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When I wrote my last book Strategic Performance Management, 1 was ada-
mant that I could make it relevant to commercial organizations as well as gov-
ernment and not-for-profit organizations. However, over the past 3 years, |
became increasingly convinced that there was a need for a more focused book
dedicated specifically to the needs of government, public sector and not-for-
profit organizations. My advisory work helping government, public sector
and not-for-profit organizations across the globe with managing, measuring
and delivering performance has taught me that there are many issues that are
unique to those organizations. In addition, I have received many comments and
e-mails from people in government and not-for-profit organizations who read
Strategic Performance Management, asking me for case studies and examples
of how the tools were applied outside the commercial business context. In
hindsight, I could see that Strategic Performance Management is much more
suitable for commercial organizations and that there was an increasing gap in
the market for a practical and comprehensive book on managing and delivering
performance in government, public sector and not-for-profit organizations.

Over a cup of coffee with my editor, I agreed to produce a government and
not-for-profit edition of Strategic Performance Management. However, when [
started writing the new edition, it became apparent that all chapters needed to
be rewritten and new chapters to be added. As a result, I ended up with a com-
pletely new book, one that is entirely dedicated to the needs of government,
public sector and not-for-profit organizations and that includes many new tools
and techniques to cater for these needs.

All ideas, tools and templates provided in this book are both grounded in
extensive research and fine-tuned through real-world applications. Without the
extensive research, consulting and training work and the input and feedback
from colleagues and clients, none of these ideas and tools would have materi-
alized. I am grateful that I have had the opportunities to refine my knowledge
during my time at Cambridge University, at Cranfield School of Management
and now at the Advanced Performance Institute. I would like to thank all of
my former colleagues who have contributed to my work and have provided
knowledge and friendship.

In addition, I would like to thank the many federal and central govern-
ment agencies; state and local government organizations; education organiza-
tions; police, fire or other emergency services; charities; courts; and national
health care bodies that I have had the pleasure to work with. Without all these
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organizations, it would have been impossible for me to develop my insights
and tools. I therefore would like to thank all of the many executives, manag-
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and thoughts, all of them have helped me shape my thinking. Special thanks
go to the governments of the United Kingdom, the United States and Australia
and organizations such as the Ministry of Defence; the Bank of England; the
European Patent Office; the Home Office; the Executive Office in Dubai; the
New York City Police Department; the Department of Finance and Personnel;
LPS; the Department of Culture, Arts and Leisure; the National Lottery
Commission; Belfast City Council; Audit Scotland; the NHS, the Motor
Neurone Disease Association; and the Royal Air Force.

Heading up the Advanced Performance Institute provides me with all the
opportunities I need to develop and test new ideas, and I am indebted to my
colleagues and the current fellows of the Advanced Performance Institute:
David Teece, Rob Austin, Dean Spitzer, Péter Horviath, Klaus Moeller, Frank
Buytendijk, Ian Shore, James Creelman, Leif Edvinsson, Marc André Marr,
Mark Graham Brown and Paul Niven. Colleagues from other institutions and
organizations who have been inspirational and significantly shaped my think-
ing for this book include Chris Argyris, Hans de Bruijn, Rob Grant, Douglas
Hubbard, Chris Ittner and Bob Kaplan. I would also like to thank CIPFA (the
Chartered Institute of Public Finance and Accountancy) for their support and
collaboration, especially Brendan McCarron and the Performance Improvement
Network (PIN) Team. Of course, there are so many other individuals who have
also influenced my thinking, and I hope all of them know who they are and how
much I have valued any input and dialogue over the years.

Finally, this book would never have been possible without the support from
my wife, Claire, who gave up many of our precious evenings for me to write.
My wonderful wife and our children, Sophia and James, are my clear priority
in life and I am grateful that they support me. They provide so much inspira-
tion to make the world a better place — and if this means helping organizations
improve the way they manage and deliver performance, then this is a very
small and humble, but hopefully useful, step into the right direction.



Introduction

Managing and Delivering
Performance

Managing and delivering performance is right at the center of any government,
public sector or not-for-profit organization. Be it a federal or central govern-
ment agency; a state or local government; an education organization; the police,
fire or other emergency services; charities; courts; or national health care bod-
ies, they all need to manage the effective and efficient delivery of their services.

In principle, performance management is very simple: First, you need to
agree and clarify what matters in your organization; second, you need to col-
lect the right management information to understand whether you are deliver-
ing performance in accordance with your plans; and third, you need to gain
insights from the information, which in turn helps you deliver better perform-
ance going forward (see Fig. I.1). While in theory this is a simple and intuitive
process, getting this right in our organizations seems not very simple at all.

In practice, I see that the execution of performance management is often
very mechanistic and too number focused, preventing organizations from
achieving the desired performance improvements. Instead of better perform-
ance, it often leads to frustration and decreasing performance, with perverse
and dysfunctional behaviors such as target fixation, data manipulation, and
cheating. Many government, public sector and not-for-profit organizations
have created teams and departments who shed blood, sweat and tears to put
performance management systems in place. Unfortunately, the result of these
efforts is often just an increased administrative measurement burden and is
very rarely producing new management insights, learning or performance
improvements. I have written this book to change that situation and to provide
people with a set of easy-to-follow tools, techniques and templates to create a
truly performance driven organization in which managing and measuring what
matters becomes everyone’s everyday job and where it leads to real perfor-
mance improvements.

Identify and Collect the right Learn and
agree what management improve
matters information performance

FIGURE I.1 Managing performance.
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THE PERFORMANCE MANAGEMENT IMPERATIVE

Performance management has never been more critical for government, public
sector and not-for-profit organizations than it is today. For many organizations
across the world performance management is on the top of their management
agenda. To help this process along, many governments have introduced legis-
lations and frameworks to improve the management of performance in gov-
ernment and not-for-profit organizations. In the United States, for example,
successive presidents have made strategic performance management part of their
management agenda.! Back in 1993 the United States passed the Government
Performance and Results Act that forces the head of each government agency
to submit to the Office of Management and the Congress a strategic plan detail-
ing the strategic aims and performance indicators. The key performance results
are then aggregated into an executive branch management scorecard, which is
published for everybody to see.”> US President William J. Clinton, on signing
the Government Performance and Results Act of 1993, said:
... chart a course for every endeavor that we take the people’s money for, see how well

we are progressing, tell the public how we are doing, stop the things that don’t work, and
never stop improving the things that we think are worth investing in.

The UK Government is also taking performance management seriously and
has designed a set of 90 so-called Best Value Performance Indicators to mea-
sure the performance of local authorities.> The UK Audit Commission assesses
the performance of each local authority annually with the aim of helping them
improve the services for their communities. This system is now being replaced
by a Comprehensive Area Assessment with 198 national indicators at its core.*
In Canada, the government has introduced a management framework for
departments and agencies that includes a commitment to measurable improve-
ments in client satisfaction.” In Australia, all government departments, agen-
cies and business enterprises that deal with the public are required to develop
customer service charters.®

In addition to these major initiatives in the United States, Canada, Australia
and the United Kingdom, there are similar initiatives taking place in many other
countries across the world including China, Sweden and the Netherlands. Other
performance management and measurement initiatives focus more specifically
on the police forces, health services, schools, universities and cities, among
others. What most of these initiatives have in common is that they provide frame-
works for managing and measuring performance, many prescribe predefined per-
formance indicators with targets and several make the measurement data publicly
available in, for example, league tables or performance scorecards.

The stated aims of these performance management initiatives tend to be
improved performance with an emphasis on increased efficiency and effec-
tiveness of service delivery and improved accountability to the public. While
these aims make sense and the performance management approaches are gen-
erally well intended, many organizations in the public sector seem to approach
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performance management with an emphasis on collecting and reporting data
that produces little insights, learning or improvement.

MANAGING ORGANIZATIONAL PERFORMANCE

I often compare organizational performance to a boat journey. At the begin-
ning of any boat journey, you need to understand where the journey is heading.
You wouldn’t start a boat journey without a clearly defined destination, a map
of how to get from where you are to where you want to be and the ability to
keep track during your journey. On a boat, everybody understands the destina-
tion and the route and they are clear about their role in making the journey a
success. Once the boat has left the harbor and you are sailing in the middle of
the ocean, you need to assess whether the boat is still on course or whether
corrective actions have to be taken. Without a clear route map and appropriate
instruments that help you understand where you are, you are unable to estab-
lish whether you are still on route, and you are unable to understand whether
any actions you have taken have brought you closer to your destination or not.
Without a clear plan and the necessary information, it is impossible to navigate
the boat to success, and the same is true for an organization.

When I talk about performance management in this book, I talk about cre-
ating an environment in which organizational performance becomes everyone’s
everyday job. In such an environment, everybody in an organization clearly
understands the strategic priorities and accepts responsibility for the delivery
and continuous improvement of performance. Employees intuitively use per-
formance information to inform decision making at all organizational levels,
and not merely to put them into reports that no one really cares about.

By strategic performance management I mean the organizational approach
to clarify, assess, implement and continuously improve the organizational strat-
egy and its execution. It encompasses strategic frameworks, performance indica-
tors, methodologies and processes that help organizations with the formulation
of their strategy and enable employees to gain relevant insights, which allows
them to make better-informed decisions and learn.

It therefore goes far beyond the narrow definitions of performance manage-
ment as just collecting and reporting data and it is more than just people man-
agement. Strategic performance management is about identifying, measuring
and then managing what matters in order to improve the effectiveness, effi-
ciency and overall performance of an organization.

If I compare this definition of performance management with the practice I am
seeing in most government, public sector and not-for-profit organizations today then
the picture I am seeing is quite far removed from what I have described as good
performance management. The picture I am seeing day in and day out is that:

e The majority of organizations spend too little time clarifying and agreeing
strategy. In many organizations, the annual planning process is a big waste
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FIGURE 1.2 Right and wrong emphasis.

of everyone’s time as they end up creating a vague and seemingly incoher-
ent business plan that is either a rewrite of last year’s plan or a bottom-up
aggregation of everything anyone is already doing.

e Most organizations seem to spend too much time measuring everything that
is easy to measure. A huge chunk of management time is taken up with
collecting meaningless and irrelevant performance indicators, which means
organizations end up drowning in data while thirsting for information.

e Organizations don’t spend enough effort ensuring the performance data is
turned into meaningful insights and learning. The majority of organiza-
tions I see just stick the performance data into reports, which are e-mailed
to everybody hoping that by magic this is somehow helping to improve
performance.

In Fig. 1.2 the dashed line in the graph indicates this scenario, where too little
time is spent clarifying and agreeing strategy, too much time is spend collect-
ing performance data and again too little time is spend doing anything mean-
ingful with the data. Instead, what we need to do is balance this picture out a
little (see dotted line). Organizations need to spend more time and effort on
creating and agreeing a clearly articulated and coherent strategy, then they
need to focus only on collecting relevant and meaningful performance infor-
mation based on their strategic priorities, which then allows them to spend
more time and efforts on using the performance information to extract man-
agement insights and learning in order to improve performance.

IDENTIFY AND AGREE WHAT MATTERS

If any organization wants to reach its goals, it must first know what they are, so
everyone can pull in the same direction. Unfortunately, government, public sec-
tor and not-for-profit organizations are notoriously bad at clarifying their strat-
egy. One of the essential premises of this book is that strategy formulation (or,
more commonly, reformulation) is an essential prerequisite for successful per-
formance management. Strategy development is a layered process that should
start with an analysis of the environment in which the organization operates
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Overall
aim
(Mission)

Outcomes (Specific
aims that will make an
impact)

Outputs (Specific deliverables the
organization will produce to achieve its aims)

Enablers (The resources, competencies and core
activities necessary to deliver the outputs and outcomes)

FIGURE 1.3 Elements of strategy.

including an assessment of the key stakeholders and their requirements. This
allows organizations to clarify their outcome objectives and output deliverables
in the form of a clear value proposition. However, that is not enough.

Organizations have realized that they need to ensure they have the appro-
priate internal competencies and resources to deliver the outcomes and outputs.
Having ambitious objectives without the underlying ability to deliver them will
not lead to success. One strategy thinker brought this to a point when he said
that ‘opportunism without competence is a path to fairyland’.” In order to cre-
ate a more complete picture of the strategy, an organization needs to clarify its
overall aims, outcomes, outputs as well as the enablers of performance (see
Fig. 1.3).

It is important to understand that these various components of strategy are
interdependent and sit in a cause-and-effect relationship with each other. An
analogy might help to illustrate how these fit together. Think of the organization
as a tree (see Fig. 1.4).3 Its foliage is how it presents itself to the external world
and its fruits (say, apples) are the products or services it offers to its customers
and stakeholders. The major branches of the tree represent the set of depart-
ments and service units in the portfolio of an organization. The tree’s trunk
represents the core activities that give it its strength and hold the tree up; they
ensure the tree can deliver its apples (products and services). The tree’s hidden
roots, on the other hand, represent the enablers of performance; that is the tangi-
ble and intangible resources it needs to have in place in order to provide the sus-
tenance it requires to grow the apples that customers and stakeholders require.
The trunk therefore provides the channel leveraging the resources to create
value. Similar to organizations, all trees are made up of the same elements and
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Stakeholder value
proposition:
outcomes /
outputs

Core activities

Tangible and
intangible
resources

FIGURE 1.4 Tree analogy.

share the same biological processes of photosynthesis and nutrient extraction,
but the shape of the trees and their fruits differ widely.’

What apple trees cannot do, of course, and what organizations usually must
do is to grow a blend of red and green apples at the same time in different
quantities according to the demand for each type. Nevertheless, defending this
slight snag with the usefulness of the analogy, the owner of an orchard can
plant a mixture of trees that provide a supply of both green and red apples. The
organization might then perhaps be better considered as an orchard rather than
a single tree.

The purpose of this analogy is to highlight the point that organizations cre-
ate value not only by understanding their outcome objectives, but also by hav-
ing a deep understanding of the nature of their core activities and resources
required to deliver them. Organizations embarking on any strategic perform-
ance management initiative, therefore, need to analyze information not only
about their external markets but also about their internal resources. The danger
here is that organizations develop a one-sided view of strategy that does not
connect their stakeholder value proposition with their internal activities and
resource infrastructure.

Once organizations understand the different elements of their strategy, they
can map them into a strategic map that illustrates how the different elements
work together to create value. Such a visual representation of the organization
strategy is one of the most important components of successful performance
management as it allows communicating the strategic plan on a single piece
of paper. This integrated and coherent strategy is then the starting point for
organizational alignment and for any performance indicators.

In Part I of this book, I outline how you clarify and agree a strategy by dis-
cussing each layer of the strategy development process in detail (see Fig. 1.5).
For each step I provide a number of tools, templates and practical examples to
ensure you create a well-defined strategy as a solid foundation for good per-
formance management. Throughout Part I many real-life case studies help to
illustrate how these tools can be applied in practice.
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. Collect the
Identify and right Learn and
agree what . 9 » improve
management
matters . . performance
information
¢ Strategy mapping ¢ Performance ¢ Building blocks of
« Outcome, output indicator design pe_n‘ormance-
and performance template driven culture
enabler definition * Key performance * Performance
¢ Internal and questions improvement
external strategy o Performance meetings
and stakeholder indicator decision ¢ Ten principles of
assessment framework good
performance
management

FIGURE 1.5 Structure of the book.

COLLECT THE RIGHT MANAGEMENT INFORMATION

Performance indicators are vital tools for our organizations. Going back to the
boat analogy, without the right management information we can understand
nothing and know nothing. At the same time, in order to be of value, perfor-
mance indicators must help us assess the things that matter the most, and not
merely those that are easy to measure. We need to measure those things that
are directly linked to the strategic objectives of the organization and we need
to understand that it is not just about numbers. We have become so obsessed
with quantifying that we sometimes forget that performance information is
only any good if it helps us to gain new insights. And in order to do this we
have to supplement numbers with words and commentary.

Performance indicators only help us understand whether we are on the
right track or not if they have real information value. Indicators have to help us
answer our burning and unanswered questions and therefore help us to make
better decisions. It is therefore critical that we identify and articulate what
these questions are before we start collecting any management information.
The danger here is that organizations don’t link their indicators to the strat-
egy of the organization and that they attempt to quantify the unquantifiable or
measure everything that is easy to measure without focusing on the relevant
and meaningful indicators in order to use them for strategic decision making
and learning. This quickly leads to institutionalized and bureaucratized sys-
tems of measurement. Instead, organizations need to assess what they value
rather than value what is assessed.

In Part II of this book, I take a detailed look at measuring performance and
provide practical guidance on some of the key pitfalls that we need to avoid
when it comes to measurement (see Fig. 1.5). I introduce the new concept of
key performance questions and outline a number of templates and frameworks
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to develop relevant and meaningful performance indicators. These will help
you to collect management information for anything in your organization —
even the most intangible and seemingly immeasurable aspects of performance.
I also provide a range of innovative performance indicators developed by gov-
ernment, public sector and not-for-profit organization.

LEARN AND IMPROVE PERFORMANCE

Once we have defined the strategy and derived relevant performance informa-
tion, we need to use the information for evidence in our decision making. Too
many organizations believe that once they have collected performance indica-
tors and put them into spreadsheets or reports, the work is done. Measurement
is often seen as an end in itself. Instead, it is a means to an end and only the
beginning of any improvement journey.

For any learning to take place, we need to develop the right culture and
attitude towards performance improvement. Many organizations still apply
a machine-like command-and-control model in which they use measures to
control people’s behavior. This is not only inhumane but also goes against the
increasing need for organizations to be more adaptive to ever changing stake-
holder needs. If we therefore use measures to treat people like machines and
try to control them like robots, we will just get what we measure, which is
not what we want! Dumbing people down with metrics is the wrong form of
accountability.

If we fail to acknowledge the important role of organizational culture in
making performance management a success, then we are likely to get dysfunc-
tional behaviors and gaming of measures. People might be hitting the target
but missing the point. Instead, we need to create a performance-driven culture
with an enabled learning environment. Here, learning and improvement take
center stage. In such an environment, performance measurement empowers
people to make better-informed decisions and to become accountable for per-
formance delivery. In this culture, performance measurement and management
is not done to people, instead everyone is truly engaged in and in charge of
performance management.

The danger here is that organizations either collect too many irrelevant
measures only for reporting purposes or they use measures to gain additional
top-down control; both situations mean that measures are unlikely to be used
for any strategic decision making or learning.

In Part III of this book, I look at how we create the right organizational
culture and the right processes to turn our data into information and that infor-
mation into learning and performance improvement (see Fig. 1.5). I discuss the
key components of a performance-driven culture and how we leverage per-
formance management software applications to engage everyone in managing
performance, and I outline 10 principles of good performance management.
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Identifying and
Agreeing What Matters

Identifying and agreeing on strategic objectives and pri-
orities is essential in any government and not-for-profit
organization. However, | see many of these organizations
struggling to agree on strategic priorities. One reason
for this is the fact that they often have different external
stakeholders with differing, and sometimes opposing,
external demands and requirements. As a consequence,
organizations have difficulties answering the question
of why they exist and struggle to agree on their key out-
put and outcome deliverables. Is your organization here
to serve the government, the citizens or a specific com-
munity? If you or anybody in your organization finds it
difficult to answer this or if they come up with differ-
ent answers, then there is a problem. To use a nautical
analogy — how can you expect everyone in the boat to
help row the boat forward if no one is clear about which
direction the boat should be heading? It is obvious
that in order to provide value to customers and deliver
best performance, government sector and not-for-profit

organizations need to agree on strategic deliverables and
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then create plans that will enable them to deliver these
deliverables in the most effective and efficient manner.

This brings me to the next problem. What [ see quite
often is that even if government and not-for-profit
organizations have agreed on a list of output and out-
come deliverables, they often fail to link them to internal
competencies and resources required to deliver these
outputs and outcomes. This means that lack of com-
petence or resource limitations are often ignored when
designing public service and not-for-profit strategies.
Strategic objectives without the capacity, resources and
competencies to deliver are no more than wishful think-
ing. Any good strategy therefore brings together the out-
comes and external value proposition with the internal

competencies and resources requited to deliver them.

[ have seen so many business plans and strategies, espe-
cially in public service and not-for-profit organizations,
that are not worth the paper they are written on. The
exercise of creating a strategic plan is far too often just
an administrative burden — something you have to do
but don’t want to do. The result is that instead of being
powerful documents that clearly lay out priorities and
objectives, they often are a wish list of strategic objec-
tives, regularly based on the objectives of the previous
years, written up in a 35-page document that really no

one ever reads or understands.

Managing and delivering performance in the government
and not-for-profit sector is about engaging everyone in
the strategy and its execution so that organizational per-
formance becomes everyone’s everyday job. The starting

point for good performance management is therefore a
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shared understanding and clarification of the strategic
context of the organization. We cannot expect people
to understand and implement our strategy if they don’t
know what the strategy is.

Ensuring that everybody knows where the journey is
heading before setting off might seem intuitive to the
managers and executives involved. However, my experi-
ence has taught me differently. Far too often, organiza-
tions embark on their journey to manage performance
without clarifying their strategy. Ignoring the thorough
examination of the external and internal contexts of an
organization’s strategy is a mistake that we tend to make
time and again. And even if organizations do understand
the strategic context, it is often a one-sided view where
they look at either external opportunities or internal
competencies. The main reason for this is that we are
too often deeply submerged in the everyday microdetail
of the organization’s workings. However, if we want to
make strategic performance management a success then
we need to come up to the surface, take a deep breath

and have a realistic look at where we are.

While some managers and executives may feel that they
clearly understand their organization’s strategy, my expe-
rience is that this understanding is often their interpre-
tation of the strategy and that others have a significantly
different interpretation of what the strategy is. Developing
a common and shared understanding of the organiza-
tion’s direction is one of the most valuable and rewarding
exercises. This shared understanding can then be trans-
lated into a visual and narrative summary of the organi-
zational business model. A so-called ‘value creation map’

can be created to bring together on one piece of paper

13
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the key components of the organization’s strategy, namely
the stakeholder value proposition and the core activities
required to deliver the value proposition, as well as the
key resources (tangible and intangible) that underlie the
core activities. This is then accompanied by a brief one-
page narrative summary of this business model called the

‘value creation narrative’.

The value creation map and value creation narrative
describe the business model and therefore create a
shared understanding of the strategy. This in turn helps to
create a common purpose, a shared identity and a sense
of community. This understanding of strategy can then be
used to align the organizational activities, allow organiza-
tions to manage their relevant risks and create the right
organizational structure and governance, before it can
guide the development of meaningful and relevant per-
formance indicators, which can then be used to challenge

and refine the business model and its assumptions.

Too many performance management approaches assume
that the strategy and business models are well under-
stood by everyone in the organization. From my experi-
ence, this is not always the case and this is often a key
contributing factor to the failing of performance man-
agement initiatives. The following chapters bring differ-
ent components of strategic management together to
form a template for what needs to be addressed in order
to define the strategy and the business plan. Depending
on how well your organization’s strategy is defined and
understood, you can select the appropriate starting point.
For many government and not-for-profit organizations or
many business units within them, the external context is

somewhat dictated by the overall organizational purpose.
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For example, the police forces have to continue to play
their role in crime prevention as outlined by their gov-
ernments. In the same way, central government depart-
ments have to perform their assigned roles, and if you are
working for a cancer charity then your main objective will
always be to provide funding and care for people affected
by cancer. This means the overall direction is set by the
purpose and requirements of external stakeholders. The
government and not-for-profit organizations have not got
the same freedom that many commercial organizations
enjoy, and therefore, they can rarely decide to move into

a completely different overall purpose.

Even though there are some clear boundaries set in
terms of overall purpose, the finer details still need to
be clarified. For example, one of the overall purposes of
the police force might be crime prevention; however, this
does not clarify current priorities. It is still important to
identify and agree on what to focus on, especially in a
world with resource limitations. For example, the police
might decide to focus on reducing more serious violence
and increasing community confidence, or they might
focus on the increased threat posed by violent extrem-
ists to communities. The point I am trying to make here
is that even though there might be a predefined over-
all purpose, the strategic options are still endless and
agreement and clarity need to be achieved in order to

make any strategy actionable.

Once the strategy has been agreed and mapped, it is
important to align organizational activities and projects
with this strategy. This is a crucial link that is often some-
what ignored. The organizations need to ensure that they

have the right projects and initiatives in place to deliver

15
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their different strategic objectives. This might seem triv-
ial but again my experience has taught me differently.
The organizations are full of projects and initiatives that
are not necessarily linked to the delivery of the newly
defined strategy. It is therefore important to map the
existing activities onto the strategy to ensure it can and
will be delivered. Initiatives and projects make the strat-
egy real; without closely aligned initiatives and projects
the strategy will never be delivered. This brings me to a
related problem: the budgeting processes. Initiatives and
projects require resources and funding, which means
that the budgeting process should be driven by your
strategic objectives and the necessary activities required
to deliver them. Unfortunately, the budgeting processes
[ have observed in many public service and not-for-
profit organizations are over and over again completely
detached from the strategy process and often highly dys-
functional and arbitrary. Again, how can anybody expect
the delivery of the strategy if the funding decisions are
made in ways where budgets for business units are either
raised or cut by a certain percentage figure without any

considerations of the strategic needs?

The other element of good strategic performance man-
agement is the mitigation of risks. Risk management
is high up on the agenda of most government and not-
for-profit organizations. The problem is that risk man-
agement is not often aligned with the strategy. If our
strategy identifies the crucial deliverables and enablers
of performance, then we have to consider these elements

in our risk management activities.

In this part of the book, I outline the latest tools that

have been designed to enable organizations to identify
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and agree on what matters. Figure P1.1 outlines the struc-
ture and chapters in this part of the book. I will start by
looking at the overall purpose, values and goals which
define the boundary conditions that delimit the confines
in which an organization operates. In most cases, these
are already defined. Chapter 1 describes what they are
and their role in the organization. Chapter 2 looks at how
to define the outcomes and the overall value proposi-
tion of the organization before I discuss in Chapter 3 the
enablers and resources required to deliver the strategy.
Chapter 4 then describes how these insights can be trans-
lated into a business model, visually represented in a
value creation map and described in a value creation nar-
rative. If you believe your organization already has clearly
articulated outcome obijectives and deliverables, then
you might go straight to the internal analysis (Chapter
3). If you believe both the external and internal contexts
are understood and objectives have been clearly defined
(likely to be quite rare), you can go straight to the map-
ping and narrating your value creation (Chapter 4).
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Once 1 have provided the tools and techniques for
creating a truly integrated and cohesive strategy, 1 will
move to Chapter 5 where [ will discuss the alignment of
activities and budgets, the alignment of risk manage-
ment, and the alignment of organizational structure and

governance.



Chapter 1

Clarifying Purpose,
Goals and Values

All organizations need to adapt over time — to changes in their overall direction, to
regulatory demands, to changing stakeholder wants and needs, or to evolving and
changing internal competencies. Nevertheless, some aspects of ‘what the enterprise
is there to do and how it will go about doing it’ remain relatively constant through
time. Statements pertaining to overall purpose, visionary goals and core values are
created by organizations in order to provide the overall guiding principles for their
strategic thinking and their employees’ behavior. These are usually established
when an organization is founded; however, they sometimes, but infrequently, need
to be changed when the organization takes a fundamental change of direction, such
as in a situation in which government departments are merged and where perhaps
conflicting visions need to be harmonized. Essentially, what we are seeking here
is the ‘glue’ that holds the whole organization together over a fairly long period of
time and sets the general boundaries within which an organization operates.

However, this should not be confused with the frequently changing platitudes
iterated by successive chief executives, which purport to be visionary mission
statements but say much the same things that other organizations in the same
field expound because it is almost customary to emphasize certain characteris-
tics. Usually, such statements are, in fact, more like current strategic ambitions.
Here, we are looking for sound, long-lasting and differentiated definitions of
the very raison d’étre of the enterprise. The questions I address in this chapter
include the following:

What are strategic boundary conditions?

What is the core purpose?

What are the visionary goals?

What are core values?

How do boundary conditions set limits on the forward strategy?

In order to assess the strategic activities and the existing boundaries for your
organization, it is important to assess the following three essential components:

e The fundamental purpose of the enterprise

e The long-term visionary goals that the enterprise will pursue

e The core values that the enterprise commits to on the way to delivering its
purpose and achieving its goals

19
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CORE PURPOSE AND MISSION STATEMENTS

The core purpose of an organization is the overall reason for which it exists. This
is often described in so-called purpose or mission statements, which are pre-
cise descriptions of why an organization exists and what it does. It is normally
expressed in brief, enduring and often loosely idealistic terms that nevertheless
provide an overriding direction and clarification of its ambitions. Mission state-
ments serve as ongoing guides without a time frame, which can remain the same
for decades if crafted well.

In case of commercial enterprises, the primary purpose is to generate prof-
its and uphold the interests of shareholders. However, many commercial com-
panies take it a lot further as they realize that generating profits is not what
makes their employees get out of bed in the morning. We all want to buy into
a mission to deliver some greater good or greater purpose. Below I have listed
three examples from Merck, Microsoft and Google that illustrate such greater
ambitions.

Merck:

Provide society with superior products and services by developing innovations and solu-
tions that improve the quality of life and satisfy customer needs, and to provide employ-
ees with meaningful work and advancement opportunities, and investors with a superior
rate of return.

Microsoft:

To enable people and businesses throughout the world to realize their full potential.

Google:

Organize the world’s information and make it universally accessible and useful.

I feel that this need for a ‘worthwhile’ organizational purpose is even greater
in the government and not-for-profit sector. My experience is that people gen-
erally join charitable organizations and government departments because they
want to contribute to a good cause and provide a meaningful public service.
While public service and not-for-profit organizations do not share the unifying
purpose of generating profits and shareholder value, they do have a strong pub-
lic service imperative. Clarifying the fundamental purpose of an organization
can be a powerful means, if done well, to drive an entire organization from top
to bottom.!

Below I have listed three examples of short and snappy mission state-
ments from the UK Ministry of Defence, the US Department of State and
Harvard University’s Business School, along with three more elaborative mis-
sion or purpose statements from the City of Coronado Fire Department in San
Diego Bay in California, The Canadian Banting Research Foundation and the
Australian Government’s Treasury.

UK Ministry of Defence:

A force for good in the world.
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US Department of State:

Create a more secure, democratic, and prosperous world for the benefit of the American
people and the international community.

Harvard Business School:

We educate leaders to make a difference in the world.

City of Coronado Fire Department:

The mission of the Coronado Fire Services Department is to prevent fires from occur-
ring and, when they do occur, to utilize resources efficiently and effectively to protect life
and minimize property damage; to provide emergency medical services including patient
transportation; and to prepare the community, through plans and education, for natural
disasters.

The Banting Research Foundation:

The Banting Research Foundation supports promising young medical researchers across
Canada, doing a broad range of medical research and who are setting up their first
independent laboratory. Unlike many other foundations, it does not focus on a specific
disease.

The Australian Government’s Treasury:

Treasury’s mission is to improve the wellbeing of the Australian people by providing
sound and timely advice to the Government, based on objective and thorough analysis of
options, and by assisting Treasury Ministers in the administration of their responsibilities
and the implementation of Government decisions.

VISIONARY GOALS AND VISION STATEMENTS

The visionary goals outline what an organization aims to achieve in the long
run. They describe desired outcomes that inspire and energize and help people
to create a mental picture of the target. These are usually expressed in so-called
vision statements that outline what an organization wants to be or wants to
achieve. The visionary longer-term goals of the organization are clearly not only
for the next year or two, but are milestones that the enterprise will endeavor to
achieve within perhaps 10 years’ time.

A vision statement is essentially a declaration of the organization’s medium-
term ambitions, either quantitative or qualitative goals, which are far beyond
current performance levels.” For example, these might include ‘stretch goals’
such as becoming the dominant player in a particular field, reaching a certain
size, becoming the best at something, beating a particular competitor, or becom-
ing a role model in a specific sector and so on. In the early 1900s, Ford Motor
Company set out to ‘democratize the automobile’ and, in the early 1950s,
Sony’s visionary goal was to ‘become the company most known for chang-
ing the worldwide poor-quality image of Japanese products’. Boeing and Wal-
Mart set more measurable visions. In 1950, Boeing’s vision was to ‘become
the dominant player in commercial aircraft and bring the world into the jet age’
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and, in 1990, Wal-Mart’s vision was to ‘become a $125 billion company by the
year 2000°.

The common theme is that they have a challenge that is not easily achiev-
able. When, eventually, these challenges are successfully met, they have to be
replaced with a new challenge in order for the organization to rejuvenate itself.
It is unfortunate that many public services and not-for profit organizations omit
doing this and hence become vulnerable to complacency. Below are some illus-
trative examples of public service and not-for-profit vision statements from the
John F. Kennedy Memorial Hospital in Indio, CA, USA; the Cleveland Police,
UK; the Eden Baptist Church in Cambridge, UK; and the Indiana University
Kokomo, IN, USA.

John F. Kennedy Memorial Hospital:

JFK Memorial Hospital’s vision is to become the first choice for health and medical ser-
vices for residents of the Eastern Coachella Valley.

Cleveland Police:

By 2010 Cleveland Police will be at the forefront of modern policing, driving forward
problem solving police work, through close co-operation with our partners, in response to
the real needs of the communities we serve.

Eden Baptist Church:

We desire to be a family, rooted in the Word of God and prayer, whose love for Christ and
for one another overflows in joyful sharing of the gospel with all, especially with those
friends, neighbors, students and internationals whom God has given us a unique opportu-
nity to reach.

Indiana University Kokomo:

Indiana University Kokomo aspires to become a regional institution of first choice recog-
nized for providing critical opportunities for student success; acknowledged as a primary
and engaged community resource; and valued as a campus where there are faculty, stu-
dents, and professional staff active in research, creative work, and other scholarly activity.

CORE VALUES AND VALUE STATEMENTS

Core values should reflect the deeply held values that the organization espouses
and should be totally independent of strategic priorities or topical management
fads. Values can set an enterprise apart from the competition by clarifying its
identity, limiting its strategic and operational freedom and constraining the
behavior of its people.® Core values can be articulated in so-called value state-
ments that set certain boundaries on the behavior of people in the organiza-
tion. Core values outline the principles with which people in an organization
interact with the world within and around them. The core values contained
in a value statement should be few in number (typically not more than five
to seven, so that they are memorable), but they can be expressed in lengthier
prose than the mission and vision statements.



Clarifying Purpose, Goals and Values 23

Some organizations take the prescription of values and behaviors a little far
when they create those corporate ‘good behavior’ booklets that contain mounds
of rules and behaviors. I have, in fact, seen that one organization had 123 rules for
its people to follow every day and another had 144 rules of ‘leadership impera-
tives’ that its managers should ‘live and breathe’ (not to mention the further 82
principles that managers must not do). The problem is that a long list of values
and behaviors becomes meaningless as no one can remember them.

Let’s look at some illustrative examples. The UK Home Secretary has
outlined a number of shared core values that policing must always be rooted
in. These are as follows:

Fairness and impartiality, integrity, freedom from corruption, respect for liberty and com-
passion. It must be free from racism, serve all communities equally, and be committed to
our individual protection and our common well-being.*

A well-known example of value statements comes from the commercial
firm Johnson&Johnson. The giant US pharmaceuticals and healthcare firm
has, and continues to maintain, its core values in what it calls its ‘credo’.
This has been in place for over 60 years, with only very minor clarifica-
tions introduced over time. First created in 1943 by General Robert Wood
Johnson, it is a one-page document that sets out the firm’s ‘industrial phi-
losophy’ as to the corporation’s responsibility to its various stakeholders.
Sometimes seen as controversial, it puts customers first and shareholders
last in its list of priorities. The company legitimately claims that its employ-
ees have made countless decisions that were inspired by the philosophy
embodied in the credo, and that these have succeeded in enhancing the
company’s reputation (not least during the company’s well-known Tylenol
product recalls in the 1980s). The full text of this philosophy is reproduced
below:

Johnsoné&Johnson’s credo:

We believe our first responsibility is to the doctors, nurses and patients,
to mothers and fathers and all others who use our products and services.
In meeting their needs everything we do must be of high quality.

‘We must constantly strive to reduce our costs

in order to maintain reasonable prices.

Customers’ orders must be serviced promptly and accurately.

Our suppliers and distributors must have an opportunity

to make a fair profit.

We are responsible to our employees,

the men and women who work with us throughout the world.
Everyone must be considered as an individual.

‘We must respect their dignity and recognize their merit.
They must have a sense of security in their jobs.
Compensation must be fair and adequate,

and working conditions clean, orderly and safe.

We must be mindful of ways to help our employees fulfill
their family responsibilities.
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Employees must feel free to make suggestions and complaints.
There must be equal opportunity for employment, development
and advancement for those qualified.

We must provide competent management,

and their actions must be just and ethical.

We are responsible to the communities in which we live and work

and to the world community as well.

We must be good citizens — support good works and charities

and bear our fair share of taxes.

We must encourage civic improvements and better health and education.
We must maintain in good order

the property we are privileged to use,

protecting the environment and natural resources.

Our final responsibility is to our stockholders.

Business must make a sound profit.

We must experiment with new ideas.

Research must be carried on, innovative programs developed
and mistakes paid for.

New equipment must be purchased, new facilities provided
and new products launched.

Reserves must be created to provide for adverse times.
When we operate according to these principles,

the stockholders should realize a fair return.

The Canadian Cancer Society provides another illustrative example of val-
ues that serve as guidelines for the conduct and behavior as the society works
toward their vision of creating a world where no Canadian fears cancer:

Quality: Our focus is on the people we serve (cancer patients, their fami-
lies, donors and the public) and we will strive for excellence through evalu-
ation and continuous improvement.

Caring: We are committed to serving with empathy and compassion.
Integrity: We are committed to act in an ethical, honest manner.

Respect: We believe that all people should be treated with consideration
and dignity. We cherish diversity.

Responsiveness: We strive to be accessible, flexible and transparent, and to
demonstrate a sense of urgency in our resolve and decision-making.
Accountability: We are committed to measuring, achieving and reporting
results, and to using donor dollars wisely.

Teamwork: We are committed to effective partnerships between volunteers
and staff, and we seek opportunities to form alliances with others.

However, there are dangers lurking here too, the most pressing one being
adopting blandly nice ideals that fail to differentiate an organization from its
competitors. Patrick Lencioni, a leading thinker in this field, says:

Consider the motherhood-and-apple-pie values that appear in so many companies’ values
statements — integrity, teamwork, ethics, quality, customer satisfaction, and innovation.
In fact, 55% of all Fortune 100 companies claim integrity is a core value, 49% espouse
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customer satisfaction, and 40% tout teamwork. While these are inarguably good qualities,
such terms hardly provide a distinct blueprint for employee behavior. Cookie-cutter val-
ues don’t set a company apart from competitors; they make it fade into the crowd.?

The art of designing good value statements is to make them real and relevant.
If they do not reflect your organization and are just a generic subset of values
that every other organization uses, then they become meaningless. However,
if you are able to create a list of values that reflect your organization and its
people and if you are able to distill them down to less than seven meaning-
ful statements, then they can become powerful guiding principles for setting
behavioral standards in your organization. I feel that the entertainment com-
pany Walt Disney is a great example of how an organization can create a con-
cise set of unique, meaningful and relevant values. Their values are as follows:

No cynicism

Nurturing and promulgation of ‘wholesome American values’
Creativity, dreams and imagination

Fanatical attention to consistency and detail

Preservation and control of the Disney ‘magic’

WHY DO PURPOSE, GOALS AND VALUES MATTER?

Purpose, goals and values are important factors because they set the boundary
conditions for an organization’s forward strategy (see Fig. 1.1). They need to be
taken into account when defining any strategy. But as Jim Collins and Jerry Porras,
authors of Built to Last: Successful Habits of Visionary Companies, point out:

Many executives thrash about with mission statements and vision statements. Unfortunately,
most of those statements turn out to be a muddled stew of values, goals, purposes, philoso-
phies, beliefs, aspirations, norms, strategies, practices, and descriptions. They are usually a
boring, confusing, structurally unsound stream of words that evoke the response ‘True, but
who cares?”

Purpose Visionary

goals

Values

FIGURE 1.1 Purpose, goals and values as boundary conditions.
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In fact, many of the mission statements of government and not-for-profit
organizations I have visited seem to come straight out of the games section
of the dilbert.com Web site, which provides the wonderful humorous facility
of a random ‘mission statement generator’. How about these: ‘The customer
can count on us to collaboratively utilize world-class intellectual capital and
professionally administrate performance-based resources to exceed customer
expectations’ or ‘We envision to professionally customize emerging data so
that we may endeavor to interactively build economically sound resources to
stay competitive in tomorrow’s world’. These admirably satirize the sheer vac-
uousness of the majority of the mission statements.

What to do if your organization is one of those? If these components are not
properly in place already, then the organization in question has no guiding bea-
con or principles within which to operate. This means that it has no cohesive
view of its overriding objectives, no long-term policies, no view of how it should
interact with its various stakeholders and no guidance as to how its employees
should behave. Where that is the case, moving forward with strategic perform-
ance management decisions is by all means possible but should be approached
with great care. I have worked with various organizations where these guiding
principles were in place but not made explicit, or others where these principles
were developed and then forgotten or buried somewhere in the organizational
databases. It usually makes sense to dig them up and run a few simple tests:

Do they make sense? (It is amazing how many do not!)
Are they up to date?

Are they relevant?

Are they easy to understand?

If the answers to these questions are yes, then it might be time to revitalize
these and take them into consideration for the forward strategy. If the answers
to these questions are no or if your organization does not have any explicit pur-
pose, goals and values, then it might be time to create or revise them.

The output of this initial stage should be a clarification of the boundary
conditions within which any new strategy will be set. It simply sets out the
essential basis for the enterprise to move forward without harming the central
premises to which it aspires. It is important to be clear about these fundamen-
tal basic building blocks before moving on to design a strategy.

SUMMARY

e The purpose, visionary goals and values for government and not-for-profit
organizations have been discussed as they are important in defining the for-
ward strategy.

e If crafted well, they set the boundary conditions for an organization’s for-
ward strategy. However, they are rarely designed well and therefore are not
as guiding and powerful as they could be.
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Together, they provide a cohesive view of an organization’s overriding objec-
tives, long-term goals and a view of how it should interact with its various
stakeholders and how its employees should behave.

The core purpose is expressed in a mission statement that articulates what
the organization is at present and describes why an organization exists and
what it does. Mission statements serve as ongoing guides without a time
frame and can therefore remain the same for a long time.

The visionary goal(s) are expressed in a vision statement that outlines what
an organization wants to be. It concentrates on the future, creates a mental
picture of a specific medium-term target and is a source of inspiration.

The core values are expressed in a value statement that articulates the desired
behavior of people in the organization. It outlines the principles with which
people in an organization interact with the world within and around them.
These boundary conditions form the first part of strategy definition but
need to be integrated with the external and internal analysis discussed in
the following two chapters.
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Chapter 2

Understanding Your Outcomes,
Outputs and Value Proposition

Outcomes and value propositions define what the organization is planning
to deliver and whom it is planning to deliver it to. This means organizations
have to take a hard look beyond the boundaries of the organization and make
informed choices about the value and outcome it intents to deliver. This involves
an external analysis of both the macroenvironment in which the organization
operates and the microenvironment in which it competes with other providers
of similar services or products. The key outcome from this external analysis is
the stakeholder value proposition — basically an answer to the questions who
your key stakeholders are and what you are planning to deliver to them.

To follow my tree (or orchard) analogy and compare your organization with
this metaphoric apple tree, the questions I believe you should try to answer
include (see Fig. 2.1):

e Who are our key stakeholders and what do they expect from our
organization?

e What kind of service or product attributes do our stakeholders require?

e What changes, challenges and discontinuities are there in the external
environment?

e What are the different competitive forces in our sector or market?

e How would changes in the overall macroenvironment (economic, social,
political, etc.) impact our value proposition?

Stakeholders 2
Stakeholders 1 Stakeholders 3

Market conditions Competitive forces

|

FIGURE 2.1 External environment.
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One would expect most organizations to understand this part of their strate-
gic context relatively well. However, I find many government and not-for-profit
organizations struggling with it. Part of the added difficulty for government and
not-for-profit organizations is that they operate in a multiple values environ-
ment where they have different external stakeholders who might have different
or even opposing demands. In addition, the outcomes often depend on efforts
of third parties.! Professor de Bruin has looked into this aspect in more detail
and provides the following examples. The objectives of a school, for instance,
are to make its pupils perform well in exams as well as to provide a good edu-
cational climate (multiple values), and the performance and learning of pupils
depend somewhat on the level of stimulation they receive at home (coproduc-
tion). I can think of many public service and not-for-profit organizations where
this is also the case. For example, the police forces face a multiple stakeholder
environment: some neighborhoods might demand good levels of police pres-
ence on the street and in the area they live in; at the same time, key pressure
groups might demand that the police deal with specific organized crime and
the government might impose a set of different crime reduction targets despite
resource constraints. The performance, on the other hand, as defined by the
outcomes (e.g. crime reduction) depends on other external factors such as
demographics, general crime levels, policies, culture, etc., which makes it
sometimes hard to reach an agreement on the stakeholder value proposition.

Government and not-for-profit organizations also find the process of defin-
ing strategic outcomes and value propositions somewhat foreign. They some-
times feel that by clearly articulating their intended outcomes they somehow
limit their freedom. Instead many seem to feel much more comfortable leav-
ing their objectives vague and open so that they have the freedom to deliver
everything for everyone should the need arise. However, as a result they often
lack focus and end up doing nothing really well. It is important to realize that
in order to succeed and perform well, a few and sometimes difficult trade-off
decisions have to be taken. Organizations cannot deliver excellent performance
if they attempt to be everything to everybody.

In this chapter, I will outline some tools that can be used to guide organiza-
tions through the analysis of the external environment to make decisions about
outcomes and added values. These tools are individually well documented in
other strategic management publications (which are referenced where appro-
priate). Individuals with a traditional strategy background will be familiar with
these tools, and I have therefore tried to keep this section to the bare minimum.
However, many public service and not-for-profit organizations embarking on a
strategic performance management initiative might not be familiar with these
tools. The application of these tools will provide the necessary information
to understand the external organizational context and help clarify your stake-
holder value proposition. Furthermore, these classical, externally focused tools
are seldom brought together with the internal analysis (Chapter 3) to form a
cohesive picture of an organization’s strategic context.
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IDENTIFYING KEY STAKEHOLDERS

An important component of strategy definition especially for any public serv-
ice and not-for-profit organization is the identification of its key stakeholders
wherein you try to agree on who or what really matters for your organization.
I define a key stakeholder as a person, a group of people or an institution that
has an investment, share or interest in an organization and who may signifi-
cantly influence the success of this organization. Public service and not-for-
profit organizations tend to have a large number of stakeholders; however, the
important aspect to look at here is whether or not they have a significant influ-
ence on the success of your organization.” Simple brainstorming sessions can
generate in excess of 50 stakeholders, but such a long list provides little guid-
ance for the strategy definition. Therefore, it is important to narrow this list
down to the key stakeholders.

A knowledge about key stakeholders and their wants and needs will allow
organizations to shape their value proposition. In commercial enterprises,
shareholders have traditionally been the key stakeholders together with cus-
tomers.> However, public service or not-for-profit organizations tend to lag this
shareholder focus, and instead, communities and governments tend to appear
on the top of the list. Possible key stakeholders for public service and not-for-
profit organizations could include:

members of the public or a specific community,
governments and government bodies,
businesses and industry bodies,

pressure groups, charities or NGOs.*

Each of these stakeholders may influence the success of your organiza-
tion in different ways. Some might consume products or services, while others
might provide funding or resources. Typical roles of stakeholders include:

customer or consumer of services and products,
investor or fund provider,

regulator,

intermediary,

distributor,

employee and volunteer,

supplier.

Some stakeholders might have a dual role. Government, for example, can
provide funding for an organization besides being a receiver of the services pro-
vided by the same organization. Three of my former colleagues have researched
the dual role of stakeholders in more detail and identified that most stakeholders
have a receiving as well as contributing function, that is they have something
they want from an organization (receiving function) and then there is something
an organization wants from them (contributing function).? Let’s take customers
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FIGURE 2.2 Output and input stakeholders.

for example; they might want high-quality services and products from an organ-
ization, while an organization wants loyalty and profitability from its custom-
ers. The same is true for employees. Employees might want job security and a
decent salary, while the organization wants them to work hard and be innova-
tive. In order to make this dual role more explicit, I suggest that you split your
stakeholders into output stakeholders and input stakeholders.

Let me follow my tree analogy to explain what I mean by output and input
stakeholders. Some stakeholders are those who eat the apples a tree produces,
while other stakeholders are those who help to fertilize the tree and enable the
tree to grow the apples in the first place. Figure 2.2 illustrates the distinction
between output and input stakeholders. Output stakeholders are those who
receive the benefits (outputs) of an organization’s activity, for example con-
sumers who receive services or products. Input stakeholders are those who
contribute to the activities of an organization (provide inputs), for example
employees, volunteers or suppliers who all have an input into the provision or
production of services or products of an organization.

Some output and input stakeholders matter more than others, which is
sometimes difficult to admit, especially in a political environment. To assess
whether your stakeholders are in fact key persons or groups or not, I suggest
you complete a simple analysis (see Fig. 2.3) that allows you to identify your
organization’s key stakeholders by splitting them into output and input stake-
holders and by assessing their potential influence on the success of their organ-
izations, together with a definition of what outputs they require or what inputs
they provide.
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Output Output Required Influence on Success
Stakeholder (High, Medium, Low)

Customers

Government

Regulator

Others

Input Input Provided Influence on Success
Stakeholder (High, Medium, Low)

Employees

Partners

Government

Others

FIGURE 2.3 Stakeholder analysis.

The stakeholder analysis can start with a brainstorming session to identify all
major stakeholders. This list can then be split into output and input stakeholders.
Please remember that it is likely that some of your stakeholders are both output
and input stakeholders and therefore need to appear in each of the sections of your
analysis table. Once the stakeholders are split, you can define what they require in
terms of outputs or what they provide in terms of input. This should now allow
you to assess their potential influence on the success of your organization. I sug-
gest you use a simple scoring mechanism from high to medium to low influence
on future success. I usually advise organizations I work with to cut the low-influ-
ence stakeholders and take the high-impact stakeholders as your key output and
input stakeholders. As a rough guide, I would expect to see between four and
six key stakeholders. If you have more than 10 or less than 3, then this is usually
an indication of indecisiveness and a lack of strategic clarity. The medium-level
stakeholders should also be ignored, but the list should be revisited from time to
time to see whether any of them has moved up or down in the level of importance.
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Both the key output stakeholders and key input stakeholders need to be
taken into account when designing the forward strategy. The fact that they are
important for the success of the organization warrants their place in the strat-
egy and value creation model.

ASSESSING YOUR SECTOR AND ITS COMPETITIVE
LANDSCAPE

Public service and not-for-profit firms operate in certain sectors in which they
provide their services or products. It is important to analyze the competitive
landscape of these sectors or industries. Such an assessment of the sector or
industry is also referred to as microanalysis. The classic approach to analyz-
ing the strategic microenvironment, that is how the organization relates to its
industry or sector, was developed by Michael Porter in the late 1970s and early
1980s.° Since then, many organizations have applied his five forces framework
(see Fig. 2.4), which Porter describes as a model for industry analysis, when
examining their competitive environment.

While this model is appropriate for most not-for-profit organizations and
public service providers that have a commercial aspect to their activities or
compete with other organizations, it is not a particularly useful framework
for analysis of government or public service organizations where the element
of competition between rivals is absent. In fact, many government bodies or
departments only exist because the service they provide would not be provided
by anybody else such as commercial rivals.

Threat of new
entrants

~_~

A

Bargaining
power of
suppliers

Rivalry among
existing
competitors

=

Threat of substitute
products and
services

FIGURE 2.4 Porter’s five forces framework.
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Michael Porter’s important contribution is to identify that competition is
not only manifest in the industry’s established combatants for market share,
but also present in customers, suppliers, potential new entrants and substitute
products. They are all influences that may be more or less prominent or active
depending on the industry.

The likelihood of new entry looks at the extent to which barriers to entry
exist. The more difficult it is for other organizations and potential competi-
tors to enter a given market or sector, the more likely it is that existing organi-
zations can enjoy the benefits and, for example, make relatively high profits.
Many services provided by government departments, such as the national
health service in some countries or the provision of rail services in others,
would require heavy investments in infrastructure, which would make it unat-
tractive for commercial rivals. Other elements such as a strong brand or a big
market share in some sectors or industries make it unattractive for potential
rivals because of the required marketing efforts and costs.

The power of buyers looks at the influence that customers have in an indus-
try or sector. When buyer power is strong then they are more likely to force
down prices and reduce the profits of firms that provide the product. Buyers
are powerful if, for example, customers are concentrated, that is there are only
few buyers each with significant market share. Also, when it is easy for cus-
tomers to switch and use different products or services, the power that buyers
hold increases.

The power of suppliers looks at the influence that suppliers have in an
industry or sector. If suppliers are powerful, they can determine the terms and
conditions on which business is to be conducted. Again, if the suppliers are
concentrated, that is there are only few suppliers to choose from or there are
high costs involved in changing suppliers, then this increases their influence
and power.

The degree of rivalry looks at how much competition there is in one indus-
try or sector. The more the rivalry in one area, the harder it is to generate high
profits. Rivalry is high when many similar organizations compete with each
other for the same customers, which often starts price wars.

The substitute threat looks at the availability of substitute products or serv-
ices from outside the industry or sector. An often cited example is the fact that
the aluminum beverage cans industry is constrained by the price and service
competition from the glass bottles, steel cans and plastic container indus-
try. It would be easy for any soft drinks producer to swap to either of these
alternatives.

The five forces model therefore identifies that organizations are more likely
to be successful in an industry or sector that is difficult to enter, there is limited
rivalry, buyers are relatively weak, suppliers are relatively weak and there are
few substitutes.

Learning what makes the business environment tick, therefore, is a vital
piece of analysis. Many of the key determinants are illustrated in Table 2.1.7
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TABLE 2.1 Porter’s Elements of Industry Structure

~

Rivalry determinants

Entry barriers

Industry growth

Fixed (or storage) costs/value added
Intermittent overcapacity
Product differences

Brand identity

Switching costs
Concentration and balance
Informational complexity
Diversity of competitors
Corporate stakes

Exit barriers

Economies of scale

Proprietary product differences
Brand identity

Switching costs

Resources requirements
Access to distribution

Absolute cost advantages
Proprietary learning curve
Access to necessary inputs
Proprietary low-cost product design
Government policy

Expected retaliation

Determinants of supplier power

Determinants of buyer power

Differentiation of inputs

Switching costs of suppliers and firms
in the industry

Presence of substitute inputs

Supplier concentration

Importance of volume to supplier

Cost relative to total purchases in the
industry

Impact of inputs on cost or differentiation

Threat of forward integration relative
to threat of backward integration
by firms in the industry

Bargaining leverage

Buyer concentration versus firm
concentration

Buyer volume

Buyer switching costs relative to firm
switching costs

Buyer information

Ability to backward integrate

Substitute products

Pull-through

Price sensitivity

Price/total purchases

Product differences

Brand identity

Impact of quality/performance

Buyer profits

Decision makers’ incentives

Determinants of substitution threat

Relative price performance of substitutes
Switching costs
Buyer propensity to substitute

ASSESSING THE ENVIRONMENTAL FORCES

In this section, we are trying to understand the external environmental forces
that can affect an organization’s operation but that are beyond its control.
These include government regulations, the economy, demographics and social
and cultural forces. Such an assessment of the external environment is also
referred to as macroanalysis. A view of the strategic macroenvironment in
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which an organization operates is typically analyzed in a so-called PESTEL
analysis that looks at the following factors: political, economic, social, techno-
logical, environmental and legal.® All of these factors can have a big influence
on public service and not-for-profit organizations and the way they shape their
strategy.

Political factors refer to government policies and include for example local
or national funding policies, priorities about goods and services the government
wants to provide, taxation policies, trade restrictions and tariffs, and investment
incentives; the level of political stability may even be a significant issue in
some markets. Political decisions can impact on many vital areas for organiza-
tions such as the education of the workforce, the health of the nation and the
quality of the infrastructure of the economy such as the road and rail system.?

Economic factors, such as the rate of economic growth, interest rates,
exchange rates and inflation rates, influence both an organization’s cost of
resources and its customers’ demand for services and products. A rise in inter-
est rates, for example, might increase the demand for social housing as less
people would be able to pay their own mortgages, or it might squeeze the dis-
posable income, which could affect the donation levels of charities.

Social factors include the demographic (e.g. population growth, age dis-
tribution, ethnic diversity, etc.) and the cultural aspects of the environments in
which the organization operates. One example is the aging population in many
Western countries. It is the fact that the life expectancy is constantly increasing
and people living longer have an impact on, for example, health care systems.

Technological factors would typically include technological advances that
have an impact on an organization and its levels of automation achievement
and potential. With an ever-increasing rate of technological changes, there is
a need for public service and not-for-profit organizations to keep up. While
technology and automation can reduce costs and open the door for innova-
tions, it can also change the demand for services and products. Just think of
the demand for online services provided by government bodies.

Environmental factors include, for example, the weather, climate change or
pollution levels. There is a growing desire to protect the environmental impact
of organizational activities and many organizations are trying to reduce their
carbon foot prints and water foot prints.

Legal factors include, for example, new legislations, regulations or disclo-
sure requirements. Legal changes such as the introduction of age discrimina-
tion and disability discrimination legislation, an increase in the minimum wage
and greater requirements for organizations to recycle are examples of relatively
recent laws that affect an organization’s actions. Legal changes can affect an
organization’s costs (e.g. if new systems and procedures have to be developed)
and demands (e.g. if the law affects the likelihood of customers buying the
good or using the service).®

Environmental and legal evaluations are frequently omitted from this type
of assessment, but they are important contextual components. These factors
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Market 1 Market 2 Market 3

Political factors

Economic factors

Social factors

Technological factors

Environmental factors

Legal factors

FIGURE 2.5 PESTEL analysis.

can be assessed and evaluated for different markets or sectors (see Fig. 2.5).
However, as Professor Andrew Gillespie points out:

... it is important not to just list PESTEL factors because this does not in itself tell manag-
ers very much. What managers need to do is to think about which factors are most likely
to change and which ones will have the greatest impact on them i.e. each [organization]
must identify the key factors in their own environment. [...] Managers must decide on the
relative importance of various factors and one way of doing this is to rank or score the
likelihood of a change occurring and also rate the impact if it did. The higher the likeli-
hood of a change occurring and the greater the impact of any change, the more significant
this factor will be to the [organization’s] planning.®

This assessment of change in the future environment of the organization
brings me to the tool of scenario planning, which I will discuss in the next
section.

