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Preface

Four years ago I wrote Balanced Scorecard Step-by-Step to provide a systematic
implementation guide to readers incorporating or considering incorporat-
ing the Balanced Scorecard methodology in their organization. My experi-
ences as a Balanced Scorecard practitioner with a large Canadian company
taught me that tremendous results are possible with the tool, but to attain
those results, you must overcome numerous pitfalls that can derail or sig-
nif icantly damage the implementation effort. I have been amazed and
humbled at the success of the first edition, which has now been translated in
over a dozen languages. The many e-mails, calls, and letters I have received
from readers who have benef ited in some way from the guidance offered
in the book have been very gratifying and demonstrate that, with a little
help, every organization can derive tremendous success from the Balanced
Scorecard system. 

This second edition contains the same core implementation guidance
found in the original volume but has been updated and enhanced to include
guidance on a number of topics that were still relatively immature as of
the f irst printing in 2002. The most signif icant change is my expanded
coverage of strategy maps, powerful communication tools signaling to the
entire workforce (and beyond) what is critical in executing the organi-
zation’s strategy. The text also provides new and updated information on
the linkage between the Balanced Scorecard and corporate governance,
the critical importance of strategy-centered management meetings, and
an emerging trend, the Off ice of Strategy Management. In addition to
entirely new sections, you will f ind the latest thinking on all aspects of 
the Balanced Scorecard journey, honed from my work as a consultant and
researcher.

THE BALANCED SCORECARD

Organizations in today’s change-f illed, highly competitive environment
must devote signif icant time, energy, and human and f inancial resources
to measuring their performance in achieving strategic goals. Most do just
that, but despite the substantial effort and related costs, many are dis-
satisf ied with their measurement efforts. In fact, at any given time, as many

xi
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as 50 percent of organizations are making changes to their performance
measurement systems.1

Increasingly, organizations are concluding that while measurement is
more crucial than ever, their systems for capturing, monitoring, and shar-
ing performance information are critically f lawed. Today’s systems in many
ways bear a remarkable resemblance to their reporting ancestors. Although
the methods of modern business have transformed dramatically over the
decades, our systems of measurement have remained f irmly mired in the
past. At the root of our measurement misery is an almost exclusive reliance
on f inancial measures of performance. These systems may have been per-
fectly suited to the machinelike, physical asset–based nature of early industrial
endeavors, but they are ill-equipped to capture the value-creating mech-
anisms of today’s modern business organization. Intangible assets such as
employee knowledge, customer and supplier relationships, and innovative
cultures are the key to producing value in today’s economy. Additionally,
the importance of a differentiating strategy is more important today than
it has ever been. Whether you’re a high-tech newcomer or an established
manufacturing veteran, executing strategy effectively is crucial in an era
of globalization, customer power, and rapid change. But the sobering fact
is that about 9 out of 10 organizations fail to implement their strategies.
What is needed is a measurement system that balances the historical accu-
racy and integrity of f inancial numbers with today’s drivers of economic
success, and in so doing allows the organization to beat the odds of executing
strategy.

The Balanced Scorecard has emerged as a proven and effective tool in
our quest to capture, describe, and translate intangible assets into real
value for all of an organization’s stakeholders and, in the process, to allow
organizations to implement their differentiating strategies successfully.
Developed by Robert Kaplan and David Norton, this deceptively simple
methodology translates an organization’s strategy into performance objec-
tives, measures, targets, and initiatives in four balanced perspectives:
Financial, Customer, Internal Process, and Employee Learning and Growth.
Organizations around the globe have embraced the Balanced Scorecard
and reaped swift benef its from its commonsense principles. Such bene-
f its include increased f inancial returns, greater employee alignment with
overall goals, improved collaboration, and an unrelenting focus on strategy,
to name just a few. To reap those rewards, however, an organization must
possess the tools necessary to craft an effective Balanced Scorecard.

xii Preface

1 . Mark L. Frigo, “The State of Strategic Performance Measurement,” IMA 2001
Survey.
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About This Book

