The Promise and Perils of the
Balanced Scorecard
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HOPE AND SADNESS

The balanced
scorecard, the meth-
odology developed by
Drs. Robert S. Kaplan
and David Norton,
recognizes the short-
coming of executive
management’s exces-
sive emphasis on
after-the-fact, short-
term financial results.

It resolves this myopia

and improves organizational
performance by shifting atten-
tion from financial measures and
managing nonfinancial opera-
tional measures related to cus-
tomers; internal processes; and
employee innovation, learning,
and growth. These influencing
measures are reported during the
period when sooner reactions can
occur. This in turn leads to better
financial results.

The balanced scorecard is
one of the underpinnings needed
to complete the full vision of
the performance management
framework. Will the adoption
rate of the balanced scorecard
find the same difficulty cross-
ing the chasms encountered by

There is lack of consensus as to what a bal-
anced scorecard is. Many organizations develop
a balanced scorecard without first developing a
strategy map, from which key performance indi-
cators (KPIs) for the balanced scorecard should be
derived. In addition, many organizations confuse
strategic KPIs, which belong in a balanced score-
card, with operational performance indicators
(PIs), which belong in a dashboard.
© 2010 John Wiley & Sons, Inc.

© 2010 John Wiley & Sons, Inc.

Published online in Wiley InterScience (www.interscience.wiley.com). :.

DOI 10.1002/jcaf.20576

JCAF20576_Cokins_txtQ.indd 19

activity-based costing (ABC)
systems in the 1990s? It took
many failures in ABC system
implementation before organiza-
tions learned what ABC is and
how to shape, size, and level the
detail of ABC systems before
organizations began to get them
ready and right for use. Are bal-
anced scorecard implementations
going to travel down the same
bumpy road?

LACK OF CONSENSUS

An early indication of trou-
ble is the confusion about what a
balanced scorecard is, and more
confusion about what its purpose
is. There is little consensus. If
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DISCOVER SOMETHING GREAT

you ask executives
whether they are using
a balanced scorecard,
many say they are. But
if you next ask them
to describe it, you’ll
get widely different
descriptions. There

is no standard—yet.
Some executives say
they have successfully
transferred their old
columnar management
reports into visual
dashboards with flashing red
and green lights and directional
arrows. Some realize a scorecard
is more than that, and they have
put their old measures on a diet,
compressing them to a smaller,
more manageable number of
more relevant measures. Neither
may be the correct method.

But how does anyone know
if those measures—the so-called
key performance indicators
(KPIs)—support the strategic
intent of the executive team? Are
the selected measures the right
measures? Or are they what you
can measure rather than what
you should measure? And is the
purpose of the scorecard only to
better monitor the dials rather
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than facilitate the employee
actions needed to move the
dials?

Talk about balanced score-
cards and dashboards seems
to be appearing in business
magazines, in Web site discus-
sion groups, and at conferences.
Today’s technology makes it
relatively simple to convert
reported data into a dashboard
dial. But what are the conse-
quences? What actions are sug-
gested from just monitoring
the dials?

In the performance manage-
ment framework, results and
outcome information should
answer three questions: What? So
what? And then what? Sadly, most
scorecards and dashboards only
answer the first question. Worse
yet, answering the “what” may not
even focus on a relevant “what.”
Organizations struggle with
determining what to measure.

Organizations need to think
deeper about what measures
drive value and reflect achieving
the direction-setting strategic
objectives of their executive team.
With the correct measures,
then organizations should strive
toward optimizing these mea-
sures, and ideally be continuously
forecasting their expected results.

IMPLEMENTING TOO FAST AND
SKIPPING KEY STEPS

Why are so many people
familiar with the term balanced
scorecard but so few familiar
with the term strategy maps?

I believe the strategy map is
orders of magnitude more
important than the scorecard,
which is merely a feedback
mechanism. Why do executives
want a balanced scorecard

but without a strategy map?
One possible explanation is

the mistaken belief that those
vital few KPI measures, rather
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than the trivial many, can be
derived without first requiring
employee teams and managers to
understand the answer to a key
question: “Where does the execu-
tive team want the organization
to go?” This question is best
answered by the executive team’s
vision and mission—and they
must point to the direction
they want the organization to
follow them to. That is the exec-
utive team’s primary job—set-
ting direction. The strategy map
and its companion scorecard are
important too, but their combi-
nation answers a different ques-
tion: “How will we get there?”

