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Abstract

Recent interest on the use of nonfinancial measures (e.g. in the Balanced Scorecard) generally

assumes that such measures are essential to overcome the inadequacies of financial measures.

However, it remains unclear (1) if the behavioural effects of these nonfinancial measures are

different from those of financial measures; and (2) whether these effects are influenced by the relative

importance of nonfinancial measures vis-à-vis financial measures. This study hypothesises that the

use of performance measures for performance evaluation will significantly affect managers’ job

satisfaction. However, these effects are indirect through the managers’ perceptions of the fairness of

these measures and the interpersonal trust these measures promote. Based on a sample of 70

managers, these expectations are supported by the results. More importantly, the results also suggest

that (1) the process by which nonfinancial measures affect employee job satisfaction is not different

from that of financial measures, and (2) the relative importance of nonfinancial measures vis-à-vis

financial measures has no significant effect on employee job satisfaction. These results may have

important theoretical and practical implications.
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1. Introduction

Since performance evaluation usually affects employee compensation and rewards

(Kaplan and Atkinson, 1998; Horngren et al., 2002), employees are likely to be concerned

with the performance evaluation process including the types of measures used to evaluate

their performance. This study investigates the behavioural consequences of the use of

financial measures and nonfinancial measures for performance evaluation.

Performance measures are studied here because of the increased attention to the possible

behavioural consequences of the different types of measures used in contemporary

organizational settings. The current widespread adoption of nonfinancial measures is

generally based on the notion that traditional financial measures may be too late, too

aggregated and too one dimensional to be useful because they are narrow in focus, historical

in nature and incomplete (Kaplan, 1984; Lynch and Cross, 1991; Ittner and Larcker, 1998;

Hoque et al., 2001). In contrast, nonfinancial measures such as those relating to the

customer, internal business process, and learning and growth perspectives are generally

broader with greater emphasis on future and long-term objectives. Kaplan (1983, p. 686)

suggests that ‘a particular challenge is to de-emphasize the current focus of senior managers

on simple, aggregate, short-term financial measures and to develop indicators that are more

consistent with long-term competitiveness and profitability.’ Kaplan and Atkinson (1998,

p. 379) similarly note that ‘as organizations invest in acquiring.new capabilities, their

success (or failure) cannot be motivated .in the short run solely by the traditional financial

accounting model. the Balanced Scorecard introduces the drivers of future financial

measures.’ This suggests that the use of long-term nonfinancial measures is likely to

somehow generate more positive employee behaviours than those generated by the use of

short-term financial measures.

However, to date, there is little systematic empirical evidence to indicate if and how

managers would react to the use of nonfinancial measures. It is also unclear if such

reactions are similar to or different from those generated by the use of the more traditional

financial measures. Moreover, since organizations, which adopt nonfinancial measures for

performance evaluation, are required to ascertain the relative importance or weights to be

assigned to nonfinancial measures vis-à-vis financial measures, it is also imperative that

they understand if and how different combinations of nonfinancial and financial measures

affect employee behaviours.

These issues are important to facilitate the selection of the best mix of measures

for performance evaluation. Indeed, there had been considerable management

accounting research on the behavioural consequences of performance evaluation

methods and procedures. However, these studies have generally focused on accounting

(financial) performance measures (RAPM or budget emphasis) (e.g. Hopwood, 1972;

Otley, 1978; Ross, 1994; Otley and Pollenen, 2000). In contrast, little research has

been undertaken with respect to the use of nonfinancial performance measures

(Ittner and Larcker, 1998) or on the behavioural consequences of the relative

importance of the two categories of measures, financial and nonfinancial.

Our study, therefore, attempts to address these gaps in the literature. In studying the

relationships between performance measures and managerial behaviours, our study will

also investigate the intervening effects of two variables identified in earlier studies by
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