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I. Introduction
Value-based management (VBM) is a management philosophy that uses analytical tools and processes to focus an organizations on the single objective of creating the shareholder value (Athanassakos, 2007). In concept, VBM reduces agency conflicts and helps create shareholders value since it reveals value-increasing decisions to employees, allows for easier monitoring of manager’s decision and provides a method to tie compensation to outcomes that create shareholder value (Ryan & Trahan 2006). 
VBM emerges as the focus on value creation has increased in recent years. One of the factor to this increasing focus in value creation is the growing competitive environment around the world which have led investors to expect higher level of performance from the companies. In order to reach the expectations of these investors, an effective corporate governance and control is needed.  Effective corporate governance and control includes the use of monitoring and incentive mechanisms to align divergent interests between shareholders and managers and encourage the creation of the shareholder value (Ryan & Trahan, 2006). VBM emerges in attempt to achieve these goals.

In attempt to align agent’s interest to the shareholder’s, an adequate performance measurement is needed to monitor agent’s activities as well as to tie their incentive compensation plan. Various accounting based financial performance measurements are developed to meet this objective. However, these performance measures are accused as inadequate performance measurement of a firm as they tend to encourage managers to create short-term decisions as well as manipulating the numbers with different accounting methods. Another accuse is that financial measures can only give historical-based numbers, which does not give indication of the firm’s future performance.

This research attempts to analyze the application of balanced scorecard in the value based management environment. Kaplan and Norton (1993) claims that the balanced scorecard’s four perspectives enables it to function as an indicator of future performance. Furthermore, Kaplan and Norton (2007) claimed that the scorecard’s three additional non-financial perspectives, namely customer, internal business process, and learning and growth perspective, as a complement to the financial perspective.

Research Questions

The main research question in this thesis is:

Is balanced scorecard improves the effectiveness of VBM?
The non-financial perspectives of balanced scorecard are claimed to complement the financial perspectives, therefore, implying the research hypothesis that the use of balanced scorecard will improve the effectiveness of VBM, which means that the company will be able to reach higher financial objective (e.g. corporate value) compared with the use of only financial metrics. To further test the hypothesis, three subquestions will be answered in this research:
1. What are the main focus of VBM?

2. How to put VBM measures in Balanced Scorecard?

3. How does the non-financial measures affects the financial measures of a firm?

Scope

The focus of this research is identifying the main goal of applying VBM and how balanced scorecard can help to reach the intended goal. The research will be conducted through stakeholder approach as the research mainly discuss about the application of the balanced scorecard in the VBM environment.
Research Method

The VBM will be introduced in detail by explaining the definition of VBM as well as the reason for its emergence, its main objective, and its advantage/disadvantage. Some identified VBM techniques such as Economic Value Added (EVA), and Total Business Return (TBR) will be explained. Balanced scorecard and its features such as the four perspectives as well as the new process will be explained to introduce the important point. Later, the hypothesis in effectiveness of using balanced scorecard in VBM environment will be tested by analyzing the consequences of non-financial performance to financial performance of a firm as measured by balanced scorecard. The analyzation will be taken from various literature regarding the effect of non-financial performance to financial performance.
Chapters

The first chapter will mainly explain about the emergence of VBM as well as the main purpose of this research. This chapter will also explain research question, scope of research, and the method used. The second chapter will explain the theories which bases the hypothesis of this research, which is agency theory and stakeholder approach. The third chapter will mainly explains the nature and the purpose of VBM. The fourth chapter will discuss the balanced scorecard and how it actually works to support the VBM environment. In the fifth chapter, we will discuss the findings of previous research regarding the consequences of non-financial performance to financial performance of a firm. The final chapter will include summaries and suggestions for further research.
II. Theoretical Background

Two theories which contributes as the main pillar to the research will be explained in this part. The two theories which will be explained are agency theory and stakeholder perspectives. The agency theory will explain the main reason why performance measurement is important while the stakeholder perspective will explain the basic idea to the balanced scorecard.
Agency Theory

Before explaining more about the agency problems, this thesis will explain about the cause and the source of the problem. Zimmerman (2009) mentions that Knowledge is an important aspect in decision making. Thus, it is important that company should link the knowledge with the decision rights. However, individuals have limitations in obtaining knowledge needed in running the business as sometimes they are costly to obtain. This limitation also implies that the decision making will be limited as well. For example, a CEO of a manufacturing company might not be able to take care of the technical problems in the factory as it requires different skills which are costly to obtain. In order to solve this problem, a company must hire agents with the required knowledge to take care of the task which could not be handled by the higher-ups alone.