A LOOK INTO THE FUTURE

Another component that helps us to better understand the external environment
is scenario analysis.® Scenario planning has been a recognized component of
strategy formulation for a quarter of a century, since it became well known that
companies like Shell had successfully applied it as part of their portfolio of
strategic planning tools in the 1970s. Shell is generally accredited as the first
company to use scenario analysis extensively for this purpose. However, Shell
did not invent this approach; in fact, similar methods have been used for more
than half a century. Herman Kahn developed the basic technique, which he ini-
tially called ‘future-now’ thinking, for the RAND Corporation in the 1950s.
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At first, Shell applied scenarios to making better decisions about capital
investment projects, which were more robust under a variety of alternative
futures, before adapting them to strategic planning more generally. Shell of
course is no stranger to the vagaries and impacts of volatile oil prices either
then or today. Several practitioners from the company, including Pierre Wack,
Kees van der Heijden and Arie de Geus, have described the art of applying
scenario planning within organizations and the benefits that can be accrued.
Shell’s former managing director André Bénard commented in 1980 that
‘Experience has taught us that the scenario technique is much more conducive
to forcing people to think about the future than the forecasting techniques we
formerly used’.

The basis of scenario planning involves defining and visualizing alternative
views of how today’s status quo in the operating environment might evolve in
the future. It distills the countless possibilities of the future state into a limited
set of coherent views. And of course, what might happen in the future has a
corollary: what to do about it?

Typically, scenario analysis asks ‘what if’ questions about the future direc-
tion of the ‘ecosystem’ in which the enterprise operates. So both the macro- and
microclimate analysis, described above, will normally be helpful toward inform-
ing this future-orientated analysis path. The power of scenario analysis, however,
is in identifying the potential impacts of multiple events occurring simultane-
ously due to their interconnectivity. Each scenario needs a general theme that the
organization’s senior executives perceive as a potential threat — or opportunity —
that needs to be addressed in the organization’s longer-term strategic planning.

For example, Shell announced in June 2005 that the primary focus of its
scenario planning to 2025 would switch from its previous (2001) assumptions
about technological advances — that might see a shift in fuel consumption from
oil to gas, nuclear and renewable energy — to one of national security and trust
in the marketplace. Jeroen van der Veer, chief executive, said:

Western societies now look to the state more than in recent decades to lead the restoration

of physical security and market integrity. This brings into sharper focus the power of the

state to regulate and coerce, in a role involving both the direct intervention to fight terror-

ism and police the market, and a more general emphasis on transparency, disclosure and
good governance.

Like so many other fundamentally sound management techniques, this
one is no different in that it can quite easily be abused. In the wrong hands, it
can be used as a reason to procrastinate through overanalysis or, alternatively,
the development of oversimplified scenarios can lead to underachievement in
terms of its usefulness. Table 2.2!? illustrates many of the best practice factors
that should be taken into consideration for its proper application.

There are other limitations to scenario planning and these usually derive
from a paucity of human imagination about what the future might hold.
Keeping an open mind about future development and thinking ‘out of the box’
is critical for good scenarios. What happens when we apply our current models
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TABLE 2.2 Seven Criteria for Good Scenarios

Decision-making power. Each scenario in the set, and the set as a whole, must provide
insights useful for the question being considered. Most generic or general
scenario sets lack this power and needed to be complemented for decision-
making purposes.

Plausibility. The developed scenarios must fall within the limits of what future events
that are realistically possible.

Alternatives. Each scenario should be at least to some extent probable, although it is
not necessary to define the probabilities explicitly. The ideal is that the scenarios
are all more or less equally probable so that the widest possible range of
uncertainty is covered by the scenario set. If for instance only one of three or four
scenarios is probable, you only have one scenario in reality.

Consistency. Each scenario must be internally consistent. Without internal consistency
the scenarios will not be credible. The logic of the scenario is critical.

Differentiation. The scenarios should be structurally or qualitatively different. Thus, it
is not enough for them to be different in terms of magnitude, and therefore only
variations of a base scenario.

Memorability. The scenarios should be easy to remember and to differentiate, even
after a presentation. Therefore, it is advisable to reduce the number to between
three and five, although in theory we could remember and differentiate up to
seven or eight scenarios. Vivid scenario names help.

Challenge. The final criterion is that scenarios really challenge the organization’s
received wisdom about the future.

\_ /

and project these in the future is shown throughout history, where some of the
biggest names in business have got the imagination of future scenarios totally
and utterly wrong.'!

In 1901, Daimler proclaimed, ‘Worldwide demand for cars will never
exceed one million, primarily because of a limitation in the number of avail-
able chauffeurs’. In 1915, Thomas Edison thought that fueled motors would
soon be replaced by nickel—iron batteries. In 1945, Thomas Watson, then IBM’s
chief executive, declared, ‘I think there is a world market for five computers’. In
1968, the respected Business Week magazine reported, ‘The Japanese car indus-
try isn’t likely to carve a big slice out of the US market’. A decade later, the
chief executive of Digital Equipment Corporation (DEC) was quoted as saying,
‘There is no reason for any individual to have a computer at home’. And, as
recently as 1995, Microsoft’s Bill Gates famously commented, ‘Internet is just
a hype’. These misjudgments show that it is impossible to accurately predict the
future. However, what we can use scenarios for is to identify possible and inter-
nally consistent developments in the external environment.

CLARIFYING THE STAKEHOLDER VALUE PROPOSITION

A stakeholder value proposition is a declaration of the way an organization pro-
poses to use its resources and competencies to deliver a particular combination
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of values to its key output stakeholders. A value proposition brings together ele-
ments such as customer needs and organizational capabilities. This means that
a definitive value proposition cannot be created until the internal analysis (see
Chapter 3) is completed.

The traditional concept of value propositions was developed by Michael
Treacy and Fred Wiersema in their book The Disciplines of the Market Leaders
as a tool to differentiate the promises organizations make to their customers.
The basic idea is that in order to be successful and focused in the delivery of
services and products, organizations have to choose their main value proposi-
tion. The three customer value propositions organizations can choose from are
operational excellence, product leadership and customer intimacy.'?

Operational excellence means that organizations provide standard products
to their customers, at the best price with least inconvenience. These organiza-
tions tend to offer the best prices for their products within their industry or
sector. For example, Wal-Mart, Southwest Airlines and McDonalds would fall
into this value proposition as they are good examples of operational excel-
lence. This value proposition seems appropriate for many public service organ-
izations and government bodies as they are trying to maintain good operational
service levels in a world with ever-shrinking public funding.

Product leadership means providing the very best services and products
(innovative service, new designs, new technology) to customers at the right
time. Product leaders offer innovative products of exceptionally high quality,
where price is not a significant barrier for their customers. Examples of com-
panies with a product leadership value proposition include Sony and Apple.
The product leadership value proposition can also apply to government and
not-for-profit organizations. Examples might include the delivery of leading-
edge care services provided by a cancer charity or the provision of the latest
emergency response from fire departments and ambulance services.

Customer intimacy means providing the best total solution to customers.
The organizations falling under this value proposition focus on delivering
the best expert advice and tailored service to their customers,'! for example
McKinsey, Nordstrom Stores and IBM. Again, there are public service provid-
ers and not-for-profit organizations that would fall into this category as they
provide customized advice in a close client relationship.

What is important to realize is that strategy is about choice and evaluating
trade-offs. By choosing your value proposition, you help to clarify what your
organization is offering to its customers. Again, public service and not-for-
profit organizations sometimes find it difficult to make these choices.

The analysis of your output stakeholders (discussed earlier in this chapter)
should help to understand what your customers want in terms of service and
product delivery. The decision which of the three you choose sends a clear
message to potential customers about the service levels and products they can
expect. Once a value proposition has been chosen, it has an impact on other
internal components such as your structure, core competencies, business process
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TABLE 2.3 Value Propositions

Proposition

Strategic Objectives

Operational Objectives

New innovative designs,
products never seen before.

Innovators

Status from the product, they
get lifestyle, a feeling of
superiority.

Brand managers

Ordinary, reliable products
and services at lowest price
possible. They get security on
the product.

Price minimizers

Simplifiers Convenience and availability
of the products. Hazard-free
experience.

Technological Tailored products and services.

integrators They buy total solutions.

Socializers Flexible services and inter-

personal relationship because
they trust in the company.

Provide breakthrough through
generations of continuous new
designs, new features within
technological basis.

Expand the market reinforcing the
solid brand image of the product
and the company.

Production growth reaching high
quality levels in the most cost-
effective way and waste free.

Build streamlined processes to make
life simple and uncomplicated for
customers in a novel and profitable
way.

Tailor-specific and continuous
solutions for carefully selected
customers on the basis of
permanent relationships.

Build confidence and trust in the
customers.

Long-term vision, robust R&D and product
development, capacity to innovate
within short product lifecycles.

Superb brand recognition. Focus market
sector. Superior control over the
product styles, quality and promotion.

Strong order fulfillment sustained by
efficient and effective production
processes within tight quality processes
controls.

Strong availability. Superb order
fulfillment — distribution by
conventional and unconventional
resources (networking, IT, etc.).

Strong relationship with customer.
Knowledge of customers’ businesses,
products and operations. Capacity to
configure any specific need. Able to
adopt the customer’s strategy.

Sensitive fulfillment of customers’
needs supported by careful delivery,
reliability, and honesty. Excellent
personal service.

(44

SI911BN 1ByM SUleaI8y pue SUlAjiuspl



Understanding Your Outcomes, Outputs and Value Proposition 43

and culture. Each of these are different for the various value propositions and
this explains why it is not possible to deliver all of them at the same time.

Since its introduction many successful organizations have chosen their
value propositions. However, choosing one value proposition does not mean
ignoring the others. I suggest you choose one and concentrate on it but at the
same time maintain acceptable levels of performance in the others.

Also, even though these three value propositions are widely accepted, there
is often a need for hybrid models. There is nothing stopping you from design-
ing your own unique value proposition. The danger, however, is that you are
trying to do different things at the same time, which is always difficult.

One of my former colleagues, Dr Veronica Martinez, has extended the
three traditional value propositions to build a value matrix.!>!* The result of
this is a more granular choice of six value propositions: innovators, brand man-
agers, price minimizers, simplifiers, technological integrators and socializers
(see Table 2.3). Reviewing these might help you decide what value proposition
your organization delivers to its key output stakeholders.

SUMMARY

e In this chapter, I have discussed the importance of understanding the exter-
nal organizational context to inform the forward strategy.

e Using the tools and classifications outlined in this chapter allows organiza-
tions to clarify the external environment and develop a better idea about
their outcomes and stakeholder value proposition.

e An important starting point for public sector and not-for-profit organiza-
tions is the identification of their key stakeholders. Some stakeholders mat-
ter more than the others. Key stakeholders are those who have a significant
impact on the future success of your organization.

e To enable a better analysis, I split stakeholders into output stakeholders and
input stakeholders.

e Output stakeholders are those who receive the benefits (outputs) of an organ-
ization’s activity, for example consumers who receive services or products.

e Input stakeholders are those who contribute to the activities of an organiza-
tion (provide inputs), for example employees, volunteers or suppliers who
all have an input into the provision or production of services or products of
an organization.

e To understand the microenvironment, that is the competitive landscape
of the industry or sector in which an organization operates, you can use
Porter’s Five Forces model to understand the likelihood of new entry, the
power of buyers, the power of suppliers, the degree of rivalry and the sub-
stitute threat.

e To understand the macroenvironment, that is external environmental forces
that are beyond the control of the organizations, you can apply a PESTEL
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analysis, which allows you to assess potential changes in the political,
economic, social, technological, environmental and legal contexts.

The combination of the stakeholder analysis and an assessment of the
macro- and microenvironment form a picture of the external context in
which a stakeholder value proposition can be effectively devised, or, more
commonly, revised.

However, in order to finalize any stakeholder value proposition, it is impor-
tant to ensure the organization is in a position to deliver on it, which will be
the content of the next chapter.
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Chapter 3

Understanding Inputs,
Competencies and Resources

The third component of the contextual analysis requires looking inside the organi-
zation in order to make a critical appraisal of its competencies and key resources.
Compared to the external analysis discussed in the previous chapter, this internal
part of the strategic analysis is relatively new and many organizations are strug-
gling with the identification of their competencies and resources that enable them
to perform well. In particular, many public service and not-for-profit organiza-
tions seem to have difficulties with the identification of their intangible enablers.
There is immense confusion among managers about what intangibles are and
how to classify them, as well as the difference between competencies, capabili-
ties and resources. I therefore aim to provide a detailed discussion and breakdown
of organizational resources, and how they form the foundation for capabilities and
competencies, before moving on to look at the tools to understand and map these.

Staying with the tree analogy, this chapter therefore deals with the roots
(the resources) and the trunk (the competencies). The questions we are trying to
address include (see Fig. 3.1):

What are we good at?

What are our competencies and capabilities?

What kind of services and products is our organization capable of producing?
What does our resource architecture (tangible and intangible) look like?
How do resources combine to give us our capabilities?

FIGURE 3.1 Understanding the internal context.
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YOUR ORGANIZATIONAL RESOURCES

We start with the foundation and look at the roots of the tree — which represent
the organizational resource architecture that enables an organization to perform.
Resources are critical building blocks of strategy because they determine not
what an organization wants to do but what it can do.! Even though economists
started to make a strong case for the significance of intangible resources as an
important production factor in the early part of the nineteenth century,” organi-
zations have traditionally looked at only their financial and physical resources
and, by doing so, often overlooked their intangible resources as an enabling
force and a source of competitive performance. Today, most executives see the
critical importance of intangible resources as the drivers of performance. Based
on this, we can classify organizational resources into the following three princi-
pal categories (see Fig. 3.2): financial resources, physical resources and intangi-
ble resources.

Financial resources are simply the amount of funding or finance avail-
able. While some organizations in the government or not-for-profit sector can
rely only on their allocated budget, others are able to generate further monetary
resources from various sources such as services and product sales, donations,
borrowings, asset sales and equity stakes.

Physical resources consist of items such as buildings, information and com-
munication technology infrastructure, plant and equipment, premises or land
and, in some cases, owned natural resources. Examples might include pet hos-
pitals in a pet aid charity such as the PDSA or the natural resources owned and
maintained by the National Trust in the United Kingdom.

Intangible resources are nonphysical sources of value such as knowledge
and skills of employees, brand image, reputation, relationship with suppliers,
organizational culture, best practices or intellectual property. These are becom-
ing increasingly important for public service and not-for-profit organizations.

>

Intangible

resources
%/ Iz \‘;—%\\

T4
Physical { Financial
resources resources

FIGURE 3.2 Organizational resources.
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From a resource-based perspective, it is argued that resources are valuable
only if they provide a unique competitive advantage for the organization and
if they support the organization’s core competencies.® In order for them to be
strategically valuable, resources must therefore be inimitable, not substitutable,
tacit in nature or synergistic.* It is often argued that in today’s economy, most
physical resources are transient and are therefore rarely sources of competi-
tive advantage. With this in mind, one might argue that they could therefore be
ignored. However, many intangible resources are valuable only in relationship
with existing physical resources, or vice versa. Physical resources are often
levers that enable companies to benefit from their intangible resources.

Wal-Mart’s expertise in inventory replenishment, for example, is a key
intangible element, but without physical resources such as the innovative physi-
cal distribution centers and store layouts, it would be less, or not at all, valu-
able.’ The fact that physical resources rarely create a competitive advantage on
their own does not mean that they cannot be key drivers of competitive advan-
tage and performance. One might think about DeBeers and its possession of
diamond mines or oil companies such as Exxon or BP and their oil reserves.
We will come back to the interrelated nature of organizational resources, but
before we do this, we need to better define intangible resources and their
important role in creating value.

THE IMPORTANCE OF INTANGIBLE RESOURCES

Intangibles are important enablers of performance and success. A recent survey
commissioned by the consulting firm Accenture revealed that most executives
around the world believe that intangibles are critical for the future success of
their businesses.® However, at the same time, most agreed that their approaches
to managing intangibles were poor or nonexistent. Indeed, it is estimated that the
level of US corporate investment in intangible assets, around $1 trillion annually,
almost matches that of investment in tangible assets.’

Not only commercial enterprises are seeing the value in intangible resources,
but also other organizations and governments are recognizing the importance of
them. In the United Kingdom, for example, the UK prime minister wrote in a
recent government white paper that intangible resources such as creativity and
inventiveness are the greatest source of economic success but too many firms
have failed to put enough emphasis on R&D and developing skills.® The UK sec-
retary of state for trade and industry added in a recent report that, increasingly, it
is the intangible factors that underpin innovation and the best-performing busi-
nesses.” A report of the Brookings Task Force on Intangibles outlines that the
large and growing discrepancy between the importance of intangible assets to
economic growth and the ability to clearly identify, measure and account for
those assets is a serious problem for business managers, investors and govern-
ments.'® An important public sector study of about 100 local authorities in Israel
finds that intangibles such as managerial capabilities, human capital, internal
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FIGURE 3.3 C(lassification of intangible resources.

auditing, labor relations, organizational culture and perceived organizational rep-
utation are actually important enablers of good performance.!! In order to iden-
tify intangibles, we need to first define what we mean by them.

WHAT ARE INTANGIBLE RESOURCES?

The concept of intangible assets is frequently used but not always well defined.
Often different terms are used to describe the same concept, which means that
intangible resources are also referred to using terminology such as ‘intangible
assets’, ‘intellectual capital’ or ‘knowledge assets’.'? Since this book is about
strategic performance management, we use the terminology ‘intangible resource’,
which is most closely associated with strategic management thinking.'?

Many different classifications and definitions exist for intangible resources.
It is important to stress that there is no right or wrong classification. Instead,
what is important is that a classification is comprehensive and doesn’t leave
out important forms of intangible resources. The classification provided below
ensures that all critical intangible resources are included. The key objective of
this classification is to facilitate the identification of the intangible resources
within organizations. Debates on whether one intangible should be put into one
category or another are therefore not productive or particularly useful. What is
important is that we identify all intangible resources that matter.

Here, intangible resources are defined as non-tangible resources that are
attributed to an organization and that support an organization’s competencies
and therefore contribute to the delivery of the organizational value proposition
to its various stakeholders. Intangible resources can be split into three com-
ponent classes: human resources, structural resources and relational resources
(see Fig. 3.3). Table 3.1 provides examples of different intangible resources
under each of the three categories.
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TABLE 3.1 Examples of Intangible Resources

Human resources

Relational resources

Structural resources

Knowledge and skills
Education

Vocational qualification
Work-related experience

Flexibility and changeability
Employee loyalty
Employee satisfaction

Formal relationships
Informal relationships
Social networks
Partnerships

Corporate reputation
Customer loyalty
Customer engagement
Licensing agreements
Distribution agreements
Joint ventures

Organizational culture
Corporate values
Social capital
Management philosophy

Work-related competencies  Alliances Intellectual property
Emotional intelligence Brand image Brand names
Entrepreneurial spirit Trust Data and information

Codified knowledge
Patents/copyrights
Trade secrets
Processes and routines
Formal processes
Tacit/informal routines

Management processes

. J

HUMAN RESOURCES: SKILLS, KNOWLEDGE AND
STAFF ENGAGEMENT

The principal subcomponents of an organization’s human resources are natu-
rally its workforce’s skill sets, depth of expertise and breadth of experience.
Human resources can be thought of as the living and thinking part of the
intangible resources.'* These resources therefore walk out at night when peo-
ple leave, whereas relational and structural resources usually remain with the
organization even after people have left. Human resources include the skills and
knowledge of employees, as well as know-how in certain fields that are impor-
tant to the success of the enterprise, plus the aptitudes and attitudes of its staff.!
Employee loyalty, motivation and flexibility will often be a significant factor too
since an organization’s ‘expertise and experience pool’ is developed over peri-
ods of time; for example, high levels of staff turnover mean that an organization
is hemorrhaging these important resources. The importance of knowledgeable
and experienced staff has been demonstrated by many studies. For example,
local authorities implementing strategic human resource management practices
that result in organization-specific educated and trained employees have been
found to outperform those that do not implement such practices.'®

RELATIONAL RESOURCES: PARTNERSHIPS, IMAGE
AND CORPORATE REPUTATION

Relational resources are the relationships that exist between an organization
and any outside party, both with key individuals and other organizations. These
can include customers, intermediaries, employees, suppliers, alliance partners,
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regulators, pressure groups, communities, creditors or investors. Relationships
tend to fall into two categories — those that are formalized through, for exam-
ple, contractual obligations with major customers and partners and those that are
more informal. While, in the past, the former tended to be predominant, today the
latter have a more important say in how the enterprise is managed. The type of
relationship can have an impact on the value of these relationships; for example,
they can determine the effectiveness of the information that is transferred
between related parties.
Research has confirmed that, for example,

Good labor relations between the management and the employees are likely to improve
the performance of a local authority [...] upholding principles such as fairness, safety, and
trust is likely to motivate members to higher production and overall standards, thereby
countervailing the effects of inefficiency, ineffectiveness, and concealed unemployment
that too often burden local authorities ....!!

Other factors that fall into this category are brand image, corporate repu-
tation and product/service reputation. Increasingly, this latter subcategory can
be particularly important to the success or failure of government and not-for-
profit organizations. In fact, a recent study found that perceived organizational
reputation is a key success factor in local authorities:

Highly reputable local authorities can, for example, attract new residents from the higher
socioeconomic levels, as well as new investors, and thus strengthen their fiscal state, cre-
ate new jobs, and offer a higher standard of living.'!

Reputation is important for most public service and not-for-profit organiza-
tions. Hospitals rely on a positive corporate reputation in the same way schools,
police forces and fire departments do. Charities rely heavily on corporate repu-
tation and a dip in reputation can seriously impact donation levels.

STRUCTURAL RESOURCES: INFORMATION, CULTURE
AND PRACTICES

An organization’s structural resources cover a broad range of vital factors.
Foremost among these factors are usually the essential operating processes, the
way it is structured, its policies, its data and information and the content of its
databases, its leadership and management style and its culture, as well as intan-
gible resources that are legally protected by patents or copyrights, for example.
The structural resources can be subcategorized into organizational culture, prac-
tices and routines and intellectual property.

Organizational culture can reinforce the achievement of the overall goals,
sometimes also referred to as social capital and context.!” Government as well
as not-for-profit organizations often suffer from a bureaucratic or hierarchical
organizational culture and could benefit from a greater emphasis on change,
flexibility, entrepreneurialism, outcomes, efficiency and productivity.'® The right
corporate culture gives each person in an organization a common and distinctive
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method for transmitting and processing information; it defines a common way
of seeing things, sets the decision-making pattern and establishes the value sys-
tem.'® Culture resources embrace categories such as corporate culture, organi-
zational values and management philosophies. They provide employees with a
shared framework to interpret events, a framework that encourages individuals to
operate both as an autonomous entity and as a team in order to achieve the com-
pany’s objectives.?’ For example, research shows that a government or not-for-
profit organization with a strong organizational culture that emphasizes elements
such as high involvement of the organization’s members, shared beliefs, ability
to adapt to the environment and a sense of mission is likely to perform better
than its counterparts lacking such an organizational culture.?!

Practices and routines can be important organizational resources. Shared
knowledge in organizations is expressed in routines and practices.?? Practices
and routines include internal practices, virtual networks and review processes;
these can be formal or informal procedures and tacit rules. Formalized routines
include process manuals providing codified procedures and rules; informal
routines could be codes of behavior or understood (but unstated) workflows.
Practices and routines determine how processes are being handled and how
work flows through the organization. An example of a process that has become a
valuable strategic resource is the 25-min airplane turnaround time at Southwest
Airlines. A process introduced as a necessity to start up the business as a low-
cost carrier, today has become a key differentiator.

Intellectual property — owned or legally protected intangible resources — is
becoming increasingly important. Here, intellectual property is defined as the
sum of resources such as patents, copyrights, trademarks, brands, registered
designs, trade secrets, database contents and processes whose ownership is
granted to the company by law.?® Intellectual property is an element of organi-
zational knowledge that is owned by the organization and can’t walk out at night
when everyone goes home. It represents the tools and enablers that help to define
and differentiate an organization’s services and product offering. Intellectual
property includes trademark symbols such as the McDonald arches and the Nike
swoosh or the patented ‘l-click’ buying option at Amazon.com. Coca-Cola,
for example, made a conscious decision to keep the formula for Coke a trade
secret that is actively protected. Had they patented the formula instead, their pat-
ent protection would have run out many years ago, most likely destroying their
market share. Many government and not-for-profit organizations possess intel-
lectual property in the form of information and database contents, brand names
and trademarks.

Even though most organizations possess a wide stock of intangible resources,
not all of those are critical value drivers and enablers of successful perfor-
mance. The reasons for this are that the value of resources is context specific
and resources are not just static — they dynamically interact with each other to
be transformed into capabilities and core competencies. The latest knowledge
of how to treat patients with heart conditions is critical for hospitals and health
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services, for example, but the same knowledge is of little value to a court of jus-
tice or a nature reserve trust (context-specific nature of resources). Having the
knowledge of how to treat patients with heart conditions is valuable to a hospital
only if it also has surgeons with the skills to apply this knowledge and the physi-
cal infrastructure needed to treat patients. This is often referred to as the inter-
connectedness of organizational resources.

CAPABILITIES AND CORE COMPETENCIES

No discussion on strategy and organizational resources would be complete with-
out a view of how the individual resources interrelate with each other to create
vital capabilities and core competencies. Similar to the definition of intangible
resources, little consensus exists about what exactly constitutes a capability or
a core competence. While people often use the words ‘capabilities’ and ‘core
competencies’ interchangeably, I believe that some clear distinctions need to be
made, which I outline below.

Capability refers to the quality of being capable, physically or intellectually.
Capabilities are localized bundles of brilliance — sometimes called ‘centers of
excellence’ — that shine within their organizations through a combination of the
resources. They are activities that an organization is able to perform better than
other activities. Capabilities can be defined as the combination of a set of organi-
zational resources (physical, monetary, human, relational and structural) that
collectively enable that organization to perform well in specific areas. A number
of combinations of different organizational resources can therefore yield many
different capabilities that the organization is good at but that may or may not be
strategically vital.

Core competence, on the other hand, is an excellently performed internal
activity that is central, not peripheral, to a company’s strategy, competitiveness
and value proposition. The difference between capabilities and core competen-
cies is that an organization might have many potential capabilities resulting from
the combination of their resources, whereas it will have very few core competen-
cies. Core competence is therefore a capability, or a set of capabilities, that is
linked to the strategic value proposition of an organization (see Fig. 3.4).

The term ‘core competencies’ first became prevalent following an award-
winning article published in the Harvard Business Review by Hamel and
Prahalad.>* Core competencies (sometimes referred to as ‘strategic core com-
petencies’) are therefore a distinctive combination of organizational resources,
such as applied technologies, skill sets and/or business processes, which have
evolved and been learned over a period of time in response to customer and
other key stakeholder needs.” They uniquely define an organization and pro-
vide a thread running through it, weaving their resources together into a coher-
ent whole.?0 It is also the evolutionary learning process that gestates within the
organization that makes it unique and, therefore, extremely difficult for others
to replicate.
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FIGURE 3.4 Capabilities versus core competence.

Often-quoted examples of core competencies are Sony’s expertise in mini-
aturization to create ‘pocketable’ consumer products and Honda’s ability to get
the best out of internal combustion engines.?’” Honda’s superior expertise in
compact engine construction enabled it to build on this competence and become
a major competitor to many established manufacturers of, for example, motor-
boat engines, lawn mowers and portable generators through its retail relation-
ships, while continuing to sell automobiles and motorcycles through its own
dealerships. Another company’s management that has built its success on its
understanding of the firm’s core competencies is Wal-Mart, which transformed
the company by building on its knowledge of ‘cross-docking’. This supply chain
management best practice — whereby incoming goods are immediately trans-
shipped to delivery vehicles without expensive warehousing — was one of the
factors that enabled Wal-Mart to outperform its rival K-Mart.>

Recognizing what capabilities an organization possesses and what core
competencies are required to deliver the organizational value proposition is fun-
damental to strategy development. What can pose a challenge is harmonizing
different capabilities that are required to deliver desired outcomes or core com-
petencies, for example, excellent customer service. Consider a common busi-
ness process, such as the order-to-cash fulfillment process in a public library
for instance. The customer places an order, and the library orders or locates the
publication, delivers it and then gets paid for it. To the customer, it is a single
process with multiple components, but it implies the presence of at least six dif-
ferent capabilities:

e Customer order handling capability
e Planning and scheduling capability
e Procurement capability
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e Location capability
e Distribution capability
e Credit management capability

Each of these capabilities requires different skill sets, practices, technologies
(although some IT systems will likely be multifunctional and integrated) and
physical resources, such as offices and the library. If each component capability
does not dovetail effectively and cohesively with its peers within the same busi-
ness process, then the customers will not be satisfied. The same applies to other
similar processes, such as demand generation, product/service development and
after-sales service. However, effectively joined-up capabilities can be an incred-
ibly powerful means of creating a distinctive competitive advantage. Therefore,
capabilities not only work closely together to deliver immediate process outputs
for an enterprise’s stakeholders but also, consequently, have longer-term out-
comes that can dictate the enterprise’s strategic options.

Hamel and Prahalad recommend three tests to help identify core competen-
cies. The core competencies must:

e provide potential access to a wide range of markets,

e make a significant contribution to the perceived customer benefits of the
end product (or service),

e be difficult for competitors to imitate.

It is important to recognize too that core competencies often do not reside
in a single strategic business unit and, therefore, corporate offices need to take
ownership for them to ensure that they are properly nurtured so that they do
not inadvertently wither or even get outsourced. The notion of strategic core
competencies requires that, over time, some existing core competencies will
need to be abandoned, others strengthened and some new ones created. This
is done by reconfiguring the underlying resource architecture that shapes the
core competencies — this could mean, for example, retraining people, updating
the IT infrastructure, redesigning processes, establishing a new reputation or
building new strategic alliances.

THE DYNAMIC NATURE OF RESOURCES

The above outline of organizational resources addresses the stock of resources
and helps organizations to identify what key resources they have. This dis-
cussion highlighted that resources need to be bundled together to form either
capabilities or competencies. Therefore, in order to be valuable, organizational
resources have to be transformed, through core competencies, into products
or services that deliver value. Resources are often referred to as perform-
ance drivers or enablers, which reinforces the notion of causal relationships
between the resources and organizational value creation. Intangible resources
such as employee skills and customer relationships often deliver customer
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satisfaction and loyalty, which in turn deliver successful organizational per-
formance levels.?8

Individual resources often impact performance with ‘causal ambiguity’.?’
This means it is difficult to identify how individual resources — let’s say the cor-
porate reputation — contribute to success without taking into account the interde-
pendencies with other resources. For example, the value of corporate reputation
might depend on the quality of the service delivery process and the service repu-
tation itself. The latest technology can be an important resource in organizations,
but it is worth little without the right knowledge and competencies of how to
operate it. In turn, all the latest understanding and knowledge of how to operate
technology is worthless if employees do not have access to the technology.

Baruch Leyv, professor at New York’s Stern School of Business, notes that
intangibles are frequently embedded in physical resources (e.g. the technology
and knowledge contained in an airplane) and in labor (e.g. the tacit knowledge of
employees). This leads to considerable interactions between tangible and intangi-
ble resources in the creation of value. He also emphasized that ‘when such inter-
actions are intense, the valuation of intangibles on a stand-alone basis becomes
impossible’.?* This is why a balance sheet approach to organizational resources
does not provide information on the important interrelationships between them.!
To gain strategic insights into the importance of organizational resources, it is
important to understand their interdependencies with other resources to form
core competencies and thus products and services that deliver value.

In conclusion, this means that organizational resources, both tangible and
intangible, interact with and depend on each other to form the basis for capabili-
ties and core competencies. Organizations, therefore, require tools to help them
understand their resource architecture, capabilities and core competencies.

ASSESSING YOUR STRENGTHS AND WEAKNESSES

One tool that has long been used by public sector and not-for-profit organiza-
tions to understand the strengths and weaknesses of their organizations is the
SWOT analysis — SWOT stands for strengths, weaknesses, opportunities and
threats.>? Opportunities and threats are external factors and should be derived
from the external analysis (Chapter 2). Here, the focus is on the strengths and
the weaknesses since they can provide input for a contextual understanding of
the internal environment. This analysis can play an important role in bring-
ing together a first overview and consensus opinion of what really matters and
what the organization is good at or not so good at. It can help to bridge the fac-
tions (e.g. technical vs. marketing vs. finance) that can exist within most large
organizations. Figure 3.5 illustrates several of the typical components that
might be brought together to summarize the internal and external views of the
organization for strategic decision-making purposes. The content is intended
to be illustrative rather than authoritative and other considerations may come
into play.
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Positive Negative

Strengths Weaknesses

Technological skills

Leading brands

Distribution channels
Customer relationships/loyalty
Production quality

Scale

Good management

Absence of important skills
Weak brands

Poor access to distribution
Low customer retention
Unreliable products/services
Subscale

Poor management

Internal
factors

Opportunities Threats

Changing customer tastes
Closing of geographic
markets

Technological advances

* Changes in government
policies

Taxation increases
Change in demographics
New distribution channels

Changing customer tastes
Liberalization of geographic
markets

Technological advances
Changes in government policies
Lower taxes

Change in demographics

New distribution channels

External
factors

FIGURE 3.5 Identifying strengths and weaknesses.

ASSESSING WHAT RESOURCES YOU POSSESS
IN YOUR ORGANIZATION

The above categorization of resources that I have outlined can be used to facili-
tate a discussion about the current stock of resources. This can be conducted in
individual interviews with key people in the organization; it can also be done in
facilitated workshops, or even via a mail or online survey. From experience, doing
individual interviews or surveys works best, as it means that all participants have
their say, without their opinion being suppressed by stronger or more dominant
participants in workshops. The resource categorization can be used to create a
template that guides people through the different resources and prompts them to
think about the different types of resources in their organization (see Fig. 3.6).

It is important to emphasize again that the objective of this resource classifi-
cation template is to address as many different resources as possible and facili-
tate a discussion. Therefore, it doesn’t matter whether we classify a resource as
relational, structural or human. The aim here is to stimulate awareness of pos-
sible resources in order to identify the resource stock of an organization, rather
than to put them into rigid categories.** For the purpose of identifying resources,
it therefore isn’t important if, for example, we put ‘the ability to build customer
relationships’ into the human resources or the relational resources category. What
matters is that we create a realistic picture of the existing resource architecture.

The individual responses can then be brought together and a list of all the
resources can be presented in a facilitated workshop. Participants in this work-
shop are usually the senior managers; however, sometimes it is also advisable
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Resource Sub categories: Resources with a significant
category: g ) presence in our organization:
Physical Property, plants, location of buildings,

resources information and communication

infrastructure, machines, equipment,
natural resources, physical infrastructure,
office design, etc.

Human Education, technical knowledge and
resources expertise, skills, know-how, attitudes,
experience, motivation, flexibility,
commitment, creativity, etc.

Relational Customer relationships, supplier
resources relationships, reputation, image, trust,
contractual relationships, informal
relationships, alliances, relationships with
regulators, partners, etc.

Structural Processes, tacit routines,

resources organizational structure, governance and
management approaches, organizational
culture, social capital, shared identity,
patents, brand names, copyrights, trade
secrets, codified information and
knowledge, e.g. in databases or process

manuals, etc.
Financial Cash, investments, bonds, loans,
resources budget, etc.

FIGURE 3.6 Identifying your resource stock.

to include people from different hierarchical levels or even external stakehold-
ers. This might depend on the complexity of your organization. The more
complex the business is, the better it is to involve as many people as possible.
The outcome from this exercise is a list of key resources. At this point, it is not
important anymore to use the categories, but rather the individual resources,
presented in a language that is understood within the particular organization.
Different organizations tend to have different names, or organization-specific
terminology, to describe the same resources. It is always advisable to use the
language that is used within the organization instead of the categories or exam-
ples provided in the template above. Using terminology such as ‘human capi-
tal’, for example, can cause misunderstanding or even cynicism, especially if
this terminology is not usually used within the organization.

IDENTIFYING THE RELATIVE IMPORTANCE OF
KEY RESOURCES

The relative strengths or importance of the identified key resources can be
assessed only in the context of the existing strategy. The questions to answer
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are: How important are our different existing resources to achieving our over-
all value proposition? How strong are our existing resources and how can we
utilize them more effectively? Here is where the market- and resource-based
views come together from opposite sides. The former starts with the strategic
value proposition identified by the external analysis (Chapter 2) and then identi-
fies the relative importance of each resource to achieve the strategic objectives.
The latter looks at the existing resource architecture and evaluates the strength
of each resource in the organization independently of any value proposition or
existing opportunities in the market.

The most realistic situation in government agencies and most not-for-profit
organizations is that they have a more or less prescribed list of products and serv-
ices and tend to have relatively narrow remits. There will only rarely be a situ-
ation in which organizations discover that they possess valuable resources that
would allow them to enter completely different sectors or industries. If you are
in a situation where your value proposition is prescribed, or where you feel your
existing strategy is good or can’t be changed, you start the assessment of your
resources with your current value proposition in mind. If you start with a blank
piece of paper, which I have to admit I have never seen, you could then evaluate
the strength of your resources without any context. In all other cases, you might
want to do both.

Assessing the importance of the different resources to deliver your value
proposition and assess your resource strengths independently allows organiza-
tions to perform a gap analysis. This lets you understand whether you are build-
ing the appropriate resource architecture for your value proposition, or whether
you are under- or over-investing in certain areas (for a more in-depth discussion
on this, see risk assessment in Chapter 6).

This assessment is best done individually, either in interviews or by survey,
or it can be completed as part of a workshop. The easiest way to do this is to pro-
duce a list with the resources identified above and then to add columns for people
to assess the importance (see Fig. 3.7). Here, both assessments are included,
which allows a gap analysis.

The results from the individual assessments can then be aggregated and
visualized in a resource map. Such a map is the visual representation of the
relative strength or importance of the different resources. It is also possible to
include the two data sets (strengths and importance) and visualize the different
size bubbles to indicate any gaps.

Figure 3.8 shows an illustrative commercial example of such a map that was
created for a leading online-retailing business.** Its aim was to understand the
relative importance of its resources to deliver its existing value proposition. The
value proposition for this well-known retailer was to become the world’s pre-
ferred source for a particular type of goods by providing consumers not only with
top-level service but also with high quality of value-added information, excellent
price, simple transactions and an enjoyable shopping experience. In this exam-
ple, structural and human resources were the most important value drivers for this
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Identified key Relative strengths of these Relative importance of these
resources resources in our resources to delivering our
organization value proposition
0 = not at all important 0 = not at all important
10 = vitally important 10 = vitally important
Ourl specific 7 10
subject knowledge
Our perceived
. 4 9
reputation
Relationships 4 6
with key partners
Our buildings 9 2
Our website 8 7

FIGURE 3.7 Assessing the importance of resources.
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FIGURE 3.8 Visualizing the relative importance of the key resources.

commercial enterprise, with particular emphasis on its know-how of the market
and its customers, plus its processes and Web site. Other important resources
were relational, especially with goods suppliers and moneylenders, as the busi-
ness is still in the growing phase and not making any profits. This map helped the
organization to make sure that it is appropriately allocating its resources.
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ASSESSING THE INTERDEPENDENCIES OF
YOUR RESOURCES

Resources depend on and interact with each other in order to create a core com-
petence, which in turn helps to deliver the value proposition. This means that
resource interdependencies can be assessed only in relation to the existing core
competencies and value proposition of the organization. If you have defined your
core competence, you can then use the resource list created above to understand
how the resources interlink to deliver core competencies and value proposition.®

A study of government organizations clearly finds that organizational
resources (especially intangibles) enhance each other in their effect on organi-
zational performance, which suggests that organizations seeking to maximize
their performance subject to a given budget should balance the development of
their organizational resources. As a consequence, organizations should not only
attempt to estimate the direct effect of each organizational resource on perform-
ance but also assess the effects on performance of the interactions among them.!!

Individuals can use a matrix to rate how resource A is dependent on resource
B to deliver the core competence, until all resource combinations are assessed.>®
The scale used for assessing the relationships could be between 0 and 5, with 0
indicating no relationship and 5 indicating a very strong dependency. Again,
these matrices can be completed by individuals and then aggregated.

The results allow a facilitator to create a resource map with interdependen-
cies between resources (see Fig. 3.9). Here, thinner arrows indicate a weaker
dependence and thicker arrows a stronger dependence. In this example, the pro-
cesses, so vital for the core competence of this commercial business (e.g. provi-
sion of a simple and enjoyable online shopping experience), strongly depend on
the marketing know-how and understanding of the customer needs, as well as on
the existing IT infrastructure, the distribution know-how and supplier relation-
ships. Once these processes are created, this company aims to patent them to
protect their competitive position.

The aim here is to display the key relationships. Often, these maps start as
a ‘spaghetti diagram’ where all resources are related to every other resource.
This is why it is important to assess the strength of the interdependencies. Once
these are mapped, a workshop can be arranged with the aim of consolidating the
interdependencies. The process involves jointly identifying the key dependencies
and eliminating minor and unimportant dependencies. The objective is to gain
consensus on the final map to represent the key resources and their key interde-
pendencies that together deliver the core competence.

ASSESSING THE FUTURE OF YOUR RESOURCES

As discussed in Chapter 2, scenarios are traditionally used to describe possi-
ble alternative future developments in the external environment, which then
inform the positioning and stakeholder value proposition. However, with
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FIGURE 3.9 Interdependence of resources.

a shift in focus toward a resource-based view of strategy, scenarios can also
be used to describe alternative internal development paths for an organiza-
tion.’” Internally, organizations have many options of how to react to external
opportunities and threats. As outlined above, competencies are based on the
resources that often depend on each other and are often path dependent — that
is, present choices about options are influenced by past choices.*

Within an organization, there are often different perspectives on current prob-
lems and unsolved conflicts, different assumptions about the levers where changes
could be initiated, different prioritizations of capability and resource develop-
ment and different interests. Considering these different views and accumulat-
ing diverse accounts about the possible developments of the internal resources
can yield important information about the future direction of the organization.
Holding a workshop to explore future developments of the organization allows
managers to bring in their personal ideas and visions of the organization’s future
and systematically link them to several strategy scenarios. Such workshops are
best led by an external facilitator who is experienced in developing scenarios.
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SUMMARY

This chapter has emphasized the importance of understanding the internal
resource architecture and core competencies of an organization.

Using the tools and classifications outlined in this chapter allows organiza-
tions to clarify the internal organization context and develop a better under-
standing of their resource architecture and core competencies.

Resources are enablers and drivers that underpin future performance. They
can be categorized into monetary, physical and intangible resources.

In order to facilitate the identification of your resource stock, intangible
resources are split into human, relational and structural resources.

Human resources relate to the people in the organization and include
knowledge, skills, employee loyalty, staff engagement and experience.
Relational resources relate to relationships between the organization and
external parties. These include partnerships, licensing agreements and cor-
porate reputation.

Structural resources relate to internal practices and processes as well as
to intellectual property and organizational culture. This category includes
copyrights, data and information and leadership style.

Organizational resources are interdependent. All key resources interact
with and depend on each other to form the basis for capabilities and core
competencies.

Core competencies underpin the delivery of the stakeholder value proposition.
Core competencies differ from capabilities. While a capability refers to any
excellently performed internal activity the organization is capable of, a core
competence, on the other hand, is an excellently performed internal activity
that is central, not peripheral, to a company’s strategy, competitiveness and
value proposition.

The internal analysis, together with the analyses of the boundary conditions
(Chapter 1) and the external environment (Chapter 2) form the basis for the
strategy. In the following chapter, I will discuss how we translate the output
from the first three chapters into an integrated and coherent organizational
strategy.
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Chapter 4

Mapping and Defining your
Strategy

The previous chapters have given you an understanding of your stakeholder
value proposition as well as of your core competencies and resources neces-
sary to deliver it. Bringing these together allows you now to translate these
into an integrated and coherent picture of your strategy. In this chapter, I will
outline how a strategy can be visualized in a value creation map (VCM) and
described in a value creation narrative (VCN). Together, they allow organiza-
tions to make their strategic plans explicit and communicate them to everyone
within the organization in order for the strategy to be executed, challenged and
refined. Questions addressed in this chapter include:

Why do we need to map and define our strategy?

How do we map our strategy into a VCM?

How can we connect our inputs, outputs and outcomes?
How do we describe our strategy in a VCN?

How do we cascade VCMs in our organization?

How have organizations applied these tools in practice?

Without an explicit understanding of strategy, strategic performance manage-
ment will never be possible. Today, one of the biggest barriers to successful
performance management is that strategy is often communicated in cryptic
or incomplete ways, with the hope that employees will understand how it all
fits together. In most cases they don’t! Organizational strategy has its roots in
military strategy, and strategy execution in organizations is often compared
with an army fighting a battle. Two and a half thousand years ago, Sun Tzu, a
wise Chinese general, wrote that an army that knows both its enemy and itself
can fight a hundred battles without disaster.! He continues that once an army
understands its enemy and knows its own strengths and weaknesses, it can lay
out its plan. This is exactly what we are trying to do here.

Chapters 1-3 have given readers the insights of understanding the external
competitive environment and the internal strengths and weaknesses of an organi-
zation. Now we need to bring them together in order to lay out a strategic plan and
communicate it to everyone. Back to the army analogy which I have borrowed
from Bob Kaplan and Dave Norton, we would expect an army general taking
his troops into the battlefield to provide detailed maps of the terrain, telling field
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officers and troops exactly what the strategic objective is and how he envisages
that it being achieved.” Without a detailed plan, it would be difficult, if not impos-
sible, to clearly communicate a campaign. The likely consequence would be that
the field officers and troops wouln’t really understand the strategic plan. However,
in most organizations, leaders commonly communicate their strategy in cryptic
and partial forms. It is not rare to see strategic business plans in public service and
not-for-profit organizations that run into 35 or even 50 pages. These often include
extensive lists of seemingly unrelated goals and targets without revealing how they
all fit together; not surprisingly, in many instances they don’t. It is also no surprise
that employees and stakeholders are struggling to make sense of the strategy.

WHY MAPS AND NARRATIVES?

There are two primary functions of visual strategic maps and narrative strategy
descriptions: (1) to ensure the strategy is integrated and cohesive and (2) to
enable easy communication of the strategy. Our human brain interprets incom-
ing information to create meaning. The Nobel Prize winners Roger Sperry and
Robert Ornstein discovered that the brain is divided into two halves, or hemi-
spheres, and that different kinds of mental functioning take place in each.’ The
left hemisphere operates sequentially and deals largely with ‘academic’ activi-
ties such as reading, arithmetic and logic. By contrast, the right hemisphere
operates holistically and deals more with synthesizing and ‘artistic’ activities
such as art, music, color and creativity (see Fig. 4.1). It is therefore easier for
our brain to make meaning of complex information when it is presented in vis-
ual formats. Visual maps are processed in our right hemisphere, which is better
equipped to deal with complex and holistic information. This is why a picture
can be worth a thousand words.

Left-brain-focused people, who are strongly text oriented, could lose out on
important insights to be gained from images depicted in pictures and diagrams.

Left hemisphere. Right hemisphere

Words Holistic
Logic Synthesis
Numbers Integrating
Sequence Rhythm
Verbal Emotional
Analysis Imagination
Lists Color
Rational Dimension
Intellectual Spatial

awareness

FIGURE 4.1 Left brain, right brain.
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The reverse may not hold true with the right-brain-focused people not neces-
sarily being deprived of more linear and logical thinking. This may be due to
our education, which already puts greater emphasis on ‘left-brain thinking’. The
early approach is then reinforced by the way we behave in business. Promotion
of creative thinking into business activities can be seen as a means of counter-
acting our early and subsequent emphasis on linear thinking. Many great minds
are believed to have used both parts of their brains. A good example is Leonardo
da Vinci who, in his time, was one of the most skilled men in a wide range
of disciplines such as art, sculpture, physiology, general science, architecture,
invention, engineering, aviation and many more. As Mozart said, ‘I can see the
whole ... at a single glance in my mind, as if it were a painting or a handsome
human being.’ It is the role of VCMs to focus everyone on ‘the big picture.’

It is recommended that VCMs are accompanied by a VCN; here, a narra-
tive means telling the story of value creation in writing. Dr Howard Gardner,
Professor at Harvard University and author of Leading Minds,* believes that
stories constitute one of the most powerful tools in business. Narratives have
proven to be useful tools for organizations in communicating how they func-
tion, and especially about how intangible resources help to deliver value.’
However, narratives not only provide additional contextual information, they
also engage the logical left hemisphere of the brain and therefore ensure that
both sides of the brain are involved in understanding strategy.

STRATEGIC MAPPING IN ORGANIZATIONS

Maps have long been used in strategic management to visualize complex
relationships and knowledge.® Napoleon, for example, was a great advocate
of their use. More recently, Robert Kaplan, Professor at Harvard Business
School, and David Norton have made strategic mapping an essential part of
their balanced scorecard (BSC) model, and thereby significantly contributed
to the widespread usage of mapping tools in modern organizations.” Strategy
maps are visual representations of the causal linkages assumed between strate-
gic objectives in the following BSC perspectives:

e The financial perspective covers the financial objectives of an organization
and allows managers to track financial success and shareholder value.

o The customer perspective covers the customer objectives such as customer
satisfaction, market-share goals as well as product and service attributes.

e The internal process perspective covers internal operational goals and out-
lines the key processes necessary to deliver the customer objectives.

e The learning and growth perspective covers the intangible drivers of future
success such as human capital, organizational capital and information capi-
tal including skills, training, organizational culture, leadership, systems and
databases.
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FIGURE 4.2 Traditional balanced scorecard template.

Initially, it was suggested to visualize a BSC in a four-box model (see Fig.
4.2). However, the classic four-box model is now outdated and has been
replaced by a strategy map view. A strategy map places the four perspectives
into a causal hierarchy to show that the objectives support each other and that
delivering the right performance in the lower perspectives will help to achieve
the objectives in the upper perspectives. For example, the objectives in the
learning and growth perspective underpin the objectives in the internal proc-
ess perspective, which in turn underpin the objectives in the customer perspec-
tives. Delivering the customer objectives should then lead to the achievement
of the financial objectives in the financial perspective. This causal logic is one
of the most important elements of modern BSCs. It allows companies to create
a truly integrated set of strategic objectives.

This visual representation of cause-and-effect relationships between dis-
tinct strategic objectives was first introduced into the BSC in 1996 and then
extended in 2000. Today, Kaplan and Norton emphasize that strategy maps
show how an organization will convert intangible resources into tangible out-
comes.® The BSC strategy map template is depicted in Fig. 4.3.

A problem arises if public sector and not-for-profit organizations now take
this generic strategy map template which was developed for commercial com-
panies and just apply it mechanistically without changing its format to make
it fit the public sector and not-for-profit environment. The overall goal of e.g.
maximizing profits or delivering long-term shareholder value is not appropri-
ate for public sector or not-for-profit organizations. Instead for most public
sector and not-for-profit organizations finance is primarily an input resource
that has to be managed as effectively and efficiently as possible, rather than an
outcome that has to be maximized. With implementations of the BSC model at
e.g. the City of Charlotte and the Boston Lyric Opera Kaplan and Norton have
demonstrated that the tool can be successfully applied in public sector and not-
for-profit organizations.
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However, in order to make the BSC model relevant to public sector and
not-for-profit organizations, a few changes have been proposed to the BSC
template (see also Fig. 4.4):!!

1. Move the financial perspective to the bottom of the template. The overall
objective of most public sector, government and not-for-profit organizations
is not to maximize profits and shareholder return. Instead, money and infra-
structure are important resources that have to be managed as effectively and
efficiently as possible to deliver the strategic objectives.

2. The main objective of public sector, government and not-for-profit organi-
zations is to deliver services to their key stakeholders, which can be the
public, central government bodies or certain communities. Therefore, the
customer perspective is changed into a stakeholder perspective, which usu-
ally sits at the top of the template to highlight the key stakeholder delivera-
bles and outcomes.

3. The two remaining perspectives will stay as they are. Any public sector,
government and not-for-profit organization needs to build the necessary
human, information and organizational capital to deliver its key processes
in the middle of the map.

A tool was created in order to align the map with the organizational
value proposition, the core competencies and the underlying resource archi-
tecture, as suggested in strategic management theory and as outlined in this
book. The aim was to provide a simple strategy mapping template that does
not require the shuffling around of the BSC perspectives. A so-called VCM
builds on the important foundations laid by the BSC, and other perform-
ance management models, but ensures that the three key components of
strategy are represented. A VCM provides an strategy mapping template
that is truly grounded in the theory and practice of strategy. A VCM pro-
vides an approach that does not prescribe a certain business logic (which
makes is appropriate for public service, not-for-profit as well as commer-
cial organizations), provides a more comprehensive set of organizational
resources and allows organizations to map their strategy into one integrated
visual map.

WHAT IS A VALUE CREATION MAP?

A VCM is a visual representation of the organizational forward strategy. It
brings together the three key elements of an organizational strategy, namely, its
output stakeholder value proposition, its core activities, and its enabling strategic
elements or drivers of performance. Let me define each of these in more detail
and link them to the previous chapters:
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o The output stakeholder value proposition (or output deliverables) answers
the question of why an organization exists and what its roles and delivera-
bles are. It identifies the key output stakeholders of the organization and
describes what value (outcome or impact) the organization is delivering to
them. It is mainly derived from the analysis of the core purpose and the
output stakeholder requirements.

e The core activities are the vital few things an organization has to excel at in
order to deliver the above value proposition. The core activities essentially
define what an organization has to focus on and what differentiates it from
others. Core activities are directly linked to the organizational core compe-
tencies and therefore derive from the assessment of the core competencies
as part of the internal analysis.

e The enabling strategic elements (or value drivers) are the other strategic
elements or objectives an organization has to have in place or has to deliver
in order to perform its core activities and meet its output stakeholder value
proposition. These enabling elements or value drivers are derived from
the assessment of the resource architecture as well as the assessment of
the input stakeholders and represent objectives linked to an organization’s
financial, physical and intangible resources.

These three components are then placed in relationships with each other
and visualized on one piece of paper to create a completely integrated and
coherent picture of the forward strategy. A VCM is therefore a visual represen-
tation of an organization’s unique strategy at a specific point in time and it has
a limited life span (usually 12 months, which is in line with the annual plan-
ning cycle of most organizations, but this can be shorter or longer depending
on the dynamics in the external environment). As a consequence, there should
never be two VCMs that are the same. The basic template of a VCM is shown
in Fig. 4.5.

A VCM establishes a shared understanding and facilitates communication
of strategy. Such shared understanding of the organizational strategy can then
form the starting point for assessing, implementing and continuously refining
the strategy.

The way the resources are visualized can vary depending on preferences,
levels of understanding and available data. The most basic visualization is
shown here, which does not show any causal relationships or individual inter-
dependencies between the enabling elements. The fact that they are all in one
box indicates that these different enablers or value drivers are interdependent
and, as a bundle of enablers, support the core activities.

Organizations with a better understanding of their value drivers might want
to move to more sophisticated mapping approaches within the VCM. The next
level of sophistication is to highlight specific links between the individual
value driver bubbles as outlined in Fig. 3.10. In Chapter 3, I discussed the fact
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Output stakeholder value proposition/output deliverables
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e.g. technology

Enabling strategic elements/value drivers

FIGURE 4.5 Value creation template.

that organizational resources depend on and dynamically interact with each
other and the same is obviously the case for the resulting value driver objec-
tives. To achieve a VCM with linked enabling elements, organizations can fol-
low the methodology outlined in Chapter 3.

However, the most insightful visualization is to show cause-and-effect
relationships in the form of dependence (also called ‘influence’) diagrams.'?
This will make VCMs truly operational and will lead to a deep and compre-
hensive understanding of the strategy. Figure 4.6 shows the different types
of relationships between value drivers that could be shown in a VCM. The
first is a simple arrow that indicates that there is a cause-and-effect relation-
ship between the two value drivers — meaning that A leads to B. In order
to add more detail to these maps, it is possible to show arrows with dif-
ferent widths to indicate stronger or weaker causal relationships. In the
most sophisticated visualizations, organizations can differentiate the levels
of dependence between the different resources. This allows organizations
to see that, for example, the dependence of resource B on resource A is
stronger than the dependence of A on B. For example, resource B might
heavily depend on resource A, but resource A only moderately depends on
resource B.!3

Whereas a basic ‘bundled’ VCM, that is the one without the causal links,
corresponds with the systems dynamics view,'® which indicates that all
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Relationship

Cause and effect:
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FIGURE 4.6 Possible causal relationships between resources.
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‘Bundled’ value creation map
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FIGURE 4.7 ‘Bundled’ versus ‘causal’ value creation maps.

resources are interdependent and reliant on each other, a ‘causal’ VCM takes
a more pragmatic view and visualizes the most important causal dependencies
between the different resources. This makes VCMs easier to interpret and ana-
lyze, and also provides the possibility to verify and test the assumed causal
relationships and interdependencies. Figure 4.7 shows both the basic ‘bundled’
view and the ‘causal’ view. Neither of them is right or wrong, and it sometimes
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depends on personal preferences or the worldview of manager as to which
view an organization chooses. However, my experience with many public sec-
tor and not-for-profit organizations across the globe has taught me that causal
VCMs are more powerful in communicating strategy. And even more impor-
tantly, they ensure that each value driver is in fact explicitly linked to the other
strategic elements. This ensures that the strategy is coherent and integrated and
that no elements have crept into the strategy for any other reason than being
strategically relevant. The bundled view makes it a little too easy for an organ-
ization to just add elements to it which might only be there to please certain
individuals or stakeholders. I feel that this is especially problematic in gov-
ernment and public service organizations which operate in a highly political
context.

My recommendation is therefore to create causal maps that show the key
interdependencies and causal relationships between the various elements, but
at the same time acknowledging that all elements are to some degree interde-
pendent and interlinked.

VALUE CREATION MAP VERSUS STRATEGY MAP

The VCM can basically be seen as a template to create a strategy map and
in many instances the results will be identical. In Fig. 4.8, I have shown the
traditional strategy map and the VCM template next to the tree I have used as
an analogy throughout this book. On the left is shown the strategy map and on
the right the VCM.

