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Contemporary performance measurement systems in 
Central and Eastern Europe: a synthesis of the empirical 
literature* 

Adriana Rejc Buhovac, Maja Zaman Groff ** 

The paper presents a synthesis of contemporary performance measurement 
systems (PMS) research in Central and Eastern Europe (CEE). The literature 
review is organized around four determinants of contemporary PMS: 
multidimensionality, strategic focus, cascading, and alignment between PMS 
and compensation. Discussion of findings and future research directions are 
suggested along these four determinants while taking into account different 
institutional, legislative, and cultural contexts of the CEE countries. The paper 
delivers tentative implications for management researchers and management 
accounting researchers to guide future thinking and research on PMS in CEE 
countries. Finally, relevance of research findings for managers is discussed.  
In diesem Artikel wird die Synthese von empirischen Forschungen zu modernen 
Performance-Mess-Systemen (PMS) in Mittel- und Osteuropa dargestellt. Die 
Literaturanalyse orientiert sich an vier Determinanten von modernen PMS: 
Multidimensionalität, strategischer Fokus, Cascading (hierarchische Struktur 
von Performance Indikatoren), und Verbindung zwischen PMS und Strategie. 
Die Ergebnisse und zukünftigen Forschungsrichtungen werden unter 
Berücksichtigung von verschiedenen institutionellen, legislativen und kulturellen 
Kontexten diskutiert. Damit werden Wege für Managementforscher und 
Management-Accounting-Forscher im Bereich von Performance-Mess-Systemen 
in Mittel- und Osteuropa aufgezeigt. Nicht zuletzt enthält der Artikel auch 
relevante Forschungsergebnisse für Manager. 
Key words: contemporary performance measurement systems, Central and 
Eastern Europe, empirical research, synthesis of research questions, gaps in 
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Introduction 
In recent years, we have been witnessing rapid growth of the empirical 
performance measurement literature based on increased concerns about the 
performance measurement systems’ role in enhancing company profitability 
(see, for example, Banker et al. 2000; Lipe/Salterio 2000; Nørreklit 2000; 2003; 
Kaplan/Norton 2001; 2004; Said et al. 2003; Ittner et al. 2003b; Braam/Nijssen 
2004; Davis/Albright 2004; Papalexandris et al. 2004; De Geuser et al. 2009; 
Liang/Hou 2006). For years, however, most contributions, both in terms of the 
contemporary frameworks developed as well as empirical research published, 
came from the United States (Garrison 1990; Lynch/Cross 1991; Fisher 1992; 
Kaplan/Norton 1996; Atkinson et al. 1997; Fawcett et al. 1997; Simons 1995; 
Epstein/Birchard 1999; Merchant/Bruns 1986), the United Kingdom (Keegan et 
al. 1989; Fitzgerald et al. 1991; Kennerley/Neely 2000; Neely et al. 2001; Tonge 
et al. 2000; Frigo 2002; Brignall 2002; Butler et al. 1997), and continental 
Western European countries (Epstein/Manzoni 1998; Bontis et al. 1999; 
Weber/Schäffer 2001; Ahn 2001; Gehrke/Horvath 2002; Speckbacher et al. 
2003; Baraldi/Monolo 2004). Very little is known about research conducted in 
the Central European and, in particular, Eastern European countries (CEE 
countries) which are characterized by considerably different institutional, 
legislative, and cultural contexts. The first objective of this paper is to synthesize 
empirical literature on contemporary performance measurement systems in CEE 
countries to guide future research. With an overview of the extant empirical 
research findings and specific guidance on future research in this field, 
researchers could get a better understanding of the effectiveness of 
contemporary PMS in CEE countries. 
The growth of privatization, deregulation, international businesses, global 
competition, and new information and production technology has had special 
implications for performance measurement in these economies (Jaruga/Ho 
2002). In numerous examples, companies from CEE countries enthusiastically 
introduced contemporary performance measurement frameworks developed for 
organizational contexts of the Western culture but did not achieve expected 
results (for discussions on historical, institutional, and cultural differences, see 
for example, Clark 2000; Illes/Rees 2001; Otte 2003; Warner et al. 2005). In 
other cases, multinational companies were spreading their operations throughout 
the world and implementing standardized performance measurement and reward 
systems worldwide, including the CEE countries (Butler et al. 1997; Bontis et al. 
1999; Weber/Schäffer 2001; Ahn 2001; Gehrke/Horvath 2002; Otte 2003; 
Bescos/Cauvin 2004). The second objective of the paper is to build on the 
research findings to provide guidance on effective PMS implementation to both, 
managers from non-CEE region considering starting activities in CEE countries, 
and CEE managers adopting contemporary PMS concepts originating from non-
CEE countries.  
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From a historical and cultural perspective, the Central European countries 
comprise the Czech Republic, Hungary, Poland, Slovakia, and Slovenia (Warner 
et al. 2005). In the CEE group, we also include Albania, Bosnia and 
Herzegovina, Bulgaria, Croatia, Estonia, Latvia, Lithuania, Macedonia, 
Montenegro, Romania, and Serbia (OECD List of CEE Countries, 2010). To 
organize our review, we focus on four determinants of contemporary 
performance measurement systems that contribute to PMS effectiveness – 
multidimensionality, strategic focus, cascading, and alignment between PMS 
and compensation (Kaplan/Norton 1996; 2001; 2004; Keegan et al. 1989; 
Fitzgerald et al. 1991; Lynch/Cross 1991; Atkinson et al. 1997; Neely et al. 
2001). The literature synthesis is based on empirical studies published in English 
in academic journals and well established research conferences or books in the 
field. More specifically, journals and conference proceedings in management 
accounting, performance measurement, and management have been reviewed. 
The cut-off year for contemporary research in selected countries has been set to 
1990 which is marked by the German unification in October that year and the 
subsequent collapse of the communist regimes. Only studies published from 
1990 onwards have been considered. The synthesis of the PMS literature 
excludes studies of the public sector performance measurement. In very few 
examples, however, the samples of studied companies include some state-owned 
enterprises. 
In the next section, we provide background on contemporary PMS and their role 
in enhancing company performance. We discuss the four determinants of 
contemporary PMS to guide the subsequent literature synthesis (in section 3) 
and a discussion of future research directions in light of underlying different 
institutional, legislative, and cultural characteristics of CEE countries (in section 
4). Section 5 provides implications for managers and section 6 concludes with 
the limitations of the study. 

