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The Balanced Scorecard expands the set of business unit objectives beyond sumnjary
financial measures. Corporate executive can now measure how their business unjts
create value for current and future customers and how they must enhance interngl
capabilities and the investment in people, systems and procedures necessary to|jm-
prove future performance.
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irresistible force to build long organization’s vision and strategy.perfotmance measurement systems

range competitive capabilities The objectives and measures viewhat incorporate financial and non-
and the immovable object of the his-organizational performance from fourfinancial measures. What is new
torical — cost financial accounting perspectives: financial, customer,about a call for a “balanced” set of
model has created a new synthesisinternal business process and learnmeasures? While virtually all orga-
the Balanced Scorecard. The Baling and growth. These four perspecnizations do indeed have financial
anced Scorecard retains traditional fitives provide the framework for the and non-financial measures, many
nancial measures. But financial meaBalanced Scorecard (See Figure - 1),se their non-financial measures for
sures tell the story of past events,  The Balanced Scorecard expandsocal improvements, at their front-line
an adequate story for industrial agghe set of business unit objectivesand customer-facing operations. Ag-
companies for which investments inpeyond summary financial measuresgregate financial measures are used
long-term capabilities and customercorporate executive can now meaby senior managers as if these mea-
relationships were not critical for g, re how their business units creatasures could summarize adequately
success. These financial measuregy ;e for current and future custom-the results of operations performed
:;%'Z%i?&;t?;g thhc:ewji\ijer:{efsrt%gtdli:??rs and how they must enhancepy their lower and mid-level employ-
formation age companies must makénterngl capabilities and the mvest-ee;. Thesg organlzathns are using
to create future value through inveSt_(r;wuerr;ts|r:u:p;)ceeospsl‘(;,r s;;zt?nn:s and ?rtocethelrfmanual and non-financial per-
ment in customers, suppliers, em- y prove futureformance measures only for tactical
ployees, processes, technology an erformance. The I_3§1Ianced Score{eedbgck and control of short-term

card captures the critical value-crea-operations.

innovation.

tion activities created by skilled, The Bal ds d ha-
The Balanced Scorecard comple-___,. N . € balanced scorecard émpha

motivated organizational partici- gjzes that financial and non-financial

ments financial measures of past perbants While retaining, via the finan- :
formance with measures of the driv-". " ) o . measures must be part of the infor-
ers of future performance. The ob-Ci2! PErSPECtive, an interest in short mation system for employees at all
jective and measures of thel®€rm performance, the Balancedieyels of the organization. Front-line
Scorecard clearly reveals the Va|Ueemp|oyees must understand the fi-
drivers for superior long-term finan- nancial consequences of their deci-

cial and competitive performance.  gjons and actions; senior executives
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Department of Commerce, Jamal The Balanced Scorecard as a Man- must understand the drivers of long-
Mohamed College, Tiruchirappalli, agement System term financial success. The objec-

The collision between the scorecard are derived from an  Many companies already have
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tives and the measures for the Baljectives and, measures in all the otheand measures must play a dual role;
anced Scorecard are more than just acorecard perspectives. Every meathey define the financial performance
somewhat adhoc collection of finan-sure selected should be part of a linkexpected from the strategy and they
cial and non-financial performance of cause-and-effect relationshipsserve as the ultimate targets for the
measures; they are derived from a tophat culminate in improving financial objectives and measures of all other
- down process driven by the missionperformance. The scorecard shouldcorecard perspectives.

and strategy of the business unittell the story of the strategy, starting
The Balanced Scorecard shouldwith the long-run financial objectives Business Unit Strategy
translate a business unit’'s missionand then linking them to the ) i o )

and strategy into tangible objectivessequence of actions that must be Financial objectives can differ
and measures. The measuresaken with financial processes,Con_s'der,ab,Iy at each stage of a
represent a balance between externalustomers, internal processes an@usiness’s life cycle. Business strat-
measures for shareholders andinally employees and systems to®9Y theory suggests several differ-
customers and internal measures ofleliver the desired long-run eco-€Nt strategle§ that business un|t§ can
critical business processes, innovanomic performance. For most [©!loW, ranging from aggressive
tion and learning and growth. Theorganizations, the financial themes Ofmarke.t share grOWth, dgwn. to
measures are balanced between thiecreasing revenues, improving costconsolidation, exit and liquidation.
outcome measures - the results fronand productivity, enhancing assetr 0" Simplification purposes, I identify
the past efforts - and the measurestilization and reducing risk can pro-1Ust three stages:

that drive future perfotmance. Andvide the necessary linkages across 0 Growth

the scorecard is a balanced betweeall four scorecard perspectives. [] Sustain

objective, easily quantified outcome  Many corporations, however, [ Harvest.
measures and subjective, somewhaise identical financial objectives for  Growth business are at the early
judgmental, performance drivers ofall their divisions and bUSinESSstages of their life cycle. They have
the outcome measures. units. For example, each business unisroducts or services with significant
The Balanced Scorecard is moremay be asked to achieve the samgrowth potential. To capitalize on this
that a tactical or an operational mea-16% return-on-capital-employed ob-potential, they may have to commit
surement system. Innovative compajective that has been established foeonsiderable resources to develop
nies are using the scorecard as a strdhe entire corporation. Alternatively, and enhance new product and
tegic management system, to manag# the corporation is employing the service construct and expand pro-
their strategy over their long-run (Seeeconomic value-added metric, everyduction facilities; build operating ca-
Figure - 2). They are using the mea-business may be told to maximize itspabilities; invest in systems, infra-
surement focus of the scorecard teeconomic value-added each periodstructure and distribution networks
accomplish critical, management pro-While this uniform approach is cer- that will support global relationships
cesses: tainly feasible, consistent and inand nurture and develop customer