Exhibit 1 illustrates a generic
strategy map with its four
stacked popular perspectives.
Each rectangle represents a stra-
tegic objective and its associated
projects or competencies to excel
at plus their appropriate mea-
sures and targets.

Note that there are depend-
ency linkages in a strategy map,

represented by the arrows, with
an upward direction of contribu-
tions from accomplishing the
objectives. The KPIs for each
objective are not in isolation but
rather have context to the mission
and vision. To summarize, a
strategy map causally links
objectives from the bottom
perspective upward.

* Accomplishing the
employee innovation, learn-
ing, and growth objectives
contributes to the internal
process improvement
objectives.

*  Accomplishing the internal
process objectives contrib-
utes to the customer satisfac-
tion objectives.

*  Accomplishing the customer-
related objectives results
in achieving the financial
objectives, typically a com-
bination of revenue growth
and cost management
objectives.
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The strategy map is like a
force field in physics, as with
magnetism, where the energy,
priorities, and actions of peo-
ple are mobilized, aligned, and
focused. One can say that at
the top of the map maximiz-
ing shareholder wealth (or, for
public-sector organizations,
maximizing community and citi-
zen value) is not really a goal—
it is a result. It is a result of
accomplishing all of the linked
strategic objectives with cause-
and-effect relationships.

The peril that threatens the
success of this methodology is
executive teams that are anxious
to assign measures with targets
to employees and hold them
accountable. Executives typi-
cally skip two critical steps of
involving the employees to gain
their buy-in (and also commit-
ment to the measures) to assure
they understand the executive
team’s strategy and the more

critical prior step to identify the
mission-essential projects and
initiatives that will achieve the
strategic objectives. The pres-
ence of enabling projects and
initiatives goes to the heart of
what distinguishes a strategic
objective from just getting better
at what you have already been
doing.

Exhibit 2 illustrates ideally
who should be responsible for
the five elements of each strate-
gic objective: the executive team
or the managers and employ-
ees. Sadly, many organizations
neglect the first two elements
identified in a strategy map.
They begin with the third column
to select KPIs without construct-
ing a strategy map. The perfor-
mance management intelligence
resides in the strategy map.

Strategy maps and their
derived scorecard are naviga-
tional tools to guide the organi-
zation to execute the strategy, not

necessarily to formulate the strat-
egy. Executive teams are pretty
good at defining strategy, but a
high involuntary CEO turnover
rate and the increasingly shorter
tenure of CEOs are evidence of
their failure to implement their
strategy.

MEASUREMENTS ARE FAR
MORE A SOCIAL SYSTEM THAN
A TECHNICAL ONE

Do not misinterpret me.
Selecting and measuring KPIs
are critical. You get what you
measure, and strategy maps and
scorecards serve a greater social
purpose than a technical one
(although information technol-
ogy and software are essential
enablers.) Performance measures
motivate people and focus them
on what matters most.

Imagine if every day every
employee in an organization,
from the cleaning person and

Who is Responsible for What?

their score

results ------- >
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A scorecard is more of a social tool than a technical tool.
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janitor at the bottom of an orga-
nization to the CEO or managing
director at the top, could answer
this single question: “How am

I doing on what is important?”’
The first half of the question can
be easily displayed on a dial with
a target; it is reported in a score-
card or dashboard. But it is the
second half of the question—"“on
what is important”—that is the
key and that is defined from the
strategy map.

The risk and peril of the bal-
anced scorecard involves the pro-
cess of identifying and integrating
appropriate cause-and-effect
linkages of strategic objectives
that are each supported
by the vital few measures,
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pull, find appeal in looking
at benchmark data to identify
which relevant and unfavora-
bly large performance gaps
should therefore be areas

for their focus. They want

to know, “What must we get
better at?” The KPIs are
then derived. Strategies are
then deduced from recogniz-
ing deficiencies.

