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PREFACE

IN 1992, WE INTRODUCED the Balanced Scorecard as a performance
measurement system. 1 We helped several companies implement this ap

proach and learned how they used this performance measurement tool as
the cornerstone of a new management system that would drive the imple
mentation of their strategies.2 We spent the next several years refining the

strategy management system and published our updated framework in
our second book, The Strategy-Focused Organization. The framework
was built around five management principles:

1. Mobilize change through executive leadership
2. Translate strategy into operational terms
3. Align the organization to the strategy
4. Motivate to make strategy everyone's job
5. Govern to make strategy a continual process

Our third book, Strategy Maps, expanded on Principle 2 by introduc
ing a general framework for translating a strategy into objectives that are
linked, in cause-and-effect relationships, across the four Balanced Score
card perspectives: financial, customer, internal process, and learning and
growth. The framework aligned processes, people, technology, and cul
ture to the customer value proposition and shareholder objectives.

Our fourth book, Alignment, expanded on Principle 3 and showed
how to use strategy maps and scorecards to align organizational units,
both line business units and corporate staff ones, to a comprehensive cor

porate strategy. The organizational alignment enabled the enterprise to
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viii PREFACE

capture the synergies from operating multiple units within the same cor

porate entity. The last chapter in Alignment described the application of
Principle 4, communicating the strategy and aligning individuals' goals
and incentives to business unit and corporate objectives.

Most companies, in implementing the strategy management system
based on the Balanced Scorecard, followed a sequence that generally
began with Principle 1 (mobilize the executive team), followed quickly by
Principle 2 (translate the strategy into a strategy map of linked strategic
objectives with an accompanying Balanced Scorecard of measures and
targets) and Principle 3 (align the various parts of the business through
linked scorecards). Principle 4 required redesign of some key Human Re
source systems (goal-setting, incentives), while Principle 5 required the re
design of various planning, budgeting, and control systems. Typically, the

implementation of Principles 4 and 5 did not start until the program was
one or more years down the road. In fact, we found that companies were
able to get breakthrough results just by implementing Principles 1, 2, and
3 in their entirety and performing a few basic activities in Principle 4, such
as a program to communicate strategy to employees, and, following one
practice in Principle 5, instituting a new management meeting to review
strategy. This limited approach produced results until the leader who had
introduced the program departed. The message was clear; a strong leader
using the tools of Principles 1, 2, and 3 could mobilize, focus, and align
the organization to achieve excellent performance. However, because the
new approaches had not been embedded in the ongoing management sys
tems of the organization (Principle 5), the performance was often not sus

tained. We had not yet found a way to embed the ongoing management of
strategy into the organization's way of doing business.

In 2004, we and our colleagues at the Balanced Scorecard Collabora
tive convened an Action Working Group (AWG) of about twelve compa

nies to address how to sustain a focus on strategy implementation. Our
group included several Balanced Scorecard Hall of Fame companies, in

cluding Hilton Hotels, Motorola, Ricoh, Serono, KeyCorp, Canon, and
the U.S. Army. Among their most important innovations was to introduce
a small but dedicated group of managers to oversee the various processes
required for strategy execution. We described this group as an office of
strategy management (OSM) and published this finding in a 2005 Har
vard Business Review article. 3

Through continued engagement with this working group, both in
North America and Europe, we eventually identified all the key processes
required to implement Principle 5, "Make strategy a continual process."
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PREFACE ix

The current book, The Execution Premium, reports on these findings. In
the book, we describe how companies can establish strong linkages from
strategy to operations so that employees' everyday operational activities
will support strategic objectives. We introduce a new framework for man
agement review meetings that clearly separates the operational review
meetings, which solve short-term problems and monitor the improvement
of key operational processes, from the meetings that review and improve
strategy execution.

While we set out, in writing this book, to document the best practices
for SFO Principle 5, we ended up with a self-contained and comprehen
sive management system that links strategy and operations. The system
integrates the contributions from our four earlier books, and those of many
other recent management innovations, including strategy development,
operational management and improvement, activity-based costing, busi
ness intelligence, and analytics. The closed-loop management system de
scribed in this book represents the "end-state" that enterprises can aspire
to reach for connecting excellence in operational execution to strategic
priorities and vision.

Since the strategy execution closed-loop management system is a re
cent development, we would like to encourage a dialogue between us and
our readers. We have established a Web site, executionpremium.org,
where we will post links to surveys, assessment tools, and references to as

sist managers in applying the ideas in the book. Further, we hope to use
the site as a bulletin board or to host blogs that facilitate an exchange of
views and best practices.

NOTES

1. R. S. Kaplan and D. P. Norton, "The Balanced Scorecard: Measures that Drive
Performance," Harvard Business Review (January-February 1992): 71-79.

2. R. S. Kaplan and D. P. Norton, "Using the Balanced Scorecard as a Strategic
Management System," Harvard Business Review (January-February 1996):75-85;
Part Two, "Managing Business Strategy," in R. S. Kaplan and D. P. Norton, The
Balanced Scorecard: Translating Strategy into Action (Boston: Harvard Business
School Press, 1996).

3. R. S. Kaplan and D. P. Norton, "The Office of Strategy Management," Harvard

Business Review (October 2005): 72-80.
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CHAPTER ONE

I NTRODUCTI ON

"Strategy without tactics is the slowest route to victory. Tactics without

strategy is the noise before defeat. "1

MANAGING STRATEGY DIFFERS from managing operations. But
both are vital, and need to be integrated. As strategy authority Michael

Porter has noted, "Operational effectiveness and strategy are both essen
tial to superior performance ... but they work in very different ways."2

A visionary strategy that is not linked to excellent operational and gov
ernance processes cannot be implemented. Conversely, operational excel
lence may lower costs, improve quality, and reduce process and lead times;

but without a strategy's vision and guidance, a company is not likely to
enjoy sustainable success from its operational improvements alone.

Michael Hammer, a visionary leader of reengineering and process
management, concurs: "High performance operating processes are neces
sary but not sufficient for enterprise success."3 A senior strategic planner

at a Fortune 20 company reinforced Hammer's view: "You can have the best
processes in the world, but if your governance processes don't provide the
direction and course correction required to achieve your goals, success is
a matter of luck."

Companies generally fail at implementing a strategy or managing oper
ations because they lack an overarching management system to integrate

and align these two vital processes. Consider the experience of Marriott
Vacation Club International (MVCI), a wholly owned subsidiary of Mar
riott International, Inc.4 MVCI develops, sells, and manages time-share,
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2 THE EXECUTION PREMIUM

fractional ownership, and wholly owned five-star resort properties under
four leading brands: Marriott Vacation Club, Grand Residences by Mar
riott, Horizons by Marriott Vacation Club, and The Ritz-Carlton Club.

During the late 1990s, MVCl's executive team transformed the high

growth company into a process-based organization that used multiple
metrics-process time, cost, and quality-to manage each brand and

property. But with more high growth projected in the years ahead, execu
tives wanted to create more focus and alignment with MVCl's strategy.

The company had hundreds of simultaneous unrelated initiatives under
way, and efficiency gains in a given process generated only limited benefits
because the gains were not leveraged or integrated with the efforts of

other groups.
In 2002, MVCl's senior vice president of strategic planning asked two

associates to join him as a strategy management team to craft a new strat
egy and an enterprise-level strategy map and Balanced Scorecard (BSC).
The proposed strategy emphasized offering complete customer solutions
to resort property owners, including dedicated vacation planning assis
tance and 24/7 access to information. The strategy would require complete

integration of the company's operating and support processes.s The twelve
member MVCI Executive Council discussed, debated, and ultimately ap

proved a strategy map and BSC to implement the new strategy.
The strategy management team then cascaded the scorecard to the op

erating processes. The team implemented a "kill the initiatives" campaign
to streamline MVCl's portfolio of initiatives, many of which were not
strategically essential. By 2004, MVCI had further cascaded BSCs down to
its individual property levels both for on-site resort operations and for each
site's sales and marketing team, eventually deploying 120 scorecards. Over
time, process owners embedded their most important process measures
into the BSC system and discontinued the remaining metrics that did not

help them execute and monitor their strategies. MVCl's project team also
led the communication of the strategy to all employees and worked with

the human resource department to ensure that each employee's personal
objectives were linked to one or more of MVCl's strategic objectives.

MVCI enjoyed rapid and substantial gains-what we refer to as the

executionpremium-by linking the planning of strategy to its operational
execution. MVCl's execution premium is summarized in the insert.

MVCI CEO Stephen Weisz remarked on the benefits of implementing the
new management system at MVCl's brands and properties: "The Balanced
Scorecard [has worked] hand-in-glove with process reengineering [to
focus] MVCI on measurable improvements to all areas of our business."6
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INTRODUCTION

MARRIOTT VACATION CLUB INTERNATIONAL'S
EXECUTION PREMIUM

3

• Operating profit rose from $149.3 million in 2003 to $306 million in
2007, a 20 percent annual increase.

• The number of customers rating MVCI as being "easy to do
business with" rose 70 percent from the 2003 level.

• Organizational alignment improved; the percentage of MVCI
employees who reported that they understood the company's
strategy and how their role contributed to it increased from 74
percent to 90 percent in 2007.

The success that MVCI enjoyed by linking strategy and operations is
replicable. Later in this chapter we present several case studies of other com
panies that earned an execution premium after implementing a new manage
ment system that aligned their strategic priorities with operational execution
and feedback. We describe, in this book, the design and use of this new man

agement system for strategy execution.

STRATEGY EXECUTION

In a 2006 global survey, The Monitor Group asked senior executives about
their priorities. Number 1, by a clear margin, was strategy execution. The
Conference Board in its 2007 survey reported that executives' number 1
priority was "excellence in execution." After the number 2 priority, "sus

tained and steady top-line growth," strategy execution again appeared as
priority number 3, "consistent execution of strategy by top management."
Placing a high priority on effective strategy execution can be traced to the
considerable and well-documented problems most companies have expe
rienced when attempting to execute their strategies. Various surveys over
the past two decades indicate that 60 to 80 percent of companies fall far
short of the targets expressed in their strategic plans. In October 2007,
Tony Hayward, new CEO of BP, stated, "Our problem is not about the
strategy itself, but about our execution of it."7

We conducted a survey in 1996 about the state of strategy execution.

We learned that most organizations did not have formal systems to help
them execute their strategies. Only 40 percent of organizations linked
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4 THE EXECUTION PREMIUM

their budgets to their strategies, and only 30 percent linked incentive com
pensation to strategy. In the great majority of surveyed companies, fewer
than 10 percent of employees reported that they understood their com
pany's strategy. Clearly, employees who do not understand the strategy
cannot link their daily activities to its successful execution.

Moreover, 85 percent of executive teams spent less than one hour per
month discussing strategy, with 50 percent reporting that they spent virtu
ally no time on strategy discussions. Executives relied on local, tactical

operating systems (such as budgets) for managing finances, management
by-objectives (MBO) systems for motivating employees' performance,
and decentralized IT, marketing, and sales plans. Companies had no sys
tem explicitly designed to manage the implementation of strategy.

We conducted a follow-up survey in 2006, receiving responses from
143 performance management professionals about the systems their or
ganizations used to manage strategy execution. The survey results, sum
marized in Figure 1-1, had some similarities with the 1996 survey but also
significant differences. The similarities occurred among the 46 percent of
respondents who reported that they still did not have a formal strategy ex

ecution system; 73 percent of these reported average to below-average
performance of their strategies, a percentage consistent with those re
ported in prior strategy execution surveys. But 54 percent of respondents
now reported that they had a formal process to manage strategy execu-

FIGURE 1-1

Organizations with a formal strategy execution process outperform
organizations without one

Do you have a formal strategy
execution process in place?

Describe your organization's
current performance.

Winners

• Performing at the same level as our peer group

• Performing at a lower level than our peer group

• Not petiorming at a sustainable level

Subtotal

18%

g%

3%

30%

30%

27%

16%

C§)

Losers

Source: BSCol Research (survey of 143 performance management professionals, drawn from BSCol Online
Community. March 2006).
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INTRODUCTION 5

tion.8 Of these, 70 percent reported that they were outperforming their
peer group of companies, a reversal of the odds for success. Having a for
mal strategy execution system made success two to three times as likely as
did not having such a system.

Figure 1-2, drawn from that survey, illustrates the differences in the
use of six strategy execution processes between companies with and with
out a formal strategy execution system:9

• Translate the strategy.
• Manage strategic initiatives.
• Align organizational units with the strategy.
• Communicate the strategy.
• Review the strategy.
• Update the strategy.

FIGURE 1-2

Strategy management: State-of-the-art practices

Do you have a formal management process in place?

Losers

Initiatives: Manage a limited number
of key strategic initiatives

Align: Alignment of business units/
support units to strategy

Communicate: Communications

about the strategy

Reviews: Regular meetings to report
on and to manage the strategy

Update: Regular update of strategy
to account for changing conditions

HR: Organization development

Finance: Link strategic initiatives
to the budget

IT: Service-level agreements

@]..

......~
§J',,

@J,,,
§J,,,,
)~

~(,
~ .,,

B

Winners

Source: Survey of 143 peliormance management professionals, sse Research, 2006.
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6 THE EXECUTION PREMIUM

For example, 73 percent of companies achieving outstanding per
formance clearly communicate their strategy and strategic measures,
whereas only 28 percent of the underperformers take such an action.

A survey conducted by Cranfield University in 2003 found that 46

percent of organizations use a formal process of performance manage
ment. 10 Of those organizations, 25 percent use some form of total quality

management (TQM) as their principal performance management system,
whereas 75 percent use a management system based on the Balanced
Scorecard. A study sponsored by the U.S.-based Institute of Management

Accountants reported that the Balanced Scorecard had become, by far,
the leading system for managing company performance, outdistancing

systems based on quality management (Baldrige Criteria, European Foun
dation for Quality Management [EFQM], and six sigma) or financial
management (economic value added).] I

THE PROLIFERATION OF STRATEGY AND
OPERATIONAL MANAGEMENT TOOLS

Even with the increased adoption of strategy execution systems based on
the Balanced Scorecard, we have learned that gaps stilI exist between the

formulation of high-level strategic plans and their execution by frontline
departments, process teams, and employees. In part, this gap between strat
egy and operations stems from the large number of diverse tools for strategy
formulation and operational improvement that have been introduced dur
ing the past thirty years. Strategy development starts with tools such as
mission, values, and vision (MVV) statements, along with external com
petitive, economic, and environmental analyses, which are summarized into
statements of company strengths, weaknesses, opportunities, and threats
(abbreviated as SWOT). Strategy formulation methodologies include
Michael Porter's five forces and competitive positioning framework, the
resource-based view of strategy, core competencies, disruptive strategies,
and blue ocean strategies. Companies also use scenario planning, dynamic
simulations, and war-gaming to test the robustness of their strategies.

Strategy maps and Balanced Scorecards help companies translate, com
municate, and measure their strategies. Some companies use the "catch
ball" component of the Japanese hoshin kanri policy-deployment process
to cascade high-level strategic objectives to specific goals and targets for
operating departments, followed by MBO systems to set goals for individ
ual employees. Companies also employ TQM methodologies-six sigma,
kaizen, and assessment methodologies from the Malcolm Baldrige and
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INTRODUCTION 7

EFQM award programs-to promote continuous improvements in the
efficiency and responsiveness of their operating processes. For radical
process improvements, they deploy reengineering approaches.

Business intelligence software offers a myriad of tools to support
strategy planning and the design of customized dashboards to facili
tate operational improvement programs. Companies use sophisticated
analytic tools to review the performance of their strategies, including

customer relationship management software and analytic modeling
to capture and profile customer behavior. Activity-based costing is used
to assess product and customer profitability, key indicators of strategy
success.

It is good that companies now have a large number of strategic and
operational tools to choose from, but they still lack a theory or framework
to guide the successful integration of the many tools. Companies struggle
with the question of how to make these various strategy planning and op
erational improvement tools work together in a coherent system. The imple
mentation of the tools is ad hoc, with little interchange and coordination.

The only common or standard feature in most companies' manage
ment systems is the financial budget, which is still being used as the pri
mary tool for coordination, forecasting, and performance evaluation. Yet
even this practice has been questioned. Our initial motivation for intro
ducing the Balanced Scorecard in 1990 was to challenge the exclusive use

of financial measures for motivating and evaluating performance. More
recently, a "beyond budgeting" movement, starting in Europe and migrat
ing to the United States, has severely criticized the use of budgets both to
plan for the future and to evaluate past performance. 12

In summary, strategy development and the links between strategy and
operations remain ad hoc, varied, and fragmented. Given the myriad
strategy and operational management tools now available, we believe that

companies can benefit from taking a systems approach to link strategy
with operations. Having a comprehensive and integrated management
system can help companies overcome the difficulties and frustration that
most of them experience when attempting to implement their strategies
particularly new, transformational strategies.

A MANAGEMENT SYSTEM FOR INTEGRATING STRATEGY
PLANNING AND OPERATIONAL EXECUTION

We have formulated the architecture, shown in Figure 1-3, for a com

prehensive and integrated management system that links strategy
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FIGURE 1-3

THE EXECUTION PREMIUM

The management system: Linking strategy to operations

• Key process
improvement

• Sales planning
• Resource capacity plan
• Budgeting

• Mission, values, vision

• Strategic analysis
• Strategy formulation

Performance
measures

formulation and planning with operational execution. The system has six
major stages.

Stage 1: Managers develop the strategy using the strategy tools described
in the preceding section.

Stage 2: The organization plans the strategy using tools such as strategy
maps and Balanced Scorecards.

Stage 3: Once the high-level strategy map and Balanced Scorecard have
been articulated, managers align the organization with the strategy by
cascading linked strategy maps and Balanced Scorecards to all organi
zational units. They align employees through a formal communication
process and link employees' personal objectives and incentives to stra
tegic objectives.
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INTRODUCTION 9

5:uge 4: With all organizational units and employees aligned with the
strategy, managers can now plan operations using tools such as quality
and process management, reengineering, process dashboards, rolling
forecasts, activity-based costing, resource capacity planning, and dy
namic budgeting.

Srage 5: As the strategy and operational plans are executed, the enter
prise monitors and learns about problems, barriers, and challenges.
This process integrates information about operations and strategy in a
carefully designed structure of management review meetings.

Stage 6: Managers use internal operational data and new external envi
ronmental and competitive data to test and adapt the strategy, launching
another loop around the integrated strategy planning and operational
execution system.

We briefly describe each of the six stages in the integrated manage
ment system next, and explicate them fully in separate chapters in the re
mainder of the book.

Stage 1: Develop the Strategy

The integrated management system begins with managers developing the
strategy. During this process, companies address three questions:

1. What business are we in, and why? (Clarify your mission, values,

and vision): Executives begin strategy development with an affir
mation of the organization's purpose (mission), the internal com
pass that guides its actions (values), and its aspiration for future
results (vision). The MVV statements establish guidelines for for
mulating and executing the strategy.

2. What are the key issues? (Conduct strategic analysis): Managers
review the situation in their competitive and operating environ
ments, especially major changes that have occurred since they
last crafted their strategy. Three sources provide input into this
update: the external environment (PESTEL: political, economic,
social, technological, environmental, and legal); the internal environ

ment (key processes, such as the state of human capital, operations,
innovation, and technology deployment); and the progress of the
existing strategy. The environmental assessment is summarized in
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10 THE EXECUTION PREMIUM

a SWOT table of strengths, opportunities, weaknesses, and threats,
which identifies a set of strategic issues that must be addressed by
the strategy.

The executive team develops and communicates a set of guide
lines, called a strategic change agenda, that explains the need for
the changes in the strategy.

3. How can we best compete? (Formulate the strategy): In the final

step, executives create a strategy by addressing these issues:
• In what niches will we compete?

• What customer value proposition will differentiate us in those
niches?

• What key processes create the differentiation in the strategy?
• What are the human capital capabilities required by the strategy?

What are the technology enablers of the strategy?

Chapter 2 contains a detailed description of the three strategy devel
opment processes: clarify mission, values, and vision; conduct strategic
analyses; and formulate the strategy.

Stage 2: Plan the Strategy

In this stage, managers plan the strategy by developing strategic objectives,
measures, targets, initiatives, and budgets that guide action and resource
allocation. Companies typically address five questions in this stage:

1. How do we describe our strategy? (Create strategy maps): A strategy

encompasses various dimensions of organization change, from short
term productivity improvements to long-term innovation. A strategy
map provides a one-page visual representation of all the strategic
dimensions, which we now call strategic themes. Companies have
found it difficult to manage the simultaneous performance of the fif
teen to twenty-five objectives on a typical strategy map. They now
cluster related objectives into four to six strategic themes that rep
resent the major components of the strategy. By building a strategy
map around a collection of strategic themes, executives can sepa
rately plan and manage each of the key components of the strategy
but still have them operate coherently. The themes, which operate

across functions and across business units, also support the bound
aryless approach necessary for successful strategy execution.

2. How do we measure our plan? (Select measures and targets): In
this step, managers convert the objectives defined in the strategy
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INTRODUCTION 11

maps and strategic themes into a Balanced Scorecard of measures,
targets, and gaps. The overall value gap, typically defined by the
ambitious vision statement articulated during strategy develop
ment, is split into gaps that each strategic theme must close over
three to five years.

3. What action programs does our strategy need? (Choose strategic

initiatives): Strategic initiatives are action programs aimed at
achieving targeted performance for the strategy map objectives.
Initiatives cannot be looked at in isolation; they must be viewed as

a portfolio of complementary actions, each of which must be suc
cessfully implemented if the company is to achieve its theme tar
gets and overall strategy target.

4. How do wefund our initiatives? (Establish STRATEX): Executing
strategy requires that the portfolios of initiatives be executed simul
taneously in a coordinated manner. This requires explicit funding

for the portfolios of strategic initiatives. The traditional budgeting
system focuses on the resources provided to existing organizational
functions and business units, and the accountability and perfor

mance of these units. The strategic investments, for initiatives that
cross functions and business units, must be removed from opera

tional budgets and managed separately by the executive team. The
creation of a special budget category called STRATEX (strategic
expenditures) facilitates this process.

5. Who will lead the execution of the strategy? (Create theme teams):

Companies are introducing a new accountability structure for exe
cuting strategy through strategic themes. They assign executives to
become theme owners, fund them with STRATEX, and support
them with theme teams drawn from across the organization. The
theme owners and teams provide accountability for and feedback
on the execution of the strategy within each theme.

Chapter 3 describes the first two strategy planning processes: creating
the theme-based strategy map and selecting measures and targets for the
strategy map objectives. Chapter 4 describes the three initiative manage
ment processes: selecting, funding, and establishing accountability for
theme-based portfolios of strategic initiatives.

Stage 3: Align the Organization with the Strategy

To capture the full benefits of operating a multibusiness, multifunction
organization, the executives must link the company strategy to the strategies
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12 THE EXECUTION PREMIUM

of its individual business and functional units. All employees must under
stand the strategy, and they must be motivated to help the company suc
ceed with the strategy. Companies address three questions during the
alignment process:

1. How do we ensure that all organizational units are on the same

page? (Align business units): Strategy is usually defined at the in
dividual business unit level. But companies typically consist of
multiple business or operating units. Corporate-level strategy de
fines how the strategies of individual business units can be inte
grated to create synergies not available to business units that
operate independently from each other. Corporate strategy is de
scribed by a strategy map that identifies the specific sources of
synergies. Managers then cascade this map vertically to business
units, whose own strategies can then reflect (1) objectives related

to their local strategies and (2) objectives that integrate with the
corporate strategy and the strategies of other business units.

2. How do we align support units with business unit and corporate

strategies? (Align support units): Executives often treat support units
and corporate staff functions as discretionary expense centers,
that is as overhead departments whose goals are to minimize
their operating expenses. As a result, the strategies and opera
tions of support units do not align well with those of the com
pany and business units they are supposed to support. Successful
strategy execution requires that support units align their strategies
to the value-creating strategies of the company and its business
units. Support units should negotiate service-level agreements

with business units to define the set of services they will provide.
Creating support unit strategy maps and scorecards, based on the
service-level agreements, enables each unit to define and execute a

strategy that enhances the strategies being implemented by busi
ness units.

3. How do we motivate employees to help us execute the strategy?
(Align employees): Ultimately, employees are the ones who im
prove the processes and run the projects, programs, and initiatives
required by the strategy. They must understand the strategy if

they are to successfully link their day-to-day operations with the
strategy. Employees cannot help implement a strategy that they
are not aware of or do not understand. Companies use formal
communication programs ("communicate seven times seven dif-
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ferent ways") to help employees understand the strategy and moti
vate them to achieve it. Managers reinforce the communication
program by aligning employees' personal objectives and incentives
with business unit and company strategic objectives. Also, train
ing and career development programs help employees gain the
competencies they need for successful strategy execution.

Chapter 5 describes the best practices companies use to align organi
zational units and employees to the strategy.

Stage 4: Plan Operations

A distinguishing feature of the comprehensive management system artic
ulated in this book is its explicit link between long-term strategy and daily

operations. Companies need to align their process improvement activities
with strategic priorities. Also, funding for resources to operate the busi
ness must be consistent with the strategic plan. During the operational

planning process, managers address the following two key questions:

1. Which business process improvements are most critical for executing

the strategy? (Improve key processes): The objectives in a strategy
map's process perspective represent how strategy gets executed.
The map's strategic themes originate in the key processes defined
on the map. 13 For example, a strategic theme to "grow through in
novation" requires outstanding performance from the new prod
uct development process; a theme to "create heightened loyalty
with targeted customers" requires greatly improved customer

management processes. Some process improvements are designed
to deliver the financial perspective's cost reduction and productiv
ity objectives, whereas others focus on excelling at regulatory and
social objectives. Companies need to focus their total quality
management, six sigma, and reengineering programs on enhanc
ing the performance of those processes identified as critical for de
livering the desired improvements in the strategy's customer and
financial objectives.

After identifying their critical processes for improvement,
companies support their process management teams by creating
customized dashboards consisting of key indicators of local
process performance. The dashboards provide focus and feedback
to employees' process improvement efforts. Chapter 6 explains
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14 THE EXECUTION PREMIUM

how to align process improvements with the strategic plan and
how to design process dashboards.

2. How do we link strategy with operating plans and budgets? (De

velop the resource capacity plan): The process improvement plans
and the high-level strategic measures and targets on the Balanced
Scorecard must be converted into an operating plan for the year.
The operating plan has three components: a detailed sales fore
cast, a resource capacity plan, and budgets for operating expenses
and capital expenditures .
• Sales forecast: Companies need to translate their strategic plan's

revenue targets into a sales forecast. The beyond budgeting
movement, mentioned earlier, advocates that companies contin

ually respond to their dynamic environments by reforecasting
quarterly sales for five to six quarters into the future. Whether
done annually or quarterly, any operating plan is launched from
a sales forecast, a task facilitated by analytic approaches such as
driver-based planning. Anticipating the need to derive a detailed
operating plan, the sales forecast should incorporate the ex

pected quantity, mix, and nature of individual sales orders, pro
duction runs, and transactions .

• Resource capacity plan: Companies can use a time-driven activity
based costing (TDABC) model to translate detailed sales fore
casts into estimates of the resource capacity required for the
forecast periods.14 Activity-based costing has been widely pro
moted as a tool to measure the cost and profitability of

processes, products, customers, channels, regions, and business
units. But its "killer app" is for resource planning and budgeting.
Because a TDABC model uses capacity drivers, typically time,
to map resource expenses to the transactions, products, and cus
tomers handled by each process, such a model can easily map
the forecasts of sales and process improvements to the quantity
of resources-people, equipment, and facilities-required to
fulfill the plan.

Operating and capital budgets: Once managers have agreed on
the quantity and mix of resources for a future period, they can
easily calculate the financial implications (summarized in a fi
nancial profit plan) and operating and capital budgets. The
company knows the cost of supplying each unit of resource. It
multiplies the cost of each resource type by the quantity of re
sources it has authorized and thereby obtains the budgeted cost
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of supplying the resource capacity for the sales and operating plan.
Most of the resource capacity represents personnel costs and
would be included in the operating expense (OPEX) budget. In
creases in equipment resource capacity would be reflected in the
capital budget (CAPEX). The outputs from this process are op
erating and capital budgets that have been derived quickly and
analytically from the sales and operating plan.

Because the company starts with detailed revenue forecasts
and now has the resource costs associated with delivering these

forecasts, simple subtraction yields a forecast and detailed profit
and-loss statement for each product, customer, channel, and region.

Chapter 7 describes how to convert a strategic plan into plans for re
source capacity and for operating and capital expenses.

Stage 5: Monitor and Learn

Once the strategy has been determined, planned, and linked to a compre
hensive operational plan, the company begins to execute its strategic and

operational plans, monitor the performance results, and act to improve
operations and strategy based on new information and learning.

Companies use operational review meetings to examine departmental
and functional performance and to address problems that have arisen or
persist. They conduct strategy review meetings to discuss the indicators
and initiatives from the unit's Balanced Scorecard and assess the progress
of and barriers to strategy execution. By separating the operational and
strategy review meetings, companies avoid the pitfall of having short-term
operational and tactical issues drive out discussions of strategy imple
mentation and adaptation. The two meetings address different questions:

1. Are our operations under control? (Hold operational reviewmeetings):

Companies conduct operational review meetings to review short
term performance and respond to recently identified problems
that need immediate attention. Operational review meetings cor
respond to the frequency with which data are generated on opera
tions and the speed at which management wants to respond to
sales and operating data as well as to the myriad of other tactical

issues that continually emerge. Many companies have weekly,
twice-weekly, or even daily meetings to review operating dash
boards of sales, bookings, and shipments and to solve short-term
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issues that have just arisen: complaints from important customers,
late deliveries, defective production, a machine breakdown, a near
term cash shortfall, the extended absence of a key employee, or a
newly identified sales opportunity. Operational review meetings are
typically departmental and functional, bringing together the ex
pertise and experience of employees to solve the issues of the day
in departments such as sales, purchasing, logistics, finance, and
operations. These meetings should be short, highly focused, data
driven, and action oriented.

2. Are we executing our strategy well? (Hold strategy review meetings):

Typically, companies schedule strategy review meetings monthly to
bring together the leadership team to review the progress of the
strategy. The leadership team discusses whether strategy execution
is on track, detects where problems are occurring in the implemen
tation, attempts to determine why the problems are occurring, rec
ommends actions to correct the cause, and assigns responsibility

for achieving the targeted performance. If one thinks of strategy
and problem solving through the lens of the plan-do-check-act
(PDCA) cycle, strategy review meetings are the check and act por
tions of strategy execution.

Theme owners distribute data on the Balanced Scorecard's

measures and initiatives in advance of the meeting. The meeting
time focuses on discussion and selection of action plans for the is
sues that have emerged since the last strategy review meeting. Be
cause in-depth discussion of every BSC objective, measure, and
initiative would require too much time at each monthly meeting,
companies now organize their strategy review meetings by strate
gic themes, covering one or two in depth at each meeting. In this
way, they enable each theme and objective to be examined and dis
cussed carefully at least once per quarter.

Chapter 8 presents the structure, frequency, participants, agenda, and
actions for operational and strategy review meetings.

Stage 6: Test and Adapt the Strategy

In addition to frequent operational and strategy review meetings, the

company needs to conduct a separate meeting that tests whether its fun
damental strategic assumptions remain valid. Since the last major review
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and update of the strategy, the company has access to additional data
from its operational dashboards and monthly Balanced Scorecard metrics,
new information on changes in the competitive and regulatory environment,
and new ideas and opportunities that employees may have contributed.
The strategy testing and adapting meeting addresses the following funda
mental question:

1. Is our strategy working? (Hold a strategy testing and adapting meet

ing): Periodically, the executive team meets to question and chal
lenge the strategy and, if necessary, adapt it. We believe that every
company should conduct a strategy testing and adapting meeting
at least annually, and perhaps as often as quarterly (depending on
the speed of competitive, technological, and consumer dynamics in
the industry). In this meeting, the executive team assesses the per
formance of its strategy and considers the consequences of recent
changes in the external environment. In fact, testing and adapting
the existing strategy should be part of the strategic analysis done
as part of the first management system process. We treat and list it
separately because this process is for modifying an existing strat
egy rather than for introducing a new, transformational strategy,
as discussed in Chapter 2. The meeting to test and adapt an exist
ing strategy closes the loop on the integrated system of strategy
planning and operational execution.

This meeting should be informed by current external condi
tions (via PESTEL analysis) and the competitive environment, as
previously described. But the company now has, in addition, mul
tiple inputs that describe the successes and ;'ailures of the existing
strategy. Activity-based profitability reports summarize profit
and-loss data by product line, customer, market segment, channel,
and region. Executives see where the existing strategy has been
successful and where it is failing. They can formulate new ap
proaches to transform losses into profits and expand the scope

and scale of existing profitable operations. A second set of reports
shows statistical summaries of the links among strategic metrics.
The associations validate and quantify the hypothesized links on
the company's strategy map and strategic themes. Occasionally,
when the correlations are zero or opposite in sign to the strategy's
expectations, the executive team questions or rejects components
of the existing strategy.
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As the executive team updates its strategy, it also modifies the organi
zation's strategy map and Balanced Scorecard and starts another cycle of
strategy planning and operational execution: new targets, new initiatives,
next period's sales and operating plan, process improvement priorities, re

source capacity requirements, and an updated financial plan. The strate
gic and operational plans set the stage and establish the information
requirements for next period's schedule of operational review, strategy re

view, and strategy testing and adapting meetings. Chapter 9 provides the
details and several case examples of these testing and adapting meetings.

THE OFFICE OF STRATEGY MANAGEMENT

The six management processes provide an integrated and comprehensive
closed-loop system that links strategic planning with operational plan
ning, execution, feedback, and learning. The system has many moving parts

and interrelationships, and it requires simultaneous coordination among
all line and staff units.

Existing processes that are run by different parts of the organiza

tion-such as budgeting by finance, personal goals and communication
by human resources, and process management by operations-must be

modified and coordinated to create strategic alignment. They must work
as a system instead of as a set of uncoordinated processes. In addition, we
have proposed some new processes, such as creating strategy maps and
Balanced Scorecards that align organizational units and employees with

the strategy. Because these processes are new to most organizations, they
have no natural home within the existing structure. Clearly, organizations
face a complex task to implement such a complex, interrelated system of
mature and newly introduced management processes.

Most organizational processes are assigned to owners who run them
and are accountable for their performance. The chief financial officer is

the owner of the budgeting process; the vice president of human re
sources runs the employee performance management process; the vice
president of quality facilitates total quality management and six sigma
improvement processes. But few organizations identify an individual or
department to run the multiple linked processes of the strategy execution
system. We have identified the need for a new organizational function,
which we call the office of strategy management (OSM), to be the process
owner of the strategy execution system. 15

In high-performing companies, the OSM integrates and coordinates
activities that align strategy and operations across functions and business
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units. The OSM synchronizes the various planning and control processes,
which operate at different frequencies. Dashboards and operational con
trol meetings operate daily and weekly, information on strategic measures
and initiatives is collected monthly to inform the strategy review meetings,
and the organizational scan of the external environment and analytic studies
are done quarterly or annually for strategy testing and adapting meetings.
All these cycles must be compatible with and integrated with one another.

The new office of strategy management plays three generic roles (sum
marized in Figure 1-4). First, the OSM, as architect, designs the new strat
egy and operational management processes. The OSM ensures that all the

planning, execution, and feedback components are in place and that they
are linked in a closed-loop system.

The OSM is the owner of many of the key processes in the manage

ment system. The OSM facilitates the execution of processes that cross
business and functional lines, including processes to develop the strategy,

plan the strategy, align organizational units with the strategy, review the
strategy, and test and adapt the strategy.

FIGURE 1-4

Office of strategy management plays three important roles

Define and clarify the philosophy
of performance management
and the processes required
to execute.

Define, develop, and oversee the execution of
processes required to manage the strategy.

• Develop the strategy.
• Plan the strategy.
• Align the organization.
• Plan operations.
• Review the strategy.
• Test and adapt the strategy.

Ensure that processes owned and run by other
functional executives are linked to the strategy.

• Human resource management
• Strategy communications
• Initiative management
• Financial resource management
• Key process management
• IT management
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Finally, the OSM must ensure that strategy guides a diverse range of

existing processes, including financial management, strategy communica
tion, human resource planning, performance management, IT planning,
initiative management, and best-practice sharing. In most organizations,

these processes already exist and have owners. But they operate indepen
dently and may not be aligned with the strategy. The OSM serves as an in

tegrator to align all these diverse processes with the strategy.
Chapter 10 closes the book by describing the roles and responsibilities

of the new office of strategy management as the architect, process owner,

and integrator of the processes embedded within the strategic planning
and operational execution management system.

THE ROLE FOR LEADERSHIP:
NECESSARY AND SUFFICIENT

While not an explicit part of any of the six strategy management stages,
executive leadership pervades every stage of the management system.
Throughout the book, we describe organizations-located in different re
gions and countries, including North and South America, Europe, India
and Japan-that have successfully implemented their strategies. They op
erate in varied industries, such as manufacturing, financial services, con
sumer services, nonprofit, educational, and public sector. Their strategies
differ; some produce low-cost commodity products and services, others
deliver complete solutions to their customer, and still others innovate
with high-technology products. About the only common element all these
diverse successful strategy implementers have in common is exceptional
and visionary leadership. In every example, the unit's CEO led the case
for change and understood the importance of communicating the vision

and strategy to every employee. Without such strong leadership at the
top, even the comprehensive management system we introduce in this
book cannot deliver breakthrough performance.

In fact, leadership is so important to the strategy management system
we believe it to be both necessary and sufficient. The necessary condition
comes from our experience with the more than one hundred enterprises
around the world who have become members of the Balanced Scorecard

Hall of Fame. In every instance, the CEO of the organizational unit im
plementing the new strategy management system led the processes to de
velop the strategy and oversee its implementation. No organization
reporting success with the strategy management system had an unen
gaged or passive leader.
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In Stage 1, the CEO leads the change agenda and drives it from the top to
reinforce the mission, values, and vision.

In Stage 2, the executive leader validates the strategy map as an expression
of the strategy articulated in Stage 1 and challenges the organization
with stretch targets that take all employees outside their comfort zones.

In Stage 3, leadership drives alignment of organizational units and is es
sential for communicating vision, values, and strategy to all employees.

In Stage 4, leadership supports the cross-organizational unit process
improvements.

In Stage 5, the leader's openness and skill in running the strategy manage
ment review meeting determines its effectiveness for fine-tuning the

strategy throughout the year.

In Stage 6, the leader must allow even a well-formulated and executed
strategy to be challenged in light of new external circumstances, data
collected about the performance of the existing strategy, and new sug

gestions from employees throughout the organization. Being willing
to welcome and subject existing business strategies to fact-based chal
lenges is one of the hallmarks of effective leadership.

Our sufficiency claim, however, is even bolder. The management pro
cesses we describe in this book give an effective leader a framework for ef
fective strategy execution. None of the six stages in the management

system is simple or brief. But collectively, the management processes in
the six stages provide leaders with a comprehensive, proven system for

managing the development, planning, implementation, review, and adapta
tion of their strategies. While we report, at the beginning of this chapter, the
discouraging statistics on the frequent failures of strategy execution, we
believe that our eighteen years of observation and work with enterprises
in all sectors and regions of the world has led to an emerging science of
strategy execution. Each of the six stages in the strategy management sys
tem is doable, especially when guided by a senior strategy management
office. The one component we cannot provide a blueprint for is visionary
and effective leadership. That is why we have come to believe that execu

tive leadership is now both necessary and sufficient for successful strategy
implementation.
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THE EXECUTION PREMIUM

In 2000, eight years after the introduction of the BSC, we and our col
leagues at the Balanced Scorecard Collaborative founded the Balanced
Scorecard Hall of Fame. We wished to publicly recognize organizations
around the world that had used the BSC in an exemplary manner to suc
cessfully execute their strategies and achieve breakthrough performance
results. We also sought to identify and learn the best practices from the

successful organizations. We used two criteria to select organizations for
this award:

1. Do they use strategy maps and Balanced Scorecards within a for
mal strategy execution system?16

2. Have they successfully executed their strategies, as evidenced by
significant quantified and validated results?

Since the program was introduced, approximately one hundred orga
nizations have received the award.17 Although the organizations come

from every sector and every part of the world, their approach for describ
ing and executing their strategies follows similar principles and yields a
significant execution premium. This chapter started by describing the ex
periences of Marriott Vacation Club International, a 2006 inductee into
the BSC Hall of Fame. Several other Hall of Fame companies also stand
out in having developed and implemented the high-level processes in the
new management system. We close the chapter with short case studies of
the experiences at Ricoh, Luxfer Gas Cylinders, and Nordea.

Ricoh

After a spate of acquisitions begun some ten years ago, Ricoh needed an
overarching strategy around which to unify four business units: Ricoh U.S.,
Lanier, Ricoh Canada, and Ricoh Latin America. 18With significant changes
in market demand for the company's office automation equipment and
electronics products, executives at the New Jersey-based subsidiary of
Japan's Ricoh Company Ltd. knew they needed to act decisively.

In 2001, then CEO Katsumi "Kirk" Yoshida concluded that growth in
demand for the company's traditional products-black-and-white digital
copiers, fax machines, and laser printers-was slowing, while the market

for color products, multifunction copiers, and printers was growing rap
idly. In addition, he knew that Ricoh could no longer depend on product
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excellence and innovation alone to drive sustainable value creation. Cus

tomer intimacy would be critical to Ricoh's future success, and that
meant introducing a solutions approach to its offerings. Ricoh's many
units, Yoshida realized, would have to be more fully integrated to deliver
comprehensive, customized solutions. That year, the company launched
discussions about its new market focus and began to introduce the Balanced
Scorecard as the framework for the required strategic transformation.

The timing was fortuitous: Ricoh's cross-organizational executive team
had recently convened to begin developing the company's fourteenth three

year strategic plan (the Mid-Term Plan, or MTP). The team crafted a cor
porate strategy map and BSC and then built strategy maps and scorecards
for all four units. In Latin America, the company cascaded strategy maps
and BSCs to its twelve country-based subsidiaries. Yoshida established

ten key universal BSC measures that put all units on the same page, and a
consulting team trained executives in BSC development and implementa
tion. To foster employee alignment, the team measured every employee on
three to five goals that were aligned with corporate objectives and mea
sures, as well as with those on the employee's unit's BSC. It also tied employee

compensation and performance bonuses to achieving the employees' per
sonalobjectives.

Ricoh further refined its BSC program in 2005, when it crafted its fif
teenth MTP. Yoshida's successor, Susumu "Sam" Ichioka, set an ambitious

growth strategy: to turn the $2.9 billion company into a $3.85 billion en
terprise by 2007. Although the refined strategy was based on the same
mission, vision, and core values that had been established in 1999-"to

become the Americas' number-one document solutions company"-Ricoh
updated these elements to reflect the company's chcnged focus on the cus
tomer. Its vision, for example, grew more far-reaching: "to become a For

tune SOO-levelcompany providing the most effective return on customers'
document investments." Strategic themes now put even greater emphasis
on customer needs.

The company also refined its strategy formulation process and devel
oped new strategy maps and BSCs. Over a six-month period in 2004 and
2005, executives from four companywide strategic planning teams held
regular strategy formulation meetings in which they also identified strategic
initiatives. The Strategy and Planning Office (SPO), established in 2004 to
orchestrate strategic planning, led a series of meetings for the four key cross
functional teams charged with overseeing strategy execution throughout
the organization. Sam Hosoe, SPO head and vice president, and other ex
ecutives developed new strategy maps and BSCs to reflect the revised

eagleflyfree



24 THE EXECUTION PREMIUM

RICOH'S EXECUTION PREMIUM

• Ricoh sales in the Americas rose 6.8 percent in FY 2004 over the

preceding year. In 2004, for the first time, Ricoh Latin America
achieved profitability in every country of operation.

• Market share for color and black-and-white digital copiers in

creased to 24.1 percent in 2004 from 17.6 percent in 2001.
• The Alliance Program, a strategic initiative launched in 2003 to

enhance customer relationships, boosted revenues 42 percent in its
first full year (FY 2004), and by late FY 2005 had already achieved
a 172 percent revenue increase over the preceding year.

• Brand awareness rose significantly from 2003 to 2004, as measured

by Consensus Research, an independent survey company.
• Ricoh boosted total recyclable outgoing waste from 19.1 percent

in 2001 to 25.2 percent in 2004. Its manufacturing facilities in the
Americas achieved zero waste to landfill, or 100 percent resource

recovery.

strategy. Ricoh instituted a program of quarterly and monthly strategy
review meetings at both the corporate level and the business unit level.

The company introduced a unique approach for defining, aligning,
and prioritizing projects beyond the normal operating budget. Each year,
business units proposed initiatives that competed for incremental invest
ment funds for strategic projects. The CEO and members of the SPO se
lected the winning initiatives and allocated money according to the
initiatives' strategic importance.

As a result of these actions, Ricoh showed improved results. Vice Pres
ident and CFO Kuni Minakawa concluded, "Our strategy maps and Bal
anced Scorecards represent a revolutionary way to manage the business, a
way that enables every person to understand his contribution to achieving
our strategies. Through this approach, we are transforming Ricoh into a
strategy-focused organization." See the insert for a snapshot of Ricoh's
execution premium.

Luxfer Gas Cylinders

Luxfer Gas Cylinders (LGC) was founded in the United Kingdom in
1958 and began operations in the United States in 1972.19 LGC is the
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world leader in developing, producing, and distributing seamless ex
truded aluminum and composite high-pressure cylinders for storage of
gases. LGC's product markets include medical gases; life support gases
for firefighters and rescuers; gases for beverages, fire extinguishers, and
scuba diving; automotive, industrial, and specialty gases; aviation and
shipboard inflation; and gases for alternative-fuel vehicles. Luxfer, head
quartered in Nottingham, England, and Riverside, California, posted rev
enues of £120.4 million in fiscal 2006. It had four manufacturing facilities
in the United States and one each in England, France, and China, along
with sales, refurbishment, and distribution centers throughout the world.

Between 1996 and 2000, LGC pursued an operational excellence strat
egy to integrate the performance of new business units acquired in a buy
out. Each unit was successful, earning a dominant position in all the

major markets LGC served.
In late 2001, as executives looked outward, they discovered a threaten

ing marketplace. Market share in high-volume commoditized products
was being eroded by increased competition, technological advances were
threatening the core business, and the company had an inadequate pres
ence in emerging markets and new technologies. LGC President John
Rhodes realized that a continued focus on operational excellence for high

volume products was not likely to maintain LGC's current position, much
less provide a platform for growth: "I felt strongly that we needed to redi

rect where we were going, and to get everyone on th~ same page-because
I already suspected that a few of our managers would strongly resist some
of the changes that I had in mind."

New developments, including heightened competition and a price war
in the U.S. medical market (LGC's largest), pointed to the need for a fresh
strategy. Furthermore, the "us-versus-them" attitude among managers in
LGC's European business units had intensified. "LGC wasn't really [act
ing as] one company," said Rhodes. "It was a group of decentralized, re
gional businesses."

Rhodes convened a global management off-site meeting in the second
quarter of 2002 to develop a new strategic approach for the future. The
meeting engaged a broad cross section of managers from around the world,
who participated actively in a lively and often contentious discussion. The
participants coalesced around a new strategy to help shift LGC from
its short-term focus on selling commodity products to a longer-term,
customer-oriented one that emphasized innovative high-value, high-margin
offerings, such as lightweight composites instead of aluminum. Accord
ing to Rhodes, the new strategy would enable LGC to "maintain its solid
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market leadership based on value, instead of simply reacting to the mar
ket instability brought on by competitors' short-term tactics."

The management team translated the new strategy into the company's
first strategy map and Balanced Scorecard, as well as scorecards for the
company's three regions. Although the regional maps contained some ele
ments identical to the corporate map, they also reflected local markets
and strategic thrusts. The Asia-Pacific and Europe regions' maps, for ex
ample, emphasized expanding sales of composites, because sales were
weaker there than elsewhere.

In addition, the executive team introduced key strategic themes on the
map (described in more detail in Chapter 3) and assigned an owner to
each theme. Each theme also had a steering committee composed of rep
resentatives from around the world. With the new structure, LGC was no

longer a collection of autonomous regional units.
Recognizing that strategy is a living thing, Rhodes and his team in

2005 reviewed and refined the LGC strategy map to reflect changes in the
global marketplace (e.g., shortages and rising prices of crucial materials)
and lessons learned from three years of BSC experience. The new map fo
cused even more sharply on customers and on market-driven innovation.
LGC stepped up its investments in training-to bolster employees' mar
keting skills-and product development.

The company embedded the BSC throughout its culture. The BSC is
now, as Rhodes put it, in LGC's "DNA." Managers respond to new ideas
by asking, "Is it on the map?" -meaning, "Is it strategic?" If the answer is
no, people don't "waste their time" investigating the idea. The execution
premium developed by LGC is summarized in the insert.

LGC'S EXECUTION PREMIUM

• Sales grew (in Europe, by 22.4 percent) and profits doubled, even as
one of LGC's foreign rivals went bankrupt and its major domestic
competitor verged on the same.

• LGC slashed fixed costs as a percentage of sales from 31.9 percent
to 26.5 percent, yielding £6.9 million ($12.8 million) in savings.

• LGC's product portfolio is now dominated by higher-technology,
higher-margin products (composites versus aluminum). Sales of
composites more than doubled and now constitute 43.5 percent of
total revenues (versus 24.5 percent in 2001).
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• LGC's sharper focus on customer service enabled the company to
win back a former major customer that had gone to a lower-priced
rival. This same customer now prominently features the LGC
brand in its advertising-as do several others.

(All figures are from 2001 to 2006.)

Nordea

N ordea was formed in the 1990s through the merger of four national
banks-from Denmark, Norway, Sweden, and Finland-into a single finan
cial institution.20 By 2000, Nordea had become the leading financial services
group in the Nordic and Baltic Sea region, and a world leader in Internet
banking. Its stock was listed on the Stockholm, Helsinki, and Copen
hagen exchanges. It had 31,000 employees, 11 million customers, and a 45
percent market share in Nordic countries. A retail banking operation, with

1,225 bank branches, was its largest business area, but it also had major op
erations in corporate and institutional banking and in asset management.

Nordea senior managers had become disenchanted with the tradi

tional profit-and-loss budgeting used at their former companies. They felt
that the budget focused management attention too much on past rather
than future performance. Also, the annual budget process required a great
deal of work. Changes in interest rates and equity markets that occurred
after the budget had been approved often made the budget obsolete before
the start of the budget year. The budget process was inflexible, did not ac
commodate post-approval changes, and led to frustration among man
agers. Apart from its operational rigidity and high cost to prepare, approve,

and operate, the budget had little connection to the bank's strategic is
sues. Management lacked a framework for monitoring the progress of its
strategy after the budget had become obsolete due to changing market
conditions.

Nordea executives decided to introduce a new management system
that would focus on shareholder value creation and would link strategy to
operations. They wanted the system to be future and action oriented and

to provide a continually updated view of current and future performance.
The system would contribute to a culture of "One Bank-the Nordea

way" that would engage all employees throughout the corporation in con
tributing to strategy execution.

The new system, called the Planning and Performance Management
Model (PPMM), consisted of three new components. First, PPMM
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developed a Balanced Scorecard to convert business plans into operational
metrics, targets, and action plans. Second, PPMM replaced the annual,
inflexible budget with quarterly rolling financial forecasts (RFFs) for the
next five quarters. Third, PPMM required service-level agreements between
internal service providers and business units to ensure a cost-efficient sup
ply of services demanded by the units to execute their strategies.

Nordea Balanced Scorecard. Nordea's corporate Balanced Scorecard
described strategy through the use of four strategic themes:

• Ensure capital efficiency and high credit portfolio quality.
• Ensure operational excellence, strict cost management, and reduced

complexity.
• Ensure stable and profitable growth of income.
• Attract, develop, and retain highly motivated, competent, and per

formance-oriented employees (the learning and growth perspective).

Nordea cascaded the corporate scorecard out to business and support
units throughout the company, where business-area heads used the group

map-development experience to clarify their own divisions' strategies.
Each business-area map contained all four strategic themes from the high
level strategy map, with some customization to reflect different areas' spe
cific strategic challenges. For example, effective risk management within
Nordea's corporate and institutional banking area supported the group
map objective "Ensure capital efficiency and high credit portfolio quality."

By mid-2004, Nordea had one thousand scorecards in its retail opera
tions, as well as scorecards for each major corporate and institutional bank-_
ing and asset management business unit and all major support functions,
including information technology, finance, legal, and human resources.

Nordea communicated its strategy extensively and systematically
throughout the company. The company's intranet gave all employees ac

cess to instructions, training modules, and presentations about the BSC.
Employees in each of Nordea's core countries of operation could find
local pages in their language as well as in English (the group language).
Interest in this vehicle proved high; the home page received more than six
thousand hits per month during the first quarter of 2004. Nordic Ideas,

the company's quarterly internal magazine (published in Danish, Finnish,
Norwegian, Swedish, and English), featured interviews with internal BSC
users and instructional articles about the BSC.

To further bolster alignment, Nordea tied senior managers' (and some
middle managers') goals and incentives to their BSCs. Five hundred indi-
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viduals had personal Balanced Scorecards. The company evaluated man
agerial performance against such measures as the number of service-level

agreements in operation and establishment of personal development
plans for all full-time employees.

The extensive deployment of scorecards across the more than one
thousand branches in the retail network enabled internal benchmarking
of key performance metrics and led to considerable competition among
the branches. Senior managers reviewed the strategy map each quarter
and updated targets based on actual and forecast operating conditions.

Rolling Financial Forecasts. Nordea replaced its annual bottom-up
budget process with quarterly forecasts of key financial metrics for the
next five quarters. It based the forecasts on recent business performance
as reported by the various Balanced Scorecards in the company-and
current and forecast conditions in the external business environment. The

heads and controllers of the major business-area and support functions
led the forecasting process. The forecasts reflected managers' best possible
estimates of future financial performance. Executives did not use the fore

casts to set targets or evaluate performance.
In contrast to the detailed line-item format of the now-abandoned

budget, the quarterly forecast encompassed only high-level financial num
bers corresponding to the financial metrics on each unit's Balanced Score

card. The quarterly report showed, on a single page, actual results for the
prior year, current year, and a portion of the subsequent year.

All managers felt that implementing the new high-level forecasting
process was much easier, less costly, and more flexible than using the
budget method. Accompanying each forecast, business unit heads pro
vided commentary on central assumptions, critical drivers of trends in
revenues, costs, and volumes, and the impact of the forecast on the unit's
Balanced Scorecard.

By mid-2004, the rolling quarterly forecasting process had been imple
mented in all four country units in retail banking, the four business units
in corporate and institutional banking, the five business units in asset man

agement and life, and the four IT and operations units. The remaining
support units made annual forecasts, because changes in short-term busi
ness conditions did not greatly influence the demand for their services.

Calendar of Meetings. Nordea launched the annual strategic planning
process in the second quarter, culminating in the forecasts prepared in the
fourth quarter of each year. The fourth-quarter forecasts incorporated
group and business unit strategic directions and target setting and service-
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level agreements for the following year. The rolling forecasts for the four
quarters in the following year became the financial performance targets in
the Balanced Scorecards for that year, the only time when BSC targets
and the RFFs were aligned.

During the following year, management compared actual to targeted
BSC performance while controlling for changes in BSC performance due

to changes in the financial forecasts. The flow of information from BSC
to RFF reflected the impact of new strategic initiatives decided on during

the quarterly review of Balanced Scorecard performance. During the time
between the quarterly BSC reviews and RFF updates, management mon
itored operational key performance indicators monthly and sales data
weekly, taking short-term, tactical actions to deal with any problems or

opportunities revealed.
At the quarterly strategy review meetings, managers reviewed market

conditions and competition and overall performance, as displayed on the
quarterly Balanced Scorecard report. Each strategy map contained man
agers' comments on reasons for underperformance and updates on the
status of strategic initiatives. To understand root causes of performance
gaps and suggest corrective actions, managers analyzed underperforming
(red) objectives or strategic themes in depth.

In addition to responding to the red zones, management teams exam

ined one of the four strategic themes in depth during each quarterly meet
ing. Managers discussed whether the theme had the right performance
metrics, targets, and initiatives, and whether changes in the strategy
should be contemplated. After the strategy review meeting, and with
knowledge of any corrective actions and changes in strategic initiatives,
managers updated their roIling financial forecasts.

The Execution Premium. Sven Edvinsson, senior vice president and head

of group planning, commented on the impact of the new management
systems: "The Balanced Scorecard has changed the agenda and mind-set
at Nordea. Previously, management discussions were about budget devia
tions and their causes. Now, we talk about what to do to close perfor
mance gaps. We have created a team-based management culture that is
more future and action oriented, and with increased focus on strategic di
rection and execution. Meetings use the BSC to communicate priorities
and report on performance, including the status of strategic initiatives."

Arne Liljedahl, Nordea CFO, stated, "The BSC has increased the ac

countability of executives, managers, and employees with clearly defined
targets, based on the BSC, which has strongly influenced their behavior."
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• Total shareholder return reached 47.9 percent in 2003, making
Nordea the number 3 bank among twenty of its peers.
In 2003, Nordea's operating profit increased 17 percent.

• Its market cap ranking went from fifteenth to eighth place from
2003 to 2004.

• Senior managers can more easily prioritize their activities and focus
on the most strategic efforts.

And Edvinssonconcluded, "The BSC has made strategy a continual

process and speeded up the process to create N ordea as One Bank." See
the insert for a summary of Nordea's execution premium.

