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Balanced Scorecard as a performance Measurement Methodology in Saudi Business

Management is a result-oriented activity.  Hence, to measure the effectiveness of management, some form of performance measurement is indispensable.  There have been no two opinions on this conviction.  However, always the disputed question was which performance measurement is appropriate.  For several decades together, performance measurement remained synonymous with financial performance measurement.  It was particularly because of the dominant impression that a business was successful if it had made profit.  More analytical questions like how it had made profit, why it had made profit, was the profit made sustainable in future or was it only a short-term gain, had it compromised on any core values to make the profit (which might ultimately affect the long-term interest of the organization) were only either rarely asked or conveniently forgotten.  In fact, the data available for answering such questions were highly inadequate.  Mostly, managers were working with limited data provided by the financial accounting systems prevailed in organizations.  Needless to say, the data and hence, the performance measures got confined to financial in character. 

Competition, changes in the market and the consequent changes in marketing philosophy, several innovations and experiments in production and operation management, technological revolutions, especially in communication, and a multitude of other factors revealed the inadequacies and inefficiencies of the financial performance measures used, as also opened up new needs and opportunities to have broader performance measures.  The retrospection started in a serious way in the 1980s, and the confusions and contradictions were better answered by more matured experiments in the 90s.  The new millennium witnessed a thorough review and improvement of performance measurement systems in several professionally managed organizations around the globe, particularly in developed world.  However, it still remain an issue to be studied as to how far such changes in performance measurement has spread into business organizations in Saudi Arabia.  More than this issue, what the present paper focuses on is to identify a comprehensive performance measurement system that could be adopted, at least in some of the leading Saudi business organizations. 

As was mentioned earlier, in the 1980s and 90s, several improvements were made to the performance measurement systems incorporating non-financial measures with the existing financial measures.  It was so done because the financial measures were largely centered on cost and time efficiency, and at best on profit efficiency where profit was narrowly defined in a short-term perspective.  As a natural consequence, performance of individuals and departments in organizations started to tune with the performance measures, at times giving room even for unhealthy tendencies.  For example, the production department might focus on cutting the cost of production to achieve cost efficiency using cheap quality raw materials.  Similarly, the marketing department might compromise on after-sale services in order to make its employees focus more on achieving new sales.  Several of such practices revealed the inefficiencies and less desirability of financial and cost accounting based performance measurement systems.  

A foray of corrective, sometimes, innovative experiments then followed.  Piecemeal and sporadic experiments went into areas like measuring customer satisfaction, employee satisfaction, achieving zero defects efficiency, attaining minimal lead-time to market, effectiveness in discharging social and environmental responsibilities etc.  Many of those experiments reported positive results as well.  Nonetheless, neither the consultants nor the implementing mangers could claim that they had made a real comprehensive performance measurement because the measurements were more compartmentalized and lacked a strategic balancing act.   It is in this context, that an yearlong efforts made by a team consisting of senior executives from twelve major companies, KPMG consultants and Professor Robert Kaplan from the Harvard Business School brought out a performance measurement methodology called Balanced Scorecard.     

Balanced scorecard is a comprehensive performance measurement methodology comprising measurements on four different dimensions in any organization.  The four dimensions, as is given in the following table, are financial perspective, customer perspective, internal business process perspective and continuous improvement perspective (which is also called as learning and growth perspective).  It should be specified here that no two organizations might have the same balance scorecard if adopted.  The attempt here is just to present the core idea of balance scorecard in a general analytical framework or model, which needs to be adapted to fit the specific organization’s context, if it would like to adopt it.  In this paper itself, there is a subsequent discussion of balance scorecard in the specific context of Saudi Telecom Company (STC).   
	Financial Perspective


	Customer perspective

	Internal Business Process Perspective


	Learning and Growth Perspective / Continuous improvement perspective




Financial Perspective:

Often, the advocates of non-financial performance measurement tried to underplay the importance of financial measures and vice versa.  Nevertheless, balance scorecard appreciates financial performance measures as important and rather inevitable measures to realize the growth and potential of an organization.  Financial perspective shows a very required picture of an organization but not a complete picture.  Need not be emphasized, financial measures by themselves are not sufficient enough to reveal the growth and growth potential. 