In the mid-1990s I was working with an organization that, like so many
others, was about to undergo significant change. The industry structure was
changing, competitors appeared more nimble and threatening than ever,
and customers were demanding better service with no price increases. A
new strategy was developed that, if effectively implemented, would see the
organization enhance employee skills, develop new processes, build cus-
tomer loyalty, and ultimately deliver breakthrough f inancial performance.
But how could the strategy be executed successfully? The organization’s
chief f inancial off icer investigated the Balanced Scorecard approach and
determined it was the right tool at the right time. Acting as the executive
sponsor for the initiative, he appointed me to lead a team charged with
the responsibility for developing a new management system featuring the
Balanced Scorecard as the cornerstone. Two years later his intuition paid
off in a big way. Employee knowledge of strategy had increased signif i-
cantly, internal processes were functioning more eff iciently than ever, cus-
tomer loyalty was on the rise, and despite many adverse factors beyond the
organization’s control, f inancial returns were on target. 

The organization just described is Nova Scotia Power, Inc. (NSPI), a
Canadian electric utility company. As the results demonstrate, its Balanced
Scorecard implementation was a great success and has been featured in case
studies and shared at conferences throughout North America and beyond,
and has earned the organization a spot in the Balanced Scorecard Collab-
orative’s Hall of Fame. As successful as the implementation was, however,
it was not without challenges. Our team quickly learned that building a
Balanced Scorecard is far more than a metrics project; instead it touches
many disparate organizational processes. Building an effective team; gen-
erating support and enthusiasm for a change initiative; efficiently gathering
and sharing data; and coaching, training, and facilitating are just some of
the many exciting and challenging tasks we faced. At that time, Balanced
Scorecard literature and support services were at a nascent stage, and we
were left to our own devices when grappling with the many issues await-
ing us. Although  Scorecard literature and related consulting and support
products have proliferated in recent years, few if any focus on the wide array
of organizational activities that must accompany a winning Scorecard cam-
paign. This book has been written to f ill the void existing between theory
and application. Since its original publication in 2002, it has guided thou-
sands of organizations worldwide through their Balanced Scorecard journeys.

Organizations embarking on a Scorecard effort must be aware of—and
properly equipped with the tools to navigate successfully—the many poten-
tial pitfalls associated with an initiative of this magnitude. Based on my
experience as a consultant working with organizations around the globe
plus extensive research, these pages guide the reader through the entire

Preface xiii
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Balanced Scorecard process on a step-by-step basis. From determining your
guiding rationale for the Scorecard, to testing your mission, to building
a Strategy Map, to developing measures and targets, to placing the Score-
card at the center of your management system, to tips for sustaining your
success, you’ll f ind all this and more. Let’s now take a look at how the book
is organized and consider how you can use it to best suit your needs.

How the Book Is Organized

This second edition of Balanced Scorecard Step-by-Step is comprised of 
12 chapters, spanning the entire Scorecard experience. The opening chap-
ter is designed to familiarize you with the f ield of performance mea-
surement and provide a solid grounding of Scorecard background and
principles. It elaborates on the discussion begun in this preface by exam-
ining how the Scorecard solves three fundamental modern business issues:
reducing the reliance on financial performance measures, the rise of intan-
gible assets to value creation, and the diff iculty of implementing strategy.
Chapter Two lays the foundation for the work ahead by examining the
purpose of developing a Balanced Scorecard, securing executive sponsor-
ship, creating a team, and preparing a development plan. The core elements
of any effective Balanced Scorecard—mission, values, vision, and strategy
—are the subject of Chapter Three. You’ll discover why each of these ele-
ments is crucial to the success of a Balanced Scorecard. 

With the Scorecard building blocks firmly in place, Chapter Four explores
the world of Strategy Maps, powerful communication tools signaling to
everyone in the organization what is critical in executing strategy. You will
learn why Strategy Maps are a decisive ingredient to overall Scorecard suc-
cess and be provided with numerous tips on development and facilitation.
Chapter Five provides an in-depth view of what it takes to build measures
that act as a faithful translation of strategy, the backbone of any success-
ful Balanced Scorecard. The critical role of target setting and the Balanced
Scorecard is presented along with a review of different types of targets in
Chapter Six. Ensuring that organizational plans and initiatives are aligned
with the Balanced Scorecard and strategy is also given extensive coverage
in that chapter. 

