded for the past half century (Eccles, 1991; Kaplan,
1994).

Using traditional financial measures as one of the performance measurement system was
criticized immensely in recent years. Specifically, many boundaries and difficulties related with
traditional financial performance measurements were recognised in the literature. These
boundaries were due to extreme concentration on the short-term by using the measures like
incomes, without focusing on longer-term performance measures such as customer satisfaction
and product or service quality. Usually the main focus on short-term financial accounting
measures might no longer offer an acceptable information of well performance for business
firms. Additionally, several scholars defined the most significant problems associated with old-
style monetary performance measurements throughout the 1980s and early 1990s.

Drury (1990) believed that new performance measures are based on non-financial factors and
give emphasis to factors such as flexibility, quality and delivery performance. In this regard,
Bromwich and Bhimani (1994) believed that the significance of using non- financial data could
not be overstated and that empirical evidence suggests a growing role for this type of information
in enterprise management. Consequently, it can be said that financial measures are not sufficient
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for the purpose of deciding in the modern enterprise, and the collection of relevant performance
measures, both financial and non-financial measures should be considered. Key
multifaceted/multivariate examples in this regard include Fitzgerald, Johnston, Brignall,
Silvestro, and Voss (1991) “results and determinants” framework; most notably, Kaplan and
Norton (1992) “balanced scorecard” approach; Lynch and Cross (1995) “performance pyramid”
and the performance prism Neely, Adams, and Kennerley (2002). The focus of this study is on
balanced scorecard approach with combines both financial and non-financial measurements.

2. USE OF BALANCED SCORECARD AMONG SMES

Regarding the essentiality of using key non-financial performance measures and integrate
financial and non-financial measures, Kaplan and Norton (1992) developed the BSC as a
multidimensional performance measures to help mangers have a complete view of the
organization, and providing them consistent feedback for management controlling goals and
evaluating the performance. This approach contains two kinds of performance measures. The
first one refers to the financial measures for describing the previous actions. The second one
refers to the non-financial measures regarding the customer satisfaction, internal business
process, and learning and growth activities as drivers of future financial performance.

There are a large body of studies which address the use of BSC in large organizations; however,
the available literature regarding the use of BSC in small firms is very few. Andersen, Cobbold,
and Lawrie (2001) stated that reported lack of related literature about the BSC implementation
among SMEs must not be considered as an indication that the BSC application is just suitable for
large companies.

Though scarcity, available literature clarified the applicability of using this performance
measurement system in SMEs. There are many studies which highlighted the feasibility of using
BSC in these contexts (Hongmei and Yujun, 2010; Tennant and Tanoren, 2005; Andersen,
Cobbold, and Lawrie, 2001; Gumbus and Lussier, 2006). There are different reasons why BSC
can be applied in these specific groups of companies:

e Helping SMEs to plan for short as well as long term objectives(Von Bergen and Benco,
2004)

e Supporting SMEs to achieve their goals and being innovative (Zinger,2002)

e Making performance management much easier (Gomes and Lirio, 2014)

Although SMEs have used BSC only for a short period of time, they have applied and used the
first two generations of BSC. Meaning that BSC has been used as a tool for measuring
performance and also a strategic management system (Garengo, Biazzo, and Bititci, 2005;
Fernandes, Raja, and Whalley, 2006; Gumbus and Lussier, 2006; Henschel, 2006). Therefore,
this highlights the quick implementation of BSC generations among SMEs. The use of BSC as a
performance measurement system can be more highlighted for SMEs since they not only can
focus on financial performance indicators but also on non-financial ones which could improve
their competitive advantage in a rapidly changing market environment.
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3. CONTINGENCY THEORY : BUSINESS STRATEGY AND PERFORMANCE

The focus of contingency theorists has been on contingencies based on the internal and external
environment. Strategy researchers have long highlighted that firms should grounded their
selected strategy not only in internal capabilities and resources but also in external environment.
In this case they could achieve superior performance (Zou and Cavusgil, 1996). The role of
financial resources as a component of internal environment and contingency factor, affecting the
SMESs’ business strategy-BSC performance measurement relationship has not received scholarly
attention.

Contingency theories demonstrated the significance of alignment or fit amongst various
constructs related to the organizations and explain the way the relationship between performance
and measures of strategy can be moderated by different environmental factors. (e.g Lumpkin and
Dess, 2001;Venkatraman & Prescott, 1990). The rationale is simply that were firms deliver
goods that customers value more highly that comparable offerings of rivals, then greater
financial and personal rewards will accrue to the organization and its employees. Conversely,
where performance is not satisfactory and poor, firms need to reformulate the selected strategy
based on environmental context.