SUMMARY

Many of the building blocks of effective strategy execution already exist.
Strategic visioning and strategy formulation tools have been developed.
Strategy planning tools, including strategy maps and Balanced Score
cards, have been available for use by companies for more than ten years.
And almost all companies use operational tools for quality management,
process improvement, dashboards, and activity-based costing. Lacking,
however, is a comprehensive framework to integrate all these tools so that
they are properly aligned and synchronized.

We present in this book a six-stage comprehellsive, closed-loop man
agement system that integrates management tools to help companies to

the following strategy execution processes:

• Develop the strategy

• Plan the strategy
Align organizational units and employees with the strategy

• Plan operations by setting priorities for process management and
allocating resources that will deliver the strategy
Monitor and learn from operations and strategy
Test and adapt the strategy

Companies need a formal structure for these components. In addition,

they need a new organizational unit that helps design the integrated system,
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performs key processes in it, and coordinates the remainder with other or

ganizational functions-a unit we call the office of strategy management.
The strategy execution processes and the organizational infrastructure

represent a new way of managing. They create a systems approach to the
planning of strategy and its link to operations. The case studies in the
chapter illustrate the execution premiums-the rewards from successful
strategy implementation-being realized by early adopters that have em
braced this approach. Through a combination of concepts, cases, and
methodologies, this book describes the foundations of a system for man
aging strategy and operations with the Balanced Scorecard at its core.
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CHAPTER TWO

DEVELOP THE STRATEGY

STRATEGY MANAGEMENT is a closed-loop process, as shown in Fig

ure 2-1, with each part of the system influencing every other part. The
system starts with a process to develop the strategy. Our prior work on

translating strategy into strategy maps and Balanced Scorecards has
helped organizations put their strategies into action but has generally ac

cepted the enterprise's strategy as given. During the past fifteen years, our
work with companies has enabled us to observe the practices they fol
lowed to develop their strategies. We have also seen new practices intro
duced into the process that develops the strategy, such as quantifying the
vision and describing an explicit change agenda.

Figure 2-2 shows a structured strategy development and translation
process that represents a synthesis of the best practices. The approach
starts by defining a high-level vision of the organization's destination and
finishes with executive leaders and teams launching the organization into
action by implementing portfolios of aligned strategic initiatives.

In this chapter, we discuss a comprehensive process for clarifying the
vision and developing the strategy, which encompasses the first two steps
in Figure 2-2. We discuss the remaining steps, in which managers translate
and plan the execution of the strategy, in Chapters 3 and 4.

Corporate-level strategic planning has received much criticism as bu
reaucratic, command-and-control, inflexible, and hierarchical or even au

thoritarian. Despite the many criticisms and complaints levied against it,
strategic planning remains senior executives' favorite management tool.
The Bain & Company 2007 Survey of Management Tools showed that
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FIGURE 2-1

THE EXECUTION PREMIUM

The management system: Develop the strategy

strategic planning was the most widely used; 88 percent of organizations
reported using formal strategic planning.! Strategic planning also had the
highest user satisfaction ranking-3.93 on a scale of 1 to 5-among the
twenty-five management tools featured. A recent McKinsey survey con
firmed the Bain & Company findings, with 79 percent of the eight hun
dred polled companies reporting the use of a formal strategic planning
process.2 Among these companies, more than half reported that it played
a significant role in helping develop corporate strategy. That number goes
up for organizations that are satisfied with their planning process.

As summarized in Figure 2-3, companies start by developing or reaf
firming their mission, values, and vision. They then consider the external
and internal forces impinging on the company's strategy. This step flows
naturally into the identification and analysis of key issues, followed by
formulation of the new strategy itself and---especially for new, transfor
mational strategies--creating the case for change throughout the organi
zation. We discuss each in turn.
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FIGURE 2-2

Building the strategic plan

Clarify the Vision
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• Mission, values
• Vision statements
• Strategic shifts

(from/to)
• Strategic framework

Value gap
Strategic change agenda
Enhanced vision

Develop the Strategy

• Strategic analysis
• Strategy formulation

Strategic issues
Strategy direction statements

Translate the Strategy

• Strategy mapping
• Measures and targets

Strategic themes
Balanced Scorecard

Develop the Plan

Investment portfolio
STRATEX
Theme teams

Strategic
Plan

Process.• "Methodology"

CLARIFY MISSION, VALUES,
AND VISION STATEMENTS

Before formulating a strategy, managers need to agree on the company's
purpose (mission), the internal compass that will guide its actions (values),
and its aspiration for future results (vision). The organization's mission
and values typically remain stable over time. The vision, although not as
stable as the mission and values, is often constant during an organiza
tion's three- to five-year strategic plan. Despite their stability, most organi
zations still begin their annual strategy development process by reviewing
and reaffirming their mission, values, and vision statements. One chief ex

ecutive officer stated, "The executive team must constantly remind itself
of the foundations for what we are doing."
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FIGURE 2-3

THE EXECUTION PREMIUM

The strategy development process model
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the organization willpossible methodologies.• Strategy
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to use in whichstatements
circumstances.

• Do-wells

The Mission Statement

A mission statement is a brief statement (typically one or two sentences)
that defines why the organization exists. The mission should describe the
fundamental purpose of the entity, especially what it provides to cus
tomers and clients (or, for public-sector and nonprofit entities, citizens
and beneficiaries). The mission statement should inform executives and

employees about the overall goal they have come together to pursue.
Here are examples of excellent mission statements:

• "We want to discover, develop and successfully market innovative
products to prevent and cure diseases, to ease suffering and to en
hance the quality of life. We also want to provide a shareholder re
turn that reflects outstanding performance and to adequately reward
those who invest ideas and work in our company" (NovartisV

• "Organize the world's information and make it universally accessible
and useful" (Google).4
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The values (often called core values) of a company prescribe its attitude,
behavior, and character. Whole Foods, on its corporate Web page, de
scribes the importance of its core values better than we can express:

The ... core values reflect what is truly important to us as an organiza

tion. These are not values that change from time to time, situation to sit

uation, or person to person, but rather they are the underpinning of our

company culture. Many people feel Whole Foods is an exciting company

of which to be a part and a very special place to work. These core values

are the primary reasons for this feeling, and they transcend our size and

our growth rate. By maintaining these core values, regardless of how

large a company Whole Foods becomes, we can preserve what has always

been special about our company. These core values are the soul of our

company. 5

Indigo, Canada's number I book retailer, declares the following values:

• "We exist to add joy to customers' lives. We anticipate their needs
and exceed their expectations.

• "Excellence matters in everything we do.

• "Success is only attainable through outstanding people working to
gether in an open environment that promotes knowledge and growth.

• "Books, reading, and storytelling are an integral part of advancing

society. ,
• "Innovation is the key to growth and can come from anyone, anytime.

• "We have a responsibility to give back to the communities in which
we operate."6

Earthlink, an Internet service provider, has an extensive values state
ment that includes the following statements:

• "We respect the individual, and believe that individuals who are treated
with respect and given responsibility respond by giving their best.

• "We are frugal. We guard and conserve the company's resources
with at least the same vigilance that we would use to guard and con

serve our own personal resources.
• "In all our dealings we will strive to be friendly and courteous, as

well as fair and compassionate.
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"We feel a sense of urgency on any matters related to our customers.

We own problems and we are always responsive. We are customer
driven."7

The Vision Statement

A vision statement defines the mid- to long-term (three- to ten-year) goals

of the organization. It should be market oriented and should express
often in visionary terms-how the enterprise wants to be perceived by the
world. A statement such as, "We will be among the top three transporters

of goods and people in North America by 2012" provides a clear, specific
aspiration.

The vision of Cigna Property and Casualty, an insurance company
we worked with in the 1990s, was "to be a top-quartile specialist within

five years."8 Though short, this vision statement contains three vital
components:

• Stretch goal: To be in the top quartile in profitability (at the time,
Cigna P&C was at the bottom of the fourth quartile)

• Definition of niche: To be a specialist, and not a general-purpose,
underwriter, as it had been

• Time horizon: Five years

Consider also the vision statement issued in 1997 by the Internet
banking division of Wells Fargo bank: "To have one-million on-line cus
tomers by the end of the decade."9 This short statement contains the
same three critical elements:

Stretch goal: Number of customers (1 million)
• Definition of niche: The online banking customer

Time horizon: By the end of the decade (2000)

The vision statement for a nonprofit or government organization should
define a stretch goal that relates to its mission. In 1961, U.S. President

John F. Kennedy offered one of the most famous and effective public
sector vision statements when he declared that the U.S. space program
would "land a man on the moon and return him safely to earth before the
end of the decade." In addition to the vision's inspirational power, it de
scribed a clear measure of success and a specific time horizon.

The University of Leeds (United Kingdom) provides an excellent ex

ample of a well-crafted vision statement for a nonprofit enterprise: "By 2015,
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our distinctive ability to integrate world class research, scholarship, and
education will have secured us a place among the top 50 universities in the
world."10 The statement contains each of the three critical components:

• Stretch goal: To be ranked among the top fifty universities
• Definition of niche: To integrate world-class research, scholarship,

and education

• Time horizon: By 2015

The stretch goal in the vision statement should be different from the

company's current position. It's important to be ambitious in setting
the company's goals, and the CEO must take the lead. Indeed, one of the
principal roles of an effective leader is to create a sense of urgency and
formulate a target that challenges all employees, even in a well-performing
organization, to become much better. Without strong leadership, an or
ganization becomes complacent and, at best, achieves incremental improve
ment from the status quo.

Great leaders understand that complacency is the enemy. A classic ex

ample is Jack Welch's challenge, upon becoming CEO, for every GE busi
ness unit to either become the number 1 or 2 in its industry or else depart
from the corporation. Collins and Porras note, "Visionary companies may
appear straitlaced and conservative to outsiders, but they're not afraid to

make bold commitments to BHAGs, 'Big Hairy Audacious Goals."'ll
Setting a stretch target and a specific time frame for achieving it is one of
the most important roles of leadership.

Companies that have used the Balanced Scorecard to achieve success

consistently have had inspirational leadership. In taking over the troubled
Cigna Property and Casualty insurance division, Gerry Isom started by de
claring his stretch goal: for the division to move from the bottom of the

fourth profitability quartile to the top quartile in five years. Dudley Nigg,
CEO of the online banking unit of Wells Fargo in 1997, understood that even
though the division was the leading online bank in the United States, it

had to get dramatically better if it was to retain its first-mover advantages.
And Michael Arthur, upon becoming vice-chancellor of the University of
Leeds in 2004, challenged the deans, the faculty, and the administrative
staff to help the university become one of the world's greatest research
and teaching institutions.

Great leaders set ambitious targets for their organizations. The vision
statement should declare, at the highest organization level, ambitious tar
gets for the strategy, including a clear measure of success and a specific
time horizon for achievement.
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The Strategic Change Agenda

The vision statement provides a target and a high-level description of
how the organization intends to create value in the future. But people in
the organization may not understand why it needs a new strategy and why
they need to change in order to achieve the stretch target. Creating a sense
of urgency and communicating the need for change are critical roles for
leadership. 12 Leaders can use a management tool that we call the strategic

change agenda to provide the motivation for why transformational change
is necessary. The strategic change agenda compares the current status of
several organizational structures, capabilities, and processes with what they
need to become over the next three to five years.

Consider the situation faced by Graham Sher when he became CEO
of Canadian Blood Services (CBS). CBS was created during a corporate
crisis in the 1990s as the successor organization to the Canadian Red
Cross after an infamous scandal. In this scandal, multiple failures in gov
ernance, management, and decision making resulted in thousands of
Canadians becoming infected from contaminated blood. The scandal led
to an irreparable loss of trust in the system as a whole. In its initial years,
CBS focused on operational issues to fix the system. After about four
years of intensive work, CBS was able to report that the blood supply sys
tem in Canada was secure, with adequate amounts of safe, high-quality
blood products meeting clinical needs when and as required.

At this point, the founding CEO resigned, and Sher became head of
CBS. He noted that the enterprise had launched a great many independent
initiatives, each often competing with the others for the same limited re
sources and without coherent management. Having fixed and stabilized 
CBS's operational issues, Sher saw the opportunity for CBS to create a

modern and robust blood system, as good as any worldwide, and leverage
CBS's unique operating model to help solve other health-care delivery chal
lenges in Canada. But doing so would require a clear strategy, a new strategy
execution process, and far greater alignment throughout the organization.

Before embarking on this difficult journey, Sher and his senior man

agement team created an explicit agenda for change, as shown in Figure
2-4, to articulate the need for change and explain it to all CBS employees.
Employees are often resistant to change, not the least because they are
skeptical of the CEO's commitment to sustain the change process. Having
the CEO clearly express dissatisfaction with the status quo-and, at the

same time, articulate a clear, detailed, and compelling case for change
helps immensely to overcome such resistance.
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FIGURE 2-4

The strategic change agenda defined the journey from where CBS
was to what it could become

Canadian Blood Services Change Agenda
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As another example, consider the challenges faced by the U.S. Federal
Bureau of Investigation (FBI), in the aftermath of the 9/11 terrorist at
tacks. To respond to its new challenges and competitive threats, the FBI

needed a completely new strategy and major changes in the organiza
tional culture. FBI Director Robert Mueller recognized the need to pre
pare and educate all the employees about the massive changes ahead. He
prepared the strategic change agenda shown in Figure 2-5 to describe the
scale and scope of the transformation.

The change agenda indicates that the FBI would have to undergo a
major shift from being a case-driven organization (reacting to crimes al
ready committed) to becoming a threat-driven organization (attempting to
prevent a terrorist incident from occurring). Instead of being secretive, agents

had to work outside traditional operational silos and become contributors

eagleflyfree



44

FIGURE 2-5
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FBI senior leadership created a strategic change agenda to sharpen
the vision and to make the case for change

Source: "Federal Bureau of Investigation (B)," Case #9-707-553 (Boston: Harvard Business School, April 2007): 8.
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to integrated teams. In even more of a discontinuity, the FBI had to learn

to share information and work collaboratively with other federal and
local agencies to prevent incidents that could harm u.s. citizens.

These guidelines, which emerged from extensive dialogue throughout the
organization, engaged all levels of the FBI to participate in setting the goals
for the new strategic direction and contributed to widespread understanding
and support for the new strategy that subsequently was crafted. Director
Mueller carried the laminated FBI strategic change agenda chart (Figure

2-5) with him whenever he visited a field office. If agents expressed skepti
cism about or resistance to the new initiatives and structures, he reminded

them, using the single-page summary, why change was necessary.
In summary, the start of the strategy development process requires the

leadership team to reaffirm the enterprise's mission, values, and vision,

perhaps updating the targets in the vision statement as needed. If the en
terprise is about to embark on a major new strategy and organizational
transformation, the leadership team should articulate and communicate a

strategic change agenda to describe the necessary cultural, structural, and
operating transitions from the past to the future.

Defining the Enhanced Vision

Strategy execution requires an architecture that integrates the strategies
and operations of diverse units scattered throughout an enterprise. Re
search shows, however, that more than 60 percent of organizations cur
rently lack an integrated strategy perspective, with functional units such
as human resources, information technology, and finance not linked to

business unit and corporate strategy. 13
The strategy map, as we have described in our earlier books, provides

a framework for an integrated view of strategy.14 While the detailed de
sign of the strategy map will occur at a later stage, executive teams can in
troduce the basic architecture of the map during the strategy development

process. The executive team can use a strategy map's four-perspective
framework to define an enhanced vision, as shown in Figure 2-6. The en
hanced vision statement provides a comprehensive picture of the enabling
factors to achieve the vision, including the customer value proposition,
key processes, and the intangible assets of people and technology.

Consider the approach taken by Nemours, a health-care organization
focused on the well-being and treatment of children. Its vision statement
"Freedom from disabling conditions" -was a simple and succinct way to
describe its aspirational destination, but it provided little guidance for shaping
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FIGURE 2-6
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Enhancing the vision to promote depth of thought and strategy
alignment

Enhanced Vision

Forces depth of thought
about the practicality and
meaning of the vision

• Financial
perspective

Enhanced Vision

to ensure that we
achieve our vision,
while delivering on
our mission

• Customer
perspective

• Process
perspective

• Learning and
growth

which drive excellent
customer service ...

enable us to execute
strategic actions ...

Our human
resources ...

the strategy. Nemours developed an enhanced vision to guide the develop
ment of its strategy map (see Figure 2-7). Nemours placed its vision and
mission at the top because they represented the enterprise's ultimate
objectives and accountability. Nemours placed its core values at the bot
tom of the map, recognizing that they were foundational for everything it
did. The enhanced vision, running along the left side of the strategy map, .
described the transition from vision to strategy. You can also see that

within the strategy map, Nemours defined several strategic pri-::>ritiesthat
would help it achieve its enhanced vision and mission.

The enhanced vision divided the strategy into four substrategies:

Impact and community: Be a leader in improving children's health
through our integrated health system; becoming a preeminent voice
for children.

• Service and quality: Care for each and every child as if they were
our own.

• Efficiency and environment: Be effective stewards of all of our as

sets, continually improving them to advance our mission.
• People and learning: Be a great place to work.

These substrategies led naturally to the representation of the complete
strategy, as we illustrate in Chapter 3.
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FIGURE 2-7

Nemours strategy map architecture
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That supports
our mission

Vision: Freedom from disabling conditions

Mission: To provide leadership, institutions, and services to restore and
improve the health of children through care and programs not readily
available, with one high standard of quality and distinction regardless

of the recipient's financial status

Core values: • Excel • Respect • Serve • Honor • Learn

Commitment: I will do whatever it takes to make every contact with
Nemours a uniquely satisfying experience ... for our patients,

parents, visitors, colleagues, and business partners

experience Impact and
Community

Be a leader in improving
children's health through

our integrated health
system; becoming a pre
eminentvoice for children.

Service and
Quality

Care for each child as
If he or she were our own.

Efficiency and
Environment

Be effective stewards
of all of our assets,

continually improving
them to advance

our mission.

CONDUCT STRATEGIC ANALYSIS

Once the vision has been clarified and enhanced, the company has a clear
picture of what it needs to achieve. Now it performs an external and inter
nal analysis that includes a comprehensive assessment of its own capabili
ties and performance relative to those of competitors, as well as its

positioning relative to industry trends.

External Analysis

The executive team needs to understand the impact of macro- and indus
try-level trends on the company's strategy and operations. The external
analysis assesses the macroeconomic environment of economic growth,
interest rates, currency movements, input factor prices, regulations, and
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general expectations of the corporation's role in society. Often this is
called a PESTEL analysis, reflecting political, economic, social, techno
logical, environmental, and legal components (see Figure 2-8).

The external analysis also includes an industry-level examination of
industry economics using frameworks such as Michael Porter's five

forces: bargaining power of buyers, bargaining power of suppliers, avail
ability of substitutes, threat of new entrants, and industry rivalry.15 The
five forces model calibrates the attractiveness of an industry and aids in
identifying specific forces that are shaping the industry, either favorably or
unfavorably. The industry analysis should also include a summary of the
company's performance on multiple financial ratios compared to its in
dustry competitors.

Finally, the external analysis includes competitor assessments. Some
companies summarize their competitive situation by positioning all their
competitors in the industry on a 2 x 2 table, with the axes representing key

FIGURE 2-8

External analysis can be organized by the PESTEL framework

Technological Analysis

• Recent technologicai development
• Technoiogy's impact on product offering
• Impact on cost structure
• Impact on value chain structure
• Rate of technologicai diffusion

Legal Analysis

• Antitrust iaws

• Pricing regulations
• Taxation-tax rates and incentives

• Wage legisiation-minimum wage and overtime
• Workweek

• Mandatory employee benefits
• industrial safety regulations
• Product labeling requirements

Political Analysis

• Risk of military invasion
• Legal framework for

contract enforcement

• Intellectual property protection
• Trade regulations and tariffs
• Favored trading partners

Social Analysis

• Demographics
• Class structure
• Education

• Culture (gender roles. etc.)
• Entrepreneurial spirit
• Attitudes (health, environmental

consciousness, nutrition)
• Leisure Interests

Environmental Analysis

• Greenhouse gas emissions
• Solid waste produced
• Liquid waste discharged
• Energy consumption
• Recyclability
• Clean water consumption
• Overall environmental footprint

Economic Analysis

• Type of economic system in
countries of operation

• Government intervention in
the free market

• Comparative advantages of
host country

• Exchange rates and stability of
host country currency

• Efficiency of financial markets
• Infrastructure quaiity
• Skill level of workforce

• Labor costs

• Business cycle stage
(e.g., prosperity,
recession, recovery)

• Economic growth rate
• Discretionary income
• Unemployment rate
• Inflation rate
• Interest rates
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competitive dimensions such as product scope, technological capabilities,
and geographical reach. Dimensions can be changed to provide various
screens of performance. They superimpose a third dimension-perf or
mance-on the table by identifying each competitor with a circle whose
size is proportional to a key performance indicator such as sales, assets,
market share, or profitability.

Internal Analysis

The internal analysis examines an organization's own performance and

capabilities. Companies that have not yet developed a Balanced Scorecard
of performance measures will rely heavily on financial information to as
sess recent performance.

A widely used analytic tool is value chain analysis, also introduced by Mi
chael Porter. 16 The value chain identifies the sequence of processes necessary

to deliver a company's products and services to customers. In addition to
the primary activities of creating a market, producing and delivering
products and services, and selling to customers, the value chain can en
compass secondary, or support, activities-such as research and develop
ment, human resource management, and technology development-that

facilitate the primary value-creating processes. The value chain model helps
a firm identify those activities that it intends to perform differently or bet
ter than competitors to establish a sustainable competitive advantage.

Companies can also estimate activity-based cost models for each pro
cess in the value chain, a practice that helps them identify processes they
perform at lower cost than competitors (a source of competitive advan
tage), as well as processes in which they currently have a cost disadvantage
relative to competitors. For companies implementing a differentiating strat
egy, the costing model provides feedback about whether the increased
value from the differentiation in a given process exceeds the higher costs
to produce and deliver the differentiating features and services.

Identifying Strengths, Weaknesses, Opportunities, and Threats (SWOT)

Once the external and internal analyses have been performed, the strate
gic planning participants conduct a SWOT analysis. Perhaps the earliest
and most fundamental of all strategy analysis tools, the SWOT analysis

identifies the company's existing strengths and weaknesses, its emerging
opportunities, and the worrisome threats facing the organization, as sum
marized in the following matrixP
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Helpful for achievingHarmful for achieving
the organization's

the organization's
VISIOn

VISIOn

Internal attributes

StrengthsWeaknesses

External attributes

OpportunitiesThreats

The external attributes are classified as either opportunities or threats,
and the internal attributes are classified as either strengths or weaknesses.
The attributes selected for classification and evaluation are determined

during the strategic planning process.
A well-conducted external and internal analysis generates a host of in

formation for a management team, much of which can be confusing when
examined in totality. A SWOT table summarizes these conditions into a
succinct list that helps the executive team understand the key issues that
the organization must address when formulating its strategy. For example,
strengths can be leveraged to pursue opportunities and to avoid threats,

and managers can be alerted to internal weaknesses and external threats
that need to be overcome by the strategy. Infosys, an India-based IT con
sulting and services provider, considers alternative scenarios that illus
trate best- and worst-case situations. The best-case scenario leads to the

articulation of organizational aspirations, and the worst-case scenarios
help identify key business risks that must be mitigated.

Some organizations structure their SWOT analysis using the four BSC
perspectives, as shown in Figure 2-9. For example, Nemours presented its
SWOT analysis in this manner, as shown in Figure 2-10. Nemours man
agers now had a single-page summary of the issues that needed to be ad
dressed by their new strategy, organized by shareholders (or stakeholders
in the Nemours example), customers, processes, and people.

Each component of the strategic analysis identifies issues that have
potential strategic implications. The planners, working with the executive
team, should cull the list to identify those of greatest import. Again, the
taxonomy of the strategy map helps create continuity and focus. Figure
2-11 shows the strategic issue list developed by a fashion retail company.
The strategy map helped identify seven categories that would make up the
strategy. The external (PESTEL) and internal (SWOT) analyses identified
issues within each of these categories.
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FIGURE 2-9

SWOT matrix organized by Balanced Scorecard perspectives
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SWOT Guidance

Strengths

WeaknessesOpportunitiesThreats

Current financial performance strengths

Revenue growth andThreats to sustaining
and weaknesses

productivity improve-or improving financial

(ij

ment opportunities thatperformance; com-
'0

can close the gappetitor threats that willc: as between current per-influence our defen-
c: u:

formance and thesive strategy and
overarching financial

clarify the extent and
objective

velocity of improve-
ment required

Existing strengths and weaknesses of our

Opportunities toThreats from customer

value proposition as perceived by customers,

expand the customerand competitors

~

competitors, and the market base, target new'

E

markets, and improve
0

the customer value
en proposition strategy
::l () as perceived by cus-

tomers and theirrequirements
'"

Strengths in our Weaknesses in ourOpportunities forThreats posed by'" internal processes; internal processesinternal processinternal processQ) 0e where we excel and value chainimprovement toweaknesses
a. achieve opportunities

People, culture, core competencies, and

Opportunities toThreats and risks to

strategic capabilities strengths and
develop culture, com-delivering on the

.r:.

weaknesses petencies, and capabil-strategy due to short-~ ities to enable strategic
falls in the capabilitiese t?

prioritiesof our people, struc-
ture, competencies,and culture

In category 1 (growth), the company needed to define its overall growth
objectives. In category 5 (shopping experience), it had to translate the

growth objectives into specific targets for the number and types of stores.
Another category 5 issue looked at how to increase revenue per customer
by making the shopping experience more fun.

The strategic issues guide the agenda for the strategy review meetings
described in Chapter 8. This list of issues shows the key issues that must
be continually discussed and managed if the strategy is to be executed
successfully. The strategic issues list also feeds naturally into strategy for
mulation, the next step in strategy development.
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FIGURE 2-10

THE EXECUTION PREMIUM

The SWOT matrix at Nemours

Strengths WeaknessesOpportunitiesThreats
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FIGURE 2-11

Strategic analysis results in a set of strategic issues that must be
addressed

Case Study: Fashion Retailer
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1. Growth

• What are the growth objectives/value gap?

2. Customer

• Clarify the target customer.
• How will we increase revenue per customer?
• How will we attract new customers?

3. Merchandising
• What is the margin strategy?
• How will we achieve fashion leadership?

4. Purchasing
• What must we do to achieve quality and certainty in

sourcing by categories?

5. Shopping Experience
• What is the optimal number of stores?
• How do we make our stores fun?

6. Inventory
• What is our strategy for improving inventory allocation?

7. Organization and People
• What are our strategic job families?
• How can we develop world-class talent?

FORMULATE THE STRATEGY

Financial

Customer

Process

Learning
and Growth

We have now reached the point where the formal discipline of the strategy
development process intersects with the art of strategy formulation. At
this point, executives must decide how they will accomplish the organiza
tion's agenda in light of their analyses to date, their objectives, themes,
critical issues, opportunities, and threats.

Stimulating Creative Strategies

The literature on strategy formulation and development can be overwhelm

ing, with many approaches and schools of thought. Some prominent
strategy approaches include positioning (associated with Michael Porter),
the resource-based view,core competencies, value-based management, profit-
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from-the-core, blue ocean, emergent strategy, experience cocreation, and
disruptive innovation.18 Beyond these strategic approaches is a range of
operational improvement philosophies that companies have been urged to
follow, including total quality management, six sigma, ISO (International
Organization for Standardization), lean manufacturing, and the learning
organization. Supplementing both strategic and operational approaches
are methodologies designed to minimize risk, including enterprise risk

management, internal controls, and COSO (for financial institutions).19
Our work on strategy execution is agnostic with respect to these vari

ous strategic approaches, operational improvement methods, and risk

management tools. We have seen various companies use each of them
effectively to formulate their strategies. Whichever is employed, the formu
lated strategy can be translated, in the next strategy execution stage, into a
strategy map and then made operational through a Balanced Scorecard

of objectives, measures, targets, and initiatives.
In fact, Figure 2-12 shows ways that many of the strategic, opera

tional, and risk-management approaches can be visualized on a strategy
map. Starting at the top, most organizations use some form of financial
portfolio to frame their corporate strategies. The portfolios profile the fi
nancial characteristics of each business unit to find the desired balance of

growth, cash flow, and risk. Value-based management approaches, such
as economic value added, focus on selecting objectives that are consistent
with long-term financial perspective objectives. Enterprise risk manage
ment, including COSO and internal controls, focuses on reducing the fi
nancial, operating, technological, and market risks that can impair a
company's ability to execute its strategy. Typically, however, these finan
cial strategy and risk-management approaches do not feature customer
value propositions, key business processes, or investment in intangible as
sets, all of which are critical for sustained value creation.

The most visible strategy formulation approaches focus on customers.

Porter's competitive advantage framework emphasizes selecting a focus
on market and customer segments and deciding whether to win in that fo

cused segment with either a low-cost or a differentiated strategy. Chris
Zook of Bain & Company argues that most successful companies build
strategies around core market niches in which they have expertise, credi
bility, and a deep knowledge of customer preferences. For example, he
cites organizations like Gartner Group and Bausch & Lomb, which per
formed poorly after diluting their focus by entering new niches and subse
quently returned to success only after returning to market segments in
which they had already experienced success. 20
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Many different methodologies are available to support the strategy formulation process

• BCG growth-share matrix
• GE matrix
• Shareholder value/economic value added

• COSO

• Enterprise risk
management

• Open innovation
• Futurization
• Ideation

• Core competencies

• Blue ocean

• Experience cocreation
• One-to-one marketing

Operations
Excellence

• Lean manufacturing
• TOM/Six Sigma
• Reengineering
• Time-driven ABC

• Five forces value chain
• Resource-based view

• Core competencies
• Profit from the core

• Scenario planning
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Companies that adopt the blue ocean approach develop creative and
sustainable new competitive positioning for a large customer base.21 For
example, Southwest Airlines created a new market segment by combining
the speed of air travel with the low prices and frequent on-time depar
tures that led many customers to use buses for intercity travel. Southwest's

targeted customer base of price-sensitive travelers tolerate the lack of re
served seating, long queues to board the planes, and absence of first-class

options in return for low prices, convenient flights, and on-time arrivals.
As another blue ocean example, Cirque du Soleil found a large market

niche for young adults by combining the acrobatics and constant excite
ment of a circus with the music and dance associated with musical the

ater. The company generated enormous cost savings by eliminating
traditional animal acts-which consumed nearly 50 percent of operating

expenses and also generated controversy from animal rights groups-and
invested the savings in story lines and original music and dance acts.
Companies like Southwest Airlines and Cirque du Solei! changed the dy
namics of their industries by their innovative offerings.

Experience cocreation enables companies to develop the value propo
sitionjointly with their customers.22 With this approach, agricultural equip
ment manufacturer John Deere makes the farmer's life easier and more

productive by providing access to necessary information through a com
bination of technology and a peer-group network. A real-time system
called Deere Trax allows farmers to monitor the operation of their fleets of
tractors and other vehicles. Moreover, the system connects farmers who

have similar problems and similar demographics with various thematic
communities that can share knowledge and draw upon the collective ex
periences of the group. The design of Deere's products and services is
cocreated with its customer, putting farmers at the center of the process.

Another school of thought looks at strategy as an active, competitive
process. Scenario planning is a widely used approach, first developed at
Shell, in which the organization develops responses to competitive and
environmental moves. LG Philips LCD uses war game simulations (dis
cussed in Chapter 9) to identify likely competitor reactions to various
strategies that it might introduce. Chapter 5 describes how strategies con
nect to various operational improvement programs, such as TQM, pro
cess management, and cost management.

Whatever the methodology used, the outcome from any strategy for
mulation approach is to develop a direction that differentiates the com
pany's position and offering from those of its competitors so that it can
create a sustainable competitive advantage that leads to superior financial
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performance (or, for nonprofits, demonstrably favorable social effects).
The creativity of the strategy becomes an important means to this end.
Strategic planning participants can draw upon the toolbox of methodolo

gies illustrated in Figure 2-12 to develop their differentiating strategy. As
executives become more knowledgeable about the range of strategy for
mulation tools, they can use the approach that seems most relevant and
helpful for their company's situation, history, culture, and competencies.

Using the Strategy Map to Guide Strategy Selection

The strategy map framework shown in Figure 2-12 may help guide strat
egy selection. If, for example, the company has poor capital utilization,
then some use of a value-based management approach would help define
a financial strategy. If the company does not have a distinctive brand or
market presence, a focus on identifying an attractive customer segment
perhaps through a positioning framework, a blue ocean approach, or a cus
tomer cocreation process-might prove most relevant. If the company
has distinctive capabilities in important business processes-operations
management, customer data mining, or product features and innovation
that are superior to or not possessed by competitors, then the resource-based
view and identification of core competencies are effective frameworks for
strategy formulation. If the company has a great human capital base, with

skilled, experienced, and highly motivated employees, then striving to cre
ate a learning organization and encouraging the proposal of emergent
strategies can identify promising new strategic approaches.

As one illustration, consider the case of Bank of Tokyo-Mitsubishi, UFJ,

one of the largest banks, measured by assets, in the world. Figure 2-13 shows
how the bank has integrated various planning methodologies into its strat
egy development process. At the center is the high-level architecture for its
strategy map, showing the topics, such as operations quality, for which
specific strategic objectives have been defined. On either side of the strat

egy map, the figure identifies the methodologies available for use at the

next strategy review and update in four areas: the customer value proposi
tion, employee engagement, corporate social responsibilities, and compli
ance and risk management.

Because the company updates its strategy incrementally each year,
most of the tools are used for data gathering and performance assessment.
For example, the customer value proposition methodologies are used to
collect customer satisfaction scores from external customers, management,
business lines, and branch offices. Other methodologies that support the
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Foundations of business strategy at Bank of Tokyo-Mitsubishi, UFJ

Strategy Map

Source: BSCol Conference, Boston, July 2007.

• Employee
satisfaction

• Capability building
• Work er"ironment

• Communication
• Performance

management
• Career design,

etc.

• BIS II

• Strategic ALM
• HR system

• Capital allocation
• IT governance
• CRM system, etc.
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review of the customer value proposition are used to evaluate strategic
initiative performance and ISO 9001 and ISO 14001 audit results. Using
these inputs, the bank updates its strategy for the next year. Its execution
premium is summarized in the insert.

BANK OF TOKYO-MITSUBISHI, UFJ'S EXECUTION PREMIUM

• BTMU executives successfully completed a historic merger between
two megabanks with virtually no significant operational or systems
failures, thanks to the strategic alignment already in place between
BTM and its divisions.

BTMU became one of the world's top five financial institutions

two years ahead of its original strategic plan.
By linking the COSO-based control self-assessment methodology
to the Balanced Scorecard, BTMU's U.S. operation has achieved

high marks in the U.S. regulatory examinations. (By law, details
about regulatory examinations cannot be disclosed in the United
States.)

• In the two-year period, March 2004 to March 2006, BTMU's net
business profit increased by 117.5 percent and its Moody's/S&P

credit rating improved from A2/BBB to AI/A.
• BTMU is ranked as the number-one brand among Japanese

financial institutions in the Nikkei Corporate Brand Survey.

The OAS Statement

Once the executive team has selected its strategy, it needs to codify it so that
it can be communicated to all managers and employees. Recent work at
Harvard Business School has concluded that a good statement of the strat
egy, whatever its source, should contain three fundamental elements:23

Objective (0): The ends that the strategy is designed to achieve
• Advantage (A): The means by which the enterprise will achieve its

objective
Scope (S): The domain~or, as we referred to it earlier, the niche~
in which the enterprise intends to operate

The objective part of the OAS statement is similar to the vision state
ment we described earlier: it contains a quantitative goal~typically
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profitability, size, market share or rank, or total shareholder returns-as
well as a time frame, such as three to five years, for reaching it.

Advantage represents what the enterprise will do differently, better, or
uniquely compared with competitors. It describes the value proposition
the company will offer to attract customers. The value proposition should
describe those aspects of the buying experience or relationship that the
company intends to offer uniquely or significantly better than competitors.
It can be expressed in traditional strategy terms, such as low cost or dif
ferentiation through product features, services, or customer relationships.

The scope defines the market segment in which the enterprise intends

to compete and win. Scope can be a targeted customer segment, the breadth
of the product line, the technologies employed, the geographic locations
served, or the degree of vertical integration (which value chain activities it

will perform).
For example, consider how the OAS framework might be used to de

scribe the strategy of Southwest Airlines:24

To be the most profitable U.S.-based airline ... (0)

by offering the speed of airline travel at a price, frequency, and reliability
of cars, buses and trains ... (A)

to travelers who are price sensitive and who value convenient flights (S)

The company's objective is un surprising, to be the most profitable air
line. The time frame is omitted, because it is already number 1 on this metric

and it likely wants to retain this position. Its advantage, as previously de
scribed, is to offer the speed of airplanes at the price and convenience of cars,
buses, and passenger trains. Its scope is to appeal to price-sensitive travelers,
who are willing to endure the inconvenience of unreserved seats, a mass

boarding process, and no premium classes or airport lounges for the op
portunity to travel at low prices between cities at airplane speed and ar
rive on-time. This example shows how the organization's vision and
high-level strategy can be expressed in a crisp and powerful OAS state
ment of fewer than fifty words.

Strategy Direction Statements

After the strategy has been formulated, the process moves down a level of

detail, addressing such things as measures, targets, initiatives, budgets, and
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accountability, as described in the next two chapters. Before moving to
the planning process, the executive team can capture the creativity of the
strategy development process and carry it forward using a technique we
call strategy direction statements, as shown in Figure 2-14. Managers, after
conducting their strategic analysis, prepare a direction statement for each
of the identified strategic issues. A direction statement is like a vision state
ment for each strategic issue. The strategy direction statement spawns
three components that are critical to the subsequent development of de
tailed plans:

Strategic objectives: These define the specific goal to be achieved.
Do- Wells: These identify the critical few activities that must be

mastered if the objective is to be achieved. Do-wells become critical

inputs to the subsequent design of strategy maps and initiatives.
Preliminary measures: These are a first pass at the potential mea
sures to be used on the Balanced Scorecard.

FIGURE 2-14

Strategy formulation resolves the issues and establishes the new
directions

1. Growth

2. Customer

3. Merchandising

4. Purchasing

5. Shopping experience

6. Inventory

7. Organization and people

("How do we)

make our
stores fun?"

"We will continue to evolve

our store design to pre
sent the brand in unpre
tentious surroundings that
are warm and inviting,
classic and adventurous.

We will refine our age
orientation to broaden the

age appeal in the store
and continue to train
and reinforce our store

associates to provide
the required store
atmosphere."

"Provide a superior shopping

experience through con
venience, attractive presen
tation, and professional

personnel."

• Provide a unique store
ambience (music, mar
keting, visual displays).

• Hire friendiy, capable, and
knowledgeable associates.

• Display merchandise in an
appealing and customer
friendly manner.

• Increase the speed and
ease of checkout.

Outcomes: Shopping
experience
rating

Driver: Customer
feedback
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For example, consider the strategic issue: "How do we make our stores

fun?" Analysis of this issue might lead to a strategy direction statement
that envisions a new store environment, as well as detailed strategic objec
tives, do-wells, and tentative metrics for this issue, as shown in Figure 2-14.
Similar strategy direction statements are prepared for each identified strate
gic issue, facilitating the translation of the formulated strategy into the
next stage: developing the strategic plan of action.

INCREMENTAL VERSUS TRANSFORMATIONAL
STRATEGY UPDATE

One of our conference participants, Karl Sweeney, the current strategy

management officer at Marriott Vacation Club International (MVCI), re
sponded to a question about the purpose of the annual strategy review
meeting at his organization: "If I had been asked that question last year, I
would have responded, 'Incremental change.' We were busily and success
fully executing our strategy. But this year something changed. We're now
in a phase where our existing business model has encountered some new
challenges. Our next meeting will require an intensive review of our strat
egy, likely leading to major new directions."25

The experience at MVCI mirrors what happens at most organizations.
A strategy, whether good or bad, eventually runs its course. A company's
competitors observe successful strategies and eventually adapt to counter
the advantages created by the first mover. The competitive moves typi
cally take three years or more to affect a company's performance.

Peter Aldridge, head of HSBC Rail, proactively launched a major

strategic review even while the company was delivering excellent finaacial
performance. Aldridge noted that even though HSBC Rail was currently

enjoying a patch of good weather, he could see storm clouds approaching
from various directions. HSBC, the parent corporation, was asking for
major improvements in capital utilization. A key stakeholder, the u.K.
Department for Transport, was looking to greatly improve the value for
money it received from subsidizing the u.K. rail network. Industry
trends such as environmental and climate concerns as well as growth in
passenger and freight traffic would put pressures on HSBC Rail's existing
strategy.

Rather than wait for the storm to arrive, Aldridge launched a series of ten
workshops for senior and middle managers. The initial workshops explored
four future scenarios. The managers studied each scenario and identified

common priorities and drivers for each one. They mapped these into a
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change agenda and ensured that they were all addressed when they later
built the HSBC Rail strategy map and Balanced Scorecard. The workshops
helped people truly understand and accept the purpose (mission), vision,
and values of the organization. This agreement set the stage for develop
ing the new strategy and making it actionable through a strategy map and
Balanced Scorecard (we will present HSBC's strategy map in Chapter 8).

Our tentative conclusion from surveying clients and conference atten
dees is that new strategies generally have a three- to five-year useful life.
Within this period, the companies make incremental strategy changes
each year (assuming that the existing strategy is delivering successful per
formance). Only when the company sees that the strategy has run its
course, experiences a major transformational event, or begins to fail does
it decide to consider a new, transformational strategy.

To develop a new, transformational strategy, a company might start by
reexamining and changing major components of the existing strategy, in
cluding the long-term mission, values, vision, and strategic themes, as
well as financial (mission) expectations, customer niche and value propo
sition, key strategic processes, and enabling human, information, and or
ganizational capital capabilities.

Triggers of a Transformational Strategy

The trigger of a transformational strategy can be negative, such as the
burning platform of a failed strategy. We observed this in the 1990s when
several companies adopted the Balanced Scorecard to help them imple
ment a radically different strategy after experiencing financial distress:
Cigna Property and Casualty had the largest losses in the industry, in
cluding a combined ratio (expenses to premiums) of 140; Mobil US Mar
keting and Refining had a negative cash flow year of $500 million and was
the most unprofitable company in its industry; and AT&T Canada in

1996 lost Can$350 million. Under pressure from a burning platform, an
organization has high motivation to seek a new strategy rather than con
tinue to be immolated by the failed existing strategy.

The appointment of a new leader, especially one from outside the or
ganization, triggers a comprehensive review and a transformational up
date of the existing strategy. New leaders frequently are summoned to
deal with burning platforms, but leadership changes have become the
norm in all organizations, including the public sector, where new civilian
leaders are appointed after elections, and in the military, where leaders
have limited-term tenure.
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Technological change can serve as a trigger, as many retail and finan
cial institutions learned in the 1990s when the Internet suddenly emerged
as a powerful new channel. In that dot-com boom, many companies
talked about being "amazoned." Wells Fargo saw the Internet as the cata
lyst for it to move its strategy from productivity enhancements and cost
reduction in its traditional bricks-and-mortar retail banks to revenue

growth and customer relationships through online banking. Clay Chris
tensen, among others, has documented how technological change has dis
rupted existing strategies in many industries.26

The trigger could be macroeconomic, such as a major increase in an
input price (such as energy) or a foreign exchange revaluation. It could be
a change in the regulatory regime, such as when new competition is al
lowed to enter an existing market or when companies are allowed to enter
new markets and business segments previously proscribed to them.

In summary, companies can introduce a new transformational strat
egy either on a regularly scheduled basis, as done by organizations like
Ricoh every three years, or when the executive team recognizes that its ex

isting strategy has run its course and a new approach is needed. For exam
ple, Andy Grove triggered Intel's transformational strategy shift from
memory chips to microprocessors in the 1980s when he asked his manage
ment team, "If we were starting the company today, would we be building
capacity to produce commodity memory chips?"

MVCI had a strategy that had been in place for five years (see Figure
2-15). During the preceding four years, MVCI's annual review made only
minor changes in the existing strategy, a practice that seemed to be work
ing fine. But, as noted by Sweeney in the earlier quotation, in the strat
egy's fifth year, the competitive environment had changed so much that
the executive team realized that its existing strategy needed to be redone.
In advance of the next annual strategy meeting, the organization made a
major investment in management time and analysis to understand its new
competitive environment, setting the stage for a new and transformative
strategy to be developed at the meeting.

On one level, the annual strategy update process had worked, with a
new strategy introduced as business conditions changed. But as one senior
officer stated, "I'm not happy with the planning process that we used a
year ago. If we had done a better job with our environmental scan and
been more disciplined with analysis of the data we had on hand at the

prior annual strategy update meeting, we could have seen the problems
coming a year earlier and dramatically improved our reaction time. The
value of moving a year earlier in our business is enormous!"27
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FIGURE 2-15

Triggers of strategy change at Marriott Vacation Club International
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The trigger came as a result of the annual strategy review.

We tell a similar story in Chapter 9 about a convenience store chain,

Store 24. A special-purpose study-an after-the-fact statistical analysis of
the cause-and-effect linkages on the strategy map-revealed that the com
pany could have signaled the failure of its existing strategy one year ear
lier than it took the management team to recognize the problem. Thus,
even when the existing strategy seems to be working and no major
changes are apparently indicated, the executive team may still want to
perform a careful analysis each year of external changes and internal data
to validate that the existing strategy should be continued for another year.
In Chapter 9 we return to this use of operational performance data to in
form the annual strategy update meeting.

The two extremes of fine-tuning the existing strategy or introducing a
transformational strategy are not the only possibilities for implementing
strategic change. As we will discuss in Chapter 3, strategy usually consists
of several simultaneous strategic themes. One of these themes may require
dramatic revision, whereas the remaining ones require little or no change.
For example, Chase, while assimilating major mergers in the 1990s, learned
that its stated goal of "100% customer retention" was wrong; many existing
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customers, especially those with low asset balances, were unprofitable. So
Chase changed the goal for its customer relationship strategic theme to
"retaining assets" rather than "retaining customers," striving to keep only
profitable customers. Chase's strategic themes for corporate branding, opera
tions excellence, and developing employee capabilities remained unchanged.

SUMMARY

A company's executive team should meet at least annually to update strat
egy. At the meeting, the team reviews and reaffirms the company's mis
sion, values, and vision statements. It analyzes external and internal
information, and summarizes critical strategic issues in a SWOT analy
sis. If the executive team sees that major strategic and culture change
is required in the years ahead, it clarifies the need for change through
a strategic change agenda that it can communicate throughout the
organization.

If the existing strategy is still functioning effectively, the team may
choose to make only incremental changes to it. But given that all strate
gies have only a finite effective life-typically five years or less-the execu
tive team periodically draws on a wide range of strategy formulation tools
to develop a transformational strategy that will guide the company for
ward for the next several years.
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CHAPTER THREE

PLAN THE STRATEGY

THE STRATEGY DEVELOPMENT STEPS described in Chapter 2 are

the starting point for strategy execution. Managers performing these

steps reaffirm the mission, values, and vision of the organization, assess
current strengths, weaknesses, opportunities, and threats, and select a spe
cific course of action to achieve the vision's targets. But these steps end in
word statements that are generally too vague to be implemented success

fully. The process to plan the strategy~stage 2 in Figure 3-l----converts
statements of strategic direction into specific objectives, measures, targets,
initiatives, and budgets that guide actions and align the organization for
effective strategy execution.

In this chapter, we address the translation of the strategy into a strat
egy map, built around strategic themes, and an associated Balanced
Scorecard of measures and targets for each of the map's strategic objec
tives. (We will discuss the selection, funding, and management of strategic
initiatives in Chapter 4.) Developing the strategy map and Balanced
Scorecard addresses the questions and issues shown in Figure 3-2.

CREATE THE STRATEGY MAP

The strategy map provides an architecture for integrating the strategies
and operations of diverse units scattered throughout the enterprise. 1 (If
you are new to strategy maps and the Balanced Scorecard, see the brief
overview in the appendix to this chapter.) In our latest best practice, we
construct strategy maps upon strategic themes----collections of related
strategic objectives within the map~as illustrated in Figure 3-3.
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FIGURE 3-1

THE EXECUTION PREMIUM

The management system: Plan the strategy

Most strategic themes are vertical combinations of objectives that
originate in the process perspective, where the strategy is executed. A
process-based strategic theme can connect upward to customer and finan
cial outcomes, as well as downward to the enabling objectives in the learn
ing and growth perspective. Strategic themes, however, can also be defined
across a Balanced Scorecard perspective. For example, often companies
define a strategic theme that encompasses learning and growth objectives
for developing the employee capabilities, culture, and values to drive im
provements in customer-focused processes.

Strategic themes split a strategy into several distinct value-creating
processes. Each entity, of course, needs to customize its strategic themes
to its own customer value proposition-the heart of the strategy-as well
as the financial perspective's growth and productivity objectives. For ex
ample, one strategic theme in Figure 3-3 focuses on improving productiv
ity and customer loyalty through operational excellence whereas another
theme features growth through innovation. Clearly both are important,
but each requires a different approach to execution.
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FIGURE 3-2

The strategy translation process model
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Strategic themes, such as the three shown in Figure 3-3, generally de
liver their benefits over different time periods. Cost savings from improve
ments in operational processes deliver quick benefits (six to twelve months).
Changing the customer value proposition and improving customer rela
tionships accrue benefits in the mid-term (one to three years). Innovation
processes generally take longer to produce revenue and margin improve
ments (three to five years). All the themes are critical to the strategy. A
strategy that ignores long-term innovation in order to create short-term
profitability is not sustainable. A strategy that ignores the customer rela
tionship is not practical. A strategy that ignores short-term operational
improvements cannot deliver on product, customer, and financial com
mitments. A strategy map, organized by several parallel strategic themes,
enables companies to simultaneously manage short, intermediate, and
long-term value-creating processes. By constructing a strategy map based
on a collection of strategic themes, executives can separately plan and
manage each of the key elements of the strategy and yet still have them
operate coherently. The themes that cross functions and business units
also support the boundaryless approach necessary for successful strategy
execution.

To examine a strategic theme in more detail, consider Figure 3-4, which
shows a theme-revenue growth through innovation-of NeoSystems, a

company that competes through product innovation. The company offers
state-of-the-art technology embedded in new product releases for its tar
geted customers. NeoSystems expects to earn high customer loyalty, mea
sured by customer retention and account share, from its innovative

offerings.2 The company's hypothesis embedded in the strategic theme is
that it can create sustained customer loyalty by continually improving the
product development process so that it can be the first to market with in

novative products. The key process for delivering this value to customers
is to excel at reducing the product development cycle.

NeoSystems' ability to excel at rapid product development depends on
the quality of its technical staff, especially their technological expertise
and ability to integrate new technologies from multiple disciplines into
final products. The company will implement a new hiring and develop
ment program to recruit the requisite talent. But the most important em
ployee qualifications are length of tenure at NeoSystems. Experienced
employees understand 'the company culture and can draw upon their
prior product development experience. NeoSystems specifies "key staff
retention" as a foundational learning and growth objective for the innova
tion strategy.
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Innovation strategic theme at NeoSystems

MeasuresTargetInitiatives

• Annual revenue growth

+25%xx

Financial Perspective

• Percent revenues30%xx

from new productsInput
• Strategic change

• Customer retention80%• Relationship management
agenda Customer

program

• Strategic themes

Perspective
• Share of account

40%• Gain-sharing program

• Value gap
• First to market

75%• Annual industry show program
• Strategic issues Process• Time to market

9 months• Development cycle time
• Direction statements

Perspective
reengineering

• Do-wells • Specialized competency

100%• Competency model
Learning availability• New hiring program
and Growth

Perspective

• Key staff retention95%• Supervisory training
• Benefits program

eagleflyfree



74 THE EXECUTION PREMIUM

The strategy map of NeoSystems' innovation theme articulates the

causal assumptions underlying its strategy. In subsequent steps (also shown
in Figure 3-4), NeoSystems will translate the strategic objectives on its

strategy map into a Balanced Scorecard of measures that clarify and make
operational the meaning of the words used to define each objective. Tar
gets establish clear expectations for each measure's achievement. The

strategic initiatives identify the action programs and resource require
ments for the company to achieve the targeted performance.

Figure 3-5 shows the strategy map for Nemours, the children's health

care organization introduced in Chapter 2. The map is displayed as a
"strategy house" supported by four strategic themes: impact and commu
nity, service and quality, efficiency and environment, and people and
learning. The strategy map contains three to four objectives for each of its
four strategic themes. The strategic themes provide a structure for easily
communicating the strategy within and outside the organization and for

developing measures, targets, and initiatives that promote performance
and accountability.

The execution premium earned by Nemours' use of the strategy man

agement system, based on the strategy map shown in Figure 3-5, is sum
marized in the insert.

NEMOURS' EXECUTION PREMIUM

Total revenues increased 6.4 percent from June 2006 (pre-BSC) to
June 2007 (post-BSC), and the percentage of receivables paid
within four months increased markedly.

• Patient satisfaction increased by 10 percentage points (measured in
a formal survey of all hospital population segments).

• Training to improve staff friendliness, efficiency, and effectiveness

led to a 30 percent increase in calls for doctor appointments during
the first half of 2007.

• Full implementation of an electronic medical record (EMR)
produced a 15 percent increase in on-time patient immunizations
(in one year) and a 30 percent reduction in documentation time.
Standardization of clinical practices increased because of BSC
driven improved cross-functional cooperation and communication.

Case Study on Strategic Themes: Luxfer Gas Cylinders

In Chapter 1we describe the convening of the Luxfer Gas Cylinders (LGC)
management team in 2002 to formulate a new strategy. It translated the
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FIGURE 3-5

Nemours' strategy map organized by strategic themes
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strategy into what it called a strategic road map (see Figure 3-6) organized
by five strategic themes. LGC's president, John Rhodes, described the ra
tionale for strategic themes: ''A theme is a principal melody that recurs
throughout a composition. It's an essential series of notes around which
other musical embellishment occurs. If it's well composed, the theme is
the part that's easy to remember-you can hum or whistle it. And that
memorable quality is crucial not only in music, but also in organizational

dynamics. You can't whistle a symphony. For that, you need an orchestra.
If the orchestra is in tune and the individual players stick to the same
theme and work together as a team, the result can be wonderfully melodi

ous and pleasing. Our BSC strategy map is our road map and our sheet
music."3

LGC's management team recognized that the company needed differ

ent value propositions for different product groups in different markets.
The map incorporated a customer value proposition based on opera
tional excellence for its traditional high-volume market. The map in

cluded other themes to address the opportunities in markets that valued
complete solutions and deep supplier relationships, as well as those that
valued products incorporating innovative new technologies.

LGC's five strategic themes--customer focus, innovation, image/brand
ing, operational excellence, and learning and growth-are described next.

The "Customer focus" theme highlights creating value by providing
complete solutions and superior service. Luxfer wanted customers in this
market segment to regard it as the best supplier, not necessarily the low
price supplier. For example, objectives in this theme for alternative fuel
vehicle (AFV) products include compressed natural gas vehicles, fuel dis
tribution systems, and hydrogen applications. Luxfer's best-supplier strat
egy means developing a superior value chain with targeted downstream
value-added partners and offering exceptional service in terms of reduced
lead times, flexible product development, and competitive pricing.

The Innovation theme encompasses creating value through product
innovation. Its goal was to focus the organization on quickly identifying,
selecting, and commercializing new products. The objectives in this theme
help LGC address questions like the following:

Have we developed the processes for market sensing, and all the
other new product development design processes?
Are we in tune with our customers and the entire distribution chan

nel? For many of our products, we're two or three layers from the
end user.
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• Have we learned to ask the right questions so that we can develop

new products that the market values? Or should we just tweak last
year's model?

• Will we make money at it?

Initially, the marketing department owned the "Image/branding"
theme. Over the next five years, however, the theme became more cross

functional and expanded its fOCllSbeyond marketing to concentrate on
how to change Luxfer from an operationally focused company into a
market-led one. The objectives of this theme include building and leverag
ing the LGC brand, developing new products, and being easy to do busi
ness with. These broad objectives span multiple departments and regions.

The "Operational excellence" theme emphasizes cost reductions for
high-volume, commoditized products. For these products, competition is
not about superior product technology or being the supplier of choice;
business is won on price, safety, consistent quality, and reliability. It also
requires initiatives to drive world-class manufacturing, quality systems,
and supply-chain and cost improvement through new capital expenditures.

LGC realized that it could not deliver an operationally excellent value
proposition with processes designed for product leadership and innova
tion. The company adopted a "focused factory" approach so that each of
its worldwide plants would concentrate on one of the value propositions.
For example, it moved the production of all the low-margin aluminum
cylinders into plants designed and optimized for high-volume production
of mature products.

The "Learning and growth" theme includes objectives related to envi
ronment, structural alignment, performance management, company val
ues, and pride. It emphasizes how LGC deals with its people and how
people deal with each other.

Note that LGC's themes are based on activities and core competen

cies, not functions. Marketing is not a theme, but "Customer focus" is.
Human resources is not a theme, but "Learning and growth" is. Themes

do not replace functions.
Candidly, not all managers walked the talk after they returned to their

local regional units. Several reverted to their narrow regional or func
tional focus. As Rhodes anticipated when launching the new strategy in
2003, he had to do some housecleaning and make management changes.