Aligning every employee’s actions with overall organizational goals is
the subject of Chapter Seven. This “cascading” of the Balanced Scorecard
is critical if organizations hope to enjoy the benef its of greater employee
knowledge of, and focus on, key organizational strategies. In Chapter Eight
the role of the Balanced Scorecard in the budgeting process is examined.
The chapter equips readers with specif ic techniques to align spending with
strategy. The often-challenging topic of incentive compensation is tack-
led in Chapter Nine, where you will f ind a comprehensive review of critical
compensation planning and design elements. This chapter also reviews

xiv Preface

fm.qxd  07/06/06  02:04 PM  Page xiv



how the Balanced Scorecard can play a signif icant role in the improvement
of corporate governance, a vital topic in the post-Enron era.

Frequent reporting of results is critical in gaining support for the Bal-
anced Scorecard as an effective management tool. But should organizations
purchase one of the many performance management software packages
available or build their own reporting solution? Chapter Ten probes this
question and offers several tools to be used when making the decision. The
strategy-centered meeting is also explained in the chapter, providing the
means to ensure the Balanced Scorecard forms the agenda for your man-
agement meeting process. Maintaining the Balanced Scorecard is presented
in Chapter Eleven. It carefully reviews business rules, processes, and proce-
dures (including those for gathering data) necessary to embed the Score-
card in the fabric of organizational life and introduces you to an emerging
function in modern organizations: the Office of Strategy Management. The
important role of organizational change in securing a successful Scorecard
effort is presented in the book’s f inal chapter. There you will also discover
the top 10 implementation issues and receive guidance on the use of out-
side consultants when constructing a Scorecard.

Nearly 2,500 years ago the Greek playwright Euripides noted the impor-
tance of balance in our lives when he said, “The best and safest thing is to
keep a balance in your life, acknowledge the great powers around us and in us.
If you can do that, and live that way, you are really a wise man.” I truly believe
the same applies to organizations.

Paul R. Niven
San Diego, California
August 2006

Preface xv
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1

Chapter 1

Performance Measurement 
and the Need for 

a Balanced Scorecard

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 . . . .

—William Thompson (Lord Kelvin), 1824–1907

Roadmap for Chapter One The purpose of this chapter is to provide you
with an overview of performance measurement and the Balanced Score-
card system. Although you may be eager to get right to the work of devel-
oping your new performance management tool, I urge you to spend some
time on this chapter since it serves as the foundation for the rest of the
book. When you begin developing a Balanced Scorecard, your organization
will rely on you not only for advice on the technical dimensions of this new
system, but also on the broader subject of performance measurement and
management. You can enhance your expert credibility within the organi-
zation by learning as much as possible about this subject. This is especially
important if your current function is one that typically does not engage in
projects of this nature. Think of this chapter as a primer for the exciting work
that lies ahead.

The Balanced Scorecard assists organizations in overcoming three key
issues: effective organizational performance measurement, the rise of intan-
gible assets, and the challenge of implementing strategy. We begin by discussing
performance measurement and, specif ically, our reliance on financial mea-
sures of performance despite their inherent limitations. Next we examine
the rise of intangible assets in modern organizations and their impact on
our ability to measure corporate performance accurately. From there we
move to the strategy story and review a number of barriers to successful
strategy implementation. With the issues clearly on the table, we introduce
the Balanced Scorecard and how this tool can overcome the barriers related
to financial measures, the growth of intangible assets, and strategy execution.

Our Balanced Scorecard overview begins with a look back at how and when
the Scorecard was originally conceived. Next we pose the question, “What
is a Balanced Scorecard?” and elaborate on the specif ics of the tool as a
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communication system (with particular emphasis on the concept of Strategy
Maps), measurement system, and strategic management system. Here you will
be introduced to the theory underlying the Balanced Scorecard and the four
perspectives of performance analyzed using this process. The chapter
concludes with a review of the critical task of linking Balanced Scorecard
objectives and measures through a series of cause-and-effect relationships,
where you will discover how telling a powerful strategic story will be a great
ally in your Balanced Scorecard implementation. Let’s get started! 

