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PERFORMANCE MANAGEMENT CONCEPT IN SERBIA: THE TRA-
DITIONAL OR THE CONTEMPORARY ONE?

Throughout its history, performance measurement and management evolved through many
models, some of which are mutually dependent and some are independent. Each new model is
grounded on the previous one and tries to remove some its disadvantages. The paper presents which
model is applied at enterprises in Serbia. The question is if Serbian managers are aware of the
necessities for introduction management innovations as balanced scorecard and activity-based
costing. The research includes the companies that are different from the standpoint of industry,
market share and ownership. The conclusions show that companies in Serbia implement balanced
scorecard and activity-based costing insufficiently.
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Bioaera /lomanosiu, Becna CrosinoBiu-Ajekciu, Bepina baoiu

KOHIEIIIIA YITPABJIIHHS ITPOJYKTUBHICTIO B CEPBII:
TPAIIUIIIIHA ABO CYYACHA?

Y cmammi nokazano, wo enpooosxc 6ciei ceoei icmopii, eumiproéanHs I ynpagainHs
HPOOYKMUGHICIIO PO36UBAAUCA 3a (a2ambma MOOeAAMU, 0CsKI 3 HUX 63AEMO3AAEHCHI, 4 0esKi -
Hezaaexcri. Koxcna Hoea modead 3acHosana Ha nonepeoniil i Hamazaemocs yCyHymu it Hedoaiku.
Ilpeocmasaeno modeai, 3acmocoeani na nionpuemcmeax Cepoii. Ilumanns ¢ momy, uu
yceidomaroromo cepOCoKi KepieHUKU HeoOXIOHICMb 6nPoBadHCceHHs IHHOBGAUIL YNPAGAIHHA, MAKUX
Ak 30aiancosana cucmema NOKA3HUKIG | YNPAGAIHHA eumpamamu 3a eudamu OisAbHOCHIL.
Jocaioncenns exaronae Komnanii, axi 6i0pi3HAIOMbCA 3 MOUKU 30Dy GUPOOHUUMBA, HACIKU PUHKY
i gpopmu eaacnocmi. Jloseoerno, wo xomnanii 6 Cepoii 6npoeadycyronv 30a1aHCOGAHY CUCHEMY
NOKA3HUKIG [ yNPAGAIHHA GUIMPAMAMU 34 6UOAMU OIAALHOCII HEOOCMAMHbO eheKMmuUeHo.

Karouosi caoea: eumiprosants npooykmueHoOCmi; YAPaeAiHHA NPOOYKMUBHICMIO,; 30AAAHCO8AHA
cucmema NOKA3HUKIB, YNPABAIHHA UMPaAMamu 3a eudamu OisAbHOCM.

Buoaera /lomanoBuu, Becha CrostHoBuu-Ajekcuy, Bepuna baouu

KOHUEIIIWA YITPABJIEHUA ITPON3BOJAUTEIBHOCTBIO B
CEPBUN: TPAINTTUOHHAA NJIN COBPEMEHHAA?

B cmamve noxazarno, wmo na npomsiceHuu éceli céoeli UCMOPUL, UMepPeHUe U YIPasieHue
npou3e00uUMmMeabHOCMbI0 PA3GUBAAUCH COAACHO MHOZUM MOOCASAM, HEKOMmopble U3 HUX
63aUMO3aABUCUMDbL, A HeKOmopble - Hesagucumbl. Kaxcoas nosas modeav ocrosana na npedvioyuieti
u netmaemcs ycmpanumo ee Hedocmamku. Ilpedcmasaenvt modeau, npumensemovle Ha
npeonpusmusix Cepouu. Bonpoc 6 mom, omdarom au cepéckue pykoeodumeau cebe omuem 6
Heo0X00uMocmu 6HeOpeHUs. UHHOBAUUIl YNPAGACHUs, MAKUX KAK COA1aHCUPOBAHHAS cucmeMda
noxasameaeii u ynpasienue pacxodamu no eudam desmeavnocmu. Hccaedosanue exarouaem
KOMnanuu, Komopvle OMAUMAIOMICA € MOYKU 3PEHUs Npou3eo0cmeda, 004u PolHKA U opmobl
cobcmeennocmu. Obocrosano, wmo komnanuu ¢ Cepouu 6Hedpsar0OmM COAAAHCUPOBAHHYIO CUCTIEMY
noxasameaeil u ynpaeienue pacxo0amu no eu0am 0esimeabHoCHu HedoCmamo4ro 3ghghexmuero.
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Karoueevie caosa: usmepenue npou3gooumenbHocmu; ynpaeaeHue Hpou3so0umenbHOCMblO;
cOanaHcuposanHas cucmema noKkasameneli; ynpasienue pacxooamuy no eudam 0esmenbHocmu.