As agents are hired to perform various tasks, it is believed that problems will most likely to occur. This believe is based on assumption that agents will act to maximize their value, which might not necessarily maximize’s the principals value. Agent’s pursuit of their self-interest instead of the principals is called principal-agent problem or simply the agency problem (Jensen & Meckling). Zimmerman (2009) further explains that this assumption implies that agents will use resources to activities which fulfills the agent’s interest despite sacrificing the principal’s interest. These actions is also believed to create agency costs, which Zimmerman (2009) defined as the differences among employees’ risk tolerances, working horizons, and desired level of job perks.
Zimmerman (2009) claims that the reason for the occurence of agency problems is caused information asymmetry between the principals and agents. In most cases, the principal usually has less information regarding the business itself compared to the agents. For example, a business will grow as a result of the agents hard work. However, the growth can actually be influenced with various factors besides from the agents itself. This further implies that agent’s effort in this situation cannot be observed. Another example is when agents are paid with fixed salary, they will have less incentive to maximizes principal’s wealth and furthermore, thus underperformed in doing their tasks, or even conducting unwanted actions such as theft. These unwanted behaviour due to the agents pursuing their behaviour will reduce the firm value and thus, generates agency costs.  In order to keep the agency cost on the lowest level, managers will need to control their employee’s behaviour by aligning employee’s interest to that of the company’s. The compilation of systems used to reach this objective is called the management control system.
In order to solve the agency problem, managers need to consider the organizational architecture known as three legged stool to measure performance, reward/punish performance, and partition decision rights (Zimmerman, 2009). Company can evaluate the performance through the use of financial and non-financial measures depends on the objective criteria. Reward and punishment system should be set in order to create incentives for the agents to meet the targeted performances. Agents with favorable performance will be rewarded while those unable to meet performance expectations will receive punishment. In partitioning decision rights, CEOs of a company should assigns decision rights to subordinate below them and these rights will further assigned again downward, thus creating a hierarchical system in decision rights. Through this hierarchical system, company will also need to separate decision management and decision control in order to reduce the agency problems. Zimmerman (2009) refers the decision management as activities in which managers initiates or implements while decision control is referred as activities in which managers ratify or monitor decisions. These two different kind of activities need to be separated in order to ensure that the decision made will help the company to reach the objective of the company. if the two activities are held by one group or one person, the decision made would be rather subjective and might create more agency costs.
Since these three system are the one which created the company’s organizational architecture, they should be coordinated between one and another. A performance measurement system used should be appropriate according to the decision rights assigned to the agents. This objective can be achieved through the use of performance measures which based on controllability principle. Zimmerman (2009) defined the controllability principle as “holding managers responsible for only those decisions for which they have authority”. However, Zimmerman also explained two caveats to the controllability principle. The first one is that the principle does not encourage the employees enough to perform better. This can be explained through Zimmerman’s example on natural disaster that some of the uncontrollable events are able to give incentive to the managers to perform better. The second caveat is the principle’s ignorance to the relative performance measurement. Assuming that all of the measures are controllable, the company will most likely set an absolute target to the measures while externalities might have an impact to the market. Externalities refers  to the uncontrollable factor which affects the business. After the performance measures are determined, rewards and punishment should be linked to these performance measures to give further incentives to the employees. In determining the performance measures, there are two approach that can be used. The first approach is shareholder approach and the second is stakeholder approach. the next part will explain more in detail regarding these approach.
Stakeholder Approach
Initially, organizations would only used performance measures which are based on traditional accounting measures. This probably happens due to its ease and less costly to measure using accounting numbers. As the awareness with regards to the company’s objectives increases, two approaches on performance measurement emerges. The first one is shareholder theory which argues that shareholder should be the only company’s objectives. This theory will later give birth to the VBM, which will be explained in the next chapter. The second approach is the stakeholder approach, which we will discuss in this part.
Freeman (1984) defined stakeholder as ‘those groups without whose suport the organization would cease to exist’ and ‘any group or individual who can affect or is affected by the achievement of the organization’s objectives’. Based on the definition of the stakeholder, we migt define the stakeholder approach as a management approach which attempts to increase the value of not only the shareholders but also other society which exist in the organization’s environment.