Determinants of contemporary performance measurement 
systems 
Performance measurement is closely related to the management control 
concepts of the English-speaking world and the ‘controlling’ concepts in 
German-speaking areas. The underlying aim behind these concepts is to steer or 
influence the behaviour of members of an organization in such a way as to 
increase the likelihood of achieving goals (Flamholtz 1996). Anthony’s classic 
definition (Otley et al. 1995) of management control defines it as “the process 
by which managers assure that resources are obtained and used effectively and 
efficiently in the accomplishment of the organization’s objectives” (Anthony 
1965). The term management control systems refers to the set of procedures and 
processes that managers and other organizational participants use in order to 
help ensure the achievement of their goals and the goals of their organizations 



  Adriana Rejc Buhovac, Maja Zaman Groff 

JEEMS 01/2012  71 

 

(Otley/Berry 1994). It encompasses formal control systems as well as informal 
personal and social controls.  
Performance measurement systems (PMS), the focus of our research, on the 
other hand, are considered components of managerial accounting and 
management control systems (Horváth et al. 1999) with a special focus on 
setting the direction (facilitating strategy development), making (strategic) 
decisions, and achieving desired goals (Anthony/Govindarajan 1998; Simons 
1990; 2000; Ittner/Larcker 1997). More specifically, PMS are formal, 
information-based routines and procedures managers use to maintain or alter 
patterns in organizational activities (Simons 1995). Contemporary PMS such as 
the Balanced Scorecard (Kaplan/Norton 1996; 2001; 2004) and several other 
performance measurement frameworks (Keegan et al. 1989; Fitzgerald et al. 
1991; Lynch/Cross 1991; Atkinson et al. 1997; Neely et al. 2001) are typically 
characterized by four determinants: multidimensionality, strategic focus, 
cascading, and an alignment with the incentive system. These determinants of 
PMS have been highlighted in both the professional and research literature. 
While multidimensionality – often established through a combination of 
financial and non-financial performance measures – and strategic focus 
characterize the content of contemporary PMS, cascading and alignment with 
compensation reflect their implementation perspective. Companies adopting 
such systems would improve their corporate profitability (Kaplan/Norton 2001; 
2004; Simons 2000). 

Multidimensionality  
Contemporary PMS encompass multiple financial and non-financial 
perspectives, objectives, and performance measures (Garrison 1990; Eccles 
1991; Fisher 1992; Kaplan/Norton 1996; 2004; Merchant/Bruns 1986). In the 
past, as companies invested in programs and initiatives to build their 
capabilities, managers relied solely on financial accounting reports. Today, 
financial information must be expanded to incorporate the valuation of the 
company’s intangible and intellectual assets, such as committed and 
entrepreneurial employees, innovative internal processes, and loyal customers 
(Simons 2000). Extensive evidence indicates that the use of financial 
(accounting) performance measures in complex, dynamic, and uncertain 
environments results in dysfunctional managerial attitudes and behaviours, and 
low performance, which suggests that they should be complemented by 
qualitative or subjective performance measurement (Hartmann 2005). With 
financial performance measures, managers will primarily monitor results or past 
performance, while non-financial indicators provide leading information of 
future performance and enable managers to monitor the strategic drivers of 
success. From the perspective of economic theory: importance will be placed on 
additional, non-financial measures as long as such measures provide information 
beyond that contained in financial measures (Feltham/Xie 1994). While some 
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specific non-financial performance measures, such as customer satisfaction and 
TQM, are positively associated with performance (e.g. Abernethy/Lillis 1995; 
Ittner/Larcker 1995; 1997; 1998; Chenhall 1997; Kaynak 2003; Said et al. 2003; 
Liang/Hou 2006), the prevailing argument is that managers need measurement 
diversity (i.e. multidimensionality of their PMS) to enhance decision-making 
(Davis/Albright 2004; Gersbach 1998; Ittner et al. 2003a; Kaplan/Norton 1996). 
Empirical evidence about the positive association between balanced 
performance measurement and increased financial performance is, however, still 
inconclusive: the results of studies are mixed and partial (i.e. Abernethy/Lillis 
1995; Ittner/Larcker 1995, 1997; Chenhall 1997; Perera et al. 1997; Said et al. 
2003; Ittner et al. 2003a), indicating that there are other determinants of 
effective PMS. 

