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Bullseye! is about understanding and resolving the paradox of measurement. This paradox has been set up on the one hand by widespread rhetoric which extols the virtues of measuring business results. On the other hand, surprisingly few companies go beyond the rhetoric to put in place a disciplined approach for measuring the key nonfinancial, strategic performance areas that are crucial to an organization’s success. Why is this the case? And how can organizations go about the task of putting in place a strategic measurement system that drives organizational change and business results?

We begin by examining “measurement-managed organizations”—those role-model companies that engage the power of measurement to propel them forward to their goals. What does it mean to be measurement managed? Are these companies really more successful than their non measurement-managed counterparts? Or, as we ask in Chapters 1 and 2, is measurement worth the effort? The measurement paradox would have been easily resolved had we discovered that measurement is not as valuable as popular opinion would lead us to believe.

As you will see, we found nothing to contradict some of the widely extolled advantages of measurement. In fact, we discovered in a number of different studies that measurement-managed companies not only perform better financially compared to their non measurement-managed counterparts—an average three-year ROI of 80 percent versus an average ROI of 45 percent—but they exhibit superior performance on a number of cultural dimensions that are likely to become increasingly important for success in the twenty-first century. Once we examined the data, it became clear that measurement-managed organizations have discovered a weapon that should keep them competitive well into the next century.

In Chapter 3 we look at a key piece of the measurement paradox by examining the deterrents that prevent organizations from doing a better job at strategic measurement. In Chapter 4 we discuss the process required for an organization to become a high-performing, measurement-managed organization.

And herein lies the crux of the paradox: There are a number of powerful forces that conspire against changing the measurement system of any organization. Overcoming these forces requires a systematic change process that eludes many organizations. The failure to effect change has created the paradox in which there are so many companies with ineffective measurement systems in an environment that widely extols measurement but contains only a relatively small number of high performers.

At the heart of the book, in Chapters 5 through 8, we use a case study to describe in fair detail a four-phase process that can successfully transform your company into a measurement-managed organization. The process, while challenging, enables an organization to realize rapid improvements as the measurement system is integrated into its day-to-day operations.

We conclude in Chapter 9 with the seven deadly myths that derail measurement effectiveness, and we provide suggestions on how to puncture these myths to achieve effectiveness as a measurement-managed organization.

Our main objectives in writing Bullseye! Hitting Your Strategic Targets Through High-Impact Measurement are to examine the role that strategic measurement plays in creating sustained business results and to provide guidance on how to make strategic measurement work for your organization.

This book is intended for organizational leaders, whether they are at headquarters or in strategic business units, divisions, or plants. Any senior line or staff executive interested in making change happen and producing results should find take-home value in the pages that follow.

Simplicity and speed are essential competitive qualities. Building Gothic monuments of measurement may satisfy the theorists, but this does little for executives on the firing line who must act, now. Serious readers should be able to make significant improvements within three months. Major change should be implemented within a year. If changes to your strategic measurement system do not show significant improvement within six to twelve months, they probably never will.



PART 1
RESOLVING THE MEASUREMENT PARADOX
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Measurement is the first step that leads to control and eventually to improvement. If you can’t measure something, you can’t understand it. If you can’t understand it, you can’t control it. If you can’t control it, you can’t improve it.1

H. James Harrington



The business literature abounds with examples of organizational turnarounds that support Mr. Harrington’s observation. For example, between 1992 and 1993 Sears’s Merchandising Group went from a $3 billion loss to a $752 million profit.2 A key element of this successful turnaround, as documented in the Harvard Business Review, was the development of a measurement system that tied employee job satisfaction and commitment directly to customer retention and improvements in store revenue. Today, Sears has executive compensation linked to measures of employee commitment and customer satisfaction, as well as revenue.

The turnaround at Continental Airlines provides a parallel example. In his book, From Worst to First,3 Gordon Bethune chronicles the impressive turnaround of a near-bankrupt airline. In 1994 Continental Airlines had not made a profit for ten years and was dead last among major airlines in on-time percentage, and first in mishandled baggage and customer complaints. In 1995 the company made $202 million, beginning a string of eleven profitable quarters. In May 1996, customers surveyed by Frequent Flyer magazine and J. D. Power and Associates voted Continental the best airline for flights of five hundred miles or more. Again, a key element of this two-year turnaround was a rebuilt measurement system and the detailed communication of key strategic performance indicators to employees throughout the organization.

With documented success stories like these, it is hardly surprising that in 1998 the Conference Board registered twice the expected attendees at its national conference on strategic measurement. You just can’t argue with the power of measurement to drive organizational success, or be surprised by the interest of executives in improving their measurement system.

