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Abstra‘:t 

Theobjeetiveof thisstudy is to inv 一 n d md o M前t systems in 
Japanese companies. Among the companies listed on the fi fll secoon of the Tokyo Stock Exchmge, the‘ll、】dy surveyed 813 
manuflictulingoompanies that are considered to be imovatofs and leada in thar irKlustries. The pfovide evida loeon measures 
that have been applied to performance evaluation in determining og , promotion, and rewards. Furthet, I ha, e eseafched the use of 
financial and nm financial m Thnare imponant d通ermces in the ways these two typesof measures are used for inca tives, 
rewards, andpfomotion. My findings suggest that ll ms d it sufficient to focus only on fnm la1 measl」res; nonfinancial measu1ts are 
also emphasized in en luating performance in Japanesecompalila Furthef, I find that the of mnfnanm l measures is positively 
assii、し ated with fnancia1 performan‘le. This study furlhe!・ discusses improvements in management acoounting systems. The failts 
suggest that the following three approa‘:hes could motivate -e1 boner than thecumatt applm hes: ( l) use peffbrmanoe evahlalion 
measults that are linked to the ineenOves for a task, (2) use rallts-ofiented pott-ance' evaluation, and (3) use pnocess-oflented
performance em luation. 
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1. Introduction
This paper reports theresultsof a survey of important features of performance measufement systems in Japanese 

manufacturing companies. Although Japanese manufactu1ing companieshavemany things in common in forms of 
performance measurement, capital investment, and budgeting, there are a number of important differences among 
the companies. Moreover, as firms adjust to competing in a low-growth economy afller many years of an 
expansionist economy, they w加 likely also ad3ust their performance measurement systems to adapt the new 
competitive environment The objectives of this study are to determine how achievement of goals and performance 
measurement are related to evaluation andrewardsofmanagers in this newoompentiveenvironment, and to discuss 
tl'le implications for human resource management This study thus differs from Hoshino ( l994), which reports only 
performance evaluation within the firms, and does so for aperiodof different compeltitive fofees. 
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Before I describe performance measurement, it is useful to address some fundamental questions concerning 
corporate strategy. D面erent corporate structures and strategies require different performance evaluation and 
management control systems (see Miles and Snow [1978]) so my survey addresses organization structure and 
variations in strategic goals. Financial performance measures indicate whether the company's strategies are 
contributing to profitability, growth, and shareholder value (Kaplan and Norton [1992, 77]). The purpose of 
performance measurement and management control systems is not only to predict and measure f nancial 
performance, but also to identify job-related problems, review budget planning, improve employees' salary and 
promotion opportunities, and examine personnel training requirements, among other objectives. This study therefore 
also addresses firms' budget planning and corrtro1 practices, and the use of nonf nancial measures in addition to 
financial performance measures. The variance from goal achievement is analyzed before performance evaluations 
are completed. This variance analysis is useful for motivation to enhance production quality and efficiency and 
performance on other key measures. If problems such as cost inefficiency and poor product quality are discovered, 
there is an opportunity to eliminate the causes and makecorTections for the next cycle of budgeting.

Moreover, managers are evaluated on their business unit'sperformance relative to performance goals, including 
budget targets. It is important to develop systems that link results with rewards in c)refer to improve the effectiveness 
of personnel ratings and provide useful input for prom(,tion or redeployment decisions. In Japanese companies, 
however, the relationship between budget performance and division manager rewards is often weak, and thus the 
incentives for employee goal achievement are not very strong (Hoshino [2004]).

My results provide details on measures that are used in determining、t前fogy, promo on, and rewards. Companies 
find it useful to evahlateperformance on not only financial measures, but also nonfinancial measures. Further, there 
are important differences in the ways these twotypes of measures are used for incentives, rewards, and promotion. I 
find that theuseof nonfinarolaf measunis is positively associated with financial performance. In addition, my results 
suggest that there are a number of significant differences between results-oriented evaluation and process-oriented 
evah】ation.

After reporting my survey results, I suggest some improvements in how the performance evaluation systems can 
be used to better align individual 1:xhavior with strategic goals. The creation of performance evaluation systems that 
link performance and rewards is urgently needed to increase the validity of a manager's bonus and promotion. 
Currently, in the companies surveyed, it is generally not clear how performance is related to personal assessmeat, 
nor is it clear how a superior influences a subordinate through the management control system.

The next section describes related research and Section 3 describes the survey. Section 4 presents the empirical 
analysis and the results of the m or questions on performance measurement and improvement of performance 
measurement systems. Section 5 compares results-oriented and process-orierrted systems and describes 
compensation, incentives, and usefulness of pe1formance evaluation. Section 6 provides a summary and offers 
conclusions, implications, and suggestions. 

2. Related Research
The empirical research of Bales and A ada (1991 ), arguably the most closely related to this study, finds sign面cant 

differences between Japanese and American budget and performance evaluation systems. lttner and Lareker (1998) 
examine innovations and trends in performance measurement along three dimensions: economic value measures, 
nonfinancial performance measures and the Balanced Scorecard, and performance measurement initiatives in 
government agencies. Ittner and Larcker (1997) examine new trends in the use of nonf nancia1 measures in 
performance measurement systems. Ederhof s (2011) empirical study based on compensation data from a 
multinational corporation examines the relationship between compensation-based and promotion-based incentives 
and finds signi ficant dif ferences between implicit incentives of employees. Incljejikian and Ma j (2012) examine 
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the use of financial and nonfinancial measures in determining local business unit managers' bonus plans and 
conclude that the bonus plans are less sensitive to financial measures of business unit perflormance and more 
sensitive to nonfinancial measures. Their study has much in common with this study, in terms of survey data, 
financial and nonfinancial performance measures, and soon. However, their study focuses on the choice of types of 
performance measures used to determine managers' bonuses when managers have authority to make operating 
decisions or authority to make accounting system choices.