Strategic alignment 
Companies with multidimensional PMS will place more importance on those 
performance measures that provide information directly relevant to their 
respective strategies and strategic success factors (Kaplan/Norton 1996; 2004). 
According to Simons (2000), an ideal PMS should consist of a linked series of 
multiple goals and measures that are both consistent and mutually reinforcing. 
This can be viewed as the instrumentation for a single strategy. Contemporary 
performance measurement is thus characterized by assigning equal importance 
to the purposes and objectives of an organization (outcomes) as well as the 
processes and other drivers of success such as R&D investments, HRM policy, 
employee commitment, IT literacy etc. (Lynch/Cross 1991; Kaplan/Norton 
1996; Atkinson et al. 1997). Measures must reflect the strategies and capabilities 
of the organization and not just the financial results. The main function of 
performance measurement in a strategic context, as claimed by Letza (1996), is 
to provide the means of control to achieve the objectives required and to fulfil a 
company's mission/strategy statement (see also Fawcett et al. 1997). A number 
of studies attempted to examine how the diversified performance measures are 
linked to organizational strategy. Perera et al. (1997), for example, argue that a 
customer-focused strategy is comprised of dimensions that are not well captured 
in traditional financial accounting information, and therefore, non-financial 
information would be more relevant. Higher linkages are reported by BSC users 
between performance measures and critical success factors, than by non-BSC 
users (Frigo/Krumwiede 1999). Rejc Buhovac and Slapničar (2007) find that 
focused performance measurement that is also well aligned with the business 
strategy (and further supported by tight control mechanisms) improves a firm's 
profitability. 
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Cascading 
As noted earlier, multidimensionality and strategic focus represent the two 
content-related determinants of contemporary PMS, while cascading is the 
process factor that is needed to achieve high PMS effectiveness. A sound PMS 
will cascade down the organization. It will be integrated with the overall 
business strategy and so ensure that all stakeholders are working together in the 
same direction (Latest Trends in Corporate Performance Measurement, 2002). A 
number of accounting and strategic management studies indicate that in many 
companies managers at lower hierarchical levels rely exclusively on financial 
control systems that place too much emphasis on budgets and short-term profits, 
potentially hiding strategic problems from management and causing business 
managers to adopt a short-term perspective in their decisions (Ittner/Larcker 
1997). Strategic control systems, on the other hand, include the development of 
action plans and targets for achieving the chosen strategic objectives, but also 
the assignment of responsibilities and alignment of reward systems with 
strategic objectives to ensure that managers’ actions are consistent with the 
strategic goals and to avoid over-emphasis on short-term financial results 
(Govindarajan/Gupta 1985; Goold/Quinn 1990; Govindarajan/Shank 1995; 
Chenhall 2005). As the purpose of performance measures includes aligning 
employees with the business strategy and mission (Kaplan/Norton 1996; Simons 
2000), the company’s overall PMS would ideally be broken down into sets of 
local measurements for lower-level units to cascade the company’s strategic 
objectives into more manageable subsets.  

Alignment with the incentive system 
The need for aligned performance measurement and incentive systems has been 
intensely accentuated in the literature (Merchant 1989; Bruns 1992; Kohn 1993; 
Ittner/Larcker 1995; Symons/Jacobs 1995; Ittner et al. 1997; Datar et al. 2001; 
Ittner et al. 2003a). Even multidimensional, strategic, and cascaded PMS may 
fail in coordinating employee efforts and their decision-making if not linked to 
the incentive system (Simons 2000; Kaplan/Norton 2001). Through better 
alignment of performance measurement and incentive systems, corporate 
performance is improved because the goals of the managers and their 
subordinates are brought into line with corporate strategy and goals and this in 
turn should result in enhanced performance. Holmstrom and Milgrom's (1991) 
analytical model shows that management decisions are affected by performance 
measures included in their performance evaluation and compensation schemes. 
The ‘linkage’ between PMS and compensation focuses employee attention on 
the measures that are the most critical for the strategy, and it provides extrinsic 
motivation by rewarding employees when they succeed in reaching the company 
objectives (Kaplan/Norton 2001). In an earlier study, Govindarajan and Gupta 
(1985) examined the association between strategy and remuneration and 
concluded that perceived organizational performance was higher when reward 
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systems were matched with organizational strategies. Symons and Jacobs (1995) 
indicate that in companies pursuing quality strategy, TQM-based reward 
systems are associated with higher performance. A well-developed incentive 
scheme may represent a crucial link between PMS and organizational 
performance by guiding employee behaviour in the direction of strategy 
implementation and thus contributing to the goal congruence. 

A synthesis of contemporary performance measurement systems 
literature in Central and Eastern Europe  
The four determinants of contemporary PMS provide a solid basis for evaluating 
the empirical PMS literature in CEE. Accordingly, we synthesize the literature 
by evaluating research contribution related to the multidimensionality, strategic 
content, cascading, and the alignment of performance measurement and 
incentive systems. Such a synthesis of the literature should facilitate the 
understanding of the empirical PMS literature in CEE and provide a structured 
means for identifying future research needs and opportunities. Summaries of 
relevant research findings are provided at the end of each section. Each 
subsection is accompanied by a table classifying CEE studies by author, 
research method, companies (by country and numbers where available), focus of 
the study, and principal findings. 