Or can you?

If the power of measurement is so obvious—and if executives are focused on improving their measurement systems:


Why is it that in a recent study only 54 percent of the executives polled said that their leadership team had a well-defined and balanced set of strategic measures?4 Why is it that another recent study found that only 29 percent of the interviewed executives said they would bet their job on the measures of customer satisfaction they had available to them; only 16 percent said they would bet their job on the measures they had of employee performance?5

Why is it that the very same study also found that fewer than one in five executives reported that their company regularly tracks measures related to innovation and change in their organization?

Why, despite study after study showing that employee job satisfaction and commitment drive service quality, do fewer than one in four executives report that their company uses employee satisfaction and commitment measures to predict customer satisfaction and financial performance?



What’s going on? If measurement is universally accepted as crucial to business success, why aren’t executives measuring in a timely and effective manner more of the things that matter?

Take the following thirty-second test about your own organization:


First, put down the book and make a note of the few dozen or so things that really matter to the long-term success of your business. Be thorough. Sure, revenue generation is critical, but what else matters? Is it the satisfaction of your customers? Is it the commitment and loyalty of your employees? Is it improving work force competencies? Regulatory issues? Labor issues? Recruiting new talent? Whatever it is, write down the top twelve items that really matter to the long-term success of your business.

Do you have your list?

O.K., make a list of the measures you talked about in your last quarterly business review meeting. Did you talk about the revenue numbers? What other numbers did you talk about? Measures of customer loyalty? Competencies? Regulatory issues?



Now, how well do the two lists match up? Are you reviewing on a regular basis measures of the dozen things that really matter to your organization’s long-term success? Or is your organization yet one more example of the measurement paradox in which there is a chasm between the rhetoric espousing the importance of measurement and a reality that denies it?

Let us now explore the paradox of measurement and how to go about resolving it.





CHAPTER 1
MEASUREMENT MANAGEMENT: WHAT IS IT AND IS IT WORTH THE EFFORT?
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We have been long-standing advocates of the power of measurement. In the 1970s and 1980s only a handful of companies were relying heavily upon nonfinancial and nonoperational measures such as employee perception and organizational “climate” surveys to make tough strategic business decisions. United Parcel Service of America, Inc., for example, asked us to help it develop a labor satisfaction index that executives could use to identify union voting districts with the greatest labor discontent.

Such companies were the exception, however. Today, one indicator of the value of this type of measurement is the fact that many of the leading Fortune 100 companies, such as Sears, Roebuck and Co., FDX Corporation (formerly Federal Express), The Walt Disney Company, Inc., General Electric Company, The Procter & Gamble Company, and Johnson & Johnson—to name just a few—use a balanced set of nonfinancial and nonoperational measures to help manage their business. In the process, measurement has been transformed to balanced strategic measurement—an important new management tool for driving the implementation of business strategy.

Over the years, we have had firsthand experience with a number of companies that have used strategic measurement to help drive rapid change in their business. For example, from 1988 to 1991, under the leadership of William Crouse, Johnson & Johnson’s Ortho Diagnostic Systems, Inc., now Ortho-Clinical Diagnostics, saw sales and profits soar. A key component of this change, as chronicled in Management Review,1 was a revitalization of the company’s measurement system, including the employee survey process.

More recently, we were involved in helping a major unit of The CIT Group, Inc., a global financial service company, improve its performance through the redesign of its strategic measurement system. In a little over a year the company reenergized its operations and achieved a 45 percent return on equity and 7 percent revenue growth in a no-growth market niche. During this period the company managed to reduce customer defections by 50 percent, while employee ratings of teamwork, senior leadership, implementation of new ideas, and performance management all improved by more than 18 percent.

While our involvement with these and other organizations has convinced us of the power of measurement, skeptics would argue that there is always the possibility that factors other than measurement were responsible for the performance improvements cited in our examples. In addition, when you consider the fact that many smart executives are not yet measuring performance beyond the financial and operational areas, could it be that measurement in the other areas just doesn’t matter that much?

IN SEARCH OF CONFIRMATION


Our belief in the importance of strategic measurement led us several years ago to embark on a more systematic study of the value of measurement. If our experiences were valid, it seemed to us that we should be able to demonstrate more convincingly that companies doing a good job at measurement are more successful than those that are not.

To investigate—and measure—the impact of strategic measurement, we first needed to define more clearly what we mean by “doing a good job at measurement.” Surely, measurement proficiency does not simply mean “measuring more things.” For example, years ago we encountered an information technology department of a large financial organization that was in deep trouble. Customers were clamoring, systems were failing, communication within the department and with customers just wasn’t happening. The department was ripe for outsourcing or a change in leadership.