2. In contrast, Darwinian-style
managers, who believe the
organization is a sense-and-
respond organism, find appeal
in having the executive team
design the strategy map by
applying a SWOT (strengths,
weaknesses, opportunities,

that step, those same mid-
dle managers can identify
the KPIs that will indicate
progress toward achieving the
projects and improving criti-
cal core processes. This latter
approach not only assures
that middle managers and
employee teams will under-
stand the executive’s strategy,
about which most middle
managers and employees are
typically clueless, but it fur-
ther generates their buy-in
and ownership of the score-
card and KPIs since these
have not been mandated to
them from the executives. (Of
course, the executive team can
subsequently challenge and

and then subsequently
cascading the KPIs down
through the organization.
KPIs ultimately extend into
performance indicators
(PIs)—operational per-
formance indicators—that
employees can relate to and
directly affect.

The primary task of a
strategy map and its com-
panion balanced scorecard
is to align people’s work
and priorities with multiple

The primary task of a strategy map
and its companion balanced scorecard
is to align people’s work and prior-
ties with multiple strategic objectives
that, if accomplished, will achieve the
strategy and consequently realize the
endgame of maximizing shareholder
wealth (or maximizing citizen value).

revise their lower manag-
ers’ selected projects and
KPIs—debate is always
healthy to do—but only
after the buy-in and learn-
ing has occurred.)

SCORECARD OR REPORT
CARD? THE IMPACT OF
SENIOR MANAGEMENT’S
ATTITUDE

Regardless of which
technique or any other

strategic objectives that, if
accomplished, will achieve
the strategy and consequently
realize the endgame of maxi-
mizing shareholder wealth (or
maximizing citizen value). The
strategic objectives are located
in the strategy map, not in the
scorecard. The KPIs in the score-
card reflect the strategic objec-
tives in the strategy map.
Debate will continue about
how to arrive at the vital few
KPIs for workgroups. Here are
two approaches:

1. Newtonian-style managers,
who believe the world is a

big machine with dials, pul-
leys, and levers to push and
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and threats) approach. This
approach begins with the
executive team freely brain-
storming and recording an
organization’s SWOTs. They
then cluster similar individual
SWOTs into strategic objec-
tives with causal linkages

in the strategy map. Following
this initial step, the middle
managers and core process
owners are then tasked with
identifying the few and
manageable projects and

core processes to improve
that will attain the executive
team’s strategic objectives

in the strategy map. After

method is used to identify

the KPIs, the KPIs ideally
should reflect the executive team’s
strategic intent and not be reported
in isolation and disconnected from
KPIs they influence. Typically
the annual financial budget is
disconnected from the strategy.
This is the peril of the balanced
scorecard. Fhisis-theperitof <
the-balaneed-seoreeard: Its main
purpose is to communicate the
executive team’s strategy to
employees in a way they can
understand it; and to report the
impact of their contribution to
attaining it. But starting with a
KPI definition without context
to the executive’s mission and
vision denies this important step.

© 2010 Wiley Periodicals, Inc.
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Research from Professor
Raef Lawson when he was at the
State University of New York,
Albany, suggests that a major dif-
ferentiator of success from failure
in a balanced scorecard imple-
mentation is senior management’s
attitude. Scorecard or report card?
Will we use it for punishment or
remedy? Do we work for bosses
we must obey as if we are a dog?
Or do we work for coaches like
on a sports team and mentors
who guide and counsel us?

As an example, is senior
management anxiously await-
ing those dashboards so they
can follow the cascading score
meters downward in order to
micro-manage the workers under
their middle managers, acting
like Darth Vader to see

with the employee teams below
them, and coach the teams to
improve their KPI and PI scores
and/or reconsider adding or delet-
ing KPIs or PIs. The more mature
scorecard users using commercial
software can readjust the KPI and
PI weighting coefficients to steer
toward better alignment with the
strategic objectives.

WHY NOT AN AUTOMOBILE
GPS NAVIGATOR FOR AN
ORGANIZATION?

