BALANCE SHEET OR BALANCED SCORECARD?

Money talks. (When it talks to me it usually says, ‘goodbye forever!) However, just as there are other things in life, there are other things in business, too. Indeed, using historical financial measurements such as profit or return on investment to measure the success of an enterprise, can be a bit like steering a boat by watching the wake. You know what your past actions have produced but that may not be a good means of deciding what to do in the future.

The concept that successful organisations need more than just financial measures was behind Robert Kaplan’s and David Norton’s creation of the ‘Balanced Scorecard’ approach back in 1991. Not long ago I noticed an article in which they advocated using the same approach to improving employee performance. 

Research by Kaplan and Norton led them to the conclusion that while financial measurement matters, it is also necessary to identify or create measures of customer satisfaction or aspirations, the effectiveness of internal processes and how well the organisation learns and grows. (See panel)


OK. So how do we apply the balanced scorecard approach to employee productivity? The connection is pay and benefits. 

Linking rewards to financial results is nothing new. There are plenty of bonus, commission and other incentive schemes. What you need to do is to devise measurements that suit your business.’ What gets measured, gets attention’ is an old management adage so think hard about what really matters to your organisation under each of the perspectives. Customer satisfaction is an obvious choice but there may be other aspects of the customer perspective, such as repeat business, that matter more. Your internal processes are probably driven by meeting financial or customer-focussed targets but again, think long and hard about what really matters in the way you do what you do and find a way to track how well you are doing. It doesn’t have to be as sophisticated as Hewlett-Packard’s BET described in the panel. You’ll get better at it as you go along. If innovation, increasing knowledge and improving skill matter in your business – and how could they not – look for a way to measure progress.

However, before you completely change your payment system, a word of warning. If you introduce the balanced scorecard to track your business results, wait a few months to let it bed in and to sort out any difficulties before you connect it to pay. Linking rewards to an untested scorecard could cause lots of problems.

Like any radical change, connecting rewards to your balanced scorecard will not be trouble-free. There will certainly be some problems and you will need to be ready to make adjustments and accommodations. Expect not to get it dead right first time. However, just remember that problems do not show you are doing something wrong. They just mean you are doing something different.

But above all, if you want your balanced scorecard to impact employee performance, you have to publish the targets and progress towards them. When your employees spend their first hour every month studying their progress against key targets, you’ll know that your scorecard-linked pay systems are really working.

THE BALANCED SCORECARD





The shareholder or financial perspective – typically profit, ROI, cash flow or the other financial indicators already well-known to accountants


The customer perspective measures customer satisfaction or retention, new customers and so on. For example, the customers of a medical equipment manufacturer demanded high reliability. In response to this customer perspective, the company measured equipment up-time percentage and the mean time of response to a service call. 


The internal process perspective looks at the internal processes where the organisation must excel. To measure its internal effectiveness, Hewlett-Packard uses a metric called ‘breakeven time’ (BET). This is the time required for all the accumulated costs and expenses of developing and producing the product against the time needed for the net returns from sales to meet the development costs.


The learning and growth perspective examines how an organisation and the people in it continuously increase their skill or knowledge. For example, a good few years ago, I introduced a measurement called the ‘talent index’ into a City of London firm that depended for success on the continuously improving knowledge of its employees. The index comprised criteria such as the proportion of staff with a professional qualification and the time each spent on their training and development each year.