Several studies explore nonfinancial measures in fight of performance measurement and management practices in 
Japanese companies. For example, Abdel-Maksoud et al. (2007) explore therelationshipbetween the measurement 
of nonfinancial performance and innovative managerial practices in Japanese manuf icturing companies. Nishii 
(2007) analyzes the effects on lheuse of nonfinancia1 pefformance measures by using a mail questionnaire survey. 
Based on a mail questionnaire survey, Otomasa (2003) documents differences in the frequency of utilization of 
business unit performance measures in the four perspectives of the Balanced Scorecard. Further, he does not find 
strong correlations between the financial measures and the nonfmancia1 measures. Asakura (2007) explores financial 
and nonfiinancial indicators in overseas subsidiaries of Japanese companies and pursues Kaplan and Norton's(1992, 
1993) Balanced Scorecard approach. Kaplan and Norton (1992, 72) suggest that the balanced scolecard allows 
managers to look at the business fi・om four important perspectives between financial measures and operational 
measures. 

3. Sample
The survey questionnaire consists of 21 questions (31 items) relafng to strategy goals, divisional organization, 

budge capital investment, performance evaluation, and performance measurement These items are important in 
analyzing the relevance to finns' strategic objectives and performance evaluation. The questionnaire was 
administered between July 1,2011 and July20,2011.

The survey questionnaire was mailed to813 Japanese manufacturing companies that are listed on the first section 
of the Tokyo Stock Exchange and are considered to be innovators and market leaders in their industries. The 
companies were grouped inte l4 categories: fox:ld, apparel, chemicals, petroleum & coal products, rubber products, 
ceramic, steel, non-ferrous metal, metal products, machinery, electronics, transpclllation equipment, precision 
instruments, and other manufacturing. The questionnaires were addressed to the company controller or the manager 
of the Accounting Department. Completed questionnaires were returned by 65 Japanese companies, which is a 
response rate of 8.0 pet田 It The highest industry response rate was t82 percent for rubber products; the lowest 
industry response rate was 2.8 percent for metal products. Table t shows the number of companies in the initial 
survey, the number of responses, and the response rates by industry classification.

The next section presents the survey results, following the sequencing in the questionnaire: strategy goals, how 
budgets are used in perflormance evaluation, type of capital budgeOng techniques, important performance 
measurements of division managers, importance of financial and nonfinancial measures, improvement of 
performance measurement systems, and level of satisfaction with performance evaluation systems. Performance 
evaluation involves collecting infomn tion relative to corpofate decisions, and is designed to promote and reward 
personnel. The performance evah」ation system is linked to the budget planning and incentive systems. Both 
budgeting and capital budgeting involve predictions of planned results in pursuit of the company's goals; 
performance evaluation systems measure achieved results for comparison to goals. Therefore, performance 
evaluation has a very important influence on decisions. 
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Tal1le l- Composition of Surveys and Responses 

I1ndustrv‘:lassification 
Food
AppaIel, Textile
Chemicals 
l)etroleum& Coal Products 
Rubber Produ‘Its
P- (Ceramic)
Steel
Non-ferrous Metal
Metal Pnod1 

Electronics
Transpoft Equipment 

im I i- 1-面 i

Off'Er Manuf lctuing
Totals 

Survey 
size %a 
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41
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3
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ntheratioofthenum1:1g of indultry lim1ssurveyedtothetota1 fm surveyecL
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4. Results and Analyses 

4.1 Strategy (Joals

The questionnaire asks the respondents to rank the top three strategy goals for their firms, from among 16 
provided managerial categories. Table 2 provides the rankings in descending order of total responses for each 
category. The top four categories are growth of earnings, strengthening of research and development (R&D) 
efficiency, sales growth, and improvement of prolduct quality. It has been proposed that, in contrast to American 
companies, Japanese companies stress sales volume and market share more than profit (Kagono et al. [1985, 25]).1 
However, Table2 shows that sales growa1 and growth in market share are not ranked as highly as earnings growth, 
which is ranked first This provides evidence of increasing emphasis on management efficiency. Consistent with the 
expected emphasis on sales volume and market share, strengthening of R&D efficiency ranks second, and sales 
growth ranks third. This indicates that the Japanese manufacturing industry is continuing to strengthen its 
engineefing capabilities, and realizes the importance of high product quality and low cost. The capital gains of 
stockholders are not considered very important because the power of stockholders is weakened by cross-holdings. 

1 In particular, Kagonoet al. (1985 ) examine important diflierencesbetween Japanese and American corporate strategjes. 
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Table 2- Important Strategy Goals 

Growth of earnings
Strengthening of R&D efficiency 
Sales grc)wth
Improvement of product qualify 
Improvement in public image of 
the company
Development of human resources 
Growth in market share
Strengtheningofmarkefng 
capability
Improvement of product portfolio 
Re如mon Investment (ROI)
Capital gains for stockholders
New product ratio
Equity ratio
Improvement in quality of working 
conditions
Efficiency of pfoduction systems 
Efficiency of physical distribution 

M a n Ranking_

m % Seoondf%,) 
1.523 
0.877 
0.815 
0.585 
0.367 

0.264 
0.246 
0.231 

0.185 
0.169 
0.138 
0.092 
0.092 
0.062 

0.046 
0.031 

38 
29 
23 
16 
10 

l2 
12 
10 

8
 

7
 

5
 

5
 

4
 

3
 

2
1
 

25 
10
9 
8 
5 

(38.5) 
(15.4) 
(13.8) 
(12.3)
(7.7) 

(1.5) 
(1.5) 
(1.5) 

0)
5)

5)
0)

0)
0) 

0
1

1
0

0
0
 

11
8 

12
6 
4 

(16.9) 
(12.3) 
(18.5)
(92) 
(6.2) 

(3.1) 
(3.1) 
(4.6) 

(62) 
(3.1) 
(3.1) 
(1 .5) 
(3.1) 
(1 .5) 

(0.0) 1 (1.5) 
(0.0) 1 (1.5) 

n-%
2 (3.1) 

11 (16.9)
2 (3.1) 
2 (3.1) 
1 (1.5) 

9
9

6
 

1
0
 

(13.8) 
(13.8)
(92) 

(6.2) 
(6.2) 
(3.1) 
(6.2) 
(3.1) 
(3.1) 

(1.5) 
(0.0) 

Thelu m sloln sinthetableaecalallalodasfbIbu,s:3 一 2fOrthe一 1 Foreachilm , the 
points a・e multiplied by numba・of and theweiglltod 前 are and diivid,ed by65, the nurnberof
oomrm lls. Thep,eroentages are the ratio of the number of industry 「unit, surveyed to the number of respondingcompanies. 

