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Introduction

What if I were to tell you that one of the most important keys to your
organization’s success can be found in a very unlikely place—a place many
of you may consider to be complicated, inaccessible, and perhaps even
downright boring? What if I were to tell you that this key to success is
already one of the most ubiquitous and impactful forces in your organiza-
tion? It’s there, waiting for you to tap into it.

This key to success is MEASUREMENT.
Measurement done right can transform your organization. It can not

only show you where you are now, but can get you to wherever you want to
go. Don’t believe me? Well, then, get ready to change the way you think
about measurement. As you will see in this book, measurement is funda-
mental to high performance, improvement, and, ultimately, success in busi-
ness, or in any other area of human endeavor.

The Elusive Search for the Secret of Success
The search for the secret of success in business is an ongoing pursuit for
each of us. We buy book after book, take course after course, and our anten-
nas are constantly on the alert for the latest—and greatest—management
trend. We’re mentored, we’re trained, and most often we’re left more than
a little drained by all of this information. We all strive to become better
managers, better motivators, and better leaders of our organization, our
Board, our unit, our department, our team. And our companies spend a lot
of time and money helping us to do so—all with a view to improving the
bottom line. Unfortunately, the results of most of this flexing of corporate
resources are generally spotty at best. Sometimes the investment of time
and money pays off, but mostly it doesn’t.

Why? Because the root causes of organizational problems tend to remain
unaddressed. Beyond all the hype and hoopla of these management ‘‘break-

PAGE 1

1

................. 16154$ INTR 10-04-06 08:25:24 PS



2 INTRODUCTION

throughs,’’ there is one thing that can always be counted on: No matter
how exciting or important or essential the latest management breakthrough
might appear to be, it will turn out to be equally expendable as soon as the
next big management solution comes around.

Changing the Paradigm
It is my contention that there are certain performance measures and ways
of measuring that can have a transformational impact on the way people in
organizations view their work, their products, and their customers. Too
many companies have tried to transform themselves by adopting short-term
programs or changing superficial aspects of structure, systems, or technol-
ogy without making the deep changes in the way people inside view their
organization, as well as in the way their organization is viewed externally in
the marketplace.

Actually, the transformation doesn’t require a major change in your busi-
ness structure or systems—but only in the way you think about measuring
your organization. In order for this kind of deep change to occur, the exist-
ing paradigm of organizational measurement must change.

As you know, paradigms are widely accepted ‘‘mental models’’ that de-
termine how we see the world. A paradigm is said to shift when there is a
change in that model. In business, most change occurs when people start
looking at the same things differently. As I will explain in Chapter 1, per-
formance measurement represents the fundamental lens through which
people ‘‘see’’ the performance of their organizations. When we use the same
ways of measuring things, we are operating with the same lens, the same
perspectives. If we are focused on the wrong measures, then we might very
well miss the things that are most important—and, because business is so
dynamic, what is important continues to change. Since measurement is a
lens and, to a large extent, it determines how we view things, organizational
transformation is what happens when people begin to see their organization
through a new lens.

But the first step I am proposing is that you begin to view measurement
itself through a new lens. Measurement is potentially one of the highest
leverage activities any organization can perform. However, despite its im-
portance, we tend to treat it as peripheral or superfluous in much of what
we do. This is because most of us have failed to realize the true power of
measurement in our lives, both at work and outside of it. We have taken it
for granted, frequently implemented it poorly, and consider it, for the most
part, to be a highly specialized undertaking—better delegated to specialists,
such as accountants, financial analysts, and operational measurement staff.

When most people think about measurement, they think about the tech-
nical aspects (collecting data, calculations, analyzing data, statistics, etc.).
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3INTRODUCTION

However, performance measurement is a lot more than tables of numbers
and scorecards. Measurement may use numbers, but it is not about num-
bers; it is about perception, understanding, and insight. Measurement, when
done well, can have an enormously positive and transformational impact on
your organization.

A Surprising Truth About Performance Measurement
Perhaps the most surprising truth covered in this book is that the ‘‘context
of measurement’’ will largely determine its effectiveness. The context of
measurement is actually more important than the measurement itself! One
of the major reasons why performance measurement is seldom able to de-
liver on its positive potential is because it is almost never properly ‘‘social-
ized,’’ that is, built in a positive way into the social fabric of the organization.
It is this building of a positive environment for performance measurement
that I believe is the missing link between basic, workmanlike performance
measurement and the truly transformational kind I will be proposing and
helping you implement in this book.

It should not come as a great surprise that most employees don’t particu-
larly like or trust the measurement systems in their organizations. And while
93 percent of organizational leaders believe that measurement is important
in influencing business outcomes, only 51 percent are satisfied with their
current systems and only 15 percent are very satisfied. Even accountants
don’t like them—a recent study showed that only 35 percent of respondents
rated their organization’s performance measurement systems as effective or
very effective.

Additionally, it is an interesting paradox of measurement that, while so
many employees wince at the mere thought of being measured at work,
these same people would be horrified at the prospect of golfing (or, for that
matter, bowling, playing baseball, tennis, football, or any other sport) with-
out keeping score. In fact, measurement is probably the single most motiva-
ting aspect of sports and games. Even people who flunked math in school
and are intimidated by their tax returns spend hours collecting and compar-
ing sports statistics, and discussing them with anyone who will listen.

Why is the attitude toward measurement at work so different—ranging
from ambivalence to outright hostility? Because too many people are accus-
tomed to measurement’s negative side, especially the judgment that tends
to follow it—too much traditional performance measurement has been seen
as ‘‘the reward for the few, punishment for the many, and a search for the
guilty.’’

In contrast, on those occasions when measurement is used for the pur-
pose of improvement rather than to make judgments or place blame, and
when it is focused on the right measures, its true power is revealed. On a
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4 INTRODUCTION

personal level, I’m sure you will agree that it feels very different to get on a
scale and be told that you are overweight than it is to use the scale proac-
tively to enable weight loss. It is the same scale, but, in the first case, it is
being used to judge, while, in the second case, it is being used to motivate
and empower. The context in which measurement is used makes all the
difference!

The Purpose of This Book
This book is not about doing measurement; it is about creating an optimal
environment (context) for its effective use. Large organizations collect mil-
lions of data points every day, but few are able to establish the right environ-
ment for the effective use of that measurement. Most organizations have
very competent people crunching and keeping track of numbers and have
made massive investments in technology to deal with this data deluge. But
almost none have done anything to improve the social and organizational
context to make measurement enjoyable and productive for all the people in
the organization—from those who ultimately determine what to measure
and how to measure it, to those who interpret the data, communicate about
it, and learn from it. That’s the real challenge. In fact, as you will see, mea-
surement is not something that should be reserved for the select few; in a
high-performing organization, measurement is everybody’s job. Unfortu-
nately, if the ‘‘context of measurement’’ issues are not addressed, then the
efficacy of performance measurement will change very little, and perform-
ance measurement will continue to be a drudgery and it will continue to be
viewed through the same old lens.

When performance measurement is done right—the way that is being
advocated in this book—both the organization itself and the people within
it will be impacted positively. For the organization, transformational mea-
surement leads to improvements in virtually every aspect of organizational
performance from Accident reduction to Zero defects, including: improved
strategy execution, better investment decisions, increased value creation and
value capture from diverse assets (tangible and intangible), improved rela-
tionships (customers, employees, suppliers, partners, and others), increased
synergy and synchronicity of the supply chain, increased forecasting accu-
racy, enhanced employee motivation and performance, greater organiza-
tional learning, and much, much more.

For the people who work in the organization, transformational measure-
ment makes people feel good about measurement, and it improves their
morale, their engagement, their loyalty, and makes them more eager to con-
tinuously improve their performance. Instead of an activity to be avoided or
feared, measurement becomes an activity that people actually can enjoy, and
measurement data become information that people look forward to receiv-
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5INTRODUCTION

ing. Sound too good to be true? By using measurement transformation-
ally—and creating the right context for its effective use—benefits such as
these can be achieved by any organization.

I wrote this book as a manifesto and a guide for helping you to at least
begin the journey toward transforming performance measurement in your
organization. I have endeavored to provide you with a resource that will
increase in value as you use it over time to create and stimulate the kind of
properly socialized performance measurement that will transform the way
your team, department, business unit, or entire organization thinks about
and does performance measurement.

Once you have read this book, you will probably be surprised at how
simple the basic concepts are, but doing it right isn’t necessarily easy. That’s
why this book focuses on the most important and highest-leverage strate-
gies, tactics, and action proposals you can use for releasing the power of
your organization’s measurement system to achieve truly transformational
results. So, let’s get started!

But before you start reading Chapter 1, you might want to answer the
questions in the Transformational Measurement Questionnaire (TMQ)
below. It will provide a quick assessment of your organization’s need for
transforming performance measurement.

Transformational Measurement Questionnaire

Instructions: Please answer the following twenty questions
‘‘Yes’’ or ‘‘No’’ according to your honest assessment of the current
state of performance measurement in your organization. A quick
scoring guide appears at the end of the questions.

1. Are you confident that the most important factors for the
present and future success of the organization are being
effectively measured? Yes No

2. Is there any ongoing process of continually aligning and
re-aligning performance measures with strategy?

Yes No
3. Is the importance and value of performance measurement

widely acknowledged throughout the organization?
Yes No

4. Do people in the organization proactively seek and wel-
come measurement-based feedback? Yes No

5. Do employees have positive attitudes toward perform-
ance, trust it, and are confident that it will not be used
against them? Yes No
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6 INTRODUCTION

6. Is performance measurement information in the organiza-
tion timely and easy to understand? Yes No

7. Is performance measurement data being routinely con-
verted into knowledge, deep insight, and wisdom?

Yes No
8. Are projects and initiatives in the organization measured

for effectiveness (not just for cost and timely comple-
tion)? Yes No

9. Does the organization’s performance measurement sys-
tem foster decisiveness, candor, transparency, and collab-
oration? Yes No

10. Does the organization’s performance measurement sys-
tem foster cross-functional collaboration?

Yes No
11. Do organizational stakeholders understand the cause-and-

effect relationships, dependencies, and trade-offs among
key performance measures? Yes No

12. Do organizational stakeholders feel confident that the or-
ganization’s performance measurement system is provid-
ing the insight and foresight to guide high quality
decision-making? Yes No

13. Has significant progress been made to integrate data (es-
pecially customer data) to enable more holistic decision
making? Yes No

14. Is continuous improvement of the performance measure-
ment system and updating performance measures an or-
ganizational priority? Yes No

15. Is there progress being made in measuring difficult-to-
measure sources of intangible value (e.g., talent, knowl-
edge, innovation)? Yes No

16. Is the organization open to experimentation with new, in-
novative, and cross-functional performance mea-
sures? Yes No

17. Is there frequent interactivity and positive dialogues about
performance measurement in staff and management
meetings? Yes No

18. Is the organization’s performance measurement system
dynamic and flexible enough to adapt quickly to increas-
ing complexity and changing circumstances?

Yes No
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7INTRODUCTION

19. Is measurement used at least as frequently for improve-
ment and learning as it is for monitoring, reporting, and
rewarding? Yes No

20. Is there a major effort in the organization to educate em-
ployees about performance measurement?

Yes No

Quick Scoring Guide: Use this scoring guide to give you a quick
snapshot of your organization’s Transformational Measurement
Quotient. Score 1 point for a ‘‘Yes’’ and 0 points for a ‘‘No.’’ Then
interpret your organization’s score using the following guide-
lines:

15–20 points Congratulations! Your organization is doing a
good job of transforming performance
measurement. This book should be a great
refresher and help you build on your
strengths.

10–15 points Your organization is making progress in
transforming performance measurement.
This book should help your organization take
performance measurement to the next level.

0–9 points Performance measurement in your
organization is still very much in need of
transformation. But don’t be discouraged.
This book will help you develop a blueprint for
the transformation.
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C H A P T E R 1

Why Measurement Is So Powerful

Measurement is not something new. It has been around since the begin-
ning of time. In primitive, self-contained villages, there was little re-

quirement for measurement. Advances in measurement were driven by
powerful needs, such as the needs for social interaction and to move beyond
subsistence living, which led to trade and commerce, and the need for un-
derstanding and mastery of the physical environment, which led to science.
Trade and commerce have been such a crucial part of world history that
they have become virtually hard-wired in our DNA—and it is trade and
commerce that gave rise to most of early practical measurement, including
weight, size, quantity, and monetary measures. Early measurement was
based on human body parts—for example, the ancient cubit was the length
of the pharaoh’s arm plus the width of his hand—and a variety of natural
artifacts (such as flowers, stones, and shells), which were used in exchange
for goods and services. Over the centuries as more sophisticated needs
emerged, more sophisticated measures were developed.

Thus, measurement arose because of the uniquely human needs for so-
cial interaction, trade and commerce, and the drive to understand the world
around us. Most measurement today continues to facilitate the formation
and operation of our current social activities and institutions. An important
thesis throughout this book is that measurement is, at its roots, a social
phenomenon—not a detached calculation of numbers. In fact, measure-
ment was created to facilitate socialization, and its further development and
effectiveness depend on a socialization process.

The social nature of measurement is well exemplified by how the mea-
surement of time evolved from social need. In early cultures, time was not
very important, and the position of the sun in the sky was sufficient for the
level of time-consciousness needed at that time. As people became more
conscious of time, they started valuing it more, requiring more time disci-
pline. This led to more precise measurement of time, including the appro-
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10 TRANSFORMING PERFORMANCE MEASUREMENT

priate measurement tools, such as clocks and watches. David Landes said,
‘‘It can be persuasively argued that improvements in the measurement of
time . . . were the most important physical advances in the history of West-
ern Civilization, without which few of the other advances would have been
likely.’’1

In fact, all scientific and industrial progress has depended on measure-
ment and the continuing development and refinement of increasingly more
sophisticated measurement devices—telescopes, microscopes, x-rays, atomic
clocks, etc. As Louis Pasteur said, ‘‘A science is as mature as its measure-
ment tools.’’2

The Pervasiveness of Measurement
Today, if we were consciously aware of the pervasive impact of measure-
ment on our lives, we would be very surprised just how ubiquitous measure-
ment is. Almost everything in modern life is based on some form of
measurement. Think for a moment about the critical role of measurement
in your daily life.

Literally hundreds of measurement incidents trigger much of what we do
during the course of a day—from the moment our alarm clocks wake us up
in the morning. We spend much time each day measuring things: time
(clocks and calendars), finances (paychecks, bank accounts, budgets,
credit, investments, retirement plans), shopping (price comparisons, prod-
uct quality ratings), weather (temperature, precipitation, wind velocity,
humidity, barometric pressure), vehicle operation (speed and gas gauges,
maintenance records, specifications), travel (schedules, fares, locations,
directions, distances), quantities (lengths, volumes, weights), food (size of
portions, recipes, calories, fat content), education (grades, test scores,
graduation requirements), health (vital signs, lab tests, cholesterol, blood
pressure, weight), sports (scores, batting averages, records), politics (votes,
opinion polls)—and hundreds of other measures we use almost daily. Just
think of how much measurement goes on as you drive your car or play a
round of golf! As Herbert Arthur Klein so rightly said: ‘‘Man is a measurer
of all things.’’3

However, most of our daily measurements are so habitual we hardly
notice them, much less label them as ‘‘measurement.’’ Because of the perva-
siveness of measurement and its integration with so many other activities, it
often blends into the background, and we tend to take it for granted. But it
is rather obvious that, especially in today’s complex world, we would be in
great trouble if we didn’t have measurement to guide our decisions. Con-
sider just a few possible consequences of not measuring in our personal
lives: We would never be on time, our health would be at risk, our finances
would be a shambles, and we would be constantly running out of gas!
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11WHY MEASUREMENT IS SO POWERFUL

Geniat and Libert say (with only slight exaggeration), ‘‘Without the ca-
pacity to measure, we would be uncertain, literally, as to where we stood
and where we are going. We would not know if we are rich or poor, hot or
cold, old or young. The very word ‘measure’ pervades all fields. . . . You
can’t make decisions, connections, money, or music without true measure-
ments.’’4 To a large extent, the way we measure success determines the
success we will achieve. Unmeasured things cannot be easily replicated, or
managed, or appreciated.

Of course, while measurement is a necessary condition for success, it
alone is not sufficient for it. We still must take action. A blood pressure
reading is not very useful if we ignore it. If we pay attention, however, and
take appropriate action, it can change our life—or perhaps even save it.

What makes measurement so potent is its capacity to instigate informed
action—to provide the opportunity for people to engage in the right behav-
ior at the right time.

The Challenge of Organizational Measurement
There is no area of human endeavor so much in need of effective measure-
ment as are organizations. Organizations are probably the most complex
entities in the universe—composed of thousands, even millions, of compo-
nents. In fact, nothing has more ‘‘moving parts’’ than a large business or
government enterprise!

The challenge is to manage those parts strategically, synergistically, and
with appropriate alignment and synchronicity to attain the desired results.
Measurement is the connecting fiber that can make all the parts work to-
gether. Achieving this kind of coordination and alignment is impossible
without exceptional performance measurement.

Of course, smaller, simpler businesses can get by with much less sophis-
ticated measurement. But even the sole proprietor or small business owner
needs some measurement, and as small organizations grow in size and com-
plexity, the role of measurement becomes increasingly vital.

Furthermore, the intensely competitive marketplace today demands a
level and quality of performance measurement unlike any that ever existed.
In the not too distant past, making money and winning at business was
much easier: Companies could establish a competitive advantage quite eas-
ily and keep it for a very long time; market strength was virtually unassail-
able; customers were much less demanding; and leaders could manage
relatively effectively with good-enough strategies and mediocre execution.
But today, ‘‘good-enough’’ is not good enough.

Achieving and sustaining success in today’s hyper-competitive market-
place is an ultimate challenge for any company and business leader. This
is an era of unprecedented change, complexity, volatility, and risk—when
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12 TRANSFORMING PERFORMANCE MEASUREMENT

everything seems to be moving at warp speed. There is very little room for
error. The business imperative today is not just to perform excellently, but
to perform excellently consistently. Organizations that understand and can
use performance measurement to manage their strategy, systems, and proc-
esses more effectively and more consistently have found that it provides a
tremendous competitive advantage.

As organizational change expert Daryl Connor said, ‘‘Never before has
there been so much change so fast with such dramatic implications for the
entire world.’’5 Ironically, in order to adapt to change, organizations must
become even more complex—and the more complex they become, the more
difficult it is for them to be managed. And the more complexity and change
there is, the more crucial measurement is. Managing a business without
effective measurement is like piloting an airplane through a stormy sky with-
out instruments. In any organization that wants to succeed today, top-notch
performance measurement is no longer optional.

The Power of Measurement
There are some who say that rewards are the most powerful force in organi-
zations. According to Michael LeBoeuf, the world’s greatest management
principle is ‘‘What gets rewarded gets done.’’6 He said that he reached this
conclusion after hearing the following parable:

A weekend fisherman looked over the side of his boat and saw a
snake with a frog in his mouth. Feeling sorry for the frog, he
reached down, gently removed the frog from the snake’s mouth
and let the frog go free. But now he felt sorry for the hungry snake.
Having no food, he took out a flask of bourbon and poured a few
drops into the snake’s mouth. The snake swam away happily, and
the man was happy for having performed such good deeds. He
thought all was well until a few minutes passed and he heard
something knock against the side of his boat and looked down. He
was stunned to see that the snake was back—with two frogs!

Sound familiar? We have all experienced analogous situations where em-
ployees do something that is inconsistent with the goals or values of our
organizations, and we can’t understand for the life of us why they did it.
The fact is that people do these things because their managers often inad-
vertently apply LeBoeuf’s principle of ‘‘What gets rewarded gets done,’’ but
they fail to implement an effective system of measurement to support it.

Every day, I see or hear of disturbing behavior by individuals in organiza-
tions as a result of how they (and their performance) are rewarded: Sales
managers who alienate key customers because they need to close a sale by
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the end of the month so they can get their quarterly sales bonus; corporate
executives who allow expenses to be deferred to a subsequent period be-
cause they are rewarded for profits during the current period; employees
who fail to share knowledge with others because knowledge sharing isn’t
counted in their performance appraisals. The list of reward-motivated
abuses goes on and on.

So, was Michael LeBoeuf right? Is ‘‘What gets rewarded gets done’’ the
greatest management principle in the world?

No—I think not.
Rewards are indeed extremely powerful, and people will naturally tend

to do the things for which they are rewarded. But despite the plethora of
books and articles (including several I authored) that promote rewards and
recognition as the solution to every conceivable organizational failing or
management woe, simply implementing a system of rewards is only one part
of the solution, and it isn’t even the most important part. In fact, this book
resulted from my realization that no matter how important and powerful
rewards are, they are no better than the measurement system they are based
on.

But rewards aren’t the only management system that can be problematic
without good measurement. Measurement underlies every system in an or-
ganization—and that’s why performance measurement is so important!

While ‘‘What gets rewarded gets done’’ may very well be one of the
world’s greatest management principles, there is another principle that is
even more fundamental. In fact, it determines what people choose to do
(and reward) on the job, and in their lives. This principle is: ‘‘You get what
you measure’’ and its proper application will help you not only to use re-
wards better, but also manage everything else you do more effectively.

Performance Measurement Promotes Effective
Management
Effective management is based on a foundation of effective measurement,
and almost everything else is based on that. Bain & Company director emer-
itus and customer loyalty expert Frederick Reichheld unequivocally put it
this way: ‘‘Measurement systems create the basis for effective manage-
ment.’’7

As Figure 1-1 illustrates, measurement determines what management
does, and it works—through management—to touch every part of the or-
ganization, including compensation and rewards.

Organizations are conglomerations of many systems. Measurement is
actually the most fundamental system of all. When the ‘‘measurement sys-
tem’’ works well, management tends to manage (and reward) the right
things—and the desired results will occur. The measurement system—for
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14 TRANSFORMING PERFORMANCE MEASUREMENT

FIGURE 1-1. MEASUREMENT: THE MOST FUNDAMENTAL
MANAGEMENT SYSTEM.
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good or ill—triggers virtually everything that happens in an organization,
both strategic and tactical. This is because all the other organizational sys-
tems are ultimately based on what the measurement system is telling the
other systems to do. Unfortunately, as we will see, most organizations do
not have one integrated measurement system, but rather many measure-
ment systems located in functional ‘‘silos’’ and not well interconnected.

I am continually amazed how many leaders pursue the wrong things—
and it almost always comes down to what is being measured. The wrong
measures tend to trigger the wrong activities—because they represent what
people ‘‘see.’’ Then these wrong activities generate the wrong results—no
matter how well-executed the activities are. Most individuals and organiza-
tions don’t get what they want because they don’t measure what they really
want!

If your measurements are out-of-whack, everything else will be as well.
This is a real problem, because no organization can be any better than its
measurement system. Here is just a small sample of bad things that happen
to good companies that don’t measure well:

• Strategy isn’t well executed, because managers and employees don’t
know what the strategy means for their jobs.

• Operational performance can’t be appropriately managed, because
management becomes (at best) a set of educated guesses.

• Priorities are vague and conflicting, and goals can’t be set because
goals require the right measures.

• People don’t understand what’s expected of them, and when they do
figure it out, it’s often too late.

• Managers don’t really know how well their functions, their people, and
their initiatives are performing.
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15WHY MEASUREMENT IS SO POWERFUL

• There’s frenetic behavior, lots of activity, but little seems to get accom-
plished, and nobody really knows what is paying off, and what isn’t.

• There are Herculean efforts at problem-solving and performance im-
provement, but problems don’t really get solved and nobody really
knows which improvements are working or what caused the problem
in the first place.

• The wrong things are rewarded, and the things that should be re-
warded are not.

Do any of these symptoms sound familiar?
Nothing is more frustrating and futile to observe than the chaos and

waste that proliferates in a poorly measured organization.

The Functions of Performance Measurement
Even if we don’t always measure well, we tend to measure often. That’s why
this book is about how to measure both often and well.

You would be amazed to know how many times on an average workday
you are involved in some form of measurement. It is the ubiquity of mea-
surement that makes it almost invisible, and we have come to think of it as
routine—as part of the standard infrastructure of the organization—and it
has been allowed to evolve. But this is a mistake. Organizational perform-
ance measurement is much too important to leave to chance and evolution.
Measurement at work serves a great many vital purposes, and the extent to
which it serves those purposes is the extent to which organizations like
yours will realize its true value.

Let’s look at some of the major functions of performance measurement:

• Measurement directs behavior. According to Eliyahu Goldratt, author
of the business classic, The Goal, all behavior can be predicted by what is
being measured: ‘‘Tell me how you measure me, and I will tell you how I
will behave.’’8 The most frequent question I get from clients is: ‘‘What can
we do immediately to improve performance in our company?’’ My response
is invariably: ‘‘Change one key measure that is currently driving the wrong
behavior.’’

• Measurement increases the visibility of performance. You can’t manage
what you can’t measure. Because most of what happens in organizations
(processes, capabilities, and performance) is not directly visible, measure-
ment then becomes ‘‘our eyes.’’ This book will show you how to measure
anything—even those difficult to measure intangibles like innovation, rela-
tionships, and knowledge—so that everything important in your organiza-
tion can be effectively managed. In our far-flung and virtual enterprises,
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where onsite managing is becoming increasingly difficult, measurement is
what makes the ‘‘virtual organization’’ and self-management possible.

• Measurement focuses attention. Because people are faced with so many
competing demands on their time and resources, what is measured tends
to get their attention—particularly when what is measured is linked (even
tangentially) with the reward system. Furthermore, in the absence of good
measurement, it is human nature to pay attention to the unusual or the
annoying. That’s why the squeaky wheel often gets the grease—even if it’s
the wrong wheel.

• Measurement clarifies expectations. One of the most important roles of
management is to communicate expectations to the workforce. It is well
known that people will do what management inspects (measures), not nec-
essarily what management expects! Too often management is vague about
what it expects, resulting in considerable confusion:

‘‘We want our supply chain to be more agile!’’
‘‘We are committed to being the most innovative company in our in-
dustry!’’
‘‘We aim for maximum customer service and total customer satisfac-
tion.’’

What do these statements mean? Twenty people will interpret them in
twenty different ways. Some people are adamant that ‘‘I’ll know it when I
see it!’’ But, will they really? As we will see, well-defined measures cut
through the layers of vagueness, and get right to the point.

• Measurement enables accountability. Accountability is really nothing
more than ‘‘measurable responsibility.’’ Measurement tells you how well you
and your employees are performing against commitments—the essence of
accountability. Without measurement, it’s difficult to hold yourself—or
anyone else—accountable for anything, because there’s no way to deter-
mine that whatever it is you’re supposed to do has actually been accom-
plished. Unfortunately, accountability traditionally has negative associations.
In this book, I will differentiate between ‘‘positive accountability’’ (an op-
portunity to perform and improve) and ‘‘negative accountability’’ (merely
doing what is necessary to get rewards or avoid punishment).

• Measurement increases objectivity. One of the major points of this book
is that people actually like measuring and even like being measured—but
they don’t like being judged, especially based on subjective opinions. How
measurement is experienced depends on its purpose—and the highest pur-
poses of measurement are to learn and to improve. As measurement expert
Bob Frost has explained, objective measurements ‘‘enable you to manage by
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fact; without them, you’re left to lead with charm and personality.’’9 Few
employees appreciate that kind of ‘‘charm and personality!’’

• Measurement provides the basis for goal-setting. Everybody knows that
goals are the means by which most organizations define success. The goals
that a company sets will depend on what the company measures. However,
few people realize that a goal is really nothing more than a ‘‘target value’’
established on a particular measurement scale. But, first you must define
that scale. The measurement scale can be net profits, customer satisfaction,
sales, productivity, etc. Most people are familiar with the SMART acronym
for the qualities of good goals—Specific, Measurable, Actionable, Relevant,
and Timely. They are all important, but the most crucial one is the ‘‘M’’—
Measurable. Remember: You will get what you measure!

• Measurement improves execution. You won’t be able to reach your
goals—whatever they are—without good execution. And you won’t be able
to execute well, consistently, without measurement. Even the greatest plan
in the world can be ruined by poor execution. If you doubt the importance
of measurement in execution, consider what execution guru Larry Bossidy
says about those who don’t do it: ‘‘When I see companies that don’t execute,
the chances are that they don’t measure.’’10

• Measurement promotes consistency. Above, we talked about the imper-
ative to manage well, consistently. Inconsistency (high variability) is a char-
acteristic of unmeasured and poorly measured systems, and it is the
antithesis of true quality. Outstanding performance is not about success in
a quarter or year; it’s about consistent success over the long-term—and this
requires more than occasionally pulling a rabbit out of a hat or making a
single hole-in-one. Examples from both business and sports show us that
winners don’t just win: They win consistently, and they use effective mea-
surement to do so.

• Measurement facilitates feedback. You won’t be able to execute any-
thing or reach the goals you set consistently without good feedback. Feed-
back is the basic navigational or steering device of any individual or
organization. Remember the childhood hide-and-seek game when you were
blindfolded? ‘‘You’re cold!’’ ‘‘Now you’re getting warmer.’’ ‘‘You’re hot!’’
You had to depend on others for feedback. When you received clear and
timely feedback, you could usually reach the hidden object very quickly and
minimize zigzagging and frustration—but when feedback was not given, or
was inaccurate or late, you were in trouble.

Similarly, without good measurement your organization is flying blind,
and it will take a lot of good luck to take you anywhere near your destina-
tion. Many organizations, like ships or airplanes with faulty instruments,
gradually—often imperceptibly—drift off-course. A missile can be only a
fraction of a degree off-course and miss its target by hundreds of miles. Ask
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any of your employees about the quality of feedback they receive from your
measurement system, and I think you will be surprised at how low they rate
it. Quality expert H. James Harrington describes it this way: ‘‘Measurement
is the lock, feedback is the key. Without their interaction, you cannot open
the door to improvement.’’11 Great measurement-based feedback might
even be the key to unlocking high performance in your organization.

• Measurement increases alignment. Consistent behavior and perform-
ance across any organization is impossible without an aligned measurement
system. I’m sure you have noticed the amount of self-interested behavior in
organizations today. In fact, some organizations appear to be composed of
a collection of functional silos that operate so independently that there
seems to be little connection among them at all. That doesn’t mean that
people aren’t trying to do a good job—but they define a ‘‘good job’’ as
maximizing their own functional measures of success. The key to making
self-interest coincide with organizational interest is the kind of fully-aligned,
holistic measurement system you will learn how to develop in this book.

• Measurement improves decision making. As Bain & Company consul-
tants Paul Rogers and Marcia Blenko say, ‘‘The hallmark of any highly ef-
fective organization is making good decisions and making them better,
faster, and more consistently than their competitors.’’12 Unfortunately, few
managers have ever formally learned how to make decisions, much less to
make data-based decisions. This is why Dr. Paul Nutt, author of Why Deci-
sions Fail, contends that two out of three managers use ‘‘failure-prone’’
decision-making practices, and that as many as 50 percent of all managerial
decisions fail.13

One of the major reasons for failure-prone decisions is over-reliance on
intuition, that is, on an individualistic combination of experience, opinion,
mythology, power, politics, and probability, all of which are highly suscepti-
ble to bias and personal blind spots. In the absence of data, anyone’s opinion
is as good as anyone else’s—but usually the highest ranking opinion wins!
We would be wise to remember the proverb: ‘‘One accurate measurement is
worth a thousand opinions.’’ Intuition is good, but by itself, it isn’t good
enough. Among other things, this book will show you how measurement can
improve your business intuition and significantly increase your ‘‘decision-
making batting average.’’

• Measurement improves problem-solving. According to Will Kaydos,
‘‘It’s not the 95 percent that’s right that makes something work; it’s the 5
percent that’s wrong that messes everything up.’’14 If you don’t have ways
of finding that 5 percent, then the 95 percent that you and your people do
well can be undermined—but if you do, then the full potential of that 95
percent can be realized. When people do see ‘‘problems,’’ most of what they
are really seeing are just ‘‘symptoms,’’ because, in most organizations, only
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the obvious symptoms are being measured. To make matters worse, because
of time delays built into organizational systems, it often takes a long time
for the symptoms to manifest themselves.

Peter Senge cautions us to ‘‘beware of the symptomatic solution,’’ be-
cause you cannot solve a problem by merely removing a symptom.15 When
a serious-enough problem is identified, the root causes need to be diagnosed
and validated by collecting actual performance measurement data using a
disciplined process. If you are already systematically measuring perform-
ance, problems will be much easier to discover, prioritize, and solve.

• Measurement provides early warning signals. No matter how right the
solution, what good is a problem that’s solved too late? Many people don’t
recognize a problem until it reaches a crisis level. This is the same situation
with a business. If crucial problems are not identified and addressed early
on, the longer-term consequences can be quite severe. Companies need
to calibrate their measurement systems for both their internal and external
environments to recognize changes. Sometimes small but significant
changes, which normally might be overlooked, can become visible with the
right measurement. For example, companies that fail to keep monitoring
their customers in new and innovative ways are those most likely to be ask-
ing, ‘‘What the heck happened?’’ as they watch their stock prices fall. The
sooner problems can be diagnosed the better. Good measurement is a lot
less expensive in the long-run than major overhauls, business recovery, or
bankruptcy.

• Measurement enhances understanding. Quality guru W. Edwards De-
ming based much of the methodology he used to help transform Japanese
industry on deep understanding through systematic process measurement,
which he called ‘‘profound knowledge.’’ Measurement can provide a deeper
understanding of virtually anything. Quality expert James Harrington has
said, ‘‘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.’’16 Famous physicist Lord Kelvin was well known for saying that if you
can’t measure something, your understanding of it is ‘‘meager.’’

In any area of an organization, without good measurement, it is impossi-
ble to know what is working and what is not. If used appropriately, ‘‘prop-
erly socialized measurement’’ (the kind this book is about) will provide you,
your employees, and your partners with the kind of growing understanding
essential to managing the difficult-to-measure sources of real value creation
in your organization—and, in the process, help you to be a much more
effective manager and a better leader. What is most remarkable is that the
mere effort to measure a difficult-to-measure construct can lead to a much
deeper understanding and more effective management of that dimension or
asset.
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• Measurement enables prediction. There is an adage that states, ‘‘Look-
ing back is helpful, but looking forward is essential.’’ In The New Econom-
ics, W. Edwards Deming pronounces unequivocally that ‘‘management is
prediction.’’17 Of course, prediction is not entirely new to management;
companies make predictions regularly. What I am talking about in this book
is how good ‘‘predictive measurement’’ can be used to lead an organization,
not just attempt to extrapolate data for spin or reporting purposes. This
book will show you how you can use dialogue to improve predictive mea-
surement, including estimating and forecasting accuracy. While no predic-
tion is ever certain, using predictive measurement appropriately by building,
and continually refining, measurement models or frameworks can make
your organization’s management more proactive, forward looking, and
much more effective.

• Measurement motivates. Measurement tends to make things happen; it
is the antidote to inertia. We have all experienced, for example, how mile-
stones in a project plan get people moving energetically toward a goal, while
open-ended timeframes inevitably lead to complacency and low energy.
Measurement also helps people see their progress, which is highly motiva-
ting. Give people measurable goals (even ambitious ones), in a relatively
nonthreatening environment, help them track their progress, and they will
be strongly motivated. On the other hand, when improvement goals are
vague, unmeasurable, and cannot be objectively tracked, people often lose
interest and disengage from the improvement efforts—in favor of what can
be measured.

In addition, measurement releases powerful motivational forces—
including initiative, pride in accomplishment, peer pressure, and competi-
tiveness. One of the most remarkable examples of the motivational function
of measurement is how dedicated athletes use measurement to motivate
themselves to ever higher levels of performance. You can mobilize that same
kind of dedication in your organization.

However, despite its enormous potential to motivate intrinsically, mea-
surement is often linked with rewards that are so powerful that they over-
power the value of measurement. As we will discuss in Chapter 2, while the
alignment of measurement and external consequences—both rewards and
punishment—is desirable, linking performance measurement too tightly
with rewards and punishment is one of the contributing factors to measure-
ment dysfunction and undesired behaviors. This is just one of the many
problems that organizations face ‘‘when measurement goes bad’’—and
what keeps organizations from fully realizing the positive power of perform-
ance measurement.
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C H A P T E R 2

When Measurement Goes Bad

As we have seen, measurement has the potential to be a very powerful,
highly functional, and extremely positive force in organizations and for

their employees. When used well, no other single aspect of management
provides greater functionality than performance measurement.

But there is a flip side. Unfortunately, when used poorly, not only does
it not live up to its positive promise, but performance measurement can be
highly dysfunctional. This is the ‘‘dark side’’ of measurement’s enormous
power. Everything that is powerful for good, if misused, can be powerful
for bad. Because measurement is the lens through which most performance
is viewed, because it is the most fundamental management system upon
which other management systems are based, and because it is the triggering
mechanism for most of what happens in organizations, it should be apparent
that there is the potential for both unintentional and intentional distortion
and manipulations. If your lens is out of focus or focused on the wrong
things, if your most fundamental management system is being poorly used,
and if your triggering mechanism is triggering the wrong actions, then bad
things are virtually guaranteed to happen.

In this chapter, you will learn what happens when measurement goes
bad so that you will be able to proactively address the problem rather than
waiting for bad measurement to continue to undermine your organization’s
or your function’s effectiveness.

Without a vision for both the positive and negative sides of performance
measurement, you might be lulled into a false sense of complacency, think-
ing that any problems can be taken care of through routine maintenance or
by delegation to technical measurement specialists. No organizational
leader today can afford to take their measurement system for granted.

The good news today about performance measurement is that organiza-
tions are finally discovering the importance of measurement. The bad news
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is that most organizations are still using it very poorly. In The Agenda, Mi-
chael Hammer puts it this way:

A company’s measurement systems typically deliver a blizzard of
nearly meaningless data that quantifies practically everything in
sight, no matter how unimportant; that is devoid of any particular
rhyme or reason; that is so voluminous as to be unusable; that is
delivered so late as to be virtually useless; and that then languishes
in printouts and briefing books, without being put to any significant
purpose. . . . In short, measurement is a mess.‘‘1

But, as you will see, Hammer’s indictment of organizational measure-
ment systems is not nearly strong enough!

While most people are aware that ‘‘something is wrong’’ with their orga-
nization’s measurement system, few can pinpoint the causes, much less the
solution. That is why dysfunctional measurement continues to persist. Per-
formance measurement is complex, and we still do not understand it very
well; you can’t fix something that you don’t understand. As a result of igno-
rance about performance measurement, many executives try to fix every-
thing else in their organizations except measurement, and find that the
problems are never solved—because the source of so many organizational
problems is a defective measurement system.

The Problem of Measurement Dysfunction
What is commonly referred to as ‘‘measurement dysfunction’’ occurs when
the measurement process itself contributes to behavior contrary to what is
in the best interests of the organization. When measurement dysfunctions
occur, specific numbers might improve, but the performance that is really
important will worsen.

While some of the most egregious examples of measurement dysfunction
in the history of business were at companies like Enron, WorldCom, and
Tyco, its more mundane manifestations are being played out virtually every
day in almost every organization around the globe. Because of the failure to
address the root causes of the problem, most organizations are full of exam-
ples of measurement used for self-aggrandizement, self-promotion, and
self-protection; measurement used to justify pet projects or to maintain the
status quo; and measurement used to prove, rather than improve. Although
the more routine cases of dysfunctional measurement might not appear to
be very serious individually, the collective consequences of small doses of
measurement dysfunction can be profound.
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A Major Cause of Measurement Dysfunction
Probably the biggest problem with measurement is not the flaws in the sys-
tem, but with the consequences that so often follow flawed measurement.
There are two major types of measurement, based on how they are used:

1. Informational measurement—measurement used for informational
purposes

2. Motivational measurement—measurement used for rewards and
punishment

When measurement is used as a source of information for organizational
members to improve management and the work that is done, it is enor-
mously valuable. However, when measures are tightly linked with rewards
or the threat of punishment, the informational value of the measurement
becomes subordinated to its use for inducing people to exert more effort.
This is where the major problems begin.

Most organizations have very strong contingencies that tell employees,
either explicitly or implicitly, ‘‘If you do this (behavior) or achieve this (re-
sult), you will get this (reward, punishment).’’ Because, in most organiza-
tions, behavior and results can’t be directly observed, these performance
expectations are operationalized by how they are measured. The perform-
ance measures become the way to achieve rewards and to avoid punishment.
No matter how many other things might be measured, what is rewarded or
punished becomes the focal point.

Striving for rewards is one of the most important aspects of life and
work. But when rewards are at the end of the line, measurement becomes a
means to that end. Furthermore, the greater the rewards that are offered,
the less attention is paid to the information that measurement can provide.
When the focus is on the carrot, it’s difficult to see anything else! And
human beings are very adept at doing whatever it takes to get a reward.
Because measurement is so powerful, especially when coupled with contin-
gent rewards, measurement dysfunctions are quite prevalent and wide-
spread. Furthermore, when people are being rewarded by the existing
measurement system, they will resist any changes that will reduce their
rewards, even if the changes are in the best interest of the organization.

How Rewards Increase the Potential for Measurement
Dysfunction
The weaknesses of most measurement systems together with the need to
base rewards on measurement cause a lot of measurement dysfunction. As
Frederick Reichheld explains, ‘‘Many companies are shooting themselves in
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both feet with their rewards systems. They pay on results that are easy to
measure rather than on the right results.’’2 I could literally fill this book with
examples of the dysfunctions that can and do happen when rewards become
too closely linked with the wrong performance measures.

One of my favorite stories comes from the world of sports. Vasili Alex-
eyev, a famous Russian super-heavyweight weight lifter, was offered an in-
centive for every world record he broke. The result of this contingent
measurement was that he kept breaking world records a gram or two at a
time to maximize his reward payout! Can you imagine what would happen
in almost any business organization if the measures and rewards encour-
aged that sort of behavior?

There is little doubt that striving for rewards affects the way we respond
to measurement. When individual people or groups are highly incented,
the measurement system becomes a tug-of-war between opposing interests:
those who are trying to do the best for the organization, and those who
want to do the best for themselves. But even ‘‘doing the best for the organi-
zation’’ is based on the interpretation of whatever measures are being used.
Given the defects in almost every measurement system, strong rewards are
bound to significantly increase the probability that these defects will be used
for personal benefit and give rise to measurement dysfunction.

While you might find some of the following examples of dysfunctional
measurement unbelievable—even unbelievably stupid, at least in retro-
spect—sadly these situations are all true and surprisingly common:

• A manager of a fast-food restaurant striving to achieve an award for
attaining a perfect 100 percent on the restaurant’s ‘‘chicken efficiency’’
measure (the ratio of how many pieces of chicken sold to the number
thrown away) did so by waiting until the chicken was ordered before cook-
ing it. He won the award, but drove the restaurant out of business because
of the long wait times.

• A company’s measures showed a near-perfect delivery record, yet
some 50 percent of customers complained of their products arriving late.
To attain rewards the company had adopted a measure of on-time delivery
that only reflected whether the product had left its plant on-time.

• An automobile industry executive explained that to receive his quar-
terly bonuses ‘‘all that mattered was meeting production quotas and getting
the cars out of the factory.’’ What happened after that was somebody else’s
problem.

• In the race to meet revenue goals and get their commissions, sales-
people are often adept at doing whatever they need to do to make the sale,
without really caring whether the company is losing money on every sale.
This behavior is often justified by totally illogical reasoning, e.g., ‘‘We can
make up for our negative margins on these sales with higher volumes.’’
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• Many training managers get rewarded and win awards for measuring
training effectiveness by the number of training hours and by trainee satis-
faction ratings, rather than by any real measure of effectiveness.

• I regularly hear a variation on the following theme: ‘‘Here the ultimate
goal is not customers—it’s the scorecard.’’ One senior manager said, ‘‘The
people I work with aren’t thinking about anything except the bonuses and
points they receive at the end of every quarter.’’ Another manager explained
it this way: ‘‘We don’t worry about strategy; we just move our numbers and
get rewarded.’’

Here are some more all-too-common real-life business examples of
incentive-based dysfunctional measurement:

• A company reported a 7 percent productivity gain that reflected posi-
tively on managerial performance, and earned significant bonuses for the
production manager. However, later, long after the bonuses had been
awarded, it was discovered that there had actually been a 1 percent produc-
tivity decrease, when a more widely accepted productivity formula was used.

• A company paid bonuses to its central warehouse spare parts personnel
for maintaining low inventory. As a result, necessary spare parts were not
available in the warehouse, and operations had to be shut down until the
parts could be ordered and delivered.

• Manufacturing companies everywhere have learned how easy it is to
hit their quarterly sales revenue targets. They just produce plenty of inven-
tory and offer great prices, huge discounts, unwise rebates, over-
promotions, attractive financing or other methods that together are virtually
guaranteed to generate a large amount of unprofitable sales.

• Purchasing departments are too often measured and rewarded on
price discounts negotiated. Purchasing managers know that the best way to
get a low price is to buy in large lots, even if production is stuck with huge
inventory. Unfortunately, no one is measuring the cash flow that is eaten up
by the inventory, the space it takes up, the maintenance it requires, or that
much of it is ultimately written off as waste.

• To make its profit numbers at the end of a period, some plants ship
high-margin goods ahead of schedule at the expense of the on-time delivery
of low-margin goods, and at the risk of dissatisfied customers.

• In order to win awards and certificates, some companies have devel-
oped quality bureaucracies that contribute more to loss than to profit or
quality. Companies spend enormous amounts of money for elaborate prepa-
rations for audit team and examiner visits. Research has shown that 80–90
percent of ISO certifications are not cost-effective in improving quality.
One company spent 14,000 labor hours to prepare an award application.
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• Rather than investing in better performance, many companies meet
their numbers by selling off valuable assets, often at fire-sale prices, and go
to great lengths to get as much ‘‘milk’’ as they can from their ‘‘cash cows.’’

As these examples illustrate, people tend to do what they are paid to
do—even if it’s the wrong things. When managers and employees are striv-
ing for rewards—anything from ‘‘employee of the month’’ to a pay raise or
stock options—they will often revert to self-serving behaviors, even when
they know the behaviors are harming the customer, the company, or both.
Even when there is minimal dysfunction, very rarely does measurement with
strong incentives lead to healthy outcomes or continuous improvement.

People tend to behave in their own self-interest, especially when their
self-interest is being generously rewarded. British business journalist Philip
Slater adds, ‘‘Getting people to chase money . . . produces nothing except
people chasing money.’’3 And others I know have described highly incented
people as ‘‘coin operated’’—certainly not the kind of response to measure-
ment that most smart business people want. But it’s not just greed that
makes people respond that way.

Fear Also Induces Measurement Dysfunction
Incentives and rewards aren’t the only organizational influences that en-
courage measurement dysfunction. This is particularly true for the majority
of employees who are more likely to encounter sticks than carrots. Fear is a
major cause of measurement dysfunction, as many employees become hap-
less victims of a measurement system over which they have no control.

Negative measurement messages abound in most organizations:

‘‘You’re 20 percent behind on this week’s shipments.’’
‘‘Customer complaints are up 8 percent.’’
‘‘This project is $128,000 over budget.’’
‘‘We can’t afford to record another accident.’’

Messages such as these are more likely to elicit negative reactions, rather
than problem-solving behaviors. This is particularly true when employees
see the threat potentially affecting their job security. Much traditional mea-
surement focuses on inducing employees to meet targets with an actual or
implied threat attached.

Negative pressure tends to compel people to do whatever it takes in order
to comply with measured performance expectations. Goals or targets, in
and of themselves, are not bad; it depends on how they are used. According
to quality guru W. Edwards Deming, when faced with measurement targets,
an untold number of companies give their employees direction such as the
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following: ‘‘Make this quarter look good. Ship everything on hand at the
end of the month (or quarter). Never mind its quality; mark it shipped.
Show it as accounts receivable.’’4 Forced compliance with what most em-
ployees know is wrong robs them of pride in workmanship, diminishes in-
trinsic motivation, and reduces commitment to the organization.

If avoiding failure means attaining a particular score, then people are
good at doing what is necessary to achieve that score. Employees learn that
they must do whatever it takes to make the numbers, and that the ends
justify the means. W. Edwards Deming has explained that people will do
what they need to do to meet their targets, ‘‘even if they have to destroy the
enterprise to do so.’’ As someone once said to me, ‘‘Never underestimate
how clever frightened human beings can be when faced with a numerical
target.’’

In many cases, employees will meet the letter of a law, but violate its
spirit; or they will grudgingly do just enough to stay out of trouble and keep
managers off their backs; this is what is referred to as ‘‘passive resistance’’
or ‘‘malicious compliance,’’ which are very common reactions when people
are forced to make their numbers—or else. Lastly, this type of measurement
not only encourages mindless conformity, but it also tends to put a cap on
performance—as people commonly reach their goal or quota, and then
stop. When you push people, they will do one of two things: They will go in
the direction that you push them, or they will push back. Unfortunately,
both situations often lead to negative behaviors, and damage to the organi-
zation as a whole.

One of the most egregious examples of the negative use of measurement
is the production manager at a large manufacturing plant who, with consid-
erable insight into the controlling power of measurement, posted the names
and productivity levels of employees who were performing below standard
outside the cafeteria on what he referred to as ‘‘the wall of shame.’’ The
productivity targets were met in record time, but every other production
indicator (including quality and safety) suffered, as did morale—and you
can bet that performance measurement wasn’t enthusiastically embraced in
this plant.

Here are some other examples of fear-induced measurement dysfunc-
tion:

• Plants refusing to receive shipments of raw materials at the end of each
month, so that month-end inventory targets will be met—even if production
suffers and customer orders are not filled.

• Workers reporting ‘‘pallets loaded’’ as a major measure of productivity,
whether the pallet contains one or fifty items.

• Airline crews routinely miscoding takeoff or landing delays to avoid
being blamed for them; luggage handlers leaving bags on the tarmac once
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they were unloaded, since they were being measured on the time taken to
unload bags.

• Plant employees shipping products before customers’ desired delivery
dates in order to reduce inventory, and make their numbers.

• Companies rotating inventories to various plants right before audits
were taken, making it appear that inventory levels are at appropriate
levels—when they really aren’t.

• Companies shipping incomplete orders to make critical on-time deliv-
ery dates, or sacrificing one very important late shipment for the sake of
others that might be delivered on-time.

Do these things sound illogical? People often behave in seemingly illogi-
cal ways when they feel that the system of measurement is stacked against
them. And, regardless of the organizational consequences, they will do
whatever it takes to ensure that the results do not have a negative impact on
their jobs, their careers, or their income. Here are a few more examples:

• Help desk agents being measured on the number of calls they handle
and on time taken to resolve customer issues have been ‘‘spectacularly suc-
cessful’’ in cutting customers off before their issues are actually resolved,
and prematurely closing cases. They didn’t do these things to be rude, but
because they were only doing what the measurement system is telling them
to do.

• Software quality inspectors reporting many defects—even if it means
debating whether every small problem is truly a defect—because they are
being rated on the number of defects they find, while those whose perform-
ance evaluation depends on how many defects inspectors find in their prod-
ucts fudge the data, spend excessive time perfecting the product before
releasing it for inspection, or do whatever they can to avoid inspections
altogether.

• More egregious is employees under-reporting (and even hiding) acci-
dent data, because ‘‘accident-free days’’ or ‘‘lack of recordable incidents’’
are being measured, and ‘‘unsafe employees’’ being identified rather than
being encouraged to find out what happened and therefore reducing future
accidents.

• A health management organization was successful in meeting its com-
mitment to reducing the number of people on hospital waiting lists by pres-
suring doctors to treat smaller problems before larger ones.

• We are all familiar with the practice of booking sales at the right time
to make a quota this year or next. Salespeople are notorious for delaying
processing orders if they have already made their quota or will fail to do so,
so they can have an additional sale in the next period.

PAGE 28................. 16154$ $CH2 10-04-06 08:25:53 PS



29WHEN MEASUREMENT GOES BAD

• And there is the common practice of pre-paying vendors so that budget
money is not lost or so that expenses are booked in a previous period.

Measuring the Wrong Things
Under conditions of both strong reward and strong threat, it is very com-
mon for organizations to measure the wrong things. Sometimes this is due
to intentional malfeasance, but most of the time it is due to lack of knowl-
edge about the system that is being measured. In most cases, those involved
genuinely believe that they are doing the right thing for the organization,
but coming up with the right measures of performance is no easy task. Too
much reliance on numbers typically leads management to manage what is
easiest to quantify—causing people to do what you count, not necessarily
what counts. And, ease of measurement and triviality are highly correlated.

The measurement ‘‘hall of shame’’ is full of organizations that do a good
job of producing ‘‘results’’ on the wrong measures of success. For example:

• A hotel chain responding to a cash flow crisis by mercilessly cutting
costs when it should have been focusing on occupancy rate. This resulted
in a short-term increase in cash, but a further deterioration of the business.

• A retail store chain that wanted to increase customer satisfaction using
a ‘‘smile index’’ to measure employees on the extent to which they smiled
at customers. Customers knew the smiles were phony, and the morale of
employees, forced into unnatural acts, plummeted.

• Stores measured on product variety carried thirteen different toasters
(even though two of them produced 85 percent of sales), and their sports
department carried forty different fishing reels—contributing to high costs
and low profits.

• Call center measures are most commonly used to drive quick response
and low costs, rather than customer insight and cross-sales to grow the
business. Ironically, by the existing measurement system, the faster they
hang up on customers, the better their performance!

• One company was measuring everything related to production, but
failed to measure anything related to delivery to customers.

And we all know how many dot-com companies went out of business
because their focus was on the number of website visits and not on revenue
or profits.

Dysfunctional measurement is often caused by organizations doing the
wrong things for the right reasons. In order to reduce customer wait time,
an insurance company, known for its customer-focus, invested in a device
to measure average customer wait time for each call center team. They
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mounted a digital scoreboard above the office cubicles for all to see. This
caused employees to get their customers off the phone quickly, even if their
issues had not been completely resolved, just so that the customers in the
queue wouldn’t have to wait! It also compromised customer service behav-
iors (like empathy for a customer who had recently experienced a death in
the family). To his credit, when he realized the problem, the CEO immedi-
ately acknowledged it and replaced the ‘‘wait time’’ measure with one that
measured the percentage of customers who completed their business on the
first call, with no need for follow-up.

Measuring ‘‘Looking Good’’ Rather Than ‘‘Being Good’’
Because of measurement system weaknesses, measurement is particularly
flawed and often quite subjective—especially in the areas of nonfinancial
and intangible measurement in support functions and relating to knowledge
work. When organizations have difficulty identifying and measuring what is
really important, many functions, and the employees in them, begin to be-
lieve that the most important thing is to ‘‘look good,’’ so that they appear to
be effective and successful. The operant question is: ‘‘How good can I make
myself, or my function, look?’’

We have all experienced the ‘‘uncanny’’ ability of organizations and indi-
viduals to perform well, just at the right time, when they are being measured.
A recent experience illustrates this well. At a medical clinic I occasionally
have to visit for check-ups and routine health care, on-time performance
and friendliness improved dramatically because service quality was being
measured. However, after the ‘‘measurement exercise,’’ service reverted
back to its normal low levels. You probably have your own favorite stories
of a similar nature.

Too many measurement systems are designed and used to placate top
executives. This is why measurement so often degenerates into a contest of
appearances—too often a beauty contest. Rather than aiming at managing
and improving the real business and focusing on the customer, measure-
ment is often used to sell and posture internally. And, people in these orga-
nizations become very skilled at using deficient measurement systems to
help cast themselves and their business units in the best possible light, pur-
suing the appearance of success (rather than real success), highlighting the
good news, and hiding bad news—at least until the truth becomes known,
usually long after the measurements have been recorded and, even more
insidiously, after the responsible persons have been promoted or have
moved on.

We all know people who have used the measurement system to get ahead.
In such an organization, often the ‘‘best employees’’ are the ones that are
best at putting their ‘‘best foot forward’’ on performance appraisals. On this
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topic, one colleague remarked: ‘‘Organizations must realize that people with
shinier shoes don’t walk faster!’’

As one would expect, in such an environment there is also an enormous
amount of filtered and distorted measurement information, whereby great
pains are taken to share only the good news and suppress the bad news—
after all, nobody wants to be ‘‘the messenger who gets shot.’’ Even accoun-
tants are encouraged to show the numbers in the most favorable light. As
former Securities & Exchange Commission chairman Arthur Levitt ex-
plained, ‘‘Corporations were playing with their earnings calculations until
they arrived at the best possible numbers.’’5

In this kind of ‘‘look good’’ environment, activity measures abound:
number of employees hired, number of training programs implemented,
number of help desk calls, number of machines repaired, number of inspec-
tions, number of audits, number of invoices processed, number of sales
calls, number of clinical trials, number of patent applications, etc. Activity
measures often produce an illusion of progress, as well as what has been
called ‘‘the activity trap.’’

Another example of ‘‘look good’’ measurements is the huge investments
in technology and improvement projects that organizations can’t or won’t
measure. It is amazing how often the actual costs of these projects far ex-
ceed the promised benefits, but when the measure of success is that the
project implementation was ‘‘successfully completed on-time and on-
budget,’’ nobody knows or wants to acknowledge that they are actually de-
stroying value. Project champions are often good at making bad projects
look good by creatively overestimating benefits and underestimating costs.

Without any standard approach to measuring nonfinancial value creation
and intangibles, it is easy to ‘‘declare success’’ on whatever criteria one
wishes to use. Organizations everywhere are finding it easy, in the short-
term at least, to look good on the wrong measures of success!

Suboptimization
‘‘Suboptimization’’ is the practice of focusing on, or making changes to,
one component of a total system, without consideration of the impact on
the whole. This leads to the optimization of the one component—that is,
the individuals and functions will do well on their own measures of suc-
cess—but it leads to damage to others, and the organization as a whole is
likely to suffer. In fact, most organizational measurement systems are made
up of many disparate measurement ‘‘silos.’’ These ‘‘mini measurement sys-
tems’’ (such as sales measurement, marketing measurement, or finance
measurement) actually work at cross-purposes—attempting to optimize
their own numbers—rather than optimizing the whole.

Nothing exemplifies both measurement dysfunction and suboptimization
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as much as the abuse of the annual budgeting process. Although it doesn’t
have to be this way, organizational budgeting tends to devolve into a time-
consuming, adversarial ‘‘tournament’’ in which each group competes for its
‘‘fair share’’ of the organization’s budget pie—too often resulting in bloated
budgets and inflexible performance commitments. Budgeting, at least the
way it is typically done today, is more of a political activity than a business
function—disconnected from strategic plans, with the not-so-hidden
agenda of gaining the maximum share of resources for one’s unit or depart-
ment (including camouflaged ‘‘pots of resources’’ that can be drawn upon
when needed), committing to as little as possible in return (‘‘so that we can
make our numbers’’), and then spending as much of the budget as possible
(‘‘so we don’t get less money next year’’). According to former CEO of
General Electric, Jack Welch, ‘‘The budget is the bane of corporate America.
It should never have existed.’’ As business journalist Simon Caulkin has
said, ‘‘It is no exaggeration to say that budgets corrupt.’’6 Furthermore,
because it is so central to operations, too often, it’s the budget that gets
managed, rather than the business. At the end of the year, too often the
biggest winners are those who have destroyed the most value!

Another classic case of suboptimization is the proliferation of projects in
organization. In Connecting the Dots, Benko and McFarland explain, ‘‘Indi-
vidually, each project may appear be to be adding value to the organization.
But when projects are examined together, a different picture emerges. Some
may be working at cross-purposes, others may be needlessly duplicating
each other, still other projects may be aiming to meet outmoded objec-
tives—but all are competing for scarce resources.’’7 Measuring pieces of an
interrelated system separately will always lead to suboptimization. Here are
some other, quite common examples of suboptimization:

• Salespeople in a manufacturing company took orders from customers
at the end of the quarter, but some customers couldn’t pay for all of the
product they had been ‘‘encouraged’’ to order. Because the unpaid portion
was not delivered by the customer’s desired date, all of the orders got
counted as ‘‘late deliveries.’’ In this case, everybody was doing their own
thing to meet their own measurements. Sales never properly flagged the
questionable credit-worthiness of the customers but could have cared less,
because it wasn’t part of their scorecard!

• Marketing departments often generate an enormous number of leads
for their scorecard that result in few sales—and they keep getting away with
it because there is no way to measure ‘‘how qualified’’ the leads are.

• After a cost audit, a company cut its inter-building mail runs by 50
percent, thus saving the mail room a significant amount of operational cost.
These cuts resulted in functional groups supplementing the mail runs by
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having their own personnel deliver mail from building to building, at a cost
far exceeding the mail room’s savings. ‘‘Optimizing’’ mail room expenses
actually increased the total cost to the organization.

Organizations today are bastions of suboptimization because they are
full of functionally-focused, unaligned measures.

Cheating
When striving for rewards in sports or in business, ‘‘players’’ will often do
whatever they can get away with to win. In sports, we see players commit-
ting fouls or faking catches or injuries—hoping that the deception won’t be
detected by the distracted referees. Of course ‘‘cheating’’ comes in all sizes.
Most cheating in business is so minor that we have come to accept it as
normal—we have even come to call it ‘‘gaming.’’ For example, project teams
are known to build in sufficient slack in each task estimate so that they are
virtually guaranteed of meeting project milestones. And, almost everyone
has been involved in the practice of setting goals as low as possible, so that
they can be exceeded.

In the recent bestselling book, Freakonomics, authors Levitt and Dubner
ask and answer the question: ‘‘Who cheats? Well, just about anyone, if the
stakes are right.’’8 In other words, when the motive is strong enough, almost
everyone will game the measurement system.

People in organizations become very good at managing to the numbers,
reporting the numbers, ‘‘tweaking’’ the numbers, fudging the numbers (if
necessary), and obtaining acceptable scores almost every quarter. All of
these tactics are perceived as acceptable, while real cheating—whatever it
is—isn’t. Cable pioneer Craig McCaw said: ‘‘Lots of companies manage
their earnings, and I think it’s okay within reason.’’ General Electric CEO
Jeff Immelt has also endorsed the practice. But consulting firm Stern Stew-
art demurs: ‘‘When decent men endorse indecent behavior something is
terribly wrong.’’ And they add, ‘‘Fudging financial results has become so
ingrained in corporate culture that even ethical business leaders have suc-
cumbed to the temptation to mislead the public.’’9

At the extreme of cheating is criminal activity. Of course, it is often diffi-
cult to determine where cheating the measurement system becomes
‘‘crime.’’ But, whether cheating or crime, this kind of measurement dys-
function will continue to exist and seriously impede organizational effective-
ness. We are all aware of examples of the truly egregious forms of
cheating—actual criminal activity—mostly second-hand through the news
stories that play themselves out in courtrooms throughout the world. But
here are some fairly common examples of routine measurement cheating:
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• Experienced case workers in a government agency work on the easiest
cases and leave the difficult ones for the inexperienced staff members, be-
cause they are measured on the ‘‘number of cases closed.’’

• When required to have a succession plan in place in order to be pro-
moted themselves, divisional executives at a company reverted to what has
been dubbed ‘‘The Roger Jones Phenomenon.’’ When they had trouble de-
veloping their own successors they simply put down the name of one of the
company’s superstar performers. However, when the plans were rolled up,
a single employee, Roger Jones, was found to be the potential successor for
most of the key jobs at the company!

• To reach their numbers, inflate their stock price, and get their bonuses,
many company managements rely on ‘‘aggressive’’ accounting, the selective
application of accounting principles to achieve better looking results, in-
cluding earning management, premature revenue recognition, deferring ex-
penses, use of special charges, capitalizing operating costs rather than
expensing them, and other deceptive, if not illegal, practices. Sunbeam Cor-
poration’s accounting gimmickry is legendary. The company took a huge
restructuring charge ($337 million before taxes), so that the next year could
show a fabulous sales and earning rebound.