When we began to question managers about the department’s measurement system, we found managers were tracking no less than 150 separate performance measures. Only an IT department has the capability to indulge in that kind of excess! The result was a plethora of unfocused, misdirected activities. Every manager in the department had selected a completely different subset of measures that he or she was trying to optimize. No two managers had the same set of top priorities. Not one measure represented the viewpoint of customers. Measurement in this IT department had run amok.

Our experience with this IT group, and other organizations, made it clear to us that good measurement involves a qualitative component. Companies that were truly proficient at measurement weren’t necessarily measuring the most things. They realized that knowing what not to measure was just as important as knowing what to measure. The most successful companies we worked with zeroed in on measuring the right things.

Several recent academic articles have supported this same conclusion. Kaplan and Norton,2 for example, have argued convincingly that effective organizational measurement involves measuring key components of the strategy from four perspectives: financial, internal-business-process, customer, and learning and growth. These four areas constitute a “balanced scorecard.” Kaplan and Norton maintain that each perspective is critical to the long-term strategic success of an organization and that, consequently, an organization needs to continuously monitor a limited set of desired outcomes and drivers in each of these four areas.

Based on our work over the years with successful business strategies in a broad spectrum of industries, we believe there is great value in modifying Norton and Kaplan’s four perspectives to the six identified in Table 1-1. The number of virtual organizations has steadily increased the importance of alliance partners and suppliers to effective strategy implementation. Consequently, we have added a “partners/suppliers” category to our key performance measurement areas. In addition, the majority of our clients include change and adaptability goals in several of their strategic performance areas, such as those dealing with new products, new employee capabilities, and improved operations. Therefore, they do not see a benefit to having a separate change and adaptability category of measures.

Table 1-1: KEY PERFORMANCE MEASUREMENT PERSPECTIVES



	• Market
	Includes customers and potential customers—both intermediate and end users—and competitors



	• Financial
	Includes shareholders or other financial stakeholders in the business, such as regulators



	• People
	Includes employees and labor suppliers or subcontractors



	• Operations
	Includes high-level process drivers or outcomes and key technologies



	• Environment
	Includes stakeholders that impact the organization’s performance, such as regulatory agencies, environmentalists, and communities in which the organization operates



	• Partners/Suppliers
	Includes suppliers of both labor and materials, and alliance or joint-venture partners




We have yet to find a business strategy that cannot be represented in its key elements by performance goals within these six areas. In essence, these six areas represent classes of processes and major stakeholders that an organization must manage in order to be successful.


For us, measuring the “right things” entails measuring results in the six performance areas that are key to strategic success. And when we use the term “strategic measurement,” we mean measurement focused on these six perspectives or areas of performance.



In identifying these six performance areas, we do not mean to imply that a company should devote equal attention to each performance area, nor that every company must measure all six areas. Different business strategies place different emphasis on managing—and therefore measuring—different areas. For example, the strategy of a refinery or chemical manufacturer is more likely to focus on operational and environmental issues than is the strategy of a retail organization, such as Sears, Roebuck and Co., which is likely to put greater strategic emphasis on measures of customer service satisfaction and employee commitment.

Rather, effective measurement-managed companies reach beyond financial performance to measure a combination of outcomes within most of the six performance areas. Precisely what they measure in each area will reflect their particular strategy for achieving long-term goals. Non measurement-managed organizations measure performance in fewer performance areas. What they measure is less closely linked to the business strategy than is the case with measurement-managed enterprises, and often reflects the absence of a well-developed business strategy.

While measurement has become the latest management hurrah, we were curious and wanted to know whether or not the increasing interest and new practices were indeed having an impact on business performance. We conducted an initial study in which we asked over two hundred senior executives in different organizations across the country what it was they were measuring and how measurement related to their business performance and cultures. Our aim was to determine whether “measurement-managed companies” in our study—those that tended to use a balanced set of measures across the six performance areas—performed better than their non measurement-managed counterparts.

To help in interpreting the survey results, we also conducted in-depth interviews with senior executives. These companies represented a variety of industries and ranged in size from Sears, Roebuck and Co. ($50 billion in sales) to Multiplex Co. ($27 million in sales).

From the survey respondents, we identified fifty-eight companies that employed measurement in a disciplined fashion. The executives of each of these measurement-managed organizations reported, first, that their strategy contained measurable objectives and, second, that they updated and reviewed at least semiannually measures in three or more of the six strategic measurement areas. We were able to compare these fifty-eight companies to sixty-four non measurement-managed organizations where executives reported that their company strategy did not include measurable objectives and that they updated and reviewed measures on a regular basis in only two or fewer of our six areas.