Stakeholder approach in management control emerges due to the believes that using financial numbers as the only metrics in measuring performance tends to lead to short-termism as it does not indicate future performance of a firm. Fitzgerald explains that this approach argue that companies compete on many dimensions whose evaluation cannot be confined to narrow financial indicators. Donaldson and Preston (1985) presents another three arguments for stakeholder approach. The first is that the approach shows how the business truly works. This argument is similar to the one explained by fitzgerald  in which implies actually each business has their own nature in doing their activities and thus, each has different orientation. For example, if we compare between manufacturing company and hospital, each has their own orientation in doing their business as the manufacturing company focuses on increasing the efficiency to reduce operating cost (financial) while hospital will focus to improve their service to ensure the maximum customer satisfaction (customer). The second is that, with regards to moral and ethics, it is better for the company to operate their business not only considering single stakeholder (shareholder) but also consider the other stakeholders as well. Despite the fact that shareholder indeed is the one which help to bring the business to life, the continuation of the business relies on the society where the business operates. The existence of customers is what brings revenue to the business and without the help of the employees, the business might not be able to operate efficiently or effectively. The third arguments explained that the use of stakeholder approach is rather to increase the shareholder’s wealth.  The third view is rather rational compared to the second view in which it tries to increase other stakeholder’s value with consequence that it will increase the shareholders value.
In the case of management control, stakeholder perspectives tends to tighten the control inside a company. When only a traditional financial measures used, these measures are rather a result of summed-up performance from various business units. For example, when these measures are actually falling, it is difficult to identify which part responsible for this unsatisfying result. Through the use of stakeholder perspectives, managers will be able to identify these problems as it provides much more detailed information from various sectors of the business. In the later chapter, we will describe the balanced scorecard which is one of the performance measurement system based on stakeholder approach.
in this chapter, explanations in details regarding the agency problems are given in order to give better understandings on the need of management control system in a company to control the behaviour’s agency through limiting the employee’s rights as well as giving them incentives in order to improve their performance. On the other hand, explanations on stakeholder approach gives better understandings as to how the approach tries to measure company’s performance through the use of various metrics such as non-financial based metrics and how this approach will help to give better control of the employees.
III. Value-Based Management
The emergence of various perspectives as basis for performance evaluation in recent years have shown that the company’s focus in doing their business starts to move to other stakeholders such as customer, supplier, and employees. McDonald and Puxty (1979) explains that company has responsibilities toward not only shareholders but also the society as they exist within it. This explanation actually implies that society itself might has a significant effect to the company’s performance as they help supports the company’s business.
Despite the trends in performance evaluation as explained before, shareholder should not be ignored as they are the main source of funds for the business’ operation. Rappaport (1992) explained that what matters from a corporate plan is whether it will create values for shareholder. With the explanation in mind, he also argues that evaluating performance through the shareholder value created from the business is the most appropriate way to assess performance of a company. Cooper et al (2001) believes that the returning consideration for shareholder value is based on the assumption that maximizing the shareholder value will also increase the value of the society where the business operates.
Although the idea to put the shareholder value as the main objective for operating the business, researches have found problems on the traditional performance measurements which made these metrics inappropriate to reflect the shareholder value. As cited by Cooper et al (2001), Stewart (1991), Brealy and Myers (1991), and McGowan(1983) shows that metrics such as earnings per share (EPS), return on investments (ROI), return on assets (ROA), and return on equity (ROE) generated doubtful numbers as these numbers are believed to be subject to the different calculations. Together with the increasing interest in shareholder value approach, this leads to the birth of an approach known as value based management.
According to Copeland, Koller and Murrin (1996), VBM is defined as ‘an approach to management whereby the company’s overall aspiration, analytical techniques and management processes are all aligned to help the company maximise its value by focusing o the key drivers of value’. Similarly, Athanassakos (2007) defined VBM as ‘a management philosophy that uses analytical tools and processes to focus an organization on the single objective of creating shareholder value’. These definitions might actually explained the reason why VBM metrics does not always follow the accounting numbers, which is because these metrics attempts to measure the “true” economic value for shareholder value.
VBM Metrics

Along with the emergence of VBM approach, various VBM metrics have been developed in order to fulfill the need to measure the shareholder value. This part will explain briefly between the two identified VBM metrics frequently used by companies namely economic value added (EVA) and cash flow return on investment (CFROI).
· Economic value added (EVA)

EVA is a performance metrics which was intended to calculate the true economic profit of a company. it is calculated as net operating after tax profit (NOPAT) minus cost of capital invested. If the result is positive, then an amount of shareholder value has been created by the business and vice versa. EVA is based on the premises that earnings from business should be able to cover the both operating costs and cost of capital. There is also another measure which is similar to EVA known as residual income (RI). The difference between the two is that EVA uses weighted average cost of capital (WACC) to calculate cost of capital while RI uses firm’s cost of capital to calculate it.
· Cash flow return of investment (CFROI)