The remaining executives clearly understood the global strategic priorities
and committed themselves with actions as well as words to the new strategy

based on cross-functional themes. Rhodes' willingness to take tough,
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Luxfer Gas Cylinders' strategic road map, organized by strategic themes

Vision: Setting the standard worldwide

Mission statement: Luxfer Gas Cylinders will respond to our customers' needs by providing
the most innovative products and services in the gas containment marketplace.

Strategic intent: "Together, we will exploit our strength in operational excellence by driving
our strategic efforts toward growth, customer focus, and innovation to maximize profit."

Achieve sales revenue of £__ per year with a minimum ROS of _% through organic growth by 2007.

Penetrate the service market.

Expand our presence in
SCBA market globally.

"Provide me with the
product/service/system
that meets my needs

wherever I am."

"Make it easy for me to do
business with Luxfer."

2. Innovation

Exploit product leadership
to grow sales revenue in

medical market.

Exploit 7000 series
leadership position.

"Provide a lighter-weight,
more compact, tailored
gas containment and

delivery system."

3. Image/Branding

"I want Luxfer."
"Provide me with a safe,

low-cost product that meets
my quality requirements."
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Share and implement best practice across the division.

Clear,consistent, and relevant
messages communicated
inclusively that celebrate

our successes.

Strengthen our internal
marketing expertise to
support our strategic

direction.

Make low-margin products
in low-cost places.

Provide resources and
structure necessary to

implement the divisional
strategic priorities.
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especially end users
worldwide.

Identify, select, and
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and services quickly.

Ensure that we have the right
people in the right positions
at the right time throughout

the organization.

Create an environment
that demands everyone

focus on customer
needs.
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decisive action to counter organizational inertia and the resistance to

change from several individuals provides another example of how suc
cessful strategy execution requires strong leadership at the top.

Case Study on Strategic Themes in the Public Sector:

The Strategy Map for Brazil's Economic Development

The Confederation of National Industries (CNI) in Brazil has led one of

the most innovative and complex applications of theme-based strategy

maps. CNI is an association of private-sector organizations seeking to im

prove the competitiveness of Brazilian industry. CNI lobbies for a better
business environment, pro-market economic policies, good regulations,
and a sound investment climate.

Jorge Gerdau, chairman of the Gerdau Steel Group and member of a
CNI board, in a conversation with CNI president, Armando Monteiro,

about the long-term perspectives of Brazil and the role of the private sec
tor, suggested the use of the Balanced Scorecard to help push an agenda
for growth. They wanted to reverse the continued poor performance of the
Brazilian economy over decades. GDP growth had averaged only 0.7 per
cent per year, a growth rate that would require one hundred years for Brazil
to reach the per capita income currently enjoyed by countries like Portugal.
The low growth of the economy hindered Brazil's capacity to generate

jobs and to foster the development of a fairer, equal-opportunity society.
Gerdau had already led a highly successful, Balanced Scorecard Hall

of Fame program at Gerdau Steel.4 He believed that a strategy map and
scorecard at the national level could clearly define a coherent economic
and social development agenda for Brazil that could be translated into ac
tion. CNI appointed its main policy advisory council, The National Industry
Forum, to define the agenda and develop an execution program. Led by a

consulting team from Symnetics, The Forum's fifty business leaders pre
pared an initial strategy map design for Brazil's economic development. They
then shared the map and received feedback from more than three hun
dred people, including employees in The Forum companies, CNI councils,
and staff. They produced a revised strategy map, as shown in Figure 3-7.

Brazil has a population of almost 200 million people. Yet its strategy
map for sustainable social and economic development fit on one piece of
paper. The label at the top of the map describes the vision that inspires the
strategy: "Sustainable Economic Development" for the country. The map
translates the vision into five tangible results, which are the high-level ob
jectives for the strategy (the public-sector version of shareholder value):
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FIGURE 3-7

Economic development strategy for the country of Brazil
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• Economic growth reaching annual levels of 5.5 percent by 2010 and

7 percent by 2015
• More jobs and income for the citizens

An increase in the quality of life
• A decrease in social and regional inequalities

Expansion of businesses that generate sustainable value

Shown below these five high-level objectives are the strategic outcomes

expected to deliver the desired results. CNI believed that only the private
sector can generate sustained economic growth: "A climate which is unfa
vorable to investments discourages business persons and creates obstacles

for generating the jobs that will finance social expenses and services for
the benefit of society. Corporations are the engine of growth."5

For Brazil to achieve the desired results, the strategy map indicates a

requirement to create a "clear market positioning" for Brazilian compa
nies. The positioning would be measured by several business outcomes,
including the following:

• Competitive and quality products
• Innovative products and services

Products and services with higher aggregate value
• Recognition of Brazilian brands

Accelerated growth of industrial output
• Increased participation by Brazil in global trade

The outcomes are driven by five drivers, or strategic themes: expansion
of the industrial base, international insertion, management and productiv
ity, innovation, and social and environmental responsibility. Supporting
the key processes within these five strategic themes is a set of enablers,
which the CNI collected under the theme, "Built on Our Development
Bases," an equivalent to the BSC learning and growth perspective. This
included infrastructure, availability of resources, entrepreneurial leader
ship, institutional and regulatory environment, and education and health.

The strategy map described in Figure 3-7 provides the overall architec
ture but by itself is not sufficient for execution. That requires another
level of detail. Figure 3-8 shows how, for the innovation theme, the proj
ect team developed specific strategic objectives and the cause-and-effect
linkages between them. The innovation theme is designed to create country
level results--economic growth, more jobs and income, and expansion of
businesses that generate value-through two business outcomes: innovative

eagleflyfree



PLAN THE STRATEGY

FIGURE 3-8

Cause-and-effect relations for Brazil's innovation theme
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products and services, and products with higher aggregate value. These
outcomes link to innovation programs and several learning and growth
enablers. The cause-and-effect logic illustrated in Figure 3-8 clearly de
Jnes the set of activities and their interrelationships required to execute
the innovation theme of the strategy.

This succinct description of Brazil's economic development strategy
enabled the nation's leaders, for the first time, to clearly communicate the
desired direction for the country. More than twenty thousand copies of
the "Brazil Economic Development Strategy Map" have been printed and
distributed. It has been presented on TV shows, radio, and newspapers
and to targeted audiences including national ministers, supreme court

justices, universities, and the business community.
CNI recognized that implementing the national strategy would re

quire the cooperation of a broad audience. It created a new unit, called
Institutional Relations, and redefined the role of its Operations Unit, with

both reporting directly to the CEO. This change in structure had two
goals: to increase the effectiveness of the strategy execution process and
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to deliver on the strategy map objective to build stronger coalitions with
various stakeholders (such as government ministries and entrepreneurs)

by aligning their efforts and putting pressure on them to accelerate the
implementation of strategic projects. Jose Augusto Coelho Fernandes, ex
ecutive director of CNI, observed, "The strategy map goals are beyond
CNI's internal goals. It is a strategy for industry and for the country. As
the execution is not under CNI's control, its main result will be that we

can look back and say that we did our best. We could not control the re
sults but we had a strategy and we managed it to be successful. The strat

egy map will certainly increase the probability of strategy implementation
regarding social and economic outcomes."6

In summary, strategy maps provide a clear picture of both the desired
outcomes of the strategy (in the financial and customer perspectives) and
the critical processes and enabling infrastructure (people, systems, and cul
ture) required to achieve those outcomes. When strategic themes are used
as foundational building blocks, the strategy map becomes easier to com
municate and understand. The themes more clearly indicate the causal

hypotheses within the strategy and also provide a powerful structure for
resource allocation, accountability, alignment, and reporting.

SELECT MEASURES AND TARGETS

The strategic themes clarify the logic of the strategy. They subdivide the
overall strategy into logical, manageable, and understandable substrategies
consisting of linked objectives within each theme. The next step in the
strategy planning process establishes measures and targets for each objective.

Selecting Measures for Strategic Objectives

Our original objective when introducing the Balanced Scorecard in 1992
was to provide managers with a broader (more "balanced") set of measures
for driving long-term value creation. Our interest in measurement as a way
to drive performance improvements arose from a belief articulated more
than a century earlier by a prominent British scientist, Lord Kelvin: "I often

say that when you can measure what you are speaking about, and express it
in numbers, you know something about it; but when you cannot measure it,
when you cannot express it in numbers, your knowledge is of a meager and

unsatisfactory kind."7 If you cannot measure it, you cannot improve it.
We believed that measurement was as fundamental for managers as

Lord Kelvin believed it was for scientists. If companies are to improve the
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management of their customer relationships, their operational and inno
vation processes, and their intangible assets (such as people, systems, and
culture), they need to integrate the measurement of these items into their
management system.

Strategic objectives and strategy maps clarify, in words and diagrams,
the organization's objectives for the delivery of short- and long-term per

formance. But following Lord Kelvin's advice, we still need to make
strategic objectives more meaningful and actionable by selecting mea
sures for them.

For example, consider Figure 3-9, which shows the strategy map for a
bank's customer management strategic theme. For each strategic objective
on the map, managers must select at least one measure. The act of mea
surement reduces the inherent ambiguity of language, such as, "Increase

FIGURE 3-9

The Balanced Scorecard provides actionable measures and targets
for the customer management strategic theme
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consumer confidence in our financial advice" and "Create organization
readiness." Measures and associated targets express the objective in spe
cific terms and enable the tracking of the organization's progress in
achieving that strategic objective.

We remain committed to the importance of measurement. We have
written extensively about it in our earlier articles and books. At this time,

however, we don't have a great deal new to say about measurement. The
focus of this book is to embed the performance measurement system into
a comprehensive and integrated system for managing strategy and opera
tions. So rather than recapitulate our prior writings on selecting measures,
we refer you back to two earlier books-The Balanced Scorecard and
Strategy Maps-where we discuss measurement in considerable detaiI.8

Selecting Targets

In developing targets for Balanced Scorecard measures, managers face
the challenge of splitting the value gap established at the highest level
(e.g., shareholder value) into logically consistent targets for customer, pro
cess, and learning and growth metrics, such as the performance of critical
processes and the capabilities of key employees. Targets are consistent if
their achievement will enable the company to close its value gap and
achieve the outcome specified in its vision.

In contrast to our extensive writings about measurement, we have not
written a great deal about how to set targets for measures. Selecting tar
gets is a difficult task, although we have accumulated some insights to

guide the process. Two techniques facilitate target setting: split the overall
value gap into targets for each strategic theme, and set targets within each
theme based on the cause-and-effect logic of the strategy map.

Assigning the Value Gap to Strategic Themes

Target setting originates in the vision statement, when the leader sets a

high-level stretch target-a BRAG-for the organization. The target cre
ates a value gap between aspiration and current reality: what would be
achieved by continuing with the status quo, including the existing strat
egy. The strategy must close this value gap.

Executives can split the value gap into subtargets for each strategic
theme. The themes create value in different ways, and, in aggregate, the
values created by the individual themes should sum to the overall value
gap. The targets established for each theme reflect the theme's relative im-
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pact on helping create and deliver the various components of the strategy.

For example, Consumer Bank, a composite of many retail banks we
have worked with, established a value gap to increase its current operating
income of $20 million by more than $100 million during the next five
years (see Figure 3-10). At first, managers and employees were incredu
lous about closing this ambitious gap. Splitting the target among three
strategic themes, however, enabled the company to demonstrate how the
gap could be closed if each theme contributed its assigned share.

First, Consumer Bank set a target for the operational excellence theme
to reduce the cost to serve each customer by 25 percent, while still delivering
more consistent services. Second, it established a target for the customer
relationship theme to raise revenue per customer by 50 percent by becom
ing the trusted financial planner for targeted customers and cross-selling
them multiple banking products and services. For example, customers
following the financial plan would purchase an integrated suite of financial

products and services, including time and savings deposits, lending pro
grams, insurance, brokerage, investments, and periodic financial planning
updates. Third, the bank set a target for the growth through innovation
theme to attract 400,000 new customers through superior performance
and innovative products. If each theme delivered its targeted perfor
mance, the ambitious value gap would indeed be closed.

FIGURE 3-10

Decomposing the value gap into financial targets at Consumer Bank
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Consumer Bank forecast that its three strategic themes would deliver

benefits over different periods of time, as shown in Figure 3-11. The oper
ational efficiency theme was expected to generate its cost saving benefits
relatively quickly, with 80 percent of the targeted savings realized in the
first two years. Revenue enhancements from deepening relationships with
existing customers would take somewhat longer, yielding most of the ben
efits in years 3 and 4. Growing the customer base through innovative new
products and an enhanced brand image would take the longest time.

The timetable for results, by strategic theme, enabled managers to cus
tomize each strategic theme's performance targets based on realistic esti
mates of the time required for each to deliver benefits. By the end of year
5, if all three strategic themes achieved their targets, the company would
reach its financial goal, specified in the value gap, for operating income to

increase by more than $100 million from the current $20 million level.

Case Study on Target Setting: Cigna Property and Casualty

Recall (from Chapter 2) the vision set forth by the Cigna Property and

Casualty division to achieve top-quartile industry profitability. With its
current position at the bottom of the fourth quartile, the division needed
dramatic improvements in its combined ratio, defined as the ratio of cash

outflows from expenses and claims payouts to cash inflows from premi
ums. Cigna P&C's combined ratio at the start of its journey was 140; the
ratio for a top-quartile performer was 103. Thus, Cigna P&C's new strat
egy had to close a combined ratio value gap of 37 points within five years.

Figure 3-12 illustrates how Cigna addressed the two high-level ques
tions all managers ask: where the dramatic improvements to cl0se the
combined ratio value gap would occur, and when these improvements
were expected to occur. The executive team split the overall strategy into

four strategic themes, each representing a relatively independent value
creating process. The team estimated how much each of the four themes

could contribute to closing the value gap, and the timetable for each
theme's progress during the five year horizon of the strategy. This first
pass showed the feasibility of achieving the vision's stretch target and laid
the groundwork for detailed thinking about the objectives, measures, and
targets within each of the four strategic themes.

Case Study on Target Setting: Ricoh

The experience of Ricoh provides another example of splitting a value gap
into smaller, achievable sub strategies at the start of the strategic planning
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Establishing the value time line at Consumer Bank
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FIGURE 3-12

THE EXECUTION PREMIUM

Cigna decomposed its combined ratio value gap into four themes
around which they developed realistic stretch targets

The corporate goal was to
reduce the combined ratio by
37 points in five years.

Strategic

1

process. As described in Chapter 1, Ricoh uses a formal planning process
based on three-year plans, known as the Mid-Term Plan (MTP). In plan
ning for the fifteenth MTP (encompassing April 2005 to March 2008),
Chairman and CEO Susumu "Sam" Ichioka established an ambitious

revenue growth target and mobilized four strategic teams to define key
strategies and ultimately targets for each to achieve the aggregate sales
target. Ichioka's ambitious challenge created a strong sense of urgency
throughout Ricoh's leadership team.

Figure 3-13 summarizes the key elements of the strategy. The small

matrix in the upper-left corner illustrates the simple logic of the strategy:
growth through a combination of organic growth, new customers, new
channels, and new products and services. The first strategic theme was
"Organic growth," to be achieved by improving the quality of sales of ex
isting products and services through current dealers and direct channels.
The second theme, "Channel expansion," focused on the incremental sales

generated by the addition of new dealers. "New products," the third theme,
would generate growth by introducing new products and services to the
dealer network, and the fourth theme, "New channels," would generate
sales from new markets and alliances.
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FIGURE 3-13

Ricoh decomposed its value gap into four themes
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Over the next three years, the four strategies in aggregate would de
liver sales growth sufficient to close the value gap established by the CEO.
With key executives leading each of the four strategic themes, Ichioka had

effectively mobilized the organization to formulate a new strategy to de
liver breakthrough performance.

Using Cause-and-EjJect Logic to Set Targets

The targets for each strategic theme need to be further subdivided into
targets for the strategic objectives within the theme. The target for objec
tives within a strategic theme should not be set in isolation. Each target
should be related to targets for other theme objectives in a chain of cause
and-effect logic.

Consider the customer service strategic theme illustrated in Figure

3-14. The target-setting process (shown on the right) starts with the value
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FIGURE 3-14
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gap-a 50 percent improvement in net income-that the strategy must close.
The theme's financial subobjective is to increase revenue per customer by
20 percent. This increase will contribute to achieving the targeted improve
ment in net income. From the many strategies that could accomplish this
goal, the organization decides to focus on increasing customer retention
by providing higher levels of responsive personal service. The improved
customer service, in turn, requires an increase in the competency of the
staff, an objective that can be achieved by reducing the departure of high
quality people. The linked hypotheses are that a 20 percent reduction in

key employee turnover will deliver a 30 percent improvement in service
levels. Such service improvements will reduce customer turnover by 25
percent, which, in turn, will generate the desired 20 percent increase in
revenue per customer.

The cause-and-effect links in Figure 3-14 provide a bottom-up, clear,
logical test of the strategy's feasibility. If the company deems the pro-
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posed strategy to be feasible, it launches the cause-and-effect scenario by
developing initiatives to reduce turnover of key employees, which should
create the sequence of events culminating in reduced customer churn and
increased revenue of the desired amount.

Benchmarking Targets

Establishing the specific targets for the various strategic objectives re
mains a judgment call, especially the first time through the process. As or
ganizations gain experience with a measure, they will better understand
its properties and feasible rates of improvement.

External benchmarks for performance measures can be useful, but

they need to be treated with care to ensure that the company's circum
stances are comparable to the conditions under which the external per
formance occurred.9 For the example illustrated in Figure 3-14, external

benchmarks would likely be available for measures in all four perspectives.
The company could attempt to learn, from public data and trade associa

tion or consultants' databases, the percentile performance it is trying to
achieve in those measures. Are the targets at the 75th percentile perfor
mance level, or the 99th percentile level? These data establish the degree
of stretch in the company's targets, assuming that circumstances are simi

lar between the company and those in the external benchmarking survey.
Private-sector companies start their external benchmarking in the finan

cial perspective. Because most competitors are likely to be public compa
nies, the company has ready access to the detailed financial performance
of others in its industry. Companies should strive for performance that
will make them among the best in the industry in metrics such as return
on capital, revenue growth, operating margins, and productivity. They
should strive to be number 1 or 2 in such measures, or at least to achieve

top-quartile or top-quintile performance, especially if their current per
formance is less than the industry median. Public-sector or nonprofit en
terprises often access public data on financial performance of comparable
organizations, such as ratios of operating expenses to the spending that
directly benefits constituents.

Some customer outcome metrics, such as improvements in market
share or growth in account share, are, by definition, externally focused
and benchmarked against competitors. Companies can also ask key cus

tomers to rank their performance relative to that of competitive suppliers.
The stretch target for that metric would be "to become (or remain) our
customers' number 1 ranked supplier."
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Companies with large numbers of homogeneous outlets, such as retail
store chains, hotels, banks, and quick-service restaurants, can use statistical

analysis to determine their targets for processes and employee capabilities.
This is an example of internal benchmarking. For example, we describe in
Chapter 6 how a Canadian bank used multiple regression analysis on data
collected from its hundreds of branches to set targets for each branch.
The coefficients from the regression analysis measured the rates of in
creases in profitability, customer satisfaction, and loyalty that are associated
with improvements in process performance and employee satisfaction.
The bank used these coefficients proactively to estimate the levels of pro
cess and employee performance that were required, branch by branch, to
yield the desired levels of customer and financial performance.

Companies can also use external, best-in-class benchmarks as targets
for their process metrics, especially those related to the cost, quality, and
cycle times of key processes. For example, suppose a retail bank has iden
tified the approval of mortgages or loans as a key process. The bank might
set a target to offer the shortest response time-from customer applica
tion to credit approval-in the industry. Another bank might strive to
match or exceed the lowest ATM downtime percentage in the industry. Or

a bank might wish to have the highest yield of new customers acquired
through its promotional activities. For an innovation process, a manufac

turing or software company might set a target of having the shortest
product development times in the industry, measured from the time of

idea generation to the time of commercial product availability. To use
such external benchmarks for these key processes, of course, the company
must have access to industry or trade association data, subscribe to a

benchmarking service, or lead or participate in benchmarking studies.

Case Study on Target Setting:
Vista Retail

Vista Retail (disguised) uses internal benchmarking among its large num
ber of retail outlets to establish targets for its Balanced Scorecard mea
sures, which include the following:

• Earnings before interest, taxes, depreciation, and amortization
(EBITDA)

Revenue per outlet compared to competitors
• Customer loyalty
• Employee loyalty
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Annually, Vista compares the performance of each of its more than
one thousand outlets to that of the top performer for each measure. The
difference between the two is the gap to perfection, a portion of which
must be closed during the next year. Vista sets a corporate target for its

properties to close the gap to perfection by a specified percentage-say, 25
percent-each year. For example, suppose a low-performing outlet has a
current score of 45 on a particular metric, whereas the best performance
score for a comparable property is 89. In this case, next year's target for
the low-performing outlet would be

45 + [0.25 x (89 - 45)] = 56

This approach acknowledges that Rome was not built in a day. Each

outlet has stretch, but still achievable, goals. Vista's gap-to-perfection tar
get-setting process also recognizes that it may be more difficult to realize
improvements as outlets approach performance perfection. An outlet with
a current rating of 75 would have next year's target at 78.5, a much lower
percentage improvement than a low-performing outlet would be asked to
achieve.

In addition to setting the targets based on achievable performance
within its system, Vista identifies and studies the practices of its highest
scoring outlets. It then uses this knowledge to transfer best practices across
the organization (we discuss best practice sharing more extensively in Chap
ter 6). Thus, an outlet not only calibrates its own targets against those of

the best performers but also learns about the management practices of the
high-performance units.

Case Study on Target Setting:

Mobil US Marketing and Refining

Setting stretch targets for strategic theme metrics is one thing. Having

managers internalize the stretch targets and strive to achieve them is quite
another task, perhaps a stretch target in its own right. Several companies
have motivated managers to buy in to stretch targets by linking perfor
mance bonus percentages to the degree of stretch in the target.

Mobil US Marketing and Refining had managers establish targets for
each Balanced Scorecard measure and also estimate a performance factor

that represented the perceived degree of difficulty of target achievement. The
maximum index score of 1.25 occurred when the target represented best

in-class industry performance. An average target received a performance
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factor of 1.00, and a factor score as low as 0.7 would be applied when the

target represented poor performance or was deemed very easy to achieve.
Executives in the individual business units proposed the performance

factors for each measure and explained and defended them in a meeting
attended by the executive leadership team and the heads of shared-service
units. Collectively, this group had a great deal of knowledge about each
business and the degree of stretch in any proposed target, knowledge that
served to discipline the optimism that managers might otherwise have
built in to their performance factors.

Mobil US Marketing and Refining multiplied the performance factor

by the actual value of the measure to arrive at a total performance score,
in much the way a diving competition is scored. In a diving competition,
someone who attempts an easy dive may execute it flawlessly and be
awarded the top score of lOon artistic merit. But because the degree of
difficulty was low (say, 0.8), the total number of points awarded to the
dive will be low (8). Another competitor may try an extremely difficult dive
(triple reverse with two and a half spins, a difficulty factor of 2.8) and do
it satisfactorily but not perfectly (and receive a score of 7.1), thereby
earning a much higher total score (19.9) for the dive. Establishing per
formance factors based on degree of difficulty helps compensate unit
managers on a more level playing field, with the targets' degree of diffi
culty made comparable across diverse geographical and product units.

Another aspect of setting a stretch target is to reward managers even if
they fall a little short of achieving the target. Otherwise, managers will

sandbag the target, selecting one that they are quite confident they can
achieve, rather than risk falling a little short of a stretch target. 10 To miti
gate the sandbagging effect, the payoff should be nonlinear with perfor
mance, but not binary. Managers who fall, say, 10 percent short of the
target may experience a 30 to 50 percent reduction in payoff. But the par
tial payoff motivates managers to come as close to the target as possible,
even when they expect their performance to fall somewhat short of it.

As a brief extension of the Brazilian CNI strategy map (shown earlier
in Figure 3-7), the CNI team developed, for each strategic theme, a set of
measures and targets. For example, the measure for the strategic objective
"Foster innovation initiatives in companies" was "Private investment in
innovation as a percent of GDP." The team set a target for this measure
to increase the current level of 0.6 percent (in 2007) to 1.4 percent by
2015. The targets for many of the measures on the CNI strategy map
came from the actual experience of comparable but best-practice coun
tries around the world.
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SUMMARY

97

In this chapter, we plan the strategy, formulated during the process de
scribed in Chapter 2. First, we translate the strategy into theme-based
strategy maps, with linked objectives describing how value is to be created
\\ithin each theme. We also describe how to select targets for each strategic
theme, consistent with achieving the company's vision, and the targets for
each Balanced Scorecard measure associated with each strategic objective.

The use of a strategy map as the organizing framework is the distin
guishing feature of our strategy development and planning approach.
Most approaches to strategy development focus on the desired outcome of
the strategy. For example, the strategy describes the customer value
proposition that the organization intends to offer to satisfy the customer's
needs and also the niche in which the organization will compete. But the
statement of the value proposition does not address how it will be achieved.
Most of the popular approaches to business strategy define the what but
not the how. A complete strategy should define the what and the how-or,
in our terminology, the desired outcomes and the drivers of the outcomes.

The structure of a strategy map provides a comprehensive and logical
framework for designing and executing a strategy. The strategy map is a
managerial breakthrough that allows organizations to manage strategy
more effectively and to achieve the execution premium from a successful
implementation.
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APPENDIX, CHAPTER THREE

STRATEGY MAPS

A strategy map (see figure 3-Al) describes the process of value creation
through a series of cause-and-effect linkages among objectives in the four
Balanced Scorecard perspectives. 11

• The ultimate goal of an organization is to create long-term value for

shareholders (private sector) or stakeholders (public sector).
Organization value is created by satisfying a customer value propo
sition.

Internal processes create and deliver the value that satisfies cus
tomers, and they also contribute to the financial perspective's pro
ductivityobjectives .

• Intangible assets (people, technology, and culture) drive perfor
mance improvements in the critical processes that deliver value to
customers and shareholders.

The financial perspective describes the tangible outcomes of the strat
egy using familiar metrics such as return on investment, economic value

added, operating profits, revenue per customer, and cost per unit pro
duced. These outcomes or lagging indicators signal whether the strategy
is working to deliver tangible results to shareholders.

The customer perspective includes customer outcome measures, such as

satisfaction, retention, and growth, as well as metrics for the value propo
sition selected for targeted customer segments. The value proposition is
the heart of the strategy. It describes how the company will differentiate
itself in the eyes of the customer. It also defines the context for the rest of

the strategy. A value proposition based on achieving the lowest cost for

eagleflyfree



FIGURE 3-A1

The strategy map describes the way the organization intends to create value for its stakeholders
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customers requires excellence in very different processes and human capi
tal than does a value proposition intended to provide complete and cus
tomized customer solutions.

Together, the financial and customer perspectives in strategy maps and
Balanced Scorecards describe what the organization hopes to achieve: in
creases in shareholder value through revenue growth and productivity im

provements, and increases in the company's share of customers' spending
through customer acquisition, satisfaction, retention, loyalty, and growth.

The process perspective identifies the critical few business processes
that will satisfy the customer and financial objectives. Organizations per

form hundreds of processes, from meeting the payroll and publishing
quarterly financial statements to maintaining equipment and facilities
and inventing new products. Although all processes must be performed

adequately, only a few create the real differentiation for the strategy. The
strategy map should identify those key processes so that managers and
employees can focus on continually improving them.

The learning and growth perspective identifies the jobs (human capital),
systems (information capital), and climate (organization capital) that support
the value-creating processes. Taken together, objectives in two perspectives~

the process perspective and the learning and growth perspective-describe
how the organization will implement its strategy.

The strategy map's visualization of the causal relationships among
strategic objectives has been widely adopted and is the starting point for
all Balanced Scorecard projects.

NOTES
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ter than others have been led to expect.
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nization.

eagleflyfree



CHAPTER FOUR

STRATEGIC INITIATIVES

Launching the Strategy into Motion

IN CHAPTER 3, we described how to translate a strategy into strategic
themes, objectives, measures, and targets that represent what the organi
zation wants to accomplish. Strategic initiatives represent the how. New
ton's First Law applied to organizations states that an organization at rest
will remain at rest. Newton's Second Law states that a force is needed to

accelerate a mass into motion. Strategic initiatives represent the force that
accelerates an organizational mass into action, overcoming inertia and re
sistance to change. Strategic initiatives are the collections of tinite-duration

discretionary projects and programs, outside the organization's day-to

day operational activities, that are designed to help the organization
achieve its targeted performance.

-Although the need for linking the long-term strategy to immediate ac
tion plans seems obvious, our survey of management practices, reported
in Chapter 1, indicates that 50 percent of organizations do not link strat
egy to short-term plans and budgets. A senior executive summarized
many executives' frustration with the lack of strategic alignment between

strategy and action plans when he said, "Half my initiatives achieve
strategic goals. I just don't know which half."

Organizations use three processes to manage their portfolios of stra
tegic initiatives, as summarized in Figure 4-1: select initiatives, provide
resources for them, and assign accountability for executing them. We dis
cuss each in turn.
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FIGURE 4-1

THE EXECUTION PREMIUM
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CHOOSE STRATEGIC INITIATIVES

A strategic plan requires the coordinated management of multiple initia
tives across the company, including processes that cross functions and
business units. Yet in our original conception of the Balanced Scorecard,
we encouraged companies to select initiatives independently for each
strategic objective. Companies could perform a financial return analysis,
such as net present value or return on investment-often combined with

nonfinancial criteria, such as project risk, project duration, and cross-unit
impact-to obtain a weighted index for ranking proposed initiatives. We
came to realize, however, that selecting initiatives independently for each
strategic objective ignored the integrated and cumulative impact of multi
ple related strategic initiatives.

Initiatives should not be selected in isolation from each other. Achiev

ing a strategic objective in the customer or financial perspective generally
requires multiple and complementary initiatives from various parts of the
organization, such as human resources, information technology, market
ing, distribution, and operations. We continue to recommend, as shown in
Figure 4-2, that each nonfinancial objective have at least one initiative to
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A portfolio of strategic initiatives should be developed for each theme
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drive its achievement but also that the initiatives be bundled for each

strategic theme and considered as an integrated portfolio.
The customer management strategic theme shown in Figure 4-2 re

quires that the entire collection of initiatives be implemented if the theme
is to achieve its performance objectives. For example, improving human
capital readiness requires two initiatives: one to develop relationship

management skills among employees, and the other to get employees ac
credited as certified financial planners. If these two initiatives are exe

cuted, they will achieve the target of 100 percent human capital readiness
for employees who serve targeted customers.
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However, if the initiatives for the other objectives are not effectively
executed, the overall performance for this strategic theme will be degraded.
Human capital readiness must be accompanied by the availability of new
product offerings, new customer-centered information systems, and a
new incentive system that will reward employees who create and grow com
plete customer relationships. A comprehensive program of managing port
folio initiatives requires the simultaneous implementation of all initiatives
within a theme; any individual initiative is necessary but not sufficient.

Many companies can justifiably argue that they already have too many
initiatives under way and that they don't have the financial or human re
sources to take on entire portfolios of new ones. But this is exactly the

reason companies should first develop their strategy and strategic themes
before deciding which initiatives they will accept. Consider, for example,
the situation in the late 1990s in the online banking division of Wells

Fargo.1 This division was already the market leader in online banking and
was continuing to experience explosive growth. Employees provided a
continuing source of new initiatives, each of which seemed attractive, to
support the division's rapid growth and market leadership position. At
one point, the division had more than six hundred initiatives under way,
and the senior management team met for a half day each week just to re
view and approve newly proposed initiatives, monitor the progress of ex
isting ones, and decide which ones to cancel and how to reallocate people
and funds among the remainder.

We continue to see many companies operating with the same problem
of initiative explosion. It is a natural consequence of treating proposal and
selection of initiatives as a sequence of individual and independent deci
sions, one that is not guided by a strategic framework. Companies get an
immediate benefit from creating their first strategy map when they perform
an initiative review and rationalization process, as shown in Figure 4-3.

In this exercise, managers create a matrix (a two-dimensional table)
with BSC themes and objectives as rows, and existing initiatives as columns.

For each existing initiative, they identify (with an x in the appropriate cell)
those themes and objectives that are expected to improve significantly if
the initiative is successfully completed.

As shown in Figure 4-3, one existing initiative has no impact on any
strategic theme. Our experience suggests that as many as 20 to 30 percent
of existing initiatives have this characteristic. These initiatives are prime

candidates for consolidation or deletion, unless they are necessary to com
ply with regulatory requirements or provide short-term (less than a year)
tangible financial paybacks through local operational improvements.
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Companies test the alignment of their initiatives to strategic themes
and objectives

,
Programs/Projects

~C

'l5

a.
E
Q)

0
S2~

.•..

C IIIGlIII~~C Q)

0"0>-
~Cl

'cQ)
Q) Q) Q)

E c
~III; m
"0 c_cGi ~•! .2'
o Cl
::l Q)B c.•.•cco 'i:
E 2
Q)

0"0 :S~
C.l ::l

'O.a
>

::l III
••..•C.c(ll

::l ••..•o 0
:;::lIII .- Q) ••

-g'E
c C.l

(llStrategic Themes/
C.l Q)Q) c c- 'zjC.l

e"O
ili 'OJ
•• Cl
Q) (ll

(ll ::l
:;::l

~g.
•• Q)c •.::l ••

Initiative Portfolios Q. ~en:' "0 ::l

Q. E
.- .•..uS:E_C'

lI- III

Enhance Service Delivery LL• Objective 1

XX

• Objective 2

Initiative

serving noGrow Partner Relationships

themes

• Objective 3

Xrr X
• Objective 4

Drive Future Value

X• Objective 5

Meet Regulatory Standards ~Theme:rwith noinitiatives-------Grow our customer focus capabilities• Objective 7

XX

• Objective 8

This initiative rationalization process, which should be done as soon
as the strategy map has been created, produces immediate financial sav
ings that generally more than pay for the cost of implementing the BSC
project. In the Wells Fargo online banking division, consolidating and
delegating operational initiatives to various business and functional units
reduced the number of initiatives actively supervised by the executive
team from more than six hundred to about a dozen.

Similarly, despite having three or more times as many initiatives as ob
jectives, companies find that some objectives may have no existing initiatives
designed to improve them. These gaps identify the need for new strategic
initiatives. Some of the best initiative ideas come from frontline employ

ees. Once employees learn about the strategy through active communica
tion of the strategy map and Balanced Scorecard, managers encourage
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and solicit them to generate new initiative ideas that can help the organi
zation achieve its performance targets.

A designated group (typically a theme team, to be described in the
next section) reviews all the new proposals that have been accumulated
and conducts a formal assessment and ranking process.2 Many organiza
tions now have a standard initiative proposal template that includes the

following:

• Description of the initiative
• The strategic theme or objective it is intended to support
• The expected results
• Resource, cost, and time requirements

The team then applies a formal process to evaluate and rank the initia

tives. Figure 4-4 shows a typical process to screen existing and proposed
initiatives and arrive at a quantitative score. The process has three crite

ria: strategic fit and benefit (weighted 50 percent), resource demands
(weighted 30 percent), and organizational capability and risk (weighted
20 percent). Of course, each company should choose its own criteria and
relative weighting.

Figure 4-5 describes a typical weighting scheme used to score an ini
tiative on the three criteria in Figure 4-4. After scoring and ranking all

FIGURE 4-4

Scoring each initiative facilitates comparison

Iflput

1 Candidate

I projects I
1 _

Organizational Capability (Risk)

• Confidence in ability to deliver
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Output

Scored
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• Cost to implement
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Scoring model:

• Each initiative is ranked against all of the criteria.
• The rating is then multiplied by the criterion's weight.
• The scores for the criteria are added together for the total score.
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FIGURE 4-5

Scoring initiatives for a strategic theme's portfolio

109

Each initiative is scored on a 1 to 9 scale for the three criteria. Each criterion is weighted.
The initiative's criterion score is multiplied by the criterion weight and summed across the
criteria to arrive at a total score. The higher the score, the more promising the initiative.
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potential initiatives, the project team refers all the initiatives and their
scores to a leadership team for final discussion, debate, and selection. The
final approved list contains the critical few strategic initiatives that will be
funded to drive performance.

At Canadian Blood Services, project teams score proposed initiatives
for each strategic theme based on strategic fit, value provided, length of
time to yield benefits, total cost to implement, project team availability,
project risk, and depth and breadth of change involved (see Figure 4-6).
The first three elements have a double weighting, and all others have a

single weighting. This weighting places higher priority on initiatives with
the highest strategic fit and potential benefits. The remaining factors tilt
toward initiatives that will deliver benefits sooner, are lower cost, have a

project team available, are lower risk, and impose relatively little change
on the organization.

Case Study of Initiative Selection: University of Leeds

The University of Leeds, a UK.-based education and research institute
whose vision we briefly described in Chapter 2, has more than thirty
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FIGURE 4-6

Initiative scoring at Canadian Blood Services
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thousand undergraduate and graduate students.3 Upon becoming vice
chancellor, Michael Arthur recognized the need to develop a strategy that

would help the university achieve its vision of becoming a top 50 global
university by 2015. The university's strategy team developed the strategy

map shown in Figure 4-7. The strategy placed equal importance on re
search and education, with the differentiating feature being the integra
tion of the two. Leeds based its strategy map on four strategic themes:

• Enhance our international performance and standing.
• Achieve an influential world-leading research profile.
• Inspire our students to develop their full potentia1.
• Enhance enterprise and knowledge transfer.

To accomplish its strategic theme of world-leading research, the uni
versity conducted a process to select the dozen or so centers of excellence,

which would receive targeted funding to launch them into world-class sta
tus. Figure 4-8 illustrates the structure used to implement the third theme,
"Inspire our students to develop their full potentia1." This theme would
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deliver on student expectations by providing an education that creates ca
reer opportunities and ensures that students learn from academics at the
cutting edge of discovery and knowledge creation. This theme has four
objectives:

1. Deliver excellent and inspirational learning and teaching: Teaching
programs are constantly developed to keep them up to date; pro
grams are reviewed against international norms and focus on the

development of lifelong learning skills for the student, including
several specialist opportunities such as international experiences,
workplace learning, and entrepreneurialism.

2. Translate excellence in research and scholarship into learning oppor

tunitiesfor students: The university's research is the foundation of

all teaching programs at all levels.
3. Provide an exceptional student experience: The university under

stands the student experience from the student's perspective and
clearly communicates this through a student partnership agree
ment.

4. Increase participation of those who can benefit: Introduce a com
prehensive approach to recruit students from all areas, including
underrepresented and nontraditional students.

The University of Leeds project team quantified these four objectives
with five measures, setting stretch targets for each, as shown in Figure 4-8.
The theme's objectives, measures, and targets represent the combined
input, debate, and consensus of the various university stakeholders.

Having defined the theme's destination, the project team next identi
fied a set of programs to convert its strategic vision into reality. It bundled
the programs into one overarching strategic initiative, "Students really mat
ter," which would integrate the student perspective as partners and stake
holders in various academic structures. The specific programs within the
initiative included the following:

• Conduct a student satisfaction survey to provide the primary feed
back identified in the objectives and measures. The survey comple
mented a national survey used at other universities. The university
worked with the University Union to ensure that the demands of the
student population were acted upon .

• Improve the learning and teaching process through coordinated proj
ects designed to enhance the educational experience through, for
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University of Leeds strategy map (theme 3)
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example, new course development, quality assurance, and research
integration.

• Establish a student partnership agreement, a new, two-way process
clearly defining what students can expect from their courses and fac
ulty, as well as what the faculty can expect from the student.
Launch a peer mentoring scheme, a student-to-student program aimed
at successful induction and ongoing mentoring.

• Create a student portal, a technology-based initiative that would
provide online registration, enrollment, payments, and other core
learning and teaching functions.

The university's other strategic themes had their own sets of objec
tives, measures, targets, and initiatives. The new focus on executing the

strategy created enthusiasm and results. Vice-Chancellor Arthur de
scribed the early progress: "It is early days but the signs are promising ...
There is a new confidence about our campus which is both attracting fan

tastic new staff and persuading others to reject tempting offers from else
where ... The process of truly embedding the university's strategic goals
into the working lives of all our staff is our highest priority."4 The univer
sity's execution premium is summarized in the insert.

UNIVERSITY OF LEEDS' EXECUTION PREMIUM

· In November 2007, the THES-QC world university rankings
placed the University of Leeds as number 80, a jump of 41 places
in one year. 5

To summarize, strategic initiatives are the short-term actions that
launch an organization on a trajectory toward achieving its vision. The
company screens and selects strategic initiatives by assessing their impact
on achieving the targeted performance for strategic objectives and mea
sures. Each strategic theme requires complete portfolios of strategic ini
tiatives if its ambitious performance targets are to be achieved.

FUND THE STRATEGY

Linking strategy to action is not simple. The budget-the traditional man
agement control system-focuses on the performance and accountability
of responsibility centers (such as profit and cost centers) and functional
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departments. Each business unit, support group, and functional depart
ment has its own budget.

If the funding for strategic initiatives must come from these budgets,

the success of the strategy will be put in jeopardy. For example, consider a
company that requires the resources for a strategic initiative to upgrade
specific employee competencies to come from the training budget in the
human resource organization. The strategic initiative must compete for

resources with other projects that the HR department wants to support.
Such fragmentation of initiatives often dilutes and even destroys the ac
countability and funding required for executing the strategy. Instead of
having one strategy with one level of funding to support the necessary
strategic initiatives, a company's strategic initiatives draw upon multiple
funding sources that have fragmented ownership and accountability. It is
not unusual, in our experience, to see the execution of strategy fail be
cause a department canceled or deferred funding for a strategic initiative
to avoid overspending its budget.

Resources-people and funding-must be provided for each strategic
theme's portfolio of initiatives. Determining the quantity of resources for

each theme's portfolio generally involves a top-down process to establish
total funding levels, and a bottom-up process to select the specific initiatives

that will receive the funding. Figure 4-9 outlines the major components of
this process.

First, the executive team establishes a designated-and, ideally, re
stricted-pool of funds to support the initiative portfolios for all the stra
tegic themes. Business unit and functional managers, under pressure to
deliver short-term results, often reallocate funds from initiatives designed
to d::liver long-term results to initiatives that yield short-term improve
ments. If you don't segregate the funding, managers can view the portfolio
of strategic initiatives as discretionary and "nice to do" as long as short
term operations are delivering expected results. Managers with short time
horizons are easily tempted to delay or transfer funds from strategic ini
tiatives to focus available people, funding, and attention on improving
near-term operational performance.

Companies have long distinguished between operational and capital
funds to segregate spending that supports near-term improvements from

that required to provide benefits over multiple periods. They classify spend
ing in their financial system into either operating expenses (OPEX) or

capital expenses (CAPEX). As mentioned earlier, we believe that a third
category, strategic expenses (STRATEX), should be created to segregate
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FIGURE 4-9
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the resources required to implement initiatives that deliver long-term
benefits.

Capital budgeting generally applies to a proposed investr..ent in tangi
ble property, plant, and equipment. Managers perform discounted cash
flow calculations to assess whether future cash flow benefits from the in

vestment will repay the initial investment and the opportunity cost of
capital tied up in the investment. Capital budgeting works best when fu
ture cash flow benefits can be explicitly estimated from the new invest
ment, although newer approaches can quantify somewhat uncertain or
intangible benefits from investments in property, plant, and equipment. 6

STRATEX is designed to enhance the intangible assets that provide orga
nizational capabilities, such as training and customer databases. A formal
process to determine the level of STRATEX funding enables companies
to subject strategic initiatives to rigorous, disciplined reviews just like
those conducted for CAPEX spending on tangible assets. The estimated
impact of these investments on revenue growth and productivity can then
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be incorporated into the company's updated rolling financial forecast, a
topic we cover in Chapter 7.

For example, Nordea, the Nordic banking company we introduced in

Chapter 1, runs a separate process for planning and resourcing its strate
gic initiatives. After the annual planning meeting that updates the strat
egy, strategy map, and Balanced Scorecard, the Nordea executive team
identifies the strategic initiatives required to achieve the performance tar
gets on the BSC. It funds these with a separate budget allocation (its ver
sion of STRATEX).

Of course, all funds, whether for operational, capital, or strategic pur
poses, come from a single source: the company's cash account. A com
pany cannot spend unlimited amounts on new and expensive strategic
initiatives. It needs a way to limit and ration the demand for such funds.
We recommend that the senior executive team determine subjectively,
from their experience and best judgment, a top-down funding level for all
strategic initiatives. A good place to start is to accumulate all the spending
on existing initiatives and see what percentage of total spending it repre
sents. The new process for rationalizing existing initiatives and selecting

new ones will enable the same level of spending to be applied to initiative
portfolios having a greater impact, or to justify additional funding to
complete a strategic theme's initiative portfolio.

The discretionary funding can also be guided by a rule of thumb-for
example, 5 percent of sales. Executives use similar rules of thumb to es
tablish funding levels for categories such as general and administrative ex
penses, selling expenses, and research and development expenditures. Such
rules of thumb arise from industry benchmarks as well as the expecta
tions of investment analysts about ratios of discretionary expense cate
gories to sales.

Ideally, the targeted spending on strategic initiatives takes into ac
count the benefits from funding future performance and balancing these
against the risk of spending too much on initiatives whose future benefits
do not yield an adequate return. If spending falls short of the STRATEX

target, then the organization is underfunding its future growth. If spend
ing exceeds this number, there might be a question about the adequacy of
controls. Of course, to argue for a somewhat higher spending level than
the targeted percentage allocated, a theme owner can make a convincing
case that a somewhat more expensive portfolio of strategic initiatives will
yield higher breakthrough performance for the company.

We believe that STRATEX funding for the portfolios of cross-business
initiatives is so important that it deserves a separate authorized line item
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FIGURE 4-10
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Linking strategy to the budget through STRATEX

Integrated
Strategic
Plan

• Themes

• Objectives
• Measures

• Targets
• Accountability

Strategic initiatives

in the company's internal budget or financial forecast (see Figure 4-10). In
this way, the funding for strategic initiatives will be shielded from the in
evitable short-term pressures to reduce costs and constrain spending. The
separate STRATEX line item allows the organization to balance long- and
short-term considerations in its financial forecasting and operating
processes.

Case Study on Initiative Funding: Ricoh

Ricoh creates a strategic investment fund for projects not included in its
operational and capital budget. Working from the mid-term, three-year
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strategic plan, business and functional units prepare and submit detailed
proposals for funding the initiatives identified in their respective plans. A
team (consisting of the CEO and members of the Strategy and Planning
Office) analyzes each proposal in depth and allocates Ricoh's strategic in
vestment fund to those projects deemed most strategically important.

The CEO and SPO hold quarterly review meetings to assess the pro
gress of the funded projects. For initiatives that span multiple years, the

sponsor provides specific milestones about expected results for each year,
milestones that must be met if funding is to continue in subsequent years.
Before implementing the BSC, Ricoh's parent company determined the
initiatives that would be funded. The new application, funding, and mon
itoring process has given the corporate parent sufficient confidence that it
now allows the local company to make the decisions about funding the
strategic initiative portfolio.

ESTABLISH ACCOUNTABILITY
FOR STRATEGIC INITIATIVES

The final step in the strategy continuum is to assign responsibility and ac
countability for execution of the strategy. Two factors make this step a
challenge. First, the strategy has been divided into several strategic themes.
Most strategic themes cross functions and business units. Therefore, they
do not fall within the existing responsibility of any senior executive. Sec
ond, the strategic themes are still plans. They do not produce results until
the required changes are executed at the operational and process levels.

Strategic themes require strong executive-level leadership if they are to

obtain adequate resources and continued visibility, action, and review.
Companies typically assign one or two members of the executive team to
be the owners of each strategic theme, giving the theme owners the "night
jobs" of overseeing execution of the assigned strategic themes in addition

to their day jobs as heads of business or functional units. Such assign
ments give management team members a dual role. Their day job brings
their business, technical, and functional expertise to management team

meetings; their theme-owner night job role gives them a strategic view of
and accountability for the company's success.

At Luxfer Gas Cylinders, theme owners have the following respon
sibilities:

1. Assess how well the theme's cross-functional strategic objectives

are being executed across the entire business.
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2. Identify key issues and situations that could affect strategic imple
mentation, and propose appropriate actions and accountabilities.

3. Act as a center of theme competency, a mentor to his or her own
team, and a liaison to other theme teams to facilitate teaching,
learning, and understanding.

4. Ensure that theme measures and initiatives align with theme ob
jectives, and propose changes when necessary in collaboration
with other members of the team.

5. Sponsor new initiatives or changes to existing initiatives, and

place these proposed changes on the management agenda.

Each theme owner leads a theme team-a collection of individuals

drawn from multiple business, regional, and support units-whose job is
to link the theme's strategic objectives to operational tasks. Theme team
members can be dedicated to the strategic theme, or they may be part
time, with team membership added to their normal jobs and responsibili
ties. They join the team because of their competencies and process
expertise. President John Rhodes described the roles of theme teams at
Luxfer Gas Cylinders:

When we started working with cross-functional teams, we had consider

able dissonance for a time. Teams pass through phases: forming, storm

ing, norming, and-finally-performing. Sounds a bit like members of a

rock band learning how to play together.

We teach members of theme teams to be communicators, influencers,

and persuaders-not dictators and demanders. The whole point of themes

is to make people want to work differently, smarter, more collabora

tively, and more productively together to accomplish our strategic objec

tives. People need to be sold, not just told. 7

Theme teams do not have authority over functions or businesses. They
provide multiple perspectives, strengths, and talents-they are big thinkers,
detail-oriented coalition builders, and hard-charging functional special
ists-and strive to ensure buy in throughout the organization.

For example, Luxfer's product leadership theme team does not take
over product development, but it does interact with various existing func
tions and processes. It helps out where needed and draws attention to any
aspect of product development that is not aligned with strategic objec
tives. Being part of the theme team engages a wider group in managing
the strategy and in making assessments of the issues and the impact of
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the organization's performance on achieving the strategic objectives.
Luxfer has also found that the theme teams have been a great incubator of
talent as well as a mechanism to continuously improve the level of compe
tency in strategy management within the company.

The theme team has primary responsibility for identifying and fund
ing (from the STRATEX allocation) the portfolio of initiatives required
to execute the theme's strategy. After the theme team selects and allocates

resources for the initiative portfolio, it identifies who will be assigned the
task of accomplishing each initiative.

Often, the theme team can assign this responsibility to an existing or

ganizational unit. For example, the information technology department
would take on responsibility for an enterprise resource planning (ERP)
application, whereas the human resource department would have respon
sibility for required training and competency development programs.

Some initiatives in the portfolio, however, are likely to be cross func
tional. In this case, the responsibility for these initiatives either remains

with the theme team or is assigned to a centralized project management
office that has particular expertise in large-scale project management. By
giving high-level authority and accountability to senior executives (the
theme owners), companies can achieve holistic implementation of its
portfolios of strategic initiatives while still maintaining line-of-sight ac
countability to functional managers and the theme teams for the strategic
initiatives that each has been assigned to execute.

The theme team also can translate the high-level strategic process ob
jectives into detailed and actionable subprocesses. Often the theme team
performs analytic studies that identify the key performance drivers of the

team's strategic processes. These drivers then are formalized into operational
dashboards that are the focus of and feedback for the team's actions.

The final process of linking strategic themes and short-term initiatives
requires that the senior management team periodically review the execu
tion and results of the strategic initiative portfolios. We cover in Chapter 8
the details of monthly strategy review meetings, at which senior managers

review progress on the strategic initiatives. In this chapter, we focus more
narrowly on the reviews conducted by theme owners and their theme teams.

The theme owner and team must monitor the performance of all the
theme's initiatives; if any is abandoned or not executed effectively, the as

sociated objective, measure, or target would be missed and the perfor
mance of the entire strategic theme would be jeopardized. Typically, theme
owners meet with their teams monthly to review the progress of each ini
tiative in the theme: those the team is doing or managing directly, and
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those that have been assigned to a functional department or project man
agement office. Based on these meetings, the theme owner documents and
reports to the executive committee, at the monthly strategy review meet
ing, on the progress of all strategic initiatives under way.

Case Study in Initiative Management: Serono

Serono, a Switzerland-based pharmaceutical firm, has made initiative

management a competitive advantage. The initiative management process
starts each year after the executive committee has crafted and updated the
five-year plan for each of the company's four core therapeutic areas: mul
tiple sclerosis, women's reproductive health, growth hormone, and psoria
sis. From the plan, managers identify all the component projects required

to implement the plan. The projects might range from the development of
a new drug to the introduction of a new aspect of corporate governance.
On average, managers identify one hundred fifty projects.

Serono has established strict criteria for launching a new initiative.

Each objective and strategic theme must have at least one initiative that
will drive the actions designed to achieve targeted performance. Also, all
organizational units and functions must participate in at least one strate
gic initiative.

The executive committee sets priorities among all the projects and as
signs one of its members to sponsor each project approved for funding.
This practice ensures that a strategic initiative has been identified to sup

port all the objectives on the company's Balanced Scorecard. The execu
tive committee also assigns responsibility for each strategic initiative to an
executive committee member. This person repcrts monthly on the
progress and direction of his or her strategic initiative to cross-functional
supervisory committees that monitor the successful execution of the com
pany's strategy.

Serono uses a sophisticated project management system, called the Cor
porate Strategic Master Plan (CSMP), which is documented in its "Yellow
Book." This online system establishes the procedures for monitoring and

managing strategic initiatives and projects. The CSMP is updated daily by
project managers, and progress can be tracked live through the online sys
tem. The executive committee conducts monthly reviews of all the projects
in the Yellow Book. A centralized team-which reports to an executive
committee member, the group compliance officer, and the head of corpo
rate administration-acts as the custodian of the CSMP. The team en

sures alignment and coordination between the strategy, the Balanced
Scorecard, and the initiative management process.
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To streamline the approval and supervisory process, projects are also

organized into clusters of fifteen to twenty strategic initiatives that the ex
ecutive committee reviews at least twice a year. Serono's corporate gover

nance includes supervisory committees that meet monthly to review and
recommend corrective actions for the strategic initiatives. The CEO re

views all strategic initiatives in formal semiannual project review meetings.

SUMMARY

After the executive team has translated its strategy into a strategy map

and Balanced Scorecard, it must lead a process that selects, funds, and as
signs accountability for theme-based portfolios of strategic initiatives.
These initiatives set the organization into motion along a trajectory of
successful strategy implementation. Companies use three processes to se
lect and manage their strategic initiative portfolios:

1. Choose strategic initiatives: Identify, rank, and select new strate
gic initiatives for each strategic theme while rationalizing existing
ones to strategic priorities.

2. Fund the strategy: Establish a budget for strategic expenditures
(STRATEX) to fund the strategic initiative portfolios.

3. Establish accountability: Select theme owners and theme teams to
execute the portfolios of strategic initiatives; review the perfor
mance of strategic initiatives in achieving targeted results.

These processes align short-term action programs with strategic and
cross-functional priorities, and they provide high degrees of visibility
and accountability to the programs.

The executive team can now move to the next stages of the manage

ment system: aligning organizational units and employees to the strategy,
and linking strategy to operations.

NOTES

1. See R. S. Kaplan and N. Tempest, "Wells Fargo Online Financial Services (B),"
Case 9-199-019 (Boston: Harvard Business School, 1998). This case illustrates a
process of selecting strategic initiatives independently, without considering their
interrelationships; see also R. S. Kaplan and D. P. Norton, The Strategy-Focused

Organization (Harvard Business School Press, 2000), 297-300.
2. For a more extensive treatment of initiative generation and evaluation, see P. La

Casse and T. Manzione, "Initiative Management: Putting Strategy into Action,"
Balanced Scorecard Report (November-December 2007): 7-10, and T. Brown and
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CHAPTER FIVE

ALIGNING ORGANIZATIONAL UNITS

AND EMPLOYEES

OUR PRIMARY FOCUS in this book is the design of a management
system for aligning business unit strategy with operations. But most orga
nizations consist of multiple business and support units, so the manage
ment system must also address how strategy is integrated across these
diverse organizational units. In addition to aligning organizational units
with the strategy, the system must align employees with the strategy. Un
less all employees understand the strategy and are motivated to achieve it,

successful execution of the strategy is highly unlikely. Aligning organiza
tional units and employees is stage 3 of the management system (see Fig
ure 5-1).