. geang
The next section of the questiomaire asked respondents to choose one of the provided alternatives to indicate the 

performance e、laluation method used. lt is reasonable to suppose that production departments, as cost centers, are 
responsible for output, whereas sales departments, as profit centers, are responsible for sales volume and costs 
(Hoshino 1995). Table 3 shows that 51.5 percent of the respondents reported using functional performance 
evaluation (evaluation through divisions) , 34.8 percent reported evaluation through profit centers, and 9.1 percent 
reported evaluation through informal profit centers2 It is noteworthy that functional performance evaluation shows 
the highest percentage of the performance evaluation budget methods. 

2 The informal profit center here means, for example, a corporate center such as a department of R&D and Shared Services 
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Table 3- How Budgets are Used in Performance ENaluation(Short-range Planning) 

Functional performaMe evaluaticm
Evaluation 11mugh pnofitcenters
Evaluation llnu lgh inf1ormal profitc前tors 
Non evaluation
No response

T

* (
34 (51.5)
23 (34.8)
6 (9.1)
2 (3.0)
1 (1.5)

66 (100.0) 

* 一g 00- 1 m m .

Table4 reports the ranked resultson theuseof various capital budgeting techniques. These rankings are similar to 
findings by Kate (1989), Sakuraj (1992), and others. Notably, Table 4 shows that the vast maaorny of tte 
respondents reported using the payback method, and no other method was reported f rst, second, or third by more 
than half the respondents. There are several possible reasons for this. One reason is that early recovery of capital is 
necessary in order for top management to approve capital-intensive projects when technical innovation is an 
important competitive factor. Further, focusing on the payback period decreases the likelihood of obsolescence of 
equipment and products. After the payback me the internal rate of return and the present value method are the 
most frequently used as an investment evaluation method3 

Ta TypeofCapital BudgetingTlahniques 

Payback method
Internal rate of return
Present value method
Subjective method
Accountingmte-of-retum 
Profitability index method 
()thor 

Mean Resflomes 

5
2

5
8

8
8
 

1
 

6
1

3
0

3
 

0
8

6
6

5
3

1
 

2
0

0
0

0
0

0
 

50 
26 
26 
24 
19 
10
3 

一一5
 

8
 

0
 

1
2
 

1
 

6
 

8
3

(5
(3

(6
(3

(4
 

o
(5

(1

8
9

3
2

4
2

3
3
 

_
°0 

5 (7.7) 
11 (16.9) 
11 (212) 
12 (18.5)
8 (12.3) 
6 (92) 
0 (0.0) 

Thirde 0 
7 (10.8) 
6 (9.2) 

12 (27.9) 
10 (15.4)
7 (10.1) 
2 (3.1) 
0 (0.0) 

Themeansocfes in thetable aecalculaledas fol1ows:3points fcf・the 2 for theseoond,and l for thethifd.Foreach item, the 
points are multiplied by the --:i lf,l nurnl:Ia'of and the weigtlted soc1res are aggregated and divided by 65, the numbe!・of resrm ding 
ooinpanies. Thepercentagesare the ratio of the number of industry firms surveyed to the number of responding compaues. 

4.3 Pelf )rmm ce Measurement of Divisions

The next series of questions asks division managers to rank the top three performance measures that they use in 
their divisions, from among the categories provided. Table5 shows the ranked measures, with sales volume, profit 
margin on sales, and contribution margin ranked the highest followed by marginal profi and net profits after 
allocation of corporate overhead cost. Note that division managers place emphasis on sales volume, but are relatively 

3 See Bromwich and Inoue(1 994) for a detailed empirical survey of management pt・actices in Japanese-affiliated companies in the 
United Kingdom. 
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less concerned with return on investment. This finding is consistent with Bales and A-a (1991 , 37), who found 
that the most dramatic dif ferences between Japanese and American companies in divisional goals wele for sales 
volumeand retum on investment. 

Tame5- lmporlantPerformanoeM asurementsofDivisionMmagers 

Sales volume
Profit malginonsales
Contribution margin
Marginal profit
Net profit after allocation of 
corporate overhead
Growth in market share
Productioncostper unit
Controllable profit
Sales growth
Net profit after charging imputed 
corporate interest
Value added productivity
Return on investment o l)
Cost variances
Asset turnover
Others

No response 

Ma n Resrm ses 

1.585 
0.923 
0.723 
0.600 
0.477 

0.369 
0.262 
0.231 
0.231 
0.077 

0.062 
0.046 
0.031 
0.000 
0.092 

6
0

7
9

4
 

4
 

3
1
 

1
 

1
 

16 
14
7 
8 
2 

3 
2 
2 
0 
3 

12 

F o)
20 (30.8)
9 (13.8) 

13 (20.0)
6 (9.2) 
7 (10.8) 

0
0

0
0

1
 

(1.5) 
(0.0) 
(4.6) 
(3.1) 
(1.5) 

(0.0) 
(0.0) 
(0.0) 
(0.0) 
(1 .5) 

R型king 
do /0

17 (26.2) 
12 (18.5) 
4 (6.2) 
8 (12.3) 
3 (4.6) 

6
3

2
3

1
 

(92) 
(4.6) 
(3.1) 
(4.6) 
(1 .5) 

(1.5) 
(1.5) 
(0.0) 
(0.0) 
(1.5) 

°
9 (13.8) 
9 (13.8) 
0 (0.0) 
5 (7.7) 
4 (6.2) 

9 
11
2 
3 
0 

2
1

2
0

1
 

(13.8) 
(16.9)
(3.1) 
(4.6) 
(0.0) 

(3.1) 
(1 .5) 
(3. l) 
(0.0) 
(1 .5) 

Themen selfesn thetablea【ecalallatedasfbIlows:3 - 2 - l f F(f each item,the 
points are multiplied by the ;-f lalfil numt1a・of and the wejglhterl soofes a・ew and (f、ided by65, the numt9 ofresfm ding 
cofr lames. ThepeM ntages are the ratio of the num1:for of industry ms surveyed to the number of re平 mdingcompanies. 

