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Abstract

Performance measurement is crucial for evaluating the organization's progress
against set goals, but it is not enough by itself. For example, although a business
may record an increase in sales, this does not explain the causes of the increase.
To move from mere performance measurement to effective performance
management, an organization needs to analyze results and clarify their causes, as
well as identify areas for improvement. A concrete example can be a situation in
which a company notices a drop in the satisfaction of its customers. Instead of
focusing only on data and figures, management should investigate the causes of
dissatisfaction through surveys or feedback analysis. Based on these insights, it
can develop strategies that will improve the user experience. In addition, the
organization should be proactive and anticipate changes in strategic direction.
For example, if a new trend emerges in the market, such as increased demand for
sustainable products, management should be ready to adjust their strategies and
resources to take advantage of the opportunity. This requires a methodology that
includes data analysis, planning and implementation of actions that will help the
organization to adapt and improve its performance at all levels.
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Introduction

In modern business conditions, it is extremely useful to have the ability to predict
the necessary changes in the strategic direction of the organization, as well as the
appropriate methodology for implementing those changes. Performance
management helps organizations improve their development activities by
providing feedback that is specific rather than general, based on specific goals
related to the desired performance measurement outcome. Many authors believe
that all managerial concepts are related to performance management, which is
why business performance management is often described as the foundation of all
managerial disciplines. The business performance management system is a
structured system that the organization builds gradually, connecting various
elements such as performance measurement and evaluation, risk management,
business processes and human resources, into one functional unit that is focused
on improving the organization's efficiency and achieving defined goals.

It should be noted that in management research, the line between performance
management and performance measurement is often not clearly defined. Different
authors use different criteria to define these terms, and some even treat them as
interchangeable categories. Researchers from Cranfield University, after
reviewing more than 300 documents discussing the concept of performance
measurement, found only 17 definitions of this term. This indicates that many
authors do not define at all what they mean by the phrase "business performance
measurement system" (Franco-Santos et al., 2007). Also, most of the research in
the field of performance management has a theoretical character and deals with
different aspects of this concept, starting from the very concept of performance to
considering its interdisciplinary character. However, there is very little empirical
research that provides concrete examples and models that would help
implementers find appropriate solutions for specific environments (Muehlen,
2007). The lack of such studies is considered one of the key reasons for the weak
application of the concept of performance management in practice (Skrinjar et al.,
2008).

Management system for performance management

Changes in the modern world are becoming deeper and more frequent than before.
The free market enables, but also requires, organizations to constantly adapt to
changes in their environment and new requirements. Quick reaction to changes
becomes crucial for the survival of companies, and the ability to quickly react to
changes and the challenges that come with them, becomes a key factor of
competitiveness in the global market.

Flexibility is a feature of an organization that indicates its ability to quickly react
to changes in the environment, with minimal costs. This means that the
organization must adapt quickly in order to amortize the threats and take
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advantage of the opportunities that arise in the environment. Rapid adaptation to a
changing environment becomes a condition for survival, especially in the context
of growing competition on the global market, labor mobility and rapid
development of new technologies (Appelbaum et al., 2017). In order to increase
flexibility, companies must constantly develop their dynamic capabilities, which
includes the ability to quickly react and successfully adapt to changes, as well as
internal and external flexibility and responsiveness. The speed of adaptation
depends on two key factors: the time it takes to recognize the signals of change
and the time it takes for the organization to react to those changes. Shortening the
time for both aspects of adaptation increases the organization's chances of taking
appropriate action in time. The success of those actions, as well as the speed of
adaptation, depend on the flexibility of the production system, applied
technologies, organizational structure and culture, as well as the flexibility of the
information system, which constitutes aspects of the internal flexibility of the
organization (Janovi¢ & Golubovi¢, 2024). Unlike internal flexibility, which
refers to the organization's ability to adapt to external influences, external
flexibility is considered the organization's ability to influence its environment.
Through this influence, organizations try to become less sensitive to external
changes. The external flexibility of the organization depends on the characteristics
of the market (products, raw materials, workforce), as well as on the
characteristics of consumers, technologies and other factors in the environment.