Multidimensionality 
The most numerous studies of contemporary performance measurement systems 
in CEE countries are those focusing on their multidimensionality. One of the 
most common variables in this line of investigation is the use of financial and 
non-financial performance measures for decision-making, diagnostic, and 
interactive purposes (Vrdoljak Raguž/Jelenc 2010; Peljhan et al. 2009; Horváth 
et al. 2008; Pärl 2006; Vitezić/Knez-Riedl 2005; Rejc/Slapničar 2004; Vitezić 
2004; Rejc 2003). Most studies of SMEs find that there is a strong focus on 
financial performance measures (see for example, Peljhan et al. 2009; Pärl 
2006). Studies of large companies, on the other hand, reveal a relatively high 
level of knowledge and use of multidimensional PMS (Marc et al. 2010a; 
Peljhan et al. 2009; Horváth et al. 2008; Rejc/Slapničar 2004; Rejc 2003; Čadež 
2002). To the contrary, Vitezić/Knez-Riedl (2005), Vitezić (2004), Vrdoljak 
Raguž and Jelenc (2010) investigating Croatian companies, and Llaci et al. 
(2002) investigating Albanian companies, find that regardless of the size of the 
company, PMS are dominated by financial and accounting information. Renko 
and Pecotich (2001), investigating three case studies, find that all case 
companies are familiar with the Balanced Scorecard concept but they did not 
implement it in its formal configuration. 
A couple of studies examine trends in performance measurement and 
management control through longitudinal studies. For example, Zoltay Paprika 
et al. (2008) reported that through an 8-year period, companies managed to 
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narrow the “gap” between the perceived importance of various non-financial 
performance elements and the actual use of related measures of performance. 
Bodnár et al. (2007) found that the use of comprehensive and complex 
performance measurement systems was hindered by system implementation 
obstacles. 
A couple of multidimensionality studies investigate the role of various 
contingent factors of PMS. Rejc (2004) found that PMS multidimensionality 
was contingent upon the power of unions, technology, and corporate strategies. 
Haldma and Lääts (2002) confirmed that changes in management accounting 
and performance measurement systems practices were associated with shifts in 
the business and accounting environment, with legal accounting environment, 
shortage of qualified accountants, technology, and organizational aspects. 
Vámosi (2000), using a case study, found the environment an important 
contingent factor of the development of accounting and reporting practice. Marc 
et al. (2010b) explored how contextual factors (company size, industry, or 
market position), business objectives, and knowledge about contemporary 
management tools influence the decision to implement the Balanced Scorecard 
or similar integrated PMS. Company size, industry, and management knowledge 
have been confirmed as contingencies. In a descriptive study of 145 Estonian 
companies, Zernand-Vilson and Terk (2009) find that size, ownership, and 
export orientation bear impact on the use of the Balanced Scorecard. 
Other studies include investigation of the role of accounting and financial 
departments in designing PMS (Lascu et al. 2006; Szychta 2002). In a Polish 
survey study, Szychta (2002) finds that the primary aim of accounting is to 
provide information for the preparation of financial statements. In another Polish 
study, Lascu et al. (2006) confirm that finance, accounting, and production, 
continue to retain their dominant status from the days of socialist planning when 
production and costs, rather than consumers and their needs, were being focused 
on. 
Yet another set of studies examines the specifics of management control systems 
of foreign subsidiaries. In an earlier study, Hočevar et al. (2001) reported on the 
importance of financial indicators (such as paid realization and contribution 
margin). A later study by Zaman (2004) found that the four BSC perspectives 
are adequately represented within PMS. Somewhat disregarded are the measures 
of social responsibility, such as »environmental compliance« and »relationship 
with the host country government«. 
The empirical literature related to multidimensionality of PMS in CEE countries 
also extends beyond these topics to examine the impact of multidimensional 
(balanced) PMS on financial performance. Rejc Buhovac and Slapničar (2007) 
found that focused (rather than balanced) performance measurement, but well 
aligned with the business strategy and further supported by tight control 
mechanisms, may actually improve a firm's profitability. 
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Table 1: Multidimensionality Studies 

 



  Adriana Rejc Buhovac, Maja Zaman Groff 

JEEMS 01/2012   77 

 

 



Contemporary performance measurement systems in Central and Eastern Europe  

78   JEEMS 01/2012

 



  Adriana Rejc Buhovac, Maja Zaman Groff 

JEEMS 01/2012   79 

 

 



Contemporary performance measurement systems in Central and Eastern Europe  

80   JEEMS 01/2012

 

A reflective review of the findings of CEE multidimensionality studies (see 
Table 1) reveals the following common denominators. First, analysis of studies 
by year reveals apparent trends from predominant reliance on financial measures 
toward the usage of more balanced PMS (Ho�evar et al. 2001; Llaci et al. 2002; 
�adež 2002; Haldma/Lääts 2002; Szychta 2002; Rejc 2003; Horváth et al. 2008; 
Zoltay Paprika et al. 2008; Marc et al. 2010a).  
Second, more recent studies reveal that large companies are more likely to use 
integrated PMS (Marc et al. 2010b; Peljhan et al. 2009) than small companies 
(Pärl 2006). Both findings are related to the lack of the management accounting 
knowledge at the management level, reported by �adež (2002) and Pärl (2006). 
�adež (2002) reported that although management information system provided 
relevant information for decision-making, managers exploited the information 
insufficiently because of the lack of accounting knowledge to interpret the 
provided information. Pärl (2006) reports that managers consider it extremely 
important to monitor financial accounting information. They regard financial 
indicators as clear and easy to understand, which reflects the need for 
management accounting related training to enable managers to recognize 
alternative (non-financial) indicators. The trend towards more integrated PMS 
suggests that knowledge problems are being exceeded. 
Third, some conclusions regarding the multidimensionality of PMS cannot be 
generalized across all CEE countries. For example, employee power is a 
contingency factor, influencing development of performance measurement 
systems in those transitional countries which have experienced the self-
management regime. In countries with strong trade unions, performance 
measurement systems are more focused on employee interests and performance 
measures such as employee satisfaction are more emphasized than in other 
countries (Rejc 2003; 2004; Rejc/Slapni�ar 2004).  