In this chapter, we discuss the three subprocesses for aligning organi
zational units and employees with the strategy, as shown in Figure 5-2.1

Our previous books, especially Alignment and The Strategy-Focused Or

ganization, provide extensive discussions on aligning organizational units
and employees with the strategy. In this chapter, we summarize the key

concepts of the alignment processes described in these earlier works.2

ALIGNING BUSINESS UNITS

Corporate strategy describes how the company intends to create more
value from its collection of business units than if the units operated inde

pendently with their own capital and governance structure. Collis and

Montgomery summarize an effective corporate strategy: "An outstanding
corporate strategy is not a random collection of individual building blocks
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FIGURE 5-1
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The management system: Align the organization

but a carefully constructed system of interdependent parts ... In a great

corporate strategy, all of the elements [resources, businesses, and organi
zation] are aligned with one another. That alignment is driven by the na
ture of the firm's resources-its special assets, skills and capabilities."3

Corporate headquarters is like the coxswain in an eight-rower shell.
Eight strong, motivated, skilled rowers, working independently, will make
some progress along a race course. But if their individual efforts are un
aligned and poorly coordinated with each other, they may actually pro
gress more slowly than would a smaller shell with only a single rower. The
coxswain adds value by understanding the competitive environment and
the strengths and weaknesses of the individual rowers and using that in

sight to develop a coherent action plan. The coxswain's plan coordinates
and leverages the strengths and contributions of the individual rowers so

that they can outperform smaller and perhaps more nimble competitors.
Corporations achieve synergies from their collection of operating and

business units in a variety of ways. The four perspectives of the Balanced
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FIGURE 5-2

Align the organization
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Scorecard provide a useful taxonomy for describing the various sources of
corporate synergies (see Figure 5-3):

Financial synergies:

Effectively acquiring and integrating other companies
Operating an efficient internal capital market by using private (in

ternal) information to allocate capital to productive opportunities
Conducting excellent monitoring and governance processes across
diverse enterprises
Leveraging a common brand (Disney, Virgin) across multiple
business units

Achieving scale or specialized skills in negotiations with external
entities such as governments, unions, capital providers, and suppliers
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Building the corporate scorecard
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Customer synergies:

• Consistently delivering a common value proposition across a geo
graphically dispersed network of homogeneous retail, wholesale,
or distribution outlets

Leveraging common customers by combining products or services
from multiple units to provide customers with a distinctive value
proposition-low cost, convenience, or customized solutions

Process synergies:

• Exploiting core competencies that leverage excellence in product
or process technologies across multiple business units4

• Achieving economies of scale through shared manufacturing, re
search, distribution, or marketing resources

Learning and growth synergies:

Enhancing human capital through excellent HR recruiting, train
ing, and leadership development practices across multiple busi
ness units

Leveraging a common technology, such as an industry-leading plat
form or channel for customers, that can be shared across multiple
product and service divisions
Sharing best-practice capabilities through knowledge management
that transfers process quality excellence to multiple business units

Strategy maps and the Balanced Scorecard turn out to be ideal mecha
nisms to help corporate headquarters align multiple organizational units
for superior value creation. The headquarters executive team, in its cor
porate strategy map and scorecard, articulates the theory of the enter
prise: how the enterprise generates additional value by having business
units operate within its hierarchical structure. Once defined, the corporate
strategy map can be cascaded to divisions, business and support units,
and departments to coordinate the value-creating activities at all these or
ganizational units. Figure 5-4 shows how strategy maps are cascaded to
achieve vertical and horizontal alignment throughout the enterprise.

Consider, for example, the experience of Marriott Vacation Club In

ternational, the company we profiled at the start of Chapter 1. MVCI
started by defining its enterprise strategy map and Balanced Scorecard,
which emphasized the benefits to be gained by coordinating multiple
business lines and functions. It then cascaded the enterprise map to its

four business lines. In turn, the four key process-based organizational
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FIGURE 5-4
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Enterprises require vertical and horizontal alignment
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units, land development, sales and marketing, the mortgage bank, and re
sort management and service developed integrated strategy maps.

Each cascaded map reflected what the unit had to do locally to create
outstanding performance while still including objectives that related to in
tegrating with other units at the same level (horizontal integration) and
being responsive to business-line and enterprise strategic priorities (verti
cal integration). Each process unit cascaded its strategy to business-line
support services-finance and accounting, human resources, information
resources, legal, and resort services-as well as to regional business units
and then to individual sites. In this way, MVel created alignment across
multiple business lines, key business processes, support services, and re
gions and individual resort sites.

Figure 5-5 illustrates the range of integration required by various cor
porate strategies. On the left, holding corporations-such as private equity
firms and family business groups like India-based Tata-allow complete
autonomy in the strategies of their various operating companies. Each
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FIGURE 5-5

Corporate role in the cascading process depends on corporate type

Cascading Method

operating company generates its own strategy, strategy map, and score
card. Corporate headquarters reviews and approves each unit's strategy,
map, and scorecard and then holds the units accountable for delivering

the performance. Passive holding corporations gain their synergies from
an ability to allocate capital effectively across the diverse units and oper
ate an effective governance process. Most feel little need to create a corpo
rate-level strategy map and scorecard, because most of their relevant
metrics would be financial.

At the right in figure 5-5 are corporations that operate a system of vir
tually identical retail units, such as quick service restaurants, like Wendy's,
and retail outlets, like Best Buy, and local bank branches. To reinforce the

brand during every shopping transaction, these corporations want the con
sumer experience to be identical in each unit. Corporate headquarters
defines the customer value proposition and translates the corporate strat
egy into key metrics for financial performance, the consumer experience,
the critical processes at which each decentralized unit must excel, and the
recruitment, development, and retention of employees. The strategy maps
and scorecards at each unit are identical, facilitating the monitoring and

benchmarking of the units' performance.
Between these two polar situations--complete operating unit autonomy

and complete adherence to corporate-determined strategy and metrics
are the majority of other companies, such as MVCl. These companies
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have a corporate strategy, but the strategies of operating units reflect a
mixture of local competitive excellence as well as objectives that relate to
coordination and integration with other operating units and corporate
determined strategic themes. The strategy maps and scorecards of such

operating units contain many objectives that are unique to local opera
tions, but they also contain several that reflect corporate-level priorities
and objectives shared with other operating units. The operating unit head
must maintain a balance between local optimization, as if the unit were
an autonomous company, and the unit's contribution to corporate and
other business units' objectives that generate the corporate synergies.

Consider a utility corporation consisting of three units: generation,

transmission, and distribution. The corporate strategy might articulate
strategic themes concerning safety, environmental protection, responsive
ness to consumer requests, and management of government regulatory is
sues. But the transmission business has been deregulated a decade ago, so
its strategy map would not have objectives relating to governmental regu
latory affairs. In contrast to the other units, the transmission business
would have a value proposition and objectives to increase market share
with other generation and distribution companies.

Cascading Through Strategic Themes

The development of strategy maps built around strategic themes (de
scribed in Chapter 3) provides a great structure for cascading corporate
level strategy and for integrating the operations of diverse business units.
Consider the example of Canadian Blood Services (CBS), which we ini
tially described in Chapter 2. The CBS leadership team identified three
strategic themes for its strategy map: safety, operational excellence, and
plan for tomorrow.

Figure 5-6 shows the CBS strategy map of linked objectives within
each of the three process-based strategic themes; each theme is supported
by a learning and growth theme to develop strategic assets that are most
valuable for that theme. CBS selected two members of the strategy coun
cil to head up each of the three themes, along with a theme team drawn

from across the enterprise, following the guidance described in Chapter 4.
Having defined the corporate strategy using the strategy map shown in

Figure 5-6, the strategy council then led the process to cascade the strate
gic themes to each of CBS's operating units (including regional as well as
product-line units). Each operating unit's strategy map had the same
structure as the enterprise-level map, with the mission at the top and the
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Theme-based stratgy map at Canadian Blood Services
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three vertical strategic themes (safety, operational excellence, and plan for

tomorrow) in the center, supported by the theme to develop the strategic
assets (see Figure 5-7).

Managers of the enterprise felt that some objectives and measures,
such as safety, were so critical to the mission and strategy that they man
dated a common safety objective and measure for each operating unit's
strategy map. CBS also wanted every unit to use the same objectives and
measures for the "enabling strategic assets" theme:

Human Capital Readiness identifies the specific families of jobs and
skills that drive this theme, assesses the degree to which the organi

zation possesses the skills, and guides the strategy for acquiring the
required skills.
Information Capital Readiness identifies the specific information
capital requirements (information technology, systems, etc.) that are
required to build the capacity to enable this theme to be executed .

• Quality System Readiness identifies the specific quality systems and

processes required to ensure that each theme can be executed in a
state of control and with overall process excellence.

Apart from these enterprise-mandated objectives and measures, each
unit had the discretion to develop objectives and measures within the
three strategic themes that were most relevant to that unit's environment
and experience. In this way, all units were aligned with the enterprise's
strategic priorities while having the freedom to develop and implement lo
cally determined strategies. The common theme-based structure of all
strategy maps also promoted internal benchmarking and knowledge shar
ing. Many global companies now use the strategic theme structure in their
strategy maps to align the operations and contributions from their geo
graphically dispersed regional units.

Vertical Alignment Sequencing

We have described the alignment of business units with the corporate
strategy as a top-down process. In effect, the output of this alignment
step-stage 3 in the corporate management system-becomes the input
to the strategy development process (stage 1) for the business units. This

process assumes that the corporation and business units have aligned
strategy maps and Balanced Scorecards from a previous cascading process.
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Every division uses the same common architecture for its strategy map
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Canadian Blood Services operates Canada's blood supply in a manner that gains the trust,
commitment, and confidence of all Canadians by providing a safe, secure, cost-effective,
affordable, and accessible supply of quality blood, blood products, and their alternatives.
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For companies doing their initial Balanced Scorecard implementa

tion, few follow a top-down sequence. Most of them introduce the initial
Balanced Scorecard strategy execution system in one or two business
units, because either the initial champion for the new system is at the busi
ness unit level or the corporation wants to pilot and prove the concept at a
business unit level before attempting to deploy it across the enterprise. In
the latter case, after doing several business unit implementations, the cor

porate office establishes a project team for itself to develop and translate
the corporate-level strategy into a strategy map and scorecard that it can
then cascade to the business units, as described in this chapter.

ALIGNING SUPPORT UNITS

Support and shared-service units, such as human resources, information
technology, finance, and planning, develop their strategy maps and Bal
anced Scorecards to enhance the strategies of the operating units they

support. For example, the corporate strategy may require that the human
resource department create synergy by developing new programs to re
cruit, train, retain, and share key personnel across all organizational
units. If corporate strategy dictates an emphasis on risk management,
then the finance and information technology departments will each incor
porate a strategic theme to manage and mitigate the risks they can influ
ence. Internal support units must understand the corporate and operating
unit strategies before they can align their activities with those strategies.

Support units follow a systematic set of processes to create alignment
that helps business units and the enterprise achieve their strategic objec
tives. First, the support units develop a clear understanding of t:'!lterpriseand
business unit strategies, as revealed by the line organization strategy maps
and Balanced Scorecards. Next, they align their strategies with the busi
ness unit and corporate strategies by determining the set of strategic ser
vices to be offered. Often, this is formalized with a service-level agreement,

a performance contract between the support unit and the business unit or
units. Figure 5-8 shows a service-level agreement in a commercial bank.

Once a support unit understands how it can contribute to business
and enterprise-level strategy, it creates a strategy map and Balanced
Scorecard to align its internal organization for executing the strategy. A
support unit, like a business unit, has a mission, customers, services, and

employees. Some support units, such as the information technology de
partments of financial service organizations, have budgets that would
place them on the Fortune 1000 list of largest companies.
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FIGURE 5-8

Example of a service-level agreement for a credit and loan support
unit at a commercial bank

Agreement to provide Credit Administration and
Loan Operations Services to RidgeStone Bank

Scope of Services

RidgeStone Bank Credit and Loan Operations agrees to provide the following key services as
described below:

Commercial and Personal Banking

Credit Administration Services

1. For new commercial loan requests, provide accurate and timely turnaround of credit analysis
package within five (5) business days from receipt of complete analysis request.

2. Provide ninety (90) days from maturity notification on credits to the Lending Office.
3. On approved renewals, gather information from client and provide review packages thirty (30)

days prior to maturity to the Lending Officer.

Documentation Services

4. Complete and accurate loan documentation ready for review 24 hours before closing to enable
the lender to proof documents.

5. Maintenance of accurate and timely loan information detail in the Loans-in-Process tracking
system.

6. Staffing availability during closings for documentation, check preparation, and copying as
needed.

Loan Servicing

7. Complete, timely, and accurate maintenance of loan accounts within 24 hours of receipt of
request from either SBUs or external clients, with rework and service defects completed same
day or as soon as system allows.

8. Complete and accurate data entry of loan activity onto ITI by conclusion of next business day
after closing, including all third-party payments and filing of collateral perfection and lien filing
documentation.

9. Personal Banking: accurate, timely booking and shipping of complete fundable package to
investors by next business day from closing or date of rescission, with no avoidable errors or
omissions.

Quality Control

10. Monitor daily activity for loan non-posts, exceptions, paid loans, and new loans.
11. Within three (3) business days of booking a loan, the editing of the documentation and system

input coding will be cross-checked for accuracy.

At the highest level, the support unit should have the same overarch
ing goal as the enterprise-some measure of shareholder value (or its
equivalent in nonprofits). It is essential that all employees, whether in line
or support units, understand the ultimate measure of enterprise success.

The support unit's financial perspective contains objectives that reflect how
the unit contributes to the company's cost reduction, revenue growth, or
asset utilization objectives.

The support unit's primary customers are the business unit managers to
whom it provides services and support. Some support units have additional
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customers; for example, the human resource group provides services to
employees, and the finance unit provides reports and disclosures to exter
nal stakeholders, including investors, the board of directors, analysts, reg
ulators, and tax authorities. In crafting the objectives on its strategy map
and Balanced Scorecard, the support unit must identify how it con
tributes to the value-creating strategies of its business unit partners and
any other constituencies it serves.

The process perspective of a support unit scorecard typically has three
themes that enable it to achieve its financial and customer objectives. An

operational excellence theme emphasizes lowering the cost of operating the
unit and delivering its services. Another theme deals with how the function
manages the relationship with its internal customers. A third theme might
describe the unit's strategic support to the business, including providing
business units with new capabilities that enhance their strategies.

The learning and growth perspective reflects the specific needs of the
functional staff for training, technology, and a supportive work climate.

Case Study of a Support Unit Strategy Map:

Lockheed Martin Enterprise Services Internal IT Group

Lockheed Martin Corporation, with 140,000 employees, became the
country's largest defense contractor after the merger of Lockheed and

Martin Marietta in 1995. Sales in 2007 were $41.9 billion. Its largest cus~
tomer is the U.S. Department of Defense, with other customers including
nondefense government, international sales, and domestic commercial.

Lockheed Martin's Enterprise Services Internal IT Group division has
more than five thousand employees working at sites in forty-seven sLates
and overseas. Internal IT Group is responsible for about two-thirds of the
spending on information technology across the enterprise; the rest is em
bedded in four decentralized business areas.

Lockheed Martin Enterprise Services Internal IT Group adopted a
"complete customer solutions" strategy, with the goal of becoming a cred
ible innovator and supplier of cutting-edge, Net-based capabilities that
would make it the preferred IT service supplier for Lockheed Martin busi
ness units. It also wanted to provide support to external Lockheed Martin
customers by helping win large IT-related contracts from the government,
such as those expected from the U.S. Department of Homeland Security
and the Department of Defense.

Figure 5-9 shows the Internal IT Group strategy map. The map identifies
Lockheed Martin's business and technology leaders as its key customers.
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The Internal IT Group strategy complete customer solutions strategy map

Our Mission
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Our Values

Promote a culture of collaboration, creative thinking,
knowledge sharing, and innovation-W2

Our Vision: Powered by Innovation, Guided by Integrity, We Help Our Customers Achieve Their Most Challenging Goals.
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The five customer objectives are stated in the voice of the customers. Read
ing from left to right, these objectives move from table stakes ("Guarantee
secure, reliable, high-quality solutions," "Show me the value of my invest
ments," "Deliver on commitments to enable my mission success") to ob
jectives for delivering value by integrating IT into the business unit
solutions for their customers.

The process perspective themes stress that Internal IT Group must de
liver results, build effective relationships, and shape the future. The foun
dational objectives in the learning and growth perspective are to live by
the company's values and develop a culture that will energize the team to

model personal excellence, integrity, and accountability.
Although the strategy map is a relatively recent development at Inter

nal IT Group, its leadership estimates that alignment benefits from its
strategy will generate significant cost avoidance and millions of dollars of
productivity savings during the next five years. It also projects additional
savings from improved customer focus and IT-to-business alignment.

Managing Alignment as a Process

Alignment, like the other strategy execution processes, crosses organiza
tion boundaries. To be executed effectively, alignment requires the inte
gration and cooperation of individuals from different organizational units.
This poses a dilemma because most organizations have no natural home
for cross-business processes. In Chapter 10, we present the case for estab
lishing a new office of strategy management (OSM) to perform and coor
dinate the multiple processes required for successful strategy execution.

Taking responsibility and accountability for an effective organiz~tional
alignment process is a natural task for the OSM. Among its responsibili
ties is to ensure that the strategy maps and scorecards of all business and

support units are aligned with each other and with the enterprise-level
strategy, as illustrated with the Canadian Blood Services example.

MOTIVATING EMPLOYEES

Ultimately, effective strategy execution requires that employees be person
ally committed to helping their enterprise and unit achieve strategic objec
tives. The process to align employees with the strategy requires three steps:

1. Communicate and educate employees about the strategy.
2. Link employees' personal objectives and incentives to the strategy.
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3. Align personal training and development programs to provide
employees with the knowledge, skills, and competencies they need
to help implement the strategy.

Communicate and Educate About the Strategy

Leaders unleash enormous internal creativity and energy when they can
appeal to employees' desire to work for a successful organization that
makes a positive contribution to the world. Employees want to take pride
in the organization in which they spend much of their waking lives. They
should understand how the success of their organization creates benefits
not only to shareholders but also to customers, suppliers, and the commu
nities in which it operates. Employees should feel that their organization
functions both efficiently and effectively. No one enjoys working for a fail
ing, underperforming enterprise. Employees should be reassured that the

organization does not squander resources in pursuit of its mission. Poorly
functioning organizations, bureaucracies that hamper decision making,
and turf battles arising from the narrow-mindedness often spawned by
functional silos are visible to everyone and demoralizing to all.

Communication of mission, values, vision, and strategy is the first step
in creating motivation among employees. Executives can use the strategy
map and Balanced Scorecard to communicate strategy-both what the
organization wants to accomplish and how it intends to realize its strate

gic outcomes. Taking all the objectives and measures together provides a
comprehensive picture of the organization's value-creating activities.

This new representation of strategy communicates to everyone what
the organization is about: how it intends to create long-term value and
how each individual can contribute to organizational objectives. Employ
ees can come to work each day energized about doing their jobs differ

ently and better, helping advance the organization's success and realizing
their personal objectives.

Communication also helps shape the culture. In Chapter 2 we describe
how leaders can use a strategic change agenda to communicate concerns
about the existing culture and processes and to share the vision of what

the organization aspires to become. Cultural messages might include a
commitment to performance and accountability, a focus on customers,
and a relentless passion for continuous improvement, or creativity and
innovation.

At the Bank of Tokyo-Mitsubishi, Americas, the leadership team used a
modified strategic change agenda (see Figure 5-10) to show the challenges
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FIGURE 5-10

THE EXECUTION PREMIUM

Bank of Tokyo-Mitsubishi, Americas, had to bridge two
distinct cultures

Japanese companies American companies

it faced in bridging the different cultures of Japanese and U.S. employees.
It encouraged employees to leverage the best of the two worlds to develop
a unique culture at the company.

Communication by leaders is critical. Employees cannot follow if ex
ecutives do not lead. Executives at our conferences regularly report that it
is not possible to overcommunicate the strategy; effective communication
is critical for the success of their BSC implementations. One CEO told us
that if he were to write a book describing his successful transformation of

a large insurance company, he would definitely include a chapter on the
Balanced Scorecard; it played an invaluable role in the turnaround. But
he would devote five chapters to communication, because he spent most of
his time communicating with business unit heads, frontline and back
office employees, and key suppliers such as insurance brokers and agencies.

Jack Klinck, former vice chairman and president of Mellon Finan

cial's Investment Manager Solutions (IMS) group, based in London,
made it a practice when visiting a regional office to stop, seemingly at ran
dom, at an employee's workstation. He would pull a document-the IMS

strategy map--out of his inside jacket pocket and ask the employee three
questions about it.
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1. "Do you know what this is?" (A bad answer reflected more on the

employee's manager than on the employee.)
2. "Can you explain it to me?"

3. "How will the work you were doing, just before I interrupted you,
have an impact on one or more of the objectives shown on this
document?"

Initially, not all the responses were satisfactory. But one can only
imagine the e-mail traffic that must have run around the group, alerting
everyone that when Klinck visited an office, you should be prepared to
talk with him about the strategy and how you are linking it to your every
day operations. This type of leadership is priceless in communicating the
priority that the CEO places on having every employee understand the
strategy and contribute to its successful execution.

Managers report that they must communicate seven times, in seven

different ways. They regularly use multiple communication channels to
get the message out: speeches, newsletters, brochures, bulletin boards, in
teractive town hall meetings, intranets, monthly reviews, training pro
grams, and online educational courses.

Figure 5-11 shows one company's plan to communicate the strategy
multiple times in multiple ways to employees who were highly diverse and

geographically dispersed. Figure 5-12 shows the annual strategy commu
nication plan used by Marriott Vacation Club International to ensure
that employees got messages throughout the year, through various chan
nels, about the unit's strategy.

The communication best practices we have observed in the most suc

cessful enterprises have certain characteristics. Senior executives person
ally lead the communication process. The communication group develops
a plan to ensure that the right information is communicated at the right
time, the message is relevant to the intended audience, and the message is

delivered through a variety of media. The group periodically surveys em
ployees to ensure that they understand the message, not just whether they
saw or heard it. 5

Case Study in Communication

Lockheed Martin Internal IT Group has developed an award-winning com

munication program that includes leadership briefings, internal company
news articles, posters, videos, Webcasts, framed strategy maps for execu
tive conference rooms, mounted strategy maps for all other conference
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FIGURE 5-11
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One company's strategy communications plan

Objective: Identify specific messages for each targeted audience and the mix of channels through which
messages will be conveyed.

Approach: Leverage the in-house communication team and existing communication vehicles to deliver
a strategically planned flow of information that will communicate and reinforce a complex message to a
diverse and geographically spread audience over an extended period.

Two basic but critical requirements of effective communication:

• Every communication had to answer the WIIFM employee question, "What's in it for me?"

• Each distinct phase or initiative had to be synchronized with the cascading of the Balanced Scorecard
to that unit or department.

Source: Balanced Scorecard Report, May-June 2002.

rooms, interactive strategy maps on the portal, and personal copies of

functional strategy maps distributed to all four thousand employees. 6

The communication program started with a poster campaign (see Fig
ure 5-13). The almost blank initial poster contained only the phrase "Got
Strategy?" in the middle of a pentagonal-shaped figure. Successive posters,
which appeared at periodic intervals, filled in the blank spaces, eventually
articulating the five strategy-focused organization principles, with special
emphasis on principle 4, "Make Strategy Everyone's Job." The next phase
of the poster campaign (see Figure 5-14) featured the strategic themes on
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FIGURE 5-12

MVCI SSC communication plan

Communication Channel Q1Q2Q3Q4

One-to-One Consulting
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Strategy Planning Brochure

Y'
Webinar

Y'

Strategic Performance Report

Y'Y'Y'Y'

Poster Series

Y'Y'Y'Y'

Weekly Update

Y'Y' Y'

myHR Newsletter

Y'Y'Y'

Communication Forum

Y'Y'

Strategy Refresh

Y'

the Internal IT Group strategy map, helping employees learn about the
objectives and issues for each theme.

The communication team created a customized version of the strategy
map (see Figure 5-15). This diagram shows the company's strategy map,
surrounded by brief descriptions of the major initiatives, each pointing to
the strategy map objective it supports. This chart enables all employees
working on initiatives to see where and how they contribute to the unit's

FIGURE 5-13

Internal IT Group poster campaign, phase 1-Awareness
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Internal IT Group poster campaign, phase 2-Execution: "Think strategically, act locally"
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FIGURE 5-15

Internal IT Group illustrates the connection of each strategic initiative
to the EIS strategy map

«~WE'RE DEDICATED TO MOVING THESTRATEGY FORWARD ~')\

strategy. They could now see why the various initiatives were needed and

how they all fit together to help implement the Internal IT Group strategy.
To reinforce the message, the Internal IT Group communication team

gave every employee a pen that contained a pullout (a printed plastic sheet
on a spring-loaded spindle). On one side, the pullout shows the Internal IT
Group strategy map under the caption, "Make Strategy Everyone's Job,"
and on the other side it shows key components of the IT strategy.

The communication team also manages a customized strategy "iViews"

component on the company's portal. The page has a link to "Strategy
News," which contains weekly updates of the latest strategy news and hot
objectives as well as articles about the strategy. It contains strategy train
ing and resources, links to all strategy maps, and views-including video
clips-of what individual employees are saying about their understanding
of the strategy. A Web page, "Internal IT Group Customers," has links to
customer service-level agreements and account managers. A "Contact
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Us" page contains links to employees who can answer questions about the
strategy or receive feedback.

The "Internal IT Group Strategy and Business Planning" navigation
bar has buttons linking to the following pages:

Strategy maps: Drop-down menus allow employees to access and
view line-of-business and functional strategy maps.

• Quarterly Strategy Reviews (QSRs): A drop-down menu enables
employees to access QSRs from 2005 to the current date.

• Initiatives: The page includes links to the Quality Management Sys
tem (QMS), with links to quality news and resources and internal
initiatives.

Internal IT Group measured the success of its communication pro
gram using periodic employee surveys. In late 2006, 90 percent of Internal
IT Group employees rated the strategy communication and training pro
gram as "very important" or "important." Here are some of their comments
from the survey:

• "Top-down explanation of the strategy map from management to
the foot soldier."

• "Easy to understand and I can see where I fit into the picture."
• "How individual Internal IT Group employees can contribute to its

goals."
• "What I can do for the strategy~it helps explain the strategy of each

functional organization and how and where the company is going."

Internal IT Group earned an execution premium summarized in the
insert below:

LOCKHEED MARTIN INTERNAL IT GROUP'S

EXECUTION PREMIUM

Internal IT Group achieved 15% productivity savings through
stronger alignment of objectives with customer needs and
elimination of ineffective efforts.

• Further savings came from reductions in the number of non

essential IT initiatives, products, and services.
• Use of Internal IT Group products and services has enabled

internal customers to achieve 10% productivity savings.
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Lockheed Martin operating divisions gained new business owing to

Internal IT Group's improved program knowledge.
Customers' perceptions of Internal IT Group's strategic alignment
improved, as measured by survey ratings of leadership commit
ment, organizational climate and culture, workforce strategy and
development, and customer relationship management.

All results 2004 to 2006.

Link Personal Objectives and Incentives to the Strategy

The most successful Balanced Scorecard implementations have occurred
when organizations skillfully melded the intrinsic motivation emanating
from its leadership and communication program with the extrinsic moti
vation created by aligning personal performance objectives and incentive
compensation. After receiving communication, education, and training
about the strategies of their unit and enterprise, employees develop per
sonal objectives that are aligned with the strategic objectives (see Figure
5-16). Personal objectives create a clear line of sight between strategic ob
jectives and the work that each employee does every day.

Annually, employees validate their personal strategic objectives with
the help of their supervisors and human resource professionals. Several
organizations encourage employees to develop personal Balanced Score
cards, with each employee setting targets to improve a cost or revenue fig
ure, boost performance with external or internal customers, improve a
process or two that will deliver customer and financial value, and enhance
a personal competency to drive process improvement.

For example, consider the machine operator at the end of the line of
sight in Figure 5-16. He might express his personal objectives using the
Balanced Scorecard framework:

Machine Operator # 452

Financial

Customer

Process

Learning and Growth

Personal Objectives

Reduce cost of downtime.

On-time transfer of finished goods to next
workstation.

Reduce changeover times.
Reduce machine breakdowns.

Obtain certification in machine
maintenance.
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FIGURE 5-16
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Employees develop personal objectives aligned with strategic
objectives

The operator's supervisor reviews the objectives with him to ensure
that they align with departmental, facility, business unit, and corporate
objectives. She also discusses the performance targets for each measure to
set an appropriate degree of difficulty for each objective. Annually the su
pervisor reviews performance with the machinist and recommends

whether it merits a promotion or bonus payment.
Most companies also link incentive compensation to targeted score

card measures. In that case, managers see a significant increase in employ
ees' level of interest in the details of the strategy. The philosophy of such
a link is that if the company does well, the employees should share in the
value they helped create. Also, by linking incentives to performance on
Balanced Scorecard metrics, the company signals that it is serious about
the strategy the scorecard represents. It is not focused only on short-term
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financial outcomes; it wants employees to enhance relationships with cus
tomers (external and internal), improve key processes, and develop com
petencies that will drive future value creation in the firm.

Incentive plans vary widely across organizations. Generally, they have
an individual component and a business unit and enterprise component.
Plans that calculate awards only on business unit and enterprise perfor

mance signal the importance of teamwork and knowledge sharing, but they
also may encourage individual shirking and free rider problems. Plans
that reward only individual performance generate strong employee incen
tives to improve their personal performance measures, but they inhibit
teamwork, knowledge sharing, and suggestions to improve performance
outside the employee's immediate accountability and control.

Typical plans therefore include two or three kinds of awards: (1) an in

dividual award based on achieving targets established annually for each
employee's personal objectives and (2) an award based on the employee's
business unit, along with, perhaps, (3) an award tier for divisional or en
terprise performance.

To avoid paying bonuses when financial performance is weak, compa
nies often set a minimum financial hurdle that must be achieved before

bonuses are paid. The hurdle might be measured by, say, achieving profits
as a targeted percentage of sales, or achieving a minimum return on capi
tal, or achieving breakeven in an economic-value-added calculation. Once

the financial hurdle has been exceeded, some portion of the excess is com
mitted to a bonus pool, with actual bonuses based on performance of
BSC metrics and a majority of weight on measures in the three nonfinan
cial perspectives.

Some companies create excitement around Balanced Scorecard per
formance by introducing contests. Vista placed $1 million in a bonus pool
that was distributed equally to all employees in units that hit the perfor
mance stretch targets for the key BSC metrics.

Develop Employee Competencies

One final step is required to align employees with strategy. Employees
must develop the competencies-the knowledge, skills, and values-that
enable them to excel:

Knowledge is what an individual knows, an understanding gained
through education and experience. It represents mastery of a field

of study, a professional or technical discipline, or a focused area of
expertise.
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Skill is the knowledge of how to do something in a consistent and ef
ficient manner, such as running a complex machine, performing an
audit, developing a customer's financial plan, facilitating a meeting,
or executing a sales call .

• Values are the behaviors, traits, and motivations that people bring to
the tasks they perform. Values can be described as customer fo
cused, pragmatic, innovative, or goal oriented.

The company can develop knowledge and skills among its employees
through training and development programs, along with career planning

that gives employees experiences in various tasks, businesses, regions, and
functions. Instilling values is more complex. It requires a combination of
taking good inputs through careful recruitment and selection programs
in addition to extensive training and communication of corporate mis
sion and values-to inspire the behaviors that the corporation desires.

In previous work we have described how to identify strategic job fami
lies.7 These employees, generally encompassing only a small percentage of
the total workforce, are in a position to improve dramatically the perfor
mance of the processes that are most important for creating value for cus
tomers and shareholders. They create the differentiation in the strategy
for sustainable competitive advantage. Given their importance, the com
pany's human resource department places a high priority on developing
the desired competencies among all employees in the strategic job fami
lies. Of course, the HR processes eventually need to ensure that all em
ployees have competency development programs in place that will give

them the knowledge, skills, and values they need in order to achieve the
targeted performance on their personal scorecards.

Case Study in Employee Competency Development: KeyCorp

KeyCorp's Corporate and Investment Banking (CIB) team represents a

best-practice example of developing employee competencies.8 The CIB
project team consisted of a partnership between the executive leaders of
each line of business and the senior corporate HR managers. The team
started by developing a detailed list of the skills and competencies re
quired for each critical job position and the learning needs for each job to
close gaps in foundational skills in sales and client management, as well as
functional, product, and technology skills. Based on CIB's new business
model, which combined corporate and investment banking functions, the
team identified, for each position, the skill levels that were necessary for
the employee to make an immediate impact.
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As shown in Figure 5-17, to function as an industry leader or a senior
banker an employee needed to be an expert---capable of teaching oth
ers-in prospect identification, competition assessment, presentation
skills, and development of the institutional perspective. A junior banker,
in contrast, needed to have only working-level skills in these areas but

needed expert skills in negotiations to close deals that had been identified
and sold by senior bankers and the industry leader.

The project team identified training courses that could bring all indi
viduals up to the required ski11levels for their positions. It tracked the en
rollment and performance of employees in the various training courses
that were offered. KeyCorp soon saw the results of its comprehensive
competency development program, which was linked to critical strategic

objectives. Unlike earlier training initiatives, KeyCorp's training courses
had 100 percent attendance at every session, with no empty seats.

Employees responded with evaluations such as this one: "The course I

just completed is immediately applicable to the work I am now doing ...
When is the next course on [skill xyz] being offered? ... Finally, training

FIGURE 5-17

KeyCorp matrix of required employee capabilities, by job position

This matrix is an excerpt from a much broader skills grid.

Industry Leader Senior Banker Junior BankerAssociate

Knowledge

KnowledgeKnowledgeKnowledge
Level

LevelLevelLevel

Skill/Competency-Sales

EWLEWLEWLEWL

Negotiation

XXX X

(back-end process)
Prospect identification

XX X

and prequalification Prospect identification and

XX

prequalification (research) Pricing (process and market

XXX X

knowledge), includes price set and selling it
Developing the institutional

XX XX

perspective (external) Competition (understand

XX XX

who else is in the game) Presentation (conceptual

XX X

and delivery)

KEY: E: Can teach others
W: Well rounded----{;an fly alone
L: limited-may need support
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that fits my job." The returns from enhancing the CIB key employee com
petencies came soon in the form of higher scores for customer loyalty and
greater sales and income for the division.

KeyCorp's execution premium is shown in the insert below.

KEYCORP'S EXECUTION PREMIUM

• KeyCorp's share price jumped from a low of $15.69 in 2000 to a
high of $35 in 2005. The company's ROE rose to 15.42% in 2005,
from 13.75% the previous year.

• Net income improved by $217 million, from $903 million in 2003 to
$1.12 billion in 2005, the highest net income in the company's history.

• Employees' "willingness to go the extra mile" increased from 3.78
in 2001 to 4.26 in 2004 (on a scale of 1 to 5, with 5 as the highest),

according to the company's employee survey.
• Retail client retention rates rose 5% from 2002 to 2004.

• Nonperforming loans decreased for 11 consecutive quarters over
the past several years. Net loan charge-offs, as a percentage of
average loans, remained at their lowest level since Q4 1995.

SUMMARY

Alignment of organizational units and employees is critical for successful
strategy implementation. The alignment and communication process should
start as soon as the high-level corporate strategic themes and objectives
have been determined. Vertical alignment enables each business unit and
department to contribute to higher-level strategic objectives while simul
taneously striving to implement its local strategy for success in its com
petitive environment. Horizontal alignment with other business units

enables the corporation to realize synergies from the following:

• Delivering an integrated customer value proposition across multiple
business units

• Reinforcing the corporate brand during each customer buying
expenence

Achieving economies of scale by sharing production, technology,
distribution, or sales resources and corporate staff functions

• Sharing knowledge and best practices across the corporation
• Enhancing employees' capabilities through common training and

managed career development plans
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Cascading strategy maps down and across the organization helps busi
ness units internalize their dual roles of local optimization and corporate
contribution.

Aligning employees starts with leadership-driven communication pro

grams. The strategy communication program should be planned and
managed as carefully as any company advertising, branding, and market
ing campaign. The communication plan must deliver the message each
year at least seven times in seven different ways. Once employees are
aware of and understand the strategy, the company can reinforce the mes

sage by asking local employees to set personal objectives that have a clear
line of sight to business and corporate-level strategic objectives.

Many companies gain even more employee awareness and commit
ment to the strategy by linking incentive and bonus awards to the attain

ment of employee, business unit, and corporate objectives. In addition,
human resource departments work closely with employees and their su

pervisors to craft customized training and experience-building programs
so that employees can develop the competencies that help them achieve
their personal objectives and contribute to business unit and corporate
success.

NOTES

1. If you are implementing the management system at a single business unit, you can
skip the first section (aligning business units) and concentrate on the next two sec
tions (aligning support units and employees).

2. Greater detail about organizational and employee alignment can be found in R. S.
Kaplan and D. P. Norton, Alignment: Using the Balanced Scorecard to Create Cor

porate Synergies (Boston: Harvard Business School Press, 2006); and The Strategy

Focused Organization: How Balanced Scorecard Companies Thrive in the New

Competitive Environment (Boston: Harvard Business School Press, 2000).

3. D. 1. Collis and C. A. Montgomery, "Creating Corporate Advantage," Harvard

Business Review (May-June 1998): 72.
4. Core competencies have been defined as the "pool of experience, knowledge and

systems within the corporation that can be deployed to reduce the cost or time to
create or extend a strategic asset"; strategic assets are the "imperfectly imitable,
imperfectly substitutable, and imperfectly tradable assets that promote cost ad
vantage or differentiation." Constantinos Markides, "Corporate Strategy: The
Role of the Centre," Chapter 5 in Handbook of Strategy and Management, 1st ed.,
eds. A. Pettigrew, H. Thomas, and R. Whittington (Thousand Oaks, CA: SAGE
Publications, 2001).

5. An excellent short summary of a company's strategy communication process can
be found in L. Johnson, "Common Sense in Strategy Communication: Four
Lessons from Canon USA," Balanced Scorecard Report (May-June 2007): 6-7.
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6. Lockheed Martin Internal IT Group's strategy communication program received
the 2006 Magellan Award of the National League of Communications Profes
sionals.

7. R. S. Kaplan and D. P. Norton, "Measuring the Strategic Readiness of Intangible
Assets," Harvard Business Review (February 2004): 52-63, and Kaplan and Nor
ton, Strategy Maps: Converting Intangible Assets into Tangible Outcomes (Boston:
Harvard Business School Press, 2004), 199-248.

8. The KeyCorp experience was initially reported in Kaplan and Norton, Alignment,
273-277.
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CHAPTER SIX

PLAN OPERATIONS

Align Procpss Improvpmpnt Programs

MANY ORGANIZATIONS have achieved one-time performance break
throughs without the use of a formal management system. Charismatic

leadership and the art of management are powerful and frequently effec
tive forces. Performance that depends on the power of individual leaders,
however, is generally not sustainable over the long term. Unless an orga
nization links its strategy to its governance and operational processes, it
won't be able to sustain its successes.

Figure 6-1 shows the positioning of the process that links strategy to
operations within our comprehensive closed-loop management system.
Figure 6-2 describes the two key subprocesses used to accomplish this link
age. The first subprocess links business process improvements to strategic
priorities. The second links strategy to forecasts of resource capacity and
the spending on operating and capital resources that will be required to
deliver on the strategic plan. We discuss the linkage of strategy to process

improvements in this chapter, and the development of the complete oper
ating plan-including the sales forecast, resource capacity, operating budget,
and projected profit-and-Ioss statements-in Chapter 7.

IMPROVE KEY PROCESSES

Strategy execution requires alignment and execution of both strategic ini

tiatives and process improvement programs. In Chapter 4, we described
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FIGURE 6-1

THE EXECUTION PREMIUM

The management system: Linking strategy to operational planning
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how companies identify and execute portfolios of strategic initiatives
short-term, finite-length projects (up to twelve to eighteen months)---de
signed to drive improvement in Balanced Scorecard measures. In this
chapter, we describe how to align ongoing process improvement programs
with strategic objectives.

Quality and process improvement programs existed well before the in
troduction of the Balanced Scorecard. Japanese companies, in the 1970s,
demonstrated the power of their total quality management (TQM) ap
proaches, which built on earlier innovations by Deming, Shewhart, Juran,
and others. Western versions of Japanese TQM showed up in the 1980s,
including lean management, just-in-time, and six sigma.

The U.S. Congress established the Malcolm Baldrige National Quality
Award in 1987; several leading European companies founded the Euro
pean Foundation for Quality Management (EFQM) in 1988. The EFQM
organization created a model similar to Baldrige's for judging applicants
for a European Quality Award. The reengineering movement occurred simul
taneously with the introduction of the Balanced Scorecard in the early
1990s. By the early 1990s, almost all enterprises were implementing qual
ity and process improvement initiatives built on these developments.

Organizations can use the strategic objectives on their strategy maps
and scorecards to enhance and align their process management programs.
Quality models, by themselves, often focus on local, tactical, and unlinked
process improvements. Quality resources are committed to processes that
have been identified as falling short of best practices. This allocation

process, however, occurs independently of strategic priority setting. The
BSC provides explicit causal links from quality and process improvements
to successful outcomes for customers and shareholders. The cause-and-effect

relationships in a strategy map and the strategic objectives on the Bal
anced Scorecard highlight the process improvements that are most critical
for successful strategy execution. The BSC provides the guidance that orga
nizations need to redeploy their scarce resources of people and funds away
from improving vital processes that are already operating satisfactorily
and toward those processes most critical for implementing the strategy.

As one executive noted, "The BSC provided a unity and focus to our

TQM efforts, and also to our annual and long-range planning. We had a
lot of teams doing a lot of things, but the efforts were ad hoc. The BSC
brought this all together into a unified, systematic approach. Now when
we assign responsibilities to departments, we do it within a framework."

Aligning quality and process improvement programs with strategy
starts with the value proposition-the heart of a strategy. For example,
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companies offering a low-cost value proposition to customers will focus
on reducing the cost, improving the quality, and shortening the cycle time
of supply-chain, production, distribution, and service delivery processes.
Companies focused on offering complete solutions and relationships will
home in on improving the processes that select and deepen relations with
targeted customers, such as analyzing a customer's needs and cross-selling
multiple products and services to achieve a complete solution to the cus
tomer's problem. And companies following an innovation strategy will
get the greatest return on their process improvement spending when they
focus on improving their innovation and product development processes.

Case Study on Key Process Management: LowCost Airlines

Consider the situation of LowCost Airlines, a generic discount airline
with a strategic theme of operational excellence, as illustrated in Figure 6-3.
The theme's high-level financial measures are net income and return on
assets. LowCost has also identified two additional financial metrics-rev

enue growth and asset utilization (operating fewer planes)-that drive its
high-level financial metrics. If LowCost can increase utilization of its air

planes and flight crews, it can earn higher revenues without having to spend

more on these expensive resources.
The theme's customer perspective expresses LowCost's value proposi

tion to offer passengers both the lowest prices and the most reliable depar
ture and arrival times in the industry. LowCost measures these customer

objectives by benchmarking its prices, on-time departures, and arrival
performance against industry best practices.

The reduction of ground turnaround time is the key process objective
for the operational excellence strategic theme. LowCost uses two mea
sures for this critical process objective: the average time its planes spend
on the ground between flights, and the percentage of flights that depart
the gate on time. By reducing the time its planes spend on the ground,
LowCost enables its planes to depart on time (meeting a key customer ex
pectation) and gets better use of its most expensive resources-airplanes
and flight crews. These practices enable LowCost to earn profits even at
prices that are the lowest in the industry (a key financial objective). The
theme's learning and growth perspective has an objective to train and mo
tivate ground crews for fast ground turnarounds, much like the training of
an Indianapolis 500 race car pit crew, which can change four tires in less
than fifteen seconds.

As noted, LowCost's critical operating process objective is to reduce
ground turnaround time. Using language from the TQM and lean man-eagleflyfree
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FIGURE 6-3

Operational excellence strategic theme for LowCost Airlines
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agement movements, the time an airplane spends on the ground is "waste,"
much like the setup time on a machine. No one pays an airline to have its

planes on the ground. Only when planes are flying, transporting passen
gers and freight from one location to another, is the airline adding value
for its customers.

Also, as discussed in Chapter 2, an airline such as LowCost competes
not only against other airlines but also against other transportation forms,
such as buses, trains, and automobiles. LowCost must deliver prices and
departure reliability that are comparable to these other forms of trans
portation if its strategy is to succeed. LowCost's ability to (1) make
money while offering the lowest prices in the airline industry and (2)
match the on-time reliability of cars, buses, and trains depends critically
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on eliminating waste in all its forms. LowCost's strategy clearly requires
that its processes for rapid ground turnaround and on-time departures
have industry-leading performance.

LowCost decides to focus its process improvement capabilities on de
livering this desired performance. Ground turnaround time is determined

by the longest of three parallel processes performed by employees:

1. Plane unloading, cleaning, and reboarding

2. Luggage unloading and reloading
3. Ground maintenance and refueling

A plane cannot leave the gate for its next departure until the arriving

passengers and their luggage leave the plane, the plane is cleaned, main
tained, and catered for the next flight, the flight crew for the departing
flight and all the new passengers board the plane, the departing passengers'
luggage has been stowed on the plane, and the plane is refueled and de
clared mechanically fit to fly. To reduce ground turnaround from the cur
rent industry average of more than fifty minutes to the targeted level of
thirty minutes, all three processes must be performed dramatically better.

Figure 6-4 shows a simple decomposition of the first of the three ground
turnaround processes: unloading, cleaning, and reboarding the plane.
This process starts when arriving passengers depart from the plane. Then
a ground crew cleans and caters the plane, and, finally, the new passengers

and flight crew board for the departing flight.
The analysis reveals that a rigorous commitment to improve this pro

cess can eliminate existing delays and waste sufficiently to achieve the
stretch target for the first of the three subprocesses for ground turnaroilnd.

A similar analysis can be done for the two other ground turnaround pro
cesses. If targeted performance cannot be achieved within the desired
time frame through continuous improvement of the existing process, the
company would then consider a complete reengineering of the process, in

effect designing an entirely new process to achieve the performance target.

Identifying Strategic Processes for Improvement

In addition to improving existing processes, a newly created strategy map
often identifies entirely new processes at which the company must excel.
For example, a construction company shifted from an operational excel
lence, low-cost strategy to a differentiated, customer intimacy strategy.
For this strategy to be successful, it needed to execute a new process: work
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FIGURE 6-4

Can process improvements close the performance gap?
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closely with targeted customers to anticipate their future needs. The com
pany had never done such a process before. Previously, it waited for cus
tomers to request project bids before responding. It now realized that it had
to excel at the new process of building a long-term, trusting relationship
with its targeted customers to understand and anticipate their future needs.

Similarly, at a financial services company, frontline employees had to
shift from being reactive transaction processors to becoming proactive fi
nancial planners. With only a quality scoring model to guide them, the

employees could have scored high with their performance on speedy, re
sponsive, zero-defect processing of customer transactions. But this pro
cess, soon to be automated, was no longer critical to the new customer

relationship strategy. Instead, employees would have to excel at an en
tirely new set of processes:

Anticipate and understand customers' emerging financial needs.
Develop a deep and comprehensive knowledge of new financial

products and services .
• Enhance capabilities for customizing and selling products and ser

vices tailored to the individual customer.
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In both companies, the Balanced Scorecard identified the criticality of

the new processes, enabling the companies to deploy their best improve
ment teams to design and enhance the processes' performance.

Quality and process improvement projects will generate the highest

payoffs when they are selected based on criteria linked to the company's
strategic objectives. Quality programs designed to improve a local process
or a quality score on a business excellence model are fine. In general, a
company is better off when more of its processes are done better, faster,
and cheaper. But a collection of better, faster, cheaper local processes does

not a strategy make. Companies should emphasize improving those pro
cesses that contribute the most to the success of the company's strategy.

Strategic Versus Vital Processes

Figure 6-5 shows a 2 x 2 contingency table that explains the link between
process improvements and Balanced Scorecard strategic priorities. The
columns classify the organization's existing processes as either "excellent"
or "needs improvement" according to, say, EFQM or Baldrige process ex
cellence criteria. The rows distinguish between processes identified on the

Balanced Scorecard as strategic--contributing to the differentiation of
the company's strategy-and those that are vital: necessary for the com
pany's success but not creating a strategic difference.

Examples of vital but not strategic processes are processing the pay
roll, closing the books each period, providing basic housekeeping, grounds
maintenance, and security, and operating the phone system and computer
network. The company needs its employees to be paid, its financial books
closed on time and properly, its properties cleaned, maintained, and s~-

FIGURE 6-5

Using the quality assessment and balanced scorecard together

Process Classification

Strategic

Balanced
Scorecard
assessment

Vital

Needs improvement Excellent

Quality assessment
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cured, and its phone system and computer network operating. But being
the world's best at any of these vital processes does not create innovative

products, a differentiating experience for customers, or a productivity
breakthrough for financial performance.

Vital processes are analogous to vital human processes such as those
that determine body temperature, blood pressure, and heart rate. If any of
these is erratic or out of control, the body cannot function and immediate

corrective action must be taken. But an individual with superb control over
body temperature, blood pressure, and heart rate still has not created the
conditions required for a long-term successful career in a chosen profession.

Starting in the lower-left cell of Figure 6-5, we encounter the vital

(nonstrategic) processes that the company currently performs poorly. The
company needs to invest resources to improve these processes to competi
tive levels, or at least to a level where its performance does not detract from
successful strategy execution. Proceeding counterclockwise in Figure 6-5,

the lower-right cell represents nonstrategic processes currently being per
formed excellently. The company should strive to maintain current perfor
mance but can consider withdrawing quality improvement resources from
these processes because they are already at satisfactory levels.

The cell in the upper-right corner represents strategic processes cur
rently being performed excellently. The company can celebrate its success
with these processes and can maintain a perhaps lower but still sustaining
quantity of quality resources to continually improve them. Some quality
experts claim that quality improvement is like riding a bicycle; if you don't
continue to move forward, you fall down.

The cell in the upper-left corner is the critical area for management
concern. The processes in this cell have been identified as critical for suc

cessful strategy implementation but are currently being performed poorly,
or at least their current performance is far from targeted levels. It is here
that significant resources, six sigma black belts, and management atten
tion must be devoted. If these processes are not improved to best-in-class
performance, the company is not likely to deliver a distinctive value propo
sition to customers nor the productivity improvements demanded by
financial objectives.

This analysis of the 2 x 2 contingency table in Figure 6-5 illustrates

what a quality expert once told us: "Quality (six sigma) teaches you how

to fish. The Balanced Scorecard teaches you where to fish."

Because the strategic processes are featured in the Balanced Score
card's process perspective, they will receive continual review and attention
from senior management in their monthly strategy review meetings (as
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discussed in Chapter 8). These reviews are an important component of
what Bob Simons calls the company's interactive system: the system that
managers use to regularly and personally involve themselves in the deci
sion activities of subordinates. 1

The performance of the vital processes-those classified in the bottom
row of Figure 6-5-is also important. The organization will benefit from

improving any process, whether strategic or vital. The reporting and feed
back on the performance of the vital processes are included in Simons's
diagnostic system. Management establishes clear local performance tar
gets for employees and then does not intervene unless the system alerts
them when performance on a vital process falls outside established con
trol limits (analogous to blood pressure or body temperature becoming

too high or too low). The diagnostic system thus conserves management
attention by operating under management by exception.

Several companies provide good illustrations of linking strategic ob
jectives in the Balanced Scorecard process perspective to their quality im
provement activities.

Case Study on Linking Strategy to Quality:

Information and Communications Mobile

Information and Communications Mobile (rCM), a producer of mobile

phones and networks, took a comprehensive approach to aligning its
quality improvement programs with strategic priorities. The mobile com
munications marketplace was experiencing high growth and rapid change.
ICM had to introduce a major new mobile phone every quarter, reach the
market quickly with new products, respond rapidly to customer requests,

and achieve scale economies by expanding its global reach.
ICM organized its operations around three core customer-to-customer

processes: "idea to market" (innovation); "offer to cash" (operations); and
"problem to solution" (customer management). It also included several
support processes: strategy, human resources, and finance. Its Balanced
Scorecard objectives reflected the three critical strategic themes: innova
tion, speed, and volume growth.

ICM used a catchball process (see Figure 6-6) to cascade the BSC

business objectives in the three themes to operational objectives that
could be addressed by frontline employees. Catchball is an element in the

Japanese hoshin kanri policy-deployment process in which employee"scon
duct two-way discussions with those above and below them. Through
these discussions, the employees establish goals that support those at the
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FIGURE 6-6

Using the Balanced Scorecard with the catch ball process

Catch ball Process

Implement, measure results, and report

level above them; these goals are also the outcomes of the goals set at the level
below them.

Senior management at rCM started the catchball process by commu
nicating strategic objectives, articulated in the divisional Balanced Score
card, to all business units. Each business unit established goals to achieve
the division's strategic objectives. The process continued with the business
units linking their objectives and commitments to operational objectives
at the department level, just below the business unit. The departmental

objectives were then cascaded successively down until they had become
translated into targets for local six sigma project teams.

Take, for example, the offer-to-cash business process, represented by a
BSC objective for end-use consumers to experience an easy, speedy pur
chase. The catchball mechanism cascaded this objective from the consumer

business group to a mobile phone manufacturing plant, which accepted
two catchball objectives to improve on-time delivery and reduce order
lead times. The catchball process cascaded this plantwide objective to var

ious functional departments. One of them, the purchasing department,
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developed an objective to establish a six sigma project team that would
strive to reduce replenishment times. In this way, the BSC objective for a
transparent, speedy customer ordering process was now linked to a front
line work team's project to improve replenishment times for purchased
materials.

Another BSC objective, in the problem-to-solution business process,
was to reduce nonconformance cost (NCC), a term drawn from the cost-of

quality literature. NCC refers to the cost of handling and repairing device
failures in the field. The BSC project team cascaded to manufacturing and
design units the high-level objective of reducing NCe. A project team
within engineering and design discovered that defective battery contacts
caused a high fraction of field failures. The project team accepted a catch
ball objective to improve the battery charge contacts of mobile phones
and launched a six sigma project to solve this problem.

The cascading process at ICM focused all departments and employees
on projects that had the greatest impact on processes at the heart of the
company's strategy. It also aligned every department and employee with
company objectives. Employees learned how they contributed to their
business unit's-and, ultimately, the company's-objectives.

As a third example, consider a BSC objective within ICM's problem
to-solution business process: to solve customers' complaints quickly and

responsively. ICM committed staff and money to help it reduce the time

required to resolve customers' complaints, including developing metrics that
measured performance of this objective. But solving problems that arise
in the field is costly, even if done well. ICM also shifted recurring cus

tomer complaint problems to its idea-to-market business process. The pro
cess owner formulated a "design for six sigma" project to eliminate the
root cause of recurring failures. ICM understood that improved and more
robust designs are a much more effective solution than reducing the time
to resolve customer complaints after they experience defects.

ICM converted its BSC-level target to reduce its NCC into targets for
each of its three major business processes. The conversion soon led to
more than forty six sigma projects. Within one year, the division had com
pleted more than fifty projects and realized a median saving of €150,OOO
per project.

When ICM benchmarked its six sigma programs against those of
other companies, it learned that its average project payback was among
the highest. It had used the Balanced Scorecard to align its quality im
provement projects with the areas that yielded the greatest benefits for the
company.
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Case Studies: Thai Carbon Black, Motorola GEMS, Mobistar (Orange)

Thai Carbon Black (TCB) is one of the world's largest producers of car
bon black, with six of the top ten tire makers among its customers. TCB's

strategy was to become the lowest-cost producer of carbon black in the
world. It developed a Balanced Scorecard to define and map its strategy.
The Balanced Scorecard's financial perspective had a key objective to re
duce manufacturing cost. The customer perspective included objectives to

improve quality and delivery performance. The process perspective, of
course, stressed continuous process improvements.

TCB, like ICM, integrated its Balanced Scorecard with total quality
management and hoshin kanri methodologies. In TCB's hoshin kanri catch
ball process, department heads translated BSC measures into specific
measures for their units; then, via catch ball, they cascaded those down to
the next managerial level within each department, and then down to super
visors and local employee project teams. Each cascading stage used two
way communication between managers and their direct subordinates to
agree on measures and targets. This systematic cascading process created
alignment throughout the organization. Aggregate measures at one level,
such as "reduce manufacturing costs," became more detailed measures,
such as "reduce consumption of lubricating oil," at the next lower level.

Thai Carbon Black's alignment of process improvements with strat
egy contributed strongly to earning the execution premium shown below:

THAI CARBON BLACK'S EXECUTION PREMIUM

• TCB's gross profit margin (almost 25 percent) is 12-15 percentage
points higher than its nearest competitor.

• For 2007, return on net worth has grown to 16.7 percent.
• In 2007, TCB realized $2 million in savings from cost

improvements.
Overall plant effectiveness reached 97.2 percent in 2007.

• In 2003, Hewitt Associates judged TCB to be the Best Employer in

Thailand and among the Top Five in all of Asia.
• From 2000 to 2006, employee satisfaction rose 23 percentage points

to 92 percent.

For several years, Motorola Government and Enterprise Mobility
Solutions (GEMS) used a performance excellence model, adapted from
the Baldrige Criteria, to organize its continuous improvement activities,
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helping it realize best-in-class processes and results. An internal assessment,

however, revealed a shortfall in the strategy and business planning process.
After a benchmarking study of leading practices used by Baldrige

Award winners, GEMS adopted the Balanced Scorecard to provide an or
ganizing framework for its six sigma and continuous improvement efforts.
It formed a Performance Measurement Council of twenty-two members
from the company's various regions, product groups, functions, and sup
port areas, including several six sigma master black belts. The group de
veloped a strategy map, Balanced Scorecard, and reporting system (called
a "digital cockpit") for the GEMS strategy.

One BSC learning and growth objective was to "make six sigma the way
we work." This objective led to evaluating all six sigma projects on their po
tential impact on high-level scorecard objectives, including customer sat
isfaction, quality, operating earnings, operating cash flow, and strategic
sales growth. Motorola GEMS is an excellent example of a company with
a highly developed six sigma and performance excellence program that
gained substantial new benefits by using the Balanced Scorecard to align
its existing program with strategic priorities. In 2003, Motorola GEMS
became a Malcolm Baldrige National Quality Award winner. Its execu
tion premium is described in the insert.

MOTOROLA GEMS' EXECUTION PREMIUM

• Return on net assets skyrocketed from about 16% in 2001 to 137%
in 2004.

• From 2002 to 2004, sales rose 11% annually and GAAP operating
earnings as a percentage of sales rose from 8.7% to 16.4%.

• Market share is twice as large as that of its nearest competitor.
• The division's call centers have achieved world-class performance

results.