. io 0 gmzza om S e

Earlier research (Hoshino 1994, 29-30) found that all the surveyed Japanese companies had at least partially 
adopted a divisional organization structure. My study also examines the adoption of a divisional or2ani7ation 
strl」c如re and finds that the adoption rate of this structure continues to be quite high.

Nevertheless, my interviewswith Japaresc companies indicate that some companies with a divisional head office 
system have only recently returned to this system (a divisiona1organm tion emphasizing a top-down approach); the 
divisional approach with divisions merely taking strategic directions from the top executive is believed to have 
caused organ、7ationa1 expansion and erosion of product development capability. Outsourcing financial and human 
resource duties, along with restructuring, have contributed to the reduction of the head office function to create a lean 
corporate center. Further, to reverse the previous incl1eased need for coordination and control, some Japanese firms 
have moved the head office into regional headquarters. Yet, the divisiona1organization adoption trend wi11 continue 
for a while in order to promote simplification and empowerment associated with a decentralized company structure. 
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A comparison of Tables2 and5 shows that the important goals (or measures) vary between top management and 
division managefs. Next, I analyze these findings using statistical techniques. This study extracts common 
performance measures from Tables2 and5 to make a contingency table (Table6). As a result of the chi-square t
the null hypothesis, where there are no significant di erences to note between top management and division 
managers in terms of important goals, was rejected at a l percent leve1of significance. The results provide evidence 
of a considerable dif ference in strategy goals between top management and division managers. 

Table 6- Top Management-I)ivisionManager Comlarison of StratEgy Goals 

So_ k_

Growth of earnings
(Controllablepfofit)

Sales growth
Growth in rnaket share 
Return cn irrvestment e l) 

l op managa lent im 要「 

38
23

12
5
 

7 
8 

16 
2 

=14.6324.i)egoesoffieedom=3.p-value=0.0022 Signifcn ta 1-1
Table6 is a cfn ・・tahl llallln t 1 on the Items that areoomrmn f )r Table2 and Table5. The numbers are 1成ll nmbgof 
strategy srarlked flem first to third.
As plofit -sto gowth inem l vltlich is agoa1of top ma・Ia8emglt 1 出r ied oontro]1ablepfofitas the 1te- mo,,t 
comparable to a division manag1r pli fn m oo 

4.5Fina lcialMeasuresandNonfinancialMeasures

The questionnaire next asked respondents to rank, in order of importance, the top three financial measures and top 
three nonfiinancia1 measures that tl・Ie firms use to measure performance. Table 7 shows the mean values and the 
percentages of firms that ranked specific financial measures first, secon and third. According to Table 7, sales 
volume, operating earnings rate, gross margin, growth in net profit, and profit margjn onsalesare ranked highest In 
Table7, I focus my attention on the tendency that profit and profit margin are ranked highly in a relative sense. It is 
expected that sales volume and profit margin on sales wouldbe ranked highly, because these performance measures 
reflect the degree of achievement of the finm's overall goals. However, an important point to note inour research is 
that profit margins such as operating eaming rate, gross margin, and growth in net profits are also important 
measures for Japanese companies. The performance measures that the sampled Japanese firms value most highly are 
not only the indicators which show results such as sales volume, but also measures such as profit margins, which 
reflect efficiency of management. The results of this research clearly show that firms place an emphasis on 
efficiency. The fact that cash flow planning is neglected was unexpected, but might be explained by an 
advantageously low cost of capital for Japanese companies.

A test for difference in means to compare the responses of the two studies in Table 7 shows a significant 
dif ference. The null hypothesis, that there are no significant differences between tl・Ie findings in this study and 
Hoshino's (1994) research in terms of important financial measures, was rejected at the 1 percent level of 
signi ficance. The results indicate a considerable dif ference in importance of financial measures between the two 
studies. 
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Table7- lmporta leeof「inancialMa

Sales volume
Operating earning rate
Gross margin
Growth in net profit 

t margin on sales (pretax) 
Cash flow
Rateof Ittum on capital stock 
Sales growth
Controllable profit
Contribution margin
Profit raleof tota1liabilities and 
net worth
R,的m on Investment (ROI) 
Equity ratio
Cash flow plarning
Inventory level
Cost variances
Quality cost
Sales per employee
Rateof l ttum onequity
Rate of return on asset
Economic Value Added
Cost per employee
Profit on economic measures 
(price earnings ratio, etc.)
Others 

Man 
Fill◆tl°a 

1.492 
0.985 
0.508 
0.415 
0.369 
0.308 
0292 
0.292 
0.231 
0.215 
0.169 

13 8
12 3

07 7
04 6

08 1
03 1

01 5
01 5

01 5
01 5

00 0
00 0

 

0
0

0
0

0
0

0
0

0
0

0
0
 

41 
31 
17 
13 
12 
14 
10 
8 
7 
6 
6 

4
6

3
3

0
2

1
1

1
1

0
0
 

8)
9) 

6) 
7) 

2) 
5) 

2) 
6) 

6)
5) 

3
6

4
7

6
1

6
4

4
4

1
 

0
0

(
(

(
(

(
(

(
(

( 

2
1

3
5

4
1

4
3

3
3

1
 

2
1
 

1
0

1
0

0
0

0
0

0
0

0
0
 

5)
0)

5)
0)

0)
0)

0)
0)

0)
0)

0)
0) 

1
0

1
0

0
0

0
0

0
0

0
0
 

(
(

(
(

(
(

(
(

(
(

(
( 

RankiIlg
S理ndto/olL
12 (18.5) 
11 (16.9) 
10 (15.4)
4 (62) 

4
4
 

1
5

2
2

3
 

3
2

0
0

1
0

0
0

0
0

0
0
 

2)
2) 

5)
7)

1)
1)

6) 
(1

(7
(3

(3
(4

 
6

,,n
''

0)
5)

0)
0)

0)
0)

0)
0) 

4
3

0
0

1
0

0
0

0
0

0
0
 

(
(

(
(

(
(

(
(

(
(

(
( 

_n %
7 (10.8) 
9 (13.8) 
4 (62) 
4 (62) 
4 (6.2) 
9 (13.8) 
5 (7.7) 
0 (0.0) 
2 (3.1) 
1 (1.5) 
2 (3.1) 

