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Abstract 
The purpose of this paper is to review the literatures related to small-and-medium enterprises (SMEs) 
and analyze the measurement used for firm performance. The finding from the analysis showed most 
researchers categorized performance into two broad categories, financial and non-financial 
measures.  However, arguments have been upsurge among researchers as both measures has certain 
limitations. To exit the dispute, some researchers proposed the effectiveness of using firm’s overall 
performance. However, whatever type of measurement choose, it should depends on the objective 
of the research and the nature of the industry. Therefore, the analysis in this paper is hoped to give 
insights for researchers in determining the performance measures that most appropriate to be used 
in their research. 
Keywords: Small and medium-sized enterprises (SMEs), Non-Financial Measures, Performance 
 
Introduction 
Small and medium-sized enterprises (SMEs) are large heterogeneous groups of businesses usually 
operating in the service, trade, agriculture and manufacturing sectors.  The importance of SMEs in 
economic development among the world’s major economies has long been known. It has been widely 
accepted that SMEs not only play a role in the business environment, but also are crucial to the 
stability of a country’s economy (Afthanorhan, Awang, Rashid, Foziah, & Ghazali, 2019).  
(Afthanorhan, Awang, Salleh, Ghazali, & Rashid, 2018) mentioned that SMEs also create job 
opportunities for people that lead to income generation and distribution. In many countries, SMEs 
constitute more than 90% of business establishments, for example, in the United State  99.7% (Shams 
et al., 2018), in Australia and Denmark 96 to 99% (N. Rashid, Fara, et al., 2018), in Singapore 99%, in 
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Thailand 99.5%, in New Zealand 97% , in Philippines 99.6% and in Malaysia 98.5%. Therefore, for the 
role of SMEs as major economic players and a potent source of national, regional and local economic 
growth in many countries (N. Rashid, Muhmad, et al., 2018), SMEs performance appeared to be an 
issue which has been attracted many researchers. 
 
Performance Definition 
In extant literature, the term performance has numerous different definitions.  (Salleh, Noor, et al., 
2018) define performance as the ability of an object to produce results in a dimension determined 
by a priori, in relation to a target.  When referring to accounting terms, (Usop et al., 2018) define 
performance as the relationship of the income and expenses of an enterprise, as reported in the 
income statement.    
 
For organizations, (Norliana, Fakhrul Anwar, Wan Norhayate, Norfadzilah, & Asyraf, 2018) refer to 
organizational performance as an indicator that measures how well an organization accomplishes its 
objectives.  Organizational performance, which is also widely termed as firm’s performance, was 
defined by (Zainol et al., 2018) as organizational effectiveness in terms of its financial and operational 
performance.  (Kurniasih et al., 2018) defines performance as the outcome of firm operation.  (Johari, 
Rashid, & Yazid, 2018) recommends performance as evaluating how well organizations are managed 
and the value they deliver for customers and other stakeholders. This definition encourages people 
involved in performance measurement to consider the extent to which organizations measure the 
value they convey to their customers and whether it covers the core aspects of how performance is 
managed (M. Ismail et al., 2018). 
 
Some studies relate the performance as a success.  The terms “success” and “performance” are often 
very closely linked and are sometimes even used synonymously in many studies.  According to (Hamid 
et al., 2018) the performance of small businesses has been related to their success or failure.  
Therefore, higher performance is generally interpreted as representing a more successful firm, and a 
lower performance meaning a less successful firm. Moreover, in (Sabiu et al., 2018) study, the 
relationship between succession issues and business performance was empirically investigated.  The 
result indicated that the successor development dimension was an effective predictor of business 
performance.  
 