• Employees' job satisfaction, strategic awareness, and understanding
of their contributory roles have risen greatly since 2001.

Mobistar, a leading mobile communications company in Belgium
(now part of the Orange Group), began as a global system for mo
bile communications telecom in 1996.2 From its beginning, Mobistar

adopted the EFQM performance excellence model as its management
system. Mobistar's focus on innovation and customer service led to rapid
initial growth.
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programs. Rather than continue to use these programs to make continued,
but unrelated, local and isolated process improvements, each adopted the
Balanced Scorecard to focus and align its performance improvements on
those processes that would have the greatest impact on meeting business
and company strategic objectives.

SET PRIORITIES FOR PROCESS MANAGEMENT

Companies without a strong total quality management culture do not
need to instill this culture before aligning process management with strat

egy. The Balanced Scorecard framework features the processes most criti
cal for successful strategy execution. To make the framework operational,

companies can focus on achieving the critical process objectives that are
shown on the strategy map, as well as the learning and growth objectives
that drive the key process improvements.

Symnetics, our South American consulting affiliate, has developed a
formal approach for linking process management to strategic objectives.3
The approach starts by comparing the existing customer value proposi
tion to the proposed one. Consider a company that adopts the Balanced
Scorecard to help it implement a new strategy based on providing a full
range of services to meet a customer's needs. The previous strategy had

the company competing by offering low prices and speedy service. The new
strategy requires the company to develop capabilities for rapidly develop
ing and introducing new products and services and for providing post
sales maintenance, support, and training. The company identifies the gap

between its existing process capabilities, developed to support the previ
ous strategy, and the process performance required for the new offering.

The company must close this strategy gap by enhancing existing processes
and introducing some entirely new ones.

The company continues to drill down to process management by iden
tifying the key process objectives (on the strategy map) that drive the
achievement of the customer and financial targets (see Figure 6-7). The
company then identifies the key performance (process) indicators (KPIs)
that drive process excellence. In this example, the company has selected a
BSC innovation process objective to "be agile and effective in developing
customer-oriented solutions." It defines two metrics for this objective: a
research and development effectiveness index (RDEI)-which equals the
ratio of new products' profits to the products' R&D investment costs
and time-to-market, a metric of speed for the idea-to-market innovation
process (see Figure 6-8). The ambitious three-year targets are to improve
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Linking process managment to BSC strategic processes
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FIGURE 6-8

THE EXECUTION PREMIUM

Linking a balanced scorecard R&D strategic objective to critical
success factors and metrics

Strategic Objective
and Metrics

Critical
Success
Factors

the RDEI ratio by 50 percent and to reduce time to market by 55 percent.
The two BSC metrics are outcome (or lagging) indicators, which pro

vide feedback about whether the company successfully introduced new

products that will more than repay their development costs and whether
the introduction was accomplished rapidly. But to improve the design and

development process, employees need process indicators that motivate
and track whether existing projects are on track to achieve success. Em
ployees cannot wait until the products have been introduced to learn
whether they succeeded. They need more contemporaneous indicators.

In the next step, the company identifies the critical success factors
(CSFs) for employees to strive to achieve while performing the process.
The company selects the following three CSFs along with metrics to make
the CSFs operational.
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Critical Success Factor (CSF)

Be continuously innovative in

our product lines.

Have an in-depth understanding about
our markets and their target segments.

CSF Metric

Number of protected ideas

Number of proposals
cocreated with targeted
customers

Have a continuous monitoring process

related to our products' performance.
Percentage of performance
achieved by newly introduced
products

The metrics can be displayed on a process dashboard to improve the
performance of subprocesses within the overall idea-to-market innova
tion process, as shown earlier in Figure 6-8. Dashboard metrics are the
operational performance indicators that lead, via a cause-and-effect rela
tionship, to process excellence. They can serve as the basis for a service
level agreement between, in this case, the R&D function and the business
unit. The agreement specifies how the support function (R&D) can con
tribute to delivering the targeted performance of critical process objec
tives in the business unit's strategy map.

USING DASHBOARDS

Companies enhance their process improvements by designing and deploy
ing local operational dashboards. These dashboards are collections of key

indicators that provide feedback on local process performance. Auto
mated dashboards reflect business intelligence and data integration infra
structure, which facilitate the visual representation of the underlying data.
They enable employees to drill deeper into the data for interactive analy
sis. Although all processes benefit from systematic measurement and re

porting, dashboards are most effective when they highlight the processes
from the unit's Balanced Scorecard process perspective (see Figure 6-9).

For example, LowCost Airlines, discussed earlier in the chapter, should
develop dashboards for the employees who perform passenger deboard
ing and reboarding, luggage handling, and ground maintenance. In that
way, the employees would receive continual feedback and learn which of
their process innovations produces the greatest and most reliable im

provements in reducing ground turnaround time, the critical process in
the operational excellence strategic theme.
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Linking strategic objectives to process dashboards
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Dashboards differ from Balanced Scorecards in several ways.4 Dash
boards are operational, not strategic. Consequently, they may not have fi

nancial or customer metrics, or metrics of the department's human capital
development activities. Dashboards focus on process metrics that employ
ees can affect in their daily actions. Whereas most BSC metrics are outcomes,

which are updated monthly or quarterly, dashboards can reflect daily and

even hour-by-hour performance so that employees receive rapid and timely
feedback about recent performance. Such rapid feedback helps employees
learn from their experience ..

Dashboards also focus on local departmental, functional, and process
performance, in contrast to the cross-business and cross-functional
outcome indicators on the Balanced Scorecard. Dashboards inform the

problem-solving and continuous improvement of employees who work in

the same department, function, or process. Dashboard data, apart from
their value in managing and improving day-to-day processes, also are the
prime informati6nal input for focused operational review meetings, which
we discuss in Chapter 8.

Case Study on Dashboards: TD Canada Trust

As an example of using statistical analysis (multiple regression analysis) to
select the best operational (process) metrics, consider the example of TD
Canada Trust (TDCT), a company formed by a merger between Toronto
Dominion Bank and Canada Trust. 5 The Canadian regulatory authori
ties approved the merger only after Toronto Dominion Bank's CEO made
a public commitment to maintain high customer service standards and

deliver "comfortable" and convenient banking experiences to all cus
tomers. TDCT already used a dashboard of twenty-six metrics (see Fig
ure 6-10) to track customer satisfaction (three metrics), customer loyalty
(two metrics), and the presumed drivers of satisfaction and loyalty
(twenty-one metrics). The management team had three concerns:

o The dashboard had too many metrics for branch personnel to
focus on.

o The metrics had no associated weights or priorities.
o The bank had never validated that the twenty-one driver metrics

correlated at all with customer satisfaction and loyalty.

Moreover, at a fundamental level, the bank was unsure what "comfort

able" banking meant, despite having just made a highly public commitment
to deliver it.
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FIGURE 6-10

THE EXECUTION PREMIUM

TO Canada Trust's existing customer dashboard
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Chris Armstrong, executive vice president of marketing in 2005, led a
project to perform rigorous and systematic testing of the drivers and out
comes of customer satisfaction. The project team started with in-depth
surveys, covering each dimension of service, with customers who had just
had a branch interaction. The team then performed statistical analysis to
estimate the impact of each service attribute on customer satisfaction.

The team retained an overall customer satisfaction index (CSI) and
the two customer loyalty metrics of "likely to recommend" and "likely to
continue as a TDCT customer." It replaced two other customer satisfac
tion metrics with a new dissatisfaction metric: the percentage of cus
tomers who scored the experience between 1 and 3 on a lO-point scale.

The team's major finding was that ten of the twenty-one driver metrics
had no effect or only a negligible effect on customer satisfaction, loyalty,
and branch profitability. It eliminated these ten metrics, resulting in a
more streamlined and validated report, as shown in Figure 6-11.

The project team also used statistical analysis to streamline the dash
board by estimating the impact of improvements in the customer satisfac
tion drivers. For example, the team learned that customers valued a
feeling of being appreciated more than speed of service:

An increase of 1% in measures related to comfortable banking (per

centage of customers who were satisfied that the teller made them feel

their business was appreciated) led to a 1.7% increase in customer satis

faction, which in turn led to a 0.4% increase in branch profitability.

A 1% increase in speed of service (percentage of customers satisfied

that their transaction was processed quickly) led to only a 0.8% increase

in customer satisfaction, which, in turn led to a 0.2% increase in branch

profitability. 6

Armstrong's team, with its knowledge of the value of increasing per
formance along each dimension of service, listed the service indicators on
the branch scorecard in order of their relative performance. That enabled
each branch employee to quickly grasp the most important service qual

ity indicators.
The team also discovered that satisfaction had a nonlinear S-shaped

response to improvements in most service measures. Improvements in a
customer service level had little impact until a critical threshold was reached.
Thereafter, the impact accelerated rapidly with improvements, but eventually

satisfaction responded less strongly to further improvements. This insight
helped direct attention away from metrics where most of the potential
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FIGURE 6-11

TO Canada Trust's post-analysis customer satisfaction tracking report
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gains had already been achieved and toward those indicators where im

provements would yield significant improvements. The response curve
served as the basis for a feedback report to each branch that helped the
branch manager focus attention on those areas where performance im
provements would be most valuable.

The TDCT experience is a sophisticated example of, the design and
use of dashboards. Many companies automate and display entire collec
tions of operating metrics without first identifying the metrics expected to
have the greatest influence on aggregate performance. In contrast, TDCT
conducted front-end statistical analysis (multiple regression analysis) to
identify which operating metrics apparently had the greatest impact on
the performance of their decentralized units. These metrics could then be

featured, trended, and benchmarked on the first page of each branch's

electronic dashboard. In general, capturing and displaying a few key op
erating metrics on a dashboard, especially when the metrics are bench

marked against comparable internal or external units, provides great focus
and feedback to employees' process improvement activities.

SHARING BEST PRACTICES

Companies should not view process improvement activities as local proj
ects. They should leverage their process improvement capabilities by shar
ing best-practice experiences across all organizational units.

Vista Retail uses a formal process to review and compare performance
across all outlets in its chain. The company encourages retail units to

share best practices, such as dealing with customer complaints, improving
customer service, and offering a speedier purchase cycle. Regional direc
tors, on their periodic visits to outlets, search for best practices and then
disseminate them to other units in the region.

The company established a nonmonetary recognition program at each
outlet, Vista Pride Award, to reward people and teams for submitting great
value-creating ideas. Each outlet selects and announces the first-, second-,

and third-place prize winners each quarter. It submits the first-place win
ner to corporate for a quarterly contest whose grand prize is a trip for two
for a six-night, seven-day resort stay and $500 spending money. Vista's Of
fice of Strategy Management collects and posts the best-practice case stud
ies on the company intranet. The company also asks its outside auditors
and vendors for best practices that they have observed in companies in
different industries.
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Ricoh organizes visits by executives from one business unit to another

as part of BSC review sessions, during which best practices are observed
and studied. Ricoh's performance excellence (PE) unit manages a formal
annual process for identifying and sharing best practices. Each business
unit in a region submits its best practices, as measured by a Baldrige eval
uation template, to the PE group. PE holds a Best Practice Sharing Rally,
where the CEO and the presidents of the business units in the region se
lect the three best practices to be submitted to and assessed, using the
Baldrige Criteria, by a senior international internal consulting group.
Those scoring higher than 50 percent are named as Ricoh Best Practices
and entered into an international database that is shared across all regions.

Ricoh also organizes a Kaizen Process Improvement Sharing Rally to
showcase the best quality-control and six sigma projects. It selects the best
project to compete in a regional kaizen rally. The assessment criteria in
clude the degree of sharing of the project's best practices with other orga
nizational units, and the extent of implementation of the practices in areas
of the business other than the one where it was developed.

Hillside Family of Agencies is a nonprofit organization, based in
Rochester, New York, that offers child-centered and family-focused ser

vices through an integrated system of care. Services provided by Hillside
affiliates include child welfare, mental health, juvenile justice, education,
developmetal disabilities, and youth development in locations throughout
central and western New York. It strives to be the leader in translating

leading-edge research into practical solutions that are replicable across
Hillside's service offerings. The Strategic Planning and Quality Assurance
team serves as the link between national researchers and Hillside affiliate

operating managers for sharing best practices. Successful implementation
of research into practical solutions requires deploying best practices to
multiple levels: individual practitioners, the organization, the payers, the
community systems, and the consumers. Hillside, in turn, provides back
to researchers a valuable perspective regarding the needs of the children
and families and what families want for their children.

Hillside utilizes a collaborative, co-creation process to integrate
evidence-based practices into existing service models. The design of ser
vices is finalized based on customer feedback and program evaluation. In
this way, all managers are kept aware of the state of the art and contin
ually search for ways to put the new ideas into the solutions they deliver
to children and their families. Hillside has earned the execution premium
shown:
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HILLSIDE FAMILY OF AGENCIES' EXECUTION PREMIUM

• Hillside has exceeded its three-year revenue growth target for 11

consecutive quarters (2004 to 2007):
From 2002 to 2007, the number of families served increased 37%,
from 5,804 to 7,950.

• Hillside Work-Scholarship Connection continues to graduate high
school students at significantly higher rates than among
comparison sample students not exposed to the program.

• Hillside Work-Scholarship Connection provides an economic
return on investment of $2,263,646 per 100 program participants
(to age 30).

• The average length of time elapsed from referral to service initia
tion has decreased 50% over 2 years, falling from an average of 6.2
to 2.7 weeks.

• Positive Behavioral Interventions and Supports (PBIS) implemen
tation has resulted in a significant decrease in the number of safety
holds and support room referrals in Residential and Day Treatment

programs.

SUMMARY

Process improvements are a critical part of any strategy execution pro

gram. The objectives and measures in a Balanced Scorecard's financial
and customer perspectives describe the desired outcomes of a successful
strategy. The objectives and measures in the process perspective describe
how the strategy will be executed. Excellent performance in the processes
identified on a company's strategy map and scorecard creates the differen
tiation in the strategy and also generates the desired productivity im

provements in the financial perspective.
Quality and other process improvement programs playa critical role

in enabling the strategic processes to achieve their performance targets.
An organization should analyze each strategic process to identify the critical
success factors and metrics that employees can work to improve in their

daily activities. Dashboards provide the feedback on the metrics expected
to drive process improvements. Finally, formal knowledge sharing-some
of it based on cross-sectional, quantitative comparison of decentralized

unit performance--enables successful process innovations to be quickly
disseminated throughout the organization.
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NOTES

1. R. Simons, Levers of Control (Boston: Harvard Business School Press, 1995),
91-124.

2. Mobistar material excerpted from "Mobistar," Balanced Scorecard Report Hall of

Fame 2005 (March 2005), 27-28.
3. We are grateful to Reinaldo Manzini for contributing these experiences from the

Symnetics, Brazil, practice.
4. W. W. Eckerson, Performance Dashboards: Measuring, Monitoring, and Managing

Your Business (Hoboken, NJ: John Wiley & Sons, 2006), provides an excellent and
comprehensive treatment of dashboards. We use a slightly different terminology
than Eckerson by restricting the term dashboards to what he calls operational or
tactical dashboards, and retaining the term Balanced Scorecard for what he calls a
strategic dashboard.

5. We are indebted to Professor Dennis Campbell for the TD Canada Trust case
study; see D. Campbell, "Choose the Right Measures, Drive the Right Strategy,"
Balanced Scorecard Report, May-June 2006, 14-16.

6. Ibid., 15.
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CHAPTER SEVEN

PLAN OPERATIONS

Sal~s For~casts, R~sourc~ Capacity,

and Dynamic Budg~ts

A COMPANY'S SPENDING on the strategic initiatives and process im
provements discussed in Chapters 4 and 6 is essential for effective strategy
implementation. But the spending on initiatives, projects, and process im
provements typically accounts for only IO percent or less of overall cor
porate spending. The remaining 90-plus percent enables the company to
produce and deliver products and services to customers and to perform
corporate support functions. In this chapter, we present an integrated ap
proach for linking the strategic plan to forecasts for spending on operating
and capital resources. This process (described in the second row of Figure
6-2 in Chapter 6) ensures that resource capacity, operational plans, and
budgets reflect the direction and needs of the strategy.

BUDGETS AND BEYOND

In the 1920s, General Motors introduced operating and capital budgets, an
important management innovation that has persisted to current times. 1

The mantra of General Motors CEO Alfred Sloan and his CFO, Donald

son Brown, was "decentralized management with centralized contro1."

They used budgets to coordinate and control the diverse business units in
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the General Motors system. Budgets became most companies' central
management system by performing the following functions:

• Forecasting future revenues and expenses to facilitate financial plan
ning and managerial coordination

• Generating managerial commitment to deliver the budgeted re
sults

Authorizing managers to spend up to the budgeted amount for each
line item in the budget

Evaluating the performance of managers and divisions

But the budgeting process in many companies has become a costly,

time-consuming, and inflexible control system for rewarding and punish
ing business managers. Harold Geneen, former CEO of ITT, became the
stereotype of the command-and-control corporate executive. Geneen's highly
centralized and idiosyncratic management style placed enormous pres
sure on managers to achieve budgeted performance. Geneen's style was
emulated by Al Dunlap, who used budgets to force managers to achieve
either ambitious sales goals or major line-item expense reductions; the in
tense pressure eventually led to major financial reporting problems.2 An
other notorious budget user was Bernie Ebbers of WORLDCOM, of
whom it was said, "You would have a budget, and he would mandate that
you had to be 2% under budget. Nothing else was acceptable."3

Several companies in northern Europe, such as Svenska Handels
banken, Borealis, Statoil, and Nordea, have abandoned the use of budgets

entirely. Practicing members of the "beyond budgeting" movement, these
companies replaced the budget with a new set of forecasting and control
processes.4 Bjarte Bogsnes, a senior manager at Statoil and a leading practi
tioner in the beyond budgeting movement, states, "With today's dynamic,
unpredictable, and demanding environment, managers require more free
dom and responsibility. Processes must be more continuous and respon
sive, and managers must have more discretion on how to achieve results,
not just meet budgeted performance." 5

The beyond budgeting advocates argue that a budget has the following
fatal weaknesses:

• Creating a budget takes excessive time and money.
• A budget motivates managers to make lowball estimates of revenues

and income for fear of the consequences from Geneen-, Dunlap-, or
Ebbers-type managers if they fall short on any budgeted target.
It stifles innovation.
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• It quickly becomes obsolete in a rapidly changing, globally competi
tive business environment.

Consider the experience of Borealis, a company formed by the merger
of the petrochemical divisions of two Nordic oil companies: Statoil of Nor
way and Neste of Finland.6 Bogsnes, who moved to Borealis from his po
sition as head of budgeting at Statoil, wanted to use the creation of a new

company as an opportunity to introduce a new management approach to
replace the budget: "Traditional budgets serve too many different purposes
for instance, both forecasting and target setting. Forecasts should be real
istic, targets should be challenging. They should not be the same number."?

Thomas Boesen, financial controller at Borealis, supported Bogsnes's
mission. Boesen recalled the frustrations that managers had with the

budget: "People worked hard to produce a detailed document, put the
document in a large binder, and, sadly, never looked at it again. Our prod
ucts and supplier markets were changing so fast that the budget was out
of date within weeks."8

Bogsnes and Boesen replaced the budget at Borealis with an inte

grated suite of four targeted management control processes. As portrayed
in Figure 7-1, the new Borealis management system delivered the capabil
ities of the traditional annual budget (the inner box) while also providing
a much broader set of capabilities. It achieved these broader capabilities
at lower cost and without budgeting's dysfunctional aspects, such as low
balling or sandbagging of budgeted revenues.

We examine each of the four processes in detail.

Rolling Financial Forecasts

Each quarter, Borealis generated rolling forecasts for the next five quar
ters to give a clear, simple picture of anticipated financial performance.
The forecasts were intended to provide an unbiased estimate of future
sales and expenses and had no implications for the measurement of man
agerial performance.

Managers in each business unit used the most objective data they could
find to create a new set of forecasts each quarter. The data included price

information from corporate planning, expected sales volume from the
sales force, fixed costs and depreciation from the manufacturing sites, and
exchange rates, inflation, and loan information from corporate finance.
The forecasts were not elaborate exercises; they were basically back -of

the-envelope calculations, including updates of the main profitability
drivers: volumes and prices.
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FIGURE 7-1

THE EXECUTION PREMIUM

The new Borealis management system offered capabilities well
beyond those of the traditional budget

Bogsnes noted that although managers had done forecasting previously,
the new purpose was different: "The rolling financial forecasts literally gave
us more for less: better reliability because of no gaming and frequent up
dating, and significantly less data collection and number crunching."9

Balanced Scorecard

Borealis used the Balanced Scorecard to communicate strategic objectives
and measures to employees. It encouraged employees to set personal ob
jectives that would be linked to corporate strategy. Rather than communi
cate corporate performance through budgets and variances, the company
now tracked performance against key performance indicators related to
the business.

Thus, the Balanced Scorecard, and not the budget, became the pri

mary performance managementtool at Borealis. Performance of business
units on the key indicators was benchmarked internally among compara
ble units, and externally using industry and competitor data.
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Controlling Fixed Costs

Under the former budget process, Borealis controlled capacity-related
(fixed) costs through budgets and variances for each expense line item. It
also traced and monitored the costs of each operating department. Bore
alis replaced the budgeted line-item expense and departmental cost con
trols with activity-based costing (ABC), a cost management tool that is
described later in this chapter.

The ABC model traced and accumulated line-item operating expenses

into process costs and then to product and customer costs. ABC provided
a common language for describing costs and for benchmarking process
costs across plants and with other companies. The plants' employees
found the activity-based cost information to be much more intuitive and
understandable than the line-item expenses reported previously in the
budget. Now employees could see hpw and where to control costs for
maximum impact.

Investment Management

Borealis eliminated centralized capital budgets and gave decision making
and control to the managers and employees who were closest to the mar

ketplace and customers. It segregated investment project approval by size
of project. Small investments, less than US$1.65 million (10 million Dan
ish krona [DKK]) could be approved by the division, plant, and function
that proposed the project.

Borealis tracked the cost of these small investments as a component of

the twelve-month moving average of activity-based costs. Medium-sized
investments (between US$1.65 and $8.25 million [DKK1O-50 million])
had to exceed a hurdle rate that corporate management set each period in
accordance with the financial projections from the five-quarter rolling fi
nancial forecast. If cash flow was going to be tight, management increased
the hurdle rate. The executive board approved centrally the largest invest

ment projects, those that exceeded US$8.25 million (DKK50 million).
Bogsnes commented on the improved investment approval process: "Be
fore, investment projects had to be calculated twice: once to get them ap

proved in the budget, and once again before final approval and project start.
By then market assumptions might have changed completely, requiring a
full new investment appraisal."l0

Borealis financial managers believed that the four new management
control processes accomplished the traditional budget's objectives in a
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manner that was better, faster, and cheaper. Line managers now had a

high degree of freedom in the way they achieved challenging targets that
were benchmarked against leading global competitors. The managers did
not have to seek pre approval to spend money to improve performance.
They just had to deliver the performance. This clear accountability for re
sults fostered increased responsibility and decision making.

The following table summarizes how the new processes at Borealis

performed the roles previously done by the budget.

Budget Role

High-level financial and tax planning

Target-setting and performance
evaluation

Controlling fixed costs

Borealis Process

Rolling financial forecasts

Balanced Scorecard

Activity-based costing

Trend reporting
External benchmarking

Authorizing and allocating capital
expenditures

Small projects: trend
reporting, localized
Medium projects: varying
hurdle rates

Major strategic projects:
done by the board on case
by-case basis

By introducing the new processes, Borealis managers focused on im
proving process costs and managing total project costs rather than on re
porting and explaining a myriad of cost variances each month. They were
evaluated on achieving strategic objectives, not on their compliance with
monthly spending limits, and they avoided the annual burden of the rigid,
time-consuming budgeting process.

LINKING THE STRATEGIC PLAN TO A RESOURCE
CAPACITY PLAN AND OPERATING BUDGET

The Borealis example provides the platform for a new integrated planning
and resource allocation process that tightly links strategy to operations.

In the remainder of this chap~er, we describe a comprehensive framework
that integrates strategic planning with resource allocation, financial fore
casting, and, ultimately, a dynamic budgeting process.
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The framework's key innovation is a time-driven activity-based cost

(TDABC) model to link strategic planning to operational and capital
budgeting. The framework consists of five steps:

1. Use driver-based revenue planning to obtain sales forecasts for
future periods.

2. Translate the high-level sales forecasts into a detailed sales and

operating plan.
3. Enter the sales and operating plan, as well as projected process

efficiencies, into a TDABC model that forecasts demand for re

source capacity.
4. Derive dynamic forecasts (budgets) for operational and capital

spending (OPEX and CAPEX).

5. Estimate pro forma financial profitability by product, customer,
channel, and region.

In the remainder of this chapter, we discuss each of the five steps.

STEP 1: USE DRIVER-BASED REVENUE PLANNING
TO OBTAIN SALES FORECASTS

Chapters 2 through 6 describe how companies develop their strategies
and select the strategic initiatives and process improvements that will
drive near-term actions. Based on these planned actions, and in light of
the growth targets for financial and customer BSC metrics, companies
need to forecast their near-term revenues and mix. To remedy the rapid
obsolescence of an annual sales forecast, and following the recommenda
tions of the beyond budgeting movement, many companies now refore
cast sales at least quarterly, and the forecast period goes beyond the
current fiscal year (typically five or six quarters ahead), as illustrated in
Figure 7-2.

Companies need updated forecasts for several purposes. First, public
companies want to avoid unfavorable surprises with their investing and an

alyst communities. Companies that unexpectedly announce sales and
earnings that fall short of market expectations experience severe price
declines and often forced turnover in the ranks of senior executives. The

unfavorable reaction comes from two sources. First, markets are disap

pointed whenever financial performance falls short of expectations. But

sophisticated investors understand that companies operate in uncertain,
challenging environments. Not all earnings expectations can be met even
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FIGURE 7-2

Rolling forecast process
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when companies have some discretion to postpone bad news by managing
reserves and controlling the timing of revenue and expense recognition.
The second source of the unfavorable market reaction to earnings short
falls is that investors do not expect senior executives to be surprised by the
content of their own earnings announcements. Unanticipated sales and

earnings shortfalls imply that senior executives lack adequate information
and control systems to detect when actual performance is falling short of
forecasts. An unhappy surprise leads to loss of confidence in senior execu
tive teams. So, at a minimum, companies should continually reforecast
their results to keep market expectations in line with the most likely re
ported financial performance.

Valid forecasts are vital for short-term financial planning. Changes in
sales and expenses affect the receipt and disbursement of cash. The com
pany's treasury office must manage cash balances and draw upon banking
or credit lines so that the company does not run short of cash. The trea
sury office needs accurate forecasts of near- and intermediate-term cash

receipts and expenditures. It cannot operate from a monthly plan derived
from a budget prepared six to twelve months earlier that no longer reflects
current economic and market conditions.

A quarterly rolling forecast process also forces managers to be forward
looking, at least once per quarter, to scan the external environment and
recent internal performance to identify new opportunities, respond quickly
to new threats, and revise action plans to address performance shortfalls.
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Using quarterly rolling forecasts allows companies to incorporate the

most recent information and insights about the marketplace.
Managers can respond to new information by slowing discretionary

expenditures-such as research and development, training, promotion,
capital expenditures, and new market introductions-if the sales oppor
tunities anticipated when these initiatives were planned and authorized

turn out not to be occurring or are now seen to occur further in the future
than previously anticipated. Conversely, if demand is stronger than previ
ously forecast, the company may wish to accelerate capital spending,
training, and new hiring so that it can bring capacity onstream sooner to
support the higher sales levels.

The quarterly rolling forecast update is not a budget done four times a

year. Managers forecast only a few high-level revenue items and perhaps
for manufacturing companies-gross margins. In many companies, the
rolling forecast can be submitted on a single piece of paper (or computer
page). Managers do not have to forecast line-item expenses. As we show
later in the chapter, managers can derive costs and expense forecasts di
rectly from a detailed revenue forecast.

Forecasting revenues, however, remains a difficult process, much more
complex than forecasting costs. A revenue model is a forecast about what

a myriad of economic agents outside the company, including customers,
competitors, and government officials, will do in forthcoming periods.
Companies use many approaches to forecasting.!! We have seen several
companies get excellent results from an approach called driver-based plan
ning, in which managers build a structural model, typically using extensive
nonfinancial data, to predict sales. The models can consist of multiple
equations that incorporate macroeconomic variables, current market po
sition of the company and its competitors, levels of advertising and pro
motional spending, and market penetration models of adopters, diffusers,
and repeat customer purchases.

To produce a driver-based revenue model, each company must de

velop its own analytic capabilities. The factors most important for pre
dicting sales will vary by industry, and even company by company within
an industry. Consider, for example, the analytic sales-forecasting process
used by a company producing frequently purchased consumer personal
care products. The company has excellent knowledge of its existing cus
tomer base. It knows the total population in the countries where it cur
rently sells, and the percentage of people who use the product regularly.
The company also knows its existing market share, country by country
and region by region. It also knows the distribution of its total sales in the
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product line by brand and by SKU (size, flavor, formulation, etc.) within
each brand. See Figure 7-3 for an overview of the forecasting process.

For the upcoming period, the company attempts to quantify the im

pact of its marketing programs, such as new product launches, advertising,
promotions, distribution of samples, in-store displays, and product-line
extensions. The company estimates the impact of each of these marketing
elements on retaining existing customers, persuading existing customers to
try new products, and acquiring new customers. All these statistical rela
tionships are aggregated into sales forecasts, by product and perhaps even
SKUs within each product category, for end-use consumers. In summary,

the company develops its sales forecast from the following six key drivers:

1. New product performance: The percentage of the targeted popu
lation (those willing to try) who would convert to the new product
even before major marketing investments

2. Advertising performance: The impact of advertising spending on
repeat and new purchases

FIGURE 7-3

Developing a driver-based forecasting model at a consumer goods
company

A volume forecast begins with an analysis of past trade flows ...

Marketing
drivers

Historical
trade flows

?•
Trial users/
converters

... and ends with forecast shipments.

Industry
reports
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3. Sales promotion: The impact of in-store promotions on product
sales

4. Price performance: The impact on demand of price changes, either
plus or minus

5. Sampling performance: The impact on steady-state demand of
delivering product samples directly to end-use consumers

6. Distribution: The impact on end-use sales of retail product avail
ability

The company also models the existing stock of products held by the
trade channel (distributors, wholesalers, and retailers) and by end-use
consumers. Most consumers will not purchase a new item until they de
plete their current stock of the item. Using estimates of end-use forecast
demand and of the existing stock of products in the supply-chain

pipeline, the company then estimates its production and distribution plan
for the upcoming period.

While the process described above works well for a fast moving con
sumer goods company, a company in a different industry-say, a business
to-business industry or one selling durable consumer goods rather than
consumable goods-will have a completely different revenue model, a dif
ferent supply chain, and different causal and macroeconomic factors that
influence customers' purchasing decisions.

Thus, driver-based revenue planning is far from trivial. It requires
excellent databases and information systems as well as highly skilled
model-builders and statisticians. Driver-based revenue planning must also
incorporate knowledge about the industry's economics, competitors, cus
tomers, suppliers, and technologies.

Admittedly, we are not experts in how to deliver objective, fact-based
sales forecasts. But we do recognize that accurate revenue forecasting is a
key capability for creating an integrated planning, resource allocation,
and budgeting process.

Forecasting Costs and Expenses: The Role of Activity-Based Costing

The section above focused on forecasting revenues, not expenses. Al

though many companies also forecast product costs and other expenses in
the quarterly reforecasting process, we recommend that they derive the

cost and expense estimates directly from the sales forecast. Once man
agers and planners have produced a sales and production forecast, they
can enter the forecast into a time-driven activity-based (TDABC) model
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that analytically forecasts the supply, and hence the costs, of the internal
resources that will provide the capacity to deliver on the sales and produc
tion forecasts.

We illustrate the chain of logic from sales forecasting to resource

spending with the example of Towerton Financial Services (TFS), a hypo
thetical composite of several financial services firms with which we have
worked. TFS is a brokerage firm historically focused on stock trading and
mutual funds. It recently diversified into two new product lines, invest
ment management and financial planning. Most of its expenses stem
from supplying several categories of professional and support employees;
its main tangible assets are office space and technology. Figure 7-4 sum
marizes TFS's current personnel and technology resources ..

The senior management team has forecasted the following future
monthly revenues for its four business lines:

Product Line Sales

Stock Trading

$3,644,000

Mutual Fund Trading

2,031,000

Investment Management

113,000

Financial Planning

~OOO

Total

$5,957,000

In summary, the first step in the planning operations stage concludes
with managers producing a high-level sales forecast for upcoming periods.
This forecast drives the sales and operating plans that are developed in
the next step.

FIGURE 7-4

Towerton's resource base

Number Resource

18 Investment account managers

30 Principals

76 Computer servers
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STEP 2: TRANSLATE THE SALES FORECAST
INTO SALES AND OPERATING PLANS

Towerton Financial Services needs to translate its aggregate sales forecast
into a more detailed expected operating plan for its next period of operations,
as shown in Figure 7-5. This figure shows how TFS expects to achieve its
high-level sales forecast (displayed in the top row): how many trades must
be executed, how many new accounts must be opened, and how many
customer meetings must be held. For the aggregate sales forecast to be
achieved, TFS must supply sufficient resources to handle these forecasted
demands for service.

A detailed operating plan like the one shown in Figure 7-5 provides
the essential input into a resource capacity planning model. The operat
ing plan specifies the expected quantity, mix, and nature of individual

sales orders, production runs, and transactions. For example, the opera
tional implications of $10 million in sales coming from 100 orders of
$100,000 each are far different from generating the same $10 million in

sales from 100,000 orders averaging $100 each. The latter plan requires
the company to process three orders of magnitude (103) more transac
tions, a much more complex and costly operating environment.

Technology can play a helpful role here. Companies with well
functioning enterprise resource planning (ERP) systems have a historical
record of product and customer mix and transaction patterns that they can
draw upon for forecasting. Rather than start each forecasting period with

a blank sheet of paper (or spreadsheet), an ERP-equipped company can
use a baseline of recent experience from which to project into the future.

FIGURE 7-5

Towerton Financial Corporation's forecast of sales and operations

Forecasted monthly sales (000) $3,644$2,031$113'$169

Number of transactions

275,00049,0002,600

Number of new accounts opened

5952554090

Number of calls to customer service center

47,60011,475600480

Number of meetings servicing existing accounts

3,570765200400

'Based on average account baiance of $125,000.
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For example, to reach the forecast level of sales in each product and
service line, the company could assume the same distribution of order
size and frequency experienced in the past, but increased by the assumed
percentage rise in sales. From this naIve extrapolation, the company's
planners would modify the distribution to reflect planned changes in sales
and ordering patterns. If the company has raised the minimum order size,
then planners would eliminate small orders and increase the frequency of
larger orders, especially around the new minimum. If, as in Towerton's
case, the company has launched a strategic initiative to increase mutual
fund sales, then the planners would increase the distribution of sales to
this service line to reflect the new priorities.

This is not an exact process. To reflect the inherent uncertainty in fore

casting a detailed ordering, production, and delivery schedule, managers
should embrace scenario planning by developing optimistic, most likely,
and pessimistic forecasts. Much of the planning data are already in elec
tronic form, enabling planners to run multiple scenarios quickly and inex
pensively. The deliverable from this second step is a sales and operating
forecast (or forecasts) sufficiently detailed to translate into resource re

quirements.

STEP 3: FORECAST RESOURCE CAPACITY BY ENTERING
SALES AND OPERATING DATA INTO A TDABC MODEL

This step is the key innovation in linking a strategic plan to an operating
plan. It requires that a company have a time-driven activity-based costing
model in operation. TDABC is a new costing approach that is faster, sim

pler, and more flexible than traditional activity-based costing.12 TDA~C
assigns costs to products, services, and customers based on two funda
mental parameters:

1. The cost of supplying resource capacity in each operating depart

ment and process, measured as the costs of resources supplied to
the department divided by the practical capacity (measured typi
cally by the time available for productive work each period)

2. The capacity (time) required from each department or process to
handle the product or customer transaction·

In general, a company will already have built a TDABC model to
measure and manage the profitability of its products, services, and cus
tomers. The appendix to this chapter presents the fundamentals of build-
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ing a TDABC model, using Towerton Financial Services as the example.
In step 3, managers realize a major additional benefit of the company's
TDABC model: an ability to quickly forecast and budget the needed sup
ply of resource capacity.

Assuming that a TDABC model exists, the planning group modifies
the model to reflect process improvements expected to occur in the fore

casted period. This step links the quality and process improvement activities
described in Chapter 6 to the planning and budgeting process described in
this chapter. In this way, the company's continuous improvement activi
ties become embedded in the budgeting process. For example, TFS might
forecast that through training and better access to customer databases,
the time it takes to handle a customer service call on a stock trade will be

reduced from five minutes to four minutes. Perhaps the time required to
prepare an initial financial plan will be reduced from ten hours to nine

hours. These expected improvements will decrease the quantity of re
sources required to handle a given quantity of demands.

After the model's resource consumption estimates have been adjusted
for the forecast process improvements, the planners enter the detailed

sales and operating plan for the forecasting period (such as that shown
earlier in Figure 7-5) into the model. This use of a TDABC model reveals

a highly significant shift in the model's purpose. Typically, activity-based
costing models operate with historic data. They calculate costs and prof
itability based on previous periods' operations. But companies now can
use their ABC models in a much more powerful way: to forecast and in
fluence the future.

By feeding forecast sales and operations data into the TDABC model,
planners transform ABC from a snapshot-taking exercise to a manage
ment tool for influencing future costs and profitability. Accountants are
often ridiculed for providing information while looking at a rearview mir
ror. When managers provide forecast data as input to a TDABC model,
however, the cost accountant looks through the front windshield and

helps managers navigate more profitably into the future.
Figure 7-6 shows how the TDABC model has enabled Towerton Fi

nancial to translate its sales and operating plan into forecast demand for

capacity (time) for all its personnel and computing resources,13 The de
mand for computing resources arises from customers' trading activities,
inquiries, account statement preparation, and analytic support of ac
count representatives. Figure 7-7 continues the process by dividing the
total demand for capacity of each resource by the quantity of capacity

supplied by each unit of the resource each month (for example, 130 hours
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FIGURE 7-6

THE EXECUTION PREMIUM

Towerton Financial estimates of resources required to fulfill the
operating plan

Time Utilization (hours)

Brokers 24,702* 4,593 29,295

Financial planners 1,500 1,500

Customer service representatives 4,086 1,007 82 107 5,282

Off-peak MIPS utilized 89,500 198,000 26,000 12,200 325,700

*Total hours of broker usage for stock trading 5 minutes x (# transactions on existing accounts) +
60 x (# accounts opened) + 20 x (# meetings with
existing customers)
[5 x 275,000 + 60 x 595 + 20 x 3,570]/60 = 24,702 hours

per month for brokers); in this way, the TDABC model forecasts the
quantity of resource units required to implement a future period's operat
ing plan. The quantities in the column, "Resource Units Required," rep
resent the resources demanded by the operating plan. In effect, it is the

"bill" that the company must pay to deliver on its sales plan.
The calculations in Figures 7-6 and 7-7 use a single-point forecast of

the operating plan. The company's planners should likely explore a vari
ety of possibilities, not just a single forecast, to give them a sense of the
range of resources required to meet a likely range of outcomes. At a min
imum, they might consider an optimistic, a most likely, and a pessimistic
sales forecast. After examining the resource requirements under diverse
assumptions, the company can authorize the level of resource supply to
be carried into the next period. Because each resource unit has a known
cost per period, the decision about the level of resource supply automati
cally leads to an authorized or budgeted level of spending on each re
source category, as calculated in the next step.

In general, companies should supply somewhat more capacity than
that forecast by the deterministic TDABC model. Resource demand is
not uniform throughout the period, and some demand may take longer to
process than the average amount. To avoid queuing and delays, some
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FIGURE 7-7

Towerton calculates the quantity of resources required to implement
next period's operating plan

Brokers 29,295130225.323098%

Financial pianners

1,500130 11.51296%

Customer service

representatives
5,282140 37.74094%

Peak MIPS utiiized

516,5008,800 58.76098%

buffer amount of resource capacity may be desirable. The column "Re
source Units Supplied" in Figure 7-7 shows the quantity of each resource
TFS has authorized for the next period. The column labeled "Capacity
Utilization" reports how close to capacity TFS expects to operate during
the period.

This process used a one-period-ahead forecast to generate a resource
demand model for the next period. Typically, companies that reforecast

quarterly create forecasts up to five or six quarters into the future. The
planning group can replicate the resource capacity planning step for each
quarter's forecast: translate each quarter's forecast into a detailed sales
and operating plan, update the TDABC model for expected efficiency im
provements in that quarter, and run the structural TDABC model to pre
dict resource demand for that quarter.

In this way, the company gets an advance look at where resource
shortfalls may occur in future periods. It can take near-term steps to ac
quire and train personnel so that they become available, as needed, in fu
ture periods. The company can also start the capital acquisition process
to ensure that adequate levels of physical capacity-space, servers, band

width, and production and distribution equipment-also come online as
needed to meet future sales and operating projections.

Conversely, suppose that the TDABC had forecast that future demand
for resources will be substantially lower than current levels of resource

supply. The reduced demand could arise from productivity and process
improvements, changes in operating policies (such as higher minimum
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order sizes or account balances), or anticipated declines in sales. When

demand for future resources is expected to decrease, the company can
start to plan ways to shed capacity so that it would not be burdened with
significant excess capacity in future quarters.

This is the process by which almost all organizational costs become, as
economists say, "variable in the long run." Most costs don't go away by
themselves. People show up for work each day and expect to be paid, fa
cility rent is paid each month, and idle equipment rarely walks out the
door under its own power. Costs vary downward only when managers
take explicit actions to reduce the supply of resources by ceasing to issue
paychecks and starting to sell equipment and facilities no longer needed
to support current and future operations. By acting on the information
from the TDABC resource forecasting model, managers get a head start

on adjusting resource supply to future needs.
As another specific example of using a TDABC model for resource ca

pacity forecasting, consider the newly formed Private Client Group (PCG)
of Global Insurance (a disguised name). 14 PCG served the insurance needs

of high-net-worth clients by providing specialized risk management prod
ucts and services, such as insurance for luxury automobiles, excess liabil
ity, aviation, watercraft, jewelry, art, collectibles, and kidnap and ransom.
The group's offerings had been well received, and new policies written
were growing at a compound annual growth rate higher than 50 percent.

A major challenge was adding professional staff to meet future service
demands for functions such as underwriting, client care, claim processing,

and risk management. PCG built a TDABC model that represented the
demands for employee staff by skill set, by product line, and by geo
graphic region. It then entered forecasts of product volume and mix, by
region, into the TDABC model to estimate the professional staff capacity
it would need-by skill set and region-if it was to realize and serve the

forecast level of premium growth. Because insurance employees serving
sophisticated customers require considerable education and training, the
TDABC model gave PCG executives adequate time to recruit and train

employees to meet anticipated demand in future periods.
Some people may worry that by tying resource capacity authorization

tightly to the revenue forecast, companies might reintroduce the incen
tives that existed in the traditional budgeting process for managers to
issue biased forecasts. We believe this should not be a major problem. If
managers submit low sales forecasts to protect themselves from lower
than-expected revenue outcomes, they will face immediate pressure to cut
resource capacity from current levels. Should demand come in at the ex-
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pected level, which is higher than the manager forecast, inadequate re
sources may be available to capture that incremental demand. Conversely,
if managers provide overly optimistic forecasts, so as to legitimize the
spending on additional resource capacity (or to maintain existing capac
ity in the face of expected future declines in sales), they will bear the costs
of that higher capacity in subsequent periods and will realize lower profits
when actual sales are lower than their forecast. At least to a first, and per-

- ..
haps second, approximation, the incentives seem to be aligned for man-
agers to generate unbiased revenue forecasts in this process so that they
can make good decisions about the quantity of resource capacities to sup
ply into future periods.

In summary, a company, in step 3, uses its projected sales and operat
ing plan for the upcoming period to forecast the demand for time from
employees and the demand for time and space from tangible resources,
such as property, plant, and equipment. The resource demand model
comes from updating the historical TDABC model for known and fore
cast process improvements so that the resource forecast incorporates the
most contemporary thinking about future sales, operations, and process
efficiencies. Company planners then run their detailed sales and operating
plan through the TDABC model to predict and adjust the level of sup
plied resources for future periods.

STEP 4: DEVELOP THE FORECAST OF OPEX AND CAPEX

Once managers have agreed on the level of resource supply for future pe
riods, the financial implications can be calculated simply and quickly. We
refer to the estimated financial spending in a future period as the budget
for that period, using the word budget to describe an estimate of future
expenses rather than its connotation as a fixed performance target.

At the end of step 3, the company has estimated the quantity of each
type of resource it has agreed (or expects) to supply in a future period.
The company already knows from building its TDABC model (described
in the appendix for Towerton Financial) the cost of supplying each unit
of resource (summarized in Figure 7-8). At Towerton Financial, each
broker had a monthly cost of about $6,800, each customer service repre
sentative a cost of $4,000, and each computer server a cost of $3,200 (de
tailed calculations are shown in the appendix to this chapter). Before

running the model, the planners should adjust the resource unit costs for
any anticipated price changes. If employees will be getting raises, then the
monthly cost per employee should be updated. If rent for space increases
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FIGURE 7-8

THE EXECUTION PREMIUM

Towerton Financial forecasts monthly resource costs

Brokers 230$6,800$1,561

Account managers

79,000 63

Financial planners

128,400 106

Principals

2512,200 323

Customer service representatives

404,000 168

Servers

603,200 190

or monthly cost per server decreases, the new values should be entered
into the model. In this way, the cost and spending forecasts will reflect fu

ture expectations rather than historic actuals.
Once the company has entered the most recent or forecast cost of each

resource unit, it multiplies this value by the quantity of each type of re
source to be supplied during the forecasting periods. This multiplication
yields the forecast (budgeted) cost of supplying the quantity of each re

source type, shown in the last column of Figure 7-8.
The resource costs are, in effect, the line items in the budget. But rather

than the budget for line items coming from an extensive iterative and nego
tiated process, item by item, it arrives from a simple cross-multiplication
process: multiply the quantity authorized for each resource type by the re
source's cost per unit. Computers do multiplication, even of large arrays,
extremely quickly, inexpensively, and accurately. The result is a budget that
has been derived quickly and analytically from the sales and operating
plan, rather than imposed by fiat or through power negotiations.

The process described here is exactly analogous to material resource

planning (MRP) systems introduced for manufacturing companies in the
1980s. MRP systems took detailed forecasts of the production of each
product and "exploded" them up to a total demand for materials and
component parts during the production period. Purchasing and logistics
people then had a sound basis for ordering and scheduling the delivery of
material inputs to meet the planned production schedule.

The resource capacity planning process, described in steps 1 through
4, extends the MRP model to forecast all resource capacity demand. It ex-

eagleflyfree



PLAN OPERATIONS: SALES FORECASTS, CAPACITY, BUDGETS 205

plodes the detailed sales and operating plans into the total demand for all
resources: employees, equipment, facilities, and distribution.

The spending to supply employees and to operate equipment and fa
cilities is generally classified as operating expenses (OPEX). The spending
to add equipment and technology capacity, and to acquire space to support
growth in future operations, is considered a capital expenditure (CAPEX).
Financial accountants determine whether a certain type of spending is

.'-~

part of OPEX, which runs through the income statement, or CAPEX,
which is capitalized onto the balance sheet and depreciated over time
through the income statement.

Forecasting Discretionary Spending

Before concluding the budgeting process, the company needs one addi
tional set of estimates: the forecasts of the level of discretionary spending
on items such as research, development, advertising, promotion, training,
and, of course, strategic initiatives. The forecast spending on these discre
tionary items does not bear a tight causal relationship with sales and op
erating levels, and therefore it requires a parallel calculation along with
the quarterly update of revenues. The spending on such discretionary
items remains a judgment call by experienced executives, and not a deci
sion that can be automated through an analytic model.

Thus, to complete the exercise of forecasting spending levels in future
periods, the planner must obtain estimates, from the executive teams, of
the authorized levels of discretionary spending. Financial accountants
classify much of this discretionary spending as a general and administra
tive expense, although we argue, in Chapter 4, that spending on strategic
initiatives should be classified as a new income statement line item,
STRATEX.

The authorization process for spending on projects and initiatives
should be revisited at least quarterly, in light of the most recent actual in
formation and the forecast economic and competitive situation. For ex

ample, at Statoil, many projects relate to exploration for new oil and gas
reserves. When Statoil operated under an annual budget, managers re
ceived an exploration budget once a year and were allowed to spend up to,

but not beyond, the authorized amount. When Statoil eliminated budgets,
it introduced a more flexible and dynamic authorization process. It now
sets a volume target for new discoveries based on three-year averages.

Frontline exploration managers can bring attractive projects forward at
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any time to senior management. They pressure-test the forecasts in a
cross-functional meeting on a range of financial and nonfinancial param
eters, including strategic fit, risk, and option values. Managers estimate
the costs for approved projects at that time.

The quarterly forecasting process enables Statoil senior management
to become aware of new projects earlier than before and typically well be
fore the approval point. After exploratory drilling has occurred, the com

pany has much better information about the potential size of the field.
The amount authorized for further drilling and development will be set

low if preliminary tests suggest that the field is not promising. But the au
thorized amount can be quite high and can be accelerated if the test find
ings indicate a high likelihood of a large gas field. In addition, if the
quarterly forecast indicates that the company will have a lower financial
capacity ahead, approval of projects can be deferred and volume targets
lowered. But no budgets get "cut" anywhere in the process.

STEP 5: CALCULATE PROFITABILITY BY PRODUCT,
CUSTOMER, CHANNEL, AND REGION

In addition to the total level of expected spending for the forecast period,
the TDABC model supplies, essentially for free, the detailed profit-and
loss statement (P&L) for each product, customer, and region. After all,
the total demand for resource supply and resource spending has been esti
mated by aggregating the resource demands for each product, customer,
channel, and region-in fact, each transaction. By going back to the de
tailed sales and operating plan (Figure 7-5), the model automatically at
tributes the supply and cost of each resource type to the transaction,
product, or customer that triggered the demand.

Towerton Financial Services' database for the forecast period already

has detailed projections of the demand for resource capacity by its multiple
products and customers. Thus the total spending on resources, deter
mined in the preceding step, can be split into detailed demand for capac
ity resources by individual products and customers. This process provides
a clear basis for attributing the cost of supplying resources to the demand
by products and customers, enabling the company to produce an accurate
P&L for each product, customer, channel, or any other classification scheme

it chooses. Figure 7-9 shows Towerton's pro forma product-line profit
and-loss statement for the forecasted period. If Towerton is using a rolling

five-quarter forecast, it can follow the five steps of this chapter to generate
forecasted P&L's, like Figure 7-9, for each of the next five quarters.
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FIGURE 7-9

Towerton Financial concludes its budgeting process by forecasting next period's product-line income statement

Average price per transaction

Sales

$ 3,644$ 2,031$113 $169

Brokers

1,290240

Account managers

55

Financial planners

102

Principals

23845199

Customer service representatives

1223023

Computer server expenses

12839115

Total costs

1,77835487119

Margin

1,8661,6772650

Margin %

51%83%23%30%

S. G & A (unallocated corporate expenses) Operating incomeOperating margin
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SUMMARY

Companies translate their strategic intent into detailed operating plans
through a disciplined, integrated five-step process. The process starts with
quarterly sales forecasts for the next several periods. Managers can gener
ate the sales forecasts either subjectively, based on historical trends, ad
justed for anticipated changes in the future, or, preferably, with the
assistance of analytic driver-based planning models.

In the next step, planners translate high-level sales forecasts into de
tailed sales and operating plans, which specify the volume and mix of in
dividual products and services sold, produced, and delivered, and the

quantity and mix of customer-based transactions.
In a third step, the detailed sales and operating plans are converted,

through a time-driven activity-based cost model, into the forecast de
mand for capacity of the company's primary resources. Resource capacity
includes employees involved in sales, production, distribution, and cus
tomer service, as well as tangible resources for production, information
processing and storage, product storage, and distribution. Based on fore
cast demand for resource capacity, managers determine the quantity of
each type of resource that will be supplied in upcoming periods.

In step 4, planners simply and accurately translate the authorized level
of resource supply into budgeted operating and capital expenses for the
upcoming periods, and, in step 5, the pro forma profit-and-Ioss statement,
in aggregate for the business unit or company and by product, service,
customer, channel, and region.

This series of logical and tightly linked steps provides a mechanism for
translating high-level sales growth targets into detailed plans for authoriz
ing resource capacity and, in step 5, estimating the near-term operating
profitability, by products, customers, and regions, from the strategic plan.
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APPENDIX, CHAPTER SEVEN

..

DEVELOPING A TIME-DRIVEN

ACTIVITY-BASED COSTING MODEL

Time-driven activity-based costing (TDABC) is a new ABC variant that
enables you to build powerful and flexible cost models quite simply. We il
lustrate the TDABC approach by building a model for the hypothetical
Towerton Financial Services (TFS) company described in this chapter.
TFS's financial results have been disappointing (see Figure 7A-l for a
monthly income statement). It forms a project team to build a time-driven
ABC model to understand the cost and profit drivers of Towerton's oper
ations. The model will accurately assign TFS's large costs of personnel
and computing to its various product lines. TFS's resource base is shown
in Figure 7-4 in the main body of the chapter. Clearly, the quantity of

each type of personnel, computing resources, and space is substantial.
For TFS to better manage its resource base, it must understand how the
various resources are used by its various products and customers. This is

exactly the role of activity-based costing.

COMPANY INFORMATION

TFS has four core products and services: stock trading, mutual funds, in
vestment account management, and financial planning. Three classes of

professional staff-brokers, investment account managers, and financial
planners-deal directly with customers for these products and services.
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FIGURE 7A-1

THE EXECUTION PREMIUM

Towerton Financial Services: Monthly income statement (000)

Sales

Brokers

Account managers

Financial planners

Principals

Customer service representatives

Computer server expenses

Total costs

Margin

Margin %

SG&A (unallocated corporate expenses)

Operating Income

Operating margin

$ 4,035

1,561

161

177

388

176

241

2,704

1,331

33%

1,300

31

1%

Brokers perform stock trading and mutual fund transactions and pro
vide advice and recommendations. TFS's brokerage customers make their

own buy and sell decisions. TFS charges a flat fee per stock trade that
depends on the total amount of assets a customer has on deposit with
TFS. For mutual fund transactions, TFS charges 1.5 percent of the value
of the mutual fund shares when purchased, and nothing when shares are
later sold.

Investment account managers actively manage clients' investments,
buying and selling stocks to meet client objectives. These employees meet
initially with customers to learn about their investment goals, interests,
and risk tolerance. Then they meet quarterly to review account perfor

mance and investment strategy. TFS charges an annual asset management
fee of 1.5 percent of assets under management to each customer, regard
less of the account balance.

Financial planners prepare financial life plans for customers. Financial

planners help customers determine how much to save, develop a budget,
and ensure that they have enough insurance. These employees serve as
primary care physicians for clients' financial health. TFS charges an ini
tial fee of $1,200 for the first financial plan and then bill their planners'
time at $125 per hour for ongoing advice. Planners typically meet quar
terly with clients to discuss updated plans.

TFS has several groups of support personnel. Principals manage and
supervise brokers, investment account managers, and financial planners.
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Customer service representatives handle customer requests over the tele
phone for sales and account services.

TFS uses two types of computer equipment. Servers, in centralized
clusters, process customer transactions, maintain customer accounts, and
perform various administrative functions. Server capacity is measured in
millions of computer instructions processed (MIPS). Every employee re
ceives a desktop computer, leased by TFS.

TFS rents office space, mainly space for individual offices for each •
direct labor employee and principal but also conference rooms for face
to-face meetings with customers to open accounts or service existing
accounts.

Miscellaneous corporate expenses include administrative expenses for
finance, human resources, audits, taxes, professional fees, and compliance.

TIME-DRIVEN ACTIVITY-BASED COST MODEL

TFS builds a time-driven ABC model using the following sequence of
steps. First, it estimates the cost of supplying each type of employee re
source. Figure 7A-2 illustrates the basic process for brokers: add the total

compensation of the employee plus all the indirect resources that support
the employee, yielding a total of $81,500 per year, or $6,800 per month. In
this simplified case, the indirect resources include the cost of the space oc
cupied by the employee and the cost of the employee's desktop computer,
applications software, and IT consultant support used by each employee.

FIGURE 7A-2

Time-driven activity-based costing step 1:
Calculate the cost per unit time of supplying resource capacity

$65,000

10,000

6,500

$81,500

$6,800

Annual compensation (including fringe benefits)

Occupies 80 sq. ft. of space @ $125/sq. ft./year

Computer consultant support

Annual cost

Broker:

Monthly cost

Broker works 20 days per month, 7.5 hours per day.

After breaks and training, has 6.5 hours of productive time available per day.

$6,800/month
Cost rate = ---------- = $52 per hour [$0.87/minute]

20x6.5 = 130 hours/month
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In general, the total cost of an employee includes other directly traceable

support resources such as human resources, supervision, and finance.
TFS then divides the total monthly cost of supplying each employee

by the employee's monthly capacity. We assume that brokers work about
240 days per year (365 - 104 for weekends - 21 for holidays and vaca
tions), or 20 days per month. IS Brokers show up for 7.5 hours of work
each day, but not all that time is available for working with customers.
Some amount of time (assumed to be one hour per day for brokers) is
used for breaks, training, and education. After subtracting unavailable

time, each broker has a capacity of 130 hours per month (6.5 hours per

day for 20 days a month).
Knowing the cost of supplying a broker ($6,800 per month) and the

capacity per broker (130 hours per month), we calculate the capacity cost
rate of the employee simply as $52 per hour available for work. Figure
7A-3 shows the capacity cost rate calculation for each TFS employee type.

