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Abstract

The article looks in-depth into the generations of models of Balanced
Scorecard which differ in terms of how many measures are to be selected
under each perspective, how measures are related to perspectives, how
measures are related to each other, how all the measures taken together
for moving organizations to their chosen destination.
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I ntroduction

Asthe organizations have moved from age of manufacturing to age of customer through age
of distribution and age of information, so the parameters of successand the factorsaffecting
achievement of those parametersal so got changed progressively. In the age of manufacturing,
mass manufacturing madeindustrial powerhouse successful. Intheage of distribution global
connections and transportation systems made distribution askey to success. Connected PCs
and supply chains controlled information flow dominated the business success stories. Inthe
ageof customer, power comesfrom engaging with powerful customers. So, the organizations
anditsperformance measured intermsof financia parameters (perfectly vaid and rlevantin
previoustimes) could not ensureitssurvival inthe new age. Hence, search for some com-
bined performance measurement tool started, based on the belief that available methodsfor
eva uating organizationd performance based on accounting indicators and financiad measures
wereinterfering with the organization’ sability to create economic vauefor thefuture,

Whilethe phrase ba anced scorecard was coined in the early 1990s, the roots of thethistype
of approach are deep, and include the pioneering work of General Electric on performance
measurement reporting in the 1950’ sand thework of French process engineers (who created
the Tableau de Bord —literally, a“ dashboard” of performance measures) inthe early part of
the 20th century.
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Balance Scorecard : Evolution from Performance Management Tool...

The balanced scorecard isaperformance management framework that became popular dur-
ingtheearly 1990s. Itsevolutionisclosdly related to thefact that the concept hasawayshad
apractical gpplication. Thisconcept hasinduced changesin theway that organizationa man-
agement a theglobal level hasevolved in recent yearsduetoitsinnovation and wide spread
use around theworld. Balanced Scorecard (BSC) emerged out of this context and evolved
over timeasfollows- initidly it was gpplied to assessthe performance of organizations- then
it cameto be regarded asamanagement system and away to implement and communicate
strategy - next, theinterconnection between the BSC and strategic management was empha-
sized, particularly intermsof strategic learning, whichisrelated to processes of innovation
and henceinevitably related to the human factor within organizations- most recently thistool
has been applied in abroader perspective, having moved beyond theinterna limitsof organi-
zational analysisto the perspective of analysisand monitoring of organizationa management
systemsand their strategic rel ationshipswith external organizations (Helenalsabel, 2011).

Strategy | mplementation:

“...Qreat strategy, shame about theimplementation. . .” (Okumusand Roper, 1998, p. 218)
capturesthe essence of the problem that strategy implementation has.

Alexander concludesthat literatureis dominated by afocuson long range planning and strat-
egy “ content” rather than the actual implementation of strategies, onwhich*. . . littleiswritten
or researched. . .” (Alexander, 1985, p. 91).

Various studies done in the past indicate that 60% to 80% of companiesfall short of the
success predicted from their new strategies (K aplan and Norton, M astering the Management
System, Harvard Business Review, January 2008). It isnot because of Managements' inabil-
ity or lack of effortsin doing so but absence of an integrated set of processesand toolsthat a
company may useto developitsstrategy, trandateit into operationa actions, and monitor and
improvetheeffectivenessof both.

Strategy implementation providesalink between formul ated strategy and itsredizationin
terms of operations meeting the goal s decided in strategy. Commonly used toolsand pro-
cessesfor strategy implementation are quality and process management, reengineering, pro-
cess dashboards, rolling forecasts, activity-based costing, resource capacity planning and
dynamic budgeting.

Strategy implementation isan enigmain many companies. The problemisillustrated by the
unsatisfying low successrate (only 10 to 30 percent) of intended strategies. The primary
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objectivesare somehow diss pated asthe strategy movesinto implementation and theinitial
momentum islost before the expected benefitsarerealized. Thekey to successisan integra-
tiveview of theimplementation process. Strategy implementation differscompletely fromthe
formulation process and requires much more discipline, planning, motivation and controlling
processes.

Micheel L. Werner (2012) has mentioned that there are severa reasonswhy businessesfail to
executedirategy:

> Firg, strategy isgeneraly established by thefirm’ stop management. Managersand
employeesat lower levelsarefar removed from the process of determining strategy
so they are sometimesunaware of the strategy that top management hasformul ated.
Lower level employeesare not working to execute strategy because they do not even
know what the strategy is.

> Second, firmsfail to execute strategy, evenif lower level employeesarefully awvare of
the strategy, they may fed they aretoo low in the organization to redly makeadiffer-
ence. These employeesfed that the work they do is so minor and so far removed
from the overall performance of the company that their actionswill havevery littleor
no impact on whether the company adequately executesits strategy.