The capability of an organisation for surviving and being successful is affected by different
factors. Some of those factors can and some of them cannot be controlled. As a result, an
organisation’s performance is a function of the uncontrollable and controllable variables. One of
these factors can be related to one the most important elements of internal environment which is
firm’s financial resources.

4. FINANCIAL CAPACITY AVAILABILITY AMONG SMES

SMEs possess more constrained resources compared to larger ones (Bianchi and Noci, 1998)
although they also have essentially different resources that are usable in extremely different
ways. Due to insufficiency of resources the smaller companies are more responsive to pressures
of stakeholders compared to larger ones.

Previous scholars have highlighted different internal factors affecting SMEs, however two
parameters financial resources and management, were common among these studies. According
to Kadocsa and Francsovics (2011), financial resources is the second most important factor (after
having a good relationships with customers) affecting the SMEs’ operation in Budapest. Olawale
and Garwe (2010) also investigated the internal and external environmental obstacles to the
growth of new SMEs in South Africa, the results showed that financial and management are two
internal factors which were considered as the obstacles for growth. The scholars referred to
finance as the most important parameter compared to the other factors. According to
Chittithaworn, Islam, Keawchana, and Yusuf, (2011) SMEs characteristics, the way of doing
business, resources and finance were main internal factors affecting SMEs’ success in Thailand.
Similarly Kalpande, Gupta, and Dandekar, (2010) highlighted the role of financial stringency
and technological obsolescence as the main threat for Indian SMEs. According to Saleh and
Ndubisi (2006) Malaysian SMEs have difficulties in obtaining funds from financial institutions
and the government. Access to finance includes the difficulties in accessing loans and other
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forms of financial assistance. Aragon-Sanchez and Sanchez-Marin (2005) highlighted the
influence of financial resources through the evaluation of the factors which could tension SMEs.
There are many factors that compel the firms to face the challenges to improve their
competitiveness, which include the economy internationalization, greater competition among
companies, the uncertain and frequent changes, the growing utilization of information
technologies, and the requirement for constant innovations. According to these scholars for
SMEs, the above mentioned difficulties are greater since their economies of their resources are
less than those of the larger companies. As a result, according to the previously conducted
studies, this study focuses mainly on financial resources as an important internal factor that has
effect on strategy-BSC performance measures relationship.

5. CONCEPTUAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT

The conceptual framework which was modelled in this study examines the interaction between
business strategy and balanced Scorecard performance measures among SMEs. In addition it was
hypothesised that the effect of firms’ strategy on performance measurement based on BSC
approach will vary depending on availability of financial resources. As demonstrated in the
conceptual framework in Figure 1, the relationship between SMEs’ business strategy, BSC
performance measurements and financial resources can be hypothesized as follows:

e SMESs’ business strategy can positively influence BSC performance measures

e Availability of financial resources moderate the relationship between SMEs’ business
strategy and BSC performance measures

Financial Resources

SMEs*® Business
Strategy

BSC Performance
Measures

+—————

Y

Figure 1: The Impact of Financial Resources on the Relationship Between Business Strategy
and BSC performance Measures in an SME—A Conceptual Framework

6. CONCLUSION AND RECOMMENDATION

SMEs are considered as a backbone of the economy. The significance of their continues
performance improvement in global economy is deniable. The SMEs performance improvement
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can be accomplished by using BSC. However availability of financial resources can play a great
role in this regard. Because the BSC process is comprehensive, SMEs which use this
performance measurement system should have adequate resources especially financial resources
to be successful. Therefore it is expected that financially rich firms can pass the way from
business strategy to BSC performance measurement more successfully compared to financially
poor SMEs. Lack of financial resources can prevent SMEs to adopt a broad performance
measurement system such as balanced scorecard. BSC is a luxury system for SMEs. The cost of
this system can be considered as a fundamental concern for SME mangers. Nowadays,
information system which could provide needed data for measures has been used in most SMEs;
however, the cost of purchasing and implementing BSC can still be an issue for leaders of SMEs.
Nevertheless this cannot be an obstacle for SME leaders to use BSC approach to evaluate their
performance. Finally it is of great importance to support SMEs financially so that they could
implement a compressive tools such as BSC to evaluate and improve their performance.
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