THREE FUNDAMENTAL ISSUES

Welcome to your performance measurement and Balanced Scorecard
journey. During our time together we will explore the many facets of this
topic, and it is my hope that both you and your organization will be trans-
formed as a result. As I write this second edition of Balanced Scorecard Step-
by-Step, the concept itself has been with us for just over 15 years. Born from
a research study conducted in 1990, the Balanced Scorecard has since become
a critical business tool for thousands of organizations around the globe. In
fact, recent estimates suggest a whopping 60 percent of the Fortune 1000
has a Balanced Scorecard in place.1 Further evidence of the ubiquity of the
Balanced Scorecard is provided by The Hackett Group, which discovered in
2002 that 96 percent of the nearly 2,000 global companies it surveyed had
either implemented or planned to implement the tool.2 Before we discuss the
nature of the Balanced Scorecard, let’s examine its origins and attempt to
determine just why it has become such a universally accepted methodology.

Whether it’s the freckle-faced kid enthusiastically peddling lemonade on
a sweltering midsummer’s day, the chief executive of a global conglomerate
mulling a crucial decision, or a harried public sector manager attempting to
do more with less, the common denominator among all is the overwhelm-
ing drive to succeed. And while hard work and desire still go a long way, busi-
ness, as we all know, has changed dramatically in recent years, rendering
success more difficult than ever to achieve. In the pages ahead we’ll examine
three fundamental factors that affect every organization, at times in game-
changing ways: our reliance on financial measures of performance to gauge
success, the rise of value-creating intangible assets, and, finally, the difficulty
of executing strategy. While separate and distinct factors, the trio is bound
together by the inspiring ability of the Balanced Scorecard to overcome and
maximize them to their fullest potential. Let’s begin our discussion with an
examination of f inancial measures of business performance.

FINANCIAL MEASUREMENT AND ITS LIMITATIONS

As long as business organizations have existed, the traditional method of
measurement has been f inancial. Bookkeeping records used to facilitate

2 Performance Measurement and the Need for a Balanced Scorecard
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f inancial transactions can be traced back literally thousands of years. At
the turn of the twentieth century, f inancial measurement innovations were
critical to the success of the early industrial giants, such as General Motors.
That should not come as a surprise since the f inancial metrics of the time
were the perfect complement to the machinelike nature of the corporate
entities and management philosophy of the day. Competition was ruled
by scope and economies of scale with f inancial measures providing the
yardsticks of success. 

Financial measures of performance have evolved, and today concepts
such as economic value added (EVA) are quite prevalent. EVA suggests 
that unless a f irm’s profit exceeds its cost of capital, it really is not creating
value for its shareholders. Using EVA as a lens, it is possible to determine
that despite an increase in earnings, a f irm may be destroying shareholder
value if the cost of capital associated with new investments is suff iciently
high.

The work of f inancial professionals is to be commended. As we move
into the twenty-f irst century, however, many are questioning our almost
exclusive reliance on f inancial measures of performance. Perhaps these
measures served better as a means of reporting on the stewardship of funds
entrusted to management’s care rather than as a way to chart the future
direction of the organization. And as we all know, stewardship is an increas-
ingly vital issue in light of the many corporate scandals we’ve witnessed
recently and the surge of shareholder value and job losses left in their wake.
Let’s take a look at some of the criticisms levied against the overabundant
use of f inancial measures:

● Not consistent with today’s business realities. Today’s organizational value-
creating activities are not captured in the tangible, f ixed assets of the
firm. Instead, value rests in the ideas of people scattered throughout the
f irm, in customer and supplier relationships, in databases of key infor-
mation, and in cultures capable of innovation and quality. Traditional
f inancial measures were designed to compare previous periods based
on internal standards of performance. These metrics are of little assis-
tance in providing early indications of customer, quality, or employee
problems or opportunities. We’ll examine the rise of intangible assets
in the next section of this chapter.