A key variable in an organization's ability to adapt effectively and quickly is its
management (Hariyati & Tjahjadi, 2018). Modern managers are expected to focus
their experience and intellectual capital (personal and corporate) on business
improvement and increasing the organization's competitiveness. This is achieved,
first of all, through the improvement of business processes, building the image of
the organization, as well as strengthening its ability to anticipate and quickly react
to changes. Adaptability, agility and innovation are just some of the key features
expected of modern organizations, and their achievement is an imperative for
today's management. As companies develop, new challenges and tasks for
management appear. It is not only the decisions that are made, but also the choice
of the way in which those decisions will be implemented. Without a doubt,
managing an organization has become more demanding and complex than ever
before. In the knowledge economy, the role of physical and financial resources
becomes relativized in relation to intangible resources, such as human and other
intellectual resources, which play a key role in value creation (Mihajlovi¢ &
Todorov, 2024). Satisfying the organization's goals, while establishing a balance
between effectiveness and efficiency, becomes the task of management, which
must ensure the right combination of resource use. In order for the management to
react in a timely manner, but also to influence the changes in the environment, it
1s necessary to think strategically about the long-term goals of the organization
and the way of their realization. The strategic vision of the company's
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development and the change management process are key to the efficient and
effective realization of those goals. The biggest challenge of strategic
management today is the implementation of a clearly defined strategy and the
monitoring of its implementation.

Strategy implementation should turn planned strategies into concrete actions, in
order to achieve the organization's goals (Savi¢ & Boni¢, 2022). If the strategic
goals set in the plans are not achieved, it is a sure sign that the implementation of
the strategy (or the strategy itself, or both factors) is not appropriate. The success
of strategy implementation depends on the cooperation of all functional areas of
the organization, including marketing, production, finance, research and
development, human resources, information systems and others. The basic tasks
for the successful implementation of the strategy are (Ghasemi et al., 2016):

- gaining all members of the organization to introduce and implement the
chosen strategy;

- assessment of the organization's ability to implement the strategy,
including harmonizing the necessary changes in the organization that
enable the fruitful implementation of the strategy.

Implementation of the strategy requires serious preparation and management of its
implementation. Preparation includes determining the conditions within each
functional area of the organization that must be met in order for strategic plans to
be successfully implemented. Then the existing conditions are assessed, in order
to identify the necessary but missing conditions and the changes that should be
implemented (Stevanovic et al., 2019). In short, it is necessary for the strategy to
be aligned with the organizational structure, knowledge and skills of employees,
allocation of resources, policies, procedures, support systems, reward system and
organizational culture. The greater the degree of this alignment, the greater are the
chances of successfully achieving the organization's goals through the chosen
strategy (assuming that the strategy is not wrongly chosen).

The efficiency and effectiveness of the strategy and its implementation must be
constantly checked through the process of strategic control. Controlling includes
the management function of measuring and evaluating achievements in relation to
the standards of the strategic plan, for the purpose of correcting activities and
realizing plans, i.e. achieving the goals of the organization. This process is called
a reflexive system process, because it involves acquiring information about
whether and to what extent the organization achieves its goals with planned
activities, as well as taking additional and corrective actions that are necessary
and/or sufficient to achieve those goals.