» Third, evenif employeesare aware of the strategy and they fedl their actionscould
contributeto strategy execution, employees may not know what to doto. Inthiscase,
the employees know the strategy, they feel that they can make adifference, but they
do not know what to do.

> Fourth, evenif employeesare aware of the strategy and know exactly what to do to
executethe strategy, they may not act so that the strategy is successfully executed. In
thissituation, the employeesmay beinfull favour of hel ping to execute the strategy,
but their commitment to the deluge of work necessary to take care of thedaily routine
of established proceduresand business details, they do not carve out timeto do what
it takesto execute the strategy. They are so busy tending to activities based on their
own perception of what they should be doing to deal with daily routine details, they
do not taketimeto stop, think, and act toimplement strategy.

“Itislike a team of painters so busy painting the front of a building, they do not take
time to notice that the other end of the building is on fire and burning down and other
activities (helping to put out the fire) are actually more beneficial.”

Formulation of awinning strategy that coversall the necessary aspectsof businessesand how
can we ensurethat the strategy is successfully executed? are most relevant questionsto be
answered by academiaand industry expertstogether. We will try to answer these questions
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with the exploration of the aspect how the balanced scorecard can help with strategy devel -
opment and implementation.

BSC and itsevolution

Kaplan and Norton’ s presented balanced scorecard as an integrative device that would en-
courage and facilitate the use of non-financial information by senior managersof organiza-
tions, with the choice of non-financial measurebeing driven primarily by “ strategic” consder-
ations. They argued that when equipped with thisbetter information, managerswould be able
to deliver improved strategic performance (Kaplan and Norton, 1992, 1993). The brevity
and focus of the balanced scorecard was al so presented as having val ue with respect to the
need to efficiently and effectively communicate prioritieswithin organi zations (Kaplan and
Norton, 1992). Featuresof BSCinitsinitial phase can be summarized as:

A mixture of financial and non-financial measures (Kaplan and Norton, 1992, 1993,
19964, b).

A limited number of measures (Kaplan and Norton, 1992), numbering between 15-
20 (Kaplan and Norton, 1993) and 20-25 (Kaplan and Norton, 1996b).

Measures clustered into four groups called perspectives (Kaplan and Norton, 1992,
1993, 19968, b), originally called “financid”, “ customer”, “interna process’ and“in-
novation and learning”, but thelast two arerenamed “internal businessprocess’ and
“learning and growth” inthe 1996 documents.

Measures chosento relateto specific strategic goal s— usually documented in tables
with one or more measure associated with each goal (Kaplan and Norton, 1992,
1993, 19964, b).

M easures chosen must have the active endorsement of the senior managers of the
organisation, reflecting both their privileged accessto strategic information, and the
importance of their endorsement and support of the strategic communicationsthat
may flow from the balanced scorecard once designed (K aplan and Norton, 1992,
1993, 19964, b).

Some attempt to represent causdlity —thoughit isambiguousin Kaplan and Norton's
work what they mean by this: asnoted earlier the 1992 and 1993 papersillustrate
links between the four perspectives but do not discusstheselinksin thetext. The
Kaplan and Norton (1996a) paper illustrates and discusses the need to show causal
links between measures across the balanced scorecard perspectives. The 1996 book
a so suggeststhat causaity should be between* performancedriver [lead]” measures
and “outcome|[lag]” measures (Kaplan and Norton, 1996b).

The primary focusof initial balanced scorecard wasto beacontrol tool for managers (Kaplan
and Norton, 1992). Kaplan and Norton associated the balanced scorecard with what
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Murdidharan (1997) calls* strategic control” with “management control” Thisinitial model
was named by Gavin Lawerie and Inacobbol (2004) asfirst generation balance score card
and isreproduced below fromthe article by itsoriginators.
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Problemswith fir st generation models: methods used to select measuresto beincludedin
the bal anced scorecard would becritical to its subsequent success, bothintermsof filtering
(organizationstypically had accessto many more measuresthan were needed to popul ate the
balanced scorecard) and clustering (deciding which measures should appear in which per-
spectives). Intheir first paper, Kaplan and Norton had said little about how this measure
selection activity could be done, beyond general assertions about the design philosophy, e.g.
“putting vision and strategy at the centre of the measurement system”, “Companies should
also attempt to identify and measure the company’ s core competencies. ..”, “Inaddition to
measures of time, quality and performance and service, companiesmust remain sensitiveto
the cost of their products.” (Kaplan and Norton, 1992).