● Driving by rearview mirror. Financial measures provide an excellent review
of past performance and events in the organization. They represent 
a coherent articulation and summary of activities of the f irm in prior
periods. However, this detailed f inancial view has no predictive power
for the future. As we all know, and as experience has shown, great f inan-
cial results in one month, quarter, or even year are in no way indicative
of future f inancial performance. Even so-called great companies—those
that once graced the covers of business magazines and were the envy of
their peer groups—can fall victim to this unfortunate scenario. Witness
the vaunted Fortune 500 list; two-thirds of the companies comprising

Financial Measurement and Its Limitations 3
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the inaugural list in 1954 had either vanished or were no longer large
enough to maintain their presence on the list’s fortieth anniversary.3

● Tend to reinforce functional silos. Financial statements in organizations are
normally prepared by functional area: Individual department statements
are prepared and rolled up into the business unit’s numbers, which ulti-
mately are compiled as part of the overall organizational picture. This
approach is inconsistent with today’s organization, in which much of the
work is cross-functional in nature. Today we see teams comprised of many
functional areas coming together to solve pressing problems and create
value in never-imagined ways. Regardless of industry or organization type,
teamwork has emerged as a must-have characteristic of winning enter-
prises in today’s business environment. As an example, consider these
three f ields of endeavor: heart surgery, Wall Street research analysis, and
basketball as played by the well-compensated superstars of the National
Basketball Association (NBA). At first glance they appear to have absolutely
nothing in common; however, studies reveal that success in all three is
markedly improved through the use of teamwork: The interactions of
surgeons with other medical professionals (anesthesiologists, nurses, and
technicians) are the strongest indicator of patient success on the oper-
ating table. When it comes to Wall Street “stars,” it’s not the individual
analyst and erudite calculations that spell success, but the teaming of
analyst and f irm. Even in the NBA, researchers have found that teams
where players stay together longer win more games.4 Our traditional
f inancial measurement systems have no way to calculate the true value
or cost of these relationships.

● Sacrif ice long-term thinking. Many change programs feature severe cost-
cutting measures that may have a very positive impact on the organi-
zation’s short-term f inancial statements. However, these cost-reduction
efforts often target the long-term value-creating activities of the f irm,
such as research and development, associate development, and customer
relationship management. This focus on short-term gains at the expense
of long-term value creation may lead to suboptimization of the orga-
nization’s resources. Interestingly, an emerging body of evidence is
beginning to suggest that cost-cutting interventions such as downsizing
frequently fail to deliver the promised f inancial rewards and in fact
sabotage value. University of Colorado Business School professor Wayne
Cascio documented that downsizing not only hurts workers who are laid
off, but destroys value in the long-term. He f inds that, all else being
equal, downsizing never improved prof its or stock market returns.5

● Financial measures are not relevant to many levels of the organization. Finan-
cial reports by their very nature are abstractions. “Abstraction” in this
context is def ined as moving to another level, leaving certain charac-
teristics out. When we roll up f inancial statements throughout the organi-
zation, that is exactly what we are doing: compiling information at a higher

4 Performance Measurement and the Need for a Balanced Scorecard
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and higher level until it is almost unrecognizable and useless in the deci-
sion making of most managers and employees. Employees at all levels
of the organization need performance data they can act on. This infor-
mation must be imbued with relevance for their day-to-day activities.

Given the limitations of f inancial measures, should we even consider
saving a space for them in our Balanced Scorecard? With their inherent focus
on short-term results, often at the expense of long-term value-creating
activities, are they relevant in today’s environment? I believe the answer
is yes for a number of reasons. As we’ll discuss shortly, the Balanced Score-
card is just that: balanced. An undue focus on any particular area of mea-
surement often will lead to poor overall results. Precedents in the business
world support this position. In the 1980s the focus was on productivity
improvement; in the 1990s quality became fashionable and seemingly
critical to an organization’s success. In keeping with the principle of what 
gets measured gets done, many businesses saw tremendous improvements
in productivity and quality. What they didn’t necessarily see was a corre-
sponding increase in f inancial results, and in fact some companies with
the best quality in their industry failed to remain in business. Financial
statements will remain an important tool for organizations since they ulti-
mately determine whether improvements in customer satisfaction, quality,
innovation, and employee training are leading to improved f inancial per-
formance and wealth creation for shareholders. What is needed, and what
the Balanced Scorecard provides, is a method of balancing the accuracy
and integrity of our f inancial measures with the drivers of future f inancial
performance of the organization. 