• While many companies inflate profits to drive a higher stock price,
one highly-regulated company reported lower profits than they had actually
earned to ‘‘smooth out’’ their year-over-year profit picture to avoid govern-
ment scrutiny.

• Software inspectors have been known to plant bugs in software pro-
grams, because they are measured on finding a certain number of them.

• A company instituted a productivity measure for stenographers based
on number of keystrokes and was surprised to find some stenographers
tapping random keys or the space bar while eating lunch. I don’t know why
they were surprised!

Measuring Too Much
Today, some organizations seem to take measurement to an extreme. How-
ever, measuring too much can be as dysfunctional as measuring too little.
One employee described the situation in her organization in the following
way: ‘‘We measure everything that moves, but little that matters!’’ Elliott
Jaques explains why in Executive Leadership: ‘‘In a play-it-safe environment,
there is a tendency to measure everything.’’10

It seems as if every function, every area, and even every team in an orga-
nization has its own scorecard, instrument panel, and idiosyncratic mea-
sures of success. That means that many organizations can have literally
hundreds of different sets of measures.
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Michael Hammer shares the following comment from a corporate man-
ager about excessive and unnecessary measurement: ‘‘We measure too
much and get far too little for what we measure.’’11

Too often measurement becomes an end in itself, disconnected from the
larger purposes of the organization. In one company, the R&D department
was told to create a list of measures, but to limit them to one page. In order
to comply, those who were in charge of measurement in that department
crammed approximately sixty disjointed ‘‘innovation measures’’ onto a sin-
gle page, an exercise described by one measurement expert as ‘‘useless and
probably harmful.’’12

As a result of today’s data collection mania, some companies have be-
come buried in their own ‘‘data mines.’’ Furthermore, measuring the wrong
things or unnecessary things brings with it high costs of measurement, both
in terms of actual cost and opportunity cost. Certainly, there is enough real
work to do today without inundating employees with needless data that
confuses more than clarifies.

It is a sad fact that much of the measurement data being collected today
is never acted upon because organizations don’t know what to do with it.
As Dow and Cook say, ‘‘If you don’t translate measures into action, you
may as well throw them out the window.’’13 For example, one supermarket
chain collected 340 million different data points per week, but used only 20
percent of the data.

Why are leaders so reluctant to change the measurement system, even if
it is not working? Because they are deeply invested in the existing measure-
ment system and being rewarded by it, they don’t know how, and they are
afraid that they might create an even more dangerous monster—better the
devil that you know!

Dysfunctional Measurement and Employees
The problems discussed above are not the actual measurements themselves
but rather how they are used and interpreted by employees. Art Kleiner
explains the seemingly irrational behavior of many employees this way:
‘‘Measure something and the organization moves to produce it—especially
if you set up incentives accordingly.’’14

Given the examples cited, it is no wonder that employees are cynical
about measurement and its positive potential. For most, the promise of the
positive power of measurement remains just an unrealized promise. But
those who avoid or criticize measurement are really just reacting to the way
they have traditionally experienced it. In the next chapter, we will explore
the reasons why people feel so strongly about measurement and why it is so
often perceived as ‘‘the enemy’’ at work.
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Why Measurement Goes Bad

Why is it, considering all the incredible positive power and functional
potential of measurement, that performance measurement seems to

go so wrong? Why is it that good people in organizations so often do such
detrimental things as those we saw in Chapter 2? This chapter provides the
answers to these questions, and shows you how you can reduce measure-
ment dysfunction and cynicism and begin to move your company toward a
more positive measurement future.

Motive and Opportunity
There are two factors that contribute to measurement dysfunction—and,
unfortunately, usually also translate into negative, or undesirable, behaviors.
The first is opportunity. Opportunity is presented by flaws endemic in virtu-
ally every measurement system. Because measures are surrogates for actual
performance, performance measurement will always be imperfect—and
these imperfections will only increase as progressive organizations experi-
ment with new measures in the future. The kinds of measurement dysfunc-
tions described in the previous chapter are negative side-effects of defective
measurement systems. However, the defects themselves are not the biggest
part of the problem, although they do ‘‘open the door’’ to misbehaviors.

Like flaws in computer software programs, people can use defects for
nefarious purposes (such as ‘‘hacking’’), or they can report the defects so
that they can be fixed. A positive example is the Linux operating system,
where the community of users have been working together collaboratively
to ‘‘plug the holes’’ in the software, rather than to exploit them. Of course,
they recognize that there will always be hackers—the question is how many.
So it is with measurement system defects, which can similarly promote ei-
ther dysfunctional behavior—unintentional or intentional—or lead to con-
tinuous measurement system improvement.
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The second factor is motive, which determines whether intentional dys-
functional behavior will occur. Motive is the ‘‘reason why’’ people take ad-
vantage of the weaknesses in the measurement system, and in order for this
kind of intentional measurement dysfunction to occur, there must be both
opportunity and motive.

When I was growing up in New York City, there were self-service news-
stands outside various shops, and, rather than go inside and pay, people
would take a newspaper and place money right on the newsstand. That
money was readily available for other passers-by to steal, but, for the most
part, they didn’t. There was opportunity, but not motive. The prevailing
‘‘honor system’’ caused people not to exploit the opportunity.

In any system, those who stand to ‘‘win’’ or ‘‘lose’’ because of the defects
in the system certainly have an incentive to use the system for their own
personal benefit—but the questions is: What makes them do so? Why did
the people in New York City almost never steal from the newsstands and
why do the Linux users focus on fixing the problems with the operating
system, rather than exploiting its weaknesses? The answers that follow will
provide insight into why dysfunctional measurement occurs—and why it is
endemic in most organizations today.

As revealed in the examples presented in Chapter 2, there are pressures
and incentives that too often provide a strong motive for people to exploit
the defects in the system. This is exacerbated by a ‘‘conspiracy of silence’’
that results in the problems not being detected and fixed. What is so incon-
gruous about this situation is that almost nobody really wants dysfunctional
measurement—not even those who benefit from it.

Few people wake up in the morning and think about how they can ma-
nipulate the measurement system of their organization for personal benefit.
Most of us don’t scheme about how we can defraud our employers. But,
sadly, most of us have been guilty of unintentional, if not intentional, ‘‘mea-
surement crimes.’’ Have you ever done anything at work that you knew
wasn’t the best thing for the organization? Of course, you have. We all have.
However, you have probably also done many other things unintentionally
that were not best for the organization.

Whether measurement dysfunctions will occur has less to do with the
number of defects and more with how people respond to the defects. As
with the Linux users, the positive response to flawed measurement is to
acknowledge the limitations, fix the problem or report it to those who can
fix it, and contribute to continuously improving the system. The negative
response is to ignore the limitations, take advantage of the defects for per-
sonal or functional benefit, avoid reporting the problems (because you are
benefiting from it), and fail to contribute to the solution. When measure-
ment goes bad, it too often devolves into a ‘‘game’’ by people who have the
knowledge and position to take advantage of the measurement system flaws.
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Too often this gaming tends to pit employees, managers, and the organiza-
tion against each other in an adversarial relationship. As Leonard Green-
halgh explains, ‘‘When the relationship is adversarial, people will be
motivated to outwit the control system.’’1

How People Experience Measurement
People tend to refer to what they perceive as negative and threatening as
the enemy. When I ask participants in my workshops about their personal
measurement experiences, the enmity is obvious. The negative responses
far outnumber—and, more importantly, outweigh—the positive ones. Even
more distressing is that, even when I probe deeply, most people can’t even
think of any positive experiences!

We first come in contact with measurement at a very early age. For many
of us, parental measurement resulted in punishment more often than re-
ward. In school, measurement meant tests. Teachers measured our value by
the number of mistakes we made, usually with red marks highlighting our
mistakes and points subtracted from our scores. In fact, most people have
years and years of miserable memories about being ‘‘measured’’ by parents,
teachers, employers, bankers, credit agencies, government bureaucrats,
doctors, and a host of others. By the time we attain adulthood, we have had
hundreds (or thousands) of measurement experiences.

Almost everybody has, at one time or another, experienced negative mea-
surement used to expose negative things—errors, defects, accidents, cost
overruns, out of stock items, exceptions of all kinds—and to trigger nega-
tive emotions—like fear, threat, fault-finding, blame, and punishment. They
also know how dangerous measurement can be in the hands of those who
don’t use it well or benevolently. Although negative measurement can get
results, it is mostly short-term compliance, and it leaves a bad taste in peo-
ple’s mouths.

Almost every employee, initially at least, perceives performance measure-
ment from a traditional ‘‘command-and control,’’ top-down perspective:
‘‘These are your measures; follow them!’’ Too often measurement is used to
control, justify, audit, and determine who went wrong, rather than what
went wrong—to find fault rather than to provide useful feedback or trigger
positive reinforcement. Unfortunately, employees often associate measure-
ment with time-and-motion studies, being judged, humiliating compari-
sons, and a restrictive work environment—none of which are inherently
linked to performance measurement. Most employees naturally assume that
data has a strong likelihood to be used against them.

There is so much negativity associated with measurement that we often
fail to consider the positive side of measurement: the many times measure-
ment has guided us safely to our destinations in cars and airplanes, or
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helped us manage our finances, solve problems, or maintain or regain our
health. Most people don’t associate positive experiences with measurement,
while they tend to remember negative ones.

Employees’ Attitudes Toward Measurement at Work
For most employees, measurement is viewed, at best, as a ‘‘necessary evil.’’
At worst, it is seen as a menacing force that is greeted with about the same
enthusiasm as a root canal! When most people think of performance mea-
surement at work, they tend to think of being watched, being timed, and
being appraised. It only takes one snakebite to make someone fearful of
snakes for the rest of their lives—and many people have been bitten more
than once by measurement at work. As a result, they tend to see it as a
nonproductive cost, as bureaucratic overhead.

The environment of measurement tends to have a major influence on
how measurement is perceived by employees and therefore how they re-
spond emotionally to it. Even if people aren’t directly involved in measure-
ment, almost everyone feels strongly about it. And yet, very few people talk
about it—which, as we will see, is one of the primary problems with the way
performance measurement is implemented in most organizations.

As previously discussed, measurement is powerful, and—for better or
for worse—what is measured tends to get managed. Most employees also
seem to intuitively understand that measurement is important because their
success, their rewards, their budgets, their punishments, and a host of other
things ultimately are, directly or indirectly, based on it.

At work, people are typically being measured against goals imposed upon
them (‘‘These are the targets you are responsible for hitting.’’ ‘‘I will be
measuring you on . . .’’) and forced into rating categories they feel they
don’t deserve. Managers often go ballistic when they see data points that
fall below a particular level, and, instead of viewing this as a problem-solving
opportunity, they take preemptive action, and sometimes cause heads to
roll. Numbers are used, often without being fully understood, to compare
departments, teams, or individuals; and employees react by following the
numbers—even if it means going in the wrong directions. The negative use
of measurement is deeply engrained in most cultures.

As John Sedden describes the conventional scope of measurement:
‘‘Managers are preoccupied with the number of calls they’ve got coming in,
the service levels they’re achieving, they monitor their people’s adherence
to scripts and procedures and they perform inspections to make sure people
have ‘done as they should.’ Managers call these inspections ‘quality moni-
toring,’ but most people realize it has little to do with quality.’’2

Just consider how the employees in your organization would react if a
group came by and said, ‘‘We’re from the Measurement Committee and
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we’re here to help you do your work better.’’ How enthusiastically do you
think they would be received?

In recent years, measurement has become increasingly associated with
the manipulation of results as evidenced by the number of accounting scan-
dals. But nothing represents the context of measurement so negatively as
the annual performance appraisal, one of the most despised aspects of orga-
nizational life—which, even when it occurs only once a year, typically casts
a pall on work throughout the entire year.

Peter Hunter agrees that the kind of behavior he sees occurring in em-
ployee performance measurement is often quite horrendous: ‘‘At school this
behavior is called bullying. . . . At work this behavior is what we have to put
up with every day if we want to continue being paid.’’3 This certainly doesn’t
add up to an environment that is likely to encourage openness and transpar-
ency. On the contrary, a colleague once expressed it this way: ‘‘For some
reason, the mere sound of the word ‘measurement’ coming from someone’s
mouth causes me to run far and fast in the opposite direction.’’

These painful experiences of arbitrary and capricious instances of mea-
surement linger long after the event has passed, and they only serve to rein-
force the feeling that measurement is not just a negative force, but
something to be avoided altogether. Indeed, in a recent survey of 2,600
working people by Mercer Human Resources Consulting, only 29 percent
of respondents reported that they felt they had been rewarded for good
performance in their performance appraisal.4 That leaves a lot of people
who experienced the negative side of measurement on the job—up close and
personal. Of course these fears and bad experiences aren’t universal—some
people are very comfortable with measurement and others know how to
benefit from the flaws in the system—but they are widespread enough to
make it very difficult to implement effective performance measurement.

Despite all the so-called employee performance measurements, few
managers really know how their employees are performing, or how to en-
hance their talent assets. And, on the employees’ side, few know how they
are performing or how to do a better job. Almost no one knows what their
‘‘score’’ is on a monthly, much less weekly or daily basis. Bottom line: In
most organizations, ‘‘people measurement’’ is in the pits—at a time when it
should be leading the pack.

The Context of Measurement
In a previous book, SuperMotivation: A Blueprint for Energizing Your Orga-
nization From Top to Bottom, I made the distinction between work ‘‘tasks’’
(the specific technical activities performed) and the ‘‘context’’ (everything
else that surrounds and affects the task).5 Measurement is a task. But when
most people think of measurement at work, it is much more than the techni-
cal task that they are reacting to. It is the task, plus the context.
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The prime example I used in SuperMotivation to illustrate this point is
the task of using an elongated instrument to get a small round object into a
hole 18 times. Clearly most of you will recognize this ‘‘task’’ as golf, one of
the most popular games in the world. Why is it that such a task would
probably be quite painful if performed at work, while millions of people
spend incredible amounts of time and money happily performing the same
task on golf courses around the world?

It’s a matter of context. Like the ‘‘small-object insertion task’’ described
above, measurement is viewed positively or negatively depending on the
context. The prevailing negative attitudes toward measurement create the
motive and provoke the accompanying negative behaviors in response to it.
In a positive context, there is no motive to cheat; in a negative one, there
tends to be plenty of motive to manipulate the flaws in the system. If you
felt that golf was being used against you, I am sure that even if you love the
game, your orientation toward it would be quite different.

Most of the attitude problems that cause people to take advantage of
system flaws for personal advantage are largely due to a handful of manage-
ment practices that wreak havoc on the best-intentioned performance mea-
surement system. Many of these negative attitudes about measurement at
work are due to its association (and confusion) with evaluation. Few people,
including corporate executives, know the difference between measurement
and evaluation—and there is a very significant difference!

Confusing Measurement and Evaluation
The word ‘‘evaluation’’ is really composed of three component parts: ‘‘e,’’
‘‘value,’’ and ‘‘ation.’’ The central element of the concept of evaluation is
value. When you evaluate, you place a value on whatever you are evaluating.
Most people don’t mind measuring, or even being measured; they just don’t
like being measured upon. And that’s what most evaluation is—having a
value placed by an external agent on us and our performance.

The outcome of an evaluation is a judgment. Evaluation is essentially
about making value judgments. People don’t like being judged—especially
when they are suspicious about the fairness of the evaluation process and
the motives of those who are doing the judging. As we go through life we get
bombarded by negative measurements—too short, too fat, not aggressive
enough, too slow, and so on. This is why Eliyahu Goldratt says that ‘‘the
issue of measurement is probably the most sensitive issue in an organization.’’6

Although measurement can be a valuable input into evaluation, it should
never be equated with it. As soon as judgment is introduced into a situation,
there will be almost inevitably be some degree of defensiveness. Because of
the widespread use of evaluation in organizations, many people fear that
any measurements can be used against them. Because of previous experi-
ences, people are often suspicions about management’s motives. What does
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this mean for me? How will they be using the data? In addition, evaluation
has become inexorably linked with demotivating organizational processes
and issues such as organizational politics, perceived unfairness, and internal
competition for scarce resources. It is unfortunate that measurement is
more often viewed as an instrument of control than of empowerment. But,
there is nothing about measurement that is inherently that way.

Measurement should actually be a nonjudgmental process of collecting,
analyzing, and, most importantly, using information for understanding
whatever is being measured. Measurement is inherently neutral. No matter
what the function of measurement, it should be based on a desire to better
understand what is happening—and, at least initially—without judging. Ef-
fective measurement should precede any judgment or decision-making—
although it all-too-rarely does. In order to be credible, evaluation should
always be based on a solid foundation of measurement.

Evaluation without good measurement data is very likely to be highly
subjective and judgmental, and that’s what most people confuse with mea-
surement. And that’s why so many people hide from measurement. Judg-
ment makes people feel vulnerable. Says James Champy, author of
Reengineering the Corporation, ‘‘People want to shield themselves from
judgment, deflect it . . . muddle it . . . anything to avoid standing in the glare
of a clear, unequivocal measure of their worth.’’7 And, who can blame them
when measurement is used to drive an organization’s system of rewards
and—its system of punishments.

When faced with the choice of either measuring something or evaluating
it, we will almost always bypass good measurement in favor of evaluation.
Why? Because evaluation is very natural and measurement is not. It is not
surprising which one people use as the default. Making snap judgments is
easy, while undertaking systematic measurement is hard work.

We may even believe that, as managers, it’s our job to make rapid judg-
ments—no matter how uninformed they may be—and we may encourage
those who work for us to do the same. This is a mistake. For as long as
measurement is associated with judgment, there will be fear. And as long as
there is fear, measurement will be always be viewed as a negative force.

Purpose
The purpose for which measurement is used is the single most powerful
determinant of employee reaction to it. Is it being used to provide real un-
derstanding, helpful feedback, and to foster learning and improvement—or
for justification, reporting, judgment, control, and reward?

Most people in organizations are accountable for hitting targets. The
reaction to hitting targets tends to be quite different from striving to im-
prove one’s score. Hitting targets leads to a command-and-control orienta-
tion and compliance, especially when there are rewards or penalties
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associated with it. In such an environment, everything is focused on hitting
the desired number—often by whatever means are available, even if it
means bending the rules.

At a recent CEO summit on innovation, hosted by IBM’s Sam Palmi-
sano, Dartmouth University professor Vijay Govindarajan pointed out that
one of the biggest mistakes companies may make is tying managers’ incen-
tives too directly to specific innovation measures. He warned that linking
pay too closely to specific measures may tempt managers to, for instance,
achieve a high ‘‘percentage of revenue from new products’’ by encouraging
a lot of incremental brand extensions rather than true breakthroughs.8

Contrast this with a situation in which the purpose of measurement is to
provide high-quality information to assist in learning and improvement. In
this latter case, measurement will be perceived as a much more positive
force—to enable continuous improvement, rather than just monitor goal
achievement (that the target score was attained). Later, in this book, we will
discuss the learning purpose of measurement in more detail, and explore
how it promises the best long-term benefits.

Measurement tends to be much more positively embraced by the work-
force when it is used as a steering tool, rather than as a grading tool. Unfor-
tunately, measurement has for too long been an instrument of control.

Disempowerment
If you ask employees and managers in your organization, ‘‘How’s it going?’’
how many of them could answer that question with accuracy or confidence?
Most of the time, you’ll get vague answers, like ‘‘Not bad’’ and ‘‘Yeah, we’re
making progress.’’ But, ask for specifics and most people will be lost. With-
out good measurement-based feedback, there is simply no way to accurately
determine how well individuals or the entire company are performing. Many
organizations make the mistake of setting goals without having a way to
track their progress, but how can you deliver on what you can’t effectively
measure? How do you know you are doing well if you don’t define upfront
what doing ‘‘well’’ means? ‘‘We had a very successful . . . (fill in the blank).’’
How do you know unless there is a measurable goal to compare your per-
formance with?

When people do not feel empowered to succeed, or if the measurement
is not perceived to be instrumental to success (such as when the measure-
ment data is not relevant, understood, and timely), these same measurement
tools become nagging reminders of a sense of impotence. Like a frustrated
golfer or discouraged weight watcher, too many employees view organiza-
tional measurement as an ever-present reminder of their inability to win.
Clearly, if employees felt confident about the efficacy of measurement, they
would seek even more opportunities to keep score!
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When people are in a situation in which they feel empowered to change,
they will likely feel positive about the measurement associated with it. In
contrast, when people are being compelled to change or if they are in a
situation that is similarly disempowering, they will very likely feel quite neg-
atively about measurement—even if the same measurements are being used.

The ‘‘Motivational’’ Use of Measurement
The motivational use of measurement is not inherently bad—after all, the
measurement system is the foundation of all the other systems, including
compensation, rewards, and discipline. Unfortunately, too often it tends
to take precedence over the other functions of measurement, such as the
informational value of measurement. When you add rewards or the threat
of punishment to a measurement system, the informational value of the
measurement becomes subordinated to its use for control. Alfie Kohn, in
his book Punished By Rewards, points out that incentives and rewards can
be just as controlling as threats and punishments.9 If rewards for good per-
formance and penalties for poor performance are too great, it can also en-
courage situational and inaccurate measurement and reporting, which can
negate the accuracy and trustworthiness of the information.

The following is an example of how defective measurement interacts with
motivational measurement to cause problems. Let’s say that you have a car
with a speedometer that isn’t working quite right, and you doubt its accu-
racy. You will very likely keep your speed slightly below the speed limit, use
the other traffic to pace yourself, and arrive at your destination safely and
close to the schedule. That is the positive response: Knowing the limits of
measurement, and adapting your behavior appropriately. However, let’s say
that you are being rewarded for getting to the destination quickly, or pun-
ished if you don’t arrive right on time. There would very likely be an incen-
tive for you to err on the high side of speed, and slow down quickly if you
see a police car. If you have a radar detector, you will very likely exceed the
speed limit until the alarm goes off, and then quickly decelerate. Then you
will accelerate again after ‘‘the danger’’ has passed.

This is analogous to what happens too often in an organization with
strong rewards and/or threats of punishment. People tend to do what it
takes to obtain the reward or to avoid the punishment. Consider how you
might respond at work ‘‘driving’’ with a strong incentive and a defective
speedometer (measurement system). You will very likely be self-conscious
(even paranoid) about your speed, focusing on the prize, perhaps getting
tired from playing the ‘‘speeding’’ game, and waste ‘‘gas’’ (or other re-
sources) speeding up and slowing down. It certainly wouldn’t be best for
your (or your company’s) reputation if someone you know (like a cus-
tomer) happens to see you driving this way. And while this strategy is not
necessarily the best one from a ‘‘balanced perspective,’’ we all know what
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wins! I sure wouldn’t want to run a business this way. But, unfortunately,
this kind of behavior at work occurs every day when highly incented em-
ployees strive for their coveted rewards.

Distrust
Trust is an essential ingredient of effective measurement, and it is currently
seriously lacking. If people feel that those in a position of authority over
the measurement system are trustworthy, then they will trust measurement.
Because of the sensitivity of measurement that we have been discussing,
trust is crucial. Fear is often an employee’s first reaction to measurement—
fear that the measurements will be used against them. Fear is antithetical to
trust. David Meador explained that when he was involved in measurement
at Chrysler, ‘‘To win people’s trust, we had to keep measurement away from
management.’’10

When people distrust and fail to respect measures, they will have no
qualms about ignoring or manipulating them. If people don’t trust the mea-
surement system, they are likely to view it as an enemy. For example, a sales
executive said that he didn’t trust any opportunity in the pipeline below a
90 percent win probability, which means he didn’t trust most everything in
the pipeline. It’s difficult to manage a pipeline, or any measurement system,
when you don’t trust its content. Measurement doesn’t have to be perfect
to be trusted. However, there must be honesty. The capabilities, and espe-
cially, the limitations of measurement must be openly acknowledged—only
then can something be done to improve the situation.

People find all kinds of ways to evade or obstruct a measurement system
that they don’t like or trust. Here is an important piece of advice I give
chief executives: If you try to remove cheating by creating a cheat-proof
measurement system, you waste a lot of time and will probably go broke. If
you remove the need to cheat, then cheating will be much less likely to
happen, and it won’t cost you anything. It will save you a lot of money and
is guaranteed improve your organization in the long run.‘‘

Negative Accountability
The term ‘‘accountability’’ has gotten a bad rap. There should be no fear of
accountability, since it is really just the basis for sound management. It is
an agreement to be held to account. It is more than mere responsibility.
I define accountability as measured commitment, because you can’t have
accountability without measurement. This is ‘‘positive accountability.’’ In-
terestingly, the real fear is not of accountability, but of the visibility that
measurement provides to people who are not accustomed to having to de-
liver on their commitments.
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In contrast, ‘‘negative accountability’’ is when measurement is used to
force performance and punish nonperformance. Because of the flaws in
measurement and distrust for those administering it, there is the constant
fear that measurement will be misused. When employees do not feel pre-
pared, are poorly enabled, or view the measurement as threatening, they
will naturally be fearful of the accountability that measurement provides.
In addition, measurable accountability will tend to expose those who have
traditionally succeeded because of their ability to hide from, manipulate, or
finesse the defective measurement systems.

Resistance to Measurement
If you ever wondered why so many people are willing to muddle through
rather than measure their way to success, the reasons should now not be
too hard to understand. Many of the points already raised make it clear why
employees are reluctant to use measurement or decide to use it to advance
their personal agendas.

When I ask people (even executives) why they often prefer to manage
‘‘by the seat of their pants’’ rather than use measurement, their comments
are predictable:

• It’s too difficult, time-consuming, and tedious (‘‘It’s too much work.’’
‘‘It’s boring.’’ ‘‘By the time we do the measurement, the data is obso-
lete.’’)

• It’s someone else’s job (‘‘I just leave it to the accountants and other
specialists.’’)

• Lack of understanding (‘‘I don’t know what to do with the data.’’)
• Lack of resources (‘‘I can’t do everything!’’)
• Bad experiences (‘‘We’ve already tried it, and it never worked before.’’)
• Lack of accuracy (‘‘I don’t trust the data.’’ ‘‘It’s too subjective.’’ ‘‘It’s

too political.’’)
• Lack of involvement (‘‘Why should I do it? Nobody cares about my

input.’’)

Some people think that, without measurement, there is no failure. But,
in fact, without good measurement, bad measurement will fill the void. And
that’s just what I see happening in organizations everywhere—the worst of
both worlds: bad measurement in a negative context resulting in all kinds of
dysfunctional behaviors.

Opportunity and Motive Revisited
There will always be opportunity for dysfunctional behaviors because per-
formance measurement is inherently flawed and will always be many steps
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away from perfection. You can go out and plug some of the holes in your
technical measurement system, but you won’t be able to plug them all. Also,
as measures change and evolve, and as new, transformational measures are
adopted, there will be new opportunities for people to exercise their per-
sonal and functional agendas. So, the solution to measurement dysfunction
continues to lie with motive. Reduce the motive, and the opportunities for
gaming and cheating won’t be nearly as significant and problematical.

In order to realize the potential of performance measurement, organiza-
tions will have to do a lot more than improve its technical aspects. It is like
any other organizational advance—ultimately it is about the people who
need to use the advances. Attempts to advance the technical side, without
sufficient attention to the human side, have always failed. Let’s not make
this mistake yet again!

The Challenge Ahead
Despite enormous advances in the technical areas of performance measure-
ment (especially in scorecards, dashboards, analytics, and technology sup-
port) and some progress on the human side (for example, with Lean and
Six Sigma), the ‘‘content of measurement’’ has not changed very much—
and neither has the experience of the average employee. For the most part,
performance measurement continues to make people feel helpless, rather
than empowered. Employees in most organizations are still more likely to
receive defect reports, be reprimanded for poor quality, and not have the
tools or authority to improve things. Employees are further demoralized
when they see how widespread measurement dysfunction still is, with new
cases emerging seemingly on a daily basis. Despite the proliferation of
scorecards and dashboards, for most employees the company’s measures
are management’s scorecard, not theirs. If anything, the numbers are used
to tell them why they won’t get a pay increase this year. And it should be no
great surprise that most employees still don’t eagerly embrace performance
measurement!

Before moving on to the next chapter, why not try to get a quick ‘‘gut
check’’ on how well your organization is truly engaging the hearts and
minds of its employees: Ask them about the measures they use, how they
are related to the strategic measures of the business, and how they use these
measures in their work. Chances are you will get blank stares, or very super-
ficial or dismissive responses.

Despite isolated progress, most companies still have a long way to go to
make measurement both useful and relevant to their employees. It is a chal-
lenge, but a worthy one. How to start the journey toward positive transfor-
mational performance measurement is the subject of the next chapter.
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C H A P T E R 4

Beginning the Transformation

We have just left behind some content that was distinctly negative in
tone and painted a fairly dismal picture of the current state of per-

formance measurement in most organizations. Despite that, this book car-
ries an extremely optimistic message, starting with this chapter, which gets
us onto the transformation path toward realizing the ‘‘transformational per-
formance measurement’’ vision.

In this chapter, I introduce the ‘‘Four Keys’’ that are the foundation for
realizing the transformational performance measurement vision. Then, in
Chapters 5 to 8, I describe each of these keys in detail. In Chapters 9 to 13
I share knowledge and tools that will help your organization achieve and
sustain the transformation. As you proceed on the transformation journey
laid out in this book, you will continue to gain additional insight and per-
spective on the transformational potential of performance measurement for
your organization.

The Transformational Vision
The transformational performance measurement is a visionary destination
that does not yet exist. However, there is a path with some clear markers
along the way—especially in the early stages—that will serve as a guide.

Earlier I discussed how transformational measurement leads to improve-
ments in virtually every aspect of organizational performance. In this next
section I will be considerably more specific about what transformational
measurement might look like.

Let us now consider an organization that is well on its way to the vision,
one where all of the functions of performance measurement are being well
used; where measurement is relevant, practical, and understandable; where
measurement is simplified, making it more usable and less burdensome; and
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where most of the routine functions of measurement are automated, but
where people understand what the numbers represent.

Everyone is involved in performance measurement from the lowest level
to the highest level of the organization. All employees have scorecards (a set
of measures for their individual work), have a clear line-of-sight between
their own scorecards and the measures of the larger functional units or
teams, and know how their own measures relate to each next set of mea-
sures. As such, they don’t need much external feedback, because the feed-
back is provided by their own scorecard. Employees have continuing
personal involvement in creating their own scorecard and are empowered to
take action on their measurements.

There is extensive interaction around measurement. Everyone realizes
that, although measurement is a surrogate for actual performance, it is the
only way to ‘‘see’’ what is actually happening and to trace the impact of
the performance drivers on desired outcomes. Through the positive use of
measurement, employees at all levels have great visibility into virtually every-
thing that is happening and virtually everything that they can impact. They
know what to do to make a difference. They realize that performance mea-
surement is not primarily about the numbers, but about providing clearer
perception and greater shared insight and knowledge.

New measures appear on scorecards regularly, at least on an experimen-
tal basis, to supplement or replace obsolete measures to drive internal and
external innovation.

Communication and open discussion of measurement are strongly en-
couraged. There are regular ‘‘dialogue’’ meetings within teams and among
functions to discuss existing measurements, develop actions plans, review
measurement frameworks, and consider transformational measurement is-
sues. Employees feel strong ownership in measurement, and they increas-
ingly realize that it is a key to their, and the organization’s, success.

Measurement is built into the social fabric of the organization, and is no
longer just a program or an add-on. Measurement, which had been pro-
grammatic in the past (like Six Sigma), is now infused throughout the cul-
ture.

Measurement is less tightly connected with judgment and rewards. Eval-
uations are much more data based.

There is much more self-management. Managers no longer have to be
‘‘supervisors’’ and are able to focus more on empowerment, providing re-
sources, helping to remove constraints, and on ongoing development and
succession planning. Virtually everyone is part of a self-managing high-
performing work team, and managers no longer need to micro-manage,
because performance is highly visible to everyone.

There is no ‘‘tampering,’’ nor are there inconsistent knee-jerk reactions
to measurement data. A wide variety of scorecards are in use, even into the
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extended value chain. With the increased emphasis on supply chain per-
formance, companies are finding that supplier scorecards help supply chain
members collaboratively monitor performance and results and improve key
aspects of their own performance.

The measurement paradox is being bridged, and measurement at work
is becoming more like measurement in sports. Employees enjoy tracking the
statistics of teams and high-performing individuals, who are finally getting
recognized for their actual accomplishments, rather than just their image.

Attitudes toward measurement are changing in a positive direction. Al-
though performance measurement is used for a variety of purposes, the
focus is on improvement and learning. Everybody in the organization is
being educated about measurement on an ongoing basis. There is no longer
any secretiveness about measurement.

While there is widespread acknowledgement of the power of measure-
ment, there is open acknowledgement of its limitations. Internal measure-
ment specialists are available for those who don’t want to get into the
technical aspects of measurement. This allows everyone to focus on the
meaning of the measurements, rather than on the calculations.

The gaming of measures has almost disappeared, along with most other
dysfunctional behaviors. Accounting abuses aren’t happening because em-
ployees have become knowledgeable and are willing to ‘‘blow the whistle’’
quickly on those who are abusing the system.

There is now only one, fully-integrated measurement system. Many of
the traditional barriers of functional ‘‘silo’’ management have crumbled be-
cause of the widespread use of cross-functional measurement. Cross-
functional measures are viewed as a key to collaboration across the organi-
zation, and new cross-functional measures are being regularly adopted.

The organization is able to tap into its wealth of data, mining its business
intelligence to retain and attract customers, develop new products, and re-
tain key employees. Measurement consumes much less time and yields
much richer insights.

Measurement specialists work with business line people to make the best
use of statistics and modeling, resulting in payback in essential management
functions.

Planning and forecasting are becoming increasingly accurate. The total
cost of investments is becoming more visible, as are the actual (rather than
the idealized) benefits. Using ‘‘multiple-gate’’ assessment and ‘‘real op-
tions,’’ better investment decisions are being made and continually reas-
sessed based on actual data. Because real value is now being tracked, even
better investment decisions can be made in the future.

Perhaps most crucial of all, employees and managers view the focus of
measurement as enabling high performance and improvement. Employees
trust measurement, and feel confident that it won’t be used against them.
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And there is commitment throughout the organization to continuous im-
provement of measures and the measurement system. And although managers
and employees realize that there is potential for continuous improvement,
they know that transformational measurement is more of a journey than a
destination.

What follows next will give you an overview of what is needed to achieve
all or part of the vision I have articulated, and take performance measure-
ment from mere functionality to being a truly transformational force.

How to Realize the Vision: The Four Keys
The four keys to making progress on the transformation path are Context,
Focus, Integration, and Interactivity, as shown in Figure 4-1. At the base of
the diagram is ‘‘basic performance measurement,’’ which is the probably
the current level of performance measurement in your organization—even
though there might be some enlightened measurement projects underway.

If you were to use the traditional criteria for evaluating performance
measurement, then you and your organization would be looking pretty
good. The organization might have a Balanced Scorecard (perhaps even a
technology-enabled one) and dedicated specialists well-trained in financial
and nonfinancial performance measurement. At this basic level, organiza-
tions can take advantage of at least some of the functionality that perform-
ance measurement has to offer. However, in order to tap into its real power,
it is important to progress far beyond this level.

As the diagram shows, the extent to which an organization can make
effective use of the four keys is the extent to which it can tap into the true

FIGURE 4-1. FOUR KEYS TO TRANSFORMING PERFORMANCE
MEASUREMENT.
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potential of transformational performance measurement, which will enable
‘‘outstanding management,’’ and which will, in turn, enable ‘‘outstanding
organizational performance’’—the ultimate goal of both measuring and
managing.

Context
The first key, Context, is everything that surrounds a task, including the
social and psychological climate in which it is embedded. Although mea-
surement can be an extremely positive and empowering force, its real power
can only be realized in a positive context. A positive environment can be truly
transformational—both in terms of the internal climate of the organization
and externally as demonstrated by much better results.

Most of you are familiar with performance measurement-related initia-
tives such as Balanced Scorecard and Six Sigma. When they are done well,
they can contribute to impressive, if isolated, performance improvements.
But how effective they are depends, to a large extent, on the context in
which they are implemented. The procedure for programs like Balanced
Scorecard and Six Sigma is essentially technical, including only some pre-
scribed social interaction.

The context of measurement tends to reflect how measurement is per-
ceived by employees and therefore how they respond emotionally to it. In-
terestingly, even if it is accomplished with great technical skill, it can still
carry a negative implication. How people respond to measurement is largely
a function of how it is used—that is, what is done with the data that is
collected. For example, measurement is experienced much differently when
used to inspect, control, report, or manipulate—compared to being used to
provide feedback, to learn, and to improve.

The context of measurement can make the difference between people
being energized by measurement or people just minimally complying with
it, and even using measurement for their own personal benefit. That is why
the first key to progressing toward transformational measurement is to
change the context in a positive direction.

Focus
The second key to making progress is Focus. Because of the validity of ‘‘You
get what you measure,’’ it is vital to select the right measures. If the right
things are measured, the right things will happen. But what are the right
things? As we saw in Chapter 2 , organizations measure too many things,
described by performance measurement experts as varying from ‘‘the mea-
surement mess,’’ to ‘‘a dog’s breakfast.’’ In addition, most of what organiza-
tions measure is routine—the hundreds or thousands of measures that
permeate every nook and cranny of organizations. This dilutes performance
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measurement—like trying to boil the ocean! As I said, when everything is
important, then nothing is really important. When this happens, an organi-
zation has very little focus, and performance measurement has very little
power.

This focus on the wrong things, or the lack of focus, tends to do little
more than perpetuate the status quo. However, in today’s competitive mar-
ketplace, organizations need to have very clear focus. Not only do compa-
nies need to do the routine things well, they must do those things better and
better. They must also find new measures that are high-leverage so that they
can achieve competitive advantage. This can be done by focusing on a criti-
cal few transformational measures—measures that will make a real differ-
ence to competitive advantage, that will differentiate the organization from
the others with which they compete. But even great isolated measures aren’t
enough.

Integration
The third key to transformational performance measurement is Integration.
As powerful as individual measures are—even transformational ones—they
can be poorly used if they are not integrated into a larger ‘‘measurement
framework’’ that shows how each measure is related to other important
measures, and how the constructs (which the measures represent) combine
to create value for the organization. Focusing on isolated functional mea-
sures causes suboptimization and tends to build functional ‘‘silos’’ that focus
exclusively on their own self-serving measures.

It is my contention that measurement frameworks provide a vital ‘‘big
picture’’ view of the impact of one measure on another. For example, too
much focus on profitability can actually undermine customer loyalty, while
too much emphasis on customer loyalty can undermine profitability. It is all
about overall trade-offs and balance. The proper trade-offs and balance
among several different factors will create an optimal configuration of mea-
sures. Of course, what is optimal at a particular time might not be optimal
a month or so later. Businesses and the marketplace change, and therefore
so must a measurement framework.

In addition, the cause-and-effect logic between measures (especially be-
tween drivers and outcomes) must be understood. The payoff of doing this
well is that organizations will be able to predict with greater confidence
what should be done to create optimal value for the organization and its
stakeholders—and that’s what outstanding management is all about!

Measures must be aligned with strategy, and then integrated across the
entire organization (even the extended enterprise), or dis-integration will
occur. In addition, measurement frameworks will spotlight the potential of
‘‘cross-functional measures’’—measures that can help to integrate func-
tions and lead to higher levels of collaboration.
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Interactivity
The fourth key to transformational performance measurement is Interacti-
vity. This book emphasizes that measurement isn’t primarily about calcula-
tions, data collection, or analysis—it is about the ongoing interactions that
should occur throughout what I call the ‘‘measurement socialization proc-
ess.’’ In order for the full power of performance measurement to be realized,
there must be considerable interaction at each phase of the process, leading
to new insights about what to measure and how to measure it.

Transformational performance measurement is not a static, technical
process of identifying standard measures and collecting and analyzing data
on them. It is much more of a social process. If it is to be done well, the
processes of selecting and creating key measures based on the organiza-
tion’s business model and strategy and utilizing the feedback loops that are
necessary at every phase will all be highly social and interactive.

This is not to say that the technical aspects of measurement are unim-
portant, but they are only one part of an effective system of performance
measurement—and they are the easiest part. For example, developing, val-
idating, and aligning of measurement frameworks requires a deep under-
standing of the business model, strategy, and operational imperatives that
can only occur with a strong ‘‘social infrastructure.’’ The difference is that
you can purchase a technical infrastructure, but you can’t purchase a social
one!

Why Four Keys?
Some organizations excel at one or two of the keys. However, for any orga-
nization to achieve superior results, it is essential that all four keys work in
tandem with each other. For example, without the right focus, the other
keys will be meaningless—because if you don’t measure the right things,
you won’t be able to manage the right things, and you won’t get the right
results—no matter how well you might measure them technically. On the
other hand, even with the right focus, without a positive context, people
won’t be motivated to measure the right things, will tend to focus on what
will bring them the largest personal rewards, and will tend to have an ad-
versarial posture toward whatever it is that is measured. When measurement
has the wrong focus and a negative context, a multitude of things can go
wrong.

Without the right integration, measures will stand alone, functional silos
will be perpetuated, individuals and functions will not be properly aligned,
and there will be a natural tendency to maximize individual measures, often
at the expense of other parts of the organization or the organization as a
whole. In fact, the individual measures may actually work against each

PAGE 54................. 16154$ $CH4 10-04-06 08:26:00 PS



55BEGINNING THE TRANSFORMATION

other, and even cancel each other out. Measurement can be a potentially
strong force toward integration or dis-integration.

Without frequent interaction relative to measurement, none of the other
keys can really work. Without frequent and effective interactivity, you will
have a technical engine without a social engine, which is like having a Fer-
rari but not being able to drive it. In addition, you might develop a scorecard
or a measurement framework, but who is going to maintain it and keep it
up to date? Without adequate interactivity, it is impossible to sustain any
gains from the other three keys.

When all four keys are working together synergistically, amazing things
can, and will, happen to enable the awesome power of measurement to make
a real difference—a transformational difference—in your organization!

A Roadmap to Success
Once you have begun to start implementing a more positive context, there
will be a growing enthusiasm for measurement throughout the entire orga-
nization and a natural increase in commitment to doing it in the right ways.
As you continue to improve the context of measurement in your organiza-
tion, the positive aspects of performance measurement will gradually
emerge. There will be heightened trust and a dynamic appreciation of how
measurement can benefit both the individual and the organization. In addi-
tion, measurement governance will become a vital aspect of management
leadership.

Following the roadmap presented in this book is both the right thing to
do right now and the most effective solution in the long-run. This will lead
not only to immediate positive results—but, more importantly, it will pro-
mote commitment to continuous improvement and increased measurement
maturity throughout the organization.
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C H A P T E R 5

Creating a Positive Context
of Measurement

In this chapter, we will explore how the ‘‘context of measurement’’ (the
social and organizational aspects) largely determines the effectiveness of

performance measurement, and how the context of measurement is actually
more important than the technical aspects of measurement.

Measures come and go, but the context is always there! Unless you do
something about it, a negative context can undermine whatever attempts
you make at improving the technical aspects of your measurement system;
without a positive context, much of the potential power of performance
measurement will not be realized.

The Context of Measurement
The context of measurement is foundational to the other three keys. As
shown in Figure 5-1, it touches everything else and influences everything it

FIGURE 5-1. CONTEXT OF MEASUREMENT.
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touches—most prominently the technical aspects of the measurement sys-
tem and the people who use it. The factors listed in the diagram are those
that most strongly influence performance measurement.

Organizational Climate
The first factor, organizational climate, is the prevailing ‘‘atmosphere’’ of
the organization, the social-psychological environment that profoundly in-
fluences all behavior, and it is typically measured by employees’ perceptions.
The climate is what best ‘‘defines’’ the organization to employees. It reflects
perceptions on a variety of dimensions, including, among others:

• The extent of formality (hierarchical structure) versus informality
• Inward-looking versus outward-looking
• Past focus versus future focus
• Trust versus distrust (and cynicism) of employees
• Open versus closed communication
• Task-focus versus people-focus
• Controlling versus collaborative decision making
• Meritocratic rewards versus entitlement
• Change versus rigidity
• Risk-taking versus risk aversion

Clearly, many of these organizational climate dimensions are relevant
and closely connected to performance measurement. Organizations with a
climate that is most conducive to transformational performance measure-
ment tend to be rated highly in such dimensions as openness, trust, honesty,
collaboration, customer-focus, and flexibility.

Measurement Expectations
Measurement Expectations describes the organization’s measurement prac-
tices, and the ‘‘rules’’ of conduct relative to measurement. These expecta-
tions are not always explicitly documented, and are often unwritten, but that
makes them no less real. These expectations tend to reflect the organiza-
tion’s assumptions, its deeply-held beliefs about performance measurement.
For example, expectations will prescribe what types of measures are most
credible. In most organizations today, financial measures are still much
more highly valued than nonfinancial ones. In some organizations, nonfi-
nancial measurement is still just an afterthought, or even actively resisted.
Although most organizations have highly structured expectations about
which financial measures to use and how to use them, including accounting
rules, the budget process, and reporting cycles, expectations regarding non-
financial measurement tend to be much less formal, and are typically left up
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to the individual function to decide. This kind of measurement expectation
tends to reinforce functional silos and hinder cross-organizational integra-
tion. Obviously, because of the importance of non-financial measurement in
transformational performance measurement, organizations with a stronger
financial measurement bias will have more difficulty in affecting the change.

Other expectations relate to such issues as the prescribed roles relative
to performance measurement, the relationship between measurement and
rewards and punishment, the role of technology in performance measure-
ment, and the importance of the social aspects. But no expectation is more
important than the purposes for which performance measurement is used.
Organizations that tend to focus on the monitoring, justifying, and report-
ing purposes of performance measurement are very likely to struggle with
transformational measurement. While all of these purposes are legitimate,
it is really a matter of emphasis and balance. One thing is certain: In order
to be transformational, the purpose of measurement must be separated as
much as possible from judgment—especially from performance appraisal.
As I continue to stress: ‘‘The most powerful purpose of measurement is to
improve, not to prove.’’

Measurement Leadership
Measurement Leadership relates to roles, responsibilities, and practices of
measurement leaders in the organization as a whole and in the functional
areas. Without effective measurement leadership, no major change is likely
to occur. To a large extent, leaders establish expectations about perform-
ance measurement. This factor also pertains to how organizational leaders
view the opportunities and threats involved in performance measurement.
Many executives are still oblivious to the serious problems that measure-
ment dysfunction is causing in their organization. On the other hand, there
are other so concerned about the potential misuse of measurement that they
err on the side of extreme caution, and fail to use the transformational
power of measurement. Neither orientation is optimal. Suffice to say that
measurement leadership is a key factor in making transformational mea-
surement happen.

History of Measurement
History of Measurement relates to the organization’s experiences with per-
formance measurement. Both individuals and organizations are creatures
of habit. Our experiences tend to shape what we do subsequently—what we
will embrace and what we will avoid—and the same is true for organiza-
tions. History tends to send powerful messages regarding expectations for
present and future practices. Clearly organizations with positive measure-
ment experiences are going to be more open to transformational measure-
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ment than those with negative experiences. But it is also a matter of what
kinds of experiences have taken place (i.e., routine versus innovative),
which affects how performance measurement is being used today. One of
the major determinants of how eagerly members of an organization will
embrace transformational measurement is how the ‘‘consequences of mea-
surement’’ have personally affected people in the organization.

Measurement Communications
Measurement Communications describes the amount and type of interac-
tion—if any—that is occurring around performance measurement. This
factor is obviously closely associated with one of the keys to transforma-
tional performance measurement: Interactivity. Particularly important are
the levels of openness, honesty, and the sharing of measurement-related
communication.

Measurement Resources
Measurement Resources include any available support for performance mea-
surement activities (such as funding, software, facilities, and training).
These resources are important, but they are no substitute for a climate that
is conducive to transformational measurement. Of course, an organiza-
tional climate conducive to transformational performance measurement is
also more likely to provide the resources to support it.

Measurement Constraints
Measurement Constraints is essentially the flip side of all of the other contex-
tual factors mentioned above. It is an umbrella term that can cover anything
that inhibits or impedes transformational measurement, such as lack of re-
sources, lack of time, lack of data sharing, and any pressures that make
effective performance measurement more difficult.

The Formal Aspects of the Performance Measurement
System
As shown in Figure 5-1, the formal or technical ‘‘Measurement System’’ is
composed of three basic components:

1. Measures
2. Measurement process
3. Technical infrastructure

The measures are the variables to be measured. The measurement process
describes the step-by-step process of how measurement is implemented.
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The technical infrastructure typically includes the computer hardware and
software (such as databases and analytical software) to support the mea-
surement process. Although technology is often an important enabler of
successful performance measurement, it is rarely one of the most crucial
factors for transformational performance measurement. Chapter 11 deals
with the proper role of technology for transformational performance mea-
surement, but for now it is sufficient to say that, even with the greatest
technology, without a positive context and without the presence of the other
three keys to transformational performance measurement, organizations
will only be able to use a minuscule proportion of technology’s full potential.

The truth is that the technical parts of performance measurement
don’t—and won’t—work very well unless the social aspects are in place.
Many organizations have great technical infrastructures chock-full of data,
but produce little or no insight. Organizations everywhere are stuck with
measurement systems that aren’t working very well—and, for the most part,
the problem isn’t technical.

The Human Factor
The final component of the context of measurement depicted in Figure 5-1
is ‘‘People.’’ It is people who will ultimately determine the effectiveness of
the measurement system, because measurement data is of no value without
human involvement. It is human beings, not machines, who turn data into
information, information into insight, insight into knowledge, and knowl-
edge into wisdom. Without people, measurement data would just sit in a
repository or in a report and be good for nothing.

As shown in Figure 5-1, people bring attitudes, motivation, and capabili-
ties into their use of the measurement system. These factors are crucial. Let
me explain briefly.

Attitudes and Motivation
Every person has certain attitudes about measurement based primarily on
past experiences. When people have had negative experiences, their atti-
tudes tend to be negative, or neutral at best. Some people do love measure-
ment, but they are a small minority. Most people either tolerate it from a
distance, or shy away from it. For the most part, those who love measure-
ment are those who come from scientific or financial disciplines for which
measurement is a fundamental component. However, those who feel com-
fortable with scientific measurement might still not feel comfortable with
performance measurement.

Our attitudes determine our preferences. These attitudes, along with the
emotions with which they are infused, shape motivation, the energy that is
made available for any activity—in this case, measurement. Emotions are
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very closely associated with motivation. That is why negative feelings about
measurement can be such a problem. The good news is that attitudes and
related emotions are not permanent. Any negative attitudes can be turned
around, although that will not happen by itself. When people have positive
experiences with measurement, new attitudes can form that replace the old
attitudes. While our positive and negative experiences profoundly influence
our attitudes and motivation, most of us prefer activities that cause us to
experience positive consequences. And in anticipation of positive experi-
ences, we are likely to become highly motivated; the reverse, of course, is
true when we anticipate negative experiences.

Capabilities
Capabilities—a person’s aptitude, skills, knowledge, and experience—
establish the readiness for effective performance. These capabilities are pri-
marily based on previous education and practical experience. The level of
technical capability level will be highly dependent on the employee’s func-
tion and discipline. Obviously some disciplines (like accounting and scien-
tific areas) are more naturally associated with technical measurement than
others, and this factor alone will likely affect individual employee attitudes
and propensity to embrace performance measurement. As we all know from
our personal experience, the more capable we feel, the more motivated we
will be, because capability makes us feel competent. As psychiatrist David
Krueger has explained, ‘‘The experience of mastery of being effective may
well be the most powerful motivating force in an individual’s work.’’1

The Context of Measurement Continuum
Like any major organizational change, changing the context of measure-
ment in an organization is not something that will happen overnight. It
should be viewed as a continuous improvement process. The context of
measurement is a continuum. It is not a matter of being either positive or
negative—but rather the degree to which it is positive or negative.

Obviously, it isn’t possible to negate all the past experiences that employ-
ees have had with measurement. But you can change their experiences with
measurement from this day forward. Much of the rest of this book will show
you what you can do to change those experiences in order to move your
organization along the context of measurement continuum. You will be able
to track your progress using the Transformational Measurement Maturity
Assessment in Chapter 12. It doesn’t matter where your organization is
now, and there is no better starting point for improving performance mea-
surement than with the context of measurement.
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A Sure-Fire Indicator of Positive Context of
Measurement Change
There is one ‘‘sure-fire’’ indicator that tells me that an organization’s con-
text of measurement is changing in a positive direction. That indicator is
increased self-management, enabled by greater empowerment and increased
employee ownership and involvement in measurement. Self-management is
impossible without highly effective measurement and at least an increasingly
positive context of measurement.

When people want to change, they commonly use measurement to help
them to do so. In fact, when people feel good about their performance po-
tential, they tend to want as much information as possible about how they
are performing. They realize that—win or lose—measurement is the key to
improvement. Remember our discussion of the ‘‘measurement paradox’’?
Most golfers, for example, are aware that, no matter how modest their cur-
rent performance might be, a better score is just a stroke away. When people
are serious about losing weight, a scale is an empowering feedback tool.

The same is true at work, when employees feel empowered to improve.
Measurement tools, like scorecards, provide essential information—and
they actually intrinsically motivate improvement. They enable people to set
goals, help them monitor progress toward the goals, and make them feel
good about what they are accomplishing, even without external incentives
and rewards that can so easily causes dysfunctional behaviors. Almost every-
one will embrace measurement when they see real value in it for the organi-
zation and themselves, and believe that it won’t be used against them.

One of the changes that is radically reshaping measurement is employee
involvement in determining at least some of what should be measured to
help them understand, manage, and improve the work they do. Increasingly
organizations are involving employees in the design of scoring systems that
are meaningful to them in their work—scorecards that reflect actual per-
formance relative to some comparative data, such as past performance or a
goal level. In addition employees have clear line-of-sight between the mea-
sures at their level and important organizational measures. Gary Hamel and
C. K. Prahalad add, ‘‘Every employee must have a personal scorecard that
directly relates his or her job to the challenge being pursued [and] links
individual achievement to the firm’s overall strategic intent.’’2

Accountability and effective performance measurement are also crucial
for self-management. In today’s complex, knowledge-intensive, and often
virtual workplaces, self-management is essential to organizational success.
Command-and-control approaches are becoming increasingly obsolete.
Empowerment, rather than control, is the order of the day. But the control
mentality dies slowly. As Michael Hammer advises, ‘‘If they are given the
information and tools that they need to perform, if they are provided with
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an understanding of customer requirements and of the big picture of the
work, if they are guided by clear measurement systems . . . then they will do
what needs to be done without being ‘managed’.’’3

Self-measurement is a necessary condition for self-management. It is
also a major milestone for any measurement program and a key to sustain-
able performance improvement. One of they major recommendations in this
book is: Give the power of measurement to every employee. But this will
only work in a positive context.

Snapshots from the New Performance Measurement
Paradigm
When a positive context for measurement is established, amazing changes
in attitudes, motivation, and performance are not only possible, they are
probable. As John Case reminds us, ‘‘The human dimension of business—
the wanting, the caring, the enthusiasm, the problem solving and initiative
taking—is where more and more competitive battles are being won or
lost.’’4

The following vignettes are from organizations that are at least beginning
to win the battle. They are ‘‘snapshots’’ of what performance measurement
looks like when the context of measurement starts to change in a positive
direction. They are called snapshots because they are isolated pictures from
a variety of organizations. Someday soon, I hope to be able to report entire
‘‘photo albums’’ from the same organizations that vividly show the full
transformation. And I hope that soon, snapshots such as these will be the
rule, rather than the exception:

• One of the most astonishing sights is formerly disenfranchised factory
workers who have been empowered to use Statistical Process Control
(SPC) to manage the quality of their processes. Instead of having someone
down the line complaining about the poor quality of components, they con-
trol the quality themselves—by constantly monitoring the indicators of
when the ‘‘control limits’’ are being crossed, and by being able to do some-
thing about it without having to ask permission. They are no longer helpless;
they control the quality of their process and their product with measures
they understand and can directly influence, resulting not only in more accu-
rate process measurements, but also in a ‘‘no-fault’’ measurement climate.

• When employees can clearly see their own performance in a way that
is meaningful to them, they are much more likely to take positive action.
Referring to a dip on the latest performance graph, an employee at a proc-
essing plant remarked, ‘‘We ain’t gonna let that happen again. . . . We al-
ready took care of that problem.’’
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• Executives in a sales department were accustomed to responding to
gaps in the sales pipeline by admonishing the sales force to ‘‘sell harder,’’
and, if necessary, by increasing incentives. After finally acknowledging that
this approach was not working, they are now more focused on using sales
data to help the sales force sell more effectively. According to one of the
executives, ‘‘The way we traditionally used sales measurement was like
squeezing a little more juice from the oranges we already have. Now we are
focused on picking new oranges, growing new trees, and, better yet, plant-
ing new orchards!’’

• In another company, when penalties for mistakes were eliminated, a
wonderful thing happened. Workers who had been reporting flagrantly
bogus numbers began to tell the truth about their performance. They began
reporting accurate levels of quality and productivity even when they were
poor, so that the problems could be addressed. Managers in this company
were truly astounded that workers whom they once saw as recalcitrant were
actually telling on themselves!

• In one company I recently visited, scoreboards and graphs are every-
where. They range from roughly drawn tables and charts posted on bulletin
boards or drawn on whiteboards, to elaborate computer dashboard displays.
Previously, workers tended to avoid (and hide from) measurement. But now
that measurement is used positively, everybody, it seems, wants to keep
score.

• One company CEO was inspecting a steel manufacturing plant when
he stopped to count the ingots. Without saying anything, he wrote ‘‘78’’ on
the hearth with a piece of chalk, and then continued on to other areas. The
next day, he returned to the same work area, and beside it, the employees
had written ‘‘80.’’ One day later, it was ‘‘85.’’ And this positive competition
to increase production continued daily.

• In another organization, when a team of employees failed to achieve
its own self-imposed production target, there were no recriminations or
blame. Instead they used data to find out what had happened, and find a
solution. Based on this data-based problem-solving, the team was able, over
a three week period, to dramatically improve the process, resulting in a
process cycle time reduction from 8.5 hours to only 1 hour. In addition,
during this period of time, the team actually generated 74 suggestions for
improving the process.

• Examples of positive work measurement also occur in some companies
that practice Open-Book Management. In these companies, employees have
access to all financial and operating measures and understand what most of
them mean. Although they call it ‘‘the game of business,’’ they take it very
seriously. They are educated about measurement, and they know many of
the key causal relationships. In ‘‘huddle’’ meetings they discuss with manag-
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ers and with peers what they can do to make a difference to move the num-
bers in the right direction. And they treat the company’s money like it was
their own—because they have real involvement, understanding, and a genu-
ine stake in the company’s success.

• One company decided to make their performance scorecard into a
game. Eighteen organizational measures were identified and the employees
were encouraged to help the firm maximize its total score by achieving ‘‘ea-
gles,’’ ‘‘birdies,’’ ‘‘par,’’ or ‘‘bogies’’ on each of their own performance mea-
sures. This unusual and playful approach has generated a lot of excitement
around measurement.

• In another company I visited, I kept hearing performance measure-
ment conversations like the following: ‘‘Customer complaints are up 8 per-
cent. What are we going to do about it?’’ ‘‘Let’s look at the data.’’ ‘‘It looks
like shipment delays are way up.’’ ‘‘What caused the delays?’’ ‘‘How often
was the warehouse out of stock?’’ ‘‘How much equipment downtime oc-
curred on the second shift?’’ When people start asking the right questions,
they are on the path to improving whatever they are doing.

• Another company has invested significant efforts to provide education
for all employees aimed at reducing the mystery around both financial and
non-financial performance measurement. Employees throughout the com-
pany are learning a common language around measurement that is helping
them communicate more effectively about performance issues. All managers
participate in the learning sessions with their teams and employees are given
plenty of time to learn and to apply their learning in on-the-job projects.

I hope that these vignettes have given you a glimpse of what kinds of
transformations are taking place within the context of measurement in some
selected organizations throughout the world—and that you may even have
‘‘caught’’ some of their enthusiasm! Equally exciting are the following exam-
ples from companies that are just beginning the process of transforming
performance measurement—and are starting to see positive results:

• In a company with an extremely defective technical measurement sys-
tem, despite improvements, there are still a profusion of opportunities for
managers and employees to distort the measures for their own benefit. What
is most interesting is that nobody does! This is because a context exists in
which measurement is trusted, there is open and honest communication
about performance, and everyone has input into what is being measured.
Most importantly, there is demonstrated commitment to continuous im-
provement throughout the company.

• In another organization, managers came to the realization that maxim-
izing their own functional measures might benefit them, but it would actu-
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ally hurt the organization as a whole. Instead of relying on their self-serving
measures, they have decided to adopt new cross-functional measures—even
though adopting the new measures might reduce their short-term incentive
pay.

• A company that previously had used measurement as part of a ‘‘blame
game’’ to identify poor performers (rather than poor performance) decided
to change its approach. Now, when a performance deficiency is identified,
the data triggers problem-solving, not a search for the guilty. Employees are
beginning to see data as a friend, rather than as their enemy, and they are
becoming more eager to learn from it. One of the most surprising changes
to those who remember the ‘‘old regime’’ is that now bad numbers are actu-
ally being considered ‘‘good news’’ because they represent opportunities for
improvement and learning.

• In a company where functional directors had for a long time jealously
guarded their data as their own property, it was rather surprising to see
them willingly pooling their databases. Collaboration around measurement
was helping to bring down the traditional protective walls between func-
tional silos. This was enabling the identification of cross-functional mea-
sures to be adopted to reflect cross-functional reality, and the company is
beginning to consider the customer, and not the internal functions, as the
center of gravity.

• Another company has moved away from its rigid, adversarial, and in-
ternally-focused annual budget planning process (which rewarded func-
tional managers for hitting their budget numbers) toward a more flexible,
collaborative, customer-focused, ongoing planning process, aiming at
achieving relative improvements in functional performance and optimizing
the total organization. This has significantly reduced the traditional plan-
ning bureaucracy, increasing collaboration across the organization, and
providing resources where and when they are most needed.

• In another company, the finance function is transforming itself from
its traditional role as ‘‘bean counters’’ and ‘‘financial police’’ to being more
of a collaborative partner with the firm’s operating units. Now the emphasis
is on working together proactively to come up with the best—often innova-
tive—answers, rather than just the standard accounting ones.

• Finally, here’s how a senior vice president at one company describes
his organization’s experience with transformational measurement: ‘‘We are
on a journey from measurement confusion to measurement clarity—but we
still have a long way to go. We’re learning that measurement isn’t about
reacting to isolated data points, or tables of numbers, or even balanced
scorecards. We’re learning to combine numbers with observations, ques-
tions, models, visualizations, and intuition, and helping everyone under-
stand ‘the story’ behind the data that used to be hidden in the abstract
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numbers. Furthermore, when our measurement system includes the right
measures that reflect our strategy, then I am confident that our people will
know what they have to do and how they can contribute even more effec-
tively to our results—and we won’t even have to tell them!’’

The Ongoing Transforming Power of Context
We have seen how ‘‘context’’ is critical in transforming performance mea-
surement. Think about it this way: Consider each of the functions of mea-
surement, described in Chapter 1. Each one can be experienced in a positive
or a negative way—depending on the context of measurement. For ex-
ample, each and every function will be experienced quite differently in a
command-and-control climate, or in one that is self-directed. If employees
perceive that measurement is in place to help them to become more success-
ful (rather than to monitor and judge them) and to empower them (rather
than manipulate them), then measurement will become a powerfully positive
force in the organization. Everything will feel better in a positive context,
and everything will feel worse in a negative one.