Balanced scorecard strategy

map Value creation map

Financial perspective
persp Output stakeholder value

1T 11 proposition/
. output deliverables
Customer perspective
----- D —— L e
Internal processes . .
perspective Core activity Core activity
----- S 8 I e ——

Inform?tllon Human Relational Structural
capita resources /\ resources resources
Human capital Organlz_atlonal . - s
capital Financial Physical

Learning and grthh resources resources
perspective Enabling elements

FIGURE 4.8 Value creation maps vs. balanced scorecard.
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Because the BSC has been designed for commercial organizations whose
key output stakeholders are shareholders, the financial perspective is at the top
of the template. The other output stakeholders are customers who have to be
satisfied in order to generate profits and shareholder value. This is why the cus-
tomer perspective is placed below the financial perspective. The internal proc-
ess perspective identifies where the organization has to excel in order to deliver
the customer needs, and the learning and growth perspective identifies the
intangible drivers of future performance and underpins the other perspectives.

This means that if someone follows the principles outlined in this book and
created a VCM for a commercial organization, then the VCM would almost
certainly mirror the BSC template. Shareholders and customers would be the
key output stakeholders and would feature in the top box. The core activities
would be outlined in the middle of the template and the key enablers and value
drives, which would mainly be intangibles, are featured in the lower part of the
map.

However, there are subtle but important differences:

e There is a danger in prescribing a specific business logic such as the causal
relationship between the four perspectives in the BSC template. I see
organizations which take the BSC model, accept it as it is without much
reflection on their unique circumstances and then just populate each of the
perspectives with objectives and indicators. The VCM on the other hand
has no prescribed business model and therefore forces organizations to
reflect on their situation to define their unique value creation logic.

e The VCM does not prescribe who the key output stakeholders are. Even
though in most commercial organizations they are shareholders and cus-
tomers, there can be others. Companies such as Johnson&Johnson put
customers above shareholders, which would mean switching the top two
perspectives in the Balanced Scorecard around. For most government and
not-for-profit organizations, it would mean getting rid of the financial
perspective at the top of the template and maybe changing the customer
perspective into a community perspective. It is staggering how many pub-
lic service and not-for-profit organizations blindly apply the strategy map
template with the finance perspective at the top and then wonder why it
doesn’t work.

e In practice, the learning and growth perspective seems to be the least
understood perspective of the BSC model. This is partly due to the name,
which is not very clear or useful. Because companies associate learning
and growth with their people, many companies rename this perspective
into a ‘people perspective’ and only concentrate on elements such as train-
ing and staff satisfaction.!” Drs Kaplan and Norton warn that by doing this
organizations might miss other vital drivers of performance.®

e The strategy map template ignores any physical enablers such as infrastruc-
ture, buildings or land.
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e The value driver perspective of the VCM is broader and includes perform-
ance drivers and enablers based on any organizational resource, be it finan-
cial, physical or intangible.

So overall, there is nothing inherently different between the VCM and the BSC
or many other performance management frameworks; however, what I have
done is stripped the various performance management models to their theoreti-
cal roots and then used this to build up the simple and generic template for the
VCM, which can therefore be applied to any type of organization. Applying the
VCM template does not require changing any perspectives around. Because it
does not prescribe a value creation logic, it forces organizations to define their
unique strategy but at the same time it provides enough guidance to make this a
straightforward process.

HOW TO CONSTRUCT A VALUE CREATION MAP

A VCM can be drafted based on the information and insight from the analysis
of the internal and external context of an organization. You can apply the tools
outlined in Chapters 1-3 to extract the necessary information for a VCM (see
Fig. 4.9).

Output Stakeholder Value Proposition

The key elements that will inform the output stakeholder value proposi-
tion are the purpose and visionary goals, together with the analysis of the
output stakeholder requirements as well as the micro and macro environment.

Value creation map

* Purpose and goals ) Output stake holder value
. Ogtput stakeholder analy3|s proposition/output
¢ Micro- and macroanalysis deliverables
* Strengths and weaknesses &) o
analysis - .
« Capability and core-competence Core activity || Core activity
assessment
o ji)
* Input stakeholder
. resources resources resources
analysis
* Key resources analysis
. K . . . resources resources
(intangibles, physical, financial)

Enabling elements

FIGURE 4.9 Creating a value creation map.
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Reviewing this information should allow organizations to condense this into
an output stakeholder value proposition. The stakeholder value proposition is
usually in the format of a sentence or two. Here are some illustrative exam-
ples from both commercial companies and government and not-for-profit
organizations:'3

Belfast City Council:

The Council takes a leading role in improving quality of life now and for future genera-
tions for the people of Belfast by making the city a better place to live in, work in, invest in
and visit.

Motor Neurone Disease Association:

The aim of the Motor Neurone Disease Association is to play a key role in ending the dis-
ease and until then, provide care and support for people affected by MND.

The leading pharmaceutical company, Novo Nordisk:

Novo Nordisk is leading the fight against diabetes. Defeating diabetes is out passion and
our business.

The global courier firm DHL:

Delivering sustainable financial performance by making our customers successful through
delivering high quality shipment solutions and superior customer service.'?

A global insurance company:

Provision of sustainable financial security through excellent and customized trusted insur-
ance covers for the global transport industry, together with value added service.

The medical Science department of a global pharmaceutical company:

To provide medical and scientific expertise into the drug development process in order
to produce innovative, effective medicines that improve the health and quality of life of
patients.

Core Activities

The core activities can be extracted from the analysis of the strengths (and
weaknesses) as well as the assessment of the organizational capabilities and
core competencies. Core activities are linked to the core competencies. Core
competencies are usually formulated as statements of ability such as the ‘ability
to build 200 to 600 Watt motors’, which is a core competence for Black and
Decker. A core activity takes these and translates them into actionable activi-
ties on which the organization will focus in the next 12 months or so. The core
activities refer to the few vital things you have to excel at and that define your
organization and are instrumental to the delivery of the value proposition. I
always suggest that a good number of core activities (the same applies to core
competencies) is between two and four. If you identify more, then they are
either not likely to be all ‘core’ or your strategy is not focused enough. Again,
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I provide some examples of different core activities from commercial, public
service and not-for-profit organizations:

The Royal Air Force: Maintain and sustain combat ready equipment

A global insurance company: Handle claims effectively and efficiently
DHL: Understand the changing client requirements

A government agency: Effectively engage with our stakeholders

A global fast-moving consumer good manufacturer: Retail trade management
Belfast City Council: Meeting the needs of local people through the effec-
tive delivery of quality and customer-centric services

Enabling Strategic Elements

The enabling strategic elements or value drivers are what is underpinning the
entire strategy. They represent strategic objectives that are linked to the vari-
ous resources (intangible, physical or financial), which need to be in place to
deliver the strategy. One source is the input stakeholder analysis. If the input
stakeholder analysis yields insights such as the contributions from employees,
suppliers and partners, then these need to be reflected here. They usually map
onto the intangible resources. However, instead of just listing the resources,
they have to be translated into actionable objectives on which the organization
will focus in the next 12 months or so. I suggest you use verbs and adverbs
to define the value driver objectives to make them practical and relevant. As
a rough guide, I suggest that you have between 5 and 15 enabling strategic
elements or value drivers. If you have any less (which I have never seen) then
I would question the depth of your strategic analysis and if you have more
(which is common) then you might need to work a little harder to consolidate
them and distil them down. Too many strategic elements make the maps clut-
tered and your strategy less focused and more difficult to explain, communi-
cate and implement. Here are some examples of different value drivers from
commercial, public service and not-for-profit organizations:

Continuously improve and innovate our service delivery
Optimize our supply chain

Develop new products and services

Forecast demand

Grow and retain high-value customers

Develop better relationship with key customers
Improve our corporate reputation

Increase customer confidence

Build a strong brand

Communicate effectively (internally/externally)
Attract best-in-class people

Acquire new resources/businesses
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Recruit new volunteers

Leverage our IT infrastructure

Provide relevant material on our Web site

Train and develop our staff in the area of X
Recognize the contribution of our people

Engage with our suppliers

Manage financial budget efficiently and effectively
Reduce costs of service delivery

Create a performance-driven culture

Share and live our values

If you feel that a lot of strategic thinking and analysis has already been done
in your organization and you don’t feel the need to complete all the differ-
ent analyses outlined in Chapters 1-3, then you can shortcut this process by
interviewing key people in your organization and reviewing existing analy-
sis reports and strategy documents. Interviewing the key people allows you
to extract everybody’s view of the strategy, which can then be supplemented
with relevant documents and analysis to bring this together into a draft VCM.
The fact that everyone is interviewed individually is important as it overcomes
some of the political barriers and ensures that everybody has equally and fairly
contributed to the process. The interviews and subsequent analysis are best
conducted by an experienced external facilitator. This facilitator can then ana-
lyze the different data sets from the interviews and documents and draft a first
version of a VCM.

Once the first draft is created, it makes sense to bring everyone together
in a workshop where this map is then reviewed. If this workshop is facilitated
well, then the interactions as well as the immediate questions and feedback
should lead to consensus about the forward strategy. There are advantages if
this workshop is again facilitated by an experienced facilitator and, if possible,
someone external to the organization. This is especially recommended if there
are any dominant participants who might be able to impose their view of real-
ity on other participants. In the workshop, some linkages might be deleted and
others might be emphasized, some elements might be consolidated or disag-
gregated and others might be added or deleted.

A good practice is then to draw the finalized and agreed map and mail it
out to all participants after the workshop for consideration and comments. This
gives people some time to think about the final map and compare it with the
reality of everyday business. Feedback can then be collected and, if necessary,
a final workshop can be arranged to agree on the final layout of the map.

I have facilitated this process in hundreds of organizations and most peo-
ple find this process extremely stimulating and engaging, and we have always
reached an agreement on the final map during the workshops. The more people
you engage in this process, the better it is. However, there are a certain minimum
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number of interviews, and there is a point where more interviews will not yield
anymore significantly new information. From experience, the ideal number of
people to interview is between 10 and 20. I would usually suggest involving the
entire top management team, some selected middle managers and, if deemed
necessary, a few frontline employees and representatives from external stake-
holders. Any additional interviews are usually conducted for ‘political’ purposes
and to ensure the inclusion of all those interested. However, around 15 interviews
will give you a robust enough data set to draft the first version of the VCM.

When I have facilitated this for organizations in the past, they have some-
times insisted on larger scale data collections. In DHL’s case, for example, we
conducted surveys of all employees and of their 300 key customers to explore
everybody’s views on the key output deliverables, competencies and key
resources. In addition to that we conducted a set of interviews with the sen-
ior management team as well as a selection of middle managers and frontline
employees. Once the data was analyzed, we found that the interviews on their
own would have provided sufficient information to draft the VCM and little
additional information was collected from the surveys.

I do not recommend that you try to build these maps in a workshop envi-
ronment. The reason for this is that you always get one or two people who are
more powerful or more articulate than others and, as a consequence, they can
easily bring a bias to the map. People might nod during the workshop but feel
that their views haven’t really been taken into account. Workshops should only
be used to discuss the draft map after the interviews.

When I and my colleagues from the Advanced Performance Institute help
clients to design their VCMs, we use a semistructured interview process in
which we ask questions to explore the three key areas of strategy. Below I have
given some examples of questions that could be used in interviews in order to
understand the three main components of the VCM:

e Why does this organization exist? What is its main purpose? What do you
do, and for whom? What is your value proposition?

e What do you have to be really good at? What do you have to excel at in
order to deliver your value proposition? What are your core competencies
and core activities as an organization?

e What are the underpinning enablers and drivers of performance? What key
resources do you possess or need as an organization? What about people
and their skills and knowledge? What about your infrastructure (IT etc.)?
What key relationships do you need? What about your brand, your image,
patents, organizational culture, your processes and practices etc.?

It is also always good to give the VCM a ‘corporate’ feel by using familiar
language, colors and formats. Use formats, symbols and colors that are used in
your organization so that they are comfortably accepted by everyone.
Organizations continuously evolve and change. The external and internal
environments evolve and so the forward strategy needs to evolve too. This
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means that the value creation map needs to be revised on a regular basis in
order to ensure that it reflects a current view of the strategy. How often these
revisions take place depends on the speed of change in the sector or industry
the organization is part of. It is usually a good idea to align the revisions of the
VCM with the strategic planning cycles and, for many organizations, an annual
revision is adequate. However, in some emerging or fast-moving industries this
revision cycle can be accelerated.

DEFINING THE ELEMENTS ON YOUR MAP

All of the above examples of strategic elements are taken from different VCMs of
clients I have worked with. Some have been generalized to facilitate understanding
for readers. However, I would encourage you to ensure that your strategic elements
are as specific as possible. For example, instead of using generic descriptions such
as ‘Train our people’, it is usually more effective if you can be more explicit and
say, for example, “Train our ground staff to improve aircraft turnaround’.

I realize that this is sometimes difficult or impossible to do if you create a
corporate VCM for a large organization. This is why each of the elements on
the VCM needs to be defined in a bit more detail.

I recommend that each element’s core activities and enabling strategic ele-
ments are defined beyond just the short name. This can be achieved in a one-
to three-sentence description of what these elements mean.

WHAT IS A VALUE CREATION NARRATIVE?

A VCN is defined as a concise piece of written work that describes the organi-
zational strategy and tells the story of how that organization intends to create
value by specifying its value proposition, required core competencies and key
resources. A VCN is there to accompany a VCM and provide additional con-
textual information and allow organizations to explain the chain of events in
a story format.?? Pictures and stories are the way we, as human beings, have
communicated over thousands of years and our brain is predisposed to absorb
information in narrative form.

The format of a VCN is not prescriptive. It very much depends on organi-
zational preferences and should be aligned with the corporate look and feel.
However, a VCN should be between 500 and 1000 words long. The story
should be clear and readable, and written in a conversational style.21 It is rec-
ommended that jargon or technical terms which readers of the narrative might
not be familiar with are avoided as this may interfere with their understanding.
At the same time, it is important to use language and terms that are usually
used and understood within the organization. Clarifying the strategy in a con-
cise narrative is a powerful way of clarifying the organizational strategy. I have
provided a number of VCN examples in the case studies that follow (see e.g.
Belfast City Council and The Home Office).
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HOW TO CONSTRUCT A VALUE CREATION NARRATIVE

A VCN provides contextual information of the strategy that is visualized in
a VCM. The VCM is therefore the starting point for writing a VCN. Based
on the map, an individual or a small group of people can produce a draft ver-
sion of the narrative. This draft is then circulated to a wider group of people,
usually the senior management team, who then review the document and sub-
mit comments and suggested edits. These are then collected by the individual
or group that produced the draft to create the final version of the narrative.
Alternatively, and possibly for best results, the draft version of the VCN is cir-
culated and subsequently a group session is arranged with the senior manage-
ment team to edit the report in an interactive workshop. However, this process
can produce overly long narratives — please remember that it must be concise.

CASCADING VALUE CREATION MAPS

A frequently raised question is when and how to cascade a VCM. A VCM is
supposed to be a management tool that clarifies the strategy and therefore cre-
ates a shared identity and engages people in assessing and evolving this strat-
egy. If this strategy is too distant and hence too abstract to people, it fails in its
role. The employees need to relate to the elements on the map — it must reflect
their reality in order for them to identify with it. It therefore becomes clear that
a corporate VCM of, for example, a large and diverse organization will not
be meaningful for someone working as a middle manager in one of the many
departments or business units. It becomes too generic, too abstract, and similar
in many ways to corporate mission statements that are often no more than a
set of well-meaning words that have little operative value for people working
further removed from corporate centers. For that reason, a VCM has to be cas-
caded and translated to a meaningful local perspective.

How many VCMs an organization needs depends on its size and diversity.
Let’s take one of the commercial companies I have worked with, for exam-
ple, Royal Dutch Shell plc. Shell is a group of diverse companies that includes
‘Exploration and Production’, responsible for finding and producing oil and
gas; ‘Renewables’, building commercial-scale wind parks and selling solar
photovoltaic panels; ‘Shell Trading’, trading of crude oil, refined products,
gas, electrical power; and ‘Shell Global Solutions’, providing business and
operational consultancy, technical services and R&D expertise to the energy
industry worldwide, among other corporate entities.”> The same would be
the case for large government and not-for-profit organizations. Just think of
the various departments of the US Army or federal government departments
such as the Department of State or the Department of Education. It is clear that
all of these have large subdepartments and business units that have different
stakeholder value propositions, unique core competencies and very dissimilar
resource architectures. As a consequence, each of the different subdepartments
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or business units would require their own VCM. However, even though the
maps might have different components, there should be elements of connectiv-
ity between them (sometimes referred to as the ‘golden thread’).

For more homogeneous organizations, a VCM template can be used. Take,
for example, commercial companies such as Burger King or Hilton Hotels.
Their individual restaurants or hotels might have much the same generic
value propositions as well as an almost identical set of core competencies and
resources but, potentially, substantially different product or service ingredi-
ents and pricing arrangements that reflect different customer expectations in
different parts of the world. This means a generic template can be developed
which then allows individual departments and business units to translate this
into their VCM.

When I did strategic performance management work for federal and state
governments, police forces or air forces, we designed a corporate map in the
way described above and then created a template to facilitate the cascade. In
the case of the air force and the police force, we created a generic template of
overall output stakeholder value proposition, core activities and key resources.
This worked well for the police and the air force where they have similar air
bases or police stations. Each air base or police station helps to contribute to
the overall output value proposition of their mother organizations (the police
force or the air force). However, the different air force bases have different
functions, one might host surveillance aircrafts and others might host fighter
jets. This means there needs to be a scope to amend the output value proposi-
tion to make it relevant to the various air bases or police stations. The core
activities should be similar too. Again, we created a template that included the
general core activities for police stations or air force bases, but then gave the
stations and air bases the freedom to verify them and to potentially translate
them into slightly different and in some cases additional core activities. Also,
the resources required to perform well should be fairly similar across the dif-
ferent police stations and air bases and so we created a template that included
the key resources. The different police stations and air bases took this tem-
plate and again discussed it and translated it into relevant objectives (enabling
strategic elements) for their station or base. I therefore recommend that if you
are using templates to cascade the VCM then it is important not to impose the
final activities and objectives that will go on the cascaded maps but to provide
a generic framework that guides and aids the development of a relevant local
map but doesn’t prescribe specific tasks and objectives. The resulting local
VCMs might look similar at first glance, but some of the core activities and
value drivers should be different and additional core activities and value drivers
might appear of the cascaded maps.

Also, each organization usually has a diverse set of functional business
units such as operations, HR, marketing, finance, logistics, IT etc. These func-
tional business units contribute to delivering the overall value proposition of
the business as a whole, but each of them has a value proposition of its own.
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FIGURE 4.10 Cascading a value creation map.

Various books and articles have been written about how to strategically align
functions, such as HR or IT, with the overall strategy of the business.?? It is
important that all functional business units understand how they contribute to
the overall value proposition. In the case of an IT function, its key contribution
might be to one of the value drivers on the corporate VCM, for example, an
innovative technology base, whereas the HR function might be contributing to
various ‘bubbles’ (see Fig. 4.10).

If a VCM is to become a tool that facilitates strategic decision making and
learning at every level of the organization, then it is critical that the informa-
tion provided is relevant to its people. The field of anthropology has found
that humans have a limit to the number of people with whom we can retain
a social relationship. This limit is likely to be linked back to the clan sizes of
our hunter and gatherer ancestors. Research evidence shows that it is hard, if
not impossible, for us humans to share an identity with more than about 150
people.?* Experience has shown that this number is a good benchmark for the
cascade of VCMs, in terms of content rather than structure.

The best way to cascade a VCM is to use an internal or external facilitator;
preferably someone who has been involved in the creation of the organization’s



Mapping and Defining your Strategy 87

overall (or master) VCM. The process is the same as the one describing the
construction of a VCM above. However, the external analysis will be reduced
to a minimum as it only consists of identifying the key stakeholders and their
needs. This can often be derived from the existing organizational VCM. If this
is not the case, then some of the external analysis tools can be used to deter-
mine how the business or business unit helps to deliver the overall value propo-
sition. Once the value proposition is clarified, the internal analysis will provide
the data to create a cascade of the VCM.

VALUE CREATION MAPS AND NARRATIVES IN PRACTICE

The approaches outlined above have been implemented by hundreds of organi-
zations around the globe including global enterprises such as Astra Zeneca,
BP and DHL as well as many governments, public service providers and not-
for-profit organizations including federal, state and local government institu-
tions, universities, police services, fire services, schools, hospitals, charities
and many more. They have proven successful for a very diverse group of
organizations from large international blue-chip corporations to very small-
and medium-sized companies. It is important to highlight, however, that every
organization takes its own journey, with its own interpretations of the tools and
techniques. Below I have outlined some illustrative case studies that demon-
strate how leading organizations have translated these concepts into reality and
applied the tools in practice. They serve the purpose of being real-life exam-
ples that I hope might provide some guidance, but they will never provide tem-
plates you can simply copy to create your own VCMs and narratives. Every
context and every strategy is different. VCMs are unique descriptions of an
organization’s forward strategy at a given point in time. For more case exam-
ples, please visit the resources section of the Advanced Performance Institute’s
Web site: www.ap-institute.com.

~
Case study: Belfast City Council?’

Belfast City Council is the largest local authority in Northern Ireland providing
local political leadership and a range of services including refuse collection and
disposal, street cleansing, building control and environmental health, community
development, indoor and outdoor leisure, parks and recreational facilities, and
support for the arts, tourism and economic development. The Council area has
a population of around 269000 and employs more than 2600 people. Decisions
on how the Council is run are made by 51 elected councillors whose role is to
make sure the views of the people of Belfast are reflected in the way services are
provided.

The chief executive, along with councillors, chief officers and heads of service
agreed that the Council needed to develop and improve if it were to become a
modern, twenty-first-century local authority, and that they needed to be in a
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position to respond to the challenges that lie ahead. For this reason, Belfast City
Council decided to develop and implement a state-of-the-art strategic perform-
ance management and measurement approach. Here, I outline how the Council
used the VCM to clarify and agree on their corporate strategy.

Belfast City Council wanted to be in a position to improve quality of life in the
city by improving both service delivery and the Council’s civic leadership role. To
achieve the necessary improvements to make this happen, it was agreed that the
Council should focus on the following areas of work:

Governance: Enabling more efficient and better decision making

Performance management: Providing support and resources to help get results
Resource allocation and planning: Matching resources to priorities

Customer focus: Putting people first

People management: Building capacity across the organization

The agreed process for taking this improvement forward was a ‘strategic perform-
ance management’ method,?® which involved developing a VCM for the organi-
zation as a whole as well as individual VCMs for services, to replace traditional
service-level business plans.

The diverse political environment in Northern Ireland means that there are
six political parties in Belfast City Council with no single party in overall control.
This was also reflected at officer level, resulting in a fragmented culture with low
corporate levels of solidarity creating pronounced silo mindsets. Therefore, any
process to define a strategy for the organization needed to be inclusive in order to
agree on one strategy for the city. It was recognized that the absence of an agreed
and clearly defined strategy would severely jeopardize future management and
decision-making processes in the council. The plan was to use the VCM in order
to bring together the different views and to clarify and visualize the strategy of the
organization.

The VCM for Belfast City Council was designed based on the input of elected
members and senior officers as well as a review of existing strategy- and plan-
ning-related documents. The key steps taken in designing the VCM for Belfast City
Council are outlined below:

1. Scoping: First, the project was scoped and planned. As part of this, it was
decided whom to involve in the strategy development process. In order to get
a broad and balanced view across the council, it was decided to involve all
chief officers, heads of services and elected members from all parties.

2. Collection of data: Individual in-depth and semistructured interviews were
conducted with all chief officers, heads of services and elected members. In
addition, observation data and document reviews (e.g. business plans, strat-
egy reports etc.) were collected and used to supplement the interview data.

3. Creation of a value creation map: The interview data was analyzed to extract
themes, constructs and insights to design a draft VCM. A feedback workshop
was used to present the draft VCM to senior officers and elected members.
Feedback was collected during the workshop, which led to minor amendments
to the map. Further feedback was collected in the weeks following the work-
shop, which led to the final version of the VCM. In a subsequent meeting, the
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new strategy captured in the VCM was agreed upon by both officers and mem-
bers. For the first time the council had an agreed and clearly defined strat-
egy outlining its value proposition, core competencies and enablers of future
performance.

4. Creation of element definitions and narrative: Once the VCM had been cre-
ated, additional information was required for each of the elements on the map
as to what they really mean. For that purpose, a one or two paragraph defini-
tion was created for each element to provide further detail. This was achieved
in a series of meetings and workshops. A smaller project team was used to
take this part forward and drafted the definitions in close collaboration with
the relevant senior officers. Feedback loops were used to ensure chief offic-
ers and members were informed about the progress and were able to provide
feedback and suggestions.

The Council Improvement Board, the Chief Officer Management Team and the
Heads of Service Forum, together with the Core Improvement Team, refined and
finalized the corporate VCM, which was subsequently agreed and signed off by
the Policy and Resources Committee. Figure 4.11 depicts the corporate VCM for
Belfast City Council and the following narrative describes it.

Belfast City Council’'s VCN:

The main purpose of Belfast City Council is to help improve quality of life for the
people of Belfast now and in the future by making the city a better place to live in
work in, invest in and visit. To do this we must be good at two things. The first is to
provide strategic leadership and direction and work with others to shape, develop
and manage a shared city. We will also continue to meet the needs of local people
by providing a wide range of quality and accessible services. As a Council we have
identified a number of key areas we will focus on to achieve our goals.

(1.1) Belfast city council takes a leading role in improving quality of life now and for future
generations for the people of Belfast by making the city a better place to live in, work in, invest in and visit

(2.1) Provide leadership and
strategic direction for shaping,
developing and managing the city

(2.1) Meet the needs of local people
through the effective delivery of
quality and customer-centric services

o
=

(3.1) Develop and
maintain relationships with
key stakeholders

(3.4) Effective ’ (3.5) Quality advice
communication—internally and evidence-based
and externally . decision-making

(3.2) Promote a
positive image and
reputation

(3.3) Continuously
improve & innovate
the service delivery

(3.6) Create an
open and performance-
driven culture

(3.7) Develop our knowledge,
skills and expertise

(3.8) Ensure happy
and dedicated employees
and councillors

(4.1) Strategic financial
planning

(4.2) Strategic human
resource management

T
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(4.3) Strategic information
management
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FIGURE 4.11

Value creation map for Belfast City Council.
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We have a wide range of key stakeholders including European, central and
local government, the voluntary and private sector, public agencies, citizens,
funding bodies, neighborhoods, media, politicians, academia and professional
bodies. We recognize the need to work well with all of these stakeholders if we
are to improve the co-ordination of service planning and delivery and assist
with the implementation of the Review of Public Administration (RPA). To do
this we will build public confidence by promoting a more positive image of the
Council among the media and by supporting Councillors in their work to repre-
sent the organization and the City. This will require improving officer/Councilor
relationships to build trust and facilitating more two way dialogue among
employees and stakeholders. We will be clear about what our priorities are and
will effectively communicate and listen in an open and transparent way.

To achieve these improvements we will create an open, performance driven
culture built on trust, where performance is discussed openly and used to
help the organization learn and improve. Everyone will know what we want to
achieve and how they contribute to this, in an environment where performance
counts, is valued and is at the heart of everyone’s job.

We will also identify the skills and expertise necessary to be a successful organ-
ization and Councillors and employees will work together to develop skills and
improve how knowledge is shared across the organization. BCC will be a place
where people are happy and motivated to do a good job. All decision makers
will have access to the right information and expertise to allow them to make
informed decisions. This will involve improving our structures to ensure all
decisions are transparent, made at the right level and are acted on quickly.

All parts of the Council will work to bring about innovative improvements in
service delivery for the benefit of our customers. To do this we will re-align
resources, make better use of technology, bring about more joined-up working
and encourage and reward innovation and improvement at all levels.

I would like to emphasize that this strategy is a representation of Belfast City
Council's focus at the point of writing this book. However, a strategy is not a static
document; it has to be continually reviewed as new information and updates are used
to inform its future content. A good practice is to review and revise the strategy as
part of the annual planning cycle to ensure the VCM keeps evolving with the organiza-
tion. Belfast City Council has just gone through its first review cycle and has updated
its corporate strategy (for the latest version, please see www.ap-institute.com).

\_ /

~
Case study: The Royal Air Force?’

The Royal Air Force of the United Kingdom (RAF) has 50000 service and civil-
ian personnel and more than 500 aircraft. The RAF supports operations in the
Gulf region, Kosovo and Afghanistan as well as maintaining an RAF presence in
Cyprus, Gibraltar, Ascension Island and the Falkland Islands. Its key peacetime
responsibility is to maintain the required readiness levels of its forces (e.g. the
Harrier, Globemaster, and Sentinel aircraft and their crews) in support of the
requirement to operate as an expeditionary air force.
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Performance management plays a key role in the RAF. The performance man-
agement approach within the RAF consists of a series of interdependent hierar-
chies of performance indicators to inform senior commanders on the current and
forecast readiness of their forces to meet the range of war scenarios agreed with
the government. The performance indicators are reported in four main perspec-
tives of management, namely, resources supplied, processes undertaken, outputs
delivered and enhancements for the future.

To sustain its activity, the RAF is organized into four layers of management:
service, command, group and station. The aircraft and their crews are based at
some 30 stations from which the aircrew, supported by ground staff, train and
operate. Thus, the best level of knowledge on the readiness, current and forecast
is at station level. For this reason, stations form the backbone of the performance
management reporting process, supplying the raw data supplemented by the local
commander’s judgment on the situation. This information is vital to commanders
higher in the command chain, informing them of the situation on the ground so
that they can provide the most effective guidance and direction, while deploying
the available resources most effectively.

[ have worked closely with the RAF Air Command to cascade the overall per-
formance management approach into relevant VCMs for the various RAF stations.
The first task was to convince the different station commanders that a local VCM
was useful. While the requirement to report to higher management was accepted,
the existing task of collecting and reporting performance indicators was often
done grudgingly by station staffs. The nature of what had to be reported was often
at such a low level of granularity that it rarely provided useful information for the
management of stations. The underlying problem was that stations couldn’t make
the connection between the corporate reporting they had to do and the local
strategy they were following.

It was recognized that there was a significant risk that this situation could lead
to local strategies being out of alignment with higher level goals. Greater connec-
tivity needed to be achieved between local strategies and corporate strategies. To
achieve goal alignment as well as local relevance, RAF stations embarked on a
journey of cascading the overall RAF strategy into local performance management
systems including local VCMs.

In order to create the local maps, we conducted individual interviews with each of
the station executive in their own office. This was useful, since on a busy frontline sta-
tion a number of executives would have their offices close to the taxiways and opera-
tional activities and there was often useful information to be gained from seeing the
executive operate ‘in situ’. Based on the information collected from the interviews as
well as observations and the review of relevant documents, a picture of the station
emerged. The essential resources on which the station relied (e.g. people, equip-
ment, runways and buildings) were largely evident. There were also several obvious
core activities, such as flight training, servicing of aircraft and administrative support,
which needed little thought. However, the importance of maintaining fighting spirit
and cohesion across the unit meant that there were a number of intangible, but
nonetheless essential, value drivers that the station needed to be competent at. The
emerging picture was translated into a VCM charting the enabling strategic elements
flowing to the core activities to the delivered output to achieve the overall mission.
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(1.1) To generate world-class expeditionary ISTAR capabilities
T T
(2.1) Successfully contribute to operations and other tasks, today
and in the future

(2.2) Provide and develop sufficient A (2.3) Maintain, sustain and develop

capable and prepared people =) sufficient combat-ready equipment

a= e

(3.1) Enhance and maintain
competencies, training and
personal development

(3.2) Develop excellent
motivation, fighting spirit,
morale and ethos

(3.3) Maintain and
enhance equipment

(3.4) Direct and
coordinate output to ensure
optimal use of resources

(3.5) Foster a culture of
innovation and continuous
improvement

(3.6) Communicate and

(3.8) Cultivate a positive
engage proactively and openly

image and reputation

(3.7) Enhance health, fitness
and well-being

| (4.1) Financial resources |

[ (4.2) People: manpower |
[ (4.3) Equipment and stock | [ (4.4) External services ] [ (4.5) Infrastructure |

FIGURE 4.12 RAF station value creation map.

The goal was always to represent the essence of a station on a single A4 page.
For the RAF context, the resultant diagram was termed the strategic map. The
draft strategic maps were then subjected to rigorous review during a presentation
given to the station commanders and their executives. While there were differing
views on the key interdependencies and the relative importance of core activities,
an agreement was reached on the essential components of the map. Once the
map had been agreed in principle, an associated table was generated, containing
an explanation of the intended scope of each element of the map. This was neces-
sary to ensure a common understanding of the elements of the map and proved
particularly important as a number of the map’s elements crosscut over organiza-
tional boundaries and conventional processes.

Figure 4.12 outlines the VCM for one of the RAF stations. Overall, this station (RAF
Waddington) exists to generate world-class expeditionary intelligence, surveillance,
target acquisition and reconnaissance (ISTAR) capabilities. The station has three core
activities or things the station has to excel at, namely, to successfully contribute to
operations and other tasks, today and in the future; to provide and develop sufficient
capable and well-prepared people; and to maintain, sustain and develop sufficient
combat-ready equipment. The station agreed on eight drivers of performance that
would enable the station to continue delivering its objectives. These performance
drivers are to: enhance and maintain competencies, training and personal develop-
ment; to develop excellent motivation, fighting spirit, morale and ethos; to maintain
and enhance equipment; to direct and coordinate output to ensure optimal use of
resources; to foster a culture of innovation and continuous improvement; to commu-
nicate and engage proactively and openly; to enhance health, fitness and well-being;
and cultivate a positive image and reputation. Other key resources were identified as
money, people, equipment and stock, external services and infrastructure.

- /
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Case Study: the Home Office®?

The purpose of the Home Office, a key central government institution in the
United Kingdom, is to work with individuals and communities to build a safe, just
and tolerant society, enhancing opportunities for all. In such a society, rights and
responsibilities go hand in hand, and the protection and security of the public
are maintained and enhanced. This involves reducing crime and the fear of crime,
including combating terrorism and other threats to national security; ensuring
the effective delivery of justice; regulating entry to and settlement in the United
Kingdom effectively in the interests of sustainable growth and social inclusion;
facilitating travel by UK citizens; and supporting strong and active communities
in which people of all races and backgrounds are valued and participate on equal
terms. The latter can be achieved by developing social policy to build a fair, pros-
perous and cohesive society in which everyone has a stake.

This case study is based on the work of the Immigration and Nationality
Directorate (IND), one of the Home Office departments that, together with the
Department for Constitutional Affairs (DCA) and UK visas, will deliver the govern-
ment’s asylum and immigration strategy. The project was part of a wider initiative
of the government to improve performance management.

IND’s Value Creation Narrative

The high-level objective, as set out in the published Home Office strategic plan
and the vision statement in the DCA 5-year strategy, is that migration is managed
to the benefit of the United Kingdom, while preventing the abuse of the immigra-
tion laws and of the asylum system.

The key output deliverables that IND needs to deliver in order to achieve the
high-level objective are effective control, support of legal migration, value for
money and community cohesion. This involves continuing to encourage legal
migration, which supports the UK economy, while remaining firm against abuse,
and increasing value for money with demonstrable year-on-year efficiency gains
across the organization. Value for money here is a combination of (i) doing the
same for less, that is reducing costs; (ii) increasing the amount it achieves with the
same money; and (iii) using money more effectively. It also involves building strong,
cohesive communities for which it is important that long-term migrant workers and
genuine refugees are swiftly integrated into society through settlement and citizen-
ship. Effective integration will empower migrants to achieve their full potential as
members of British society and thus help to build cohesive communities.

The key activities that help IND to deliver its output deliverables are continu-
ous process improvement and effective stakeholder management. Stakeholder
management focuses on international collaborations, effective delivery partner-
ships, responsiveness to customers and public confidence. Process improvement
focuses on improved quality and productivity, simplified and joined-up processes
and effective resource management.

To achieve the above, IND needs to develop as an organization and build the
right resources for the future. Achieving its core activities and output deliverables
is based on the right human resources, the right technology base, the right knowl-
edge management processes, as well as continuous organizational development.
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FIGURE 4.13 Value creation map for IND.

Figure 4.13 visualizes the strategy of IND in a VCM format. The overall output
deliverables, together with the high-level objective, are at the top. Below are the
two core activities IND needs to excel at in order to deliver its proposed value
proposition. At the bottom of the map are the key drivers that IND needs to man-
age in order to be successful.?’

N

Case Study: The Scottish Intellectual Assets Centre>3°

The Intellectual Assets (IA) Centre is the operational arm of Scottish Intellectual
Asset Management Limited — a public sector organization developed as a joint
subsidiary of the two development agencies of Scotland, Scottish Enterprise and
Highlands and Islands Enterprise. The Centre is based in Glasgow and is spon-
sored by the Scottish Government and part-financed by the European Union. It
brings together a range of expertise to help organizations realize their potential
through managing their IA. The IA Centre employs a highly professional team of
people, whose responsibilities reflect the company’s commitment to the high-
est standards of efficiency, business effectiveness and their key strategic role in
Scotland’s economic future.

The Centre was established in 2003 to develop awareness of IA and to increase
the level and effectiveness of IA management and exploitation amongst Scottish
businesses, public sector and voluntary sector organizations. As part of its port-
folio of activities, the IA Centre undertakes structured programs of interventions
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1.1 Building a smart successful Scotland by helping Scottish organizations to maximize the
economic potential of their intellectual assets
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processes of how
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3.2 Providing relevant
information, advice and
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international reputation

3.6 Develop
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about international
practice on IA
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FIGURE 4.14 Scottish IA Centre value creation map.

aimed at improving the management of IA by small- and medium-sized enterprises
(SMEs) in Scotland. To achieve this, the IA Centre acts as a catalytic and evange-
lizing body that is setting out to develop a high profile as a Centre of Excellence
in IA issues. It seeks to be seen as a resource that complements and adds value to
the activities of public and private sector intermediaries who support businesses
and economic development. The Centre has a key role in assisting in the develop-
ment of public policy and the economic and innovation development framework
in Scotland and acts in an advisory and consultative role in this regard.

However, the IA Centre is itself an organization that heavily relies on intan-
gible assets. It has to manage and measure its own non-financial value drivers.
This case study outlines how the IA Centre, in collaboration with the Advanced
Performance Institute, visualized their strategy with all its intangible value drivers
to better manage their intangibles going forward.

The IA Centre wanted to clarify its strategy and identify the critical intangi-
bles and the way they help to drive competencies and value creation. The VCM
for the IA Centre was designed on the basis of the input from all staff, managers
and directors of the Centre as well as a review of existing strategy- and planning-
related documents. The final VCM that staff and managers of the IA Centre agreed
on was signed off by their board in a board meeting. Figure 4.14 outlines the final
VCM for the IA Centre. Below I provide the definitions for each of the elements
(using the terms created by the IA Centre at the time).

Output stakeholder value proposition

® The overall objective of the IA Centre is to help build a smart successful
Scotland by helping Scottish organizations to maximize the economic poten-
tial of their IA.
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Core activities

One of their core competencies is raising awareness of the importance of
intangible assets. This involves stimulating activities in the market as well as
clear and effective communication.

Another core competence of the Centre is the effective relationship manage-
ment and engagement with stakeholders. This goes hand in hand with the first
core competence as it is only through leveraging their networks that they are
able to raise the appropriate awareness and make effective interventions.

Key enablers or value drivers

To provide one-to-many outputs — especially appropriate proactive qual-
ity media coverage, reports and events — with the aim of furthering people’s
understanding and to build awareness.

To provide information, in particular on our Web site as well as face to face.
This is about communicating and helping our customers to understand the
importance of IA. It includes, in particular, proactive, managed one-to-many
communication, but also includes one-to-ones.

To identify our key stakeholders and get a hold on whom we should build relation-
ships with. We need to prioritize stakeholders on both demand and supply side.
To develop processes of how to engage with our key stakeholders from both
supply and demand side. This is about having the right means to build the
relationships and the appropriate terms of engagement.

To build a national and international reputation. A good reputation helps us
to better communicate and build better relationships. An international repu-
tation helps us to gain a national reputation, especially on a political level.

To develop the appropriate advice and tools. The advice, tools and method-
ologies developed by the Centre are part of an innovation system, where con-
stant review is required in order to meet the emerging and changing needs of
Corporate Scotland.

The culture is one in which people are happy to be managed by objectives
(team obijectives, project objectives) and like to work together to deliver them.
It is a supportive and evolving organization with which people identify and are
passionate and share a vision.

To continuously develop and share their knowledge. A great asset is the fusion
of perspectives in the area of IA which need to be shared and brought into one
cohesive body of knowledge. It also includes discussing IA on an international
stage and bringing new insights back.

To secure sustained funding for the organization and to ensure that it com-
plies with the public sector regulatory framework and legislation.

Case Study: Insurance Mutual (TT Club)3!

The TT Club is a mutual association and a leading provider of insurance and
related risk management services for the international transport and logistics
industry. The company has its global headquarters in the city of London, the
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(1.1) Provision of sustainable financial security through excellent and customized trusted
insurance covers for the global transport Industry, together with value-added services
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FIGURE 4.15 TT Club value creation map.

central hub for insurance firms, but has 20 office locations around the world. Its
customers range from the world’s largest shipping lines, busiest ports, global
freight forwarders and cargo-handling terminals to smaller companies operating
in niche markets. Since its inception, the TT Club has grown steadily in terms of
premium income, at an average rate of 10% per annum for the last 20 years.

As a mutual association, the TT Club is owned by its policyholders (members)
and does not work for profit. This means not only that the members decide how
the Club is run, but also that all the funds of the TT Club are used for the benefit of
the members. Its income is derived from premiums, service fees and earnings on
invested funds. Outgoings are limited to claims payments, administrative expenses
and reinsurance costs. Customer loyalty has been an essential factor in this growth.
Indeed, 90% of its customers renew their policies with the TT Club each year.

The project to develop a VCM was part of the strategic planning cycle. The TT
Club wanted to better understand their strategic value drivers, with an empha-
sis on the nonfinancial and intangible drivers of performance. The development
of the map involved a set of interviews with members of the senior management
team, the CEO, as well as the board members. In a facilitated 1-day planning
workshop with the senior management team, the map was finalized. The VCM for
the TT Club is outlined in Fig. 4.15.

The TT Club decided that their value proposition was to provide sustainable
financial security for the global transport industry by offering excellent and cus-
tomized insurance covers and value-added services that people trust. They iden-
tified three core competencies: (1) the claims handling and delivery of services
such as risk assessments and advice; (2) the deep understanding of the industry
and changing client demands and underwriting requirements; and (3) the ability
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to build and maintain close relationships with the industry, which gives the TT
Club the status of an independent body of the industry.

These competencies are delivered through the structures, processes and sys-
tems in place, together with the reputation and recognition of the TT Club as a
specialist and member of the transport industry. These competencies are also
delivered through relationships not just with the transport industry, but also with
reinsurers and brokers. At the foundation of the VCM is the ability to recruit, train,
develop and retain good people who help to create the knowledge and expertise
needed. This knowledge, together with the strong customer-care ethos, helps to
shape the TT Club’s reputation in the industry. It also shapes the development of
processes, structures and systems.

Another enabler at the heart of the strategy is capital strength and access to
reinsurance, one of the strongest resources in the TT Club. There is a dynamic
relationship between the relationships with reinsurers and the access to reinsur-
ance. Capital strength is also an important driver of reputation; without appro-
priate capital strength, the reputation would soon suffer. The TT Club’s global
presence helps it to create local relationships, which in turn help its reputation
and recognition in the field. The headquarters in London enable the TT Club to
develop the crucial relationships with brokers who sell their products and with
reinsurers to make reinsurance deals.

\_ /

Case Study: The Motor Neurone Disease Association>?

The Motor Neurone Disease (MND) Association is a charity dedicated to the sup-
port of people with MND and those who care for them. MND is a progressive
neurodegenerative disease that attacks the upper and lower motor neurones.
Degeneration of the motor neurones leads to weakness and wasting of muscles,
causing increasing loss of mobility in the limbs, and difficulties with speech, swal-
lowing and breathing. One famous person affected by this incurable disease is
Cambridge Professor Stephen Hawking, who wrote the all-time best seller A Brief
History of Time.

The MND Association has a vision of a world free of MND. The mission of this
great charity is to fund and promote research to bring about an end to MND. Until
then, it will do all that it can to enable everyone with MND to receive the best
care, achieve the highest quality of life possible and die with dignity. The charity
will also do all that it can to support the families and careers of people with MND.
The Association was formed in 1979 by a group of volunteers who wanted to coor-
dinate support, guidance and advice for people affected by the illness. It now has
3000 volunteers and 120-plus paid staff, all dedicated to improving the lives of
people affected by MND, now and in the future.

The VCM for the MND Association was created in a series of workshops
attended by their top management team and was supplemented by reviews of
existing strategy documents, reports and analyses. Figure 4.16 shows the VCM of
the MND Association. The overall output stakeholder value proposition is to play
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(1.0) The aim of the motor neurone disease association is to play a key role in ending the
disease and, until then, provide care and support for people affected by MND.

(2.1) Care —We will ensure
that everyone affected by
MND receives the best care,
achieves the highest quality of life possible
and dies with dignity.

(2.2) Research —We will
promote, fund and make people
realise the benefits of world-class
research into treatment, care
and cure of MND.

(3.2)
Inspire and empower
staff and volunteers

(3.5)
Engage and influence
key stakeholders

Share our vision and
live our values

Effectively communicate
internally and externally

(8.1)
Understand the needs
of PabMND

(3.4)
Proactively share our
knowledge and learning

(3.3)

(3.6)

(3.7)
Build effective partnerships

(4.2) Develop our
governance and
organisational management

(4.1) Manage
our finance

(4.4) Develop the use
of information and
communication technology

(4.3) Develop our
staff and volunteers

(4.5) Raise funds and generate income

FIGURE 4.16 MND Association value creation map.

a key role in eradicating the disease and, until then, providing care and support
for people affected by MND. The MND Association identified two core activities,
namely, care and research. On the care side, the charity will ensure that everyone
affected by MND receives the best care, achieves the highest quality of life pos-
sible and dies with dignity. On the research side, it will promote, fund and make
people realize the benefits of world-class research into treatment, care and cure

of MND.

In order to fulfill its value proposition and deliver its core activities, the MND
Association identified the following value drivers and enablers:

To build effective partnerships
To manage their finance

To develop its staff and volunteers

To understand the needs of people affected by MND
To inspire and empower their staff and employees
To share their vision and live their values

To proactively share their knowledge and learning
To engage and influence key stakeholders

To effectively communicate internally and externally

To develop their governance and organizational management

To develop the use of information and communication technology
To raise funds and generate income to support their activities
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Case Study: The National Lottery Commission

The National Lottery Commission is responsible for licensing and regulating the
National Lottery of the United Kingdom. Over 70% of adults play lottery on a regu-
lar basis, and the crossed fingers logo is recognized by 95% of the UK population.
National Lottery Games consist of draw-based games, such as Lotto, scratchcards
and interactive instant win games. There are a number of ways in which people
can play the National Lottery:

e At one of approximately 26000 National Lottery retailers throughout the
United Kingdom

Over the Internet at www.national-lottery.co.uk

Via FastPay outlets at supermarket checkouts

Via interactive digital television

Play by text

The money generated by the game is roughly broken down as follows: 50% is
paid to winners in prizes, 28% is given to good causes; 12% goes to the govern-
ment in lottery duty; 5% is paid to National Lottery retailers on all National
Lottery tickets sold; and 5% is retained by the operator to meet costs and return
to shareholders.

The role of the National Lottery Commission is to protect the integrity of the
lottery, protect players, and maximize funds to good causes. The organization
also runs the competition to grant license to the selected operator of the lottery.
The National Lottery Commission is a nondepartmental public body, sponsored
by the Department for Culture, Media and Sport. It operates at arm’s length from
government and its decisions are independent. Its work is funded by the National
Lottery Distribution Fund (NLDF).

The Commission has the following powers:

e It runs the competition process to select the operator of the lottery.

e It makes sure that the operator meets the conditions of the license and it can
take legal action if necessary.

e If the operator breaks the conditions of the license, it can impose a financial
penalty.

o Ultimately, it could withdraw a license, but that would only happen only under
extreme circumstances.

With the aim of being a world-class regulator, the National Lottery Commission
embarked on a strategic performance management initiative and designed a VCM
to clarify and agree their forward strategy. Based on interviews of directors and
senior managers, a draft map was produced which was later refined in a series
of workshops. Figure 4.17 shows the VCM of the National Lottery Commission.
The output stakeholder value proposition is to regulate the lottery to ensure that
players are treated fairly, the nation’s interest in the lottery is protected and the
operator is motivated to maximize the enjoyment and benefits that the lottery
brings to the nation.
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We regulate the lottery to ensure that players are treated fairly, the nation’s interest in the lottery is protected and
the operator is motivated to maximize the enjoyment and benefits that the lottery brings to the nation.
(Ensure the lottery is run with due propriety protects the interest of every participant, maximizes proceeds)

1T 1T
Regulate the lottery with operational 1ce Maintain long-term reg ion and be a leading authority
* Issue licences C:} « Effective communication with stakeholders
* Create regulatory framework  Build a trusted brand and positive public opinion
* Review and monitor compliance * Be a voice of the lottery

Maintain knowledge,

skills and expertise in

subject areas including:

* Analytical skills » Auditing skills
* Legal knowledge

* Communication skills

Maintain good and
active working
relationships with:
* Operator
* DCMS, NLDF

Understanding the
developments
in the environment

and the gambling world

Distribute information

(Web site and communication)

Develop an
organizational
culture of integrity,
honesty, open communication,
sense of public service,
teamwork, passion
and learning

Build good and active
relationships with:

* Players/community

* Gambling commission

* Academics,

media etc.

Support and maintain
internal collaboration
and knowledge sharing

Utilize our IT systems

| Budget and Resourcing (incl. IT, Office)

FIGURE 4.17 National Lottery Commission.

Its two core activities are (1) to regulate the lottery with operational excellence
and (2) to maintain the long-term reputation as a leading authority on lottery
matters.

The following underpinning enablers and drivers of performance were
identified:

® Maintaining a good and active working relationship with the lottery operator

e Continuing to develop our specialist knowledge, skills and expertise in subject
areas such as analytics, auditing, legal and communications.

o Utilizing our IT systems such as our control systems and remote access
systems

e Nurturing an organizational culture of integrity, teamwork, learning and hon-
esty and in which people communicate openly, have a sense of public service
and a passion for what they do.

e Fostering internal collaboration and the sharing of knowledge

e Continuing to understand the latest developments in our environment and the
gambling world

e Providing and distributing information through our Web sites and other com-
munication channels

e Building good and active relationships with the player community, gambling
commission, media etc.

These actual case examples, from a very diverse set of organizations, illustrate the
type of outputs that can be expected from the vital process of creating a VCM and
\accompanying VCN.
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SUMMARY

This chapter outlines how to bring the different aspects of your strategy
together into one integrated visual strategy map.

The two major benefits of strategy maps are that they (1) ensure a strategy
is integrated and consistent and (2) enable powerful and easy communica-
tion of the strategy.

Value creation maps are introduced as the latest tool to visualize an organ-
ization’s forward strategy. They bring together the three key elements of
strategy, namely, its output stakeholder value proposition, its core activi-
ties, and its enabling strategic elements or drivers of performance. These
three components are then placed in relationships with each other and visu-
alized on one piece of paper to create a completely integrated and coherent
picture of the forward strategy.

The output stakeholder value proposition (or output deliverables) is a one
or two sentence statement that answers the question of why an organization
exists and what its roles and deliverables are. It identifies the key output
stakeholders of the organization and describes what value the organization
is delivering to them. It is mainly derived from the analysis of the core pur-
pose and the output stakeholder requirements.

The core activities are the few vital things an organization has to excel at in
order to deliver the above value proposition. The core activities essentially
define what an organization has to focus on and what differentiates it from
others. Core activities derive from the assessment of the core competencies
but translate them into actionable activities on which the organization will
focus in the next 12 months. An organization would usually have between
two and four core activities.

The enabling strategic elements (or value drivers) are the other strategic
elements or objectives an organization has to have in place or has to deliver
in order to perform its core activities and meet its output stakeholder value
proposition. These enabling elements or value drivers derive from the
assessment of the resource architecture as well as the assessment of the
input stakeholders and represent activities linked to an organization’s finan-
cial, physical and intangible resources. An organization would usually have
between 5 and 15 value drivers.

A VCM is a unique representation of an organization’s strategy and has
a limited life span (usually 12 months, or in line with the organizational
planning cycle). Like the strategy, a VCM has to be revised and renewed to
keep it relevant.

Real case studies from leading government, public service and not-for-
profit organizations have been provided to illustrate how they have applied
the VCM approach in practice.

A short and concise written description of the strategy should be produced.
A so-called Value Creation Narrative (VCN) tells in 500—-1000 words how
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the organization intends to create value by specifying its value proposition,
required core activities and key enabling resources.

A clearly defined strategy forms the basis for good strategic performance
management. In the remainder of Part I of the book, I discuss how to ensure
it is aligned with budgeting processes, project and program management as
well as risk management. In Part II, T look at how the VCM can guide the
development of meaningful performance indicators.
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Chapter 5

Aligning Your Organization with
Your Strategy

You don’t have to be a brain surgeon to understand that once you have agreed
a strategy that your organization has to be aligned and managed appropriately
to the delivery of this strategy. This means you need to ensure that the different
activities, programs and projects help to deliver the strategy, that the budgets are
allocated accordingly, that your organization is structured suitably and that the
key strategic risks are managed. This sounds simple and straightforward, right?

Unfortunately, this level of alignment is extremely rare in government,
public service and not-for-profit organizations. Why is this so? I believe one of
the key reasons for this is the lack of strategic clarity. If organizations haven’t
got an agreed and clearly outlined strategy, then this presents a massive barrier
to real alignment. However, once you have agreed on your strategy and visu-
alized it in a value creation map, the process of aligning activities, budgets,
structure and risk management is no longer complicated.

If your value creation map outlines the forward strategy for your organiza-
tion and makes explicit what it is there to do, the core activities it needs to
excel at, as well as the enablers of good performance, then all activities in your
organization need to be aligned with this map of your strategy. The questions
I will address in this chapter include:

How do we align our activities, projects and programs with our strategy?
How do we align our budgets and budgeting process with our strategy?
How do we align our structure and governance processes with our strategy?
How do we align our risk management activities with our strategy?

ALIGNING ACTIVITIES

In order to perform to the best level, everything an organization does, all its
activities, need to be related to the delivery of its overall objectives. When
I talk about activities here I refer to any tasks that are performed within an
organization, but mainly to those that are brought together into projects and
programs. I define a project as a set of planned, coordinated and collabora-
tive delivered tasks to achieve specific organizational objectives. A program,
on the other hand, is a system of projects that is coordinated to deliver specific
organizational objectives.

107
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A good starting point for assessing alignment between current activities
and the strategy as outlined in the value creation map is to identify all major
initiatives (projects and programs) that are currently being run or those that are
planned for the future. This list can then be used to map the different activities
and initiatives against the elements on the value creation map (see Fig. 5.1).

Such mapping exercises regularly reveal a number of activities that can-
not be mapped against any of the strategic elements on the strategic map.
This indicates that these projects do not directly contribute to the implemen-
tation of the new strategy. The implication of a mismatch between strategy
and activities can be twofold. First, it can be used as a checking mechanism
to see whether anything important has been missed out from the strategy map.
If so, the strategy might have to be revised to include these. However, it is
important not to see this as an excuse to just add new elements to the map for
every activity or initiative that would not fit into the existing strategy. Adding
a new element to the value creation map at this stage should be extremely rare.
Second, and the much more likely implication, the organization is doing things
it shouldn’t. This means a serious discussion needs to take place about the rea-
sons for doing projects that are not aligned with the current forward strategy
and in most cases should lead to project closure.

Once you have mapped your existing and planned activities onto the value
creation map and any gaps are sorted out by either adding elements to the
strategic map or by eliminating unnecessary projects, it is now time to review
how well this portfolio of activities is delivering the strategy. A new strategy
wouldn’t be new if nothing needs changing. The balance of current or planned

Output stakeholder value proposition/ o
output deliverables Map activities

(projects and programs)
0T L 1T ags

3
- . L * Activity A
Core activity | (:j Core activity Il (:j Core activity lll >
Y Y Y * Activity B
r T r * Activity C
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* Activity D > linked to
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strate
/ > * No activity e

:> e Activity F
* Activity G )
* Activity H AchiV;“ZS
’ . ) Other « Activity | not linked to
Enabling strategic elements/value drivers activities v Yy current
* Activity J
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FIGURE 5.1 Mapping current and planned activities.
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activities is obviously optimized for the previous strategy. As a consequence
we often find that a few of the strategic elements have a lot of activities linked
to them, whereas others have only few or no projects linked to them (also indi-
cated in Fig. 5.1). The former tend to be objectives and activities that were in
place before, whereas the latter tend to be new ones.

Especially in a world of limited resources, which most public service
and not-for-profit organizations operate in, decisions have to be made about
the new portfolio of activities. The elements on the map with no existing or
planned activities obviously require the creation of new activities and initia-
tives. At this point it often dawns on people that things need to change if they
are serious about their new strategy. If new activities have to be introduced,
then it often means that other activities have to be stopped or cut back. A good
starting point is to rank the activities for each element on the value creation
map to identify which ones are the most important or essential activities to
deliver on the different objectives and activities.

When we work with our clients, we usually create a so-called heat map to
facilitate this decision-making process. A heat map is a color-coded value crea-
tion map indicating different levels of current performance for each of the ele-
ments on the value creation map. We use green to indicate good performance,
yellow to indicate minor problems, orange to indicate some major problems
and red to indicate serious underperformance. Such a heat map can be pro-
duced in workshops with the management team or in my case I often produce
them based on the initial interview data collected to draft the value creation
map. These interviews are usually so rich that they provide sufficient informa-
tion to make reliable judgments about each of the elements on the map.

Not surprisingly, the elements with few or no activities tend to be red on
the heat map and the elements with many existing initiatives tend to be green
or amber. Where this is not the case and many initiatives still lead to poor per-
formance levels, it is time to review the activities itself to understand whether
they are the wrong activities or they are being badly executed.

Once the elements on the strategy map have been prioritized, performance
levels have been assessed, and the associated activities have been ranked and pri-
oritized within each of the strategic elements, a picture emerges about how well
the current and planned activities are aligned with the strategy and what activities
need to be introduced or eliminated to ensure a good delivery of the new forward
strategy (see Fig. 5.2). My experience of working with many government, pub-
lic service and not-for-profit organizations from all across the world has taught
me that management teams in these organizations really don’t like making these
kinds of decisions and as a consequence sometimes shy away from making
them. The harsh consequence of this, however, is that nothing will change and
the new strategy will never be delivered unless the activities of the organization
are closely aligned with the elements identified on the value creation map.