Introduction. Business success is not a coincidence, but the result of persistent
application of basic principles of efficiency, with the alignment of resources, skills and
competence of a company to the changing market and environment. Truly, the con-
sistent application of the principle of partial efficiency with the flexibility attributes of
companies in today's business environment is the prerequisite for maintaining growth
and development of companies in the long term. The flexibility of a company in mod-
ern economy is becoming an increasingly important determinant of corporate busi-
ness success. It implies the possibility of physical and intellectual reorientation of
companies on those activities that are market-viable.

It is crucial to understand how performance measurement systems have to evolve
and be integrated into the management models of organizations. The most prominent
model in the last decade is balanced scorecard model (BSC) (Kaplan and Norton,
1992; Kaplan and Norton, 1996; Kaplan and Norton, 2000; Nils-Goran et al., 1999;
Butler et al., 1997; Epstein and Manzoni, 1998; Norreklit, 2000; Heinz, 2001;
Kennerly and Neely, 2002; Olson and Slater, 2002). The success and the excellence
of an enterprise is the result of not only performance management in the four-balance
scorecard's perspectives, but by measuring and managing intangible resources.
Recognizing that intellectual capital, as a set of organizational intangible and knowl-
edge assets, affects enterprise's value creation processes, it is necessary to find the way
to measure intellectual assets. This is especially the case when two enterprises merge
into a new one or one enterprise acquires an other one. Activity-based costing (ABC)
serves as an information basis for a BSC model and activity-based management
(ABM) is derived from ABC. Hence, this paper attempts to detect and examine how
much these models have been implemented in Serbia. The conclusions and the
results will be derived upon a research at Serbian companies, which the authors con-
sidered as being able to implement such models.

1. Literature review. Modern business environment simply forces management to
introduce new models and frameworks for performance measurement and manage-
ment. The effort of modern management, along the XXth century, has been aimed to
develop a wide range of models to allow managers control, understand and coordinate
functions of a company's value chain as well as their integration in accordance to a
strategic perspective (Simons, 2000; Stewart, 2007; Cooper and Kaplan, 1988; Cross
and Lynch, 1988; Keegan et al., 1989; Customer Value Inc., 2007; Dixon et al., 1990;
Fitzgerald et al., 1991; Kaplan and Norton, 1992; Heskett et al,. 1994; Rust et al.,
1995; Neely et al., 1996; Flapper et al., 1996; Bititci et al., 1997; Kanji, 1998; Meodori
and Steeple, 2000; EFQM, 2007; Bititci et al., 2000; Epstein and Westbrook, 2001;
Cochranetal., 2001; Neely et al., 2001; Ratnatunga et al., 2004; St-Pierre and Delisle,
2006; Balachandran et al., 2007). Companies adopt performance measurement sys-
tems for various reasons, but mainly to increase control in the way that traditional
accounting systems do not allow. More than 75% of the average market value of a com-
pany is derived from intangible assets that traditional metrics cannot display
(Domanovic, 2006, p. 94). All these models might be classified into 3 groups: tradi-
tional, multidimensional, fully integrated (Tangen, 2005).
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The problem of performance measurement has for more than two decades been
actual in academic domestic and foreign literature, and the subject of numerous dis-
cussions among researchers and scientists at the scientific meetings. Pun and White
(2005) accentuated the opinions of several authors about the performance measure-
ment process. Zari (1994) defines performance measurement as a systematic determi-
nation of numerous activities and points out that the aim of the measurement is to get
information useful for numerous problems and situations. Neely et al. (1995) accen-
tuates that performance measurement is a process of quantifying efficiency and effec-
tiveness of actions that lead to performance. According to Sinclair and Zair (1995),
performance measurement is directed at determination how many enterprises are suc-
cessful in achieving their aims, while performance measures are numerical or quanti-
tative indicators which show at what extent each aim is realised. Performance meas-
urement encompasses different measures which are connected with performance
management through setting the aims, standards, and targets for enterprise perform-
ance improvement (Buxton and Ward, 1998).