The Rising Prominence of Intangible Assets

What a difference 50 or so years can make. Writing in the Harvard Business
Review in 1957, Harvard professor Malcolm P. McNair had this to say about
organizations paying excess attention to their people: “Too much emphasis
on human relations encourages people to feel sorry for themselves, makes it easier
for them to slough off responsibility, to f ind excuses for failure, to act like children.”6

Can you imagine the reaction business leaders would have to this quote
if it were uttered today? What was your reaction? If you’re like most, you
would probably disagree completely with McNair’s pessimistic view and
instead assert the now-prevailing notion that an organization’s people—
its “human capital”— represent the critical enabler in the new economy.
Harvard Business Review editor Thomas Stewart recently captured the essence
of this notion succinctly and powerfully when he said, “The most impor-
tant of all are ‘soft’ assets such as skills, capabilities, expertise, cultures, loyalties and
so on. These are the knowledge assets—intellectual capital—and they determine
success or failure.” 7

In the previous section we discussed some of the limitations f inancial
measures possess. Given these limitations and the growth in prominence
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of human capital, both business and investment communities are placing
ever-increasing emphasis on nonfinancial indicators of performance. Busi-
ness leaders are now questioning their almost exclusive reliance on f inan-
cial data with its historical accuracy and integrity and have begun to look
at the operational drivers of future f inancial performance: customer sat-
isfaction and loyalty, continuous innovation, and organizational learning,
to name but a few. On the investor side, Wall Street has made it clear that
nonfinancial data matters greatly to valuation and is growing in promi-
nence all the time. A 1999 Ernst & Young study found that “even for large
cap, mature companies, non-financial performance counts.”8 One of the
study’s findings suggests that, on average, nonfinancial criteria constitute
35 percent of the investor’s decision. The researchers also found that “the
more non-financial measures analysts use, the more accurate are their earn-
ings forecasts.”9 But just what is “human capital,” and why is it important
to the future of the Balanced Scorecard?

Before terms like “human capital,” “intellectual capital,” and “intangible
assets” entered the business lexicon, there was another metaphor sweeping
across organizations: “the employee as asset.” Annual reports, press releases,
and business literature were awash in statements proclaiming the great
value companies placed in their human assets. By recognizing the value
individuals bring to the f irm, this metaphor represented a great improve-
ment over the “employee as a cost object” philosophy that lay at the heart
of the downsizing movement of the early 1990s. But consider the def ini-
tion of an asset from our accounting studies: an object owned or controlled
by the f irm that produces future value and possesses a monetary value.
Do we employees really f it that def inition? Another school of thought has
gradually developed that likens the employee more to an investor of
human capital than an asset to be controlled by the organization. Author,
consultant, and Babson college professor Thomas Davenport cogently
describes this new paradigm: “People possess innate abilities, behaviors, personal
energy and time. These elements make up human capital—the currency people
bring to invest in their jobs. Workers, not organizations, own this human capital
. . . and decide when, how, and where they will contribute it.”10 The late Peter
Drucker would label these investors “knowledge workers” and suggest they
hold the key to value creation in the new economy. For the f irst time in
business history the workers, not the organization, own the means of pro-
duction—the knowledge and capabilities they possess—and they decide
how and where to apply it.