0
4

2
3

0
2

1
1

1
1

0
0
 

0)
2)

1)
0)

1)
5) 

5)
5)

5)
0)

0) 
0

6
3

4
0

3
1

1
1

1
0

0
 

H l
M-1.325 64 

0.520 
0.407 
0.821 
0.138 

0.512 
0.260 
0.569 
0.220 

0.114 
0.089 
0.089 
0.171 
0.098 
0.065 
0.106 
0.073 
0.024 

0.016 
0.008 

32 
24 
40 
13 

32 
13 
30 
14 

8 
7 
8 

18 
10
5 
9 
5 
1 

0.108 4 1 (1.5) 1 (1.5) 2 (3.1) 0.122 6 

t-vatic =4.73a2.Degos offieahm=19.p-,value=0.(Xl0l.Sig㎡fcarItat l pa a t leveL
The ITm in the table a・ecalallated as :3 pomls tot the most i1f1porlalt gpa1,2 tot the seoonlL and 1 tot the third. F‘f each the 
p are muttiplied by the mmh1g of ltsrm f l; a l tiE weljjl1led sea s aeaggltgl的d and divilbd by65, the mjmh9 of relfm f flg 
awnpmies The percentages are the ratio of the number of industry firms surveyed to the numba ' of n g companies. 

Table 8 shows the mean values and the peru ntages of firms that ranked specific nonfinancial measures first, 
second, and third. Table 8 shows that, on average, the firms place a high value on growth in market share and
foreca 1ted sales growth. The firms also attal、h importance to dif ferentiators such as product quality, effect of product 
development, and new product ratio (for instance, measures showing product added value). Further, customer 
satisfiictionand effort to achieve goals related to nonfinancial measu ranked highly. Convelsely, personnel issues, 
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Table8- Itnportanceof NonfiIun,由l ]Masurts 

Man 

Grovlfth in market share
Pfoduct quality
Prediction of sales growth
Customer satisfaction
Effect of product development
Effort to achieve goals
Inventory turnover
Ratio of distributioncost of sales 
Effort to achieve production 
planning
New product ratio
Engineering level (defect rates) 
Tcltal factor (labor, equipment, and 
raw material, etc.) prochietivity
Output (perfom ance) for one day 
Balanced Scorecard
Produc ion engineering capability 
(eg. j foeess innovation)
Satiety
Ratio ofR&Doest to Sales
Degree of global environment 
protection
R&Dcapabilityof techno1ogical 
experts 

0.969 
0.862 
0.492 
0.477 
0.431 
0.385 
0.308 
0.262 
0.185 

0.154 
0.154 
0.169 

0.108 
0.092 
0.077 

0.077 
0.077 
0.062 

Fil1ll f l0 

7
5

4
4

4
3

0
0

7
 

2
2

1
 

1
 

l 
1
 

1
1
 

6
6
 

6
 

16 
10 
6 
7 
5 
5 
3 
1 
0 

1
0
 

2
 

1
2

0
 

0
1

1
 

6)
4)

2)
8)

7)
7)

6)
5

4
5

9
0

7
7

4
1

0
 

(2
(1

(
(1

(
(

(
(

( 

(1.5) 
(0.0) 
(3.1) 

(1.5) 
(3.1) 
(0.0) 

(0.0) 
(1.5) 
(1.5) 

RaIlking
%) 

4 (62) 
11 (16.9)
6 (9.2) 
3 (4.6) 
4 (62) 
2 (3.1) 
4 (62) 
5 (7.7) 
5 (7.7) 

1
0

2
 

2
1

0
 

(3.1) 
(62) 
(1.5) 

(1.5) 
(0.0) 
(3.1) 

(3.1) 
(1 .5) 
(0.0) 

Hoshino(l99‘0 
0

7 (10.8) 
4 (62) 
2 (3.1) 
4 (6.2) 
5 (7.7) 
6 (92) 
3 (4.6) 
4 (62) 
2 (3.1) 

2
0

1
 

1
0

1
 

(4.6) 
(3.1) 
(4.6) 

(3.1) 
(0.0) 
(1 .5) 

(1.5) 
(0.0) 
(1 .5) 

M
0.984 
0.537 
0.553 
0.301 
0.325 
0.634 
0.366 
0.l54 
0.431 

0.309 
0.081 
0.211 

7
3

7
1

1
7

8
0

5
 

4
3

2
2

2
3

2
1

2
 

20
7 

12 

0.033 2 

0.l30 13 

0. l22 
0.081 
0.016 

0.046 2 0 (0.0) 1 (1.5) 1 (1.5) 0.()41 3 

Sales according to distributors 0.046 
Development of human resources 0.031 
Return on investment to R&D 0.031 
Important technique holding degree 0.031 
Jidokaofproduction(i.e., 0.015 
mm ufactliring a ltnmation)
Humanoost-benefit 0.015 
Intangibleassets 0.015 
Regist9 number of industrial propefty 0 000
(e intelleclln l estate p-ueOvity)

C)rder number (value) of lu[) 0.000 
Reduction of labor turnover 0.000

0.031 

1
1

0
 

0
0

1
 

0
0

0
0

0
 

0
0

0
 

0
0

0
 

(0.0) 
(0.0) 
(0.0) 
(0.0) 
(0.0) 

(0.0) 
(0.0) 
(0.0) 

(0.0) 
(0.0) 
(0.0) 

1
0

0
1

0
 

(1.5) 
(0.0) 
(0.0) 
(1.5) 
(0.0) 

(0.0) 
(0.0) 
(0.0) 

(0.0) 
(0.0) 
(1.5) 

1
2

2
0

1
 

1
1

0
 

0
0

0
 

(1.5) 
(3.1) 
(3.1) 
(0.0) 
(1 .5) 

(1.5) 
(1 .5) 
(0.0) 

(0.0) 
(0.0) 
(0.0) 

0.016 
0.081 
0.016 
0.041 
0.106 

0.041 4 

0.041 3 

0.016 
0.008 
0.016 

t-value=4.4 offeedom=27.p・:、fa1lue=0.0001.Si a l-l
Themea scores in the table ale‘1:ilmlalfi1 as foIbws:3 points tot the most importalt goal,2 tot the ,a nrMi arKl 1 f lfthe third. For ea‘:h item, the 
points are multiplied by the nurnba' of- and the weigfned soof1es are 日1 and divided by65, the -nlhe, ofr,efm ding 
companies. Thepem ntages are the ratio of the number of industry finns surveyed to the number of respondingcompanies. 
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suchas lhereduc0onof labor turmNer ana dsvelojment of h did . Thequestion weha,lfe to 
ask here is vllhetlH current evaluation systems are -Ie of revealing the lnesults of lie (' craft company 
ao1tivities. The current rnea1od af using mn mting systems without impc1rlant nonfinm ial perfom aMe measults is not 
appf1中 late far successfil1 managemat of companies. In other words, it shoukl be olea ' that reform of firms' am ur面ng 
syst前Is is necessary in ofdel the firms to make cfit,ciivleopefating decisions. We need to inoofpomle beth financial and
nonfinancial measures to appfopriatelyevaluale pfoducticnresults. 