Once we had identified the two groups of contrasting organizations, we compared executives’ ratings of their companies on three success criteria:


	Whether or not their company was perceived as an industry leader over the past three years

	Whether or not their company was financially in the top third of their industry group


	How successful their organization had been in its most recent major change effort



Table 1-2 indicates that our measurement-managed companies—compared to their non-measurement counterparts—fared significantly better on all three success criteria.

Of the three success criteria, we were most struck by the superior performance of measurement-managed companies in implementing change efforts. Given the number of change efforts that are buried in the graveyards of so many competitors, it is notable that 97 percent of our measurement-managed companies report success with a major change effort. Even if we excuse this figure as overly self-congratulatory and lower the response value by 25 percent, the remaining figure would continue to be impressive. In studies of change we and a number of other investigators have undertaken, about 50 percent of the executives studied describe their efforts at major change as successful. Clearly, our measurement-managed organizations surpassed this figure.

Table 1-2: RELATING MEASUREMENT MANAGEMENT TO PERFORMANCE



	Measure of Success
	Measurement-Managed Organizations
	Non Measurement-Managed Organizations



	John H. Lingle and William A. Schiemann, “Is Measurement Worth It?” Management Review, March 1996, pp. 56-61




	Brian S. Morgan and William A. Schiemann, “Measuring People and Performance: Closing the Gaps,” Quality Progress, January 1999, pp. 47-53.




	Perceived as an industry leader over the past 3 years*
	74%
	44%



	Reported to be financially ranked in the top third of their industry*
	83%
	52%



	Three-year return on investment (ROI)*
	80%
	45%



	Last major cultural or operational change judged to be very or moderately successful*
	97%
	55%






One criticism we have sometimes heard of our initial investigation is that the financial performance data are based on self-reports by the interviewed executives, not hard financial numbers. Consequently, we undertook a subsequent study3 in which we surveyed over eight hundred executives and examined financial performance both by self-report and by examining return on investment and return on assets from financial histories of the organizations. This second study found that the hard numbers corroborated executives’ self-reports of financial performance and replicated the close relationship between financial leadership and sound measurement practices. More specifically, this study found that measurement-managed companies had a three-year ROI of 80 percent compared to 45 percent for non measurement-managed firms (Table 1-2).

MEASUREMENT-MANAGED ORGANIZATIONS: WHAT SETS THEM APART?


We spent a great deal of effort both in our quantitative research and in our hands-on consulting looking beyond the measurement factor to explain the difference between successful measurement-managed organizations and less successful non measurement-managed ones. No other significant factors emerged. Neither organizational size, industry type, nor number of employees involved in change could account for differences in market success between our measurement-managed and non measurement-managed companies. In addition, our second study also found that compared to other companies, industry financial leaders are:

Far more likely to say they have a well-defined and balanced set of strategic measures and that such measures are used to help manage the business (69 percent vs. 39 percent)

More likely than others to say that people measures are part of the balanced set of strategic measures (39 percent vs. 19 percent)

More likely to have performance targets for non-financial people measures (42 percent vs. 20 percent), and more likely to hold people accountable for achieving these targets (44 percent vs. 22 percent)

Table 1-3: MEASUREMENT-MANAGED COMPANIES EXHIBIT DIFFERENT CULTURES



	Reported
	Measurement-Managed Organizations
	Non Measurement-Managed Organizations



	Clear agreement on strategy among senior management
	93%
	37%



	Good cooperation and teamwork among management
	85%
	38%



	Unit performance measures are linked to strategic company measures
	74%
	16%



	Information within the organization is shared openly and candidly
	71%
	30%



	Effective communication of strategy to organization
	60%
	8%



	Willingness by employees to take risks
	52%
	22%



	Individual performance measures are linked to unit measures
	52%
	11%



	High levels of self-monitoring of performance by employees
	42%
	16%




John H. Lingle and William A. Schiemann, “Is Measurement Worth It?,” Management Review, March 1996, pp. 56-61.



When we looked more closely at the results of our first study of more than two hundred executives, we found other clear indicators of organizational success. Measurement-managed companies, compared to their non-measurement counterparts, displayed a number of cultural differences that are summarized in Table 1-3.

