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   One of the most important contributions to the practice of business measurement is the recent development of the Balanced Scorecard by Robert Kaplan and David Norton. This proven tool is a practical application that demonstrates the power of focused measurement for translating strategy into effective action in times of accelerating change.

   A Balanced Scorecard is a strategic framework that integrates the key financial measures of past performance with the critical few drivers of future financial performance. The framework is a mixture of related leading and lagging indicators that reflect the fundamental strategy of the business. Most importantly, a well-constructed Balanced Scorecard creates a “line of sight” between distributed local activities and an organization’s core strategy that facilitates extraordinary performance and cures many of the bad habits that seem to plague most corporate measurement systems today.

   A common habit we see among traditional organizations is the practice of maintaining massive information systems that quantify every piece of available data, regardless of its significance. The voluminous reports from these gigantic data libraries don’t clarify; they overwhelm. While these systems do supply important information, what they don’t provide is a perspective for understanding and responding quickly to the interrelationships among critical variables. Without a clear framework for interpreting the data, organizations experience the insidious effects of information overload as managers and workers alike are unable to process the sheer volume of information before them, demonstrating that when your focus is on measuring everything, you actually measure nothing. Thus, this grand data gathering becomes practically useless because it provides little insight and yields minimal organizational value to mobilize organizations to effective action in fast-changing markets.

   The Balanced Scorecard recognizes the power of simplicity for facilitating effectiveness across large organizations by stripping away the noise from the cacophony of massive information systems. The scorecard contains 12 – 20 carefully selected measures that track organizational performance across four balanced perspectives: financial, customer, internal business processes, and learning & growth. These select measures represent the key indicators that are most important to the corporation’s strategic success. Thus, the Balanced Scorecard is a one-page integrated picture of the business that enables all areas within a company to align their local activities with a common set of simple measures. These selected benchmarks also serve as the frame of reference for interpreting and understanding the significance and the interrelationship of the various data elements contained in an organization’s information system. Large data systems become powerful and efficient tools when there is a common strategic perspective for processing the information.

   The lack of a meaningful template of simple business measures leads traditional organizations into the habit of relying on financial statements as the basic management measurement tool. This is a very dangerous practice because, for the most part, financial statements are collections of outcome measures that are not actionable. Financial measures are like final scores in a sporting event. Once the contest is over, there’s nothing that any of the players can do to change the outcome. Financial statements are poor management tools because by the time you get the measures, there’s nothing that the executives can do to manage the numbers – at least not legally! Unfortunately, several well-publicized companies have gotten themselves into serious trouble because their executives attempted to manage the numbers when they failed to manage the business. When business leaders respond to poor financial results by illegally manipulating the financial statements, this desperate move is usually a clear sign that the organization lacks a meaningful measurement template for managing the business.

   The Balanced Scorecard provides this template. Kaplan and Norton recognize that managers cannot directly manage to financial numbers. They can only impact the success of the business by delivering customer value and by maintaining state-of the-art business processes. Thus, the Balanced Scorecard reflects the reality that financial results measure how effective the organization is in aligning its business processes with customer value. If a company needs to improve its financial results, it needs to direct its efforts toward meeting customer value, improving internal business processes, and maintaining the baseline of learning and growth to keep up with fast-changing markets. The balanced perspectives of the four categories of key indicators in a simple comprehensive scorecard provide executives with a highly effective management tool for identifying and implementing timely adaptations before the final financial results are tallied.   

   Finally, the Balanced Scorecard corrects the pervasive tendency among organizations to treat all negative numbers as indicators of poor performance. When this happens, the immediate reaction of both managers and workers to unfavorable data is to deny, downplay, or dismiss the numbers, if at all possible, because the individuals are concerned that the unwelcome metrics will reflect badly in their annual performance evaluations. With this mindset, negative numbers are always viewed as enemies and never as friends. Kaplan and Norton do not share this perspective and stress that, in approaching the metrics in a Balanced Scorecard, everyone in the organization should understand that this collection of focused measures is a learning tool and not a controlling mechanism. In other words, the Balanced Scorecard is more interested in promoting shared understanding rather than control as the driver of consistent performance in responding to the challenges of fast-changing markets. In this context, adverse results are not necessarily indications of lack of compliance or poor performance, but may merely reflect that markets are shifting or customer values are evolving and that it is time to adapt to new business conditions.

   If managers and workers are in denial about negative numbers out of concern for their individual performance, they are likely to miss important signs that are best handled sooner rather than later if organizations are to remain competitive in times of great change. The important lesson in Kaplan and Norton’s timely and innovative contribution is that business metric systems should not be exclusively performance systems. Some measures should be collected, collated, and examined for the sole purpose of facilitating organizational collective learning about the brutal or not-so-brutal facts of market reality. This is one of the most important benefits of the discipline of the Balanced Scorecard. 

  If it is true that you get what you measure, the Balanced Scorecard provides businesses with powerful insights into what’s most important to customers, how they need to deliver to attract and retain those customers, and how they need to grow and adapt to sustain themselves in evolving markets. A measurement tool that continually focuses organizations on the critical drivers of performance is not only a competitive advantage, but also the key to managing at the pace of accelerating change.