This emerging picture of the activities deemed necessary to deliver the
strategy has to be translated into a business plan. The creation of a business
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FIGURE 5.2 Prioritizing activities and deriving the business plan.

plan should be an iterative process that interacts with the budgeting process
(also indicated in Fig. 5.2). Budget constraints often set a ceiling on fund-
ing and therefore introduce a sense check on the overall number of activities
that the organization can realistically afford. Understanding the budget limi-
tations allows organizations to decide on the final realistic set of activities.
Many organizations including Belfast City Council have now replaced their
traditional business planning process with the process outlined here where the
strategy depicted in the value creation map provides the necessary guidance
to create a business plan. In the next section, I will discuss the alignment with
budgeting processes in more detail.

ALIGNING BUDGETS

It is important that you align the budgeting process with your organizational
strategy. The value creation map captures this strategy and allows organiza-
tions to identify and prioritize activities (as outlined above). Once the stra-
tegic objectives and underpinning activities are agreed, a budget should be
set to ensure the agreed activities (tasks, projects and programs) are funded.
However, a budget also needs to be flexible enough to allow organizations
to reallocate budgets at regular intervals as needs arise or performance levels
change. While the value creation map might remain valid for 12 months, the
underlying activities to deliver the strategic objectives tend to require more
flexibility. As a consequence, organizations should be in a position to regularly
reforecast required budget levels and reallocate resources.
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However, the budgeting process in most government and not-for-profit organ-
izations is characterized by an annual budgeting process that starts sometime in
late summer or early autumn to set a fixed annual budget and financial targets for
the following financial year. The annual budgeting round kicks off the budgeting
game of forward and backward negotiations in which everybody tries to maxi-
mize their budgets while at the same time trying to commit to as little as possi-
ble. These are numerous iterations in which guesswork coupled with negotiating
skills finally lead to an agreed budget. This budget is usually quite detailed and
broken down into specific annual allocations of money for different tasks. Once
the budget is agreed, people start playing the numbers game. We have all seen
this where organizations become extremely creative about how to allocate their
spending to meet their set budget. In addition, we can often see organizations in
the government sector that go on a spending spree just before their budget period
comes to an end to ensure they have spent all their money in order not to incur
any potential cuts for the next budget round. Below I summarize some of the
major and well-documented problems with the annual budgeting process.

e The process takes too long and is too resource intensive, which costs organ-
izations huge amounts in money and time.

e Budgets are often created based on guesswork or ‘sophisticated’ tool such
as ‘5% more than last year’.

e Organizations create a rigid funding framework that is often out of date by
the time the new financial year starts.

e Organizations often end up running their company to their set budget
instead of the ever-changing strategic priorities.

In his report titled ‘Reinventing planning and budgeting for the adaptive
enterprise’, James Creelman outlines why, despite the widely acknowledged
problems with the annual budgeting process, budget still remains common
practice. He finds that the reasons for its continuing use include the fact that it
is well understood, is institutionalized as an annual ritual, is seen as an effec-
tive control mechanism and clearly assigns accountability and its perceived
value as an incentive or compensation mechanism.!

It is staggering that only just over half of organizations closely align their
budgeting process with their strategic performance management process.” To
me, it is just common sense to align your spending with your strategic objec-
tives and priorities, and I believe that decoupling the strategic performance
management process from the budgeting process is one of the biggest barri-
ers to good strategic performance management. If you run a budgeting process
that is separate to the strategic performance management activities, you run
the danger of misalignment of funding and strategic objectives. What often
happens is that the budgeting process ‘wins’ and people focus on meeting the
budget rather than the strategic priorities.

There are different ways of moving beyond the traditional budgeting proc-
ess.’> What I recommend is to start with your business plan as outlined above
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and then use this to set an initial budget. However, instead of setting this as a
rigid annual budget, I suggest that organizations produce rolling forecasts that
allow them to take a more flexible approach to their budgeting to ensure they
can alter their budgets to react to changes in their environment. One practical
way to do this is to set aside a certain amount of money that is not allocated to
‘business as usual’ projects and activities but can be used throughout the year
for new or changing activities.

Case Study: Scottish Enterprise

There are not many examples of public service and not-for-profit organizations
that have been brave enough to step away from the rigid annual budgeting proc-
ess, but Scottish Enterprise is an organization that has done this.

Scottish Enterprise is Scotland’s main economic development agency, funded
by the Scottish government. Its mission is to help the people and businesses of
Scotland succeed. In doing so, they aim to help build a world-class economy in
Scotland. Headquartered in Glasgow, it employees about 2500 people who pro-
vide following services:

® Helping new businesses get underway

e Supporting and developing existing businesses

e Helping people gain the knowledge and skills they will need for tomorrow’s
jobs

o Helping Scottish businesses develop a strong presence in the global economy,
building Scotland’s reputation as a great place to live, work and do business.

Scottish Enterprise was one of the first government organizations to replace
their annual budgeting process with the basic performance management approach
outlined in this book.

Scottish Enterprise uses their Balanced Scorecard to set clear strategic objec-
tives and the management team became increasingly uncomfortable with the
disconnect between the setting of strategic objectives and the annual budgeting
process. Today, they have moved away from the traditional budgeting approach
to a process that is based on strategic plans, which are supported by resources
that are ‘drawn down’ for key projects as required rather than the traditional fixed
allocation of budgets. Quarterly performance reviews lead to rolling forecasts and
allow them to draw down more or less resources as required.!

\_ /

ALIGNING ORGANIZATIONAL STRUCTURE AND
GOVERNANCE

When a new strategy is being designed, it also makes sense to take a look at
the way an organization is structured and governed. I have worked with many
organizations where it was necessary to change the organizational structure or
governance to create a better fit between the strategic priorities outlined in the
value creation map.
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If you have identified new strategic themes and objectives, then for me it
is only common sense to align the organizational structure and governance to
these themes. Many public sector and not-for-profit organizations are struc-
tured in very traditional and functional silos instead of cross-departmental
structures that are aligned with the corporate objectives. Similar to unaligned
activities, strongly hierarchical or siloed structures that are not closely aligned
with the strategy can pose serious barriers to the strategy implementation.
I find that especially in government organizations there can be a reluctance
to embrace new ways of working, and they are often unable or unwilling to
address the fragmentation and silos within their organizations.*

A good way to understand the alignment between the strategy and the cur-
rent structure is to take a look at the value creation map and the associated
activities and identify who within the organization, that is which groups of
people or departments, will be responsible for delivering them. If it is easy to
map the different departments and group to individual elements and objectives
on the map then this indicates good alignment. However, if it is difficult to
map individual groups or departments to the different tasks and if the different
elements and objectives require collaboration between different subgroups of
departments, then it might make sense to consider restructuring the organiza-
tion and governance processes to better align it with the strategic objectives.

Some organizations have addressed this with a matrix structure that allows
them to keep functional departments but overlay a cross-departmental structure
designed to deliver the strategic objectives identified in the value creation map.
By its simplest definition, the matrix is a grid-like organizational structure that
allows an organization to have multiple command structures. In a basic two-
dimensional structure, an organization would have the functional structure, but
in addition it would also create a cross-functional structure to deliver the vari-
ous strategic objectives identified on the value creation map.

This can be less disruptive to individuals as the functional or departmen-
tal structures will remain as a constant but the silos are broken up by the cross-
departmental structures that are managed to focus on the strategic priorities. The
advantage of this model is that it gives organizations the flexibility to address the
changing strategic priorities without having to change all the lines of authority
and responsibility. However, it also has some disadvantages that have to be man-
aged carefully. Perhaps the key disadvantage is the creation of two lines of super-
vision, with its potential to create role conflict, role ambiguity and role overload.
Good communication mechanisms need to be put in place to ensure the potential
drawbacks are addressed. I will discuss the communication element later in this
book chapter 9, in the section on performance reporting and performance reviews.

ALIGNING THE MANAGEMENT OF RISK

I strongly recommend that you align the management of your risks with the
strategy outlined in your value creation map. Public service and not-for-profit
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organizations face many potential areas where they are vulnerable to signifi-
cant risks, and it is important that these risk factors are actively managed. Risk
management as a management tool started to emerge in the 1990s (although
the problem has of course been around for much longer than that!). However,
the main emphasis has been on financial risks and external risks. Financial
risks are concerned only with financial uncertainties, whereas external risks
are often identified in the external strategic analysis. More recently, organiza-
tions have started to look at risks more holistically to identify possible threats
to their business model and value creation.

Many organizations admit that they do not have processes in place to effec-
tively manage strategic and operational risks. One of the key problems has
been for organizations to identify the areas where they face risks and are vul-
nerable. Because organizations still find it difficult to identify everything that
matters, they often revert to the traditional areas of risk: financial and external.
Too many organizations still treat risk management and performance manage-
ment as separate functions instead of integrating them. It is important to under-
stand that risk management and performance management do in fact represent
two sides of the same coin — if the performance management approach identi-
fies the key drivers of performance, then it is only natural that those are the
areas for which firms require risk indicators too.

Your value creation map is a visual representation of your business model
and all the components required to deliver your value proposition. It should,
therefore, be used to also guide the risk assessment and allow organizations to
identify potential focus areas for their risk mitigation strategies. The value cre-
ation map might therefore identify that government and not-for-profit organi-
zations face risks related to core activities and value drivers such as corporate
reputation, information and data security or staff motivation. Your organiza-
tion’s unique value creation map can be used to assess the risks in the value
proposition as well as the risks concerning the core activities and enablers
identified to deliver the value proposition. In this way, organizations can cover
all areas they believe are important for their business and are able to weigh up
the potential significance of the risks that they face.

p
Case Study: Royal Air Force’

The Royal Air Force (RAF) in the United Kingdom has been able to align
their performance management with their management of risks. Once the
strategic elements and objectives are identified, the next step is to link
performance management with risk and issue management. Performance
management is about measuring, reporting and making decisions about
achieving objectives. Risk management is about identifying and manag-
ing the risks to achieving the same objectives. Thus, there is a common
denominator — an organization’s objectives.
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For example, key objectives are expressed as the delivery of the Force
Elements at Readiness (FE@R), which are reported as part of the per-
formance management approach. For example, the performance manage-
ment system might identify shortfalls between the targets that have been
set (e.g. 10 crew members at 7 days readiness) and the achievement (e.g.
8 crew members at 7 days readiness). The shortfall of two crew members
is defined as an issue if it is certain. If it is only probable, it is classified
as a risk. Any such shortfall, which will be revealed by the performance
management process, needs to be identified, assessed and managed as in
all good risk management practices.

The performance management process within the RAF also includes the
forecasting of the position in the future, extrapolating from the known base-
line of the current position. For such forecasting to be realistic it needs to
take into account the known risks and issues and modify the extrapolation to
reflect the assessed most likely impact of the combined effect of these risks
and issues. Thus, judgments being made within the performance manage-
ment process cannot be separated from data available from the risk manage-
ment process. They are inextricably linked.

The RAF has been doing risk management for many years. However,
unlike a commercial company, the risk focus is not primarily on the finan-
cial ‘bottom line’ but rather on the delivery of war-fighting capability. Key
risks for the RAF are those that impact on war-fighting capability, termed,
loosely, ‘operational risk’. Some of these are generated by deliberate deci-
sions shaped by available funding. For example, to limit the level of spares
purchased to avoid overspending a budget raises the risk that equipment
will be unavailable due to unserviceability. Again providing a lower
(cheaper) level of protection for personnel, risks increasing the danger to
them in a hostile environment. Over time, these risks accumulate and their
combined effects may be greater than those recognized when looking at
the individual risks.

An IT system called SAPPHIRE was designed to meet commanders’
need for greater visibility of their ‘operational risks’, and to maintain both
an authoritative audit trail of reviews and the current state on ameliorating
actions, all to aid their decision making. It also had to meet the corporate
governance requirements; however, these were considered to be secondary
to the prime objective.

SAPPHIRE has therefore been designed to provide both performance and
risk information in a manner that allows the performance assessments to be
made in the light of the risks that have been recorded. The risk and issue man-
agement implementation was an enduring success. After an initial 3-month
pilot period on selected stations, the system was introduced command-wide.
To avoid the important being swamped by unhelpful detail, commanders were
encouraged to concentrate on their top 5-10 concerns.
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ANALYZING RISK

The first step in assessing risk, therefore, must be to identify possible areas of
risk. The best way to do this is to take the value creation map and go through
all its elements, identifying potential risks (see Fig. 5.3). Below, I will high-
light some common risk areas in the external environment together with exam-
ples for each of the resource and performance driver categories identified in
Chapters 3 and 4.

External Risks

Many of the external risks will usually be identified and addressed in the exter-
nal strategic analysis (see Chapter 2), when organizations look at the politi-
cal, economic, social, technological, environmental or legal conditions in their
sector and markets. Also, the five forces framework will identify threats from
competitors, suppliers and so on. Here, I will briefly look at two common
external risks — competition and market risks.

Competition Risks

Risks in this category can range from the emergence of a new supplier to the
market to the threat of a competitor organization developing a superior product,
service or process that is difficult to replicate, and which allows it to capture
market share from other incumbent suppliers to that industry. Many govern-
ment organizations do nowadays compete with private sector competitors
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FIGURE 5.3 Identifying potential risk areas.
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for customers and many not-for-profit organizations face competition similar
to for-profit commercial enterprises.

Market Risks

This is simple Darwinian theory of adaptability to environment changes. If
customers stop buying (or reduce their consumption of) products or services
due to economic or other environmental factors, then this will generally affect
all players in that marketplace, be it government organizations, not-for-profit
enterprises or commercial companies. However, those who accurately identify
the trend and react fastest to changes in market demand will normally be in
the best position to survive a market downturn and prosper in the future, while
others will be less fortunate. As Gary Hamel and C. K. Prahalad observe, ‘The
cues, weak signals, and trend lines that suggest how the future might be differ-

ent are there for everyone to observe’.®

Financial Risks

Monetary or financial risk is an area with which many organizations are quite
familiar, especially government and not-for-profit organizations, where funding is
a precious resource that needs to be actively managed. Here, I will briefly look at
cash flow or capital risk, which is one of the risks that is relevant for government
and not-for-profit organizations. For financial risk management, organizations
deploy practices to optimize the manner in which they take financial risk. This
involves upholding relevant policies and procedures, such as monitoring the risk
that the cash flow of an organization will be adequate to meet its financial obliga-
tions. Many companies use hedging as a technique to reduce or eliminate finan-
cial risk by, for example, taking two investment positions that will offset each
other if prices change. A prominent example of when financial risk management
strategies go wrong can be seen in the case of Barings Bank. One of its young
traders, the now infamous Nick Leeson, went to Singapore and was trading a
very low risk strategy of just betting on the same futures contracts in two differ-
ent markets in Asia and basically just buying low and selling high. At first he was
phenomenally successful and was regarded as a hero by Barings, which gave him
more money to trade. Subsequently, when Nick lost a little bit of this money, he
managed to cover up those losses by hiding them in a separate account. However,
when trying to make back those losses, he began to take much bigger risks with
much larger sums of money. This produced further losses when the markets went
against his expectations, so that he needed to hide these too and, as we all know,
this resulted in the collapse of the entire bank.

Risks Related to Physical Resources

There seems to be an increasing risk to our physical resources due to more
frequent natural and man-made disasters. A series of natural disasters and
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increased levels of international terrorist activities have both contributed to a
heightened awareness of these risks. However, these are not the only types of
physical resource risks, some are much more mundane. Here, I will examine
disaster risk and bottleneck risk.

Disaster Risk

Organizations and its stakeholders alike need the comfort of assurance that in
the event of a major catastrophe, such as a devastating fire, bomb attack, air-
plane crash or a natural disaster at one of their vital premises, a close to normal
service can be provided by the organization very rapidly after the event. For
example, following the 9/11 attacks several financial services companies that
used the World Trade Center and other nearby buildings were able to resume
customer service activities within just a few hours from backup facilities they
had set up for such a catastrophic event (though few would have predicted the
severity of it). The same is true of London-based companies following the
damage caused to the Baltic Exchange by IRA bombs in 1992. With the global
threat from terrorism, many government organizations face an increasing dis-
aster risk and have to put in place mitigation strategies.

Bottleneck Risk

If Eliyahu Goldratt taught manufacturing companies anything in his ground-
breaking 1984 novel The Goal’, it was the simple fact that a breakdown, fail-
ure or delay within a key constraint part of an organization (in this context,
a particular machine tool or production section on the factory floor) creates
a problem for the whole plant. There are areas of vulnerability in almost all
organizations where, if glitches occur, the resulting impact will be far greater
than if there is a failure elsewhere, which can relatively easily be recovered.
Note to all call center operators: make sure your telephone lines are always
available and, in emergencies, offer a call-back facility that works — the enor-
mity of the harm that bad call centers can do has become legendary, but so real
too in terms of retaining customer loyalty. Internal capacity constraints need to
be recognized and managed — they are ‘arteries’ that must be kept open at all
costs. Although this has been classified here as a physical resource risk, and it
generally is, the problem it defines can also be about key people in the organi-
zation too (see below) — particularly critical decision-makers and authorizers.

Risks Related to Human Resources

A key risk that is regularly overlooked in organizations is risk related to its
staff and to the knowledge they possess. Organizations are often unaware that
there might be some individuals with critical knowledge and expertise who
could walk out any day. Another associated risk is the fact that knowledge is
not only important, but also a very vulnerable resource — it tends to deplete
over time if it is not nurtured. Furthermore, unfortunately, a small percentage
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of employees may not necessarily be as trustworthy as we would like them to
be. Here, I will look at knowledge risk, staffing risk and employee theft risk.

Knowledge Risk

Like tangible assets, knowledge has to be maintained to retain its value.
Knowledge that is not kept up-to-date can quickly lose its value or even disap-
pear. Our civilization seems to have lost the knowledge of how the Egyptian
pyramids were built; even with modern calculation techniques it cannot be
explained how these structures remain standing. Knowledge, like all resources,
is context specific. Changes in the external environment can make knowledge
and skills redundant, as many craftsmen experienced during the industrializa-
tion process that took place in the nineteenth and twentieth centuries.

For example, companies that held a lot of knowledge and expertise about
how to build a typewriter experienced how quickly this knowledge can become
redundant with the arrival of the computer. Today, knowledge can be very short
lived. Computer programs may be standard one day, but can be replaced by
new innovative programs the next day. It is critical therefore for organizations
to understand the value of their knowledge and ensure that continuous training
keeps knowledge up-to-date.

Staffing Risk

The impact on productivity of disaffected staff not being engaged with their
organization’s objectives can be substantial. While strikes and increased lev-
els of absenteeism provide evidence of extreme levels of employee dissatisfac-
tion, more subtle disaffection is achieved by slowing down, not answering the
telephone, being rude to customers, gaming imposed performance measures
and so on. A number of studies have verified the positive link between satisfied
employees and happy customers, particularly in retailing (e.g. the well-known
Sears, Roebuck and Company case illustrates this®). It doesn’t work on a ‘stand-
alone’ basis though because the service element has to be good too, but it is a
vital success factor nevertheless. Organizations need to carefully monitor the
pulse of employee perceptions about the organization and their relationship with
it. In addition to employee morale, organizations need to be aware of their staff-
ing needs both in terms of numbers of employees and the skill-sets with which
they need to be provided. The availability of authorized staff to make particular
decisions is an important facet of this equation too.

Employee Theft Risk

Employee theft risk is the principal reason that most large organizations have
an internal audit department. It is also the reason why many organizations
appear to have elaborate control procedures that seem to exhibit a lack of trust
in their staff. Some staff are dishonest, albeit a small percentage, and there are
many examples of employees (often in collaboration with others) who have
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ripped their employers off for considerable sums of money. For example,
in the United States, theft by staff in retail stores alone is estimated to have
reached a level of $14.9 billion in 2000;° employee theft is responsible for
more than 46% of what the retail industry calls ‘shrinkage’ — far more than
theft by shoplifters.

Another study by KPMG of 5000 businesses, agencies and nonprofit organ-
izations in 1998, revealed that losses averaged $624 000 from check fraud by
employees, including forgeries and mailroom theft; looting of company bank
accounts by employees came in at an average of $300000 per organization;
theft and misuse of company credit cards amounted to an average of more than
$1.1 million; and the average loss from expense account abuse was $141000.

When the Association of Certified Fraud Examiners, based in Austin,
Texas, conducted one of the first comprehensive studies of employee fraud in
1996 in the United States, it reported that organizations typically lost 6% of
their annual revenues to such theft.!” There is research that suggests organiza-
tions may be able to reduce the risk of theft by creating what I call an enabled
learning environment (see Chapter 11).

Risks Related to Structural Resources

Risks to structural resources include threats to organizational processes and
routines, especially those posed by losing database contents and software
because of hackers and viruses. There is also an increasingly common risk of
intellectual property theft as well as the danger to business success created by
more powerful regulatory regimes that are rightly intolerant of ‘old school’
exploitation practices. Below, I will observe and illustrate each of these risks.

IT Systems Risk

Hackers, viruses, worms and the likes have created a whole new industry in
computer protection. Many large not-for-profit and governmental organiza-
tions’ computer systems have been paralyzed in the last few years by malig-
nant individuals with high levels of knowledge about information technology
protocols who are intent on exposing the vulnerabilities of IT systems and
their contents. Apart from the damage they create, which has to be repaired,
viruses cause lost data, lost work time and lost revenues (customers go else-
where). While the Internet has many upsides, it does have a downside too.

Intellectual Property Rights Theft Risk

Luxury goods and technology companies are particularly, but by no means
exclusively, prone to this type of risk. As I have noted earlier (in Chapter 3),
intellectual property rights can take many forms: from data, trademarks, logos
and characteristic styling to more mundane industrial patents and media copy-
rights. We have all seen shady traders in almost every major city and resort in the
world that sell copies of Rolex watches, Gucci or Prada handbags, Louis Vuitton
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luggage, DKNY or Calvin Klein jeans and various fan-ware, such as New York
Yankees caps or Manchester United shirts. And sometimes they are remarkably
good copies. But, while you may think that this is relatively harmless because
these traders are selling to a largely different set of consumers than the original
brand owners do, the damage to the exclusivity of the brand is being done.

Many government and public sector organizations are starting to recog-
nize the value of their intellectual property and are starting to sue the organ-
izations that violate their rights. For example, organizations such as the
National Geospatial-Intelligence Agency in the United States or the Ordinance
Survey organization in the United Kingdom are both agencies that hold a lot
of geospatial data and information that they own. The National Geospatial-
Intelligence Agency is part of the US Department of Defense, which manages
and provides imageries and geospatial information for diverse military, civil
and international needs. The data can be useful for satellite navigation provid-
ers or online mapping providers; however, they need to license the usage of the
data and can’t just steel the intellectual property to it.

Regulatory Risk

The reason I have included regulatory risk within the structural resource cat-
egory, rather than in external risks or stakeholder relationship risks — although
glitches in this area tend to have an adverse effect on the latter too — is that the
root cause is often a failure in the framing, communication or policing of inter-
nal policies. As the power of regulators has escalated in recent years, the risks
of deliberate cheating and sloppy management are escalating too. Compliance
issues are fundamental to doing business.

Today, organizations need to be sure that they are operating within regula-
tory rules and guidelines. The litany of major government and not-for-profit
organizations that have been exposed and fined considerable sums for being
involved in illegal activities expands almost daily in the press. For example, in
2005 alone, regulatory bodies in the United States and Europe have meted out
substantial fines for accounting fraud, price fixing cartels, bid rigging, bribery,
market abuse, mis-selling of financial services, mishandling of complaints,
misleading advertising, failing to inform investors and sales of abusive tax
avoidance schemes. Organizations need to examine where they are at risk from
regulatory investigation and clean up their ethical acts.

Risks Related to Relational Resources

In today’s networked world, relationships are crucial ingredients for all organi-
zations in both the private and public sectors. Their reputation hangs on these
vital relationships and often the risk needs to be cascaded through the supply
chain that helps to deliver the products and/or services that the organization
sells or provides. Here I will, therefore, examine reputation risk and supply
chain risk.
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Reputation Risk

Reputation risk is probably the most under-rated and least understood category
of risk in this list. If an organization fails to live up to its declared (or expected)
values and is then consequently exposed to adverse media attention, then the
consequences can be catastrophic. This has the potential to instantly disenfran-
chise all of an organization’s branding efforts. Naturally, this category not only
includes both product quality failures (such as recalls and warranty claims)
and customer service quality failures, but also negative media publicity. For
example, Arthur Andersen, one of the ‘Big 5’ worldwide accountancy firms,
imploded in just a period of weeks after a few of its partners were involved in
several high-profile financial scandals that hit the worldwide media — its clients
walked away in droves.

Since 1992, Nike has been the focus of international scrutiny of how
huge Western companies treat their suppliers in some of the poorest parts
of the world. It has frequently been accused of promoting the use of ‘sweat-
shops’ in Indonesia, Vietnam, China and South America, where labor abuses,
forced overtime and unsanitary conditions abound. About 500000 workers in
over 350 factories across the globe make Nike footwear and apparel. Activist
groups, such as Global Exchange, first bombarded the media alleging abuses.
By 1997-1998, an anti-Nike campaign led by human rights activists culmi-
nated in several ‘Protest Nike’ days in the United States. Many not-for-profit
organizations face similar risks. Just think of charities that manufacture their
own merchandise.

Nike’s initial response was sluggish, but quickly gathered momentum when
it realized the damage that could be done to its brand and also to its college
campus sales. It, therefore, introduced a code of conduct for its suppliers, cre-
ated a remediation plan and implemented independent monitoring of its suppli-
ers’ factories. It even published the location of many of these factories, which
it had previously refused to do on competitive grounds. Lost reputation can not
only disenfranchise customers, but also current and potential employees. The
best people will move to the organizations with the best reputation.

Supply Chain Risk

Suppliers are a critical component of an organization’s ability to deliver prod-
ucts and services to its customers, especially in the age of outsourcing ‘non-
core’ activities. If a supplier defaults for reasons of capacity shortages, quality
failures, a strike or a fire at their premises, then such disruptions are likely to
have a major impact on customer service. Since the advent of ‘Just-in-Time’
delivery systems, which eliminate buffer stocks in the production system, such
events can have a very rapid impact.

For example, when Ford’s supplier of door and boot latches defaulted
(not components that most people would associate with production criticality
issues), plants in Dagenham and Cologne came to a halt. Consequently, output
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of nearly 3000 cars a day was lost and more than 10000 workers were either
sent home or diverted to plant maintenance.

In 2005, British Airways’ sole supplier of in-flight meals at London’s
Heathrow Airport, Gate Gourmet, sacked over 650 unionized workers when a
festering industrial dispute erupted into an illegal strike. (Gate Gourmet is part
of a US private equity-owned company that was once part of British Airways
(BA) before BA decided that catering was not one of its core competencies.)
The situation rapidly escalated when 1000 BA workers at Heathrow, many
of whom had relatives affected by the Gate Gourmet strike, started their own
unofficial sympathy strike. This action forced the cancellation of flights and
more than 100000 passengers were stranded, mostly at Heathrow, one of the
busiest airports in the world, causing scenes of anger and chaos at the height
of the August holiday season.

As a corollary to this drama, it was revealed that BA had squeezed its sup-
plier so hard in pricing negotiations that Gate Gourmet had no alternative but
to reduce its mainly Asian-origin workforce substantially because the contract
had become financially unviable (although, arguably, it could have examined
other ways of parting company with them — to avoid insolvency of its UK
operations).

This is a classic example of a clash of interests and cultures within the supply
chain that affected all the key stakeholders adversely. The customer (BA), the
supplier, the customer’s passengers, both the supplier’s and customer’s employ-
ees, and the shareholders of both BA and Gate Gourmet were all losers. The
trade unions involved may yet, at the time of writing, also suffer recriminations.

In recent years, during which high-profile cases of corporate wrongdoing
have caught the attention of the media and NGO activists have become more
vocal in attacking corporate behavior, reputation management has climbed the
ladder of boardroom priorities. Reputations take years to develop, but can be
destroyed very rapidly. Because of the Internet, the speed with which a reputa-
tion can be attacked by a broad range of different stakeholders — customers,
employees, former employees, former suppliers, labor and human rights activ-
ists, and so on — on a global scale has been reduced to a matter of hours.

A 2003 survey!! found that 60% of the world’s CEOs view corporate repu-
tation as a ‘much more important’ aspect of business than 5 years ago. The
study also found that maintaining a good reputation has become so important
that 65% of the world’s CEOs have taken full responsibility for managing this
aspect of performance. This figure rises to 80% in the United States, whereas
in Europe it stood at just 44% (possibly due to closer relations between the
CEO and the board). CEOs acknowledge customers as the external force with
greatest effect on reputation, followed by print media, financial analysts and
shareholders.

Risk assessment then is a highly significant factor for managing in today’s
business environment. So, organizations need to get to grips with the vari-
ous risks they face. Given that there are many potential risks, it is advisable
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to begin accumulating data that gives organizations useful information about
where they are most exposed. In the next section, I will discuss how the value
creation map can be used to analyze and evaluate potential risks.

These risks can then be captured in what I call a ‘risk log’. This is a table
that can be used to capture, describe, assess and quantify potential risks (see
Table 5.1). This often requires obtaining factual information about these risks
and then prioritizing their relative importance. Organizations need to assess the
potential risk areas for their component parts, categorize them and then assess
which are most important to manage.

COMPLETING A RISK LOG

In a risk log, organizations can capture their key risks. It can become a work-
ing document that is part of the performance management system. Below,
I outline the various steps involved in creating such a risk log.

1. For each element on the value creation map, potential risks are identified.
This element-by-element approach ensures that all potential risk areas are
discussed — both external and internal. Moreover, using the value creation
map also helps organizations to identify how potential risk areas might
impact each other. However, it is unlikely that all potential risks for each
element are identified and prioritized straightaway. The risk log will usu-
ally grow over time as more potential risk areas are identified, but the rel-
evance of some will also tend to fall away as they are either mitigated or
become less relevant over time (see below).

2. Describe the essence of the particular potential risks for each element.
Here, it is possible to give the risk a name, but more importantly to create a
short narrative description of the type of risk.

3. Define the risk level. Here, the likely consequences and potential impact of
this risk are evaluated for the case that the risk becomes a reality.

4. Define the likelihood level. Here, the likelihood that this risk might turn
into a reality is evaluated. In addition, this likelihood is compared to the
likelihood of the last review cycle. This indicates whether the likelihood is
increasing, staying the same or decreasing.'?

5. Ascribe an appropriate scoring system according to (a) the risk level
(potential severity) of each risk (e.g. 1-5), the criteria for which may not
necessarily be all financial ones and (b) the likelihood level (probability of
occurrence) of the risk (e.g. 1-5). These two scores can then be added up
to create the risk score. The rationale for this scoring system is not only to
help identify management priorities, but also to assess whether the likely
severity of each risk has moved over time and whether the firm’s potential
exposure to it has increased or diminished since the last review.

6. Assign responsibility (ownership) for managing each defined risk and
define a review frequency for reevaluation of subsequent risk mitigation
activities.
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Completing the risk log is best done within a project team. Different sub-
teams can be assigned to assess the risks of the different elements of the value
creation map. This ensures that several people who are knowledgeable in
the subject matter work together and come either to a unanimous or aggre-
gate score. Here, teamwork is important because this type of analysis can be
highly subjective. That being the case, it is a good idea to ensure that the risk
level and likelihood scores are not left to a single individual. Furthermore, it
is important to document as much information and logic as possible for the
awarded scores in the risk log so that these can be revisited at the next review.

For each area, additional data can be collected and referenced in the risk
log. However, there is a real danger here too of making this an overly bureau-
cratic process, and that is why I advocate a relatively simplistic approach. The
Pareto principle applies: 80% of the risk can be identified and assessed with
20% of the potential effort required to do it.

Having identified the highest priority risks (with high risk level and high
likelihood level), management actions can be taken to modify their conse-
quences and potential impacts on the firm. Typical actions resulting from a risk
analysis include:

e development of mitigation plans (especially for emergencies/crises —scenario
planning techniques can assist this process),

buying insurance against occurrence,

renegotiation of supplier contracts,

introduction of (internal/external) compliance audits,

introduction of new performance indicators to monitor emerging trends.

This does not mean that lower severity/likelihood risks can be ignored alto-
gether; it is just that management is unlikely to be able to set in motion the
corrective actions for large numbers of risks simultaneously. However, if this
is treated as part of an organization-wide program, then actions on lower pri-
ority risks might — with appropriate guidance — be delegated to lower ranking
managers. Otherwise, they will have to wait until the senior executives have
first dealt with the highest priority risk category and that might mean that the
firm is still exposed to some pretty substantial risks with which it is unready to
cope.

Although organizations have certainly been at risk for many centuries (how
else would the insurance industry have become so wealthy?), arguably they
have never been so at risk. Today, it is becoming increasingly common and
necessary for organizations to appoint a senior risk manager. This is a post
that often reports to a nonexecutive director but where the incumbent needs
to work closely with operational executives in far-flung parts of the organiza-
tion. Introducing an evaluation methodology that is aligned with the corporate
strategy and then conducting a fair assessment of the potential risks is the first
step toward mitigating the likely impacts that those key risks could have on the
organization.
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SUMMARY

e In this chapter, I have outlined the importance of aligning your organiza-
tion with your agreed and mapped strategy in order to make the strategy
real and ensure it gets implemented.

e Activities need to be aligned with the strategic objectives outlined in the
value creation map. Activities are all tasks, projects and programs per-
formed within an organization. A project is a set of planned, coordinated
and collaborative delivered tasks to achieve specific organizational objec-
tives. A program is a system of projects that is coordinated.

e The value creation map can be used to map current and planned activi-
ties in order to assess the match between the new strategy and the activi-
ties planned. The mapping of activities often reveals a mismatch between
the activities and the forward strategy, which might require stopping some
activities and starting others.

e A so-called heat map can be used to prioritize the strategic elements. A
heat map is a color-coded value creation map that indicates different levels
of current performance for each of the elements on the value creation map.
In addition, projects and activities for each strategic objective can then be
ranked to identify the most important activities to achieve each of the stra-
tegic objectives.

e The prioritized activities can then be translated into the operational busi-
ness plan. To finalize any business plan, it is important to take into account
any budgetary constraints. Therefore, the budget also needs to be aligned
with the strategy outlined in the value creation map.

e Many government and not-for-profit organizations are still using outdated
annual budgeting processes. The problem is that the process tends to take too
long and is too resource intensive. Budgets are often created based on guess-
work or ‘sophisticated’ tools such as ‘5% more than last year’, which lead to
arigid funding framework that is often out of date by the time the new finan-
cial year starts. As a consequence, organizations often end up running their
company to their set budget instead of the ever-changing strategic priorities.

e I have outlined a more flexible approach closely aligned with your strategic
forward plan that allows organizations to regularly reforecast and reallo-
cate resources to meet changing needs.

e Organizations need to align their risk management practices with their strategy.
I suggest that risk management is the flip side of performance management
which means risk and performance management have to be integrated.

e Because the value creation map is a visual representation of your business
model and all the components required to deliver your value proposition,
it should be used to also guide the risk assessment and allow organizations
to identify potential focus areas for their risk mitigation strategies. I have
outlined how to align risk and performance management and how to design
arisk log for each of the strategic elements on your value creation map.
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Part 11

Collecting the
Right Management
Information

Once you have agreed, defined and mapped your strat-
egy, you can use measurement to track progress and gain
relevant insights to help manage and improve perform-
ance. Measurement has a central role in our society and
organizations. Indicators help us to make sense of the
world around us, allow us to put things in perspective
and help us to make better-informed decisions.

We are used to applying the principles of measure-
ment routinely in most aspects of our daily lives. When
we watch the weather report on the television, we learn
about expected temperatures, hours of sunshine, quan-
tity of rainfall or wind speed. When we drive our cars, we
are used to checking the speed or fuel consumptions;
when we play or watch our favorite sports, we are eager
to keep score and measure lap times, number of goals,
home runs and shots on and off target; when we follow
our favorite recipe, we measure the amount of flour or

butter; and when we go to our doctors, they measure our
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blood pressure, cholesterol levels, heart rate or body
mass index. All of these measurements serve to reduce
complex elements of our lives to indicators in order to

make them more digestible for us.

Measurement is deeply ingrained in everything we do.
In school, we are used to test scores; we rely on clocks
to get to work in time; we use food labels to compare
calories, salt and fat content; and we use opinion pools
and surveys to gauge attitudes and public perceptions.
Traditionally, measurement was viewed as valid only if a
numerical value could be obtained, and we often make
the assumption that any measure has to be expressed in
numbers.' Take this quote:

... when you can measure what you are talking about and
express it in numbers you know something about it; but
when you cannot measure it, when you cannot express it
in numbers, your knowledge is of a meager and unsatis-

factory kind.

This passing comment by Sir William Thomson (later Lord
Kelvin), in a lecture to the Institution of Civil Engineers in
1883, is one of the most frequently cited quotes in meas-
urement circles. The sentiment of this statement can be
traced back to the philosopher Philolaus, in the fifth cen-
tury Bc, who said that ‘without numbers, we could under-
stand nothing and know nothing’.?

However, measurement in our modern world goes beyond
numbers and includes using words to describe and assess
performance. Measurement goes beyond the assign-
ment of numerals and is much more of a social activity.
Just think about choosing a restaurant for the next spe-
cial occasion. You reflect on your previous experiences of
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the restaurants you have visited and might read reviews
of new restaurants on restaurant websites or restaurant
guide books in order to form an opinion about the dif-
ferent restaurants in your area. Based on the different
reviews, ratings and your previous experiences, you then
subconsciously, or even consciously, rank different ele-
ments such as food quality, service, atmosphere and price
to choose the right restaurant for this occasion.

When we talk about performance measurement in organ-
izations, we don't have to accept the limitation that any
measure has to be expressed in a numerical form. Words,
numbers, star ratings or traffic lights are all valid forms
of measurement. What matters the most is that you
measure the relevant things that will help you answer

the questions that matter the most in your organization.

My experience and research of the Advanced Performance
Institute shows that instead of identifying what they
want to know and then designing the most meaningful
performance indicators to help them gain the required
management information, the majority of public sector
and not-for-profit organizations just measure everything
that is easy to measure but not what actually matters the
most. The practice I have observed in many public sec-
tor organizations is something that [ have ‘scientifically’
termed the ICE approach, which goes as follows:

o Identify everything that is easy to measure and count.

e Collect and report the data on everything that is easy
to measure and count.

e End up scratching your head thinking: What the heck
are we going to do with all this performance data
stuff?

131 —
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In this second part of the book, I will look at perform-
ance measurement more closely and provide easy-to-
follow tools and techniques to ensure that relevant and
meaningful management information is collected that
helps organizations with their decision making and per-
formance improvement. In Chapter 6, I first look at the
different reasons and challenges for measuring and col-
lecting performance information in public sector and
not-for-profit organizations, before I introduce the con-
cept of key performance questions (KPQs)® in Chapter
7. 1 believe KPQs are one of the most important recent
innovations in strategic performance management and
a key to successful strategic performance management
implementations. KPQs are formulated before any indi-
cators are designed to ensure that every indicator will
help you answer a management question that actually
matters. In Chapter 8, I outline how, based on your KPQs,
you can design solid, relevant and meaningful perform-
ance indicators. See also Fig. P2.1 for an overview of Part
11 of this book.

Part | Part Il Part 11l
Identify and agree » Collect the right . L_earn and
management improve
what matters . .
information performance
Chapter 6 Chapter 7 Chapter 8
Measuring Creating key N Designing key
performance performance performance
questions indicators

FIGURE P2.1 Collecting the right information.
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Chapter 6

Measuring Performance

In this chapter, I explore the role of measurement in public sector and not-
for-profit organizations and try to answer why we need performance indicators in
those organizations. I discuss the challenges of measurement in a political con-
text and the importance of measurement to facilitate learning and improvement.
I also take a look at the limitations of measurement and its implications for the
usage of performance indicators. The questions I address in this chapter include:

e Why do we need performance measures?

e What is the role of measurement in government, public sector and not-for-
profit organizations?

e What can we really measure, and where are the limitations of measurement?

e What implications do the limitations have for the usage of performance
measures?

e How do we define performance measurement in organizations?

e What are the differences between measurement and assessment, and
between a measure and an indicator?

e What are some key rules that will make performance assessments work?

As mentioned before, measurement plays an essential role in our society,
and as human beings, we have an intrinsic need to measure what is going on
around us. We measure all day long. For example, we use our senses to meas-
ure: We use our eyes to see, ears to hear and fingers to feel. This allows us to
assess whether the things around us are big or small, far away or close by, loud
or quiet, hot or cold, etc. We then take all this ‘measurement information’ in
and interpret it to make sense of the world around us. Measurement informa-
tion therefore allows us to understand the world we operate in, without which
we would be completely lost and stumble around in the dark.

Measurement arose from our human need for knowledge acquisition and
social interaction; man is in fact a measurer of all things.! In today’s world,
measurement facilitates trade and commerce and provides the foundation for
science and progress. Measurements are vital ingredients of everyday life,
sense making and human understanding. Examples of these ingredients include
clocks, calendars, rulers, clothes sizes, heights, weights, floor areas, cook-
ing recipes, sell-by dates, alcohol content, match scores, ring sizes, diamond

135
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gradings, pint markings, calorie counters, bank accounts, speedometers, interest
rates, thermometers, rainfall gauges, medical examinations, body mass indexes
and questionnaires, to name just a few.2

While we generally accept that measurement is necessary for our civilization
to flourish, in a public sector and not-for-profit organizational context, we often
feel that it reduces human and social complexities to inhuman or meaningless
numbers.’ It seems as if we are obsessed with the process of quantifying, count-
ing and calculating abstract numbers with the aim of generating ever-growing
and ever more objective data sets. Instead of being a meaningful way of helping
us make sense of the world around us and to guide our organizational decision
making, most performance measurement activities in public sector and not-for-
profit organizations are a complete waste of everybody’s time. Whole teams and
departments with new job titles such as ‘performance manager’ and ‘perform-
ance analyst’ have been created — individuals who shed blood, sweat and tears
to put performance measurement systems in place. Unfortunately, the results
of these efforts are often simply an increased administrative measurement bur-
den, very rarely producing new management insight, learning or performance
improvement.

Even worse, as a consequence of poor performance measurement practices
in our organizations, we see counterproductive and even dysfunctional behaviors
where we do the ‘wrong’ things just to meet performance measures and targets.
For example, I see hospitals trying to manipulate waiting time targets and some-
times even rejecting patients who need urgent treatment, just to meet targets.
I see teachers who spend the majority of class time ‘training’ pupils to pass
exams instead of inspiring them to learn and police forces arresting innocent
people to keep up their performance statistics. The truth is that organizations
are full of measurement used for self-aggrandizement, self-promotion and self-
protection; measurement used to justify pet projects or to maintain the status
quo; and measurement used to prove, rather than improve.4

Why is this happening? Why is measurement in our organizations so mech-
anistic, process driven and number focused? Why is it driving insane behaviors
and is the source of so much frustration and discontent? Why do we naturally,
routinely and comfortably use measurement in our daily life to guide our decision
making? And why don’t we generally end up obsessively collecting measurement
data when we get on with our daily routines? Why do we also tend to be able to
make much better judgments about what is an appropriate set of measures when it
comes to our daily life, and why are we unable to understand when we have col-
lected a sufficient amount of data to make decisions in our organizations?

The answer to these questions lies in the different ways we use perform-
ance indicators in our organizations. In order to provide a better understanding
of this problem and some of the important implications for using measures in
organizations, I differentiate three reasons for measuring performance in organ-
izations, and in the following sections, I discuss the problems and limitations
that come with them.
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UNDERSTANDING WHY WE MEASURE

There are many different reasons why we measure performance in organiza-
tions. These are often reduced to simple homilies, such as ‘you can’t manage
anything unless you measure it’ or ‘what gets measured gets done’. I believe all
different reasons for measuring performance can be categorized under one of
the following three headings (see also Fig. 6.1):

1. Controlling behavior: Measures are used in a top-down command-and-
control fashion to guide and control people’s behaviors and actions. Measures
are used to set goals or rules, to objectively access the achievement of these
goals and to provide feedback on any unwanted variance between achieve-
ments and goals. Here, the aim of measurement is to eliminate variance and
improve conformity. In this context, measures are often tightly linked to
reward and recognition structures.’

2. External reporting and compliance: Measures are used to inform external
stakeholders and to comply with external reporting regulations and infor-
mation requests. When measuring for external reporting and compliance
purposes, any reports and associated indicators can either be produced on
a compulsory basis, such as annual financial statements and accounts, or be
on a voluntary basis, such as environmental impact reports, for example.

3. Learning and empowerment: Measures are used to empower employees and
to equip them with the information they need to learn and make decisions
that lead to improvements. In this context, measures are used as the evidence
base to inform management decisions, to challenge strategic assumptions and
for continuous learning and improvement.®

It is the third reason — measurement for learning and empowerment — that is
the most natural way of using performance indicators and that will lead to the
biggest performance improvements. This is what we as human beings do day

Direction of Learning Direction of
increasing and increasing
improvements empowerment dysfunctions

_ External

Controlling reporting and

behavior ol
compliance

Measurement

FIGURE 6.1 Reasons for measuring performance.



138 Collecting the Right Management Information

in, day out: We collect information to make sense of the world around us and
use that information to guide our decision making and learning. However, the
first two reasons for measurement often get in the way of real performance
improvements. The reasons why measurement for controlling behavior and for
external reporting and compliance get in the way of performance improvement
can be traced back to the limitations of measurement. I discuss these limita-
tions in the next section, before I come back to the three reasons of measure-
ment and discuss the implications of the measurement limitations for the
different ways we can and should use performance measurement data in our
organizations.

WHAT WE CAN AND CAN'T ‘MEASURE’

Measurement has been defined as the assignment of numerals to represent
properties.? It is seen as the assignment of particular mathematical character-
istics to conceptual entities in such a way as to permit an unambiguous mathe-
matical description of every situation involving the entity and the arrangements
of all occurrences of it in a quasi-serial order.* Whereas such technical defini-
tions have been especially useful in disciplines such as physics, in the manage-
ment field we need to rethink what we mean by performance measures.

Often the emphasis in measurement is on quantifications and numbers, with
the intention to provide us with an objective, uniform and rigorous picture of
reality. However, this seems to work better in some areas than in others. We find
it easy to quantify things like money spent, the number of patients treated and the
number of arrests made, and we can count incoming complaints, service visits or
the number of refuse bins collected. Some things though are not easily counted.
Things like overall service delivery, organizational culture, our know-how, the
strengths of customer relationships or the reputation of your organization are
all inherently difficult to simply count. At the same time, as we have seen from
Chapters 2 to 3, the most important performance outcomes and enablers of
future performance in government, public sector and not-for-profit organizations
tend to be intangible in nature and therefore challenging to simply count.

Albert Einstein, one of the great thinkers of the twentieth century, empha-
sized that ‘not everything that can be counted counts, and not everything that
counts can be counted’. The problem arises when we try to use simple num-
bers to holistically ‘measure’ things that can never be measured completely or
comprehensively. This is illustrated well by author David Boyle in his book on
counting and numbers when he writes:

We admit that numbers can’t reveal everything, but we try to force them to anyway. We
tend to solve the problem by measuring ever-more ephemeral aspects of life, constantly
bumping up against the central paradox of the whole problem, which is that the most
important things are just not measurable. The difficulty comes because they can almost
be counted. And often we believe we have to try just so that we can get a handle on the
problem. And so it is that politicians can’t measure poverty, so they measure the number
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of people on welfare. Or they can’t measure intelligence, so they measure exam results or
1Q. Doctors measure blood cells rather than health, and people all over the world meas-
ure money rather than success. They might sometimes imply almost the same thing, but
often they have little more than a habitual connection with one another. They tend to go
together, that’s all.”

When it comes to many aspects that matter the most in our public sector,
government and not-for-profit organizations, we have to rely on proxies or indi-
rect measures,® which often capture only a fraction of what we want to measure
(see, e.g. Fig. 6.2). The things we want to measure often have many different
dimensions to them, but we regularly measure only one or two of these dimen-
sions and, very often, are not even able to comprehensively measure each of
those dimensions.

Take the measurement of human intelligence as an example to illustrate
this point. We often make the assumption that an IQ (intelligence quotient) test
‘measures’ intelligence. However, does an 1Q test measure intelligence? The
answer is no. It focuses only on our analytical and mathematical reasoning.
Dr Howard Gardner, professor of education at Harvard University, has shown
that there are multiple dimensions to our intelligence’ (similar to the different
dimensions of the cube in Fig. 6.2).

Professor Gardner’s studies have identified eight different dimensions of
intelligence — of which an IQ test primarily addresses only one. The dimensions
or forms of intelligence identified so far by Gardner are logical-mathemati-
cal intelligence (‘number/reasoning smart’), as well as linguistic intelligence
(‘word smart’), interpersonal intelligence (‘people smart’), bodily kinesthetic
intelligence (‘body smart’), spatial intelligence (‘picture smart’), musical intelli-
gence (‘music smart’), naturalist intelligence (‘nature smart’) and intrapersonal
intelligence (‘self smart’).

The first point therefore is that an IQ test focuses only on one out of eight
possible forms of intelligence. This means that someone can be classed as
intelligent when he or she, for example, has great hand—eye coordination and
awareness of space — and therefore becomes a great basketball star or football
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FIGURE 6.2 What we can and can’t measure.
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player. Someone can have great emotional intelligence and therefore be able
to connect with other people and become a great leader.® Others might have
great musical ability and become composers or musicians. All of these people
wouldn’t necessary need an exceptionally high score on an IQ test since it pri-
marily assesses our logical and mathematical skills.

The second point is that an IQ test is still an imperfect measure of our logi-
cal and mathematical skills. One reason for this is that we can all train to pass
IQ tests. We can read all the books on the topic, sit endless mock exams, get
used to the type of questions, start to predict the answers they are looking for
and therefore perform better and score higher. This means that even on the one
dimension of human intelligence an IQ test is measuring, it is not a perfect or
comprehensive measure of logical and mathematical skills. This is illustrated
in Fig. 6.2 by the small gray square that represents what a metric can actually
measure of the one dimension of intelligence.

From my experience, public sector, government and not-for-profit organi-
zations are often prepared to sacrifice rich realities in order to achieve alleged
rigor and clarity through oversimplified measures. This is why we use average
Accident and Emergency Department waiting times as a measure of overall
hospital service delivery and the number of police officers on the street and
the number of arrests made as indicators for crime fighting. However, we have
to be careful how we use such indicators. The American social theorist Daniel
Yankelovich so rightly said that:’

e The first step is to measure whatever can be easily measured. This is OK as
far as it goes.

e The second step is to disregard what can’t be measured or give it an arbi-
trary quantitative value. This is artificial and misleading.

e The third step is to presume that what can’t be measured easily isn’t very
important. This is blindness.

e The fourth step is to say that what can’t easily be measured doesn’t really
exist. This is suicide.

Hans de Bruijn, professor at Delft University’s Department of Public Policy
and Management, also emphasizes this point in his book on public sector per-
formance management when he argues that even though concepts such as com-
prehensive, consistent, clear or unambiguous have a strong ‘feel-good’ factor
when used in relation to performance measurement, they don’t really exist.
He adds that if meaning is constructed based exclusively on the figures from
a performance measurement system, then the meaning will be at best poor and
probably wrong. Performance measurement is not fitted with dials from which
performance can be readily read but rather with ‘tin openers’ that invite further
investigation and interpretation. '

The above discussion hopefully illustrates that, in most cases, measures can-
not capture the entire truth in an objective and comprehensive way. However,
they can indicate a level of performance. They are therefore indicators,
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rather then measures, and have to be treated as such. What is important, how-
ever, is that we start acknowledging this fact and accept the limitations that
come with it. Let me now discuss the implications of these measurement limits
for the usage of performance indicators in our organizations.

IMPLICATIONS FOR THE USAGE OF MEASURES IN OUR
ORGANIZATIONS

We have just established the fact that performance indicators cannot perfectly
and comprehensively measure the things that tend to matter the most in today’s
organizations. However, being able to comprehensively and holistically meas-
ure performance is a pre-requite when using measures to control behavior or
to ensure compliance. If we want to use measures to control people’s behavior
and to evaluate compliance, then we need objectivity and comprehensiveness.
The reason for this is that, in both cases, objective indicators replace personal
trust.'! Here, measures provide a moral distance and make what is measured
impersonal in a quest for objectivity. Objectivity is therefore required for the
first two measurement reasons outlined above:

1. Using measures as a means of controlling people’s behavior necessitates
objectivity, especially if measures are tightly linked to reward and recogni-
tion. While in many public sector, government and not-for-profit organiza-
tions, the links to individual bonuses are used to a lesser extent, and reward
and recognition does not necessarily mean financial rewards; it can mean
simple praise, career progression or any other form of general recognition.

2. Reporting and compliance requires objectivity and, in many cases, even
external auditing. Organizations use external auditors to provide an objec-
tive verification of the numbers they put into their annual reports. Some
organizations go even further and also use external auditors to audit their
numbers on voluntary reports, for example, environmental and social
performance.

In both scenarios, personal trust is replaced with what need to be objective
numbers. There is, in fact, a complex relationship between trust and quantifica-
tion. For example, when farmers and merchants didn’t trust each other to pro-
vide the right amount of wheat, they could use the standard barrel stuck to the
wall of the town hall, which would measure the agreed local bushel.!? It has
been demonstrated that throughout history we were often able to win greater
trust for claims by giving them quantitative expressions.'? Nevertheless, it is
dangerous to replace trust with measures since the big assumption is that we
can measure everything that matters. The fact is that what matters the most in
modern-day organizations is difficult to measure and impossible to express in
objective and comprehensive numbers.

The problem is that if we believe our measures are objective and comprehen-
sive and cover all important dimensions of performance, then this usually leaves
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blind spots in the measurement system that can be exploited and can lead to dys-
functional behaviors. Let’s go back to the cube in Fig. 6.2 and assume that the
entire cube represents local government service delivery with all its facets. If we
only measure whether the rubbish is being collected and whether the parks are
free of junk, then people could just ensure that these dimensions are delivered,
which can mean other dimensions of service delivery are neglected because they
are not measured and as a consequence overall service delivery suffers. Such
dysfunctional consequences of measurements can be seen in myriad examples.
A good example is food standards. Like the farmers and the merchants using the
standard barrel, today we rely on standards to facilitate international trade. The
US food standards, which are administered by the Department of Agriculture,
specify, for example, that a ‘US Fancy broccoli stalk’ has a diameter of not less
than 2%2 inches or that the color of a Grade A canned tomato is at least 90%
red.'* The same applies to the European Union, which specifies the standard
bend of a banana or the size and shape of apples. We presumably all agree that
what really matters are the intangible factors such as the taste and the nutritional
quality of the produce, but these are again difficult to objectively measure. The
standards are almost entirely based on the easy-to-measure physical appearance
of the produce. And, in fact, studies have found that this has encouraged farm-
ers to use dangerous pesticides not to increase yields but for the sole purpose of
maintaining cosmetic appearance to meet such standards.'’

In the next sections, I explore what this now means for using performance
indicators in our government, public sector and not-for-profit organizations.

WHY MEASUREMENT FOR CONTROLLING BEHAVIOR ISN'T
WORKING ANYMORE

Measures have, for a long time, been used to influence and control what people
do. The theoretical model behind this is called ‘agency theory’.'® Its argument
is that employees (agents) don’t have the same objectives as the owner or insti-
gator of an organization (principal). This is why the principal puts measures
in place, links these measures to the reward system of the agent, which then
guides the behavior of the agent and therefore aligns the objectives of the prin-
cipal and the agent.

The widespread use of performance measures to control people’s behav-
ior can be traced back to scientific management defined by Frederick Taylor.!”
Taylor, one of the earliest management scientists, believed in using meas-
urement to achieve conformity to rules. He held the view that there was one
single best way to fulfill a particular task. According to him, it is only a mat-
ter of matching people to a task and then supervising, rewarding and punish-
ing them in accordance with their performance. In Taylor’s view, there was
no such thing as skill and all work could be analyzed step-by-step as a series
of unskilled operations that could then be combined into any kind of job.
Performance measurement systems used in the early years of industrialization
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reflected this view with a focus on operational efficiency and reward systems
based on mechanistic measurement models. The stopwatch was the critical
tool of that time.

There are some very good reasons why this model does not work anymore
in modern organizations. First, such command-and-control models can work
only if we can measure all critical dimensions of performance objectively and
comprehensively. Second, there is an assumption in the model that we are only
motivated by extrinsic rewards, that is, the payment we receive for completing
our tasks. In today’s world, and in government, public sector and not-for-profit
organizations in particular, people are not only motivated by external finan-
cial rewards but also motivated intrinsically by doing good. This significantly
weakens the underlying model and calls its applicability into question.

However, the biggest problem is caused by the blind spots in our measure-
ment systems caused by our inability to measure everything that matters. During
Taylor’s time, the models worked well. When the first factories for mass pro-
duction were being established, employees performed basic mechanistic tasks
that could be measured very accurately. And if we only want people to come
to work, for example, to stick screws into a piece of metal that is passing by
on a conveyor belt, then we can measure this accurately and precisely and can
reward them accordingly. The danger is that if the model does not measure some
aspects of performance that are still important for the success of overall perform-
ance, then it leaves a gap or blind spot. And as we have seen from the discussion
above, this gap between what we want to measure and what we can measure is
endemic in modern organizations where people are required to do more than just
perform simple mechanical tasks.

Marshall Meyer, professor at the Wharton School of the University of
Pennsylvania, argues in his book on performance measurement that people will
exploit the gap between what we want to measure and what we can measure by
delivering exactly what is measured rather than the performance that is sought
but cannot be measured.'®

This causes dysfunctional behavior and suboptimal performance. Let’s take
the example of a public service call center, whose main objective is to answer
service queries from members of the public. Measurement systems in call
centers tend to focus on efficiency measures and cost-related measures with
the hope that these would somehow also lead to better customer service deliv-
ery. However, it has long been established that it is dangerous to measure one
thing while hoping to achieve another.'® Typical measures used in call centers
are the waiting time until a call is answered, the average call duration or call-
handling time and the number of calls taken by individual call center agents
— all of which are automatically produced by the system and therefore eas-
ily measured and reported.'® The result is that because they are measured and
reported, people assume that they are the most important and relevant metrics
for the organization. This is all okay until we find out that frontline agents
continuously transfer customers or even cut them off to meet their individual
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FIGURE 6.3 Biased command-and-control measurement systems.

call-handling time targets. While the efficiency targets are being achieved, cus-
tomer service, and with it overall performance, is not. Figure 6.3 shows that
optimal performance comprises some easy-to-measure dimensions, for exam-
ple, average waiting time, average call-handling time and number of calls taken,
as well as some more difficult-to-measure dimensions of performance, for
example, quality of the call, first-time fix rate, empathy and end-to-end service
delivery.’” What usually happens is that only the easy-to-measure dimensions
of performance are measured and then linked to a reward system (explicitly
or implicitly). It is therefore not surprising that, in many call centers, frontline
agents worry about and deliver only the easy-to-measure dimensions of per-
formance such as the number of calls taken and average call-handling times.
The fact that these calls might be of low quality and/or of little value to the cus-
tomers is not taken into account (see Fig. 6.3).