Performance measurement is necessary so as the mission and the vision of an
enterprise could be clarified and the strategy could be translated into measurable
aims, which enables enterprise not just to measure the progress in the aim realisation,
but also to understand what leads to the results improvement. Other benefits involve
fortifying the responsibilities and making decision improvement, fitting operation
activities and resources with strategic aims, understanding planned activities and
clear communication of expectations at all organisational levels (Babic, Nikolic and
Eric, 2011).

2. Perfomance management in Serbia.

Research Methodology. Comparative case study has been used, in which selected
firms were from different industry settings, with large market share and different own-
ership characteristics. The data received from the primary sources (one-to-one inter-
views with financial and control managers of the observed companies) and from the
secondary sources (analysis of the companies documents) were used for the case stud-
ies. Scores obtained from these cases are analysed in a qualitative manner.
Specifically, the intention is to determine whether these companies actually intro-
duced these concepts, how far they went in their implementation and what the
effects, i.e. the consequences of their introduction on the companies' efficiency are.

Hypotheses Setting. In the research on implications of the introduction and use
of BSC and ABC at the companies in Serbia we start from the following hypotheses:

1. Ifacompany has a greater economic force at the market, it is more likely to
have introduced BSC and ABC;

2. If a company has a foreign owner, it is more likely to have introduced and
implemented BSC and ABC;

3. Ifacompany introduced BSC and ABC, it operates more efficiently.

General findings. The general finding is that very little or no company imple-
mented the BSC and activity-based management in the way the literature explains
and the way they are implemented in other countries.

Food industry, with large market share and privately owned by foreign stake-
holders - the process of introduction and implementation of ABC is in progress. It is
extremely difficult to determine the valid keys for allocation of overhead costs. It is
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not possible to determine a special key for each activity like ABC predicts. The
accounting law has not defined precisely the method of allocation of cost of sales to
holders. It is therefore necessary to determine the key for allocation like sales, espe-
cially in a situation when products are in different measurement units or expressed in
the same measuring units, but there is a number of different products.

As to BSC, the company does not have the BSC in the way it was discussed in lit-
erature. Instead, it monitors the efficiency and quality control by particular sectors:
purchasing, production, sales and so on. It defines the goals and objectives of each sec-
tor, individual sector performance indicators, target values plan for each performance
indicator and monitors the implementation of the plan, identifies deviations from the
plan, presents to the authorities, which shall identify the corrective measures to elim-
inate them and improve the quality of the enterprise economy as a whole.

Water production, with large market share, is privately owned by foreign stake-
holders. As for cost accounting, the same is done at the cost of places. Keys for allo-
cation of overhead costs shall be determined by the experiential method. The mere
costing method by organizational units of a company indicates the causes and the
necessity of their creation, and allows costs analysis, determining the causes of their
increase and therefore the guidelines are given for undertaking the measures to reduce
them where it is possible and where the subjective factor is in question. The existing
system should continue to refine and apply since this is a production company and is
exposed to fierce price competition. It has made more operational rather than strate-
gic decisions and its goal is to develop in the long term, and therefore has no strategy
for growth and development. Thus, BSC has not been introduced and implemented
yet.