The latest rage is to have a
global positioning system (GPS)
route navigator in our automo-
biles. As has been the case with
most new technologies, such
as when handheld calculators

However, unlike a GPS, which
uses its knowledge of roads and
algorithms to determine the best
route, managers and employee
teams must “map”” which
projects, initiatives, and business
process improvements are best
to get to the destination for real-
izing the strategy. In addition,
when you are driving a car with
a GPS instrument and you make
a wrong turn, the GPS’s voice
chimes in to tell you that you are
off track, and then provides you
with a corrective action instruc-
tion. However, with most organi-
zations’ calendar-based and long
cycle-time reporting, there is a
delayed reaction. The perfor-
mance management framework
includes a GPS.

Next, the organization

which of their minions may
need to be cut off from
their air supply? Or will the
executives appropriately
restrict their primary role
and responsibility to define
and continuously adjust
strategy (which is dynamic,
not static, always reacting

The superior strategy map and
scorecard systems embrace employee
teams communicating among them-
selves to take actions rather than a
supervisory command-and-control, in-

your-face style from senior managers.

as the automobile itself
needs to be included.

The motor and driveshaft
are the employees with
their various method-
ologies, such as customer
value management and
service delivery, that propel
the organization toward its

to new insights) and then
allow the empowerment of
employee teams to select
KPIs from which employees can
actively determine the corrective
interventions to align with the
strategy?

The superior strategy map
and scorecard systems embrace
employee teams communicating
among themselves to take actions
rather than a supervisory com-
mand-and-control, in-your-face
style from senior managers. An
executive team micro-managing
the KPI score performance of
employees can be corrosive. If
the strategy map and cascading
KPI and PI selection exercise is
done well and subsequently main-
tained, then higher-level managers
need only view their own score
performance, share their results
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replaced slide rules or laptop
computers emerged, a GPS is
evolving into a must-have. They
get you to your destination with-
out a hassle and provide a com-
forting voice to guide you along
the way. Why can’t an organiza-
tion have a similar device?

My belief is that the refine-
ment in usage of strategy maps
and its companion balanced
scorecard are becoming the GPS
route navigator for organizations.
For organizations, the destination
input into the GPS is the execu-
tive team’s strategy. As earlier
described, the executive team’s
primary job is to set strategic
direction, and the “top” of their
strategy map is their destination.

target. Collectively, the many
methodologies, including
lean management and
activity-based costing, constitute
performance management as the
organization’s intermeshed gears.

But what important aspect
of this automobile analogy is
missing? Fuel efficiency. Perfor-
mance management as a frame-
work has arguably been around
for decades (despite information
technology research firms, like
the Gartner Group and IDC,
recently tagging this new name
in the late 1990s). However,
just like a car with some broken
gears, tires out of alignment,
and gunky lubrication will yield
poor gallons per mile (or liters
per kilometer), poorly integrated
methodologies, impure raw data,
and lack of digitization and

23
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analytics results in a poor rate
of shareholder financial wealth
creation. The full vision of per-
formance management removes
the friction and vibration plus
weak torque to not only optimize
the consumption of the organiza-
tion’s resources—its employees
and spending—but also gets
the organization to its strategy
destination faster, cheaper, and
smarter. The result? A higher
shareholder wealth-creation
yield.

Finally, as earlier mentioned,
a strategy is never static. This
means the destination input to
the GPS navigator is constantly
changing. This places increas-
ing importance on predic-

The Journal of Corporate Accounting & Finance / March/April 2010

I suggest inexperience is the
culprit.

Conlflict and tension are
natural in all organizations.
Therefore, it takes time among
managers and employees to sta-
bilize what ultimately is a behav-
ioral measurement mechanism of
cause-and-effect KPIs, to distin-
guish between KPIs and Pls, and
to then get mastery with how to
use both these types of measures
to navigate, power, and steer
as an integrated enterprise. As
stated by the author Peter Senge,
a thought leader in the field of
organizational change manage-
ment, the differentiator between
successful and failing organiza-

routine measures that we can
refer to as just performance
indicators. The “key” in “key
performance indicator” is the
operative term. An organization
has only so many resources and
so much energy to focus. To use
a radio analogy, KPIs are what
distinguish the signal from the
noise—the measures of progress
toward strategy execution. As a
negative result of this confusion,
organizations are including an
excessive amount of PIs in their
scorecard system that should be
restricted to KPIs.