Evolution of second generation models (“an improved measurement system to a
core management system”) the practical difficulties associated with the design of first-
generation balanced scorecardswerethe need tofilter (i.e. choose afew specific measuresto
report), and cluster (i.e. decide how to group measuresinto “ perspectives’). Kaplan and
Norton recognized the attitudinal approach to measure selection proposed initially by them
(e.0. “Tosucceed financiadly, how we should appear to our shareholders?’) not good enough
and quickly replaced by the concept of “ strategic objectives’ (Kaplan and Norton, 1993).
Thesewerein theform of short sentenceswhich clarified the nature of the* goas’ described
intheir 1992 paper. The innovation was to suggest that there should be adirect mapping
between each of the several “ strategic objectives’ attached to each perspective and oneor
more performance measures.
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The second key innovation concerned causdlity. Early attemptsto define causality werewesk,
and in the period between 1992 and 1996 work focused on finding waysto show causality
between measures. Over timetheideaof strategic linkage became anincreasingly important
element of balanced scorecard desi gn methodol ogy, and in the mid-1990s ba anced scorecard
documentation began to show graphically linkages between the strategic objectivesthem-
selves (rather than the measures) with causality linking acrossthe perspectivestoward key
objectivesrdating tofinancia performance. At thetime, diagrams showing linkagesbetween
objectiveswere called “ strategic linkage models’ — | ater they were called “ strategy maps’.
Theimpactsof these changeswere characterized by Kaplan and Norton in 1996 asenabling
the bal anced scorecard to evolve from “ an improved measurement system to acore manage-
ment system” (Kaplan and Norton, 1996b). Maintaining the focusthat balanced scorecard
wasintended to support the management of strategy implementation, Kaplan and Norton
further described the use of thisdevel opment of the balanced scorecard asthe central € ement
of “adrategic management system”.
In particular, therewere key enhancementsto thedefinition given earlier:
= Specific strategic objectives, the design aim being to identify about 20-25 strategic
obj ectives each associ ated with one or more measures and assigned to one of four
perspectives (Olveet al., 1999; Kaplan and Norton, 2000).
= Visually document the mgjor causal rel ationships between Strategic objectives, laying
out theresultsina*” strategic linkagemodel” or “ strategy map” diagram (Olveetd.,
1999; K aplan and Norton, 2000).
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Source: Adapted from Robert S. Kaplan and David P. Norton, “ Using the Balanced
Scorecard as a Strategic Management System,” Harvard Business Review (January-
February 1996): 76.
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Evolution of third generation models- The standard layout for astrategic linkage model
setscausality flowing acrossthefour perspectives(i.e. thefour standard “clusters’ of mea-
sures proposed by Kaplan and Norton, 1992) from “learning and growth” through “internal
businessprocesses’ and “customer” and ending up at “financia” . Complex argumentshave
been advanced suggesting that for many organizationsthis causal flow isinappropriate—
either becauseit leavesout one or moreimportant clusters(e.g. Kennerley and Neely, 2000;
Brignall, 2002) or becausethe causality links cannot bejustified (e.g. Narreklit, 2000). The
common thread among these concernsisthe desire to increase confidence that the balanced
scorecard accurately reflectsthe strategic objectives of the organization, and that thelinkages
shown aremeaningful.

Third-generation balanced scor ecard

Thethird-generation balanced scorecard model isbased on arefinement of second-genera-
tion design, with new featuresintended to give better functionality and more strategic rel-
evance. The origin of the devel opments stem from the issues relating to the validation of
strategi c objective selection and target setting. Thesetriggered the development inthelate
1990s of afurther design element —the* destination statement” . Destination statementswere
initidly created towardsthe end of the design processby challenging the managersinvolved to
imaginetheimpact on the organization of the achievement of the strategic objectiveschosen
earlier in the design process. It was found that management teams were able to discuss,
create, and relateto the“ destination statement” easily and without reference to the selected
objectives. Consequently, the design processwas“reversed”, with the cregtion of the*” desti-
nation statement” being thefirst design activity, rather than afina one. Further it wasfound
that by working from destination statements, the sel ection of Strategic objectives, and articu-
lation of hypotheses of causality was also much easier, and consensus could be achieved
within amanagement team more quickly (e.g. Shulver et al., 2000; Cobbold and Lawrie,
2002; Lawrieet al., 2004).