CFROI is performance metrics based on cash flows of a company on economic profit basis. In general, CFROI is calculated as cash flow divided by market value of capital employed. The main advantage of this performance metrics is that it shows the company’s ability to generate cash flows, which is favoured by the capital markets.
VBM and Company’s Mission
As explained in the previous paragraphs, VBM approach is generally explains companies that they only have one and single objective in operating their business, which is to create wealth for the shareholder. Therefore, it is to be expected if a pure VBM based company would only base their performance measures only through the use of financial measures such as VBM metrics which would provide the measurement for shareholder value created with no concern for the rest of the stakeholder.
However, based on McDonald and Puxty (1979) explanation, a company should put concern to other stakeholders in operating their business. Cooper et al (2001) explained that the mission of a VBM based company to increase shareholder value can actually be rationalised into concern for other stakeholders through the following statement:
“Our philosophy is that there is only the shareholder. He is the only stakeholder, that we put at the top if you like. The logic is that you are there to maximize shareholder return value...... However, you can combine that with the need to satisfy other people by saying, clearly you satisfy the shareholders by maximising cash, the only place you can get cash from is the customer, therfore, you have to please the customers in order to get cash, so the two are totally alike...”
Based on the statement, it might implies that actually the objective between companies applying stakeholder approach and companies applying VBM approach are not too different. In the end, despite shareholder value as the main objective of VBM approach, it also put concerns to the other stakeholders beside shareholders as well in operating their business. Similarly, the research result by Cooper et al (2001) shows that between 14 companies using stakeholder approach, shareholders are one of the most important orientation for these companies. These findings are somewhat suggests that VBM approach in reality is only to explain to managers that the true objective of a company is to create shareholder value, but not necessarily need to use any of the VBM techniques or metrics in measuring the performance of the business.
IV. Balanced Scorecard
The concept of balanced scorecard is introduced by Kaplan and Norton in 1992. Kaplan and Norton explains that the balanced scorecard will help the managers not to rely to short term financial measures as the only performance indicator as it introduces three non-financial perspectives. Along with the three non-financial perspectives, namely customer, internal business process, and learning and growth, Kaplan and Norton Claimed that the balanced scorecard will enable a balance between short-term and long-term, between desired outcomes along with the drivers, and between various performance measures. The connection between the four perspectives can be seen in the Figure 1 below.
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Figure 1
I. Financial Perspectives
In financial perspectives, managers will define the long-run objectives of the business unit using the financial metrics. While most businesses will emphasize profitability objectives, other financial objectives are also possible (Kaplan and Norton, 1996). Kaplan and Norton (1996) identifies three stages in which these objectives may vary as well as the measures used. The stages are rapid growth, to sustain,and to harvest (Kaplan and Norton, 1996)
Since the business is in its early stage in rapid growth stage, it needs a significant amount of investments to construct facilities, develop products, build their own operating capabilities, and develop customer relationship. In this stage, company will focus its attention to the growth of the business. These growth can be in terms of revenue, market share, product development, etc. One measure example that can be used at this stage is revenue growth rate.

Kaplan and Norton (1996) believes that most companies in the world are in this stage. In the sustain stage, the business will still need more investments. However, at this stage, the business is expected to give higher returns. Therefore, the focus started to move from building capabilities to ensuring both efficiencies and effectiveness of  the business itself. Managers need to find the bottlenecks in the business process and get rid of them to improve the productivity of the business. Managers should also expand the production capacity to achieve the objective. At this stage the measures used are traditional financial measures such as return on capital, gross margin, or some new measures focusing on shareholder value such as economic value added (EVA). These metrics are used since all of them represent the classic financial objectives which is to earn excellent returns on the capital provided to the business (Kaplan and Norton, 1996).
A business enters the harvest stage as it matures. In this stage, investment only needed to sustain the current capabilities of the business. The main objective of the business in this stage is maximize cash flow to the company. To reach this objectives, investment made to the business should have immediate and certain payback. Virtually no spending will be done for research or development or on expanding capabilities because of the short time remaining in the economic life of business units in their “harvest” phase (Kaplan and Norton, 1996).
II. Customer perspectives

In this perspective, managers will segment the customers and market where the business will enter as well as the performance measures for these segments. The main purpose of this perspective is to measure the capability of the business to meet customer’s need.

