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Balanced Scorecard

The Balanced Scorecard expands the set of business unit objectives beyond summary
financial measures. Corporate executive can now measure how their business units
create value for current and future customers and how they must enhance internal
capabilities and the investment in people, systems and procedures necessary to im-
prove future performance.

The coll ision between the
irresistible force to build long
range competitive capabilities

and the immovable object of the his-
torical – cost financial accounting
model has created a new synthesis;
the Balanced Scorecard. The Bal-
anced Scorecard retains traditional fi-
nancial measures. But financial mea-
sures tell the story of past events,
an adequate story for industrial age
companies for which investments in
long-term capabilities and customer
relationships were not critical for
success. These financial measures
are inadequate, however, for guiding
and evaluating the journey that in-
formation age companies must make
to create future value through invest-
ment in customers, suppliers, em-
ployees, processes, technology and
innovation.

The Balanced Scorecard comple-
ments financial measures of past per-
formance with measures of the driv-
ers of future performance. The ob-
jective and measures of the

scorecard are derived from an
organization’s vision and strategy.
The objectives and measures view
organizational performance from four
perspectives: financial, customer,
internal business process and learn-
ing and growth. These four perspec-
tives provide the framework for the
Balanced Scorecard (See Figure - 1).

The Balanced Scorecard expands
the set of business unit objectives
beyond summary financial measures.
Corporate executive can now mea-
sure how their business units create
value for current and future custom-
ers and how they must enhance
internal capabilities and the invest-
ment in people, systems and proce-
dures necessary to improve future
performance. The Balanced Score-
card captures the critical value-crea-
tion activities created by skilled,
motivated organizational partici-
pants. While retaining, via the finan-
cial perspective, an interest in short-
term performance, the Balanced
Scorecard clearly reveals the value
drivers for superior long-term finan-
cial and competitive performance.

The Balanced Scorecard as a Man-
agement System

Many companies already have
perfotmance measurement systems
that incorporate financial and non-
financial measures. What is new
about a call for a “balanced” set of
measures? While virtually all orga-
nizations do indeed have financial
and non-financial measures, many
use their non-financial measures for
local improvements, at their front-line
and customer-facing operations. Ag-
gregate financial measures are used
by senior managers as if these mea-
sures could summarize adequately
the results of operations performed
by their lower and mid-level employ-
ees. These organizations are using
their financial and non-financial per-
formance measures only for tactical
feedback and control of short-term
operations.

The Balanced Scorecard empha-
sizes that financial and non-financial
measures must be part of the infor-
mation system for employees at all
levels of the organization. Front-line
employees must understand the fi-
nancial consequences of their deci-
sions and actions; senior executives
must understand the drivers of long-
term financial success. The objec-
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tives and the measures for the Bal-
anced Scorecard are more than just a
somewhat adhoc collection of finan-
cial and non-financial performance
measures; they are derived from a top
- down process driven by the mission
and strategy of the business unit.
The Balanced Scorecard should
translate a business unit’s mission
and strategy into tangible objectives
and measures. The measures
represent a balance between external
measures for shareholders and
customers and internal measures of
critical business processes, innova-
tion and learning and growth. The
measures are balanced between the
outcome measures - the results from
the past efforts - and the measures
that drive future perfotmance. And
the scorecard is a balanced between
objective, easily quantified outcome
measures and subjective, somewhat
judgmental, performance drivers of
the outcome measures.

The Balanced Scorecard is more
that a tactical or an operational mea-
surement system. Innovative compa-
nies are using the scorecard as a stra-
tegic management system, to manage
their strategy over their long-run (See
Figure - 2). They are using the mea-
surement focus of the scorecard to
accomplish critical, management pro-
cesses:

u Clarify and translate vision and
strategy

u Communicate and link strategic
objectives and measures

u Plan, set targets and align stra-
tegic initiatives

u Enhance strategic feedback and
learning.

Financial Measure

Building a Balanced Scorecard
should encourage business units to
link their financial objectives to cor-
porate strategy. The financial objec-
tives serve as the focus for the ob-

and measures must play a dual role;
they define the financial performance
expected from the strategy and they
serve as the ultimate targets for the
objectives and measures of all other
scorecard perspectives.

Linking Financial Objectives to
Business Unit Strategy

Financial objectives can differ
considerably at each stage of a
business’s life cycle. Business strat-
egy theory suggests several differ-
ent strategies that business units can
follow, ranging from aggressive
market share growth down to
consolidation, exit and liquidation.
For simplification purposes, I identify
just three stages:

o Growth

o Sustain

o Harvest.

Growth business are at the early
stages of their life cycle. They have
products or services with significant
growth potential. To capitalize on this
potential, they may have to commit
considerable resources to develop
and enhance new product and
service construct and expand pro-
duction facilities; build operating ca-
pabilities; invest in systems, infra-
structure and distribution networks
that will support global relationships
and nurture and develop customer
relationships. Business in the growth
stage may actually operate with
negative cash flows and low current
returns on invested capital (whether
one expenses investments in intan-
gible assets or capitalizes them for
internal purposes). The investments
being made for the future may con-
sume more cash than can currently
be generated by the limited base of
existing products, services and cus-
tomers. The overall financial objec-
tive for growth-stage businesses will
be percentage growth rates in rev-
enues and sales growth rates in tar-

jectives and, measures in all the other
scorecard perspectives. Every mea-
sure selected should be part of a link
of cause-and-effect relationships
that culminate in improving financial
performance. The scorecard should
tell the story of the strategy, starting
with the long-run financial objectives
and then l inking them to the
sequence of actions that must be
taken with f inancial processes,
customers, internal processes and
finally employees and systems to
deliver the desired long-run eco-
nomic performance. For most
organizations, the financial themes of
increasing revenues, improving cost
and productivity, enhancing asset
utilization and reducing risk can pro-
vide the necessary linkages across
all four scorecard perspectives.