Having established the value of the destination statement as acomponent of the balanced
scorecard as an aid to speedier and more effective design of second-generation balanced
scorecard e ements, two further benefitswereidentified:

- Inprojectsaimed at devel oping multiple balanced scorecards, thevalue of thedestination
statement to enable achievement of strategic alignment, without the enforcement of “com-
mon objectives’ increased the ownership and utility of balanced scorecardswithin orga:
nizations (Guidoum, 2000; Shulver and Antarkar, 2001; Lawrieet a., 2004). Inaddition
to providing operational utility during the design of multiple balanced scorecards, this
feature addresses a specific concern characterized by Banker et al. whereby the pres-
ence of “common objectives’ can substantially reducethe utility of cascaded balanced
scorecards (Lipe and Salterio, 2000; Banker et al., 2004).
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In public sector organizationsin particular, therigid definition of thefour perspective
label sthat typifies balanced scorecard definitions can cause problems: Theorigina moti-
vation for thefour perspectiveswasto encourage consideration of non-financial aspects
of performance during the selection of measuresfor the balanced scorecard. Thiscan be
doneequaly well by careful choiceof “category” heading for use during thedesign of the
destination statement: reducing the need for the standard four perspectivesin the strategic
linkage model. With the destination statement driving the selection of strategic objectives
it has been found that public sector managers happy to smply choose “ activity” and
“outcome” objectives, linked with Ssmple causdlity.

The bal anced scorecardsthat incorporate destination statements and optionaly two per-
gpective strategic linkage model s are named as* third-generation balanced scorecards’ .
The primary enhancements over asecond-generation balanced scorecard are:

- Dedtination statement. A description, idedly including quantitative detail, of what the

organization (or part of organization managed by the balanced scorecard users) is
likely tolook like at an agreed future date (Guidoum, 2000; Shulver and Antarkar,
2001; Cobbold and Lawrie, 2002; Lawrieet a., 2004; Barney et a., 2004). Typi-
caly the destination statement is sub-divided into descriptive categoriesthat servea
similar purpose (but may have different labels) to the “ perspectives’ infirst- and
second-generation balanced scorecards.
Strategic linkage modd with “activity” and “ outcome” perspectives. A smplification
of asecond-generation balanced scorecard strategic linkage model —withasingle
“outcome’ perspectivereplacing thefinancia and customer perspectives, andasingle
“activity” perspectivereplacing thelearning and growth and internal businessprocess
perspectives(Lawrieet al., 2004; Barney et al., 2004).

BSC asstrategy implementation tool

Although BSC as a concept iswell received and widely under stood its conversion from
concept to strategy implementation tool has not been that much smooth.

Thebalanced scorecard and strategy implementation
Helen Atkinson, (2006) hasidentified following key issuesfor successful strategy implemen-
tation:

> effective communication throughout the organi zation that | eadsto aclear understand-
ing of key rolesand responsibilitiesof al stakeholdersincluding middie managers,
whoseroleisoften pivota.
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> edablishment of effective strategic control systemsand theway inwhich theseinter-
act with other management and operational control systems. Thisisimportant to en-
surethat an organization can deliver againgt its strategic objectives.

> ldentification of clear performancetargetsand measuresthat deliver long-term vaue
whilst mediating short-term demands.

The balance scorecard which provides|ink between strategic objectivesand operationa goals,
by identifying clear performancetargetsat al levelsin the organization and engages employ-
ecsat dl levelsof theorganization inthe discussion of the strategic prioritiesmay bean answer
totheissuesabove.

According to Lynch and Cross (1995) for any performance management system to act as
strategic management tool (to effectively mediate between an organization’ sstrategy and its
day-to-day activities) following are necessary condition:

> thesysemmust explicitly link operationd targetsto Strategic gods;
» itmugtintegratefinancial and non-financid performanceinformation;
> the system should focus business activities on meeting customer requirements.

Balanced scorecard model that “puts strategy and vision at the centre. . . ” (Kaplan and
Norton, 1992, p. 79) fundamentally meetsal of these criteria.

Successful strategy implementation requires sound mechanismsfor directing activity and be-
havior, Goold (1991), especidly including effective communication sysslemsaswell asappro-
priate strategic and management controls.

The balanced scorecard’ sfour perspectives as manifested in Kaplan and Norton's (2004, p.
10) strategy maps provide“alevel of granularity that improvesclarity and focus’ thereby
creating clear direction and, potentialy, through the devel opment and publishing of the strat-
egy map, facilitate understanding and coordination acrossthe organization.

Sound “two-way” communicationswithin organizationsis seen asfundamenta to theeffective
implementation of Strategy (Alexander, 1985; Rapert et d., 2002), with aparticular emphasis
on facilitating useful feedback and “bottom-up” messages (Otley, 1999). The process of
cresting an organizationa bal anced scorecard essentially commenceswith afull strategic ap-
praisal and the clear articulation of the organization’ ssirategic vision and objectives (Kaplan
and Norton, 1992) asthe balanced scorecard approach makes explicit the cause and effect”
of astrategy, it also usefully converts strategic aimsinto tangible obj ectives and measures
(Brander Brown and McDonnell, 1995; Kaplan and Norton, 1996b; Martinson et d., 1999).
The processof building and utilizing the scorecard provides an opportunity to identify priori-
tiesand reconcile different stakeholder demandsaswell as enhancing strategic feedback and
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learning (Kaplan and Norton, 1996a; Denton and White, 2000), thus also enabling effective
“diagnostic” control (Simons, 1990, 1994) through the monitoring of financial and other “lag”
indicatorsagainst pre-set targets (Moorgj et a., 1999).