As Paul Strassman points out, ‘‘The essence of a corporate culture is the
firm’s measurement system. It is the lens through which reality is perceived
and acted on.’’5 The context of measurement is actually the most important
aspect of the measurement system, and therefore it impacts both the culture
and the lens. Making sure that the right context is in place is a superb
investment, since the context affects all aspects of the measurement system
across the entire organization. It is the importance of context that will bring
us back to this topic again and again as we continue our journey.

However, let me emphasize one more thing: Transforming the context
of measurement will take time, and may have to start small. Some areas of
your organization are likely to be more receptive to change than others.
Sometimes change is driven strongly from the top, and the rest of the orga-
nization falls in line and follows. A more likely model is change that begins
in one area of the organization, driven by a visionary person, as a ‘‘proof of
concept.’’ Once the concept has been shown to be effective, the rest of the
organization will be more receptive to broader change.

One thing I have learned from my years of organization leadership and
consulting: Don’t try to change those who clearly resistant to change—
nothing will frustrate you more than that. Look for those visionary leaders
who ‘‘get it’’—people who are likely to be the ‘‘early adopters’’ of the con-
cepts we have discussed. Enlist the sponsorship of those who are the candi-
dates for the kind of ‘‘measurement leadership’’ discussed in Chapter 9.
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The Focus of Measurement

The second key to transformational performance measurement is Focus.
To repeat: What gets measured gets managed and what gets managed

gets done. Selecting the right measures can create enormous leverage for
any organization. And, of course, the things that get measured command
management attention, one of a company’s most important resources. But
as management expert Geoffrey Moore asserts, ‘‘Nothing is wasted more in
a Fortune 500 corporation than management attention.’’1 If management is
paying attention, are they paying attention to the right things? Unfortu-
nately, too many organizations appear to be ‘‘majoring in the minors.’’

The Importance of Focus
Clearly it is critical to focus measurement efforts on the right things. The
right measures will provide laser focus and clarity to management. As Na-
pier and McDaniel say, ‘‘Much of the power of leadership is bound up in
what leaders pay attention to. Measurement is focused attention.’’2 Unfortu-
nately, most leaders don’t differentiate between the critical few measures
that will have the greatest impact and the hundreds, or thousands, of other
measures—the trivial many—that permeate every area of their organiza-
tions. There is an infinite variety of things that can be measured in any
organization, and a lack of focus can be very dangerous. Even among senior
executives, the ‘‘focus’’ of measurement is too often tactical, functional, and
diffused. Further, the recent emphasis on addressing the concerns of share-
holders, customers, regulators, and the variety of societal constituencies has
further diffused attention.

As a consequence, most organizations measure a hodge-podge of things,
hoping to capture the important things in the process. However, this only
leads to a waste of resources that should be focused on the critical few high-
leverage drivers of the most important results—if they were only known. Ask
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people at all levels and in all functions what is most important, and you will
probably get almost as many answers as the number of people you ask. This
unfocused proliferation of measures has led to what former General Electric
CEO Jack Welch has described as ‘‘measuring everything and understand-
ing nothing.’’

Selecting the Right Measures
While most organizations realize that measurement is essential for manag-
ing, they don’t realize how important the selection of their measures is.
What a company (or a functional unit) measures, to a large extent deter-
mines how its people behave.

Too many executives and other managers think it is sufficient just to
track generic or standard industry-approved measures. These are what I call
‘‘routine measures,’’ and they are satisfactory for maintaining the status
quo, but not for taking the organization to the next level. They are like your
body’s ‘‘vital signs’’—important, but they won’t get you to the pinnacle of
health; they are not differentiators. Similarly, an organization’s routine
measures are not differentiators (unless the organization’s strategy focuses
on ‘‘operational efficiency,’’ and then certain routine measures can be highly
strategic). How can any organization differentiate itself from the competi-
tion while measuring exactly the same things as the competition? There is
nothing wrong with routine measures—every organization needs them to
survive—but that’s not what we are concerned with here.

Management needs to focus its attention on the measures that really
drive the performance of their particular organization. When ‘‘everything’’
is important, there is nothing that is most important. According to Bob
Phelps, ‘‘Most managers are in fact overwhelmed by measures and data—
but these have not improved their performance. Why? Because companies
have taken the easy option and selected lots of poor measures instead of a
few good ones.’’3 Also, when we choose to measure a particular object of
interest, we are—at least by default—choosing to ignore other things.

Just look at your own organization’s measurement system and you will
probably find a vast array of measures that keep your business running—
but few, if any, that will help get your organization to the next level. Further-
more, do you even know which the most important measures are? But
identifying these measures and socializing them throughout your organiza-
tion is one of the most important things you can do.

Many organizational measures are labeled ‘‘metrics,’’ and have become
so institutionalized that they are virtually impossible to change or delete.
That is one of the reasons why I resist using the term ‘‘metric’’ for just any
measure. I believe that this is more than a linguistic issue. When a measure
is first introduced, I recommend calling it an ‘‘indicator or emergent mea-
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sure.’’ Call it a ‘‘measure’’ when it has been well defined and you are confi-
dent that it is ready for widespread use. Only use the term ‘‘metric’’ when
the measure has been validated for use organization-wide as a ‘‘key organi-
zational performance measure.’’ Having a consistent language of perform-
ance measurement is an important step toward measurement maturity.

Of course, doing the routine well—the basic blocking and tackling—is
necessary for winning in any arena—in business as well as in sports—but
it isn’t sufficient for sustainable winning performance, like winning champi-
onships. For example, all companies need to measure revenue, cost, profit,
and customer satisfaction; manufacturing companies need some way to
measure raw materials’ costs, productivity, and quality; insurance compa-
nies can’t stay in business if they don’t measure risk; banks have to measure
deposits and return on their investments. The list of important but routine
measures is virtually endless.

If you measure what everyone else is measuring, your business will be
well on the way to commoditization. However, if your organization strives
for more than that, you might want to consider rethinking the measures that
are currently populating your measurement system.

I am reminded of the story of the man who was vainly looking for his
lost keys on a dark night under a particular light post; when asked why, he
said it was because that was the only place where there was light! Similarly,
many managers are forced to manage only the things that are currently
being measured because those measures are the only ‘‘lamp posts’’ casting
light.

Just as nonsensical are organizations that are so concerned about not
measuring the right things that they try to measure every thing. Obviously
some things don’t need much measurement. You don’t need to measure
everything! Too often, much of what is measured in organizations today is
analogous to someone who thinks he needs a thermometer to tell that water
is boiling!

Since performance measurement is about viewing things through a lens,
the operant questions are: Is it the right lens? Are we viewing the right
things in the right ways? Is the view clear enough? If they are being honest,
most of the time, managers must answer these questions, ‘‘No.’’ In today’s
highly competitive and increasingly services-oriented marketplace, it is vital
to be measuring more than just the same old, routine measures. Not only
is almost all measurement routine, but almost all of it has derived from a
commodity manufacturing mindset. It is amazing how few new measures
have been developed since the industrial revolution!

Deciding what not to measure is almost as important as deciding what
to measure. Measuring something that isn’t really important to a key stake-
holder is a waste and time and resources. Furthermore, as management
experts Eccles and Nohria state, ‘‘There is the temptation to turn every
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measure deemed relevant into a crucial part of an official measurement sys-
tem.’’4 This is because it is much easier to add measures than to get rid of
them once they have been adopted. This tendency has led to bloated ‘‘leg-
acy’’ measurement systems (most based on a mass production model) that
actually reduce the agility of most organizations, compared to what a lean,
focused, and customized set of measures could provide. Most measurement
data is clutter—very little ever gets used! I call it ‘‘waste of time measure-
ment.’’ If you don’t believe me, do a measurement audit to find out what
measures are actually being used and contribute to better decision making.

Realizing the dangers of unfocused measurement, smart organizations
are significantly reducing the number of variables they measure, and making
sure that they are the right ones to focus attention on. Ask yourself: ‘‘How
long have we been measuring this?’’ and ‘‘What successful actions have we
taken based on this measure?’’ That might help you identify many of the
trivial routine measures that are taking time and attention away from what
is really important to measure.

If you and your organization continue to measure what you have always
measured, you will very likely continue to get what you have always got-
ten—except probably less of it—because the marketplace is getting so much
more competitive. Most companies certainly do not need more mea-
sures—in fact, they need fewer measures—but we all need better measures.

Effectiveness First
Focused measurement is about being effective, getting the right things done.
In contrast, efficiency—which is too often the primary focus of manage-
ment—is about minimizing resources—as organizations desperately try to
drive out cost. While efficiency is important, effectiveness must come first.
As Peter Drucker has pointed out, ‘‘What value is there in doing efficiently
those things that should never be done at all? Anything that isn’t effective is
waste, and reducing waste is, in turn, a key to increasing efficiency.’’5

The danger of selecting the wrong measures should be obvious, but here
is a little anecdote that conveys the issue pretty clearly: Hours after the last
familiar sign, the taxi driver kept up a steady pace. ‘‘We’re lost, aren’t we?’’
asked the passenger. ‘‘Yes,’’ said the driver. ‘‘But we’re making good time,
don’t you think?’’

Six Sigma has worked well where there have been specific problems that
needed to be solved. Six Sigma has done remarkable things to drive out
variance, even if not to Six Sigma levels! But the traditional Six Sigma meth-
odology and its practitioners will struggle with transformational measures
that are more qualitative, subjective, and flexible. Six Sigma and transfor-
mational measurement can succeed together, but only if a less rigid ap-
proach is taken. Six Sigma is one of the greatest things that ever happened
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to traditional measurement, but it needs to be adapted if it is going to work
with the more transformational challenges.

So, when clients ask me, ‘‘What should we measure?’’ I usually respond
by asking them, ‘‘What does success look like for your organization?’’ That
is when we begin the critical reexamination on value creation—before we
even get to the subject of measurement.

How Value Is Created and Destroyed
Nothing is more important today than the concept of ‘‘value creation,’’ and
it has become the benchmark criterion for success. Ultimately, all organiza-
tions exist to create value for their stakeholders. Value is created when the
benefits provided to stakeholders exceed all the costs incurred. All busi-
nesses, government agencies, and nonprofits should be focused on creating
value for their stakeholders, whoever they are.

In business, value creation is typically measured by profitability and long-
term growth. In order to achieve those goals, a company must establish a
continuing process for developing and delivering a steady stream of prod-
ucts and services, based on its business model, that offer unique and differ-
entiated benefits to a chosen set of customers. Just because an organization
has created value for shareholders in the past doesn’t mean that it will be
able to continue to create value in the future. Long-term value creation is a
challenge that requires extraordinary management capabilities.

Organizations that do not create value, by definition, destroy it. Un-
profitable companies are wasting the money of their shareholders, who
could have invested it elsewhere. The same is true of government agencies
that waste the money of citizens, or nonprofits that waste the resources
of their donors. Some describe value destruction more euphemistically as
‘‘allowing value to leak or evaporate’’—but however it happens, too often
the value of an organization’s resources and assets is lost.

Since value creation of some kind is the key to organizational success—
and what you measure is what you get—it is vital that this value creation
process be measured. Very few people really know how value is created in
their organizations, or even seem to care. Furthermore, business leaders
who invest and manage resources in projects that do not pay off destroy
value. In a large organization, there are literally thousands of opportunities
to create value or destroy it every day. Unfortunately, few organizations
have value creation mindset or the measurement system they need to sup-
port value creation.

This results in serious mismanagement and misdirected behavior. That
is why organizational measures should, first and foremost, capture ‘‘the
story’’ of value creation for the particular organization. Lack of focus and
clarity causes confusion, lack of alignment, and eventually value destruc-
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tion. What’s more, anybody in an organization, at any level, can contribute
to creating value or destroying it. Employees who waste time or are other-
wise unproductive destroy value. Much of today’s workforce is composed
of knowledge workers, whose productivity is difficult to ‘‘see,’’ much less
measure. Measurement is becoming an even greater challenge as perform-
ance is becomingly increasingly invisible. But that is precisely why transfor-
mational measures are needed. The old measures just don’t work well
anymore, at least not in complex services and for knowledge work. Most of
the ‘‘raw materials’’ from which we create value are intangible.

Value is created when the right actions are taken and the right invest-
ments are made. Value is destroyed when the wrong actions are taken and
the wrong investments are made. Value leaks or evaporates when nothing is
done. Sadly, too much decision-making in organizations is driven by indi-
vidual advocacy and self-interest, and not by what creates measurable long-
term value. As Napier & McDaniel say, ‘‘It is hard to overemphasize how
powerful measured attention can be when it is well conceived and deployed,
or how destructive it can be when done poorly.’’6 Too much traditional mea-
surement focuses—very precisely—on the wrong things!

A generic model of the value creation/destruction process is illustrated
in Figure 6-1.

Most organizations don’t even have a reliable definition of value creation.
However, they do establish some ‘‘bottom line,’’ typically some measure of
profitability—such as gross profits, net profits, EBITDA, ROI, EVA, EPS,
stock price, P/E ratio, cash flow, CFROI, ROA, ROE, etc. But, as Paul
Hawken explains, ‘‘The bottom line is down where it belongs—at the bot-
tom. Far above it in importance are the infinite numbers of events that pro-
duce the profit or loss.’’7 Do you know how value is created in your
organization? Could you map out the value creation process? Can you mea-
sure it?

FIGURE 6-1. VALUE CREATION AND DESTRUCTION.
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Although, as Hawken says, there are a great many possible value-creating
activities, every successful organization has relatively few key ‘‘value driv-
ers’’—factors that drive the most value creation. Strategy should be focused
on making best use of the value drivers to create optimal value from resources
for stakeholders. Measurement is one of the most crucial aspects of value
creation, because without good measurement, value creation cannot be
managed. That is why the poor, routine, manufacturing-legacy measure-
ment systems are hobbling organizations that are trying to be innovative
and create more value. The failure to adequately measure any resource or
asset is likely to retard its development, impair its conversion into value, and
allow waste, in the form of leakage or evaporation.

Business Models and Strategy
Business strategy expert Ram Charan cautions all business leaders to ‘‘sim-
plify the business and get to the fundamentals.’’8 When that is done, the
value creation (or destruction) process becomes quite visible, and then it
can be effectively managed. A company’s ‘‘business model’’ is the basic logic
of how the organization creates value for itself (and shareholders) by deliv-
ering value to customers.

But if you don’t know what drives your success, you’re in trouble. For
example, where most clothing stores consider merchandising their core
competency, The Men’s Wearhouse knows that its business is about sales,
not buying merchandise, and that’s why its sales per employee are so much
higher than its competitors. What are the keys to success in your business?
If you don’t know them, you better find out. And, if you do know, then you
had better figure out how to measure them well!

The organization’s ‘‘strategy’’ is its specific plan for applying the business
model to create ‘‘competitive advantage’’ in a particular marketplace at a
particular time. Even if you are a leader in a government or non-profit, you
still need to be focused on how best to manage your ‘‘business.’’ Whatever
your business, it’s all about competitive advantage. Even if you don’t have
any direct competition, your competition is someone deciding not to use
your product or service, to seek an alternative, or to cut your budget. Value
is created when the business model is properly leveraged through the effec-
tive execution of the strategy to produce the right operational performance.
This is illustrated in Figure 6-2.

When a business is able to use its strategy to leverage the basic econom-
ics of its business model, good things tend to happen. In contrast, when
the basic economics of the business (the cake) are poorly understood and
managed, then everything else is just ‘‘icing without a cake.’’ For example,
one hotel chain didn’t realize how important catering and conferences were
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FIGURE 6-2. BUSINESS MODEL AND STRATEGY.
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to the economics of its business model. It focused too much on room occu-
pancy and not enough on booking meetings and on catering. As a result,
although it achieved very high room occupancy rates, it ended up destroying
value for its shareholders, because it didn’t understand the essential synergy
between the three components of its business model—rooms, meetings, and
catering.

While there are generic business models (Adrian Slywotsky’s work on
‘‘profit models’’ identifies about twenty of them),9 don’t be misled that you
can win today with a generic business model alone—or with generic busi-
ness ‘‘metrics.’’

Furthermore, the selection of the right performance measures with the
business model and strategic priorities is not a one-shot activity, but must
be done consistently, especially as priorities change during the lifecycle of a
business. For example, at one company, when the business basics had been
mastered, the focus of measurement shifted from critical operational mea-
sures to measuring brand building. At another company, which was moving
into a slower growth phase, the priority measures shifted from customer
acquisition to retention.

Successful companies are learning that ongoing enhancements of their
business models is an essential step for sustaining competitive advantage.
These new and enhanced business models won’t come off-the-shelf from a
consultant. Companies have to invent them themselves, although consul-
tants can help.
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Measuring What Matters Most
In order to thrive—not just survive—and move to a higher level of perform-
ance, organizations need to focus on one or more critical measures that
matter most, and companies need to focus everybody’s attention on those
measures. Goldratt insists that ‘‘a fraction (0.1 percent) of the variables
determine 99.9 percent of the result.’’10 Although this assertion is likely an
exaggeration, it is still something that anyone who wants to create value and
not destroy it should take seriously. Resources, both human and otherwise,
are too valuable to waste, but our current measurement systems are inade-
quate to manage our most valuable sources of value.

Not only must the right measures exist, but they must be communicated
and ‘‘socialized’’ properly throughout the organization so that people can
use them. Remember that measurement is a very social process of identify-
ing, developing, understanding, refining, dialoguing, etc. It is not primarily
about collecting, analyzing, and reporting on data.

As you will see in the next chapter, value creation (and the avoidance of
value destruction) occurs when everybody is aligned and operating accord-
ing to an integrated set of measures.

The search for the perfect measures has too often encouraged procrasti-
nation or avoidance. The challenge is not one of finding the ‘‘magic metric,’’
but measuring most appropriately. However, some measures are much bet-
ter than others at revealing the highest leverage factors in value creation.
Let’s look at a few examples of organizations that have done just that.

Measuring What Mattered Most at Southwest Airlines
Southwest Airlines’ business model was designed to operate an airline more
like a bus company, but better—getting people quickly and reliably from
point A to point B on a limited number of high-demand routes on-time at a
minimum cost. The assumptions upon which the business model was based
was that there were many passengers who weren’t being well-served by tra-
ditional airlines and that these passengers would be willing to endure some
inconveniences (like multiple stops en-route, no meals, no reserved seats,
no first-class, no use of travel agents, or operation out of secondary air-
ports) to reduce complexity of route and fare structures. Although all busi-
nesses ultimately measure their success by some variant of profit, the drivers
of profitability are often very different, depending on the business model.

The Southwest Airlines business model focused on keeping costs low
and filling up its airplanes, while charging everyday low fares to customers
who might have otherwise traveled by bus or some other form of ground
transportation. By purchasing all the same airplanes (Boeing 737s) to facili-
tate maintenance, servicing, and interchangeability of crews, Southwest
could reduce turnaround time to between fifteen and twenty minutes, com-
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pared to one hour or more for traditional airlines. Together with well-
selected short-haul routes, this enabled Southwest to dramatically increase
aircraft utilization. While many of the traditional routine airline measures
might be valid for Southwest, the key driver of its business model was low
‘‘cost-per-passenger’’ and the primary driver of low cost-per-passenger was
high ‘‘aircraft utilization,’’ and the primary driver of high aircraft utilization
was quick ‘‘turnaround time.’’ No company has leveraged the strategic im-
portance of time as well as Southwest Airlines.

‘‘Turnaround time’’ became Southwest’s most transformational mea-
sure—the fulcrum that leveraged its business model. More than any other
measure, it has enabled Southwest Airlines to make its unique ‘‘airline as
bus company’’ business model work—allowing Southwest to maintain the
best on-time performance in the industry and reduce costs by 25 percent
compared to traditional airlines. They realized that ‘‘fast’’ is not just quicker
and cheaper; it is also better!

Another extraordinary result of the ‘‘turnaround time’’ measure was that
for the measure to work, everyone (flight crews, ramp agents, operational
agents, baggage handlers, cleaners, fuelers) had to work together collabora-
tively. Like many other high-leverage and transformational measures,
‘‘turnaround time’’ proved to be a cross-functional one.

Measuring What Mattered Most at Dell Computer Corporation
Dell Computer Corporation founder and CEO Michael Dell explains that
‘‘very early on, Dell made the connection between its business model and its
performance measures.’’11 The success of the ‘‘Dell direct’’ business model,
based on building computers ‘‘to order’’ and selling them direct to custom-
ers, depended on simplifying its supply chain. Dell began to measure
‘‘touches’’ (how many times a component was touched by a worker), and
set out to reduce that number. More touches meant longer cycle time, in-
creased costs, and more opportunities for defects. Like Southwest Airlines,
Dell was able to achieve considerable leverage from focusing on one key
measure until significant improvement was achieved.

Necessity is often the mother of invention—in measurement, as well as
in many other areas—and Dell’s most innovative measure resulted from a
very painful near-death experience. Michael Dell noted that at first the pri-
orities at Dell was ‘‘growth, growth, and growth.’’ But the company was
learning the hard way that ‘‘cash is king.’’ As Dell recounts the situation:
‘‘We were consuming huge amounts of cash, while our profitability began
to deteriorate, and both our inventory and our accounts receivable were
piling up.’’12 Dell needed to find a measure that would help correct this
situation and provide the company with a way to significantly improve its
cash position on a continuing basis. To respond to this challenge, Dell fo-
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cused on a measure that ran counter to traditional manufacturing thinking.
Rather than focus on a traditional measure like ‘‘manufacturing cycle time,’’
Dell targeted a new measure: ‘‘cash conversion cycle time’’ (or cash-to-cash
cycle time)—the time from the outlay of cash for parts to the receipt of
payment from customers. This measure helped Dell change its priorities
from ‘‘growth, growth, and growth’’ to ‘‘liquidity, profitability, and growth.’’
Dell took cash conversion cycle time from 70 days to less than zero—which
means it now collects cash before paying for inventory!

But this extraordinary achievement didn’t just improve Dell’s cash posi-
tion. In order to achieve it, Dell had to do a lot of other things well (includ-
ing sales, purchasing, and inventory management). By using this measure,
Dell was able to transform its business from one that was on the brink of
disaster to a company that is cash rich, and able to operate profitably in
almost any business condition. Such is the power of the right focal measure,
and is a prime example of how a single measure can have a transformational
impact on an entire company. However, as powerful as individual measures
can be, companies cannot stick doggedly to them. Effective management
depends on a constellation of measures, not just a single one. In fact, Dell
Computer is now faced with a new challenge that their old transformational
measure won’t help them solve: how to turn all its idle cash into shareholder
value!

Measuring Intangible Assets
Value creation, business models, and strategy can be quite abstract until
they are operationalized through measurement. Only when you are able to
measure the key drivers of value creation will you be able to take appropriate
actions to truly leverage the business model and strategy. Measurement can
also expose hidden assets and other resources that are crucial to the value
creation process. But without good measurement much of any pool of
assets—tangible or intangible—can be largely wasted.

Tangible assets tend to be more readily measured and managed because
it is easier to put a financial value on them and most of them appear on
a company’s balance sheet. But tangible assets are increasingly becoming
commoditized, and therefore are rarely a major source of competitive ad-
vantage anymore.

The most important drivers of value in today’s organizations are mostly
intangible. As researcher Debra Amidon has aptly articulated the imperative
of intangible value measurement: ‘‘The unmeasured must be measured. If it
cannot be measured, it isn’t considered of value.’’13

While intangible assets account for as much as 80 percent of some com-
panies’ market value, almost no intangibles ever appear in a company’s fi-
nancial reports—at least not as anything other than an expense. As a result,
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it has been found that, in both the private and public sectors, existing mea-
surement systems are tracking less than half of organizational value. Assets
such as talent, leadership, knowledge, motivation, employee relations,
customer relationships, culture, brands, innovativeness, speed, flexibility,
responsiveness, agility, resilience, alliances, knowledge-sharing, ethics, sus-
tainability—and the list could go on and on—are hardly measured at all,
and therefore hardly managed at all. Not only that, but in services the opera-
tional processes and measures are also mostly intangible. So, if you are in
services (especially complex services) and you can’t measure and manage
intangibles, you’re really in trouble! And, because of poor measurement,
nobody really knows how much of this crucial intangible value is being
wasted, underdeveloped, and mismanaged.

While most companies are aware of the importance of developing new
intangible sources of competitive advantage, few know what to do about
them, because most of this value is packaged in vague concepts. This sense
of helplessness is exemplified by Boulton, Libert, and Samek’s finding, in
their book Cracking the Value Code, that ‘‘some 85 percent of these execu-
tives [surveyed] reported that they recognized the importance of invest-
ments in intangible assets like employees and customers. However, less than
35 percent said that they acted accordingly.’’14 An Institute for Management
Accountants survey reported that fewer than 10 percent of respondents
rated performance measures for intangible assets as either ‘‘very good’’ or
‘‘excellent.’’ As a result of this measurement gap, much of the potential value
of these invisible sources of competitive advantage is being wasted—and, to
make matters worse, no one really knows how much waste there is. Clearly
a lot of potential value is being overlooked, or otherwise underutilized!

Admittedly intangible measurement is not perfect—far from it—but one
of the key ideas presented in this book is that ‘‘everything that should be
measured can be measured in a way that is superior to not measuring them
at all.’’ Without a doubt, high-leverage intangible assets should be better
measured, so that they can be better managed.

High-Leverage Measuring
Leverage is one of the most important concepts that was ever discovered.
The concept was most famously expressed by ancient Greek mathematician
Archimedes when he said, ‘‘Give me a lever and a place to stand, and I will
move the world.’’ Today, the major object of leverage, in business at least,
is not the entire world, but about competitive advantage. It’s about find the
measurable ‘‘points of leverage’’ that will leverage your business model and
strategy the way that Southwest Airlines and Dell Computer have done.

The key to high-leverage measurement is finding the most crucial few
measures that provide the organization with the greatest insight into com-

PAGE 79................. 16154$ $CH6 10-04-06 08:26:12 PS



80 TRANSFORMING PERFORMANCE MEASUREMENT

petitive advantage. It measures factors that clearly relate to how value is
created through the organization’s business model. There are some very
small changes that can be made that will make major differences in the
outcomes achieved. That could be the fulcrum of your entire business strat-
egy! When you do find potential high-leverage measures, you might ask
questions like, ‘‘What would a change—say 5 percent—mean in terms of a
valued outcome, like revenue or profitability?’’

But where this focus should be, and where the leverage is, is not always
obvious. That’s why only the most innovative organizations, and those with
a positive context of measurement, even try to deviate from routine mea-
surement.

But in those organizations that have caught the vision of what high-
leverage transformational measurement can do, there is ongoing commit-
ment to diligently measuring only what is most important, not everything or
what is easiest to measure. They are continually searching for more relevant,
informative, and innovative measures.

To a large extent, what we measure defines how we see the world. As we
observed in Chapter 1, throughout history, measurement has been a force
that has enabled society to progress. When measurement does operationa-
lize new paradigms, or mental models, they provide a new lens through
which people can view the world, or a part of it. To change our perspective,
we must change our measures. If you continue to view the world with old
lenses, you will never be able to see the new. One well-known example of
this is that the natives couldn’t ‘‘see’’ Columbus’ ships because they didn’t
have the ‘‘measurement lens’’ that enabled them to recognize ships.

As David Meador has articulated it: ‘‘Changing the way we measure
changes everything.’’15 But in order for this to happen, organizations must
be willing to take the risk of using new measures and new measurement
instruments—and, as you will see, that is no small challenge in the over-
whelming majority of organizations that tend to resist change.

There is certainly no lack of powerful concepts for transforming business
and government. Nothing is more exemplary of transformational measure-
ment than the breakthroughs in quality measurement. Most readers are, no
doubt, familiar with the enormous paradigm shift that occurred from the
focus on ‘‘removing product defects through after-the-fact inspections’’ to
‘‘solving product defect problem their source (high process variation).’’ This
breakthrough was enabled by a measurement innovation—process mea-
surement control charts—which Frederick Reichheld called the measure-
ment innovation that ‘‘unlocked the door to the quality revolution.’’16

As we have seen, the use of the ‘‘turnaround time’’ measure at Southwest
Airlines enabled people to see something that was formerly invisible (be-
cause it wasn’t being measured) so that it could be managed to create value
and achieve competitive advantage. And the use of ‘‘cash conversion cycle
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time’’ at Dell Computer helped the company conquer its cash flow prob-
lems, and also provided the mechanism to make its innovative business
model work in practice, not just in theory.

At both Southwest and Dell, the measures we discussed above were not
just abstract ‘‘metrics’’ or numbers in reports or on ledgers understood only
by functional or technical specialists, they were pivotal to the initial success
of those companies—and they yielded impressive results for each organiza-
tion. That is why it is not surprising that other organizations are prone to
copy the transformational measurement successes of others. As a result of
Southwest’s breakthrough, many other airlines have significantly reduced
their own turnaround times. At health sciences firm Perkin-Elmer, more
than 10,000 employees have received training in ‘‘compressing the cash
cycle’’ to improve their own cash conversion cycle. But it is important to
remember that, because transformational measurement is business-model
specific, what might be transformational in one organization might not be
transformational in another. This is another good reason not just to use
industry standard measures—even if they were once considered ‘‘transfor-
mational.’’

Emergent Measures
Most transformational measures start off as what I call ‘‘emergent mea-
sures’’—measures that emerge through increased understanding of the
major drivers of business success. They rarely come from a textbook, off a
menu, or are provided by a vendor. Many of the emergent measures will be
measures of difficult-to-measure intangibles, because transforming organi-
zations are realizing that many of their key value drivers are intangible.
But don’t let anyone tell you that something isn’t measurable. Everything is
measurable in some way that is superior to not measuring it at all.

However, such new measures are not likely to emerge in an organization
that doesn’t like or trust measurement—that is, in a ‘‘negative context of
measurement.’’ Despite their potential to revolutionize a business, emergent
and transformational measures are often resisted or not used because of fear
of change, perceived measurement difficulty, and the prevailing negative
attitudes toward measurement that still exist in many, if not most, organiza-
tions. Thomas Kuhn informed us, in his classic The Structure of Scientific
Revolutions, that virtually every major change in perspective (paradigm
shift) is initially rejected—often vehemently—before it gains widespread
acceptance and use.17 But whether resisted or not, in an emergent world
measurement needs to be emergent as well. Information technology thought
leader Marilyn Parker’s advice is: ‘‘We must prepare for both thinking about
and implementing new ways to measure and be measured.’’18

Even though everything can be measured, it sometimes takes a quite a

PAGE 81................. 16154$ $CH6 10-04-06 08:26:13 PS



82 TRANSFORMING PERFORMANCE MEASUREMENT

bit of creativity, persistence, and even courage, to do so. Some of the most
important insight-generating measures are rarely the obvious ones. Further-
more, many transformational measures probably wouldn’t have even re-
ceived cursory attention in the past because they appear ‘‘too soft’’ to merit
serious attention and because they are ‘‘too difficult to define.’’ Even today,
as emergent measures begin to become accepted, their diffusion throughout
organizations is hampered by poor communication, including unclear and
inconsistent definitions.

When emergent measures are validated to achieve high-leverage out-
comes in actual use, they become ‘‘transformational measures.’’ An emer-
gent measure becomes a transformational measure when it contributes to
significant improvements in organizational practice.

These new measures can be used to improve almost anything in an orga-
nization. As soon as someone, or some organization, figures out how to
measure particular transformational concepts, we can then start using them,
measuring their effectiveness, and drive continued improvement. It is my
contention that there are virtually unlimited opportunities to discover emer-
gent business measures that can have a transformational impact on the way
people in organizations view the work they do, their products, and their
customers. These new measures will transform business thinking by helping
progressive business leaders view aspects of companies differently, or to
‘‘see’’ formerly invisible assets and phenomena (like intangible assets and
process capability) that were invisible in the past because of the lack of an
appropriate way of measuring them. But when we finally are able to ‘‘see’’
these things, we will probably wonder why we had previously been blind to
something that was ‘‘so obvious.’’

Although some of these measures will be catalogued in Chapter 14, I
do want to provide the following example to show how transformational
measurement has had a dramatic impact on progressive organizations in
one particular area.

New Customer Measures
Nothing illustrates the power of transformational measures more clearly
than new customer measures. One of the most profound measurement-
driven shifts in thinking is in the area of ‘‘customer profitability.’’ Until
recently, most companies established marketing goals to attract as many
customers as possible—any customers. It used to be thought that ‘‘all cus-
tomers are good customers,’’ and unbridled customer acquisition was en-
couraged. Many companies had an idea that some of their customers were
more desirable than others, but they based this belief on amount of revenue
they generated, not on profits obtained. This turned out to be a serious
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oversight, because many of these companies found out, to their consterna-
tion, that many of their ‘‘best’’ customers were actually losing them money!

It is interesting to note that the measurement innovation that has
changed the ‘‘rules of the game’’ in marketing actually derived from ac-
counting—but from non-traditional accountants! Activity-Based Costing
(ABC) has sent shock waves through the business world that still reverber-
ate! ABC has enabled some pioneering companies to make the true and full
costs of serving individual customers visible. The results have been astonish-
ing! It has surprised almost everyone that, in most companies, between 30
and 80 percent of all customers are unprofitable—and some are extremely
unprofitable. This new measurement revealed that the ‘‘hidden costs of
sales’’ for some customers are significantly higher than for others.

Because of traditional accounting rules, most companies had buried cus-
tomer expenses in company overhead and could never link them with spe-
cific customers. Companies knew the profitability of products, but didn’t
have a clue as to the profitability of customers. Most companies didn’t even
keep track of customer-related activities, much less differentiate between
customers in terms of how much was being spent to serve them. As a result,
there was little or no way to determine the appropriateness of discounting
and promotions, and service levels were being provided to customers that
many of them didn’t value and couldn’t afford. Salespeople didn’t care,
because they weren’t being penalized for unprofitable customers.

Transformational measurement of customer profitability has led some
companies to start calculating the real costs of activities involved in serving
customers, and, from that, are determining ‘‘customer profitability’’ for each
major customer and customer segments. Now knowing who their ‘‘best cus-
tomers’’ really are, these companies are discovering how to dramatically
increase their overall profitability by making unprofitable customer profit-
able, ‘‘firing’’ unprofitable customers who cannot be made profitable, as well
as doing a better job of targeting new customers who have the ‘‘right stuff’’
(profit potential).

A related transformational measure, ‘‘customer lifetime value,’’ has
helped companies realize, and better manage, the full potential of some of
their best customers. For example, automakers project a top customer’s
lifetime value at $200,000, and so do supermarkets. Therefore, learning
about, and nurturing, relationships with the most profitable customers has
taken on a much greater sense of importance and urgency. That is why one
of the most important intangible assets today is ‘‘customer relationship’’—
and it is measurable!

Another transformational customer measure is ‘‘customer experience,’’
which is creating a paradigm shift in the way companies are viewing their
interactions with their customers. This has moved the focus from the tradi-
tional ‘‘transactional’’ product or service model to viewing the overall end-
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to-end customer experience—from initial contact throughout the entire
relationship—extending even to how the relationship is terminated, if nec-
essary. Furthermore, this is the kind of transformational measurement
breakthrough that will have profound effects on how organizations must
work together—rather than in traditional silos—since virtually everyone in
the company has some impact on customer experience. The concept of inte-
grated measurement is the subject of the next chapter.

The new, transformational customer measures cited above stand in stark
contrast to the more traditional measures, like ‘‘customer satisfaction,’’
which, although still important, have deceived many companies into think-
ing that they were competitive while driving some of them into bankruptcy.
For example, it has been shown that as many as 90 percent of departing
customers said that they were ‘‘satisfied’’ immediately prior to their attrition!
Contrary to long-held misconceptions, ‘‘customer satisfaction’’ is actually a
good measure of ‘‘customers’ rationalizations of their past buying deci-
sions,’’ but not highly predictive of future buying decisions.19

This new thinking about the customer has radically changed the focus of
sales and marketing organizations in enlightened companies, and it couldn’t
have been done without the new emergent measures, where true data-based
knowledge has now replaced faulty intuition.

Don’t Expect Perfection
If we demand that measures be immediately objective, quantifiable, and sta-
tistically reliable, then we are ruling out most emergent and potentially
transformational measures. Increased accuracy will come over time, but in-
creased relevance must be made to happen, or nothing else will. People
must be empowered to find and use temporary and tentative indicators,
while better measures are being sought. Even if a new measure isn’t totally
accurate, it may still be a step in the right direction and may provide a rough
way of gauging progress—which is certainly better than no gauge at all.

Precision has to do with how many numbers after the decimal place—
who cares? Lack of precision is only a problem if your decision involves
precision. Too many organizations prefer to select measures that are ‘‘pre-
cisely wrong’’ over those that are imprecise, but reveal exciting new insight.
Organizations should be seeking truth, not necessarily accuracy. It might
not require a thermometer to tell you what to wear. However, you can’t be
sure about whether to bring an umbrella if you don’t have access to a
weather forecast. So, the type of measurement you need depends on the
circumstances and the risk of making a wrong decision. Does it matter if
your thermometer is a few degrees off? It depends on how it is being used.
The key to creativity in measurement is to never lose sight of the goal, why
you are measuring.
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It is important to measure directly what you can, and what you can’t
measure directly, estimate. Don’t expect perfection. There are no perfect
measures or perfect measurement systems. Good measurement—especially
emergent measurement—is a process of discovery. Just remember the wise
words of Hap Klopp, founder and former president of The North Face,
‘‘. . . an open mind can measure anything. You may not be able to quantify
it, but you can measure it.’’20

In this emergent world, more measures will be qualitative and even quite
subjective. For example, well-designed rating scales can often be worthwhile
measurement tools for many intangibles that cannot yet be measured in a
more objective way. But emergent measures have to be taken seriously.
When companies experiment with new measures but don’t take the time to
collect data, nothing changes. It’s like buying a new pair of glasses, but
never wearing them—your sight won’t improve very much!

Nothing will create change in organizations more quickly than when the
performance measurement lens is changed. But there is still considerable
resistance about trying to measure the ‘‘difficult-to-measure things.’’ Fortu-
nately, there are some innovative organizations that realize that it is often
futile to try to measure intangibles with traditional quantitative measures, so
they are willing to embrace ‘‘the brave new world’’ of qualitative measures,
especially in the early stages of measuring a construct.

My best advice at this point is to diligently measure what is most impor-
tant, It is an ongoing quest, and one of the most important that your organi-
zation can commit itself to. Nobody in any organization should be afraid
to try out new measures—and, as long as there is a positive context of
measurement that doesn’t encourage gaming, or self-serving measurement,
or condemnation—this will happen more frequently.

Don’t let the industry or any other external forces determine your orga-
nization’s measurement priorities.

The Next Step
As measures become more focused—and more innovative—it is even more
essential that they be integrated into the overall framework and structure of
your organization. Focus is necessary, but it alone isn’t sufficient. Measure-
ment also must reflect the performance goals of the organization as a whole.
One of the major problems in most organizations today is the poor integra-
tion or alignment of the organization’s measurement system. In fact, most
organizations don’t have a single measurement system, but rather many
functional measurement systems that frequently work at cross-purposes.

In the next chapter, the social, organizational, and political issues related
to information ownership, sharing, and collaborative decision making will
be discussed, along with recommended tools for promoting integration and
acceptance across the organization.
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C H A P T E R 7

The Integration of Measurement

In Chapter 6, I emphasized the importance of measuring what is most
important. Yet this is only a piece of the ‘‘big picture.’’ The key message

of this chapter is that an organization cannot just focus on isolated mea-
sures—at least not for long. Here the emphasis shifts from focus to integra-
tion—the relationships among measures. Depending on one or two measures
to drive organizational success is rather like ‘‘calling the play’’ in a football
game versus having an overall strategy for winning the game, or depending
on one investment to achieve wealth instead of managing the full portfolio.
Both focus and integration are essential to organizational performance mea-
surement success.

As powerful as individual transformational measures can be to create
value, they can also become ineffective if they are not integrated into a
framework that shows how they are related to other measures. It is the
relationship that will yield consistent, ongoing value creation over the long
haul. The bottom line message of this chapter is: If it is going to have a truly
transformational long-term impact, performance measurement must reflect
the interconnectedness and holism of the total system—and integration
across the organization.

The Importance of Measurement Integration
There are actually two types of measurement integration: vertical and hori-
zontal. Vertical integration involves the connection between strategy and
measures up and down through the organization. Horizontal integration is
the connection of measures across organizational functions and processes.
Both of these forms of measurement integration are depicted in Figure 7-1.

Achieving any worthwhile goal requires coordination in order to make
sure the parts are working together. As performance measurement expert
Bob Phelps has described the challenge of integration: ‘‘The problem of
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FIGURE 7-1. VERTICAL AND HORIZONTAL INTEGRATION.

Internal
Process 

Measures

Customer 
Measures

Financial 
Measures

Employee
Measures

Accounting
Measures

Logistics
Measures

Customer 
Service 

Measures

Sales 
Measures

Manufacturing
Measures

Marketing
Measures

Purchasing
Measures

Horizontal Integration

Vertical 
Integration

Internal
Process 

Measures

Customer 
Measures

Financial 
Measures

Employee
Measures

Accounting
Measures

Logistics
Measures

Customer 
Service 

Measures

Sales 
Measures

Manufacturing
Measures

Marketing
Measures

Purchasing
Measures

Horizontal Integration

Vertical 
Integration

organization is how to ensure that a large body of people of disparate skills
and backgrounds all put the maximum effort into attaining the goals of the
organization.’’1

Without integration of measures, the organization will inevitably be op-
erating at cross-purposes, often imperceptibly, wasting resources that could
be focused on mutually creating real value. For example, organizations
today tend to have scorecards all over the place that are disconnected from
each other. Worse still, many of these functional scorecards have nothing
whatsoever to do with a larger organizational measurement system. Individ-
uals and functions might be achieving ‘‘good scores’’—but nobody really
understands what these scores mean in terms of the success of the organiza-
tion as a whole.

The Dis-Integrated Organization
Most organizations are composed of functional silos. They typically evolve
from small simple ones to large complex ones. As separate functions
emerge, each function wants to own its share of resources. Functional
boundaries become strong and more entrenched. Traditional disciplinary
thinking creates and reinforces individual departmental factions, commonly
referred to as ‘‘silos.’’ People tend to ‘‘see’’ the world through their own
functions, roles, and measures, i.e., by their job descriptions and what they
need to do to achieve success. As Dan Burke explains, ‘‘We view the world
and make decisions from an extremely disjointed and myopic perspective.’’2

Much of what passes for management today, by necessity, involves trying
to get the isolated pieces of work done—turning the dis-integration of our
organizations into something that is reasonably integrated. But it is an uphill
struggle. As Benko and McFarland report, ‘‘Today, nearly every large orga-
nization across the globe is feeling the impact of its internal misalignment.’’3

One organization I know of has 1,400 initiatives going at the same time!
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Individual functions see the world through their own functional lenses,
and the more they do so, the more deeply entrenched they becomes in their
own positions. According to management professor Leonard Sayles, ‘‘there
is an almost built-in centrifugal tendency in organizations that causes de-
partments to become less and less coordinated (or in sync) with each other
over time.’’4 The fundamental characteristic of a poorly integrated organiza-
tion is WASTE! Sadly, it also fails to make use of the valuable synergies that
are any organization’s greatest resource.

Why does the silo phenomenon arise? The major culprits are social and
cultural factors. People from different disciplines have different educational
backgrounds, training, language, mental models, experience, career path,
aspirations, etc. This makes it very difficult to communicate, much less have
a common perspective.

Everyone, it seems, has horror stories to tell about siloed behavior. For
example, Shapiro, Rangan, and Sviokla in an aptly titled Harvard Business
Review article, ‘‘Staple Yourself to an Order,’’ recount the antagonistic bat-
tles between engineers, accountants, and field sales force related to cost
estimating and pricing. Not only do they ultimately reach suboptimal out-
comes, but, in the process, each group questions the motives, competence,
and goals of the others. Meanwhile the customer waits unattended for the
bid or quote, unaware of the battle royal that is causing the delay!5

Most companies are composed of pieces vying for scarce resources—
operating more like competitors than cooperators—acting individually,
without regard to systemic interdependencies. People don’t act this way
because they are obstinate or nasty. They do it because the organizational
systems condition them to do so. People are simply following the traditional,
if flawed, logic, which is: ‘‘If every function meets its goals . . . if every
function hits its budget . . . if every project is completed on time and on
budget . . . then the organization will win.’’ However, it should be clear that
such thinking no longer works, if it ever did. Organizations should be fo-
cused on the performance of the whole, not the independent performance
of the parts.

Unfortunately, it is very difficult to manage an entire organization in an
integrated manner—especially without a very well-integrated measurement
system. It is far easier just to hold the parts accountable for independent
results. Chances are that your organization is not well-integrated either,
and the primary reason is likely to be the fragmented measurement system!
Coordinating an organization and keeping it coordinated requires a frame-
work that is aligned with the business model and its strategy, and which can
be modified systemically on an ongoing basis. A good measurement system
is the best coordinating mechanism there is.
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Dis-Integrated Measurement
The following dis-integrated measurement scenario should be all-too-
familiar to readers: Sales is focused on revenue, by territory and product
line, and the sales people have a laser focus on meeting their individual sales
quota targets. Marketing is focused on market share, brand image, and
customer satisfaction. Manufacturing is focused on productivity, meeting
forecast, and quality. Logistics is focused on delivery. Project managers are
focused on individual project time and budget milestones. Human Re-
sources is focused on HR program deployment, participation, and employee
satisfaction. Information Technology is focused on IT project funding and
on technology availability. Finance is focused on controlling costs.

As Hackett Benchmarking & Research reports, the typical company has
twenty-nine different financial systems for each billion dollars in revenue!6
According to Rummler and Brache, ‘‘The result is a collection of largely
unrelated and unmanageable measures, leading in many cases to ’measure-
ment gridlock’—managers in a state of paralysis because they can’t move
performance affecting one measure in a positive direction without (seem-
ingly) moving two other measures in a negative direction.’’7 No wonder
there is a big problem with everyone pulling in different directions.

In some organizations, functions and processes operate so indepen-
dently that there is virtually no connection between them at all. In a fairly
common scenario, managers at one financial services company were track-
ing 142 different departmental performance measures that were totally un-
coordinated. No two managers could agree on which measures were most
strategically important. And, before long, every function seemed to have its
own idiosyncratic measures, and every employee or role had its own per-
sonal scorecard or instrument panel. Poorly integrated measures allow
managers to pursue their own or departmental interests ahead of those of
the company or its shareholders.

Can you imagine flying on a jumbo jet where all the crew members are
trying to control the aircraft from their own functional perspectives using
their own instrument panels, without an integrated set of measures estab-
lished on a common flight plan? Or how successful would a team be in
sports if the players were all just trying to maximize their individual statis-
tics? The individual players on a sports team, no matter how spectacular
their performance, cannot win a championship by themselves. They need
the others on the team to do their parts. Just as real teams are the ones that
succeed best in sports, so also are well-integrated organizations the winners
in business and in the public sector.

But in the business world, it isn’t enough to just align an isolated team.
In business, the whole organization must be aligned, and it takes real leader-
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ship to integrate an organization. In order to achieve integration, most peo-
ple advocate the use of aligned compensation arrangements and cross-
functional incentives so that self-interest will more readily coincide with or-
ganizational interest. However, relying on external incentives alone is dan-
gerous because rewards tend to reinforce individual efforts and they are so
resistant to change in response to changing circumstances.

People in different functions and units must be continually reminded
to look beyond their silos. Cross-functional communication will help. But
whatever steps are taken, none of them will be truly effective—at least not
for long—unless the organizational measurement system is integrated. Or-
ganizational integration is impossible without measurement integration!
And most organizations have a long way to go in this respect.

Dis-Integrated Data
Data quality is also a major issue that impedes integrative performance mea-
surement. The raw material of measurement is data. Gartner Group esti-
mates that the average company collects 120 terabytes (a unit of computer
memory equal to 1,024 gigabytes, or 1 trillion bytes) of customer data
alone.8 Organizations today store a lot of data because IT systems allow
them to do so. But data storage capabilities have far exceeded the other
capabilities needed to effectively use all the data. Furthermore, the data that
most organizations have in storage is of questionable quality. By and large,
people input data into information systems, blindly accepting that every-
thing they input is true—that all data is of equal and high quality.

Not true! Despite huge advances in Enterprise Resource Planning (ERP)
and other cross-enterprise integration technologies, many organizations
still fail to adequately connect disparate data repositories. Much of available
data remains disconnected, inconsistent, and inaccessible. This all-too-
common problem has been variously described as data scatter, data disor-
der, data fragmentation, data hoarding, dormant data (data that has never
been accessed, and probably never will), legacy data (data gathered because
at one time management asked for it, but now might be obsolete), or data-
base fiefdoms.

It has been estimated that data quality problems cost U.S. business $1.5
trillion per year, or 8-12 percent of revenue! Much of this data quality co-
nundrum is also due to functions that aren’t very well coordinated. And like
most functional problems, much of this is due to politics—in this case, the
politics of data ownership. That’s why data dis-integration is, at its root, a
social and organizational problem.

Strategic Measurement
As explained in Chapter 6, strategy should be the major integrating force of
any organization. But as we all know, it is one thing to come up with an
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organization-wide strategic plan, and it is quite another to execute it well
organization-wide. There tend to be huge ‘‘dis-connects’’ between strategy,
strategic measures, and operations. That is why so much is being written
today about ‘‘strategy execution,’’ which has become a number one manage-
ment priority. And strategic measurement has become a central enabler of
effective strategy execution.

As Samuel DiPiazza, Jr., CEO of accounting giant PriceWaterhouse-
Coopers, and performance measurement guru Robert Eccles have said,
‘‘Measurement plays a dual role: It focuses attention on what is important,
as determined by the company’s strategy, and it monitors the level of per-
formance along those dimensions in the effort to turn strategy into results.’’9

Unfortunately, strategy tends to be too abstract for most people in the
organization to follow, and not readily measurable. For example, let’s say
the strategy calls for ‘‘customer-centricity,’’ ‘‘high quality,’’ and ‘‘timeli-
ness’’—what do those strategic assertions really mean in practice? Most
executive strategy pronouncements are vague and rarely measurable. Such
strategic ‘‘platitudes’’ need to be made more concrete through the right
performance measures if strategy is going to be effectively executed and if
this execution is going to be verifiable.

The Balanced Scorecard
In order to make strategy more readily executable through the use of per-
formance measurement, Robert Kaplan and David Norton developed the
concept of a ‘‘balanced scorecard,’’ an organizational scorecard that would
facilitate the integration of functional measures and enable better organiza-
tion-wide strategy execution. The basic idea of the scorecard is to describe
the essential ingredients of business success.

There is nothing magical about a balanced scorecard. In fact, the idea of
a multi-dimensional scorecard had been proposed numerous times previously.
However, it was Kaplan and Norton’s seminal 1992 Harvard Business
Review article, ‘‘The Balanced Scorecard: Measures That Drive Perform-
ance’’10 that launched the concept into respectability and helped it achieve
widespread acceptance. A balanced scorecard is really nothing more than a
set of organizational measures that is balanced by having multiple ‘‘perspec-
tives’’ or dimensions, including both financial and nonfinancial measures. It
balances the Financial perspective with Customer, Internal, and Learning
and Growth perspectives. Many readers might be familiar with its most
common depiction as a ‘‘scorecard’’ divided into four quadrants, each rep-
resenting one of the four perspectives.

The popularity of the balanced scorecard is attributable to the following
three innovative principles:
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1. It is a management system, not just a measurement system. The in-
tent is that the scorecard be used to manage the communication and deploy-
ment of the strategy, not just to measure it after-the-fact.

2. The four perspectives of the scorecard are supposed to be causally
related. The Financial and Customer perspectives describe the outcomes
the organization wants to achieve; the Internal and Learning and Growth
perspectives describe how the organization intends to achieve these out-
comes. While financial ‘‘outcomes’’ measure the desired ‘‘final score,’’ the
key is to use the ‘‘drivers’’ in the other perspectives to move the financials
in the right direction.

3. The scorecard is supposed to focus attention on creating ‘‘capability
in the present’’ (through customer value propositions and outstanding inter-
nal processes) and ‘‘future value’’ (through developing the intangibles in the
Learning and Growth perspective). Also, because it addresses nonfinancial
measures, it is more relevant than previous financial-only scorecards to
those in the organization without bottom-line P&L responsibility.

The balanced scorecard has been heralded as a breakthrough for strategy
execution, because it helps to translate strategic concepts into practice. The
idea is that the relevant measures from the ‘‘strategy scorecard’’ get cas-
caded downward through the organization to achieve greater clarity of stra-
tegic intent to those who need to execute on those measures.

Today, a majority of companies probably have some form of balanced
scorecard, and an entire industry has been created around it, including
abundant technology ‘‘solutions.’’ There is no doubt that balanced score-
cards have the potential to increase the clarity of business strategy and en-
hance the organization’s ability to communicate (cascade) the strategic
direction to others. But while balance is important, it is only one of many
characteristics of a good measurement system. Ultimately, scorecards suc-
ceed or fail based on the quality of their measures, how they are imple-
mented, and how well people use them. As Nils-Goran Olve explains it,
‘‘Just putting a number of measures down on paper will not give us a bal-
anced scorecard. The essence of the scorecard is the process and the discus-
sion relating to the measures—beforehand, during, and afterwards.’’11

I believe that the primary problem with balanced scorecards today is that
they have become viewed as a ‘‘panacea’’ and are often used as a ‘‘quick
fix.’’ This is not the fault of the concept but rather that many companies that
adopt balanced scorecards do not adequately understand the underlying
principles and are not implementing the concept properly. The balanced
scorecard is not just a four-quadrant template for categorizing existing
measures—although that might be beneficial if the right measures are al-
ready in place. But a balanced scorecard will not make the wrong measures
right.
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The Value of Measurement Frameworks
One of the most important assumptions encapsulated in the balanced score-
card is that strategy is composed of a set of hypotheses of cause-and-effect
relationships. After initially releasing the balanced scorecard, Kaplan and
Norton began to realize that it was not enough to imply that the measures
in the scorecard perspectives should be causally linked; it was also necessary
to explicitly link measures both within and between perspectives. This gave
rise to their concept of ‘‘strategy maps.’’12

A strategy map is a visual representation of the organization’s strategy,
which provides a discipline for linking objectives in the four perspectives
(from the balanced scorecard) to promote greater understanding of the
strategy, and hopefully greater commitment to executing it. Once created,
the strategy map becomes, in concept at least, a powerful communication
and strategy execution tool. It also visualizes at least part of the organiza-
tion’s value creation process.

Strategy maps are a specific application of a broader area I call ‘‘mea-
surement frameworks.’’ Measurement frameworks communicate the logic
of the business, or a segment of the business. Strategy maps, measurement
frameworks, cause-and-effect models, causal maps, causal chains, and the
like—terms you are likely to be familiar with—are all pretty much variations
of the same theme. An example of a measurement framework using the
balanced scorecard/strategy map perspectives is depicted in Figure 7-2.

FIGURE 7-2. MEASUREMENT FRAMEWORK: STRATEGY MAP FORMAT.
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It’s About Relationships
The key to successful integrated measurement is not to connect what people
are currently doing, but what they should be doing—executing the strategy.
What is so important to consider about this approach is that the relation-
ships among the measures are as important as the measures themselves. The
weakness of most implementations of the balanced scorecard and strategy
maps is that the measures are rarely codified into a comprehensive model.
A measurement framework is a more comprehensive hierarchical organiza-
tion of measures that fit together according to a logical structure. The key
is to first determine the desired ‘‘outcomes’’ of the organization and then
determine the ‘‘drivers’’ of these outcomes, and show how they are related.

Understanding and Visibility
In organizational performance measurement, there are usually many right
answers. The key is to achieve continuously better (and deeper) under-
standing of how the organization’s strategy translates into outcomes and
drivers of success, and then to find the best mix of measures that conveys
strategic intent and integrates the organization to execute that strategy.
Understand first; measure second. Performance measurement is not about
filling out ‘‘templated’’ scorecards, it is obtaining increasingly deeper under-
standing that leads to progressively better actions that drive desired results,
and then communicating that understanding throughout the organization
through integrated measures so that everyone can execute in an integrated
manner across the entire organization.

One of the most important things you can do is to get senior managers
to agree on the value creation process in the organization: What are the
organization’s performance objectives, the performance drivers of those
goals, and how do they relate together. Create a simple model of how the
organization ‘‘works.’’ This is not a one-shot discussion, but an ongoing
journey of discovery.

A good measurement framework also provides managers and employees
with visibility into how their ‘‘local’’ measures fit with the organization’s
‘‘global’’ measures. Employees are constantly wondering (whether or not
they overtly express it): ‘‘Why in the heck are you making me take all these
measurements that aren’t important?’’ Employees need measures that are
meaningful to them, which provide a ‘‘line of sight’’ that enables them to
appreciate the linkages between what they are doing and what is important
to the organization as a whole. ‘‘If I do this, this will result?’’ ‘‘What is the
relationship between my behavior and organizational performance?’’

That is one reason why the quality movement had such a profound im-
pact—performance measurement was relevant to employees doing the
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work, and they could also predict the impact that their local quality mea-
surements would have on the organization’s success.

Improving Decision Making
Too often we encounter the situation that Michael Hammer describes in the
following: ‘‘The measurement system did not connect the numbers to each
other in a meaningful way or provide executives with any guidance as to
how to improve them.’’13 As a result, managers had no idea how they could
affect any of the measures. And so, the measurement system reverted to
being just a reporting system instead of a decision-guiding system.

The most crucial role of managers is to ensure that the right integrated
decisions are made across the organization. For example, if a manager
wants to change X, he or she should start by measuring and managing the
drivers of X. These decisions need to be based on common understanding
of the basic assumptions—and all strategies contain implicit assumptions
about factors that drive performance and create value. As Peter Senge said,
‘‘We can argue like cats and dogs about the strategy, but without any way
of getting at the assumptions behind the strategy the argument is virtually
pointless, because we have no way of achieving a deeper, shared under-
standing.’’14 There is little doubt that, if done well, measurement frame-
works will increase the likelihood that all functions and all levels in the
organization are pulling together—both vertically and horizontally. I can
quickly gauge how integrated an organization is by looking at its measure-
ment system—especially its measurement frameworks—if any exist.

Managing the Future
Another great benefit of measurement frameworks is to help predict future
performance, so that better organizational decisions can be made. It doesn’t
accomplish much to only measure the past. The performance we should
care most about is in the future. Lebas and Euske define performance as
‘‘doing today what will lead to measured valued outcomes tomorrow.’’15 It
isn’t the final score that is important; what is most important is to under-
stand what happened to produce that score, and therefore what can be im-
proved next time. Furthermore, it is important that employees don’t feel
that measurement is being used to just monitor their past and present per-
formance. They will respond much more positively when measurement is
being used to improve future performance.

Measurement frameworks are catching on, and their value is being
widely acknowledged. DiPiazza and Eccles found that 69 percent of execu-
tives said that they had attempted to demonstrate empirical cause-and-effect
relationships between different categories of value drivers and future finan-
cial results. ‘‘Without question, companies that have grasped how to mea-
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sure and manage their value drivers do a better job of delivering top-line
revenue growth.’’16 According to Ittner and Larcker’s research, companies
that used measurement models that linked nonfinancial drivers to financial
outcomes produced significantly higher returns on assets and equity over a
five-year period than those that did not.17 Much of this business value is due
to the increased integrative understanding that comes from developing and
using measurement frameworks.

Measurement Frameworks and Trade-Offs
Once you start thinking seriously about measures, and relationships among
measures, you inevitably need to consider trade-offs. Virtually every de-
cision involves trade-offs. One of the most important aspects of or-
ganizational management and measurement is to make the best trade-off
decisions. In Chapter 2, we saw the kind of dysfunction caused by subop-
timization, which is making trade-off decisions to benefit a particular func-
tion. In contrast, ‘‘optimization’’ is about making trade-off decisions for the
benefit of the overall organization. Measurement frameworks increase our
ability to make more optimal organizational decisions—that is if we take
the time to develop them and use them well.

Measurement frameworks visually depict the interdependencies between
measures. In any interdependent system, you can’t change one measure
without affecting the others. With an overall framework that shows the rela-
tionships between measures, it is easier to make the proper trade-off deci-
sions, so more optimal decisions can be made.

The major trade-off in an organization is ultimately between perform-
ance (including quality and timeliness) and cost. Nobel Laureate Herbert
Simon framed the issue of performance versus cost trade-offs pretty com-
pellingly when he said: ‘‘Oh, you can make zero-defect products. The ques-
tion is, can you do it profitably?’’18 His implied answer, of course, to his
rhetorical question is: ‘‘No, you can’t!’’ Remember: Whenever a decision is
made to focus on a particular measure, trade-offs must be considered.

Consider the following trade-off questions:

‘‘How much am I willing to pay for a certain level of quality?’’
‘‘How much are we willing to pay for faster delivery?’’
‘‘How much inventory should we hold in order to reduce the possibility
of stock-outs?’’
‘‘How much emphasis should we put on profits versus customer satisfac-
tion?’’
‘‘How much should we reduce cycle time at the expense of flexibility?’’
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These are relatively simple two-factor trade-off questions; it gets even
more difficult when considering three or more factors in making trade-off
decisions. None of these questions are easy to answer, especially not in dis-
integrated, highly-political systems.

Developing Measurement Frameworks
In any organization, there are an infinite number of potential measures,
relationships, and connections. Developing measurement frameworks is di-
rectly related to developing a deeper understanding of the value creation
process. Most people really don’t understand what they are trying to mea-
sure until they see a measurement framework, and then it all starts to make
sense.

A measurement framework is a model. Although no model is perfect, to
the extent possible, measurement frameworks should reflect the organiza-
tion’s strategy and the interconnectedness of the total system. But it doesn’t
have to be totally comprehensive. Focus on the measures that are most im-
portant. Don’t try to measure everything. One of the most challenging as-
pects of developing measurement frameworks is to decide where to start
and when to stop.

Measurement frameworks often start with hypotheses. For example:

‘‘We believe that more satisfied customers are more loyal . . . but we
don’t know for sure.’’
‘‘We believe that making these improvements in our delivery model will
increase customer satisfaction, loyalty, and profitability.’’

Don’t be afraid to test hypotheses. But if a relationship is hypothesized,
it is important to be honest that it is an assumption and not a fact. One of
the purposes of measurement frameworks is to foster new understandings
through hypothesizing and testing hypotheses, not just to describe what is
already proven.

A measurement framework doesn’t have to cover the entire organization.
(It can describe a component, as long as it is a complete component and
separating it won’t cause the kind of dis-integration that we discussed ear-
lier in this chapter.) The challenge is to create a systemic view with simplic-
ity, so that it is understandable and usable.

Deciding on the right things to measure is not primarily a measurement
decision; it is a business decision. It requires business acumen and holistic
thinking—so don’t delegate it to a ‘‘measurement person!’’ Furthermore,
you don’t have to get it right the first time. Don’t try to create the perfect
measurement framework or you’ll fall prey to analysis paralysis. Developing
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a measurement framework is only a starting point for understanding rela-
tionships among key performance measures.

In developing measurement frameworks, you should heed Albert Ein-
stein’s admonition, ‘‘Everything should be as simple as possible . . . but no
simpler!’’ Building simple, but not simplistic, models and identifying the
key drivers is rarely easy. I call the type of cause-and-effect embodied in a
measurement framework ‘‘contributory causality,’’ because there is usually
more than a single driver for each higher-level driver or outcome. Some
cause-and-effect linkages are often difficult to discern and, until proven,
are always questionable. But don’t feel that you need rigorous proof before
hypothesizing that a causal relationship might exist. As T.S. Eliot said: ‘‘Be-
tween the idea and the reality. . . . between the conception and the creation
. . . falls the shadow.’’ Accept the fact that there is almost always the shadow
of uncertainty between causes and effects.