CREATING VALUE IN THE NEW ECONOMY

Consulting organizations offer a compelling example of creating value
from intangible rather than physical assets. Consultants don’t rely heavily
on tangible assets; instead they provide value for clients by drawing on
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relationships with subject matter experts throughout the f irm and knowl-
edge from past client experiences to provide innovative solutions. A client
engagement I was involved with provides an example: The clients encoun-
tered a problem in loading data for their new performance measurement
software. Building automatic data interfaces for the software (pulling data
directly from source systems throughout their locations) would require
signif icant human and f inancial resources and was not considered a viable
option. The alternative of manual data entry was also deemed unaccept-
able as it would prove a time-consuming and non–value-added activity for
system administrators. Our team was tasked with f inding an innovative and
cost-effective solution. We convened a team of experts on various subjects:
the Scorecard software program, the Balanced Scorecard methodology, desk-
top applications such as MS Access and MS Excel, and client data sources.
The newly formed team brainstormed various approaches that would sat-
isfy the criteria of cost efficiency and very limited manual data entry efforts.
In the end we determined our best approach was to build a new data entry
tool in Excel. Data owners would enter their individual data in the spread-
sheet and e-mail it to the system administrator, who would then auto-
matically upload the information into the software. The spreadsheets were
custom designed to contain only those measures for which each owner was
accountable. This solution ensured both criteria were satisf ied. The new
system would cost very little to develop and implement and would elimi-
nate manual data entry for system administrators. It wasn’t the physical
assets that led to this innovative solution to a client’s needs, but instead the
skillful combination of an array of knowledge held by the individual team
members.

The situation just described is happening in organizations around the
globe as we make the transition from an economy based on physical assets
to one almost fully dependent on intellectual assets. While this switch is
evident to anyone working in today’s business world, it is also borne out
by research f indings of the Brookings Institute. Take a look at Exhibit 1.1,
which illustrates the transition in value from tangible to intangible assets.
Speaking on National Public Radio’s Morning Edition, Margaret Blair of the
Brookings Institute suggests that tangible assets have continued to tumble
in value: “If you just look at the physical assets of the companies, the things that
you can measure with ordinary accounting techniques, these things now account
for less than one-fourth of the value of the corporate sector. Another way of putting
this is that something like 75% of the sources of value inside corporations is not
being measured or reported on their books.”11 If you happen to be employed
in the public sector, you may have noticed that Blair uses the term “cor-
porations” in the quote. Believe me, your organizations are being affected
every bit as much as your corporate counterparts. The challenges repre-
sented by this switch are not going unnoticed in Washington. David M.
Walker, Comptroller General of the United States, said in February 2001
testimony to the U.S. Senate that “human capital management is a pervasive
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challenge in the federal government. At many agencies human capital shortfalls
have contributed to serious problems and risks.”12 U.S. President George W. Bush
in his President’s Management Agenda echoes Walker’s comments and adds:
“We must have a Government that thinks differently, so we need to recruit talented
and imaginative people to public service.”13 In yet another demonstration of
the importance of intangible assets, companies are opening the purse strings
for intellectual investments. (On second thought, opening the purse strings
is a bit like saying World War II was a little skirmish, considering the fact
that American companies spend a staggering 36 percent of their revenue
each year on human capital–related investments.14)

This transition in value creation from physical to intangible assets has
major implications for measurement systems. The f inancial measurements
that characterize our balance sheet and income statement methods of tab-
ulation were perfectly appropriate for a world dominated by physical assets.
Transactions affecting property, plant, and equipment could be recorded
and ref lected in an organization’s general ledger. However, the new econ-
omy with its premium on intangible value-creating mechanisms demands
more from our performance measurement systems. Today’s system must
have the capabilities to identify, describe, monitor, and fully harness the
intangible assets driving organizational success. As we will see throughout
this book, particularly in our discussion of the Employee Learning and
Growth perspective, the Balanced Scorecard provides a voice of strength and
clarity to intangible assets, allowing organizations to benefit fully from their
astronomical potential.

The Strategy Story

Could there possibly exist a more passionately discussed and debated sub-
ject on the business landscape than strategy? While military strategy has been
with us for millennia and continues to inf luence our thinking—witness
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the ever-popular Art of War by Sun Tzu—business strategy is a relatively
new phenomenon with its greatest contributions arriving in the twentieth
century. Despite its brief tenure, the topic has spawned hundreds of books,
thousands of scholarly articles, and countless gurus each espousing his
version of the holy grail of strategy. 