A misconception about a
balanced scorecard is that its
primary purpose is to monitor

results. That is secondary.

tive analytics to determine
where the best destination
for stakeholders is located.
How much longer do you
want to drive your existing
automobile when a per-
formance management car
with a GPS is now avail-
able to lift wealth-creation
efficiency and yield?

FAILURES DUE TO
ARROGANCE, IGNORANCE,

The full vision of performance man-
agement removes the friction and
vibration plus weak torque to not
only optimize the consumption of the
organization’s resources—its employ-
ees and spending—nbut also gets the
organization to its strategy destina-
tion faster, cheaper, and smarter.

Its primary purposes are to
report the carefully selected
measures that reflect the
strategic intent of the exec-
utive team, and then enable
ongoing understanding as
to what should be done

to align the organization’s
work and priorities to attain
the executive team’s strate-
gic objectives. The strategic
objectives should ideally

be articulated in a strategy

OR INEXPERIENCE?

Some proposed management
improvement methodologies,
like the lights-out manufacturing
factory touted in the 1980s, are
fads that come and go. But the
strategy map and its compan-
ion, the balanced scorecard for
feedback, are most certain to be
a sustained methodology in the
long term—perhaps forever. It
only makes sense that executive
teams provide direction setting
and employee teams then take
the actions to “get there.” Are
these early twenty-first-century
missteps and misunderstandings
in implementing the balanced
scorecard due to arrogance,
ignorance, or inexperience?
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tions will be the rate, and not
just the amount, of organiza-
tional learning. Those intangible
assets—employees as knowledge
workers and the information
provided to them—are what truly
power the performance manage-
ment framework.

HOW ARE BALANCED
SCORECARDS AND
DASHBOARDS DIFFERENT?

There is confusion about
what the difference is between a
balanced scorecard and a dash-
board. There is similar confusion
differentiating key performance
indicators from normal and

map, which serves as the

visual vehicle from which
to identify the projects and initi-
atives needed to accomplish each
objective, or the specific core
processes that the organization
needs to excel at. After this step
is completed, KPIs are selected
and their performance targets are
set. With this understanding, it
becomes apparent that the strat-
egy map’s companion scorecard,
on its surface, serves more as a
feedback mechanism to allow
everyone in the organization,
from front-line workers up to the
executive team, to answer the
question: “How are we doing on
what is important?” More impor-
tant, the scorecard should facili-
tate analysis to also know why.

© 2010 Wiley Periodicals, Inc.
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The idea is not to just monitor
the dials but to move the dials.

VITAL FEW VERSUS THE
TRIVIAL MANY

Michael Hammer, the author
who introduced the concept of
business process reengineer-
ing, described the sad situation
of measurement abuse in 7he
Agenda: What Every Business

Must Do to Dominate the Decade:

In the real world . . . a
company’s measurement
systems typically deliver
a blizzard of nearly
meaningless data that
quantifies practically
everything in sight, no
matter how unimportant;
that is devoid of any
particular thyme or rea-
son; that is so volumi-
nous as to be unusable;
that is delivered so late
as to be virtually use-
less; and that then lan-
guishes in printouts and
briefing books without
being put to any sig-
nificant purpose. . . . In
short, measurement is

a mess. . . .We measure
far too much and get
far too little for what
we measure because we
never articulated what
we need to get better at,
and our measures aren’t
tied together to support
higher-level decision
making.'

Hammer is clearly not hid-
ing his feelings. But has the cure
been worse than the ailment?
Simply reducing the number of
measures can still result in an
organization measuring what it
can measure as opposed to what
it should measure. But to deter-
mine what you should measure

© 2010 Wiley Periodicals, Inc.
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requires deeper understanding
of the underlying purposes of a
balanced scorecard relative to a
dashboard.