Strategic alignment 
A number of studies highlight the strategic alignment of PMS. Some studies 
investigate the level and nature of strategic performance measurement 
(Bratnicki et al. 2009; Peljhan et al. 2009; Král et al. 2007; Alas/Zernand 2002; 
Slávik 2001). Alas and Zernand (2002) found that SMEs rarely implemented 
integrated, strategic PMS. Král et al. (2007) found that the intensity of use of 
strategic management tools in Czech companies was significantly lower 
compared to the tactical and operational management tools. Slávik (2001) 
reports similar findings in an earlier study on Slovak companies. 
Another group of researchers specifically investigated the impact of strategic 
goals on the design of PMS. Wagner et al. (2007) reported inconclusive 
findings. PMS typically emphasized financial and customer perspectives, while 
other perspectives were not fully integrated in PMS. Pu�ko and �ater (2008), on 
the other hand, investigated the impact of PMS on strategy effectiveness. The 
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Balanced Scorecard was found to be less relevant for effective strategy 
implementation. Less than 20 percent of surveyed companies used the BSC for 
strategy implementation purposes.  
In a single study, researchers examined the management accountant 
participation in strategic performance measurement. Aver and �adež (2009) 
reported that Slovenian management accountants were relatively strongly 
involved in the strategic management process, although the level of participation 
varied intensely across industries. 
A couple of empirical studies moved beyond investigating whether there is a 
strategic alignment to determine the impact of strategic PMS (also called 
strategic management accounting) on company performance. In an earlier study, 
�adež (2002) found that the provision of strategic accounting information did 
not result in better performance because management did not incorporate this 
information in the decision-making process. According to the survey, 
insufficient exploitation of provided accounting information for decision-
making was related to the lack of accounting knowledge to interpret the 
provided information. Later, �adež and Guilding (2008) confirmed the positive 
effect of strategic choices, market orientation, and company size on two distinct 
dimensions of strategic management accounting (accountant participation in 
strategic decision-making process and strategic management's usage of 
accounting) and, in turn, the mediating effect of strategic management 
accounting on company performance. Using a qualitative study, Rejc Buhovac 
and Slapni�ar (2007) found that despite the relatively consistent alignment of 
performance indicators with the corporate and business strategy, poor cascading 
and a lack of alignment to incentive systems prevented companies from 
increasing their financial performance. 
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Table 2: Strategic Alignment Studies 
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From the analysis of findings, resulting from the existing strategic alignment 
studies (Table 2) in the CEE, two principal conclusions can be drawn. First, 
strategy implementation purposes are not fully integrated in corporate PMS 
(Pu�ko/�ater 2008; Král et al. 2007; Wagner et al. 2007; Alas/Zernand 2002; 
Slávik 2001). Second, recent studies report some positive effects of strategically 
aligned PMS on organizational entrepreneurship, innovativeness (Bratnicki et al. 
2009) and performance (�adež/Guilding 2008). However, poor cascading and a 
lack of alignment to incentive systems appear to be the most critical factors 
preventing companies from increasing their financial performance in companies 
with relatively consistent alignment of performance indicators with the 
corporate and business strategy (Rejc Buhovac/Slapni�ar 2007).  

Cascading 
Empirical research involving PMS cascading in CEE countries is rather rare. 
Four studies were found which investigate this critical issue (see Table 3).  
An early study (Bodnár/Dobák 1998) surveyed Hungarian companies with 
regard to the practice of Balanced Scorecard implementation. Researchers found 
that the elaboration of the BSC was typically limited to a single organizational 
unit. A survey by Pu�ko and �ater (2008) investigated normative attitudes of 
managers toward cascading. Managers of companies with the BSC suggested 
that the BSC could not be efficient unless it was applied in each business unit as 
well as at the corporate level.  

A two-stage multiple case study (research findings were published in two 
consecutive papers, i.e. Epstein et al. 2004; Rejc Buhovac/Slapni�ar 2007) 
investigated the impact of PMS cascading on financial performance. In both 
studies, cascading was found as one of the two critical elements (alignment with 
incentive system being the second) in enhancing a firm's performance. More 
specifically, qualitative studies revealed that multidimensional and balanced 
performance measurement with poor cascading and a lack of alignment to 
compensation did not increase financial performance. 