In every facet of my life I’ve always tried to cut through the clutter and
arrive at the essence of an idea, the pearl of wisdom or nugget of knowl-
edge I can use to effectively direct my energies. If I applied that same
process to the pursuit of strategy’s “one thing” I would surely drive myself
slowly mad. You see, strategy is not a subject that can be ripped apart 
at the academic and practical threads to reveal the one right method or
version of the truth. Every reader of this book, if appropriately prodded,
could undoubtedly produce a coherent and cogent definition of “strategy.”
Ultimately we all cherish that spirit of discovery and rightly applaud our
diversity of ideas, but practically, it makes the study of strategy a frustrating
one. Fortunately for all of us, the one thing that pundits from every strategy
corner do agree on is the fact that strategy execution or implementation is
far more important than strategy formation.

During my career I’ve had the opportunity to sit in on a number of
strategy-setting workshops and have always relished the spirited debates,
the “aha” moments of breathtaking clarity, and of course the ever-present
jugs of coffee and gourmet cookies. The freshly minted strategy emerging
from these often grueling sessions is a justif iably pride-invoking achieve-
ment; however, producing this document is a far cry from actually living
and breathing it day in and day out. But to succeed in any business today,
that is precisely what we must do—bring the strategy to life with the unmis-
takable clarity necessary for everyone in the organization to act on it each
and every day. Let’s face it: We have to execute not only to thrive but simply
to stay alive in a business world in which 84 percent of respondents in 
one recent poll said that competition in their industry had significantly
increased in the last f ive years.15 And leaders, you know how vital it is to
execute your strategy quickly; an oft-quoted Fortune magazine study from
1999 found that 70 percent of CEO failures came not as a result of poor
strategy but the inability to execute.16 In fact, a team of researchers recently
discovered that companies, on average, deliver only 63 percent of the finan-
cial performance their strategies promise.17

The good news is that strategy implementation has been proven to boost
f inancial fortunes rather signif icantly; one study suggested a 35 percent
improvement in the quality of strategy implementation for the average
firm was associated with a 30 percent improvement in shareholder value.18

Unfortunately, many organizations fall off the strategy execution track,
frequently in dramatic fashion. So why does strategy execution prove so
elusive for the typical enterprise? Scorecard architects Robert S. Kaplan
and David P. Norton believe the answer lies in four barriers that must be
surmounted before strategy can be effectively executed. These barriers are
presented in Exhibit 1.2.
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Exhibit 1.2 Barriers to Implementing Strategy
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Management Barrier
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Resource Barrier

Source: Adapted from material developed by Robert S. Kaplan and David P. Norton.

The Vision Barrier The vast majority of employees do not understand
the organization’s strategy. This situation was acceptable at the turn of the
twentieth century, when value was derived from the most eff icient use of
physical assets and employees were literally cogs in the great industrial wheel.
However, in the information or knowledge age in which we currently exist,
value is created from the intangible assets—the know-how, relationships,
and cultures existing within the organization. Most companies are still orga-
nized for the industrial era, utilizing command and control orientations that
are inadequate for today’s environment. Why is this the case when all evi-
dence suggests a change is necessary? Former United States Senator and
college professor S. I. Hayakawa introduced a concept known as “cultural
lag” over 50 years ago, and it goes a long way in explaining this organiza-
tional inertia. Hayakawa states, “Once people become accustomed to insti-
tutions, they eventually get to feeling that their particular institutions represent
the only right and proper way of doing things . . . consequently, social orga-
nizations tend to change slowly, and — most important—they tend to exist long
after the necessity for their existence has disappeared, and sometimes even when their
continued existence becomes a nuisance and a danger.”19 Does this remind you
of your company? If your structure is hampering employees’ ability to
understand and act on the f irm’s strategy, how can you expect them to
make effective decisions that will lead to the achievement of your goals? 

The People Barrier In its 2005 Reward Programs and Incentive Com-
pensation Survey, the Society for Human Resource Management found that

c01.qxd  07/06/06  02:02 PM  Page 10