Kaplan and Norton (1996) identifies five generally used outcome measures such as market and account share, customer satisfaction, customer retention, customer acquisition, and customer profitability. In general, market share shows how well the company penetrated the targeted market (Kaplan and Norton, 1996). A company might be able to achieve a certain target of financial measures such as revenue, however this might not necessarily indicate that the company gained more share in the targeted market. The measure of market share with targeted customers would balance a pure financial signal (sales) to indicate whether an intended strategy is yielding expected result (Kaplan and Norton, 1996). the second type of market share measure is account share of the customer’s business. When a company’s business deals with other company, it is essential to fins out the customer company’s share of the market to help dominating the targeted segments. Customer retention is an important measures in order to maintain the business’ market share in the targeted market. Company must keep their existing customer if they wish to maintain or moreover, expand their market share. Besides customer retention, company can also measure the degree of customer’s loyalty between the existing customers. Increasing customer base in one of the step to grow and expand a company’s business. Customer acquisition measures the business capability to attract new customers in the targeted segments either in absolute, or relative numbers. Customer acquisition can be measured based the numbers of new customers gained by the business or based on a ratio such as total sales to new customers in the targeted segment. Customer satisfaction measures how well is the company doing with the customers. A research conducted by suggests that customer’s repeat purchasing behaviour can only be beneficial for the company if the customer’s satisfaction is extremely high. Despite the research result which shows the importance of customer satisfaction, there is no guarantee that the customer with high satisfaction will bring the highest profit. In order to assure that the customers targeted will bring profit, managers need to measure the customer profitability of the targeted customers. By measuring the customer profitability, managers can identify which customer or segments gives the highest or lowest profitability and therefore create decisions on which segment to keep or dispose.
III. Internal Business Process
In order to achieve the company’s objectives, managers should identify and focuses its attention to the business process which gives the greater impact on customer and financial objectives. Unlike traditional approach which only monitors and tries to improve the current business process, balanced scorecard helps managers in identifying new processes where the company should focus at as it shows the managers which one is the most critical process.
IV. Learning and Growth

This perspective is created toward the long-term growth and improvement of the company. Organizational learning and growth come from three principle sources: people, systems, and organizational procedures (Kaplan and Norton, 1996). As the financial, customer, and internal business process perspectives will naturally shows the gap between the peoples, systems, and procedures, managers should reduce or close these gaps in order to achieve the company’s objectives. To do this, managers should improve the skills, technology, as well as aligning the company’s procedures.
Cause-Effect Relationship and Top-Down Strategy Map
One of the main features as claimed by Kaplan and Norton is that measures in balanced scorecard should be linked by causal effect relationship. Kaplan and Norton assumed the causal effect relationship as presented below:
Learning and growth
Internal business process
Customer
Financial

Despite the causal effect relationship as assumed by Kaplan and Norton, not every organizations can arbitrarily use the presented model. The main difficulty is that the value of intangible assets depends on their organizational context and a company’s strategy (Kaplan and Norton, 2000). Therefore, strategy map is needed in order to create the right causal effect chain. Strategy map shows cause-effect links by which specific improvements create outcomes (Kaplan and Norton, 2000). The example is shown on Figure 2 below.
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Figure 2
Kaplan and Norton explains one of the common approach to strategy mapping, called the top-down approach. in general, the top-down approach demands the strategy incorporated from the executives and spread it to the lower levels. The figure above shows how if a strategy map is built starting from the financial perspective with the main objective to increase the shareholder value. There are two levers identified for the financial perspective, namely revenue growth and productivity. The former mainly focuses on getting more revenue obtained from new segments, customers, and products while the latter focuses on improving operating efficiency by actions such as reducing cost structure.
In the customer perspective, company should design the customer value proposition suitable for the business. Customer value proposition describes the unique mix of product and service attributes, customer relations, and corporate image that a company offers (Kaplan and Norton, 2000). There are three value proposition identified: operational excellence, customer intimacy, and product leadership. After identifying the customer value proposition, the company will choose one proposition to focus at while keeping the other two proposition in moderate level. When a company chose to excel in operational excellence, the focus will directed on the operating activities of the business itself. If customer intimacy is preferred, company should focus their attention towards the customer relationship. Finally, if the company wanted to excel at product leadership, they will need to focus on the development of the product.
The next step is to determine what the business needs in order to achieve the financial objectives and customer value proposition. These needs will be formulated in the internal business perspectives of the balanced scorecard. Kaplan and Norton (2000) mentions four processes which are included in the internal business process perspective. The processes are product(service) innovation, increasing customer relationship, improving supply chain management, and creating relationship with the stakeholders of the company.
Finally, to reach all the objectives from the financial, customer, and internal business perspective, company should create the core foundation that the business needs.  The core foundations which need to be identified are what kind of specific skills and technology that the business needs. These skills and technologies will be formulated in the learning and growth perspective of the balanced scorecard.
With the VBM method as the basis, a top-down approach is probably the appropriate strategy mapping for the balanced scorecard. The reason to use the top-down approach is because VBM focuses on shareholder value, and shareholders are in the highest position of the firm. This leads the financial perspective to be the desired outcome in the balanced scorecard. However, it should be noted that how the other three perspectives connected are entirely based on the nature of the organization themselves. Also, based on the stages of financial objective as explained by Kaplan and Norton, we can conclude that using VBM measures is most appropriate for the companies in sustainable stage.
V. Empirical Research on Nonfinancial Measures and Balanced Scorecard
The balanced scorecard is one of the measurement tool which adopts the stakeholder perspectives. This can be observed as balanced scorecard features three non-financial perspectives, namely customer, internal business process, and learning and growth perspectives. As Kaplan and Norton (1993) suggests, the three non-financial perspectives of balanced scorecard enables it to predict the future performance of the company. Although the value-based management is based on shareholder perspectives which only focuses on financial-based metrics, value-based management has a similarity with balanced scorecard in the main goal which is to make sure that activities taken by managers increases the shareholder’s value. Balanced scorecard attempts to increase the shareholder’s value through the measuring of non-financial performances.