Another good example comes from the UK government targets on waiting
times to see your doctor. Since doctors are assessed on meeting a 48-h target
from making an appointment to seeing the patient, most surgeries have now
introduced a rule that patients can book appointments only up to 2 days in
advance (even if they don’t want one until next week). Therefore, just by chang-
ing their processes, every doctor meets his or her targets by default. This now
adds another inconvenience to patients who have to ring back next week, but
apparently, customer service has been improved if you look only at the numbers.

The creation of an environment in which trust is replaced with numbers
to increase control causes social stratification. It is argued that imposing con-
trol measures on people will invariably activate the self-centered drives of
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organization members, and as a result, rank, territoriality, possessiveness, fear
and anger will dominate social relationships. It has long been argued that no
measurement system can be designed to preclude dysfunctional behaviors.?!
There are still people out there who believe that they can create a ‘cheat-proof’
measurement system by just establishing better and all-encompassing indica-
tors. Theoretically, it is possible to close the blind spots in our measurement
systems by measuring all dimensions of performance and by measuring them
more comprehensively. However, in practice, it is not feasible because of the
costs and efforts required to do this. Also, management Professor Meyer argues
that compensating people for performance on multiple measures is extremely
difficult. Paying people on a single measure creates enough dysfunctions.
Paying them on many measures creates even more. The problem is combin-
ing dissimilar measures into an overall evaluation of performance and hence
compensation. If measures are combined formulaically, people will game
the formula. If measures are combined subjectively, people will not understand
the connection between measured performance and their compensation.??

The above arguments therefore seriously question the usage of measures for
influencing behavior in a command-and-control fashion. Controlling machines
makes sense; however, trying to control the behavior of people creates neg-
ative and unpredictable consequences. For instance, showing a child how to
cross the street by holding his or her hand for the first few times makes a lot of
sense. Holding the child’s hand for the rest of his or her life makes no sense at
all and interferes with growth.?> In many government, public sector and not-
for-profit organizations, we confuse the need for accountability with the appli-
cation of control. In fact, accountability and autonomy go hand in hand. While
we need improved accountability, increased control through measurement will
lead to a negative response to measurement and most likely dysfunctions.

I agree wholeheartedly with management Professor Charles Ehin, who
writes that over the past 100 years or so, we have deliberately chosen to design
our social institutions with almost one single purpose in mind — to control the
behavior of people within them. However, he continues, success in the knowl-
edge age demands that we let go of the top-down, command-and-control frame-
work.?* This argument is shared by many, including Robert Austin, professor at
Harvard Business School, who also makes a very strong case that measurement
for controlling people’s behavior does not work anymore in today’s organi-
zations. Instead, we should focus our efforts on what he calls ‘informational
measurement’ used for learning and strategic decision-making.?

WHY WE HAVE TO BE CAREFUL WITH MEASURING FOR
EXTERNAL REPORTING AND COMPLIANCE

Measurement for external reporting and compliance has the aim of providing
external stakeholders with information about the overall effectiveness, impact
and/or outcomes of organizational performance.?® It can be used to share
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FIGURE 6.4 Citywide Performance Reporting (CPR) in New York City.

performance information with customers and stakeholders, to identify and
share best (and worst) practice and to ensure compliance. Here, measurement
can, for example, be linked to service performance reports for the public, statu-
tory financial reports or external performance reports as well as audits by regu-
lators such as the government audit offices or audit commissions.

There has been an increasing call for transparency and accountability in
relation to efficiency and effectiveness of service delivery in government, pub-
lic sector and not-for-profit organizations. As a consequence, more perform-
ance information is made available externally. This information provision
either can be on a voluntary basis or can be prescribed by government rules or
legislations. In addition, there are increasing auditing activities in government,
public sector and not-for-profit organizations by which regulators or auditors
either check the provided information or perform their own independent evalu-
ations of performance. All of these reporting and audit activities increase the
measurement burden for organizations. Let’s look at each of these external
usages of measures in a little more detail.

The honest and open reporting of measurement data and performance infor-
mation to inform external stakeholders is a good idea and contributes to bet-
ter communication and understanding between e.g. citizens and government
organizations. An example is the Citywide Performance Reporting (CPR) ini-
tiative in New York City (see Fig. 6.4). The mayor of New York City said that
they were proud to provide the public with the next-generation performance
reporting, which makes performance across the city as transparent as possible.
A Web site has been created to provide members of the public with citywide
performance information at a glance.?® From this Web site, users can view the
critical performance indicators of over 40 agencies in the city, including the
Fire Department of New York, Department of City Planning, Department of
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Sanitation, City University of New York and New York City Police Department.
Furthermore, visitors can review performance data for eight individual city-
wide themes, which provide a performance view across different agencies and
services. These themes include administration, education, infrastructure, legal
affairs, public safety and social services. Besides the individual performance
measures, the Web site also provides comparisons over time to indicate trends.
Another similar example is provided by the Commonwealth of Virginia, which
has developed a similar Web site.?” Such reporting initiatives enable the public
to monitor agency performance. The aim is to provide the public with relevant
information on the most important ‘outcome’ measures — those that directly
reflect how citizens’ lives are affected by the government.?

While it is important to provide the public or external stakeholders with
access to better performance information to improve transparency, which allows
them to hold government, public sector and not-for-profit organizations account-
able for their performance, the problem starts when this data is used by some to
‘spin’ the messages. The press or politicians have been known to misrepresent
data, or show a biased view, for example, use only one or two indicators that
indicate underperformance in order to support political attacks. I believe that to
a certain extent this will not be avoidable in a political and social context and to
some extent journalists, politicians and the public are encouraged to challenge
performance data and question it. However, the fear of political spin often has
as a consequence that organizations report only on very simple and objective
measures that are difficult to challenge. Another implication is that organiza-
tions tend to focus on simple output and process measures rather than measures
of outcomes and performance enablers. One step into the right direction is to
provide more interpretations of the performance data. Indicators need to be put
into context, and it is important to explain what the performance measures actu-
ally mean. If we provide stacks of raw data only, then we shouldn’t be surprised
to find that people use the data out of context or put their own interpretations or
‘spins’ on the information provided. This might provide some food for thought
for reporting initiatives like the ones in New York City and Virginia, which cur-
rently focus mainly on raw data.

Reporting performance data externally also allows organizations to bench-
mark and compare themselves with other organizations. One of the benefits
of this is that the better-performing organizations are then able to identify and
share good practices with the poor-performing organizations to ensure that
they are able to improve. However, there is a fine line between honest reporting
and creating competition. Once we create competition between organizations,
they are much less likely to share good practices. In fact, performance meas-
urement becomes a disincentive for cooperation as organizations optimize their
own performance and stop sharing any good practice. In some cases, they even
hinder others in their improvement activities in order to stay ahead of their
‘competitors’. This element of competition is created much quicker than many
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realize. For example, once we start producing publicly available league tables,
the line is crossed and organizations are much more interested in measurement
to ‘look good’ rather than to ‘be good’.?’ A good way forward to avoid the ele-
ment of competition is to avoid league tables and instead publish best practice
case studies and performance turnaround stories that focus on learning without
the element of obvious performance comparisons and competition.

Slightly worse is the problem when we have to report externally imposed per-
formance indicators. They are often seen as a way in which government or exter-
nal regulators impose their priorities on organizations without any consideration
of local needs. And if there is a large number of externally imposed indicators
and targets, then they can take over local performance measurement activities.
Take for example the United Kingdom, where local government departments
now have to report on about 200 performance targets, even if half of them are not
relevant or important for some local governments. Officers in charge of perform-
ance measurement often spend the majority of their time collecting and report-
ing these externally imposed indicators so that there is little time to collect any
other more meaningful performance information. As a consequence, these 200
measures are the only measures people in the organization see day in, day out
and become the local performance measurement system. We therefore shouldn’t
be too surprised if people in our organizations don’t think measurement is add-
ing any value and is producing any relevant information. I believe it is important
to separate externally imposed indicators that are not relevant to local strategies
from the local measurement system. I am not suggesting ignoring government
targets and regulator-imposed indicators; what I am saying is that we need to
make sure every indicator is relevant to what matters in our organization. If you
end up having to collect 200 indicators of which 100 are not relevant, then we
need to keep them separate and tell people that we collect them only because we
have to, in order to fulfill legislative reporting requirements. What we don’t want
to do is to dump all 200 indicators into the local measurement system and, by
doing so, inflate and weaken the measurement system.

The auditing function is another important element of measurement for
external reporting and compliance. Over the recent decades, an increasing
number of audit and evaluation mechanisms have been introduced for gov-
ernment organizations, public sector bodies, charities and other not-for-profit
organizations. In many countries, an entire industry has been created to con-
duct audits and some even talk about an audit explosion.*® Auditing is seen as
a mechanism to objectively and independently checking and verifying whether
an organization has delivered its objectives. As a matter of fact, we as human
beings constantly check up on each other and routinely monitor any stream
of communicative exchanges that make up our daily life.’! In his book on
auditing, Professor Michael Power argues that checking and verifying is part
of normal human exchange, which is mainly performed unconsciously. We
therefore don’t really think of it as ‘auditing’. However, if we are aware of
it and consciously perform an ‘auditing’ process, it tends to be in situations
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of doubt, conflict, mistrust and danger. In such situations, we check restaurant
bills, make sure our kids are wearing seat belts, watch replays to see whether
a ball was over the line, seek a second medical opinion, ask an expert witness,
etc. Power writes:

Methods of checking and verification are diverse, sometimes perverse, sometimes bur-
densome, and always costly. We normally reserve these actions for extreme cases. While
it costs little to check that my children have fastened their seat belts in the car, the use of
a private detective to check up on a lover can lead to obsession, despair, and even finan-
cial ruin, regardless of whether doubts and suspicions are verified. And there are circum-
stances where checking and demands for proof are not appropriate.'?

Performance audits have their place; however, it all comes down to the way
we use these audits. Some approaches are more useful than others. I suggest
an auditing approach based on actual performance and with an emphasis on
feedback and learning. If an audit report is positive and finds that an organiza-
tion is performing well, then audits should be conducted less frequently and
organizations need to be trusted to do a good job. If auditors identify elements
of underperformance, the emphasis should be in providing learning, feedback
and best practice examples to close the performance gaps. Unfortunately, this
is not always the way these audits are conducted and many countries have cre-
ated an army of auditors to audit every aspect of performance. In some cases
this goes as far as auditing the auditing process, which clearly is a step too far
and most likely a tremendous waste of everyone’s time and money. I have just
returned from a trip to Scotland, where a government body actually counted
the number of audits it was subject to in a single year. The Highland Council
established that within one year, 482 audits were conducted in the organiza-
tion by 29 different regulators. They also calculated that this took up about
20% of management time. This shocking statistics is just an ordinary public
sector example that illustrates the size of the problem. Few of these 482 audits
were conducted intelligently, based on performance. In many cases, they were
conducted in predetermined intervals (e.g. every 6 months) no matter how the
council performed.

The fact that there are so many different ways of using measurement when
it comes to external reporting and compliance can cause big problems. Let’s
take a local government organization as an example: This organization receives
a number of government outcome targets and measures based on national pri-
orities. Let’s say there are 100 targets and measures. It now has to report on
these 100 targets and indicators in every quarter. Then there are many local
priorities, targets and measures about things like resource allocation, staff
motivation and morale and service delivery. And on top of all this, there are a
number of different external audits that require the collection of different data
sets and measurements.

Let’s imagine you are now a middle manager in one of the services units
of this local government organization. All you see is a continuous stream
of requests for measurement data for the quarterly national indicator set, for
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different local initiatives, and to satisfy the external audits. Of the 100 govern-
ment targets, maybe only 60 are relevant to your organization and its local pri-
orities, while the remaining 40 are not important but still have to be reported to
generate national benchmarks. This makes it hard for you to see which indica-
tors are actually important to your organization at this point in time and all you
see is a hugely inflated measurement mess.

Another problem is that you are unsure about how the data will be used. The
lack of clarity as to how measurement data will be used can create confusion and
suspicion. You are constantly trying to assess whether the information you are
providing will be used to judge your performance or check compliance, whether
admitting underperformance might have resource allocation implications in the
future, whether it will be used to identify the best practice or the biggest risks,
whether it will be published externally or internally, etc.

In order to avoid this unnecessary inflation of measurement activities and the
confusion and suspicion that come with it, we need to apply better filters to our
performance measures and be a lot clearer about the purpose of each indicator
we are collecting. There is a clear requirement for performance measurement to
enable organizations to report to external stakeholders or comply with regulations
and laws. This is not a problem as long as organizations understand that these
measures are designed for that purpose only. Much care should be taken before
any of those measures are used for any of the other measurement purposes. There
is in fact a fine line between using measures of compliance and using measures
for additional top-down control. If we cross the line to control, then we are back
to the problem discussed in the previous section. Reporting performance informa-
tion externally can also facilitate learning, which I believe is the key reason for
measurement and discuss in more detail in the following section.

WHY MEASUREMENT FOR LEARNING AND EMPOWERMENT
IS THE ONLY WAY FORWARD

I strongly believe that the only way forward is to focus our measurement
efforts on learning. We have to use performance measures to gain insights that
help us make better-informed decisions and improve performance. If we don’t
learn anything from the management information we are collecting and if it
doesn’t help us improve anything, then it is just a tremendous waste of every-
one’s time and efforts.

A key to this is to engage everybody in the organization in measurement
activities. If measurement is seen as something the managers are using to
check up on everybody or something that focuses on the reporting of abstract
and seemingly irrelevant data sets, then it will be difficult to engage anyone. In
order to achieve engagement, we have to use indicators to empower everyone
in the organization. Everybody should be measuring performance and collect-
ing his or her own performance data — just as we do in our private day-to-day
life. We have to bring common sense back to performance measurement and
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ensure that we are collecting data that helps us answer the important perform-
ance questions in our organizations.

Using measures for learning means putting people in control of measure-
ment. We need to not only get people to collect their own performance data but
also get them to use the data to inform their decision making. And this will hap-
pen only if they see assessment as something that is valuable and something
that is helping them to do a better job. The challenge for managers is to become
more trusting. Managers have to concentrate on communicating direction and
providing help to employees.*? This thinking fits well with recent movements in
government, public sector and not-for-profit organizations toward greater decen-
tralization of management authority, autonomization of organizational subunits
and enhancement of accountability.??

In this learning context, the meaning of measurement is broadened not to
focus only on the narrow sense of measurement used in physics or mathematics.
I prefer to use the words ‘performance assessment’, rather than ‘measurement’.
The process of assessment is therefore not about mechanistic quantification or
the oversimplified assignment of numerals only. Performance assessment is
about the systematic collection of information to enable everybody in the organ-
ization to evaluate performance and gain insights and learning.

In order to make performance measurement for learning and empowerment
work, it is important to start with your value creation map and then identify the
unanswered questions in relation to each of the objectives on your map. The
so-called key performance questions (KPQs) allow you to identify your information
needs and then guide you to more meaningful and relevant performance indicators.

When do we know we are getting there? I believe that when you get people
in the organization asking for their performance data, when you get people who
challenge existing data sets and indicators and when people start experimenting
with their own new indicators, then this is a good indication that you are on the
right track. In the following sections and chapters of this book, I focus on meas-
urement for learning and empowerment and provide a number of practical tools
to support this. Before I move on to introduce the concept of KPQs in Chapter 7
and discuss the design of meaningful and relevant performance indicators in
Chapter 8, I define what I mean by performance measurement and recap some
of the dos and don’ts of performance measurement in government, public sector
and not-for-profit organizations.

SO WHAT DO WE MEAN BY PERFORMANCE MEASUREMENT?

We have learned that in any organization it is hard, if not impossible, to cap-
ture the whole truth in a small number of performance measures. I therefore
prefer to use the word ‘indicator’, rather than ‘measure’. A performance indi-
cator ‘indicates’ a level of performance, but it does not claim to ‘measure’ it.
If, for example, we introduce a new indicator to assess customer satisfaction
levels, this indicator will give us an indication of how customers feel; however,
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it will never ‘measure’ customer satisfaction in its totality. In the same way,
an IQ test will give us an indication of intelligence but will never completely
measure all dimensions of human intelligence.

I also prefer to talk about performance assessment, rather than ‘perform-
ance measurement’. Performance assessment is a broader activity that takes
into account not only numerals but also other forms of evidence such as written
descriptions, observations, symbols and color codes. (see Fig. 6.5). Performance
assessment goes beyond the technical aspects of collecting data and creat-
ing tables of numbers or scorecards.’* Performance assessment is about using
performance indicators to gain understanding and insights. It is about empow-
ering people in the organization to make better-informed decisions that lead to
improved organizational performance (see Fig. 6.6).

Technically, performance indicators identify to what degree a variable
is present. Professor D. Lynn Kelly emphasizes that there is no reference to
counting or quantifying the variable in such a definition.*> The activity of per-
formance assessment is the process of using the performance indicators to
reduce uncertainty and to compare a given situation or status relative to known
objectives or goals.’® Performance assessment enables and empowers every-
body within an organization to evaluate performance and gain insights that
lead to better decision making and performance improvement.

In organizations, performance assessment should be clearly linked to the
strategy, that is, the things that matter the most. Before any performance indica-
tors are designed, KPQs are developed to identify the information needs. They
identify the unanswered questions that the indicators help to answer. Let’s now
recap some of the rules that will make performance assessment work.



Measuring Performance 153

Learning &
empowerment

4L

Better decision
making

4L

Improved
organizational
performance

Performance
indicator

Performance
assessment

FIGURE 6.6 Defining performance assessment.

THE DOS AND DON'TS OF PERFORMANCE ASSESSMENT

In this section, I bring together some of the key dos and don’ts of perform-
ance assessment. All of them are critical success factors in any serious attempt
to make performance assessments and performance management work in your
organization.

e Do be clear about the functions of measurement and the way the indicators
are used: Organizations often fail to be specific and clear about the function
of the indicators and the forums for which they will be used. If this is the
case, and the purpose is unclear, then it can create not only confusion but
also suspicion about the use of performance information. Once a function
and forum has been defined, no single user group is allowed to change the
function without consulting the other users involved.!?

e Don’t use indicators for additional top-down control: Using measures for
top-down control by management or by the government through its target
regimes will result in gaming, that is, the reactive subversion such as ‘hit-
ting the target but missing the point’ or ignoring areas of performance that
are not measured or where no targets apply.’’

e Don’t tightly link indicators to incentives: Linking indicators to incen-
tives is dangerous because they provide strong motivation for gaming and
cheating: The higher the perceived incentive, the more perverse the effects.
Professor Hans de Bruijn calls this the law of decreasing effectiveness. It
is important to keep in mind that incentives are not just financial rewards
but also better reputation, which can come from better positions in public
league tables.
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e Don’t just measure everything that is easy to count: We need to stop count-
ing only what is easy to count because this creates countless problems.
Management writer Charles Handy said, ‘Measuring more is easy, measur-
ing better is hard.” Too many organizations just brainstorm what they could
possibly measure and then end up with a shockingly long list of everything
that is easy to measure. Instead, we need to start with identifying what mat-
ters the most.

e Do link your indicators to your strategic objectives: Indicators need to be
tightly and directly linked to the strategic objectives of an organization.
This way we ensure that indicators provide information on what is most
important for the organization. As the value creation map tells us the most
important components of our strategy, it can also guide us to measure what
matters.

e Don’t let the government or regulators determine your measurement priori-
ties: It is important not to inflate your performance assessment system with
irrelevant indicators. If externally imposed targets are important to your
organization, then they should be part of your strategy. However, if they are
just things you need to report on, then separate them out from the internal
measurement system and tell everybody the reason why they are being col-
lected. If we just dump any indicators into our local measurement system,
we dilute it, and with it, we loose relevance and focus.

e Do identify KPQs before you start collecting any indicators: In order to
measure something, it is important, first, to know what exactly you are talk-
ing about here and why you care about measuring it.>* If we haven’t got
a real need for information, then we shouldn’t need any indicators. KPQs
ensure that your information needs are clarified and clearly articulated.

e Don’t measure just for the sake of measurement: We have become experts in
collecting and storing data. The problem is that many organizations focus all
their attention on the actual activities related to measurement and forget to do
something with the data they are collecting. This can produce an institution-
alized and bureaucratized system of measurement that people will detest.

e Don’tjust rely on numeric data: Quantitative approaches alone cannot answer
all our questions about performance.40 Dee Hook, founder of the Visa net-
work, said, ‘In years ahead, we must get beyond numbers and the language
of mathematics to understand, evaluate and account for such intangibles
as learning, intellectual capital, community, beliefs and principles, or the
stories we tell of our tribe’s values and prosperity will be increasingly false.’*!
Measurement isn’t primarily about calculation, data collection and analysis;
it’s not just a static, technical process, but one of ongoing interaction.

e Do create honesty and trust: Trust is an important ingredient of successful
performance assessment. Trust can be achieved only through honesty when
it comes to indicators and performance assessment. Measurement doesn’t
have to be perfect to be trusted. However, there must be honesty and any
limitations of measurement must be openly acknowledged.
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Do create an environment in which people feel in control of measurement:
Ownership of measurement is an important success factor as it creates
understanding and trust. People will engage in the process if they feel that
they are in charge of measurement, as opposed to the feeling that measure-
ment is done to them. For this it is important to involve people across the
organization in the design of performance indicators. The onus is often on
senior and middle managers to let go and allow their subordinates to get on
with measuring the things they feel are important.

Don’t wait for perfect indicators: It is important to acknowledge that imper-
fect measures are fine — as long as we acknowledge the fact. There is no
perfect measure. As long as indicators help us to get to the information we
need and as long as they reduce uncertainty to help us make better deci-
sions, this is enough.

Do encourage people to experiment with new performance indicators: We
have to create an environment in which people aren’t afraid of trying some-
thing new and innovative when it comes to measurement. People should have
the freedom to question existing performance indicators and experiment
with new ones. In fact, the process of assessing is a learning process — which
should be used to improve the indicators used to assess performance.

Do use the performance indicators and performance assessments to inter-
act with people: When it comes to performance assessment, interaction
between organizational members is critical to success. This allows an hon-
est exchange of performance and creates trust across the organization. For
example, managers use face-to-face discussions to engage people in a dia-
logue about performance. They clarify what matters and motivate informa-
tion gathering outside of any routine channels.*?

Do use performance indicators to learn: Only if performance assessment and
performance indicators help us improve future performance, they are of any
value. Indicators should help you gain new insights that lead to better deci-
sion making and learning. Learning is the basis for any improvement and
therefore should be the main focus of any performance assessment activities.

Do manage the tensions between the different measurement usages: Even if
you have created a measurement system that is focused on learning, there is
a danger that after a while people shift to controlling and reporting functions.
This requires continuous management attention and efforts to ensure indica-
tors are not used in a command-and-control fashion, as this destroys trust.
Also, we get too easily dragged down into the process of collecting and report-
ing indicators and need to make sure we are keeping our head above the water.
Do apply common sense: Most importantly, we have to apply common
sense when it comes to performance assessment. Unfortunately, common
sense is not always common practice, and organizational routines and politi-
cal pressures can get in the way. Performance assessment is best done in the
way we as human beings routinely use it to interact and make sense out of
the world around us in our daily life.
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SUMMARY

In this chapter, I have discussed the important role of performance meas-

urement. Measurement is an essential part of human interaction, the foun-

dation of science and progress and something we as human beings do
routinely in our daily routines.

Performance measurement plays an essential role in organizations and

is too important for senior managers to ignore and leave to technical

specialists.

There are different reasons why we use measurements in our organizations.

We can use measures to control people’s behavior, for external reporting

and compliance or for learning and empowerment.

o Controlling behavior: Measures are used in a top-down command-and-
control fashion to guide and control people’s behavior and actions.

o External reporting and compliance: Measures are used to inform exter-
nal stakeholders and to comply with external reporting regulations and
information requests.

o Learning and empowerment: Measures are used to empower employees
and to equip them with the information they need to learn and make
decisions that lead to improvements.

When it comes to social organizations, we reach many limitations of meas-

urement and cannot design perfect and all-encompassing measurement sys-

tems. This leaves blind spots in our measurement systems.

These limitations have severe implications for the way measures are used.

The command-and-control model breaks down completely and, if applied,

opens the doors for dysfunctional behavior, data manipulations and

cheating.

When it comes to collecting measures for external reporting and compli-

ance, we have to be careful that externally imposed metrics do not unnec-

essarily inflate the organizational measurement system. Indicators for
external reporting that are not clearly linked to the strategy of the organiza-
tion have to be kept separate.

Learning and empowerment should be the main focus of any performance

measurement activities. Here indicators are used to gain insights that help

us make better-informed decisions and improve performance.

I suggest using the word performance indicator rather than perform-

ance measure because our indicators only indicate performance but don’t

measure it. A performance indicator identifies to what degree a variable is
present.

I also suggest using the word performance assessment instead of perform-

ance measurement. Assessment is broader and allows taking into account

information sources other than just quantitative data. The process of per-
formance assessment uses indicators to reduce uncertainty and to compare

a given situation or status relative to known objectives or goals.
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Performance assessment should enable and empower everybody within an
organization to evaluate performance and gain insights that lead to better
decision making and performance improvement.

Finally, I introduced a number of important dos and don’ts of performance
assessment in government, public sector and not-for-profit organizations.
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Chapter 7

Creating Key Performance
Questions

The French philosopher Voltaire once advised to ‘judge of a man by his ques-
tions rather than by his answers’ and Albert Einstein maintained that all he
ever did was asked simple questions. If that was good enough for Einstein to
turn the study of physics on its head, then it should certainly be good enough
for those of us who want to bring some fresh thinking to the subject of strate-
gic performance management. Questions addressed in this chapter include:

What are key performance questions (KPQs)?

Why are KPQs important for performance management?

How can we use KPQs to design better performance indicators (PIs)?

How can KPQs help us to interpret performance information?

How do we design KPQs in practice?

What examples of KPQs are used by other government, public sector and
not-for-profit organizations?

In the previous chapter, we discussed the role of measurement. Indicators
are designed to provide us with answers. KPQs, on the other hand, are designed
to identify the most important unanswered questions in relation to performance.
Questions help us identify and articulate our information needs and trigger a
search for answers.

Too often, do we focus on finding answers without asking the right ques-
tions. Nobel Prize winner Paul A. Samuelson makes a point when he quite
rightly says, ‘Good questions outrank easy answers.” In most government, pub-
lic sector and not-for-profit organizations, we spend too much time and effort
on finding answers and not enough time on asking the right questions. The
concept of KPQs was developed to change this.

KPQs are a new and powerful innovation in the field of corporate perform-
ance management.! A KPQ is a management question that captures exactly
what it is that people want to know when it comes to organizational perform-
ance and each of the strategic elements and objectives on the value creation map
(VCM). The rationale for KPQs is that they provide guidance for collecting rel-
evant and meaningful PIs and focus our attention on what actually needs to be
discussed when we review performance. Far too often do we jump straight to
designing indicators before we are clear about what it is that we want to know.

161
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By first designing KPQs, we are able to ask ourselves: “What do we really need
to know?’ ‘What information do we require?’” and “What are therefore the best
PIs we need to collect to help us answer our key performance questions?’

Starting with KPQs ensures that, by default, all subsequently designed PIs
are relevant and address real information needs. In addition, KPQs put per-
formance data into context and therefore facilitate communication, guide dis-
cussion and direct decision making.

QUESTIONS HELP US TO LEARN

It is important to remember that the main reason for strategic performance man-
agement is to improve future performance. Performance improvement is based
on learning. Deep and significant learning occurs only as a result of reflection,
and reflection is not possible without a question. KPQs are therefore essential
components of good performance management. KPQs allow us to put perform-
ance information and data into context and turn it into knowledge. Data and
information contained in PIs are not useful on their own and cannot be turned
into knowledge or wisdom unless we have questions we want to answer. Once
we have got a question, we can then use data to turn it into knowledge and
learning (see Fig. 7.1). Without questions there can be no learning, and without
learning there can be no improvement.

Many government, public sector and not-for-profit organizations now apply
KPQs. An example of how powerful KPQs can be in strategic performance
management comes from Google — one of today’s most successful and most
admired companies on the planet. Google applies the principles of KPQs, and
CEO Eric Schmidt says?:

We run the company by questions, not by answers. So in the strategy process we’ve so far
formulated 30 questions that we have to answer [...] You ask it as a question, rather than
a pithy answer, and that stimulates conversation. Out of the conversation comes innova-
tion. Innovation is not something that I just wake up one day and say ‘I want to innovate.’
I think you get a better innovative culture if you ask it as a question.

KPQ

Answer level
Pls

e Data

¢ Information

Question level Learning
KPQs * Knowledge
* Wisdom

FIGURE 7.1 KPQs, PIs and learning.
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A MORE SYSTEMATIC APPROACH TO DATA COLLECTION

Any student of science learns that it is important to know what you are look-
ing for before you start collecting any data. The basics of the scientific method
are that we first need to define a question we want to explore, we then collect
more information and form a hypothesis. After that you decide on the most
appropriate research method and collect the data, which we then analyze and
interpret to draw conclusions about the question you set out to answer.

If we start collecting data without knowing what answers we are looking
for, then we often end up collecting wrong or unnecessary data and are left
with few or no real insights about the important questions we need answers to.
This is a massive and universal problem that I have observed in every organi-
zation I worked with. A typical example is when an organization wants to
understand whether its employees, customers or partners are happy, the man-
agement team often goes straight to the indicators and forms a project team
that looks for the best ways of measuring this. However, it ends up looking
for generic and ‘proven’ ways of collecting such information and often adopts
existing surveys.

Of course, it makes sense to build on what experts have developed over
the years. However, in our desire to find measures and get our hands on the
data, we often fail to clarify what it is we really want to know. For example,
once we have decided that the relationships with our partners are important and
we ought to measure it, we need to pause and clarify what it is we want to
understand. Here is where KPQs come in — defining the question or questions
we want to have an answer to forces us to be more specific and spell out what it
is we want to know. Once we have the question, we then have to ask ourselves:
What is the information we require that will help us answer this question
and what is the best way of collecting this information?

Let me give you an example. A major organization approached me to audit
its performance management approach, which is something the Advanced
Performance Institute does regularly with its clients. So we spent a few days
with the client to really understand its performance management and perform-
ance measurement approach. As part of its strategy, this organization had
moved to a partnership model, and for that reason it was critical to success-
fully manage the various partnerships it had to deliver joint outcomes. When
this organization moved to its partnership-based delivery model a few years
back, the organization wanted to find ways of measuring and assessing its part-
nerships. In a quest to find measures, it came across a company which special-
ized in partnership evaluations and which had designed a generic questionnaire
to measure partnerships. The project team in the organization was pleased
about this. It signed up to this survey and outsourced its data collection to this
outside company which then started to collect the partnership data twice a
year. Again, managers in the organization were pleased with the service they
received from this external company. It provided them with detailed reports
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containing graphs, tables and trend analyses on about 50 different questions
contained in the survey.

While the managers in the organization were happy with how things were
going with their partnership assessments, the partners were telling a different
story. When I spoke to some of the key partners, it became apparent very quickly
that they were not happy with the way the partnerships were assessed and how
the data was collected. One manager of a partner organization told me:

...of course we want to ensure that we create a good relationship. However, I am getting
really annoyed with them. Twice a year they send me a six-page long survey which I need
to complete. To collect all the information takes me about 3 days and is a lot of work. The
problem is that I can’t see why they need all of this data, a lot of the questions seem com-
pletely irrelevant to our partnership.

After speaking to their partners, I went back to the organization and asked
the managers a few more questions about how they were using the information
they were collecting in their surveys and how this was facilitating their deci-
sion making. It very quickly became clear that all of the data they were collect-
ing was ‘interesting to know’, but that was it. Not one single decision had been
taken based on the survey data over the past 3 years. So, in conclusion, they
were creating a lot of unnecessary work for themselves and most importantly
for their partners, which started to undermine the very relationship they were
trying to assess and improve. This example is not a one-off — I frequently see
similar problems in organizations all over the world. Just think of your staff
satisfaction surveys! So how can KPQs help?

HOW QUESTIONS CAN GUIDE US TO THE RIGHT
INDICATORS

Let’s go back to the example of partnership assessments. When the manag-
ers of the organization realized what they were doing and how this process
was creating all this unnecessary work for no real value, they went back to
the drawing board and identified the question(s) they really wanted to have an
answer to. The KPQ they came up with is “How well are our partnerships pro-
gressing?” Once they had a KPQ, they asked themselves what data they would
need to answer this question and what would be the best method to collect the
data? They needed data that would assess the relationships but they didn’t want
to use the same survey again as this was collecting too much unnecessary data.

After some deliberation, they agreed that the best way forward would be to
ask their relationship managers or account managers for an assessment. The
members of the project team realized that along with the account managers
they had people in place who would be able to make a comprehensive assess-
ment without the need for a lengthy survey. They designed a system that auto-
matically e-mailed a very simple form to the account managers with just two
questions: ‘How would you assess the relationship with partner organization
X? and ‘How well is the partnership with organization X progressing?’ Next
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How would you assess the relationship with Problematic Indifferent  Positive

company X? O O O

Written comment:

How well is the partnership with company Worse than Same as Better than
X progressing? before before before

Written comment:

FIGURE 7.2 Assessing partnership performance.

to the question the form included a scale. Initially, this was a 10-point scale
from very bad (0) to very good (10). This was later refined into a 3-point scale.
In addition to the scale, the form also included a field for a written comment
(see Fig. 7.2). Account managers were now asked to assess the partnerships
by ticking a box on a scale and by providing a short written comment on why
they picked that particular assessment.

The project team members realized that by asking only the account man-
agers they might get a biased view on the situation since they were only col-
lecting internal data. So they decided to also e-mail the form to their partner
companies. They also had people in charge of managing the relationship who
were perfect candidates to provide the external view. Preferring not to ask
for any written assessment, they used a form for the partner organization that
only included the two scaled questions. Once account managers and the part-
ner company had completed the short survey, the results were stored in a data-
base and were automatically compared. In over 95% of the cases, the internal
and external assessments were identical. Where major differences in opinion
occurred — let’s say the internal person thought everything was fine and the
external partner felt there were problems — then the database triggered another
e-mail to the internal account manager prompting him or her to pick up the
phone and discuss any potential issues with the partner organization. After a
while, the project team members also realized that they were not collecting
such data frequently enough. Getting such information only every 6 months
meant that potential problems could develop undetected for a long time. They
decided that monthly data was required in order to be able to react to potential
issues early enough before they became big problems. This organization now
has a very simple monthly data collection system in place, which allows it to
get all the information needed to answer its KPQs. All of this in turn helps it to
manage the partner network to deliver the joint outcomes.

Carl Sagan writes, “We make our world significant by the courage of our
questions and by the depth of our answers.® Having the right questions in
place allows us to collect the right management information so that we can
produce deep and meaningful answers. In Chapter 8, I discuss in much more
detail how to design key performance indicators (KPIs) based on your KPQs.
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QUESTIONS HELP US TO INTERPRET

While KPQs help us to create better and more meaningful PIs, they do much
more. KPQs are able to put management information and performance data
into context. When we communicate PIs and management information in
reports or tables, we often fail to communicate why this data is important and
what it helps us to understand. However, if we ensure we communicate KPQs
with the management information and performance data, it allows a recipient
to understand why any data is relevant and what questions it helps to answer.
It also allows us to make a judgment about how useful and comprehensive the
performance information is in helping us to answer our KPQs.

Far too often do we circulate information without providing the relevant
context, and far too often do we expect people to collect data and information
without a question that puts it into context and explains why we need the per-
formance data. I advise my clients to always circulate KPQs with any data they
are reporting or collecting in order to provide reference points and context.

KPQs are also powerful tools to evaluate your existing set of Pls. If you
ever feel that you are collecting a lot of seemingly meaningless information in
your organization, then just ask the question: “What is the KPQ we are trying
to answer with this data?’ If, on the one hand, you are able to frame a KPQ for
your existing PIs then this allows you to put this existing data into context and
helps to clarify to users why you need to collect it. If, on the other hand, you
are unable to identify a KPQ that any existing PIs is helping to answer, then
you have just discovered seemingly unnecessary data that you are collecting,
which needs to be challenged. KPQs can therefore be a great tool to review
and improve any existing set of PIs.

THE POWER OF QUESTIONS

Questions have a physical, mental and emotional impact on humans. Once
someone has asked us a question, it triggers a search mechanism in our brains.
This is the start of a thinking process that allows us to reflect on possible
answers, which constitutes the beginning of learning. KPQs indicate to every-
one what is of most concern to the organization and the people in it. In fact,
when managers and executives ask questions, they send the recipients of their
questions on a mental journey or quest for answers. Donald Peterson, former
CEO of Ford Motor Company, once said that ‘asking more of the right ques-
tions reduced the need to have all the answers.’

In our society, we are expected to be decisive and know the answers to all
the questions. We often feel defensive when people ask us questions or we hes-
itate to ask good questions fearing that might reveal that we don’t know some-
thing. Many of us seem to have lost the ability to ask questions. This is strange
as it is the very ability to ask questions that allows us to learn. Just think of the
ease and curiosity with which young children ask questions. Human progress
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came about when man started to asked questions. Stagnation results not from a
lack of answers but from the absence of meaningful questions.

Michael Marquardt, professor at George Washington University, makes
the point that* ‘In organizations that discourage questions, information is usu-
ally hoarded, people keep their heads down and stick to their knitting, and
few people are willing to take any risks’, he continues to stress that, ‘These
organizations usually suffer from low staff morale, poor teamwork, and poor
leadership. They become fossilized, even moribund.” Management professor
Sydney Finkelstein agrees and argues that organizations that are not able to ask
the right questions constitute ‘zombie companies’: ‘a walking corpse that just
doesn’t yet know that it’s dead — because this company has created an insu-
lated culture that systematically excludes any information that could contradict
its reigning picture or reality.”

I believe that KPQs are the critical link between your strategic objectives,
PIs and performance improvement. Without the right questions it is hard to
identify relevant and meaningful indicators, and without questions it is impos-
sible to learn and improve. Knowledge and wisdom come from asking the
right questions. When we ask questions instead of focusing only on collecting
answers, we invite people into the discussion. We engage the recipient in a dia-
logue and in a search for answers. This in turn leads to reflection, learning and
improvement. KPQs can be extremely powerful management tools as they:

enable us to design meaningful Pls;

wake us up and focus our attention;

help us to think clearly, logically and strategically;

allow us to challenge the status quo;

build a culture of engagement and accountability;

unlock a conversation and trigger a dialogue; and

lead to reflection, new insights, learning and performance improvement.

While we often ask ourselves questions (often unconsciously), we have to
make this process much more explicit and better articulate the KPQs in organi-
zations for everyone to see. In the following sections, I will discuss how to
create KPQs in practice.

HOW TO CREATE GOOD KPQs

Asking good questions is difficult but rewarding.® Below, I have created a
number of steps or principles that will enable you to create good KPQs for
your organization. While having any question is better than having no ques-
tions, the real power is only unleashed when KPQs are designed properly. The
following 10 steps will ensure that you create good KPQs:

1. Design between one and three KPQs for each strategic objective on your
VCM.
2. Ensure KPQs are performance related.
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Engage people in the creation of your KPQs.

Create short and clear KPQs.

KPQs should be open questions.

KPQs should focus on the present and future.

Refine and improve your KPQs as you use them.

Use your KPQs to design relevant and meaningful PIs.

Use KPQs to refine and challenge existing Pls.

10. Use KPQs to report, communicate and review performance.

LR ®W

Let me now discuss each of these 10 steps in a little more detail and pro-
vide more practical advice for creating good KPQs.

Design between One and Three KPQs for Each Strategic
Objective on Your VCM

KPQs should be based on what matters in your organization, that is, your strat-
egy. Once you have clarified your strategic objectives and mapped them into a
VCM, you can start designing KPQs. My suggestion is to design between one
and three KPQs for each strategic objective or strategic element on your map.
Obviously, the fewer KPQs you have the better it is, because every KPQ will
trigger KPIs and we don’t want to create an unnecessary administrative burden
in collecting data that is not really needed (see Fig. 7.3).

Similarly to KPIs, it is far too easy to come up with a whole host of ques-
tions and this is why some time needs to be taken to identify which questions
you really need to have an answer to. You need to reflect on what is it you need
to know in order to make better-informed decisions? In the same way that your
strategic objectives should be unique, your KPQs should be unique and reflect
the requirements and foci of your organization at this point in time. KPQs need
to be regularly reviewed to ensure they still reflect the latest information needs.

There is often an iteration between setting your strategic objectives and
creating your KPQs. If you are struggling to define good KPQs for your stra-
tegic objectives, then this can mean that your strategic objectives are not well
defined and not clear. The discussion about KPQ can often lead to a revision
and refinement of your strategic objectives on your VCM.

KPI
—»  KPQ
Strategic KPI
objective KPI
—» KPQ
KPI

FIGURE 7.3 From strategic objectives to KPQs to KPIs.
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Ensure KPQs are Performance Related

A KPQ needs to be about performance. The aim is to design questions you
need to regularly revisit and answer in order to better manage your organiza-
tion. Performance-related questions are those that allow you to understand how
well you are implementing your strategic objectives and to what extent you are
meeting your targets and objectives.

KPQs are not about strategic choice or strategy clarification! This is a
trap many organizations fall into when they are first trying to apply KPQs.
Instead of designing performance-related questions, they end up asking stra-
tegic choice questions such as ‘should we deliver service X or service Y?’ or
strategy clarification questions such as ‘When do we know our customers are
happy?’ (see also Table 7.1). Strategy-related questions should all be answered
during your strategy definition and strategy mapping phase (see Chapters 1-4).
If you end up with lots of strategic-choice questions or clarification questions
about strategy, then this is a strong indicator that your current strategy is not
clear and understood. In this case it would be advisable to go back and revisit
your strategy.

Engage People in the Creation of Your KPQs

KPQs should not be designed in the boardroom alone. Designing KPQs is a
great opportunity to engage everyone in the organization as well as some exter-
nal stakeholders. Try to involve people in the process and ask them what ques-
tion they would see as most relevant. Once you have designed a list of KPQs,
take this back to the subject matter experts or different parts within and outside
the organization to collect feedback.

For example, when designing KPQs that relate to marketing, involve the
marketing experts in the process. Create a project team from your marketing

( TABLE 7.1 Performance-related Versus Strategic-choice Questions )
Performance-related KPQs Strategic-choice or strategy-
clarification questions
How well are we doing this? How should we do this?
How well are we delivering the service X Should we provide service X
to customers Z? or service Y? Should we target

customer A or customer B?

To what extent are the customers in How do we know whether our
market segment X likely to recommend customers are happy?
our service to others?

To what extent are we using our budgeted Do we allocate our resources
manpower in area X effectively? appropriately?
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experts and ask them to identify possible KPQs. Once a final number of KPQs
has been agreed on by the management, take the KPQs that relate to market-
ing back to the marketing department to discuss and refine. Remember that
KPQs communicate to everyone what really matters in an organization; the
more people understand and agree with these questions, the more likely it is
that everybody will be pulling in the same direction.

Create Short and Clear KPQs

A good KPQ is relatively short, clear and unambiguous. A KPQ should contain
only one question. We often produce a string of questions that makes it much
harder to guide meaningful and focused data collection. The language should
be clear and must not contain any jargon or abbreviations that external people
might not understand. Likewise, try to stay away from management buzzwords
and ensure that the question is easy to understand and uses language that peo-
ple in your organization can comfortably understand and use.

KPQs Should Be Open Questions

Questions can be divided into two types: closed questions and open questions
(see Table 7.2 for examples). These two types of questions are actually very
different in character, usage and response. A closed question seeks a short
and specific response that can be provided with either a single word or a short
phrase. Questions that can be answered with either ‘yes’ or ‘no’ are generally
closed questions. Closed questions are easy to answer and often seek simple
facts: what, when, where? They are closed because the control of the conversa-
tion remains with the questioner. An open question, on the other hand, ‘opens
the door’ to the respondent and seeks an open-ended response. Open questions
invite the respondent to think and reflect and provide explanations, opinions
or feelings. Open questions often start with words such as what, why, how or
describe. With open-ended questions, the questioner hands over control to the
respondent.

4 N
TABLE 7.2 Open Versus Closed Questions

Closed Questions Open Questions

Did you go on holiday this year? = What did you do on holiday?

Is this important to you? Why is this so important to you?
Are our customers satisfied? How well are we meeting our customer
demands?

Are you happy with your current ~ Describe to what extent are we improving our
supplier? supplier relationship?
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Closed questions such as ‘have we met our budget?’ can be answered with a
simple ‘yes’ or no’ answer, without any further discussion or expansion on the
issue. However, if we ask an open question such as ‘how well are we managing
our budget?’, the question triggers a wider search for answers and seeks more
than a ‘yes’ or ‘no’ response. Open questions make us reflect, they engage our
brains to a much greater extent, and they invite explanations and ignite discussion
and dialogue. Whenever possible, KPQs should be phrased as open questions.

Phrasing KPQs as open questions also ensures that the PIs that will be used
to help answer the KPQs are not just accepted at face value. Instead, they will
become the basis of evidence for a wider discussion and dialogue.

KPQs Should Focus on the Present and Future

Questions should be phrased in a way that addresses the present or future:
“To what extent are we increasing our market share?’, instead of questions
that point into the past, ‘Has our market share increased?” By focusing on
the future, we open up a dialogue that allows us to ‘do’ something about the
future. We then look at data in a different light and try to understand what
the data and management information means for the future. This helps with the
interpretation of the data and ensures we collect data that helps to inform our
decision making and performance improvement.

Refine and Improve Your KPQs as You Use Them

Once KPQs have been created, it is worth waiting to see what answers come
back — that is, how well the PIs are providing answers to the questions and
how well the KPQs help people to make better-informed decisions. Once they
are in use, it is possible to refine them to improve the focus even more. This is
a natural process of learning and refinement, and organizations should expect
some significant change in the first 12 months of using KPQs. Experience has
shown that after about 12 months the changes are less frequent and the KPQs
become much better.

Use Your KPQs to Design Relevant and Meaningful
Performance Indicators

Once you have designed a set of good KPQs linked to your strategic objec-
tives following the above guidelines, you can use them to guide the design of
meaningful and relevant PIs. The details of how to design PIs are discussed in
Chapter 8.

Use KPQs to Refine and Challenge Existing
Performance Indicators

KPQs can be used to challenge and refine any existing PIs. Especially any
indicators that are imposed onto your organization by external stakeholders or
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regulators can be assessed. Linking them to your KPQs can allow you to put
them into context and justify their relevance. However, if existing indicators
can’t be linked to your KPQs, then they need to be kept separate from your
performance measurement system and treated as ‘reporting only indicators’.

Use KPQs to Report, Communicate and
Review Performance

KPQs can also be used to improve the reporting, communication and review
of performance information by always putting the KPQs with the performance
data we are presenting. This way, the person who looks at the data understands
the purpose of why this data is being collected and is able to put it into context.
Furthermore, it allows us to reflect on the answers. KPQs are therefore a good
way to structure your performance review meetings. I will discuss the report-
ing and performance reviews in more detail in Part III of this book.

SOME PRACTICAL EXAMPLES OF KPQs

Below I have listed a selection of KPQs developed by organizations I have
worked with over the years. These only serve as illustrative examples as each
organization needs to design its own unique KPQs in order to reflect its unique
strategic objectives and to address its own information needs. Also, please note
that most of them have been generalized to make them more digestible and to
protect the anonymity of the organizations that developed them.

Examples of KPQs:

e To what degree are the customers who receive our service likely to recom-

mend us to others?

How well are we shifting toward an innovative climate in our organization?

To what level are our employees engaged?

How well are we using the information we possess?

To what degree are we reducing the stress levels among our employees?

How does the outside world view the role of our organization?

To what extent do we trust each other?

How effective is the communications strategy?

To what extent are we involved in the leading-edge debates in the gambling

world?

How well are we building active partnerships with our key stakeholders?

To what scope are we successfully promoting our services?

How well is knowledge shared within and between the directorates?

To what degree does our nonspecialist training support our operational

capability now, and in the future?

e To what extent are we responding to the most exciting income opportuni-
ties offered by the market?
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How well are we sharing one set of values of Y?

To what degree are we optimizing our inventory?

How well are we reducing the waste in area Z?

To what extent are we achieving our cost-reduction target in area X?

How well are we promoting our services?

To what level are we enhancing our international reputation?

How well are we innovating our service offerings?

To what extent are we keeping our most profitable customers?

How well are we communicating in our organization?

To what degree are we continuing to work in teams?

How well are we building our new competencies of X?

To what extent are we retaining the talent in our organization?

How well are we fostering a culture of continuous improvement?

To what degree are we continuing to attract the right people?

How well are we managing our allocated financial resources?

To what extent do people feel passionate about working for our

organization?

e How well are we helping to develop a coordinated network to perform
service X?

e To what extent are our employees motivated?

The above list of real KPQs should give you a good feel for what KPQs
might look like in practice. Next, I outline why I believe KPQs are as impor-
tant, if not more important, than KPIs.

WHY KPQs CAN BE MORE IMPORTANT THAN KPIs

The US humorist and cartoonist James Thurber said that ‘It is better to know
some of the questions than all of the answers.” This couldn’t be truer for KPQs.
In my opinion, KPQs are actually more important than KPIs and constitute one
of the most important innovations in the field of strategic performance man-
agement to date. The more I experience the benefits in organizations that use
them, the more I am convinced that they are key components of successful
strategic performance management initiatives.

When 1 first introduced KPQs, they were designed as tools to help us
design better PIs. However, organizations have taken the application much
further than that. Different organizations now produce scorecards exclusively
based on their KPQs. In those cases, business analysts or managers discuss the
KPQs in their performance review meeting, look at the evidence available to
them in the form of PIs, and then decide on traffic lights or color codes for the
KPQ. This allows managers to move beyond the often meaningless presenta-
tion and review of numbers and instead focus their thinking and dialogues on
what really matters.
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SUMMARY

In this chapter I have introduced KPQs as a new and powerful innovation
in the field of corporate performance management.

Questions are the foundation for learning and improvement. Performance
improvement is based on learning. Deep and significant learning occurs only
as a result of reflection, and reflection is not possible without questions.
KPQs allow us to identify what it is we want to know and therefore repre-
sent a critical link between our strategic objectives and the PIs we need to
collect.

KPQs articulate our information needs that in turn help us to identify
appropriate and meaningful PIs.

I have suggested to design between one and three KPQs for each strategic
objective on your VCM.

It was recommended to engage people in the creation of KPQs and to
design more open questions which are performance-related, short, clear
and focused on the present and the future. KPQs can be refined through
their application and usage. Practical examples of KPQs were provided as
illustrative examples.

Besides using KPQs to design PIs, they can also be used to refine and chal-
lenge the existing PIs.

Finally, KPQs can also be used to improve the reporting, communication
and review of performance information. KPQs allow us to put PIs into
context and guide our thinking process and reflection process. It therefore
helps to focus our attention and dialogues to what matters the most.
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Chapter 8

Designing Performance
Indicators

Indicators are essential components of human existence; they represent the
foundations of trade, science and progress. In our organizations, performance
indicators are vital tools of management. Performance indicators provide us
with the information and evidence that help us gain new insights, enable us
to learn, assist us in our decision making and allow us to act on it to improve
future performance. However, in many government, public sector and not-
for-profit organizations, we make the fatal mistake to believe that every indica-
tor is useful. The problem starts when we use performance indicators to just
measure what is easily countable and when we end up becoming obsessed with
measuring everything that walks and moves. This then causes all the negative
consequences discussed in Chapter 6. In this chapter, I provide practical tools,
frameworks and templates for designing relevant and meaningful performance
indicators. The questions I will address in this chapter include:

How do we design relevant and meaningful performance indicators?
How many performance indicators do we need?

How can a decision framework guide us to better indicators?

What template can we use to develop performance indicators?

How do we set the right targets?

How do we ensure we collect the right data?

What are examples of good and innovative performance indicators?

In our organizations, we need to start assessing what we value rather than
value what is assessed. In an age of information overload, we need to distill
down the data and information we collect to what is really relevant to the ques-
tions we have and to the decisions we need to make.

WHAT IS A PERFORMANCE INDICATOR?

In Chapter 6, I said that I prefer the word ‘indicator’ rather than measure, and I
defined a performance indicator as something that allows us to identify to what
degree a variable is present. Let me expand on this here.

e A performance indicator allows us to collect evidence and information that
(1) helps us gain new insights and learning, (2) supports our decision making
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and (3) leads to improved organizational performance. Indicators are the
input that allows us to assess performance.

e [t is important to reiterate that a performance indicator does not necessarily
mean counting or quantifying. Evidence and information can also take the
forms of written descriptions, observations, symbols, color codes, etc.

e A performance indicator has to be relevant to the information needs of the
organization. It therefore (1) has to be linked to the strategic priorities of
the organization, (2) has to relate to the important and unanswered ques-
tions in an organization and (3) has to be connected to the important deci-
sions that have to be made in an organization.

e A performance indicator has to be meaningful. It therefore has to provide
the right evidence and information to actually help answer our key per-
formance questions (KPQs) and enable us to make decisions. We therefore
have to collect the right information, from the right source, at the right fre-
quency, and we have to provide the evidence and information to the right
people, in the right format, at the right time.

If we fail to make our performance information relevant and meaningful,
then it just becomes performance data that represents unnecessary ‘noise’
and which distracts us from learning, decision making and performance
improvement.

COLLECTING INDICATORS AND ASSESSING PERFORMANCE
IS EASIER THAN YOU THINK

We often think that assessing performance or collecting indicators means
meeting some nearly unachievable criteria.! Also, we often feel the process of
collecting and analyzing performance information should be done by special-
ists who have a mathematical or statistical background and who are trained in
data collection and analysis. But this is not the case. Designing and collecting
performance indicators and assessing performance are not difficult activities
and everybody in the organization can do them.

In his book on performance measurement, Douglas Hubbard correctly pro-
vides four useful assumptions when it comes to performance indicators and
performance assessment:>

1.  Your problem is not as unique as you think.

2. You have more data than you think.

3. You need less data than you think.

4. There is a useful indicator that is much simpler than you think.

We also don’t need ‘perfect’ indicators. We have seen in Chapter 6 that perfect
indicators don’t really exist. Performance indicators, therefore, don’t have to pro-
vide us with complete answers to our KPQs and eliminate uncertainty totally; a
mere reduction in uncertainty and the extraction of new insights is good enough.
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INDIRECT AND PROXY INDICATORS ARE OKAY

We must remember that measures were made for man and not man for mea-
sures.? The performance indicators we use in our organizations are all indirect
and proxy indicators — and that is okay. We often wrongly feel that some fields
of science have perfect indicators. The fact is that they just have indicators that
have been fine tuned over a longer period and therefore are proxy indicators
that more reliably reflect reality. It is natural that areas of measurement evolve
and improve over time and more generally accepted methods would surface.
While Louis Pasteur, the famous French chemist and microbiologist, said that
‘a science is as mature as its measurement tools’, Bertrand Russell, British
mathematician and philosopher, also maintained that ‘although this may seem
a paradox, all science is based on the idea of approximation. If a man tells you
he knows a thing exactly, then you can be safe in inferring that you are speak-
ing to an inexact man’.

For example, temperature was considered very qualitative and immeasur-
able until Daniel Fahrenheit developed the mercury thermometer to measure
it. However, it still uses a proxy of the expanding mercury to indicate tem-
perature. Today, we all accept this as a valid form of measurement for tem-
perature. Time represents another good example. Of the many things that we
measure, time is the one we are probably most aware of in our daily lives. We
all have access to clocks and understand the units of time (seconds, minutes,
hours, days, weeks, months, years).4 The first bit of evidence that man was
measuring time relates back to 37000 years to the Paleolithic Period. By about
3000 bc, the Sumerians had refined calendars based on the observations of
lunar cycles, seasons, and so on. While most civilizations have now adopted
a solar calendar of 365 days, the actual time taken for the earth to orbit the
sun or the time between the phases of the moon is not perfectly divisible by a
whole number of days.’ This is why we have to adjust our calendars by adding
another day every 4 years to synchronize our measures of time with the actual
movement of the earth around the sun. This leap year correction provides bet-
ter alignment but is still not ‘perfect’. Today, scientists have produced ever
more precise definitions of our smaller units of time. In 1960, for example, the
General Conference on Weights and Measures ratified a definition of the sec-
ond as 1/31556925.9747 of the length of the tropical year of 1900. It is only
more recently that we have linked the definition of a second to a natural and
fixed phenomenon. Scientists had discovered that the transition of an atom or
molecule between two energy levels was unchanging and could be reproduced
accurately anywhere. Therefore, we now have a very precise definition of a
second based on ‘the duration of 9192631 770 periods of radiation correspond-
ing to the transition between the two hyperfine levels of the ground state of the
cesium-133 atom’. We can now measure a second very precisely; however, the
whole system of dividing the movement of the earth into years, months, weeks,
days, hours, minutes and seconds is still only our best approximation.
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The point I am trying to make here is that even measurements of something
we believe to be 100% precise, such as time or temperature, are based on man-
made proxies. The difference is that they started off as very basic methods but
evolved into more sophisticated instruments over time.

Also, the instruments have become more precise based on our needs. Five
thousand years ago, it wasn’t necessary for farmers to have clearly defined
seconds, minutes and hours. As the society was based on agriculture, a rough
understanding of the seasons and the months was sufficient. However, in
today’s digital world, we require much more precise synchronizations and
definition of time. So a second point I am trying to make here is that we need
appropriate accuracy based on our information needs and requirements.®

Douglas Hubbard maintains that some amount of error is unavoidable in
our organizational performance assessments. However, as long as resultant
evidence and information is an improvement on prior knowledge and helps us
to reduce uncertainty, then it is valid. In fact, some amount of error is cen-
tral to how experiments, surveys and other scientific measurements are per-
formed. However, in the scientific world we are much better at admitting the
measurement limitations and making the errors explicit. This is why results are
reported in ranges, for example the average number of satisfied customers has
increased between 12% and 18% (95% confidence interval) instead of single
numbers that are often perceived as fact.’

If something really matters in our organization, it will be observable or
detectable. Hubbard argues that even touchy-feely sounding things such as
creativity, employee empowerment or strategy alignment have observable con-
sequences if they matter at all.® And if something is observable or detectable,
performance indicators can be designed to capture it.