There is no one right way to create a measurement framework. You can
use the ‘‘strategy map’’ approach, and use the four perspectives (Financial,
Customer, Internal, Learning and Growth) of the balanced scorecard. Al-
though the approach I advocate is similar to a strategy map, it doesn’t nec-
essarily need to be depicted according to ‘‘perspective.’’ However, it does
need to reflect credible cause-and-effect logic. This alternative approach is
depicted in Figure 7-3.

Certainly it is generally appropriate to start with the desired financial
results at the top of a measurement framework. Then, the major drivers of

FIGURE 7-3. SAMPLE MEASUREMENT FRAMEWORK.
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those financial results should be identified. Since customers are the major
source of revenue and profits, it does make sense to include the major cus-
tomer measures next. These measures can then be connected with the fi-
nancial outcomes. And then, in the same way, key customer outcome
measures can be identified and linked with relevant process (internal) and
intangible (learning and growth) drivers.

One of the areas that needs a lot more emphasis in measurement frame-
works are intangibles like innovation, reputation, and collaboration. Kaplan
and Norton have given these measures little attention in the Learning and
Growth perspective of their balanced scorecards and strategy maps. The
future competitiveness of our organizations and our entire society will de-
pend on our ability to more effectively measure and manage the intangibles
that have been long considered the ‘‘softer side’’ of performance measure-
ment and are now becoming the essence of competitive advantage. You will
find much more on this subject in Chapters 13 and 14.

Cross-Functional Integration
One of the key concepts in this chapter is the desirability of breaking down
the traditional functional silos, and driving more cross-functional integra-
tion, and consequently more collaboration. You will notice that in the mea-
surement framework depicted in Figure 7-3, there are measures that relate
to a number of different functional areas. There are measures for sales (e.g.,
sales revenue, average sale size, cross-sales volume, close rate, repeat sales,
quality of sales in the pipeline), marketing (e.g., number of leads generated,
quality of leads, intention to purchase, brand image, customer satisfaction,
customer loyalty, customer profitability), production (e.g., product quality,
product availability), logistics (e.g., on-time delivery), and procurement
(e.g., total procurement costs). Typically each function would focus only on
its own measures, and would be oblivious to the measures of other functions
and what the trade-offs among the measures might be.

One of the great benefits of measurement frameworks is that they can
stimulate positive dialogue across functions about some of the crucial integ-
rative issues that will make the difference between success and failure in
the new economy. Silo-based organizations are increasingly becoming an
anachronism. By discussing the implications and trade-offs of the measure-
ment framework, barriers can be removed and more cross-functional col-
laboration can be instigated. This can be truly transformational!

One of the keys to doing this is the identification of cross-functional or
‘‘integrating measures.’’ Candidates for integrating measures are high-
lighted on a revised version of the measurement framework example, as
illustrated in Figure 7-4. The highlighted measures are profit, quality of
opportunities in the pipeline, customer profitability, total cost to serve, cus-
tomer experience, and on-time delivery.
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FIGURE 7-4. MEASUREMENT FRAMEWORK: ALTERNATIVE FORMAT.
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Let me explain briefly. It is increasingly important today to get everyone
focused on profit, not just sales revenue. As discussed in Chapter 6, cus-
tomer profitability is a potentially transformational measure that can change
the way people in an organization view customers. Cross-functional discus-
sions about customer profitability, and how to optimize it, can have a sig-
nificant impact on how different functions like Finance, Marketing, Sales,
Purchasing, Manufacturing, and Customer Service can work together.

For example, a measure that can have integrative impact is on-time deliv-
ery. After all, there are many functions that need to work together to make
sure that products are delivered on-time. Again, there are trade-offs. If on-
time delivery is too important, then logistics or customer service might in-
tervene in a late order and expedite it to a customer at huge expense, which
might seriously affect customer profitability—and even company profitabil-
ity if this pattern repeats itself too many times.

There are virtually an infinite number of potentially transformational
measures that can lead to extremely valuable integrative opportunities. What
is important is that these measures and key issues be made visible through
measurement frameworks, or else new transformational measures will never
be adopted and the critical issues related to them will never addressed.

Measurement Innovation Must Be Encouraged
However they are created, measurement frameworks are initially composed
of hypotheses (assumptions) of the key measures and their causal relation-
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101THE INTEGRATION OF MEASUREMENT

ships. These hypotheses are then tested with actual data, and can be confirmed,
disconfirmed, or modified. That is what the measurement framework exam-
ples in Figures 7-3 and 7-4 show. The arrows between the measures are
hypotheses of the relationships.

Measurement frameworks should not just be viewed as a way of de-
picting the way an organization currently measures itself, but how it can
measure itself to become more effective. That is what transformational per-
formance measurement is all about—using new and innovative measures to
drive significantly higher levels of performance across organizations. How-
ever, even when these causal hypotheses are validated, they still might not
remain valid forever, so you must remain vigilant about the continuing va-
lidity of the framework.

Whatever you do, don’t fall for the easy way out, which is to just use
standard industry frameworks or scorecards. There is no harm in adapting
an existing measurement framework, as long as you are willing to challenge
it mercilessly. Gartner’s guideline is a good one: Frameworks can consist of
70 to 80 percent standardized measures, but should include 20 to 30 per-
cent that are company specific.19

An Iterative Approach
Again, it bears repeating that creating and refining a measurement frame-
work must be viewed as an iterative process. Like Shewhart’s20 and Dem-
ing’s21 Plan-Do-Check-Act cycle, the process of creating and refining
measurement frameworks is circular. First, you need to understand the or-
ganization as a system and identify the key measures, both the outcomes
and the drivers, and their relationships (Plan). Once the initial measurement
framework has been created, you can start using it to make decisions (Do).
Then, collect data and use that data to test the hypotheses reflected in the
measurement framework (Check). Then, modify the measurement frame-
work (Act) based on new data. This is the kind of approach I will stress in
Chapter 8 in order to iteratively turn data into knowledge and wisdom
through data-based interactive dialogue.

In creating measurement frameworks you will be working with abstract
concepts and often new and emerging measures in an area of considerable
uncertainty, where many do not feel very comfortable. There might also
be impatience and conservatism. You are likely to face some ‘‘context of
measurement’’ challenges. For example:

How much support can you expect for developing measurement models?
How well will efforts at developing a measurement framework be ac-
cepted by stakeholders in your organization?
How much credibility will it have?
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These are just a few of the social issues that must be considered in taking
an integrative approach to performance measurement.

The Need for a CMO
One final element that needs to be mentioned (and I will cover it at more
length in Chapter 9) is the need to establish a new management position, a
CMO—a Chief Measurement Officer.

How are all the issues in this book—especially those requiring the inte-
gration of performance measurement—going to be addressed, and coordi-
nated, given the way most organizations are currently structured? How is
the huge potential for performance measurement and performance mea-
surement technologies going to be realized? Whether people are part of
a business, government agency, a sports team, or any other organization,
common measurements will help to get people aligned around a common
purpose and common goals. But if everyone and every function is trying to
maximize the numbers on their own scorecard, and is working to achieve
functional optimization, then someone has to orchestrate all the individual
scorecards and functional agendas to make sure that the organizational
scorecard is also optimized. Who is going to encourage the development of
transformational, emergent, and cross-functional measures? Someone has
to coordinate the development and use of cross-functional measurement
frameworks. Unfortunately, I don’t know of anyone today who has that job!

One could say that the CEO is really the person who should be doing
this. But who is going to advise the CEO on these matters? What about the
CIO? Perhaps, but I don’t think so, because too many of the issues have
little or nothing to do with technology. It does not appear to me that any
existing C-level executive can provide the kind of objective, integrative mea-
surement leadership that is so desperately needed. Whether or not he or she
has the title of CMO, somebody must assume this role, or else dis-integra-
tion, not integration, will continue its insidious influence on organizations
everywhere.

The Next Step
Keeping the organization focused on the right targets and moving together
in the right direction is no easy job. Technical people would love for you to
believe that they have the solution in the form of an electronic scorecard or
dashboard, but don’t believe them. No scorecard or dashboard is going to
overcome this challenge without a lot of work on the social and organiza-
tional side of the equation—and without a lot of improvement in communi-
cation and interactivity.
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The Interactivity of Measurement

It is the key thesis of this book that without the inclusion of a strong social
component, performance measurement will never be transformational.

Very few organizations have established a social or organizational context
that is sufficiently supportive of their technical measurement system compo-
nents. In fact, to dramatize this, just compare the investment in the technical
versus the social aspects of the measurement system in your organization.
Chances are, you won’t be able to find much of a social investment at all.

Everywhere we look, it is hard to miss the fact that the real solutions to
organizational problems are predominantly social, not technical. There is
no denying that the technical components are important, but it is the context
of measurement that will determine the ultimate effectiveness of any mea-
surement system in use. The technical aspects of measurement will only
take performance measurement to a minimal level of effectiveness. True
transformational performance measurement requires extensive social inter-
activity.

One of the reasons why it is so important to establish a positive context
for measurement is that the context will either encourage or discourage
interactivity around measurement. If people in an organization view mea-
surement as just routine ‘‘numerical transactions,’’ they will be missing the
most important parts of measurement—which are the ‘‘social interac-
tions’’—the communication, insight, and learning that should occur
throughout the measurement process.

Performance measurement should include highly interactive and iterative
(ongoing) discussions, or dialogues, which are the most important aspects
of measurement. When these dialogues are built on the foundation of a
positive context of measurement, focus, and integration, then performance
measurement will likely be transformational.
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104 TRANSFORMING PERFORMANCE MEASUREMENT

The Importance of Interactivity
Effective integration and interactivity of measurement will do more than
anything else to break down the silos that are keeping organizations from
realizing measurement’s transformational potential. In the previous chapter,
we saw how individuals (predominantly operating within specific functions)
bring only their own perspective on an issue. In order to obtain an inte-
grated (and a richer) picture of any subject, it is essentially to get people
with different perspectives (and with different versions of ‘‘the truth’’) inter-
acting—both within functions and across functions.

The importance of interactivity is receiving increasing attention in man-
agement circles. Even the literature on performance measurement is begin-
ning to acknowledge the importance of the communicative aspects, but not
nearly to an adequate extent. For instance, Robert Kaplan and David Nor-
ton state in The Strategy-Focused Organization, ‘‘Understanding the strat-
egy, through extensive and innovative communication processes, is the
initial building block for creating strategic awareness. . . . Open communi-
cation of performance information provides the opportunity for a new kind
of infrastructure.’’ One of the reasons for this increased emphasis is their
finding that ‘‘85 percent of management teams spend less than one hour
per month discussing strategy.’’1

In their best-selling book Execution: The Discipline of Getting Things
Done, Larry Bossidy and Ram Charan also emphasize the importance of the
interactive aspects of management. They describe ‘‘dialogue’’ as ‘‘the core
of culture and the basic unit of work.’’ They go on to say, ‘‘How people talk
to each other absolutely determines how well the organization will func-
tion.’’2 Pretty strong stuff!

When Total Quality Management (TQM) has been really successful, it
has been largely because of the way it was socially and organizationally
implemented. When Six Sigma has really yielded powerful results, it has
been because of the social and organizational context that surrounded it,
more than the technical aspects of the methodology itself. Why was Comp-
Stat so powerful in reducing the crime rate in New York City? Again, it
was the social and organizational context—including Rudolph Giuliani’s
leadership of the measurement effort. Although the data collection and anal-
ysis was important, the transformation was due more to how that data was
‘‘socialized’’ and used.

One of the most valuable assets of an organization is the synergy that
diverse resources and capabilities provide. It is crucial to appreciate how
important it is for ‘‘the pieces’’ of an organization to interact. Unfortunately,
few organizations are able to take advantage of much of the synergistic
potential at their disposal. Without a systemic, holistic approach, great op-
portunities for synergy are missed. Because organizations need to become
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more integrated, functions and people within organizations need be become
more interactive. You can’t just change the organizational chart or produce
and communicate a measurement framework; the interaction around them
is what will turn the plan into a changed reality.

As I have emphasized, the most important aspect of measurement is the
dialogues that should occur at every stage in the measurement process. This
is where the otherwise lifeless data and information is infused with meaning,
and transformed into knowledge, insight, and wisdom through ongoing,
interactive learning. These are aspects of measurement that require a high
level of attention and engagement from business leaders, and intensive and
extensive communication throughout the organization. They should not be
delegated to specialists! The fact that these crucial social aspects of perform-
ance measurement are ignored or given cursory attention is one of the major
reasons why performance measurement is so rarely effective, let alone trans-
formational.

Although almost all organizations have a long way to go on the perform-
ance measurement transformation journey, some companies have been
identified as being more effective than most in using performance measure-
ment. They have been dubbed ‘‘measurement-managed organizations’’3—
and have enviable records of both financial and nonfinancial performance.
These companies are not more successful because they take isolated mea-
surements, but because of how much more effectively they use measurement
data as a critical part of managing and doing work on a continuing basis.

Data, Information, Knowledge, and Wisdom
Data is essentially just isolated facts out of context. Most numbers are data.
Data is acquired from surveys, logs, and reports. Data is the raw materials
from which information, knowledge, and wisdom can ultimately be created,
but it won’t get you very far until you do something with it.

Information is an organized selection of data presented in such a way
that its meaning can be recognized by a user. It is the first step on the
way from data to wisdom. Information often describes, defines, or provides
perspective, and is usually created from data by such means as organizing
(e.g., sorting, combining), comparing, analyzing, and visualizing. Informa-
tion is commonly used to support what we already know and to justify deci-
sions; this is okay, but this won’t create any new insight, knowledge, or
wisdom. One of the easiest ways to convert data into information is to add
some historical perspective. For example, depicting a relevant trend in num-
bers in a table or on a graph is information (‘‘Our sales forecast is . . .’’). It
is also helpful to have some basis for comparison—a target, a baseline, a
benchmark—something that will enable you to add a meaningful context to
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the data. A valuable rule of thumb for information presentation is to always
focus on the meaning, when others might be focused on calculations.

When information is combined internally with other information and
personal experience into a form that can be useful it becomes knowledge.
Knowledge is personally relevant information you can take action on.
Action-oriented insights gleaned from deeper analysis of charts or graphs
can become knowledge. ‘‘Know-how’’ is knowledge. For example, ‘‘We can
attain our sales forecast by . . .’’ Personally appreciating the implications of
the trade-offs between measures in a measurement framework is knowl-
edge. The ability to make credible predictions and forecasts requires knowl-
edge.

As additional knowledge and experience is accumulated, the base and
level of knowledge available should increase. When we achieve real knowl-
edge about some subject, our reaction is ‘‘Aha, now I get it!’’ Knowledge
can be individual or organizational; it can be explicit (documented) or tacit
(include one’s head or in corporate memory). The more effectively knowl-
edge is managed, the more readily it will grow as knowledge, rather than
just as additional data or information.

Wisdom is deep, rich understanding and insight that usually develops
through a combination of extensive knowledge (knowing) and personal ex-
perience (doing) over time. Wisdom cannot be seen directly, but can be
inferred from a track record of consistently good decisions. Wisdom grows
through the interplay of existing knowledge, new knowledge (extracted
from new information) acquired through study and communication with
other knowledgeable people, practical experiences, reflection, etc.

Figure 8-1 shows that as data gets converted into information, then into
knowledge, and finally into wisdom, there is a progressively greater increase

FIGURE 8-1. PROGRESSION FROM DATA TO WISDOM.
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in understanding. However, it also entails a progressively greater amount of
effort.

Data contributes very little to our understanding, but generating it is very
easy. In contrast, wisdom contributes maximally to our understanding, but
it requires considerable effort to achieve. Data is freely available everywhere.
But there is no such thing as ‘‘instant wisdom’’ and it can’t be purchased
from a consultant. Every organization (and every person) must develop its
own wisdom. Performance measurement done right, in the right context, is
a powerful vehicle for developing organizational, as well as individual, wis-
dom. And wisdom, when it is acquired, usually looks simple—‘‘Why didn’t
I realize that before?’’—although the process of acquiring it certainly isn’t.
In fact, very few organizations are willing to invest much effort in driving
performance measurement from data into wisdom!

Clifford Stoll has said it well: ‘‘Our networks are awash in data. A little
of it is information. A smidgeon of this shows up as knowledge. Combined
with ideas, some of that is actually useful. Mix in experience, context, com-
passion, discipline, humor, tolerance, and humility, and perhaps knowledge
becomes wisdom.’’4

The real value of measurement is realized when we use it to optimize our
circumstances—to manage complex affairs to an optimal outcome—
individually or corporately. One of the keys to success is identifying the
most important things to measure and using that measurement to take the
most appropriate actions. For example, when the stock market went into
its downturn after 9-11, those who were able to use the readily available
measurement indicators to manage their portfolios were likely to fare pretty
well, while those of us (like me), who just let the business cycle run its
course, lost great opportunities to minimize investment losses and maximize
gains. One of the most serious mistakes I made—that is clear in retro-
spect—was not discussing the readily available data with those who had
wisdom about it.

In fact, one of the biggest obstacles to individual measurement is that
our personal emotions and naı̈ve intuition tend to get in the way of truly
wise decisions. Furthermore, most people tend to assume the numbers are
factual and true, and that they tell the whole story. When most people see
numbers, they don’t ask how they were arrived at; they could be entirely
contrived. Rarely does anyone question them. It’s so easy to be impressed
by numbers. Bottom-line: Measurements can be very enlightening, or very
deceptive. Most people have very poor ‘‘measurement literacy.’’

Whether it is managing personal health, wealth, athletic performance, a
business, or almost anything else, those who use measurement best tend to
fare best. But, unless we interact with others, we are very unlikely to pool
our knowledge with others into wisdom, maintain the discipline that mea-
surement requires, be able to recognize the right signals, and take advantage
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of them when we do. Wisdom comes from continuous learning, and contin-
uous learning comes, to a large extent, through interactivity.

The Data-to-Wisdom Conversion Process
The data-to-knowledge-to-wisdom conversion process reflects one of the
great positives of transformational measurement. Although it is possible for
individuals to do this alone, the most effective way to create knowledge and
wisdom from measurement is through frequent and high-quality interac-
tions between people with complementary knowledge. Ask anybody (includ-
ing yourself): ‘‘Do you learn more from data or from interacting with other
people who have a like-minded mission?’’ I have asked this question of
hundreds of leaders in all sectors of the economy and in government, and
the resounding answer is unequivocally: ‘‘From our interactions with oth-
ers.’’ It is ultimately the social things that will help convert measurement
from information into knowledge and wisdom and, in the process, positively
transform the context of measurement.

Figure 8-2 depicts the data-to-wisdom transformation process.
You will notice the feedback loops that are so crucial to the process.

Figure 8-2 shows how interactive and iterative the process is, sometimes
requiring several or more iterations of feedback. That is what happens dur-
ing social interactions as the data is presented, information is displayed
(sometimes in multiple forms), knowledge is created through progressively
increasing insight, knowledge is acted upon, and knowledge is gradually
transformed into greater and greater wisdom. This rarely occurs as a
straight-shot up the middle of the diagram. More likely, the process at each

FIGURE 8-2. DATA-TO-WISDOM TRANSFORMATION PROCESS.
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stage loops down and up again, sometimes many times. As you will see,
that’s what ‘‘dialogue’’ is all about.

According to Jim Collins, co-author of Built to Last, ‘‘Turning mountains
of data into useful concepts is an iterative process of looping back and forth,
developing ideas and testing them against the data, revising the ideas, build-
ing a framework, seeing it break under the weight of evidence, and rebuild-
ing it yet again. That process is repeated over and over, until everything
hangs together in a coherent framework of concepts.’’5 Gee, I couldn’t have
said that any better!

Examples of Interactivity to Generate Wisdom
Let’s take a look at a few examples of how interactivity can benefit perform-
ance measurement in the data-to-wisdom conversion process.

Consider a company that wants to reduce waste in a critical process in a
manufacturing plant. First, data is collected on the ‘‘start time’’ and the
‘‘end time’’ of the process, and the total process time is calculated. This
current process cycle time is then compared with several benchmark com-
paratives to determine whether there is a discrepancy (information). Once
the problem has been confirmed, structured observation reveals knowledge
on all the wasteful activities in the process (those that add no value to the
customer or to the process). Then, generalized principles (wisdom) are de-
rived from the performance measurement effort and applied to other waste
reduction efforts in the plant. This project—if done well—involves a lot of
interpersonal interaction, and therefore a lot of learning. It is not just a
matter of taking measurements, calculating, and analyzing data. The most
valuable parts of the effort are the opportunities for interactivity that lead to
a deeper understanding of the processes involved.

In a second example, a government agency was concerned about the
high cost of information technology. Cost data was collected on all aspects
of computer workstation acquisition and use (including initial acquisition,
software, upgrades, maintenance, etc.). This data was summarized in a
table (information) that showed the costs for each stage of the computer’s
lifecycle. This is an interesting example, because it shows how important it
is to ‘‘look beyond’’ the obvious cost data to identify the costs at each of the
lifecycle stages. This is something that might have been missed if this had
been viewed as a purely technical measurement exercise. In such a case,
there might have been no dialogue around the ‘‘equipment’s lifecycle’’ and
all the associated costs, and an enormous amount of information would
have been missed and knowledge lost. On the other hand, in this case, the
information generated enormous insight into the ‘‘total cost of ownership’’
(knowledge), and enabled this organization to derive guidelines (wisdom)
for reducing the total cost of ownership by millions of dollars by actually
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increasing the initial acquisition costs through pre-sale service and software
agreements and outsourcing some services.

In a third case, a company wondered why it was losing so many custom-
ers who had responded on customer satisfaction surveys that they were
‘‘happy.’’ The company compared customer satisfaction with customer at-
trition data, and used that data to identify information on the more egre-
gious instances of high reported satisfaction and attrition. Interviews with
these ‘‘satisfied’’ ex-customers indicated that the customer satisfaction sur-
vey had not been asking the kinds of questions that would enable the com-
pany to predict attrition potential (knowledge). Based on this knowledge, a
new customer satisfaction survey was developed, incorporating all that had
been learned during the performance measurement study (wisdom).

In all three cases, there were extensive internal and external interactions
around the data that facilitated the data-to-wisdom conversion process.
Without that human interaction, there would have been much less yield of
knowledge and wisdom.

The Performance Measurement Cycle
In order for the full power of performance measurement to be realized,
there must be considerable interaction at each phase of the process leading
to new insights about what to measure and how to measure it. Figure 8-3
shows what I call ‘‘The Performance Measurement Cycle.’’ This cycle shows
many, if not all, of the activities that are part of the expanded view of per-
formance measurement.

FIGURE 8-3. THE PERFORMANCE MEASUREMENT CYCLE.
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Plan
The cycle begins with Plan. The most important aspect of planning is to
frame the right measurement questions. Knowing what questions to ask
entails careful consideration of the organization’s vision, mission, and val-
ues. Those often-elusive factors must be translated into concrete inquiries
that speak to the aims and objectives of the organization—or it is very likely
that the entire performance measurement process will break down before it
even gets going! Mark Twain said it well: ‘‘Data is a lot like garbage; you
need to know what you are going to do with it before you start collecting
it.’’ That is why it is so crucial to involve the right people in these initial
discussions, which are almost entirely business (not technical) in nature. It
is truly sad to see how often even this phase of performance measurement
is delegated to measurement specialists—and, then, measurement instru-
ments are prepared and people just go out and collect data and more data.

Planning is really the business engine that drives performance measure-
ment. If the right questions aren’t asked, then most of the performance
measurement process will be a waste. As James Thurber said, ‘‘It is better
to know some of the questions than all of the answers.’’ Here are the two
basic measurement questions I always recommend that an organization
begin with:

1. ‘‘How should we measure success as an organization?’’
2. ‘‘How can we maximize the likelihood, on a continuing basis, that

everyone in the organization is working together most synergistically
to realize the most important common measures of success?’’

Here are some other ‘‘magic questions’’ that will unleash more of the
power of performance measurement at this early phase:

‘‘What does success look like?’’
‘‘How will we know that we have achieved success?’’
‘‘How will we know we are making progress?’’

Select
The Select phase involves the identification of what to measure. Obviously
in this book we are most concerned with focusing on the critical few high-
leverage measures, especially those that will be transformational to the orga-
nization, and considering emergent measures as well as those that are estab-
lished ones. This kind of selection (and definition) of measures requires
iterative dialogue, and sometimes debate. People in the organization should
also be empowered to question existing measures and to try out emergent
measures. Remember that transformational measurement is, above all, a
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process of discovery. Measures must also be operationally defined, because
most business concepts are quite abstract. ‘‘Quality,’’ ‘‘Productivity,’’ even
‘‘Profit’’ are all open to different definitions. How you measure something
is your real definition of the concept. Until this is done, the measure can’t
really be understood.

Also, at this phase, measurement frameworks should be used, and devel-
oped if need be, so that the interrelationships (and trade-offs) among mea-
sures can be understood and managed. The Select phase is key and provides
much of the foundation for everything else that follows.

Collect
Once relevant measures are selected, the Collect phase (the data collection
phase) can begin. This is when data collection instruments are developed,
based on each measure’s operational definition. A data collection plan (in-
cluding a sampling plan) is developed, and the data can be collected. (Be-
cause there is so much existing literature on this and the other more
technical aspects of performance measurement I will not go into the subject
in much depth. Furthermore, if the Select phase has been well-implemented,
the Collect phase should be relatively straight-forward, and is typically han-
dled by technically competent measurement personnel anyway.)

Analyze
The next phase is Analyze. Data analysis is often rather technical, and like
the Collect phase, this one is also typically the province of highly trained
technical professionals. Although it is a good idea to have some leadership
and key employee engagement, these parts of the process can confidently
be delegated, outsourced, or insourced. Some analysis is so sophisticated
that it is very difficult for a non-technical person to understand it. Further-
more, analysis is not something that usually happens once and for all. Like
so many other aspects of performance measurement, it should be iterative
and highly interactive. When the data reveals something interesting, it is
often important to go back use different analytical methods to expose addi-
tional insights. Too often in the traditional measurement model, the cycle
breaks here. Data is collected and analyzed. Then, it goes into some data-
base somewhere and is forgotten.

Part of the problem is that this is where the hand-off between the mea-
surement specialist and the business sponsor doesn’t usually happen. This
is one of the reasons why it is so dangerous to entirely delegate any aspect
of performance measurement. Collaborative and iterative analysis is vital
to get from information to knowledge. In addition, the information that is
produced is often so technical that very few in the organization can use it.
Without an adequately high degree of engagement and a socialization proc-
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ess in place, the cycle will break down, and this happens more often than
organizations would like to admit.

Interpret
Once the data has been analyzed, it must be interpreted. Interpret is a crucial
phase of performance measurement that is often ignored, because people
often consider it to be too self-evident: ‘‘Of course we have to interpret the
data.’’ Others assume that the analysis will be ‘‘self-interpretable.’’ But it is
vital that this is not considered merely a routine and automatic activity.
DiPiazza and Eccles remind us that, ‘‘Stakeholders are not data miners.
They require and deserve clear, logically presented information.’’6

Intepretation is about really understanding ’the story’ that the perform-
ance measurements are attempting to convey. Nothing is more important in
the interpretation of data than the questions that are asked that deliver
deeper and deeper levels of understanding. If there aren’t compelling
enough questions driving the interpretation, the likely response is: ‘‘This is
interesting, but I must get back to my office and do some real work’’! This
is particularly true when findings reveal counterintuitive insights, and man-
agers don’t know how to deal with them. Often you must loop back to
analysis to further expose deeper and deeper insights. Andy Grove, former
CEO of Intel Corporation, expressed it this way, ‘‘You have to be able to
argue with the data . . .’’7 Questions can be asked to stimulate interpretive
understanding, such as: ‘‘How much could this customer spend with our
company?’’ ‘‘How profitable is our relationship?’’ and ‘‘How can the profit
be increased?’’

Interpretation of data is enriched when it is done interactively with oth-
ers. To get the most out of measurement information, take a complete
‘‘value chain’’ perspective rather than just look at the individual pieces in
isolation. Furthermore, because today there is a strong natural tendency
for individuals and functions to act on their own agendas, cross-functional
interactivity is critical in producing an integrated (whole-systems) view of
what is best for the organization.

Decide
Next, you need to Decide what to do, if anything, about the measurement.
Don’t bother measuring unless you are prepared to take action on the data
you collect. UK-based consulting firm, Customer Champions, found that,
while 95 percent of all firms surveyed collected customer feedback, only 30
percent used the data to make decisions about service levels, and only 10
percent actually deployed the data to the front lines.

But this phase is fraught with peril. Many people don’t even know what
the numbers really mean, but if they are below target, action is automatically
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taken. In other situations the measures indicate action, but when appro-
priate action is not taken, then the primary benefit of measuring is lost.
One of the great forms of waste in organizations is useless and unused
measurement data. You can weigh yourself twenty times a day, but you
won’t lose an ounce unless you take action. However, the flip side is to be
sure not to decide on inappropriate action. Taking premature action is what
quality guru W. Edwards Deming has referred to as ‘‘tampering,’’ calling it
a ‘‘deadly disease’’ of management.

Commit
Once the action has been decided upon, the next thing to consider is the
whether it is important to get buy-in from others in the Commit phase,
which very likely involves some dialogue with key stakeholders. It is vital
that stakeholders commit to action based on real knowledge, not just react-
ing to data. This is your opportunity to educate them.

Take Action
Then there is the Take Action phase when action (if any) is implemented.
Of course the readiness for, and effectiveness of, any action taken will de-
pend on what has been done in the previous phases of the performance
measurement cycle. Here’s the key point: Don’t take action on data without
adequate understanding. Unfortunately, too many people are told to take
action on a red or yellow light that pops up on a dashboard without any real
understanding of what led to that signal. No wonder people are confused
or reluctant to act.

Review
And, finally, there is the Review phase. This is when the action—in fact, the
entire process—should be reviewed. Everything that is important should be
subject to this kind of continuous improvement feedback loop. This phase,
then, as you can see, feeds back into the Select phase. Empower people to
question any measure Too often dysfunctional measures are ‘‘institutional-
ized,’’ because no one felt empowered enough to question them. This is one
reason why I only use the term ‘‘metric’’ when the measure has been vali-
dated for organization-wide use.

Whatever you do, don’t miss this opportunity to close the loop, and con-
sider the implications for the next iteration of performance measurement!
Learning and reflecting on measurement can lead to dramatic improve-
ments in all kinds of measurement-related abilities, such as increasing the
accuracy of estimates and forecasts, and deeper understanding of variation.
If people are forced to think about, and discuss, trade-offs and other critical
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measurement issues, these discussions can result in considerable new in-
sight.

How will you know if you are using the right mental model, and are
viewing the world through the right measurement lens? Remember that
measurement is just a proxy for reality. We have already seen the dysfunc-
tions that can occur if the wrong measures are selected and are poorly
defined. However, we have also seen that a more positive context of mea-
surement (including appropriate interactivity) can go a long way toward
ameliorating any temporary technical deficiencies in the measurement sys-
tem. The good news is that the interactive and iterative nature of the Per-
formance Measurement Cycle enables the continual reassessment of
measure selection and definition throughout the end-to-end performance
measurement process.

You will notice that Dialogue is at the very center of the Performance
Measurement Cycle in Figure 8-3. Dialogue, which is what enables this
continual reassessment, is the subject of the next section.

Dialogue: The Key to Measurement Interactivity
The word ‘‘dialogue’’ means ‘‘sharing collective meaning.’’ Those who are
most knowledgeable about dialogue differentiate it strongly from ‘‘discus-
sion.’’ It is interesting that the word ‘‘discussion’’ comes from the same root
word as percussion and concussion and has to do with beating one thing
against another. The word ‘‘communication’’ is a more general term mean-
ing ‘‘to make something common.’’ So, communication can be done by
discussion or dialogue. When information is made common through discus-
sion, it is often two monologues—an attempt to convey your opinion to
another person, and nothing more.

In contrast, a dialogue is a mutual search for shared meaning or under-
standing. In order to take advantage of this opportunity to dialogue, we all
need to consider ourselves as equals, each having valuable insights to share
on the subject being considered. The belief that some are more ‘‘expert’’
than others and that some are ‘‘subordinate’’ to others will undermine dia-
logue. It will cause some to defer to the others who may have a superior
knowledge, or a superior position. How often is this true of your perform-
ance measurement conversations? Unfortunately, very few people are
skilled at dialogue, and very few organizations currently have a strong ca-
pacity for dialogue. In fact, most organizations suppress dialogue. And note
also that debate is a more formal and adversarial process that is antithetical
to dialogue, because the purpose is for one person to win an argument. And
that’s why a positive ‘‘context of measurement’’ is so important.

Dialogue thrives on openness, candor, and inviting multiple viewpoints.
In dialogue, diversity of perspective is almost always good—whether it be
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functional, cross-functional, local, global, systemic, or whatever. The more
perspectives involved, in theory at least, the richer the dialogue can be. The
kind of insight that comes from different perspectives reminds me of the
well known story about the blind men and the elephant. Each was only able
to gain a very limited perspective, depending on the part of the elephant that
each touched. But together they were able to synthesize a very rich ‘‘picture’’
indeed.

Dialogue as interactivity should incorporate learning, understanding, de-
fining, listening, modeling, hypothesizing, balancing, linking, integrating,
etc. It is an important part of the total transformation of measurement pack-
age. Transformational and emergent measures, especially, require the syn-
ergy and support that interactivity around measurement provides.

A facilitator can be an asset toward creating the discipline of real dia-
logue in an organization, or to maintain a flow of dialogue, since otherwise
it is too easy for interaction to degenerate into discussion, debate, or worse.

Bossidy and Charan, in their book Execution, describe dialogue as ‘‘the
core of culture and the basic unit of work. How people talk to each other
absolutely determines how well the organization will function.’’ They lament
that, rather than engaging in dialogues, in most meetings people sit passively
watching PowerPoint presentations. They don’t engage in dialogue; they
don’t question; and they tend to leave with no commitments to action. Bos-
sidy and Charan state further that ‘‘the reason most companies don’t face
reality very well is that the dialogues are ineffective.’’8 As a colleague told
me recently, knowledge organizations are really little more than the sum
total of their conversations.

Real performance measurement dialogues can be instrumental in gener-
ating much higher levels of knowledge, insight, and wisdom—even with the
same data, the same computer systems, and the same people. Upgrading
the technical performance measurement capabilities will also help, but don’t
do it without upgrading the social capabilities.

Assessing an Organization’s Measurement Capabilities
In Execution, Bossidy and Charan say that ‘‘You measure your organiza-
tional capability by asking the right questions.’’9 The same is true for assess-
ing performance measurement capabilities. It is most interesting to look at
the Performance Measurement Cycle in terms of your organization’s relative
capabilities for performing each phase. There is a tendency to view perform-
ance measurement as a single capability. That is a serious error. If you
do that, you will tend to stock your organization with a lot of technical
measurement people and a lot of analyzed data—but data just the same!

To better understand this more fully, take a look at Figure 8-4. In this
version of the Performance Measurement Cycle, you can see the percent-
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FIGURE 8-4. SAMPLE PERFORMANCE MEASUREMENT CAPABILITY
ASSESSMENT.
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ages at each phase indicating the extent of capability of this hypothetical
organization in implementing each phase of the process—from 0 percent
(no capability) to 100 percent (outstanding capability). Reviewing this or-
ganization’s capability profile is quite revealing. This organization is quite
strong in the Collect phase (has strong data collection capabilities), but is
quite weak in the very important Select and Interpret phases.

Pause for a moment and mentally use this as a quick organizational ‘‘self-
check.’’ How well does your organization stack up in each phase? Doing
this will give you some indication of the problems your organization might
face in using performance measurement.

Interestingly, the organization whose profile is depicted in Figure 8-4
might ordinarily be viewed as very strong in performance measurement—at
least in the traditional areas of data collection and analysis. It is also likely
that this organization has a good IT infrastructure and probably people with
strong traditional technical measurement skills. But, of course, that doesn’t
tell the whole story—not by a long-shot! If you look closely, you will see
that this is really an organization that is in deep trouble with respect to its
overall performance measurement capabilities.

The extent of the problem can be more fully understood if you consider
that because the Performance Measurement Cycle represents a progressive
sequence of phases in which each phase is dependent upon the previous
one, the cycle can break down—or at least seriously weaken—at any point.
Any of these links can be deficient and can cause the overall measurement

PAGE 117................. 16154$ $CH8 10-04-06 08:26:24 PS



118 TRANSFORMING PERFORMANCE MEASUREMENT

system to malfunction. For instance, if the wrong measures are selected
(because of the 20 percent capability for the Select phase), it might even be
a waste to continue to invest much effort in performance measurement at
all. One could, in fact, argue that the entire process is no better than the
weakest phase in the cycle—in this case, 20 percent capability—which
would probably translate into 20 percent overall effectiveness.

Also, you might want to rate your organization in terms of the quality of
dialogue, because dialogue supports and enables every phase in the Per-
formance Measurement Cycle. This type of simple self-assessment, if hon-
estly done, can serve as a valuable tool for promoting dialogue in an
organization around performance measurement. When people feel that they
don’t have to promote themselves, and that the environment will support
their candor, such subjective assessments can be of enormous value to pro-
mote learning and improvement.

The Challenge of Interactivity Today
One of the major challenges of transformational measurement is to create
an environment in which performance measurement data can be efficiently
and effectively converted into useful information, this information can be
transformed into knowledge, and this knowledge can be the basis for real
wisdom. This kind of environment is very rare, because most of the time
measurement is not dealt with interactively or iteratively. Data is generated
and it goes into databases, somewhere. There is little or no interaction about
the data, or the information produced from the data. Without interaction, if
any data-to-wisdom conversion does occur, it will be more haphazard than
systematic—and it will not occur consistently.

In most organizations today, very few employees understand the mean-
ing of most performance measures that are used. There is rarely any
meaningful discussion or education on performance measures. Most orga-
nizations are performing a lot of measuring, but not learning from their
measurements. To most people, measurement remains ‘‘just numbers,’’ and
few people understand the ‘‘the big picture’’ of measurement. As a result,
the easy-to-measure things tend to get measured, and there is little interest
in using the real power of performance measurement.

Most communication about measurement, when it happens, occurs
within a particular function, like sales or manufacturing. The failure to ap-
propriately socialize measurement across the organizational continues to
reinforce the silo mentality. Embracing interactivity outside of our own roles
and functions—about anything, but especially about measurement—is an
‘‘unnatural act’’ in most organizations. Worse still, according to human rela-
tions consultant Doug Finton’s experience, ‘‘95 percent of all the problems
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in organizations are due to performance conversations that never even oc-
curred.’’10 Of course this needs to change. And it will.

The key to interactivity around measurement is performance conversa-
tions that start with an invitation to dialogue:

‘‘Let’s look at the measures and see how we’re doing?’’
‘‘What does this data say tell us about (customer satisfaction, profitabil-
ity, quality)?’’
‘‘Let’s discuss why we are starting to see some improvement in this area,
but not there.’’

Collegial functional and cross-functional performance conversations
about measurement will become a fundamental part of new knowledge work
in organizations.

Many organizations have leaders who disagree on the most important
measures, and this is not bad, unless this disagreement is suppressed—
which it too often is. Disagreement is actually an invaluable opportunity
for synergy through dialogue about the business strategy and the execution
imperatives. Social interaction through dialogue is crucial for determining
the right measures, for the critical trade-offs, for making the right cross-
functional decisions on an ongoing basis, and—most importantly—for the
alignment of leaders and functions across the organization. Unfortunately,
today there is more ‘‘spin’’ than real ‘‘dialogue’’ about measurement in most
organizations.

The Tendency to View Technology as the Panacea
The biggest danger in organizations today is the ‘‘dumbing down’’ of
work—especially management work! It is certainly safer to follow the blink-
ing lights than to make decisions based on real knowledge and wisdom.
Technology seems to make this all so easy: ‘‘Let’s let the software do the
thinking.’’

This delegation to technology, which too often abdicates the responsibil-
ity for thinking and understanding, tends to deceive people into believing
that the time-consuming and initially uncomfortable hands-on involvement
with performance measurement, and the intensive social interaction around
it, are not needed. Not only that, but there is often a focus on one particular
type of tool or technique (like Business Performance Management, Cus-
tomer Relationship Management, Scorecards, Dashboards) that reflects the
biases of those who are leading the effort. And, unfortunately, one of the
most difficult things to do in an organization is to challenge long-standing
assumptions. It is important to go into this with your eyes open about the
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tendencies that can easily, and often unintentionally, skew your well-mean-
ing efforts in the wrong directions.

There are so many issues in business and government that require inter-
personal deliberation, including the selection of the right technology. As
surprising as it might seem, the growth of technology has actually increased
the demand for knowledge about ‘‘softer’’ issues. Furthermore, if people
understand what the numbers mean and how they relate to each other, then
measurement is no long a mystery; if mistakes are made or missteps are
taken, they can be detected and the issues resolved. Transparency is not
just valuable for external reporting; it is essential for internal visibility. No
technology will be able to direct a vessel on the right path in uncharted
waters.

One of the keys to success for organizations in the future will be recog-
nizing when to rely on technology, and when to recognize and work around
its limitations. It is not a matter of choosing between technology and people;
it is a matter to using each appropriately. This is the subject of Chapter 11.

Making Progress
As you have learned, transformational measurement is a journey, not a des-
tination, and it operates on a continuum. You will know that you are making
progress on the journey when people in your organization stop mindlessly
collecting data and start asking the right questions, and are engaging in
dialogue rather than independent technical measurement projects.

Look for a more questioning organization, a more dialoguing organiza-
tion, an organization more focused on learning. Look for more cross-
functional interactivity around measurement. Look for people who are actu-
ally measuring the effectiveness of what the are doing. Look for measured
experiments and pilot projects before people jump on the bandwagon of the
latest and greatest idea. Look for people talking about what they are learn-
ing as they are measuring and reviewing measurement information. Look
for the kinds of interactions that tell you people are seeking knowledge in
pursuit of wisdom, not data in the pursuit of information. Look for in-
creased trust—and, without trust, there won’t be much sharing.

You will know things are really improving when people in your organiza-
tion stop asking, ‘‘What do I do when I see a yellow or red light?’’ or ‘‘How
do we keep the numbers up?’’ and start saying instead, ‘‘Oops, we’re veer-
ing in this direction and it’s adversely affecting this initiative. It’s time to
talk about a course correction!’’

The next chapters will guide you through some topics vital for imple-
menting and sustaining transformational performance measurement in your
organization.
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Measurement Leadership

Embarking upon the kind of transformation of performance measure-
ment presented in this book—much less completing it—is no small

undertaking. Therefore, it should come as no surprise that the single most
important aspect of transforming organizational performance measurement
is leadership. I cannot emphasize too strongly the crucial role of organiza-
tional leaders, whether you are leading a project, department, or an entire
organization, or whether your organization is a business, government
agency, hospital, school, religious institution, or any other type of organiza-
tion. In this chapter I will explain the challenges of ‘‘measurement leader-
ship’’ and provide recommendations for implementing and sustaining the
kind of transformational measurement being advocated in this book.

The Importance of Measurement Leadership
Leadership sets the tone for everything that happens in an organization,
and measurement is no exception. Unfortunately, today almost nobody sees
performance measurement as something that requires leadership in its own
right. Measurement is typically not viewed as something that specifically
requires leadership. The prevailing attitude is that if any leadership is
needed, department managers are the default ‘‘measurement leaders.’’

However, we have already seen the problems that this current lack of
concentrated leadership causes, such as disparate measurement systems,
measurement silos, dis-integrated data, and lack of vertical and horizontal
alignment across the organization. And without specific measurement lead-
ership, measurement in organizations will continue to become even more
dis-integrated, sub-optimizing, and non-transformational. At the root of the
problem are two misconceptions: 1) that measurement is primarily a techni-
cal activity, and 2) that no one individual has overall responsibility.
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Why Measurement Leadership Doesn’t Happen
While most managers publicly extol the value of measurement, few actually
use it systematically and well. In addition, because of the pervasiveness of
measurement and the role it plays in so many activities (‘‘Of course we
measure!’’), it often blends into the background or is considered ‘‘just an-
other tool set’’—too basic for serious leadership consideration. Further-
more, most managers, who are not in ‘‘measurement jobs,’’ don’t see it as a
significant part of their responsibilities. If they do, it is as part of their fi-
nancial measurement tasks, not in non-financial areas that are the real driv-
ers of value creation today. In addition, very few executives have advanced
within organizations—or received significant recognition—for anything
they have done relative to measurement.

That is why organizational leaders are more than happy to delegate mea-
surement to accountants and ‘‘measurement specialists.’’ They don’t realize
how strategic measurement is, and how much management attention it re-
quires to do it right. As such, measurement is one of the most under-
appreciated organizational activities, and measurement leadership is one of
the least appreciated leadership roles. In fact, there is currently no estab-
lished role of ‘‘measurement leader.’’

The Tension between Intuition and Measurement
Another reason for the slow acceptance of performance measurement as a
critical aspect of organizational leadership is that most leaders rely on intu-
ition more than measurement in their own decision making. Intuition, also
referred to more colloquially as ‘‘gut feelings’’ or a ‘‘sixth sense,’’ is typically
based on ‘‘pattern recognition’’—recognizing patterns in new experiences
that lead us to respond as we did to past situations with similar patterns.

There are many reasons why intuition is often preferred to measurement.
It is seen as more exciting. Intuition is easy; it requires virtually no time or
effort—it is, by definition, instantaneous. It is also easily reinforced, be-
cause people tend to remember their correct intuitions and forget their in-
correct ones. Intuition is also typically viewed as creative; in fact, most
people think that measurement will constrain their intuition and creativity.
Although these are misconceptions, they are still widely and strongly held.

There is no doubt that when used appropriately, intuition is an incredibly
valuable tool. Unfortunately, too often it is used inappropriately—as a re-
placement for measurement, rather than a complement to it. This is unfor-
tunate, because both are actually more powerful when used together.
Measurement can enhance intuition, and intuition can enhance measure-
ment. Barbara Dockar-Drysdale expressed it well: ‘‘Intuition informed is an
essential tool; intuition uninformed can be a dangerous weapon.’’1
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The Myth of the Intuitive Leader
The myth of the ‘‘intuitive leader’’ is a powerful and persistent one. Many
executives are hired and reinforced for their intuition. Although we are all
familiar with the names of legendary ‘‘intuitive leaders,’’ too often the legend
comes from misconceptions about their actual performance. Remember
that all ships rise with the tide. And many legends are based on a single
success in a particular situation. In fact, those who do an honest audit of
their overall intuition batting average are usually shocked at how low it is.
Many intuitive leaders might actually have a .200 intuition batting average,
but think that they are batting .500 or better. Furthermore, as Robert Mittle-
staedt has explained, ‘‘Business mistakes, except for the largest, are hidden
from view.’’2 So, without good measurement, it is easy for intuitive leaders
to avoid blame for many errors.

One of the most dangerous pitfalls that is common to intuitive leaders
is over-confidence. As Bossidy and Charan say, ‘‘Too many leaders fool
themselves into thinking their companies are well run.’’3 In addition, leaders
who view themselves as particularly smart tend to believe that their expertise
is a license to make intuitive decisions. Unfortunately, even the smartest
people often make the wrong decisions—sometimes really wrong ones.

An even a greater threat than an intuitive leader is an ‘‘intuitive organiza-
tion.’’ Even if a leader has extraordinary intuition, that is no reason to en-
courage others, who might not be so gifted, to rely on intuition as well.
Unfortunately, the examples of intuitive leaders often sends a powerful mes-
sage to others. As other managers decide to follow the leader, a few mistakes
can easily turn into hundreds.

One of the great challenges involved in transforming performance mea-
surement is to create an environment in which performance measurement
is valued, at all levels of the organization, at least as highly as intuition.

What Happens in the Absence of Measurement
Leadership?
A large part of leadership is about identifying and taking advantage of the
best opportunities—leveraging those that create value and avoiding those
that destroy value. There is no doubt that measurement—especially trans-
formational performance—can help leaders and their organizations achieve
more of their potential. Opportunities are virtually everywhere. But as Ger-
ald Kraines reveals, as much as 60 to 70 percent of any organization’s po-
tential effectiveness goes unrealized.4 If there are so many unexploited
opportunities to create value, why are so many organizations missing them?

Missed Opportunities
So much of what is both right and wrong in organizations is invisible. With-
out good measurement, most of the opportunities can’t be seen, properly
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assessed, or leveraged. How do you know who your best customers are?
How do you know which products and services are most profitable? How
do you know which investments and projects are paying off? What are the
best opportunities for synergies within your own organization and with your
extended value net? Measurement will provide facts, while your intuition is
very likely to be wrong.

Value Destruction
When the right measurements and measurement frameworks are devised,
value creation and destruction can quite readily be seen. Without the right
measurement tools and attitudes, it is quite easy for organizations to leak
significant value to the detriment of all.

As with an automobile fluid hose with pinhole leaks, without good mea-
surement, one cannot detect that the hose is even leaking, until it is too late.
In a like manner, organizations try to compensate for value destruction by
adding resources, which only perpetuates the problem. But applying the
right measures to a situation can reveal a great deal of otherwise hidden
truths. This can increase knowledge, wisdom, and the ability to manage
phenomena that are invisible to those who fail to effectively measure them.

In addition, the capital allocation process in most large companies
doesn’t discriminate between value creating and value destroying units.
Many companies end up investing in unprofitable units and thus accelerate
value destruction. What makes this so insidious is that no one sees this
happening, as value tends to imperceptibly leak out of most organizations
due to all kinds of waste and misalignment.

Although value destruction (leakage, evaporation, dissipation) occurs in
all organizations, well-measured organizations do a much better job of iden-
tifying the sources of value leakage and taking action to reduce its otherwise
inexorable entropic tendencies. Because performance measurement is the
key to exposing value creation and destruction, measurement leadership
must become a fundamental part of the job of any organizational leader.

The Epidemic of Waste
One of the major reasons why organizations are creating disappointing
value today is the enormous waste that exists in most organizations. Most
organizations don’t realize how wasteful many activities are. Cyril North-
cote Parkinson, who deduced Parkinson’s Law, describes what happened in
the British Air Force when his superiors went on leave: ‘‘The work lessened
as each of my superiors had disappeared [and] by the time it came to me,
there was nothing to do at all. There never had been anything to do. We’d
been making work for each other.’’5 Although one might be tempted to
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snicker at this and perhaps dismiss it as an aberration of government bu-
reaucracy, I daresay this situation is not terribly unusual in most businesses.

A sampling of the types of waste that exist in most organization include:
missed due dates, hand-off delays, excess handling, long lead times, defects,
returns, rework, warranty claims, scrap, incomplete shipments requiring
expedited handling, skill loss, unused skills, high inventory levels, over-
production, over-processing, excessive service levels, unused ideas, redun-
dant development efforts, excess features and functions, unutilized assets
and resources, wasted time looking for information, absenteeism, accidents.
The list could go on and on. What is so sad is that all of these examples of
waste could easily be detected by measuring the right things—and being
open to what measurement is saying.

John Whitney observed that 50 percent of corporate activities are waste.6

Accountemps found that executives waste 20 percent of their time dealing
with company politics. For organizations in general, Dow and Cook main-
tain that paperwork and meetings consume 70 percent of the typical organi-
zation’s time,7 while Hronec has posited that more than 50 percent of the
activities within a typical process do not add value.8

Measurement is the only way we can see most waste. Without effective
measurement, no one really knows what’s happening—and the waste
goes on.

Fads and Quick Fixes Are Allowed to Proliferate
Nothing is more wasteful than fads, quick fixes, and supposed panaceas.
Everyone seems to be looking for the ‘‘holy grail’’ prescription for organiza-
tional success. There are so many apparently effective approaches—from
Autonomous Teams to Zero Based Budgeting. Too many leaders feel pres-
sured to do something—anything: ‘‘Let’s just find the magic formula and
everything will be fine.’’ We are so pressed by the need to ‘‘do something’’
that we settle for quick fixes and stop-gap measures, leaving the basic prob-
lems undisturbed.

One of the most egregious sources of waste is all the ‘‘programs’’ and
‘‘improvement initiatives’’ that organizations get involved in but never mea-
sure. One executive pointed out that the ‘‘overabundance of on-off initia-
tives’’ led to ‘‘execution attention deficit disorder,’’ and, once launched, the
initiatives weren’t even measured. Christopher Hart cites research conclud-
ing that over half of the quality improvement programs undertaken by com-
panies in recent years have been abandoned or scaled back.9 I frequently
hear managers and employees say things like, ‘‘Sure, we’re making good
progress . . . I think.’’ Most people in most organizations do what they hope
is right, but they have no way of knowing—often until it is too late.

What works? You really don’t know unless you measure. As Peter Senge
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explains, ‘‘In complex human systems, there are always many ways to make
things look better in the short-run.’’10 But eventually people realize that they
were fooled, and morale inevitably plummets.

One of the best ways to avoid that problem is to measure, and to dialogue
about the data. Lest you and your organization fall prey to the flavor of the
month, program du jour, or the ‘‘next big thing,’’ I suggest you lead with
measurement. I believe that the major reason why quick fixes and panaceas
have been allowed to drain organizational resources is the reluctance to
measure them. Many fads wreak havoc on organizations because manage-
ment can’t tell that they aren’t working, and they don’t discontinue them
quickly enough.

A smart leader will always perform a measured pilot before buying into
any program—no matter how compelling it seems. If you measure your
own experience during a pilot, you will see whether the method stands any
real chance of success. As Stanford professor Jeffrey Pfeffer has explained,
‘‘No matter how smart you are, you can’t preplan everything and then roll
out your program. What you want to do is to try some stuff and see what
happens.’’11 That’s why using measurement is so smart. It can help you
identify waste before it becomes a crisis.

Important Problems Are Not Solved
Most organizations muddle along for long periods of time with serious
problems which are often hidden well beneath the surface and are rarely
known until a great deal of damage has been done. Without good measure-
ment, how do you know you have a problem, or that it’s worth solving?
Furthermore, most of what we ‘‘see’’ are symptoms, not problems, and
symptoms can’t be solved. Because of time delays, it often takes a long time
for the symptoms to manifest themselves. Measurement provides proactive
information on incipient problems.

Routine vs. Transformational Measurement
Unfortunately, many senior leaders wake up one day and find they have a
serious problem, or that they missed some great opportunity which was not
on their radar screen until it was too late, because they weren’t measuring it.
To make matters worse, as we have already established, most measurement
systems are already inefficient and ineffective, having evolved piecemeal by
different people at different times for different purposes.

However, the biggest problem with the acceptance of measurement as a
transformational discipline is that so few leaders have experienced it as
such. It is a vicious cycle. Experiencing measurement as mundane leads to
further routine use of measurement, which leads to low impact, which leads
to subsequent mundane measurement, and so on.
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Despite the mundane way measurement is treated in most organizations,
Frederick Reichheld insists that ‘‘measurement lies at the heart of both vi-
sion and strategy. It’s hard to overestimate its importance in determining
the future course of the business. . . . It is measurement that allows manag-
ers to harness vision to the earthly realities of daily business practice. Mea-
surement turns vision into strategy and strategy into fact.’’12 This doesn’t
sound mundane to me!

The Challenges of Changing Measurement
In organizations, most change occurs when people start looking at the same
things differently. Nothing will create change in organizations quicker than
when the lens of performance measurement is changed. But, not only is
measurement a crucial enabler of change, but changing measurement itself
represents perhaps the most important change of all.

Most organizations suffer from inertia. Whether an organization is at
rest or in motion, it takes a concerted effort to change. As Machiavelli fa-
mously stated: ‘‘There is nothing more difficult to take in hand, more peril-
ous to conduct, or more uncertain in its success, than to take the lead in
the introduction of a new order of things.’’13 The significance of changing
measurement was well articulated by David Meador when he said, ‘‘Chang-
ing the way we measure changes everything.’’14 Thus, aside from the normal
resistance to change, changing measurement systems carries additional
sources of resistance.

Measurement is particularly resistant to change because it is so closely
related to security and rewards. Even if the reward system is somewhat
dysfunctional, there are still many people—especially those in leadership—
who are benefiting from it. Better the devil you know! In addition, since
people are aware that measurement triggers almost everything else, chang-
ing any aspect of the measurement system can have significant implications
for one or more other management systems. And because people already
feel uncomfortable about measurement, adding change to the agenda will
inevitably increase that discomfort.

Transformational performance measurement requires specific leadership
because it goes beyond the traditional expectations of simply administering
existing measures. It requires people to do things that are significantly dif-
ferent from their existing routines. We often don’t realize how deeply en-
trenched existing measures and measurement practices are. For example,
consider the difficulty that would be required in your organization to suc-
cessfully achieve a measurement change in Marketing from customer satis-
faction to customer loyalty; in Sales from traditional revenue and pipeline
measures to customer profitability; in Accounting from traditional cost ac-
counting to Activity-Based Costing (ABC); in Human Resources from em-
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ployee satisfaction to employee engagement; and in Training from tracking
numbers trained to training’s contributions to organizational results. Then,
there are the even bigger changes required for the adoption of integrated
measurement frameworks, and moving away from functional ‘‘silo’’ mea-
sures to truly cross-functional ones.

Unfortunately, many leaders don’t realize that one of their responsibili-
ties is to ‘‘create an environment conducive to measurement change,’’ not
just to ‘‘get the measurement work done.’’ Most organizations have very
competent people crunching and keeping track of numbers—but that’s not
the real challenge. You can find someone who can take measurements and
analyze data, but only you—as a measurement leader—can create the right
environment for making sure that the right questions get asked, that the
right information gets generated, and to use that measurement information
to progressively generate more and more knowledge and wisdom.

Leading Transformational Performance Measurement
Leaders have a profound personal impact on the climate of the organization
or organizational area they lead. To a large extent, employees judge an ini-
tiative by the person who’s leading it. A lot of things are said, but it is ulti-
mately what leaders do that makes the difference. According to Larry
Bossidy and Ram Charan, ‘‘You change the culture of a company by chang-
ing the behavior of its leaders.’’15

The only real answer to the challenges cited earlier—for maximizing
value creation, stemming the tide of value destruction, and ending the epi-
demic of waste—is to exercise leadership to transform performance mea-
surement in your organization. According to Noel Tichy, leaders do two
things differently from others. They ‘‘see reality’’—that is, they perceive the
need for change when others don’t—and then they ‘‘mobilize the appro-
priate responses’’ to respond effectively.16

It is unlikely that any significant aspects of performance measurement
can be transformed without an effective leader leading the transformation.
Just implementing the status quo is not real leadership; it’s management.
That is why leadership requires courage, and measurement leadership is no
exception.

Establishing an Environment Conducive to Change
The first thing that any measurement leader must realize is how important
it is to establish the right environment for new measurement behaviors. In
order for this change to occur, an environment that is conducive to these
behaviors must be established. While the performance measurement ‘‘sys-
tem’’ includes the technical aspects, the most important aspect is the con-
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text—the social and organizational environment in which the technical
measurement system is embedded.

The sections that follow list some of the ways measurement leaders can
create an environment in their organization that is most conducive to imple-
menting transforming performance measurement.

Create a Leadership Coalition
This kind of measurement leadership requires leaders who are willing to
‘‘sign up’’ to lead the transformation. Ideally this begins at the top. The most
successful changes, including Balanced Scorecard and Six Sigma, are led
actively from the top of the organization. Although it is great when organi-
zations can create positive change top-down throughout the entire organi-
zation, it is not always possible from the start. Even when it is not, you
can still have a significant influence on the context of measurement in your
particular area of responsibility. And, at the very least, I would suggest find-
ing one or more senior-level leaders to ‘‘share the vision’’ and team with you
to exert active measurement leadership.

Recognize the Difficulty
Transforming performance measurement requires a very significant para-
digm shift from the way things are currently done in most organizations.
For others than those who specialize in it, performance measurement is not
something that most people want to do or feel that they do well. Perform-
ance measurement is a habit that must be developed.

You might want to consider assessing existing attitudes in your organiza-
tion toward measurement in order to gauge how difficult the journey might
be. This will also help you to determine areas within the organization that
might be more receptive during the early stages of the transformation, and
to identify individuals who might be ‘‘early adopters.’’ Leaders must head
into this challenge with their eyes wide open, and not perceive it as ‘‘just
another program’’—which brings us to the next point.

Avoid the ‘‘Measurement Program’’ Mentality
Given the popularity and perceived successes of particular measurement
approaches, such as the Balanced Scorecard or Six Sigma, it is tempting to
latch on to one of them and then delegate measurement to ‘‘implementers.’’
In such cases, all too frequently the measurement ‘‘project’’ is declared com-
pleted and the report is filed!

Transformational performance measurement should not be viewed as
‘‘just another project’’—or, even worse, ‘‘just another IT project.’’ In fact,
when they have been successful, both Balanced Score and Six Sigma have
been treated as systemic changes.
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Demonstrate Visible Commitment to Measurement
Transforming performance measurement will require more than lip-service
compliance to a corporate directive. It must be valued by those who lead it,
or others will detect the lack of integrity. Unless it is truly and authentically
valued by leaders, it won’t be used well. That is why it is so vital for leaders
to lead visibly.

It is important for the leaders driving the transformation to become edu-
cated in the principles and practices of transformational performance mea-
surement. It sends a very powerful message when leaders are visible role
models in the use of data-based leadership, decision making, and improve-
ment. One of the most important and viable things a leader can do is to
include specific performance measurement tasks and competencies in staff
job descriptions, and to discuss them in providing feedback on their per-
formance.

Provide Support for Measurement
David Bain provides an interesting example of how little support there is
in most organizations for performance measurement. He explains that in
American football there is a specialized crew (‘‘the chain gang’’) whose only
job is to measure the progress of the ball toward a first down (ten yards).
And yet he is amazed that ‘‘in business and service organizations there is
often resistance to adding measurement resources to gauge progress in that
more important game of reaching the organization’s objectives.’’17

Although measurement has a cost associated with it, if done right, it
delivers enormous value. Don’t starve the transformation before it has the
opportunity to take root. Allocate the resources, including education and
personnel resources, necessary for making transformational performance
improvement happen.

Be Sensitive to the ‘‘Measurement Experience’’
How we experience performance measurement is the product of the envi-
ronment that our leaders create. Unfortunately, many executives are oblivi-
ous to the serious problems of measurement abuse and dysfunction. Most
of the time in organizations, bad things don’t happen on purpose, but they
are allowed to happen, generally because these things were never identified
and the problems never addressed. It is particularly important to expose and
openly discuss the measurement dysfunctions (including both unintentional
and intentional ‘‘gaming’’) that probably exist in your and virtually every
organization, and are due to the past lack of effective measurement leader-
ship. Then, both the opportunity and, more importantly, the motive can be
addressed.
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Emphasize the ‘‘Improvement Purpose’’ of Measurement
Nothing speaks more loudly of the commitment of leaders to really trans-
forming performance measurement than to see the focus of measurement
changing. Is it being used to provide real understanding and helpful feed-
back, and to foster learning and improvement—or is it perceived as just
being used for justification, reporting, judgment, and control? Of course,
performance measurement will always be used to monitor and control, but
when managers and employees alike see that it is being used much more
often for the purpose of improvement, then everyone will know that a
change is truly taking place!

Another powerful message will come when there is more openness to
failure, and learning from it. Very few organizations place as much emphasis
on learning from mistakes as they do on congratulating themselves for suc-
cess. As we will see in the next chapter, learning from measurement is one
of the most important organizational capabilities, not just performance
measurement capabilities.

Insist on the Truth
It seems that ‘‘trust in measurement’’ is an oxymoron today. Unfortunately,
the truth often hurts, and it is especially dangerous in organizations where
the employees know that one of the primary ‘‘rules of the game’’ is to tell
their leaders what they think they want to hear. This is a great disservice,
and it will only retard the organization’s development.