The balanced scorecard offersarange of additional attributesin addition to substantially
meeting Lynch and Cross (1995) necessary conditions, that may al so support successful
drategy implementation. It has been shown that thekeysto enabling such communicationsare
anorganization’ s“middlemanagers’ who have been shownto play “apivotd role” (Aatonen
and Ikavalko, 2002, p. 417) and areviewed asstrategic “ actors’ (Bartlett and Goshal, 1996)
playing animportant rolein strategic transformation. The scorecard approach encouragesthe
establishment of co-ordinated scorecardsat every leve of an organization which, whenimple-
mented properly, engage middle managers. Such aprocess not only necessitates consider-
ableactive communication involving everyonewithin an organization, it al so permitsthe ussful
integration of such scorecardswith management and empl oyee incentive programmes, poten-
tialy involving the development of individual/personal scorecardswhich can be positively
utilised to align persona and organization godsand encourage ownership” (Goold and Quinn,
1990; Giles, 1991; Kaplan and Norton, 1996b; Moorgj et al., 1999; Narreklit, 2000). Noble
statesthat, “the degree of involvement acrossthe organi zation appearsto be apredictor of
implementation success’ (Noble, 1999, p. 132); the scorecard facilitates thisinvolvement
throughout the strategy implementation process. It isfurther suggested that the balanced
scorecard gpproach should beviewed as“. . . atemplate not adtrait-jacket . . . ” (Kaplan and
Norton, 19963, p. 34). Such a standpoint potentially offers organizations a considerable
degreeof flexibility to addresstheir unique circumstanceswhilestill “ pulling” management and
employeesin the core strategic direction (Kaplan and Norton, 1992). Strict adherenceto the
scorecardsfour perspectives cannot be appropriate (Kenny, 2003). This adaptive capacity
al so assiststhe balanced scorecard to address Goold and Quinn’ s (1990) concernsregarding
“matching” appropriate control mechanismsto different levelsof environmental turbulence
and an organization' sability toidentify and monitor itsstrategic objectives. Inthisregard, Van
Veen-Dirksand Wijn (2002) further proposethat, additional flexibility (whichisneededin
rapidly changing market environments) can be provided by augmenting the bal anced scorecard
approach with critical successfactors(CSFs). Theexplicit incorporation of such factorsnot
only keeps attention focused on an organization’ s critical strategic objectives (Kaplan and
Norton, 1996a), it dso avoidsthe potential danger of management information overload.

Taxonomy of BSC Implementation

Kaplan and Norton’ s(1996, 2001) BSC construct isamanagement tool that, when correctly
understood and properly implemented:

» clearly communicatesthe organization’ sstrategy to itsemployees,
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> dlowsemployeesto see how they contribute to the organization’ sstrategic goalsby
trandating these god sinto specific, measurable activities,

> increasesemployees motivation by attaching well thought-out objectivesand targets
to performance measures and then paysincentiveswhen reached;

» enhances employees learning and accountability by measuring and providing
feedback ontheir actions; and

» enables managers to monitor and update their organizations' strategies as their
environmentschange.

BSC Concept becomes difficult inimplementation because of differencein understanding
what aBSCis? A CMA Canadastudy (CMA Canada, 1999) found that theterm “balanced
scorecard” may be understood differently by managersacross organizationsor eventhosein
the same organization. Lawrieand Cobbold (2004) notethat while Kaplan and Norton (1996,
2001) were effectivein motivating managersto adopt aBalanced Scorecard and describing
how to useit, they were not hel pful with respect to operationdizing the BSC. Bourne (2008)
and Pforsich (2006) arguethat onereason firmsare not getting thefull valuefrom their BSCs
isthat they are not implemented and used properly, which islargely dueto the difficulty
managershavein properly operationalizing Kaplan and Norton’ sBSC.

Toarriveat acommon platform of understanding different researchershavetried to develop
taxonomy for level of BSC implementation.