Cookware production, with large market share, privately owned by domestic
stakeholders. As for cost accounting, it could be said that a company identifies all
business activities in detailes and controls costs by particular activities and for each
item separately. As a key to allocation of overhead costs it uses a normative hours of
work. It does not apply different keys for different activities, i.e. ABC concept is not
implemented in its entirely, but is adapted to specific business conditions of hetero-
geneous production, a huge number of different products, in one part highly auto-
mated, and in another part manual production, price competition. As regards to
BSC, the company has set it but not implemented yet.

Chemical industry, with large market share, privately owned by foreign stake-
holders - is fully aware of the ABC concept, it is being implemented at the corporate
level as a whole. SAP software is applied. It may be noted that this company consis-
tently implemented activity-based costing, i.e. for each cost there is a special key for
allocation (see Table 1). The issue of ABC implementation was not raised because it
is a standard.

What is certain is that this company implemented BSC in a way that is theoreti-
cally intended. This means that BSC contains all perspectives, all components
(strategic tasks and strategic measures, target values or plans of actions and causal
relations). Unfortunately, chief financial officer was unable to comment on the effects
of implementation on the company as a whole, i.e. at the corporate level because BSC
is made in Vienna. At the level of business units, BSC makes easier to track costs and
implement strategies, and facilitates the work of individuals.
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Pharmaceutical industry, with large market share, privately owned by foreign
stakeholders - introduced ABC, where it serves as an information base for creating
BSC in part of performance indicators in financial perspective. ABC is done in SAP.
It implementes a distributed planning at cost placing costs as well as activities that are
directed toward strategic business units.

The desire to introduce BSC as soon as possible in order to use it as a strategic
tool and, at the period when the companyis entering the acquisition process, has led
to the fact that the company started with Excel tables still using them for monthly
reporting. Firstly, all indicators are defined that are necessary for management, as
well as their mutual dependence. The idea of management was to implement BSC at
order to motivate and punish those responsible. In addition, the variable part of
salaries depends on actual performance. What should be stressed is the fact that BSC
in this company is not a tool for strategic management, but also serves as an alarm
clock to solve operational problems. The effect on company strategy cannot be seen.

Specific findings. When asked about the expected benefits from implementation
of BSC, the managers responded (see Table 2). The most important cost drivers are
(see Table 3). Generally, the attitude of the managers towards the effects of ABC
implementation on company efficiency, with special emphasis on company's charac-
teristics that affect the company's success is the following (see Table 4).

Conclusion. The general conclusion is that in Serbia, very few companies have
implemented the concept of BSC and activity-based management in the way that lit-
erature explains and the way they are implemented in other countries. The companies
that are under the influence of foreign capital and forced to report to foreign owners
in line with current trends in performance measurement and management they have
implemented these concepts.

The possibility for, introduction and implementation of ABC and BSC and
achieving positive effects on the efficiency of enterprises significantly depends on the
characteristics of production process at enterprises. The study shows that if produc-
tion is more massive and more automated; if overhead costs have a larger share in the
total costs; if there is greater technical and technological dependence of organiza-
tional units of a company; the greater degree of capacity utilization; more flexible
production capacity; more complex products with significant variations in produc-
tion volume; the stronger price competition in the industry; and if cost accounting
system has a greater impact on the price strategy, then it is more possible to imple-
ment ABC and BSC.

Generally, management of the surveyed companies is not very well acquainted
with the essence of the BSC concept, so that in the future it is necessary to conduct
the research that would help companies to implement BSC and ABC and adapt them
to specific requirements of certain industries. In addition, by longitudinal analysis it
is necessary to monitor the effects of implementing new performance management
concepts over a long period.
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Table 1. Cost allocation keys in chemical industry in Serbia

Allocation Keys

Key
HYU Common costs in HME books forecast
Country Manager W/K forecast
Customer Service W/K forecast
Finance in HYU No. of doc. BU
Admin in HYU FTE HYU
Legal HYU plan NTS by BU