However, it is still unclear whether the non-financial perspectives of the balanced scorecard will actually have an effect to the financial objective. In “The balance on the balanced scorecard – a critical analysis of some of its assumption”, Norreklit (2001) states that the causal-effect relationship between non-financial perspectives to the financial perspectives has been hardly proven empirically. In the interview with de Waal (2005), Ken Merchant questions the ability of non-financial indicators to provide good indications in value creation due to the limitation in collecting good quality data.
Therefore, this part will show how the non-financial measures might increase the shareholder’s value which is the objective of VBM. However, before further discussion on the effect of using the VBM measures in the balanced scorecard to reach financial objective, thorough analyses with regards to prior research regarding the effect of non-financials and the balanced scorecard to the financial performance and research with regards to balanced scorecard application which utilizes EVA measures will be given.
In 2003, Said et al. (2003) conducted a research in order to find out the effects of non-financial measures to financial measures. The financial performance are measured with accounting based measures represented by return of assets (ROA) , and market based measures represented by market adjusted stock returns. The research is conducted through the use of data obtained from 1,441 sample firms which combine the use of non-financial measures and financial measures. In the research conducted, there are four hypothesis tested by the author:

· H1
: companies using combination of non-financial measures and financial measures will result in better current financial performance.
· H2
: companies using combination of non-financial measures and financial measures will result in better future financial performance.
· H3
: companies current financial performance will decreases with regards to the degree of mismatch between the business characteristics and non-financial measures used
· H4
: companies current financial performance will decreases with regards to the degree of mismatch between the business characteristics and non-financial measures used
However, with regards to the topic, this thesis only mainly discusses the first and the second hypothesis. The statistical result shows that the non-financial measures are not significantly related to the current accounting based measures. On the other hand, the non-financial measures are shown to have significantly positive relation with the market based measures. With regards to future financial performance, the statistical test results is consistent with the hypothesis in which it shows that the non-financial measures are significantly related to both of the accounting based and market based financial performance of the companies.
Despite the mixed result on the company’s current financial performance, the research conducted by Said et al. (2003) clearly shows that non-financial measures are able to affect the financial performance of a company. The author explained that the reason as to why the current accounting based financial performance is not significantly related is because the ROA might be subject to manipulation of the manager and cannot describe the truth. Thus, this research confirms the causal effect of non-financial performances to the financial performances, which is the assumption used in the balanced scorecard. Furthermore, the result of this research where both current and future market based measures are significantly related might implies as well that VBM based performance will increase through the use of Balanced Scorecard. This opinion is based on the assumption that the market based measures, which is market adjusted stock returns, truly represents other market based performance. Traits of some of the VBM measures such as EVA and CFROI which applies the use of market based variables such as the use of weighted average cost of capital on EVA and market value of capital employed on the CFROI implies that these measures will be affected significantly by the market and thus, have a positive significant relation with non-financial performance either in the current time, or in the future. One thing to be put to attention to, however, is that the research lacks explanations whether non-financial measurement will results on better financial performance compared to companies not using the non-financial measures.
