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“However beautiful the strategy, you should occasionally look at the results.”

 Winston S Churchill

Introduction

Strategic performance measurement is an important aspect of monitoring the strategic planning of the business and its performance against it. Being “strategic”, it is not just about financial numbers – in fact it is more about measuring other aspects of business performance that ultimately impact on the finances.

This paper examines a couple of models that can be used. One is a simple model that can be used in a small to medium sized enterprise - The Milking Stool, and the other is commonly used in large ones - The Balanced Scorecard. It should be no surprise that they both use similar techniques, its just that they are structured differently.

Another key use for strategic performance measurement is where strategic change management models are being used. The page covering change mentions several ideas, but the main process change management model where strategic performance measurement is a key element is Six Sigma.
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Recent history

Essentially, strategic performance is about reputation. Ever since the early to mid 1980’s strategic writers had analysed different performance measurement techniques such as dividend policy, cashflow, profitability, share price measures, the difference between net asset book value and market capitalisation, but the empirical evidence did not support these measures as being strategic. The conclusion was that the measures that were truly measures of strategic success were those of reputation.

Then, in 1990, two Harvard professors, Caplan and Norton, wrote in article in the Harvard Business Review that crystallised all of this empirical work that was being done in academia to determine those performance measures that were genuinely strategic.
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The Basics

Kaplan & Norton developed a useful model to illustrate strategic performance that can be further analysed as follows:

· The Outlook and future path of the business

· Current performance
· Reviewing systems and the capacity for improvement

Outlook and future path
This revolves around 3 areas of how the organisation addresses its external market:

· Is the strategic course clear for the organisation? This requires a strong sense of the value that is offered to the market and customers and a plan to adapt the strategy to potential and pending changes in markets and technologies. The organisation needs a strong sense of values surrounding what it intends to achieve.

· The strength of the organisation (in terms of cash and capital) for meeting financial and growth targets and to provide customer and shareholder value. A strong message has to be consistently communicated about the organisation’s values

· The organisation should be good at responding efficiently and effectively to new circumstances. This enables the organisation to plan and manage change through both acquisition and organic growth, without being reactionary to external and internal events, to maintaining an innovative throughput of innovative new products and services and to maintain intellectual capital
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Current performance

The focus is on another three areas:

· Current business results against target in terms of both sales and profits, input to output yields and areas of underperformance (weakness)

· The degree to which customer expectations are met – understanding customer need, the relationships between distribution channels, the degree to which value is offered in price or service, the degree of success of new products and services. Measuring this performance is often achieved by asking customers

· Operating efficiency. Levels of waste, scrap and re-working, the smoothness with which new products and services come to market, degrees of fire-fighting, trends in cost per unit measures and the degree to which support services are customer-focused rather than control-focused.
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Systems improvement

And another three areas:

· Effectiveness of current improvement programs – are they effective or uncoordinated, is there the data to support decisions over choices and to measure improvements, how well improvements are implemented in both hard and soft terms, is continuous improvement cultural, degree to which quality effort is improvement or control

· Adequacy of cross-functional processes. People need to understand systemically, not just their area with people provided with the capacity to learn about the business as well as key skills. The degree to which the organisation can respond to increased customer demands. The degree to which people are trusted to make decisions or controlled with checks and reviews

· Are the big strategic changes happening frequently – examples include acquisitions, new products, strategy changes, systems implementation. Measure the degree to which change management initiatives can leverage big strategy changes.
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Balanced Scorecard

History

Since the model was first published in the Harvard Business Review by professors Kaplan and Norton in 1992, a number of developments have taken place to improve the model. Also, the publication of the model has led to alternatives being considered, such as Applied Information Economics (which is frankly rather complicated and possibly detached from the business world) and  “The Milking Stool“ idea considered below.

The model

In its basic format, the model reports a “dashboard” of a number of key performance indicators (KPI’s) across 4 functional areas of an organisation – customer measures, employee measures, financial measures and innovation measures. In turn, KPI’s are based on the critical success factors in these areas. Some KPI’s are predictive or forward-looking, whilst others are backward-looking, some are financial, whilst others are not or are “quasi-financial”.

As with any strategic initiative, the implementation of the model is most important. But first, what are the common mistakes?

· The BSC must be “balanced” (often they are financially orientated)

· They must me be linked to the organisation’s strategic direction and not viewed as “just another measurement system” and

· They must be institutionalised within the organisation (and need to be SMART), which means that it impacts on organisational culture.

If these 3 priorities are not implemented with this performance measurement tool, the tool will not work. In implementing the BSC, it should be treated as a project, with a dedicated team and project management governance structures placed around it.

There are 5 implementation stages that an implementation is likely to take:

· Model synthesis: seek organisational consensus about vision and strategy and derive the measures that are needed using CSF’s, KPI’s and strategy maps. Define the key properties of each measure on the scorecard

· Technical implementation: software installation, training, building scorecards, setting target and alarm levels, data consolidation rules, define graphs, customise reports

· Organisational integration: integrate the scorecard with the management and reporting process and communicate it to all of the organisation’s members

· Technical integration: integrate the scorecard with all operational IT systems, data warehouses, ERP and CRM systems.

· Operational integration: As indicated above, the scorecard must be SMART and part of that means that it is used as part of the day-to-day operational activity of the organisation

Experience

Balanced scorecard concepts were in use during with a couple of assignments that I completed. One was Bookham Technology where it was used in conjunction with its change management initiatives (mainly supporting Six Sigma) and BP Fuels Marketing where application of the balanced scorecard was a feature throughout BP.