Table9- lmpr_ a na t ofPlerfm nanoeMa surema t SyslHn 

Strengthening of long term 
profitability
Analysisof variancesfrom 
budget
Increase in market share
Measurement of productivity 
Responsibility accounting 
system
Measurement through cost 
variances
Adoption of nonfinancial 
measure
Not necessary
Measuremeflt of product 
development cost
Ratio ofR&Doest to sales 
Strengthening of engineering 
efficiency
Strengthening of sh(f't tom 
profitabili0l
Realm on investment(ROI) 
Measurement of inventory 
control cost
Strengthening of exceptions 
repolt
C),lhers

No response 

Man Rankinllg
FiRst「%) % Ma 

1.323 36 20 (30.8) 10 (15.4) 6 (9.2) 1.130 59 

0.600 18 6 (9.2) 9 (13.8) 3 (4.6) 0.634 37 

0.492 
0.446 
0.400

16 
17 
12 

6
3

5
 

(92) 
(4.6) 
(7.7) 

4 (6.2) 
6 (9.2) 
4 (62) 

6 (92) 
8 (12.3) 
3 (4.6) 

0.252 
0.691 
0.927 

9
5

7
 

1
4

4
 

0.369 12 3 (4.6) 6 (92) 3 (4.6) 0203 15 

0.200 7 3 (4.6) 0 (0.0) 4 (62) 0.211 12 

0.185 
0.169 

0.154 
0.123 

4
6
 

4
0
 

0
1
 

(6.2) 0 (0.0) 
(0.0) 5 (7.7) 

(0.0) 2 (3.1) 
(1.5) 2(3.1) 

0
1
 

6
1
 

(0.0) 0.114 5 
(1.5) 0398 25 

(9.2) 0203 15 
(1.5) 0.293 16 

0.123 4 2 (3.1) 0 (0.0) 2 (3.1) 0.033 3 

0.108 
0.108 

2
0
 

(3.1) 0 (0.0) 1 (1.5) 0276 18 
(0.0) 2 (3.1) 3 (4.6) 0.114 10 

0.046 1 1 (1.5) 

0.138 3 3 (4.6)
39 - 

0(0.0) 0 (0.0) 0.154 

0 (0.0) 0 (0.0) 0.065 

0
 

5
9
 

1
 

2
 

t-vahle=43522. I)egreesof iieedom=15.p-value=0.0006.Signifieantat l peloent leveL
Note: This fable oornrmes my aIney 1allts with thoseofHodlim (1994). The efli1clivemmberof ofHoshjno (1994) is 
123 am fm The mean scoffs in the table arerala lllaefl follows:3 poimls fbrthe most importalt goal,2 for the second, l前l 
1 fit thethini For cad、 item, tI・e points areml.llopfed by the numba of and the 一、fes ae
and divided by65, thenumberofrefm dil、g ,omlpanles Thepeuentages are the ratio of the numtlerof industry firms survelyea 
to the number of respondingcompanies. 
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h any case, it isimportant for measmement character ofthefirm's 
incentive system for divisianmanagers and top mar、agement infhlences management decision m:iking. In my、 i
it has nett always been olea・ that we have been making steady progltsls in the soudy of the relationship between managefia1 
accounting planning and control sys:lfms and perfama1Ke measu!ement sysllEms as a basis for evaluation and reward 
schemes.

A test for difference in means to compare the responses (f the two i in Table8 shows a significant d fliefence.T11e 
null hypothesis, that tlEre are no significantcliflerm es between the findings in this -y and Hoshino's(1994) reseaeh in 
telms of important nonfinancial measures, was reje,1・ted at 1 percent level of significance. The results iridicate a 
cmsidefabledlffefence inimportanceofnonfinancial measures between the two Idles. 

4.6 Improvementof PerformmceMeasureme ste

The next section of the questionnaire asked respondents to rank the top three measures or aspects of the 
performance measurement system needing impmvem前t in order of improvement prioritization. Table 911s,ts the 
items ranked in order of improvement prioritization. Strengthening of long-term profitability has the highest rank, 
followed by analysis of variances from budget increase in market share, measurement ofpmductivity, lespmsibility 
accounting systems, and soon. Hoshino (1 994, 32) found similar tendencies and reached similar conchlsims as this 
study regarding the improvement of performance measurement systems for the measures included in the prior‘;tudy. 
The analyses in this study employed new measures and studied firms to discover the characteristics of performance 
measurement in the Japanese manufacturing sector. As these measures are ranked in order of improvement 
prioritization, the results indicate that each company is mode画ely satisfied with the present performance 
measurement function of their system (also see Table 10). In fight of this result, it is clear that the desire for 
improvement of managerial m ounting systems is reasonably ttij!h

An issue of note in Table9 is that the ratio of R&D oest to sales and the strengthening of engmeering efficiency 
are listed as relatively low priorities. In an environment where firms are trying to intensify their intemational
competitiveness, it is difficult to survive for long if the fiml does not recognize the importance of such measures. As 
times change, measures ofperflormance evaluation must also change. 