170



Different approaches to performance management

Until the mid-nineties of the last century, researchers of organizational
performance and performance management approached the topic predominantly
from the point of view of methodological reductionism, while approaches based
on methodological holism were extremely rare. Methodological reductionism
implies an approach in which the understanding of complex systems is achieved
by analyzing the structure and behavior of their constituent parts. This approach
starts from the assumption that the understanding of the system is best if its parts
are observed, which allows for a detailed investigation of each individual part of
the system. On the other hand, methodological holism is an approach that believes
that complex systems cannot be fully understood by analyzing their parts. The
holistic approach claims that it is best to study the system as a whole, because
wholes have their own specific processes and laws that are impossible to
understand if we focus only on the analysis of individual parts. According to this
approach, understanding a complex system is best accomplished by studying the
principles that govern the entire system, not just its individual components. The
difference between these two approaches lies in the fact that reductionism goes
"top-down", giving more detailed information about the parts, but ignoring key
information about the whole structure. On the other hand, holism tends to clarify
the behavior of the system as a whole, considering that such an understanding
cannot be obtained only by analyzing its component parts. The following text will
describe some of the concepts and approaches that left the deepest mark on the
development and understanding of performance management.

Performance management approaches are often considered in the context of
management by objectives (MBO). This concept, which is largely related to Peter
Drucker (Drucker, 1954), represents a very effective approach to performance
management, based on the idea that goals indicate the desired state, that is, what
we want to achieve for individuals, groups or the organization as a whole. As
such, goals serve as guidelines for all management decisions and set criteria
against which results can be measured. The very process of formulating goals is
complex, because their determination is one of the most important managerial
tasks. When the goals are clearly defined, the manager's task becomes to direct the
organization towards their achievement. In order to describe the desired state,
organizations usually formulate a set of goals, which should be aligned, realistic
and motivational. Goal management involves several key steps:

- recognizing the goals of the organization,

- abandoning goals that are no longer relevant,

- 1dentifying and resolving conflicts between goals and
- prioritization of goals in a consistent manner.

Although the terminology of the classic MBO formulation is no longer used
literally today, this approach has evolved into a broader framework for

171



performance management that includes a number of integrated managerial
functions:

- setting clear and precise goals of the organization,

- formulation and coordination of individual goals aimed at achieving the
general goals of the organization,

- systematic measurement and evaluation of performance with the use of
corrective actions to achieve set goals.

This approach allows management to clearly define expected results, monitor
progress toward those goals, and take appropriate actions to ensure that the
organization achieves its strategic goals.

Rummler & Brache (1995) were instrumental in developing a holistic or systems
approach to performance management. Their methodology focuses on several key
questions that are of essential importance for organizations: how to design an
organization and how to manage it, how to analyze and improve processes, how to
design jobs and how to manage implemented processes. According to Rummler
and Brache, the basic starting point for managing organizations in modern
conditions is a systemic, horizontal view of the organization's operations. This
approach differs from the traditional vertical view, which mainly focuses on the
hierarchical structure of the organization, but ignores important aspects, such as:
users and consumers, products or services delivered to users and the meaning of
the workflow through which they are developed, produced and delivered products
or services. In contrast to a vertical, horizontal systems approach, it allows to see
all the key actors that are left out in the traditional view, including workflows,
users and internal processes. Also, this approach allows understanding how work
takes place through processes that cross the boundaries of business functions, as
well as internal relations between users and suppliers in the production of services
or products. Rummler and Brache distinguish three levels of performance
management:

- performance management of the organization, at the level of the entire
organization,

- performance management of business processes, which cross different
functions within the organization,

- performance management of work, work teams and individuals, which is
aimed at operational levels and employees.

For all three categories, the common characteristic is that the value of the
organization is created through internal business processes, and success depends
on the efficiency and effectiveness of those processes in achieving the
organization's goals. According to Rummler and Brache, a fundamental element
of systems theory applied to organizations is adaptation. In the modern world,
changes have become deeper and more frequent, which requires that organizations
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constantly adapt to changes in their environment, and those that do not, simply
disappear. The key factor for the successful adaptation of the organization is
management, which interprets internal and external feedback and reacts to them
so that the organization maintains a balance with the external environment.
Adaptation is considered a process, not a simple event, and in order to be
successful, management must use a systemic approach that enables the
anticipation of changes and proactive adaptation to those changes, rather than just
reacting reactively to situations that have already arisen. This approach is
significant because it offers a comprehensive systematic framework that shows
how internal and external factors are linked in an organization's ecosystem and
how each element affects the others.