Gen. Management HME

FTE HME [ HYU

Finance Manager

No. of doc. by BU

Accounting No. of doc. by BU
Finance No. of doc. by BU
Controlling No. of doc. by BU
HR Manager plan NTS by BU
HR FTE W/A
Courier and photocopy FTEW/A
Salary & Income FTE W/A
Law plan NTS by BU
Union FTE W/A
Security FTE W/A
Green Brigade FTEW/A
Cleaning FTE W/A
Drivers FTEW/A
Internal PR plan NTS by BU
Purchasing 7 FTE W 1 FTE A

Administration of Common services

plan NTS by BU

Logistics Admin HME

Actual dispatch of goods by UB

Villa Jastrebac

plan NTS by BU

1T

no. of PC/ OSCAR allocation

Table 2. Expected benefits of BSC implementation in Serbia

Expected benefits Companies

Water Food

production | production
*

Cookware | Chemical | Pharmaceutical
production | industry industry
*

Thorough consideration | *
of non-financial
performance causes

Improving performance
in the long term

Alignment of strategic
initiatives

Improving strategic
learning (control and

feedback)

Supporting the *
management system
based on shareholder
value

Building a foundation | *
for a system of
incentives

Better consideration of
stakeholders

Better focus on *
customer
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The End of Table 2

Expected benefits

Companies

Water
production
*

Chemical
industry
*

Pharmaceutic
al industry
*

Food
production

Cookware
production

Identifying
possibilities for
business process
reengineering

Supporting growth
strategy

Increasing intangible
assets investment

Others

Table 3. Cost drivers at companies in Serbia

Companies

Cost drivers

WATER PRODUCTION

Increasing raw material prices, increasing utility prices (a
major consumer of water used for cleaning lines and
glass containers), marketing expenses, losses and waste in
the production of finished products and failure in the
storage and transportation, loan interest rates and
exchange rates

FOOD PRODUCTION

Material consumptions, input prices, salary, depreciation,
marketing

COOKWARE PRODUCTION

Spoilage, processing, consumption of electricity.

PHARMACEUTICAL
PRODUCTION

Salaries, depreciation, energy, spare parts.

CHEMICAL INDUSTRY

Raw materials, marketing, salaries, transport and energy.

Table 4. Managers' attitude to ABC effects in Serbia

Companies
WATER The mere costing at organizational units of the company indicates
PRODUCTION the causes and the necessity of their appearance, allows the

possibility of cost analysis, determining the causes of their increase,
and thus receives the guidelines for taking measures for their
reduction where it is possible and where the subjective factor is in
issue. Monitoring costs in this way contributes to greater discipline
of all employees, control function is given even greater importance,
and therefore no business results on that basis are negligible. The
existinﬁ system should be continuously refined and implemented,
since the company is exposed to fierce price competition.

FOOD PRODUCTION

The introduction of ABC provides valuable information on product
profitability. Monitoring costs by cost places enables significant
savings in material consumption (deviations of the actual from
standard consumption are reduced); obtains valuable information
about profitability of profit centres; creates favourable conditions
for making decisions about introducing new products and
elimination of the existing from product range (optimal production
program).

COOKWARE
PRODUCTION

In terms of heterogeneous conditions of production, a huge number
of different items, different degrees of production automation - in
one part of a highly automated, in another part of manual
Eroduction, and price competition, ABC makes the possibility to
uild a clear idea of what or how much it costs if goods are offered
at inadequate prices, protects from the effects of inflation and
makes conditions for cost reduction, and therefore the sale price is
helpful in deciding whether to work for this or that customer.
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The end of Table 4

PHARMACEUTICAL Cost accounting system is implemented well, the company is
INDUSTRY disciplined and organized, ABC information is an important basis
for defining financial performance indicators in BSC, positive effects
are achieved for production cost, net profit and the like.
CHEMICAL Activity-based costing enables tracking, rather than reducing costs,
INDUSTRY and is suitable for strategic planning; goals and objectives are

defined globally and in accordance with this the company acts at
the local level, the sector is in a saturated industry where there is
no margin as in banking, software is expensive, but simply this is
the standard that must be implemented.

CratTd Hagiiuia no penakiii 01.03.12
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