Financial versus Non-financial Measures of Firm’s Performance  
Firm’s performance has been captured in the literatures using a variety of indicators. It could, 
however, be categorized into two broad categories, financial and non-financial measures.  Some 
researchers used different terms, such as financial and operational performance measures (Johari, 
Tarmizi, Mohd, & Rashid, 2018), finance and efficiency and short and long-term measures. Short-
term measures are normally based on the financial returns, while long-term measures are normally 
based on the non-financial returns (Salleh, Ibrahim, et al., 2018).  Whatever terms that are used, it 
still revolves around the financial and non-financial criteria.   
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Financial performance indicators are a set of variables, which usually can show the firm’s capability 
in making profits (Zain, Abdullah, & Rashid, 2018) while non-financial indicators are a set of variables 
that are not measured by financial systems (N. M. N. N. M. Rashid, Rasit, Syazwani, Hamid, & Yazid, 
2017). In particular, researchers employ financial measures such as sales/turnover, profit, return on 
assets (ROA), return on investments (ROI),  return on equity (ROE),  return on capital employed 
(ROCE), return on shareholder’s equity (ROSE), growth, net profit and gross profit.  All of these 
indicators relate to the firm’s capability in making profits.  As for the non-financial performance 
measures, the measures include number of employees, competitive position, market share, 
satisfaction, number of customers, market area, number of outlets, innovation and relative quality, 
which are not measured by financial systems. Typically, they are the special indicators that are used 
in certain circumstances depending on the nature and objectives of the study. 
 
Using either financial or non-financial measures has long been an argument among researchers.  
(Yazid, Jais, et al., 2017) suggested that a financial criterion is an adequate tool to measure 
performance due to its contribution towards economic development. SMEs play a very important 
role in the economies of both developed and developing countries, representing well over 90 percent 
of all manufacturing enterprises in the world.  (N. M. N. N. M. Rashid, Muhmad, Hamid, Rasit, & Noor, 
2017) however suggested this role depends on the financial performance of each enterprise.   
 
Besides its contribution to the economy, profits and financial rewards are also a desirable objective 
of SME owners.  This was supported by statements from several of the interviewees in (N. M. N. N. 
M. Rashid, Rasit, et al., 2017) study who mentioned making money as being their primary criterion 
for judging the success of a business.  Therefore, it is clear that the primary objective of the firm is to 
obtain superior financial performance (Yazid, Ariffin, et al., 2017).       
 
Another reason for adopting the financial criterion as a performance measure is that businesses are 
only viable if they are financially solvent (N. M. N. N. M. Rashid, Malik, Noor, Sanusi, & Hamid, 2017) 
noted that all businesses must be financially viable on some level in order to continue to exist.   
  
Financial performance was also adopted as it underpins and is implicit in both short and long-term 
measures.  In their study, (W. S. W. Ismail, Ali, & Rashid, 2017) used financial returns and firm growth 
as the principal performance of short and long-term performance measures.  For the above reasons, 
financial performance was adopted by the researchers in measuring performance of the firms. 
 
(Amirah, Amin, Muda, Talaat, & Rashid, 2017) suggested that financial performance has generally 
been popular due to the ease with which it can be administered and applied since it is very much a 
‘hard’ measure.  The ‘hard’ measure is easier to understand and can be used in a comparative manner 
against existing data and as a benchmark for future measures.   
 
Some researchers however argued that using financial criteria as a performance measure would not 
adequately cover the varied goals of owner-managers in small businesses.  This is in line with claimed 
by (Chi & Ziebart, 2017) that some businesses have no interest in growth, implying that financial gain 
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is not their primary or only motivation, it must therefore be other non-financial criteria that these 
owner-managers use to measure their success.  According to (Lassoued, Ben Rejeb Attia, & Sassi, 
2017), financial measures do not show the long-term advantage actions, thus non-financial measures 
are recommended because they are believed to be leading indicators of financial performance.  
Managers act and make decisions based on the effect of non-financial measures such as innovation, 
quality, productivity, and customer satisfaction, which ultimately leads to future financial 
performance (Dimovski, Ratcliffe, & Keneley, 2017). 
 
(Huseynov, Sardarli, & Zhang, 2017) suggested that the performance of any enterprise can only be 
assessed with reference to its objectives and in many cases, small businesses are not run entirely, or 
even primarily, for financial reasons and therefore could be defined in a number of ways.  For that 
reason, (Sundvik, 2017) noted that obtaining measures of performance for SMEs was notoriously 
difficult.   
  
