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Abstract

Today, customers or other important stakeholders demand that businesses or
non-profit organizations act according to their stakeholder’s subjective,
qualitative values and criteria. Organizations therefore must take
increasingly qualitative, subjective ratings and values into account in
managerial decision-making. They need performance measurement systems
that are able to handle subjective, qualitative measures and to combine them
with quantitative, i.e. financial information. The vector-based concept of
performance measurement & visualization introduced in this paper offers a
practical solution that can be applied for example in public service
organizations or to support R&D management of a software company.

Introduction and Problem Description

As long as demand exceeded supply, management’s attention was focused on efficient
production processes and efficient resource utilization: the focus was on internal efficiency.
This is reflected in traditional financial control-based® performance measurement concepts
where the emphasis is on costs and return on capital — that is, on efficiency measured in
“objective” financial terms.

However, this proven and practical model for evaluating and managing the performance of
organizations is falling short today. When supply began to exceed demand in the

! Peter Bretscher has developed the foundations of the vector-based concept that is presented in this article (see
Bretscher, P., 1996, 1998) in collaboration with organizations from different sectors. It also has been licensed to
consulting organizations and the concept is continuously enhanced and further developed.

% A good description of the basics of the financial control concept and the development of the financial control
based management system at General Motors in the 1920s can be found in (Sloan, 1963), chapter 8.
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industrialized economies (beginning in the 1970s), organizations started to compete more and
more on quality, differentiation, and customer satisfaction rather than only on cost/financial
efficiency. The ability to create a positive “effect” for customers from their “subjective”
perspective — and increasingly for other stakeholder groups that today have power over the
“license to operate” of an organization — became the critical success and survival factor for
any organization, whether business or non-profit (Daum, 2002).

Efficiency is still important today, but it no longer creates competitive advantage. The main
driver for competitive advantage today is what we call external effectiveness, which is
effectiveness from a subjective stakeholder perspective. This becomes obvious especially in
the service sector, particularly in public services, where for centuries organizations have been
managed only on the basis of budgets and funds. But today, when citizens are expecting more
value for the taxes they pay, these organizations need something more than just the budget to
optimize their operations and create value for their “customers”.

Performance of an organization can no longer be defined and expressed just in financials
terms (profit / return on investment for commercial organizations or meeting the budget for a
public service organization). As long as performance measurement systems are still based
mainly on financial information®, they are too exclusively focused on financial efficiency and
ignore the external effectiveness of an organization.

Instead, we need performance measurement systems that are able to express subjective
valuations, experiences, and ratings in a way that an organization is able to combine with
quantitative financial information. In addition, the result has to be easy to understand and
“manageable” from a managerial perspective, meaning that measurement is scalable
(independent of time and location) and that it can be aggregated and de-aggregated so that it
can be used across the entire organization, linking different areas of measurement into one
system of performance measurement.

The vector-based concept of performance measurement and visualization that we describe in
this paper offers a practical solution to this problem.

Requirements for an Alternative Concept of Performance Measurement

Subjective measurement systems based on qualitative “measures” are nothing new. In fact
they are at the root of many of our objective quantitative measurement systems to which we
have become so accustomed that we sometimes forget that they didn’t exist 200 or 300 years
ago.

One example is how we measure temperature. Before the advent of today's objective,
quantitative temperature measurement systems, people for millennia “measured” and defined
temperature by categories like cold and warm — measures that need subjective interpretation
and that are highly context sensitive (“cold” in Norway probably means something different
than “cold” in Italy). It was not until the 17" and 18" centuries when Réaumur (1683-1757),

3 According to the experiences of the authors still 70-90 percent of the information found in performance
management systems and management reports are financial information
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