To fill the hole from the previous research, Davis and Albright (2004) conducted a research on the balanced scorecard implementation. The research was conducted between bank branches from the same organization and similar geographical region. The dependent measures of the statistical analysis consists of nine key financial measures considered as important to banking organization are identified which combined in order to identify the overall financial performance. The research attempts to find out whether the use of balanced scorecard are able to increase the company’s financial performance and whether balanced scorecard can give more significant increase in financial performance in the branch applying the balanced scorecard compared to the other branches which does not apply the balanced scorecard. The statistical test of the research yielded a significant increases in combined key financial measures (CKFM) of bank branches which applies the balanced scorecard. Furthermore, while the increases in CKFM in balanced scorecard applied branches is significant, the branches not applied with balanced scorecard does not increases in terms of CKFM. This result of this research, consistent with the research conducted by Said et al. (2003), proves that non-financial measures address to better financial performance of the company. One important additional results that it contributes is that it also proves that utilizing non-financial measures, the balanced scorecard system itself in this case, gives comparatively better financial performance for the company.
The third research is conducted by Liang and Yao (2005) in Taiwanese information electronic  industry. The research attempts to reveal the relevance of financial and non-financial measures in explaining the corporate value creation. The research is conducted using 225 sample firms and the test itself will be separated into two parts, test to full sample to gain overall result, and test to segmented industry. The three segments are upstream which consists of component manufacturing, midstream which consists of electronic assembly manufacturing, and downstream which consists of PC peripheral manufacturing. There are three kinds of measures in which the relevance to the corporate value creation going to be revealed. The first is traditional accounting measures represented by net income (NI), the second is emerging financial indicators represented by RI and EVA, and the last one is the non-financial measures represented by the use of balanced scorecard measurements. To explain the relevance of these three measures with the corporate market value (MV) and book value (BV) difference, two  models are prepared. The first model is MV/BV and the second model is MV-BV. Each of the model first will test the measures starting from NI and its components, then added with the RI/EVA, and added with the non-financial measures from balanced scorecard. This way, the research can identify the incremental explanatory power of each measures. The test on full sample shows that NI as representative of the traditional accounting measure is not significantly associated with corporate value. However, the components of NI themselves are significantly associated with the corporate value. Compared to NI, EVA and RI have higher significance with regards to the corporate value. Non-financial measures does not have significant association with the corporate value of the company. The test result on the segmented sample shows that NI added with EVA or RI has higher significance in upstream industry. Although non-financial measures are not significantly associated in the upstream industry, it has a significant association in midstream industry, thus giving higher significance to either RI or EVA in association with corporate value. 
The results on the research shows the advantage of VBM measures compared to traditional accounting measures which is consistent with the expected idea that VBM metrics can better describe the true financial performance of a company. However, despite the fact that it still increases the significance to the corporate value, the result shows that non-financial measures are insignificantly associated with the overall information electric industry conducted in the research. This result is inconsistent with the claim that balanced scorecard’s non-financial perspectives help to increase the financial performance of the company. This result is probably due to the fact that the industry put to the research is a manufacturing company. manufacturing companies tend to focus their decision on improving efficiencies and effectiveness on operating their facilities.
The three research on effects of balanced scorecard presented gives the empirical evidence on the ability of non-financial measures in increasing the financial performance of a company. However, these researches can only give us possible implications on what are the consequences when a balanced scorecard integrated with various VBM measures put into work, especially with regards to the financial performance of the company.