SCORECARDS AND
DASHBOARDS SERVE
DIFFERENT PURPOSES

The two terms—scorecards
and dashboards—have a ten-
dency to confuse, or rather get
used interchangeably, when each
brings a different set of capabili-
ties. The sources of the confu-
sion are:

*  Both represent a way to track
results.

e Both make use of traffic
lights, dials, sliders, and
other visual aids.

*  Both can have targets,
thresholds, and alert mes-
sages.

*  Both can provide drill down
to other metrics and reports.

The difference comes from
the context in how they are

25

applied. To provide some history,
as busy executives and manag-
ers have struggled to keep up
with the amount of information
being thrust at them, the con-
cept of traffic lighting has been
applied to virtually any and all
types of reporting. As technol-
ogy has improved, more bells
and whistles have been added;
an example is the ability to link
to other reports and to drill down
to finer levels of detail. The
common denominator was the
speed of being able to focus on
something that required action
or further investigation. The ter-
minology evolved to reflect how
technology vendors described
what provided this capability. As
a consequence, both dashboard
and scorecard terms are being
used interchangeably.

Exhibit 3 illustrates the dif-
ference between scorecards and
dashboards using a taxonomy
starting with all measurements
in general. Scorecards and dash-
boards are not contradictory; they
are used for different purposes.

Strategy
Diagram

Scorecard versus Dashboard

Measurements

Frequency of
reporting

- drill-down analysis

Copyright Gary Cokins (gary.cokins@sas.com)

- alert messages quarterly
B monthly
weekly
Scorecard
Must have
(inter-related targets
measures with dail
cause-and-effect aily
correlations) hourly
Project-based Process-based
KPIs Pls
Pls real-time
Dashboard $ $ (operational)
(measures in isolation)
With Without
Bud get & targets targets
Resource - Trends
Planning - Upper / lower

thresholds
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At the top portion of the
exhibit is the realm of score-
cards. Scorecards are intended
to be strategic. They align the

behavior of employees and part-
ners with the strategic objectives

formulated by the executive

team. In contrast, dashboards, at
the bottom portion of the exhibit,

are intended to be operational.

Some refer to dashboards as
“dumb” reporting and scorecards

as “intelligent” reporting. The

reason is dashboards are prima-

rily for data visualization; they

display what is happening during

a time period. Most organiza-

tions begin with identifying what

they are already measuring and

construct a dashboard dial from

there. However, dashboards

The Journal of Corporate Accounting & Finance / March/April 2010

correlation analysis validates
or improves the KPI selection.
In addition, this type of analy-
sis can automatically uncover
previously unknown statistical
relationships that may suggest
cause-and-effects and can be
used for predictive power. You
want to make changes based
on anticipated targets and con-
stantly refocused outcomes so
that employees can proactively
make changes before unexpected
events occur that would require
a much more expensive reaction.
In short, scorecards report what
you should measure.

Here are some guidelines for
understanding the differences:?

do not communicate why
something matters, why
someone should care about
the reported measure, or
what the impact might be
if an undesirable declin-
ing measure continues. In
short, dashboards report
what you can measure.

Scorecards do not start with the
existing data; rather, they begin with
identifying what strategic projects

to complete and core processes to
improve and excel in.

In contrast, a score-
card provides the informa-
tion lacking in dashboards. A
scorecard additionally answers
questions by providing deeper

analysis, drill-down capabilities,
traffic light alert messaging, and
forecasting for inferences of per-
formance potential to determine
motivational targets. Scorecards

do not start with the existing

data; rather, they begin with iden-
tifying what strategic projects to

complete and core processes to
improve and excel in.

The selection and valida-
tion of the correct or best KPIs
is a constant debate. Statistical
correlation interaction analy-
sis among KPIs can determine
the degree of influence and
“lift” that various cascaded
KPIs have on the higher-level
enterprisewide KPIs—hence,
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*  Scorecards chart progress
toward strategic objec-
tives. A scorecard displays
periodic snapshots of per-
formance associated with
an organization’s strategic
objectives and plans. It
measures organizational
activity at a summary level
against predefined targets
to see if performance is
within acceptable ranges.
Its selection of KPIs helps
executives communicate
strategy to employees and
focuses users on the highest-
priority projects, initiatives,
actions, and tasks required
to execute plans. The adjec-
tive “key” differentiates
KPIs from the Pls reported
in dashboards.