Under financial perspectives, cost efficiency, profitability, shareholder’s wealth etc. are considered.  For example, any measure of cost efficiency is a useful tool in partially defining the soundness of an organization.  Because measures are also taken up from other different perspectives, the managers in the organization are not likely to prove their efficiency by simply cutting the cost.  Rather, they would try to focus on a cost optimization strategy wherein the total efficiency of the organization is better facilitated than simply achieving a cost cutting efficiency.  That is the bottom line of balance scorecard methodology, which takes a holistic picture of the organization than looking at it from any one side.  

Similar to the cost efficiency measures, profitability measures like different profitability ratios could be considered as performance measures under financial perspective.  Also, indicators of shareholders’ wealth, stock value appreciation in the market, stock penetration among investing public, debt in relation to equity, liquidity and solvency ratios etc. could as well be considered as measures under financial perspective.  Another aspect of financial performance is the related to organizational growth.  Reserves, retained earnings, provisions and budgets for expansions etc. are some measures in this category.

Customer Perspective:    

Another major dimension of performance measurement under balanced scorecard methodology is customer perspective.  A major limitation of financial measures is that they speak mostly about the past or what it is at the moment.  Such information is useful for improving the future performance of any organization.  However, the future success of the organization depends more on what the customer has been feeling about the organization, and what they are likely to prefer in future.  Hence, measures of customer satisfaction like satisfaction surveys, number of customer complaints, number of customer complaints addressed and resolved, lead time in processing and delivering customer orders etc. are useful non-financial performance measures under customer perspective.  Besides, efficiency measures in product quality, price, distribution, after sales services etc. would help the organization to define its growth potential in a more realistic manner for the future. Nonetheless, it need be emphasized that such efficiency measures should be put into operation by looking at them from the customer’s angle and not from the marketer’s angle.  

Internal Business Process Perspective:

Internal business process perspective is about the efficiency measures of operations in the organization.  Most productivity measures like amount of production per worker, production per unit of time, production per unit of materials used etc. are some measures under this category.  Similarly, quality measures like defective units produced as a percentage of total production, amount of rejections, extent of breakages and wastages etc. are important measures that would help to strengthen the operational efficiency of an organization.  

Another set of measures in this area is related to time efficiency.  The time taken for turning the raw material into finished products (process time), time consumed for making the products reach the market (time-to market and delivery time), time consumed for critical operations, etc are at times beneficial indicators of operational efficiency.

An important point to be remembered on this perspective is that if only one type of measures is used, that may run counterproductive and detrimental to the interest of the organization.  For example, if only quality related productivity measures are adopted, the employees may compromise on the quantity and time efficiency and would rather focus on quality alone to prove their efficiency.  Similarly, if time efficiency is the only measure considered, large-scale quality compromises could be the result from, at least, some of the employees.  That is the reason why the balancing act becomes so crucial in performance measurement.

This, probably, could be a worthy addition to the theory of balance scorecard.  Though the above-discussed point is not something altogether new to the theory of balance scorecard, often the perceived emphasis is on balancing between the different perspectives.  Hence, we would like to reemphasize that balancing act is important not only between the different perspectives but also between different set of measures within the same perspective. 

Learning and Growth Perspective:       

Learning and growth perspective is related to the preparedness of an organization to face the future by defining and establishing its competitive advantage, and growth strategy.  This is particularly important in a competitive and growth oriented organization.  Number of patents and/or copyrights obtained in a year, percentage of R&D projects that are patentable, time of R&D from conception to commercialization etc. are some of the often cited measures relevant in this perspective.  

However, such examples may feed a wrong impression that this perspective is applicable only to huge organizations where they have R&D department and/or are dealing with patents.  Another dimension of this perspective is applicable to any organization, however big or small it is.  The crucial question here is whether the organization is prepared to learn from its experience and environment, and whether it is ready to use that knowledge for its future growth.  For instance, the customer satisfaction survey has proved that consumers are highly dissatisfied with the after-sales service of the organization.  It is to be further measured as to whether the organization has taken corrective actions to improve its after-sales services based on the survey results.  In the absence of such a second measure, the results of the first measure (consumer satisfaction survey) may go futile.  This second measure is a measure in the learning and growth perspective though the first measure was from the customer perspective.  Just to make the point further clear, let us discuss one more example.  The environmental scanning revealed that a competitor has added several attractive features to its products.  To react to it, the organization may have to develop a new strategy.  Has it done that or not is to be further measured for establishing the management efficiency.  A simple action-taken report could be a tool to measure it. 
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