PERFORMANCE INDICATOR DECISION FRAMEWORK

To facilitate the design of more relevant and meaningful performance indi-
cators, I have designed a 10-step performance indicator decision framework
(see Fig. 8.1). This framework takes you through a number of questions and
decisions that will lead to better performance indicators. My recommendation
is that you go through this template for every new performance indicator you
intend to develop and that you try to apply this framework retrospectively to
any existing indications you are using in your organization. Below, I will now
go through this framework step-by-step and will discuss each of the steps in
further detail.

Step 1: Which Strategic Element Do We Want to Measure?

As outlined in the previous chapters, we need to clearly articulate the strategic
element we intend to assess. Any performance indicator has to be linked to
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[ 1. Which strategic element do we want to assess?

| 2. Do we have a key performance question to answer?

m Don’t measure, rethink!
A

| 3. Are there decisions a potential indicator would support? |

G5 o>

| 4.1 Can we use existing methods for the potential indicator? |<—

4.2 Design new ment method I: @

A 2

i <—>| 5. Can we collect meaningful data for this indicator? |
* Indicator name

* Measurement instrument? 2 No >

* Source of data?

Metric/ \a? <—>| 6. Does the indicator help us answer our KPQ? |
 Metric/formula?

* Collection date and frequency? E No
* Who measures?

« Expiry date/revision data? <—>| 7. Does the indicator help us make better decisions? |

* Targets/benchmarks?

* Costs of indicator?

« Audience? <—>| 8. Does this indicator invite cheating? |

* Reporting frequency? b‘ ’

* Reporting channels?

3

10. Start collecting the indicator < Yes > No

<—>| 9. Are the assessment costs and efforts justified? |

FIGURE 8.1 Performance indicator decision framework.

our organizational priorities and strategic objectives. Our perceived inability to
design indicators for the more complex or intangible elements of our strategy
is not due to the fact that they can’t be assessed. This perceived inability to
measure is mostly due to the fact that we are unclear about what exactly we
want to measure.

Step 2: Do We Have a Key Performance Question to Answer?

As outlined in Chapter 7, we need to clearly articulate our information needs
by identifying a KPQ we want to have an answer to. By stating a question, we
clarify why we want to measure anything. This therefore provides further con-
text and narrows down the area of interest from a wider strategic objective to
a narrower question. While we could probably come up with lots of indicators
to measure our strategic objective, we set closer boundaries on our indicators
by specifying our information needs. Where no KPQ can be identified, then
there shouldn’t be an indicator and users should try again to come up with a
relevant question. If a KPQ can be identified, then the user can move on along
the framework to the next question below.
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Step 3: Are There Decisions a Potential Indicator
Would Support?

While a KPQ narrows down the possible indicators that can be used, it still leaves
many possible indicators to choose from. Another question can be used to narrow
possible indicator down even further. This question is about clearly identifying
any important decisions a potential indicator would help to make. By articulating
the question and the possible decisions an indicator will help to address, it is pos-
sible to reduce the potential number of indicators from almost endless to a smaller
and more focused set of possible indicators (see also Fig. 8.2). Where no decisions
will be supported by a potential indicator, then it shouldn’t be collected and users
should try again to come up with a relevant decision or try again from the top of
the framework. If possible decisions that this indicator will support can be identi-
fied, then the user can move on along the framework to the next question below.

Step 4.1: Can We Use Existing Methods for the
Potential Indicator?

Before designing any new assessment and data collection instruments, it is
important to check what has already been developed and used by others to

1. Strategic element/objective

—

Number of possible indicators nearly endless

2. Key performance question

~
Limited and focused number of
possible indicators

3. Decisions to
be made?

H_/

Further limited
and focused
number of
possible
indicators

FIGURE 8.2 Narrowing down possible performance indicators.
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avoid reinventing the wheel. In most cases, simple searches on the Internet
will reveal a large number of possible methods that have been developed to
measure performance. Some more in-depth searches using articles in industry-
specific magazines or academic periodicals can usually reveal pros and cons
for the different methods and some suggestions about when to apply which
method. If no existing method can be found, which should be rare, then a new
indicator has to be identified (Step 4.2, which will be discussed in more detail
at the end of this section). If a seemingly suitable method for the potential indi-
cator can be identified, then the user can move on along the framework to the
next question below.

Step 5: Can We Collect Meaningful Data for this Indicator?

Even though an existing method is available and was initially chosen, it might
not be possible to collect meaningful data. The source data might not be avail-
able, data might not be available in the right format, and it might not be possi-
ble to collect the data in the required frequency. If this is the case and we can’t
collect meaningful data for this indicator, then we have to go back to Step 4 of
the framework and reevaluate excising and alternative data collection methods.
If meaningful data can be collected for this potential indicator, then the user
can move on along the framework to the next question below.

Step 6: Does the Indicator Help Us Answer Our Key
Performance Question?

We might be able to collect meaningful data for our indicator, which can be
collected in the right format and in the right frequency. However, it is impor-
tant to add another sense check here and evaluate whether the indicator data
is actually helping to answer the KPQs. It is sometimes possible to become
so occupied with the process of designing indicators to forget the question it
was designed to answer. If the indicator is not helping to answer the KPQ, then
we have to again move up the framework to Step 4 and reevaluate excising
and alternative data collection methods. Only if the indicator data is helping to
answer the KPQ can the user move along the framework to the next question
below.

Step 7: Does the Indicator Help Us Make Better Decisions?

This question is another sense check to ensure we can act on the data we are
about to collect. Here, we evaluate whether the indicator data is actually help-
ing us to make better-informed decisions. Too often do we end up with data
that is interesting to know but which is not really enabling us to make better-
informed decisions. Another problem is that the data that is collected can
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sometimes be ambiguous and therefore hard to interpret and act upon. If no
decisions are made on the data, then no improvements will follow, and the
indicators will be pretty worthless. If the indicator is not helping to inform
your decision making, then we have to again move up the framework to Step 4
and reevaluate excising and alternative data collection methods. Only if the
indicator data is helping us to make the decisions it was designed to support
can the user move along the framework to the next question below.

Step 8: Will the Indicator Invite Cheating?

At this Step, it makes sense to reflect on the likelihood that the indicator and
the targets associated with the indicator might invite people to cheat. It is use-
ful to think about possible ways to deliver a good result and to hit the target
without delivering good performance. The way some indicators are designed
makes it easier to cheat than others. Take, for instance, the call center example
discussed earlier. If we want to improve service delivery and measure call
duration as a key measure that is tracked by the automated system, then this
leaves considerable room for cheating because call center agents could just
hang up — the system wouldn’t know whether the call was handled satisfacto-
rily or not. To avoid this, some call centers now ask customers to rate the call
after the call has finished and the call center agent has hung up. This way the
cheating can be avoided just by changing the way the data is collected. If the
indicator makes it too easy to cheat, it would make sense to reflect on the indi-
cator, redesign it or jump back to Step 4 to consider alternative data collection
methods. Only if the indicator is fairly cheat-proof can the user move along
the framework to the next question below. Please note again at this point that
no indicator will ever be 100% cheat-proof (see also Chapter 6).

Step 9: Are the Assessment Costs and Efforts Justified?

Before starting to collect any indicator, it is important to consider whether the
costs and efforts involved in collecting the performance indicator is justified.
Collecting performance indicators can be very expensive. For example, the ‘Best
Value’ measurement initiative introduced by the UK government was estimated to
have added £29 million (almost US$ 60 million) a year to the cost of running the
police force due to the extra efforts required for collecting and reporting against
the different targets.” While some indicators are not very expensive to collect,
other methods such as surveys and audits can be very expensive. The cost—benefit
consideration ensures that money and efforts are only spent on the indicators
that justify the costs. If the costs are too expensive and cannot be justified, then
we have to again move up the framework to Step 4 and reevaluate excising and
alternative data collection methods. Only if the incurred costs are justified can the
user move along the framework to start collecting the data for the performance
indicator.
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Step 10: Start Collecting the Indicator

Once you have reached this 10th and final step of the framework for designing
performance indicators, you can start collecting the indicator and rest assured
that you have designed a relevant and meaningful performance indicator.

So far I have discussed the right-hand side of the 10-step framework for
designing performance indicators (Fig. 8.1) and identified some of the key
questions and decisions that will lead to better indicators. However, Step 4
splits into two phases: Step 4.1 for using an existing method and Step 4.2 on
the left-hand side for designing a new assessment method. Step 4.2 includes the
key elements of a performance indicator such as clearly defined measurement
instrument, clearly defined source of the data, clearly defined measurement
frequency, etc. In the following section, I will discuss the different elements of
a performance indicator in more detail, which I have combined into a perfor-
mance indicator design template. This performance indicator design template
and the performance indicator decision framework are closely linked. As you
can see in the framework diagram (Fig. 8.1), there is an interaction between
Steps 5 to 9 and the indicator design elements (indicated by the double-sided
arrows). This means that only by understanding the elements of a performance
indicator can we answer the questions posed in Steps 5-9. Also, if we are not
able to answer one of the questions in Steps 5-9 satisfactorily, we can some-
times tweak the design of the indicator (e.g. data source, assessment frequency,
and so on) to improve the indicator.

PERFORMANCE INDICATOR DESIGN TEMPLATE!?

To guide the indicator design, I have developed a performance indicator design
template that can be completed in conjunction with the performance indicator
decision framework described above (see Fig. 8.1). Completing this template
ensures that organizations develop a sound and comprehensive understanding
of each of their performance indicators. This is important because it ensures
that all important elements on an indicator have been considered and that
the data is consistently collected and interpreted. It eradicates the ambiguity,
ambivalence and inconsistency that I see far too often with performance indi-
cators. If indicators are to become the basis for decision making and learning,
it is essential that everyone understands what these indicators mean, how reli-
able they are, where the data comes from, etc.

The template I present here can be used to develop completely new indi-
cators or to develop a more comprehensive picture of existing performance
indicators. The indicator design template clarifies why we need the indicator,
provides information about how the data will be collected, identifies the tar-
gets set for the indicator and outlines who will see the data and in what format.
Below, I will now explain each part of the performance indicator design tem-
plate in more detail. For a summary of the template please see Fig. 8.3.
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Performance Indicator Design Template

The Basics — Why do we need this indicator?

1. Indicator name Provide a clear indicator name.

2. Strategic element being assessed | State which strategic element of objective this indicator relates to.

Identify the person(s) or function(s) responsible for the

8. Owner of strategic element strategic element or objective.

4. Key performance question Provide the key performance question this indicator is helping to answer.

5. Decisions supported List the decision(s) this indicator is helping to support.

How will the data be collected?

6. Data collection method/ Describe the measurement instrument used and how the
Instrument data is being collected.

7. Source of data Identify where the data for this indicator comes from.

8.Formula/Scale/Assessment Explain the scale or formula used to assess performance.

9. Frequency lllustrate how often the indicator is measured.

10. Who measures/

Reviews the data? Name the person who is collecting, updating and/or reviewing the data.

11. Expiry/Revision date Identify until when this indicator will be collected or when itwill be revised.
What are the targets?
12. Targets/Performance Set the targets and/or benchmarks for this indicator and provide
thresholds performance thresholds (e.g. for when traffic lights turn from green

to amber to red, and so on).

How good is the indicator?

13. Cost Estimate Estimate of the costs incurred by introducing and maintaining this indicator.

Provide an evaluation of how well this indicator is measuring what it
14. Confidence level is supposed to measure (e.g. written comment/evaluation: e.g. good®
fair ®imperfect ®).

15. Possible dysfunctions Note down any possible ways this indicator could encourage cheating.

Who will see the data? How will the data be presented?

Identify the audience of the indicator data and outline who

16. Audience/Access has access rights to it.

17. Reporting frequency lllustrate when and how often the indicator is reported.

Describe the channels used to report this indicator

18. Reporting channels (reports, meetings, online, etc.).

State how the performance data is presented

19. Reporting formats (numerical, graphical, narrative formats)

Identify any notifications, e-mail alerts and workflows

20. Notifications/Workflows triggered by this indicator

FIGURE 8.3 Performance indicator design template.

THE BASICS: WHY DO WE NEED THIS INDICATOR?

The first five elements of the performance indicator design template address
the purpose of the indicator. The different elements have been discussed earlier
and provide the necessary basics and the context for the indicator.

1. Indicator name: Any performance indicator needs a name that should
clearly explain what the indicator is about.

2. Strategic element being assessed: The value creation map has identified
the different strategic elements, objectives and priorities. Here, we iden-
tify which of those the measure relates to.
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3. Ownership of strategic element: It identifies the person(s) or function(s)
responsible for the management and delivery of the strategic element that
is being assessed. This can be an individual employee or a team of peo-
ple. The reason why it makes sense to clarify ownership here is to have
someone who can be contacted in the future to discuss the performance
or to fine-tune and improve the indicator.

4. Key performance question: Here, we identify the KPQ this indicator is
helping to answer. This provides the context of why this indicator is being
introduced and what the specific issue is that requires further information
and evidence.

5. Decisions supported: Here, we list the decision(s) this indicator is helping
to support. This provides further context and ensures we are clear about
how we are planning to use the information and evidence provided by the
indicator.

HOW WILL THE DATA BE COLLECTED?

In this part of indicator design template, we look at the more technical aspects
of the data collection. Instead of just selecting any existing measurement
method, it is important to consider the strengths, weaknesses, and appropriate-
ness of different data collection methods.!! Here, the designer of an indicator
should include a brief description of the data collection method, specify the
source of the data, how often the data is collected, what scale will be used to
measure it, and who is in charge of collecting and updating the data.

6. Data collection method or measurement instrument: Here, we identify
and describe the method by which the data is being collected. Examples
of data collection methods or measurement instruments include surveys,
questionnaires, interviews, focus groups, collection of archival data, etc.
As discussed above, selecting the appropriate data collection method is
important. I will discuss different measurement instruments in more detail
in the section following this section on the design template.

7. Source of the data: Here, we identify where the data comes from. At this
point, the designer of an indicator needs to think about the access to data
and answer questions such as: Is the data readily available? Is it feasible
to collect the data? Will the data collection method, for example inter-
views with senior managers, provide honest information? If not, maybe
different data collection methods could be combined.

8. Formula/Scale/Assessment: Here, the designer of the indicators identifies
how the data will be captured. Is it possible to create a formula? Is it an
aggregated indicator or index that is composed of other indicators? Here,
the designer also specifies if, for example, one of the following scales
is used: nominal (numbering of categories, e.g. football players, or sim-
ple membership definitions, e.g. male or female); ordinal (determination
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of greater or less, e.g. star rating for restaurants or movies); interval
(determination of intervals, e.g. temperature in Fahrenheit or Celsius); or
ratio (determination of equality and ratio in a continuum with a real zero,
e.g. length, time, temperature in Kelvin); or whether the indicator is not
expressed in any numerical form. The scale we pick will have implica-
tions on how we can use the data. For example, a nominal scale does not
reveal any order or relative size, it just tells us whether something is one
or the other. An ordinal scale allows us to understand that one is bigger or
better than another, but doesn’t tell us by how much. In addition to these
classic scales, there is the Likert scale!2, which was designed to measure
the extent to which respondents agree or disagree with statements. Each
respondent is asked to rate a question or survey item on some response
scale. The format of a typical five-level Likert scale is as follows:

1 = Strongly disagree

2 = Disagree
3 = Neither agree nor disagree
4 = Agree

5 = Strongly agree

There are different options to extend the classic 5-point scale and to
change between odd-numbered and even-numbered scales. Odd-num-
bered scales have a middle value, which is a neutral response, labeled
as ‘neutral’, ‘undecided’ or ‘neither agree nor disagree’. Even scales on
the other hand don’t provide a neutral answer option and are so-called
forced-choice response scales. Here, the respondents are forced to choose
whether they lean more toward the ‘agree’ or ‘disagree’ end of the scale.
Forced-choice questions are useful tools if there is reluctance among
respondents to state their preferences.

Date and frequency of data collection: Here, the designer of an indica-
tor thinks about when and how often the data for that indicator should be
collected. Some indicators are collected continuously, others hourly, daily,
monthly or even annually. It is important to think about what frequency pro-
vides sufficient data to answer the KPQs and helps to support the decisions
outline in element five of this template. You wouldn’t, for example, weigh
yourself every hour of the day. To track body weight, for example, weekly
weightings should be sufficient. Organizations might want to continuously
track indicators for Web site usage or Web site downtime, while external
indicators for brand ranking might only be available once or twice a year.
One of the biggest pitfalls of performance assessments in organizations is
that data is not collected frequently enough. For example, many organiza-
tions conduct employee survey once a year or even every 18 months. This
is not very useful at all as the gaps between the assessments are too big and
impacts of corrective actions cannot be tracked. Instead of surveying all
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employees once a year, it is possible, for example, to survey a representative
sample (let us say 10%) of employees every month so that individuals still
only complete their survey once a year, but the organization receives monthly
information that allows them to answer their KPQs and act on the data much
quicker. It also makes sense to coordinate the dates when data is collected.
Too much data collection is done on an ad hoc and uncoordinated manner
so that bits of data are collected at different times. As a consequence of this,
people in the organization might get too many and too fragmented requests
for performance data. Furthermore, if different parts of an organization col-
lect their data at different times and if different indicators are collected at dif-
ferent intervals, this makes it difficult or impossible to get valid snapshots of
performance across different areas of the organization. Here, it is also sensi-
ble to understand the reporting requirements for this indicator (see element
17 of this template). If, for example, the data has to be reported at the end
of the month, it then makes sense to collect the data in time to be able to
analyze it, aggregate it, chase people who have not provided the data in time,
solve any data issues or discrepancies and prepare the report.

10. Who measures and reviews the data: Here, we identify the person, func-
tion or external agency responsible for the data collection and data updates.
The person responsible for measuring could be an internal person or func-
tion within your organization, or increasingly, it can be external agencies
because many organizations outsource the collection of specific indicators.
This is especially common for indicators such as customer satisfaction,
reputation, brand awareness and employee satisfaction. As part of this ele-
ment, we also clarify whether there are any review or sign-off cycles. It is
common, for example, for one person to input the data and for another per-
son to cross-check or sign-off the data before it is released.

11. Expiry or revision date: Indicators are sometimes introduced for a specific
period of time only (e.g. for the duration of major projects or to keep an
eye on restructuring efforts). The common practice is that a significant
number of indicators are introduced once and collected forever because
no one ever goes back and identifies the indicators that are not needed
any more. Other obviously temporary indicators are introduced without
giving them an expiration date; however, for those indicators a revision
date should be set that allows the designers to review the template and
check whether it is still valid. Even if indicators don’t seem time specific,
it makes sense to give all indicators revision date (e.g. in line with the
annual planning cycle) to ensure they get reviewed and an assessment
takes place to see whether they are still needed.

WHAT ARE THE TARGETS?

Every performance indicator needs a target or benchmark to put performance
levels into context. In many government and not-for-profit organizations, the
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target-setting process is quite arbitrary and not enough thought is going into the
setting of targets. Organizations often simply base it on previous performance
figures and just suggest a target that looks ‘a bit better’ while others might sim-
ply calculate targets as mathematical ‘steps’, making fixed increases (e.g. 5%
improvement), often with little thought as to how they will be achieved.!® I have
seen so many performance reviews where people have discussed the fact that
customer satisfaction, for example, has dropped from 87% to 84%. However,
nobody knows whether this is good or bad, whether this is in line with expecta-
tions, or how this compares to any targets or to the sector benchmarks. Target
setting should not be viewed as an administrative process, but as an integrated
and important part of designing meaningful performance indicators.

12. Targets and performance thresholds: The targets and performance thresh-
olds identify the desired level of performance in a specified timeframe and
put expected performance levels into context. A long history of research
in goal-setting theory'# and target-setting practice allows us to state that
targets should be (1) specific and time bound, (2) stretching and aspira-
tional but achievable and (3) based on good information. Many studies
have shown that well-defined targets lead to a greater increase in perform-
ance, as opposed to generalized targets of ‘do your best’, which tend to
lead to lower performance levels. Targets can be set as absolute targets
(increase by 5), proportional or percentage targets (increase by 5%), rela-
tive to benchmarks (within the top three hospitals in our area or top quar-
tile) or relative to costs or budgets (increase or decrease by 5% same level
of budget). The following are a few tips for setting better targets:'

e Use existing information and review trends and history.
e Consider variations in performance, for example peaks, troughs and
seasonal factors.

Take account of national targets, best practice benchmarks, and so on.

e Take into account the cause-and-effect relationships, for example

don’t set top-level outcome targets before you have set appropriate
targets for the enablers and inputs.

e Take into account time lags (consider the value creation map and the

time lags between the objectives).

e Take into account any dependence on others such as partner bodies.

The following are some examples of good and poor targets:'®

Good: ‘We will reduce the number of missed household bin collections by
5% by next year.
‘We will cut the number of unfilled places in primary schools by 10%
by December 31, 2010’
‘We will increase the number of visits to local libraries by 20% before the
end of 20157
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Poor: “We aim to have the best bus service in the region.’
‘We will improve the way we handle complaints.’
‘We will answer 75% of all letters within 5 days’ (a poor target if the
remaining 25% take 3 months to answer).

Many organizations use ‘traffic lighting’ to illustrate the levels of perform-
ance. Here, the designer of an indicator would therefore specify the thresholds
for, for example, red/underperformance, amber/medium performance, green/
good performance and sometimes blue/overperformance. Here, it is also worth
thinking about internal or external benchmarks; these can be derived from past
performance, from other organizations or departments, or from forecasts.

HOW GOOD IS THE INDICATOR

By going through the performance indicator decision framework, we will have
discussed the costs of measurement, the confidence level that this indicator is
actually measuring what it is supposed to measure and any dysfunctions or
cheating behavior this indicator might encourage. In this section of the indica-
tor design template, the following things are captured.

13. Estimated costs: Another aspect that should be considered is the costs
and efforts required to introduce and maintain a performance indicator.
There is often an implicit assumption by many managers and measure-
ment experts that creating and maintaining measurement systems does
not incur significant costs.!” However, on the contrary, measurement is
expensive, especially if the indicators are supposed to be relevant and
meaningful to aid decision making and learning.'® Costs can include the
administrative and/or outsourcing costs for collecting the data, as well as
the efforts needed to analyze and report on the performance. It is impor-
tant to ensure that the costs and efforts are justified.

14. Confidence level: Once the above aspects of an indicator have been addressed,
it is time to think about the validity of the indicators. To what extent does the
indicator enable us to answer the KPQ and support our decisions? For finan-
cial performance, the confidence level would normally be high because estab-
lished tools are available to measure it. However, when we try to measure our
intangibles, such as organizational culture, the confidence level would neces-
sarily go down a peg or two. The assessment of the confidence level is sub-
jective but forces anyone who designs an indicator to think about how well
an indicator is actually ‘measuring’ what it was that it set out to ‘measure’.
Organizations have different preferences of how to express confidence lev-
els; some use percentages (0—100%), others use grades (1-5; or low, medium,
high), color codes (e.g. red, amber, green), or symbols (such as smiley faces).
In addition, I suggested that a brief written comment is included to clarify the
level of confidence and explain the limitations of an indicator.
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Possible dysfunctions: Here, the designer of an indicator notes down
any potential ways this indicator could encourage the wrong behavior or
cheating. Reflecting on possible dysfunctions caused by indicators allows
people to identify on possible better ways of collecting and assessing per-
formance. In addition, it helps to raise the awareness of possible cheating
behaviors that in turn enables everyone to monitor them much closer.

WHO WILL SEE THE DATA AND HOW WILL THE DATA BE
PRESENTED?

In this final section of the indicator design template, the designer of an indica-
tor identifies the way the performance indicator is reported. It identifies the
audience, access restrictions, the reporting frequency, the reporting channels
and reporting formats.

16.

17.

18.

Audience and access: The designer of the indicator identifies who will
receive the information on this performance indicator, as well as possi-
ble access restrictions. Indicators can have different audiences. It might
therefore be a good idea to identify primary, secondary and tertiary audi-
ences. The primary audience will be the people directly involved in the
management and decision making related to the strategic element that is
being assessed. The secondary audience could be other parts of the organ-
ization that would benefit from seeing the data. A possible tertiary audi-
ence could be external stakeholders. Also, audience groups have different
functions and requirements. For example, some data will be provided to
analysts who analyze the data further, while a management audience tend
to need data to support their decision making.

Reporting frequency: Here, we identify how often this indicator is reported.
If the indicator is to serve a decision-making purpose within the organiza-
tion, then the indicator needs to provide timely information. The reporting
frequency can be different from the measurement frequency. An indicator
might be collected hourly, but then reported as part of a quarterly perform-
ance meeting. However, it is important to cross-check the reporting and
measurement frequency to ensure they are aligned and that data is available.
Reporting channels: Here, the possible outlets or reports are identified,
which are used to communicate the data. An indicator could, for example,
be included in the monthly performance report to directors, could be pre-
sented in the bimonthly performance review meeting, could be included
in the quarterly performance report to the board, could be included in the
weekly performance reports to heads of service, could be reported on the
organizational Intranet, or could be made available to external stakeholders
through external reports or the Web site. It is again a good idea to cross-
check the identified reporting channels with the reporting and measurement
frequency to ensure they are aligned and that data is available in time.
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19. Reporting formats: Here, we identify how the data is best presented. The
indicator designer should clarify whether the indicator is reported as, for
example, a number, a narrative, a table, a graph or a chart. The best results
are usually achieved if performance is reported in a mix of numerical,
graphical and narrative formats. Considerations should also include the
presentation of a data series and past performance. A graph containing past
performance might be very useful in order to analyze trends over time.
This could also include targets and benchmarks. Increasingly too, organi-
zations use traffic lights or speedometer dials to present performance data.

20. Notifications and workflows: Here, we identify proactive notifications and
possible workflows. Workflows are predefined and automated business
processes in which documents, information or tasks are passed from one
person or group of persons to others. Notifications are predefined and
automated messages and involve the proactive push of performance data,
messages or alarm notifications to predefined individuals or groups. The
definition of possible workflows and notifications is especially useful
as a first step toward automation using performance management soft-
ware applications. For example, e-mail notifications or workflows could
be automatically triggered if an indicator requires an update, or to tell a
specific audience that new data is available or whether an indicator has
moved over or below a predefined threshold.

When designing any performance indicator, it is essential to constantly
evaluate the validity and information value of the indicators. To what extent do
the indicators enable us to assess the given strategic element? How well is this
indicator helping us to answer the KPQ(s)? How well is the indicator support-
ing the outlined decisions? If the indicator is not providing us with the required
information, we should not measure it at all.

DECIDING ON THE MEASUREMENT INSTRUMENT

An important step in designing indicators is to decide on the measurement
instrument that will be used to collect the data. We often associate counting and
using independent and archival sources with objectivity and reliability, and per-
ception-based data with unreliability. This belief needs to change when it comes
to performance assessment in our organizations. Also, while standard measures
might help, the most benefits and insights come from the unique indicators that
deliver insights on your unique value creation and your unique performance
issues and questions. Soon, more measures will be qualitative and even quite
subjective. For example, well-designed rating scales can often be worthwhile
assessment tools for many aspects of performance that cannot yet be measured
in a more objective way using standard methodologies.'® We have to start tak-
ing qualitative and perception-based indicators seriously. Many studies have
shown that perceptional assessments are as reliable, if not more reliable, as
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archival data.’® Perception data can provide richer insights into the real level
of performance and it allows us to actively involve people in the performance
assessment. The way we can involve people is to ask them to, for example, rank
competitors, evaluate the service delivery or organizational culture, assess the
level of relationships with different suppliers, etc. These assessments can take
the form of numerals, or grades; however, they can also take the form of traf-
fic lights, symbols such as thumbs up or down, as well as written assessments.
Written assessments are able to capture much more information and allow us
to more naturally communicate assessment outcomes. If numerals are used to
assess performance, it usually makes sense to supplement them with at least
a comment field to provide some explanatory narrative assessment in addition
to a number. Dean Spitzer, performance measurement thought leader for IBM,
makes an important point in his excellent book on performance measurement
when he argues that measurement is, at its roots, a social phenomenon, that is
not a detached process of calculating abstract numbers.?!

For example, instead of the ubiquitous and intrusive customer satisfaction
survey, many service providers, such as hotels or banks, now use focus groups
to identify what really matters to their target customers and then employ pro-
fessional mystery shoppers to assess service levels according to the criteria
identified. Call centers, for example, used to only count the number of aban-
doned calls or call duration as measures of customer service delivery, they
now use instruments such as audiotaping phone conversations between service
agents and customers and use coaches to randomly listen to conversations to
assess the qualitative aspects of call handling. To enable us to consider differ-
ent measurement instruments, I have outlined a number of different measure-
ment instruments that can be used to measure performance:

e Surveys and questionnaires provide a relatively inexpensive way of col-
lecting data on performance from a large pool of people who might be in
different locations.?? This can be done via mail, e-mail, Internet or phone.
One big problem with this is that there has been a huge influx of surveys
over the past few years, as more and more organizations require data for
their nonfinancial indicators. The consequence of this is that it is getting
harder to make people complete a survey. It is always a good idea to reduce
the amount of time and effort required to collect performance data, not only
for your organization, but also for your customers, employees, suppliers,
etc. Intangibles such as employee engagement, corporate culture, customer
attitudes, innovation climate or brand image are areas where surveys are
regularly used as measurement instruments.

e [In-depth interviews are guided conversations with people, rather than struc-
tured queries such as surveys. They involve putting forward open-ended
(how, why, what) questions in a conversationally, friendly and nonthreaten-
ing manner.? Interviews can be conducted face-to-face or via telephone or
videoconference. Interviews enable us to interact directly with respondents
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and may result in new insights about performance. They provide examples,
stories, and critical incidents that are helping us to understand performance
more holistically.24 In-depth interviews can, for example, be used to assess
elements such as relationship with key customers, suppliers or partners.
In addition to a performance score, it can also yield invaluable contextual
information about, for example, how the relationships between key custom-
ers, partners or employees can be improved.

e Focus groups are facilitated group discussions (5-20 participants) in which
participants can express and share their ideas, opinions and experiences. They
provide a unique and interactive way to gather information and allow the col-
lection of rich, qualitative information. Focus groups are good ways of assess-
ing employee- and customer-related performance indicators such as customer
experience, customer or staff engagement, team-working climate or trust.

e Mystery shopping approaches are the assessment of a service by a ‘secret
shopper’ posing as a client or customer. Some organizations have in-house
programs, whereby they employ their own mystery shoppers; other organi-
zations hire external suppliers to provide this service. The beauty of this
assessment approach is that it is less intrusive than surveys or interviews.
Many government, public sector and not-for-profit organizations have
started using mystery shopping to assess customer experiences. Trained
mystery shoppers can also be used for many other internal performance
assessments such as organizational culture or atmosphere.

e External assessments: External organizations and institutions can provide
independent performance assessments and indicators. Independent surveys
that measure the brand recognition, customer awareness or market share in
specific segments are good examples of external assessments. An independ-
ent company creates a set of criteria and then measures everyone against
these criteria to assess, for example, the relative position or values of brands
or corporate reputations. The advantage of such external and independent
assessments is that it provides data that allows comparisons between organi-
zations. However, the problem with external assessment is that they might
be too generic and often use assessment approaches that don’t provide the
answers to the internal KPQs. External assessments are best used as supple-
mentary data to cross-check and validate other internal indicators.

e Observations allow us to collect information by observing situations or
activities with little or no manipulation of the environment. The technical
research field linked to observations is modern ethnography. Ethnography,
which has its historic roots in the research of cultures and societies, uses
observations and fieldwork to look at phenomena in a holistic manner. The
method was founded on the idea that some phenomena cannot be accu-
rately understood by only looking at some parts independently of each
other. The observer can either take the role of a passive onlooker/outsider
or can become involved in activities and, therefore, take the role of partial
or full participant observer.
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The power of using observation methods is that it engages all of our senses not just our
sight. It enables us to take in and make sense of the entire experience through our nose
(smell), eyes (sight), ears (hearing), mouth (taste), and body (touch). Unlike other data
collection methods, observation data can provide us with a more holistic understanding of
the phenomenon we're studying.?*

Observation outputs can take the format of score sheets, checklists, narrative
reports and video- or audiotaping. Observations have been successfully used
in assessing organizational culture, skill and experience levels of employees,
emotional intelligence and creativity. Another example is employee safety.
Instead of waiting for accidents and injuries to occur and then count those, so-
called safe behavior measures can be used: Observers proactively look for safe
behaviors that would prevent the most common accidents and record those on
a behavioral observation form. This information can then be shared and at the
same time immediate feedback can be provided on potentially unsafe behav-
ior. Ethnography techniques include direct, first-hand observation of behavior,
including participant observation, and conversation with different levels of
formality such as small talk or structured interviews. These observations can
be recorded for a limited time or over a continuous long-term timeframe.

e Peer-to-peer evaluation is the assessment of performance in which par-
ticipants vote or assess each other’s performance. This can either be done
openly or anonymously and enables people to learn from each other and to
consider their own performance from the perspective of other people. Peer-
to-peer evaluations have been successfully used to gauge elements includ-
ing trust, knowledge and experience, teamwork and relationships.

There are many more fascinating ways of collecting qualitative performance
data — for more information and examples see the Handbook of Qualitative
Research.”

TRIANGULATE INDICATORS

It is a good idea to collect performance data using different techniques and
methodologies. This allows organizations to contrast and compare the infor-
mation gathered from different methods. This is called ‘triangulation’. The
rationale behind it is that the more information we have from as many possible
sources — which all have advantages, disadvantages and different biases — the
greater the likelihood that the information is reliable.

Organizations are often unaware of biases in their data collection. A fre-
quently cited anecdote is the Wald story.?® Abraham Wald was a statistician who
helped the air force during World War 1II to assess where airplanes were most
vulnerable to enemy fire. The plan was to subsequently reinforce the most vul-
nerable parts of the plane. Each airplane was examined for bullet holes and the
areas that were disproportionately more often hit than others were identified.
The air force thus concluded that the areas with the most bullet holes should be
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reinforced. However, Wald made them aware of the bias in the sample. Only air-
planes that returned to the base were examined and included in the analysis. This,
therefore, shows that the areas with many bullet holes have proved to sustain
enemy fire and so these planes returned safely, whereas the areas with no bullet
holes might be the best to reinforce since planes hit in these areas did not return.

Triangulation means that organizations collect data from different data
sources (e.g. interviews with board members, middle managers, and frontline
workers), use different methodologies (e.g. survey 70% and interview 30% of
your suppliers) or use different people to conduct the data collection. This can
reduce bias and increase reliability.

INDICES

When it comes to performance in government, public sector and not-for-profit
organizations, it is rare that a single performance indicator will give us sufficient
information. It can therefore be a good idea to create indices that combine dif-
ferent measures into one index. This allows organizations to get a more rounded
and balanced view on their performance. Let me illustrate this point using
human health. If your doctor came along and only measured the blood pressure
to assess your health, then this would not be sufficient. However, by measuring
blood pressure, cholesterol, body mass index and blood tests, together with a
number of other tests, and combining these into a health index provide a much
more balanced and reliable assessment of physical health. The same is true for
organizations. If an organization wants to measure customer relationships, a
number of indicators such as loyalty, trust, commitment, profitability, referrals,
etc. can be measured and combined into a customer relationship index.

EXPERIMENTING WITH INNOVATIVE PERFORMANCE
INDICATORS

In this section, I want to provide a number of examples that illustrate how
some organizations have put the ideas and tools introduced in this chapter into
practice and designed innovative, relevant and meaningful ways of assessing
performance in their organization.

Case Study: Assessing Performance Improvement at the Orchestra’

Orchestra performances or theater shows would usually be classed as difficult to
measure. Some would argue that the product is too intangible and the assess-
ment of performance too subjective. However, orchestras or theater crews still
need some indicators about their performance delivery and whether it is getting
any better or not. Douglas Hubbard argues in his book on measurement that?
‘For those things labeled “intangible”, more advanced, sophisticated methods
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APPLAUSE METER

FIGURE 8.4 Applause meter.

are almost never lacking. Things that are thought to be intangible tend to be so
uncertain that even the most basic measurement methods are likely to reduce
some uncertainty’.

A good example comes from the Cleveland Orchestra,?” who wanted to mea-
sure whether their performances were improving. They recently had a change in
conductor and felt it would be important to gauge the performance impact and
anticipated improvements over time. So the question they wanted to have an
answer to was: How well is our performance improving? When they first thought
about possible indicators, they considered customer satisfaction surveys. But
they quickly ran into problems with this idea: Who do we ask? How can we cre-
ate a representative sample? Will people actually want to complete surveys when
they come to the performance? Is it better to do quick face-to-face surveys in the
foyer or paper-based surveys? What kind of scale can we use? How will we know
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that our performance has improved if we don’t survey patrons every night for some
time? Initial thoughts were to create a rating scale from poor to excellent and then
combine the answers into some sort of customer satisfaction index.

However, they realized that a survey would be costly, complicated and unreli-
able, and that it wouldn't really be helping them to answer their question. Instead,
they started counting the number of standing ovations. They were aware that
this was a relatively crude indicator but one that was giving them the informa-
tion they needed. After a while of using this simple indicator, they felt that there
were no obvious differences between performances where the number of standing
ovations differed by just a couple, if they were able to see a significant increase
over several performances then they could start to draw some useful conclusions.
Douglas Hubbard said, ‘It was measurement in every sense, a lot less effort than a
survey, and — some would say — more meaningful. (I can’t disagree.)'.

It is easy to see how this indicator can evolve into something slightly more
sophisticated, such as measuring the length and the noise levels of the applause.
Relatively inexpensive measurement instruments — so-called applause meters or
clapometers — are now available to measure the noise level and length of applause
(see Fig. 8.4). The results can then be recorded and mapped over time to see trends
and performance improvements.

The Boston Symphony Orchestra went even further and wired 50 audience
members with sensors during one of their concerts.?’ As part of a scientific experi-
ment, members of the audience were wearing sensors on their arms and fingers,
allowing their bodies to tell what kinds of emotional intensity they were feeling
before, during and after the performance. While this might still be a vision for
the future, it provides some food for thought about innovative ways of measuring
performance.

. J

Case Study: Indicators for Staff Engagement

Many organizations feel that their people with their skills and knowledge are their
most important assets and the key enablers of future performance. In an organi-
zation, the management team had conducted some research and reached agree-
ment that one of the key enablers of success was the level of staff engagement.
According to the Gallup Organization engaged employees are passionate about what
they do, they feel a strong connection to their company and perform at high levels
every day while looking for ways to improve themselves and the company as a
whole. Not engaged employees on the other hand show up every day and put in just
enough effort to meet the basic requirements of their jobs. Without passion or
innovation, these employees neither commit to the company’s direction nor do
they work against it. Actively disengaged employees are those who present a big prob-
lem for businesses. Negative by nature, these people are unhappy in their work
and they compound their lack of productivity by sharing this unhappiness with
those around them. According to Gallup Research, an average organization has
about 25% engaged employees, just over half not engaged employees, and just
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under a fifth actively disengaged employees. Managers in this case study firm were
keen to improve their ratio and ensured more employees were closely engaged.

In the past, this organization had conduced traditional staff satisfaction sur-
veys but found that even though people might have indicated that they are
satisfied with their jobs, many of them were not engaged. Managers in this organ-
ization believed that engagement is much more important than staff satisfaction
as it indicates how passionate people feel about their jobs and how connected
they feel to the organizations. Managers agreed to the following KPQ: ‘To what
extent are our employees engaged? When they researched existing data collec-
tion methods they came across the Q12 survey tool®® that has been developed
by the Gallup Organization. This 12-question survey has been designed to assess
engagement, especially on an emotional level. After some deliberation, the man-
agement team felt that this survey was right for them and would allow them to
gain the information to answer their KPQ.

In addition, the use of this survey would allow the organization to benchmark
itself with similar organizations. The following 12 questions, based on the Q12
survey, were incorporated into the staff survey at this organization:

1. Do | know what is expected of me at work?

2. Do I have the right materials and equipment I need to do my work right?

3. At work, do I have the opportunity to do what [ do best every day?

4. In the last seven days, have | received recognition or praise for doing good
work?

5. Does my supervisor or someone at work, seem to care about me as a person?

6. Is there someone at work who encourages my development?

7. At work, do my opinions seem to count?

8. Does the mission/purpose of my organization make me feel my job is

important?
9. Are my coworkers committed to doing quality work?
10. Do I have a best friend at work?
11. In the last 6 months, has someone at work talked to me about my progress?
12. This last year, have I had opportunities at work to learn and grow?

The management team also decided to poll a representative sample of their
employees every month so that they get regular checks of any possible changes.
Each employee still receives their survey only once a year but the company gets
valid data every month to answer their question and test the impact of staff
engagement on retention, satisfaction and performance levels. The results of
staff engagement are now reported to the senior management team on a monthly
basis. The data is provided in aggregated form (staff engagement index) and com-
pared with the positions of similar organizations. Engagement is best reflected by
changes over time and the data is therefore presented in a trend chart together
with a narrative commentary by the human resources director to put the perform-
ance data into context and to highlight the key issues and learning points.

\_ /
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Case Study: Assessing Stress Levels at a Charity

An international charity | was working with also felt they were not getting the
information they needed from their annual staff satisfaction survey. For them,
engagement wasn't the problem. In fact employees and volunteers in this organi-
zation were very engaged and passionate about the good cause. However, their
problem was stress levels. Because people felt so passionate and committed to
making a difference to the people they were working for, many worked too hard,
which started to take their toll and sick leave went up. The management team felt
that it needed to get a better handle on this and make sure they managed stress-
ful periods much better to avoid burnouts and stress related sick leave.

The management team’s KPQ was: To what extent are the stress levels get-
ting outside the normal range. The management needed this information to make
decisions about project scheduling to ensure overly stressful periods are avoided
and workload levels are more evenly distributed. They found some research
to show that shorter periods (3—-4 days) of higher stress levels are okay and can
even be motivating (e.g. the successful delivery of an important project) as long
as they are followed by some less stressful periods. The management team con-
sidered surveys and questionnaires but felt they were too intrusive and ‘in your
face’. The feeling was that people wouldn't want to complete a survey at the
frequency needed to get the necessary data. In order to capture whether people
were stressed for longer than 3 days in a row meant that data was required at least
every 2 days and surveys were just not feasible.

Instead, the organization introduced two different foot mats in the staff
entrance of the building — one red and one green. These foot mats were fitted with
sensors to detect which one people stepped on when they entered the building in
the morning and when they left the building in the evening. Employees were asked
to step on the red mat if they felt their stress levels were too high and on the
green mat when their stress levels were okay. Each day, the data from the sensors
were captured in a database and a summary report was e-mailed to the manage-
ment team. This daily report enabled the management team to relate stress levels
to specific projects and programs, and they were able to redistribute the work-
load to reduce stress levels. Again, the beauty of this system is that managers can
try out different project combinations and get immediate feedback on the impact
on stress levels. This process almost eliminated stress-related absenteeism and
allowed the organization to get a real handle on an important issue. After using
this method for about 6 months, the managers felt they were able to schedule and
mange workloads much better. There was no need anymore for the daily reports
to management, which were changed to weekly reports and later to monthly over-
views. Today, the organization has stopped using the foot mats because the issue
has been addressed and the necessary learning has taken place. It is just keeping
an eye on stress-related absenteeism to make sure the issue is not coming back.
The foot mats are now in storage and, if necessary, could be used again.

J
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Case Study: Indicators for Corporate Reputation

A government organization wanted to better manage its perceived reputation.
Similar to most government and not-for-profit organizations, a positive perceptual
reputation is crucial. Managers in this organization felt that a positive perceived
reputation has an impact on, for example:

@ public opinion and how the press would treat that organization,

e potential future employees who will be attracted by a good reputation,

® central government that has to increasingly make choices about optimal
spending and reputation is an important factor,

o this organization that has to rely on partnerships to deliver their outcomes,
and to be successful in these partnerships the other organization have to
respect this organization.

In the past, they used fragmented approaches and many ad hoc studies of
how the different stakeholders perceived the organization. However, this was not
painting a coherent picture and it was difficult to draw meaningful conclusions
from these different studies — all of which were using different techniques and
questions.

The management team responsible for corporate reputation did some research
and found the work on the corporate reputation quotient (RQ) developed by
Harris Interactive in association with the Reputation Institute.>' RQ is a compre-
hensive measuring method of corporate reputation that was created specifically
to capture the perceptions of the key corporate stakeholders such as consumers,
employees or key influencers. However, while this tool was very appealing, it had
been developed for corporate for-profit organizations and not all aspects of this
RQ tools seemed relevant. The management team discovered further research,
which customized the original six dimensions into seven dimensions for govern-
ment and not-for-profit organizations.?> The management team amended some
elements of this framework slightly and started measuring the perceived corporate
reputation using a survey that included the following questions accompanied by a
5-point Likert rating scale (see Fig. 8.5). This survey is now run every 6 months and

Describes the
organization ...

1 ...Very well O
2...Well O
3 ...Fair O
4 ...Poorly O
5 ...Very poorly O

FIGURE 8.5 Point Likert scale to RQ.
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has enabled the management team to get a much better handle on the manage-
ment of the organizational reputation.

1. Emotional appeal
e | have a good feeling about the organization.
e | admire and respect this organization.
e | trust this organization.
2. Services, products and tasks
e The organization has a customer-oriented attitude.
e The organization delivers appropriately high-quality services (within its
financial means).
e Innovation is important to this organization.
3. Vision and leadership
e The organization has excellent leadership.
e The organization has a clear vision for the future.
e The organization is politically aware.
e The organization is agile.
4. Workplace environment
e The organization is well-managed.
e The organization looks like a good organization to work for.
e The organization looks like it has got good employees.
5. Social and environmental responsibility
e The organization deals with matters that are important and relevant to pub-
lic society.
e The organization is an environmentally responsible organization.
e This organization is ethical, honest and conscientious.
6. Financial performance
e Financial means are used effectively and efficiently.
e The organization is transparent about it resources and spending.
e The organization is financially sound.
7. Communication
e The objectives and tasks of the organization are clear to me.
e The organization is transparent in its decision-making.
e The organization engages with its stakeholders.

. J

Case Study: Gauging Organizational Culture and Leadership

In an organization leadership was established as a critically important issue. The
organization had just gone thought a merger of three government departments,
which caused a lot of uncertainty and negative feelings. Strong leadership was
required to ensure the organization would come together into one cohesive new
organization. All senior managers and directors were sent on a customized leader-
ship training. The organization now wanted to assess the impact of this training
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and see whether the leadership perception — which was at an all time low — was
improving. Instead of surveys, interviews or focus groups, the organization came
up with a very simple way of gauging the improvement in the leadership. In the
staff canteen, they installed a tube in which people could put different colored
balls. When members of the staff returned their food tray, they could pick up a
red, white or green ball indicating that they had experienced good leadership
(green), bad leadership (red) or neither good nor bad leadership (white). This ball
was then placed into the tube, which went down one floor into a big collection
container (see Fig. 8.6). This gave the management team a very good indication
about the leadership perception and how it changed over the weeks. In this case,
the number of red balls increased toward the top, indicating that the leadership
got worse as time progressed. This was an important impetus to change the lead-
ership training.

KFIGURE 8.6 Measuring leadership.
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Case Study: Measuring Customer Service Quality

A central government agency wanted to improve its service quality. A key strategic
objective was to deliver more customer-centric and value-for-money services to
its customers. For this it needed to understand the perceived service needs of its
customers. After some research and deliberation that organization decided to use
the SERVQAL method as their performance assessment approach. The SERVQAL
method was developed by academics® to measure the gap between service qual-
ity performance and customer service needs. Originally it was measured on the
following 10 aspects of service quality: reliability, responsiveness, competence,
access, courtesy, communication, credibility, security, understanding or knowing
the customer and tangibles. However, later this model was simplified and refined
to contain the following aspects (representing the acronym RATER):

Reliability
Assurance
Tangibles
Empathy
Responsiveness

This was used as an efficient model in helping this organization to shape its
efforts in bridging the gap between perceived and expected service and led to
much improved customer satisfaction scores.

After this organization had used the model for 3 years, it felt that the measure-
ment efforts were too much and were not justified any more. The management
team felt it had a much better handle on the service delivery and wanted to con-
centrate on measuring customer satisfaction in a more meaningful and simpler
way. Again, some research led to the idea of just using one question to assess cus-
tomer satisfaction: How likely is it that you would recommend (organization X or
service Y) to a friend or colleague? Using this single question allows organizations
to gain a ‘Net Promoter Score’ or NPS, which basically represents the percentage
of customers whose answers identify them as promoters minus the percentage
whose response indicates they are detractors. This idea is based on the work by
Fred Reichheld, Director Emeritus and Fellow at Bain & Company, who divides
customers of any organization into three categories:**

® Promoters (those who answer 9 or 10) are loyal enthusiasts who keep buying
from a company and urge their friends to do the same.

® Passives (those who answer 7 or 8) are satisfied but unenthusiastic customers
who can be easily wooed by the competition.

@ Detractors (those who answer 0 through 6) are unhappy customers trapped in
a bad relationship.

Using just the single question together with a 0-10 point rating scale with ‘0’
representing the extreme negative and ‘10" representing the extreme positive end
allowed this organization to categorize their customers according to their answers
and gain a much better understanding about customer satisfaction (see Fig. 8.7
for the assessment scale used).*
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How likely is it that you would recommend
Organization X or ServiceY to a friend
or colleague?

1 Extremely unlikely |

Neutral

2
3
4
5
6
7
8
9
0

1

Extremely unlikely

FIGURE 8.7 10-Point NPS scale.
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Case Examples: Observations and Engaging Customers in Performance
Assessment

Observations and engaging customers in the assessment of performance is not
yet used too much in government, public sector and not-for-profit organizations.
However, | feel that there are huge opportunities here. Some commercial organi-
zations in particular have been able to engage their customers in the process of
assessing performance. What they have done makes the measurement process
interesting for the customers or provides them with some rewards for assessing
performance.

One example comes from Thomas Cook, one of the world’s leading leisure
travel groups with sales of around £9 billion, 19 million customers, 30000 employ-
ees, a fleet of 97 aircraft, a network of over 3000 owned or franchised travel stores
and a number of hotels and resort properties. Thomas Cook started asking nor-
mal tourists who booked their holiday with them to be performance reviewers for
them. This year they invited hundreds of customers to provide feedback on the dif-
ferent elements of their holiday. Each of these secret holiday reviewers is given a
digital camera to capture the good and bad things they experience on holiday. As
a little thank you gesture, the customers are able to keep the camera after the mis-
sion is completed. This is a really good example of how to engage customers and
learn from their experiences. Customers actually really enjoy their ‘secret mission’
and tend to develop a closer and more loyal relationship with Thomas Cook as an
organization. Instead of collecting the survey data, which is often seen as a hassle
by customers, the review missions are seen as novel and exciting. The information
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gained from these review missions can then be used to better identify what really
matters to customers. These insights can then used to brief ‘professional mystery
shoppers’ to assess service levels according to the identified criteria.

Other companies such as BMW have created and sponsored user groups in
which enthusiastic drivers of their cars happily share their experiences with the
cars and the service levels provided by BMW. This provides invaluable insights
into aspects of performance. | feel that organizations such as local governments
and charities should have it relatively easy to engage people in performance
assessment because what they do closely relates to people’s lives (e.g. local gov-
ernment) or touches them on an emotional level (e.g. charities).

Another example comes from alcoholic drinks company Scottish & Newcastle
(S&N), which has strong positions in 15 countries and which was recently acquired
by a consortium of Carlsberg and Heineken. The work that I want to talk about
here is specific to one of their leading beer brands (John Smiths), which is selling
over 1 million pints every day. The company created a significant campaign called
‘The Biggest Round’. Here, representatives employed by the experimental market-
ing agency BEcause would go into pubs and bars and observe the behavior of cus-
tomers. In order to engage people, they would ask them ‘Can I buy you a drink’?
This then gives the representative an opportunity to talk to customers about what
they like and don'’t like in a very casual and natural manner. These face-to-face
conversations are now increasingly being used to gain important insights into
customer behaviors and choices, which in turn is used to improve their market-
ing. Alison Nolan, Head of the S&N Account at BEcause, comments, ‘Today’s con-
sumers quickly decide which brands they want to interact with and which they are
going to ignore. Those that succeed in the future will be those who talk with con-
sumers, rather than at them. That individual approach is the key to the ongoing
success of this campaign’.*®

[ hope that the above examples have provided some ideas of how more inno-
vative and methodical measurement approaches can lead to meaningful and rele-
vant insights that help you answer the critical performance questions. I also hope
they have shown that measurement doesn't need to be complicated and number
focused.

. J

SUMMARY

e A performance indicator provides us with evidence and information that
help us to reduce uncertainty, answer our open questions and make better
decisions.

e The concept of indicators is much broader than just the narrow link with
numbers and counting; it includes methods such as written descriptions,
observations, interview data, symbols, color codes, etc.

e It is completely normal and legitimate to use proxy and indirect perfor-
mance indicators. We don’t need ‘perfect’ indicators; instead we need
appropriate accuracy based on our information needs and requirements.
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I have introduced a 10-step performance indicator decision framework
which addresses the key questions and decisions someone has to make
when designing relevant and meaningful performance indicators.

I have outlined a comprehensive 20-element performance indicator design
template. This design template is applied in conjunction with the perfor-
mance indicator decision framework. It covers elements relating to indica-
tor descriptions, data collection, targets, indicator quality and performance
reporting. The template ensures that an indicator is designed compressively
and that the relevant indicator information is captured in one place.

Finally, I have provided a number of case studies to show how organiza-
tions have developed innovative indicators in relation to important areas
such as service quality, staff engagement, corporate reputation, culture and
leadership among others.
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Part 111

Learning and
Improving
Performance

So far in this book, we have looked at how we identify and
agree what matters and how we collect the right manage-
ment information in our organizations. This is good as far
as it goes; however, unless we turn the management infor-
mation into insights that help us deliver on our strategy
and make better decisions that improve performance, all
efforts so far are in vain. There are too many government,
public sector and not-for-profit organizations that believe
by just measuring performance they will somehow improve.
This is not the case! As part of any attempt to measure and
manage performance, we need to create the right organiza-
tional context and the appropriate processes that help us

turn our information into meaningful insights and learning.

Only if organizations address this final piece of the per-
formance management jigsaw can they expect to see any
real differences in performance. In this part of the book,
I look at how we can make the best use of the manage-
ment information to learn and improve performance. In

Chapter 9, | discuss one of the most crucial elements of
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good performance management, namely, how to create a
performance-driven culture. Some of the key elements of
a performance-driven culture are the appropriate leader-
ship approach, the right reward and recognition system,
appropriate reporting and communication processes and
the right performance review routines.

In Chapter 10, I discuss how we can leverage perform-
ance management software applications to help us bring
performance management to life. Performance manage-
ment software applications can help us facilitate and
automate many aspects of performance management
and, most importantly, can help us engage everybody
in the process. As part of Chapter 10, I also provide a
framework for selecting appropriate software applica-

tions, together with a list of credible vendors.

In Chapter 11, I take a look at the current state of practice
and what we can learn from it. Based on the world’s largest
and most comprehensive study of government and public
sector performance management, | outline 10 principles of
good performance management. See Fig. P3.1 for an over-
view of the chapters in this third and final part of this book.

1. Learn and improve performance
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FIGURE P3.1 Overview.



Chapter 9

Fostering a Performance-Driven
Culture

In order to successfully manage performance, organizations need to create
the appropriate organizational culture. We have to move away from the ‘com-
mand-and-control mentality’ or the ‘reporting-only mind-set’ of measurement,
in which backward-looking, pseudo-relevant metrics are collected, reported or
being used to punish people. In Chapter 6, I have discussed the dangerous side
effects of the command-and-control and reporting-only models. Instead, here I
want to discuss ways of creating the right performance-driven culture in which
an enabled learning environment allows us to use indicators to learn, challenge
and improve future performance.
The questions I address in this chapter include:

What is a performance-driven culture?

How can we create the right performance-driven culture?

How can we create performance-driven leadership?

How can we appropriately link performance with rewards and recognition?
How can we better report performance?

How can we make sure performance is reviewed appropriately?

People and the emphasis on learning and improvement are at the center of a
performance-driven culture. Dean Spitzer, performance measurement thought
leader at IBM, makes an important point when he says:

It is people who will ultimately determine the effectiveness of the measurement system,
because measurement data is of no value without human involvement. It is human beings,
not machines, who turn data into information, information into insights, insights into
knowledge, and knowledge into wisdom.!

We therefore need to make sure these human beings operate in the right
environment and with the right mind-set to ensure learning and performance
improvement takes place.

Every organization has got a culture. If the culture is right, it can be one of
the most powerful success factors in any performance management initiative.
However, the culture can also be an important inhibitor for successful perform-
ance management. I believe we need to spend a bit more time on making sure
we create the right atmosphere and behaviors in our organizations. In his article
on performance-driven culture, Philip Atkinson writes that 80% of organizational
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culture exists by accident or default, rather than design.? I am not suggesting that
you run a big culture diagnostic and then start a big culture change program.
Instead, I want to outline the key tools, techniques and behaviors that will contrib-
ute to a performance-driven culture. I believe that creating a performance-driven
culture is easier than most people think and I hope I can help to demystify the
process. Before we discuss the key building blocks and tools of a performance-
driven culture, let me first outline what I mean by a performance-driven culture.

WHAT IS A PERFORMANCE-DRIVEN CULTURE?

An organizational culture represents the shared underlying beliefs, norms,
values, assumptions and expectations, which influence the typical patterns of
behavior and performance that characterize an organization. The organizational
culture influences the way things get done in an organization and therefore also
governs the way people react to performance indicators and use performance
information. Research has shown that creating a culture in which performance
is recognized as a priority can have a significant and tangible impact on suc-
cess.> One of the best descriptions of a so-called performance-driven culture
that I have seen so far comes from an article on the topic written by Howard
Risher, a pay-for-performance expert, published in The Public Manager:

In an organization with a strong performance culture, employees know what they are
expected to accomplish and are emotionally committed to organizational success. They
believe in the mission and goals and are quick to put their energy into a task without
being asked or monitored. Informal conversations with coworkers frequently focus on
performance problems and recent organization results. They tend to celebrate successes
as a team or group. The commitment to performance is a way of life in the organization.*

For me, a performance-driven culture means that people in an organization
are continuously striving to learn and improve. At the center of a performance-
driven culture is organizational learning and improvement (see Fig. 9.1).
Enablers of a performance-driven culture are:

e asense of community and a common purpose, which binds people together
and provides the emotional commitment to success,

e clear and accepted accountability for results and performance across the
organization, which provides responsibly and ownership,

e honesty and truth about performance results, which in turn creates an
atmosphere of trust and mutual respect,

e a clear definition of what a performance-driven culture is, which creates an
understanding and acceptance of a performance-driven culture throughout
the organization.