Marvin Soderberg et al 2011 based on their study of large sample of Canadian firmshave
reported afivelevel taxonomy of BSC implementation. Heidentifiestwo unique setsof at-
tributes of Kaplan and Norton’s (1996, 2001) BSC:

(1) Thefirst set relatesto the structure of the scorecard, which describesthe design of the
BSC.

a) Measuresarederived from strategy; the organization’ s performance measure-
ment system to be called as Balanced Scorecard, organization’ s performance mea-
suresmust be derived from itsstrategy i.e. the direct relationship between strategy
and performance measuresisaminimum requirement for an organization’ sperfor-
mance measurement systemto be classified asaBSC organization. Kaplan and Norton
(1996, 2001) say that metrics of BSC must measure those activitieswhich lead to
Srategy implementation.

b) Balanceamong measur es, The second element of “ structure” isbalancein termsof
the number of perspectivesof performance, and the number and type of measuresin
each perspective, (e.g. each perspective should have asimilar number of indicators
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and there should be abal ance between driver and outcomeindicators, and financia
and non-financial measures) (Kaplan and Norton, 1996) Kaplan and Norton (1996)
introduced three additional perspectivesof performance beyond thefinancia dimen-
gon.

» learningand growth
> interna businessprocesses
> customer

Together, thesefour dimens onsencourage organizationsto clearly communicatethe
strategic objectivesthey want to achieve and how they plan to achieve them.

¢) Measuresarecausally linked Thethird element of “ structure” pertainsto thelink-
ages between the different measureswithin each performance dimension aswell as
acrossthefour performance dimensions. According to Kaplan and Norton (1996,
2001), measures should belinked together in aseriesof driver (leading indicators)
and outcome (lagging indicators) rel ationships, which ultimately culminateinthefinan-
cid dimension. These cause and effect linkages describe how the organization will
create valuefor its shareholders and stakeholders asreflected in the firm’ sstrategy
map (Kaplan and Norton, 2001). Not all measures haveto belinked to measuresin
other dimensions, however, at least one measurein each dimension must belinked to
ameasurein another dimension.

(2) The second set of attributes relates to BSC use, and describes how the scorecard is
intended to be used to managethe organi zation. Kaplan and Norton (1996) statethat the
BSC should bethefoundation for every organization' s management system. They argue
the BSC should be used asadevicefor gathering feedback on the firm’ sprogress, en-
hancing organizationd learning, communicating thefirn' sstrategy, and motiveting itsem-
ployees. In order to achieve these goals, Kaplan and Norton (1996, 2001) proposethat
therearetwo “use” e ementsthat afirm’ sBSC must possess:.

a) Double-loop learning - Double-loop learning (Argyris, 1991) is at the heart of a
dynamic processthat updatesthe organi zation’ sstrategy asitsexterna environment
changes.

b) Tie-in to compensation- Kaplan and Norton (1996) statethat tying compensationto
the BSC isanimportant implementation step as once compensation istied to achiev-
ingthe BSC' sobjectives, theBSCismorelikely to bethe cornerstone of the perfor-
mance management system. Given that Kgplan and Norton do not recommend using
the BSC aspart of the compensation system until the BSC hasbeen fully tested, tying
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the BSC to compensation isastrong indication of the BSC’ smaturity and impor-

tance.

Firms that have a BSC containing each of the three structural elements and the two use

elementsare considered to have afully developed BSC.

The BSC taxonomy can be summarized asfollow:

> Level 1 BSC - performance measuresare derived from the organi zation’ sstrategy;
Level 2aBSC —Leve 1 plusthe attribute of balance;

Level 2b BSC—Leve 1 plustheattribute of causal linkages;

Level 3BSC—Leve 1 plustheattributes of both balance and causdl linkages,
Level 4aBSC—Leve 3 plustheattribute of double-loop learning;

Level 4b BSC—Leve 3 plustheattribute of linkageto compensation; and
Level 5BSC —Level 3 plusthe attributes of double-loop learning and linkage to

YV V.V V VYV V

compenstion.

Each level denotes a progressively more complete implementation of the BSC by an

organization:

STRUCTURE

Level 1
Measures
Derived from
Strategy

Level 2b

Level 1

Level 2a
Level I
Causal

Balance T
: Linkages

Level 3

Level 1

Balance & Causal Linkages

USE

Level 5
Level 3

Compensation & Double-loop
Learning

Level 4b
Level 3

Level 4a

Level 3
+ Double-

loop Learning Compensation
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Stemsrudhagen (2004) surveyed 83 Norwegian organi zationsto explorethe degreetowhich
their performance measurement systems include the structural properties of Kaplan and
Norton’sBSC. The study aso investigated whether the properties of the performance mea
surement systemsin BSC companieswere different from the propertiesfound in non-BSC
organizations.

Speckbacher et al.’ s (2003) survey of German, Swissand Austrian publicly-traded firms
usage of the Balanced Scorecard. Similarly to study of Marvin Soderberg et a 2011, they
classify Balanced Scorecardsinto three different level s of implementation (Speckbacher et
al., 2003, p. 363):

> Typel BSC: “A specific multidimensiona framework for strategic performance mes:
surement that combinesfinancia and nonfinancid measures’.