If you want truthful results, make sure that those doing the measuring
don’t have a ‘‘vested interest’’ in the outcome. Because of the negative con-
text of measurement in most organizations, I see too many cases of selec-
tive, biased measurement for the purpose of promoting a favorite program
or other investment. Without good measurement, it is amazing how much
of the ‘‘truth’’ remains hidden. Organizations that hide the truth rarely
learn, and almost always destroy value and underperform those that do.
Whatever you do, never, never, never punish people for telling the truth,
and never condone fudging the numbers—for any purpose.

Separate Measurement from Judgment and Rewards
We have discussed at length the importance of separating measurement, eval-
uation, and rewards. As powerful as measurement is, strong rewards can be
much more powerful, and people will tend to use the measurement system to
obtain rewards, rather than to be guided by the information. Alignment be-
tween measures and rewards is good, but linking them too closely (‘‘If you
attain this level of performance on this measure, you will get this reward’’)
will almost always have dysfunctional effects. Furthermore, if you want hon-
esty, openness to the informational value of measurement, and a desire for
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real improvement, try not to use performance measurement for disciplinary
or punitive purposes. Once you link measurement closely with discipline, the
context of measurement will almost instantaneously become negative.

Emphasize the Importance of Learning About and from
Measurement
Learning from measurement should be considered one of the key outcomes
of performance measurement, which can accrue enormous organizational
benefits, such as greater desire to use measurement properly, continuous
improvement of performance measurement capabilities, and increased ac-
curacy of all forms of measurement (including estimating, forecasting, and
other forms of ‘‘predictive measurement’’).This topic will be discussed in
greater detail in Chapter 10.

Making the Transformation Happen
The topics discussed above are recommended for the purpose of establish-
ing the right environment for transformational performance measurement.
Here are some things you, and others in the organization who are commit-
ted to measurement leadership, can do to motivate, implement, and sustain
the transformation.

• Gain Active Involvement. Although it would be nice if everyone could
‘‘catch the vision’’ of transformational performance measurement right
from the start, it is probably not feasible. But it is not important that every-
body be involved in the early stages. It is better to initially involve those who
want to be involved—those commonly referred to as ‘‘innovators’’ and
‘‘early adopters.’’ Change has to start somewhere. If it is done right, the
influence will quickly spread, and eventually a critical mass will be involved.

• Measure What Matters Most. Effective measurement leaders are relent-
less about determining what performance matters most, and making sure
that people can clearly ‘‘see’’ their impact on that performance. If employees
at all levels understand and have access to the right measures, they can be
quite effective at self-managing the value creation process.

• Establish Clear Line of Sight. ‘‘Line of sight’’ is one of the most impor-
tant concepts in performance measurement. It refers to the ability of em-
ployees, at all levels, to ‘‘see’’ how their work and performance measures
relate to the work and performance measures of others, and ultimately to
the measures of organizational success. If you want to determine the extent
to which line of sight exists in your organization, ask employees to make the
connection between what they are measuring, and organizational results.

• Encourage Measurement Conversations. To repeat, because the most
important aspects of performance measurement are social, it is important
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to encourage open dialogue about measurement—‘‘measurement conversa-
tions.’’ Examples of key questions you can ask to stimulate these discussions
include: ‘‘From your perspective, are we measuring what matters most?’’
‘‘What do you do that most directly affects organizational results?’’ ‘‘How
does your work affect the work of others?’’ ‘‘What do you think is most
important to measure about your work?’’

Challenge managers and employees to ask probing measurement ques-
tions, and then to initiate efforts to answer them. But don’t stop there! Chal-
lenge them to create knowledge and wisdom from the data.

Very few leaders ask the ‘‘right’’ questions about measurements—or
even know what the ‘‘right’’ questions are. I see so many examples of leaders
depending on others for their understanding, or being satisfied to rely on
the standard data and interpretations. The measurement conversations in
virtually all organizations need to be significantly upgraded. And, I daresay,
that the higher up the executives, the more they need to question the mea-
surement data and interpretations that are being fed to them.

• Challenge People to ‘‘Measure It.’’ Organizations are full of opinions.
Opinions are fine, but they can make leadership quite difficult if they impede
communication, collaboration, and progress. As former Intel CEO Andy
Grove puts it, ‘‘Altogether too often, people substitute opinion for fact and
emotions for analysis.’’18 When in doubt, challenge people to ‘‘measure it.’’
Measurement substitutes facts for opinion. It will resolve many conflicts,
and it will encourage managers and employees to do less by the ‘‘seat of
their pants’’ and rely less on intuition alone, which, as we saw earlier in this
chapter, is so prone to error.

• Challenge People to ‘‘Make It Measurable.’’ The mere act of making
something ‘‘measurable,’’ even if you don’t actually measure it, can serve as
a powerful communication tool. Performance measures provide a tool for
clarifying expectations, problem solving, understanding, and all kinds of
work discussions. Data tends to ground discussions in reality. Most execu-
tive strategy pronouncements are vague and rarely measurable. When
something remains vague, it seems remote, an abstract idea and not a real-
ity.’’ As Kaplan and Norton proclaim, ‘‘The use of measurement as a lan-
guage helps translate complex and frequently nebulous concepts into a more
precise form that can gain consensus among senior executives.’’19

Nothing creates clarity like agreeing on how to measure something. If
you find that people are talking at cross-purposes in a meeting, simply ask:
‘‘How do we measure that?’’ Forcing measurability reduces the ambiguity
and conflict that so often surround concepts.

• Encourage Integration. In the absence of a system-wide view, each
function contends for investment that optimizes its function, and therefore
suboptimizes the whole. Measuring has too often been prone (and still is to
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a great extent) to assess one process, one person, or one product, out of
context—thus perpetuating the silo-mentality—which is one of the reasons
why many people don’t see much organizational value in it. Holistic mea-
surement is what is needed. Using common measurement frameworks and
cross-functional measures can help break down those barriers—but not
without strong measurement leadership.

• Encourage Measurement Innovation. Some of the most important
levers of competitive advantage are either newly discovered or yet undiscov-
ered. We are learning more every day about how much potential organiza-
tional value is currently not being measured, and therefore not being
effectively managed. If you want your organization to experience the real
transformational power of performance measurement, you will have to help
people move away from measuring just the routine things and using stan-
dard ‘‘metric.’’ Encourage your workforce to be innovative about measure-
ment and direct those who know the most about key areas of your
organization to figure out new ways of measuring internal and external
sources of value.

Even if you don’t change your measurement system right away, these
new measurement suggestions, by their very existence, will get people think-
ing in different ways. Eventually, these embryonic innovative approaches
might lead to the discovery of transformational measures that will transform
your function, your business, and maybe even your industry!

• Measure and Recognize Transformational Performance Measurement
Accomplishments. If you want transformational performance measurement
to be sustained, measure that it is happening! Measure that emergent mea-
sures are being developed and tested. Measure that learning is taking place.
Measure that measurement conversations are occurring. Measure that data
is being converted into information, knowledge, and wisdom. Use all kinds
of measures of progress and learning!

Measurement Leaders
‘‘Measurement leaders’’ are not measurement specialists, but real organiza-
tional leaders in functional areas as well as in senior positions with important
measurement roles and responsibilities. To a large extent, measurement lead-
ership determines whether performance measurement remains ‘‘just data’’ or
creates information, knowledge, and wisdom for others in the organization.

There are many people today who exemplify at least some of the values
and aspirations of transformational performance measurement. In the fol-
lowing pages, I will profile a small number of ‘‘measurement leaders,’’ who
are being recognized for their contributions to transforming performance
measurement. Note that not one of them is ‘‘a measurement person’’—they
are all organizational leaders. The one thing they all have in common is that
they have recognized the transformational power of performance measure-
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ment, and they realize that it is not the act of measurement itself, but what
you do with measurement that counts. I would like to apologize to the many
others whom I have missed. This is intended to be a ‘‘starter list,’’ which
will be added to from time to time.

Michael J. Critelli, Chairman and CEO, Pitney Bowes
Critelli has used performance measurement to focus on new avenues for
growth at Pitney Bowes. He is asking the right questions, and views mea-
surement as an iterative and interactive process. He has said: ‘‘If I can bring
in different frameworks, new lenses, and fresh vocabulary to help spring
people from their entrenched mental models, that may help us to innovate
in strategically creative ways.’’20 Pitney Bowes has reinforced this new per-
spective on growth with new performance metrics. Where the organization
used to ask, ‘‘How many meters did we place, and how many customers do
we have?’’ now it asks, ‘‘How many pieces of mail are we participating in
and how many pennies do we get per piece?’’ Sounds like Pitney Bowes has
discovered transformational measurement!

Bob Galvin, Former CEO, Motorola
Bob Galvin might not have invented Six Sigma, but he understood the poten-
tial and championed it at Motorola. (Dr. Mikel Harry and Bill Smith created
the concept of Six Sigma at Motorola and developed it into the unique blend
of change management and measurement it is today.) Through Galvin’s lead-
ership, the paradigm of quality measurement was fundamentally changed at
Motorola. Clearly Galvin has long understood the positive power of mea-
surement and the ‘‘improvement purpose.’’ My favorite Galvin quote is:
‘‘Anything can and should be measured if you want to improve it.’’21

Jack Welch, Former CEO, General Electric Company (GE)
Jack Welch is well-known for his accomplishment in driving Motorola’s Six
Sigma methodology through GE. To him, it was a major business initiative
that permeated all of GE, and it was the centerpiece of his effort to continu-
ously improve operational excellence and instill deep discipline into the GE
culture. He also successfully applied and popularized it as a major part of
leadership development. At GE, leaders are expected to lead measurement
initiatives. They can delegate the details, but not the leadership. A favorite
Jack Welch quote is the following: ‘‘Only integrity can keep measurement
systems from being exercises in paper-pushing.’’22 How true!

Larry Bossidy, CEO, Honeywell International
Larry Bossidy learned Six Sigma when he was a direct-report to Jack Welch
at GE. When he left GE, he used it to drive improvement at Allied Signal
and then at Honeywell International, which was formed through the merger
of Allied Signal and Honeywell. In addition to his leadership in promoting
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Six Sigma, Bossidy has been cited many times in this book, and is especially
recognized for his concept of the ‘‘social engine’’ (the conversational proc-
ess around strategy execution) which became the hallmark of his personal
leadership philosophy. Bossidy is a major champion of the fact that effective
measurement is the fundamental key to effective strategy execution.

Jack Stack, President, Springfield Remanufacturing Company
Jack Stack is the originator of ‘‘Open Book Management.’’ He came up with
the ideas when he was faced with transforming a dying division of Interna-
tional Harvester into Springfield Remanufacturing Company, which became
one of America’s most successful small companies. Much of the new empha-
sis on ‘‘financial literacy’’ is a result of Stack’s pioneering efforts. In a com-
pany fully employing Open Book Management employees tend to become
very knowledgeable about how their job fits into the company’s financial plan.

Josh Weston, Former Chairman and CEO, Automatic Data
Processing (ADP)
When Josh Weston assumed leadership at ADP, he assumed the self-
appointed role of the ‘‘chief measurement officer as well.’’ As he explained it:
‘‘When I became COO, I decided it was my job to become involved in guid-
ing the design of our reporting and measurement systems. . . . I wanted to
shape metrics for managers—numbers that would help us design, reinforce,
and evaluate business strategies and motivate employees to implement them
effectively.’’ Weston also appreciated the social and interactive nature of
performance measurement and understood the transformational power of
emergent measures. He explained that in less than a year, ADP had devel-
oped a dozen high-leverage measures. And he boasts, ‘‘Now we have fifty.’’23

Carlos Ghosn, CEO, Nissan
Carlos Ghosn was responsible for the turnaround of Nissan Motor Co.,
Ltd. from a Japanese also-ran to one of the most successful and innovative
companies in the world. In 2005 he was named President and Chief Execu-
tive Officer of Renault S.A. as well, and has done a similar turnaround there.
He also has understood the importance of measuring and managing in
tough times. As he explains: ‘‘My goal was to find existing assets in the
culture that I could use to leverage change.’’24 While Ghosn appreciated the
Japanese’s thoroughness at problem-solving, he was not a fan of the slow
speed with which they did it. An example of a transformational measure he
came up with is ‘‘problem-solving cycle time’’—the elapsed time between
the time a problem is detected and the time at which its resolved.

Steve Bennett, CEO of Intuit
Steve Bennett is another graduate of the ‘‘Jack Welch School’’ at GE. Since
he took over as Intuit’s CEO in 2000, revenue growth has surged and op-
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erating profits have soared—even in the middle of the technology recession.
Bennett is known inside Intuit for the measurement-based, performance-
driven culture he has created. He is known for continually asking executives
questions like: ‘‘What are the critical few drivers of revenue growth and how
can we measure them?’’25 He takes a very social and high-leverage approach
to performance measurement by focusing on key drivers, measuring the
critical few, and asking the right questions.

Leo Pujals, Founder of Telepizza (Spain)
Leo Pujals left a comfortable career with Johnson & Johnson to start a pizza
restaurant that became a chain, growing from one restaurant to 1,000 in
less than ten years. He began by stuffing neighborhood mailboxes with pro-
motional fliers. Keeping an accurate count of the number of fliers delivered
and the number of orders received, within months Pujals knew precisely
how many fliers had to be delivered each day in order to receive the desired
number of telephone orders. As profits began to mount, he had a replicable
‘‘blueprint for success.’’26 Pujals also realized that by measuring the orders
received, he always knew the response rate from his advertising, and how
much he needed to invest in order to keep his restaurants buzzing and tele-
phone ringing.

Rudolph Giuliani, Former Mayor, New York City
Everybody knows of Rudy Giuliani’s leadership after 9/11, but few know
that his success as mayor of New York City was more due to his leadership
of the CompStat program that was responsible for dramatically reducing
the city’s crime rate. CompStat is a computer software program that pre-
dictively measures crime by generating electronic ‘‘pin maps’’ of crime loca-
tions citywide based on initial reports, rather than waiting for fully verified
incidents. The idea was to take the biggest dot on the CompStat map and
‘‘make it go away.’’ The most important component of the CompStat proc-
ess was the social interaction around the data. It was during regular meet-
ings that the trends were discussed and commanders were held accountable
for solving problems. Giuliani attributed the success of the process to the
CompStat meetings, rather than the measurement software. As he said,
‘‘After eight years, I remain electrified by how effective those CompStat
meetings could be.’’27

Glen Renwick, CEO, Progressive Insurance Company
Glen Renwick is a great example of a leader who really ‘‘gets it.’’ He believes
in open and honest measurement to an extent rarely seen. As Renwick says,
‘‘When you have information, you should disclose it, good or bad, exactly
as it is.’’ Renwick views his job primarily as a ‘‘strategist.’’ He says, ‘‘I should
be evaluated long term on a body of work and collection of results, rather
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than a quarter by quarter estimate.’’28 He is the antithesis of so many leaders
today who are in bondage to Wall Street analysts. Renwick is adamant that
‘‘the numbers’’ are what they are, so he feels no need to manipulate them,
and he and his organization have found that being open pays off, because it
builds trust and higher performance.

Brian Pitman, CEO, Lloyd’s Bank
When Brian Pitman became chief executive of Lloyd’s Bank in 1983, he
found a company that was confused and faltering. One of his first acts was
to convince his board, and subsequently the management team, that they
should decide on a single performance measure to assess overall perform-
ance. After some discussion, return on equity (ROE) was selected as the
key measure. However, the key point here is not what measure was selected,
but rather how Pitman socialized the new measurement within the bank.
Pitman realized the power of a single transformational measure to focus a
disparate organization. ‘‘For people to be truly committed to a strategy of
shareholder value creation,’’ says Pitman, ‘‘they have to believe in it . . . If
they adopt such convictions—and don’t simply pay lip service to them—it
will change the way they run their operations.’’29

Gary Loveman, CEO of Harrah’s Entertainment
Gary Loveman started as Harrah’s COO in 1998 and became its CEO in
2003. As CEO, Loveman is leading Harrah’s Entertainment to success
using the power of measurement. Loveman admitted that before he discov-
ered how to measure, ‘‘My ability to manage our performance was under-
mined by my inability to measure it.’’ Loveman is one of the pioneers in
both customer profitability and business intelligence. His major weapons
have been a business intelligence initiative, and Harrah’s Total Rewards loy-
alty program. In order to achieve outstanding loyalty, each aspect of a prop-
erty’s service delivery is measured. Actions are taken to optimize service and
revenue from the ‘‘best customers.’’ The success of this approach helped
Harrah’s debunk an industry myth that customers are loyal to a location
(such as Las Vegas or Atlantic City), not to a casino or a brand.

Billy Beane, General Manager, Oakland Athletics Baseball Club
Michael M. Lewis made a celebrity of Billy Beane, general manager of the
Major League Baseball team Oakland Athletics, in his best-selling book
Moneyball: The Art of Winning an Unfair Game.30 By changing the strate-
gies that produce wins on the field, the Athletics became competitive with
the New York Yankees and others who spend millions more annually on
their players. The combination of his counter-intuitive based thinking and
his data-based system for finding value has proven itself extremely effective,
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and has ensured Billy Beane a place in the performance measurement Hall
of Fame (if not the baseball one)! Now other teams, like the Boston Red
Sox, are using this measurement-based approach to talent selection, and it
has even begun to permeate other professional sports.

Frederick W. Smith, Chairman and President, FedEx Corporation
Founder and CEO of FedEx, the world’s largest express transportation
company, Fred Smith really understands how to leverage the power of tech-
nology-enabled measurement. He is a firm believer in that ‘‘You can’t man-
age what you can’t measure.’’ FedEx replaced its single measure of quality
performance (percent of on-time deliveries) with a 12-component index,
Service Quality Indicator (SQI), which every day provides a mathematical
measurement of FedEx service levels. The company also has a well-developed,
thoroughly deployed management assessment system called Survey/Feed-
back/Action (SFA), which enables managers to develop written action plans
for improvement and greater efficiency. At least in part because of the posi-
tive use of this data, over the last five years, 91 percent of employees re-
sponded that they were ‘‘proud to work for FedEx.’’

Needed: The Role of Chief Measurement Officer (CMO)
As strong as each of these leaders have been, several times in this book I
have alluded to the need for someone at the ‘‘C-level’’ who can be responsi-
ble for the overall transformation and leadership of an organization’s total
measurement system. Think about who is responsible for measurement in
your organization. Probably, there are several people. Now think about who
is responsible for the transformation of performance measurement. Proba-
bly, no one. And there is probably no one in the position to even acknowl-
edge the need.

Who owns performance measurement in general? Probably, each func-
tion. In fact, it is my guess that there is no unified performance measure-
ment system in your organization to be owned. Who owns the forecast? It
probably depends on which forecast. Who is responsible for learning about
measurement? Probably, no one. And the list of questions, and unsatisfac-
tory answers, could go on and on.

When we view performance measurement as an organization-wide man-
agement system, and not as a financial or technical measurement one, it
becomes clear that we must look outside of the traditional leadership struc-
ture. In that regard, we can all take our cue from the examples provided by
the measurement leaders discussed above. All of them were recognized for
their historical contributions to an emerging field. As the concepts and prin-
ciples in this book become more widespread, I fully expect that future lists
will become larger and larger, eventually including measurement leaders in
your organization—perhaps even you!
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Learning About and
from Measurement

Nothing is more important for transforming performance measurement
than learning. Learning about and from performance measurement

can make a huge difference in how people relate and respond to it—and to
each other. In this chapter we discuss the importance of learning about
using measurement transformationally and learning from measurement.

Transformational Learning
Most learning is informational, not transformational. Transformation is
about trans-form-ation, a ‘‘change in form.’’ Learning aimed at increasing
our store of knowledge or existing repertoire of skills is valuable, but it
doesn’t promote change of form. Organizational learning expert Jack Mez-
irow believes that transformational learning (or ‘‘transformative learning,’’
as he refers to it) must not only change ‘‘what’’ we learn, but ‘‘how’’ we
learn.1 It isn’t just about quantity or quality of knowledge, but also the ‘‘ways
of knowing.’’ As such, transformational learning involves ‘‘learning about
learning’’ (or what some might call ‘‘meta-learning’’). So the process of
learning through changing the way learning takes place in our organizations
is transformational learning!

It is vital that we transform what is measured, how it is measured, and
what is done with the measurement. Transformational performance mea-
surement is performance measurement that is constantly learning about it-
self, and improving itself.

The Process of Learning
Learning is how we acquire knowledge—our ‘‘know what,’’ ‘‘know why,’’
and ‘‘know how’’ about the world. Our ‘‘know what’’ gives us our basic
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information about what exists; our ‘‘know why’’ tells us why things happen;
and our ‘‘know how’’ tells us ‘‘how to do’’ things (our skills). All of us are
products of our learning, or lack of learning. Truly successful people are
not only those who possess greater knowledge, but are also the most adept
at the process of learning.

In school, the test is the primary measure of success, and it creates ex-
pectations for what should be learned and what should be taught. Most
traditional learning involves the transfer of ‘‘content’’ from a teacher to stu-
dents, who are rewarded for passively absorbing content and then repeating
it back on a test. The test tends to measure information acquisition more
often than true knowledge and understanding. What is ‘‘on the test’’ is what
directs learning, and most teachers ‘‘teach to the test.’’

This kind of testing also reveals much about the dangers inherent in
the basic principle of measurement (‘‘you get what you measure’’), because
learning is typically deemed to be ‘‘successful’’ when the student can pass a
test—whether anything useful has been learned or not.

In the workplace, it is much the same. Workplace ‘‘students’’ also tend
to learn what is measured, whether by a test, by completing a class, or
demonstrating on-the-job what was learned in class. Sometimes they aren’t
measured at all—which is why organizations tend to get ‘‘the learning they
measure’’—or, more aptly, the lack of learning they don’t measure.

Just as in school, this leads to conformity to an established body of
knowledge. People learn to do their jobs according to expectations and are
tested on the ‘‘scores’’ they attain on their performance measures, which are
rarely linked to any meaningful learning. The routine things are measured
in other organizational areas as well, such as the project manager who gets
credit for a project that, though worthless, was completed!

When we think of the ‘‘curriculum’’ in the workplace, we tend to think
of ‘‘subjects’’ like standard operating procedures, rules, enforcement, moni-
toring, and compliance. Employees learn that they are ‘‘strongly encour-
aged’’ to learn and comply with the ‘‘the way we do things around here.’’

Actually, traditional learning and performance measurement are at the
very heart of why it is so difficult to change organizations. Because people
do what they are measured on, it is critical that we measure the right things.
But rarely is this the case.

When people become creative, it is usually in spite of the formal educa-
tion or workplace performance measures. Creative answers lie outside of
the traditional curriculum. Measuring the amount of content absorbed does
not measure innovation or the capacity for it.

For successful people, the key to their success does not lie as much with
the content they have assimilated as with their ability to be creative beyond
the standard curriculum.
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The Learning Loop
All learning occurs through a kind of iterative loop. The learning process
depicted in the diagram below shows that, as a first step, people engage in
some learning ‘‘experience,’’ such as attending a lecture, reading a book,
or just doing some work. The second step is ‘‘observation’’—something
is observed or gleaned from that experience. The third step is ‘‘internal
change’’—something happens in the brain if learning has occurred. Then,
there is another experience, which might be an opportunity to apply the
internal change (which is really the ‘‘learning’’). So, the loop is:

Experience ➡ Observation ➡ Internal Change ➡
Experience, and so on

The internal changes can take many different forms. Knowledge can be
acquired and simply added to memory; it can become ‘‘know-how’’ that is
eventually turned into skill; or it can progressively alter the store of internal
knowledge to make our knowledge base increasingly richer.

Internally, learning occurs through assimilation and accommodation.
Assimilation is absorbing what we are told, while accommodation is the
‘‘struggle’’ to try to fit what we are told, or what we have learned through
experience, into our existing store of knowledge. Good learning isn’t neces-
sarily easy. Actually, the more struggle we experience in learning, the deeper
the learning becomes.

This is similar to the process of converting data into information, knowl-
edge, and wisdom. For the most part, what is taught or learned is data or
information. In formal learning, it is mostly information, since the instructor
has already converted the raw data into informational content. However, in
informal learning we are often confronted with new data, and therefore have
to start at the beginning. This can be an advantage, since it gives us the
opportunity to perform our own data-into-information conversion, rather
than relying on someone else to do it. And when we convert data into infor-
mation, it can actually enhance the quality of knowledge we acquire since
‘‘we did it ourselves.’’ It is also likely to be more meaningful to us.

When we really understand the information, it becomes knowledge. That
knowledge can be used together with other knowledge and experience to
eventually produce wisdom. That’s why people with a certain level of experi-
ence tend to be wiser than those who might have a lot of education but lack
experience. The better organized our internal knowledge is and the better
our learning tools are, the more effective and efficient we will be in convert-
ing information into wisdom.

Contrary to what we may think, most learning does not occur in formal
settings. Most of what we learn, we learn through experience and experi-
mentation in everyday life. Some estimates are that as much as 90 percent
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of lifelong learning occurs informally. This kind of informal learning is per-
vasive, continuous, and profoundly social in organizations. It happens wher-
ever people do their work: on a shop floor, around a conference table, on-
site with customers, or in a laboratory. Most people are continuously
learning.

Single-Loop and Double-Loop Learning
There are two types of learning: single-loop and double-loop.2 Single-loop
learning occurs when there is a single feedback loop, with individuals modi-
fying their actions according to the difference between expected and ob-
tained outcomes. This is an ongoing error-correction process that continues
until an acceptable level of knowledge or action is achieved. The most
common example of single-loop learning is a thermostat set on a particular
temperature. The heating system then attempts to find that set-point tem-
perature. When it does, it stops ‘‘learning.’’ Single-loop learning is also ex-
emplified by increasing competence in an already-acquired skill, until a
satisfactory level of competence is attained. With single-loop learning, prac-
tice, feedback, error correction, and repetition will improve your ability at
whatever you are currently doing. Becoming more adept at using the same
measure is a good measurement example of single-loop learning.

In double-loop learning, individuals question the very content of the
learning, test those beliefs they have taken for granted, and challenge the
expectations, values, and assumptions that led them to adopt the knowledge
or engage in the actions in the first place! If they are able to modify expecta-
tions, then a second-order, or double-loop, of learning has occurred. If the
thermostat could ask questions about why it is doing what it is doing, that
would be a case of double-loop learning.

As such, double-loop learning can be thought of as ‘‘learning about
single-loop learning.’’ Double-loop learning is important if people want to
achieve more than increased efficiency in doing the same things. As people
experiment with new and different approaches, double-loop learning is tak-
ing place. Innovation and transformation are double-loop processes. Wal-
Mart and Amazon.com are great examples of companies that learn through
experimentation. Both companies are not reluctant to try something new,
but they don’t deploy innovation without testing it first. They are committed
to learning from measurement.

In performance measurement, questioning existing measures and adopt-
ing new ones (transformational and emergent measures) are examples of
double-loop learning. After double-loop learning has occurred, then single-
loop learning can take over again, and we can improve the use of the new
method or measure. At its best, performance measurement should be a con-
tinual interplay of double-loop and single-loop learning—double-loop to
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question existing measures and experiment with new ones, followed by sin-
gle-loop to fine-tune the new measures.

The nature and relationship of single- and double-loop learning are de-
picted in Figure 10-1.

Most learning is the single-loop variety, because the objective is to be-
come more knowledgeable or more skilled in a particular area. For example,
an accountant learning the standard method for computing profits and a
supervisor improving her performance appraisal skills are examples of sin-
gle-loop learning. In contrast, an accountant questioning the validity of the
standard method for computing profits and a supervisor deciding to adapt
a new performance appraisal method might be considered examples of dou-
ble-loop learning. In each case, rather than just getting better at the same
approach, the validity of the very approach that was previously learned is
challenged.

The more deeply rooted an existing approach, the more difficult double-
loop learning is. That is why people who are particularly good at doing
something are often the most resistant to learning something new. This is
particularly true in traditional disciplines and functions. Performance mea-
surement, for example, is deeply entrenched in the functional psyche and is
extremely resistant to double-loop learning. That’s why people in organiza-
tions tend to use the same ‘‘metrics’’ over and over again.

Transformational Measurement and Double-Loop
Learning
The distinction between single-loop and double-loop learning is particularly
important for transforming performance measurement. Increasing profi-
ciency with existing performance measurement methods is single-loop
learning; questioning and changing existing methods is double-loop learn-
ing. Single-loop learning is great for traditional mass-production manufac-
turing. The single-loop mindset created mass production, and it drives it to
new levels of increased efficiency. It is also great for practicing existing
skills. For example, practicing estimating, based on existing principles, is

FIGURE 10-1. SINGLE VS. DOUBLE-LOOP LEARNING.

Assumptions Action Consequences

Double-loop learning

Single-loop learning
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single-loop learning. However, single-loop learning doesn’t challenge what
is being done. So, if the parameters for estimating need to be challenged to
increase accuracy, don’t rely exclusively on single-loop learning.

By contrast, double-loop learning is looking at things through a new
lens, which helps us to see the same things in a new way, but also to see
new things. In the traditional mass-production manufacturing world, there
are limited new things to see. However, in the new world of services and
intangibles, there is an enormous amount of value that is not being seen, or
not being seen clearly enough to manage effectively. That’s why organiza-
tions everywhere are wasting some of their most important sources of value
creation—customer relationships, supply chain partners, employees, and
knowledge and intellectual capital that is not captured, enhanced, or ex-
ploited. All the Six Sigma projects in the world won’t help organizations see
things with a new lens, because, as valuable as they are for driving efficiency,
they all use standard, single-loop ‘‘metrics.’’

As Michael Hammer explained, ‘‘Six Sigma can ensure that a process is
performing as it was designed to . . . but it is powerless to create an alterna-
tive framework.’’ This is where Six Sigma and transformational measure-
ment could work hand-in hand, with double-loop learning enhancing
single-loop learning, which, in turn, can enhance double-loop learnings.

Chances are, the performance measurement system in your organization
is predominantly single-loop—concerned with doing the same things better.
However, unless performance measurement is double-loop, many of the
measures you are using might very well be obsolete. Double-loop learning
is about continually challenging what is taken for granted, and seeking
whether there might be a better way. The single-loops are always being
challenged—not for the purpose of destroying them, but for the purpose of
continually improving the effectiveness of the total system.

Although all individuals and organizations are constantly learning, al-
most all of the learning is single-loop learning, as people become better at
doing the same things. This is not necessarily bad, but it won’t transform
anything. An organization that uses the same KPIs (key performance indi-
cators) over and over again is destined to get the same results—no matter
how well they are measured. Today’s competitive pressures require not only
more skilled players, but also better strategies for winning the game. Single-
loop learning alone is no longer sufficient. In fact, it can be a hindrance.
Organizations that are too good at single-loop learning can actually be at a
disadvantage!

Organizational Learning
While individual learning is concerned with improving individual capacity,
organizational learning is focused on enhancing organizational systems and
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the organization’s capacity for performance. Transformational performance
measurement is just that—using performance measurement in new ways to
enhance organizational systems and the organization’s capacity for per-
formance. When an organization ‘‘systematizes’’ organizational learning
(makes it happen routinely), it is said to be a ‘‘learning organization.’’ Peter
Senge describes a learning organization as a place where people are contin-
ually discovering how they create their reality—and how they can change
it.3

Organizational learning is learning that involves an entire organization
or organizational entity. It almost never takes place in a classroom, nor does
it use a standard curriculum. It is not about a particular content or set of
methods. Organizational learning is action learning that is accomplished in
the work environment and is usually integrated with work.

Transformational measurement is a great way of facilitating organiza-
tional learning, and organizational learning, in turn, is a great way of foster-
ing transformational measurement. Remember the measurement scenarios
and snapshots in Chapters 4 and 5? The people described in them are ex-
cited about measurement and how it can help them to learn and improve.
For them performance measurement is not boring or threatening, it is posi-
tive and motivating. It is organizational learning in action. The reason for
this is that this kind of measurement can provide the kind of visibility, clar-
ity, and interactivity needed for practical learning at work. When you are
sitting in a classroom, you are probably passively listening to a lecture.
When you are measuring or dialoging about measurement, you are learning
by doing.

It is vital that organizations empower people to transform the work they
do, not just learn how to do the same work better. This kind of learning
can lead to a much deeper understanding than could ever occur through a
traditional learning activity. The questions and patterns of interaction in
transformational performance measurement are clearly those of a healthy
double-loop learning system. But this involves risk, and it’s risk that most
people don’t want to take. ‘‘Why should we look at things differently?’’ ‘‘We
don’t need new measures—our metrics are just fine—we’re just not doing
as well as we would like on them.’’ ‘‘If the measure isn’t 100 percent valid
and reliable, we don’t even consider it.’’ If these kind of comments don’t
sound familiar to you, then your organization is already more advanced
than most.

Occasionally I see some examples of organizational learning, such as
asking questions, engaging in dialogue, cross-functionally interacting, pro-
actively measuring value and effectiveness, implementing measured experi-
ments and pilot projects, talking about what is being learned through
measuring, and so on. But rarely. One of the most remarkable organiza-
tional learning activities we will hopefully see increasingly occur in the fu-
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ture is the effort of a cross-functional team attempting to measure a
difficult-to-measure construct. This is real organizational learning in action.
This is the kind of double-loop learning with respect to measurement that
needs to be commonplace in organizations that want to win in the twenty-
first century.

Why Smart People Do Dumb Things
So, why isn’t this kind of active learning the norm in most organizations
today? Organizational psychologist Chris Argyris presents the basic prob-
lem of learning for both individuals and organizations.4 Even when we
engage in learning, there are individual and organizational ‘‘learning disa-
bilities’’ that not only prevent optimal learning, but also prevent effective
performance. Argyris notes that most people are quite smart, but that to
succeed, they’ve learned to find ‘‘correct’’ answers (even if they are the
wrong answers), and they tend to ignore or cover up the ‘‘incorrect’’ ones
(even if they are actually right). This happens because of ‘‘blind spots’’ in
what people see. These tendencies are exacerbated in organizations, and are
often reinforced by existing measurement systems.

When smart people with learning disabilities are put together in groups,
‘‘reverse synergy’’ occurs, and the whole actually becomes significantly less
than the individuals. That’s why organizational learning guru Peter Senge
rhetorically asks, ‘‘How can a team of committed managers with individual
IQs above 120 have a collective IQ of 63?’’5 Below are a few examples of
learning disabilities that may shed some light on this issue:

• Labeling. There are all kinds of habits of thought, perceptions, and
emotions that can cause our minds to distort reality. Our thinking tends to
be subjective and self-serving, and we often tend to ‘‘label’’ things the way
we want to see them, rather than the way they really are.

• Fixed Mindsets. Much of our idiosyncratic view of things is caused by
our ‘‘mindsets’’ or ‘‘mental models.’’ According to Peter Schwartz, fixed
mindsets are attitudes about every situation in our lives and every person
we come across. ‘‘In many cases, our mindsets have been built up, slowly,
from childhood and may not have much to do with actual reality.’’6

• Filtering. All people tend to unconsciously filter information, preferring
good news, or information that confirms our preconceptions and self-
image.

• Tunnel Vision. This is the tendency to focus on one thing at a time, to
take things out of context (‘‘fragmentation’’), or to pay attention only to the
most recent, the most familiar, the traditional, or the short-term.

• Justification. We all have a tendency to seek out information that con-
firms that we did indeed make the right decision. But if perchance we didn’t
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make the right decision, our minds are very adept at dealing with the result-
ing ‘‘cognitive dissonance’’ through denial, defensiveness, or rationalization.

• Habit. All human beings are creatures of the past, and of habit. A lead-
ership survey of executives who were asked to name ‘‘the things that get in
the way of effectively executing business strategy’’ found the highest rated
responses were ‘‘the past, and habits.’’

• Target Fixation. Slywotsky and Morrison specifically warn executives
to avoid an extremely dangerous ‘‘relative’’ of tunnel vision. As they explain,
‘‘One of the biggest risks to a dive-bombing aviator was called ‘target fixa-
tion.’ The pilot could get so focused on keeping the sight on the target, to
ensure an accurate drop that he or she forgot the altitude and flew the
plane right into the ground—excellent micromanagement of the current
measurement (‘Are we on target?’), but no connection to the broader real-
ity.’’7 The authors blame this bias for such organizational leadership errors
of judgment as: fixating on increasing the market share of yesterday’s prod-
ucts and on the revenue growth of commoditized products, focusing exces-
sively on reducing manufacturing unit costs when value is created elsewhere
in the value chain, being the first to market with the wrong product, and
defining quality by internal statistics that don’t reflect quality in terms of the
customer.

• Conformity. Another source of bias is associated with group dynamics,
especially the pressures toward conformity to the will of the group. As we
all know, there are literally thousands of examples of this!

Unfortunately, smart people do dumb things all the time in organiza-
tions. As renowned psychologist William James summed it up: ‘‘A great
many people think they are thinking when they are merely rearranging their
prejudices.’’8 That is why many individuals, functions, disciplines, and orga-
nizations hold on doggedly to existing measures—even when they are
shown to be inadequate and lead to sub-optimization and other dysfunc-
tional negative consequences.

How Performance Measurement Can Help
Probably the best way to reduce biased thinking and flawed habits is through
the effective use of performance measurement. Without good measurement,
bias will almost always win, and performance will lose. To slightly rephrase
what I said in Chapter 1, ‘‘In the absence of data, anyone’s biased opinion
is as good as anyone else’s.’’ Although we can never eliminate our personal
biases, we can reduce their negative impacts by becoming more aware of
them.

But even when people become aware of their biases, the habits still re-
main. To replace a habit often requires a disciplined approach that most
people (especially people who pride themselves on their intuition) resist.
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That is one reason why disciplined measurement can be so effective. Mea-
surement provides a new, more objective lens for confronting reality—
seeing it for what it really is. It can help check our biases and prevent costly
errors in judgment, which otherwise we might not even ‘‘see,’’ especially in
the ‘‘heat of battle.’’ Measurement can help make decisions more objective,
disciplined, and less political. This is one of the things that has made Six
Sigma so successful.

But it will only work if done well and with wisdom. That’s why I urge
you to consider reviewing some of the books on measurement literacy and
on logical thinking included in the notes for this chapter.9 There is a wealth
of knowledge that can be learned from these discussions of how easily our
thinking is distorted by numbers.

Also consider two of the Transformational Measurement Action Plans in
Chapter 14: Section 32, Information Orientation, and Section 33, Informa-
tion Proficiency. Information Orientation is a measure of how well an orga-
nization uses information and Information Proficiency is about measuring
how well individuals use it. In this day of enormous progress in Information
Technology, it sometimes seems as if the richer we are in data and informa-
tion, the poorer we are getting at making good decisions.

Learning New Ways of Thinking About Performance
Measurement
As devastating as making wrong decisions can be, it is even more damaging
if nothing is learned from the mistake. In organizations today, most people
are not able to learn from their experiences. The most transformational indi-
viduals and organizations are those that openly confront the reality of mis-
takes, and spend the time to learn from them.

Unfortunately, most individuals and organizations spend a dispropor-
tionate amount of time recounting their successes and glossing over their
failures. This is a surefire recipe for mediocrity. While success is great, we
don’t tend to learn very much from it. Most people feel much more comfort-
able sharing their ‘‘best practices’’ (which tend to come from reflection on
successes) than their ‘‘lessons learned’’ (which are derived from failures and
mistakes). I have seen so many ‘‘lessons learned’’ meetings in which team
members try their hardest to come up with mistakes that don’t reflect too
badly on them, rather than being brutally honest about what happened and
what should be learned. It is much like a person answering a job interview
question, ‘‘What is your greatest weakness?’’ by saying, ‘‘I work too hard.’’

Honest acknowledgment of failure is an invitation to learn. Denying fail-
ure or discounting it is antithetical to a learning organization. Properly used,
measurement is one of the most powerful learning tools there is. Improperly
used, it can serve to reinforce biases and perpetuate ignorance. Consider an
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interactive meeting during which everyone describes the five or six biggest
mistakes they’ve made during the year—and how they have learned from
them! Can you imagine the positive, transforming impact that discussion
would have on future organizational decisions?

The Keys to Transformational Learning
The kind of learning described above requires a context that is open enough
to support it. As you know, the keys to transformational measurement are
context, focus, integration, and interactivity. The same is true for transfor-
mational learning. Is there an environment in your organization that is con-
ducive to measuring the truth? Is your organization focusing on measures
that are the most important for creating value? Does your measurement
approach foster organizational integration and alignment? Is the measure-
ment being done interactively and iteratively? All of these reflect learning—
and not just any type of learning, but a lot of double-loop and active
organizational learning.

If the context is trending in a positive direction, you should be seeing
organizational learning increasing as evidence of that. If there is an effort
being made to continuously find the right transformational measures, there
will be double-loop learning occurring. If a high degree of interactivity is
occurring, then it is virtually guaranteed that organizational learning is oc-
curring.

The following sections include some topics in what I would call an ‘‘Ac-
tion Learning Curriculum’’ for a new kind of measurement literacy.

Inquiry vs. Advocacy
In most organizations, people rise to the top through successfully advocat-
ing their own opinions, ideas, and agendas. The relative importance of ad-
vocacy is probably inevitable. However, the key to both transformational
learning and transformational measurement is inquiry. Inquiry is the ability
to ask a question that hasn’t been asked before—the ability to inquire, not
just dictate or advocate. According to Peter Senge, ‘‘Genuine inquiry starts
when people ask questions to which they do not have an answer.’’ However,
he adds, ‘‘That is rare in organizations.’’10

Permission to Question
In a double-loop learning environment, people must be willing to openly
share and test their perceptions, intentions, and theories with reality and
learn from the discrepancies. ‘‘What do these measurements really mean?’’
‘‘Where did these numbers come from?’’ ‘‘Who did the measuring?’’ ‘‘Do
they have any ulterior motives?’’ In a double-loop learning environment,
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people are not afraid to question the numbers, or the theories that gave rise
to the numbers.

Permission to Experiment
Few managers realize how powerful the mere act of trying to make some-
thing ‘‘measurable’’ can be—even if they never actually collect data. Just
discussing the definition of new measures can be a transformational learn-
ing opportunity. In fact, that’s how most transformational measures
begin—as a hypothesis by someone who dares to put forward an idea that
challenges the conventional wisdom.

And this is exactly how some of the intangibles that currently defy mea-
surement (and therefore are poorly managed) will someday be routinely
measured! Someone simply needs to step forward and begin the discussion
by asking: ‘‘How do we measure that?’’ without being afraid to suggest that
it be measured in a qualitative or even subjective way. But this isn’t going to
happen in an organization with a negative context of measurement, or
where people don’t feel empowered to do so.

One of the key concepts in this book is that emergent measures are
almost never able to be measured in the traditional purely objective, quanti-
tative ways, and when we try to do so, we often devalue or trivialize them.
People need to be educated in the new rules of transformational measure-
ment. Some new measures will require people to make ‘‘educated guesses.’’
If so, then organizations had better start educating the guessers!

Furthermore, enormous learning occurs through the use of subjective
assessments and self-assessments. However, most people are unprepared to
take advantage of the challenge, because they are accustomed to be defen-
sive. That is only natural, but for performance measurement to be trans-
formed, it is vital that the climate for learning from measurement be
transformed.

Supporting Measurement Conversations
Most people in organizations are accustomed to being told what to do. As
such, measurement becomes little more than an accountability mechanism.
No wonder people don’t feel much ownership in current measures—they
have had no active involvement in them. Few people will be very excited
about being told to ‘‘measure this.’’

In addition, almost all of this traditional learning about measurement is
single-loop learning, and certainly much of this can be delivered through
presentations, either live or recorded. But true double-loop learning cannot
occur through one-way presentations, or even question-and-answer ses-
sions. This kind of learning will only happen interactively!

These measurement discussions can become true learning situations in
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which participants can examine and modify their existing measures, as long
as managers and employees are given the opportunity to converse about,
and question, the current approach.

Facilitating Conversations Around Measurement Frameworks.
As discussed at length in Chapter 8, measurement frameworks are invalu-
able for helping people see and understand the ‘‘big picture’’ view of the
organization, and to make the connections between elements that are not
apparent in everyday work. This is a great opportunity to discuss ‘‘line of
sight’’ connections between what employees are doing and measuring, and
organizational results. Nothing is a more powerful stimulus to learning than
conversations around measurement frameworks. As Michael Hammer said,
the most important thing you can do for your company is to help everyone
understand the business in the same terms as the CEO.

It is important to discuss what the measures mean, how they are related,
and, most importantly, to compare the theory of the business with the opera-
tional reality—to make explicit observations about how employees connect
with customers, and how they connect with the business plan and the bud-
get process. So far so good, but too often measurement frameworks are
treated as if they were hard-wired. Measurement frameworks are not irre-
futable fact. Most of the time, people tend to just seek confirmation of the
existing frameworks, rather than really test or try to improve them.

Some of the measurement framework conversations can revolve around
questions such as: ‘‘What does the evidence (data) say?’’ ‘‘Is this logic cor-
rect?’’ ‘‘Why were the measures selected?’’ ‘‘What is most important to
customers?’’ ‘‘Are these priorities reflected in the measurement frame-
work?’’ or ‘‘Is there anything else that should be measured?’’

Just think how much employees can learn by considering the conflicts
and trade-offs between operational performance measurements and cus-
tomer-focused measures for both external and internal customers. In many
cases, operational measures are in diametrical opposition to positive cus-
tomer- and user experiences. For a learning organization, of course, this is
not a problem, but a wonderful opportunity to find an optimal trade-off.

Generating Greater Understanding of Value Creation and
Destruction.
If your organization has a strong ‘‘theory’’ of the purpose and direction of
the business, then you particularly want measurement that gives visibility to
the factors you consider important to success. Visibility in itself becomes a
powerful tool to influence effort. The fact that you bother to measure some-
thing draws people’s attention to it. Unfortunately, value creation (and de-
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struction) are rarely overtly visible. Most managers and employees don’t
really know if they are creating or destroying value by their actions.

People should be actively involved in discussions about how more value
can be created, and less value can be destroyed—whether through egre-
gious waste, minor leakage, or just evaporation. Just think how many in-
stances there are of people inadvertently destroying value in almost every
area of every organization around the globe. Consider how many organiza-
tions still hold on to antiquated assumptions about customers (‘‘All custom-
ers are profitable’’ and ‘‘All customer churn is bad’’), about employees (‘‘All
employee turnover is bad’’), about market share (‘‘All market share is
good’’), and about revenue (‘‘All revenue is good’’). Only increased double-
loop learning will stop the bleeding!

Interpreting Numbers and Statistics
It isn’t important that everyone in an organization be able to interpret so-
phisticated statistics as they apply to individual function and responsibility.
But in order to transform performance measurement, people have to be
willing to discuss and challenge ‘‘the numbers.’’

Organizations are very quick to adopt new quantitative measures, and
those numbers are often blindly accepted as reality. Because numbers have
the appearance of credibility, it is often difficult for most people to chal-
lenge, or even question, them. Most people accept the numbers, but don’t
really understand or learn from them. That is why it is important that people
in your organization not be intimidated or deceived by quantitative mea-
surements.

Many managers react to numbers the way they do to any elevator door
opening; they take action without thinking about whether it is the right thing
to do. W. Edwards Deming warned about the danger of reacting to isolated
numbers. He always advised his clients not to look at isolated numbers, but
to look at patterns.11 Nothing is more revealing than to track the variance
of a process using statistical process control charts. Nothing is as important
to understand as variation. In fact, Deming called the failure to understand
the nature and interpretation of variation the central problem of manage-
ment. What is vitally important is what H.G. Wells called ‘‘statistical think-
ing’’ (not to be confused with calculating statistics). He predicted that
statistical thinking will one day be as essential as the ability to read and
write.

It is important that employees feel empowered to question the num-
bers—both financial and nonfinancial. For example, if someone says,
‘‘We’re averaging 90 percent customer satisfaction,’’ which sounds pretty
good, I would immediately ask questions about the ‘‘range’’ of responses. It
might turn out that everyone is about 90 percent satisfied, but we’d still
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need to know how large the sample was, what questions were asked, and
how this average rating compared with the competition. However, the same
average might also mean that there are quite a few customers who are less
than 80 percent satisfied, while others are 99 percent satisfied. Depending
on the competitive context, this could be a problem worth investigating.
There are virtually an infinite number of questions that could be asked about
statistics such as these!

Now let’s say, in that same situation, it was found that ‘‘staff friendli-
ness’’ and ‘‘satisfaction’’ were related. What does that really mean? How
closely related are they? Is there a causal relationship?

One of the biggest problems of statistics is the lack of understanding of
the difference between ‘‘correlation’’ and ‘‘causation.’’ Correlation just
means that two variables are related. Causation means that one causes the
other—a much higher standard. Correlations are everywhere; causation is
rare. Many correlations are really just coincidences. Also, the relationships
(causal or otherwise) could be very weak or mediated by a large number of
‘‘extraneous’’ factors. I am always amazed at how often executives take
credit for their poor decisions that end up with good outcomes because of
fortuitous circumstances. As a consultant wisely observed, ‘‘A poor decision
that leads to a successful result is still a poor decision!’’

Can you imagine what kind of rich ‘‘measurement conversations’’ could
occur if the managers and employees in your organization had a minimal
level of statistical literacy? This could greatly increase their business insight
and motivation—not to mention their ability to participate in transforma-
tional measurement discussion. I think that it is very desirable for those who
are concerned about customer service to be knowledgeable and empowered
enough to suggest how the situation could be improved. This level of knowl-
edge is not difficult to attain, and could be achieved in a very short time—
without ever having to make a single calculation!

Learning to Predict
Prediction is essential for effective management. In fact, as Deming said,
‘‘Management is prediction.’’12 One of the most important functions of mea-
surement is to enable prediction.

Whether we are consciously aware of it, almost everything we do involves
some form of prediction, according to some ‘‘theory’’ of action. A theory is
nothing more than a cause-and-effect prediction about how planned actions
lead to expected outcomes: If I do X, Y will be the result. Why is a particular
practice linked to performance improvement—what is the logic? In a learn-
ing organization, theory-based predictions are systematically being tested
and the theory is being revised—using both single-loop and double-loop
learning. Without theory, we have nothing to revise, and nothing to learn.
We learn by comparing predictions from the theory with actual data.
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Theory-building, measurement frameworks, and organizational learning
involve ‘‘system thinking.’’ The behavior of a system is not a function of
what each part is doing in isolation, but on how the parts interact. In order
to understand a system, we need to understand how it fits into the larger
system. As understanding increases, so does the ability of individuals—and
the organization as a whole—to predict.

Unfortunately, most managers fail to develop even the most rudimentary
theory that allows them to jointly, interactively predict cause-and-effect, and
then improve their predictions. This predictive learning cycle is: predict,
test, and learn.

When organizational leaders keep repeating their mistakes, it’s because
they almost never perform ‘‘measured improvement experiments’’ and con-
sequently fail to learn about the system that they are managing. If you can’t
explain the underlying logic of why something should enhance performance,
you are likely engaging in ‘‘superstitious learning’’ and may well be doing
something that is irrelevant or even damaging.

The emphasis in most organizations on ‘‘doing’’ actually inhibits learning
because managers and employees are not required to take the time to prop-
erly predict (develop a theory) and learn (systematically test that theory).
As a result, every action or initiative is viewed as an independent activity,
and whether it will succeed or fail depends more on chance. Without good
theory-based predictive measurement and learning, it will be impossible to
determine what is working, or not working, and why. Under such circum-
stances, experience and resources are often wasted.

Increasing the Understanding of Measurement
There are a few simple, generic models that are very helpful for framing
action learning and measurement conversation. The InputVProcessVOut-
putVOutcome model is very helpful in creating and testing measurement
cause-and-effect theories, and in generating new measures.

According to this model, all organizations (and major parts thereof) in-
volve the conversion of ‘‘inputs’’ (resources, such as people’s time, capital,
and raw material) that the organization expends through a ‘‘process’’ (the
internal activities performed) to produce ‘‘outputs’’ (the consequences of
actions taken within the process or what is produced by the process) to
create ‘‘outcomes’’ (benefits or value provided by the outputs to customers
and/or other stakeholders).

This model helps to identify key measures and make predictions about
the efficiency and effectiveness of the system. It also puts the focus of per-
formance measurement where it should be—on the customer and other
stakeholders. Everything else in the organization should be done to support
the outcomes. Certainly, it is important to have the right input measures, the
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right process measures, and the right output measures, but it is the outcome
measures that ultimately determine the success of your organization, and
whether your customers will keep coming back.

In addition, the model can help people realize how important it is for the
organization to operate as integrated processes (not functions). The most
powerful internal measures are cross-functional process measures. It is also
great to discuss how different functions can produce ‘‘outputs’’ that are
easiest to convert into customer value. Too often outputs are things that
have no relevance to customers or any valuable outcome at all.

Feargal Quinn, founder and president of Superquinn, the Irish grocery
chain, responded to measurement data that showed that 25 percent of Su-
perquinn shoppers were not buying from the stores’ bakeries. When he
shared that data with bakery managers and employees, they realized that
their internally focused activities were not producing the right outcomes.
So, ‘‘they came up with scores of creative ideas to build traffic.13 The Super-
quinn experience demonstrates that customer measurement provides em-
ployees with ‘‘the truth’’ about their performance relative to customer
outcomes, compared with traditional performance appraisals that focus on
individual performance relative to an internal standard (usually a subjective
one), and which do nothing to inspire team or customer-focused perform-
ance.

Whatever the areas of performance measurement, the InputVProcess-
VOutputVOutcome model will provide more opportunities for feedback
and provide a powerful language for discussing performance.

The Phases of Measurement
Another helpful model for increasing understanding of performance mea-
surement describes the four phases of measurement.

• Predictive measurement is when you identify, develop, and/or refine
your measurement theory of a situation (e.g., ‘‘Based on our measurement
framework, when we do more of this, this will happen’’).

• Baseline measurement establishes the current (or beginning) value of
a particular measure (before the action is taken).

• In-process measurement occurs while the change is being implemented
(‘‘what is happening as a result of the change’’).

• Retrospective measurement is the after-the-fact measurement at the
end of a predetermined period, so that you can determine ‘‘what happened.’’

As you use this model and complete more and more measurement cycles,
your predictions (predictive versus in-process measurements) should get
increasingly accurate. Nothing will improve performance like timely mea-
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surement data that shows precisely how well you are performing over time
in some area where you can actually change your behavior based on the
feedback and see the impact. Measurement-based learning is extremely
powerful.

Self-assessments are potentially powerful learning and performance im-
provement tools that are relevant to this model. People tend to have a ‘‘the-
ory’’ about themselves or whatever they want to measure. Most of the time
that theory (at least initially) is wrong. The baseline measure tells them just
how wrong their theory was. So, they should be motivated to do something
to make their behavior, for instance, more in line with their prediction. Over
time, they should be able to see improvements, which should spur the desire
to improve. At the end, they can bask in the glory of their accomplishment.
That is the use of the model in a single-loop learning context.

Now let’s suppose that when the baseline was measured, the person or
team decided that they need to change their predictive model—let’s say they
found that their collaboration score was well below what they expected.
However, instead of just using that information to incrementally improve
their collaboration skills, they decided that they needed to adopt a different
approach to collaborating, requiring an entirely different measurement in-
strument (and operational definition).

Some might criticize this example as trying to win by changing the score-
keeping system. In a ‘‘negative context of measurement’’ that might be a
temptation, but in a positive context (which was the case in this example),
the team decided to develop a new measure, because the old one was rein-
forcing an old mental model of collaborative behavior that they knew needed
to change. So, they worked with their internal clients to redefine ‘‘collabora-
tion’’ in a way that was more consistent with the mental model that they
wanted to adopt. The measurement process enabled this team to confront
reality, not to deny it.

This is clearly an example of double-loop learning and transformational
measurement. Without the predictive measurement (the theory, the existing
framework) and without the baseline measurement (the test that they did
poorly on), the learning and performance improvement would not have oc-
curred. This is powerful stuff. Can you imagine what would happen if you
could harness it on an organizational level? That is what a ‘‘learning organi-
zation’’ is all about!

Incorporating Qualitative Measurement
Some insist that measurement is synonymous with numbers, and that
‘‘qualitative measurement’’ is an oxymoron! The emphasis on quantification
sometimes discourages the consideration of a whole range of ‘‘softer’’ mea-
sures. Too often hard numbers drive out the soft ones, and important as-

PAGE 157................. 16154$ CH10 10-04-06 08:26:29 PS



158 TRANSFORMING PERFORMANCE MEASUREMENT

pects of performance are missed. Some things are more difficult than others
to translate into numbers. In fact, ‘‘soft data’’ can sometimes generate more
insight and wisdom than ‘‘hard data.’’ Measures only need to be accurate
enough to serve the purpose for which they are intended.

Numbers are not always the best way to measure. For example, in the
customer satisfaction example given it might have been useful to review
selected open-ended responses to the survey. As valuable as a numerical
Customer Satisfaction Index might be, it is no substitute for understanding
customers qualitatively. That is why, at Marriott, the CEO reads every
twentieth customer letter to get a better ‘‘feel’’ for what customers ‘‘really
think’’ about the company— beyond the numbers.

In the retail world, observational studies reveal valuable insights that are
crucial for driving more value. For example, retailers are redesigning stores
based on observational studies on how customers navigate through a store
to identify what causes them to become frustrated. Qualitative studies of
customer shopping behavior has led to breakthrough store design ideas for
increasing a key quantitative measure, ‘‘shopping time,’’ which has been
shown to increase another critical quantitative measure, ‘‘amount purchased
per visit.’’ Another important qualitative measurement methodology is inter-
views. One CEO explained, ‘‘Once we began talking to customers to under-
stand what they cared about, everyone in our organization learned exactly
what to concentrate on. Our measures took on a whole new look.’’ When
companies start seriously measuring what’s really important to the cus-
tomer, rather than just to them, a transformation occurs—and, at least ini-
tially, much of the data is qualitative.

Practicing Subjective Measurements
Many intangibles cannot be easily measured in traditional ways, and doing
so tends to trivialize them. Good subjective measures can be quite satisfac-
tory surrogates for harder measures, especially during the exploratory
phases of transformational performance measurement. As your organiza-
tion encourages more measurement innovation, you will find that many of
the emerging measures may begin as somewhat subjective qualitative con-
cepts, which will gradually become more objective and quantitative over
time. This is a natural part of double-loop learning and transformational
measurement—and it is one of the reasons why a climate that promotes an
active learning curriculum is so important.

In Chapters 13 and 14, there will be extensive discussions of qualitative
emergent and transformational measures that can be used to increase mea-
surement-based feedback to supplement or even replace some of the more
traditional quantitative measures.
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How Well Does Your Organization Learn About and from
Measurement?
As this chapter comes to an end, consider what kind of performance mea-
surement-related learning is occurring in your organization: How much
time is spent learning? What proportion of that time is single-loop learning
and how much is double-loop learning? How much organizational action
learning is occurring? How much learning about measurement exists? How
about qualitative measurement? How much learning is devoted to helping
employees think better and make better decisions?

Transformational learning is concerned with changing what and how we
learn; transformational measurement is concerned with changing what and
how we measure. The objective is not just to change a particular instance of
learning or measurement, but to create an ongoing capacity for transform-
ing both learning and measurement. In order to attain this capacity, an
individual or organization must ‘‘internalize’’ the capability for continual
transformation. Performance measurement can be incrementally improved,
but it won’t be transformed through the teaching and learning of more tradi-
tional measurement skills.

Positive, powerful performance measurement is not something that can
be created once and for all—it is not a class you can take—it must be a
continuous improvement process. That is where learning comes in.

But real learning isn’t easy. In fact, double-loop learning tends to take
people well out of their ‘‘comfort zones.’’ But don’t be reluctant to give your
people the nudge they need. As Eliyahu Goldratt has cogently explained, ‘‘The
minute you supply a person with answers, by that very action, you block
them, once and for all, from the opportunity of inventing those same answers
for themselves.’’14 In other words, you rob them of the opportunity to really
learn. Also, no matter how difficult, using measurement to foster learning
feels a whole lot different, and better, than measurement used as a threat.

We have come a long way in this chapter toward realizing that, like the
other aspects of transforming performance measurement, learning is a jour-
ney, and a process of discovery. It is important to remember that how well
your organization measures depends, to a large extent, on how well it learns.
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The Uses and Abuses of
Measurement Technology

As we saw in Chapter 10, learning is a fundamental process in any orga-
nization that hopes to be successful in the long-term. Without learning

and the ongoing communication it entails, the greatest opportunities for
using performance measurement effectively are lost. Technology can serve
an important role in facilitating and sustaining individual and organizational
learning and dialogue. In this chapter, we will discuss how to create a suc-
cessful synergy between the social and technical aspects of transformational
measurement.

While interest and investment in measurement-related technology is
growing exponentially, technology is one of the most misunderstood, and
poorly managed, areas of performance measurement. Is technology making
measurement better, or just more automated? This chapter frames what I
believe to be the most critical issues involved in the use of technology to
support the transformation of performance measurement.

This chapter also addresses the unnecessary conflict between the use of
technology and the social aspects of performance measurement.

Transformational performance measurement is about establishing a ho-
listic measurement system that must exist within a positive context; it is
unequivocally not primarily about technology. Technology should support
the performance measurement system—it is not the system!

In Search of a Quick Fix and a Technology Breakthrough
Organizations have gone fairly rapidly from having too little data to having
much too much. Databases are now capable of retaining a virtually infinite
amount of data. Furthermore, advances in data processing capacity and
speed and analytical software have given rise to the spectacular growth of
the data warehousing and data analytics industries.

Making business ‘‘sense’’ out of the mass of data is a challenge that few
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organizations understand or know how to resolve. Far from making our
lives easier (both in our personal lives and at work), information technology
has actually added complexity by providing so many more options and deci-
sions to make.

Few business people fail to accept the importance of performance mea-
surement, but few want to be actively involved in it. They know that it is
vital to be compliant, but they also want to reduce unnecessary labor and
drudgery. That’s why automated systems sound like such a good idea. Too
often leaders say: ‘‘Give me the answers.’’ They don’t want to take the time
to struggle through turning data into knowledge, and knowledge into
wisdom.

One of the greatest threats today is the ‘‘dumbing down’’ of work. It is
certainly less risky to follow the blinking lights on a dashboard than to make
personal decisions based on real knowledge. Technology seems to make this
all so easy—‘‘Let’s let the software do the thinking.’’

There is a prevailing attitude among many of those accountable for per-
formance measurement to try to extricate themselves from the responsibil-
ity. Because the level of commitment to measurement in most organizations
is very low, it is very tempting to want to delegate it. When this is done, it
too often leads to reliable and precise measurement of the wrong measures!

This attitude is also the perfect breeding ground for the adoption of yet
another quick fix—any quick fix. And technology vendors always seem to
have just the ‘‘solution’’—some impressive technology that enshrines defec-
tive measurement systems, making managers look good—on the surface at
least. That is why technology often attempts to replace human intelligence
with ‘‘artificial intelligence.’’ Although, in theory, there is probably no harm
in trying to push the limits of technology, in practice, there is harm when
these leading-edge technologies are inappropriately sold to unsuspecting
consumers—especially without any objective consumer guidance about
their potential pitfalls.

I believe that this is what is happening with many technology ‘‘solutions’’
that attempt to do too much interpretation. No doubt technology is impres-
sive at data collection, data storage, and analysis, but it is not yet adept—
and probably never will be—at interpretation. So, if decisions are being
made today based on faulty interpretations by technical data crunching, the
subsequent decisions and actions will likely be flawed. And in some cases
technology is actually reducing the opportunity for human beings to do
what they do best (interpretation) and to improve their capabilities further.