On the other hand, (Martins, 2017) concluded that the assumption of using non-financial measures 
is usually after a certain level of financial security has already existed or established.  Even though 
the objective during start-up was not primarily for financial reasons, once the business is established, 
increasing financial rewards must be the aim to keep the business alive.  Whatever goals aspired by 
the entrepreneurs, it will only be fulfilled if the business continues to exist.  This directs the owner-
managers to focus their attention on the financial measures.  
 
It has also been argued by researchers that non-financial measures of success used by business 
owners are also subjective and personally defined and are consequently more difficult to be 
quantified since non-financial measures are based on criteria that are personally determined by the 
individual business owner.  However, (AbRahman, Omar, Rashid, & Ramli, 2016) argued that although 
financial measures are objective, simple and easy to understand and compute, but in most cases, 
they suffer from being historical and are not readily available in the public domain, especially the 
financial data of SMEs.  
 
Firm’s Overall Performance 
Previous discussions expressed that financial and non-financial measures have certain limitations. 
Hence, (N. M. N. N. M. Rashid, Noor, Matsuki, AbRahman, & Omar, 2016) have suggested an effective 
performance measurement system ought to cover all indicators of performance that are relevant to 
the existence of an organization.  This means that any performance measurement system should be 
based on a holistic approach, which ought to include both financial and non-financial measures.  A 
possible way forward is to apply the non-financial measures as supplementary to the financial 
measures or use both in combination (Riwayati, Markonah, & Siladjaja, 2016).  The combination of 
these two measures will help the owner-managers to gain a wider perspective on measuring and 
comparing their performances, in particular the extent of effectively and efficiently utilizing the 
resources, competitiveness and readiness to face growing external pressures, including globalization. 
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Another explanation for using financial and non-financial performance measures is that when these 
measures are incorporated in the same model, managers can survey performances in several areas 
simultaneously in order to enable efficient strategic decision-making . This gives a better insight on 
the various aspects of SME’s performance.  Furthermore, (Khan, Hussain, & Mehmood, 2016) 
stressed that when combining non-financial information and financial information, it can contribute 
to the prediction of the future value of the firm.  This is because the combination sends a robust and 
comprehensive set of performance signals (N. Rashid, Muhmad, et al., 2018). Therefore, combining 
non-financial measures and financial measures makes better evaluation of firm’s performance. 
 
Overall, the firm’s financial performance measure was adopted by the researchers since it have been 
found to be highly correlated with non-financial measures of firm’s performance.  The non-financial 
performance is related to reality and concerned with causes while financial performance is related to 
the effect.  For example, profit and other financial measures indicate the effects of non-financial 
activities and achievements, while factors of customer satisfaction, employee turnover and 
organization’s innovation and improvement activities are thought to be the drivers of future financial 
function (N. Rashid, Muhmad, et al., 2018). Therefore, the use of financial and non-financial measures 
in a combination or termed as firm’s overall performance seems more effective in measuring the real 
performance of the firm.  For that reason, the overall performance has been a choice of many other 
studies (Liu, 2018; N. Rashid, Muhmad, et al., 2018; Salleh, Ibrahim, et al., 2018).  
 
Objective versus Subjective Measures 
Expanding the financial versus non-financial data, the literatures then made further distinction 
between the objective and the subjective measures of performance data.  Some researchers however 
used different terms when referring to objective and subjective measures.  (Zain et al., 2018) 
classified performance as quantitative and qualitative data.  (Yazid, Jais, et al., 2017) referred to 
performance specifically as hard and soft.  Hard is equal to objective measures and soft is equal to 
subjective measures.  (N. M. N. N. M. Rashid, Muhmad, et al., 2017) categorized them as accounting 
and subjective measures.  Earlier, (N. M. N. N. M. Rashid, Harman, et al., 2017) named objective and 
subjective measures as objective and perceptual measures.   
 