In the mid-nineties, Kaplan & Norton (1996) in their work also advocated a
holistic approach to the management of organizational performance, stressing that
traditional financial models are not sufficient for adequate performance
measurement. These models often only measure the past and do not consider
future investment and value. In response to this disparity, they developed the
Balanced Scorecard (BSC) system, which augments financial metrics of past
performance with metrics that indicate an organization's future performance. The
BSC approach considers the organization's performance from four key
perspectives (Penjisevic¢ et al., 2024):

customer/user perspective,

the perspective of internal business processes,
learning and development perspective,
financial perspective.

These four components allow organizations to better understand their
performance, to create a balance between current and future goals and enable a
proactive strategy for growth and development.

The performance management process

Performance management is a continuous process that cannot be seen as a one-
time activity. Different approaches and frameworks are used to interpret this
process, but all focus on the key stages that enable the organization to achieve
optimal results and improve its performance over time. One of the most well-
known frameworks includes the following stages (Armstrong, 2006):

- planning — in this phase, it is decided what and how to do it, goals are set
and a plan is developed to achieve those goals.

- action — here the activities foreseen in the plan are carried out in order to
complete the tasks and achieve the goals.

- monitoring - continuous monitoring of what was done and measurement of
results. This phase allows to evaluate the progress in the realization of the
plan.
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- intervention - analysis of achieved results, determination of possible
differences between set goals and actual results, and taking corrective
measures to bring performance in line with the plan.

Another framework used in simple businesses includes four key components
(Dresner, 2008):

- vision and strategy - basic direction and long-term goals of the company.

- general and specific goals - elaboration of the strategy into concrete goals
that can be achieved.

- execution — implementation and performance of tasks in order to achieve
success.

- evaluation - evaluation of the results in order to assess the effectiveness of
the set goals and execution.

Another example of a performance management model used is the approach of
Pulakos (2004) which includes the following stages:

- performance planning — defining goals and expected performance.

- continuous feedback — providing regular feedback to employees to enable
real-time correction.

- involving employees - involving employees in the process, which can
increase their engagement and responsibility.

- evaluation, measurement and evaluation of performance - systematic
evaluation of performance based on set goals.

- performance analysis — analysis of results and determination of what needs
to be improved.

Defining the expected performance, be it results or behaviors related to the
organization's goals, requires a prior understanding of the set goals. These goals
must be well thought out and elaborated, in order to pinpoint the specific expected
results and behaviors at the level of the organization, as well as in specific
domains or sectors within it. This enables accurate monitoring and measurement
of success in achieving those goals.

In order for the set goals to be successfully achieved, it is necessary to ensure that
the desired results are in accordance with the goals of the organization, so that the
contribution in a certain domain is a function of the overall goals of the
organization. This enables effective alignment and synergy between different
sectors within the organization. Through this process, it is possible to determine
the relative importance of different results and, if necessary, determine their
priorities, thus directing attention to the most critical aspects of the business.
When setting goals, a number of factors are often implicitly understood that must
function successfully in order for the goals to be achieved. These assumptions
must be explicitly identified to ensure their successful operation. Critical success
factors are key business areas that must be in place for the organization to achieve
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its strategic goals and fulfill its mission. They include the key supporting
activities, resources and processes that are necessary to achieve the goals. Without
their successful functioning, the organization cannot effectively realize its
strategic goals. The identification of critical success factors allows management to
focus on key areas that have the greatest impact on the success of the
organization, thereby minimizing risks and maximizing the chances of success.

For effective performance management, it is crucial to develop a set of indicators
that clearly and accurately reflect the achievement of the organization's goals.
These indicators allow management to measure how well the organization and its
processes achieve the set goals.