The key tools or building blocks that will help to create a performance-
driven culture are:

e a strong performance-driven leadership throughout the entire organization,
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FIGURE 9.1 Performance-driven culture.

e areward and recognition system that allows us to celebrate and recognize
good performance,

e appropriate reporting and communication of performance information,

e suitable interactive performance review processes that engage people in a
dialogue about performance and lead to learning, decision making and per-
formance improvements.

Figure 9.1 shows the model of a performance-driven culture. It depicts how
organizational learning and improvement sit at the center of the model, while
the four building blocks or tools are positioned around the center. All of them
overlap with each other and link to organizational learning and improvement.
The four enablers of a performance-driven culture frame and complete the
model.

ORGANIZATIONAL LEARNING AND
A PERFORMANCE-DRIVEN CULTURE

Organizational learning is at the center of a performance-driven culture. Most
theorists agree that organizational learning takes place when individuals and
teams engage in a dialogue, reflection, asking questions, and identifying and
challenging values, beliefs and assumptions.’ I suggest that organizations cre-
ate an enabled learning environment. An enabled learning environment is an
organizational environment in which all employees are actively seeking new
strategic insights, which are based on their understanding of strategy, key per-
formance questions and the performance indicators collected, to allow them
to challenge strategic assumptions, to refine strategic thinking, to learn and
to make better decisions to improve future performance. The word ‘enabled’
stresses the fact that employees are also enabled or empowered to use strategic
insights. Having insights about how to improve things without the authority to
do something about it is often a source of employee frustration. In an enabled
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learning environment, the value creation map, the key performance questions
and the performance indicators become the means for providing information
for learning, decision making and action.

Chris Argyris, professor at Harvard Business School, defines learning as
occurring under two conditions. First, when an organization achieves what it
intended to achieve and there is a match between the intention and outcome.
Second, when an organization identifies a mismatch between the intention and
outcome and this mismatch is corrected, so that a mismatch is turned into a
match.® In order to learn, organizations therefore require an understanding of
their intentions and a way to test the match or mismatch between their intended
and actual performance. The value creation map and the value creation narra-
tive make the organizational intentions explicit. They represent the assumed
model of how the organization is intending to create outcomes and value. The
performance indicators enable organizations to then test these assumptions.
This allows individuals in the organization to reflect on the assumptions, learn
from the insights and improve their decision making.

When it comes to performance management, it is possible to distinguish
between three types of organizational learning: single-loop learning, double-
loop learning and triple-loop learning (see also Fig. 9.2):’

e Single-loop learning: A thermostat is often described as a single-loop
learner. A thermostat is programmed to detect states of ‘too cold’ or ‘too
warm’ and then correct the situation by turning the heat on or off. Single-
loop learning takes place in organizations when, for example, an agreed
strategic objective gets implemented and measures are used to check any
variance from the expected results. Here, measures are used to understand
whether the objective was delivered and the information is used by manag-
ers to understand whether corrective actions are necessary.
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e Double-loop learning: Double-loop learning takes place when, for exam-
ple, an agreed strategic objective gets implemented and the insights from
the measurement lead to questioning of the underlying assumptions and
possible revision of the strategic objective or the value creation model. If
a thermostat were able to ask itself such questions as ‘why the thermostat
was set to, for example, 68°F’, or ‘why it was programmed as it was’, then
it would be a double-loop learner.® During a double-loop learning process,
the information is used to challenge strategy and its components in order to
revise or refine the strategy.

e Triple-loop learning: In the triple-loop learning process, the organizations
assesses its ability to assess performance with the given performance indi-
cators. It evaluates how good the performance indicators and key perform-
ance questions are in helping the organization to improve and learn. If a
thermostat were able to ask itself such question as ‘is there a better way to
assess temperature than using the inbuilt thermometer’, then it would be a
triple-loop learner.

During the single-loop learning process, the value creation model is taken
as a given. Indicators are collected, analyzed and interpreted in order to take
actions. Single-loop learning takes place when organizations review their per-
formance against targets or intentions. Double-loop learning follows the same
logic, but instead of only testing performance against intentions, the under-
pinning value creation model and its underlying assumptions are challenged.
In the triple-loop learning process, we challenge our ability to assess the per-
formance appropriately. In order to learn, it is important that our assumptions
about the value creation model and our assessment capabilities, which often
manifest themselves in the taken-for-granted behavior and opinions, are con-
tinually questioned, tested and validated.® In their book on balanced scorecard,
Bob Kaplan and Dave Norton write:

Of course, managers need feedback about whether their planned strategy is being exe-
cuted according to plan — the single-loop learning process. But even more important,
they need feedback about whether the planned strategy remains a viable and successful
strategy — the double-loop learning process.”

I go even further than that and say that we need single-, double- and triple-
loop reflections in our organizations and that it is not just the managers who
need to question the underlying assumptions; it is everyone in the organization.

In order for any learning to take place, organizations need to create the
right social context or culture. What I call a performance-driven culture is
diametrically opposed to the traditional command-and-control environment
and the reporting-only mind-set. In Chapter 6, I have outlined the limitations
of measurement as a reason why the command-and-control environment will
create dysfunctional behavior. There is another important reason why the
command-and-control environment is no longer appropriate in today’s business
environment: because it inhibits learning.
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CREATING A PERFORMANCE-DRIVEN CULTURE

Creating a performance-driven culture is not about esoteric communities
in which everyone happily does whatever they want. It is about creating an
environment in which performance is a priority and where trust, self-directed
learning, mutual respect and support lead to personal commitment to continu-
ous performance improvement.

Most people understand that ever-tighter budgets and tougher operating
environments for government, public sector and not-for-profit organization
will require more effective learning, broader empowerment and greater per-
formance commitment from everyone in the organization.” In order to make
learning more effective, organizations need to create a performance-driven cul-
ture. The problem is that there is no easy button we can press to switch on
such a culture. The process will take time and efforts and is never likely to be
complete. Having said this, there are a number of tools and building blocks we
can put in place to foster and shape a performance-driven culture.

Where to start is a little bit of a ‘chicken and egg’ question — it’s hard to say
which must come first. Creating an enabled learning environment, addressing
the four enablers and implementing the four building blocks of a performance-
driven culture will help to change the routines and practices, and changing the
way we do things has an impact on the perceived culture. In the following sec-
tions, I discuss the organizational learning element before I briefly discuss the
four enablers and provide guidance on how to implement the four key building
blocks of a performance-driven culture.

EMPHASIZING LEARNING AND IMPROVEMENT IS KEY

Emphasizing learning and improvement is the single most important aspect
of creating a performance-driven culture. The National Performance Review
report by the US vice president rightly states:

Performance measurement systems should be about learning and improvement, they
should be positive, not punitive. The most successful performance measurement systems
are not “gotcha” systems, but learning systems that help the organization identify what
works and what does not so as to continue with and improve on what is working and
repair or replace what is not working. Performance measurement is a tool that lets the
organization track progress and direction toward strategic goals and objectives.'”

Too many organizations still operate the punitive command-and-control model
creating a blame culture, which brings out the worst in people. Instead of a posi-
tive focus on learning, it creates fear, distrust, self-centeredness and protectionism.
In such an environment, people are not willing to openly and voluntarily share
their insights and knowledge. There is no incentive for collaboratively exploring
performance improvement; therefore, real improvements and innovations are rare.

There is an interesting parallel that we can find in the education world,
where different forms of assessing pupils or students yield very different
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outcomes. Traditionally, we tend to use summative assessments in schools.
Summative assessment is an assessment, typically an exam or test, that deter-
mines the learning outcome of an academic program, let’s say a language
course, at the end of the program or at the end of a particular phase of the
program. Such assessments are judgments about the student’s learning, mostly
in the form of a grade, which is given compared to some standard or to the
performance of others. These assessments often have high stakes attached to
them, for example, a qualification and access to university. Most exams and
standardized tests today are summative in nature. They are seen to provide
reliable and comparative data, and the assumption is that such tests produce
improvements in student learning. However, this assumption is questioned by
many since these assessments are not designed to provide contextualized feed-
back that is useful for helping students and teachers during the course of a pro-
gram to improve learning.

By contrast, formative assessment is a feedback process into an ongoing
program in order to improve the learning. It occurs when teachers feed per-
formance information back to students in ways that enable the student to learn
and fine-tune or modify what they have been doing, or when students can
engage in a similar, self-reflective process.

Whereas in summative assessments the result (e.g. grade) is at the center
of attention, in formative assessments the improvement of learning is the key
objective. The former is backward looking, whereas the latter is about posi-
tively impacting on the future. Formative assessment is more about detecting
learning shortcomings early enough and doing something about them. It also
engages the students and provides them with useful information about their
progress and any learning gaps, which they can then use to make decisions
about how to improve future learning.

Research in this area provides strong evidence that formative assessment
is a powerful means to improve student learning, whereas summative assess-
ments such as standardized exams can, in fact, have a harmful effect.!! An arti-
cle on the topic highlights the fact that most classroom testing encourages rote
and superficial learning.'? Professors Paul Black and Dylan William found that
teachers often emphasize quantity of work over high quality. Actual assess-
ment practices show that marking and grading are overemphasized, while giv-
ing useful advice is underemphasized. Overall, summative assessments tend to
have a negative effect on student learning. One expert on the topic talks about
‘education by numbers’ and the ‘tyranny of testing’.!3

This problem is made worse by the fact that, in many countries, schools or
universities are now being assessed on the outcome of such standardized sum-
mative assessments. The laudable aim is to make schools accountable for their
teaching quality and the progress in learning achieved by the students. The
numerical outcomes of these assessments are then used to create, for example,
school league tables, which are published in order to inform parents and stu-
dents about the performance of different schools.'*
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The problem is that what is being measured is a proxy measure for learning
that measures only the numerical outcome of the exams and not whether any
real learning has taken place. This is made worse by the fact that the stakes
are high not only for pupils but also for schools. In many countries, the league
table results have an impact not only on reputation but also on funding. This
mechanistic focus on proxy outcome measures leaves the system open to
cheating and therefore can create dysfunctional behavior. Teachers might only
teach what is important to pass the exams with little actual learning, and stu-
dents might try to do as little as they can get away with to meet the minimum
requirement. A number of recent reports have shown that many schools now
overemphasize exam preparation and in one case the teacher spends two-thirds
of the class time on mock exams. Suddenly, the emphasis is not on learning
but on playing the numbers game.

The key reason for this dysfunctional system is the wrong approach toward
performance management and a missing performance culture. Summative
assessments focus on the past performance and provide little or no guidance
on what could be done differently in future learning. Students who receive a
grade at the end of a course can’t do anything differently to improve it. At the
same time, schools that are being assessed with a league table score receive no
constructive feedback on how teaching quality could be improved. In short,
this fuels the command-and-control or reporting-only mind-set and creates a
massive loss of real learning potential.

Once we’ve been ‘educated’, we get a job (hopefully). In organizations we
then tend to get much the same dysfunctional behavior and gaming of num-
bers. If we don’t collect and apply the most relevant indicators (instead of opt-
ing for the ones that are easy to measure or provide a view only of historic
performance) and if we don’t create an environment in which indicators are
used to inform our decision making and learning, then we are heading down
the very same shallow track.

FOUR ENABLERS OF A PERFORMANCE-DRIVEN CULTURE

I have identified four important and interconnected enablers of a performance-
driven culture. The enablers are not tools as such; they are more conditions
that are necessary to make a performance-driven culture a reality. The tools,
which are discussed later, can be used to enforce the enablers. Let’s briefly dis-
cuss each of the four enablers in turn before moving on to the tools:

e Create a sense of community and common purpose: In today’s world people
want to know how they are helping to achieve the greater organizational goal.
The commitment to serving the public and the delivery of a good cause are
strong motivators for people in government, public sector and not-for-profit
organizations. People also want to buy into the greater organizational goals
and therefore create an emotional bond, which is expressed in a sense of com-
munity and common purpose. Professor Charles Ehin, of the Gore School of
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Business, identifies sense of community and common purpose as important
tenets for fostering positive social connections, voluntary collaboration and
learning.'? Sense of community gives individuals a sense of belonging, which
fosters commitment, collaboration and mutual respect. A community is a
social entity that serves both its members individually and the community
as a whole. Underpinned by effective line-of-sight relationships, it creates a
base for a group of people with shared interests, where compassion, empa-
thy and trust pervade.'> Common purpose is about meaning and an implicit
agreement about direction. Can individuals associate themselves with the
aspirations and perspectives of the organization or the team? Both, common
purpose and a sense of community can often be linked to the boundary con-
ditions of an organization (see Chapter 1) and a clearly articulated and agreed
strategy (see Part I of this book). Genuine commitment to the performance of
an organization simply does not happen unless individuals feel that they are
empowered and respected partners on a joint journey.

Insist on honesty and truth: Without honesty and truth, there can be no
trust, and without trust, there can be no performance-driven culture.
Professor Onora O’Neil makes a notable point in the 2002 BBC Reith
Lecture when she argues:

Perhaps the culture of accountability that we are relentlessly building for ourselves
actually damages trust rather than supporting it. Plants don’t flourish when we pull
them up too often to check how their roots are growing: political, institutional and
professional life too may not flourish if we constantly up-root it to demonstrate that
everything is transparent and trustworthy.

Insisting on honesty and truth means that everyone should admit mistakes
and underperformance. Too many organization have what I call a ‘red is bad
culture’. The reason for this is more personal and often related to our human
nature. In their professional environment, people are not very good at admit-
ting failure and are, therefore, intrinsically unable to learn from their mis-
takes. We seem to have universal human tendencies to avoid embarrassment
or threat, and we don’t like feeling vulnerable or incompetent. In his Harvard
Business Review article entitled ‘Teaching smart people how to learn’, Chris
Argyris explains that failure produces defensive reasoning which can block
learning, even if people’s commitment to learning is high. He says:

Put simply, because many professionals are almost always successful at what they do,
they rarely experience failure. And because they have rarely failed, they have never
learned how to learn from failure. So whenever their single-loop learning strategies
go wrong, they become defensive, screen out criticism, and put the ‘blame’ on any-
one and everyone but themselves. In short, their ability to learn shuts down precisely
at the moment they need it the most.'

In order to create a performance-driven culture that has learning at its
center, we need to overcome these barriers and see underperformance as an
opportunity to improve.
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e Ensure ownership and accountability: In an organization with a performance-
driven culture, individuals and groups of people take ownership for the
delivery of performance results and feel accountable for the achievement
of the results. In such an environment, responsibilities are clearly assigned
and well understood. A way to achieve clarity about responsibilities is by
cascading the organization-wide strategy with its objectives down into the
organization in order to create departmental and business unit objectives.
These objectives can then be further broken down into individual perform-
ance plans with clearly articulated ownership and accountability.

e Clear definition of a performance-driven culture: Finally, it is important that
people understand what a performance-driven culture is and what it entails.
This can be used not only to communicate to existing employees but also
to candidates and potential future employees. The right performance-driven
culture will encourage your top-performing individuals to stay and other
high-performing individuals will want to join. One way to explain your cul-
ture is to post it on the Internet. A good example is Weyerhaeuser, a major
forestry company, which today owns or manages 21.5 million acres of tim-
berland with offices or operations in 18 countries.!” Their Web site states:

Critical to building a culture of personal growth and engaging talented people is a
disciplined performance management system. We are committed to cultivating a
performance-driven culture that rewards results. That’s why we have a rigorous per-
formance management process, as well as a goal-setting process at all levels of the
company. From our CEO to our business segments and across the corporate func-
tions, we display our performance on critical measures through dashboards. Using a
three-point scale of exceeds, achieves or below, we rate our performance in key areas.
This goal-setting activity aligns team, department and individual goals to company
goals. Progress is formally evaluated at mid-year and year end. [...] Employees com-
plete an annual performance management plan as described above, including specific
goals relating to economic, social and environmental performance as appropriate.
Similar goals are established for each business unit and for the company as a whole.
Employee compensation is tied to the performance of the company, the business unit

and the individual employee against these goals.'®

Their employee climate survey has revealed that 90% of their employees
understand what’s expected of them on the job, 65% said people were held
accountable to achieve their goals and 66% said they received regular feed-
back on their performance. '’

THE FOUR BUILDING BLOCKS OF
A PERFORMANCE-DRIVEN CULTURE

The four building blocks of a performance-driven culture are all tools that any
government, public sector or not-for-profit organization can implement to cre-
ate the right performance culture. Similar to the four enablers, the four build-
ing blocks are also interdependent and will achieve the best results if they are
implemented together.
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PROVIDE PERFORMANCE-DRIVEN LEADERSHIP

Dean Spitzer of IBM believes that leadership is the single most important
aspect of transforming organizational performance measurement.?’ I agree that
leadership sets the tone for everything, including performance measurement
and performance management. Only if leaders in the organization champion
a performance-driven culture and lead by example, can we successfully imple-
ment such a culture. It is a little bit like raising kids — it’s not what you say; it’s
what you do that gets copied. People in organizations are ‘boss watchers’? —
they pay attention to what their leaders focus their attention on and copy the
behavior their leaders display.

Buy-in and commitment to performance management among the executives
and directors are vital, as this sends the right messages. However, it is important
to stress that leadership does not reside solely among directors and senior man-
agers. Leadership and the right behavior have to be demonstrated across all
hierarchies. Let me outline some key behaviors senior leaders in an organiza-
tion need to display in order to foster a performance-driven culture are:

e Showing visible commitment to performance management: Leaders must
show that they value performance measurement, performance manage-
ment and performance improvement. They send important signals just by
talking about it and writing about the importance of managing perform-
ance. Actively and visibly supporting the other three building blocks of a
performance-driven culture are other signals.

e Explaining the role of performance management: Leaders across the organi-
zation need to explain why performance measurement and performance
management are important to the organization. They need to explain the key
benefit the organization and individuals can gain from performance manage-
ment. Experience has shown that this process of explaining has to happen
repeatedly. In particular, executives and senior leaders must keep beating
the drums about performance management as a tool to learn and improve.

e Getting actively involved in performance management: Visible and active
involvement by senior executives and managers is a necessary part of suc-
cessful performance measurement and management. Senior managers and
directors should be actively involved in both the creation and the imple-
mentation of their organization’s systems.?! Top-level executives should
not only personally articulate the strategy of the organization but also get
actively involved in recognizing, reporting and reviewing performance at
different levels of the organization.

e Moving from inspector to supporter: Leaders throughout the organization
need to live the performance-driven culture by example. One of the best
things they can do is to move from an inspector role to a supporter role.
Leaders must make a commitment to help their people improve. Instead
of inspecting performance, they need to provide guidance, coaching and
advice on how performance can be improved.
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I have seen an example where an organization successfully created a
performance-driven culture based on learning, with mutual trust and excellent
performance information. They built an environment where lots of informa-
tion was coming out, where this information was openly shared using systems
and wall charts and where people were looking at this information and gain-
ing new insights and making better decisions. Until one day, a senior director
walked in, looked at the performance results displayed on the wall charts, made
some notes and, based on that information and without speaking to anybody,
decided to move team members around and make two individuals redundant.
Immediately after that event, all the performance charts came off the wall and
people stopped sharing any performance information.?? Creating the right lead-
ership means being able to manage the fine line between learning and control-
ling. Without the commitment of managers and the right leadership, it will be
impossible to create a performance-driven culture and to implement the other
three building blocks of a performance-driven culture. Leadership is the foun-
dation-building block.

REWARD AND RECOGNIZE PERFORMANCE

In order for performance management to be taken seriously, performance must
have consequences. Both good and bad performance must have some sort of
effect. If not, people will realize that performance measurement and perform-
ance management initiatives are not really important and have no real mean-
ing. I see too many government, public sector and not-for-profit organizations
that don’t take any actions no matter how good or bad people perform. And
those are the organizations where managers wonder why performance man-
agement is not really embedded in the organization.

Many experts advocate linking performance indicators to the pay of
employees. While in theory this seems a good idea, in practice it is riddled with
complications and dangers and rarely works well. Also, while private corpora-
tions have the freedom to set their payment systems in a way they want, most
government and public sector organizations don’t have this kind of freedom.
As a consequence, very few government, public sector or not-for-profit organi-
zations link their pay to performance. When the US Office of Management and
Budget (OMB) announced The President’s Management Agenda and kicked
off its aggressive strategy for improving performance, it received a massive
backlash and resistance from employees, which clearly shows that the culture
is not ready to accept pay for performance.*

Implementing pay for performance in government, public sector and not-
for-profit organizations may be difficult or impossible; however, every organi-
zation has a reasonably long list of ways that employees can be recognized
and rewarded. Reward and recognition is more than money. Rewards can be
organized as extrinsic or intrinsic. Extrinsic rewards are external to the per-
son, for example, pay. Intrinsic rewards are internal to the person, for example,
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satisfaction or a feeling of accomplishment. Extrinsic rewards include financial
and nonfinancial incentives.

It is important to understand that there are many ways to recognize and
reward people without spending anything. Those nonfinancial reward mecha-
nisms are usually available to government, public sector and not-for-profit
organizations and should be considered. Research has also shown that nonfinan-
cial rewards can be even more effective and powerful than monetary rewards.
Here are some ideas from other government and not-for-profit organizations:

e A senior executive in a federal government agency regularly writes and
sends handwritten personal notes to employees who deserve recognition.

e The chief executive of a local government body gave everybody a day
extra holiday (time off) after they achieved a momentous performance
turnaround.

e The chief executive of a major charity regularly sends a bouquet of flowers
to the employees who have demonstrated performance-driven behavior.

e A government agency regularly holds ‘performance parties’ with free cof-
fee and cookies for the departments or teams who performed well.

I believe the most powerful recognition and reward is the one we tend to
forget too often: to say ‘thank you’! Please don’t underestimate the power of a
‘thank you’. If said in earnest by managers or senior leaders, a simple ‘thank
you’ can clearly outstrip the impact of a pay rise.

When it comes to rewarding performance, we have to be careful. Research
firm Aberdeen Group finds in one of its studies that lots of lip service is paid
to performance-driven culture. While organizations believe they have one, the
facts show that the majority (73%) measures workers’ success based on the
successful completion of tasks but not on the quality of the tasks or whether
this has helped to improve the performance of the organization.??

Here I have compiled a few tips of how to reward and recognize people in
order to create a performance-driven culture:

e Celebrate success: Most government, public sector and not-for-profit
organizations I have ever worked with are not very good at celebrating suc-
cess. We need to do this much more often!

e Reward effort, not just success: When we reward and recognize people, we
don’t have to wait until a major outcome objective has been reached. We
can reward them for the right efforts.

e Reward straight away: Studies show that if a person receives a reward
immediately after they have done something well, then the effect is greater.
The effect decreases as the duration between performance and reward
lengthens. If you can, don’t delay the reward.

e Don’t create habits: If we regularly reward similar behavior, the rewards
become a habit and lose their power. We need to avoid routine-like rewards
that people will just take for granted.
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e Don’t ‘hardwire’ measures with compensation system: A big mistake is to
link the performance of a number of specific measures with rewards. This
mechanistic link based on proxies can drive many dysfunctional behaviors.

e Balance rewards for individual and corporate performance: We need to
avoid rewarding only individual performance, as this can lead to increased
competition and decreased team work. We need to balance individual per-
formance with the performance of the teams, groups, departments and
corporate organizations. I like to see a three-way split as individual per-
formance, departmental or group performance and corporate performance.

e Use the whole spectrum of rewards and recognitions: There are other
rewards than financial ones — we need to use these more often and start
saying ‘thank you’.

Linking reward and recognition to performance sends a clear and unambig-
uous message to the organization that performance management and perform-
ance improvement matter.

REPORT AND COMMUNICATE PERFORMANCE

Effective internal and external reporting and communication are important keys
to successful performance measurement. However, the way in which most organ-
izations communicate and report performance is not conducive to learning and
is not helping to create a performance-driven culture. Most government, public
sector and not-for-profit organizations today seem to have a tendency to produce
cryptic spreadsheets containing performance data, which is then distributed as
e-mail attachments. The fact that most people will have only one quick glance at
the data and then quickly decide that they can’t really make sense of it is rarely
taken into account. If organizations are unable to engage people in a dialogue
and make them reflect on performance, no learning will ever take place.

Effective communication with employees, customers, stakeholders and the
public is vital to government, public sector and not-for-profit organizations
today. In the end, they are the ones who judge whether the organization has
been successful. In order to achieve effective communication, we need to make
performance real to people; we need to make it visible and digestible.

Performance indicators are rarely reported in a manner that gives people
sufficient information about the indicator and the performance levels. Any
ambiguity leads to doubts, which in turn hamper understanding, decision mak-
ing and learning. It is therefore important to provide a comprehensive picture
of an indicator, and it is critical to bring across the message the indicator data
is sending.

Best Practice Performance Reporting and Communication

The performance indicator design template outlined in Chapter 8 provides
much of the information needed to explain to any person who receives the
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performance information what the indicator is really measuring and where
the data is coming from. In addition to the information on the indicator design
template, there are other aspects that will make it easier to communicate the
performance information. Below I have summarized a number of best practice
tips for performance reporting.

e Lead with commentary: Any report of performance data should focus on a
short narrative comment or assessment of the performance that highlights
what the data is telling us. I suggest that any performance report or commu-
nication should have a short headline summarizing the key findings in just
one clear statement. In addition to the headline, it should have a three- to
five-sentence natural-language explanation of the detail that also puts the
results into the context of targets, benchmarks, key performance questions,
etc. (see Fig. 9.3). The narrative commentary should provide an assessment

Headline:
Summarises the key findings from the data

Commentary:

Explains the data in a bit more detail and
put the data into context

Data chart:
Shows the data

Trend chart O X

Offending Trends Over Last 15 Months

Crime count
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500
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1000 —~ -
——— e E—

CATEGORY — Burglary — Criminal Damage
— Drugs — Fraud & Forgery
Other Notifiable Offences ~ — Robber
— Sexual Offences — Theft and Handling
Violence Against the Person

FIGURE 9.3 Narrative commentary.
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on what this performance level means and whether there are any actions or
initiatives being taken. Provided with this information, recipients of the data
are now able to understand and interpret performance levels. The narrative
comment is usually provided by the owner — the person(s) or function(s)
responsible for the management of the strategic element that is being
assessed. Leading with commentary engages people in the active review of
indicators and provides a starting point for a discussion or dialogue about
improvement.

e Visualize data in graphs: Performance data should be made easily under-
standable. In his book on data visualization, Stephen Few writes, ‘Contrary
to popular wisdom, the data cannot speak for themselves. Inattention to the
design of quantitative communication results in huge hidden costs to most
businesses. Time is wasted struggling to understand the meaning and sig-
nificance of the numbers — time that could be spent doing something about
them.””* One way to improve the communication of data is to use well-
designed graphs and charts. Generally speaking, line graphs or bar charts
seem to work well. They allow organizations to show past performance
levels and allow inclusion of target lines and benchmark information (see
Fig. 9.4). Many organizations now produce performance dashboards with
traffic lights that provide at-a-glance assessment of the performance. Color
coding and traffic lighting is very intuitive and useful for most people.
However, beware that there are a lot of people who have difficulties distin-
guishing colors (especially the difference between red and green), which is
better known as color blindness. It is estimated that about 8% of males and
1% of females have difficulties with color vision impairments, and there-
fore, it may be appropriate to complement or even replace color coding with
symbols or icons (thumbs-up or thumbs-down, smiley face, etc.) in order
to indicate performance.” Some organizations prefer speedometer-style
displays that indicate current performance in comparison to the targets or
expectations (see Fig. 9.5).

e Provide numerical data mainly in appendices: Use numbers and tables as
supporting information (e.g. in appendices). The analogy I use here is a
newspaper. Newspapers wouldn’t just print tables of data on the front page.
Instead, they start with a headline, a top-level comment and maybe a graph.
Anybody who wants to read the details can continue on page 7 to find some
underlying data and maybe follow a Web site link to more data. This is
something we need to do more often. In an age of information overload, we
shouldn’t make the problem worse by circulating masses of raw data. The
best practice is to provide some high-level numbers and make the remain-
ing data available for electronic access.

e Use a good mix of available communication channels: In order to choose
the right channel and format, it is recommended to consider the needs of
the information participants — What questions do they want to have an
answer to? This allows organizations to customize their reporting and
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communication to the different audiences. Performance information can be
communicated using various channels, including?® different forms of print
media (reports, newsletters and publications); advanced computer technol-
ogy (e-mail, on-line Internet/intranet systems and video conferencing);
highly visible means, such as the placement of wall charts with perform-
ance information in appropriate work areas; as well as interactive, group-
oriented mechanisms (town hall meetings, performance meetings and focus
groups), among others.

REVIEW AND DISCUSS PERFORMANCE INTERACTIVELY

One of the most important aspects of performance measurement and per-
formance management is the dialogues that should occur about performance.
Dialogue leads to joint understanding, insights and learning. IBM’s Dean
Spitzer argues, ‘This is where the otherwise lifeless data and information is
infused with meaning and transformed into knowledge, insight, and wisdom
through ongoing, interactive learning.’>’

Meetings that focus on performance and learning are a key building block
of a performance-driven culture. Unfortunately, there are many organizations
where no such meetings ever take place. It is surprising that I find it rare to
see a group of people getting together to constructively discuss performance.
If performance-related meetings take place at all, they tend to be dominated
by lengthy and boring presentations of meaningless data. They are often called
performance reviews. As the name ‘performance review meeting’ suggests,
most of these are focused on past performance, often with a heavy bias toward
financial indicators. They tend to be centered on budgets. One of the key ques-
tions is whether the budget was achieved in the last quarter.

Even worse, much time is wasted making excuses about why the perform-
ance targets weren’t met, often shifting blame from one individual or depart-
ment to the other. Little time is spent thinking about the future and how the
performance drivers have to be managed to improve performance in the next
quarter. Far too often, organizations seem to allow performance meetings to
evolve haphazardly. Just because specific performance indicators are available,
they are discussed and reviewed.

There is often a lack of focus and purpose in these meetings and they tend
to be a mix of strategic and operational reviews. In those cases, the discussion
often fluctuates between the highest level strategic issues to the minute details
of operational and project-related issues. A lack of structure means that the
meetings often go off course. Regularly, operational issues or ‘firefighting’ takes
over and pushes the strategic discussion off the agenda. A lack of meeting disci-
pline means that these meetings often start late and overrun and people tend to
join or leave the meetings as they like. This means, when it comes to decision
making (which is rare), some key decision makers might not be there to make
them. Overall, people tend to see these meetings as a complete waste of time.
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Below I outline three different scenarios of meetings used to discuss organ-
izational performance (see also Fig. 9.6). Which one most resembles the proc-

ess used in your organization?

e ‘On trial’ reviews: This resembles a court of law, whereby individuals are
required to present their ‘numbers’ and explain to ‘the boss’ and other indi-
viduals present why some are good and, particularly, why some are bad.
It is a tense atmosphere of ‘trial by presentation’. If any executive cannot
deliver a glossy PowerPoint presentation and, most importantly, satisfac-
torily answer penetrating questions about his or her department’s perform-
ance, then he or she is likely to be humiliated and chastised by the boss,
remanded in custody pending an appeal at the next meeting or added to the
list for execution. The whole activity is similar to prosecutors and defend-
ants arguing about who is to blame for the ‘bad news’. I have been a wit-
ness to several meetings that typify ‘on trial’ reviews, and each time, I have
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FIGURE 9.6 Toward better performance review meetings.
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been appalled by the tension and dysfunctional behavior that this type of
review invokes. Clearly, there is no spirit of cooperation among individuals
simply because this is a struggle for survival — each person or department
pitted against others. This way of conducting performance reviews is very
closely linked to the aim of ‘controlling people’s behavior’, discussed in the
previous chapter. ‘On trial’ reviews destroy any performance culture that is
conducive to collaboration and learning, and instead bring out an array of
self-centered characteristics, negative politics and a focus on compliance.

e ‘Can’t see the wood for the trees’ review: This is more like a random walk
in the park — the discussion could go anywhere. Individuals present their
‘numbers’, but there is such a plethora of them that a somewhat-random
debate then occurs about the causes of particular good and bad ‘numbers’,
especially the potential causes of specific unusual ‘spikes’. This results
in these meetings tending to go into too much detail. The outcome of the
debate tends to be to cut the discussion short (because the agenda is long
and its planned timings have already overrun) and move on without mak-
ing any strategic decisions because too much time has been expended on
deliberating the minutiae. The issues that are being discussed are not put
into the context of strategic intentions. Some strategic considerations might
get discussed, but they seldom seem to get resolved with practical actions
that are agreed. One manager compared this kind of meeting to driving a
car where you have lots of data and information from the dashboard, but no
idea where you are or where you are heading. This type of meeting is com-
mon in a ‘reporting-only’ culture, where the emphasis is on data collection
as opposed to learning.

e ‘Performance improvement’ meeting: Participants know exactly what the
agenda and purpose of the meeting will be and how the different elements
being discussed fit into the strategic plan of the organization. Everyone who
is supposed to be there is present and the meetings are run in a disciplined
manner. Performance data (quantitative and qualitative) has been circulated
in advance and individuals present and discuss only the issues resulting
from the data. Participants focus on problem solving, decision making and
formulating actions. Most importantly, the whole emphasis of the meeting
is on dialogue and making collective decisions about what actions need
to be taken to improve future performance. A performance improvement
meeting is a sign for a performance-driven culture.

Obviously, there is territory in between these three extremes, but I am cer-
tain that many employees in many organizations will recognize some of the
symptoms of the ‘on trial’ and ‘can’t see the wood for the trees’ review meet-
ings. If so, I believe they should reconsider the way they approach this vital
process and, therefore, suggest that they need to have a debate among them
about how they could move toward performance improvement meetings. For
a start, the name ‘review’ meeting automatically focuses the attention on past



Fostering a Performance-Driven Culture 231

performance. Whereas it is important to look at past trends and see how this
might give us insights into future performance, many performance ‘review’
meetings look at only the past to review nonrelevant data or are too concerned
about finding excuses and shifting blame, instead of concentrating on future
performance and decision making.

CREATE DIFFERENT MEETINGS FOR DIFFERENT PURPOSES

In order to avoid the problems and confusions with performance-related meet-
ings, I suggest creating four different and distinct types of meetings to discuss
performance in an organization. Balanced scorecard pundits Bob Kaplan and
Dave Norton agree that there is a need to split operational and strategic meet-
ings.?8 Figure 9.7 shows the four meeting types I suggest establishing, namely,
strategy revision meetings, strategic performance improvement meetings,
operational performance improvement meetings and personal performance
improvement meetings. These meetings are interdependent and the content and
outputs influence each other. However, each of these meetings I propose here
has its own clear purpose and each of them differs in terms of time horizon, fre-
quency, outputs, focus and supporting performance information (see Table 9.1
for a summary). Let me briefly discuss each of these meetings in more detail.

e Strategy revision meetings: These are meetings that are used to revise and
renew the strategy. Here the strategy and its underlying assumptions are
questioned and newly shaped. In Chapters 1-4, I have discussed the differ-
ent tools and techniques that can be used to design and revise your strategy.

Strategy

revision
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Personal Strategic
performance ” seriomence
improvement |

meeting Improvgment
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improvement
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FIGURE 9.7 Proposed performance meetings.



TABLE 9.1 How the Performance Meetings Differ
Strategy revision meeting Strategic performance Operational Personal performance
improvement meeting performance improvement meeting
improvement meeting
Purpose To revise and renew the strategy  To discuss the execution of the To discuss and respond to To discuss individual

Time horizon

Frequency

Outputs

Participants

Focus/tools

Performance
information

Long term (1-3 years)

Annually

A new or revised value creation
map and value creation narrative

Executive team, leader of the
performance management team,
performance analysts

Stakeholder analysis, PESTL
analysis, scenario analysis,
resource assessment (see
Chapter 1-4)

External and internal strategy
analysis and reports

existing strategy

Medium term (1-6 months)

Monthly to quarterly

A fine-tuned strategy execution plan,
revised cross-functional objectives,
revised operational activities and
projects, revised budget allocation

Executive team and directors,
departmental heads, performance
management team members,
performance analysts

Key performance questions, risk log,
performance forecasts

Key performance indicators (internal
and external)

the operational issues

Short term (1 week to
I month)

Weekly to daily

Refined operational plans,
solved short-term issues

Managers, departmental
and functional supervisors
and personnel

Functional performance and
issue management, project
reviews, short-term budget
reviews

Operational performance
information (internal)

performance in the context
of the organizational
strategy

Mid to long term
(6~12 months)

Annually to 6 monthly

Individual performance
plans, individual
development plans

Everybody in the
organization with their line
manager

Personal development log

Relevant strategic and
operational performance
indicators
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In most government, public sector or not-for-profit organizations, these meet-
ings would take place on an annual basis (it is rare that the environment is so
dynamic that more frequent meetings to revise the strategy are required). The
time horizon of these meetings is to look between 1 and 3 years ahead. The
objective of these meetings is to agree on a new or revised value creation map
and value creation narrative. The meeting is an opportunity for the executive
team and the directors to get together and agree on their new or revised strat-
egy. The executive team would take insights from various strategic analyses
and performance data to firm up their strategy. It is usually recommended
to also have the leader of the corporate performance management team and
relevant performance management analysts in the meeting. These individu-
als can provide answers to any data queries and analyses. Strategy revision
meetings tend to be held off-site and usually last between 1 and 2 days.
As with all these meetings proposed here, the emphasis is not on data pres-
entation, but on decision making and reaching strategic agreement.

Strategic performance improvement meetings: These meetings have the
purpose of discussing the execution of the existing strategy. Here, the
overall strategic assumptions are not questioned; instead, the meetings
take place to fine-tune elements of the strategy and to revise the strategy
execution plans. Strategic performance improvement meetings are there
to revise the operational activities of the strategic objectives on the value
creation map. This would involve decisions about reallocating resources
and refocusing projects. In these meetings, the value creation map and, in
particular, the key performance questions guide the agenda, and perform-
ance indicators are used to guide the decision making. The time horizon
of these discussions is medium term, meaning between 1 and 6 months
ahead. Usually, these meetings would take place on a monthly basis and are
attended by the executive team, together with directors and head of depart-
ments. Similarly to the strategy revision meetings, I would recommend that
members of the corporate performance management team and relevant per-
formance management analysts also attend the meeting to provide answers
to any data queries and analyses. Strategic performance improvement
meetings can also be used to model and test assumed causal relationships
between different strategic objectives. From my experience, strategic per-
formance improvement meetings are the type of meeting that is the rarest
in organizations. At the same time, I believe that they are a core element of
a performance-driven and strategically focused organization.

Operational performance improvement meetings: These are meetings to
discuss and respond to short-term operational issues. Often called ‘per-
formance clinics’, they represent the frequent forums in which depart-
mental managers and functional supervisors and personnel get together to
talk about the ‘burning issues’. In some organizations these meetings take
place on a daily basis and in others on a weekly or twice-weekly basis. The
discussions that take place and the decisions made in these meetings have
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a short time horizon (a week to a month). The meetings can focus on spe-

cific operational performance issues or can focus on project performance.

Operational performance improvement meetings are the engine rooms of

an organization in which the operational decisions are made and in which

any short-term operational issues are discussed and resolved. A good
example of an operational performance improvement meeting comes from
the police departments in New York City (NYPD) and Philadelphia (PPD).

So-called COMPSTAT meetings, which were initially developed in New

York, take place to review the operational performance. The PPD describes

the philosophy behind COMPSTAT as deceptively simple. It is based on

four principles that have proven to be essential ingredients of an effective
crime-fighting strategy:>’

1. Accurate and timely intelligence: Effective crime-fighting requires
accurate and timely intelligence. Officers at all levels of the police
department must understand when (time of day, day of week, week
of year) various types of crimes have been committed as well as how,
where and by whom they have been committed.

2. Effective tactics: Having collated, analyzed and mapped this crime intel-
ligence, the department’s commanders must develop effective tactics for
dealing with the problems it reveals. In order to bring about permanent
change in crime conditions, these tactics must be comprehensive, flex-
ible and adaptable to changing trends. They must also involve other law
enforcement agencies such as the FBI, DEA and ATF; the prosecutors;
the probation services; other city agencies not directly connected to law
enforcement; as well as the public (community groups, Operation Town
Watch, etc.).

3. Rapid deployment of personnel and resources: Once a tactical plan has
been developed; the deployment of personnel and resources must be
rapid and focused. To be effective, the response to a crime or quality-
of-life problem demands that patrol and special units coordinate their
resources and expertise and act with a sense of urgency.

4. Relentless follow-up and assessment: All action must be relentlessly
followed up and assessed to ensure that the desired results have been
achieved. This is the only way of ensuring that recurring or similar
problems are dealt effectively in the future. The crime information is
the basis for weekly meetings where the police commissioner and his or
her entire top management team plan and coordinate the department’s
fight against crime. These meetings normally take place on Thursday
mornings, begin at 7:30 a.m. and last for about 3 hours.*°

e Personal performance improvement meetings: Most of the dreaded personal
performance and development reviews that take place in organizations
are purely administrative human resources (HR) tick-box exercises. The
atmosphere is cringeworthy and the outcomes are not very constructive.
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At most they tend to produce records of suggested training needs, which
are sent to the HR department and only ever see the light of day again at
the next round of meetings. Here, I suggest a different kind of meeting.
Personal performance improvement meetings are the last missing element
in a performance-driven culture. They should be forums in which employ-
ees and their line managers can discuss the strategic priorities for the next
year. The time horizon for these meetings tends to be between 6 and 12
months and they usually take place on an annual basis. More recently, I
have seen organizations that have successfully introduced 6-monthly per-
sonal performance improvement meetings. These meetings are a great
opportunity to engage everybody in the organization in a strategic discus-
sion and ensure any personal objectives, performance plans and develop-
ment plans are aligned with the overall priorities of the organization.

While each of these four meetings has its own purpose and character as
outlined above, there are some characteristics that all four of these meetings
should share. Let me outline these characteristics in the following section.

CHARACTERISTICS OF PERFORMANCE MEETINGS
IN A PERFORMANCE-DRIVEN CULTURE

Below I outline some common characteristics of performance meetings that
would help organizations to get away from performance reviews that create
dysfunctional behaviors and frustrations:

e Name the meeting appropriately: Take the word ‘review’ out of the name
of the meetings. The main purpose of all four meetings is to improve future
performance. Insights from the past can help us with decision making
about the future, but it can’t be the main focus of the meeting. Ensure that
the name of the meeting reflects the purpose.

e Make the attendance mandatory for the key people: If the meetings are used
to make the critical decisions about future performance, then it is important
that all key decision makers attend. The police departments in New York
and Philadelphia arrange their operational performance improvement meet-
ings early in the morning, so participants are unlikely to have other com-
mitments. Others organize their meetings a year in advance to make sure
people get them into their diaries early enough without any conflicts.

e Maintain meeting discipline: Circulate the agenda in advance of the meet-
ing, start and finish the meeting on time, follow the agenda, expect people
to apologize if they can’t attend, reach agreement on the action points and
next steps and circulate minutes shortly after meetings.

e Create an atmosphere of purpose, trust and respect: The atmosphere in all
these meetings should be purposeful but relaxed and friendly. Mutual trust,
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respect and support lead to personal commitment, joint decision making
and learning. Instead of a blame culture, the focus is on future performance,
dialogue, decision making and actions. A chairman ensures that the agenda
items are fully discussed and that any dialogue is constructive and aimed at
improving future performance.

e Encourage dialogue: Dialogue is an enabler for learning. Through dialogue,
individuals seek to inquire, share meanings, understand complex issues and
uncover assumptions. In other words, dialogue is what facilitates evalua-
tive inquiry learning processes of reflection, asking questions and identify-
ing and clarifying values, beliefs, assumptions and knowledge.?! Dialogue,
as opposed to discussion, has the goal of understanding, not competition.3?
Dialogue requires the suspension of defensive reasoning and is about learn-
ing for change. It empowers individuals to share their thoughts and be
heard, in order to reach joint conclusions. It is the responsibility not only of
the meeting chairman but also of every participant to encourage dialogue.

e Never loose sight of strategy: The performance meetings should all link
back to the strategy. All of the performance improvement meetings are
opportunities to ensure everybody understands the strategic priories and the
strategic map. I therefore believe that the value creation map should be used
to guide the meeting. In the personal and strategic performance improve-
ment meetings, the strategic map should provide the structure or agenda
of the meetings. Many organizations now divide their strategic objectives
and spend the meetings looking at a subset of their strategic objectives. If
this is the case, then it still makes sense to briefly review the entire strategy
map at the beginning of the meeting.’® For the operational review meet-
ings, I suggest to always start with the strategic map and from there drill
down into the objectives and the operational issues. This ensures that peo-
ple never loose sight of the strategic context of any operational issue.

e Use and value performance indicators: Performance indicators inform the
decision making in these meetings. Participants take responsibility for ana-
lyzing the available performance data prior to the meeting with the aim
of answering the posed question(s). The meetings are not there to present
data but to tackle issues and decide on actions. If possible, any data-related
issues should be resolved prior to the meetings. For that purpose, data ana-
lysts should work closely with leaders who are seeking answers to their
performance questions.

e Ensure that collaborative decision making and learning takes place: It is
important to capture everyone’s opinion and to openly discuss the different
points of view. This facilitates a better-informed debate and conflict resolu-
tion and enables collaborative decision making and mutual agreement on
next steps and actions. In this kind of environment, it is acceptable to say
‘I don’t know the answer’, instead of finding any answer for the sake of
it. Decisions are made together and actions are agreed on, captured in the
minutes and then followed up at the next meeting.
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The characteristics outlined here provide the ingredients for successful
performance meetings. It will, however, take time and efforts by everyone
involved to make them work. Next I share a case study of an organization that
was able to create a performance-driven culture as part of its strategic perform-
ance management initiative.

Case study: Creating a performance-driven culture?!

While there are increasingly good examples of government, public sector and not-
for-profit organizations that have successfully created a performance-driven culture,
one of the best examples | have personally experienced comes from a commercial
company. Here [ want to share with you how Fujitsu Services has successfully cre-
ated a performance-driven culture. Fujitsu Services is one of the leading IT services
companies in Europe, the Middle East and Africa. It has an annual turnover of
£1.74 billion, employs 14500 people and operates in over 20 countries. It designs,
builds and operates IT systems and services for customers in the financial services,
telecommunications, retail, utilities and government markets. Its core strength
is the delivery of IT infrastructure management and outsourcing across desktop,
networking and data center environments, together with a full range of related ser-
vices, from infrastructure consulting through to integration and deployment.

In Fujitsu Services, the helpdesks provide a critical function. These helpdesk
call centers represent an integral part of service delivery and the primary point
of contact for customers. If you are a customer who has outsourced your IT infra-
structure management to Fujitsu Services, the helpdesk would be your point of
contact if anything goes wrong or if you experience any problems with your com-
puter hardware or software. Helpdesk agents can then either solve the problem or
pass the work on, for example, to an engineer who then comes out and fixes the
problem. It is often argued how call centers are changing the way companies com-
municate with customers and that they are a strategic asset in delivering excep-
tional service quality. Many organizations believe they are using their call centers
to differentiate their product or service offering, to build and maintain customer
relationships and to drive customer satisfaction.

The reality, however, is often very different. | am sure most of you can relate to
the aggravation that is often caused when customers try to contact call centers or
helpdesks. It often starts with a finger ballet to communicate with the interactive
voice response (IVR) system and then endless queuing listening to the same irri-
tating piece of music, and when we finally speak to someone they can sometimes
be abrupt and unhelpful. Instead of treating call centers as service providers, they
are often treated as unnecessary cost centers that have to be squeezed for effi-
ciency. In many cases, this is due to outsourcing service level agreements, which
specify performance targets of everything that is easy to measure, such as queu-
ing time, the number of calls taken or average call duration.

In 1999, there was a growing realization at Fujitsu that the traditional
approach to performance management was failing customers. Operating in the
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IT outsourcing sector, Fujitsu found it almost impossible to differentiate itself in
a very aggressive marketplace. A functional focus resulted in a lack of cohesion
and fragmentation. Not dissimilar to other call centers, many client accounts were
operating at contractual obligation levels and no higher, while 15% were at critical
levels of dissatisfaction and were unlikely to be renewed. Furthermore, the turno-
ver of frontline call center staff was 42%.

The message was stark for Fujitsu — it had to rethink its strategic performance
management approach if it wanted to stand out from the crowd. What Fujitsu
found was that the traditional way of measuring and managing performance
stood in the way of a new strategic approach toward performance management.
Fujitsu changed both the way that it approached performance measurement and
performance management. In addition, Fujitsu saw this as an opportunity not
only to redesign the organization but also to change the way Fujitsu worked with
its customers. It was clear that customer satisfaction had to be a given. However,
what Fujitsu wanted to change was its relationship with its customers — from ser-
vice level contracts to a partnership model where customer success became a new
goal. For this, it was critical to understand what was creating value for customers
and what was not.

Fujitsu recognized that information about what was creating value for its cus-
tomers had to come from its frontline agents since they are the ones speaking
to customers all day long. However, the way performance was measured — with a
strong focus on efficiency measures — prevented call center agents from spending
time ‘listening’ to customers. All focus was on speed and numbers.

The first step Fujitsu took was to remove these measures from frontline
employees to avoid the ‘measurement trap’ and prevent dysfunctional behavior.
Call duration and the number of calls are still important indicators for managers
to ensure the correct levels of resourcing, but they are wrong measures to influ-
ence the behavior of frontline agents. Fujitsu realized that if frontline agents are
measured and rewarded on overall service delivery, they are the ones who can
help to improve exactly this. They can provide critical information about service
shortcomings, possible bottlenecks and future innovation. For that reason, Fujitsu
changed its approach and started to treat call center agents as knowledge workers
and began to leverage their knowledge for process and product innovation.

In order to create the context for knowledge work, the second step was to
establish what I call an enabled learning environment. Fujitsu redesigned its man-
agement approach with a new emphasis on people, the problem-solving process
and value creation. This involved a change in management style, with leadership
principles based on intrinsic motivation and the creation of possibilities for others
to succeed in a way that provides choice, not ultimatums. It involved the iden-
tification of training needs, the deployment of new skills and the reorganization
of roles and responsibilities. The hierarchy within Fujitsu was essentially turned
upside down. The role of managers was changed from one of authority to one of
support. The central responsibility for them became the provision of the necessary
knowledge and tools to allow frontline staff to handle the needs of the customer
and assume responsibility for the end-to-end service, even if that service left the
confines of the helpdesk at Fujitsu and was transferred to other client suppliers.
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Today, dedicated frontline teams take on the role of establishing how they add
value to their clients. They address questions such as ‘What do our customers want
to achieve? and ‘What is Fujitsu’s role in this?’ Its new strategic performance man-
agement approach enabled Fujitsu to move from a make-and-sell mentality toward
a sense-and-respond mentality.?> To understand how Fujitsu is creating value for
their customers, frontline agents create a value creation map — a visual represen-
tation of the value proposition to their customers and the key competencies and
performance drivers required from Fujitsu to help deliver the value proposition. In
a so-called ‘intervention process’, frontline agents analyze the customer require-
ments and map out how they can help to deliver these. This often involves a visit
to the customer sites to better understand their environment, working conditions
and value proposition. Subsequently, the frontline agents design appropriate per-
formance indicators that they own, review and act upon.

One of Fujitsu’s customers is an airline company that has outsourced its IT
management to Fujitsu. Airline employees would ring the helpdesk up if they expe-
rienced any problems with their IT equipment (e.g. printer doesn’'t work or servers
are down). The success measures for the helpdesk team that handles the airline
calls will be the overall service rating from the airline that has the IT infrastructure
been managed satisfactorily by Fujitsu, instead of ‘have the calls been handled
within 2min’. Frontline employees in Fujitsu now analyze and classify incoming
calls in order to understand whether they are ‘creating value’ or ‘restoring value’.
The latter might be preventable by improving processes as part of Fujitsu's service
delivery, for example, an engineer didn’'t turn up soon enough to fix an essential
ticket printer at the airport and the customers are chasing up.

Frontline agents now look at what kind of calls they are getting and see what
they tell them about their overall end-to-end service delivery. They might get calls
because other parts of the business are not delivering, and therefore, custom-
ers are chasing their products. Trying to knock off a few seconds to optimize such
calls would clearly be the wrong thing to do; instead, this information needs to be
passed on in order to improve performance along the entire value chain. Cross-
functional performance improvement meetings are used to explore how overall
service delivery can be improved, and the input from frontline agents is of critical
importance. Here new processes are established to ensure, for example, that the
engineer turns up more quickly, the printers are replaced with more reliable print-
ers or maybe clients are trained to fix essential equipment by themselves.

Sometimes, suboptimal processes in the customer organization are respon-
sible for problems with the IT systems and are therefore preventable calls. In
such cases, the information is fed back to the clients so that they can improve
their own internal processes. In one case, Fujitsu discovered that many employ-
ees rang up to reset passwords at night, when no helpdesk was available for that
client. This meant that they sometimes had to wait hours until the helpdesk
agents were available again in the morning to reset a backlog of passwords.
Instead of arranging 24-h helpdesk service, the solution was for the client com-
pany to change its processes and give some of its employees the ability to reset
passwords when the helpdesk was not available. Under the old regime, there
would have been no incentive for anyone in Fujitsu to suggest this approach.
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For the airline company, helpdesk intelligence has managed to reduce queues
at ticket offices, check-ins and boarding gates. Calls to the helpdesk have fallen
by 30%, system availability has increased and client IT operating costs have
decreased.

This new approach created completely new relationships between Fujitsu
and its clients. Instead of operating only at the contractual obligation level
according to efficiency measures specified in service level agreements, Fujitsu
now operates at a partner level that allows mutual performance improvements.
Commercial contracts between Fujitsu Services and its clients had to be restruc-
tured to realize mutual benefit from call reduction and mutual value maximiza-
tion. The results of this change in the way performance is managed in Fujitsu
Services are impressive. Today, Fujitsu achieves 20% higher customer satisfac-
tion. It was further able to increase its employee satisfaction by 40%. Its staff
attrition decreased from 42% to 8%, operating costs decreased by 20%, and con-
tract renewal and service upgrades amounted to £200 million. Since implemen-
tation of its new strategic performance management approach, Fujitsu has won
the National Business for the Best Customer Service Strategy and was awarded
the European Call Centre of the Year award for the best people development
program.

Today, Fujitsu is continuously redesigning its capabilities and offerings, not
based on market intelligence but on customer knowledge and strategic performance
data. Fujitsu recognized the potential of a new strategic management approach and
applied it in a wider context. In addition to the helpdesk environment, these princi-
ples have now been applied to many other parts of the organization.

I believe that this case study demonstrates the power of an enabled learn-

ing environment and a performance-driven culture and how they can help to
make strategic performance management a reality. It enables organizations to
continuously learn and innovate, and therefore ensures long-term success. The
time is right for more organizations to think about their strategic performance
management processes and how to create an enabled learning environment.

SUMMARY

In this chapter, I have outlined that creating the right organization culture

is crucial in order to successfully manage performance in an organization. I

have called this a performance-driven culture.

Organizational learning is at the center of a performance-driven culture.

I have introduced three levels of learning that need to be encouraged in a

performance-driven culture:

o Single-loop learning: Learning to improve existing strategy execution.

o Double-loop learning: Learning to revise and challenge strategy and its
assumptions.
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o Triple-loop learning: Learning to improve the performance information
that is being collected.
With organizational learning at the center, I outlined four enablers of a
performance-driven culture: (1) a sense of community and a common
purpose, which binds people together and provides the emotional com-
mitment to success; (2) clear and accepted accountability for results and
performance across the organization, which provides responsibly and own-
ership; (3) honesty and truth about performance results, which in turn cre-
ate an atmosphere of trust and mutual respect; and (4) a clear definition of
what a performance-driven culture is, which creates an understanding and
acceptance of a performance-driven culture throughout the organization.
I then introduced the four key tools or building blocks that will help to cre-
ate a performance-driven culture, namely, (1) a strong performance-driven
leadership, (2) a reward and recognition system that is linked to perform-
ance, (3) appropriate reporting and communication mechanisms and (4)
interactive and constructive performance meetings.
A strong performance-driven leadership can be created throughout the
entire organization by (1) showing visible commitment to performance
management, (2) explaining the role of performance management, (3) get-
ting actively involved in performance management and (4) moving from
inspector to supporter.
An appropriate reward and recognition system ensures that performance
has consequences. In order to align the rewards and recognition with per-
formance, we need to celebrate success and don’t ‘hardwire’ measures with
compensation. In particular, we need to recognize and apply nonfinancial
rewards. The most important one is to say ‘thank you’.
Appropriate reporting and communication mechanisms ensure that the
messages about performance are received and understood. I provided a
number of recommendations to improve our reporting and communication:
(1) Lead with an explaining narrative commentary, (2) visualize data in
graphs, (3) relegate raw data to appendices and (4) use a good mix of avail-
able communication channels.
Creating interactive and constructive performance review processes engage
people and generate a dialogue about performance that leads to learning,
decision making and performance improvements. I proposed to create a
performance meeting infrastructure consisting of four different meetings
and produced guidelines of how to put them into practice.
The four meeting types are strategy revision meetings used to revise and
renew the strategy, strategic performance improvement meetings to discuss
the execution of the existing strategy, operational performance improve-
ment meetings to discuss and respond to short-term operational issues and
personal performance improvement meetings to provide forums in which
employees and their line managers can discuss the strategic priorities for
the next year.
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Chapter 10

Leveraging Performance
Management Software
Applications

While performance management shouldn’t be about software, I firmly believe
that no organizationwide attempt to measure and manage performance can
work without the appropriate support of specialized performance management
software. Having the right software application in place and using it appropri-
ately can make a massive difference and can enable users to learn and improve
performance. Another important point to add here is that performance manage-
ment software applications are not just something for the techies; they are an
important success factor for managing performance that managers and indeed
everybody in the organization need to be concerned with.
The questions I address in this chapter include:

How can software help us leverage the power of performance management?
How can software help to engage people in managing performance?

How can applications support data analysis and extracting insights?

How can solutions help to produce a single integrated view of performance?
How can we distinguish between the different products?

What credible vendors offer performance management software applications?
How can you create your own list of requirements before purchasing an
application?

As with any attempt at automation, there is always a real danger that it
‘dumbs down’ the real power of performance management and that organi-
zations which rely too heavily on automation risk letting the software do the
thinking. The other real danger is that the whole initiative now becomes an IT
project, instead of an initiative to measure and manage what matters.