Alignment with incentive systems 
A review of research of PMS alignment with incentive systems highlights 
several interesting findings. Two studies investigated the general alignment 
between PMS and incentive systems. Bodnár et al. (2009) found that poorly 
elaborated soft management systems (such as implicit motivation through top 
management commitment, open communication, supportive organizational 
atmosphere etc.) led to unsuccessful implementation and use of the BSC. 
Wagner et al. (2007) similarly reported that PMS were not supported by explicit 
motivation systems throughout the organizations. Rather, performance-based 
compensation was more frequent for executives than for non-executives. 
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Table 3: Cascading Studies 
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Pu�ko and �ater (2008) investigated the managers’ normative attitudes toward 
the alignment of PMS and incentive systems. Researchers expectedly found that 
managers of companies with the BSC suggested that the BSC could not be 
efficient unless it was supported by an appropriate reward system. 
Regarding the impact of compensation schemes on the design and use of PMS, 
Rejc and Slapni�ar (2003) found no support for the hypothesis that the inclusion 
of traditional performance measures in managing directors' compensation 
contracts stimulates consideration of the same type of performance measures in 
internal performance measurement systems. A specific investigation of PMS and 
incentive systems in foreign subsidiaries by Ho�evar et al. (2001) reported that 
the majority of companies used the same profit to evaluate the performance of 
both, subsidiaries and their management. Performance evaluation system which 
does not distinguish between controllable and uncontrollable factors, results in 
sub-optimal decisions related to investment and management motivation. 
As already noted, two multiple case studies (Epstein et al. 2004; Rejc 
Buhovac/Slapni�ar 2007) investigated the impact of PMS alignment with 
incentive systems on financial performance. The first qualitative study found 
that companies with comprehensive and balanced PMS, but with a lack of 
alignment of these PMS to compensation, failed to improve their financial 
performance. The other qualitative study complemented these conclusions with 
the finding that in complex and dynamic business environments effective 
organizations may combine tight controls with more open, informal and flexible 
information and communication systems to stimulate and channel employee 
behaviour toward the achievement of overall organizational goals, rather than 
implement formal incentive systems aligned with PMS. 
The findings drawn from the existing contributions of the research focusing on 
the PMS alignment with incentive systems (Table 4) support the notion that 
incentive systems in CEE companies are not well aligned with performance 
measurement systems (Bodnár et al. 2009; Wagner et al. 2007; Ho�evar et al. 
2001; Epstein et al. 2004), although managers recognize that PMS cannot be 
efficient unless they are supported by an aligned incentive system (Pu�ko/�ater 
2008).  
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Table 4: Alignment with the Incentive System Studies 
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Future research directions 
The preceding review indicates that each of the four determinants of PMS 
design has been examined to some degree, but significant opportunities exist in 
each area. First, we highlight specific research opportunities within each of the 
four determinants of contemporary PMS. Then, we propose some additional 
research questions along with some thoughts on research methods.  

Future research on multidimensionality 
First, it is important to enhance the richness of multidimensionality variables. 
For example, many existing surveys in CEE countries focus on the Balanced 
Scorecard as a surrogate for multidimensionality. Additional research should use 
other, state-of-the art and more comprehensive research tools to investigate PMS 
used by CEE companies. Various other perspectives may constitute PMS 
multidimensionality (see, for example, Brignal (2002) critique of the Balanced 
Scorecard), specifically in other cultural contexts such as CEE, characterized 
also by different historical and legislative characteristics (for example, see 
Bollinger 1994; Fogel 1994; Child/Czeglédy 1996; Soulsby/Clark 1996; Malý 
2002; Dunkel/Meierewert 2004; Warner et al. 2005).  
Second, a thorough analysis is needed on contemporary PMS and their impact 
on financial performance that reaches beyond that proposed by the North 
American and the West European theory and practice. Performance 
measurement in the CEE lacks the critical mass of related studies needed to 
reconcile conflicting results and reach consensus on the performance benefits of 
various performance measurement practices.  
Third, causality of contemporary PMS multidimensional perspectives should be 
investigated. Most of contemporary performance measurement frameworks 
implicitly suggest that there are cause-and-effect relationships between the 
drivers of various aspects of performance. The Balanced Scorecard, for 
example, is built around the causal linkages between the drivers of learning and 
growth, internal processes, customers, and financial perspectives. Specific 
investigation of temporal relationships between actual actions and performance 
is needed to see whether these Western frameworks are equally successful in 
business contexts with different cultural backgrounds.  

Future research on PMS strategic alignment 
Further research is needed to better understand why PMS in CEE countries are 
not as closely aligned with company strategies as theory suggests. More 
specifically, additional research should engage in assessing management 
accounting and management control expertise in evaluating the types of 
knowledge and abilities needed by managers. For example, research could 
address whether a manager's overall experience and tenure affect the strategic 
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focus of PMS. Experimental research involving manager expertise could be used 
to supplement the extant survey literature.  
Second, we encourage research on the nature of traditions and values fostered by 
the CEE managers and how these impact their decision-making and use of 
strategic information. Several studies highlight specific strategic orientations of 
CEE managers, such as maintaining employment and strategy of survival (Malý 
2002), short-term orientation (Horváth et al. 2008), strong relationships with the 
local communities (Warner et al. 2005) etc.  
Third, we highlight the need for research on other factors that are associated 
with the quality of information provided to managers, such as professional 
knowledge of accountants, the quality of management information systems etc.  
Finally, it is of particular interest to reveal whether the ability to attract young, 
knowledgeable, and flexible managers (capable of introducing and using 
contemporary PMS) varies with company characteristics such as size, industry, 
and proxies for agency costs.  