According to Parmenter's classification, these indicators can be labeled as result
indicators or simply performance results (Parmenter, 2007). These indicators
directly correlate with plan sizes from business plans, enabling monitoring of
progress and fulfillment of goals. In addition to the result indicators, it is
necessary to identify performance indicators, which monitor the level of provision
of critical success factors. These indicators refer to processes and activities that
enable the organization to achieve its goals in the future, and include key aspects
that affect the organization at a strategic level. Key performance indicators are a
set of indicators that enable the monitoring of these critical performances,
focusing on the results that ensure the current and future success of the
organization. They enable management to identify which factors have the greatest
impact on success and to focus resources and activities on them. In addition,
performance standards represent normative values that define the minimum level
of acceptable results in given conditions. They serve as reference points for
measuring the effects needed to achieve the objectives, taking into account the
sustainability of those effects over time. Performance standards help an
organization clearly define what is "acceptable" in the context of its goals. Finally,
the performance plan should include all the above-mentioned elements: set goals,
desired results, certain relative importance of those results, compliance with
broader organizational goals, methodology for measuring and evaluating results,
as well as set standards. This plan is the basis for performance management, as it
enables systematic monitoring and response to changes and challenges in
achieving goals.

Performance measurement represents the process of systematically determining
the value of previously defined performance indicators, which can be quantitative
(numerical) or qualitative (descriptive). These indicators allow the organization to
monitor progress in achieving goals and evaluate the results of its activities over
time. Measurement is carried out through the continuous collection of data on
relevant quantities, which enables management to identify the weaknesses and
strengths of the organization in achieving the set goals. Performance appraisal
refers to the process of comparing actual achievements with performance
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standards, which means evaluating the extent to which the organization's goals
have been achieved. This helps in identifying deviations from planned results and
enables corrective actions to be taken to improve performance. Performance
appraisal i1s key to effective management of an organization because it allows
monitoring progress and directing resources to where they are most needed.

For proper performance management, feedback is essential, as it helps to provide
employees with guidelines for further work, as well as motivation to achieve
better results. The effectiveness of feedback depends on several factors:

- frequency and time schedule — regular provision of feedback enables
timely correction and improvement of performance.

- positive or negative nature - although negative feedback can be useful for
correcting mistakes, positive feedback can significantly improve employee
motivation.

- specificity and significance - specific feedback, which describes in detail
how the employee can improve his performance, is more effective than
general and vague comments.

- source credibility — Feedback that comes from reputable and expert
sources, such as managers or colleagues, has a greater impact on
behavioral changes.

The feedback functions are:

- guidance function - feedback provides employees with clarity about what
behavior is necessary to achieve success, which helps improve their
performance.

- motivational function - feedback also serves as a reward for achieved
results, motivating employees to continue to achieve goals, as they are
clearly linked to possible rewards.

Conclusion

When the achieved result does not reach the set standard and when there is a
significant deviation from the target performance, and assuming that the resources
and circumstances were normal and that the standard was set realistically, the
performance is considered inadequate. In this case, it is necessary to develop a
performance improvement plan in order to achieve the desired levels. The
improvement plan can be implemented at different levels: organization, business
process or individual job positions. For effective management of performance
improvement, the plan should be: documented (to ensure transparency and enable
control of progress), systematically implemented (which implies undertaking
defined actions aimed at improving performance) and constantly monitored (to
monitor progress towards goals and evaluate effects of activities undertaken).
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If the performance improvement goals are achieved in accordance with the plan,
the implementation of the plan can be suspended. Otherwise, the plan continues
and corrective actions are taken. If the corrective measures do not lead to the
desired results, the plan 1s revised and adjusted to achieve the desired
improvements. Constant monitoring and adjustment of the performance
improvement plan is essential to ensure long-term success. Only through a
continuous process of monitoring and quick reactions to unmet goals, can an
organization successfully improve its performance and ensure sustainable
progress.

References

1. Appelbaum, D. et al. (2017). Impact of business analytics and enterprise

systems on
managerial accounting. International Journal of Accounting Information
Systems,

Elsevier, 29—44. https://doi.org/10.1016/j.accinf.2017.03.003

2. Armstrong, M. (2006). A Handbook of Human Resource Management Practice. 10th
Edition, Kogan Page Publishing, London.

3. Dresner, H. (2008). The performance management revolution: Business results
through insight and action, John Wiley & Sons, Hoboken, N.Y.