> Typell BSC:“A Typel BSC that additionally describes strategy by using cause-and-
effect rdlationships’.

> Typelll BSC: “A Typell BSC that a so implements sirategy by defining objectives,
action plans, resultsand connecting incentiveswith BSC”.

Causal relationships between specific per formance measur escorrespondingtothe
four BSC per spectives

BSC provides managersamethod of articulating acomplex chain of cause-and-effect inthe
company. Thispattern grants executiveswith abase to handlethe drivers of wanted results
and consequently, the cause-and-effect chainiscrucia tothe BSC. Infact, thisisthe heart of
themodel - connecting in acausal sequence the performance measures of thefour strategic
perspectives.

Kaplan and Norton (1996) presumethefollowing underlying liaison: the measures of organi-

zationd learning and growth will affect the measures of internal busi ness processes, which will

influence the measures of the customer perspective, which, finally, will dter thefinancial

Measures.
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Themetricsof organizationd |earning and growth are consequently the driversof the perfor-
mance measures of theinternal business processes. The metrics of these processesarein
sequencethedriversof the measures of the customer angle, while these performanceindica-
torsarethedriversof thefinancia ones. An optimal balanced scorecard should have acom-
bination of result measures (lag indicators) and performance drivers (lead indicators). Each
strategic field should have both lead and |ag performanceindicators, generating two direc-
tional cause-and-effect sequences: lead and lag performance indicators apply horizontally
within the sectionsand vertically between sections. The causal pathsfrom themetricsindica
torson the scorecard should be connected to financia goals. Thiscourse of action entail sthat
strategy isconverted into asuite of hypotheses about cause and effect (Kaplan and Norton,
19964a; K aplan and Norton, 1996b).

Empirical Findingson Causal relationshipsbetween BSC per spectivesand also be-
tween specific performance measur es corresponding to thefour BSC per spectives

Kaplan and Norton (2004a, 2004b) emphasized the causal rel ationships between the four
perspectives. Specifically they defined rel ationships between lagging measures (financid mea:
sures) and performance-driving measures (such asinternal processand growth and learning).
Other researchers (Norreklit, 2000; Tan, Platts, & Noble, 2004) have questioned the as-
sumption of unidirectional causality and claim that the relationshipsamong thefour perspec-
tivesareactualy relationships of interdependence and bi-directional causality. Akkermans
and Oorschot (2005) used asystem dynamics approach with causal diagramming inorder to
identify relationships between performance measures of the BSC. Huang and colleagues (2009)
showed that by understanding causal relationships and strategy-driven processes, organiza-
tions can use non-financiad measuresto project financia performance. Using adynamic-inte-
grativemodd they proved the existence of positive-influence relationshipsbetweenthelearn-
ing and growth perspective, the customer perspective and thefinancia perspective. In addi-
tion, they found that internal processes mediate the rel ationship between the learning and
growth perspective and thefinancia perspective. Patel, Chaussalet, and Millard (2008) used
acausal loop model to identify complex relations between performance measures and to
examine how achangein one measure affectstherest of the system. Wang, Lu, and Chen
(2010) suggested that measuresfrom different perspectives may contradict and refute one
another, and thereforethat it isnecessary to look at hierarchical relationshipsand vertical
rel ationshipsamong measures.

Yael Perlman (2013) has used path analysistoidentify causal relationships between different

performance measuresin each of thefour perspectives defined in the balanced scorecard and
examinetheinfluence of timelag on relationships between perspectives by andyzing perfor-
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mance datafrom areal high-tech company.

Findingsof the study point to adirect rel ationship between leading measuresinthelearning
and growth perspective and lagging measuresin thefinancial perspective. Findingsalso
support the existence of apath of “Learning ? Production Efficiency ?Quadlity”, reflecting
thefact that the morethe organization investsin learning and in devel oping itshuman
capital, the better the production efficiency and product qudity will beinthesameyear. An
additional direct path “ Customer Service ?Profit” hasalso beenidentified, reflectinga
sgnificant positive relationship between the customer and profit in the sameyear. Findly a
“Growth ?Sdes’ path existsimpliesthat improvement in the growth of thefirmisfollowed
by apostive effect on thefirm’ssalesoneyear later.

M. Punniyamoorthy, R. Murali, (2008), have devel oped abalanced score for the bal anced
scorecard as abenchmarking tool of performance. The balanced scorefor balanced scorecard
providesasinglevalue by takinginto account al theessentia objective and subjectivefactors
—beit financia or non-financial. It also provides suitable weightsfor those parameters. The
target performance and the actual performance are compared and the analysisis made.