Future research on PMS cascading 
The relative paucity of research on PMS cascading in CEE countries is probably 
due in large part to the methodological challenges associated with measuring 
and assessing the construct. Cascading is difficult to observe directly, because 
one needs to disentangle the aggregate information at the upper hierarchical 
levels to individual drivers of this information at lower hierarchical levels. 
Further, understanding the cause-and-effect relationships between the various 
drivers of success among different hierarchical levels in the organization is 
needed to set up (or investigate) a proper cascaded system of information. In 
addition, examination of cascading requires comprehensive studies of multi-
business companies with units of investigation coming from all hierarchical 
levels. Despite these methodological and resource-related issues, we highlight 
the need to assess the role of PMS cascading in enhancing the effectiveness of 
contemporary PMS.  
The study by Bodnár and Dobák (1998) found that the application of a 
contemporary PMS was limited to a single organizational unit. Further research 
is needed to investigate what organizational and other obstacles (such as the lack 
of top management commitment, conflicting interests of managers at different 
hierarchical levels, management information systems etc.) inhibit the 
proliferation of contemporary PMS throughout the organization.  

Future research on PMS alignment with incentive systems 
First, we highlight the need for research on factors that are associated with the 
development of incentive systems in CEE countries. Several authors describe 
the prevailing egalitarianism among workers (and managers), worker self-
management, and the power of workers and labour unions in centrally planned 
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economies (Stanojević 2001; 2004; Otte 2003; Rejc 2004; Warner et al. 2005). 
We suggest the need to investigate whether these factors still play such a strong 
role in determining performance criteria and whether they inhibit the 
development of contemporary incentive systems.  
Second, we suggest innovative research methods to further investigate this 
challenging area. For example, analytical modelling could be useful in 
developing a CEE-country-specific theory related to manager incentives under 
different reward (compensation) and penalty (legal liability) schemes. More 
specifically, research is needed to investigate which performance indicators are 
applied in management compensation contracts in the CEE countries, whether 
they are aligned with PMS, what is the proportion of the CEO’s variable 
compensation, and how this alignment is instrumental in enhancing company 
performance. Alternatively, experimental markets lend themselves to the use of 
alternative subject groups (such as CEE students) in tightly controlled laboratory 
settings. Such experiments could be used to provide useful insights into the role 
of various performance variables (for example, financial vs. non-financial 
performance measures of success) as criteria for financial incentives.  

Overall discussion on future research 
From an overall perspective, future research should also be directed at the 
following: firstly, understanding of the role of contemporary PMS in enhancing 
firm profitability could be improved considerably by investigating the 
interaction among the four determinants of contemporary PMS. Research 
questions addressed in these studies should include questions regarding how 
multidimensionality variables interact with strategic focus variables and how 
they align with incentive systems variables. In addition, further research is 
needed to confirm the impact of multidimensionality, strategic focus, cascading, 
and the alignment between PMS and incentive systems on PMS effectiveness. 
Very few studies in CEE have addressed this question (Epstein et al. 2004; Rejc 
Buhovac/Slapničar 2007), and even these have been qualitative, case study-
based. Additional (quantitative) research is needed to explore the 
interrelatedness of these issues. 
Secondly, a large number of authors (Čadež 2002; Szychta 2002; Haldma/Lääts 
2002; Pärl 2006; Wagner et al. 2007; Zoltay Paprika et al. 2008) reported the 
lack of appropriate management accounting knowledge as a factor holding back 
the development and use of contemporary performance measurement systems. 
Other studies report on the lack of general management skills and knowledge 
(Vámosi 2000; Slávik 2001) that goes back to the management formation and 
development practices germane to the CEE area (see also other studies, e. g. 
Child/Czeglédy 1996; Djankov/Pohl 1998; Pučko 1998; Edwards/Lawrence 
2000; Robinson/Tomczak-Stepien 2000; Illes/Rees 2001; King et al. 2001; 
Kozarzewski 2001; Warner et al. 2005). Specific issues of interest include (a) 
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whether management accounting and management control knowledge and skills 
differ across countries and cultures; (b) how have these knowledge and skills 
changed in the last ten years; and (c) whether improvements in this area 
influence the performance measurement systems at their companies. 
Thirdly, empirical research still fails to build on prior studies to increase the 
understanding of the topic. Only a couple of studies use the longitudinal 
approach or build on prior research (Epstein et al. 2004; Rejc Buhovac/Slapničar 
2007; Bodnár et al. 2007; Zoltay Paprika et al. 2008). 
Fourthly, we also underline the need to assess the generalizability of research 
findings. For example, future research is needed to study whether country-
specific findings are applicable to the CEE region as a whole. Most of the 
studies included in this paper focus on a single CEE country (the only exception 
being the study of the Czech Republic, Estonia, and Hungary by Horváth et al. 
2008). A cross-country or worldwide comparative research project is needed to 
assist in: 1) providing a comprehensive review of prevailing contemporary 
performance measurement practices; 2) offering statistically supported 
arguments of the impact of PMS on financial performance; 3) pointing out 
country-specific factors of contemporary performance measurement systems in 
the CEE region; and 4) providing relevant information needed for comparison of 
PMS practices in the CEE region with those in the North America and Western 
Europe.  
In addition, along with the suggestion to improve the scientific rigor of existing 
research, alternative research methods should be considered to triangulate the 
literature and provide new theoretical and practical insights to enhance the role 
of contemporary PMS. Our review indicates the relative dominance of survey 
methods. Analytical modelling and (psychology-based) experiments could be 
used to gain useful insights into the role of various PMS determinants in 
enhancing the profitability of firms. 
Finally, additional research is needed to investigate the differences between 
companies that are still owned by governments and influenced by political 
interests, companies that belong to multinational corporations (where the parent 
company likely determines the development and implementation of PMS), and 
companies owned by domestic investors. Such research could expand the 
current understanding of how ownership determines the use of contemporary 
tools (Cox et al. 1998; Gregorič et al. 2000; Pučko 2005; Warner et al. 2005). 