4. Drucker, P. (1954). The practice of management, Harper & Row, New York

5. Franco-Santos, M., Kennerley, M., Micheli, P., Martinez, V., Mason, S., Marr, B.,
Gray, D., Neely, A. (2007). Towards a definition of a business performance
measurement system, International Journal of Operations & Production
Management, Vol. 27, No. 8, pp. 784-801.

6. Ghasemi, R. et al. (2016). The mediating effect of management accounting
system on the relationship between competition and managerial performance.
International Journal of Accounting & Information Management, 24(3), 272—
295. https://doi.org/ 10.1108/IJAIM-05-2015-0030

7. Hariyati, H. & Tjahjadi, B. (2018). Contingent Factors Affecting the
Financial
Performance of Manufacturing Companies: The Case of East Java, Indonesia.
Asian
Journal of Business and Accounting, 11(1), 121-150.
https://doi.org/10.22452/ ajba.voll1nol.5

8. Janovi¢, G. & Golubovi¢, M. (2024). Analiza uticaja koncepta cirkularne
ekonomije na privredni razvoj. Odrzivi razvoj, 6(1), 7-31.
https://doi.org/10.5937/ OdrRaz2401007J

9. Kaplan, R., Norton, D. (1996). The Balanced Scorecard, Translatng Strategy into
Acton. Harvard Business School Press, Boston, MA.

177



10.

1.

12.

13.

14.

15.

16.

17.

18.

Mihajlovi¢, M. & Todorov, J. (2024). Analiza uticaja nedostataka resursa i
satisfakcija stanovniStva. OdrZivi razvoj, 6(1), 47-62. https://doi.org/10.5937/
OdrRaz2401047M

Muehlen, M. (2007). Class notes: Research in Business Process Management,
BPTrends — BPM Research and Education, https://www.bptrends.com/public
ationfiles/05-07-COLBPMResearchandEdu-ABlastfromthePast-
zurMuehlen.pdf

Parmenter, D. (2007). Key Performance Indicators - Developing, Implementing, and
Using Winning KPIs, John Wiley & Sons, Inc., Hoboken, New Jersey.

PenjiSevi¢, A., Somborac, B., Anufrijev, A. & Anici¢, D. (2024). Achieved
results and perspectives for further development of small and medium-sized
enterprises: Statistical findings and analysis. Oditor, 10(2), 313-329.
https://doi.org/10.59864/ Oditor102402AP

Pulakos, E. D. (2004). Performance management: A roadmap for developing,
implementing, and evaluating performance management systems, SHRM
Foundation, Alexandria, VA

Rummler, G.A., Brache, A.P. (1995). Improving Performance: How to Manage the
White Space on the Organizational Chart. Jossey-Bass, San Francisco, CA.

Savi¢, A. & Boni¢, Lj. (2022). Analysis of the impact of reporting on
environmental performance idicator on the profitability of FEuropean
companies, Facta Universitatis - Economics and Organization, 19(3), 167-
182. https://doi.org/10.22190/ FUEQ220529013S

ékrinjar, R., Bosilj-Vuksid, V., Indihar-Stemberger, M. (2008). The impact of
business process orientation on financial and non-financial performance. Business
Process Management Journal, Vol. 14, Issue: 5, pp.738-754.

Stevanovi¢, T., Anti¢, Lj. & Savi¢, A. (2019). Specifity of performance
measurement in the ministry of defense and the Serbian armed forces, Facta
universitatis, Series:Economics and Organization, 16(3), 283-297.
https://doi.org/10.22190/ FUEO1903283S

Datum prijema (Date received): 20.02.2024.
IzvrSena prva korekcija (The first correction was made): 23.03.2024.
Datum prihvatanja (Date accepted): 08.04.2024.

178