The capacity cost rate calculations (in Figures 7A-2 and 7A-3) are
straightforward for any company. The numerator of the ratio represents
the monthly compensation cost of each employee type, plus all the sup
port costs (occupancy, technology, supervision, and indirect support:
human resources, information technology, finance, etc.) incurred to have
that employee available for productive work. For the denominator, project

team analysts estimate the number of days the employee typically shows
up for work each month, calculate the down time for breaks, training, and
other non-customer-related activities, and obtain the number of hours (or
minutes) available for productive work each month.

FIGURE 7A-3

Towerton Financial Services' resource quantities, capacities, and
cost rates

Brokers (225) $65,000$5,417$ 832$539$6,800 130$52

Account

91,0007,5838325399,000 13069

managers (15) Financial

84,5007,0421,2485398,800 13068

planners (18)
Principals (40)

130,00010,8331,56053912,900 13099

Customer

41,6003,4675202064,200 14030

service repre- sentatives (50)
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One complicating factor is the existence of peak or seasonal capacity,
in which the company provides a resource to meet a peak demand, but the
resource is less than fully utilized during the slack or nonpeak period. It is
not difficult to extend the costing model to handle a peak capacity situa
tion. We illustrate by developing the capacity costing rates for TFS's
servers, which are used heavily during the eight hours of the business day,
especially when the stock exchanges are open for trading, but are used
much less intensively in the remaining sixteen hours of the day. We as

sume the usage pattern for server (computer) capacity is as shown in Fig
ure 7A-4, where servers are used intensively during 9 a.m. to 5 p.m. and
hardly at all from 5 p.m. to 9 a.m. the following morning. TFS, to meet
the peak period demand, has purchased seventy-six servers, although only
nineteen are busy during the evening and early morning slack period.

Each server costs $38,000 per year ($3,168 per month) in hardware,
software, and maintenance and has a capacity to process 50 MIPS (mil
lions of instructions) per hour. Servers do not take vacations and hence
are available for 22 days per month, 24 hours per day, for a total of 528
hours per month.

The different demand periods require a calculation of two different
cost rates. The simple calculation occurs for the slack, or off-peak, period
during which nineteen servers are busy. Each of the nineteen servers costs

$6 per hour to operate (obtained by dividing $3,168 per month by 528

FIGURE 7A-4

Demand for Towerton Financial Services' computer capacity peaks
during business hours
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$0.30/MIPS[(76 x 8 hours) + ((76 - 19) x 16 hours)] x $6

[76 servers x 8 hours x 50 MIPS/hour]

hours per month), or $0.12 per MIPS processed ($6 per hour divided by
50 MIPS per hour, its processing capacity).

For the peak period, the numerator-the cost of supplying capacity
for the eight hours-includes 76 servers x $6 per hour x 8 hours. But in
addition, the cost of supplying the peak capacity includes the cost of 57
idle servers (76 - 19) for 16 hours of slack (also at $6 per hour). Peak load

capacity is much more expensive, because the resources are used for only
one-third of their available capacity. Here is the full calculation for the
cost of providing peak capacity:

Peak
Hour
Rate:

We have demonstrated the calculation for only two periods of capacity
utilization, but the calculation extends simply to handle complex patterns

of peak and seasonal capacity usage. 16

Now that TFS has obtained capacity cost rates for all its resources, it

estimates the second parameter for its TDABC cost model: the quantity
of resource capacity used by each customer transaction or interaction.
Figure 7A-5 shows some sample time estimates for several of TFS's per
sonnel types: brokers, investment account managers, financial planners,
and customer service representatives. Similar estimates can be made for
the server capacity required (MIPS) to process each type of transaction.

FIGURE 7A-5

Time-driven activity-based costing step 2: Use time eq! !ations to
estimate resource demands by transaction and products

Broker's time = 60 minutes/new account opened +
5 minutes/trade (stock or mutual fund) +

20 minutes/meeting with existing customer

Investment account

manager's time = 240 minutes/new account opened +
60 minutes/meeting with existing customer +

4 minutes/trade

Financial planner's time = 600 minutes/new account opened +
90 minutes/existing account per month

Customer service

representative's time = 12 minutes (set up new stock or mutual fund account) +
18 minutes (set up new investment management or

financial planning account) +
5 minutes/trading call +
7 minutes/investment management call +

10 minutes/financial planning call
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Finally, the company obtains the quantity of each type of customer

transaction in the most recent period (say, one month). An example of such
a summary report is shown in Figure 7A-6. The model cross-multiplies the

number of each type of transaction by the hours required per resource per
transaction (see Figure 7A-7), obtaining the demand for resource capacity
(hours of time) for each resource type by each type of product. In the final
calculation, the TDABC model multiplies the hours of each resource uS,ed

's.:.

by each product by the capacity cost rate per hour of each resource, obtain-
ing the cost of resources used by each product in the most recent period.

The output from the model (see Figure 7A-8) is a full-product-line
P&L statement. The far-right column in Figure 7A-8 replicates TFS's
summary monthly P&L from Figure 7A-1. The interior columns show
that TFS's products use the company's resources in significantly different
quantities. In particular, the core stock trading and mutual fund products
are efficient with respect to personnel and computing usage, and they
show high profit margins. The newly introduced products-investment
management and financial planning-use expensive personnel resources
very intensively and are operating at breakeven or loss levels.

Managers looking at the product-line P&L statement in Figure 7A-8
get an immediate message. The new investment management and finan
cial planning services that had been introduced to grow TFS's business

are either breaking even or losing money. They require substantial re
sources-people and computer capacity-whose costs are not being cov
ered by the fees and transaction income from the new services.

The model revealed that TFS's traditional product lines of stock trad
ing and mutual fund sales were quite profitable but that the newly intro
duced product lines were either highly unprofitable (account management
services) or barely breakeven (financial planning services).

FIGURE 7A-6

Capture monthly number of transactions from ERP system

Number of transactions 305,28826,3255,4006,500

Number of new accounts opened

595255175130

Number of total accounts

29,75012,7501,200900

Number of customer service

47,60011,4751,320540
center calls

Number of customer meetings

3,570765480569

eagleflyfree



216

FIGURE 7A-7

THE EXECUTION PREMIUM

Calculate hours of resource time utilized by each product

Brokers 27,2262,704 29,92929,900100%

Account

2,0802,0802,34089%

managers Financial

2,1542,1542,60083%

planners Principals

2,6432624181303,4533,90089%

Customer

4,0861,0072071295,4285,88092%
service representatives

MIPS-peak

465,91330,20096,78311,823604,718668,800

MIPS-nonpeak

99,358105,98672,21211,860289,415334,400

Total hours of broker usage for stock trading = 5 minutes x (number of transactions on existing
accounts) + 60 x (number of accounts opened) +20 x (number of meetings with existing customers)

= [5 x 305,288 + 60 x 595 + 20 x 3,570]/60 = 27,226 hours

Learning of the wide disparity in product line profitability, TFS man
agers took several actions, including raising prices on stock trading, placing
greater emphasis on increasing mutual fund sales, establishing a mini
mum account balance for investment management services, and repricing
its financial planning services. The sales and operations forecasts (Figure
7-5) and financial projections (Figure 7-9) shown in the chapter text re
flect the changes from these actions.

Towerton Financial Services' experience is not unique. Many compa
nies adopt strategies to introduce new products, services, and channels

without fully understanding the economics of their new offerings. Initially,
the offerings from the new strategy are seductive. They generate new sources
of income, diversification, and growth beyond the company's commodi
tized core products and services, and any added costs are generally hidden
in overhead or indirect cost accounts. The bill for growth comes when the

company must add personnel, equipment, software, and technology to
produce, deliver, and service the new offerings. The TDABC model en
ables companies to see whether the incremental value they generate from
their new offerings exceeds their incremental costs. Often, the costs of the

new strategy exceed the value it creates. When this occurs, companies get
a signal to reconsider their strategies.
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FIGURE 7A-8

Towerton product profitability from a time-driven activity-based cost model (OOOomitted)