O Clarify and translate vision and some sense, “fair” since all businesselationships. Business in the growth
strategy unit managers will be evaluated bystage may actually operate with
[0 Communicate and link strategic "€ Same metric, it fails to recognizenegative cash flows and low current
objectives and measures that different business units may fol-returns on invested capital (whether
low quite different strategies. Thus,one expenses investments in intan-
it would be unlikely for one financial gible assets or capitalizes them for
metric and especially a single targetnternal purposes). The investments
dor a single financial metric, to be peing made for the future may con-
appropriate across a wide range okume more cash than can currently
Financial Measure business units. So when they starpe generated by the limited base of
Building a Balanced Scorecard 9eveloping the financial perspectiveexisting products, services and cus-
should encourage business units t§°" their Balanced Scorecard, Busi-tomers. The overall financial objec-
link their financial objectives to cor- N€SS unit executives should detertive for growth-stage businesses will
porate strategy. The financial objec-TNe appropriate financial metrics forbe percentage growth rates in rev-
tives serve as the focus for the obtheir strategy. Financial objectivesenues and sales growth rates in tar-

Linking Financial Objectives to

1 Plan, set targets and align stra
tegic initiatives

[0 Enhance strategic feedback an
learning.
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geted markets, customer groups andiaintain equipment and capabilities,tional investment funds based on fu-
regions. not to expand or build new capabili-ture return projections. Rather, the
Probably the majority of busi- ties. Any investment project mustgoal is to maximize the cash that can
ness units in a company will be inhave very definite and short paybackbe returned to the company from alll
the sustain stage, where they still atPeriods. The main goal is to maximizethe investments made in the past.
tract investment and reinvestmentcash flow back to the corporation.There will be virtually no spending
and reinvestment, but are required td he overall financial objectives for for research or development or to ex-
earn excellent returns on investedarvest-stage businesses would bpand capabilities because of the
capital. These businesses are exoperaring each flow (before depre-short-time remaining in the economic
pected to maintain their existing mar-ciation) and reductions in working life of business units in the harvest

ket share and perhaps grow it somecapital requirements. phase.
what from year to year. Investment  Thus, the financial objectives for The development of a Balanced
projects will be directed more to re-businesses in each of these thre&corecard, therefore, must start with
lieving bottlenecks, expanding ca-stages are quite different. Financialan active dialogue between the CEO
pacity and enhancing continuous im-objectives in the growth stage will of the business unit and the CFO of
provement, rather that the longemphasize sales growth in new marthe corporation about the specific fi-
payback and growth option invest-kets and to new customers and frormancial category and objectives for
ments that were made during thenew products and services — mainthe business unit. This dialogue
growth stage. taining adequate spending levels foiidentify the role for the business unit
Most business units in the sus-Product and process developmentin the company’s portfolio. Of
tain stage will use a financial objec-Systems employee capabilities anctourse, this dialogue requires that the
tive related to profitability. This ob- establishment of new marketing,company CEO and CFO have an ex-
jective can be expressed by usingales and distribution channels. Fi-plicit financial strategy for each busi-
measures related to accounting innhancial objectives in the sustainness unit. The positioning of divi-
come, such as Operating income anétage will emphaSize traditional finan-sions in a financial Category is not
gross margin. These measures takéial measurements, such as ROCEmmutable. A normal progression,
the capital invested in the businesgperating income and gross marginwhich could occur over decades,
unit as given (or exogenous) and asknvestment projects for businessesnoves units from growth, to sustain,
the managers to maximize the incomdn this category will be evaluated by to harvest and finally to exit. But
that can be generated from the insStandard, discounted cash flow,occasionally, a business even in a
vested capital. Other, more autono£apital budgeting analyses. Somemature, harvest stage might unex-
mous business units, are asked ngiompanies will employ newer finan- pectedly find itself with a growth
only to manage income flows but alsocial metrics, such as economic value-objective. A sudden technological,
the level of invested capital in the @dded and shareholder value. Thesmarket, or regulatory change may
business unit. The measures used fgpetrics all represent the classic finantake what had previously been a
these business units relateCial objective —earn excellent returnsmature, commoditized product of
accounring income earned to the levePn the capital provided to the service and transform it into one with
of capital invested in the businessPusiness. And the financial objec-high-growth potential. Such a trans-
unit: measures such as return-on-intives for the harvest business willformation would completely shift the
vestment, return-on-capital-em-stress cash flow. Any investmentsfinancial and investment objectives
ployed and economic value-addednust have immediate and certainfor the business unit. That is why
are representative of those used t§ash paybacks. Accounting measurethe financial objectives for all
evaluate the performance. Of sucHnents — such as return-on-investbusiness units should be reviewed
business units some business unitgent, economic value-added and opperiodically, probably at least annu-
will have reached a mature phase ofrating income — are less relevantlly, to reaffirm or change the unit's
their life cycle, where the company since the major investments have alfinancial strategy. O
wants to harvest the investmentgeady been made in these business
made in the two earlier stages. Thes#hits. The goal is not to maximize
business no longer warrant signifi-return-on-investment, which may
cant investment — only enough to€ncourage 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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