Table 10- Level of with Plerllorman‘:eEn luation ms 

Departm=al1rs_
Accounting Department 
(Current study, n= 65) 
Accounting Department 
(Hoshino [1994], n= 123) 
Personnel Department
(Hoshino[1996], n= 132) 

G開
Disa fsfied (%)

l
5 (7.8) 

2
14 (21.9) 

Moderately 
Satisfiel1 f f。)

3
30(46.9) 

4
13 (20.3) 

Gra Oy 
Salisfiell (%)

S
1 (1.6) 

4(3.3) 25 (20.3) 62 (50.4) 30(24.4) 2 (1.6) 

6(4.5) 27(20.5) 69(52.3) 28(212) 2(1.5) 

The off通lye lumber of of Hoshino(1 ) l of407oo -The off ;ctive _ mberofre平)nsesofHoshino (l Is l32 oofnpmies out of 03 oonlpanies contacted.
In the ・aft、,1flr tim col nlm hefs w社m t rarenOesis aethellu川ha of in that . Nllrnbas vl社lin ll部tlntheses are the r‘lilo of the 
numt9 ofrefmes to the total refm inthe lespectivedera tfnalt
AcoourIling ]:)epartment (cun・ent study): Mean - 2.857; Standard deviation=0.895
Am unting Department (Hoshino [ l 994]): Mean =3.008; Stn dard deviation =0.805
P,9sonnel Department (He inc [1 996]): Mean = 2.946; Slandand deviation=0.813 

l32 



A test for difference in means to compare the responses of the two studies in Table 9 shows a significant 
difference. The null hypothesis, that there are no significant differences between the findings in this sh」dy and 
Hoshino's (1994) feseareh in terms of important improvements, was rejected at the 1 percent level of significance. 
The results indicate a considerable difference in perceived needs for improvement of performance measurement 
systemsbetween the twostudies.

Consequently, in addition to the financial measures analysis of the firm, it is impoltant to evahlate invisible 
capabi価os such as management power and thepotentia1of the firm. Although it is extremely important to evaluate 
qualitative factors, which show thepcltential efficiency of the firm, it is my opinion that no investigation has taken 
place concerning the evalualian of these factors. To further evahlate overall peffom ance, top management plm s 
more emphasis on nonfinancial than on financial measures. To summarize, top management sees room for 
improving theperfiormance evaluation information provided by the present m ounting measurement systems. 

4.7SanmaryofResults
Thus far, I have reported and analyzed significant features of pe1formance measurement systems in large Japanese

manufactlllfing companies. The key empirical findings and interpretatians from my survey and interviews are as 
follows:
1. When companies execute corporate strategy, top management places emphasis on management efficiency, as 

indicated by high rankings of operating earning rate, growth in net pfofit, and profit margin on sales.
2. However, division and department managers place emphasis on sales volume. There seems to be a very 

important differeme in goal treatment among managers. 
3. Firms ha, e a tendency to adopt the investment evaluation mea1ods that are related to the innovations that the 

firm recognizes as an important competition factor.
4. The percentage of finns adopting a divisionalclfgani7ationstructure is quite high Nevertheless, thefe is a trend 

for top managers to return to a divisional organi7ation with a top-down approach if the decentrali7ed authority 
associated with a divisional stn面ure hasted to overexpansion.

5. Japanese companies place emphasis on such nonfinancial measures as product quality and customer 
satisfacticm.

6. The demand to improve the managerial accounting systems is growing stronger. 

Based on my analysis, I offier the following proposals :
1. If a firm moves from an expansionist economy to a low-growth economy, it will need to increase its emphasis 

on management efficiency.
2. As far as performance evaluation is concerned, it is not enough to focus on financial measures such as profi t

Nonfinancial measures also need to be monitored in order for firms to achieve their strategic goals.
3. To increase a 「inn's effectiveness in achieving its strategjc goals, incentives should be based on achievement of 

strategic goals.

The next section discussesthe impoltanceofboth results-oriented and process-oriented performance evaluation in 
order for f rms to achieve their strategic goals. 
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5. Results-Oriented and Process-Oriented Performance Evaluations
In the final section of this study, l consider how organi7ationa1 goals can be directly related to the performance 

appraisal of professional employees. There are still many questions that must be asked about the relationship 
between performance and compensation. For example, what kind of personnel performance evaluation can be 
adopted to increase the ef fectiveness of the organi7ation? 

5. 1 Compensation and Incentives in Results-Oriented Evatuation
I begin this analysis by comparing performance evaluation in Japanese and American companies. Japanese 

companies measure the results of the group, but not in terms of personal efficiency. Conversely, research has 
revealed that the perflormance evaluation systems in America1 firms function not only to evaluate organ i7ati'onal 
effectiveness, but also to evaluate personal efficiency. This is an important dif ferer ce in the treatment of 
performance evaluation between these two methods. This difference between the individualism and“groupism” of 
the two countries applies to decision-making as well. Japanese companies have the tendency to reach decisions 
within groups, and these decisions are also e、,raluated by groups. Consequently, in the Japanese system, it is difficult 
to explain the causal relationship between personal endeavor and eventual results. Generally, it is said that 
performance and remuneration are not always linked and an employee is rewarded by promotions and job rotations 
in Japan.

Characteristics of the Japanese style of management include a li fetime employment system, a seniori0, wage 
system, and in-house unions. These systems have played an important part in maintaining good business results 
when the company enjoys steady growth and there is not much variety in work content In seniority wage systems, 
performance-based incentives are never high. To date, most Japanese firms have not used performance-based 
incentives as an important part of their management control systems. From the perspective of employees, however, 
performance-based incentivesreduce the percentage of labor turnover because fiIture wages depend on current effort 
and performance. Without objective indicators, such as those based on performance measures, or remuneration 
contracts based on performance, it will be difficult to get an m urate understanding of an employee's morale, 
organizational commitment, contribution to company's goals, etc.. When the economic growth rate drops and 
business profits fall, it becomes necessary to reform theseniority wage system. Furthermore, in this low-growth era, 
Japanese companies will have to change their investment behavior and improve the1ow distribution of profits to 
labor and the1ow retums to shareholders in order to be responsive to criticism from European and North Amefican 
investofs.