Cost ofCost ofCost of
resources

+unused=resources

used
capacitysupplied

y
yy

Sales

~~~~$4.035 $4.035

Brokers

1,421141 1,563(2)1,561

Account managers

14314318161

Financial planners

014614630177

Principals

26326421334444388

Customer service representatives

1223064163 14176

Computer server expenses

15222385216 25241

Total costs

~219-~1Q8...2575m.2.704

Margin

$ 728$ 872$ (139)$(1) $1,461$ (129)$1,331

Margin %

27%80%-154% 0%36%-3%33%

SG&A (unallocated corporate expenses)

1,300

Operating income

$31

Operating margin

1%
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Thus, as companies prepare for their monthly strategy review meet
ings (discussed in Chapter 8) and their annual meeting to test and adapt
the strategy (discussed in Chapter 9), they need analytic studies of the
causal relations among the performance measures in their existing strat
egy map to see whether the hypothesized linkages are being realized in
practice. Among the most important causal relationships, and fortunately
one of the easiest to document, are the economics of current products,
services, and customers.

The as-is TDABC model described in this appendix usually reveals
unprofitable products and customer relationships, inefficient processes,
and excess capacity. These problems do not typically go away by them
selves. Managers must take conscious, targeted actions to improve ineffi
cient processes, reduce the supply of unused excess capacity, and
transform unprofitable products and customers into profitable ones. An
accurate TDABC model of current operations provides a vital input for
managerial deliberations about strategic (and operational) options. Also,
as illustrated in this chapter, the model can then be used with forecast
sales and operating data to estimate future demand and the cost of the re
source capacity required to process the demands from transactions.
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Time-Driven Activity-Based Costing (Boston: Harvard Business School Press.
2007).
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CHAPTER EIGHT

OPERATIONAL AND

STRATEGY REVIEW MEETINGS

WITH STRATEGY and operational plans in place, the enterprise em
barks on executing the strategy: producing and delivering products and
services to customers, implementing initiatives, and improving processes.
It has been set in motion on a trajectory to achieve stretch performance
targets over the next three to five years.

But like mission control after a spaceship has been launched to a dis

tant destination, the enterprise needs to continually monitor and adjust
its performance to achieve strategic objectives. Managers guide the enter
prise by holding a structured set of meetings that deal with operational
problems and improvement programs; their aim is to review the strategy
and to adjust or transform it as needed. These meetings, portrayed on the
right side (stages 5 and 6) of Figure 8-1, represent the feedback and con
trol stages of the management system. In the language of total quality
management, the various management meetings are the check and act
portions (from the plan-do-check-act cycle) of the strategy implementa
tion process.

Although the idea of separating operational review meetings from
strategy review meetings seems both logical and simple to implement,
many companies fail to make such a separation. A typical example is the
Conner Corporation (a generic company example). After a successful
IPO, Connor continued its usual practice of conducting monthly one
day meetings of the senior executives. The meeting's agenda specified that

eagleflyfree



222

FIGURE 8-1

THE EXECUTION PREMIUM

The management system: Monitor and learn

operational issues would be discussed in the morning and strategic issues

during the afternoon. Unfortunately, the discussions on strategy never
took place.

A typical operational meeting began with a review of actual monthly
and forecast quarterly financial performance. Inevitably, revenues were
lower and expenses higher than the IPO's quarterly financial targets. The
rest of the day was spent discussing how to close the gaps for the quarter
through pricing initiatives, capacity reductions, staff layoffs, and sales
campaigns. One executive noted, "We have no time for strategy. If we miss
our quarterly numbers, we might cease to exist. For us, the long term is
the short term." Conner limped along, making or closely missing its num
bers each quarter, but never questioning how to modify its strategy to
generate better growth opportunities and break the consistent pattern of
short-term financial shortfalls. Eventually, Conner was forced to sell out
at a price highly discounted from its IPO.
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FIGURE 8-2

Management meetings to monitor, learn, act, and adapt

1. Operational To monitor and manageo KPls and dashboardso Driver models

Review Meetings

short-term financial andthat managers reviewo Variance analysis
operational performance

not central to theo Review of KPI

Are our operations
strategydashboards

in control?
o Team probiem

solvingo Foliow-up program

2. Strategy Review

To monitor and manageo Inadequate time ato Theme monitoring
Meetings

the strategic initiativesmanagement meetingso Initiative portfolio
and the Balanced

for discussions aboutmonitoring
Are we executing

Scorecardstrategy implementationo Theme teams

our strategy well?
o Strategic, cross-o Agenda

business initiatives
management

are not monitored or managed for results

3. Strategy Testing

To periodicaliy assesso Data not available too Analytic studies
and Adapting

whether the resultsreview and test theo ABC studies of

Meetings
hypothesized in cause-hypotheses underlyingproduct and cus-

effect diagrams are
the strategytomer profitability

Is our strategy
occurring as anticipatedo Inadequate capabilityo Cause-effect testing

working?
in strategy analytics toand analysis

test the strategy
o Review of emergent

o Employees not encour-
strategies

aged to propose new strategic options

To avoid problems like those experienced by Conner Corporation,
companies need to clearly separate the agendas and participants at their
management meetings (see Figure 8-2). Operational review meetings ex
amine recent departmental, functional, and financial performance and
address immediate problems that must be solved. Strategy review meet
ings examine indicators and initiatives from the unit's Balanced Scorecard

to assess the progress, barriers, and risks associated with the successful
implementation of the strategy. Strategy testing and adapting meetings
discuss whether the strategy is working and whether its fundamental as

sumptions remain valid in light of data that have been collected on strategic
measures. Participants at this meeting also assess changes in the competi
tive and regulatory environment and consider new ideas and opportunities
that the enterprise can pursue.
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The three meeting types have different frequencies, different sets of at
tendees, and, of course, different subject matters. Sometimes, because of

travel schedules and the difficulty of blocking time on managers' schedules,
two types of meetings may be held on the same day or on successive days.
For example, the SprintNextel executive team meets every month in two
half-day meetings; the morning is devoted to operations, and the afternoon
focuses on strategic issues. We believe strongly that the meetings should

be separated-with different agendas, perhaps different leaders, and distinct
time schedules-to focus discussion on the specific topics best addressed at

each type of meeting. Otherwise, short-term operational and tactical is
sues will drive out discussions of strategy implementation and adapting.

Oracle/Latin America VP of Finance Cheryl McDowell noted the im

portance of separating operational from strategy review meetings: "We
have a very transactional, sales-driven culture. The discussion of short-term
sales always squeezed out the time scheduled for strategy."! Oracle/Latin
America solved this problem by having the subset of the executive com
mittee most involved with sales meet monthly to review monthly financial
and sales performance. Once a quarter, the executives would meet for one
or one and one-half days, with an agenda focused exclusively on strategy.

As a privately held company, SAS's strategy review meetings empha
size its long-term view to gain market share. SAS's two-day management
meetings in EMEA and Asia-Pacific, held three times a year, originated as
operational reviews for executives and country managers to gain alignment
and consistency across the organization. These have progressed, however,
into strategy review meetings. "First, we replaced the yearly budget with a
rolling forecast. Then we switched the business planning process to strategy
driven actions linked to our balanced scorecard and dashboards," said

EVP Mikael Hagstrom. "Operational reviews were condensed to a monthly
one-hour conference call where we review progress and action items to as
sess how we're executing against our strategy. We now use the manage
ment meetings to review the strategy itself, to discuss what is and what is

not working, and to align our execution. An integral part of our strategy
is charting where we want to be several years out and fine-tuning to stay
on course." Days 1 and 2 of the strategy review meetings include break
out work sessions on pre-defined topics. At the end of Day 2, the groups
present their outcomes and proposed actions. SAS management believes
this structure allows them to rapidly adjust their strategy to meet the
changing needs of their customers across all geographies.

In the remainder of this chapter, we discuss operational and strategy
review meetings in detail. We present the details of strategy testing and
adapting meetings in Chapter 9.
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OPERATIONAL REVIEW MEETINGS

As mentioned earlier, operational review meetings assess short-term per

formance and respond to problems that have arisen recently and need im
mediate attention. For example, salespeople meet (often via telephone

conference calls or Webcasts) to discuss the sales pipeline, recent closings,
and customer opportunities and problems. Marketing personnel meet to
discuss plans or results from recent advertising and promotion campaigns.
Operations people review production problems, maintenance and repair
schedules, equipment breakdowns or downtime, near-term scheduling
and expediting issues, any supplier concerns, and distribution and deliv
ery problems. Purchasing people discuss the lead-time, quality, and delivery
performance of suppliers, along with vendor-contracting issues. Finance
personnel deal with short-term cash flow issues, including collection of
receivables, late payments to suppliers, treasury operations, and banking
relationships.

Many management teams conduct a monthly financial review meet
ing. This period corresponds to the frequency with which many compa
nies close their financial books. But most departments and functions have
learned that monthly is too infrequent for their operational reviews. (We
rarely encounter management teams that meet less frequently than monthly
for operational reviews.) These companies schedule weekly, twice-weekly,
or even daily meetings to review operating data-such as sales, bookings,
and shipments-and to solve short-term issues that have just arisen: com
plaints from important customers, late deliveries, defective production, a
machine breakdown, the extended absence of a key employee, or new sales
opportunities. The operational review meetings conducted by the New
York Police Department (NYPD), for example, occurred twice per week
so that crime trends in New York's seventy-six police precincts could be
surfaced, discussed, and acted upon rapidly.

The frequency of meetings is also influenced by how quickly new data

are posted on operational dashboards. If the company has a short opera
tions cycle, with new data posted hourly and daily, then a daily review
promotes learning and rapid problem solving, as we describe in the chem
ical company case study later in this chapter. But for a product develop
ment group, progress against milestones and stage gates may be better
evaluated monthly rather than daily. In summary, the frequency of opera
tional review meetings should be determined by the operating cycle of the

department and business and by how quickly management wants to re
spond to sales and operating data as well as to the myriad of other tacti
cal issues that continually emerge.
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The attendees of most operational review meetings come from a single
department, function, or process. Team members from the same discipline
or function can apply their shared expertise, experience, and culture to ana
lyze and solve operational problems. Issues that require cross-functional
and interdepartmental solutions are typically addressed at the less-frequent
strategy review meetings described later in this chapter.

Operational meetings should be short, highly focused, and action ori
ented. One company holds its operational review meetings in a chairless
room whose walls are covered with whiteboards and flip charts. Attendees
post agenda topics in advance. The meeting is only as long as needed to
discuss each issue, develop an action plan, and assign responsibility for
carrying it out. Forcing everyone to stand signals that the meeting's pur
pose is not for attendees to spend time together, passively listening. In

stead, they engage in active and brisk problem-solving discussions on the
most pressing issues of the day.

Many companies' operational review meetings devote too much time
to distributing and presenting data. Such an agenda is a legacy of the pre
computer or even the centralized computer age, when finance and data

processing departments had a monopoly on collecting, aggregating, and
reporting operating data. In the Web-enabled, distributed computing en
vironment, managers should not use their scarce, valuable time together

to read or listen to data presentations. Best-practice organizations distrib
ute reports in advance or make the underlying data accessible through
Web-enabled information technology.

Online dashboards that are used to inform day-to-day operations and

process improvement projects provide excellent inputs to operational re
view meetings (we discuss the development of operational dashboards in
Chapter 6). Among the information to be reviewed are data on the rev

enue drivers, as discussed in Chapter 7. Marketing and sales managers
can use these data to assess the likelihood of achieving the revenue fore
casts in the sales plan and to propose actions to influence these drivers.

The attendees of all operational review meetings review the reports and
data in advance so that they can spend their time together on analysis,
problem solving, and decisions.

For the meetings to be most effective, all the operational team mem
bers should attend. When Jack Maple was NYPD deputy commissioner,
he initiated 8 a.m., twice-weekly meetings of precinct commanders. He

soon learned that many could not attend because of prior commitments,
such as breakfast meetings with community groups or the difficulty of
getting to police headquarters through New York's notorious rush hour
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traffic. Maple rescheduled his review meetings to start at 7 a.m. If anyone
had a scheduling conflict with that time, he offered to start the meetings
even earlier. Soon all conflicts with the 7 a.m. meetings disappeared.

Maple's experience at the NYPD provides an interesting case study on the
power of frequent, well-structured and data-rich operational meetings.

Case Study: NYPD CompStat Meetings

Rudolph Giuliani was elected mayor of New York City in November 1993.

Giuliani, a former U. S. attorney, had a reputation as a tough fighter
against corruption and organized crime. He campaigned and won election
on a commitment to reduce crime in the city. Giuliani appointed William

Bratton, police commissioner of Boston, to become commissioner of the
NYPD.2 During his interview, Bratton promised to reduce violent crime
in New York by 40 percent in three years, more than triple the drop in
crime (12 percent) in the previous three years. Bratton hired Jack Maple,
an associate from Boston, to be his deputy commissioner for crime con
trol strategies.

Bratton, Maple, and other senior NYPD officials launched several

new policing initiatives that addressed quality-of-life offenses, such as
public drinking, graffiti writing, and harassing motorists idled in traffic.

They introduced more assertive policing, devolving authority to local
precinct commanders, and boosted police morale and support. But they
did not have data about the effectiveness of their new crime-fighting ini
tiatives. The new senior NYPD executives learned, to their astonishment,

that NYPD had virtually no current data on crimes committed or prose
cuted. NYPD compiled crime statistics only quarterly, in conformance

with FBI requirements.
Believing that he could not improve a process that had no measure

ments, Maple launched an effort to collect weekly crime data from each of
the seventy-six precincts for the major FBI crime categories: homicides,
rapes, robberies, burglaries, felonious assaults, grand larcenies, and auto
thefts. Initially, the precincts sent the data manually; the data then had to be
transcribed onto a central map of the city. The manual reporting and

posting of data proved tedious and inhibited timely reporting and analysis.
During 1994, the department developed an automated system to dis

play computer-generated maps of crime incidents throughout the city.
The system came to be called CompStat, for "computerized comparison

crime statistics." CompStat became the dashboard for the NYPD's twice
weekly operational reviews.
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Each precinct recorded, using an online complaint system (OLCS).
the exact time and location of each crime and local enforcement activity.
Weekly, it sent the information to a citywide database managed at a cen
tral office. The data could be displayed for the most recent week, week-to
date, month-to-date, year-to-date, and prior-year comparison. CompStat
ranked all seventy-six precincts in each crime and arrest category.

The CompStat data, though unprecedented and valuable in its own
right, became even more valuable through the mechanism of Maple's op
erational review meetings. Maple hosted twice-weekly meetings for all

precinct commanders to discuss the incidence of crimes and the tactics
that were working or failing to work to combat various types and intensi
ties of crimes. Maple notified an individual commander thirty-six hours
in advance that his or her precinct's experience would be discussed at the
next meeting.

As the precinct commander strode to the elevated podium, the Comp

Stat data for the precinct was displayed on a large screen at the front of
the large meeting room. Maple and other senior NYPD officials sat, with
microphones, in the front row and asked questions. The sessions were not
about blaming the commander or attempting to assign responsibility for

upward blips in crime rates of a particular type. Maple would ask, "What
are we doing about the shootings in the housing projects? How are we

doing with buy-and-busts? Why are car thefts down 20 percent citywide,
but up 10 percent in your area? Why are assaults, which have been trend
ing down for six months, starting to rise? Are you doing any quality-of
life enforcements?"

Maple used his questions to understand how the precinct commander
was responding to the crime data: what countermeasurGS were being at
tempted, what worked, what didn't, what the precinct commander ex
pected to occur next week if a particular action were taken. The goal was to
discover innovative and successful tactics-information that was shared

with the other seventy-five precinct commanders in the audience. Precinct
commanders were not punished for trying something that didn't work;
they got into trouble for not being aware of problems that needed atten
tion and for not implementing proven or innovative countermeasures.

In responding to Maple's questioning, precinct commanders began
coming to the meeting with representatives from other departments, such
as detectives. In this way, the meetings helped to break down barriers be
tween departments and encouraged interdepartmental problem solving
and, through compulsory attendance at the meeting, interprecinct task
forces and cooperation.
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The system rapidly exposed precinct commanders who were not track

ing the incidence and causes of crime in their neighborhoods, did not un
derstand the drivers of changes in their crime statistics, and were not

generating effective, creative, or innovative countermeasures. It also re

vealed those officers who monitored operations closely and who devel
oped effective new approaches for reducing and preventing crimes. Within
a year, about two-thirds of the precinct commanders had been shifted out
of their positions and replaced by officers who had demonstrated their
leadership capabilities.

In 1994, the major crimes reported in the CompStat system declined
12 percent; comparable crimes in the rest of the country declined 1.1 per
cent. In the first half of 1995, New York City accounted for 61 percent of
the total reduction in serious crimes for the entire United States. The pat
tern continued through Giuliani's two terms, with murders and other
major crimes down by 65 percent from the levels eight years earlier. In

2001, homicide rates were rising in many U.S. cities, including Boston, St.
Louis, Atlanta, Los Angeles, and Chicago. New York City's rates contin
ued to decline and were at a level lower than that of San Diego.

Some people expressed concern that New York City's drop in crime
rates was associated with police misconduct and excessive force. Indica
tors of officer misconduct had been added to the CompStat system so
that they could be tracked and reduced in the same manner as crime rates.

In the year before Giuliani became mayor, eighty-one people had been
shot by New York police, twenty-five fatally. In 2001, twenty-six people
were shot, ten fatally. The incidence of fatal police shootings in New York
was one-third that of Philadelphia, 18 percent that of Detroit, and 15 per
cent that of Los Angeles.3

The success of the NYPD's use of operational dashboards (Comp

Stat) and frequent operational review meetings led Mayor Giuliani to ex
tend the concept to many other city services, including the Department of
Corrections, the Human Resources Agency (finding employment for wel
fare recipients [JobStatD, and twenty other city agencies.4

Maple reflected on the critical ingredients that made his intense

CompStat operational review meetings effective.5 First was having accu
rate and timely data. Managers had to know the facts about what was

happening under their responsibility and control. Second, NYPD had to
respond quickly and decisively once a crime pattern (an operations prob
lem) had been revealed. The twice-weekly meetings enabled police to re
spond rapidly to an outbreak of problems by taking actions based on
tactics that had already been proven effective for similar problems.
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Finally, senior management had to follow up and assess the efficacy of
the tactics deployed. Before initiation of the CompStat meetings, crime
statistics were a way of keeping score at the end of the year, and not a way

to manage for results.
The lessons from NYPD's CompStat meetings are generalizable to

private-sector operational review meetings. First, the meetings should be
based on valid operational data. NYPD created an internal audit team to
ensure that the numbers reported to the CompStat system were not being

manipulated. Second, managers are not blamed for problems, a pathology
that leads some managers, after being grilled mercilessly for failing to reach
a predetermined target, to declare, "I'd rather be dead than red." Man
agers get into difficulty only when they are unaware of problems and have
not attempted to devise solutions. One military officer recalled a sign on
his general's desk: "The only thing worse than bad news is bad news late."

Third, the meetings focus on near-term operational issues and gener
ate actions that can be taken immediately to address the problems. Account

ability is clearly assigned for follow-up and to document the consequences of
the actions. These lessons seem to be a good recipe for conducting all op

erational review meetings.

Case Study: 3B Chemical Plant

A private-sector example of innovative operational review meetings oc
curred in department 3B, a hydrocarbon cracking unit of Texas Eastman,
a large chemical company.6 The company had made a deep commitment
to a total quality approach built on a three-pronged system: teamwork,
performance management, and statistical quality control. Implem.:nting
the performance management component had identified key result areas
for driving improvement and had developed measures for each key result
area to assess how well the employee work team was performing its mis
sion. The intense focus on measurement and statistical quality control
had led to a major investment in information technology. Every two to
four hours, the dashboards of department managers displayed thousands,
often tens of thousands, of observations about physical operating param
eters, throughput, and quality.

In this environment, a chemical-engineer department manager had
developed, on his own, a daily income statement for the operators in his

department, the 3B cracking unit. A typical first reaction to such a devel
opment is virulent skepticism. After all, U.S. managers have been exten
sively criticized for their short-term orientation when using a quarterly
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income statement. How could a daily income statement motivate employ

ees to engage in long-term process improvement? A second reaction re
flects the enormous quantity of computer-accessible information that

operators were already receiving about the processes under their control.
What incremental benefit could an aggregate financial measure, such as
daily profit, add to this information set?

The construction of the daily income statement was elegantly simple
(see the sample report in Figure 8-3). The existing system already mea
sured, on a continual basis, the quantities of inputs used (hydrocarbon
feedstock, energy, cooling water, and machinery) and the quantities of

outputs produced (ethylene, propylene, and several by-products). It also
measured the quality of the outputs produced, defined as the incidence of
impurities in the intermediate products made by the cracking unit.

The department manager created the daily income statement by esti
mating the cost of each input and the approximate value of each output.
The main output products could be purchased or sold in external mar
kets, so it was easy to estimate output price values. The manager even in
cluded the cost of capital by estimating the daily mortgage payment
(calculated using an estimate of the replacement value of the assets em
ployed, the division's cost of capital, and the expected useful life) required
to pay back the company for use of the asset. The operators may have
found depreciation an obscure concept, but all of them were familiar with
repaying loans for assets like cars, trucks, homes, and family farms.

In a clever innovation, the department manager assigned a penalty for
poor-quality production. The employees earned the full revenue from
production of output products only if the output was within statistical
control limits (±30). The price of output that was outside the control
limits, but still within rated specifications (it was still usable), was dis
counted at 50 percent of the standard price (a 50 percent penalty). Output
that was unusable received a 100 percent penalty; the income statement
recorded no revenue for output that had critical parameters outside rated
specifications.

As a final motivator, the manager issued "stock certificates" to the op

erators, showing them to be the virtual owners of department 3B. As

owners, they were entitled to receive an income statement describing how
well their company did each day. The manager launched the program by
promising the employees a new kitchen in their control unit if they
achieved a stretch profit target for ninety days.

The daily income statement proved a big hit. Every morning, the em
ployees had an operational review meeting to examine the preceding day's
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FIGURE 8-3

THE EXECUTION PREMIUM

The 38 daily income statement

SALES
Steam + 600#

+ 160 #

- pyro
-30#

Net

87,938 lb/hr
11,972 lb/hr
24,516 Ib/hr
11,624 ib/hr
63,770

$/dy
8,416
1,068
2,368
1,037

$6,079

Ethylene: High Grade
Low Grade
Waste
Total

Propylene: High Grade
Low Grade

Waste lb/day
Total

Hydrogen, capacity
Methane, capacity
Heavies

TOTAL SALES

COSTS
Feedstock: Ethane

Propane
Total

Maintenence and repair

Utilities:

Electricity
Cooling water
Natural gas
Other (typicaO

Other costs

776,042 Ib/day
o lb/day
o lb/day

776,042

358,280 lb/day
32,429 Ib/day

o lb/day
390,708

7 lines
9 lines

(fixed for now)

227,865lb
1,595,066 Ib
1,822,930 lb

(1987 Average)

1,234 amps
4.8 lines
3.1 lines

Total utilities

124,167
o
o

$124,167

68,073
3,081

$71,154

$57,708
$5,058

L1...m.

$265,898

6,471
108,305

$114,776

$4,168

$8,359
$4,109
$3,442

$607

$16,517

$45,714

0% out

8.3 % out

Total cost of goods sold __

Loan repayment
Mortgage

Total costs

$181,175

o
$ 54946

$236,122

Gross profit
Less taxes @ 35%

NET PROFIT

$29,776
$10,422

$19,354/day
(equivalent to $541 ,923/period profit)

Source: "Texas Eastman Case" Case #190-039 (Boston: Harvard Business School), Exhibit 10, page 22.

income statement. The employees identified the causes of production lim
its or substandard quality, and they instituted small changes in proce
dures and operating conditions to cure the problem. The team soon set
records for throughput and quality and earned its new kitchen in the first
ninety days of operations with the new report.
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As with NYPD, the frequent operational review meetings at the Texas

Eastman 3B plant relied on data about existing operations, were focused
on issues within the department's responsibility, and led directly to ac
tions to eliminate defects and improve processes. The meetings helped
employees understand the root causes of defects, identify the factors that
constrained output, perform joint problem solving, and develop action
plans to correct problems and enhance performance.

These are the characteristics of excellent operational review meetings.
They should be short, frequent, and data-driven. They should focus on

departmental and process performance and provide opportunities for
feedback, problem solving, and learning. These meetings do not review or
question the strategy. That is the agenda for the next set of management
meetings.

STRATEGY REVIEW MEETINGS

In strategy review meetings, the members of a business unit's leadership
team come together to monitor and discuss the progress of the unit's

strategy. Operational issues, unless they are particularly significant and
cross functional, should not be discussed at these meetings, because they
would normally be the subject of the more frequent and functional oper
ational review meetings described in the preceding section.

Attendees at a strategy review meeting typically do not question the
validity of the strategy. Instead, the discussion focuses on whether strategy
execution is on track, identifies the risks of successful strategy execution,
detects where problems are occurring in the implementation, attempts to
determine why the problems are occurring, takes actions to correct the
cause, and assigns responsibility for achieving the targeted results.

Strategy review meetings require mandatory attendance and a com
mitment to start and end meetings on time. Bill Catucci, as president of
AT&T Canada in the late 1990s, scheduled his strategy review meetings
one year in advance and made attendance compulsory for himself and his
eight business unit heads.

Frequency of Strategy Review Meetings

Most strategy review meetings are scheduled every month, but no consensus
has emerged that this is the optimal frequency. As noted earlier in the
chapter, Oracle/Latin America meets quarterly, SAS/Europe meets bi
monthly, and SprintNextel meets monthly. Monthly meetings work well for
management team members in close proximity to each other. But because
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strategy is a long-term commitment, quarterly meetings may be adequate
for reviewing the progress of the strategy.

Typical strategic issues-such as developing new workforce competen
cies, redefining the brand, developing new products and customer rela

tionships, and reengineering a key business process-take more than a
month to yield measurable results. Quarterly meetings conserve travel
time for dispersed executive teams, although it will then likely require at
least an entire day to conduct an active discussion of the issues of every

strategic objective and theme on the strategy map.
One concern with quarterly meetings is that for most of the remaining

eighty-nine days the strategy could be out of sight and therefore out of
mind. Given that the management culture is already dominated by short
term thinking, companies should strive to regularly set aside some of the
time of busy executives for thinking about long-term strategy manage
ment issues. A monthly strategy review meeting helps establish a new

longer-term culture.

Attendees of Strategy Review Meetings

Obviously, the attendees of the strategy review meeting should include
members of the organization's executive committee (EC), consisting of
the senior leaders responsible for overall management of the company.
This group represeOntsall constituencies within the organization and has
the power to make important decisions.

Consider the experience of Canadian Blood Services (CBS), as sum

marized in Figure 8-4. According to Sophie de Villers, strategy manage
ment officer, "We tried several approaches and are still experimenting."?
Initially, the ten-member executive committee met monthly to discuss the
information on the newly introduced Balanced Scorecard. The discus
sions and team building were excellent at this meeting, but participants
recognized that they seldom had the subject matter expertise to resolve
many of the issues they faced.

The second-generation committee supplemented the EC by adding
twenty new people representing all parts of the organization. The EC be
lieved that this broader representation at strategy review meetings would

close the knowledge gap. Yet the exact opposite happened. "Everybody
clammed up," said de Villers. It appeared that the senior EC members
were embarrassed to reveal their knowledge gaps, and the new members,
uncertain of the political climate at the meeting, were reluctant to offer

opinions and advice. The third, and most successful, try included the EC
and members of the three strategic theme teams.
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FIGURE 8-4

Evolution of the strategy council at Canadian Blood Services (CBS)

Attempt 1

Attempt 2

Attempt 3

10 People

Quarterly

30 People

Quarterly

3 New People

Quarterly

• Good discussions

• We didn't have the subject matter expertise
to resolve the issues

• "Everybody clammed up"
• Even with much advanced prep, it still didn't

work

• EC sponsor and two core owners of theme
objectives

• Subject matter experts, as needed

• Strategy Council for each theme ("theme teams")
• Non-EC members selected for expertise, not title
• Issue focused

• Review objectives, measures, targets, initiatives

Annual Strategy I • 110 managers across CBSRefresh • Information session about strategy update

Porcher Industries, a European manufacturer specializing in high-tech
materials for products such as air bags and sports equipment, designed its
executive committee specifically to provide strategy oversight. The fifteen
member EC consists of the CEO, five business unit managers, four sup
port unit managers, and the five strategic theme owners.

BMW Group Financial Services has a nine-member EC that is re
sponsible for overall strategy execution. The EC invites subject matter ex
perts to attend its quarterly strategy review meetings, as required by the
agenda.

Our view supports the approach used by Porcher and BMW Group
Financial Services. Executive committee members should be core partici

pants in the strategy review meetings, with people added over time who
have either a comprehensive strategic perspective or in-depth knowledge
of an important function. Assigning responsibility for individual strategic
themes to new committee members is an excellent way to give them legiti

macy comparable to that of the traditional members, who have an exist
ing power base. Through leading and managing their strategic themes, the
new members provide a depth of knowledge and a cross-business per

spective that complements the traditional structure. To differentiate the
focus of this new body, we refer to it as the strategy council.
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Agenda for Strategy Review Meetings

As with operational review meetings, the strategy council's time should not
be spent listening to report presentations. Instead, strategy council mem
bers should discuss issues, solve problems, and propose action plans. Fig
ure 8-5 shows the shift in distribution of meeting content that can occur if
you make Balanced Scorecard reports accessible in advance of the meeting.
The BSC provides a framework to cut the clutter from reports. It enables
strategy implementation issues to surface clearly, and it allows managers

to drill down to detailed operating data, in advance of the meeting, to un
derstand potential causes of underperformance. Managers come to the

strategy review meeting already familiar with the data to be discussed,
thinking about explanations for recent performance, identifying the risks

to successful implementation of the strategy, and formulating options
they can recommend to correct problems that have been revealed.

In the early years of Balanced Scorecard implementations, we encour

aged a full discussion of BSC measures at each strategy review meeting. It
soon became apparent that the normal time allowed for a monthly man
agement meeting-say, two to four hours--<iid not permit a full discus
sion of all the objectives, measures, and initiatives on the business unit's

strategy map and scorecard. One current best practice is for the agenda to
include a quick overview of the entire scorecard. In this way, the executive
leadership team can identify any strategic issue requiring its immediate at-

FIGURE 8-5

The new strategy review meeting

Past

(Event-Driven Learning)

Future

(Continuous Learning)

The Old Monthly
Staff Meeting Between the Meetings

The New Strategy
Review Meeting
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tention, devote some time to discussion of monthly financial perfor

mance, and spend the bulk of the time in a focused deep dive into one of
the other three Balanced Scorecard perspectives or a single strategic theme.

We first became aware of the power of deep, focused dives by reflect
ing on Bill Catucci's experience as president of AT&T Canada (see Figure
8-6). Catucci, an outside appointment to the presidency, initially had one
on-one monthly meetings with each member of his executive committee:
the business unit heads (commercial, retail, and local services) and func

tional heads (network operations, finance, strategic planning, legal, and
human resources), as shown at the bottom of Figure 8-6.

Catucci soon became frustrated with trying to execute a new business
strategy through individual meetings with the EC members. The business and
functional heads focused on the demands and performance of their own
departments, to the exclusion of all others. Catucci wanted to discuss the
major strategic issues with his entire management team. He believed that
no one business unit or function could solve the tough issues by itself. So
Catucci disbanded the executive committee and replaced it with four
strategy councils, one for each of four new strategic themes:

FIGURE 8-6

AT&T Canada executive team manages cross-functional themes
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• New business and growth
• Business process and productivity

Professional development
• Strategy management

In addition to the business and functional heads, Catucci expanded

the membership of each council to include individuals who had knowl

edge relevant to each strategic theme. The agenda of the councils dealt
with cross-business strategic behavior. He rotated the agenda for the man

agement meeting among the four strategic themes: growth (the customer
perspective), business process (the process perspective), human resources
(the learning and growth perspective), and the overall strategy. Catucci

emphasized the importance of using the cross-functional strategy review
meetings for learning and not for blaming:

How you conduct the meeting, how you react to the reported numbers, is

tremendously important. In the past, the person reporting an unfavorable

number was lonely and isolated. Now, I want people to admit to short

falls and have everyone else respond, "How can we help?" Nothing that

happens in this company is the sole responsibility of a single business

unit head. If an indicator is in the red (unfavorable) zone, we identify the

people who can influence that indicator and ask them to come to the next

meeting with an action plan. This is an entirely new management model

for the company. We're sharing information and working together as a

team to improve operations andfix problems.

The review meetings became so interesting, people started to ask me

if they could attend. Soon it was standing-room only and I could have
sold tickets to attend it. 8

Catucci's new approach for management meetings led to dramatic per
formance improvements, even in an environment where the price of a

long-distance call dropped by more than 90 percent.
The City of Charlotte (North Carolina) evolved a similar approach.

The city government consisted of several highly specialized departments
(such as police, fire, transportation, waste, and utilities) and functional
support units (planning, finance, and human resources). At an or era
tionallevel, the departments had little in common and apparently less
need for interaction. City Manager Pam Syfert articulated a vision for the

city ("to be a world class city in which to live, work and play") and a new
strategic agenda.9 She advocated a new organizational approach to exe-
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cute this strategy. In a system similar to that used at AT&T Canada, she

formed five management councils corresponding to the five strategic
themes on the city's strategy map. Each council's membership represented
a mix of the business units and functions, an arrangement that facilitated
cross-organization teamwork and action related to the strategic theme.

The innovations at AT&T Canada and the City of Charlotte have

been adopted by many organizations as they structure their strategy re
view meetings according to their strategic themes. HSBC Rail, described

next, provides a best-practice case study of organizing strategy review
meetings by strategic themes.

Case Study: HSBC Rail

HSBC Rail, an operating unit of the HSBC Group, purchases, leases, and
maintains the locomotives and cars for the U.K. and other nations' rail

road systems. In 2007, HSBC Rail leased equipment to the u.K. system's
twenty-six passenger railroad operating companies and five freight rail
roads. Figure 8-7 shows the HSBC Rail strategy map, which is organized
by four strategic themes: capital efficiency, customer relationship manage
ment, operational excellence, and learning and growth. At first glance,
these themes seem to be alternative ways of naming the four Balanced
Scorecard perspectives, but Figure 8-7 shows that the customer relation

ship management and operational excellence themes have objectives in
the financial, customer, and process perspectives, and the capital effi
ciency theme has objectives in the financial and process perspectives.

The HSBC Rail strategy council meets for two and a half hours each

month. The council consists of the CEO (Peter), the head of finance (Dave),
the head of customer relationship management (Robert), the head of oper
ational excellence (William), the head of learning and development (Nick),
and the strategy management officer (SMa) (Paul), who comes from the
finance organization.

The SMa coordinates the data collection and reporting on the objec
tives, measures, and initiatives for each strategic theme in advance of the

meeting. The data go into a monthly report that has a section for each
strategic theme. The section contains the theme's strategy map, objectives,
targets, and initiatives, with each component color-coded:

• Green: The objective is being achieved. This does not mean that the

objective is merely "on track." The theme owner needs a strong jus
tification to have an objective with a green assessment.
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HSBC Rail strategy map

HSBC Rail strategic destination by 2010: Transition from being capital-intensive to making more efficient use of capital
(color evaluations for illustrative purposes only).
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• Amber: Everything is OK or under control. This could include an
objective that is on track but whose target has not yet been achieved.

Alternatively, it could be an objective that is off track but that is
not yet critical and does not require management attention at this
reVIew.

• Red: The company is off track on this objective, and it requires
management attention because of critical issues relating to this ob
jective. The strategy council should spend time during the strategy
review meeting understanding the issue and ways to resolve it.

• Gray: This objective has not been assessed.

Each theme's section also contains evaluations and commentary from

the theme owner about any performance gaps, along with proposed ac
tions for addressing them.

The monthly meeting consists of a high-level overview of the business,
a summary discussion of the status of each strategic theme, and an in
depth discussion of one strategic theme. (At one monthly meeting each
quarter, the strategy council covers two strategic themes in depth, en
abling each theme to be covered each quarter.)

Figure 8-8 shows the agenda for the meeting that featured the discus
sion of the capital efficiency strategic theme. The strategy management
officer started the meeting by discussing a one-page update of the action
log from the preceding meeting, indicating those actions that had been ac

complished and those still under way. The CEO then did a quick review of
the color-coded strategy map and gave his perspective on the business.

After completing his strategy map review, the CEO asked the other
members, "Is this the way you see the business?" The executives com.
mented from their perspectives and identified key issues for subsequent
discussion. The CEO then turned to the CFO, the strategic theme owner,

to lead the in-depth discussion of the capital efficiency theme.
During the discussion of the capital efficiency strategic theme, the

CEO introduced a challenge by interjecting, "This objective is critical;
what do we need to track and do to ensure we can deliver the results?"

The council executives generated suggestions and solutions to develop an
action plan, which the SMO noted for follow-up and implementation.

The CEO continually moved the discussion along, allowing adequate
time for presenting issues related to each strategic objective in the theme.

The council decided to expand the resources and priorities for one of the
strategic initiatives, at which point the CEO asked, "Will this put any
other important initiative at risk?"
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FIGURE 8-8

Agenda for strategy review meeting

Time Item Detail DurationResponsibility

10:10

Action log Review status5 minsPaul

10:15

Overview Review strategy map10 minsPeter

Highlight key issues Review initiativesReview measures10:25

Theme assessmentCapital efficiency60 minsDave

11:20

Break 10 mins

11:30

Theme summaryLearning and growth5 minsNick

11:35

Theme summaryCustomer relationship management5 minsRobert

11:40

Theme summaryOperational excellence5minsWilliam

11:45

Hot topic Resourcing challenge30 minsPeter

12:15

Meeting review Communication summary10 minsPeter

12:25

Meeting review Feedback 5 minsPeter

12:30

Action log Review of new items5 minsPaul

12:35

AOB and meeting close

Next meeting

Theme assessment: CRM

For some issues, the theme owner described operational measures that

indicated progress was being made but that the Balanced Scorecard mea
sures had yet to reflect the gains. The members discussed why local im
provement measures were not translating into higher performance on the
scorecard; they suggested the need to look at either the local dashboard
measures or the corresponding scorecard measure to improve the link
ages. At the end of the sixty-minute discussion, just before going to the
break, the CEO noted some issues that he wanted discussed by the finance

operational review team at its next meeting.
After the break, the three other theme owners gave five-minute high

level summaries of the status of their strategic themes, indicating why some

of the objectives were red and what they were doing about it, and brief
discussion of objectives that had been coded amber. The discussion of the
three strategic themes took only fifteen minutes.

The strategy council next turned to an extended discussion of the
meeting's hot topic-an emerging issue, identified in advance, that the coun
cil wanted to discuss in-depth at the meeting. For this meeting, the hot

topic was a major change to the company's market environment. On the
whiteboard, the CEO diagrammed some key issues that he saw the company

facing. The council members engaged in an active discussion to decide
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what needed to be done and where to obtain the financial and personnel
resources to carry out the resource restructuring plan. The hot topic
agenda item provided an opportunity for the company's senior manage
ment team to respond to important changes in the regulatory and com
petitive environment on a timely basis.

The meeting concluded with several short items. The council discussed
what and how to communicate to employees the results, action plans, and
new initiatives discussed or decided at the meeting. This agenda item en

sured that strategy results and updates would be continually communi
cated to employees.

The CEO then asked for feedback from the council members on their

perception of the meeting. What worked well? What didn't they like? How
could the meeting be improved? In this way, the CEO, in addition to getting
valuable feedback, acknowledged that leading the new strategy review
meeting was a learning experience for him. The council members concurred
that the structure and conduct of the monthly meeting had evolved a
great deal in the past twelve months. Previously, the CEO had dominated
discussion at the meeting, with the remaining executives listening and ac

knowledging. Now each had as much or more airtime at the meeting as
the CEO. The executives commented, "Very good meeting to reflect on
where we are and what still needs to be done"; "Very action-oriented, dis

ciplined, and forward-looking"; "We are no longer just running down op
erational details. We have a chance to review the external environment

and respond to new challenges." To conclude the meeting, the strategy
management officer summarized the new action items, and the meeting
adjourned-on time.

Observations on the HSBC Rail Strategy Review Meeting

Although the subject matter was different from the NYPD operational
review meetings, the conduct and objectives of the HSBC Rail strategy re
view meeting were quite similar. Skilled executives led both meetings. At
HSBC Rail, CEO Peter Aldridge probed participants about why certain
results were occurring, what could be done to deal with emerging prob
lems and issues, who would be responsible for implementing the recom
mended actions, and how soon results could be expected.

The meeting participants came to the meeting already familiar with
the data and prepared to discuss the implications and propose action
plans. The members had gained trust and confidence in each other, and
now they listened respectfully and built constructively on the discussions

and proposals that were on the table. Aldridge questioned and probed,
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kept the meeting focused on the key issues, encouraged dialogue and debate,
and ensured that the meeting stayed on schedule so that all items received

attention without extending the scheduled meeting time. The strategy
management officer recorded all action items so that he could follow up

after the meeting with the designated accountable person to ensure that
the actions would be taken.

The in-depth review of each strategic theme is repeated each quarter,
thus ensuring a comprehensive review of the strategy each quarter while
reinforcing the new culture of strategy execution through monthly meet
ings. In summary, HSBC Rail's strategy review meeting was focused, pro
ductive, and action oriented. It promoted learning and problem-solving
opportunities. And it started and ended on time.

HSBC Rail earned an execution premium described in the insert:

HSBC RAIL'S EXECUTION PREMIUM

• Assets weighted for risk decreased substantially in 2007-2008. This
decrease led to a substantial increase in return on equity (ROE) in
two years for this capital-intensive, asset-driven business.

• The net present value of secured future cash flows increased

through implementing strategic initiatives. Such initiatives
increased near-term revenue and ROE, and significantly reduced
the need for additional investment capital in 2008 and beyond.

• Adoption of the BSC was cited by ISO 9001:2000 auditors as one
reason for recertification in 2006.

Case Study: Ricoh's Meeting Structure

Ricoh provides another good example of well-structured strategy review
meetings. Ricoh holds a series of monthly and quarterly strategy review
meetings at corporate and business unit levels (see Figure 8-9). Ricoh uses

its meetings for strategy review, exploration, inquiry, and decision mak
ing. They are cross functional, with focus on performance, assessment,
gap analysis, and consideration of root causes. The Strategy and Planning
Office (SPa) prepares and facilitates the meetings.

Monthly, the CEO and the head of the spa meet with each business
unit, for about two hours, to review progress on the unit's most important
key performance indicators (KPIs). In the past, business unit meetings fo
cused only on shortfalls in financial metrics. Now the review meetings
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FIGURE 8-9

Corporate strategy management review meeting at
Ricoh Corporation

Chairman's Leadership Forum Twice per year

President's Meeting Once/3 months

Strategy deployment

Share and discuss important issues among
management

Business Unit Review Meeting Every month KPI status; risk/opportunity against plan;
clarification of action plan

KPI status; risk/opportunity
against plan; clarification of action pian
KPI status; risk/opportunity against plan;
clarification of action plan
KPI status; risk/opportunity against plan;
clarification of action plan

KPI status; clarification of action plan

Once/3 months

As required

For investment

Theme 3 Every month

Product Launch Meeting
(for strategic product)

Strategy Fund and
Review Meeting

ROI plan and decision making

KPI status; risk/opportunity against plan;
clarification of action plan

Share of positioning; specification;
competitiveness; P&L impact; and
clarification of action pian

In addition, corporate functions such as HR, IT, SCM, and Finance hold review meetings on a regular basis.

Solution Marketing Every month
Review Meeting

Cross-Functional Theme 1 Every month
Team Review

Meeting Theme 2 Every month

also examine leading indicators and nonfinancial outcome measures.
Ricoh expects business unit heads to use the plan-do-check-act cycle to

show the root causes of shortfalls in KPIs and the countermeasures they
have taken or planned. The new process has been in use for more than a
year, and business unit leaders are beginning to use the same approach
when reviewing their direct reports' progress. In addition to these short
business unit review meetings, the CEO and SPO attend one full-day busi

ness unit meeting each month to participate, with the unit's management
team, in a detailed examination of the unit's KPI performance.

Quarterly, the CEO hosts an informal meeting, attended by the vice
president of marketing and all business unit heads, to discuss the short

and long-term strategy. Participants review the current and past performance
of the strategy, discuss the cause-and-effect relationships among strategy
map objectives, and determine the corrective actions needed to ensure
achievement of strategic goals. Quarterly, the CEO and the SPO meet
with each business unit for full BSC reviews.

In addition, the CEO and the SPO meet quarterly with each owner of
a funded strategic initiative. Every three years, as part of its three-year
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planning cycle, Ricoh establishes four cross-functional strategic theme
teams. The theme teams initially develop comprehensive action plans for
their themes. During the remainder of their three-year life, they met bi
monthly to review progress and update action plans.

Each business unit conducts semiannual meetings with all employees
to discuss the state of the business. The unit head communicates business

results using the unit's BSC. The meetings are interactive, motivating all
employees to make strategy everyone's job.

Before Ricoh implemented the BSC, management meetings covered
only progress against the financial targets. Little discussion or questioning
occurred, whether the targets were made, exceeded, or missed. Now the
management meetings have changed from strictly financial to a more holistic
strategy review. The concept of root cause analysis of shortfalls was ini

tially foreign but is now practiced regularly. Probing deeply into the reasons
for results leads to the discovery of very different causes and different solu

tions. It also leads to inquiry concerning the implementation of the strategy.
For example, one review meeting considered the below target perfor

mance of dealer recruitment, an important objective on the Ricoh Bal
anced Scorecard. Attempting to identify the root causes for the shortfall
stimulated a discussion and revealed the need for additional data collec

tion. Inquiry and discussion led to a series of countermeasures that were

then reviewed regularly at subsequent meetings, with discussion about

needed course corrections. By year-end, the dealer recruitment target had
been exceeded.

Ricoh's management formerly reviewed strategy only once a year or
once every three years. The meeting consisted of only one or two people
and generated a document that was never looked at again. Now, senior
executives, business unit heads, and employees at each business unit meet
frequently for strategy reviews of financial and nonfinancial KPIs.

SUMMARY

Operational and strategy review meetings help keep organizations on a
strategic trajectory for breakthrough performance. The meetings serve
different functions, occur at different frequencies, typically have different
attendees, and have different agendas. Operational review meetings are

typically departmental, functional, or process-based and are attended by
people who are expert and experienced in the issues to be discussed. These

meetings are frequent--corresponding to the time scale of work accom
plished by the unit or process-and are informed by operational dash

boards summarizing recent performance. The goals of the meeting are to
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solve problems that have recently emerged and to learn from the opera
tional data that have been accumulated.

Strategy review meetings are held monthly or quarterly to assess recent
performance of the strategy and guide its future implementation. The
meetings are cross functional, involving members of the senior executive
committee, owners of the strategic themes, and managers having specific
functional or business expertise that can add to the meeting's discussion.
Attendees conduct a high-level overview of the strategy implementation

and its risks, as well as a deep dive into one or two strategic themes or a

single strategy map perspective.
Despite differences in meeting frequency, attendees, and agenda, opera

tional and strategy review meetings share important characteristics. Meet
ings start and end on time. Attendance is mandatory so that the members
build confidence and trust in each other and understand that each person

attends the meeting because he or she has important knowledge and expe
rience to contribute. The meetings are data driven, with participants having
studied the relevant data in advance. They spend their time at the meeting

problem solving, learning, and formulating actions, not listening pas
sively to reports. The meetings encourage frank discussions among all
participants, regardless of rank. The leader stresses the importance of de
ciding "what is right" and not "who is right."

Participants in operational and strategy review meetings share the
same assumptions about the strategy that all of them are attempting to
implement. Periodically, senior executives and managers need to sit back
to assess whether the agreed-upon strategy remains valid in light of new
knowledge, information, opportunities, and changes in the competitive,
technological, economic, and regulatory environment. Such an assess
ment of the strategy is the subject of the strategy testing and adapting
meeting, to be discussed next in Chapter 9.

NOTES

1. Remarks at "Office of Strategy Management Workshop," The Balanced Score
card Collaborative, November 2006.

2. Material for this section was drawn from 1. Heskett, "NYPD New," Case 396-293
(Boston: Harvard Business School, June 22, 1999), and 1. Buntin, "Assertive Polic
ing, Plummeting Crime: The NYPD Takes on Crime in New York City," Case
CI6-99-1530.0 (Boston: Harvard University Kennedy School of Government,
1999).

3. Data from R. Giuliani, Leadership (New York: Hyperion, 2002), 79-80.
4. Ibid., 82-91.
5. Heskett, "NYPD New."
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6. R. Kaplan, "Texas Eastman Company," Case 9-190-039 (Boston: Harvard Busi
ness School Press, 1989).

7. "Conducting Strategy Reviews," Office of Strategy Management Working Group
workshop, Balanced Scorecard Collaborative, March 28, 2006.

8. W Catucci, "Making Strategy Execution a Core Competence," Balanced Score
card Collaborative Conference (Bal Harbour, FL, December 2003).
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CHAPTER NINE

MEETI NGS TO TEST AND

ADAPT THE STRATEGY

Not all long-term strategies are profitable strategies.

A STRATEGY MAP and Balanced Scorecard make explicit the linked

hypotheses underlying an organization's strategy. But even with a good
map and scorecard, success from the strategy remains uncertain. Apart
from a company's ability to execute its strategy, it cannot be certain that
the assumptions and hypotheses underlying the strategy are valid.

As discussed in Chapter 2, the executive team formulates a strategy

using its best assessment available of the external and competitive environ
ment, market segments, customer preferences, and the cause-and-effect re
lationships required for the strategy to succeed. But strategy formulation
remains an art, and not yet a science. A principal benefit of implementing
a strategy with a Balanced Scorecard is that a company can use the score
card data to periodically assess whether its strategic hypotheses are valid.

This assessment is distinct from reviews of operations and strategy im

plementation, which are discussed in Chapter 8. Strategy testing and

adapting meetings are designed for the executive team to learn about the
validity of the strategy-not only its execution-and to modify and adapt
the strategy over time. This is the sixth stage in the closed-loop strategy

management system we have described (see Figure 9-1).
The chain of linked hypotheses in a well-formulated strategy map and

Balanced Scorecard typically starts with the learning and growth perspective.
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FIGURE 9-1

THE EXECUTION PREMIUM

The management system: test and adapt

The company assumes that achieving the strategic objectives for human,
information, and organizational capital will drive improvement in critical
strategic processes.l The strategy's next two assumptions are that being ex
cellent at performing these strategic processes will (1) create and deliver a

desired value proposition to targeted customers and will (2) drive pro
ductivity improvements, a strategic financial objective. The strategy then
assumes that delivering the desired customer value proposition will create
highly satisfied and loyal customers, who, in turn, will increase the volume
and margin of business they do with the company. Finally, increased cus
tomer satisfaction and loyalty are assumed to deliver the financial objectives
of revenue growth and increased profitability. Thus, a well-formulated
strategy map, with its accompanying Balanced Scorecard, represents a
linked and comprehensive set of assumptions about how the strategy will
create and sustain long-term shareholder value.

The strategy map and scorecard inform and focus a broad range of
strategy execution processes: initiative selection and rationalization, re-
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source allocation, communication, alignment, individual performance
management, reporting, accountability, and operational and strategy re
view meetings. But suppose the assumptions used to create a company's
strategy map and scorecard are invalid or obsolete. In this case, the com

pany has been operating with a poor strategy, especially when significant
changes in the company's macroeconomic, competitive, regulatory, and
technological environment have occurred since the strategy was last re
viewed. Effectively executing a strategy with flawed assumptions will en
able a company to fail that much faster.

Thus, every company should, at least annually-and perhaps as often
as quarterly (depending on the speed of competitive, technological, and
consumer dynamics in the industry)-conduct a separate meeting to as
sess the performance of its strategy and consider the consequences of re
cent changes in its external environment. This meeting can and should be the
same meeting described in Chapter 2 for developing a new strategy. Once

the strategy has been formulated and implemented using the approaches
described in Chapters 3 through 8, the company must periodically cycle
back to review new information that has become available about the ex

ternal environment and the performance of the strategy. This meeting
completes the strategy planning, execution, and control loop by providing
the executive team with a formal opportunity to assess the performance

of its strategy in light of the new information acquired since the previous
meeting that reviewed and updated the strategy.

The output of the strategy testing and adapting meeting can be to
reaffirm the existing strategy, in which case the executive team updates
targets, reprioritizes strategic initiatives, and transmits new expectations
to business units and functions. Or participants at this meeting might
make incremental changes to the strategy by changing one or more strate

gic objectives, replacing some measures with new ones, and recalibrating
the strategy's targets and initiatives. Occasionally, the company may learn
that its strategy has significant flaws or has become obsolete because of
changes in the external, competitive, regulatory, or technological environ
ment. In this case, the company reverts to the strategy development
process described in Chapter 2 to develop a new transformational strat
egy. The strategy testing and adapting meeting allows a company's leader
ship team to meet at least once a year to decide which of these three
strategy update options to adopt.

Discussions at the strategy testing and adapting meeting will benefit

from economic and statistical models that provide quantitative feedback
on the assumptions underlying the current strategy. These models provide
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empirical estimates of the correlations between the strategic drivers (the
metrics in the process perspective and the learning and growth perspective)
and the strategic outcomes in the customer and financial perspectives.
The empirical estimates help managers set priorities and establish the ra
tionale for initiatives designed to improve the performance of the strate
gic drivers.

Occasionally, the analytics inform companies that their strategy is not
working as intended. Using formal economic and statistical models, man
agers can distinguish when disappointing outcomes in the financial and
customer perspectives arise from flawed execution or from executing a
flawed strategy. In this chapter, we provide a detailed study of how a sta
tistical analysis of one company's data revealed flaws in the strategy even
before managers became aware of the problems. The statistical data also
suggested a contingency between employee competencies and strategy ex
ecution that had eluded company management.

Of course, when testing and evaluating the company's current strat
egy, meeting participants must also consider changes in external condi
tions. The executive team needs to assess whether such changes require
abandoning or modifying the strategy in some significant way. Also, the
executive team should explicitly think about recent competitor actions
and attempt to consider the consequences of future possible scenarios
and competitive dynamics.

Finally, the strategy testing and adapting meeting provides an ideal
time for the executive team to consider ideas about strategy revisions and
initiatives that have emerged from within the organization. Many ideas
for new strategic options can arise from employees closest to customers
and processes. Companies should actively solicit and assess ideas for ne'w
strategic options so that they can benefit from the awareness of the strategy
by all employees in the enterprise and their motivation to help it succeed.

OPERATIONAL FEEDBACK THAT TESTS THE STRATEGY

In Chapter 2 we discuss how companies examine external data and infor

mation during their strategy development meetings. The strategic plan
ning department conducts a PES TEL analysis to bring together data on

political, economic, social, technological, environmental, and legal condi
tions. All these data need to be updated to reflect changes that have oc
curred since the last strategy update meeting in political and external
macroec0nomic conditions, such as interest rates, currency exchange
rates, inflation rates, commodity prices (including energy), regulations,
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and country- and region-specific growth rates. The planning department

also updates the information on industry trends, market shares, competi
tor behavior, technological changes, growth rates by market segment, and

any changes in customer preferences.
Such external data are a vital input for strategy testing and adapting

meetings. But the executive team also needs detailed data on the com
pany's current performance. Executives cannot assess the quality of the
strategy by using only the highly aggregated financial data in income
statements, balance sheets, and cash flow statements. Financial statement

data show total or average performance but do not reveal performance by
market segment or by product line, and certainly not by individual prod
ucts, customers, and facilities. Granular P&L data give companies much
more visibility into the strengths and weaknesses of their current per
formance. The detailed data also r;rovide the executive team with feed
back on the linkages between the companies' leading indicators-the
metrics on the performance of people, information, processes, and the cus
tomer value proposition-and the lagging outcome indicators of customer
and financial performance.

Companies can enhance their strategy review process by examining
the existing microeconomics of their individual products and customers,
along with the statistical correlations between the assumed drivers of
their strategies and the outcomes they are experiencing. Such detailed ex
aminations reveal gaps or even flaws in the existing strategy that managers
can act to correct in future periods.

We have identified two principal analytic tools that provide valuable
inputs to strategy review processes. Activity-based cost and profitability
models produce an economic map of the enterprise, displaying where the
company makes and loses money. Statistical models estimate the strengths
of the linkages among the strategic variables in a company's Balanced
Scorecard. We discuss both analytic approaches in the next two sections.

TIME-DRIVEN ABC MODELS OF PRODUCT
AND CUSTOMER PROFITABILITY

In Chapter 7, we introduce time-driven activity-based costing (TDABC)

as a simple and powerful analytic tool for planning the resource capacities
required to implement the strategy. The heart of the resource planning
model is a TDABC model that calculates the profitability of each of the

companies' products and customers. For example, Towerton Financial
Services, a hypothetical company described in Chapter 7, learned that a
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newly introduced service line-customer investment management-was
operating only at breakeven levels, and another new product-financial
planning and advice-was losing substantial amounts of money each pe
riod. Clearly, losing money on new service offerings was not what Tower
ton's strategy planners had in mind.

A large New York City bank had a profitable product line of demand
and time deposits. It launched a major client retention initiative to retain
all clients with deposit balances that exceeded $25,000. As shown in Fig
ure 9-2, its existing, somewhat aggregate profitability measurement sys
tem showed that every balance tier greater than $25,000 was profitable.

The bank then conducted a more detailed ABC study to calculate the

cost to serve and the profitability of every customer account in the high
deposit segment (see Figure 9-3). It learned that 35 percent of all the
households targeted for retention were unprofitable, with cumulative
losses totaling more than $2 million. Unprofitable customers could be

found in every balance tier up to $1 million.
Managers at first could not believe that high-deposit individuals could

be unprofitable. Further analysis revealed that the unprofitable customers
conducted a large number of transactions in the branches, the most ex

pensive banking service channel, and kept most of their deposits in ac
counts that yielded low margins to the bank. Fortunately, the bank
discovered this error in its strategy before launching major initiatives to

retain unprofitable customers.2

FIGURE 9-2

Bank profile of customers with balances> $25,000

Balance Tier Number of

($OOOs)
HouseholdsEarnings before TaxesTotal Balances

25-50

116,835 $2,419,918$4,157,734,498

50-75

57,470 $2,023,068$3,509,623,133

75-100

34,588 $1,874,109$2,999,458,338

100-200

34,680$3,379,299$4,522,312,875

200-300

5,467$1,221,739$1,300,445,137

300-400

1,613$579,844$550,756,999

400-500

642$3,047,482$284,588,268

500-1,000

758$552,239$489,149,727

1,000-1,500

126$171,737$150,248,037

1,500-2,000

40$80,980$69,196,207

>2,000

47$475,642$235,241,062

TOTAL

25:\266$15,826,057$18,268,754,281
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FIGURE 9-3

Thirty-five percent of customers with balances> $25,000 were
unprofitable

Households with balances >$25,000 that have negative net earnings before taxes (NEBT)

Balance Tier Number of

($Ooos)
Households NEBTTotal Balances

25-50

47,555 ($1,163,707)$1,697,728,391

50-75

22,742 ($553,457)$1,378,703,079

75-100

9,813 ($272,351)$844,449,799

100-200

6,808($269,338)$860,603,493

200-300

484($37,549)$112,654,354

300-400

70($11,155)$23,438,342

400-500

30($7,436)$12,987,906

500-1,000

17($10,050)$9,979,015

1,000-1,500

1($69)$1,000,000

1,500-2,000

0$0$0

>2,000

0 $0$0

TOTAL

87,520($2,325,112)$4,941,544,379

Similarly, a large medical distribution company was incurring high
costs to meet customers' special requests for frequent deliveries of small

orders and for expedited overnight delivery. The customers greatly appre
ciated the company's willingness to deliver numerous small orders directly
to their point of use, bypassing the use of the customers' receiving, in
spection, and stocking departments. Customer satisfaction and loyalty
were at all-time highs, but the distribution company learned, after build
ing an ABC model of its costs to serve, that it was losing substantial
money by providing such customized services, especially to some of its
largest customers.

Kemps, a leading Midwestern U.S. dairy company, learned from its
time-driven ABC model the adverse consequences of its existing strategy. 3

The company had developed long-term relationships with retail and
wholesale customers by delivering the right products in the right quanti
ties at the right time, as defined by customers. This strategy had led to

massive complexity in production, packaging, warehousing, and distribu
tion. Kemps's TDABC model accurately measured the costs of produc

ing, storing, delivering, and invoicing each order for each customer. The
model revealed the drivers of high costs in many processes and the exis
tence of unprofitable customers. The analysis convinced the Kemps CEO,
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Jim Green, that the company could no longer follow a strategy "to be all

things to all people."
These experiences are not isolated or unusual. In applying activity

based costing to many companies in many industries, we have learned
that the 20-80 rule does not apply to the profitability of products and cus
tomers.4 It may be true that 20 percent of the products and 20 percent of
the customers generate 80 percent of sales, but profits, which are calcu
lated as the residual remaining after subtracting one large quantity (ex

penses) from another (revenues), do not follow the same rule. The most

profitable 20 percent of products and customers generally produce be
tween 150 and 300 percent of total profits (see Figure 9-4). For example, a

large sample study of retail banks showed that 140 to 170 percent of a typi
cal bank's profits came from 20 percent of customers, and 80 percent of
losses could be attributed to 20 percent of the customers.

Whenever a company meets to review its strategy, it should first under
stand the economics of its existing strategy. As Harvard philosopher

George Santayana observed, "Those who cannot remember the past are
condemned to repeat it." A company that forgets, or never realizes, that it
has unprofitable products and customers in the current period will almost
surely continue to incur losses in unprofitable products and customers in
future periods. Having a clear picture about where the company is making
money and losing money should be a vital input to any strategy review.

FIGURE 9-4

Cumulative profits versus customers: The 20-180 rule

20% most profitable
generate 180% of profits

'----
200%

Operating Profit Profile

, , ,, , ,
"U~ ._n' " ,_, , ,

0%

0% 10o/c 20% 30% 40% 50% 60% 70% 80% 90% 100%

Cumulative % of units (customers, orders, line items, products, etc.)
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The origins of activity-based costing can be traced to the practices of
strategy consulting firms in the 1970s. The strategy consultants under
stood well that their client companies' cost accounting systems produced

huge distortions in product and customer profitability. The consultants,
through interviews of personnel in operations, warehousing, distribution,
and marketing and sales, made an approximate but far more accurate as
signment of costs to products and customers. The consultants then
matched each product's and customer's costs to the revenues it produced
to learn which product lines and customer segments were highly prof

itable and which were generating losses. With this information, the con
sultants' strategy recommendations were now obvious, and reaching them
didn't really require an MBA: do more of the former (that is, make more
of the profitable products and sell them to profitable customers) and less
of the latter (make fewer unprofitable products and reduce sales to un
profitable customers). The near-term profit improvements from the new
strategy usually repaid the high consulting fees many times over.

Activity-based cost models formalize the process used by the strategy
consulting firms and enable companies to routinely produce accurate eco
nomic profit-and-loss maps of their operations and sales. Companies don't
need to hire consultants to figure out how to modify their strategies to en
hance profitability. They can take operational actions that target specific
process improvements in high-cost processes, as discussed in Chapter 6.
And they can introduce dramatically different pricing strategies, change
the way they work with currently unprofitable customers or customer seg
ments, and even abandon segments and channels where profit turnarounds
seem unlikely, time-consuming, or costly.5 Companies can also discover
small, but highly profitable, product niches and customer segments where

they can focus more resources to grow them into major profit contributors.
Figure 9-5 summarizes the various operational and strategic actions

taken by Kemps to improve its profitability. CEO Jim Green commented
on the success of its new strategy: "ABC enabled us to reduce complexity
across all our operations, especially complexity that customers did not
want to pay for. Today, we do not do any new contract without first going
through an ABC analysis."6

The medical distributor discussed earlier illustrates the power of in

troducing an entirely new pricing strategy. It replaced its traditional pric
ing scheme, based on an average markup over purchasing cost, with
menu-based pricing, in which customers paid for each individual special
service they requested, such as expedited delivery, breakpack orders, and
direct delivery. Customers who ordered standard products in standard
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FIGURE 9-5
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Kemps took operational and strategic actions to generate substantial
near-term profitability improvements

Accumulated customer orders

weekly leading to fewer
production runs/product:

Saved 2 hours per product

per month plus reduced
materials loss at start and

stop of each run

Formed senior executive SKU Consolidated labeling across
rationalization team, which three store chains; fewer

met monthly: deliveries of larger quantities:

Repriced or dropped unprofitable Lowered price to customer and
products, increased production retained business without
volumes of remaining products competitive bidding

Standardized ingredients, such Shut down one plant by can-
as label to reduce changeovers: solidating production into

headquarters plant

Reduced overtime and
eliminated 1 shift/week

Cross-docked orders with large
sophisticated customers
(SuperValu):

Enhanced value-creation with

strategic supply-chain partners

quantities using standard delivery enjoyed a discounted price; customers
who valued special features got those services, though at a price that re

flected the incremental costs (plus potential pricing premiums) associated
with each feature. Most customers migrated voluntarily to the more

transparent pricing model. The distributor's profits and market share in
creased, and soon the strategy evolved further, with the company inte
grating forward into its customers' value chain by managing an integrated
procurement and distribution process for its customers.

In summary, the ultimate test of any strategy is whether it makes more
money for the company. But rather than work only with a highly aggre
gated income statement to determine whether it is making money, the

company should calculate individual product, customer, segment, chan
nel, and regional P&L statements. Computer-based TDABC models de
liver individual P&Ls accurately and at low cost, facilitating such strategy
reviews. These data enable a company to follow a rifle approach for strat
egy modification rather than a shotgun one. It targets those areas where
profit enhancements are most needed and are most likely to be realized.

STATISTICAL TESTING OF OPERATIONAL LINKAGES

Measuring whether the company's value proposition and cost structure
have produced profitable customer relationships is one powerful test of a
strategy. Another test, complementary to the ABC test, is to examine sta-

eagleflyfree



MEETINGS TO TEST AND ADAPT THE STRATEGY 261

tistically the linkages among improvements in the Balanced Scorecard

metrics. The strategy map hypothesizes that improvements in learning
and growth metrics should lead to improvements in process metrics,
which, in turn, should lead to improvements in customer and financial
metrics. Several organizations have conducted formal statistical tests of

the linkages hypothesized in their scorecards.

Case Study: The Sears Employee-Customer-Profit Chain

In the mid-1990s, Sears adopted a new employee- and customer-centered
strategy. The strategy was based on the service management profit chain,
a causal modeling methodology introduced at Harvard Business School

at about the same time as the Balanced Scorecard.? The service manage

ment profit chain theory stat(;s that increasing employees' satisfaction and
commitment leads to increased customer satisfaction, and that, in turn,

drives increases in profits. Sears, in implementing the employee-customer
profit model, invested heavily in developing relevant indicators and col
lecting data on employee and customer satisfaction. This investment

enabled an internal analytic team to perform statistical analyses that vali

dated and estimated the strength of the linkages between employee atti
tudes, customer satisfaction, and changes in company profits. A classic
Harvard Business Review article described how the new approach was im
plemented at Sears.8

Arthur Martinez, who joined Sears in 1992 as head of the merchan

dising group and became CEO in 1995, led the turnaround strategy based
on making Sears "a compelling place to work, to shop, and to invest."9
Although the vision was inspiring, it lacked specificity to drive action at
local levels. Several task forces worked to translate the vision into tangi
ble, action-oriented objectives, resulting in the objectives and metrics
shown in Figure 9-6.

The Sears project team performed detailed statistical testing of the in
terrelationships among the employee, customer, and financial metrics.
The team set a goal to construct a model that showed the pathways from
improvement in employee attitudes to improvement in profits. By under
standing the relationship between, say, a given increment in employee
product knowledge and increased customer loyalty and, subsequently,
higher revenues and margins, Sears could answer a question such as,
"How much should be spent to increase employees' knowledge of prod
ucts?" The project team collected data from eight hundred stores for two
calendar quarters and processed the data through cluster and factor
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FIGURE 9-6
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Sears initial model: objectives and measures

• Great merchandise at great
values

• Excellent customer service

from the best people
• Fun place to shop
• Customer loyalty

• Customer needs met
• Customer satisfaction
• Customer retention

• Revenue growth
• Superior operating income

growth
• Efficient asset management
• Productivity gains

• Revenue growth
• Sales per square foot
• Inventory turnover
• Operating income margin
• Return on assets

analysis: statistical routines to identify those employee measures that had
the highest correlations with customer and financial outcomes.

The team found that two dimensions of employee satisfaction-atti
tudes about the job and about the company-had the greatest effect on

employee loyalty and employees' behavior toward customers (see Figure
9-7). Ten questions on the seventy-item employee survey measured these
two employee attitudes. The team recommended discontinuing questions
that measured personal growth and development and empowered teams
(as initially hypothesized), because the responses to these questions
showed no correlation with customer satisfaction or loyalty. The team re
tained those questions of the remaining sixty that helped to predict or

drive employee responses on the ten attitude questions. These items gave
local store managers insights about the levers they could control on a
daily basis to improve their employees' attitudes about their jobs, the cus
tomers they served, and the company they worked for.

Over eighteen months, the project team performed several iterations
on the model, refining measures and making new estimates of relation
ships using multiple regression and causal pathway analysis. It ended up
with the model shown in Figure 9-8.

One of the estimated pathways in this model indicated that improving
employee attitudes by 5 points would drive a 1.3-point improvement in
customer satisfaction, which, in turn, would drive a 0.5 percent (50 basis
points) improvement in revenue growth. For example, if one Sears store
could increase its aggregate employee attitude score by 5 points, and if the
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Sears identified the 10 key questions about being a "compelling place
to work"

Responses to these 10 questions on the 70-question employee survey had the highest
impact on employee behavior (and therefore on customer satisfaction).

1. I like the kind of work I do.

2. My work gives me a sense of accomplishment.

3. I am proud to say I work at Sears.

4. How does the amount of work you are
expected to do influence your overall attitude
about your job?

5. How do your physical working conditions influence
your overall attitude about your job?

6. How does the way you are treated by those who
supervise you influence your overall attitude
about your job?

7. I feel good about the future of the company.

8. Sears is making the changes necessary to
compete effectively.

9. I understand our business strategy.

10. Do you see a connection between the work you
do and the company's strategic objectives?

FIGURE 9-8

Attitude about

the job

Sears revised employee-customer-profit chain model

The rectangles represent survey information; the ovals, hard data. The measurements in
gray are collected and distributed in the form of the Sears Total Performance Indicators.

A Compelling Place
to Work

5-Unit Increase in

Employee Attitude

A Compelling Place
to Shop

1.3-Unit Increase in

Customer Impression

A Compelling Place
to Invest

Driv~sl_ 0.5% Increase in
Revenue Growth
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store was in a region that had, say, 6 percent revenue growth, that store
could be expected to have a sales increase of 6.5 percent, or nearly 10 per
cent higher than the average for the region.

At the time, Sears had annual sales of about $50 billion and an aver

age same-store sales growth rate of about 4 to 5 percent. If Sears, by im
proving employee involvement and commitment, could generate an
additional 0.5 percent growth rate in sales, it would add $250 million in
revenues per year. Given normal gross margins and the market's existing

earnings capitalization rate, the revenue increase could translate into an
increase in market value of several billion dollars.

The statistical analysis also revealed that most of the financial gains

occurred with a two-quarter lag from the measured improvement in em

ployee attitude scores. So the tool enabled better sales forecasting based
on measured changes in current employee metrics.

The best measure of customer satisfaction and loyalty turned out to

be the percentage of customers at the store who scored their buying expe
rience as a 10 (scaled as "definitely would recommend") on a 1 to 10 scale.
Previously, customer satisfaction had been measured by the average score
of all surveyed store customers on the 1 to 10 scale. The statistical analy
sis showed a sharp drop-off in repeat purchases and revenue growth for
customers who scored the buying experience as a 9 compared with those
who scored it a 10.10 This finding had a large impact on behavior, because

moving an already satisfied customer to extremely satisfied was consider
ably more challenging than transforming a neutral customer to satisfied.

In addition to the pathway from employee attitudes to customer loy

alty, the statistical model identified the contributions from the quality and
availability of product and its position and merchandising within the
store. Sears now had a quantitative model that connected three marketing

P's~people, product, and place~to customer satisfaction and loyalty.
The team further learned that the responses to improvements in em

ployee attitudes and to customer loyalty varied by product line. For exam
ple, a I-point improvement in percentage of customers scoring the buying
experience as a 10 led to a 7.4 percent sales gain for women's ready-to
wear intimate apparel, but a 14.2 percent sales gain in men's and children's
appareL!! In general, each Sears line of business (e.g., apparel, appliances,
automotive, and hardware) had a different weight and even a somewhat
different predictive model on its employee-customer-profit causal chain

model. At a Sears hardware store, customers expected knowledgeable em
ployees who understood the technical requirements of the job for which
the customer was purchasing hardware. In department stores, customers
valued responsiveness, friendliness, and speed, not technical knowledge;
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The knowledge of product-specific relationships informed actions~
such as communication, training, merchandising, and incentives, to be
tailored to each line of business~based on proven relationships between

employee attitudes and customer loyalty and to the correlations of these
two variables to the financial metrics of revenue growth, operating in
come, and return on assets.

The statistical testing done at Sears (and that done at TD Canada

Trust, as described in Chapter 6) affirmed the company's strategy. The re
lationships between employee attitudes, customer satisfaction, and finan
cial performance all moved in the hypothesized directions. The statistical
analysis added quantitative information about the magnitude of the cor
relations between the strategic variables as well as estimates of the time
delays between improvement in a leading indicator and the reaction in a
lagging or outcome indicator.

We now turn to statistical analysis that tests whether the company's

underlying strategy is valid. This analysis allows the strategic hypotheses
to be disconfirmed, providing a highly valuable signal of the need to
change the strategy or its implementation.

STRATEGY TESTING AND ADAPTING

Strategies, especially newly introduced ones, are hypotheses about value
creation. With data collected from the strategy's Balanced Scorecard, sta
tistical analysis can test whether a variable, assumed to have a strong pos
itive connection to a customer or financial outcome, actually has zero or a
negative correlation with these strategy outcome indicators. Such a find
ing would signal to the executive team that some of the assumed logic in
its strategy may be invalid. In this case, the team would need to collect
more data to validate and understand, at a deeper level, why the causal

connection was not working as intended. The analysis prepares executives
to abandon some aspect of the strategy and replace it with a new value

proposition in which the links from driver variables to desired customer
and financial outcomes are more likely to be valid.

For example, a money center bank learned, after a large merger with a
local competitor, that one of its original BSC customer objectives~to re
tain as many customer accounts as possible~was leading to retention of
many unprofitable customers. In a subsequent merger with another local
bank, the executive team modified the customer objective to retain only

large and profitable accounts, allowing small, unprofitable accounts to
close. The chief administrative officer commented about the benefits of

the modified strategy: "It saved us several billion dollars of balances and
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added somewhere between 20 and 30 million dollars per year to earn
ings." Companies can conduct formal statistical analysis to detect when
their strategies are not delivering the expected results, as we discuss in the
next case study.

Case Study: Store 24

Store 24, one of New England's largest convenience store chains, imple
mented a new customer intimacy strategy in May 1998, which it referred
to as "Ban Boredom."l2 Store 24 CEO Bob Gordon believed that provid

ing an entertaining shopping atmosphere, including frequent themes and
promotions, would differentiate the shopping experience at the chain from
its competitors. Gordon hoped to create loyalty to Store 24 among its tar
geted customer base of young, urban adults between the ages of fourteen
and twenty-nine. A Store 24 manager noted that marketing research re
vealed that this group "gets bored easily and needs to be stimulated. We
wanted this group to always see new and different things in the store."l3

Store 24 actively promoted its Ban Boredom strategy on billboards,
buses, and trolleys. Its retail outlets placed a large display case at the head
of the center aisle to feature the promotional items for the current theme,
such as life-sized cutouts of movie stars and discounted videos for an "old
movie" theme.

Store 24 created a strategy map and Balanced Scorecard (see Figure 9-9)
to communicate and help implement the new strategy. Store managers
had discretion in how they executed the strategy. Some managers dressed
up in costumes consistent with a current store theme to recognize an up
coming holiday. Others, however, ignored the strategy and kept tradi

tional convenience store items, such as chips, on the end-aisle displays,
rather than the higher-margin promotional items.

Within two years Store 24 learned that its strategy was not working.
Gordon commented, "Overall, same-store sales were fine. However, we

were getting strong negative feedback about the Ban Boredom strategy
from in-store comment cards ... Our telephone surveys also showed that
customers simply were not identifying with the fun, entertaining atmos
phere we were trying to create in our stores. Finally, focus groups with our
customers suggested overwhelmingly that they valued our traditional
strengths of good product selection, quick service, and clean surround
ings, and they did not at all value the Ban Boredom experience we were
trying to create."l4

The feedback from individual customers and focus groups led Store

24 to abandon its innovative Ban Boredom strategy after two years, in
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FIGURE 9-9

Strategy map and scorecard for Store 24's new Ban Boredom
strategy

'Measures basic requirements.

April 2000, and replace it with an updated version of its previous strategy,
which featured fast and efficient service. Figure 9-10 shows the strategy
map and scorecard for the updated strategy, branded as '''Cause You Just
Can't Wait."

Store 24 did not have the internal analytic capabilities of Sears to test
the causal relationships in its Ban Boredom strategy map. It relied on
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FIGURE 9-10
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Store 24's updated strategy: "'Cause you just can't wait"
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customer feedback to eventually learn that the strategy's value proposi
tion of providing a "fun and exciting shopping experience" was not work
ing. In fact, the value proposition was actually creating some dissatisfied
customers, who were distracted by the ever-changing featured displays

and promotions and unhappy about inattentive store employees dressed
in costumes.

A Harvard Business School faculty team gained access to the monthly
data from Store 24's eighty-five retail outlets and performed statistical
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analysis to see whether the flaws in the Ban Boredom strategy could have