Scorecard KPIs ideally
should be derived from a
strategy map rather than just
a list of important measures
that the executives have
requested to be reported.
Regardless of whether the
Kaplan and Norton—sug-
gested four stacked perspec-
tives or some variant are
used, scorecard KPIs should
have cause-and-effect link-
ages (e.g., statistical cor-
relations). Directionally
upward from the employee-
centric innovation, learning,
and growth perspectives,
the KPIs should reveal the
cumulative build of poten-
tial to realized economic

value.

There are two key dis-
tinctions of scorecards: (1)
each KPI must require a
predefined target measure,
and (2) KPIs should be
composed of both project-
based KPIs (e.g., mile-
stones, progress percentage
of completion, degree of
planned versus accom-
plished outcome) and proc-

ess-based KPIs (e.g., percent
on-time delivery against
customer promise dates). A
scorecard composed mainly
or exclusively of process-
based KPIs is not an effi-
cient engine of change; it
merely monitors whether
progress from the traditional
drivers of improvement,
such as quality or cycle-time
improvement, is occurring.
Process improvement is
important, but innovation
and change are even more
important.

Dashboards monitor and
measure processes. A
dashboard, however, is
operational and reports
information typically more
frequently than scorecards
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and usually with measures.
Each dashboard measure is
reported with little regard to
its relationship to other dash-
board measures. Dashboard
measures do not directly
reflect the context of strate-
gic objectives.

This information can be
more real-time in nature, like
an automobile dashboard
that lets drivers check their
current speed, fuel level,
and engine temperature at
a glance. It follows that a
dashboard should ideally
be linked directly to sys-
tems that capture events as
they happen, and it should
warn users through alerts or
exception notifications when
performance against any
number of metrics deviates
from the norm or what

plans. If KPIs are selected inde-
pendent of the strategy, then they
will likely report only what can
be measured as opposed to what
should be measured. Failure to
execute a strategy is one of a
chief executive officer’s major
concerns, and therefore KPIs
should either reflect mission-
critical projects and initiatives or
core business processes that must
be excelled at. (Hence, there is
the need for both project-based
and process-based KPIs.)

The budget (and increas-
ingly rolling financial forecasts)
should be derived from the
required funding of the projects
(i.e., the nonrecurring strategy
expenses and capital invest-
ments) and of the operational
processes (i.e., the recurring
operational capacity-related

27

the more frequently reported
operational measures. Although
some PIs may have predefined
targets, Pls serve more to moni-
tor trends across time or results
against upper- or lower-threshold
limits. As PIs are monitored

and responded to, the corrective
actions will contribute to achiev-
ing the KPI target levels with
actual results.

Cause-and-effect relationships
between and among measures
underlie the entire approach to
integrating strategy diagrams (for-
mulation), scorecards (appraisal),
dashboards (execution), and fiscal
budgets (the fuel).

STRATEGY IS MORE THAN
PERFORMING BETTER: IT
INVOLVES DOING DIFFERENT
THINGS

is expected.

The caution I have for
organizations that are pay-
ing more attention to their
performance measurements

Reliably accurate forecasting is criti-
cal for both strategy formulation and
future resource capacity management.

A key to organiza-
tional survival involves
differentiation from com-
petitors. An important
role of the executive team
1s to exhibit vision and

involves (1) the linkage
of scorecard KPIs to the
strategy diagram (often referred
to as a strategy map) and also

to the fiscal budget (as well as
rolling financial forecasts) and
(2) the linkage of dashboard Pls
selected to influence behavior
that will ultimately result in
achieving or exceeding the KPI
targets. Strategy diagrams and
the budget are located in Exhibit 3
and are described below.