Technology Infatuation
Unfortunately for those who are looking for a quick fix, technology does
not make a bad measurement system good, and can even mask a bad one.
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As former Marshall Industries CEO Robert Rodin said, ‘‘You can’t expect
technology to fix the flaws in your system. If you automate a broken process,
you get an automated broken process.’’1

In recent years, there has been a tendency for organizations to become
infatuated with impressive automated scorecards and dashboards, which
are usually the visible front-end of performance measurement technology
tools. Technical ‘‘solutions’’ can be quite impressive on the surface, but sur-
prisingly misleading when one looks ‘‘behind the curtain.’’ If you remember
what happens in The Wizard of Oz, once the Wizard is ‘‘busted,’’ he now
has to tell the truth—that he really is a good man, but he’s not a very good
wizard! I like this analogy because it dramatizes the lack of substance that
often exists ‘‘behind the curtain’’ of many technology implementations, es-
pecially in performance measurement.

Many organizations have impressive scorecards, dashboards, and mind-
boggling analytics that provide them with little or no insight. As Tim Tim-
merman of USAA points out, ‘‘Technology will provide you tons and tons
of data, but not a lot of useful information that helps you make good deci-
sions about the products and services your customers want.’’2 That’s why
dashboards and gauges, highlighted by fancy graphical indicators, often
contribute to reaction based on isolated and superficial signals rather than
on deep understanding of complex organizational systems.

Technology solutions also promise many impressive business benefits,
but are they valid promises? The answer depends as much, or more, on the
human factors as it does on the technical ones. As Davila, Epstein, and
Shelton aptly say, ‘‘A common fallacy is that a ‘perfect measurement system
exists and can be designed’ that leads to decision making being delegated to
these analysis tools. This is potentially destructive. Every measurement sys-
tem has limitations and nothing can replace good judgment.’’3 It is the
‘‘human factor’’ that makes the difference.

The Human Factor
Performance measurement systems, business intelligence systems, business
performance management, scorecards, or dashboards are effective only
when measurement data is being used and converted into insight, knowl-
edge, and wisdom. No tools are better than the willingness of people to use
them correctly and conscientiously. Today’s workplace is a ‘‘mixed bag,’’
with older workers and younger workers coexisting with very different expe-
riences and attitudes toward both measurement and technology. In general,
younger workers (especially knowledge workers) feel more comfortable
with technology than their older peers, but they are more demanding.
Knowledge workers insist on more knowledge, and they are not very enthu-
siastic about ‘‘idiot lights’’ or being told, ‘‘Here are your measures.’’ They
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want to understand; they want more visibility into the system, and more
transparency. For older workers, the technology is usually more threaten-
ing, so they don’t mind the ‘‘dumbing down’’ as much.

Those considering measurement technology also must be sensitive to the
roles of the people who will use the technology. Role and cultural compati-
bility are a key issue if measurement technology is going to be effectively
and positively used, rather than just complied with in a defensive way. Un-
fortunately, for many people, technology plus measurement often means
more fear. There is concern about technology being used to monitor per-
formance (the ‘‘Big Brother’’ syndrome). This concern can easily turn into
cynicism, and, for more tech-savvy knowledge workers, turn ‘‘measurement
system gaming’’ into ‘‘computer gaming!’’ The point is that organizations
need to be very sensitive to how their employees are going to respond to the
technology. Any tools can be dangerous, especially tools that have particu-
larly seductive features, and poor adoption of new performance measure-
ment technology can actually impede the effectiveness of performance
measurement. That is why, once the initial glow of the technology imple-
mentation wears off, many organizations are often left with a costly techno-
logical infrastructure, a big price tag, and a mad dash to do something about
the real enablers of high performance that were never put in place. The key
thing to remember is that you can purchase a technical infrastructure, but
you can’t purchase a social one!

The Proper Role of Technology in Performance
Measurement
Technology is helpful for enabling people to better deal with the complexity
of organizations and the proliferation of data, and to assist in mining data
for insights. Technology can assist in performing some tasks that people
can’t do effectively themselves, or do inefficiently. For instance, technology
can measure more, more quickly; it can automate data collection; reduce
data handling errors; perform intricate analytics (including modeling
‘‘what-if’’ scenarios); enable simulation and predictive modeling; present
data in virtually any form, with impressive visualization capabilities, even
customized for each stakeholder group; zoom in on detail, zoom out to see
the big picture.

Technology can definitely reduce manual data handling, reduce human
intervention where it does not add unique value, and prepare information
so it is ready for the kind of interpretive activity that people can do best.
Studies have shown that more than 80 percent of measurement time is spent
on the administrative aspects, many of which should definitely be auto-
mated!

Let’s take a look at Business Performance Management (BPM), of which
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performance measurement is the foundational component. It has been re-
ported that 44 percent of companies with BPM systems test causal relation-
ships in their measurement frameworks, compared with 24 percent of
companies that don’t. In addition, 73 percent of companies with BPM sys-
tems report using collecting data consistently across the organization, com-
pared with 24 percent of the non-using group. However, in that same
comprehensive study, titled Business Performance Management, the author
Bernard Marr admits that most organizations spend the majority of their
time collecting and reporting data and not enough on extracting valuable
and actionable insights from their data. He adds, ‘‘The number of measures
and the amount of performance data seem to grow constantly while the
insights seem to decrease.’’4

Most analysts agree that organizations that are most successful in BPM
and other performance measurement-related technologies do not view the
data as the end result, but use it to establish dialogue. That is why it is so
vital to understand the proper role of technology in performance measure-
ment. One of the biggest errors made is confusing ‘‘the technology’’ with
‘‘the system.’’ Make sure you understand that the technology should never
be your organization’s measurement system.

Business and Social Architecture
If your organization doesn’t have a sound ‘‘business architecture’’ (a coher-
ent business strategy), or hasn’t translated that strategy into a series of in-
terrelated objectives and measures), a performance dashboard might help to
drive your organization faster, but it will probably be in the wrong direction,
leaving behind a trail of frustrated and demoralized employees. That is why
executives must be willing to dig into the business and understand what
drives internal company behavior and external customer behavior. It is
shocking how many senior executives have erroneous assumptions about
what drives the business and never test or validate assumptions. As a result,
they make poor decisions that leave the business vulnerable to unseen mar-
ket forces.

Organizations are also blindly adopting technology-enabled scorecards,
dashboards, and entire measurement systems without creating the ‘‘social
architecture’’ they need. Figure 11-1 presents a slightly altered version of
the ‘‘Performance Measurement Cycle’’ (discussed in Chapter 8) showing
that the primary impact of technology is in the ‘‘Collect’’ and ‘‘Analyze’’
phases. A ‘‘Store’’ phase has been added to acknowledge that one of the
most powerful capabilities of technology is the enormous capacity for data
storage. This diagram also shows that most of the cycle is still a predomi-
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FIGURE 11-1. THE ROLE OF TECHNOLOGY IN THE PERFORMANCE
MEASUREMENT CYCLE.
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nantly social one. There is no substitute for understanding what the data is
really ‘saying’ and turning the data into wisdom.

As a result of depending too much on technology, many organizations
are not able to identify the critical few measures, differentiate them from
the trivial many, and manage with them effectively. For example, having
data about every kind of transaction with your customer does not in itself
mean that relationships will improve. Most performance measurement chal-
lenges turn out to be more about culture than about technology. Spending
vast sums on computer systems will do little to create a culture conducive
to real customer relationship improvement. Too often, sales or marketing
executives spend a lot of time staring at some potentially valuable analytical
data trying to figure out how to respond effectively. The problem is that they
can’t respond based on data, or even information. As Larson and Resney tell
it, ‘‘Expensive sales automation systems that promise to achieve higher sales
and leaner staffs too often deliver far less: unchanged sales with a higher
cost base, plus lots of information that no one knows what to do with.’’5

The promise of technology will not be realized as long as the implemen-
tation issues are viewed as secondary. Any breakthrough in organizational
performance measurement will eventually require technology, but technol-
ogy ‘‘solutions’’ aren’t real solutions unless the social and organizational
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enablers are in place. It is surprising to me that the lesson is only now
beginning to sink in.

Failure to Address the Social Issues
Fred Smith, founder and CEO of FedEx, has observed that unsuccessful IT
projects are usually run by people who have unrealistic expectations of
human nature on the one side, and are funded by corporate executives who
have a very poor knowledge of what the technology can do on the other
side. He adds, ‘‘I think that people who follow that model in the future
are going to be competitively annihilated.’’6 Almost every failed technology
project fails because it was rejected, sabotaged, misused, or otherwise un-
dermined by people. As the following example will demonstrate, the technol-
ogy adoption process is as important, if not more important, than the design
of the technological system itself.

Consider this representative comment from a participant observer re-
garding a newly implemented CRM program in his organization: ‘‘During
the training, it became obvious that the new CRM program was not a hit:
the reps were complaining; few knew how to use it properly; the supervisors
were continually running to the IT group for help; the IT people would
often come by and be helpful but roll their eyes in annoyance as they left;
meetings would ensue between the IT professionals and the management to
discuss misunderstandings, new needs in the software function, and sup-
port needs that were arising—it was a mess. No one was happy. Everyone
was annoyed with everyone else—the techies with the managers and users,
the users with the managers and the techies, and the managers with the
users and techies. Everyone felt they were doing their part, and doing a fine
job given the problems they had to deal with. The CRM solution got lost in
a tangle of blame and annoyance, resistance and resentment.‘‘

Critical Issues in Adopting Measurement Technology
Despite the technology’s rapid development, availability, and overall in-
creasing adoption rate, many challenges to successful adoption and use
abound. In the sections that follow, I will present and discuss some of the
most difficult ones.

The Challenge of Automating Emergent and Transformational
Measures
Technology is very effective for automating routine measures. In fact, I be-
lieve that in the future not only will routine measurement be automated, but
so will routine responses to those measures. This will free up organizational
attention to focus on those things that contribute most to truly differentiat-
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ing competitive advantage. However, my biggest concern is that automated
performance measurement, when used inappropriately, can pose a very real
threat to transformational measurement and the development of emergent
measures.

The natural tendency to focus on the measures that are highlighted in an
automated system can discourage the use of measures that might have to be
handled manually and presented in a much more complex way. Transforma-
tional measures cannot be treated as ‘‘just another metric’’ on a scorecard,
and they usually need to be considered in a much broader context than a
traditional automated system can provide.

It is very difficult, if not impossible, to automate emergent measures.
They are usually quite tentative, exploratory, and are often qualitative
(rather than quantitative). Furthermore, newly identified measures, espe-
cially those with transformational potential, take a considerable period of
time before they can become adequately operationally defined and standard-
ized so that eventually they can become established ‘‘metrics.’’

The Challenge of Integration
As we have seen, most aspects of an organization are linked in some way,
and effective performance measurement requires a holistic, integrated view
of performance. However, organizational integration is impossible without
measurement integration when measures of organizational performance are
seen as isolated elements. It is impossible to see the whole picture, the whole
supply chain, the whole customer. Furthermore, real transformational inno-
vation is unlikely to come from partial perspectives.

Integration of measurement must include integrated data, which I al-
ready identified as quite a problematical area. According to Accenture’s Mc-
Minn and Puts, ‘‘The most significant challenge all companies face is
information integration.’’ It has been said that ‘‘what is not designed to fit
together only does so by chance.’’7

We know that data is growing exponentially. Poorly managed data be-
comes a liability, rather than an asset. Research firm Gartner indicates that
the average Fortune 1000 company has more than eight data stores, fifteen
information platforms, ten critical systems, and hundreds to thousands of
business applications!8

Given this state-of-affairs how can companies ‘‘see’’ the whole customer,
and how can we even consider really transformational CRM with such a
foundational problem? For CRM and many other performance measure-
ment related transformations, cross-functional collaboration is the next
step, but without the platform for cross-functional data, this kind of collabo-
ration will be very difficult to achieve.

In fact, business technology experts say that the greatest issue in cus-
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tomer information management is the variety of sources from which they
must pull data. That is why there is a desperate need for serious ‘‘house-
cleaning’’ of legacy systems and measures before the data can be trusted.

Cultural Constraints to Data Integration
The threat of data dis-integration is a serious one. It has been estimated
that data quality problems cost U.S. businesses $1.5 trillion per year—and
that is just the direct economic cost. It doesn’t include the opportunity costs,
such as lost collaborative innovation opportunities! Poor data or poor use
of good data can be disastrous. Clearly much more emphasis needs to be
placed on data quality (data integrity, data accuracy, data ownership, and
data accessibility)—not just on the technical issues.

Although one doesn’t ordinarily think of data as a ‘‘cultural’’ issue, at its
core, it is. Most data is stored in functional silos. Functions and depart-
ments in organizations, which represent different disciplines, cultures, and
perspectives, generally have their own ‘‘measurement frameworks’’ and
‘‘reference models’’ that have evolved from a variety of disciplines. Although
these frameworks and models are often very effective, they reflect a func-
tional perspective and exhibit significant diversity in their design and use.
But the biggest problem is that these inconsistent and conflicting measure-
ment systems are also a reflection of a deep lack of agreement about priorit-
ies and value creation drivers. Add to this the threat of intentional ‘‘gaming,’’
and there is a real potential for serious problems. What’s more, as informa-
tion scientist Arno Penzias warns, the overlay of technology has already
made it more difficult to detect measurement problems. Says Penzias,
‘‘Most of today’s abuses of numbers are far harder to spot because they lie
deeper in the problem.’’9

Some of the systemic constraints include data ownership issues, intel-
lectual property issues, and internal competitiveness. Overcoming this ‘‘in-
formation politics’’ can be daunting. Too often it is assumed that new
technologies will lead to new behaviors, but experience contradicts that be-
lief. Zuboff and Maxmin insist, in their book The Support Economy, that
cross-functional collaboration around common models, methods, and data
will require changes in the ‘‘deep structure’’ of the enterprise.10

Scorecards and Dashboards
Scorecards and dashboards are not stand-alone ‘‘solutions.’’ But when they
are developed along with measurement frameworks, they often present pos-
itive opportunities for social interaction around measurement.

Scorecards
The concept of a well-designed and dynamic scorecard, like a lot of good
ideas, has become commercialized into a form that has compromised the
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intent of the original concept. To be successful, a balanced scorecard must
be more than just a collection of measures distributed into four perspectives.
There is no doubt that balanced scorecards have the potential to increase
the clarity of business strategy and enhance the organization’s ability to
communicate (cascade) the strategic direction to others. But the success of
this tool, and the related technology, depends on how it is implemented and
used. Kaplan and Norton themselves caution that unless the scorecard is
tied to the management system, nothing will happen from it.11 Scorecard
expert Nils Goren-Olve adds, ‘‘The discussion concerning the scorecard
will determine whether it will have any effect.’’12

Without interactivity around a scorecard, the great value will be lost.
Furthermore, score-carding implies ‘‘scoring,’’ and it is easy to include the
measures that you want to use to ‘‘win the measurement game,’’ not the
‘‘game of business.’’ Because three out of four of the balanced-scorecard
perspectives are internally-focused, a company can ‘‘ace’’ almost all of the
scorecard and still not deliver any value to the customer!

The potential problems with scorecards are not really the fault of the
concept. The major problem I see is that, in the zeal to adopt the concept
as a ‘‘quick fix’’ and to short-cut the pain of proper implementation, organi-
zations have adopted labor-saving templates that preserve the style of the
balanced scorecard, but miss the substance of it. Unfortunately, when
scorecards are automated, the problems tend to be exacerbated and hard-
ened. By deemphasizing the crucial interactive and interpersonal compo-
nents, technology contributes to the problem. When technology presents
the data so clearly, it is so easy to assume that the data is the answer!

It appears as if virtually every automated measurement system has a
scorecard—balanced or otherwise—but not necessarily a good one. The
truth of the matter is: No pain, no gain! Instant, off-the-shelf scorecards are
the order of the day, and will leave organizations devoid of any real value,
especially after the initial glow has worn off, and the consultants are gone.
It should not surprise that, as has been variously estimated, 70 percent of
all scorecard and dashboard projects have failed to provide any positive
business results for the companies adopting them.

Dashboards
Performance dashboards use a vehicle or control panel metaphor (with per-
formance measurement data displayed graphically using symbols and color-
coding) to assist people to make performance data more visible, and
presumably more actionable. In most cases, a dashboard is the user’s
‘‘front-end,’’ and it is built on top of an enterprise ‘‘Business Intelligence’’
or ‘‘Business Performance Management’’ application. In reality, dashboards
are not much more than visual ‘‘exception reports.’’ But exception-based
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measurement can be of real value if it is done well. Kenneth McGee says,
‘‘I spent years investigating business surprises, such as revenue shortfalls,
bankruptcies, and market share erosion. In every case, I found there was a
warning—some information available early that would have told managers
of coming events.’’13

Richard Brath and Michael Peters explain it this way: ‘‘Dashboards and
visualization are cognitive tools that improve your ‘span of control’ over a
lot of business data. These tools help people visually identify trends, patterns
and anomalies, reason about what they see and help guide them toward
effective decisions.’’14 If well designed, dashboards might help detect major
danger signs or even obvious causes of the problem, but few ‘‘pilots’’ feel
comfortable flying entirely by their instrument panel. Performance dash-
boards can help you navigate, but they must be pointed in the right direction,
or else you are going end up traveling faster in the wrong direction.

The biggest danger is that dashboards will ‘‘dumb down’’ performance
measurement and reduce visibility of ‘‘what lies beneath.’’ They may not
provide enough data to take action on the alerts that show up on the dash-
board. Dashboards typically show lagging indicators, not drivers. They may
also gloss over data quality problems that usually arise when trying to inte-
grate data from multiple systems. The key is that they need to be built on a
robust data management infrastructure based on a sound business logic.

That is why, to be effective, these tools must embody a business architec-
ture that aligns users and groups with strategic goals, using leading and
lagging metrics to translate objectives into visual indicators tailored to each
individual function. It has been recommended that organizations deploy
dashboard measures at all levels, with each level using its own set of mea-
sures that presumably are aligned to the level above. In this way, in theory
at least, the measures ‘‘flow down’’ from the top and data ‘‘rolls up’’ from
the bottom of the organization.

I find it both amusing and frightening that dashboards often incorporate
indicators we call ‘‘idiot lights’’—a derogatory term for an instrument panel
warning light. They’re called idiot lights because they’re for ‘‘idiots’’ who
don’t know how to read or understand gauges. Actually they’re not all bad.
But an idiot light won’t give you any indication that a problem is developing
until it happens. That’s why it is important to include gauges as well.

Initially dashboards were implemented manually using presentation ap-
plications like Excel and PowerPoint. But, as the technology developed,
some dashboards began to look more like the cockpits of 747s! The tools
vary greatly: Some have a lot more glitz than substance; others are down-
right scary—either because of their simplicity or because of their complex-
ity. I have a real problem with managing anything other than a simple
project when I have data like ‘‘green’’ means good, ‘‘red’’ means bad, and
‘‘yellow’’ means caution. Dashboards, unfortunately, appeal to the measure-
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ment illiterate and those who prefer to escape any ‘‘negative accountability’’
by blaming their dashboard gauges!

The Future of Scorecards and Dashboards
One commentator has described the challenge and the threat of both score-
cards and dashboards this way: ‘‘It seems that all too often senior managers
decide that a scorecard (a.k.a. ‘dashboard’) will provide the answers they
need for accountability and key decisions. Once approved, the effort is dele-
gated to a team of specialists—often led by outside consultants—to imple-
ment the initiative. In the end, despite cosmetic changes to the naming and
positioning of ‘perspectives,’ groups often sadly end up with a generic set
of measures, foisted on the organization from the top-down. There is little
or no attention paid to the key elements of strategy, roles, relationships and
the logic of the ‘performance story’ underneath the measures.’’

The good news is that all the potential problems associated with score-
cards, dashboards, and other performance measurement technology can be
overcome. But it will take more than the technical people to do it.

On the technical side of the ledger, there are certainly advances that can,
and should, be incorporated into the designs. William Fonvielle proposes
‘‘dynamic business scorecards’’ to replace or complement balanced score-
cards.15 These dynamic versions would more clearly display the underlying
causal logic and be less rigid about perspectives. For example, a broader
perspective of ‘‘business results’’ is more likely to provide a more relevant,
and balanced, picture of organizational health than just ‘‘financial results.’’

Furthermore, while there is nothing inherent in scorecards or dash-
boards that prevents the incorporation of more innovative and transforma-
tional measures (even if they are tentative), future designs are going to have
to be more flexible. A key to the scorecard or dashboard of the future is
being able to quickly change what you measure. In today’s ever-changing
business environment, it is vital for organizations to appreciate that what is
valid today might well be obsolete tomorrow!

Adopting and Implementing Measurement Technology
There are three keys that are essential for the successful adoption of tech-
nology to support transformational performance measurement:

1. Setting project priorities
2. Considering organizational readiness
3. Preparing the Context

Setting Project Priorities
Shockingly, failure rates for new technology implementations range from
40 to 60 percent, and only 20 percent achieve ‘‘full satisfaction.’’ Consider-
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ing the vast capabilities of technology, it makes one wonder whether tech-
nology has gotten ahead of our abilities to properly assimilate it. Research
has indicated that the key failure factors for technology projects are: unclear
requirements, poor definition of scope, unrealistic expectations, poor proj-
ect planning, incompetent staff, passive leadership, start-up difficulties, bu-
reaucracy and politics, lack of user involvement and teamwork, and
inadequate resources.

For IT solutions delivered by an external supplier, the client-supplier
relationship is crucial, and poor communication is the major reason for
relationship failure, with expertise and honesty as close second and third.
Underlying most project failures is the lack of synergy between IT and the
larger organization. But just turn those around and you have the success
factors! Surprisingly, hardly any of these problems relate to the technology
itself.

Just as with performance measurement, technology adoption is primarily
related to people and context.

It is sometimes thought that more expensive systems are better, as in,
‘‘My technology costs more than your technology!’’ However, research does
not bear this out. Success in adopting new measurement technology is not
primarily about the purchase price. Certainly you want to technology to
possess the basic features your organization wants and needs. I see so many
organizations trying to please everyone, adding to a requirements document
as if it were a wish list, and just generally over-engineering their systems. In
fact, the Standish Group found that 45 percent of features in a typical sys-
tem are seldom used, and 19 percent are never used. Furthermore, the
greater complexity, the greater the possibility of failure.16 You will be best
off if you initially acquire a modest version of what the system might some
day evolve into. Flexibility is the key, so that you can fairly easily add on
functionality in the future. Whatever you do, don’t get locked into an inflex-
ible technology! And make as many decisions as possible reversible.

The way to avoid inappropriate commitment to a particular technology
is not to let technical people take the lead. Part of the problem with ‘‘techni-
cal people’’ is that they are . . . well, technical. According to Matthew Trea-
gus, a former CIO himself, information technology (IT) people ‘‘are
operations people and they understand technology. They have no experi-
ence of customers and so they do not understand customers.’’17

As for costs, consider the ‘‘total cost of ownership’’ rather than the initial
purchase price. Clearly the total costs relate more to planning, leadership,
communication, training, support, and ongoing commitment than to the
technology itself. Also, make sure you are prepared for the significant
amount of work done that may be required to integrate databases.
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Considering Organizational Readiness
Secondly, before embarking upon a technology search, make sure you have
a solid measurement system before you ‘‘harden’’ all its flaws. There will
always be flaws, but I strongly recommend that you enhance your measure-
ment system before you automate it. Also, consider the interaction between
the measurement system and other related systems, such as the budgeting
process. In many organizations, budgeting is so powerful that all other as-
pects of performance measurement are subordinated to it. So be sure to
assess how ready your organization’s measurement system is for automa-
tion.

The next element to assess is leadership. As discussed in Chapter 9, mea-
surement leadership might well be the single most important factor in trans-
forming performance measurement. Clearly, there are many challenges to
successfully implementing technology-enabled performance measurement,
the most daunting of which are the ability to clean up the data mess and the
ability to measure cross-functionally.

It is truly amazing what good leaders can do, even in the face of adversity
and deficient resources. Do you have the necessary executive sponsorship
to launch the new technology? But even more important, does your organi-
zation have sufficient measurement leadership in place to at least begin the
journey?

Next, it is crucial to assess whether your people are up to the challenge.
Consider potential resistance. Be sensitive to the often passive resistance
that exists on the part of many employees (and even managers), whose lack
of support and interactivity can kill a measure. While perceptions may not
be valid, one still has to tread carefully, and take the resistance to the adop-
tion of technology very seriously—understanding that the positive interac-
tion between people and technology is essential to effectively utilizing it.

Finally, there is capability. Do your people have the performance mea-
surement capabilities to make the most out of the technology without be-
coming infatuated, or deceived, by it? These capabilities don’t have to be
very deep, but there does need to be a sufficient level of ‘‘measurement
literacy’’ to insure effective use of the performance measurement system
and related technology. Otherwise, you could find that the defects in the
measurement system might never be detected, and at least part of your orga-
nization will be ‘‘flying blind.’’

Preparing the Context
Although some think that technology is ‘‘anti-social,’’ that is not the case.
We all know that technology can make people passive and reduce interper-
sonal interaction, but it can also do just the opposite! The problem is that
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almost nothing is done with this enormous potential to support the social-
ization of measurement vision.

If there is going to be synergy between socialization and technology, it
must be designed in, not just added on later. This is because social interac-
tion must be part of the overall architecture, or it will not be integral to it,
and it will almost never happen after the fact. So how should it be built in?

According to Jeff Woods, Gartner supply chain analyst, it’s about em-
powerment, and it’s also about organizational learning. As he says,’’ Each
time you face one of these unanticipated situations, do you have a way to
consult with colleagues? Can you look across your company and build a
team of people who understand what’s going on and have similar relevant
experience? There’s a technical hurdle here as well. A lot of the time people
spend responding to a problem is devoted to gathering data. If you can put
in place technical capabilities to put information at your fingertips and you
have sensory networks that tell you what’s going on, then you’re spending
less time trying to figure out what’s going on.’’18

Unfortunately most organizations don’t encourage their people to take
the time to understand the ‘‘performance logic’’ of their business model,
strategy, and value creation process, which underlies their measurement
and management systems. If that is the case in your organization, then the
real power of performance measurement is being lost.

Steps for Successful Technology Investment
By providing appropriate access to the right kind and quality of data at the
right time, technology can actually facilitate the ‘‘socialization of measure-
ment.’’ The following is a checklist summarizing the major recommenda-
tions (and accompanying issues and questions) to remember as your
organization moves toward investing in technology that will support and
enhance performance measurement:

1. Perform ‘‘due diligence.’’ Before adopting a technology tool, get ‘‘the
facts,’’ not just success stories presented as ‘‘best practices.’’ If you look
hard enough, you can find testimonials for anything. Beware of tools being
presented as ‘‘solutions.’’

2. Start small. Don’t try to do too much too quickly. The best adoption
of measurement technology is thoughtful and well-paced, more like a mara-
thon than a 100-yard dash.

3. Don’t expect too much of any tool. Improvement initiatives shouldn’t
be tool driven. Success has less to do with the tools selected than with where
and how they are applied. Ultimately, it’s not the running shoes that make
the difference, but the skills of the person running in them.
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4. Don’t expect immediate ROI. Realizing that reaping the benefits of
technology is an ongoing process.

5. Establish clear expectations. What does your organization expect to
gain from the adoption of the performance measurement technology? Many
companies provide a measurement system, but don’t give guidance on what
to do with it.

6. Identify the key stakeholders and what their involvement should be.
Determine the key performance measurement roles, responsibilities, and
accountabilities. What provisions are being made to achieve initial and on-
going stakeholder commitment, buy-in, and appropriate involvement?

7. Determine who will be providing measurement leadership. Who owns
the measurement system and/or the various components? Who owns the
measurement technology? Who should own the ‘‘socialization of measure-
ment’’ process? Be aware of the potential conflicts.

8. Determine what will be done to facilitate dialogue. What will be done
to stimulate dialogue around the ‘‘performance logic’’? What will be done
to explore the trade-offs among measures?

9. Determine support levels. How much initial and ongoing communica-
tion, education, training, informal learning, and technology and perform-
ance measurement support should be provided?

10. Determine other resources. What other resources may be needed to
ensure the success and sustainability of the performance measurement tech-
nology implementation?

11. Assess the larger organizational/cultural issues. For example, what
kind of functional/disciplinary constraints might exist? What barriers might
exist to openness and transparency? Are there strong incentives that could
undermine the impact of any performance measurement system?

12. Define the scope of the technology-enabled measurement system.
One particularly crucial issue is how the ‘‘extended enterprise’’ (e.g., supply
chain partners and alliance members) will be included in the measurement
system.

13. Consider who will design the measurement system. Do they have any
apparent biases? Andrew Cohill advises: ‘‘Beware of vendors who do not
take the time to understand organizational needs before recommending ‘so-
lutions’.’’19

14. Determine how measures will be selected and reviewed. Make sure
that there is a well-defined selection process for measures, especially new
and emergent measures. Who is involved? Should measures be weighted in
terms of importance? Is there a continuous improvement process? Make
sure there is a strong single- and double-loop feedback process. Above all,
avoid ‘‘hardening of the metrics.’’
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15. Consider measurement cycles. At what intervals should measure-
ments be taken and reported? Will the time lags of certain measures be a
problem? Businesses are run on a continuous basis, not on a quarterly basis.
But since real-time measurement is quite costly, perform an assessment of
what absolutely needs to be reported in real-time.

16. Make sure that the system is dynamic and easy to modify. It is impor-
tant to be able to experiment with new and emergent measures. Further-
more, changes in company strategy can radically change performance
measurement. There can be a ripple effect of changing a single measure.

17. Determine how performance measurement will be used along with
other information. View the technology-enabled performance measurement
system in the overall decision-making process. For example, exception-
based measurement can be extremely valuable, but make sure that the crite-
ria for normal and abnormal performance patterns are clear.

And do keep remembering the image of the concealed Wizard of Oz. I
strongly urge you to keep asking the question: ‘‘What’s behind the curtain?’’
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Performance Measurement Maturity

The concept of maturity is popular today, with new models emerging
describing many aspects of individual maturity, professional maturity,

team maturity, process/program/project maturity, and organizational ma-
turity. All of these models attempt to define, and foster, development over
time. Because of the pivotal importance of performance measurement in any
organization, the potential benefits of increasing its maturity are enormous.
Debra Hoffman explains it this way: ‘‘Performance measurement maturity
determines a company’s ability to continuously improve, and is a key deter-
minant of its future performance.’’1 Although some maturation occurs natu-
rally through normal learning and experience, it is generally accepted that
systematic development interventions will enable the attainment of higher
levels of maturation more quickly. One of the main reasons I wrote this
book is to help organizations accelerate the transformation of their perform-
ance measurement systems to higher levels of maturity.

Performance measurement maturity is built on the foundation of the
concepts, principles, and practices already discussed. This chapter will pro-
vide you with a useful synthesis of the content previously presented. In addi-
tion, the ‘‘Transformational Measurement Maturity Assessment’’ located at
the end of this chapter is a valuable tool both for communicating the concept
of performance measurement maturity and for gauging your organization’s
progress along the transformational measurement journey.

The Concept of Maturity
To some, the term ‘‘maturity’’ means old, tired, and stuck in a rut; to others,
it connotes experience, wisdom, and effectiveness. I like the expression:
‘‘You’re not getting older; you’re getting better.’’ Performance measurement
systems that are maturing are getting better—much better.

Searching the human development literature, some concepts emerge that
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are very clearly associated with maturity. They include: development of wis-
dom; eagerness to confront reality; learning from the past; being willing to
act independently; knowing when to conform; being adaptable to ongoing
change; being open to new ideas; willingness to question one’s own belief
system; not being threatened by questions from others; not taking the easy
(expedient) way out in problem situations; willingness to take risks; and
many more. As we progress through this chapter, you will notice that many
of these qualities are very analogous to qualities of performance measure-
ment maturity.

The table in Figure 12-1 contrasts the major categories of factors in
human development maturity with those of performance measurement ma-
turity. In the table, you will notice that ‘‘psychological well-being’’ on the
human development side is similar to what we have been discussing in terms
of a ‘‘positive context’’ of measurement. ‘‘Personal efficacy’’ relates to the
capacity to make a difference in life and is analogous to ‘‘focus’’ in perform-
ance measurement, which relates to the power or leverage that certain mea-
sures have. ‘‘Integrity/balance’’ relates to the capacity of people to balance
the various parts of their personality and therefore maintain their integrity,
which I see as analogous to ‘‘integration’’ in performance measurement.

On the human development side, ‘‘socialization,’’ or effectiveness in
human relationships, relates to ‘‘interactivity’’ in performance measurement.
You will notice that I have placed ‘‘leadership’’ and ‘‘learning’’ on both the
human development and the performance measurement sides of the table.
This is because the ability to lead and to accept leadership, as appropriate,
is essential to both the mature personality and to mature performance
measurement. Similarly, ‘‘learning’’ (both single-loop and double-loop) is
crucial for both human development and performance measurement devel-
opment.

FIGURE 12-1. CONTRASTING HUMAN DEVELOPMENT WITH
PERFORMANCE MEASUREMENT.

LeadershipLeadership
LearningLearning

Performance MeasurementHuman Development

InteractivitySocialization
IntegrationIntegrity/Balance
FocusPersonal Efficacy
Positive ContextPsychological Well-Being 

LeadershipLeadership
LearningLearning

Performance MeasurementHuman Development

InteractivitySocialization
IntegrationIntegrity/Balance
FocusPersonal Efficacy
Positive ContextPsychological Well-Being 
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Arie de Geus describes the maturation of an organization in the following
way: ‘‘Like all organisms, the living company exists primarily for its own
survival and improvement: to fulfill its potential and become as great as it
can be.’’2 In the case of performance measurement, maturity is the progres-
sive realization of its full potential.

Maturation has no destination. There is no final end of the road. Rather,
it is a state of ‘‘becoming’’—becoming more relevant; becoming more func-
tional; becoming more powerful. Maturation in performance measurement
provides the possibility that it will continue to develop beyond anything that
is currently known. Attaining the highest level of maturity takes time; it does
not happen overnight. There is no such thing as ‘‘instant transformation,’’
or ‘‘instant maturity.’’

Maturation Requires Transformation
Attaining the highest levels of development requires a specific and intensive
program of action—a transformation process. The transformation of per-
formance measurement and its maturity are closely related. Figure 12-2
depicts the performance measurement transformation process as a continu-
ous improvement process loop—progressing from improving context, to
improving focus, to improving integration, to improving interactivity—the
four transformational keys. While this transformation doesn’t necessarily
occur in this particular order, it is important that all four keys be continu-

FIGURE 12-2. PERFORMANCE MEASUREMENT TRANSFORMATION
CYCLE.
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ously improved. While the transformational cycle is occurring, maturity (in
the center of the diagram) is also increasing.

Whereas transformation is about ‘‘change of form,’’ maturation is about
movement to a higher level of development. Furthermore, as we consider
performance measurement maturity, it is important to remember that it is
not about strength in any one aspect of performance measurement, but
about the health of the ‘‘total system.’’

Research has indicated that only twenty percent of organizational change
efforts—only one in five—achieve long-term improvement. I believe that
this is because there is rarely an understanding of the requirements for real
transformation, or for real maturation. Piecemeal, tool-based, and other
short-term changes are seductively easy, but they are ultimately ineffective.
This is because they just add a part to the machine. The machine might run
better for a while, but only until the next part needs to be changed. As Peter
Senge has said, ‘‘Seeing a company as a machine implies that it is fixed,
static.’’ That is why technological changes alone are usually superficial and
have been proven to be so ineffective in promoting permanent, transforma-
tional change.

The Importance of the Social Factors
As far as performance measurement is concerned, a change in method or
technology is unlikely to change the organization because it is primarily a
social entity. The technical and technological aspects might improve things
temporarily, but the key to the deep and sustainable improvement is the
social aspects. Without them, the technical and the technological aspects
might take a leap forward, but the change will not be dynamic or self-
renewing. The transformation must be continuous, or it will stop when the
method or technology is deemed ‘‘implemented.’’

Assessing Transformational Performance Measurement
Maturity
The ‘‘Transformational Measurement Maturity Assessment’’ located at the
end of this chapter is divided into four parts, one for each of the key areas
discussed in this book: Context, Focus, Integration, and Interactivity.

In the following sections I will briefly review the four keys to transform-
ing performance measurement, including the outputs of the improvement
process and the factors that are instrumental for driving that improvement.
At the end of each section, indicators of transformational performance
measurement maturity are presented, derived from the analysis. These indi-
cators will comprise the items that appear on the ‘‘Transformational Mea-
surement Maturity Assessment.’’
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Improving the Context of Measurement
Improving the context of measurement is one of the best investments your
organization can make, since the context affects all other aspects of the
measurement system across the entire organization. If the context is not
transformed, then most people, if they use performance measurement at all,
will just be ‘‘going through the motions’’—and will very likely also continue
using the measurement system for their own self-serving purposes.

Figure 12-3 depicts some of the highlights for the improvement of the
context of measurement. You will notice in the figure that the major output
of improving the context of measurement is ‘‘positive attitudes.’’ As attitudes
toward performance change in a positive direction and as positive experi-
ences occur, performance measurement will become more highly valued,
which reinforces the improvement. Measurement dysfunction will also de-
crease, because there will be less of an adversarial approach to performance
measurement. When significant changes in the context of measurement
start taking hold, past negative associations will be replaced by current posi-
tive experiences. Dysfunction will virtually disappear, and the culture will be
much less likely to tolerate the negative behavior of those who attempt to
‘‘game’’ the system.

Major factors that contribute to the improvement of the context of mea-
surement are provided on the left side of the diagram. They include:

• Relevance: Numbers aren’t inherently relevant to most employees.
Most employees view measurement as ‘‘a waste of time.’’ That is why it is
so important to clarify how measurement relates to what employees care
about—their work. When measurement is part of work, its relevance be-
comes obvious. Furthermore, when employees can clearly see the ‘‘line-of-
sight’’ between their measures and organizational results, they will under-
stand how their actions will affect both, and performance measurement will
become even more relevant.

FIGURE 12-3. CHANGING THE CONTEXT OF MEASUREMENT:
SUMMARY.
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• Involvement: As the context transformation progresses and the matur-
ity level increases, more and more people in the organization will become
involved in performance measurement (from the lowest level to the highest
level of the organization) and will begin to experience its positive side.
Often, involvement starts with the ‘‘early adopters,’’ but it increases as addi-
tional measurement opportunities are identified, and employees experience
personal involvement in using their own measures to guide their own per-
formance, and have input into the measures of their internal customers,
suppliers, and teams. As the transformation process continues, employees
will develop more ownership in measurement.

• Positive Purpose: Organizations that are transforming their perform-
ance measurement systems place great emphasis on using measurement for
improvement and learning (rather than for control). Certainly, control is
important, but it should be control of the quality of the process, rather than
control over people. To repeat, unless you reduce the tight linkage between
measurement and judgment, defensiveness will prevent honesty and learn-
ing from measurement. No matter what is said, employees are smart enough
to discern the true purposes of measurement.

• Trust: As long as performance measurement is used to monitor, con-
trol, and manipulate, it will not be trusted as an information source. How-
ever, when employees and managers view it as enabling high-performance
and improvement, then it tends to be valued, and trust is built. When em-
ployees trust measurement, and feel confident that it won’t be used against
them, they will much more eagerly embrace it. And then there will be grow-
ing commitment throughout the organization to continuous improvement
of measures and the measurement system.

• Openness: As the context of measurement becomes more positive and
measurement is perceived as being more pivotal to success, there is no
longer any reason for secrecy about measurement. All measurement data is
available to whoever wants and needs it. Discussions about measurement
are open and honest. In fact, the degree of openness and honesty about
measurement is a good way to gauge performance measurement maturity.

• Learning: Nothing contributes to transforming the context of measure-
ment like providing opportunities for learning about and from measure-
ment. When employees understand performance measurement, they can
be proactive in using it. Transforming organizations are discovering that
measurement is essential for effective learning, and learning is essential for
effective measurement.

• Resources: Providing ongoing resources to support organization-wide
performance measurement sends a powerful message that it is important
and valued by the organization. Providing a variety of internal measurement
resources to support performance measurement activities in the right places
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at the right time (including funding, appropriate technology, measurement
specialists, etc.) is key. For example, use measurement specialists to work
with business line people to make the best use of statistics, data mining, and
modeling, and other such methods, but not to interpret the data or make
business decisions for them. Done correctly, this allows executives, manag-
ers, and employees to focus on the meaning of the measurements, rather
than on the calculations.

• Leadership: Measurement leadership is crucial for transforming the
context of measurement and for increased performance measurement ma-
turity. Organizations with the most mature performance measurement
systems will have someone who is responsible for performance measure-
ment organization-wide.

Improving the Focus of Measurement
As you can see in Figure 12-4, the key output of improving the focus of
measurement is ‘‘increased use of high-leverage measures.’’ The right per-
formance measures can provide enormous leverage to achieve competitive
advantage. Increasing the use of high-leverage measures should also drive
‘‘reduced routine measurement.’’ Increasing high-leverage measurement
and reducing routine measurement enables the transforming organization
to achieve progressively greater focus. On the left side of the figure, you
can see the major factors which drive this transformation in the focus of
measurement. They include:

• Measure what matters most: Organizations that are transforming their
focus of measurement are continually looking for performance measures
that reflect the factors that are most critical to their success. In Chapter 6
we discussed how Dell Computer measured ‘‘cash conversion cycle time’’
and Southwest Airlines measured aircraft ‘‘turnaround time.’’ When these
measures were developed, they represented factors that mattered most to
these companies.

FIGURE 12-4. IMPROVING THE FOCUS OF MEASUREMENT: SUMMARY.
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• Focus on the business model and strategy: Transforming organizations
constantly reassess and recalibrate their measures against their business
model and strategy. Then, they focus on the measures that are most crucial
for managing their strategic priorities.

• Experiment with emergent measures: Transforming organizations are
constantly developing new measures to drive innovation, and to supplement
or replace obsolete measures. Many of the emergent measures will be mea-
sures of difficult-to-measure intangibles. Not deterred by the difficulty,
these organizations realize that if they don’t measure these intangibles, they
can’t effectively manage them.

• Encourage innovation: Transforming organizations encourage innova-
tion in the measurement system. Knowing the importance of viewing per-
formance through different lenses, they encourage employees to discover
new measures, rather than just continuing to rely on the same old ones.

• Continually review/revise: In transforming organizations continually
review and revise performance measures in terms of how valuable they are
in providing high-leverage information on how well the organization is per-
forming. They are not reluctant to changing or discarding poorly perform-
ing measures.

Improving the Integration of Measurement
When organizations are improving the integration of measurement, they
realize that performance measurement shouldn’t be primarily about isolated
measures or even functional measures. Figure 12-5 provides a quick over-
view of what the transformation of the integration of measurement looks
like.

The major output of improving the integration of measurement is ‘‘prog-
ress toward one integrated measurement system,’’ including replacing the
functional ‘‘silo’’ measurement systems and data repositories. However,
nothing is more difficult than overcoming the forces of functional parochial-
ism and data politics. Moving forward with the integration of measurement
is enabled by the following factors:

FIGURE 12-5. IMPROVING THE INTEGRATION OF MEASUREMENT:
SUMMARY.
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• Holistic View: Transforming organizations are working hard to take a
holistic, ‘‘big picture’’ view of performance measurement, increasingly mea-
suring performance constructs that reflect a broader understanding of all
essential value creation activities and being more aware of their trade-offs.
A good indicator of measurement maturity is the extent to which decisions
are made based on multiple measures, rather than single measures, and how
many measures are, in fact, being considered in making those key decisions.

• Development and Use of Measurement Frameworks: Transforming
organizations realize that isolated measures—even transformational ones—
must be integrated into larger ‘‘measurement frameworks.’’ These frame-
works include both vertical integration (the connection of measures up and
down through the organization) and horizontal integration (the connection
of measures across organizational functions). Transforming organizations
are finding that they are often dealing with abstract concepts, exploring in
areas where many do not feel very comfortable, and adopting new and
emerging measures in areas of considerable uncertainty. Measurement
frameworks enable organizations to address these issues.

• Cross-Functional Measurement: In transforming organizations, cross-
functional measures contribute greatly toward breaking down long-
established functional silos. New cross-functional measures, which are
viewed as a key to collaboration across the organization, are being regularly
adopted.

• Cause-and-Effect Understanding: It is through understanding the rela-
tionships and the trade-offs among measurable factors that organizations
can gain valuable predictive insights from their measurement systems. They
realize that the key to transformational performance measurement is to ‘‘un-
derstand first; measure second.’’ One of the indicators of measurement ma-
turity is that the causal relationships are being frequently being hypothesized
and tested. Too many organizations hypothesize, but do not test. Insight
into important cause-and-effect relationships and healthy skepticism about
these relationships are features of performance measurement maturity.

• More Integrated Data: In transforming organizations, increased cross-
functional collaborations are energizing the development of central data re-
positories with high data integrity. As a result, more data can be relied on,
and a more holistic picture of the organization and its customers is emerg-
ing. This richer and more consistent data can then be converted into more
useful information, knowledge, wisdom, and appropriate action. Until this
maturity characteristic is realized, most of the knowledge that comes from
measurement is likely to be incomplete or seriously flawed.

• Ongoing Strategy Alignment: In transforming organizations, there is
ongoing commitment to increasing deeper understanding of the key strate-
gic drivers of organizational success. This is not a one-shot alignment exer-
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cise, but an ongoing process. One of the major contributions of the work of
Kaplan and Norton has been to gain greater awareness of the importance
of increasing the ‘‘strategic alignment’’ of measurement systems.4 However,
as you have seen, this is just one element of measurement system maturity.

Improving the Interactivity of Measurement
Organizations that are improving the interactivity of measurement are well
on their way to transformational measurement. Most of them have already
improved through some degree of transformation of the context, focus, and
integration of measurement. Now, they are looking for new and better ways
to ‘‘socialize’’ measurement. These organizations are using interaction to
develop and continually review new measures, supplemented by the appro-
priate use of technology.

Transforming organizations have typically established a ‘‘social architec-
ture’’ to promote discussion of measurement data and information. This
formal or informal structure enables executives and other key stakeholders
to carry on regular dialogues about performance measurement issues. Mea-
surement is built into the social fabric of the organization, and is no longer
just a program or an add-on.

Transformational measures, and the emergent measures that are precur-
sors to them, require the synergy and support that interactivity provides.
Most of the mistakes and shortfalls in attempts at transformational mea-
surement have, in fact, been due to a lack of interactivity.

Figure 12-6 shows the process of improving the interactivity of measure-
ment. As you can see in the figure, the major output of improving the inter-
activity of measurement is ‘‘increased speed and quality of conversion of
data to insight to action.’’

Transforming organizations use extensive internal and external interac-
tions around the data that facilitate the data-to-wisdom conversion process.
Because the forums for interactivity are more formally in place, rather than
simply being done ad hoc (if at all), there is increased speed of the conver-

FIGURE 12-6. IMPROVING THE INTERACTIVITY OF MEASUREMENT:
SUMMARY.
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sion process. Christopher Meyer has said, ‘‘The hallmark of any powerful
measurement system . . . [is that] it creates the maximum insight with the
minimum of data.’’ Practice builds capability, and using interactivity leads
to continually improving ‘‘data-to-insight-to-action capability.’’5 If a mea-
surement program does fail, it is very rare that the information is the prob-
lem; it is usually the organization’s inability to turn it into effective action.

The factors contributing to transforming the interactivity of measure-
ment include the following.

• Frequent Interactivity: Organizational stakeholders realize that per-
formance measurement is not primarily about the numbers, but about
clearer perception, deeper understanding, and greater shared insight, knowl-
edge, and wisdom. Interpretation is not usually something that happens
through a sudden flash of insight; more often it requires study, summariz-
ing, listening, discussing, comparing, reflecting, visualizing, questioning,
and the like—involving lots of interactivity. In most organizations, each
function does its own measurement and rarely interacts with people in other
functions. This is incompatible with the fact that most of what adds value in
organizations today is cross-functional.

• Effective Dialogue: As Larry Bossidy and Ram Charan have stated,
‘‘How people talk to each other absolutely determines how well the organi-
zation will function.’’6 A lot of this interaction occurs through dialogues.
Regular dialogue meetings within teams and between functions will help to
integrate functions and lead to higher levels of collaboration and perform-
ance. One characteristic that differentiates effective dialogues from other
meetings is that they are more about asking the ‘‘right’’ questions than pro-
viding the ‘‘right’’ answers.

• Continual Review and Improvement of Measurement Frameworks:
Transforming organizations realize that what is optimal at a particular time
might not be optimal in a month or a year, so the refinement of the measure-
ment frameworks must be continuous. Measures must be continually cali-
brated and realigned with strategy, and then integrated across the entire
organization.

• Collaborative Learning: Most learning from measurement is ‘‘collabo-
rative action learning.’’ Through using measurement, people in transform-
ing organizations are engaging in both single-loop and double-loop
learning, and they are not afraid to challenge the traditional assumptions
about performance and existing measurement frameworks. There are regu-
lar ‘‘dialogue’’ meetings between functions to discuss existing measure-
ments, develop actions plans, review measurement frameworks, and consider
transformational measurement issues. Organizations are finding that dia-
logues about their measurement frameworks will help identify cross-
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functional measures that will make a transformational difference to the or-
ganization. Nothing will break down the traditional functional barriers like
collaborative learning through cross-functional measurement.

• Appropriate Use of Technology: In transforming organizations, tech-
nology is viewed as an enabler of a robust performance measurement sys-
tem, but not the system itself. The emphasis is on automating routine
measurement and administrative functions, and on performing advanced
analysis and reporting, but not replacing the uniquely human capabilities or
detracting from the social aspects of transformational performance mea-
surement. Care is taken that technology facilitates interactivity, and doesn’t
diminish it. Although technology can analyze data and produce information,
when it comes to generating knowledge and wisdom, there is no substitute
for human interaction.

Levels of Performance Measurement Maturity
The ‘‘Performance Measurement Maturity Model’’ in Figure 12-7 is offered
to help organizations better gauge their performance measurement maturity
level.

You can assess the performance measurement maturity of your organiza-
tion based on the score on the ‘‘Transformational Measurement Maturity
Assessment,’’ located at the end of this chapter, There are three major levels
in the model: Ad Hoc, Systematic, and Transforming. Level 1, the lowest
level of performance measurement maturity, is Ad Hoc. At this level, there is
relatively little performance measurement above and beyond what is legally
required. Any performance measurement that does exist can best be de-
scribed at sporadic and unplanned.

FIGURE 12-7. PERFORMANCE MEASUREMENT MATURITY MODEL.
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Level 2, the second level, is Systematic. At this level, there is a well-
planned, systematic measurement effort. Level 2 provides the kind of foun-
dational performance measurement that I referred to in Chapter 4 as ‘‘basic
performance measurement.’’ This basic level enables organizations to take
advantage of at least some of the functionality that performance measure-
ment has to offer. However, in order for an organization to tap into the real
power of performance measurement, it is important to progress far beyond
this basic level.

Both Levels 1 and 2 have a ‘‘negative or neutral context’’ of measurement
(either negative, or somewhere in between positive and negative), while
Level 3 is the only one that has a ‘‘positive context.’’ Also, Level 2 includes
first ‘‘specialized’’ and then ‘‘programmatic’’ measurement. Specialized per-
formance measurement is indicative of measurement that is delegated to
measurement specialists (including business and financial analysts). Pro-
grammatic performance measurement refers to the existence of programs
like Balanced Scorecard and Six Sigma. While these programs are beneficial
in themselves, they do not indicate that performance measurement is being
transformed systematically throughout the entire organization, nor do they
necessarily indicate maturity beyond Level 2.

Thus, it is important for organizations to move performance measure-
ment to Level 3, termed Transforming. An organization’s performance mea-
surement system has attained this level of maturity when it has made
significant strides in its performance measurement transformation. When
your organization’s performance measurement system attains Level 3
status, all four keys to transformational performance measurement are at
least beginning to work together synergistically. This allows powerful per-
formance measurement to make a real difference—a transformational dif-
ference—in the organization.

The ‘‘Transformational Measurement Maturity Assessment’’ score will
give you a good idea of how far your organization has progressed overall
and in each key area of the transformation. Although comparing your orga-
nization’s total score to the maximum score of 300 will give you some idea
of its performance measurement maturity, the primary purpose of this as-
sessment is to help make improvement more visible, not to provide a static
measure of the current level of measurement maturity. By administering this
assessment over time, as performance measurement is being transformed,
you should be able to discern improvements. More importantly, this assess-
ment should be used as a diagnostic and to foster dialogue about crucial
performance measurement issues.

Scoring instructions are provided at the end of the assessment. Of
course, no one wants correspondence to take wild guesses at items about
which they have no knowledge. That is why there is an adjustment in the
scoring to permit ‘‘Don’t Know’’ responses, without any penalty. However,
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you should realize that a high number of ‘‘Don’t Know’’ responses would
indicate that whatever transformation might be occurring may not be visible
enough to organizational stakeholders—which is clearly a problem.

As with any emergent measure, its greatest value is the interactivity that
it can stimulate and its ability to drive positive change. Of course, its value
will depend heavily on the willingness of those performing the admittedly
‘‘subjective measurement’’ to be honest in their assessments. As for who
should participate in the assessment, I suggest involving those managers
and employees from all functional areas who have a variety of perspectives
regarding the performance measurement system.
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TRANSFORMATIONAL MEASUREMENT MATURITY ASSESSMENT

Instructions: Please rate your organization on each of the 50 aspects of
performance measurement l isted in the left -hand column. Place a
checkmark in the appropriate column according to the following scale:
Exemplar y : The organization is clearly outstanding in this aspect .
Good : This aspect is evident to a considerable extent throughout the

organizat ion.
Fair : This aspect is evident to some extent throughout the organization.
Poor : This aspect is not in evidence to any significant extent in the

organizat ion.
Don’t Know : Respondent is not aware of the status of this aspect in the

organizat ion.

Please score your
organizat ion in terms of the Don’t
fol lowing: Exemplar y Good Fair Poor Know

Context Maturity

Performance measurement
is widely used by all levels
of employees throughout
the organization.

The impor tance and value
of performance
measurement are widely
appreciated.

Employees perceive
performance measurement
as relevant, t imely, and
act ionable in their jobs.

Employees actively use
performance measurement
in their jobs.

Understanding and acting
upon performance
measurement data are
viewed as key
responsibil i t ies of all
employees.

Performance measurement
is general ly viewed as a
posit ive force in the
organizat ion.

Performance measurement
is used to empower and
enable self-management.

Performance measurement
is rarely used to blame or
punish.

Fear of measurement is
low.

Performance measurement
is trusted.

Manipulat ion of
measurement for sel f -
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Please score your
organizat ion in terms of the Don’t
fol lowing: Exemplar y Good Fair Poor Know

ser ving purposes is ver y
low or nonexistent.

Performance measurement
data is discussed openly
and honest ly .

Employees are educated
about measurement.

Employees are given the
t ime and other resources
they need to use
performance measurement
well .

Context Totals

Focus Maturity

This organizat ion measures
the things that matter most
and not those that don’t
matter.

Performance measures
accurately reflect the most
cri t ical aspects of the
organizat ion’s business
model and strategy.

Performance measures are
regular ly reviewed and
revised or el iminated (as
appropriate).

This organizat ion has the
right number of measures
(not too many nor too few).

Routine measures are
reduced when new high-
leverage measures are
added.

Routine measurement is
being increasingly
automated.

Progress is being made in
measuring intangible assets
and other difficult -to-
measure aspects of
performance.

Experimentation with
emergent measures is
encouraged.

Transformational measures
are being widely adopted
and used.

Focus Totals
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Integration Maturity

There is a hol istic approach
to performance
measurement across the
organizat ion.

Measurement data is
becoming more integrated.

Employees understand the
cross-funct ional
implications of their
measures.

Cross-funct ional measures
are developed and used.

There is increasing
understanding of the
relat ionships and trade-offs
between performance
measures.

There is widespread
commitment to
understanding the causal
relat ionships among
performance measures.

Integrative measurement
frameworks are developed
and used.

Ongoing effor t is being
made to align measurement
frameworks with strategy,
and keep them aligned.

Progress is being made
toward creat ing one
integrated organizat ion-
wide measurement system.

Performance measurement
integration effor ts have
organizat ion-wide
leadership.

Integration Totals

Interactivity Maturity

There is widespread and
frequent interaction
throughout the organization
about measurement.

Frequent interactivi ty
occurs regarding the
selection of performance
measures.

Developing and revising
measurement frameworks
are highly interact ive.
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Please score your
organizat ion in terms of the Don’t
fol lowing: Exemplar y Good Fair Poor Know

Insights from performance
measurement information
are discussed in many
forums.

The organization places a
high prior ity on learning
from measurement.

Time is made available to
learn from measurement.

There are frequent and
high-qual ity dialogues
about performance
measurement.

Executives are deeply
engaged in measurement-
related dialogues.

Measurement frameworks
are continually and
interactively reviewed and
revised when appropriate.

Interpretat ion of data is as
highly valued in this
organizat ion as data
col lect ion and analysis .

Col laborative cross-
funct ional learning from
measurement occurs
throughout the
organizat ion.

Revealing questions are
constantly being asked
about measurement.

Measured experiments and
pilot projects are occurring
throughout the
organizat ion.

The organization has
effective social mechanisms
for translat ing performance
measurement data into
appropriate action.

The capabi li ty of the
organizat ion for conver ting
data into act ionable insight
is high.

The organization is
effective at sharing insights
from performance
measurement.
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Technology is being used
appropriately to suppor t
interactivi ty around
measurement.

Interactivi ty Totals

Assessment Totals

Instructions for computing the assessment score:
Total the checkmarks in each column. Mult iply the column totals as
fol lows:

# Items Rated Score
Exemplar y responses � 3 �
Good responses � 2 �
Fair responses � 1 �
Poor responses � 0 �

Total :

� of ‘‘Don’t Know’’ responses:

Divide the total score by the number of i tems rated (50 total i tems
minus the number of i tems with ‘‘Don’t Know’’ responses). Mult iply
this value by 100. The maximum possible score is 300.
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C H A P T E R 1 3

Transformational Measures

New, emergent, and transformational measures are beginning to radi-
cally change the way people and organizations view measurement. It is

vital to appreciate how far we have come in using performance measure-
ment as a new lens to transform the way we understand and drive some of
the factors that were once ignored (or not seen), but which we now know
are vital to organizational success. Unfortunately, organizations are still
quite reluctant to change their performance measurement systems (which
they see as almost sacrosanct), and, as far as we have come, there is still a
long way to go.

Defining Transformational Measurement
Transformational measurement is about changing organizations so that new
ways of measuring can become part of the DNA of the organization. Even
so-called ‘‘change management’’ programs will ultimately fail unless the
measurement system changes, because the measurement system ultimately
‘‘tells’’ all the other management systems what is important, and what to do.

Transformational measurement is, first and foremost, about transforma-
tion—‘‘a change in form’’—which is, by definition, deep change. Most
breakthroughs result from looking at things differently. The key to transfor-
mation is to change perspective. In many organizational areas, dramatic
shifts in vision have taken place because of relatively minor changes in per-
spective, such as from ‘‘product-line profit’’ to ‘‘customer profit,’’ or from
‘‘on-time delivery’’ to ‘‘perfect orders.’’ Transformational measures measure
many of the same things, but from a different perspective.

In an influential Harvard Business Review article, ‘‘The Ambidextrous
Organization,’’ Charles O’Reilly explained that successful organizations
have to balance two needs—(1) the need to look backward in order to main-
tain the existing organization and its current customers and (2) the need to
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look forward in order to explore and achieve performance breakthroughs
and to identify and attract new customers and new sources of value. This
second need includes much of what we are calling ‘‘transformational mea-
surement.’’1

From Exploration to Transformation
According to Napier and McDaniel, the first step in developing new mea-
sures is ‘‘a clear understanding of what you wish to measure and a willing-
ness to ask the tough questions that may lay bare the underbelly of the issue
being explored.’’2 While digging deeply may seem daunting, the reality is
that not doing so will ultimately prove detrimental to the future growth and
prosperity of your organization! The key to developing emergent transfor-
mational measures is exploration and experimentation, which requires the
willingness to take risks and an environment that fosters risk-taking and a
spirit of exploration.

Transformational measures are not difficult, but they require new think-
ing and someone willing to propose a new lens to view things. Transforma-
tional measures begin with concepts that are potentially transformational.
We all have the capacity to begin to view things differently, and to propose
suggestions for improvement, however small and tentative, or bold and
sweeping.

James Brian Quinn describes just such a transformational concept that
has caused a quantum change in the focus of marketing—the ‘‘shift in focus
from individual product profitability to the total profit potential in a custom-
er’s relationship.’’ This conceptual shift gave rise to an enormous measure-
ment shift—a ‘‘reorientation from short-term transaction measures to long-
term customer outcome measures.’’3

Traditional vs. Transformational Thinking
The biggest challenges you and your organization face will come from those
who say it can’t be done, or that you are transgressing an ‘‘incontrovertible’’
rule of measurement. However, if you don’t break any rules, there won’t be
any innovation! So, if you and your organization want to embrace transfor-
mational measures, get ready to tolerate some of those measurement con-
cepts and practices that you have been taught are ‘‘wrong,’’ as well as the
resistance of those who will tell you that ‘‘You just can’t do that!’’

The fact is that while most of business has become extremely advanced,
measurement has remained a bastion of traditional thinking. Performance
measures in most organizations tend to reinforce the ‘‘old rules’’ and the
mental models that gave rise to them. Worse still, our belief systems and
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conventional wisdom often run so deep that we find it difficult to believe
what the actual facts are telling us.

The biggest problem of performance measurement is that the world has
changed, but the measurement of performance has pretty much stayed the
same. If you were to compare the workplace of today with the workplace of
fifty years ago, the difference is dramatic. But if you were to compare how
most performance is measured, it looks like a throwback to yesteryear. Just
think how little progress has been made in performance appraisal! And those
who ‘‘mind the gates’’ are not particularly encouraging of those who want
to change the measures—much less the ‘‘metric system’’—because, after
all, these gatekeepers have benefited enormously, and continue to benefit,
from the legacy systems.

Many existing measures seriously constrain performance and prevent
breakthrough performance improvements (especially in services and knowl-
edge work), but most workplace environments still discourage trying any-
thing new. Take for example the following typical scenario: A company
sends out a team with instructions to ‘‘improve’’ a specific project. More
often than not, the team comes back with a set of incremental improvement
recommendations that only end up further entrenching the status quo, while
declaring victory because the project came in on time and under budget!
Trying to innovate without the freedom (and the mandate) to explore un-
conventional approaches and take risks ultimately leads to more of the same
old measures and, of course, the same old managing.

However, despite the obstacles, change does happen. An example I cited
earlier is ‘‘customer profitability.’’ Most organizations, as well as the tradi-
tional accounting community, couldn’t ‘‘conceive’’ of it, because there was
no way to calculate it. Activity-Based Costing changed this, and now it is
possible to determine customer profitability by allocating all the ‘‘costs to
serve’’ to specific customers. Customer profitability is finally a measurable
concept, not just a theoretical one. It is revolutionizing marketing by helping
people realize that, for years, companies were diluting their profits by selling
unprofitably to most of their customers.

In fact, a profitability analysis on just a few well-selected customers will
almost always shock company executives and motivate a change in the way
the company does business. It can even be used as a conceptual discussion
tool even before you start actually measuring it. When you take even a cur-
sory look at some qualitative indicators of cost-to-serve, it often becomes
clear which customers are costing the most. If you think of your customers
as you would your ‘‘investment portfolio,’’ would you really hold on to the
‘‘dogs’’ without doing something about the situation?

Isn’t that amazing, and transformational—an accounting innovation
revolutionizing marketing? But that’s how it happens! Activity-Based Cost-
ing vividly demonstrates what can occur when someone sees the world
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differently, and has the courage to formulate and communicate a new con-
struct. It is indeed possible to change the world!