As you can see from Table 1-3, executives at measurement-managed companies report:

Having a strategy that is better communicated to the organization (60 vs. 8 percent favorable ratings)

More favorable levels of cooperation and teamwork among management (85 vs. 38 percent)

Greater self-monitoring of performance by employees (42 vs. 16 percent)

Employees who are more willing to take risks (52 vs. 22 percent)

More open sharing of information (71 vs. 30 percent)

While culture can be difficult to quantify, measurement can play an important role in providing a common language for an organization to establish and monitor performance goals. For example, at Gilbarco, the $350 million manufacturer of gasoline-dispensing equipment, a “hierarchy of measures” is in place that cascades down from corporate headquarters. Said Thomas Rosetta, Gilbarco’s manager of U.S. Operations, “Measurement provides clear, visible targets throughout the organization.” It also gives the team-based environment at Gilbarco a “rallying point” for galvanizing group effort.

Thus, when we went beyond the financial performance data to how organizations operate on a day-to-day basis, a host of other differences between measurement-managed and non measurement-managed organizations surfaced. Based on our experience with a variety of measurement-managed organizations, we have summarized the most important differences in Table 1-4.

In contrasting attributes summarized in Table 1-4, it is important to emphasize that the differences between measurement-managed and non measurement-managed organizations transcend the number of things that are measured, or even what is measured. Rather, the distinctions reflect differences in the cultural fabrics of organizations and fundamental attitudes toward such things as what information should be shared, how decisions should be made, what effective leadership involves, and what types of behaviors get recognized and rewarded. As the book progresses, we will provide examples of how these differences in beliefs and values affect business performance. For now, we will highlight the differences by examining how an organization answers four important questions.



What Information Should Be Shared?



Executives at the best measurement-managed organizations share performance measures and information related to the measures to help them define and monitor business success. Sharing the responsibility for setting performance objectives and measures, along with information about how performance stacks up against these objectives and against best-in-class performance, often requires significant culture change.

Table 1-4: CONTRASTING ORGANIZATIONS



	Measurement-Managed
	Non Measurement-Managed



	• Regular monitoring of a balanced set of performance measures that are linked closely to strategy implementation
	• Heavy focus on financial measures, to the exclusion of most other types of measures



	• Measures reflect a balance of long-and short-term goals
	• Measures, when used, focus on the short term



	• Open sharing of performance data across the organization
	• Guarding and hoarding of performance data



	• Review meetings primarily strategic in nature
	• Review meetings often tactical in nature



	• Organizational performance discussions take an integrated perspective
	• Performance discussions tend to focus on a single symptom



	• Measurement often used to help define concepts and clarify communication
	• Communications tend to use many ill-defined terms



	• Understanding and commitment to the strategy is high
	• Understanding of the strategy is inconsistent across the organization



	• Division, department, team, and individual performance measures tend to be linked
	• Measures across the organization tend not to be linked or integrated



	• Accountability and follow-through tend to be strong
	• Many initiatives are begun; few seem to be effectively completed



	• Employees are empowered and have access to whatever information is needed to make balanced decisions
	• Bureaucratic decision processes continuously push decisions up the organization



	• Employees see clear linkages between reward systems and achievement of strategic goals
	• Performance management and reward systems send conflicting messages to employees concerning what is important




A client of ours worked hard to become more measurement-managed. The company had agreed on a set of measures and performance targets that seemed to reflect its strategy. However, the measures were being ignored at quarterly review meetings. When we questioned the senior executive on why this was so, he responded:


We do not have a tradition of airing dirty laundry in public. If there is a performance gap, people expect it to be raised one-on-one. The entire measurement effort is likely to be rejected if I start discussing performance gaps in public meetings.



Eventually, members of the leadership team began to review the measures at their meetings, discuss performance gaps, and share the relevant information in a group forum. Their initial resistance, however, illustrates the degree to which becoming measurement-managed can mean a change in the attitudes and beliefs of an organization.



How Should Decisions Be Made?



A great deal can be learned about the culture of an organization by watching an executive team make decisions. The best measurement-managed teams consider a range of pertinent information and review how a chosen course of action is likely to impact a multitude of performance areas. If revenues are not growing according to plan, the executive team will take a hard look at a range of possible influencing factors or “drivers.” Do the customer measures suggest problems with customer satisfaction? Is a new competing product sapping market share? Are there morale issues with the sales force that are depressing performance? Is the training on new products progressing as planned?

Once a course of action has been identified, the best executive teams carefully review how a decision will impact other key areas of the business. “If we increase the hours of training, what additional time pressures will we place on the sales force? Will morale plummet even further by taking our sales people off-site? What might come off the plate to provide time for the training?” The best teams do an exceptional job at adopting an integrated perspective of the entire organizational system and their long-term strategic objectives when taking corrective action. The result is a course of action that produces both shorter- and longer-term success.
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