They have used preferencetheory to cal culate therelative weightsfor each factor, using the
process of pair-wise comparison. Information from aleading organization was obtained and
the bal anced score for abalance scorecard was cal cul ated for that organization. Thisis of
valueto thetop management to identify theimportant activities and setting suitabletarget
measuresto be achieved inthose activities. Thevariationsare arrived by comparing the tar-
geted performance with theactua. Thiswill help thefirm to take suitabl e actionsunder those
parameterswherethere are significant deviations.

a) Performance Scorecard of IBM —IBM hasitsown licensed softwarewhich is based
on Metricsfor performance and strategy management. IBM® bus nessintelligence soft-
wareincludes scorecard solutionsthat automate the strategy management process that
helpsto keep an eye on performance. It can be added to businessintelligence (BI) con-
tent to monitor and manage business metrics, comparing them with the strategic and op-
erational objectivesof organizationsto make sure business staysontrack.

IBM scorecard capabilities help organizationsto:

Track performance based on key performanceindicators (KPIs) to link corporate
strategy to operational tactics.

Visually capture organizational strategy so that departments and employees can set
prioritiesand track progresswith statusindicators and plan versus actual datainfor-
meation.

Organize scorecards by statusto focuson high-priority objectivesand set a ertsand
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notificationsto identify problem aress.

Enjoy smple deployment and management with wizardsthat guide T and other users
through the scorecard design process and reduce the time spent in scorecard mainte-
nance and updates.

b) Performance Scorecard of Volkeswagen
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Three KPIsarein use at Volkswagen Autoeuropa. All thethree KPIsarerelated to man-
power performance and lay on Production business activity. Thesethree KPIsare Organiza-
tiona Hoursper Unit (OHPU), Hoursper Unit (HPU) and Productivity. Organi zational Hours
per Unit (OHPU) istheratio between working hours performed by all employeesand pro-
duction volume during amonth and cumulatively during ayear. Itisacore KPI andisaso
used for benchmarking between the group plantsand among the entireindustrial sector sothe
vauesarearranged in specific splitsfor comparability.

HoursPer Unit (HPU) issimilar to OHPU but refersonly to employeesrelated with produc-
tion process. It iscalculated daily and istheratio between effective working hoursand pro-
duction volume. Effectiveworking hoursisobtained multiplying the number of direct employ-
ees attending to work and the effective working time considered for the current day (exclud-
ing breaks and other possible downtimes).

TheKPI Productivity refersto theratio between monthly production val ues and the number
of employeesin each of the organization’ sareas. These KPIsarethebasisfor the strategic
and tacticdl levelsof performance monitoring and management. Itsanalysisisthetrigger for
severa improvement and process optimization workshops.
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C) Perfor mance Scor ecar d of Cognizant- Cognizant has devel oped performance
scorecard for its Project Managers. The PM Scorecard comprises 21 itemsin two basic
categories. The 11 “ skills and experience’ items capture the candidate’ s relevant project
management experience, training and certification, the largest project managed and other
historical factorsthat aretraditionally considered important. And 10 competency” itemsdesl
with the capabilities and behaviors required. Theseitems have been devel oped based on
observations of leadership stylesand effectiveness. They include project management skills,
client relationship skills, team leadership skills, independence, contribution to the center, com-
pliance with standards, etc.

Conclusion

BSC havingitsroot in practical application providesameans of measuring organizational
performancein the new age. Organizations have been using it for two different but rel ated
purposes onefor controlling the organization and other asastrategy implementation tool.
BSC triesto provide a balance measure of control between past performance indicators
(measured by financia perspective) and future performanceindicators (measured by other
three perspectivesviz. Cusomer, interna businessprocessesand learning and growth). Strategy
implementation has always been acomplex issuefor companies asreflected in low success
rate of implementation. BSC givessolution to the problemsrelated to strategy implementation
(viz.linking Strategy to organizational goal, bringing dl on board, establishing cause and effect
rel ationship, adaptivelearning or doubleloop learning)

BSC hasbeen evolving sinceitsintroduction and this evol ution has been termed by research-
ersinto different generation models of BSC. These generationsof modelsdiffer intermsof
how many measures are to be selected under each perspective, how measuresarerelated to
perspectives, how measures arerelated to each other, how al the measurestaken together
will be ableto move organizationsto their chosen destination.

Researchershave dso tried to devel op taxonomy for BSC. Thesetaxonomiesare based on
attributesrelated to structure and use of BSC. Empiricd findings have been mixed with newer
researchesfocusing on finding hierarchical relationship between perspectives. To establish
causal relationship between perspectives and performances have also been the area of re-
search for scholars. Some of the organi zations have devel oped their own scorecards. Up-
coming research areacould beidentifying variables or measures under each perspective and
linking the samewith organizationa performance both in short term and long term.
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