Deep change is impossible without changing the measures that underlie
management. Because measures reflect our ‘‘mental models,’’ it is impossi-
ble to change the way people think and act unless they measure differently.

Transforming performance measurement is not optional. It is not a mat-
ter of whether your organization wants to change the way it measures; it is
a matter of when those changes are going to happen and how much change
there will be. But changing a long-established infrastructure of ‘‘legacy’’
measures won’t be easy. Changes in performance measurement have never
come easily, and they will continue to be resisted. The question is whether
sufficient measurement innovators, early adopters, and most importantly,
measurement leaders, will emerge quickly enough to save companies from
the consequences of obsolete thinking.

Taking the Lead in Transformational Measurement
Performance measures are often viewed as hard-wired into the organiza-
tion. There are literally thousands of things that could be measured and
managed better in any organization. Unfortunately most organizations tend
to default to easy-to-measure things, for which data is readily available.
Force of habit causes most people to continue collecting the data they al-
ready have without considering why they are doing it, and whether the data
is providing any real value. That is why too often the operational minutia
are measured, while the key drivers of business value are not.

Fortunately, today more and more people are realizing how much the
measurement system affects what happens, and that performance measure-
ment is potentially one of the highest leverage activities any organization
can perform. While organizations do a great deal of measuring, a lot of
value is not being effectively measured or managed, and this needs to
change. It is important for organizations to realize that one of the most
important functions of emergent performance measures is to increase stake-
holders awareness through measurement of the factors that are important
to organizational success.

The following are some thoughts that organizational leaders can use to
stimulate creative thinking about incorporating and utilizing emergent and
transformational measures:

• Beware of metricizing. The question of where your organization should
invest your limited resources is a critical management decision. Most per-
formance measurement that is done is, in fact, just cost analysis. As Tony
DiRomualdo has explained, ‘‘Nowadays there seems to be a scorecard or
measurement index for just about everything from the cost of living to the
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cost of dying and everything in between. The problem with many of these
measures is that they take a pure economic view of whatever is being mea-
sured. But conclusions about the economy or business can often be mislead-
ing when drawn from only those indicators that are easy to quantify.’’4

That is why it is essential to avoid the institutionalization of ‘‘metrics that
will remain around forever’’—even when their usefulness has long passed.
In order to avoid this, performance measurement must be reconceived as
something an organization does, not as something it has (like a set of met-
rics.)

• Search for new truths. It is important that measurement not be viewed
as ‘‘the truth,’’ but as a ‘‘search for truth.’’ Furthermore, transformational
measurement is not only a search for truth, but it is a continuing search for
new truths. Every organization’s mental models, beliefs, and assumptions
about what really ‘‘matters’’ are not always valid, or may simply be obsolete.
Review your organization’s business model and strategy in order to under-
stand what really matters. Chances are your organization is measuring too
many things that don’t really matter, and not measuring many that do. The
truth often defies conventional wisdom.

• Usefulness is key. There is also a strong tendency, especially by mea-
surement specialists, to demand a high level of validity, reliability, accuracy,
and precision in performance measurement. Unfortunately, this is too high
a bar for most emergent and transformational measures. As Karl-Erik
Sveiby has said, ‘‘It is not possible to measure social phenomena with any-
thing close to scientific accuracy.’’5 But that is okay. Initially at least, trans-
formational measurement is not so much about reliability or precision as it
is about relevance and usefulness. It is much better to have the right mea-
sures in their formative stages than completely accurate measures that are
wrong.

• Overcome skepticism. One of the most difficult barriers to overcome
is skepticism about the value of subjectivity in performance measurement.
Admittedly, subjective perceptions have many weaknesses associated with
them, but they also have many strengths—especially in the early stages of
measurement. Don’t expect any emergent measure to be perfect from the
start. You can enlist the assistance of measurement specialists to help you
to operationalize the construct, but don’t let them determine what should
be measured. Performance measurement innovation requires tolerance for
error and ambiguity, especially during the initial stages.

• Avoid ‘‘rigor’’ mortis. Transformational measurement should not be
judged by the traditional criteria, at least not for a while. Excessive rigor will
undermine innovation. Unfortunately, most measurement specialists are
trained to value validity and reliability over relevance and usefulness. These
priorities are antithetical to measurement creativity. Don’t adopt too rigor-
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ous an attitude, since too much rigor kills innovation! Start with creativity,
and add validity and reliability over time.

The Transformational Lens
Defining transformational measures (measures that help people see things
differently so that their organization can increase its competitive advantage)
is not as difficult as it might seem. As Stanford University organizational
systems expert John Sterman has said, ‘‘Once we recognize the importance
of a concept, we can always find ways to measure it.’’ Obviously some con-
structs are more difficult to measure, but they all can be measured.

Consider the lifecycle of an ‘‘emergent measure.’’ It first comes from a
decision to change perspective about how a particular performance is
viewed. Then, the emergent measure is tested on a small-scale trial basis,
and, if it is not working as desired, it can be revised or discarded. When an
emergent measure passes the test, it can then be adopted more widely within
the organization as a ‘‘transformational measure.’’

An Experimental Attitude Is Essential
What differentiates emergent from transformational measures is that the
emergent measures are not yet ‘‘ready for prime time.’’ You need to try them
out on a small scale before spreading them widely, to determine whether
they are triggering the right behavior and discouraging the wrong ones, and
whether they have any unanticipated side-effects. You will find that the mere
effort to measure some constructs differently will add new knowledge, even
if the measure itself is changed or discarded.

Some emergent measures might seem too simple to be effective. For
example, The Acelera Group has come up with a simple, but creative, indi-
cator that they are convinced is one of the best measures of organizational
health: ‘‘It’s the number of times each quarter that your CEO meets with
clients.’’6 Try it out! See if it works for your organization.

One of the keys to transformational measurement is the trial use of emer-
gent, or experimental, measures. However, just as through the ages people
have been looking for the Holy Grail, so have many people in organizations
been looking for ‘‘the magic metric,’’ and many won’t accept anything less.
I hate to disappoint those who are still looking, but it doesn’t exist, and
never will. At its best, measurement is a continual process of trial and dis-
covery.

The Challenge of Measuring Intangibles
Where tangible assets have become increasingly commoditized and are no
longer the source of competitive advantage, the most important drivers of
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value in today’s organizations are mostly intangible. As Herb Kelleher, for-
mer CEO of Southwest Airlines, put it: ‘‘It’s the intangibles that are the
hardest things for competitors to imitate. You can get an airplane. You can
get ticket-counter space. You can get baggage conveyors. But it is our esprit
de corp—the culture, the spirit—that is truly our most valuable competitive
asset.’’7 If your organization wants to excel, then it better start measuring
its sources of intangible value.

That’s the problem: Most of what is valuable is intangible, but most of
what is measured is tangible! But rather than shrink from the challenge of
‘‘unmeasurabililty,’’ I encourage you to seize the opportunity of helping find
the pathway to measurability. As David Skyrme points out, there is growing
criticism that the traditional balance sheet does not take account of the
intangible factors that largely determine a company’s value and its growth
prospects.8 The unreported assets of all but the most traditional major com-
panies are on average five to ten times those of the tangible assets. Although
very few people can make the link, it is generally accepted that intangibles
underlie most future financial results.

Difficulties of Measuring Intangibles
Organizations must more effectively measure and manage all their major
sources of intangible value. For example, there is enormous value tied up in
organizational relationships: customers, suppliers, employees, partners, and
other stakeholders who contribute to organizational success. Although there
is currently little understanding of how to effectively measure and manage
the value of those relationships, at least some progress is being made in
terms of the quantity of intangibles measurement, if not the quality. For
example, ten years ago almost none of the top companies reported on envi-
ronmental performance; now more than 35 percent do.

On a scale of 0 percent to 100 percent, ask yourself to what extent you
think your organization measures and manages its entire portfolio of assets.
Most experts would say that if you respond higher than 30 percent, you are
probably exaggerating your estimate! Rest assured that those assets of your
organization that are not being measured, or are being poorly measured,
are also being poorly managed. Did you ever think that one of those un-
measured and unmanaged assets might be the key to your organization’s
next competitive advantage?

Where attempts are made to measure intangibles, the focus is generally
on trying to place a financial value on a few of the intangibles that are
currently in fashion, and then estimating how much each is worth by how
much it costs.

Calculating the theoretical return on investment (ROI) of assets and in-
vestments is big business. Certainly a credible predictive ROI can help prior-
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itize investment alternatives. But how often are these financial estimates
based on credible assumptions? Ask yourself why you are doing the mea-
surement: Is it for political reasons (e.g., to show how well your function
has spent its budget), or to understand how you can better manage the
resources, to learn and improve? With only slight tongue-in-cheek, I call
the former version of ROI ‘‘Return on Insecurity!’’

Unfortunately, the perceived need to fall back on the tried-and-true mea-
sures of ‘‘units produced’’ and ‘‘dollars and cents’’ is widespread and has
caused people to shy away from the less precise, but probably more useful,
measures. Karl-Erik Sveiby, a pioneer in the measurement of intangibles,
has put it this way: ‘‘So entrenched are the traditional measuring paradigms
that executives and researchers have not even started to explore the most
interesting reason for measuring intangibles: the learning motive. Measur-
ing can be used to uncover costs or to explore value creation opportunities
otherwise hidden in the traditional accounts.’’9

The ‘‘Value Creation Index’’10 is one early attempt at producing a com-
posite index of the value of intangibles (such as innovation, ability to attract
talented employees, alliances, process quality, environmental performance,
brands, technology, and customer satisfaction), which could be used, in
theory at least, to compare a company’s future value creation potential with
a benchmark sample. However, this effort has not gotten much traction,
because few organizations have figured out how to effectively assess and
use that information.

Another effort is the ‘‘Skandia Intangible Assets Navigator.’’11 However,
if you look beneath the surface of these and many of the other attempts to
count and to monetize intangible value, you will find that the estimating
methodologies do not justify the confidence that many people place in them.
The numbers trivialize rather than illuminate the real power of the concepts
they attempt to measure. While they may provide an interesting exercise, at
this point they are not yet adept at helping to measure intangible assets in
any meaningful way.

The Need to Think Differently About Intellectual Capital
One of the most valuable forms of intangible assets is intellectual capital,
which is typically divided into three categories: organizational capital (pa-
tents, copyrights, trademarks, brands, infrastructure, culture), relational
capital (customer knowledge and relationships, suppliers, partners, com-
petitors, governments, communities), and human capital (skills, knowl-
edge, and attitudes of employees, depth of talent). How much potential
value do you think is represented by those three categories of intellectual
capital in your organization? How much of that value is being effectively
used? How much is being wasted?
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Michael Malone has long advocated the more creative measurement of
intangibles like intellectual capital. As he said, ‘‘Traditional accounting gives
us half or less of the information we need to make an intelligent judgment
about corporate value. Intellectual capital is indeed our best hope for contin-
ued prosperity into the twenty-first century. And learning how to measure
it is the only path for getting there.’’12

Despite the difficulty, intellectual capital is a prime area just crying out
for transformational measures. And without the experimental process of dis-
covering new measures, organizations will continue measuring inappropri-
ate surrogates, such as the cost of training or the number of ‘‘pieces of
knowledge’’ deposited in a repository, rather than value-based measures.

True transformational change will not happen until organizations begin
to think much more creatively about the value of the assets, how to connect
them with strategy, and how to link them to competitive advantage. The
way you measure them will determine how you treat them. For example,
your organization probably has already begun to manage people differently
because it is at least beginning to view them as assets worthy of investment,
rather than just as costs to be expensed. If so, this is a sure sign that trans-
formation is beginning to happen.

Transformational Measurement of Intangibles
The key to competitive advantage going forward is primarily an issue of
better measurement and management of intangible sources of value. Few
realize that one of the key success factors for supply chain management is
the ability to measure trust throughout the system, and a key measure is
‘‘supply chain trust.’’ A relatively short time ago, this kind to thinking would
have been viewed as ‘‘just crazy!’’ Today, it might still be viewed by tradition-
alists as ‘‘unmeasurable,’’ but it is no longer crazy. It is transformational.

Figure 13-1 lists a number of high-value intangibles, and two possible
emergent measures of each. The purpose of this figure is to show you that
everything—no matter how intangible—can be measured! None of the pro-
posed measures are difficult to implement, nor are they esoteric or intim-
idating. Some of the measures are surveys or questionnaires, others are
audits, self-assessments, and inventories. Any of these measures can yield
extremely rich data that can be rather easily converted into knowledge and
even wisdom. Several of these methods are discussed further in the Trans-
formational Measurement Action Plans in Chapter 14.

But don’t look for numbers (quantitative measures) that can be easily
put into a financial statement or reported in columns of numbers in monthly
reports without further explanation. Remember: transformational measure-
ment is seeing things differently, which is neither as difficult nor obscure as
you may have believed.
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FIGURE 13-1. MEASURING INTANGIBLES: SELECTED EXAMPLES.

There are an infinite number of ways to measure intangibles
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Qualitative Measurement
Many emergent and transformational measures are, by their very nature,
qualitative. Too often it is wrongly assumed that measurement is about as-
signing numbers to things. Based on her extensive research, D. Lynn Kelley
arrived at the followed definition of measurement: ‘‘Assessing the degree to
which a variable is present.’’ She adds, ‘‘Notice that there is no reference to
counting or quantifying the variable in the definition.’’13 Furthermore, when
you are not really clear about the variable you are measuring, it is important
to perform some qualitative study. The real purpose of qualitative measure-
ment is exploratory—to generate hypotheses. On the other hand, quantita-
tive measurement is primarily for the purpose of confirming our existing
hypotheses.

According to Pfeffer and Sutton, ‘‘From our research, we are convinced
that when companies base decisions on evidence, they enjoy a competitive
advantage. And even when little or no data is available, there are things
executives can do that allow them to rely more on evidence and logic and
less on guesswork, fear, faith, or hope. For example, qualitative data, such
as that gathered on field trips to retail sites for the purpose of testing existing
assumptions, can be an extremely powerful form of useful evidence for
quick analysis.’’14 However, because of the exploratory nature of qualitative
measurement, it is important to have realistic expectations for it.

One of the most positive things about qualitative measurement is that it
is infinitely flexible. But its disadvantage is that it is cumbersome for our
existing information systems to handle. Virtually everything can be ‘‘re-
duced’’ to numbers for ease of data handling, but that doesn’t mean that
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everything should be. Many qualitative dimensions are extremely difficult to
quantify. As D.Q. McInerny explains in his book Being Logical, ‘‘We regu-
larly express quality in quantitative terms, a practice that can bring with it
considerable practical benefits, but we should be aware of its limitations.’’15

One of the biggest limitations is when qualitative aspects of performance
are quantified and then used inappropriately or given too much credibility.
Says McInerny, ‘‘We indulge in a false sense of precision if we suppose we
know the quality better, as a quality, because it has been quantified.’’16 That
is why I strongly advocate experimenting with new and emerging measures,
and avoiding prematurely institutionalizing new ‘‘metrics.’’ The key is to use
the information received to answer important questions, not to conform to
rigid methodological criteria.

Ethnographic market researchers are well known for their creative use
of measurement. They are trying to collect rich data unobtrusively, rather
than shoving a survey in someone’s face. Roger Dow and Susan Cook re-
count the story of market research pioneer, Louis Cheskin, who wanted to
learn more about women’s preferences for fabric colors. He paid women to
select scarves stacked on tables. The women were asked to rate the colors
on a scorecard. When finished, the women were allowed to select a scarf to
take home. When asked when they should start tabulating the scorecards,
Cheskin replied, ‘‘We are not going to look at the scorecards. Each table
had the same number of scarves, so we’re going to count the scarves that
remain on each table. Who cares how the colors were rated on the score-
card? We’re interested in the color women actually chose.’’17

Organizations often are surprised to find out how much resistance there
is to such ‘‘radical’’ ideas as using unconventional measures. Much of the
resistance comes from impatient executives who ‘‘want ‘the metrics’ now!’’
In addition, many are concerned that subjective and softer measures will be
used for self-serving purposes—and, in a negative context of measurement,
they will—but so will financial numbers! If you are offering big rewards for
hitting a target, you are inviting dysfunction—so don’t be surprised if you
get it—whether you are measuring quantitatively or qualitatively.

Estimating
Arno Penzias points to estimating as a particularly difficult practice for tra-
ditionalists to accept. ‘‘A high barrier stands between us and the habit of
making rough estimates—the fear of getting the ‘wrong’ answer. There is
nothing wrong with educated guesses as long as the uncertainty is acknowl-
edged and managed. Contrary to what most of us have learned in school
. . . an inexact answer is almost always good enough.’’18

In many measurement efforts, approximations are acceptable because it
is the underlying logic that is important, not massive data collection and
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analysis exercises. The key to estimating is not just figuring out how to
arrive at acceptable estimates, but how to determine the right constructs to
estimate. After all, it doesn’t matter if your thermometer is a few degrees off
when you’re deciding what clothes to wear, but it does matter when you’re
taking someone’s body temperature. So, the key is not accuracy, but appro-
priate accuracy. And sometimes when you are measuring something emer-
gent and the purpose is learning, then perhaps accuracy is not very
important at all.

Subjective Measures
Nothing is more difficult for measurement traditionalists to accept than the
validity of subjective measures. However, when objective measurement is
not feasible, subjective measurement is a reasonable alternative. In fact,
sometimes subjective ratings are all that we can rely on for measuring some
of the intangible, leading-edge, predictive constructs.

Many people are justifiably fearful that subjective measurement is partic-
ularly prone to bias, either intentionally or unintentionally. But subjective
measurement is not really the biggest problem; being subjectively judgmental
in using the data is. While unintentional bias can be reduced through the
design of creative measurement methods and tools, the more difficult and
dangerous problem, intentional bias, can only be reduced through changing
the context of measurement in order to remove the motive for this kind of
dysfunction.

Using safe but inappropriate quantitative measures isn’t going to solve
the root-cause problem, and it will only generate more meaningless num-
bers that are useless for managing real value creation. According to Karl-
Erik Sveiby, ‘‘All social measurement systems are very fragile and open to
manipulation and there is very little we can do about it.’’19 What we can do
about it is to be aware of the limitations of whatever measurement methods
we are using, and create a positive context for their use. At least in the short-
term, the best remedies for the inevitable distortion that is caused by an
emergent ‘‘lens’’ is to acknowledge, and accommodate for, that distortion,
not throw out the new lens!

It is most certainly possible to satisfy all the key requirements of a good
performance measure with a subjective measure. While subjective experi-
ences are very real to the person experiencing them, there are many psycho-
logical phenomena that can cause the reporting to deviate from objective
reality. So, due care must be taken in eliciting that reality. We already know
that there are multiple causal factors that contribute to most effects. One of
the biggest problems with subjective measurement is the inability of those
responding to distinguish one contributory factor from another.

Take, for example, the case of customer service surveys. The customer
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might be responding to an item on the ‘‘speed of the transaction,’’ which
might be rated high. But in fact the customer had wanted information, not
service at the cash register, provided speedily. So, the wrong question was
asked. That is why it is so important in customer measurement to under-
stand the context, in this case the customer’s expectations. If a subjective
measurement instrument doesn’t capture performance against expectations,
then the data might be worthless. However, if it does capture the right data,
then the data can be translated into actionable knowledge much more effec-
tively than all the objective measurement data could ever collect.

Nothing generates more wisdom and less respect from many measure-
ment traditionalists, than self-assessments. But I would bet that most of
us have learned an enormous amount of valuable personal information by
tracking our time, keeping a budget, completing a personality assessment,
and other such highly subjective measures. In fact, there is probably no
better learning and performance improvement experience than a manager
or a team receiving feedback, discussing it, and committing to behavior
change. This can then be followed up with repeated measurements to pro-
vide productive, ongoing feedback on progress achieved.

Rating Scales
Careful definition of the constructs and appropriate design of the measure-
ment tools can overcome most of the weaknesses of subjective measure-
ment. Rating scales and interpretive guidelines cause people designing
survey and questionnaires much heartburn. My recommendation is to re-
view the response scale options (and there are a lot of them, such as true-
false, ‘‘strongly agree’’ to ‘‘strongly disagree,’’ ‘‘to a great extent’’ to ‘‘not at
all,’’ ‘‘very confident’’ to ‘‘not confident at all,’’ 5-point scale, 10-point scale)
and choose one that seems to fit your items. The key is to determine what
response options best fit your situation and how much variation you need
in the responses.

There are many ways to avoid the risks of subjective measurement, in-
cluding using rating scales with better ‘‘anchored’’ (more descriptive) rating
points, increasing the variance of the ratings scales, adding confidence esti-
mates (‘‘How confident are you in your rating?’’), using even-numbered
rating points to avoid the ‘‘undecided’’ mid-point problem, and eliciting
textual comments that clarify the ratings. (Note: Several rating scale recom-
mendations are made in the Transformational Measurement Action Plans,
in Chapter 14.) There are also many sources listed in the Bibliography that
you can draw upon, if interested.

Remember, it is not so much the scores that are important, but what to
do about them. This is why, especially with subjective measurement, the
context of measurement is so important.
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Cross-Functional Measures
One of the biggest problems hindering the diffusion of emergent and trans-
formational measures has nothing to do with the measures themselves, but
rather with the lack of cross-functional collaboration. That is why almost
every performance measurement today is a functional one, which continues
to reinforce the ‘‘silo mentality.’’ But many, if not most, of the best new and
emerging measures will need to be cross-functional or they won’t have
much of an impact. If a measurement innovation remains within a silo, not
much will change. The most successful organizations will increasingly be
based on well-measured and managed end-to-end processes, such as the
supply chain and customer experience, both of which cross functions and
span the entire enterprise.

One of the greatest opportunities and challenges facing organizations
today is how to get buy-in from the various stakeholders for at least experi-
menting with—trying out—the new, emergent, and cross-functional mea-
sures. Today, the best measures of supply chain effectiveness are ‘‘percent
perfect orders’’ (an objective measure of the percent of complete orders that
arrived at the customer on-time) and ‘‘trust among supply chain partners’’
(a subjective measure of attitudes), both of which require extensive cross-
functional collaboration. Another good example is ‘‘new product time-to-
market,’’ which also requires the collaboration of a large number of stake-
holders in different functions throughout the organization.

Probably the greatest ‘‘opportunity’’ for cross-functional transforma-
tional measurement is in sales and marketing. The marketing people seem
to be coming up with all the new measures, and the sales folks seem to be
stuck on ‘‘opportunities in the pipeline.’’ The problem, of course, is that
sales is so locked into its commission structure that dominates its measure-
ment system, and not much will change until sales figures out a way to
commission people based on ‘‘profitable long-term customer relationships’’!

Predictive Measures
Today, most measurement still focuses on the past and the present, and it
does not serve effectively as a guide for the future. This is because tradi-
tional measurement can do nothing except collect data on what has already
happened. The winners in business must be able to see beyond the obvious,
and be able to manage the future.

According to DiPiazza and Eccles, ‘‘Although measurement is inherently
based on information about events that have already happened, certain mea-
sures can be predictive in nature when they relationship among value drivers
are well understood.’’20 That is a major reason why measurement frame-
works are so important. Intense competition today necessitates that organi-
zations constantly improve and transform themselves and their measurement
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systems. Unfortunately, many organizations become complacent with their
successful business model and strategy until they are ‘‘blind-sided’’ by
something they didn’t anticipate. This recently happened to Dell Computer.
The company became too internally-focused, failed to modify their critical
measures, missed some crucial customer insight that the company should
have captured and acted upon, and is now suffering the consequences.

I see blindness to the obvious all the time when leaders are steering their
organizations though the turbulent seas with their eyes fixed on the rear-
view-mirror of their financial statements and antiquated assumptions. Our
mental models and our existing measures keep us stuck in the past.

Most of the future is fairly predictable (I’d say about 90 percent). There
is some future that is almost unpredictable, but new measures and new
mental models can help us prepare better for that future.

Greater use of predictive measures will enable progressive companies to
make and manage better investments, understand the crucial trade-offs, and
optimize their portfolio of assets. This kind of transformational measure-
ment will require a lot more focus, integration, and interactivity than cur-
rently exists. It will not be sufficient to simply extrapolate data from isolated
measures into the future. It will require sophisticated predictive thinking
and modeling based on sound measurement frameworks, and, most of all,
courage to experiment. This is not as difficult as it might sound. For exam-
ple, developing a rough model and creating ‘‘order of magnitude’’ estimates
can be stimulating, as well as useful.

Multiple Measures
Even though I have stressed the importance of reducing the number of rou-
tine measures, this is not necessarily true for the most strategic emergent
and transformational ones. When you don’t understand something, it is
dangerous to measure just one aspect rather than the whole. When thinking
strategically and transformationally, rather than looking for one measure of
something that is somewhat abstract, it is usually better to settle for multiple
measures. That is why dashboards, while a good idea in principle, can be
dangerous in practice if not used with care.

We all know the perils of relying on isolated numbers, and, even though
data can be very impressive, until it is converted into knowledge it can be
extremely misleading. And, while intuition is a great capability to have, it is
deeply flawed because it still relies on individual subjective perceptions and
habits. Relying on any one person’s subjectivity, even the CEO’s, to make
decisions is like giving a survey to one person and generalizing it to the
entire organization.

Just as there is no single test that is adequate to assess the overall condi-
tion of health of the human body, no one measure of a complex organiza-
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tional dimension is adequate for organizations, especially in the early stages
of measuring a construct, or when the situation is unstable.

Using multiple measures together, while considering their relationships
and trade-offs, can lead to a much more effective organizational ‘‘diagno-
sis.’’ Multiple measures can also lead to the development of a single mea-
sure, or an index (which can also be disaggregated into its component parts,
if need be). It isn’t a matter of ‘‘just improving’’ things anywhere, because
improvement in one area might be another case of suboptimization. The
key is to improve the right things, and ensure that the improvement is
aligned with what is needed for the organization as a whole.

Introducing the Transformational Measurement
Action Plans
In Chapter 14 you will find 34 Transformational Measurement Action Plans
(TMAPs) that are directed at important measurement areas. The TMAPs
provide discussions of the new, emergent, and transformational measures
being developed and tested today or that should be considered for tomor-
row. These measures can be used as springboards to stimulate dialogue
within your organization to create your own transformational measurement
action plans.

Some of the measures discussed are in fairly wide use today, but I still
consider them transformational because they have significantly altered the
measurement lens, or mental model, that organizations used to view phe-
nomena in particular areas. Others are newer transformational measures
that are starting to gain traction, but are not yet widely used. Still others are
emergent measures that are just being experimented with. However, every
measure or measurement methodology included was deemed to be at least
worthy of being tested in any appropriate organizational context. Interest-
ingly, I can’t think of a single measure highlighted among the TMAPs that
was even on any organization’s radar screen twenty years ago!

Although changing to new performance measures might seem scary to
some, remember that the experimental use of even the most emergent per-
formance measures is low risk—especially if they are used for learning and
improvement. The only risk is in using the experimental measures to evalu-
ate people and make personnel decisions, especially before their validity has
been established.

The Transformational Measurement Action Plans contain some natural
clusters of measures, including quite a few customer-related ones, such as
Customer Delight, Customer Loyalty, Customer Experience, Customer En-
gagement, Voice of the Customer, Customer Profitability, and Customer
Lifetime Value. All provide a valuable piece of the total puzzle. Some focus
on the attitudes and emotions of customers, and others on the value re-
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ceived by the company from the customer. Some are more qualitative and
subjective than others. But what they have in common is that they have all,
to some extent, changed the lens through which organizations view their
customers. Because of that, all of them are potentially transformational.
These measures show just how far we have come in the transformation from
a traditional transactional customer satisfaction approach, but also highlight
how far we still have to go! I also encourage you to experiment with mea-
surement frameworks that show the hypothesized or actual relationships
among the measures, such as shown in Figure 13-2.

You will also find emergent and transformational measures of financial
constructs (Economic Value Added, Total Cost of Ownership, Activity-
Based Costing); employee health and safety constructs (Employee Safety,
Employee Presenteeism); human resources constructs (Emotional Intelli-
gence, Employee Engagement, Learning Effectiveness); information tech-
nology (Information Orientation, Information Proficiency); research and
development (Innovation Climate); the extended enterprise (Partner Rela-
tionships, Organizational Trust); knowledge management (Knowledge
Flow); and others, including Organizational Agility, Strategic Readiness of
Intangibles, Project Scheduling, Collaboration, Reputation, and Service
Quality.

I could have included scores of additional emergent and transforma-
tional measures. For example, there is some exciting work being done in the
areas of social performance,21 corporate social responsibility,22 and sustain-
ability.23 There are interesting measures being developed for organizational
health,24 employee vitality,25 and becoming an employer of choice.26 There
are also new measures of executive intelligence,27 people equity,28 visionary
leadership,29 and many more.

There are even new financial measures, which are supposed to be quite
transformational. Jim Collins tells of how some companies have trans-
formed their marketing by moving from one financial measure to another,
such as from ‘‘profit per store’’ to ‘‘profit per region,’’ or from ‘‘profit per
division’’ to ‘‘profit per customer,’’ or from ‘‘profit per sales region’’ to
‘‘profit per global brand category,’’ and (would you believe?) from ‘‘profit
per postage meter’’ to ‘‘profit per customer’’!30

FIGURE 13-2. CUSTOMER MEASUREMENT FRAMEWORK.
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Who said performance measurement isn’t creative? But, oddly enough,
the least innovative measures seem to be coming from those in the innova-
tion business—Research & Development—which still seems to be stuck on
a product-centric approach. For example, how do you measure the ‘‘pipe-
line’’ of innovative ideas?

Don’t Get Discouraged
But whatever you do, don’t get discouraged! For example, one of the mea-
sures included in Chapter 14 is SERVQUAL, a transformational measure of
Service Quality. Since its development, SERVQUAL has had its detractors,
especially among measurement purists who have criticized it for being
overly complex (multiple rating scales), subjective, and statistically unrelia-
ble. However, it provides a very useful model for exploring and assessing
customers’ service experiences, is now being used widely by service organi-
zations, and will continue to provide value until some better measurement
tool takes its place. It might not be a perfect measure, but it is an extremely
effective way to get an organization focused on customer service, to gain
valuable feedback on its performance, and to motivate continuous improve-
ment.

Now dive into the Transformational Measurement Action Plans in Chap-
ter 14 with an open mind and an exploratory attitude. And don’t forget to
read the Epilogue.
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Transformational
Measurement Action Plans

This chapter is composed of Transformational Measurement Action
Plans (TMAPs) of emergent and transformational measures that are

intended to stimulate your thinking, challenge your mental models, and, in
some cases, provide examples and guidance for measurement. Review those
that cover problematic areas in your organization, use them as ongoing
references, and add your own emergent and transformational measures to
the list.

1. Customer Experience
Meeting the high standards of doing business successfully today requires
more than the standard customer satisfaction measurements. Customer ex-
periences include not only the ‘‘core transaction’’ (the purchase) itself, but
also everything that precedes and follows it—all of the points of interaction
between the organization and its customers. For example, for an airline
‘‘transaction,’’ there may be as many as twenty individual experiences in-
volved in making reservations, check-in, travel, and arrival that cannot be
reduced to a single satisfaction rating.

Organizations are beginning to realize that providing a product or ser-
vice is only the ‘‘tip of the iceberg’’ in terms of what the customer experiences
about the organization. A Bain and Company study reveals just how compa-
nies tend to misread their customers’ perceptions: Of 362 firms surveyed,
80 percent believed they delivered a ‘‘superior experience’’ to their custom-
ers, but customers rated only 8 percent of the companies as delivering a
truly superior experience.1

Transactions are easy to measure, but experiences aren’t. Most customer
satisfaction measures average customer experiences, when in fact the cus-
tomers don’t see the average, but they see every ‘‘defect’’ as an issue.

When used effectively, Customer Experience measurement can be a very
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powerful tool for transforming the way that organizations view themselves
and their customers. For each incident made visible through a customer
comment or complaint there might literally be hundreds of incidents that
are never reported.

Changing from measuring and managing ‘‘customer service’’ (what you
give the customer) to measuring and managing Customer Experience (what
the customer gets) represents a major paradigm shift. This is a transforma-
tionally different approach from what is traditionally measured and man-
aged, which tends to make organizations and their employees much more
aware of the total cross-functional customer experience. Because it focuses
on well-defined interactions, Customer Experience measurement is also
more actionable than customer satisfaction measurement. A great example
of this is at the Inn at Little Washington in Virginia, where restaurant staff
assign a ‘‘mood rating’’ (from 1 to 10) to each customer party when they
enter the establishment and throughout the meal. The goal is to raise the
mood rating, with the standard that no one should leave the restaurant with
a mood rating below a 9.2 Although subjective, this is a innovative tool to
help the staff keep focused on Customer Experience and to obtain feedback
on how well they are orchestrating the experience.

One of the best ways to measure Customer Experience in a less central-
ized environment is through the use of ‘‘event-driven surveys’’—surveys
that are automatically deployed when a customer has completed a particular
interaction, such as a reservation, a purchase, a service inquiry, or a refund.3
However, one of the biggest challenges with measuring complex customer
interactions is how to do so relatively nonintrusively. Retail stores and banks
use trained observers, video surveillance, and mystery shoppers to monitor
Customer Experience. With some creativity and a good sampling strategy
(of both experiences and respondents), organizations can still collect con-
siderable data without offending customers or creating data overload.

2. Customer Engagement
One of the oldest measures to have dominated the business measurement
landscape is ‘‘customer satisfaction.’’ However, increasingly, customer sat-
isfaction has become acknowledged as a measure that tends to focus on
and reinforce low expectations (the extent to which customers’ minimal
expectations have been met). Furthermore, it tends to be based on the myth
of the entirely ‘‘rational customer’’ who makes rational decisions. However,
research indicates that buying decisions are also emotional. Organizations
need to tap something deeper than mere ‘‘satisfaction.’’

New measures are beginning to acknowledge the customer in a more
holistic way. That’s why the concept of Customer Engagement is a poten-

PAGE 215................. 16154$ CH14 10-04-06 08:26:47 PS



216 TRANSFORMING PERFORMANCE MEASUREMENT

tially transformational one. An ‘‘engaged’’ customer is very different from a
merely ‘‘satisfied’’ one.

The Gallup Organization has developed and is distributing a Customer
Engagement measurement instrument4 that endeavors to measure the
strength of the emotional bond between a customer and a company or
brand. The Gallup survey shown below includes eight statements to which
customers are asked to respond on a 5-point scale (from ‘‘Strongly Agree’’
to ‘‘Strongly Disagree’’). The blanks should be filled in with the company
or brand name being assessed.

1. [ ] is a name I can always trust.
2. [ ] always delivers on what it promises.
3. [ ] always treats me fairly.
4. If a problem arises, I can always count on [ ]

to reach a fair and satisfactory resolution.
5. I feel proud to be a [ ] customer.
6. [ ] always treats me with respect.
7. [ ] is the perfect company for people like me.
8. I can’t imagine a world without [ ].

One of the key words in the survey is the use of the word ‘‘always,’’
which appears in five of the eight statements. Gallup’s research has shown
that trust, respect, confidence, fair treatment, and the other practices have
to be present all the time. According to the underlying theory, every time
there is an interaction with a customer, the company is either building En-
gagement, or eroding it. Gallup researchers have found, in numerous indus-
tries they studied, that the proportion of ‘‘fully engaged’’ customers has
ranged from around 6 percent to as high as 40 percent. In contrast, they
found that 80 percent of customers reported ‘‘satisfaction’’ in these same
industries.

3. Customer Delight
What is a ‘‘satisfied customer’’? How does customer satisfaction relate to
other customer measures (such as customer retention, loyalty, and profit-
ability)? The research says, ‘‘Not much!’’ Furthermore, what do different
satisfaction scores mean? For example, what is the difference between a 3.7
and a 4.1 on a five-point scale? Let’s say that your organization finds that
80 percent of its customers are satisfied. What does that really mean? The
reality is that 20 percent of your customers are dis-satisfied, and you proba-
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bly don’t know which or why. Even more serious is that every one of those
80 percent satisfied might be a candidate for attrition.

Recent thinking has led many advocates of traditional customer satisfac-
tion measurement to realize that its value is quite limited and that it might
even distract organizations from focusing on what is most important: ‘‘de-
lighting’’ (not just minimally satisfying) their most important customers.
There is now a very strong body of research indicating that, if you imple-
ment a customer satisfaction survey with a five-point response format (very
dissatisfied to very satisfied), customers who report being ‘‘very satisfied’’
are much different from merely ‘‘satisfied’’ customers. They aren’t just more
satisfied, they are actually delighted. So, identifying the customer who are
‘‘very satisfied’’ or ‘‘delighted,’’ and discovering why (through interviews or
focus groups with a sample of the segment) can provide transformational
insight. Interviewing ‘‘very dissatisfied’’ customers can also be extremely
valuable, if your organization has the stomach for it!

A Customer Delight Index has been developed by Dr. Darrel Edwards
using a 5-point Customer Delight scale (Failure, Unsatisfactory, Satisfac-
tory, Excellent, and Delightful).5 Only the final rating point is considered to
represent true ‘‘delight.’’ According to Edwards, ‘‘When you Delight your
customer, you create a strong emotional response that commits the cus-
tomer to the product, brand or manufacturer. Commitment leads to loy-
alty.’’ Clearly this scale has raised the bar from the traditional satisfaction
survey, with three positive choices, rather than just two. But what is more
significant is that only one of them really counts.

The Net Promoter Score6 is a rating of Customer Delight with another
name. Customer loyalty guru Frederick Reichheld has introduced a similar
concept, but calls these delighted customers ‘‘Promoters’’—customers who
are willing to recommend your product or service to friends (defined as
those rating your organization a ‘‘9’’ or ‘‘10’’ on an 11-point scale). But
that’s not all, there are very likely to also be ‘‘detractors’’—those customers
who are unlikely to recommend your organization (defined as those rating
your organization ‘‘0’’ through ‘‘6’’ on the scale). ‘‘Passive’’ customers are
those who rate your organization ‘‘7’’ or ‘‘8.’’ A Net Promoter Score (NPS)
is calculated by subtracting the percent of detractors from the percent of
promoters. What is particularly intriguing about the Net Promoter measure
(and there is a substantial body of recent research to back it up) is that it
can be measured using one simple question: ‘‘How likely is it that you would
recommend this organization to a friend or colleague?’’

4. Customer Loyalty
The importance of customer retention started being acknowledged when it
became clear that even a small increase in retention rates can raise profits
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considerably. Many years ago, organizations developed the idea of ‘‘loyalty
programs’’ as a way to increase customer retention. Airlines, hotels, super-
markets, and credit card companies invested aggressively in such plans. As
we now know, these programs did not create truly loyal customers. Custom-
ers who buy according to incentives tend to follow the incentives and are
attracted to the next good deal, no matter who is offering it. In addition,
many customers who appear loyal on the surface are only staying because
of the unavailability of acceptable substitutes. Clearly a new approach for
understanding ‘‘loyal customer behavior’’ is needed.

A new transformational concept of Customer Loyalty has evolved over
recent years, and is progressively being better understood and articulated.
Much of this understanding has come from efforts at measuring it. When
one starts measuring a construct, its meaning and significance become
much clearer—and so it is with Customer Loyalty.

What caused particular interest in the loyalty construct is how consis-
tently more profitable truly loyal customers tend to be because acquisition
costs have already been amortized, there is less emphasis on discounting,
and loyal customers typically provide recommendations, referrals, and other
sources of indirect profit. Marketing expert George Day has said that ‘‘real
profitability comes from keeping valuable customers by building deep loy-
alty that is rooted in mutual trust, bilateral commitments, and intense com-
munication.’’7

Loyalty is really about the depth, not just the length of the relationship.
Measuring the drivers of these relationships is the key to being able to create
them. There is no universal agreement about what the drivers of Customer
Loyalty are. However, a number of other transformational measures in-
cluded in this chapter can be used to predict loyalty, such as Customer
Delight, Customer Experience, Voice of the Customer, and Customer Rela-
tionship. And, of course, Customer Profitability and Customer Lifetime
Value can determine the potential value of a particular customer’s loyalty.

5. Customer Relationship
Most customers have been traditionally viewed as short-term ‘‘transactions’’
rather than as long-term ‘‘relationships.’’ Transactions are rather easy to
measure and manage, and the traditional assumption has been that positive
transactions could be simply aggregated into positive relationships. How-
ever, the whole concept of a customer relationship is changing with the
increase in long-term services relationships, and with more organizations
wanting to capture larger shares of customers’ spending and their ‘‘lifetime
value.’’

As Dow and Cook say, ‘‘The most fertile ground to grow your business
lies in existing customers.’’8 Furthermore, as the cost of acquiring profitable
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customers goes up, the value of retaining and expanding existing customer
relationships increases. Customer relationship is very much in vogue today
as Customer Relationship Management (CRM) gains traction. The change
from ‘‘transactional thinking’’ to ‘‘relationship thinking’’ is clearly poten-
tially transformational. But realizing the transformation will require much
more progress in measuring and managing relationships.9

Here is a sampling of the indicators that can be used to measure and
manage the health and value of a customer relationship:

• Revenue: The ongoing flow of revenue through increased sales, cross-
sales, and up-sales is an indicator of a healthy relationship.

• Profits: A healthy relationship is a profitable relationship, because the
customer appreciates the value being received, and doesn’t nickel and dime
the other partner.

• Retention: The length of the relationship is an indicator of the quality
of the relationship.

• Loyalty: The loyalty of the customer can be measured through longev-
ity, frequency of purchases, and expressed loyalty.

• Communication: The frequency and positive nature of two-way com-
munication between relationship partners is key to customer relationships.
How positive is the communication?

• Commitment: A good indicator of relationship is demonstrated by un-
failing commitment to the relationship despite negative experiences.

• Trust: Nothing better indicates the depth and quality of a relationship
than trust, which can be self-reported or demonstrated by trusting behavior,
such as sharing confidential information.

• Input: Willingness to make proactive suggestions and contribute to
new product development, refinement, and trial can be of great value.

• Referrals: The referring of others to the relationship partner is a very
strong relationship indicator.

• Community: Many companies—like eBay and to a lesser extent Star-
bucks—are building more than relationships; they are building ‘‘communi-
ties’’ of customers.

Clearly, there are multiple indicators that can serve as barometers of
relationship quality. These indicators can be used in the form of a checklist
(checking off the frequency with which each indicator occurs), an inventory
(listing examples of behavioral indicators), and/or a scale that quantitatively
rates the strength of each indicator.

6. Voice of the Customer
The real purpose of customer measurement should be to learn as much as
possible about customers, and translate that knowledge into better and
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deeper relationships with the most valuable, and potentially valuable, cus-
tomers. This stands in stark contrast to superficial quantitative customer
satisfaction ratings that have been described as ‘‘Tell Us How Much You
Love Us’’ exercises. They might make organizations feel good but tell them
almost nothing valuable about what customers are really thinking.

Voice of the Customer measurement is a way to gain a more holistic
(360 degree) customer understanding of what customers are really saying,
to supplement (not necessarily replace) the quantitative data that most em-
ployees have difficulty interpreting (such as understanding the difference
between a customer rating of 2.6 and 2.8). It is transformational because
it attempts to move organizations from superficial ‘‘satisfaction scores’’ to
‘‘profound knowledge’’ of the customer.

The Voice of the Customer can be captured through some combination
of interviews, surveys, telephone calls, focus groups and panels, observa-
tion, customer visits, warranty data, field reports, complaint logs, exit inter-
views with departing customers, ongoing employee interactions with
customers, feedback options on websites, and so on.

Smart companies proactively gather customer feedback continuously
and from multiple sources (sometimes referred to as ‘‘listening posts’’).
Here are some other practices that are being used successfully to tune into
the Voice of the Customer:

1. In-depth interviews, or ‘‘personal dialogues,’’ are being used to ex-
plore customer experiences, attitudes, beliefs, and feelings; to create a rich
‘‘picture’’ of the whole customer; and to fill in the gaps in the quantitative
data.

2. Customer advisory councils are being established, representing all
major customer sectors.

3. Ethnography (the branch of anthropology that seeks to scientifically
describe human cultures, societies, and organizations) is being used to ob-
serve customers using products in their natural setting, at work, at home,
or while shopping.

4. Psycho-physiological response measurement is being used to capture
the emotions and unconscious thoughts of customers, using biofeedback
devices to assess thoughts that customers might not be consciously aware
of.

The real shift in perspective is away from atomism (reducing complex
phenomena to simplistic elements) to holism (viewing things organically, as
unified wholes that are greater than the simple sum of their parts). Those
who embrace this kind of ‘‘Voice of the Customer’’ measurement welcome
input from multiple sources, realizing that all data can be valuable, that
there are multiple viewpoints, and that diversity is good.
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When companies measure what’s important for the customer, rather
than just for them, a transformation occurs. Chris Carey, the CEO of Data-
tec Industries, explained that they used to ask customers things that were
important to Datatec. ‘‘But once we began talking to customers to under-
stand what they cared about, everyone in our organization learned exactly
what to concentrate on. Our measures took on a whole new look.’’10

7. Customer Profitability
If you asked an average person on the street how much profit a typical
company makes, most would say around 25 to 50 percent. However, it has
been found that ‘‘the real aggregate profit margins of companies in most
developed industrialized companies lie dangerously close to zero.’’11

When Customer Profitability finally started to be measured, it surprised
almost everyone that between 30 and 80 percent of all customers were un-
profitable. Most businesses don’t realize that some of the customers they
thought were ‘‘good’’ customers were actually ‘‘bad’’ (unprofitable), and
many were profoundly unprofitable. Simply doing business with these cus-
tomers was actually costing a lot of money! Retaining more customers
doesn’t increase profitability, unless they are the right customers.

Profits come from customers, not from products, and yet profits have
rarely been linked to customers. While companies have long known how
much revenue individual customers provide, it has been impossible to link
specific costs to customers. Traditional cost accounting doesn’t capture
costs that can be assigned to particular customers, because most costs are
simply amortized across the entire customer base. That is, until companies
learned their ABCs! Customer Profitability measurement was originally en-
abled by the creation of Activity-Based Costing (ABC), through which it is
possible to identify the costs of particular activities and assign them to spe-
cific customers. (See Activity-Based Costing in Section 23 of this chapter.)

When some pioneering companies started measuring Customer Profit-
ability, executives were truly startled by all the activities that contribute cost
to sales in addition to the actual product or service itself (such as promo-
tions, discounting, rebates, salaries, commissions, bonuses, order process-
ing, financing, credit checks, delivery fulfillment, installation, invoicing,
collections, nonpayment, late payment, warranties, post-sales service, re-
turns, and rework). One company found that just being too casual about
expediting orders had made many potentially-profitable customers un-
profitable. Hudson’s Bay Company in Canada found that at one of its stores
30 percent of customers accounted for 325 percent of profits!

What is so transformational about the Customer Profitability measure is
the extent to which it can improve decision making. A profitability analysis
with just a few well-selected customers will almost always shock company
executives and motivate a change to how the company does business. This
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also allows companies to do customer profiling by targeting the ‘‘best’’ cus-
tomers and prospects, and to migrate customers from unprofitable to
profitable and from low profit to high profit.

8. Customer Lifetime Value
Customer Lifetime Value (CLV), a relatively new measure with great trans-
formational potential, helps companies to view customers as potential
streams of current and future value. Like most emergent and transforma-
tional measures, it is not a measure that you’re going to find on a balance
sheet, an income statement, or anywhere else in the ‘‘official’’ corporate
accounts. But it might actually have more value than most officially reported
measures.

Customer Lifetime Value is essentially a forecast of the ‘‘potential value
of the customer relationship,’’ based on past history and assumptions about
the future. For example, according to Gupta and Lehmann, the lifetime
value of a customer is equal to 1 to 4.5 times the annual margin of the
customer.12 Some companies are starting to use CLV, both for customer
selection and to target marketing investments.

More specifically, CLV is the ‘‘present value’’ of the future income stream
generated by customers or customer segments. Customer Lifetime Value
can actually be defined in terms of both total revenue and profit expected
from customers over their lifetime. For example, an appliance store chain
develops CLV profiles for each of their regular customers based on past
purchases, cross-selling opportunities, the likely replacement intervals, and
repairs over a ten-year period.

One common way to calculate CLV is by estimating the customer’s antic-
ipated purchases (including post-sales service and replacement parts)
multiplied by profit margin on all sales and service, multiplied by purchase
likelihood (expressed as a percentage), multiplied by the anticipated longev-
ity of the customer relationship, adjusted for present value of money. Some-
times, less tangible sources of customer value (such as trends in the
relationship, advocacy, or referrals) can be factored in.

Although CLV isn’t a precise quantity, it can be of great value for plan-
ning purposes. As such, the major purpose of CLV is not so much to deter-
mine an accurate estimate of future profits, but to prioritize customers and
customer segments, and decide how best to maximize opportunities. Of
course, the danger of a measure like CLV is that it can become a wild guess
based on questionable assumptions, such as the length of the relationship.13

9. Service Quality
As the service component of world economies grows in size (it now com-
prises about 80 percent of American jobs) and importance, the challenge of
measuring and managing Service Quality is becoming increasingly impor-
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tant. But, this has proven to be no small challenge, since Service Quality is
quite different from product quality.

Product quality has been the focus of most quality research and mea-
surement. For a long time, there was little interest in developing standard
measurement tools for services. Most service organizations (like hotels, res-
taurants, and airlines) have tended to use their own customized customer
service assessments, making it virtually impossible to benchmark with other
organizations.

Researchers Zeithaml, Parasuraman, and Berry developed an innovative
and transformational approach to service quality measurement.14 First, they
developed a model they called SERVQUAL.15 Then they developed a mea-
surement instrument based on that model, with multiple items for each di-
mension. Their definition of service quality was not about ‘‘defects’’ (as it is
in the manufacturing world), because in services ‘‘defects’’ are quite subjec-
tive. The quality of services depends on the perceptions of those being
served, rather than absolute quality. Thus, the focus of SERVQUAL is on
‘‘perceived’’ rather than ‘‘objective’’ quality. It essentially measures the gaps
between the level of customer ‘‘expectations’’ and the level of customer
‘‘perceptions.’’

The ten service quality dimensions originally measured by SERVQUAL
(reliability, responsiveness, competence, access, courtesy, communication,
credibility, security, understanding the customer, and tangibles) were even-
tually reduced to five, with the handy acronym RATER:

1. Reliability (the consistency of service quality, lack of service defects)
2. Assurance (the provisions for maintaining service quality and ad-

dressing service quality problems)
3. Tangibles (the physical environment)
4. Empathy (sensitivity to the customer)
5. Responsiveness (speed and effectiveness of the response to customer

requests)

Although SERVQUAL has its detractors, it is widely used by progressive
service organizations. Recent research in many different services settings
indicates that the SERVQUAL instrument indeed represents accurate views
of customer perception.16

Certainly, there will be other instruments developed for measuring ser-
vice quality, and maybe even better ones. But for now, SERVQUAL is the
standard, and it has already made a major contribution to service quality
improvement.

10. Brand Equity
Brands have long been viewed as a major off-balance-sheet asset. The value
of brands is powerfully exemplified by the large price premium and much
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greater demand that the Toyota Corolla commanded compared with the
Chevrolet Prizm (which was essentially the same car) and by the success of
the ‘‘Intel Inside’’ program (even though there wasn’t much difference be-
tween the Intel and competitor’s processors). When many companies are
acquired, a substantial amount of the price is ‘‘goodwill’’ (much of that
being the estimated value of any brands). For example, when Philip Morris
acquired Kraft for $12.9 billion, $11.6 of it was for goodwill. According to
Almquist and Winter, ‘‘The corporate brand is one of the last great under-
leveraged business assets.’’17

The traditional view of a brand was about an ‘‘image’’ created primarily
through advertising. Hundreds of billions of dollars have been spent creat-
ing and promoting brand images. The traditional advertising-based ap-
proach to brand management was more about logos, taglines, and
advertising copy than anything approaching real brand management. In
fact, some have referred to it as ‘‘marketing narcissism’’ (‘‘Let me tell you
how good we are.’’). But a new paradigm of branding is emerging that
involves a lot more than customer messaging.

This new paradigm requires a high degree of alignment across the orga-
nization around its brand(s). To manage brands in this new paradigm,
Brand Equity has become the transformational measure of choice and might
soon be the only differentiator of most products and services. Brand Equity
is actually what separates a product or service as a commodity from a pre-
mium product or service. Even nonprofits and government agencies can
have brand equity.

The logic of the Brand Equity construct is essentially that perceptions (or
beliefs) lead to attitudes, which reflect an ‘‘emotional connection’’ with the
brand and behavioral intentions toward purchasing it.

However one analyzes it, Brand Equity is essentially a function of the
brand’s image, the brand’s performance, and the brand’s added value. The
following are some of factors that are typically measured:

1. Distinctiveness (the brand’s differentiation from competitors)
2. Quality (the reputation of the brand and how well it actually per-

forms)
3. Value (the strength of preference for the brand)
4. Image (the extent to which the brand conveys the intended image)
5. Loyalty (the degree of commitment to the brand)

Another factor (‘‘love’’) has even been suggested, and so-called love-
marks18 have been proposed to differentiate brands for which customers
evidence passionate affection (as for Southwest Airlines and Starbucks).

Most of these factors (even love) can be fairly easily quantified. Of
course, one of the keys is to determine the strength of the attitudes. One
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way to do this is through a technique called ‘‘conjoint analysis,’’ whereby
choice situations (involving various trade-offs) are presented, requiring re-
spondents to make fairly realistic choices, rather than just respond to stan-
dard questions.

11. Intellectual Capital
Intellectual Capital (IC) can be defined as all of the intangible resources that
contribute to the creation of value to an organization that are not included
on the balance sheet. It includes such sources of value as knowledge (both
tacit and codified in the form of documents), intellectual property (patents),
competence and skills of people, and working methods, processes, and sys-
tems. It can also include the culture that supports the people, the image in
the market place, and relationships with customers, alliance partners, and
suppliers.

The traditional approach is to ignore these sources of value, or to value
only those that are easy to place a value on, like patents. Some companies
have tried to communicate their intangible value by calculating the differ-
ence between their market value (based on share prices) and book value,
and attributing the difference to Intellectual Capital. Almost everything that
counts as an IC ‘‘asset’’ is traditionally paid for, and written off, as an over-
head expense and charged against current profits.

It is critical to find credible ways to measure the Intellectual Capital that
underlies so much of the value of today’s organizations. One method is
to perform an inventory of the intellectual capital assets that exist in your
organization, something that many organizations have never even done!
Once the intellectual capital is inventoried, subjective ratings should be
given to each major category of IC by knowledgeable internal or external
‘‘experts’’ (of course, you will first have to determine what constitutes an
expert and develop guidelines for consistent ratings). It is then also possible,
although admittedly difficult, to place a financial value on each major com-
ponent of the intellectual capital inventory. The individual components can
be assessed on either a value or a cost basis, or the overall intangible value
of the corporation can be distributed among the IC assets. Clearly these
measurement activities are primitive and time-consuming.

Another approach is a methodology for performing this inventory and
rating process more systematically. The IC Rating methodology uses a stan-
dardized Intellectual Capital language and framework to help increase the
consistency of the ratings. IC Rating was developed by experts in the field
and has been validated through field work with over 270 ratings at more
than 200 companies. The ratings are based on interviews with key stake-
holders (both internal and external). Ratings are performed for current ef-
ficiency, renewal efforts underway, and the risk of each Intellectual Capital
component.19
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12. Strategic Readiness of Intangibles
One of the greatest challenges facing organizations today is the effective
management of the multitude of intangible assets. Unfortunately, most of
those assets are currently either managed tactically, or not managed at all.
Intangibles must be carefully managed so that their realized value exceeds
the cost of capital, or else they destroy value. Treating intangibles—such as
employees, partnerships, and innovation—as assets necessitates a com-
pletely different approach from treating them as activities or costs. Another
challenge with intangibles is that each one is different, and consequently
they all need to be managed—and measured—differently.

Kaplan and Norton, of Balanced Scorecard fame, have recently started
taking leadership in an areas they call the ‘‘strategic readiness of intangible
assets,’’ and how this readiness can be measured.20 Intangible assets are said
to be ‘‘strategically ready’’ when they can be used to support a strategic
objective (like ‘‘increased new products’’), which in turn is linked with mea-
sures of strategic success (like revenue, profit, or market share).

It is not enough just to have intangible assets. The competitive advantage
of organizations in the new economy is increasingly dependent on how
‘‘ready’’ their intangible assets are for deployment in supporting strategy.
Intangibles assets that are not ready are like unused inventory. If they can-
not be effectively used to support strategic objectives, their value is reduced,
sometimes to zero. For example, employees who have the right strategic
capabilities or skills (those whose skillsets are clearly aligned with one or
more of the organization’s strategic objectives) are said to be ‘‘in a state
of readiness’’ to contribute to strategic value creation. On the other hand,
employees might be highly motivated and hard-working, but without the
right strategy-related skills their ‘‘strategic readiness’’ is near zero.

Kaplan and Norton point out that organizations often have some catego-
ries of job (‘‘job families’’) that are more strategic than others.21 They rec-
ommend that much more attention be placed on those than on the myriad
of more tactical jobs. In order to measure ‘‘human capital readiness,’’
Kaplan and Norton believe that the organization must first identify the most
critical internal processes (those that support key strategic objectives), and
then identify the set of competencies required to perform each critical inter-
nal process. ‘‘Strategic job families’’ are the categories of jobs in which these
competencies can have the biggest impact on enhancing the organization’s
critical internal processes, which are aligned with the strategic objectives.

Here is how it can be done: Link your most important intangible assets
with major strategic priorities. Based on this linkage, rate each intangible
asset (from 0 percent to 100 percent) in terms of ‘‘how well-aligned’’ it is
with one or more of the components of your organization’s strategy. For
example, if one of your organization’s intangible assets is ‘‘customer knowl-
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edge,’’ determine its alignment with relevant strategic objectives, such as
‘‘increased customer acceptance of new product development.’’ If ‘‘culture’’
is one of the key intangible assets, rate how ‘‘customer-centric’’ your culture
is right now to support your ‘‘customer service’’ objective. Then, continue
to assess each key intangible. The ‘‘alignment with strategy score’’ for each
intangible asset constitutes the ‘‘strategic readiness’’ of the asset.

13. Innovation Climate
Organizations today have been struggling to find really good measures of
innovation. As Davila, Epstein, and Shelton assert that in a recent survey of
executives, ‘‘more than half rated their performance measurement system
for innovation as poor or less than adequate.’’22 Typically, organizations
have defaulted to measures they can count, such as number of innovation
projects, cost measures, and number of patents—a measure which Art
Kleiner has called a ‘‘clueless measure’’23.

Nothing is more important for innovation than a climate of innovation!
Innovation Climate is an important emergent area, because it largely deter-
mines what will happen with innovation in any organization. It is a key
leading indicator of innovation results. The Innovation Climate Question-
naire (ICQ)24 is a questionnaire for assessing the organizational climate for
innovation. Adapted by the Innovation Centre Europe from the pioneering
work of Goran Ekvall in Sweden, the ICQ has been completed by over 1500
respondents from organizations in the U.K. and other European countries.
The instrument includes thirteen scales, listed here with brief descriptions:

1. Commitment: Commitment to organizational goals and operations;
work perceived as stimulating and engaging.

2. Freedom: Opportunities to make own decisions, seek information,
and show initiative; freedom from tight supervision.

3. Idea-Support: People encouraged for putting forward ideas and
suggesting improvements.

4. Positive Relationships: People trust each other and get on well; ab-
sence of personal conflicts.

5. Dynamism: Dynamic and exciting atmosphere.
6. Playfulness: People laugh and joke with one another.
7. Idea-Proliferation: People are perceived as having creative ideas and

varied perspectives toward their work.
8. Stress: People generally feel overburdened and under pressure at

work.
9. Risk-Taking: People are prepared to take risks and implement new

ideas.
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10. Idea-Time: People have the time to generate and consider new
ideas.

11. Shared Views: There is open and adequate communication among
more and less senior employees.

12. Pay Recognition: People are satisfied with their remuneration.
13. Work Recognition: People receive praise for their achievements.

With the exception of Stress, higher scores on each scale relate to more
favorable organizational outcomes (including lower turnover intention, in-
creased job satisfaction, and greater organizational commitment). Risk-
taking, Dynamism, and Freedom appear to account for the difference in a
climate that supports radical innovation versus incremental improvements.
Risk-taking appears to account for the biggest difference between the most
and least innovative organizations.

As Dauphinais, Means, and Price insist, ‘‘Our experience suggests that
the most predictive measure of whether an organization will be innovative
is the level of trust between people in the organization.’’25 I agree that this
might be a factor that is given too little attention in the ICQ, and you might
want to consider the recommendations in Section 15, Organizational Trust,
to enhance trust measurement.

14. Reputation
Reputation has traditionally been dumped into a ‘‘general perception’’ cate-
gory, remained the province of Public Relations or Advertising, and not
given much corporate attention unless there is a Tylenol-like crisis. How-
ever, organizations are starting to become increasingly aware of the impor-
tance of a good reputation, and the perils of a bad one. According to Pate
and Platt, ‘‘An enterprise’s reputation is a resource that must be preserved
at all cost.’’26 Much of the lackadaisical attitude about reputation has been
due to the difficulty of measuring it. Even if it doesn’t affect the bottom-line
immediately, there is a large body of evidence that shows it will eventually.
It is useful to view reputation as ‘‘reputational capital,’’ because this rein-
forces the financial implications of a good or poor reputation.

Reputation has been defined as how all stakeholders view the organiza-
tion. Thus, measurement begins by measuring the perceptions of investors,
employees, customers, vendors, business partners, government regulators,
the community at large, and any other group for which the organization’s
reputation might be important.

The most transformational measure of Reputation that I have found is
the Reputation Quotient (RQ).27 It was developed by Harris Interactive in
association with the Reputation Institute as an assessment tool that captures
perceptions of corporate reputations across industries, among multiple au-
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diences, and it is adaptable to countries outside the United States. A list of
the top-50 corporations listed by RQ rating is also published.28 However,
like many other measures, reputation is best reflected by changes over time,
rather than as a snapshot at a particular moment in time.

The RQ measures stakeholder perceptions across twenty attributes that
are grouped into six dimensions, which are:

1. Vision and Leadership: clarity of vision, quality of leadership
2. Financial Performance: record of profitability, growth prospects, risk,

competitive performance
3. Workplace Environment: quality of workplace, quality of employees,

fairness
4. Products and Services: quality, innovation, value, fulfillment of prom-

ises
5. Emotional Appeal: feelings, admiration and respect, trust
6. Social Responsibility: philanthropy, environmental and community

responsibility

The attributes are rated on a 7-point scale, ranging from 7 (‘‘describes
the company very well’’) to 1 (‘‘does not describe the company well’’). Har-
ris Interactive solicits nominations of high-reputation companies and then
performs interviews of the stakeholders of the nominated firms.

The same factors can be used by any company to perform their own
reputation assessment. Such a ‘‘self-service’’ approach can provide your or-
ganization with deep insights into the perceptions of key stakeholder
groups, which, in turn, can enable it to protect and enhance its reputation.

15. Organizational Trust
I have created the following definition of Trust by synthesizing it from a
number of other definitions: ‘‘An expectancy held by an individual or group
that promises will be kept and vulnerability will not be exploited.’’ Thus,
Trust is an ‘‘expectation’’ of dependability and benign intentions.