Many corporations, however,
use identical financial objectives for
all their divisions and business
units. For example, each business unit
may be asked to achieve the same
16% return-on-capital-employed ob-
jective that has been established for
the entire corporation. Alternatively,
if the corporation is employing the
economic value-added metric, every
business may be told to maximize its
economic value-added each period.
While this uniform approach is cer-
tainly feasible, consistent and in
some sense, “fair” since all business
unit managers will be evaluated by
the same metric, it fails to recognize
that different business units may fol-
low quite different strategies. Thus,
it would be unlikely for one financial
metric and especially a single target
for a single financial metric, to be
appropriate across a wide range of
business units. So when they start
developing the financial perspective
for their Balanced Scorecard, Busi-
ness unit executives should deter-
mine appropriate financial metrics for
their strategy. Financial objectives
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geted markets, customer groups and
regions.

Probably the majority of busi-
ness units in a company will be in
the sustain stage, where they still at-
tract investment and reinvestment
and reinvestment, but are required to
earn excellent returns on invested
capital. These businesses are ex-
pected to maintain their existing mar-
ket share and perhaps grow it some-
what from year to year. Investment
projects will be directed more to re-
lieving bottlenecks, expanding ca-
pacity and enhancing continuous im-
provement, rather that the long
payback and growth option invest-
ments that were made during the
growth stage.

Most business units in the sus-
tain stage will use a financial objec-
tive related to profitability. This ob-
jective can be expressed by using
measures related to accounting in-
come, such as operating income and
gross margin. These measures take
the capital invested in the business
unit as given (or exogenous) and ask
the managers to maximize the income
that can be generated from the in-
vested capital. Other, more autono-
mous business units, are asked not
only to manage income flows but also
the level of invested capital in the
business unit. The measures used for
these business units relate
accounring income earned to the level
of capital invested in the business
unit; measures such as return-on-in-
vestment, return-on-capital-em-
ployed and economic value-added
are representative of those used to
evaluate the performance. Of such
business units some business units
will have reached a mature phase of
their life cycle, where the company
wants to harvest the investments
made in the two earlier stages. These
business no longer warrant signifi-
cant investment – only enough to

tional investment funds based on fu-
ture return projections. Rather, the
goal is to maximize the cash that can
be returned to the company from all
the investments made in the past.
There will be virtually no spending
for research or development or to ex-
pand capabilities because of the
short-time remaining in the economic
life of business units in the harvest
phase.

The development of a Balanced
Scorecard, therefore, must start with
an active dialogue between the CEO
of the business unit and the CFO of
the corporation about the specific fi-
nancial category and objectives for
the business unit. This dialogue
identify the role for the business unit
in the company’s portfolio. Of
course, this dialogue requires that the
company CEO and CFO have an ex-
plicit financial strategy for each busi-
ness unit. The positioning of divi-
sions in a financial category is not
immutable. A normal progression,
which could occur over decades,
moves units from growth, to sustain,
to harvest and finally to exit. But
occasionally, a business even in a
mature, harvest stage might unex-
pectedly find itself with a growth
objective. A sudden technological,
market, or regulatory change may
take what had previously been a
mature, commoditized product of
service and transform it into one with
high-growth potential. Such a trans-
formation would completely shift the
financial and investment objectives
for the business unit. That is why
the financial objectives for all
business units should be reviewed
periodically, probably at least annu-
ally, to reaffirm or change the unit’s
financial strategy. q

maintain equipment and capabilities,
not to expand or build new capabili-
ties. Any investment project must
have very definite and short payback
periods. The main goal is to maximize
cash flow back to the corporation.
The overall financial objectives for
harvest-stage businesses would be
operaring each flow (before depre-
ciation) and reductions in working
capital requirements.

Thus, the financial objectives for
businesses in each of these three
stages are quite different. Financial
objectives in the growth stage will
emphasize sales growth in new mar-
kets and to new customers and from
new products and services – main-
taining adequate spending levels for
product and process development,
systems employee capabilities and
establishment of new marketing,
sales and distribution channels. Fi-
nancial objectives in the sustain
stage will emphasize traditional finan-
cial measurements, such as ROCE,
operating income and gross margin.
Investment projects for businesses
in this category will be evaluated by
standard, discounted cash flow,
capital budgeting analyses. Some
companies will employ newer finan-
cial metrics, such as economic value-
added and shareholder value. These
metrics all represent the classic finan-
cial objective – earn excellent returns
on the capital provided to the
business. And the financial objec-
tives for the harvest business will
stress cash flow. Any investments
must have immediate and certain
cash paybacks. Accounting measure-
ments – such as return-on-invest-
ment, economic value-added and op-
erating income – are less relevant
since the major investments have al-
ready been made in these business
units. The goal is not to maximize
return-on-investment, which may
encourage managers to seek addi-
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Figure 1 The Balance Scorecard Provides a Framework to Translate a Strategy into operational terms
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Figure 2 The Balance Scorecard as a Strategic Framework for Action
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