Therefore, To find out further on how will the integrated performance measurement system affect the financial performance, an analysis on the practical use of the integrated performance measurement system is needed. The final research which will be discussed is conducted by Fletcher and Smith (2004).  The author conduct a research on the application of a balanced scorecard, but with a VBM measure, namely EVA, integrated to the system. The author conducted a case study in Lavas Food Corporation, which is a privately held food distribution company in east coast region. Previously the company is known to have include the use of VBM and balanced scorecard before. However, due to the In the research, the performance valuation framework used is analytical hierarchy process (AHP). The AHP framework is used in this study in order to create relative importance between the indicators to create a proper linkage between the measures. The framework made for this case study can be seen in Figure 3 below. The research was conducted in one year period with the main goal of the company to gain EVA at $ 1,2 million. The research conducted shows that the company faces unfavorable performance especially in the second quarter where the level of overall performance fell down from 94.7% of the target on the first quarter to 91.5%. However, the result in the fourth quarter yielded a favorable result. The company’s level of overall performance rises to 97.8% compared to the 94.7% on the first quarter. With regards to the identified financial measures, four out of five measures surpasses the target. On the other hand the company is able to gain EVA with the amount of $ 1.1 million in the last quarter, which is over 91% of the targeted EVA.
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Figure 3
The research conducted by Fletcher and Smith proves that the use of integrated performance management system between VBM metrics and balanced scorecard  clearly shows that it helps the company to reach the financial objective of a company be it measured by the VBM metrics or other financial objectives. One limitation that can be clearly seen through this research though is that the observation time was rather short. Therefore, the research is unable to predict the long-term effects to the financial performance of the implementation of the integrated performance measurement system.
To sum up, this chapter gives some of the examples of various implementations of non-financial measures including measurement set in the balanced scorecard and shows the effect of each of the implementation with regards to the financial performance of the company.

VI. Conclusion
The purpose of this thesis is to determine whether the integration of balanced scorecard with the VBM approach will result in better financial performance either as measured by the VBM metrics or through the use of other measurements. The research is conducted through the literature review from various related research. Thorough analysis are given on each chapters in order to answer the main research question as well as the subquestions.
The result of the studies shows that VBM approach was originally emerges as an approach which believes that shareholder is the sole stakeholder of the company. Therefore, companies should operate their activities with the single objective which is to increase the shareholder and other activities which is not related to shareholder are considered unnecessary. Despite the different calculations on VBM metrics compared to the calculations on the traditional accounting measures, VBM still only uses financial information which is only considered useful when calculating shareholder value but not the other perspectives. However, one mission of the VBM companies as described by cooper et al (2001) explained that other stakeholders can be of concern in VBM approach as measuring these stakeholders will ensure the shareholder’s value as well. Furthermore, it is found that VBM measures are used as well by stakeholder based company accompanying other measures. This actually implies that VBM in reality does not restrict to financial performance measuring but rather explains that any actions can be taken as long as it increases shareholder theory. 
Balanced scorecard are claimed to have a causal effect relationship where the non-financial perspectives will affect the financial performance of the company. In order to ensure the appropriate relationship between the measures, a strategy mapping is needed before implementing the balanced scorecard. With regards to integrating the VBM to balanced scorecard, top-down approach is an appropriate way for strategy mapping since the shareholders hold the highest priority and they are in the highest position of a company.
The analysis of the four empirical research contains rather uncertainties as to answer the main question. The research of conducted by Said et al. (2003), Davis and Albright (2004), and  Liang and Yao (2005) are consistent with the claim that non-financial measures will have an effect on the financial performance of the company. Furthermore, the research conducted by Said et al. (2003) is consistent with Kaplan and Norton (1993) where the non-financial perspectives are indicative to the company’s future financial performance. The market based measures used in the research conducted by Said et al. (2003) indicate that the same result will happen to VBM metrics as these metrics are affected by market based variables. The research conducted by Liang and Yao (2005) gives evidence that VBM measures are significantly asssociated to the corporate value and the use of non-financial measures help to increase its significance. The research conducted by Fletcher and Smith (2004) demonstrated on how the integrated performance measurement system  works on a food distributor company. The result was favorable in which the financial performance of the company does increase in one year studies. However, the research does not give information on the prior performance of the company before the implementation of the integrated performance measurement system, leading to the result incomparable to the prior performance. Furthermore, the study is only conducted for a year and thus, the result are not indicative to the long-term effect of the financial performance.
Limitations and Suggestions for Further Research

Since the research itself is conducted through the use of literature review, this research highly depends on the currently existing literature available. The research on the implementations of integrated performance measurement system such as balanced scorecard and VBM measures especially the comparison on the financial performance based on VBM measures between the companies implementing the integrated system and the others which does not implement it is still small in amount, causing lack of data in this research. Conducting a field study for this thesis seems to be more appropriate for this thesis.
Another limitation of this study is that due to the lack of data, some of the conclusions only able to give possible implications based on th research which are already conducted prior to this study. Therefore, more actual data regarding the study on this topic is needed in order to give appropriate answers to this study.
As i have explained before, the amount of research on the implementations of integrated balanced scorecard with VBM measures are still small. Therefore further studies can discuss about the effectiveness of the integrated performance measure more deeper.  I suggest that further studies regarding this topic should be conducted through field study and data before and after implementations should be prepared as well to give more data to compare between performance prior to studies and after the studies.
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