Trust is typically viewed as a characteristic of personal relationships. But
there is also trust in institutions, in roles, in information, etc. Increased
dangers in the world, and increased media portrayals of breaches in trust,
have contributed to making people increasingly reluctant to trust others,
and much more skeptical about organizational relationships. In addition,
reduced personal interaction due to increased globalization, less co-
location, more home-based employees, and fewer face-to-face meetings are
further reducing trust-building opportunities. Trust is becoming a scarcer
commodity by the day.
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In organizations, trust is typically seen as outside the domain of most
managers and even Human Resource departments. Although public opinion
surveys often ask questions about political and institutional trust, there are
few, if any, measurements of ‘‘organizational trust’’ or ‘‘organizational
trustworthiness’’ (other than its inclusion in some organizational climate
and culture surveys, and on the occasional employee attitude survey). Until
very recently, there has been little effort to measure trust as an organiza-
tional construct.

Fortunately, with an increased realization that trust is a crucial aspect of
relationships with customers, employees, vendor, partners, and other mem-
bers of the extended enterprise, the trust measurement gap is beginning to
close. One of the most crucial applications of trust relates to supply chain
performance. As Tom Brunell has said, ‘‘Trust is one of the most important
tools within the supply chain today and it cannot be simply turned on or
applied like other technological tools. . . . The technology tools are in place,
it’s the trust that has to catch up.’’29 Furthermore, trust is highly situational,
and, because trust is so fragile, it can be destroyed almost instantaneously
by a single act that is perceived to be a ‘‘betrayal of trust.’’30

I have developed the questionnaire below for measuring Organizational
Trust based on extensive research. The terminology can be adjusted to fit
the terms used in your organization. And, as with all emergent measures, it
is recommended that the items be tested and fine-tuned through pilot use,
before broader implementation.

I suggest that you use the standard 5-point scale: 5�Strongly Agree;
4�Agree; 3�Neither agree nor disagree; 2�Disagree; 1� Strongly Dis-
agree. Interpretation guidance follows the questions.

Organizational Trust Questionnaire

1. I trust the expectations that have been communicated in
this organization/group/team.

2. I feel that people in this organization/group/team are
honest.

3. There is mutual respect among members in this organiza-
tion/group/team.

4. People in this organization/group/team are good at listen-
ing without making judgments.

5. I feel good about being a member of this organization/
group/team.

6. I feel that the people in this organization/group/team are
competent.
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7. I feel confident that this organization/group/team has the
ability to accomplish what it says it will do.

8. People help each other learn in this organization/group/
team.

9. Learning is highly valued in this organization/group/team.
10. I feel that I can be completely honest in this organization/

group/team.
11. Honesty is rewarded in this organization/group/team.
12. There are clear expectations and boundaries established

in this organization/group/team.
13. Delegation is encouraged in this organization/group/team.
14. People keep agreements in this organization/group/team.
15. There is a strong sense of responsibility and accountabil-

ity in this organization/group/team.
16. There is consistency between words and behavior in this

organization/group/team.
17. There is open communication in this organization/group/

team.
18. People tell the truth in this organization/group/team.
19. People are willing to admit mistakes in this organization/

group/team.
20. People give and receive constructive feedback non-defen-

sively in this organization/group/team.
21. People maintain confidentiality in this organization/

group/team.
22. I can depend on people to do what they say in this organi-

zation/group/team.
23. People are treated fairly and justly in this organization/

group/team.
24. People’s opinions and feelings are taken seriously in this

organization/group/team.
25. I feel confident that my trust will be reciprocated in this

organization/group/team.

Interpretation Key: Highest score is 125. High score range is 100–
125. Moderate score range is 70–110. Low score is below 70. Dan-
ger zone is below 50.
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16. Partner Relationships
Clearly partnerships, alliances, and other relationships are crucial to success
in business today, and being able to effectively manage them is becoming a
strategic necessity. It is not longer acceptable to leave priorities like this to
chance and to the good intentions of the partners. The key to competitive-
ness today is not so much about the advantage of a single firm, but the
competitive advantage of networks of firms—partnerships and alliances of
all kinds. Leonard Greenhalgh says that today, ‘‘relationships are the most
crucial element of organizational architecture.’’31 This is yet another area in
which traditional performance measures fall far short of the mark, which is
particularly problematic for organizations wanting to achieve outstanding
results through a high-performing ‘‘extended enterprise.’’

Successful partnerships and alliances require careful management,
which requires thoughtful and collaborative measurement. In Getting Part-
nering Right, Rackham, Friedman and Ruff say, ‘‘Almost all of the successful
partnerships we studied had spent considerable time and effort setting up
measurement systems to track their progress.32

The most flexible measurement methodology for partnerships and alli-
ances is the one used by Vantage Partners. In Measuring the Value of Part-
nering, Larraine Segil presents the Vantage Partner approach, which
includes a comprehensive set of ‘‘metrics’’ to use as benchmarks throughout
the alliance life-cycle to make sure that the alliance gets off to a good start
and that it stays on track.33

There are two major types of metrics: those used during start-up (‘‘de-
velopment metrics’’) and those used during implementation (‘‘implementa-
tion metrics’’). Some of the metrics are quantitative, but most are more
qualitative, such as determining how well aligned the partners are. Just as
in contemplating a marriage, if there are large divergences in values and
expectations that are not reconciled, the alliance will be off to a rocky start
and is likely to end in ‘‘divorce.’’ Lack of alignment on key alliance ‘‘metrics’’
is a major reason for alliance failures.

For example, before consummating the partnership, consider how con-
sistent the partners’ missions and visions for the alliance are, how mutually
beneficial the partnership is perceived to be, their expectations for things
like ‘‘time to market,’’ their typical ‘‘time to decision’’ (decision-making
cycle time), their ‘‘competitive positioning,’’ and their ‘‘project personali-
ties’’ (management styles). Many of the most crucial considerations are usu-
ally masked by the emotions of the moment. Just like in pre-marriage
counseling, forcing the partners to consider the ‘‘metrics’’ will very likely
avoid a lot of heartache ‘‘after the honeymoon.’’ Many problems can be
avoided or resolved through greater awareness. The mere act of measure-
ment that brings the importance of these factors to awareness is often the
most important part.
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17. Collaboration
Collaboration is a powerful force that is transforming working relationships
within teams, across functions, in all kinds of organizations, and in the ex-
tended enterprise. The international research company, The Aberdeen
Group, has emphasized ‘‘the very strong correlations between collaboration
and success—particularly when formalized.’’34

Because collaboration is so important to the success of organizations,
both private and public sector, I looked for the measurement tool that will
at least be a good starting point: the OMNI Institute’s ‘‘Working Together:
A Profile of Collaboration’’ Assessment Tool.35 The tool is based on extensive
research and has been successfully used in a variety of settings over many
years. It contains forty questions and measures five dimensions of collabora-
tion: the context, the structure, the members, the process, and the results.

Another related construct is Climate for Collaboration. A conducive cli-
mate is the primary condition required for effective collaboration. You can
measure Climate for Collaboration by adapting items from the Wilder Col-
laboration Factors Inventory,36 which follows:

1. There is a history of successful collaboration
2. There is a shared vision and interest in achieving common goals
3. There are sufficient resources
4. There is skilled leadership
5. Diversity is appreciated
6. Clear expectations for collaboration exist
7. Roles, responsibilities, and policies are clear
8. Methods exists for addressing conflict
9. There is a favorable political and social climate

10. There is mutual respect, understanding, and trust
11. Collaboration is seen as in everyone’s best interest
12. Members have a personal stake in both process and outcome
13. Members believe that the benefits of collaboration outweigh the

risks
14. There is a safe environment
15. There is willingness to be flexible and adaptable
16. There is open and frequent communication
17. Sharing of ideas and information is encouraged
18. There is incentive to collaborate
19. There are no disincentives (penalties) for collaboration
20. There is adequate time and a process for team building

You can ask respondents, ‘‘How confident are you that each of the fol-
lowing collaboration enablers are in place?’’ and use a rating scale such
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as ‘‘very confident,’’ ‘‘somewhat confident,’’ and ‘‘not confident.’’ This will
certainly give you a good idea of what enablers need to be strengthened to
foster a more collaborative environment.

18. Productivity
Productivity is the ultimate measure that both nations and organizations
tend to use to measure progress. In fact, entire countries often base their
economic and social policies on increasing productivity over time. However,
as a short-term measure of performance, it is virtually worthless.

The traditional approach to productivity measurement is to look at either
the production of employees or organizational units or to look at the total
production of the entire organization. The individual or functional approach
tends to create ‘‘busy-ness’’ (‘‘See how long and hard I am working?’’),
suboptimization (how much output can Function A produce for Function B
to process?), while the organizational approach can lead to production of a
lot of output (even if it goes into inventory), and cost reductions (which
might look good in the short-term, but can hobble the organization longer-
term).

Most organizations measure their total output divided by their total in-
puts (costs). Output can be anything from patients treated, tons of steel
produced, airline miles flown, to revenue generated. The most familiar or-
ganizational productivity measure is ‘‘labor productivity,’’ which is simply
dividing the total output by the number of workers, the number of hours
worked, or the payroll of the workforce. In many cases, the typical actions
aimed at increasing the productivity of labor don’t really increase their pro-
ductivity, just their activity. Productivity also tends to focus on what is easy
to count, and customers, quality, service, innovation, or other important
factors are almost never considered. But the biggest problem with tradi-
tional productivity measurement is that it doesn’t do anything to identify
what is constraining productivity, and what can be done about it.37

Eliyahu Goldratt has proposed a much better, and potentially transfor-
mational measure of productivity: Throughput.38 Throughput is basically
revenue received from sales, or alternatively, the rate at which the system
generates money through sales (for the public sector and nonprofits, it
could relate to the other value received by clients or beneficiaries). At least
in the private sector view, no Throughput can be claimed until the cash has
been collected (which avoids the accounting dysfunctions, such as claiming
credit for producing unsold inventory).

Throughput measurement facilitates more timely visibility of how value
flows through the organization to the customer. But, most importantly, it
helps people in the organization realize that increasing Throughput cannot
occur just by people working harder or increasing overall capital investment
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in the system without regard for work flow. As Eli Schragenheim said, ‘‘The
importance of the concept of Throughput lies in its ability to support deci-
sions by predicting how much those decisions add to the bottom line.’’39 No
traditional measure of productivity can do that.

Throughput is limited by ‘‘constraints.’’ These constraints form ‘‘bottle-
necks’’ at various points in the system, which make it impossible for addi-
tional Throughput to flow to the customer, no matter how hard employees
work or how much technology is applied at other points in the system. It is
all-too-common for organizations try to improve everything, but miss the
key constraint. Ironically, the way most organizations try to improve pro-
ductivity actually reduces true productivity!

Using Throughput as the measure of productivity leads to more holistic
thinking about the organization as one productive system, rather than a
collection of units ‘‘doing their own thing’’ to increase their own production.
This approach also makes prioritization of improvement options much eas-
ier, because, once the most immediate constraint to Throughput is identi-
fied, the decision about what to improve is obvious. With Throughput as
the working measure of productivity, managers and employees can now
finally do something about it, rather than wait for disappointing productivity
numbers to be announced at the end of the year.

19. Organizational Agility
Agility is becoming increasingly important in today’s turbulent times. Many
experts are proclaiming that the most successful organizations of the future
will be the most agile ones, but few have offered a vision of an ‘‘agile organi-
zation.’’40 While some emergent measurement attempts have been make,
the measurement of Organization Agility is still in its infancy.

I have attempted to synthesize some of the major research findings41 on
Organizational Agility in the following questionnaire. I suggest that you use
the standard 5-point rating scale: 5�Strongly Agree; 4�Agree; 3�Neither
agree nor disagree; 2�Disagree; 1� Strongly Disagree. Interpretation
guidance is listed at the end of the questionnaire.

Organizational Agility Questionnaire
1. This organization can implement changes in its business

processes quickly.
2. This organization can implement changes in its technol-

ogy infrastructure quickly.
3. This organization can implement small changes quickly.
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4. This organization can implement large-scale changes
quickly.

5. This organization has the capability to re-deploy and re-
train employees quickly.

6. Major changes in this organization can be made rela-
tively easily.

7. Minor changes in this organization can be made rela-
tively easily.

8. This organization has a high capacity to adapt to change.
9. There is a high degree of collaboration across bound-

aries in this organization.
10. There is a great deal of modularity in this organization.
11. This organization is quite flexible compared to its com-

petitors.
12. This organization does a good job of capturing knowl-

edge.
13. This organization encourages learning from experience.
14. There is considerable error tolerance in this organization.
15. This organization is breaking down barriers to cross-

organizational collaboration.
16. This organization is not bureaucratic.
17. In this organization, scenarios and guidelines are used

more often than rules.
18. In this organization, work is designed to permit experi-

mentation.
19. Problems are solved quickly and effectively in this orga-

nization.
20. Decisions are made and implemented quickly in this or-

ganization.
22. There is considerable cross-training being done in this

organization.
23. This organization is designed to enable change.
24. The anticipation of change is a competency in this orga-

nization.
25. There is fast feedback in this organization.
26. Unpredictability, flexibility, and risk management is

more highly valued than predictability, stability, and high
assurance in this organization.

27. This organization is designed to be simple, lean, and
flexible.
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28. This organization is designed around processes, rather
than functions.

29. This organization is transitioning from stable jobs to
more flexible roles.

30. This organization is not reluctant to outsource non-core
capabilities.

31. This organization is quick to respond to market opportu-
nities and threats.

32. People in this organization are trained to deal with varied
situations.

33. This organization has a high ability to acquire or absorb
innovation.

Interpretation Key: Highest score is 160. Very high score range is
100–160. High score range is 80–100. Moderate score range is 60–
80. Low score is below 60.

The most valuable use of this survey or some variation of it is for stimu-
lating discussion. When repeated on a regular basis, it can help drive and
track changes in Organizational Agility over time.

20. Waste
In today’s hyper-competitive world, organizations are realizing that waste
is a major impediment to effective competition. The time when enormous
waste could be tolerated, because profit margins were so high, is long gone.
Measuring waste, in order to remove it, has become a competitive necessity.

Measurement for the purpose of waste reduction can be truly transfor-
mational, but it is not necessarily new. It has been around since the beginning
of the Industrial Revolution. Unfortunately, while traditional measurement
systems are great at measuring costs, they cannot really determine which
costs are value-adding and which are not. Consequently, when ‘‘fat’’ is cut
so is some of the ‘‘muscle.’’ Furthermore, historically, almost all waste mea-
surement has been internally focused, concerned with reducing inefficiency,
not necessarily with increasing effectiveness. That is why new, more holistic
measurement tools were needed.

Although most waste reduction methods, like quality improvement meth-
ods, originated in the United States, it is the Japanese who have long been
recognized as the leaders in measuring and reducing waste (or what they
call ‘‘muda’’).42 Shigeo Shingo, a Japanese industrial engineer, and Taiichi
Ohno developed the Toyota Production System (TPS), from which the
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‘‘Lean’’ movement derived. Shingo defined ‘‘7 Wastes’’ of manufacturing:
overproduction, inventory, motion, waiting, transportation, over-process-
ing, and not doing it right the first time (which causes scrap, rework, and
defects). He later added an eighth waste: the waste of human creativity.

In order to systematically reduce waste, rather than just cut costs, an
organization needs to be able to ‘‘see’’ the waste. But waste is not always
easy to see with existing quantitative or observational measures. People may
look straight at waste without recognizing it, and they may see ‘‘waste’’ that
is not really wasteful (such as excess capacity that increases flexibility).

That’s why Value Stream Mapping can be such a transformational mea-
surement tool. It visualizes the ‘‘value streams’’ (all activities required to
bring a product from vendors’ raw material into the hands of the customer)
in your organization. It also enables the calculation of ‘‘lead times’’ for each
activity. A transformation often occurs when people can ‘‘see’’ all the time
that is wasted in the process—time that consumes resources but adds no
value. It works backward from customer value, rather than just making
more efficient what is already being done. It is not uncommon that value-
adding activities comprise only 10 percent of the elapsed time, while as
much as 90 percent of the elapsed time adds no value, increases inventory,
and hides quality problems—not to mention, increases customer waiting
time, which leads to dissatisfaction. Redesigning this value chain provides
the customer with the same or better product or service more quickly, and
at a much lower cost for the producer.

Lean production experts Womack and Jones observed to their chagrin
that ‘‘despite a growing variety of better products with fewer defects at lower
cost . . . the experiences of consumers seem to be deteriorating.’’43 This led
them to a unique application of Lean principles and Value Stream Mapping
to services. Because the customer is so integrally involved in the provision of
services, Womack and Jones realized that the manufacturing ‘‘value stream’’
provided only a partial view. The customer is no longer just at the end of
the process, but involved throughout.

As a result of this epiphany, they advocated the depiction of the ‘‘value
stream’’ as two parallel maps: a Provision Map (from the perspective of
the service provider) and a Consumption Map (from the perspective of the
consumer). This enables service providers to compare the ‘‘lead times’’ from
both their own and the consumer’s perspectives, providing a clear view of
why so many customers become extremely frustrated. This new perspective
provides a completely new lens, and that is exactly what transformational
measurement is all about!

21. Inventory
Inventory traditionally has been viewed as either a major source of waste or
a necessary buffer against unanticipated demand. In a business classic, The
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Goal, the leading character, Jonah, a consultant, tells his client what a mess
he’s made of his company: ‘‘Take a look at the monster you’ve made. It did
not create itself. You have created this mountain of inventory with your own
decisions.’’44 Inventory is not, in itself, bad. In today’s turbulent business
climate, organizations need some protective buffer, but too much of inven-
tory (‘‘the mountain of inventory’’) is clearly undesirable. Excessive inven-
tory can place a heavy burden on the cash resources of a business, can use
up space, can hide quality problems, and can become waste. But, insuffi-
cient inventory can result in lost sales, delays for customers, and lack of
protection against supply disruptions and demand surges.

New thinking about production systems is that large inventories prevent
production and supply chain innovation because it buffers an organization
from the challenges that would otherwise stimulate innovation. It is easier
to hold excess inventory than to improve planning, forecasting, production
systems, and supply chain management. For example, while American auto
companies were working at full capacity to produce supplies for inventory
(and then selling it off through aggressive price reductions and rebates),
Toyota was moving to a ‘‘just in time’’ manufacturing model that was pro-
ducing to demand (which ‘‘pulled’’ the production process), rather than
‘‘pushing’’ it into inventory (‘‘just in case’’ it’s ever needed) like its American
competitors.

The key to maximizing efficiency is to have the right amount of inventory
available in the right spots in the organization, which requires the most
appropriate measurement. Unfortunately, traditional inventory measure-
ment isn’t very helpful, because it is accounting-driven and one-dimen-
sional. Depending on what the accountants say, sometimes it is good to
value inventory high and sometimes it is good to value it low. But this deci-
sion is always made after the fact, which doesn’t help to manage inventory
during the process. To make matters worse, inventory is treated in account-
ing as an ‘‘asset,’’ so there is typically little motivation to reduce it.

One thing appears quite clear: If a company wants to reduce inventory,
it is best to make inventory as expensive as possible. Otherwise, even high
levels of inventory will be viewed as ‘‘acceptable,’’ and there will probably
not be much motivation to reduce it.

Eliyahu Goldratt has developed a multi-dimensional measure of inven-
tory: Inventory Dollar Days (IDD).45 Inventory Dollar Days, the cost of the
inventory for each day that it sits, is calculated by multiplying the monetary
value of each inventory unit on hand by the number of days since that inven-
tory entered the responsibility of a particular link in the supply chain.

Contrast this with the traditional measure of inventory, which is based
on volume or monetary value alone. Inventory could sit for weeks or
months, and it is still counted the same. Goldratt’s approach makes it clear
that excess inventory that sits around is negative, and the longer it sits in
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inventory, the worse it is. It can be quite transformational for a company to
discover that there is more than $100,000 in Inventory Dollar Days in many
locations, rather than simply knowing that the company is carrying $20,000
in inventory ‘‘assets.’’ Furthermore, Inventory Dollar Days is a cross-func-
tional measure, because it measures all kinds of inventory, wherever it is in
the supply chain.

22. Total Cost of Ownership
Purchased materials and services can account for 65 percent to 85 percent
of operating costs in manufacturing companies, and 30 percent to 65 per-
cent in service companies.46 It is an area of very high leverage, but it also one
that is rarely scrutinized very carefully. It is an area ripe for transformational
measurement.

For a long time, purchasing decisions have routinely been made on the
basis of initial acquisition costs alone. The cheapest price tends to get the
sale. Clearly getting the lowest price is important, but there are many other
factors that should be considered. Lower cost suppliers might not provide
best (or even acceptable) quality and on-time delivery.

Total Cost of Ownership (TCO) has become an important transforma-
tional measure. TCO is the total cost of a purchase through the entire pe-
riod of ownership. It takes into account the enormous number of hidden
costs in purchasing decisions. The initial purchase price is truly ‘‘just the tip
of the iceberg.’’ The total cost of purchasing an item or service can include
a vast number of items, such as other purchase costs (communication, con-
tracting, invoicing), transportation and delivery costs, set-up costs, training
costs, anticipated maintenance costs, repair costs (repair likelihood, cost to
repair).

Most post-purchase costs are not anticipated, and therefore they are not
managed. This often results in huge unanticipated costs—often three to ten
times the initial purchase price! For example, a computer can cost $1,000,
but the Total Cost of Ownership through its lifetime (including software,
upgrades, maintenance, service, and replacement) can be as high as
$10,000. Obviously, the key trade-off in purchasing decisions is between
‘‘total price’’ and ‘‘total performance.’’ TCO is a single measure that can
reflect both sides of the trade-off. Much of the value of measurement of
constructs such as TCO lies in the discipline they promote, and the visibility
they provide. In Purchasing, there definitely needs to be more ‘‘full spend
visibility.’’

23. Activity-Based Costing
It has been said that financial reporting systems provide tremendous detail
about what has happened, but not much insight for what to do about it.
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This couldn’t be more true of cost accounting. For example, there is a tradi-
tional belief that increased sales will almost automatically increase profits.
However, the unprofitability of parts of the organization can come as a big
shock to companies that assume an overall profit meant that everything was
profitable. In fact, it has been shown that, in many companies, certain prod-
ucts, product lines, and customers may be draining a significant amount
of profits because of extraordinarily high costs that are not detected using
traditional cost accounting methods. Traditional accounting provides only
one response: Cut costs ‘‘across the board.’’

Given the traditional cost accounting approach, there is really no other
viable option, since costs are allocated ‘‘equitably,’’ but not ‘‘economically.’’
When costs are being cut across the organization, we often find value-
creating parts of the business robbed of capital they need, while business
activities that are actually destroying value are generously funded.

Activity-Based Costing (ABC) is an accounting method that allows an
organization to determine the actual cost associated with each product and
service produced by the organization. Instead of using broad arbitrary
percentages to allocate costs, ABC seeks to identify the cause-and-effect
relationships between costs and activities in order to assign costs more ob-
jectively.47

The logic of ABC is as follows: Outputs (products, services, and custom-
ers) consume activities; activities consume resources; the consumption of
resources is what drives costs. So, activities drive costs. Once the cost of
each activity has been identified, it is attributed to each product, service, or
customer to the extent that the product uses the activity. This allocation has
been performed in various ways, but most ABC practitioners think that time
studies of activities tend to produce the most accurate cost estimates.

ABC can identify the true drivers of cost. Understanding the cost drivers
is powerful for maximizing value creation. ABC can also identify areas of
excessively high overhead costs per unit for particular products, services, or
customers. Identifying costs that do not add value focuses attention on these
activities so that efforts can be directed at reducing specific cost drivers
rather than cutting costs across-the-board. Even more impressive is that
ABC can also be used to determine the costs associated with particular cus-
tomers or customer segments, so that unprofitable customers can be
stopped from draining resources (this topic is discussed in Section 7, Cus-
tomer Profitability). Because activities are cross-functional, ABC is inherently
a cross-functional measurement process, which facilitates cross-functional
collaboration and decision making.48

However, Activity-Based Costing is not without challenges, such as the
difficulty of assigning some shared costs and the need to satisfy traditional
cost accounting conventions for external reporting. However, like many
other emergent measures, even when it is not practical to use it fully, ABC
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can still be used conceptually. For instance, simply making your sales force
more aware of customers’ costs-to-serve can improve customer profitabil-
ity. Even with incomplete knowledge of activity and cost relationships, some
organizations are using ABC thinking to make much better decisions about
products and customers than they could have done under the old model.

24. Economic Value Added
Even though its revenue fell 12 percent, one company reported an increased
net income of 74 percent, because the company benefited from an $11.4
billion asset write-off that cut its expenses, even as it posted steep declines in
sales. Another company reported an unexpected profit for the fourth quarter
occurred because of an inventory adjustment that triggered the payment of
executive bonuses for the year. Reports like these explain why accounting
systems are increasingly being viewed with skepticism and contempt.

Although profit might seem quite straight-forward, it is actually one of
the most inconsistent financial measures. Accounting profit incorporates so
many assumptions and adjustments that it’s no wonder people are confused,
and that many accounting statements have more footnotes than a scholarly
dissertation!

There are basically two types of profit: ‘‘accounting profit’’ (which in-
cludes only the explicit costs and revenues in its calculation) and ‘‘economic
profit,’’ which measures the revenue minus both explicit and implicit costs
(also referred to as ‘‘opportunity costs’’). The most distinctive characteristic
of economic profit is that it includes an expense deduction for the ‘‘cost of
capital,’’ which is really the ‘‘opportunity cost’’ of the capital tied up in the
organization.

The problem is that people have tended to use capital as if it had no cost
consequences. Many companies still report earning a profit, even when their
‘‘profit’’ does not exceed the cost of capital. While they might be able to
report an ‘‘accounting profit,’’ they have not earned an ‘‘economic profit.’’
Peter Drucker said it this way: ‘‘Companies do not earn a profit until their
revenue exceeds all costs. . . . By that measurement . . . few U.S. businesses
have been profitable since World War II.’’49

Economic Value Added (EVA) is a specific form of economic profit that
attempts to capture the true profit of an enterprise by removing some distor-
tions from accounting profit. The abbreviation EVA� is a trademark of
Stern Stewart and Co., which has popularized the measure.50 Put most sim-
ply, Economic Value Added is net operating profit minus an appropriate
charge for the opportunity cost of all capital invested in the enterprise. The
actual formula for EVA is:

EVA � Net Operating Profit After Taxes (NOPAT) � (Capital
Employed � Cost of Capital).
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EVA is considered to be a good proxy for value creation. When EVA is
positive, the firm is viewed as creating value for shareholders; when it is
negative, the firm is said to be destroying shareholder value.

Most companies use a confusing array of measures to express financial
objectives. EVA can eliminate this confusion by using a single financial mea-
sure that creates a common focus for all decision making: ‘‘How can we
improve EVA?’’ Using EVA, all parts of an organization can become aligned
around the value creation goal. Every business unit and every project can
be assessed in terms of whether it is creating or destroying value.

25. Organizational Intangible Value
Intangibles are extraordinarily important today, including partnerships,
suppliers, collaborations, skills, knowledge, innovation, patents and other
intellectual property, leadership, reputation, and culture. Obviously there is
a lot of value that is not listed on a company’s balance sheet. But how much
value? The value of companies has been shifting markedly from tangible to
intangible assets. These invisible assets are the key drivers of shareholder
value in the new economy, but accounting rules do not permit the proper
acknowledgement of this shift in terms of the valuation of companies. State-
ments prepared under generally accepted accounting principles (GAAP) do
not record these assets. As a result, stakeholders are blind to the real value
of a company.

Some are simply attributing the difference between market value (cur-
rent market value of the company’s stock) and book value (the current value
of the tangible assets of the company) to intangibles. Not only is this not a
very accurate estimate, but it also provides little insight as to how the valua-
tion was achieved.

New approaches to valuing intangibles are beginning to surface. More
and more economists and business thinkers are beginning to (or, at least
attempt) the difficult task of measuring the real and full value of a com-
pany.51 Ben McClure has come up with a way of doing this. He calls it
Corporate Intangible Value, and he illustrates the approach using micropro-
cessor giant Intel as his example.52 The approach goes something like this:

1. Calculate average pretax earnings for the past three years. For Intel,
that’s $9.5 billion.

2. Go to the balance sheet and get the average year-end tangible assets
for the same three years, which, in this case, is $37.6 billion.

3. Calculate Intel’s return on assets (ROA), by dividing earnings by
assets: 25 percent.

4. For the same three years, find the industry’s average ROA. The aver-
age for the semiconductor industry is around 11 percent.
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5. Calculate the excess ROA by multiplying the industry average ROA
(11 percent) by the company’s tangible assets ($37.6 billion). Subtract that
from the pretax earnings in step one ($9.5 billion). For Intel, the excess is
$5.36 billion. This tells you how much more than the average chip maker
Intel earns from its assets.

6. Calculate the three-year average income tax rate and multiply this by
the excess return. Subtract the result from the excess return to come up
with an after-tax number, the premium attributable to intangible assets. For
Intel (average tax rate 34 percent), that figure is $3.53 billion.

7. Calculate the net present value of the premium. Do this by dividing
the premium by an appropriate discount rate, such as the company’s cost of
capital. Using an arbitrary discount rate of 10 percent yields $35.3 billion.

Based on this calculation, the intangible value of Intel is $35.3 billion! As
McClure rightfully says, ‘‘Assets that big deserve to see the light of day.’’

But the larger question is: So what? Once you have calculated it, what
do you do with that information? The reason why I believe that this infor-
mation is valuable, and potentially transformational, is that it provides all
corporate stakeholders with a better understanding of the value they are
managing, investing in, working with, or partnering with. We all know that
you have to measure something in order to manage it effectively. When we
can measure it, the scope of the management responsibility becomes clearer.
However, the challenge is not to store up intangible value that is never used;
it’s a matter of using that value, increasing it, and turning it into shareholder
value and value for the other stakeholders of the corporation. Section 12,
Strategic Readiness of Intangibles, deals with the more qualitative aspect of
this important subject.

26. Project Scheduling
Much of the work done in organizations today is project work. Most organi-
zations are full of project teams. Although project managers often are able
to claim ‘‘on-time completion,’’ there is considerable evidence that projects,
especially multiple projects, are late more often than they are on-time, be-
cause that ‘‘lateness’’ often doesn’t show up due all the ‘‘slack’’ built into
project schedules. (One international study found that 91.7 percent of re-
spondents admitted that their projects were finished late!53) Obviously, if
you leave sufficient time, you will never be late, but doing so is very ineffi-
cient. That is why the way projects are currently estimated is so problematic.

The typical practice today is to ask every resource independently how
long their tasks will take. Because of human nature and the punitive experi-
ences people have had when their tasks have been late, each resource tends
to estimate conservatively, based on a ‘‘worst case’’ scenario. This means
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that when all the estimates are rolled into the project plan there are implicit
‘‘buffers’’ built into everyone’s estimates. Furthermore, when the project is
implemented, almost none of those resources will ‘‘give-back’’ their slack
time if they don’t need it by waiting until the deadline date to report task
completion—doing otherwise would be an admission that the original esti-
mate was faulty. This method of project planning has resulted in a lot of
‘‘on-time’’ project completions of project that should have taken half that
time!

Eliyahu Goldratt, who has developed as number of transformational
measures as part of his Theory of Constraints, has created a brilliant solu-
tion to the problem of bogus project estimating. It is called the ‘‘Critical
Chain’’ method.54 The key to this approach is to schedule each task in a
project based on ‘‘average’’ time, rather than ‘‘worst-case’’ time. In order to
mitigate the risk of certain estimates being wrong, a single buffer for the
entire project allows for some activities to be late. This means that each
resource doesn’t build its own ‘‘safety buffer’’ into its estimate, and that it is
considered okay for some resources to miss their estimates because the
project buffer will absorb that extra time.

The other related measurement innovation is the major tracking measure
for the project: the Buffer Index, which provides timely information on the
work completed as a proportion of the amount of buffer consumed. This
way, the entire project team knows exactly where the project stands relative
to on-time completion based on the proportion of time left in the buffer.
This simple but powerful measure gives everyone a single number on which
to gauge the status of a project. In addition, with this method projects have
extraordinary on-time performance compared to what used to be the case.

27. Employee Engagement
While most organizations say that ‘‘employees are our most important
assets,’’ their measurements seldom reflect it. Few organizations perform
much more than a perfunctory employee satisfaction survey to measure how
‘‘their most valuable assets’’ are doing. And just as with the results from
many customer satisfaction surveys, the results from employee satisfaction
surveys end up in a data warehouse somewhere because no one really knows
what to do with the data.

So, what should be done with the trusty old employee satisfaction sur-
vey? Should it just be thrown out? Many progressive organizations are be-
ginning to come to the realization that just as ‘‘customer satisfaction’’ is an
obsolete construct in today’s hyper-competitive marketplace, the same is
true for ‘‘employee satisfaction.’’ The major problem is that, as with cus-
tomer satisfaction, employee satisfaction tends to be a transactional
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(moment-to-moment) rating and doesn’t necessarily reflect any strong un-
derlying emotion attachment.

Employee Engagement has been shown to be a construct that is linked
to emotions, while satisfaction is simply a cognition (an opinion). It is also
much more predictive of retention.

There are quite a number of Employee Engagement measurement in-
struments that can be used. Probably the best known is the one developed by
the Gallup Organization, called the Q12 (12 question) survey.55 The survey
questions are as follows:

1. Do I know what is expected of me at work?
2. Do I have the right materials and equipment I need to do my work

right?
3. At work, do I have the opportunity to do what I do best every day?
4. In the last seven days, have I received recognition or praise for doing

good work?
5. Does my supervisor, or someone at work, seem to care about me as

a person?
6. Is there someone at work who encourages my development?
7. At work, do my opinions seem to count?
8. Does the mission/purpose of my company make me feel my job is

important?
9. Are my coworkers committed to doing quality work?

10. Do I have a best friend at work?
11. In the last six months, has someone at work talked to me about my

progress?
12. This past year, have I had opportunities at work to learn and grow?

It’s easy to perceive the difference between these questions and the typi-
cal ‘‘Tell us how much you like all the things we do for you’’ satisfaction
surveys. This one is based on what Gallup found are most personally impor-
tant to employees, regardless of organization. The respondents are asked
about their ‘‘feelings,’’ not just their ‘‘thoughts.’’ This is another great exam-
ple of how a relatively minor ‘‘mental model’’ shift can make a transforma-
tional difference.

Interestingly, Gallup’s research has found that in a typical organization,
19 percent of employees are ‘‘actively disengaged,’’ 55 percent are ‘‘not
engaged,’’ and only 26 percent are ‘‘engaged.’’ On a traditional employee
satisfaction survey, the ‘‘not engaged’’ employees might very well have indi-
cated being ‘‘satisfied.’’

Other Employee Engagement surveys are offered by Satmetrix Systems,
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called the ‘‘Employee Acid Test’’56 (which is modeled after the ‘‘Customer
Acid Test’’—see Section 4, Customer Loyalty) and Mercer Human Re-
source Consulting’s ‘‘Employee Commitment Assessment,’’57 which mea-
sures the following dimensions of the work experience: fit and belonging,
status and identity, trust and reciprocity, economic independence, and emo-
tional reward. As you can tell from these dimensions, this is also a far cry
from the traditional employee satisfaction survey.

Obviously, measuring a construct like Employee Engagement won’t au-
tomatically make your employees more engaged. However, when you have
begun to measure contributory factors, and when you know where you
stand (the baseline), then you can begin to do something to bring the score
up closer to the goal level you and your organization wish to attain.

28. Emotional Intelligence
For a long time, it was assumed that traditional (intellectual) intelligence
(I.Q.) was all it took to succeed. I.Q. (Intelligence Quotient) tests have
been the standard measurement tools for selecting people for educational
placement and jobs. But recent research has indicated that there are ‘‘other
intelligences’’ (such as verbal intelligence and spatial intelligence) that might
be as important, or even more important, for personal and organizational
success than traditional intellectual intelligence.

Originally popularized by Daniel Goleman, Emotional Intelligence (vari-
ously referred to as either EI, or EQ (for Emotional intelligence Quotient),
has created considerable excitement in the fields of human resources and
leadership.58 Emotional Intelligence has been shown to be a major different-
iating factor in success.

EQ has been shown to be two times as important as IQ and technical
expertise combined.59 Emotional Intelligence skills are distinct from, but
synergistic with, intellectual abilities. These performance competencies to-
gether explain from 65 percent to 90 percent of ‘‘star performer’’ success
in a professional field.60 According to John Grumbar, the most significant
determinant of managerial failure was low EQ. Grumbar said, ‘‘Most people
are hired on IQ, but fired because of EQ.’’61

Emotional Intelligence typically has four components (understanding
yourself, managing yourself, understanding others, and managing relation-
ships with others), and more than twenty competencies, including:

1. Emotional Self-Awareness (recognizing our emotions and their ef-
fects)

2. Accurate Self-Assessment (knowing our strengths and limits)
3. Self-Confidence (a strong sense of our self-worth and capabilities)
4. Self-Control (keeping our disruptive emotions and impulses under

control)
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5. Trustworthiness (maintaining standards of honesty and integrity)
6. Conscientiousness (demonstrating responsibility in managing one-

self)
7. Adaptability (flexibility in adapting to changing situations or obsta-

cles)
8. Achievement Orientation (the drive to meet an internal standard of

excellence)
9. Initiative and Optimism (readiness to act)

10. Empathy (understanding others and taking an active interest in their
concerns)

11. Leveraging Diversity (cultivating opportunities through many kinds
of people)

12. Organizational Awareness (‘‘savvy,’’ understanding and empathiz-
ing issues, dynamics, and politics at the organizational level)

13. Stewardship Orientation (recognizing and meeting customer
needs)

14. Developing Others (sensing others’ development needs and re-
sponding to them)

15. Leadership (inspiring and guiding groups and people)
16. Influence (wielding interpersonal influence tactics)
17. Communication (sending clear and convincing messages)
18. Change Catalyst (initiating or managing change)
19. Conflict Management (resolving disagreements)
20. Networking and Building Bonds (cultivating and nurturing a web of

relationships, seeking partnerships)
21. Teamwork and Collaboration (working with others toward shared

goals)

Three popular EQ tests are the MSCEIT (Mayer-Salovey-Caruso Emo-
tional Intelligence Test), the ECI (Emotional Competence Inventory), and
the EQ-i (Emotional Quotient Inventory).62 They are showing that not only
is Emotional Intelligence measurable, but it appears to be ‘‘trainable’’ to a
greater extent than IQ.

Emotional Intelligence might be the most relevant transformational mea-
sure for this book, since it is a crucial factor in how well measurement is
‘‘socialized.’’ Those with high Emotional Intelligence are clearly more ori-
ented toward socialization, and better able to make it happen throughout
the organization.
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29. Employee Safety
Workplace safety may sound like an unlikely area for transformational mea-
surement, but you may be surprised about the significant individual and
organizational impact the transformational measure can have.

As Daniel Patrick O’Brien explains, most safety measurements ‘‘measure
past efforts, loss events, problem areas, and past trends. They are totally
dedicated to how things were . . .’’63 Safety measurement tends to focus on
injury statistics (such as lost-time accidents) and safety rule compliance
issues (safety violations). Almost all accident data are failure-based mea-
surements, such as: the number of injuries/deaths, number of lost work
days, number of spills, cost of accidents, number of safety violations, and
so on. To make matters worse, accident statistics tend to be incomplete,
because some accidents aren’t reported because of peer pressures (‘‘We
don’t want our safety streak ended . . .’’) or because they don’t result in
lost-time injuries.

Trying to manage safety by counting accidents is like trying to fight a
battle by measuring the number of casualties. Measurement used to show
how well, or poorly, you did is going to be of little help for improving things.
Furthermore, accident rates are due to chance as much as any other factor.
This is because there are a lot of unsafe conditions in workplaces and people
engage in many unsafe behaviors that do not result in accidents. Research
has indicated that, on average, a worker would have to engage in an unsafe
behavior 330 times before it resulted in an accident! When an accident does
occur, it is often due to bad luck. Companies with low injury rates may
actually have big safety problems; they are often just lucky.

The inherent problems with the traditional approach to safety measure-
ment have given rise to a transformational approach to measuring safety.
The measure is Safe Behavior,64 a primarily qualitative/subjective measure
that can also be converted into quantitative statistics. The concept behind it
is that it is much more useful to measure something positive that you want
to happen than something negative, especially since measuring accidents is
more a measure of ‘‘bad luck’’ than of employee behavior.

According to this new paradigm, measurement occurs during random
‘‘peer observations.’’ Rather than waiting for accidents and injuries to be
reported, the observers proactively look for critical ‘‘safe behaviors’’—those
that would prevent the most common accidents—listed on a behavioral ob-
servation form. Although the observers are not specifically looking for ‘‘un-
safe behavior,’’ if they do happen to see it, they will give helpful feedback
(but not criticism), and they will not record the unsafe behavior on the
observation form. Only the safe behaviors listed on the observation form are
recorded. Although the measurements are based on subjective judgments,
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observers are trained to recognize the Safe Behaviors, and their observa-
tions tend to be quite accurate.

Further, because the measurement is positive, there is little or no defen-
siveness by those being observed. Safe Behavior scores are computed for
each team (not individually). These scores are recorded on a scorecard and
trends are graphed and displayed, so that teams can see their progress.
Employees are encouraged to discuss the measurements and exert ‘‘positive
peer pressure’’ to encourage one another to work more safely. When prede-
termined ‘‘goal levels’’ are reached, some recognition is often provided. The
idea is to use ‘‘the power of positive measurement’’ to increase Safe Behav-
ior, not just to monitor it. And, unlike in traditional ‘‘accident measure-
ment,’’ Safe Behavior is completely under the control of the employees.

30. Employee Presenteeism
Current measures in attendance and health ignore probably the most seri-
ous problem faced in the workplace: Presenteeism.65 While the presenteeism
problem has existed in some form or another for centuries, the term itself is
relatively new. Presenteeism occurs when people show up for work with
illnesses and other issues that reduce their productivity and spread disease.
Like any other construct, Presenteeism cannot be effectively managed until
it is measured.

Presenteeism is widely thought to be caused by a fear of loss of income
or employment on the part of the employee. Many companies do not offer
sick leave benefits for illnesses lasting three days or less. On top of that, the
recent dramatic increases in health insurance rates and skyrocketing health
care costs have caused many employees to be more reluctant to seek medical
attention.

Presenteeism can have catastrophic effects on a company’s output, as
well as present hidden long-term costs and wider social problems. Employ-
ees who arrive at work ill may operate at only a fraction of their normal
capacity despite receiving the same wages and benefits as employees operat-
ing at 100 percent. They may also be more prone to mistakes and injuries,
and they are more likely to transmit contagious diseases to fellow employ-
ees, causing even more work efficiency problems.

Now that Presenteeism has been identified and defined, it can be mea-
sured and managed. When the Employers Health Coalition of Tampa, Flor-
ida first studied the problem and analyzed seventeen diseases, it found that
lost productivity from Presenteeism was 7.5 times greater than productivity
loss from absenteeism. For specific problems, like allergies, arthritis, heart
disease, hypertension, migraines, and neck or back pain, the ratio was more
than 15 to 1.66

Researchers at the Institute for Health and Productivity Studies at Cor-
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nell University found that up to 60 percent of the total cost of employee
illnesses came from Presenteeism.67 Studies such as the above are in the
forefront of emergent efforts that are beginning to deal with this problem,
which has been ignored for so long because it was never measured.

31. Learning Effectiveness
Despite the more than $300 billion American companies spend annually on
training, there is little data to show any positive impact of learning on busi-
ness results. In fact, most companies and government agencies don’t even
try to measure the impact, either because they don’t know how or feel that
it is too difficult. That is why training and other learning programs are still
measured by such indicators as the number of programs run, the number
of participants, the number of course days, training investment per capita,
and end-of-course satisfaction surveys.68 These are not really measures of
learning effectiveness; they are measures of learning activity.

While almost everyone believes that there must be a causal relationship
between training and business results, few have seriously looked, and even
fewer have been able to find one. There has been recent attention to isolating
the ROI of training programs, but most of that activity has focused on ‘‘easy
pickings,’’ like showing that basic job skills training of employees improves
performance. Actually, that is pretty obvious without an ROI calculation!

Furthermore, in this era of knowledge management, coaching, and men-
toring, traditional training programs are becoming more difficult to isolate
from everything else that is being done to improve employee performance.
That is why I developed Learning Effectiveness Measurement (LEM) at
IBM to address the weaknesses in the traditional approach to training mea-
surement.69

One of the biggest challenges in learning has been how to bridge the
gap between learning and real organizational impact. To bridge this gap, a
systematic process was needed in order to trace the chain of causality be-
tween typical learning measures (acquisition of knowledge and skills) and
more results-oriented organizational measures. The centerpiece of LEM is
the concept of ‘‘causal chains,’’ diagrams that are used to trace the impact
of learning through a ‘‘chain’’ of causes and effects: from ‘‘acquisition of
knowledge and skills,’’ to ‘‘behavior change,’’ to ‘‘individual or team per-
formance improvement,’’ to ‘‘organizational performance improvement,’’
and culminating with ‘‘organizational results measures.’’

What is most important is not the diagram, of course, but rather the
understanding that is obtained through the process of developing, examin-
ing, and interacting. The causal chain provides a roadmap for designing
more effective learning programs and a measurement plan for tracking the
impact of the learning programs to the desired results. This causal under-
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standing has long been the missing link in training that attempts to achieve
a business impact. Not only does this causal logic help identify measures
that can be used for tracking all the key links in the ‘‘learning to business
impact chain,’’ but, more importantly, it provides visibility to the critical
linkages needed for driving that impact.

LEM is more than just a conventional learning measurement methodol-
ogy. It is an approach for planning and managing the learning and perform-
ance improvement process to achieve the desired organizational impact.

32. Information Orientation
While organizations can measure almost every aspect of the operation of
their IT infrastructure in excruciating detail, the nontechnical aspects of
information use are rarely measured at all. Existing measures tell us little or
nothing about how well a company profiles the information needs of em-
ployees, filters information to prevent overload, identifies key knowledge
sources, trains employees to use information, shares information, or reuses
information. What people do with information is as important as, or more
so than, the technology they use to manage it. Without the ability to measure
‘‘information use,’’ most of what twenty-first-century organizations actually
do can’t be managed.

Information Orientation (IO) is an emergent measure of how well an
organization uses the information it has. It is based on the extensive re-
search by Donald Marchand, William Kettinger, and John Rollins, who have
studied IO in hundreds of companies in many industries worldwide.70 Until
the development of new measures such as this, the indicators of effective
information use had been largely invisible.

The IO of an organization comprises three ‘‘capabilities,’’ only one of
which relates to IT application and infrastructure management. The other
two IO capabilities are concerned with 1) ‘‘managing information’’ over its
lifecycle and 2) the ability of the organization to instill and promote ‘‘behav-
iors and values’’ conducive to the effective use of information.

IO is composed of the following practices, behaviors, and values:

• IT Practices (ITP): IT for operational support (controlling operations);
IT for business process support (deployment of hardware, software, and
expertise to facilitate business processes); IT for innovation support (hard-
ware and software support for employee creativity); IT support to facilitate
management decision making

• Information Management Practices (IMP): sensing information (how
information is detected and identified); collecting information (gathering
relevant information); organizing information (indexing, classifying, and
linking information); processing information (accessing and analyzing in-
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formation prior to decision making); maintaining information (re-using,
updating, and refreshing information)

• Information Behaviors and Values (IBV): information integrity (im-
proving security and reducing manipulation of information); information
formality (increasing the trustworthiness of formal information); informa-
tion control (disclosure of business information to appropriate stakehold-
ers); information sharing (facilitating the free exchange of information
within functions and across the enterprise); information transparency (in-
creasing trust and honesty relative to information); information proac-
tiveness (increasing the propensity of people in the organization to seek out
and enhance information)

Information Orientation isn’t just about doing the things listed above,
but about doing them well. While organizations with low IO do many of
these things, they do not do them well or thoroughly. It’s not enough to just
collect and organize a lot of data; you must be able to turn the data into the
right knowledge and action.

33. Information Proficiency
Charles Leadbeater, author of The Weightless Society, said, ‘‘Our capacity
to generate information far outstrips our ability to use it effectively.’’71 Infor-
mation work will not really become true knowledge work until individuals
and organization develop better capabilities for transforming data into in-
formation, information into knowledge, and knowledge into wisdom.

I know of no measures of employee ‘‘information use’’ other than what
Thomas Buckholtz calls Information Proficiency. For the most part, organi-
zations hire smart people, and then throw them into a system that is drown-
ing in data. Most of the employees barely stay afloat, much less do anything
proactive or creative with this data. I know of no curriculum on Information
Proficiency, though it might exist somewhere.

Ironically, a company might have the greatest IT infrastructure in the
world, but if Information Proficiency is low, it is likely a cause of enormous
waste. Most organizations are measuring ‘‘information availability’’ rather
than ‘‘information use.’’

According to Buckholtz, ‘‘Information Proficiency is the effective use of
information to define and achieve goals. Operationally, information profi-
ciency denotes quality in making and implementing decisions.’’72 There are
two aspects of Information Proficiency:

1. Measuring proficiency with information to make decisions
2. Measuring proficiency through information to implement decisions

The measurement method suggested by Buckholtz is an interesting one,
involving the reflection on a representative decision in which the respondent
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was involved. The complete questions and scoring system are contained in
his book. To give you a sense of the measures, the following questions are
used by Buckholtz to measure ‘‘proficiency with information to make deci-
sions’’:

1. Objectives were clear relative to the decision.
2. The right participants were involved in the decision-making process.
3. An effective decision-making process was used.
4. There was appropriate management of the decision-making pro-

cess.
5. Progress of the decision-making process was appropriate for the

priority of the decision.
6. The key issue in the decision was determined early.
7. The participants were well coordinated during the decision-making

process.
8. Communication around the decision-making process was appro-

priate.
9. The decision was made at the right time for optimal impact.

10. The decision (or nondecision) was well communicated.
11. Learning occurred from the decision-making process.
12. There was learning from past decisions.
13. The decision was reviewed at an appropriate time.
14. The decision included a plan for implementing it.
15. Sufficient information was used for making the decision.
16. The quality of information used in making the decision was appro-

priately verified.
17. ‘‘Meta-information’’ (information about information) was appropri-

ately used.
18. The quality of the information used for decision-making was appro-

priately considered.
19. Optimal results on organizational goals were achieved from the de-

cision.

Although Buckholtz’s response options are fairly complex and tailored
to each item, I see no reason why a standard 5-point (5�Strongly Agree to
1�Strongly Disagree) rating scale, or another appropriate rating scale,
could not be used.

Information Proficiency measurement can have a truly transformational
impact on an organization. I can’t imagine an individual, team, function, or
entire organization not improving the quality of its decision making if it
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were to diligently use this construct and spend time developing plans for
improving it.

34. Knowledge Flow
No one doubts that better management of knowledge within an organiza-
tion will lead to improved collaboration, innovation, and competitive advan-
tage. It has been pointed out that, while an organization’s ‘‘data’’ resides in
its computer systems, its ‘‘intelligence’’ is found in its social systems. In this
knowledge-intensive economy, organizations need better understanding of
how knowledge is being shared so that they can manage it more effectively.
In the future, ‘‘who knows what’’ and ‘‘who shares with whom’’ will be more
important than the traditional symbol of status, ‘‘who knows whom.’’

Social Network Analysis (SNA), originally called Organizational Net-
work Analysis (ONA), is the mapping and measuring of relationships and
information flows between people in a social group or organizational net-
work.73 The insights resulting from such analysis are often quite compelling
and counter-intuitive.

This is how SNA works: Those selected for an analysis complete a survey
asking them questions about with whom they share knowledge, and what
kind of knowledge they share. As a result of the survey data, knowledge
networks are mapped that uncover interactions within and across the
boundaries of the organization.74 This analysis results in a map of how
knowledge and expertise is shared. Each person in the analysis is repre-
sented by a ‘‘node’’ on the network map. The primary nodes are the people
who are most central to this network. They are typically the acknowledged
experts, who are sought out for critical information and knowledge, or peo-
ple who are just prolific networkers.

In addition to the network maps, there are a number of measures that
are computed by the software. Several of the measures relate to the ‘‘central-
ity’’ of nodes. These measures help determine the importance, or promi-
nence, of a node in the network. It is always interesting to see that network
location often differs significantly from location in the formal hierarchy or
on the organization chart. ‘‘Degree centrality’’ is the measure of network
activity for each node using the concept of ‘‘degrees’’ (the number of direct
connections).

Contrary to what people may think, in personal networks, having more
connections is not always better. What really matters is where those connec-
tions lead. ‘‘Betweenness centrality’’ is the measure of how many connec-
tions a particular node is between. For example, someone who is between
many other connections is seen to play a ‘‘‘broker’’ role in the network. A
node with high ‘‘betweenness’’ has great influence over what flows in the
network.
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‘‘Closeness centrality’’ has to do with how close a node’s connections
are. Those with the shortest paths to others are in a particularly good posi-
tion to monitor the information flow in the network; they have the best
visibility into what is happening in the network. ‘‘Network centralization’’
provides insight into a node’s location in the network. A centralized net-
work—one that is dominated by one or a few central nodes—presents a
dangerous situation, since the removal of any of these nodes could cause the
network to fragment. ‘‘Hubs’’ are nodes with high degree and betweenness
centrality. A highly centralized network is at risk, and can abruptly fail, if
any hub is disabled or removed. ‘‘Average path length’’ is the average length
of the paths in a network. Research indicates that shorter paths in the net-
work are the most important ones.

This brief description of some of the key SNA concepts and measures
should give you an idea of how much data can derive from such an analysis.
SNA can be used for many purposes, including: mapping personal influ-
ence, identifying innovators in particular areas, mapping the interactions of
people involved in a change effort, improving the functioning of project
teams, discovering emergent communities of interest, identifying cross-
border knowledge flows, exposing possible terrorist networks, and locating
technical experts in a field. Most importantly, this measurement enables
more effective management of social networks.
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How to Begin Transforming
Performance Measurement in

Your Organization

As you have realized, this is not a traditional book on performance mea-
surement! There are literally hundreds of other books that emphasize

the technical aspects of how to measure. The focus in this book has been
on the social and organizational aspects of performance measurement that
are so crucial to transforming performance measurement. Not only is it a
waste of time for most people to be mired in the minutia of calculating
‘‘metrics’’ and performing data analysis, but it also prevents leaders and
other interested stakeholders from doing what they should be doing—using
measurement to make better decisions and envisioning better measures that
will improve important dimensions of organizational performance.

It is almost certain that your organization’s potential is being held back
by an antiquated measurement system. This is why James Brian Quinn has
concluded that the best companies in the world are the ones that are using
measurement most strategically—and creatively. He goes on to say that very
soon ‘‘what are now considered appropriate measurement systems will be
deemed inadequate and insufficient.’’1 That time is has come!

As exciting as many of the existing transformational measures are, they
all have been strongly resisted, and they and others like them will continue
to be resisted by organizations that lack critical enablers. The kind of
transformation I have been advocating in this book will only come through
multiple changes in the Context, Focus, Integration, and Interactivity of
measurement. Without these enablers, transformational measurement in
your organization doesn’t stand much of a chance. As you have seen
throughout this book, it is the social and organizational aspects of perform-
ance measurement that impede real change, and it is in transforming these
aspects that the promise of transformational performance measurement can
be realized.
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The sections that follow suggest some practical steps you can take right
now to begin transforming performance measurement in your organization,
or in the areas that you can influence. These recommendations are catego-
rized according to the ‘‘four keys’’ to transforming performance measure-
ment. Don’t be concerned if you can’t do all of these things, or even very
many of them. The most successful transformations (especially those that
touch virtually every aspect of performance like performance measurement
does) are more likely to be evolutionary than revolutionary.

Recommendations for Improving the Context of Measurement
• Gain executive sponsorship for transforming performance measurement.

As in any change effort, leadership is fundamental to success. Executive
sponsorship is the first step toward the kind of measurement leadership
discussed in Chapter 9. If you are not at the appropriate executive level,
then give a copy of this book to someone who is and explain to them how
crucial it is to at least begin the transformation.

• Be willing to start small. Sure, it is great to be able to transform an
entire organization, but when that is not possible, get a foothold. Start
transforming performance measurement wherever you can.

• Ensure empowerment. Let people experiment with new measures.
Transformational measurement requires empowerment to challenge the
status quo. That is why a positive context and strong measurement leader-
ship is so essential. Without that, you will only be getting more ways to
measure the routine things.

• Obtain the necessary resources. A certain minimal threshold of re-
sources is essential for transformational measurement, most importantly the
time and patience needed to do it right.

• Provide appropriate education. Those involved in transformational
measurement should be knowledgeable about the basics. Reading this book
is a good place to start.

• Involve key stakeholders. Involvement is a key to ownership, and trans-
formational measurement is not possible without very active stakeholder
involvement. Reach out to those in other areas and functions who might
want to participate.

• Emphasize the improvement and learning purposes. Make sure that
those involved see that transformational measurement must be focused on
improvement and learning purposes (which are the highest and most moti-
vating purposes of performance measurement), otherwise ulterior motives
will take over.

• De-couple measurement from judgment and rewards. Make it clear that
the transformational measurement effort will not be used to judge, or as the
direct basis of rewards. Both are incompatible with the experimental attitude
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that is essential for transformational measurement and receptivity to learn-
ing from the data

• Emphasize the importance of honesty—even if the truth hurts. Emer-
gent subjective measures are worthless unless respondents feel safe to be
honest. After all, if you don’t tell your doctor where it hurts, you are not
fulfilling your responsibilities as a patient.

• Don’t let it devolve into a ‘‘report the metrics’’ exercise. Be vigilant. Old
habits are difficult to break. There is always the possibility that transforma-
tional measurement will revert back to another reporting exercise. Don’t let
that happen!

Recommendations for Improving the Focus of Measurement
• Challenge old and outmoded assumptions. Be willing to challenge the

existing mental models. This requires that the implicit (and often hidden)
assumptions behind existing measures be made explicit. Practice double-
loop learning.

• Take time to understand the breakthrough desired. There is no substi-
tute for taking the time to understand the situation that has given rise to the
need for new measures and what is expected of the new measures.

• Make sure any new measure is linked to the organization’s business
model and strategy. All new measures should be clearly related to how the
organization does business and what it wants to accomplish. Determine
how the new measure will help release more of the organization’s unutilized
strategic potential.

• Make sure that the measures are doing what they are supposed to do.
Test your proposed emergent measures! Make sure they are yielding valu-
able knowledge, driving the right improvements, and not having negative
side-effects. If a problem is perceived, correct it promptly.

Recommendations for Improving the Integration of Measurement
• Place all measures within appropriate frameworks. Never view any

measure in isolation. Always view measures in the context of a measurement
framework, which lets you see the relationships and trade-offs between
measures.

• Never stop increasing your understanding of the relationships between
measures. Most measures relate to other measures, and managing and bet-
ter understanding these relationships is what measurement is really all
about.

• Continuously test and revise the measurement frameworks. Never stop
revisiting and re-testing the measurement frameworks to make sure that
they are still valid and that the right combination of performance drivers are
driving the right performance.
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Recommendations for Improving the Interactivity of Measurement
• Involve all appropriate stakeholders in dialogues. Remember that per-

formance measurement at its best is more social than technical, but unfortu-
nately the socialization around performance measurement tends to be very
poor. If possible, get all key stakeholders, across functions, involved in dia-
logues about the new measures.

• Foster cross-functional collaboration. Since much transformational
measurement is cross-functional, it is vital to foster cross-functional
involvement. The measurement frameworks should be a good place to start
in identifying who needs to be part of the collaboration.

• Encourage interactivity. Collecting and analyzing data is just the start-
ing point. Increase the interactive dialogues about the data and its meaning.
Realize that many stakeholders will have to be educated about transforma-
tional measurement before they will take time away from operations for
interactions that might not pay off in immediate results.

• Stimulate the data-to-wisdom performance measurement cycle. Focus
adequate attention on all phases of the performance measurement cycle.
Particularly important are the all-too-often ignored phases of selection, in-
terpretation, decision-making, taking action, and learning from experience,
which most people still don’t see as part of performance measurement.

• Capture and share learning. As explained often in this book, the major
purposes of transformational measurement are improvement and learning.
Too often the time and effort necessary for learning is not taken, and much
of the potential value of performance measurement for improvement is lost.
Don’t let this happen in your organization.

* * * * *

A recurring theme throughout this book has been the need for ‘‘measure-
ment leadership’’—not just at the top, but throughout the organization.
Leaders must become more involved with measurement, not by making cal-
culations, but by leading the transformation in their respective organiza-
tional areas. This book is a call for people to lead in the transformation of
their organizations and their industries. Giniat and Libert have stated that
‘‘what companies and their leaders measure and manage reveals who they
are, what they value, and what assets and relationships they invest in.’’2
What do you, and your organization, value? Is it apparent from what you
are measuring?

Creating and sustaining an environment conducive to innovative mea-
surement is a key leadership responsibility. Some of the most important
qualities for organizational success in the new economy are already the most
important components for transformational measurement—intangible
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assets like talent, trust, knowledge, and collaboration. And that is why trans-
forming performance measurement is more of a social than a technical
issue.

Are you ready to look at things differently? Are you ready to begin to
‘‘see’’ the existing measurement system in your organization with a new
perspective? The time has come for a major transformation in performance
measurement and its management. It will take the kind of transformational
leadership and transformational thinking that I am advocating in this book
to take measures to the point that organizations like yours can use them to
create the greatest value for all stakeholders.

I hope that you are catching the vision. So I urge you to start transform-
ing performance measurement in your organization, or, if you have already
started, to take it to the next level. Start small, or think large. But whatever
you decide to do, do something!

And please let me know how you are doing at implementing these ideas,
concepts, and methods, or if I can be of any assistance. You can contact me
at spitzer@us.ibm.com.
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conformity, 148
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Customer Profitability, 221–222
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Customer Satisfaction Index, 158

dashboards
as exception reports, 169–170
future of, 171
shortcomings, 170
use of ‘‘idiot lights,’’ 170

data
conversion to wisdom, 105–109
disintegration of, 90
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to improve problem solving, 18
to increase alignment, 18
to increase objectivity, 16–17
as instigator of informed action, 11
integration of, see integration of

measurement
interactivity of, see interactivity of

measurement
vs. intuition, 122
knowing the limits of, 44
management’s uses of, 39–40, 47
motivational use of, 20, 44, 46–47
negative experiences with, 38
origins of, 9
pervasiveness of, 10–11
phases of, 156–157
positive vs. negative context, 40–41
potential for distortion, 21
to promote consistency, 17
to provide early warning signals, 19
purpose of, 42
qualitative, 205–206
of the right things, 52–53, 69–71
separation from rewards, 131–132
social nature of, 9
as steering vs. grading tool, 43
strategic, 90–91
subjective, 207–208
as task, 40
types of, 22
and visibility of performance,

15–16
of what matters most, 76

measurement change
creating environment for, 128–132
resistance to, 127–128

measurement cheating, 33–34
examples of, 34
‘‘Roger Jones Phenomenon,’’ 34

measurement communications, 59

................. 16154$ INDX 10-04-06 08:25:45 PS



283INDEX

measurement constraints, 59
measurement conversations, support

of, 151–152
measurement dysfunction

cause of, 23
and conspiracy of silence, 37
defined, 22
and employees, 35
examples, 22, 24–26, 27–29
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of intangibles, 99
and learning, 182
as lens for viewing organization, 2
major functions of, 15–20
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prediction, as key to management,

154–155
predictive measurement, 156,

209–210
presenteeism, see Employee Presen-

teeism
Price, C., 228
problem solving

improved by measurement, 18
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infatuation with, 161–162
knowing when to use, 120
‘‘measurement system gaming,’’

163
role in performance measurement,

163–164
search for quick fix, 160–161
unrealistic expectations, 166
viewed as panacea, 119–120

Theory of Constraints (Goldratt), 245
throughput, as measure of productiv-

ity, 234–235
Thurber, James, 111
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