Implications for managers  
It is important to denote that the literature review presented in this paper should 
be considered a review of academic literature rather than a review of prevailing 
management practices in CEE countries. In spite of this, the study offers several 
managerial implications for both, the companies which are not from one of the 
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CEE countries and which are considering a launch of activities in CEE 
countries, as well as the companies or managers of CEE-origin.  
First, although evidence has been provided that performance measurement 
practices in CEE countries lag behind their Western counterparts, there is also 
apparent evidence of a transition from a predominant reliance on financial 
measures toward the use of balanced PMS. Integrated, multidimensional PMS 
have been found particularly useful in larger organizational settings where 
management control is a complex challenge. For SMEs, the development of 
contemporary PMS is rare and expectedly conditioned by available resources 
(and managerial knowledge). In both cases, the deployment of contemporary 
multidimensional PMS depends heavily on the accounting and management 
control knowledge of managers and other decision-makers. It is of highest 
importance for both foreign companies operating in CEE countries (or 
considering the launch of operations in this region) as well as for domestic ones, 
that the knowledge-related problem is properly addressed and that management 
training and education in the field of contemporary management control are 
provided. 
Second, CEE studies confirmed that multidimensional and balanced 
performance measurement will not lead to increased financial performance if not 
cascaded and aligned to compensation systems. However, there is another 
obstacle to effective implementation of PMS systems germane to the CEE 
region. The average variable part of a CEO’s compensation typically amounts to 
only 15% of the total (see, for example, Otte 2003; Rejc/Slapničar 2003). When 
the potential size of exercises under compensation plan arrangements is small 
relative to that of basic salaries, and benefits in particular, then the achievement 
of compensation scheme targets is unlikely to act as a powerful influence on 
executive priorities. As a consequence, the relatively small performance-
dependent part of CEO compensation schemes may act as an additional barrier 
to a positive impact of aligned performance measurement and incentive systems 
on financial performance. With this in mind, companies operating (or planning 
to operate) in CEE countries need to consider redesigning management 
compensation contracts. 
Finally, it is important to emphasize that replication of Western practices is not 
considered the best solution to the evolution of contemporary PMS in CEE. As 
Child and Czeglédy (1996) put it, “a specific set of culturally-generated 
efficiency values in economic decision making” is one of the characteristics of a 
model of market perfection. It is by no means clear that this system is best suited 
to countries which do not share the individualistic cultural paradigm of the 
Anglo-Saxon countries. Individual CEE countries need to build on existing 
performance criteria in order to create performance measurement practices in 
tune with their social and cultural environment as not all practices admired 
abroad are necessarily appropriate, nor do they fit culturally with local practices. 
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Individual national cultures may be in fact better aligned with different models 
of management formation and, consequently, performance measurement. 

Conclusions  
The paper investigates the current status of performance measurement systems 
research in Central and Eastern Europe. It exposes the most important empirical 
findings from the previous research in a single study and underlines those areas 
of research that have been neglected or under-examined. It specifically suggests 
what future research needs to be done from the perspective of PMS 
multidimensionality, strategic alignment, cascading, and alignment of PMS with 
incentive systems, as well as from an overall perspective.  
The literature review indicates that each of the four determinants of PMS design 
has been examined to some degree, but also that significant opportunities exist 
in each area to gain a better understanding of PMS effectiveness. Extant 
literature typically focuses on either one country or, and this is rather rare, 
presents empirical comparisons based on a few selected countries. In addition, 
the focus of most existing studies is on selected performance measurement 
issues. This paper upgrades the existing literature by offering a comprehensive 
overview of all empirical research on contemporary PMS in CEE countries in a 
single study and by providing a synthesis of research findings useful for foreign 
and CEE managers.  
 The paper has limitations, too. For example, although a number of researchers 
have studied the characteristics of performance measurement systems in the 
CEE, our analysis reveals that only a few contributions of high quality have so 
far been published in major academic journals. While focusing on well-
established research conferences from the field, a number of studies included in 
our review are still either based solely on case studies, or their analyses are 
limited to descriptive statistics which may compromise the reliability and 
validity of empirical findings.  
Another limitation of the study is related to the absence of information on the 
ownership structure of sample companies in the empirical papers. In most cases, 
local subsidiaries of multinational organizations based in North America or 
Western Europe were not considered as a separate sample or cluster of 
companies.  
Our study is focused on contributions in English language only. Studying papers 
published in national academic journals or presented at research conferences in 
local languages might add to a more profound understanding of contemporary 
performance measurement systems in CEE. Such approach would require an 
international team of researchers.  
Due to these issues, a significant gap might exist between research findings and 
actual practice in the field of contemporary performance measurement systems. 
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In this context, the literature review presented in this paper should be considered 
as a review of academic literature rather than a review of prevailing 
management practices in CEE countries.  
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