Lot us consider now the implications of the performance evah」ation systems used to increase the incentives for 
remuneration. Levinson (1970, 126) suggests the following purposes regarding management by objectives or 
performance appraisal :

・ Measure and judgeperflormance.
・ Relate individual performance to organizational goals.
・ Clarify both the job to be done and the expectations of accomplishment.
' Foster the increasingcompetence and growthof the subordinate.
' Enhance communications between superior and subordinate.
' Serve as a basis for judgments about salary and promotion.
' Stimulate the subordinate's motivation.
' Serve as a device for organi7ationa1 control and integration. 
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There is evidence that in recent years, when companies that have adopted techniques of management by 
objectives assess their financial per1formance, they incorporate the elements listed above (Mohrman, Jr et al. [1989, 
12]).4 Mohrman, Jr et a1. (1989, 64 and 142) suggest that man1igement by of)jectives and review systems are 
examples of a results-oriented mea1od and define performance in tem sof measurable outcomes or objectives. 

5.2 '「he Useof Proc,ess-0riented Evduation

Meyer (1 994,95) states that the designofanyperformance measurement system should reflect the basic operating 
assumptions of the clfgani7ation it supports. Even if it is assumed that the measurement system is effective with 
control-oriented functional (,rganizations, it may not always be effective in faster and flalter team-ba'HI 
organizations. If the organm tion changes and the measurement system does not, then the latter wil1 be, at best, 
ineffective. Meyer (1 994,97) argues that:

Many managefs fail to realize that results measures like profits, market share, and cost, which may 
help them keep sooreon theperllormanceof their businesses, do not help a multifimctional team, 
or any organi7alion, monitor the activities or capabilities that enable it to perform a given process.
Nor do such measures tell team members what they must do te improve their performance. 

Companies that opefate in a competitive envilonment must build ape1formance system that uses process measures 
effectively to motivate the desired activities. When the improvement of pM and the creation of results are 
closely related a business organi7ation can grow smoothly. The most commonly used results measures in product 
development are schedule and cost OAeyer [1994, 97]). One goal that is reali7ed for example, is a substantial 
savings thlough reduction of inventoryor the shortening of a business cycle. The process may differ depending upon 
the undertaking, but it is clear that the condition common to successful businesses is having a system to evaluate 
such factors as quality, cost, and time.

From the viewpoint of organi7ational change, the Balanced Scorecard procedure that Kaplan and Norton 
(1992) suggested is pn:lbably useful to better refine and understand existing strategies5 In other words, the Balanced 
Scorecard is more than just a measurement system; it can also serve as a management system that can mcltivate 
bfeakthrough improvements in such critical areas as p process, customer, and market development A 
Balanced Scorecard supplements financial indicators by measuring such elements as customer satisfact on, 
re-engneering, and improvement (Kaplan and Norton [1993, 134]). In this way, the Balanced Scorecard is a 
management system that helps motivate b competitiveperflormance (Kaplan and Norton, 1993, 142).

Because Japanese firms can anticipate positive business oppartunities inthefi】ture, they need to reorient human 
resources towards management innovation. This wil1 require building pefliormance measurement systems that 
measure the short- and long-range strategy goals of the organi:7ation from suehperspectivesas customer orientation, 
organizational change, and competitive advantage. 

4 AccordingtoMohrman,Jr.etal (1989), anappraisal systm involvesthe followingk i : (1) appraisal toolsandmethods, (2) 
degreeof fitb,eoween other feahifesof organization and the praisal system, (3) system design, and(4) introdu‘:tion of the system and 
training of individuals.
5 Kaplan and Na tn (1992) static that managers need a balanced pltsentation of both financial andopntional m . Aecofding to 
KaplanandNa ton(1992, 71 -72), the BalanoedScore,card al1ows managers to look at the business from four important perspectives 
designed to address four basic questions: (1) How do we look toshareholdefs? (financial perspective), (2)How do customers see us?
(customer perspective), (3) What must we excel at? (internal perspective), (4) Can we continue to improve and create value? (innovation 
and learning perspective). 
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6. Summary and Conclusions
This paper reports the results of a survey on strategy goals, financial and nonfinancial measures, and 

performance measurement systems in Japanese manufacturing companies. Overall, my study finds that the 
development of effective performance eva1llation methods increases production efficiency and reinforces incentives 
and rewards.

My findings contribute to prior research in the following ways. First, I find that Japanese companies place 
emphasis on management efficiency when they execute corporate strategy. As companies move fi'om an 
expansionist economy to a low-growth economy, they need to place greater emphasis on management efficiency. 
Second, I find that Japanese companies place great emphasis on such nonfinancial measures as product quality, 
customer satisfaction, and effect of product development. It is insufficient to focus only on financial measures, such 
as profit My results suggest that nonfiinancia1 measures are also emphasized in evaluating performance in the 
companies. Third, I find that there is gradually increasing demand to improve management accounting systems.

Traditional financial accounting measures such as return on investment and earnings-per-share can give 
misleading signals for the continuous improvement and innovation that today's competitive environment demands. 
Financial performance measunes merely indicate whether the company's strategy, implementation, and execution 
are contributing to bottom-line improvement b light of today's business envinonment, however, managers need 
operational measures related to customer satisfaction, organizational innovation, and internal processes6 Traditional 
financial measures do not evaluate customer satisfa」ellen, quality, production lead time, and employee motivation. 
Performance measures we have considered here reflect not only the financial perspective, but also nonfinancial 
measures that expand the performance measurement system so that it can play a rete in a management system to 
improve a firm's competitive edge.

The reform of managerial accounting systems is necessary for companies to encourage new pc!'sonnet policies. 
In particular, the refinement of performance evaluation systems as a foundation for performance f iedback and 
rewards to individuals is indispensable in order to stimulate employee incentives to improve performance. To 
increase the effectiveness of an organ 1,at1onusingresponsibility accounting and analysis of variances from budget, I 
propose that finns implement schemes that strengthen management and employee incentives by linking rewards to 
performance in a way that motivates alignment with organi7ational goals. Although salaries and promotions have 
limited mcltivational effects, individual performance feedback will have an incentive effect for employees. Further, 
the findings suggest that performance measurement itself is closely related to technical contributions, customer 
satisfaction, and corporate image(or corporate reputation).

My findings provide some empirical evidence of how the budge performance measurement, and reward 
systems may contribute to managers' incentives. Future research will also need to test the theoretical model based on 
this research (lata and analyze the relevant strategies and key success factors of individual firms. 
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