As part of my work with Oxfordshire County Council, I was asked to put together a synopsis of the balance scorecard for the Directors to consider. Naturally, the model had to be “flexed” to fit into the context of a local authority. The main difference between the private and public sectors are the increased complexity of the stakeholder relationships in the public sector and the different power levers that they can pull; in particular, the relative strengths and weaknesses of different stakeholders can combine or pull apart with unusual results:

· If the members or councillors are the equivalent of shareholders, how long would a private sector business last if its shareholders were divided along political lines – not very long!

· The public sector has two “customer” groups – those that pay taxes and those that receive services and both have different interests. In the private sector, however, the customer group both receives the service and pays for it.

· The public sector has a clearly defined stakeholder that exists only in specific, although these are becoming wider, circumstances in the private sector – the press.

· The press can use its power where the public body serves the interests of the two customer groups in an imbalanced way, for example perceived levels of service are not being met or value for money in service provision is poor.

· The public sector has often seen disagreements between its members and its senior management, resulting in the acrimonious removal of CEO’s.
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Strategy Maps

Strategy maps take the balance scorecard model as a performance measurement tool and turn it into a strategy implementation tool. It describes the organisation in terms of how it creates value by connecting strategic objectives in terms of the cause-and-effect relationships that they have with each other according to the four basic principles of the balanced scorecard (financial, customer, processes and learning and growth). 

The following features can be found in strategy maps:

1. All information is shown on one page, to facilitate strategy communication 

2. There are 4 strategy perspectives - financial, customer, process and learning/growth 

3. Financial perspectives are concerned with creating long-term shareholder value built from a productivity strategy of improving cost structure and asset utlilsation and a growth strategy of expanding opportunities and enhancing customer value 

4. The last 4 elements of strategic improvement are supported by price, quality, availability, selection, functionality, service, partnerships and branding 

5. From an internal perspective, operations and customer management processes help create product and service attributes whilst innovation, regulatory and social processes help with relationships and image 

6. All of these processes are supported by the allocation of human, information and organisational capital 

7. Cause and effect relationships are described using arrows

Describing and communicating strategy is not an easy task. The strategy map facilities this by describing strategy in terms of a one-page graphical representation.
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The Milking Stool

The principle behind this model is that an organisation stands on 3 legs:

· The promises that the organisation makes

· The delivery on those promises

· The financing of those promises

If any one of the three legs fail, the organisation will fail – you can be the best in the world at making promises, but if you can’t deliver, then customers will not come back and it doesn’t matter how good your service provision or manufacturing is, you won’t get any customers if you can’t promise.

Promise

The key performance indicator is customer reputation:

· Why do customers come to you, and why do they go to competitors?

· What is it that you do / don’t do that competitors do / don’t do?

· What is it that really annoys you about us and our competitors?

· What is it that we can do to help you satisfy your customers’ needs

These are highly subjective performance measurements that must be specifically addressed to customers (so don’t use the “suggestion box” approach!), probably by the marketing team. To be of value, the questions need to be answered honestly by the customer – its in their interests to in order that the organisation can improve its offering.

Below this are indicators concerning sales staff motivation and performance. Strategically, its all well and good getting in right, but operationally it has to be right:

· Adequacy of sales control systems

· Adequacy of sales commission schemes and conflict resolution

· Adequacy of sales order forecasting and customer performance and profitability

· Adequacy of sales training, particularly in new products and services

Typical methods of finding out what customers think of an organisation and its competitors:

	 
	 
	 
	 

	
	Traditional techniques
	More modern techniques
	

	 
	
	
	 

	 
	Surveys
	Targeted & multi-level interviews & surveys
	 

	 
	Focus groups
	Customer scorecards
	 

	 
	Interviews
	Data warehousing and data mining
	 

	 
	Formalised complaints system
	Customer / supplier audits
	 

	 
	Market research
	Quality function deployment
	 

	 
	Shopper programs
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Delivery

The top-level performance indicator is the input – output yield, although the actual measures that make this up are a mixed bunch:

· Tracking of failure rates – what does it cost when something is not done right first time and what does the organisation do to avoid them? For a manufacturer, this is about scrap and waste and for a service business this is about missing deadlines and breaking service level agreements

· Product delivery – the efficiency with which a customer order is satisfied in terms of timeliness and quality. Its not good delivering the wrong product late

· Once again, staff training is important, particularly where an existing customer changes processes or where a new customer comes on and of course when the organisation launches a new product.

· Product and service delivery improvements. This is a systems measure, such as relaying a factory floor or using computer controlled warehouse picking etc
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Financing

The key measure for finance is cashflow, however customer and product profitability is important also:

· Cash operating cycle of stock days plus debtor days less creditor days to find out the amount of time that cash is outside of the business

· Specific focus on customers that are not prompt payers, ideally combined with the next point if a customer is poor

· Customer sales turnover and profitability - 

Back to The Milking Stool
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Stakeholder relationship management

In all performance management scenarios, this is a particularly important aspect, whether the performance measurement is intended for shareholders, the banks, management (for decision making and control) or for employees. Sometimes other stakeholders are interested in certain aspects, for example customers

I have prepared a separate paper on stakeholder relationship management because its importance is wider than just performance measurement. Suffice to say, that stakeholders are particularly interested in at least 3 of the following facets of performance measurement:

· Economy

· Efficiency

· Effectiveness

· Equity (particularly in the public sector and explored in A Synopsis of the Balanced Scorecard)

· Environmental (an “E” taken to mean sustainability)
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