SCORECARDS LINK THE
EXECUTIVES’ STRATEGY TO
OPERATIONS AND TO THE
BUDGET

A strategy diagram is located
in the upper left of Exhibit 3.
The exhibit denotes that KPIs
should be derived from the exec-
utives’ strategic objectives and
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expenses that vary with driver
volumes, such as customer
demand).

A strategy is dynamic, never
static, as executives appropriately
shift directions based on their
new insights and observations.
Reliably accurate forecasting is
critical for both strategy formu-
lation and future resource capac-
ity management. Hence, both the
KPIs and the necessary funding
to realize the strategic plans will
continuously be derived from the
“living” strategy diagram.

DASHBOARDS MOVE THE
SCORECARD’S DIALS

The organization’s trac-
tion and torque is reflected in
the dashboard’s PI measures—

constantly determine inno-
vation to differentiate its
organization from others. This
explains a misunderstanding
about strategic objectives. Some
mistakenly believe the purpose
of strategic objectives is to
keep an organization adhered
to a single, unbroken path. This
is certainly not the case. As
mentioned earlier, strategy is
dynamic, not static. The pur-
pose of strategic objectives in

a strategy map is to redirect

the organization from the tyr-
anny of maintaining the status
quo. Strategy is about constant
change. If an organization does
not constantly change, then it

is exposed to the competitors
constantly converging to similar
products, services, and pro-
cesses. Differentiation is key to
maintaining a competitive edge.
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Strategic objectives are about
the changes an organization
should make to maintain a
competitive edge.

Dashboards and scorecards
are not mutually exclusive. In
fact, the best dashboards and
scorecards merge elements from
each other.

A simple rule is to use
the term dashboard when you
merely want to keep score,
as in a sports event, and use
the term scorecard when you
want to understand the context
of key scores in terms of how
they influence achievement of
strategic outcomes. A score-
card’s measures will be fewer in
number—they are strategic and
carry more weight and influ-
ence. In contrast, the number
of dashboard measures could
number in the hundreds or thou-
sands—you still need a way to
focus on the unfavorable-to-tar-
get ones fast for tactical action.
However, action with respect to
a single metric in a dashboard
is less likely to change strate-
gic outcomes as dramatically
compared to when reported in a
scorecard.

In general, scorecard KPIs
are associated with the domain
of the performance management
framework. In contrast, dash-
board PIs are associated with
business intelligence.
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GETTING PAST THE SPEED
BUMPS

I believe that the scorecard
and dashboard components of
commercial performance man-
agement software should have
predefined KPIs. However, for
the integrated software compo-
nent that reports measurements,
the vendor’s software should
deliberately come with a limited
rather than a comprehensive
selection of KPIs that are com-
monly used by each type of
industry. The purpose of provid-
ing standard KPIs should be only
to accelerate the implementation
of an organization’s construction
of their scorecard/dashboard sys-
tem with a jump-start.

The reason for not providing
a comprehensive and exhaustive
list of industry-specific measures
is because caution is needed
whenever an organization is
identifying its measures. Mea-
sures drive employee behavior.
Caution is needed for two major
reasons:

1. Measures should be tailored
to an organization’s unique
needs.

2. Organizations should under-
stand the basic concepts that
differentiate scorecards
from dashboards and KPIs
from PIs.

My interest is that organiza-
tions successfully implement and
sustain an integrated strategic
scorecard and operational dash-
board system. Hence, organi-
zations should understand the
distinctions described here. This
is why I caution against simply
using an out-of-the-box list of var-
ious industries’ common KPIs and
PIs—regardless of their source.

As with any improvement
methodology, experience through
use refines the methodology’s
effectiveness and impact. The
plan-do-check-act (PDCA) cycle
is a great practice for learning
organizations. With improvement
methodologies, it’s difficult to
“get it perfectly right” the first
time. There will always be a
learning curve. Many organiza-
tions overplan and underexecute.
With regard to KPI and PI selec-
tion, first learn the principles,
and then apply them through
selecting, monitoring, and refin-
ing the KPIs. Strategy maps and
balanced scorecards are a craft,
not a science.

NOTES
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