According to (W. S. W. Ismail et al., 2017), objective data is based on some established system such 
as internal accounting, or systematic tracking by external agencies while perceptual measures are the 
judgments made by executives.  These two approaches could be obtained through primary or 
secondary data.  Primary data is the data that is collected directly from the target organizations while 
secondary data is collected from sources external to target organizations (Chi & Ziebart, 2017).    
   
In other words, although the different methods of categorization varied in their terminology, 
essential components of all categorization methods were either related to the actual figures or based 
on entrepreneur perception. Self-rating-success (SRS) is one of the important criteria in subjective 
measure.  SRS is obtained by asking the owners to rate their own success or performance on a scale 
from 1 (not very successful) to 5 (very successful).  (Lassoued et al., 2017) however use a scale until 
10 (very successful).  Subjective measures could also be rated based on self-evaluated opinions of 
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firms elicited using questionnaires (Dimovski et al., 2017).  The scale used is from 1 (very disagree) to 
5 (very agree).  
  
Subjective measures would be preferred of some researchers due to the difficulty in obtaining the 
objective data (Huseynov et al., 2017) stated that as most small firms are privately owned, it is 
unlikely that the owner-managers will be willing to provide detailed accounting data on the firm’s 
performance.  As such, many researchers described an objective data as sensitive, confidential and 
difficult to obtain from the respondents (Sundvik, 2017). Furthermore, in SMEs, the objective 
financial data may not be available as the SMEs are not required to publish their annual reports.  
Therefore, owner-manager’s subjective evaluations were shown to be successful performance 
measures.  The example of subjective financial measures such as “for the past 3 years, my profit is 
increased” and subjective non-financial measures such as “for the past 3 years, the market area of 
my product is wider”. 
 
The subjective measure has also been the choice when overcoming a problem that uses a sample 
containing a variety of industries.  When looking at the performance of different industries, 
measuring based on the financial figures could be unfair since different industries face different costs 
and produce different profit margins.  (N. M. N. N. M. Rashid, Noor, & Mastuki, 2015) stressed that 
comparing the objective financial data obtained for the small business in different industries could 
be misleading.  Therefore, for the multi-industry comparison, subjective measures are more flexible 
and useful.   For these and other reasons, some researchers (Ghadas, Ismail, Aziz, & Rahman, 2015) 
suggested that subjective measures of performance are better than objective measures when 
assessing the SME’s performance.   
 
Although some researchers preferring subjective measures over objective data, it would seem to be 
the simplest way to assess performance (Sax & Torp, 2015). Furthermore, since subjective measures 
of performance are based on the owner’s perception, they increase the possibility of measurement 
error and the potential for bias (Zhang, 2015). Therefore, if researchers limit themselves to a single 
industry, the objective performance measure may be more meaningful.  (Kraft, 2015) considered to 
use objective performance as it represents the narrowest conception of business performance. 
 
Nonetheless, some researchers adopted subjective measures since it has been found to be highly 
correlated with objective measures of firm’s performance (Al-khazaleh, Wadi, & Ababneh, 2015).This 
suggests that although objective and subjective measures are not identical, the objective measures 
do constitute a key element of the respondents’ subjective assessments. For (Geng, Bose, & Chen, 
2015), subjective measures were preferred rather than objective measures because subjective 
measures have been shown to capture a broad concept of firm’s performance.   
 
Conclusion 
As a conclusion based on the above discussions, the major goals of the study must be first understood 
before the performance measure can be assessed.  Furthermore, the unique nature of the industry 
is also important to be considered in the selection of performance measures (Jiang, Habib, & Zhou, 
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2015). In other words, the preferred performance measure depends on the objective of the research.  
This is in agreement with suggestions by (Toerien & Marcus, 2014) which stated that financial or non-
financial measure was not actually the issue.   Researchers should conceptualized and measured 
performance using many schemes, depending upon their research questions, disciplinary focus, and 
data availability.  In addition, for those that decide to represents a wider conception of business 
performance, the use of firm’s overall performance could be the finest solution. 
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