Performance management software applications are clearly not a magic pill
that will sort out all the performance management problems. Indeed, I have
seen countless government, public sector and not-for-profit organizations
implement software only to find that, once the initial excitement had worn
off, they are left with a costly IT system and a slow realization that perform-
ance management is not about technology but the people and their processes.

245
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Performance management software application should facilitate and enable
everything I have talked about in this book so far.

Before I discuss the benefits of, and selection criteria for, performance man-
agement software applications, I would like to give you another word of warning.
Even though software applications can be a powerful enabler of the performance
management process, this won’t mean that these applications can do the work
for you.! T have hopefully made it unmistakably clear that the key to a success-
ful performance management approach is to design unique value creation logics
and to develop indicators that help you answer your key performance question in
order to support your strategic decisions. There is no shortcut to this. My advice
would be to run as fast as you can if software salesmen are trying to tell you
otherwise. There are no ready-made templates and no magic off-the-shelf strate-
gic performance management frameworks. And there are no lists of generic key
performance indicators that you can just plug in and play.

The performance management software application, if implemented cor-
rectly following the principles outlined in this book, will allow you to unleash
the full power of strategic performance management. It will give all employees
access to customized performance management data in their preferred formats,
and it will enable collaborations, powerful analyses and data integration to pro-
vide a single integrated view of performance. Performance management soft-
ware applications bring performance management to life and can make every
single aspect of it easier.

I am often asked why we need performance management applications when
we already have Excel. I believe that when it comes to performance manage-
ment, spreadsheet applications do more harm than good. Spreadsheets were
not designed for performance management and have many severe shortcom-
ings when it comes to data analysis, communication and scalability. Let me
use the next section to explain why spreadsheets are not suitable for perform-
ance management.

WHY SPREADSHEETS CAN'T DO THE JOB

Shockingly, a number of recent research studies, both in the commercial world
and in the government sector, have found that a vast majority of organiza-
tions are still relying on spreadsheet applications, such as Microsoft Excel, as
their main tool for performance management.” The same studies also reveal
that those organizations using spreadsheets were not satisfied with their per-
formance management capabilities, whereas users of specialized performance
management software applications were most satisfied.> Many respondents
who were using spreadsheets believed they were inappropriate tools for per-
formance management because they are too cumbersome, labor-intensive
and unreliable. And many organizations are currently looking for appropriate
replacements. Let me summarize the major disadvantages of spreadsheet-based
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performance management solutions, and with it hopefully delete them as a via-
ble performance management software option from your head:

e No scalability: Systems quickly reach the capacity which desktop spread-
sheets cannot handle. Performance management spreadsheets can grow
into big documents with color coding, macros, calculations etc. I have
seen various spreadsheet-based applications becoming slow and prone to
crashes. Often, there was just too much data and complexity in the spread-
sheet, which were not designed for that purpose.

e Time-consuming to update: Spreadsheet-based solutions are usually manu-
ally fed and updated. In one organization that I was approached by, a group
of business analysts spent about 1 week every quarter ‘updating the spread-
sheets’. This is not only slow but also leaves immense room for errors. A
KPMG study found that over 90% of the existing spreadsheets contain
mistakes!?

e No collaboration and communication support: Information kept in indi-
vidual spreadsheets is not designed for collaboration or communication.
The spreadsheets are often scattered around on different machines, and it
requires enormous discipline to work from the same spreadsheet.

e Difficult analysis: Analysis is complicated for the reason that data is stored
in individual spreadsheets; it is difficult and time-consuming to bring them
together for analysis across more than one data set.

e Risk of losing the corporate memory: It is rare that organizations keep a
track record of changes in data over the years. What tends to happen is that
spreadsheets get updated or new spreadsheets are created without keeping
a record of historic data. This means that there is a real danger that the
corporate memory gets deleted and with it the ability to learn from past
performance.

Spreadsheet-based solutions are not really a workable option for any organi-
zation that is serious about performance management. For organizations that want
to unleash the full potential of performance management, there is no alternative
to installing purpose-built performance management software applications.

THE POWER OF PERFORMANCE MANAGEMENT
SOFTWARE APPLICATIONS

Implementing organizationwide strategic performance management initiatives
requires IT support. Paper and pencil, or simple spreadsheet tools might be
sufficient at the beginning when organizations start designing their perform-
ance management approaches. However, in order to make strategic perform-
ance management an integral part of the organization, automation will be
necessary. The so-called performance management solutions help to integrate
data from disparate sources, enable organizations to analyze the data across all
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FIGURE 10.1 Benefits of performance management software applications.

strategic elements and, most importantly, actively engage people in perform-
ance management through collaboration and communication features.

According to Professor André de Waal, one of the seven performance man-
agement challenges organizations need to address is to embrace information
transparency in order to have the right information available at the right time,
to make the best decisions and to take actions.* Overall, performance manage-
ment software applications help to create a single integrated view of perform-
ance, they engage people in performance, and they allow everyone to analyze
performance and gain insights (see Fig. 10.1). Below, I discuss each of the
three areas in more detail.’

However, before I move on to discuss each of the key capabilities of
software application in more detail, it is important to note one other thing:
Software will always only be an enabler and enhancer. This means that if the
foundations of the performance management approach are weak, the automa-
tion will be weak too.

Creating a Single Integrated View of Performance

The first huge benefit is that performance management software applications
enable the integration and management of the performance data in an organi-
zation. Performance-related data is usually held in many different formats, in
diverse databases and in different formats. Bringing the relevant data together
in one data repository is the first important step in an automation process.
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However, managers often believe that it is just a matter of connecting to the
existing databases and then pulling out the data into a single data repository
that underpins the performance management application. The problem is that
the efforts necessary to integrate and collect data from disparate sources are
often underestimated. And more importantly, a lot of the performance data
required is not readily available in existing databases. From my experience, on
average only about 20-30% of the required data is held in existing databases.

The first step, therefore, is to find out which information is relevant and
required, whether the data already exists and, if so, where it is stored and how
the data can be accessed. Most organizations have made significant invest-
ments in data warehouses, data marts and enterprise resource planning (ERP)
systems, which mean that a portion of the required information can come
directly from these back-office systems.

However, a significant amount of information will usually come from office
applications, such as Microsoft Excel, where the data is stored in spreadsheets.
There will also be an increasing amount of data from third-party providers that
has to be fed into an application. Third parties could provide, for example,
any benchmark information, customer satisfaction information, or brand and
reputation data. Many organizations also outsource their employee satisfaction
surveys. A large part of the organizational performance data may have to be
entered manually into the system, either because it is nonexistent or because
it is not stored in the available IT systems. Tapping into different data sources
and creating automated feeds is not a trivial task and it is important, there-
fore, to ask yourself whether it is really necessary (and economical) to connect
databases.

For performance management, the relevant data is usually pulled together
into a single database or data warehouse, which creates a single integrated
view of ‘the truth’.

Using Performance Management Software to Engage People

One of the key benefits of an automated solution is that it enables organizations
to engage people in performance management. Performance management can
be brought to life through powerful communication and collaboration features.

One of the most important capabilities is the visualization of interactive
value creation maps. These allow employees to view the strategy and under-
stand not only the strategic logic but also the performance levels for the different
strategic elements and objectives. Figures 10.2 and 10.3 show the value creation
maps of organizations discussed in Chapter 4. Figure 10.2 shows an illustrative
example of the value creation map of the Motor Neuron Disease Association
with active performance gauges and Fig. 10.3 shows Belfast City Council’s
value creation map with color-coded fields. The elements of the value crea-
tion map are active and through a Web-browser interface display the latest per-
formance assessments. Users can then click on these elements and ‘drill down’



rporater Express - Windows Internet Explorer

‘—.\I (2. Care - w:ulmuummdlmd

mmunmmm-ﬁ-m

CER
CIOE € tetpc pmn.componsterenpress.com » 8 X R
W ) Coprate Bpreis B s B i rage - 5 Toss -
MOTOR Wekame Semith | &, Settrgs | @ Logat I ypone
NEURONE e
DISEASE : EORRORATER
ASSOCIATION A Resks | 7, vah [L__‘w t‘,— " _[‘*m |
%, MAD Association Yakue Creation Map
| (1.0} The aim of the Motor play a key role i ending the d 4
l)‘n and support for people affected by MsD

- )
‘)‘“ Understand the needs

{22) Reseach - We will pramote, fund and make people

' A.\‘}

care and cure of MND

o
{23 {24)
(@ Qs Q) ==
mﬁ’mm H’md::::mme m[:;:m,,
£ it (0 e () S
Y 4 \ tuﬁ:mmm {4-3) Develop sur A D0
FAY == 1) and Organizationsl fﬁh st [ /Y
Management {elflerty
[ 4 ,i,\ (4.5) Ruaise funds and gemerate income
pone & Ireemet H100% v

FIGURE 10.2 Interactive value creation map display with speedometer displays.

* Cor¥u Strategic Management - Service: peneric_

ale - User: admin

File Edn Tools Help

0 0eAe s L« A 2008 »|

[y | b Bas B

M and for p g the ity =
In, work in, invest in and visit

[2.7) Mot @ naveed of kocad people through i Efeciive Delivery

L}

of Quality and Customir-Cenlric Serices

T

(3.1) Devedop and Mainkain (3.2) Promote & posive (3.3) Ensure Conlinous
wilh Ky Image and reputation & Innovabon
Etakehoiders of Senice Delivery.
(3.4) Communicate / : o Quallly acvice
ffecively - intermially and 3 mdincebased
Extemally detis 3king
&mvrM By
o ; oRVu
f ?&m mwu (3.7) Develop our (38 Create Happy and \/
Iniowhedge, skiks and Dedicated employees and
L ﬁ experiise ﬁ Countiors
R [
INENCEE Flanning M Lﬂ( |-

FIGURE 10.3 Interactive value creation map display with color-coded fields.



Leveraging Performance Management Software Applications 251

to the underlying performance indicators, view descriptions, definitions and
comments as needed, and go on to analyze the data further. Figure 10.4 pro-
vides another example of a value creation map, visualized in a hierarchical tree
diagram. Users can, for example, click on the bottom elements to extend the
tree further or they can select different strategic elements to display information
such as definitions, related action plans and indicator data on the right-hand side
of the screen. Views can be created to suit any requirements and any format.

Performance dashboards create visually rich displays so that users can
understand performance information at a glance. These displays are usually
automatically updated based on the latest data available. Color coding and
intuitive performance displays allow users to understand performance levels.
Figure 10.5 shows a dashboard with color-coded tabs from the US Department
of Labor and Fig. 10.6 shows an example of a police dashboard providing
viewers with a top-level snapshot of performance. It is easy to turn these dash-
boards into performance portals with links to other documents and applica-
tions. From here, further ‘drill-downs’ are possible to select an indicator view
or a view of initiatives that are linked to top-level dashboards.

Most of the applications available today are fully Web-based and provide
Web-based access. This allows access to the latest performance data from any-
where in the world where you have access to an Internet browser. Security fea-
tures such as usernames and passwords allow users to be identified. This also
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gives companies the option of providing subsets of the entire performance data
only to selected groups in the organization. It would, for example, be possible
to ensure that only branch managers in New York can view their branch data,
and that the branch manager from London has no access to that data.

Once users have logged on, the system recognizes them and provides them
with customized homepages that display the information relevant to the partic-
ular user. Instead of asking users to find the relevant information, it is easy to
provide them with everything they need. In many cases, users are able to define
the content of their dashboards. Figure 10.7 shows a personalized homepage
dashboard with personalized performance information, links and alerts.

Most software applications make it easy to create different standard reports
in which the data gets updated automatically. These can take any form or shape
and can be freely customized for specific users or group of users. Senior exec-
utives might get a quarterly performance summary and operations managers
might get weekly updates of a set of key operations measures in a trend view.
It is therefore possible to create standard reporting templates, automatically
generate the reports with the latest data and e-mail them out at given times to
the selected participants. Figure 10.8 shows an example of a customized report
in a briefing book format.

Performance management systems are able to provide automatically trig-
gered exception alerts. If, for example, a specific measure reaches a predefined
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threshold, automated e-mails or SMS messages could be sent to individuals or
to a group of people. Performance management software applications not only
provide the functionality to push data to users, but also enable them to provide
feedback and comments, or even start discussion threads around specific topics.

These applications can also remind people to update their performance
indicators and even chase them up! Often they provide a simple Web inter-
face in which people can update their performance indicators. Many of the
systems also include in-built survey functionality, which allows organizations
to automate the data collection for their staff or customer surveys. In addition,
workflow capabilities can support initiatives and actions and provide a fast,
automated (or ad hoc) way of collaboration and engagement.

In Chapter 5, I have discussed the importance of aligning your strategy and
performance management with other activities such as planning, project man-
agement and risk management. Many of the available applications now pro-
vide fully integrated solutions which allow you to manage these projects, risks,
budgets etc. as part of their application. See, for example, Fig. 10.9 which
shows a project management module of a performance management suite and
Fig. 10.10 which depicts a risk management module.

All these features make sure that performance management becomes real
for people and help to engage people in managing performance, while taking
much of the pain out of the process.
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Enabling Performance Management Analytics

The final major benefit of strategic performance management software appli-
cations is the ability to analyze performance data much more effectively and
comprehensively. Providing everyone in the organization with the ability to
apply some analytics to performance data is a powerful and key component of
a performance-driven culture. The interactive drill-down capabilities described
above are a simple and intuitive way of exploring and analyzing performance
data. However, many of the performance management software applications
provide much more sophisticated analysis and business intelligence (BI) fea-
tures, such as the following:

Sophisticated graphing

Trend analysis

Root-cause and impact analysis
Modeling

Correlations and regression analysis
Multidimensional OLAP analysis
Forecasting

Simulation and scenario features.

Visualizing data in more graphical formats can be very powerful. In the
previous section I have described how entire interactive value creation maps
can be visualized. Nowadays, many of the software applications come with
powerful graphic capabilities that go far beyond what ordinary spreadsheet
applications can deliver. Figures 10.11 and 10.12 show, for example, color-
coded geographical maps together with other analysis charts and graphs.

The other important analysis is impact or root-cause analysis or the mod-
eling and assessment of correlations or regressions in causal models. If organi-
zations have created causal value creation maps or other cause-and-effect
logics, they are then able to use the data to ‘test’ and validate their assumed
relationships. Figure 10.13 shows an example of a root-cause-analysis screen
to test the impacts and causal relationships in models. In some of the more
analytical applications, users are able to create simulations based on their
cause-and-effect logics. However, a lot of quantitative data is required to make
such simulations meaningful, and in most cases I would question their value.

Often, data has to be viewed from different perspectives and a sophisticated
technique is needed to explore accumulated data. Multidimensional analysis
tools usually perform this task. With them, data can be stored and examined
in a multidimensional format similar to an ordinary spreadsheet, but in more
than two dimensions.® These tools are linked to a graphical user interface (GUT)
which provides the results on the computer screen presented in tables or graphs.

Multidimensional technology plays a significant role in BI by enabling
users to make business decisions by creating data models that reflect the
complexities found in real-life structures and relationships. It consolidates
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and presents summarized corporate information from a multitude of sources.
Multidimensionality, as a concept, can seem highly abstract at first, but it sim-
ply expresses the way we naturally think. The best way to grasp the advantage
of multidimensional viewing is to think of a three-dimensional cube. To under-
stand the benefit of the concept, I would like to provide the following practical
example taken from an SAS Institute white paper (see also Fig. 10.14).7

The users might be interested in the sales performance of the organization’s
products. The three dimensions (i.e. product sales, region and time) might all be
of interest to a number of users, but each might want to view the data from a dif-
ferent perspective according to each user’s function. Several examples follow:

e A product manager might be interested in the performance of one particu-
lar product line in all regions over time (the ‘product line perspective’).

e A financial analyst might need to view the total sales results of all products
in all regions within a particular timeframe, such as a calendar month (the
“financial perspective’).

e A local manager might want information on sales results within a specific
geographic region (the ‘regional perspective’).

e Finally, a market analyst might be interested in focusing on a single cell in
the cube, a cell being the intersection of all dimensions at one point (the
‘comparative perspective’). Typically, such an inquiry is undertaken for
comparison purposes.
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FIGURE 10.14 Multidimensional analysis.

These examples look at the same data, but each has a unique perspective.
Cutting through the multidimensional cube to reveal various perspectives is
often called ‘slicing and dicing’.

Overall, performance management software solutions are not just big data-
bases full of numbers. They also hold, for example, visualizations, definitions,
descriptions, comments, discussion threads and action plans. These provide the
rich contextual information that allows us to make sense of the data and turn it
into actionable knowledge and learning, which is the key objective of strategic
performance management.

SELECTING APPROPRIATE SOFTWARE SOLUTIONS?

The market for software solutions is growing rapidly and more vendors are
trying to get their share of the multibillion-dollar analytic application market.
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You just need to turn to the Internet and search on strategic performance man-
agement software solutions, and you will easily find in excess of 30 different
vendors all of whom are willing to offer you a performance management appli-
cation. Each vendor will claim unique advantages and features of their particu-
lar product, and each vendor will be able to provide credentials from satisfied
users. Managers looking for an appropriate solution for their organization have
often little to base their decision on or few tools to distinguish the various ven-
dors. Below, I address these issues and provide you with a framework of how
to select the most suitable solution for your organization.

Buy and Do Not Make

One of the first questions you will be faced with is: ‘Do I buy a packaged
application from a specialized vendor or do I build my own?’ Some organi-
zations choose to develop their own software. The ‘create-your-own’ solution
allows organizations to address their unique needs and objectives; however,
it is generally much more cost-effective to purchase a packaged application
rather than to create your own.

Besides the cost factors, packaged applications are usually quicker to
implement with vendors offering a wide variety of ancillary services such as
conversion assistance, implementation training and system integration. These
packages also tend to represent the cumulative efforts of many developers and
customer organizations over a longer period of time, which usually results in
better, more user-friendly applications than most attempts to create ‘home-
grown’ applications. DaimlerCrysler, for example, initially decided to develop
its own solution. The problem was that it took 5-10 people over 18 months to
develop the first, dubbed application.

Reasons for choosing a ‘home-grown’ solution might be that functional
criteria are not met by packaged applications or that there may be a BI soft-
ware available within your organization that supports much of the functionality
required. However, today’s packaged applications are so good that I have never
seen a valid justification for developing a home-grown performance manage-
ment system. Unless you have a lot of unused IT resources, an extremely good
understanding of strategic performance management functionality, and a lot
of spare cash to burn, I would always recommend you to go for a packaged
application.

Performance Management Automation Choices

Before you go on to automate your performance management actives, there are
some bigger choices to be made about the following:

e Implementation: What is your desired scope of the software implementation?
e Integration: How deeply do you want to integrate the software with opera-
tional and transactional systems?
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Customization and IT support/skills: To what extent do you need or want
the software to be customized?

Let me briefly discuss each of them in more detail:

Scope of the Implementation: The scope of the implementation can be very
different and various vendors have different views on how big (or little)
the scope of implementation should be. The smallest implementation scope
would be an off-the-shelf point solution that runs as a stand-alone applica-
tion on a PC and might replace an Excel spreadsheet by offering more spe-
cific functionality. These packages are usually quite inexpensive and can be
bought in ready-to-use form. The advantage is that you can start using the
software straight away, usually by inputting the data manually.

To increase the scope, vendors offer a broader set of applications which
are likely to access a similar set of data. Those applications could, for exam-
ple, include risk management, activity-based costing (ABC) or activity-based
management (ABM) solutions, planning and budgeting application, project
management applications as well as solutions for stakeholder-relationship man-
agement (SRM), process mapping, workflow management, customer relation-
ship management (CRM) or business consolidation. The implementation scope
broadens when organizations also try to support some of the other applications
or solutions. The broadest scope would be an integrated strategic performance
management suite (sometimes also called enterprise performance management
or corporate performance management suites) that offers a wide range of the
applications and functionality mentioned above. With an increasing implemen-
tation scope, there is also a rising need for technical solutions like data ware-
houses or multidimensional databases that hold the data for the applications.

Organizations that are planning to purchase a software solution should con-
sider the implementation scope, not only for the initial implementation but also
taking into account future plans. You might want to start with simple reporting
and analysis functionality but later expand the solution to other additional func-
tionality. Many organizations already have applications for planning and budg-
eting, risk management, project management or CRM in place. In this case,
they might want to ensure that the new application they are purchasing is com-
patible with the applications already in place. Quite a few of the stand-alone
solution providers have entered partnerships with other third-party vendors in
order to be able to offer native links to products like ABM or CRM software.
Degree of integration: The degree of integration refers to how deeply the
performance management software is integrated with underlying opera-
tional systems like service management systems, order entry, account sys-
tems, general ledger, purchasing, warehousing, human resource systems or
general ERP systems.

Some of the data required for the performance management applica-
tions usually resides in the underlying operational systems and databases.
Full integration or ‘closed-loop’ integration would mean that the application
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is seamlessly integrated with the underlying operational systems and data
can be fed automatically in either direction — from the underling operational
systems to the application and vice versa.

The products on offer vary in their integration ability. Basic stand-alone

applications might offer no integration capabilities with underlying systems
and are not designed for automated data feeds but manual data transfer.
These systems, however, might offer integration on an analytical level. This
would mean users can analyze the existing data in the system through drill-
downs, for example, from an aggregate high-level performance indicator to
underlying indicators by querying a database. If the software application
does not offer this capability, it can be achieved by using BI applications.
Some performance management applications offer integration with BI
tools. Other applications are designed for full integration and do not even
allow manual data input. As discussed before, I think manual data input is
always required and you might not need a lot of integration. It is important
to really think about the level of integration you require.
Required customization and IT support. You also need to look at the
required customization and the required IT support. Not all products in the
market place were developed as strategic performance management appli-
cations; some are more generic BI tools that allow organizations to custom-
ize their applications and more or less create their own applications. Some
of the more advanced products offer things like wizards that guide users
through parts of the design process for value creation maps or indicators,
while other products offer no or little of such guidance.

There are several issues you might want to consider before making the
decision. The advantage of a ready-made application is that it includes all
the methodological intelligence as well as the expertise of experts. The
downside might be that the methodology does not completely fit with the
methodology your organization would like to implement. If your organiza-
tion has specific requirements which cannot be found in any of the more
advanced solutions, it might be a reason for using more generic BI tools.
However, nowadays, most of the packaged applications offer enormous
flexibility to be customized to your requirements.

Besides using more generic BI applications to create customized solu-
tions, you can also use vendors or consultants to customize solutions for
you. There are few management consultancies that specialize in custom-
izing performance management applications by using their own or various
third-party software components. This might be an option if an organiza-
tion lacks internal expertise in methodology or has not got the internal IT
resources to support the internal developments.

Having thought about all the above, you are still left with too many choices.

So how do you know which of the different vendors to go with? How do you
shortlist the number of vendors from over 30 to 37 What is the process of making
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the right decision about selecting the appropriate solution? In the next section,
I present a framework to assist you in the decision process.

Performance Management Software Selection Framework

Selecting the right performance management software solution is a major deci-
sion for most organizations. The prices for software solutions vary enormously
from a few thousand dollars to far over a million dollars. A realistic start-
ing price lies at about $50000, with reasonably sized organizations typically
spending about $200000. Making the wrong decision and buying the wrong
software can not only result in a significant waste of time, energy and money,
but can also undermine the entire strategic performance management effort
and the credibility of the performance management approach you are trying to
put in place.

The starting point for any selection process has to be the recognition that
each organization has a unique set of requirements for their strategic per-
formance management approach. It is therefore not possible to provide a list
of requirements that is appropriate for every organization. Organizations dif-
fer in terms of size, IT infrastructure, communication style, required level of
security, cash position, strategic design, IT literacy, in-house capabilities etc.
All these have to be taken into account while determining the selection criteria
of an appropriate software solution. For the purpose of developing a selection
framework, this means that I can present the criteria you need to consider, but
then you have to decide what you need and weigh each of the criteria to reflect
your unique set of requirements.

Following the same logic, each of the different software solutions available
has different strengths and weaknesses. The natural starting point is identify-
ing what you really want and need and then see whether that is available from
packaged applications. The easiest way to do this is to create a two-directional
matrix in which you put weightings against each criteria; this matrix can then
be used to compare the available software products against the organizational
requirements (Fig. 10.15). In the following, I will define and explain each of
the 11 selection criteria you should think about before choosing a performance
management software application:

1. Costs and pricing: First, it is a good idea to check basic company informa-
tion about the vendor as well as information about the software product.
The main aspect here is the pricing, since prices as well as pricing models
vary significantly. Here it is important to check not just the license fees
but also the maintenance fees, which can fluctuate between 5% and 30%
of the license fees. Software pricing is a complex issue and different pric-
ing models might suit one organization better than others, for example,
pricing per user versus pricing per package. However, software compa-
nies are often flexible in their pricing, and pricing models are subject to
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Criteria Weight Product A Product B Product
Costs/Pricing

Sub-criteria | 0-10

Sub-criteria Il 0-10
Company/product

Sub-criteria | 0-10

Sub-criteria Il 0-10

Scalability needs
Sub-criteria | 0-10
Sub-criteria Il 0-10

User interface
Sub-criteria | 0-10
Sub-criteria Il 0-10

Flexibility needs
Sub-criteria | 0-10
Sub-criteria Il 0-10

Communication and
collaboration needs 0—

o 10
Sub-criteria | 0-10

Sub-criteria Il

Security and access

control o 0-10
Sub-criteria | 0-10

Sub-criteria Il

Technical Needs

Sub-criteria | 0-10

Sub-criteria Il 0-10

0-10

Ete. 0-10

0-10

Etc. 0-10
Score:

FIGURE 10.15 Software-selection matrix.
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negotiation. It is also important to consider training and implementation
costs as they can drastically increase the overall price of solutions, but
often remain initially hidden.

2. Vendor information: It might be good to understand the background of
the company and the product as well as how many people work on the
performance management solution. Very large software companies might
have only few people working on their performance management applica-
tion, which might be treated as a by-product. On the other hand, a small
company that specializes in strategic performance management software
might have more expertise and a larger client list. The size and global
presence of a software vendor might be important if organizations plan
to implement the application globally or across countries. Organizations
might want to check the economic viability of the vendor considering
recent collapses and mergers in this market.

3. Scalability: In order to assess the required scalability, it is important to
consider the final implementation scope. An organization might initially
automate only one department or business unit, but later plan to roll it out
throughout the organization. There are three aspects of scalability: (1)
The application should be scalable in terms of programming. It should,
for example, be easy to add new cascaded value creation maps. (2) The
underlying database should be scalable since the amount of data and infor-
mation accumulates quickly. (3) The communication approach should be
scalable so that it is easy to disseminate the information through the Web
browser. Language can also be an issue for international organizations
and they might want to check whether the application comes in various
languages. I always recommend visiting some reference customers with
similar implementation scope to get some actual feedback.

4. User interface/data presentation: Here you have to decide about your
visualization and data presentation needs. Applications vary between
very graphical to more text- and tables-based. One of the most important
aspects is the display of value creation maps and cause-and-effect rela-
tionships. I recommend going for interactive and dynamic visualizations,
where the underlying data is linked to the different elements and where
the causal connections mean something. Some tools just display graph-
ics without any underpinning intelligence, drill-down or impact analysis
functionality. Dynamic maps allow you to use them as a powerful com-
munication tool with traffic lighting and even provide the opportunity to
mathematically test assumed relationships.

5. Analysis functionality: Tools offer different levels of analysis capabilities,
stretching from simple drill-down capabilities to multidimensional analy-
sis, complex statistical functionality, forecasting and even simulations.
Organizations which require more complex analysis functionality often
have tools for this already in place and have to decide whether to inte-
grate or replace those. Analysis functionality also includes the number of
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graphical displays (from bar charts to advanced 3D charts). Requirements
in terms of charts and graphs depend on the indicators the organization
tracks and their visualization requirements. For this discussion, it is espe-
cially important to include the business analysts in the discussion.

6. Communication and collaboration: The communication aspect of any
strategic performance management implementation is very important.
Organizations have to address issues such as: Do you want the soft-
ware to be Web-enabled? Do you want users to be able to comment on
any aspect of the strategy or do you want to restrict the commentary to a
group, for example, managers responsible for certain aspects in the strat-
egy. For the majority of implementations, it is important that the applica-
tion integrates with the existing e-mail system so that alerts, reminders,
assessments and comments can be sent to specific users. Most software
solutions are able to trigger automated alerts, e-mails or SMS messages,
which can be sent to individuals or groups indicating that certain areas of
the business are underperforming and hence require action. Most applica-
tions allow you to assign owners (and persons responsible for data entry)
in order to automate the data collection and remind them if data, com-
ments or assessments have not been entered. You might want the software
to support action and include activity or project management functionality
that allows you to track progress against strategic objectives. Some organ-
izations love and fully embrace this data-push concept and workflows,
whereas others feel that such an approach is too intrusive and doesn’t fit
with their current culture.

7. Flexibility and customization: This is an important aspect and nowadays
organizations are less willing to invest into applications that are not, for
example, able to integrate with other applications. Many tools provide
interfaces with reporting packages, ABC solutions, CRM or planning
tools. Flexibility should also be provided in terms of methodology sup-
port. Many organizations have multiple performance measurement and
reporting needs; besides, their strategic value creation map might also
want to use the software for frameworks such as other business scorecards
or assessment frameworks (e.g. Baldrige National Quality Award, EFQM
Award, Deming Prize, Charter Mark, Investors in People etc.). It usually
makes sense to use the same application for all the performance measure-
ment and reporting needs.

8. Security and access control: You need to decide about the level of secu-
rity needed in the system; some organizations are very open and happily
share all aspects of their strategic performance with all employees, others
require very tight security for some aspects of performance.

9. Technical specifications: The technical requirements depend on the exist-
ing information and communication infrastructure in your organization.
Any new piece of software should support the existing desktop or network
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operating system. For a strategic performance management application,
it can be important to be able to extract data from existing data sources.
This can be a major obstacle for any implementation. It is a good idea to
involve the IT department in the discussion about technical requirements.

10. Service: Vendors offer different levels of service. Some offer no imple-
mentation support and, instead, partner with implementation consultants
to provide this. Other vendors offer comprehensive services including
their own implementation service, consulting, international service hot-
lines etc. Organizations need to be clear how much support they want and
whether the vendor or their partners can deliver this.

11. Future vision: Here the future developments and release frequency of the
product are addressed, which might indicate the vendor’s attention and
commitment to the product. It is also important to understand the future
vision of the software vendor, which will influence the direction of any
future product development. In an ideal case, the future view of perform-
ance management would be similar for the vendor and your organization
in order to ensure future compatibility.

Overall, it is important to involve different people in the process of devel-
oping the requirements for your strategic performance management solution.
Organizations often fail to involve all key functions and end up with a solu-
tion that matches only half of their organizational requirements. When only
IT people are involved, they typically look for the IT-specific capabilities and
compatibility with the existing IT infrastructure; finance people usually look
for financial capabilities and economically most sensible solutions; business
analysts may look for the most comprehensive analyzing capabilities; and gen-
eral managers may look for a good user interface and ease of use. In order
to address all requirements, it is therefore important to involve members from
all four groups in the decision process. My experience has taught me that the
selection process is best led by members of the management team in close col-
laboration with business analysts and the IT function.

Once you have developed your unique list of requirements, you can start
looking for a suitable software solution that can deliver against those require-
ments and help make your strategic performance management initiative a
success. In Fig. 10.16, I present a list of the leading vendors of performance
management software applications (for the latest up-to-date list and links to
their Web sites, please visit the resources section of the API Web site: www.
ap-institute.com).

Finally, once you have shortlisted from among the possible vendors, always
ask for reference clients that have implemented strategic performance manage-
ment applications of similar scope and scale, and contact them. Many vendors
will be happy to provide contact details, and a visit or conference call with
other customers can be useful for both sides.



Vendor name

Product or solution name

360 Systems

Excelsis PMF

4GHI Solutions

Cockpit Communicator

Active Strategy

ActiveStrategy Enterprise

Actuate

Actuate Performance Management

AKS-Labs

Balanced Scorecard Designer

Applied PC systems

Strategy Map Balanced Scorecard Software

Clarity Systems

Clarity Performance Management Suite

Corda Technologies

CORDA CenterView, Corda PopChart

Corporater Group

Corporater Enterprise Performance Management Suite

CorVu CorVu Performance Management Application

Covalent Covalent Metrics, Projects, Risk, Core

Cubus Corporate Overview, Strategic Project Performance Management
Escendency Escendency System

Hitec (Laboratories)

Ten Performance Manager

HostAnalytics Business Performance Management (BPM)

IBM Corporate Performance Management, IBM Cognos Business Intelligence
i-nexus Performance Manager, Program Manager, Process Manager

Infor Infor PM (Performance Management)

InformationBuilders

Enterprise Business Intelligence

InPhase Software

Performance Plus

InsightFormation InsightVision

Lawson Enterprise Performance Management

Microsoft Performance Point Server

MicroStrategy Corporate Performance Management (CPM)

Nexala Nexala Insights

Nexus SPAR.net Performance Management

Oracle Oracle Enterprise Manager, Hyperion Performance Scorecard
Procos Strat& Go Performance Management

ProDacapo Corporate Performance Management Suite

QPR Software QPR Scorecard, QPR FactView, QPR Process Guide

Rocket Software

Gentia Enterprise Performance Management

SAP

SAP Strategy Management, Enterprise Performance Management

SAS Institute

SAS Strategic Performance Management

Stratsys RunYourScorecard, RunYourCompany
Successfactors SuccessFactor Performance Manager
Triangle Performance Manager

FIGURE 10.16 List of leading vendors and software products.
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SUMMARY

e The right performance management software applications are powerful ena-
blers of performance management and bring the process to life. Specialized
performance management software is an essential part of organizationwide
attempts to measure and manage performance.

e At the same time, software applications are not a magic pill that can take
away the hard work of designing unique and meaningful strategies and per-
formance management information. A system will only be as good as the
underlying approaches and information it supports. Remember, as with any
software, the motto is: garbage in, garbage out!

e [ recommended that you go for specialized performance management
applications. The latest systems are so good and flexible that the immense
costs and efforts of creating a home-grown system are not justified any
more. Also, spreadsheet applications such as Microsoft Excel are not suit-
able applications for performance management.

e The key benefits of a performance management software application are (1)
helping to engage all employees (and external stakeholders) in performance
management through powerful communication and collaboration features,
(2) providing all users with access to powerful performance management
analytics and (3) creating a single integrated view of performance.

e I then provided advice on selecting the most suitable software applica-
tion for your organization. I recommended clarifying the requirements and
needs in terms of implementation scope, integration scope and scope for IT
support.

e Finally, I outlined a framework and provided a template for defining your
unique software requirements and supplied a list of the leading software
vendors and solutions for measuring and managing performance.
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Chapter 11

Learning from Current
Performance Management
Practices

In this chapter, I take a look at the current state of practice in performance
management. Everything I present here is based on the world’s largest study of
performance management in government and public sector organizations. The
research project was recently conduced by the Advanced Performance Institute
(API) in collaboration with the Chartered Institute of Public Finance and
Accountancy (CIPFA) and sponsored by Actuate Corporation.' The research
finds that organizations that apply the principles of strategic performance
management outlined in this book outperform those who don’t. The questions
I will address in this final chapter are as follows:

e What do government and public sector organizations currently do in terms
of performance management?

e Does performance management make a difference?

e What are the 10 principles of good performance management?

e Which of these principles have the strongest impact on performance?

A wide cross section of government and public sector organizations took
part in this study including central or federal government agencies, state and
local government bodies, as well as national health organizations, police
forces, fire and rescue organizations, courts and education institutions. Overall,
over 1100 respondents from the United States, Canada, Australia and the
United Kingdom took part in this study. From each organization, we collected
two responses, one from the chief executive (or equivalent) and the other from
the person in charge of performance management.’

The findings of this comprehensive study confirm that just having a set of
performance targets and performance measures in place does not lead to better
performance. In fact, it often leads to a decrease in performance with perverse
and dysfunctional behaviors such as suboptimization, target fixation, cheat-
ing and lying. However, applying the right principles and doing performance
management properly do lead to better performance and more success. In the
research, we identified 10 principles of performance management which make a
real difference. Let me discuss each of these principles in further detail below.

271
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THE 10 PRINCIPLES OF GOOD PERFORMANCE
MANAGEMENT

The study identified 10 principles of good performance management for gov-
ernment and public sector organizations. Organizations that perform best are
those which are able to (1) create clarity and agreement about the strategic
aims, (2) collect meaningful and relevant performance indicators, (3) use these
indicators to extract relevant insights, (4) create a positive culture of learning
from performance information, (5) gain cross-organizational buy-in, (6) align
other organizational activities with the strategic aims outlined in the perform-
ance management system, (7) keep the strategic objectives and performance
indicators fresh and up-to-date, (8) report and communicate performance infor-
mation well, (9) use the appropriate IT infrastructure to support their perform-
ance management activities and (10) give people enough time and resources to
manage performance strategically(see Fig. 11.1).

Our research was able to validate that each of these 10 principles helps
organizations to perform better. However, when they are all in place together,
we can see the most significant impact on improved understanding, better deci-
sion making and superior performance. Therefore, addressing all these princi-
ples together far outweighs the impact of individual principles. The dark bars
in the large arrow in Fig. 11.11 indicates the strength with which each of the
principles impact performance; the thicker the bar the stronger the impact.
The principles with the strongest individual impact on performance improve-
ment are (1) creating clarity about the strategy with agreement on intended

| (1) Achieve strategic clarity

| (2) Collect meaningful performance indicators L .
earning

| (3) Apply performance management analytics

| (4) Create a positive learning culture L

| (5) Gain cross-organizational buy-in Better
decision

| (6) Ensure organizational alignment making

| (7) Keep the system fresh I

| (8) Report and communicate performance well Improved

organizational
| (9) Implement appropriate software performance
| (10) Dedicate resources and time

I

FIGURE 11.1 Ten principles of good performance management and their impact on
performance.
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outcomes, outputs and necessary enablers and (4) creating a positive culture
of learning and improvement. Some of these impacts are indirect through
improved learning, which leads to better decision making and which in turn
leads to better performance. The big arrow indicates that the greatest impact is
the combined impact of all of the principles together, which is far bigger than
the sum of the individual impacts.

These findings are important in a world where the use of performance
measurement and performance management has mushroomed among govern-
ment and public sector organizations. The results of this study will hopefully
help to confirm the principles outlined in this book and enable you to learn
from it, put your own practices into context and improve your performance
management approaches appropriately.

Achieving Strategic Clarity

I have discussed the principles of how to clarify your strategy in Chapters 1-4.
In our research, we find that the majority of respondents (68%) agreed that
articulating outcomes were more important than articulating outputs and that
understanding and clarifying the key enablers were essential (94%) to improve
performance. In fact, 89% of our respondents agreed that intangible elements
were the most important enablers of future performance in their organization.
We asked our respondents to rank the enablers in order of importance, and the
five most important enablers identified were human capital, information tech-
nology, stakeholder relationships, data and information as well as corporate
reputation and image.

We then explored how well the strategic objectives were identified. The
majority of organizations articulate their output objectives while only just over
half of them clearly articulate their outcome objectives. Less than half of the
organizations clearly articulate enabling objectives and the most worrying find-
ing is that 16% of organizations feel their objectives are not clearly articulated
at all. This finding shows that even though respondents agree that outcomes
and enablers are important, many fail to articulate objectives of these elements
as part of their strategic plan.

16% of government and public sector organizations feel their objectives are not clearly
articulated at all.

Throughout this book, I have discussed the importance of mapping strategies
into cause-and-effect maps. Our survey finds that the majority of organizations
(86%) in the government and public sector do not yet visualize their strategy
using cause-and-effect maps. Ten percent of organizations create strategic cause-
and-effect maps to visualize just the links between different perspectives, which is
the most basic form of causal maps, and only 4% show the cause-and-effect link-
ages between their different strategic elements (see also Fig. 11.2).

There is also a lot of evidence that involving and engaging people in the
strategy definition ensure that everybody is clear about the strategic direction.
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Do not use cause-and-effect
maps

86%

Use basic cause-and-effect
maps (showing links between 10%
perspectives)

Use cause-and-effect maps
(showing links between 4%
elements)

FIGURE 11.2 Cause-and-effect maps.

Who is engaged in strategy development?

Chief executive 94%

Directors and executive managers 89%

Senior managers 61%

Middle managers 21%

Rest of employees | 2%

FIGURE 11.3 Engagement in strategy development.

In our research, we asked the respondents who in their organization was
engaged in the formulation and definition of the strategy. Worryingly, in 6% of
our organizations not even the chief executive was engaged in the strategy def-
inition. My interpretation of this result is that maybe other government bodies
specify performance goals and targets and the chief executive feels disengaged
from the process. The other numbers are equally disappointing with only 89%
of directors, 61% of senior managers, 21% of middle managers (a very low
percentage) and a mere 2% of the rest of the employees feeling engaged in the
process (see also Fig. 11.3). While it should be the role for senior executives
and directors to formulate the strategy, this process should be one of engage-
ment with the wider employees to ensure understanding and clarity about
strategy.
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Collecting Meaningful Performance Indicators

In Part IT (Chapters 6-8) of this book, I have discussed importance of collect-
ing the relevant performance information. Performance indicators should help
you measure the things that matter the most and not those that don’t. For that
reason, performance indicators need to be linked to the strategic objectives
of an organization. Only 15% of the respondents to our survey feel that all
their indicators were linked to the strategy of their organization. And even less
number of respondents (6%) believe that all their performance indicators are
relevant and meaningful, whereas 92% feel that many of their indicators are
not relevant and meaningful.

Part of the problem seems to be the large number of externally imposed
indicators. Many organizations seem to make the assumption that these indica-
tors are the only indicators they need to collect and that the set of externally
dictated measures forms the core of their performance indicators. The prob-
lem with this is that many of the externally imposed measures and targets are
output focused, and are collected for comparative purposes and to benchmark
results with other government and public sector organizations. They often pro-
vide little insights about the unique strategic objectives of individual organiza-
tions and they don’t help to measure the enablers. Our survey finds that the
majority of organizations (39%) mainly measure outputs or a balance between
outputs and enablers (29%). Only 23% believe they achieve a balance between
measures for outcomes, outputs and enablers.

We asked organizations to name the broad perspectives they were using to
measure their performance. We find that most organizations in the public and
government sectors (98%) measure performance linked to people and human
capital, these very often related to employee satisfaction, staff absenteeism and
turnover as well as training. The second most popular dimension is resources-
related measures such financial performance or infrastructure measures (76%).
These are followed by regulator-related measures (68%), customer-related
measures (only 57%), internal processes measures (52%), environmental and
social measures (48%), and supplier-related measures (33%).

In addition to the fact that the majority of organizations believe their indica-
tors are not linked to their strategy and are not very meaningful and relevant, 68%
also feel they have too many indicators. Only 23% of organizations feel they have
the right amount of performance indicators and 8% feel they have too few.

68% of government and public sector organizations feel they have too many indicators.

Well-designed indicators should help organizations to extract meaningful
insights and management information that help them to learn and improve per-
formance. For that reason, indicators should have clear, realistic and achiev-
able (though stretching) targets. In our survey, we discover that the majority of
organizations feel that their target-setting process is unclear (82%) and many
believe that set targets are unrealistic and unachievable (53%).
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Our measures are based on good quality data

Strongly agree 4%

Agree 44%

Neither agree nor

disagree 2%

Disagree 27%

Strongly disagree 3%

FIGURE 11.4 Data quality.

Another problem seems to be the mechanistic application of measurement
with a focus on collecting data on everything that is easy to count. Few reflec-
tions seem to take place on the best ways of measuring performance to achieve
the relevant and meaningful insights. This is partly driven by the large number
of mandatory indicators that leave little or no room for experimentation with
and improvement of measurement techniques. However, if organizations want
to get to grips with performance and especially with their intangible enablers,
then they need to allow experimentation with measurement and encourage inno-
vative ways of data collection. Only 8% of organizations feel they give people
the freedom to change or challenge the measurement methods, and most people
feel disengaged from the measurement design and target-setting process.

The other problem is that organizations might measure the ‘right’ things
but can’t get the data to adequately assess it. Data quality is still an issue in
many public sector and government organizations, especially when it comes
to some of the nonfinancial indicators where we often rely on simple surrogate
measures. About a third of respondents feel their data quality is inadequate and
another 22% are unsure about the data quality (see Fig. 11.4).

Applying Performance Management Analytics

Once organizations have collected meaningful data, they can analyze it and
gain insights about their performance. Performance management analytics are
tools and techniques that allow organizations to convert their performance data
into relevant information and knowledge. Without it, the entire performance
management exercise is of little or no value to the organization. We see that
many organizations seem to spend the majority of their time and effort on col-
lecting and reporting data and don’t give enough time on extracting valuable
and actionable insights from their performance data. An important finding of
this research is that many respondents (59%) feel that their organization does
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Our organization gains high-quality insights from our
performance data

Strongly agree 3%

Agree 28%
Neither agree nor o
disagree 27%
Disagree 39%

Strongly disagree 3%

FIGURE 11.5 Insights from data.

Our performance indicators help us to make better strategic
decisions

Strongly agree 6%

Agree 24%

Neither agree nor

disagree 31%

Disagree 36%

Strongly disagree 3%

FIGURE 11.6 Strategic decision-making.

not have sufficient capabilities to comprehensively analyze performance data
and 87% feel that their analysis capabilities need to be improved.

Our survey finds that the majority of public sector and government organi-
zations are unhappy with the insights they gain from their performance data.
Only about a third of organizations in our survey report that they gain high-
quality insights from their performance data, while 42% are unhappy with the
insights that are extracted from the performance data (see Fig. 11.5).

Good-quality insights from data should support better-informed decision
making. We asked our participants whether their performance indicators help
them to make better strategic and operational decisions (see Figs 11.6 and
11.7). Overall, the picture is not satisfactory as the majority of organizations
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Our performance indicators help us to make better
operational decisions

Strongly agree 9%
Agree 41%
Neither agree nor o
disagree 23%
Disagree 21%

Strongly disagree | 1%

FIGURE 11.7 Operational decision-making.

feel that their performance data does not support their decision making. The
findings show that the performance measures support operational decision mak-
ing slightly better than strategic decision making, which indicates that either the
data is too operational or that the analysis is not taken to a strategic level.

Benchmarking can be used to analyze performance and learn by comparing
own performance levels to those of others. Benchmarking can be done inter-
nally to compare departments as well as externally to compare different organ-
izations. The majority of the organizations in this study (51%) use external
benchmarking, while 26% use internal benchmarking and 23% do no bench-
marking. These results seem surprising especially because so much compara-
tive data is publicly available.

The strategy of an organization with its outcomes, outputs and enablers is
basically a set of assumptions about cause-and-effect relationships. Performance
indicators can ultimately be used to test and validate these assumptions and rela-
tionships. The indicator data has been applied in commercial organizations to val-
idate relationships between, for example, staff satisfaction, client satisfaction and
profits. However, our data shows that only 13% of public sector and government
organizations claim to use their performance data to test causal relationships.

Creating a Positive Learning Culture

In Chapter 9, I have outlined the importance of a performance-driven culture.
Performance information can be used for different purposes. It can be used to
blame or punish people or it can be used to empower people and enable self-
management and learning. The initial signs were positive in our survey. Eighty-
three percent of organizations stated that they place a high priority on learning
from performance information. However, some underpinning data calls this
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figure into question. A strong indicator for a failing performance management
culture is the fact that data is fabricated or made up to fulfill reporting and
target requirements. We discover that 68% of public sector organizations occa-
sionally make up or fabricate performance data. This is a staggeringly high
number, which clearly points away from a positive learning culture.

68% of public sector organizations occasionally make up or fabricate performance data.

To investigate this further, we asked organizations about the way directors
and senior managers are using performance measurement information.’ The
majority of organizations feel that their directors and senior managers guide
employee’s behavior by using performance indicators to monitor the imple-
mentation of objectives (providing feedback on the achievement of set goals
to control and correct unwanted variance). This is called diagnostic control,
which many now see as inappropriate for modern organizations as it can cause
all the negative consequences discussed in Chapters 6 and 8. The second most
frequently used approach is to focus on prescribing overall strategic purpose,
vision and values. This is less directive and instead focuses on creating an
understanding of strategic intent. The least frequently used approach was one
in which directors and senior managers involved themselves regularly and
personally in the decision making activities (drawing attention toward current
strategic issues). Current research favors a mix of the two latter control levers,
where top management sets the direction and then influences direction through
personal interaction with people.

Another factor that has an impact on how successful performance man-
agement can be implemented is whether top management focuses on control-
ling outputs, inputs or behaviors. Again, research has shown that controlling
people’s behavior in a top-down manner where the emphasis is on compli-
ance with articulated operating procedures yields the least benefits. The prob-
lems here are the huge costs involved in surveillance and control, the fact
that it reduces discretion and leads to rigid and often dysfunctional behavior.*
Focusing on controlling outputs provides subordinates discretion of how to
achieve the desired ends. Output control makes sense in the absence of cause-
and-effect knowledge; however, it can lead to an overemphasis on short-term
targets such as financial performance to the detriment of longer-term objec-
tives. Input control on the other hand focuses on the antecedents of perform-
ance. For this control focus causal links need to be known, otherwise there is
a danger that the wrong performance drivers might be managed. In terms of
best practice, public sector and government organizations should have a clear
understanding of cause-and-effect and then use a mix of input and output con-
trols to mange their organizations. In our sample, the majority of respondents
feel that their directors and senior managers focus on outputs, followed by a
focus on behavioral control, and a focus on inputs.

In a positive learning culture, performance information and contextualized
feedback are provided to everyone in the organization, with a special emphasis
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on middle management and frontline staff. Other companies mainly provide
information to senior management and external stakeholders. Unfortunately,
this is what the majority of organizations in our sample focus on. This fur-
ther supports for the fact that the main focus for most organizations is not on
organization-wide learning. Organizations that want to provide everyone in the
organization with relevant performance information would focus on contextu-
alized feedback on how the organization is performing and how this can be
improved. Overall, the above analysis shows that many public sector organiza-
tions have quite a long way to go until they create the right environment for
good performance management. It is evident that there is currently a too strong
bias on command and control and not enough performance feedback to middle
managers and frontline staff.

Gaining Cross-Organizational Buy-in

In Chapter 9, I have discussed the importance of performance management
buy-in. To make performance management work, buy-in is required across
the organization. Top-level buy-in is essential to get the system designed and
implemented. Buy-in from middle managers and frontline staff is essential to
make performance management an internal part of the organization’s daily
routines and ensure ongoing use and value.

The organizational culture and approach toward performance management
tend to also have a strong impact on buy-in. If middle managers and front-
line staff are not provided with meaningful performance feedback and instead
feel treated like robots that just have to perform prescribed tasks or collect and
report seemingly meaningless data, then they are unlikely to ever buy-in to the
performance management approach.

In our survey, we asked each respondent to identify the level of awareness,
use and acceptance of the performance management system among the dif-
ferent employee groups. What we find is that the level of acceptance, use and
awareness goes down the lower you go down the organizational hierarchy. This
is in line with what other studies have found. The highest levels of acceptance
and use are among the chief executives and directors (see Fig. 11.8). What is
surprising and worrying is the low level of usage among middle managers and
frontline staff, of which a considerable number aren’t even aware of the per-
formance management system.

This is an important finding and calls for government and public sector
organizations to find better ways of engaging their middle managers and front-
line staff in their performance management.

Ensuring Organizational Alighment

In Chapter 5, I outlined that not linking and aligning performance management
with other management processes in an organization can severely reduce its
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Our different employee groups have the following levels of awareness, use and
acceptance of our performance management system.
Clear Accepts the | Uses the PM | Aware of | Not
advocate of | PM system, | system, but | the PM aware of
the PM but isn’t an doesn’t fully | system, the PM
system advocate accept it but system
doesn’t
use it
Chief
executive 55% 36% 6% 3% 0%
Directors
and
executive
managers 33% 48% 14% 5% 0%
Senior
managers | 26% 40% 23% 8% 3%
Middle
managers | 4% 38% 32% 20% 6%
Rest of
employees | 2% 22% 15% 30% 31%

FIGURE 11.8 Awareness, use and acceptance of performance management.

benefits. It makes sense to use the strategic performance management system to
guide and align other organizational processes such as budgeting, performance
reporting, management of projects and programs and management of risks.

In many government and public sector organizations, reporting, risk man-
agement, project management and budgeting processes are run in parallel to
their strategic performance management approaches. Our research finds that
alignment is still a major problem in public sector and government organiza-
tions. Seventy-three percent organizations have aligned their performance
reporting, while less than half have aligned their budgeting and project and pro-
gram management. Only 14% of organizations believe their risk management is
fully aligned with their performance management system (see Fig. 11.9).

Keeping the Performance Management System Fresh

The strategy of an organization has a shelf life and has to be revised and
amended to ensure it stays relevant. I have discussed this in Part I of this book
and as part of the strategy revision meetings in Chapter 9. In the same way, the
performance management system has to be revised and kept fresh. If the stra-
tegic objectives change, the performance indicators should change. However, I
often see organizations that build up huge legacy systems of performance indi-
cators because they keep adding new ones but never delete the obsolete ones.
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Our performance management system is fully aligned and
integrated with:

Our performance reporting 73%

Our budgeting 46%

Our project and program

o,
management 41%

Our risk management 14%

FIGURE 11.9 Performance management alignment.

To stay relevant, the strategic objectives (outcomes, outputs and enablers) have
to be reviewed regularly and the performance indicators have to be revised
accordingly.

The findings from our survey indicate that government and public sector
organizations regularly review and renew their strategy. Most public sector
organizations follow an annual planning cycle for which they need to create a
business plan and therefore have to review and renew their strategy. In a simi-
lar way, we find that respondents feel that their performance management sys-
tem and their performance indicators are regularly reviewed and renewed.

Reporting and Communicating Performance
Information Appropriately

In Chapters 9 and 10, I have outlined the importance of reporting and com-
municating performance information appropriately. It provides people with
the insights they require to inform their decision making and learning. In our
study, we find that the primary communication format is numeric, using tables
and spreadsheets complemented by graphs and charts. This is followed by pure
numeric without the graphs and charts. The least common formats were narra-
tives with supporting numeric data and verbal communications of performance
information. I believe that organizations should place much more emphasis on
communicating performance information in words, both written and verbal,
and less in numbers. The underlying messages and insights the numbers gen-
erate are what really count. The respondents to our survey seem to agree with
this because the majority is unhappy with their current communication format.
Over a third feel that their current communication format is not appropriate or
meaningful (see Fig. 11.10).
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The communication format of our current performance
information is appropriate and meaningful

Strongly agree 2%

Agree 24%

Neither agree nor

: 40%
disagree

Disagree 30%

Strongly disagree 4%

FIGURE 11.10 Communication of performance information.

Implementing Appropriate Software

In Chapter 10, I have outlined the benefits of leveraging specialized perform-
ance management software applications to bring the process to life. In our
survey, we find that over half of the organizations still rely on spreadsheet
applications, while 23% use specialized packaged applications and 22% use
custom-build applications.

We also explored how well the different software applications support
performance management. Figure 11.11 indicates that users of packaged
applications are significantly happier with the way their software supports per-
formance management in their organization, followed by custom-build appli-
cations and spreadsheets.

We then explored how well the software application helps to engage eve-
ryone in the process of managing and measuring performance. Figure 11.12
indicates that users of packaged applications are again significantly happier
with the way their software helps to engage people in the performance man-
agement activities, followed by custom-build applications and spreadsheets, as
expected.

Dedicating Resources and Time to Performance Management

Finally, to make performance management work, organizations have to dedi-
cate resources and time to the process. Good performance management will
not just happen. Processes need to be embedded into the organization; meas-
ures need to be collected, analyzed and reported; people have to be trained,;
meetings have to take place to discuss performance; the IT system has to
be maintained; and the system has to be kept fresh and updated. All of this
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The software application(s) we use for performance management
helps us to better manage our performance

Strongly agree

Agree
Neither agree nor
disagree
W Packaged
Disagree applications
@ Custom build
Strongly disagree O Spreadsheets

FIGURE 11.11 Software application and performance management.

The software application(s) we use for performance management
helps us to better engage everyone in the process of managing and
measuring performance

Strongly agree

Agree

Neither agree nor ;
disagree
1 M Packaged

Disagree EI applications

ﬂ

O Custom build

Strongly disagree O Spreadsheets

FIGURE 11.12 Software application and engagement in performance management.

requires time and resources, which both tend to be on short supply in any
organization.

Current best practice is to create a dedicated team with resources and time
to perform the role of facilitating the performance management activities. This
team then performs the tasks such as facilitating the strategy design and map-
ping process, designing and reviewing performance indicators, collecting and
analyzing performance data, reporting performance, facilitating the cascade and
the performance review processes, maintaining the performance management
software system as well as training people in the performance management



Learning from Current Performance Management Practices 285

process. This is a broad remit and requires a cross-functional team to make it
work. This team should also not just be a project team that only exists for a few
months or so but should be established for good. While the focus of the activi-
ties might change over the maturity of the performance management system,
there will always be the need for dedicated people to make performance man-
agement work.

Interestingly, most of the government and public sector organizations in
our study have dedicated people in place to do it. Job titles such as director
of performance, performance officer and performance analyst are nowadays
commonplace in the public sector. Even though these posts are in place, there
is still a recognized need for more resources, capabilities and a wider remit.
Eighty-two percent of organizations had a dedicated person (part or full time)
who was in charge of performance management and 73% stated that their
remits were too narrow, 87% feel that their analysis capabilities need to be
improved and 85% feel they require more resources and a larger team.

SUMMARY

e In this chapter, I have presented the findings from the world’s largest study
of performance management practice in government and public sector
organizations.

e The research confirms that performance management, as long as it is done
well, has a significant impact on performance. Organizations that apply the
principles of good performance management practices outperform their peers.

e The study identified the principles of good performance management,
which are all supported by the arguments in this book.

e Achieving strategic clarity and creating a positive learning culture are
the two most important success factors. However, all 10 together have the
greatest impact.

e Overall, it shows that there is a lot of work to do in most government and
public sector organizations.

e The advice, tools and templates in this book have been designed to close
the gaps identified in practice and should enable government, public sector
and not-for-profit organizations to measure and manage what matters.

One final note, please get in touch if you have any comments or sugges-
tions about the material I have introduced in this book. I am keen to hear
whether the tools have made a difference or if anything hasn’t worked in
some circumstances. Also, please let me know if you have suggestions about
how to make any of the tools or template better and contact me if you require
more information or if you feel I — or one of my colleagues at the Advanced
Performance Institute — could help with any of your strategic performance
management challenges. You can reach me at: bernard.marr @ap-institute.com
or you can contact us via the API Web site: www.ap-institue.com.
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