been visible to the company's executive team earlier.15 The team gathered
data on quarterly performance for sixty-five stores from May 1, 1998,
through April 30, 2000, when the Ban Boredom strategy was terminated.
The initial look at the data suggested that Store 24's strategy worked fine
in the initial implementation year. Same-store sales grew by the industry
average of 6 percent.

Before performing a more comprehensive cross-sectional analysis to
explain variation in store profitability, the research team adjusted for struc

tural characteristics unique to each store-including the targeted popula
tion, income, and number of competitors within each store's half-mile
radius-and store operating characteristics, such as size and hours open
per day.

Store 24 had obtained customer satisfaction data from a third-party
research firm, which it hired to conduct in-store interviews with cus

tomers. It aggregated these interviews into a customer perception metric
on the percentage of customers who ranked the store as "an entertaining
place to shop." Store 24 also did an on-site assessment, twice each quar

ter, of each store's compliance with Ban Boredom operating standards.
This assessment is the "Rollout rating (Ban Boredom programs)" in the
Balanced Scorecard shown earlier in Figure 9-9.

The study found a slightly negative average relationship between quar
terly normalized store operating profits and the Ban Boredom rating (see
Figure 9-11). Apparently, better implementation of the Ban Boredom
program had zero or a slightly negative effect on store performance. Profit
variation across stores was explained by variables not related to the strat
egy, including store manager skills, local population, and degree of local
competition.

The statistical analysis also revealed that store-level implementation
of the Ban Boredom strategy was associated with higher store inventory
levels, suggesting that the differentiating strategy adversely affected inven
tory management. These relationships were apparent from data collected
one year earlier than termination of the Ban Boredom strategy. Working
only from these (and several other) simple correlations, Store 24 manage
ment could have learned at the end of its first year of strategy implemen
tation that the Ban Boredom strategy was not working as intended.

The study found, however, that customer satisfaction (as measured by the
third-party research firm) was positively influenced by the quality of the Ban

Boredom implementation. Thus, customers noticed differences in the qual
ity of the strategy implementation, but measured customer satisfaction
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FIGURE 9-11
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A negative relationship existed between Ban Boredom execution
scores and store profits
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did not apparently translate into higher profits, suggesting that the strat
egy itself might be flawed.

A more detailed analysis revealed that the average relationship shown
in Figure 9-11 masked a more complex relationship among the Balanced
Scorecard variables. The research team added an interaction term reflect

ing both quality of strategy implementation and crew skill level at each
store (labeled "Capability evaluation" in Figure 9-9). Adding this interac
tion term to the regression equation led to the findings shown in Figure 9-12.
Stores with high crew skills that implemented the Ban Boredom strategy

effectively had considerably higher profits than stores with comparably
skilled crews but that were less effective in implementing the strategy.
Conversely, stores with low- or average-skilled crews that faithfully imple
mented the Ban Boredom strategy were much less profitable than other

stores with low- and average-skilled crews that focused on operating effi
ciency and did not implement the Ban Boredom strategy.

Thus the success of the strategy was critically dependent on the skills of
the employees in the store. Inexperienced personnel who followed the Ban
Boredom rules did not serve customers well and introduced inefficiencies in

operations, and that led to lower store profits. Experienced crews, in con-
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FIGURE 9-12

The negative relationship existed between Ban Boredom score and
store performance was due to low-skilled employees
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trast, maintained operating efficiency and customer satisfaction while cre
ating the differentiating buying experience of the Ban Boredom strategy.

The formal statistical analysis, had it been done in time to inform Store
24's meeting one year into the Ban Boredom strategy, would have raised
several interesting questions for discussion. Managers could have seen
that the strategy would be successful only if the crew skills of all stores
could be increased to high levels. The management team might have judged
that upgrading and maintaining high crew skill levels at every store was

not possible given the high personnel turnover rate in retail stores (typi
cally more than 200 percent per year). In this case, the management team
might have concluded that the Ban Boredom strategy should be aban

doned, making this decision one year earlier than it actually was.
Alternatively, understanding now the critical link between local store

crew skills and successful strategy implementation, the company could have
launched major human resource initiatives to increase employee retention

rates and to upgrade the skill levels of all store crews to those of its best
stores. Also, it could have spent more time (and money) in the training
and orientation of newly hired crew members so that they would be better
skilled to execute the Ban Boredom strategy effectively even in their early
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months of employment. In this case, the company would have continued

with its differentiating strategy and would have enjoyed the profit im
provements that currently only its best-performing stores (with high qual
ity of strategy implementation and high crew skills) were realizing.

The Store 24 experience shows the benefits of using the data from a
well-functioning Balanced Scorecard system to obtain feedback on a com

pany's strategy. The data enables tests of whether the strategy is being
implemented effectively. Effective strategy implementation would be mea
sured, in the Store 24 case, by store-specific scores on complying with the
Ban Boredom standards as well as the correlation between the Ban Bore

dom scores and customer recognition of the "fun and exciting shopping
experience" at the outlet. But the data also permits a test of whether the
strategy is effective. In the Store 24 case, average store profits did not in
crease with increases in the Ban Boredom implementation score. Further
analysis revealed a contingency, previously hidden, that the strategy im
plementation was effective only when done at stores with high crew skills.
The skilled employees balanced the demands of the new strategy with the
requirement to operate efficiently, including rapid checkout times, good
merchandising, and effective inventory management.

Requirements for Formal Statistical Testing

The case studies of Sears and Store 24 indicate the features that facilitate

formal strategy estimation and testing. First, the companies had multiple
observations per time period. Sears had monthly data on eight hundred
stores and Store 24 had quarterly data on sixty-five to seventy-five retail
store outlets. Effective and informative statistical analysis on cross-sec
tional data can be done when companies have a large number of homoge
neous units (either sites or customers), each generating a full scorecard of

data each month (or reporting period). If a company gets only one set of
observations per month, at least two years will pass before it has enough
data (say, twenty-four observations) to conduct even a simple statistical
analysis.

Second, the companies had disciplined processes for collecting data
from each site about customer satisfaction and loyalty, process character
istics, and employee attitudes and skills. Getting valid data is necessary
for statistical testing and estimation. When companies use the Balanced
Scorecard or the similar employee-customer-profit chain model as their

main management system, the data collection comes as an esse.ntial part
of the company's strategy management system. The data then become

eagleflyfree



MEETINGS TO TEST AND ADAPT THE STRATEGY 273

available for feedback, testing, and learning about the company's strategy.

ERP and business intelligence (BI) software gathers data from underlying
transactions, stores the data in a convenient form, enables ready access to
the data, and, in many cases, incorporates sophisticated statistical analy
sis and reporting capabilities.

The final requirement is a capability to perform the statistical analysis
in a valid and credible manner. It is easy to misuse and misinterpret statis
tics. Companies that want to use their Balanced Scorecard data to test

strategic hypotheses should have an internal group or external consultants
who are well trained and experienced in designing, estimating, and testing
statistical models.

INCORPORATING EXTERNAL DATA
AND COMPETITIVE INFORMATION

The examples presented so far in this chapter have discussed the use of in
ternal data-activity-based cost and profitability reports on products and

customers, and Balanced Scorecard data-to review, test, and adapt the
strategy. In addition, companies need to bring external data into their
strategy discussions.

LG Philips LCD (LPL), a South Korean joint venture between LG

and Philips, designs and produces high-technology liquid crystal display
(LCD) screens for application in television, information technology, and
special displays. LPL hosts a quarterly BSC "war game" meeting to assess
and adjust its strategic hypotheses. Executives and team leaders of plan
ning departments from each function attend this meeting, where they ad
dress six key questions:

1. Is our strategy appropriate?
2. Is our strategy superior to those of our competitors?

3. Do all of our members acknowledge and accept our strategy?
4. Are we trying hard enough to execute the strategy?

5. What are the risks associated with executing the strategy, and how
will we deal with them?

6. Do we have strategic scenarios in executing the strategy?

Before the meeting, the LPL planning group selects the situation to
be subjected to the war game. The situation might be entry into a new
geographical market, dealing with direct competitors in existing markets,
or introduction of a new strategy with a major existing or potential
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customer, such as to become the preferred supplier for a next-generation
product. Background information is shared on competitors' strategies
and capabilities, the region's principal customers, and external, macroeco
nomic, and market conditions.

The war game is conducted over three days; various teams go into

depth on the LPL strategy and the likely actions and reactions by com
petitors and customers. From the various possibilities, LPL selects two or
three likely scenarios; then it forecasts, for each one, the likely market
share, income, and cash flow. At the conclusion, the LPL executive team

selects a course of action in light of the market dynamics and likely out
comes simulated during the war game.

If strategy adjustments ate deemed necessary, LPL revises its strategy
and modifies action plans to carry out the new strategy. Afterward, the
new strategic direction is discussed at the monthly strategy review meeting
before a companywide announcement is made. Also, the strategic scenar

ios that were drawn up at the war game meeting act as strategy execution
guidelines for the subsequent quarter.

The war game exercise generates active participation from all executive

team members and engages them in formulating strategies using up-to
date external and internal information. It draws upon company experts in
marketing, statistics, economics, and simulation. And, at completion, the

executive team reaches a consensus on a specific course of action after
consideration of extensive available information and likely responses of
competitors and customers. LPL's execution premium is described in the
insert below.

LG PHILIP LCD'S EXECUTION PREMIUM

• From 2001 to 2007, LPL's revenue increased from $1.8 billion to

$15.5 billion, more than an eightfold increase.
• The company has ranked as either number 1 or 2 in the industry for

the past five years.

LPL is consistently the first in the display industry to mass produce
for each generation in the LCD industry. It is currently building an
eighth generation technology factory, which will start mass produc
tion in the first half of 2009.

• The company consistently receives customer satisfaction awards
from industry research organizations.
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EMERGENT STRATEGIES

Several strategy scholars, such as Mintzberg and Hamel, emphasize the
limitations of top-down strategic direction. 16 They argue that some of the
best ideas for new strategies come from employees within the organiza
tion. In their view, the role of senior management is to be ever alert to in
novative ideas that employees, who are close to technologies, processes,
and customers, can suggest, even when these suggestions originate out

side the official strategy planning and review process. After all, these
scholars argue, employee suggestions triggered Intel's switch from mem

ory chips to microprocessors, Honda's shift in emphasis from motorcycles
to automobiles, and 3M Corporation's marketing of Post-it notes.

The Balanced Scorecard strategy management system supports emer
gent strategies by creating a shared understanding among all employees
about the organization's strategic objectives. Employees who understand
the strategy-and are motivated to help the organization succeed with the
strategy-are in an excellent position to see where gaps exist either in strat
egy implementation or in an underlying hypothesis. They may even iden
tify where a new strategic approach might yield better performance.

In a previous book, we documented how a middle-level employee at
Mobil US Marketing and Refining came up with the idea of a SpeedPass
to make the purchase of gasoline, lubrication, and convenience store

products faster and friendlierY The employee had previously learned,
through the excellent communication program of the company's new Bal
anced Scorecard, about its value proposition of fast, friendly service. Al
though the SpeedPass was not a major shift in the company's strategy, it
represented a breakthrough in differentiating Mobil's value proposition
from those of competitors with similar strategies. Mobil's executive team,
recognizing the strategic significance of the SpeedPass innovation, modi
fied its Balanced Scorecard in the middle of the year to add two new mea

sures: the number of consumers acquiring a SpeedPass by end of year,
and the percentage of Mobil retail outlets incorporating SpeedPass tech
nology at every gasoline pump. The rapid implementation of the modified
strategy contributed significantly to sustainable increases in market share,
revenue growth, and margin.

At a routine quarterly meeting of the Operations Excellence Strategy
Council at Canadian Blood Services (CBS), managers and employees dis
cussed the behavior of blood donors. They were attempting to under

stand why certain locations had much higher levels of repeat donations, a
key BSC customer metric. A meeting participant formulated the hypothesis
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that a friendly, personal approach by CBS personnel toward donors led to
higher levels of donor retention. The meeting generated a special task force
to analyze data from a cross section of donor locations. The statistical analy
sis validated the employee's hypothesis and also enabled the task force to
identify the set of specific employee behaviors that generated higher donor
retention rates. As with the SpeedPass innovation, CBS management up
dated its scorecard to incorporate the new behaviors. It then shared the
modified scorecard with the entire organization, enabling the insight from
a few successful locations to become the standard practice throughout the

CBS system.

LINKING OPERATIONS TO STRATEGY

Strategy maps and Balanced Scorecards help organizations link strategy
to operations. These tools help managers communicate the strategy in
both visual and quantitative terms. They facilitate the cascading of strat

egy to business and functional units and the identification and rationali
zation of initiatives to execute the strategy. In addition, managers can link

strategic priorities to process improvements and to decisions about re
source capacity and operational and capital budgets.

Less well celebrated, however, is the link from operations back to

strategy. Figure 9-13 summarizes the three types of management meetings
presented in Chapters 8 and 9, which provide the feedback from opera
tions to strategy. Operational review meetings use data from operational
dashboards to monitor and improve operations and solve immediate
problems that have arisen. Strategy review meetings monitor the execution
of strategy during the year, fine-tuning strategies and initiatives to adju<:tto
changing circumstances. These meetings enable organizations to make
midcourse corrections in strategy execution continually during the year.
Strategy testing and adapting meetings, described in this chapter, review
the output of analytic studies, using tools such as activity-based costing
and statistical analysis of operating data. At these meetings, managers
learn how and whether the strategy is working. ABC models can identify
defects in the strategy, such as inefficient processes, unprofitable products
and customers, and significant quantities of unused capacity. Managers
who have this information can correct the defects by making targeted
process improvements, repricing, modifying customer relationships, or, in
the final extreme, exiting unprofitable product lines and market segments.

Statistical estimation of the magnitude and time delays in a strategy
map's causal linkages gives managers precise information about how to
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FIGURE 9-13

Summary of three types of management review meetings

Daily, twice weekly, weekly, Monthly
or monthly, depending on
business cycle

Information

requirements

Frequency

Dashboards for key
performance indicators;
weekly and monthly
financial summaries

Strategy map and
Balanced Scorecard

reports

Strategy map, Balanced Score
card, ABC profitability reports,
analytic studies of strategic
hypotheses, external and com
petitive analyses, emergent
strategies

Annually (perhaps quarterly for
fast-moving industries)

Attendees Departmental and func
tional personnel; senior
management for financial
reviews

Senior management Senior management team,
team, strategic theme strategic theme owners, functional
owners, strategy and planning specialists, business
management officer unit heads

Focus

Goal

Identify and solve opera
tional problems (sales
declines, late deliveries,

equipment downtime,
supplier problems)

Respond to short-term
problems and promote
continuous improvements

Issues in strategy
implementation,
progress of strategic
initiatives

Fine-tune strategy;
make midcourse

adaptations

Test and adapt strategy based on
causal analytics, product-line and
channel profitability, changing
external environment, emergent
strategies, and new technology
developments

Incrementally improve or
transform strategy; establish
strategic and operational plans;
set strategic targets; authorize
spending for strategic initiatives
and other major discretionary
expenditures

manage strategy implementation. Managers also assess the proposals
generated by employees, who can draw upon their firsthand knowledge of
customer interactions, enhanced process capabilities, and ideas for new
product development and customer services.

SUMMARY

Strategy testing and adapting should normally occur at the annual strategy
development meeting first described in Chapter 2. It is part of the strategic
analysis at that meeting, along with the updated PES TEL, industry, and
competitor analysis. Occasionally, the meeting is triggered by a major dis
continuity in the external environment or by a dramatic shortfall in per
formance that becomes apparent during the year. Or the meeting can be
triggered-as in the money center bank and Store 24 examples in this
chapter-when analytics conducted on Balanced Scorecard metrics reveal
flaws in the company's existing strategy. In this case, the company modifies
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its strategy based on what it learned from careful analysis of operating
data, along with any additional market and competitor research it conducts.

Companies can naturally find it difficult to orchestrate the complex set
of processes that link strategy to operations and then operations back to
strategy. We have found that no existing individual or department has suf
ficient oversight to coordinate and integrate all the diverse processes we
have advocated in this book. In Chapter 10, we describe the role of a new
office of strategy management (OSM), an extension of the strategic plan
ning department. The OSM extends the traditional strategic planning de

partment role, enabling the office to facilitate both the planning of
strategy and its implementation.
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CHAPTER TEN

THE OFFI CE OF

STRATEGY MANAGEMENT

IN THIS BOOK, we have articulated a comprehensive and integrated sys
tem for linking strategy and operations. The system consists of multiple
planning, control, and feedback processes (the central portion of Figure

10-1). It starts, in stage 1, with the executive leadership team reaffirming
the entity's mission, values, and vision and then developing a strategy ca
pable of closing a challenging value gap.

Once the strategy has been articulated and agreed upon, the executive
leadership team, in stage 2, plans the strategy by translating it into a strat
egy map organized by several strategic themes. For each strategy map objec
tive, the team selects measures and targets. Theme owners and theme teams
then select a portfolio of initiatives and obtain approval for STRATEX,
the financial resources required for the initiative portfolios.

In stage 3, the company aligns its organizational units by cascading
strategy maps and scorecards to the units. These strategy maps and score
cards articulate the balance between achieving local objectives and inte

grating with corporate priorities and the strategies of other business units.
It also communicates the strategy to all employees and aligns human re

source processes so that employees' personal objectives, incentive pro
grams, and competency development plans align with strategic objectives.

The link from strategy to operations starts in stage 4, as managers

plan operations by highlighting where process improvements in efficiency
and responsiveness are most needed for successful strategy execution.
Managers also authorize the spending to supply the resource capacity
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FIGURE 10-1

The typical management system is made up of many standalone subsystems that are not integrated
or aligned with each other

• Strategy Map
• Balanced Scorecard• Initiative Screening

and Funding

• Corporate-Level Strategy ~• Service-Level Agreements \

• Lean Management (

• Reengineering
• Six Sigma
• Dashboards
• Beyond Budgeting

• Strategy map/themes
• Measures/targets
• Initiative portfolios
• Funding/STRATEX

• Mission, values, vision

• Strategic analysis
• Strategy formulation

• PESTEUSWOT analysis
• Five Forces Industry Analysis

Strategic Positioning
• Resource-Based Strategy
• Blue Ocean Strategy
• Emergent Strategy

I. Customer and Product-Line
Profitability

• Analytics

~ • Meeting Management
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required to deliver on the sales and production forecasts embedded in the

strategic plan.
Next, the company implements a new reporting system of operational

dashboards and strategy scorecards to inform various management meet

ings: stage 5 operational review and strategy review meetings, which mon
itor and provide feedback on operations and strategy execution, and stage,
6 strategy testing and adapting meetings, which allow learning and new
information to feed back into the stage 1 strategy development process.

It would be easy for these various management processes to become
fragmented and isolated from each other. Companies already use many of
the individual management tools discussed in this book, as shown on the

.outer boundary of Figure 10-1. But they fail to integrate them effectively.
Several in our population of Balanced Scorecard Hall of Fame com

panies introduced a new office or function to help them better integrate
their strategy management processes. They gave the head of this new office
a variety of titles, such as vice president of organization transformation,
vice president of performance management, and vice president of busi
ness excellence. We adopted the descriptive title office of strategy manage
ment (OSM) for this important function.

WHY COMPANIES NEED AN OSM

The OSM integrates and coordinates activities across functions and busi

ness units to align strategy with operations. The OSM can be viewed as
the designer of an intricate watch, keeping all the various planning, exe
cution, and control processes synchronized despite their running at vari
ous frequencies: daily and weekly for dashboards and operational control
meetings; monthly for updates of strategy maps, scorecards, strategic ini
tiatives, and strategy review meetings; and quarterly or annually for scan
ning the external environment and performing the analytic studies that
inform strategy testing and adapting meetings.

The OSM can also be viewed as an orchestra leader. It is not the cre

ator or the producer of the music being played. Instead, it keeps all the di
verse organizational players-executive team, business units, regional units,
support units (finance, human resources, information technology), theme
teams, departments, and ultimately the employees-aligned so that they
can create beautiful music together, executing the enterprise's strategy in
unison, with each component playing its distinctive part.

Some people have challenged the need for a new staff position for
strategy management. They point out that effective strategy execution
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should be the responsibility of CEOs and business unit heads. We concur.
We don't advocate that the OSM either develop the strategy or have ac
countability for its execution. Instead, the OSM is analogous to a military
general's chief of staff.

The general is responsible and accountable for developing the strategy
to win wars and battles. But a general almost always has a chief of staff,
often several ranks junior, who leverages the general's time and attention.
The chief of staff does not create strategy or operational tactics and has
no authority or accountability for execution. A chief of staff schedules
the general's meetings, ensures that the appropriate people show up at the

meetings, attends and takes notes at the meetings, and follows up after
the meetings to ensure that the actions are carried out. The chief of staff

leverages the general's time by making sure that all the information, peo
ple, and follow-up are in place for the general's strategy and tactics to be
effectively executed.

Case Study on Defining Roles for an OSM: Canadian Blood Services

We recommend that a similar, but expanded, set of tasks be carried out by
a small cadre of professionals to orchestrate the various strategy manage
ment processes for the executive team. Here we provide a case study in the
words of one executive leader, Graham Sher, CEO of Canadian Blood

Services, describing why he created an OSM right at the beginning of the
Balanced Scorecard project.

As CEO, I face several major challenges in trying to implement my am

bitious strategic agenda. First, I need to balance the time I spend dec.ling

with external demands and constituents with the ability to focus and lead

change internally. Like all CEOs, I report to a board of directors. How

ever, as a publicly funded agency (funded by twelve provincial and terri

torial governments in Canada), I need to ensure that adequate attention

is paid to the "corporate shareholders" of CBS: the ministers of health

in each of these jurisdictions, and the government bureaucracies they

lead. Furthermore, an agency with a high public profile such as ours, and

one that is premised on retaining public trust, demands that I stay exter

nally focused on stakeholder requirements, too.

Many people believe that CEOs wield direct and easy irifluence over

their organizations. The reality is that any CEO has a difficult time di

rectly irifluencing his organization. Attempting to command and control

may only serve to undermine the authority of one's senior executives. To

be most effective, I as CEO must exert my irifluence indirectly and in a
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way that empowers and creates an environment for my executives to lead

and manage their parts of the organization. I should set the tone for the

organization, define the strategic agenda, communicate it, and ensure

that it gets undertaken, but not actually direct any parts of it.

Afurther challenge typical to most CEOs is that information, partic

ularly bad news, tends to be filtered before it gets to me. I often do not

see the most timely, valid information about the current performance of

CBS, particularly when operating at a constant and unrelenting pace

of change. Many of our early management meetings were spent debating

the quality of the information, as opposed to the analysis and interpreta

tion of it-obviously an unwieldy way of executing strategy and a very

time-intensive way of conducting management meetings.

I came to believe that a management system based on the Balanced

Scorecard, facilitated by an office of strategy management, could help

me overcome these three challenges [limited time, inadequate manage

ment ownership and initiative, and filtered information]. The Balanced

Scorecard empowers executives, as opposed to invading in their territory

and undermining them. It gives me performance management informa

tion that is aligned at all executive levels and appropriately validated

prior to coming to my attention. Much of management is a search for

the truth. The Balanced Scorecard provides me with easy and direct ac

cess to timely, unfiltered information about the implementation of our

new strategy.

Because of the urgency with which I want to accomplish change, I es

tablished an office of strategy management at the outset of our Bal

anced Scorecard project. The OSM is a critical resource to me and the

executive team to ensure successful implementation of my change

agenda across the organization. I also wanted the OSM to report di

rectly to me-that was a way to highlight the importance of this office to

my strategic agenda. But if it reported only to me, and didn't have any

other clearly defined linkages or relationships, it wouldn't be quite as ef

fective. I wanted change at CBS to come from within, not be imposed

from above. I therefore created a dotted-line reporting relationship be

tween the OSM and two other key executives at CBS-the CFO and the

COO-who ultimately are going to help execute the change agenda.

We launched the OSM with three full-time individuals. The OSM

leader is a vice president and a member of the executive management

team, consistent with the importance we place on this function. She leads

and facilitates the integration of strategy into all our core processes. In

addition, we have two individuals reporting to the OSM leader to provide

day-to-day management of the office, manage the multiple work streams
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and cross-functional teams, lead and facilitate meetings, educate others

on Balanced Scorecard and strategy-focused organization practices and

tools, and perform analysis of problems, performance, and metrics. This

should be the right complement of individuals to help support the OSM

leader and ultimately the rest of the executive team in undertaking our

ambitious change agendafor the next few years.

At CBS, I believe that the Balanced Scorecard program is necessary

to help us execute our strategy, but on its own, the Balanced Scorecard is

not sufficient. The OSM provides the sufficiency. It is the critical, com

plementary piece in the chain to help us successfully execute our change

agenda for the next few years. The OSM at CBS is not just a change in

the organizational structure. I see it as a structure that helps us funda

mentally change the way we think, change the way we plan, and change

the way we do business and manage performance. I

The insert below itemizes some of the execution premium benefits
that Canadian Blood Services has already enjoyed from its strategy im
plementation.

CANADIAN BLOOD SERVICES' EXECUTION PREMIUM

Overall donor satisfaction with the experience of their last visit
increased from 86 percent in August 2005 to 93 percent in Decem
ber 2006.

• Donor "top box" satisfaction-those that rate their satisfaction as
a 10 on a scale of one to ten-rose from 26 percent to 43 percent
during the same time period.

• Overall hospital satisfaction with CBS's products and services rose

from 94 percent in April 2005 to 98 percent in May 2007. Hospital
"top box" satisfaction rose from 17 percent to 29 percent during
the same period.

• The yield (percentage) of red blood cells preserved in the manu
facturing process improved by over 20 percent from 2005 to 2007,
a savings of more than $3 million.

• The national order fill rate increased from 80 percent to 98 percent
from 2002 to 2006 .

.In the remainder of this chapter, we build upon the CBS experience to
describe the various roles the OSM performs to keep the enterprise fo
cused on effective strategy execution.
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THE OSM: ARCHITECT, PROCESS OWNER,
AND INTEGRATOR

287

The office of strategy management has multiple roles and responsibilities,
as shown in Figure 10-2.2 First, as an architect, the OSM uses the frame
work in this book to design and embed any missing strategy and opera- /
tional management processes into the company's management system. The
OSM ensures that all the planning, execution, and feedback processes are
in place and that they are linked in a closed-loop system.

The OSM also serves as process owner of several strategy and opera
tional management processes, such as those to develop the strategy, plan
the strategy, and orchestrate the senior management strategy review meet
ings. Many of these processes are new to the organization. Because they
cross existing business and functional organizational lines, it is natural for
the OSM to be their owner. Assigning responsibilities for their execution to

FIGURE 10-2

The Office of Strategy Management (OSM): Roles and responsibilities

Architect 1. Define the strategy management framework
and conventions

2. Design the strategy management process

Process Owner

Integrator

•

1. Develop the strategy

2. Plan the strategy

3. Align the organization

4. Review and adapt the strategy

1. Link to operational planning/budgeting

2. Link to key operating processes

3. Link to HR, IT, and support functions

4. Communicate strategy

5. Manage strategic initiatives

6. Share best practices

Key:

OSM Should run the process

~ OSM links strategy to a process
run by someone else (Xl

c::::QQ

I coo I

I HRO,CIO I

I cc I

I PMO I

I CKO I

CFO: Chief Financial Officer
HRO: Human Resource Officer
CIO: Chief Information Officer
CKO: Chief Knowledge Officer
CC: Corporate Communications
PMO: Program Management Office
COO: Chief Operating Officer

eagleflyfree



288 THE EXECUTION PREMIUM

the OSM fills a gap in management practice without infringing on the

current responsibilities of any existing department or function.
Finally, the OSM is the integrator of many existing activities. This as

pect is challenging, because organizational and functional units already
have primary responsibility for processes such as budgeting, communica
tion, human resource planning and performance management, IT planning,
initiative management, and best-practice sharing. The OSM must work with
the existing owners of these processes to ensure that they become aligned
with the strategy.

We elaborate further on the architect, process owner, and systems inte

grator roles for the OSM in the next sections.

The OSM as Architect

Many processes that are central for strategy execution, such as budgeting,
employee performance management, and strategic planning, are run by

separate parts of the organization, are executed at different times of the
year, and use different frameworks, languages, and conventions. The iso
lation of these processes from each other is a major barrier to effective
strategy execution. In addition, as noted earlier, some important strategy
execution processes may not be implemented at all.

The OSM is the designer of the framework and processes for a single,
integrated, closed-loop strategy planning and operational execution sys
tem; its tasks include introducing the missing strategy execution processes
and bringing order to an otherwise incomplete and fragmented collection
of management processes. This is the OSM's "watchmaker" role, design

ing missing components and embedding them in the management system
while ensuring that all the components are in their proper place and work
synchronously, without friction between them.

The OSM creates the design for the sequence and linkage of strategy
execution processes shown in Figure 10-3. Typically, the strategy cycle is
relaunched at the beginning of the second quarter, when the planning
group begins its research and preparation for the annual strategy develop
ment meeting, at which the senior executive team updates the enterprise
strategy, strategy map, and scorecard. After the enterprise strategy meet
ing, the OSM starts the process of aligning each business's or support
unit's strategy with those of the enterprise and other units. It also ensures
that process management priorities have been established to achieve tar
geted improvement in the Balanced Scorecard's process metrics.
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Strategy management: An integrated closed-loop process
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During the third quarter, the OSM ensures that the finance depart
ment's resource planning and budgeting process produces business and
support unit plans and operating and capital budgets that can deliver the
strategy and are consistent with forecast process improvements. In the fourth
quarter, the OSM works with HR to help employees establish their per
sonal objectives for the next year, to align employee competency develop
ment programs, and to review employee incentive plans.

In parallel with sequencing these annual processes, the OSM oversees
several continual control and learning processes: communicating strategy,
reviewing operations and strategy, managing strategic initiatives, and
sharing best practices. The OSM monitors all these components to ensure
that they are in place, introduclng any missing ones and establishing the
links that must exist between them.

Realistically, unlike the design of a new building by an architect, not
all the structures in Figure 10-3 will be established before a company be
gins implementing the new management system. Typically, the processes
and the new management calendar evolve over two to three years. Initially
the OSM is the Balanced Scorecard project leader, with primary responsi
bility for helping the executive team develop the initial strategy map and
scorecard and then facilitating its cascade and communication through
out the enterprise.

As managers become more familiar and comfortable with the use of

maps and scorecards for describing and measuring the strategy, the OSM
helps the organization migrate to the comprehensive strategy manage
ment system diagrammed in Figure 10-3. Having this structure in mind as

the architecture for an evolutionary process will help the OSM implement
the various components of the management system in a coherent way
over time.

The OSM as Process Owner

On an ongoing basis, the OSM should have primary ownership of the fol
lowing strategy execution processes.

Developing the Strategy. Typically, strategy development processes-such
as preparing PESTEL, SWOT, market, and competitive analyses, along
with planning and facilitating the annual strategy meeting-are the respon
sibilities of an existing strategic planning unit. But developing strategy
should not be a one-time annual event. After all, performance measures,
such as those supplied by the Balanced Scorecard, provide continual evi-
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dence about the validity of the assumptions underlying a company's strat
egy. The executive team, at its monthly strategy review meetings, discusses
the assumptions and can fine-tune the strategy, strategic measures, or
strategic initiatives as needed.

We've found that most planning units adapt fairly quickly to the cycle
of monthly strategy review meetings we describe in Chapter 8. The addi
tional processes represent a natural extension of, and complement to, their
traditional work. Rather than put an artificial distinction or barrier be

tween strategy development and strategy execution, we recommend that
processes for developing strategy and executing strategy be performed
within one group in the organization: the OSM. In effect, we encourage
an expansion of the strategic planning department into a more compre
hensive office of strategy management that has responsibility for facilitat
ing both strategy development and its execution.

Planning the Strategy. By owning the scorecard process, the OSM en
sures that any changes made at the annual strategy planning meeting are
translated into the company's strategy map and Balanced Scorecard.
Once the executive team has approved the objectives and measures for the
subsequent year, the OSM coaches the team in selecting performance tar
gets on the scorecard measures and identifying the strategic initiatives re
quired to achieve them.

The OSM also standardizes the terminology and measurement defini
tions throughout the organization, selects and manages the scorecard re
porting system, and monitors the integrity of the scorecard data. The OSM
need not be the primary data collector for the scorecard, but it should
oversee the processes by which the data are collected, reported, and vali
dated. Finally, the OSM serves as the central scorecard resource, consult
ing with units on their scorecard development projects and conducting
training and education on building strategy maps and scorecards.

Aligning the Organization. The OSM oversees the processes described
in Chapter 5 to cascade strategies and scorecards vertically and horizon
tally throughout the organization. It validates whether the strategies and
scorecards proposed by business and support units are linked to each

other and to the corporate strategy. In this role, the OSM helps the enter
prise realize the gains from corporate synergies.

Reviewing the Strategy. Chapter 8 describes the new strategy review
meeting at which the executive team reviews strategic performance and
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adjusts the strategy and its execution. Managing this meeting is a core
function of the OSM. It briefs the CEO in advance about the strategic is
sues identified in the most recent. scorecard so that the agenda can focus
on strategy review and learning, rather than on a short-term financial per
formance review and crisis management.

The OSM works with the strategic theme owners to get their assess
ments and their color-coding (green, yellow, or red) of the performance of

the theme's objectives and portfolio of strategic initiatives. The OSM pre
pares the briefing booklet (paper-based, electronic, or both) for the execu
tive team to review before the meeting.

The OSM, at the beginning of the meeting, provides a brief report on

the progress of each action plan recollunended at earlier meetings, records
all new recommended action plans, and follows up with the assigned

manager or department to ensure that the actions are carried out. This is
the "chief of staff" function described earlier in our military analogy.

Adapting the Strategy. In Chapter 9, we describe the meeting at which
the leadership team tests and adapts the strategy. This meeting requires a
new input into the annual strategy meeting in addition to the traditional

external and competitive analyses produced by the planning department.
The company's internal competitive analysis should now include analytic
studies of the existing strategy's performance. These studies use tools such
as activity-based cost analyses of product-line, customer, channel, and re
gional profitability, and statistical analysis that estimates and tests a strat
egy map's causal linkages.

The calculation of detailed P&Ls for products, customers, and chan
nels is a task that the finance department can reasonably be expected to
perform. But the sophisticated analytics to statistically estimate and test
strategic linkages may require a new capability for the company. The
OSM is a natural home for building a corporate capability to analyze data
coming from Balanced Scorecards throughout the organization. The OSM
can present, at the annual strategy update meeting, the outputs from the
detailed P&L calculations and the analytic studies conducted on the strat
egy's performance.

The OSM as Integrator

A variety of existing management processes must be informed by and
aligned with the strategy. For most companies, strategic planning is con
ducted separately from budgeting and operational planning. The OSM
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ensures that near-term planning and budgeting-tasks typically performed
by the finance department-are aligned with strategic priorities. Effective
strategy execution requires active participation by all employees. The
OSM must ensure that the strategy is communicated and internalized by
the workforce.

Because strategy describes how to create value from intangible assets,
the OSM must coordinate the linkage from strategy to planning for the

acquisition and enhancement of human resources and information tech
nology. It must ensure that the strategic initiatives are managed effec
tively. Finally, the OSM must verify that the knowledge management

process focuses on best-practice sharing that enhances strategic processes.

Linking Strategy to Financial Resource Planning and Budgeting. The
finance department oversees budgeting and the allocation of cash to or
ganizational units. In addition to business and functional unit budgets,
the corporate financial plan needs to incorporate the authorized spending
(STRATEX) for cross-functional strategic initiatives.

Also, the business units' near-term targets for financial performance
including forecasts of revenues, capacity, spending, and profitability
should be consistent with achieving the corporate revenue growth and
profitability targets and closing the value gap articulated at the start of
strategy development. In addition, the OSM monitors whether the business
unit plans provide adequate but not excessive spending to supply the resource
capacity demanded by the strategic plan. In summary, the OSM inte
grates with finance to ensure that business unit profit plans, resource capac
ity planning, and performance targets are aligned with strategic objectives.

Aligning Plans and Resources of Important Functional Support De
partments. In addition to coordinating the linkage between strategy
planning and finance, the OSM ensures that the plans for other functional
departments are consistent with executing the strategy. Particularly im

portant are the human resource and information technology departments,
but, in principle, all functional units-such as research and development,
real estate, purchasing, logistics, environmental, marketing, and sales
contribute to successful strategy execution, and their plans must reflect
their contributions. The OSM plays a consulting and integrating role with

these functional departments to help them align their strategies and plans
with enterprise and business unit strategy.

For example, consider the human resource department, which has
primary responsibility for the motivation, training, and performance of
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employees. The HR department typically has the responsibility for the execu
tion of annual employee performance reviews, personal goal setting, training,
competency development, and the management of incentive and compen

sation programs. The OSM ensures that HR performs these activities in a
manner consistent with corporate and business unit strategic objectives.

Communicating the Strategy. As discussed in Chapter 5, effective com
munication to employees about strategy, targets, and initiatives is vital if
employees are to contribute to the strategy. Canon, a Balanced Scorecard
user, describes its internal communication process as "democratizing

strategy," and the Canon OSM actively promotes understanding of the
company's strategy and the scorecard in all business units and support
functions. If the strategy communication task is assigned to an existing

internal communication department, the OSM plays an editorial role, re
viewing the messages to see that they communicate the strategy correctly.
If a corporate communication group does not exist or if the group has little
knowledge of or focus on strategy, the OSM becomes the process owner
for communicating both strategy and the scorecard to employees.

The OSM also helps craft the strategy messages delivered by the CEO,
because one of the most effective communication channels is having each

employee hear about strategy directly from the CEO. Finally, as part of
its communication responsibilities, the OSM coordinates with the human
resource department to ensure that education about the scorecard and
about employees' role in delivering performance is included in employee

training programs.

Managing Strategic Initiatives. In Chapter 4 we provide an extensive
description of the process to select, rationalize, and manage strategic ini
tiatives. When the organization uses theme owners and theme teams to
manage selection and management of strategic initiatives, the OSM mon
itors the process, soliciting information about initiative status and per
formance and reporting this information to the executive team in advance
of the strategy management review meeting.

For organizations that do not use theme owners and theme teams, the

OSM is the default mechanism for running the team process to select and

rationalize strategic initiatives. The OSM assigns responsibility to an ap
propriate unit or function for those initiatives that already have a natural
home. The OSM manages initiatives that cross unit and functional lines,

ensuring that they get the financial and human resources they need.
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Linking Strategy to Key Operating Processes. Strategy is also executed
through business processes. The strategy map identifies the processes that
are most important to the strategy and that must be analyzed, redesigned,
and managed. The OSM works with theme teams, local line management,
and the quality management department to see that necessary resources and
organizational support have been provided to improve the performance of
the strategic processes.

Sharing Best Practices. The OSM needs to ensure that knowledge man
agement focuses on sharing the best practices that will be most beneficial

to the strategy. If managers use the wrong benchmarks, the company's strat
egy will fall short of its potential. At some companies, learning and knowl
edge sharing are already the responsibility of a chief knowledge or learning
officer; in those cases, the OSM needs to coordinate with that person's of
fice. But if such a function does not exist, the OSM must take the lead in

transferring ideas and best practices throughout the organization.

POSITIONING AND STAFFING THE OSM

Executing strategy usually involves making changes that only a CEO can
empower, and the OSM will be most effective when it has direct access to

the CEO. Barbara Possin, director of strategic alignment at St. Mary's
Duluth Clinic Health System, reported that she was able to overcome re

sistance to her initiatives because managers knew she had a direct reporting
line to the company's COO and CEO. An OSM buried deep in the finance
or planning department may find it difficult to command similar respect
and attention from senior executives for strategy management priorities.

The simplest solution, therefore, is to have the OSM, like a general's
chief of staff, report directly to the CEO. But if the OSM has originated
within a powerful function, the OSM will usually report to the chief of
that function-such as the CFO or vice president of strategic planning
but with occasional direct access to the CEO.

At Grupo National Provincial (GNP), a Mexican insurance company,
the OSM reports both to the CEO and to the CFO. The OSM sets the

agenda for a weekly meeting with the CEO and CFO and for a broader
weekly meeting with the six top company executives. The office of strat
egy management at GNP also has a matrixed relationship with twenty
Balanced Scorecard managers in the two major business units and nine

support units, and with the owners of the major strategic initiatives. The
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relationship enables the OSM to coordinate the strategic planning that is
done in the business and support units.

We have seen two models evolve for the structure of an OSM. In some

companies, such as Mobil, Cigna Property and Casualty, Crown Castle, and
Canon, the OSM is a centralized corporate office. In some of the more re
cent implementations, the OSM has been more of a network, with one or
two persons serving at the corporate staff level, and one strategy manage
ment officer identified for each business and support unit. In this model,
the OSM is more a networked organization than a centralized corporate

staff department. The networked strategy management officers become
strategy execution champions throughout the enterprise, helping customize
the corporate strategic themes for local business and support units.

Even as a corporate office, the OSM doesn't have to be large; it is cer

tainly not our goal to encourage companies to build a new bureaucracy.
Companies with sales of $500 million to $5 billion and with one thousand

to ten thousand employees have fewer than ten people in the OSM, which
includes the employees already performing the existing strategic planning
function at the corporate level.

Staffing the OSM

Establishing an OSM does not have to involve hiring expensive new tal
ent. Typically, managers from planning and finance functions who have
led Balanced Scorecard projects are the initial staff of the OSM. It can
also include employees from other staff groups such as quality, human re
sources, and information technology.

More important than the departments they come from are the compe
tencies they bring to the office. Among the most important competencies
are having a good knowledge of the business, being capable of conceptual
and strategic thinking, being a good communicator, having a background
in project management, being a self-starter, being able to set priorities,
working well in teams, and earning the respect of senior executives.

Perhaps the most important competency is being effective as a change
agent. Leadership and strategy execution require change. For many compa
nies, the shift from using the budget as the primary focus of the manage
ment system to using strategy maps and scorecards involves a transition
from being financially driven to being driven by customers, processes, and
employees. People who are familiar and comfortable with the previous
culture may resist the change to the quite different one required for the new
strategy to be successful. For the OSM to be an effective agent of the
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CEO and leadership team, its members must recognize the barriers to
change-the "silent killers."3 They also must have the skills, respect, and
influence to overcome them.

Companies report that having relatively junior managers serve for up
to two years in an OSM position has been an excellent incubator of tal
ent. They also report that the people assigned to their OSMs do not con-,
stitute a net increase in the organization's head count because of the
associated streamlining and focusing of many planning and control
processes and elimination of staff formerly engaged in data gathering and
reporting. The value proposition for the OSM, however, is that it creates
value from successful strategy execution, and not that it saves money by
reducing the head count of planners and data gatherers.

Case Study on the OSM: Serono

Serono is the largest biotechnology company in Europe and third largest
in the world.4 It is the world leader in reproductive health, with strong
market positions in neurology, metabolism and growth, and treatment of
multiple sclerosis and psoriasis. Headquartered in Geneva, Switzerland,
Serono employs more than five thousand people in forty-five countries
around the world. In January 2007 it was acquired by Merck and reincor
porated as Merck Serono, a division of Merck KGaA. Serono's office of
strategy management played a significant role in Serono's successful strat
egy execution, leading up to its acquisition by Merck.

Key Roles of the Serono OSM. In 1991, long-time CEO Fabio Bertarelli
introduced a small office, reporting directly to him, named the Office of
MTH ("Make Things Happen"). He was searching for a way to make
Serono a more nimble, less bureaucratic organization. The MTH office's

primary responsibility was to track the execution of CEO-level decisions.
In 1995, new CEO Ernesto Bertarelli (Fabio's son) expanded the scope

of the office. He wanted the MTH to take on responsibility for enhancing
the strategic planning and performance management processes. He cre
ated a ten-member executive management board (EMB) consisting of the
major corporate functions, such as research, product development, fi
nance, and sales, and asked the MTH to support the EMB's centralized

planning and cross-functional management processes.
Serono, like most pharmaceutical companies, implements its strategy

through large, complex projects that bring new products to market over a
five- to fifteen-year period. The projects require the coordination of the
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various functions. In 2000, Serono decided to extend the focus of its man

agement system beyond central management of the cross-functional proj
ects and the annual operating budget. It transformed the MTH into a new
Office of Strategy Management-led by Roland Baumann, senior VP of
corporate administration-to handle the management of centralized proj
ects, formal strategic planning, Balanced Scorecards, and strategy maps.

The Serono OSM plays several roles (depicted in Figure 10-4) in man

aging strategy execution.

Strategist: The strategy delivers the vision and goals of the organization.

The typical horizon for a strategy is about five years. Although the
strategy and plans are reviewed annually, the vision and goals are up
dated only when the current vision has been accomplished. The strategy

is captured in business plans (see Figure 10-5), one each for the four
core business domains-multiple sclerosis, women's reproductive health,
pediatric growth hormone, and psoriasis-which are updated annu
ally. The business plan defines the approach to acquiring new medi
cines, molecules, and technologies, and includes plans for research
(discovery), new product development, and business development. The

FIGURE 10-4

Serono OSM: Key roles and responsibilities
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FIGURE 10-5

The Serono OSM manages a comprehensive annual cycle that
translates strategy into action
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group plan integrates the four franchise business plans. The OSM does
not write these plans. Instead, it oversees the process by which the in
dividual businesses prepare the plans and submit them on schedule.

Balanced Scorecard (BSe): All strategies are translated into Balanced
Scorecards. The OSM educates all managers about the BSC and helps
implement the BSC worldwide. It ensures that each part of the organi
zation uses the BSC, that the numbers are accurate, that the BSC is

studied and acted upon, and that the spirit underlying the Balanced
Scorecard is brought into the entire organization. As noted by Bau
mann, "We produce the Balanced Scorecard like the chief financial of
ficer produces financial statements."5

Alignment: The OSM works with various functional departments to
align their processes with strategy. For example, the BSC provides the
high-level measures and targets in each functional department that
link directly to employees' personal objectives. Five thousand employees
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have a variable pay scheme that is linked to the performance of their
units as well as to their personal objectives.

Strategy reviews: The EMB meets monthly to review progress in imple
menting the strategy. The OSM develops the schedules, the agenda, and
the content of these meetings. All EMB and CEO decisions are fol

lowed up by the OSM to ensure that they are implemented. If needed,
the OSM organizes follow-up meetings and support.

Special projects: Managing key projects is the cornerstone of strategy
management at Serono. Because cross-functional coordination is con
stantly required, the OSM has the responsibility, as Baumann describes it,
to be "the guardians of the cross-functional project management pro
cess."6The OSM defines the rules for the strategy management process.
It maintains the companywide database of all strategic initiatives, in
cluding checkpoints, milestones, objectives, and status. In a recent refine
ment of the OSM role, aimed at streamlining the process, the company
grouped two to eight projects at a time into "clusters" called strategic
initiatives; this practice allows the EMB to review fewer, larger initia

tives rather than scores of seemingly unrelated individual projects.

Serono's OSM Structure. Serono's OSM consists of only four people.
They are coordinators and facilitators who enhance the efforts of others.

To achieve this leverage in a workforce of more than five thousand peo

ple, the OSM members require a blend of several competencies. As Bau
mann built the organization, he looked for several traits in the team:

• A big picture mentality: It prevents efforts from getting lost in the
details.

• Networking and influencing skills: All work must be performed through
others without resorting to hierarchical power.

• Project management skills: Most of the strategic work at Serono in
volves projects.

Cross-functional business skills: Siloed functions need help to work
together as a team.

• Entrepreneurial attitudes: Executing strategy requires the breaking
of new ground.

Lawrence Ganti, director of office of strategy management, and Bau
mann identify the key competency for OSM membership as the ability to
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execute. Ganti observed, "We are a very pragmatic bunch. We focus on

getting things done instead of simply just planning and analyzing."7
Some of Serono's execution premium results are summarized in the

insert below:

SERONO'S EXECUTION PREMIUM

• Since 1999, Serono has had annual double-digit growth in revenues

and income. Annual revenues are three times that of its European
biotechnology peers.

• Rebif, Serono's flagship product for multiple sclerosis, reached
blockbuster status in 2004, with $1.1 billion in sales.

The company has increased its operational efficiency gross margin
to 86% since introducing the BSC.

· In the last three years, Serono has doubled the "number of mole

cules" in pre-clinical development, a measure of its ability to bring
new products to market that serve unmet medical needs.

• The company has revamped its organizational culture to be more
performance driven.

Although it is difficult to attribute such performance to anyone factor,
such as the OSM, most executives agree that the EMB now devotes more of

its time to strategy and performance reviews, that Serono has better align
ment of priorities across the entire organization, and that strategy and di
rection are more transparent at all levels of the organization. Employees
have been empowered to contribute to the strategy and are rewarded for
it. Cross-functional management processes break down silos and increase
efficiency. Baumann concluded,

Three or four years ago, our executives spent lots of time in the opera

tional details of the business. Today, our top management is absolutely

capable of distinguishing strategy from operational management. There

is no confusion anymore. We believe that our strategy is known by our

five thousand employees and that, day in and day out, they execute ac

cording to the strategy.

The building of the OSM must be based on the desire for change.

The OSM is a change management project by itself Long-term sustain

ability [of strategy execution] depends on support from the chief execu

tive, but it's also important to have properly implemented processes. 8
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SUMMARY

Leadership and strategy formulation remain an art. Although we study
and celebrate examples of great leadership and brilliant strategy, we don't
yet have a systematic process to create them. But for enterprises that are
fortunate to have excellent leadership and a moderately good, if not nec

essarily brilliant, strategy, we have identified an integrated set of best
practices, proven in hundreds of enterprises around the world, that trans
forms the odds for successful strategy execution.

These best practices constitute a body of knowledge that now serves as

the foundation for an emerging professional function focused on the man
agement of strategy. We propose that an office of strategy management be

assigned the responsibility and authority for managing and coordinating
these strategy execution processes based on this body of knowledge.

The strategy execution processes are embedded in a six-stage c1osed
loop management system, extensively described in earlier chapters and
summarized here:

1. Develop the strategy (Chapter 2).
2. Plan the strategy (Chapters 3 and 4).
3. Align organizational units and employees (Chapter 5).
4. Develop the operational plan (Chapters 6 and 7).
5. Monitor and learn through operational and strategy review meet

ings (Chapter 8).
6. Test and adapt the strategy (Chapter 9).

These processes are implemented at different times of the year, many
by existing organizational units. The OSM, as architect, drives the organi
zation forward to achieve the comprehensive management system in a

synchronous fashion. As process owner, it takes primary responsibility
for several of the newly introduced strategy execution processes, such as
in stages 2, 3, 5, and 6, while incorporating the responsibilities of the
strategic planning process of stage 1. As integrator, the OSM ensures that
the remaining processes-performed by finance, human resources, infor

mation technology, quality management, communication, and knowledge
management professionals-are aligned with strategic objectives.

The OSM, a previously missing link in strategy execution, runs several
new management processes and connects and aligns existing but frag
mented processes. It enables many companies to earn an execution pre
mium from their strategies. CEOs have noted that they would rather have
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a good strategy that their enterprise can execute flawlessly than a brilliant
strategy that their people do not understand and cannot deliver. Flawless
execution requires an integrated management system that helps companies

continually improve their strategy implementation. The office of strategy
management leverages the time and attention of CEOs and executive team
members to keep the multiple management processes described in this
book synchronized for successful strategy execution.

Companies that follow the recommendations we have laid out in this
book will have a complete management system that helps them set clear
strategic goals, allocate resources consistent with those goals, set priori

ties for operational action, quickly recognize the operational and strategic
impact of those decisions, and, if necessary, update their strategic goals.

The closed-loop management system enables executives to manage both
strategy and operations, and to balance the tensions between them.

NOTES

1. G. Sher, "How to Wield Influence and Stay Informed," Harvard Business Reriel\"

(October 2005): 78.

2. The ideas in this section appeared originally in R. S. Kaplan and D. P. Norton.

"The Office of Strategy Management," Harvard Business Review (October 2005)

and have been extended through our work with OSM working groups of private.

public, and nonprofit enterprises in North America and Europe.

3. M. Beer and R. Eisenstat, "The Silent Killers of Strategy Implementation and

Learning," Sloan Management Review (Summer 2000): 29--40.

4. For more detail see A. Field, "Catalyst for Global Growth: The Strategy Manage

ment Office at Serono," Balanced Scorecard Report (January-February 2(06):
10-12.

5. Roland Baumann, "Strategic Management: Turning Concept into Reality," Sus

taining Winning Performance: Balanced Scorecard Leadership Conference.

Boston, July 12-14,2006.
6. Ibid.

7. Ibid.

8. Ibid.

eagleflyfree



INDEX

accountability. See also ownership
funding and, 115
at Nordea, 30-31

for strategic initiatives, 103-104, 115,
119-123

account share, 72, 100

activity-based costing (ABC), 6-7. See

also time-driven activity-based
costing (TDABC)

forecasting costs and expenses in,
195-196

operations planning and, 189
origins of, 259
value chain analysis with, 49

adaptation, 9,16-18,265-273. See also

strategy testing and adapting
meetings; testing

environment assessment in, 17

feedback for, 253-254

office of strategy management in, 292

advantage, 59--60
competitive advantage framework, 6,

54

OAS statements and, 59-60

advertising, performance of, 194
Aldridge, Peter, 62-63, 244-245
alignment, 8, 11-13

business units, 12, 125-136

cascading in, 129-130, 132-134
CEOs in, 21

employee, 12-13

horizontal, 129, 130, 154

office of strategy management in,
18-20,291,299-300

as process, 140
strategy and operations, 1-3
support units, 12, 136-140
vertical, 129, 130, 134-136, 154

Alignment (Kaplan and Norton), vii-viii,
125

Allen, J., 67n

ambiguity, metrics for reducing, 85-86
analysis

PESTEL, 9, 17,47-49,254-255
statistical, 265-273

strategic, 9-10, 47-53
SWOT, 6, 17,49-53, 50-51
value chain, 49

analytic modeling, 6-7
Anderson, S. R., 33n, 223n

Andleman, Bob, 222n

Andrews, Kenneth, 67n

Armstrong, Chris, 179
Arthur, Michael, 41,110, 124n
AT&T Canada, 63, 237-238

Bain & Company, 35-36, 54
Balanced Scorecard

building, 128
business unit alignment with, 129-130
catchball with, 166-168

eagleflyfree



306 INDEX

Balanced Scorecard (continued)
customer perspective, 78, 98, 100,

160-162
dashboards compared with, 177
employees' personal, 149-150
financial perspective, 78, 93, 98, 100, 137
Hall of Fame, 22-31,33
learning and growth perspective, 70,

79,87-88,100,128-129,251-252
management based on, 6
on metrics selection, 84-86
office of strategy management and, 299
operations planning and, 188
prevalence of, 6
process perspective, 70, 72, 100; 138,

159-160,175-176
reviewing, 252-253
six sigma compared with, 165-166
strategic versus vital processes in,

164-166
in strategy review meetings, 236-237
support units and, 136
SWOT analysis and, 50-51

Bank of Tokyo-Mitsubishi, UFJ, 57-59,
141-142

Barney, J., 67n
Baumann, Roland, 298, 300, 301, 307n

Bausch & Lomb, 54
Beer, M., 307n
benchmarks, 93-94

dashboards with, 177
external, 93
internal, 94
target setting and, 93-94

Bertarelli, Ernesto, 297
Bertarelli, Fabio, 297
best practices, 35, 37

communication, 143
employee competency development,

152-154

office of strategy management and,
295

sharing, 181-183
synergies and, 129

beyond budgeting movement, 7, 186-187
blue ocean strategies, 6, 54, 55, 56
BMW Group Financial Services, 235
Boesen, Thomas, 187
Bogsnes, Bjarte, 186-187, 222n
Borealis, 186, 187-190
Bratton, William, 227

Brazil, economic development in, 80-84,
96

British Petroleum (BP), 3
Brown, Donaldson, 185
Brown, T., 123-124n
budgets, 185-190

Ci\PE)(, 14-15, 115-117,203-206
capital, 14-15
definition of, 203
functions of, 186
funding initiatives in, 114-119
linking to strategy, 3-4, 14-15
operating, 14-15
OPE)(, 14-15, 115-117, 190-208,

203-206

prevalent use of, 7
STRi\TE)(, 11, 116-117, 121,

205-206,293
weaknesses of, 186-187

Buntin, J., 252n

burning platforms, 63
business intelligence software, 7
business units

aligning, 12, 125-136
support units and, 137-138
synergies in, 126-129

Byrne, J. k,222n

Campbell, Dennis, xiii, 184n, 283n
Canadian Blood Services (CBS), 42-43

cascading at, 132-134, 135
emergent strategies at, 275-276
initiatives at, 109, 110
office of strategy management at,

284-286

strategy review meetings at, 234-235
Canon, 296
capital expense (Ci\PE)() budgets,

14-15

forecasting, 203-206
in initiatives funding, 115-117

career planning, 152
cascading, 132-134, 155

corporate role and, 130-131
office of strategy management in, 291
process improvement and, 168

catchball, 6,166-168,169
Catucci, Bill, 237-238
cause-and-effect logic, target setting

with, 86, 91-93

eagleflyfree



INDEX 307

centers of excellence, 110, 112
CEOs

challenges facing, 284-286
necessary and sufficient leadership by,

20-21

office of strategy management and,
295

change
agenda development for, 10,42-45
CEOs in, 21
creating the case for, 36
incremental versus transformational,

62-66
mobilizing, vii
office of strategy management in,

296-297
Chase, 65-66
Christensen, Clay, 64, 67n, 68n
Christensen, C. R., 67n

Cigna Property and Casualty, 40, 41,63,
88,90,296

Cirque du Soleil, 56
City of Charlotte (North Carolina),

238-243
Clark, D. N., 67n
Collins, J., 66n

Collis, D. J., 67n, 68n, 125-126, 155n
combined ratio, 88
command-and-control executives, 186
Committee of Sponsoring Organizations

(COSO) of the Treadway Commis
sion, 54, 55, 67

communication
with CEOs, 284-286
with employees, 140, 141-143
leadership and, 142-143
at Lockheed Martin, 143-149
office of strategy management in, 294
of strategy, 155-156

competencies, 6, 53
core competencies, 6, 53
definition of, 155
developing employee, 151-154
office of strategy management,

296-297, 300-301
strategic themes and, 77
strategy selection and, 57
synergies and, 129

competitive advantage framework, 6, 54
competitors. See also PESTEL (political,

environmental, social,

technological, environmental,
regulatory) analysis

assessment of, 48-49
information on, strategy testing and,

273-274

CompStat, 227-230
Confederation of National Industries

(CNI), 80-84, 96
Conference Board, 3
Connor Corporation, 221-222
Consumer Bank, 87-88
Copeland, T., 124n

core competencies, 6, 53. See also

competencies
core values, 39. See also mission, values,

vision (MVV) statements
Cranfield University, 6
creativity, in strategy formulation,

53-57

critical success factors (CSFs), 174-175
Crown Castle, 296
culture, shaping, 141-142, 172
customer management theme, 105-106
customer perspective, 98, 100

process management and, 160-162
in SWOT analysis, 50-51

customer relationship management, 6-7
benefits time frame for, 72
at Consumer Bank, 87, 88

customers

in benchmarking, 93
benefits time frame for, 72
identification of, 57
intimacy strategy for, 266-272
loyalty of, 252
microeconomics of, 255
process improvement and, 168
profitability of, 206-207, 215-218,

255-260
satisfaction of, 252, 264
support unit, 137-138
synergies with, 128, 129
value proposition for, 10, 72

dashboards, 7,175-181,183
data from, 19
definition of, 175
operational review meetings and, 226
process improvement with, 13-14
at TD Canada Trust, 177-181

eagleflyfree



308 INDEX

data

collecting, 272-273
external, incorporating, 273-274
office of strategy management and,

19

operational review meetings, 248
statistical analysis of, 265-273
in strategy review meetings, 65, 248
for strategy testing meetings, 254-255,

265-273
Datar, S., 283n

Desroches, D., 32n

development, strategy. See strategy
development

development programs, employee, 141,
152

diagnostic systems, 166
differentiation, 56-57
direction statements, 60-62
discretionary spending forecasts,

205-206

disruptive strategies, 6
distribution, 195
dot-com boom, 64
do-wells, 61
driver-based planning, 193-196
Dunlap, AI, 186, 222n

Earthlink, 39-40
Ebbers, Bernie, 186
Eckerson, W. w., 184n

economic analysis. See PESTEL
(political, environmental, social,
technological, environmental,
regulatory) analysis

economies of scale, 129
Edvinsson, Sven, 30, 31
EFQM programs, 6-7
Eisenstat, R., 307n

emergent strategy, 54, 55, 275-276
employees

aligning, 12-13, 127, 140-154
Balanced Scorecards for, 149-150
capacity cost of, 211-212
developing competencies of, 151-154
motivating, 140-154
objectives of, 140, 149-151,290
profitability of, 219, 261-265
shared understanding among, 275
strategy knowledge of, 4

enterprise resource planning (ERP)
systems, 197-198

environmental analysis. See PESTEL
(political, environmental, social,
technological, environmental,
regulatory) analysis

environment assessment, 9-10, 47-49.
See also strategic analysis

external, 9, 47-49
internal, 9
reviewing, 253, 254
in strategy testing/adapting, 17

European Foundation for Quality
Management (EFQM), 159,
170-171

evaluation

budgets for, 7
of strategic initiatives, 108-109

exceptions, management by, 166
execution

officeof strategy management in, 18-20
theme teams in, 11

execution premiums, 22-31
Bank of Tokyo-Mitsubishi, UFJ, 59
Canadian Blood Services, 286
definition of, 2
Hillside Family of Agencies, 182-183
HSBC Rail, 245
KeyCorp, 154
LG Philips LCD, 274
Lockheed Martin, 148-149
Luxfer Gas Cylinders, 26
Marriott Vacation Club International, 3
Mobistar, 171
Motorola GEM, 170
Nemours, 74
Nordea,30-31
Ricoh,24
Serono,301
Thai Carbon Black, 169
University of Leeds, 114

execution processes, 4-6
management system for, 7-18
performance and, 4-5

executive committees, 234-235
executives

budget use by, 185-186
in office of strategy management,

18-20,281-303
priorities of, 3

experience cocreation, 54, 55, 56

eagleflyfree



INDEX 309

Federal Bureau of Investigation (FBI),
43--45

feedback, 221. See also strategy review
meetings

operational, 254-279
for strategy testing and adapting

meetings, 253-254
Fernandes, Jose Augusto Coelho, 84,

lOOn

Field, A., 307n

financial perspective, 98, 100
external benchmarking in, 93
support units and, 137
in SWOT analysis, 50-51

financial synergies, 127
fixed costs, controlling, 190
focused factory approach, 77
forecasting, 7, 157, 158

budgets in, 186
costs and expenses, 195-196
discretionary spending, 205~206
resource capacity, 198-203
rolling financial forecasts, 187-196,

206-207
sales, 14, 191-198

Fraser, R., 32n, 222n

funding, 11
authorization for, 205-206
discretionary, 117
initiatives, 114-119
at Ricoh, 118-119
top-down, 117

Ganti, Lawrence, 300-301
gap to perfection, 95
Gartner Group, 54
Geneen, Harold, 186
General Motors, 185-186
Gerdau, Jorge, 80
Gerdau Steel Group, 80
Gill, M., 123-124n
Giuliani, Rudolph, 227, 229, 252n
Global Insurance, 202
goals, stretch, 40, 41, 95-96
Gordon, Bob, 266
governance, Vll, Vlll

Green, Jim, 257-258, 259, 260
Grove, Andy, 64
growth perspective. See learning and

growth perspective

Grupo National Provincial, 295-296
Guth, W D., 67n

Hagstrom, Mikael, 224
Hamel, G., 67n, 275, 283n
275Hammer, Michael, 1, 32n

Harvard Business School, 59
Hatch, T., 32n
Hawkes, S., 32n

Hayward, Tony, 3
Heskett, J., 252n, 282n

Hillside Family of Agencies, 182-183
holding corporations, 130-131
Honda, 275
Hope,J.,32n,222n

horizontal alignment, 129, 130, 154
hoshin kanri, 6, 169
Hosoe, Sam, 23-24
HSBC Rail, 62-63, 243~245
human capital, 10, 252

readiness, initiatives for, 105-106
synergies and, 129

human resource departments, 293-294
Hyndman, R. J., 222n

Ichioka, Susumu "Sam," 23, 90
improvement, continuous, 6-7
incentive compensation

biased forecasting and, 202-203
in internalizing and achieving targets,

95-96

linking to strategy, 4, 140, 149-151
Indigo, 39
industry economics analysis, 48
Information and Communications

Mobile (ICM), 166-168
information capital, 252
initiatives. See strategic initiatives
innovation

in Brazilian economic development,
82-83

at Consumer Bank, 87, 88
disruptive, 54, 55
as strategic theme, 72-74

Institute of Management Accountants, 6
integration

corporate strategy and degree of,
130-132

management system for, 7-18

eagleflyfree



310 INDEX

integration (continued)
management tools and, 6-7
office of strategy management in,

18~20,288,292~295
strategy and operations, 1-3

Intel, 64, 275
interactive systems, 166
internal controls, 54, 55
International Organization for

Standardization (ISO), 54, 55
investment management, 189-190
Isom, Gerry, 41

John Deere, 56
Johnson, H. T., 222n

Johnson, L., 155n

Jones, 0., 282n

Jorgenson, B., 222n
just-in-time, 159

kaizen programs, 6-7
Kelvin, Lord (William Thomson), 84,

85, lOOn

Kemps,257-258,259,260
Kennedy, John F., 40
KeyCorp, 152-154
key processes, 10

identifying, 36
improving, 13-14, 157-172
at LowCost Airlines, 160-162
office of strategy management and, 295

Kim, W C., 67n

Kirn, S. P, 282n
Klinck, Jack, 142-143
knowledge, 151
Kotter, J., 67n

Kulp, S., 283n

LG Philips LCD, 56, 273-274
LaCasse, P, 123n

Lawson, R., 32n

leadership, 302
change agenda and, 42-45
communication and, 142~143
necessary and sufficient, 20-21
office of strategy management in

development of, 297
performance and, 157

transformational strategy and, 63
vision and, 41

lean management, 159
lean manufacturing, 54, 55
Learned, Edmund P, 67n

learning, 15-16,290
learning and growth perspective, 100

at Consumer Bank, 87, 88
hypotheses in, 251-252
at Luxfer Gas Cylinders, 79
strategic themes on, 70
support unit, 138
in SWOT analysis, 50-51
synergies in, 128, 129

learning organizations, 54, 55
legal analysis. See PESTEL (political,

environmental, social, technologi
cal, environmental, regulatory)
analysis

Liljedahl, Arne, 30
Lockheed Martin Corporation, 138-140,

143-149
LoFrumento, T., 282n
Loveman, 0. W, 282n

LowCost Airlines, 160-162, 163, 175
Luehrman, T. A., 124n

Luxfer Gas Cylinders (LGC), 24--27
strategic themes at, 74--80
theme owners at, 119-121

Makridakis, S. G., 222n

Malcolm Baldrige National Quality
Award, 6-7, 159

management. See also office of strategy
management (OSM)

budgets in, 186
business unit, 125, 126
communication in, 142-143, 144
cross-functional,301
by exception, 166
of initiatives, 121-123
integrating strategy and execution

with,7-18
lean, 159
linking strategy to operational

planning in, 157, 158
office of strategy management and,

18-20,281-303
in operational and strategy review

meetings, 221-249

eagleflyfree



INDEX 311

of performance, 6
strategic planning in, 35-36
of strategy, as closed-loop process, 35,

36,288-289
of strategy versus operations, 1-3
testing and adapting in, 251-279

management-by-objectives (MBO)
systems, 4

Manzini, Reinaldo, l84n

Manzione, T., l23n

Maple, Jack, 226-230
Markides, Constantin os, l55n
Marr, B., 32n
Marriott Vacation Club International

(MVCI), 1-3,22,62,64-65
business unit alignment at, 129-130
communication in, 143, 145
execution premium, 3

Martinez, Arthur, 261
material resource planning (MRP),

204-205
Mauborgne, R., 67n

McDowell, Cheryl, 224
meetings. See operational review meet

ings; strategy review meetings;
strategy testing and adapting
meetings

Mellon Financial Investment Manager
Solutions group, 142-143

metrics. See also dashboards
benchmarking and, 93-94
linking incentives to, 150-151
office of strategy management in, 291
preliminary measures, 61
selecting, 10-11
selecting for strategic objectives, 84-86
shareholder value, 137
at University of Leeds, 112, 114

microeconomics, 255
Minakawa, Kuni, 24
Mintzberg, R., 67n, 275, 283n
mission, values, vision (MVV)

statements, 6, 36-47
clarifying, 9, 35
communicating, 141
enhanced vision definition and, 45-47
mission statements, 38
stability of, 37
strategic change agenda and, 42-45
values statements, 39-40
vision statements, 40-41

Mobil US Marketing and Refining, 63,
95-96,275,296

Mobistar, 170-172
Monitor Group, 3
monitoring, 9, 15-16, 121-122,221. See

also operational review meetings;
strategy review meetings

Monteiro, Armando, 80
Montgomery, C. A., 67n, 125-126, 155n
motivation, vii, viii

employee, 140-154
with management by objectives, 4

Motorola Government and Enterprise
Mobility Solutions (GEMS),
169-170

Mueller, Robert, 43-45

Narayanan, V.G., 282n, 283n

National Industry Forum, 80
Nemours, 45-47,50,52,74,75
NeoSystems, 72-74
Neste, 187
New York Police Department (NYPD),

225,226-230
niches, 10,40,41,259
Nigg, Dudley, 41
Nolan, R., 66n

nonconformance cost (NCC), 168
Nordea, 27-31, 117, 186

OAS (objective, advantage, scope)
statements, 59-60

objectives, 59-60, 61
employee, 140,290
initiatives for achievement of, 104-105
linking to dashboards, 175-177
management by, 4
metrics selection for, 84-86
process management and, 159,

172-175

at University of Leeds, 112, 114
office of strategy management (OSM),

18-20,281-303
as architect, 19,287,288-290
as integrator, 20, 288
need for, 283-286
as owner, 19,287-288,290-292
positioning, 295-296
roles of, 284-286, 298-301

eagleflyfree



312 INDEX

office of strategy management (continued)
at Serono, 297-301

staffing, 296-297
operating expense (OPEX) budgets, 14-15

forecasting, 203-206
in initiatives funding, 115-117
resource capacity plans and, 190-208

operational excellence theme, 87, 88

process management and, 160-162
support unit, 138

operational feedback, 254-279

operational linkages, 260-265
operational review meetings, 15-16,

225-233

agendas for, 222-223
attendees at, 223-224, 226-230
dashboards in, 226

frequency of, 223-224, 225
length of, 226
at NYPD, 226-230

separating from strategy review
meetings, 221-223, 224

at Texas Eastman, 230-233

operations management, 1-3
operations planning, 9, 13-15, 157-184,

185-208

activity-based costing and, 189
budgets and, 185-190
developing sales and operating plans

in, 197-198

discretionary spending forecasts in,
205-206

investment management and, 189-190
key processes improvement in,

157-172

linking strategy in, 7-18
linking to strategy, 276-277
operating budgets and, 190-208
OPEX and CAPEX forecasts in,

203-206

profitability calculations and, 206-207
resource capacity forecasting and,

198-203

resource capacity plans and, 190-208
rolling financial forecasts in, 187-188
sales forecasts in, 191-196
tools for, 6-7

OPEX. See operating expense (OPEX)
budgets

Oracle/Latin America, 224, 233

organizational capital, 252

OSM. See office of strategy
management (OSM)

ownership

of processes, 19,287-288,290-292
of strategic themes, 11, 16, 119-121

Pareto's principle, 258, 278
peak capacity, 213-214
performance

advertising, 194
budgets and, 186
data for strategy testing meetings,

254-255

evaluation of, 7, 186

of initiatives, monitoring, 121-122
leadership-dependent, 157
linking incentives to, 150-151
management of, 6
new product, 194

operational review meetings and,
15-16

price, 195
process improvement and, 162, 163
sampling, 195
strategy execution processes and, 4-5
vital process, 166

personal objectives, 149-151
PESTEL (political, environmental,

social, technological,

environmental, regulatory) analysis,
9,47-49,254-255

in strategy testing/adapting meetings,
17

Pettigrew, A., 155n

plan-do-check-act (PDCA) cycle, 16
planning

criticism of, 35-36
driver-based, 193-196
financial, 191-196

as management tool, 35-36

office of strategy management in,
290-291

operations, 9,13-15,157-184,185-208
scenario, 6

strategy, 8, 10-11,69-97
user satisfaction with, 36

Planning and Performance Management
Model (PPMM) at Nordea, 27-28

political analysis. See PESTEL
(political, environmental, social,

eagleflyfree



INDEX 313

technological, environmental,
regulatory) analysis

Porcher Industries, 235
Porras, J., 66n

Porter, Michael, 1, 6, 32n

competitive advantage framework, 6, 54
five forces, 48, 67n

positioning, 53
value chain analysis, 49

positioning, 53
Possin, Barbara, 295
Prahalad, C. K., 67n

preliminary measures, 61
price performance, 195
pricing, 259-260
processes

catchball with, 166-168
CEOs in improvement of, 21
critical, 13-14,252
dashboards for, 175-181
identifying for improvement, 162-164
improvement programs, 159
improving, 13-14, 157-172
at Information and Communications

Mobile, 166-168
key, 10, 13-14,36,157-172,160-162,

295

managing, 160-162
at Mobistar, 170-172
modeling, 199
at Motorola GEMS, 169-170
office of strategy management and,

18-20
ownership of, 19,287-288,290-292
priority setting for, 172-175
sharing best practices in, 181-183
strategic, 164-166,252
strategic versus vital, 164-166
synergies in, 128, 129
at Thai Carbon Black, 169

process perspective, 100
benefits time frame for, 72
dashboards with, 175, 176
strategic themes on, 70
support unit, 138
synergies in, 128, 129
value propositions and, 159-160

products
microeconomics of, 255
performance of new, 194,216,218
profitability of, 206-207

profitability
activity-based reports on, 17
assumptions around, 252
calculating, 206-207
customer, 206-207, 215-218, 255-260
product, 215-218
strategic themes and, 72
20-80 rule and, 258

profit-from-the-core, 53-54, 55

quality improvement programs, 159
linking strategy to, 166-168
process improvement and, 168-172
strategic versus vital processes in,

164-166
Quinn, R. T., 282n

Ramaswamy, V, 67n
Raynor, M. E., 67n

reengineering programs, 13, 159
regression analysis, 94
Reichheld, E, 282n

research and development effectiveness
index (RDEI), 172, 174

resource-based view, 53, 57
resource capacity plans, 14-15, 157, 158,

190-208

forecasting and, 198-203
material resource planning and,

204-205

office of strategy management and,
290,293-294

peak and seasonal capacity in,
213-215

revenue forecasts and, 202-203
resources

allocating, 159
revenue growth through innovation

theme, 72-74
revenue models, 193-196
revenue planning, driver-based, 191-196
Rhodes, John, 25-27, 76, 77, 80, 120,

124n

Ricoh, 22-24, 64
best practices sharing at, 181-183
initiative funding at, 118-119
strategy review meetings at, 245-247
target setting at, 88-91

Rigby, D. K., 66n

eagleflyfree



314 INDEX

risk management, 54, 55
rolling financial forecasts (RFFs),

187-188, 190
creating, 191-196
at~ordea,28,29, 30
profitability calculations in, 206-207
quarterly, 192-193

Rukstad, M., 68n

sales forecasts, 14, 191-196
sales planning, 197-198
sales promotions, 195
sampling performance, 195
sandbagging, 96, 101
Santayana, George, 258
SAS, 224, 233
Sasser, WE., 282n

scenario planning, 6, 56
Schlesinger, L. A., 282n

scope, 59-60
Sears, 261-265
seasonal capacity, 213-214
Serono,122-123,297-301
service-level agreements, 12, 136-140
service management profit chain theory,

261-265
shareholder value, 137
Shell, 56
Sher, Graham, 42-43, 284-286, 307n

Simons, Bob, 166, 184n

simulations, 6
six sigma, 6-7, 13,54,55, 159

Balanced Scorecard compared with,
165-166

skill, 152
Sloan, Alfred, 185
social analysis. See PESTEL (political,

environmental, social,
technological, environmental,
regulatory) analysis

Southwest Airlines, 56, 60
Sprint~extel, 224, 233
St. Mary's/Duluth Clinic Health System,

295

statistical analysis, 265-273
requirements for, 272-273
at Store 24, 266-272

statistical models, 255
Statoil, 186, 187,205-206
Stoddard, D., 66n

Store 24, 65,266-272
strategic analysis, 9-10, 47-53

external, 47-49
internal, 49
strategic issues from, 51, 53
SWOT, 49-53
testing/adapting strategy in, 17

strategic change agenda, 10, 42-45
strategic expenditures (STRATEX), 11

benefits of, 116-117
forecasting, 205-206
in initiatives funding, 115-118
office of strategy management and,

293
theme team oversight of, 121

strategic initiatives, 103-124,252-253
accountability for, 103-104, 115,

119-123
cross-functional, 121
definition of, 103
evaluation and ranking of, 108-109
explosion of, 106
funding, 11, 114-119
office of strategy management and, 294
portfolio management strategies,

103-104

proposal template for, 108
review and rationalization of, 106-107
at Ricoh, 118-119
selecting, 11, 103,104-114
at Serono, 122-123
at University of Leeds, 109-114
weighting, 108-109

strategic issues, 51, 53
strategic job families, 152
strategic processes, 164-166, 252
strategic themes, 10

in Brazilian economic development,
80-84

cascading, 129-130, 132-134
horizontal, 33
initiatives supporting, 105-107
leadership for, 119
at Luxfer Gas Cylinders, 74-80
metrics for, 96
at ~ ordea, 30
ownership of, 11, 16, 119-121
at Ricoh, 90-91
strategy map creation with, 69-84
in strategy review meetings, 237-238
teams for, 11, 108-109, 120-122

eagleflyfree



INDEX 315

theme owners and, 11
theme teams and, 11
timing of benefits from, 72
at University of Leeds, 110, 111
value gap assignment to, 86-88

strategy
alignment with, 8, 11-13
architecture of, 20, 288-290
communicating, 140, 141-143
definition of, 10
effective corporate, 125-126
emergent, 275-276
evaluation of, 9
execution of, 3-6, 288-290
feasibility of, 92-93
incremental versus transformational

updates of, 62-66
lifetime of, 63
linking budgets to, 3--4
linking operations to, 7-18, 276-277
monitoring, 9
operational feedback to test, 254-279
planning, 8, 10-11,69-97
revising, 251-279
substrategies in enhanced vision,

46--47

testing and adapting, 9, 16-18
translating, vii
translation process model for, 70-71

strategy councils, 235
strategy development, 8, 9-10, 35-68

best practices in, 35, 37
creativity in, 53-57
formulating strategy and, 53-62
incremental versus transformational

updates and, 62-66
mission, values, vision clarification in,

36--47
OAS statements in, 59-60
publications about, 67
strategic analysis in, 47-53
strategy direction statements and,

60-62

strategy maps in, 54, 55, 57-59
strategy direction statements, 60--62
The Strategy-Focused Organization

(Kaplan and Norton), vii, 125
strategy management, 1-3

as closed-loop process, 35, 36,
288-289

tools for, 6-7, 18-20

strategy maps, 10,98-101
business unit alignment with, 129-130
CEO validation of, 21
creating, 10, 69-84
creative strategy development with,

54, 55
customer perspective in, 98, 100
enhanced vision definition and, 45--47
estimating causal linkage delays in,

276-277

financial perspective in, 98, 100
learning and growth perspective in,

100

process perspective in, 100
reviewing, 252-253
strategic themes and, 69-84
strategy management with, 6-7
strategy selection with, 57-59
support units and, 136

Strategy Maps (Kaplan and Norton),
vii, 86

strategy planning, 8, 10-11, 69-97
measure selection in, 84-86
outcomes focus in, 97
strategy maps in, 69-84
target selection in, 86-96

strategy review meetings, 15, 16,233-247
agendas for, 222-223, 236-243, 242,

243
attendees at, 223-224, 234
CEOsin,21
frequency of, 223-224, 233-234
at HSBC Rail, 243-245
at N ordea, 30
office of strategy management in,

291-292, 300
performance data in, 65
preparation for, 244-245
process reviews in, 165-166
at Ricoh, 245-247
separating from operational review

meetings, 221-223, 224
strategy testing and adapting meetings,

223,251-279
competitive information in, 273-274
customer profitability data in,

255-260
data for, 265-273
economics of existing strategy in,

258-259

emergent strategies and, 275-276

eagleflyfree



316 INDEX

strategy testing and adapting meetings,
(continued)

external data in, 273-274
feedback in, 253-254
operational feedback in, 254-279
operational linkages and, 260-265
output of, 253
at Store 24, 266-272
TDABC and, 255-260

STRATEX. See strategic expenditures
(STRATEX)

stretch goals, 40, 41, 95-96
support units

aligning, 12, 127, 136-140
2007 Survey of Management Tools, 35-36
"Sustainable Economic Development,"

80-83
Svenska Handelsbanken, 186
Sweeney, Karl, 62, 64-65, 68n

SWOT (strengths, weaknesses, oppor
tunities, threats) analysis, 6, 49-53

strategic analysis and, 9-10
Syfert, Pam, 238-243
Symnetics, 172, 174
synergies, 126-129, 154

target setting, 86-96
benchmarking in, 93-94
cause-and-effect logic in, 86, 91-93
at Cigna Property and Casualty, 88
at Mobil US Marketing and Refining,

95-96
results timetables in, 88
at Ricoh, 88-91
sandbagging and, 96, 101
selecting targets in, 10-11,86
value gap assignment in, 86-88
at Vista Retail, 94-95

TDABC. See time-driven activity-based
costing (TDABC)

TD Canada Trust, 177-181
technological analysis. See PESTEL

(political, environmental, social,
technological, environmental,
regulatory) analysis

technology
enablers, 10
sales forecasts and, 197-198
synergies and, 129
transformational strategy and, 64

Tempest, N., 66n, 123n
testing, 9, 16-18,251-279

operational linkages, 260-265
statistical, 266-273

Texas Eastman, 230-233
Thai Carbon Black (TCB), 169
theme owners, II

initiative accountability and,
119-121

responsibilities of, 119-121
in strategy review meetings, 16

theme teams, 11, 120-122
initiative review by, 108-109
responsibilities of, 120-122

Thomas, H., 155n
3M Corporation, 275
time-driven activity-based costing

(TDABC), 14, 190-208
company information for, 209-211
customer profitability and, 255-260
developing, 209-219
discretionary spending forecasts in,

205-206

forecasting costs and expenses in,
195-196

influencing future costs in, 199-201
resource capacity plans forecasting

and, 198-203
sales forecasts in, 191-196

time horizons, 40, 41
total quality management (TQM), 6, 13,

54,55, 159, 169
continuous improvement and, 6-7

Towerton Financial Services, 196-197,
199-201,203-204,206-207,
209-219

training, 141, 152
transformational strategy, 62-66
Treadway Commission, 54, 55, 67
Tufano, P., 124n
20-80 rwe, 258, 278

University of Leeds, 40-41, 109-114
urgency, 42
U.S. Department of Defense, 138-140

value-based management, 53, 57
.value chain analysis, 49
value creation, 70-71, 129-130

eagleflyfree



value gaps, 86-88, 281
at Cigna, 88, 90
at Ricoh, 90-91

value propositions, 159-160
values, definition of, 152
values statements. See mission, values,

vision (MVV) statements
vertical alignment, 129, 130, 134-136,

154

vertical integration, 60
Villers, Sophie de, 234
vision statements. See mission, values,

vision (MVV) statements
Vista Retail, 94-95, 151, 181-182
vital processes, 164-166

INDEX

war game exercises, 6, 273-274
Waters, 1., 283n

Weisz, Stephen, 2
Wells Fargo, 40, 41,64, 106, 107
Wheelwright, S. c., 222n

Whittington, R., 155n
Whole Foods, 39
WORLDCOM,186

Yoshida, Katsumi "Kirk," 22-23

Zook, Chris, 54, 67n

317

eagleflyfree



ABOUT THE AUTHORS

ROBERT S. KAPLAN is Baker Foundation Professor at Harvard
Business School. He is the author or coauthor of seventeen Harvard Busi

ness Review articles, more than one hundred other papers, and fourteen
books, including five with David Norton. His research, teaching, consult
ing, and speaking focus on linking strategy to performance and cost man
agement systems, primarily the Balanced Scorecard and Activity-Based
Costing. He has received numerous honors, including induction into the
Accounting Hall of Fame, the American Accounting Association's Out
standing Educator Award and Seminal Contributions to Accounting Lit
erature Award, and the Chartered Institute of Management Accountants
(UK) Award for "Outstanding Contributions to the Accountancy Profes
sion." He can be reached at rkap1an@hbs.edu.

DAVID P. NORTON is cofounder of Balanced Scorecard Collabora

tive and director of Palladium, a professional services firm that facilitates
the worldwide use of the Balanced Scorecard approach to strategy execu

tion. Previously he was the president of Renaissance Solutions, Inc., an
international consulting firm he cofounded in 1992, and of Nolan, Norton

& Company, where he spent seventeen years as president. Dr. Norton is a
management consultant, researcher, and speaker in the field of strategic per
formance management. With Robert Kaplan, he is the cocreator of the
Balanced Scorecard concept, coauthor of seven Harvard Business Review
articles, and coauthor of four other books-The Balanced Scorecard:

Translating Strategy into Action, The Strategy-Focused Organization: How

eagleflyfree



320 ABOUT THE AUTHORS

Balanced Scorecard Companies Thrive in the New Business Environment,

Strategy Maps: Converting Intangible Assets into Tangible Outcomes, and
Alignment: Using the Balanced Scorecard to Create Corporate Synergies. He
is a trustee of Worcester Polytechnic Institute and a former director of
ACME (the Association of Consulting and Management Engineers). He
can be reached at dnorton@thepalladiumgroup.com.

eagleflyfree


