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4 Measurement Madness

Performance measurement is everywhere: when we look at
companies’ financial statements, read reports on average waiting
times in hospitals, carry out performance appraisals at work, or look
at schools’ records when deciding where to educate our children.
The practice of collecting, analyzing and reporting information on
the performance of individuals, groups, organizations, sectors and
nations has been around for a long time — but what difference is it
making?

You may be intrigued, enthusiastic or frustrated with measurement,
by the behaviours it engenders and the results it leads to. Perhaps you
are a proponent of the old adage that “what gets measured gets done” or
you may take the alternative view that measurement only leads to dys-
function. Maybe you have used a performance report to make an impor-
tant decision only to be let down by the result, or perhaps you have been
pleasantly surprised when customer performance ratings of restaurants
have helped you have an extraordinary dining experience whilst on hol-
iday. Whatever your starting position, this book will not only present
real-life stories of madness brought about by measurement, but will
also discuss ways to navigate your way around the pitfalls so that you
may, once again, use measurement as a means to improve your organi-
zation’s performance.

In order to set the scene and outline many of the issues covered
in this book, we would like to describe a fictional scenario, which is
based on the many real events we have observed in practice, about a
manager tasked with implementing a strategic performance measure-
ment system and not fully understanding the consequences of such a
programme. Let us introduce you to Mike, his hopes, ambitions and
challenges.

O —~—20

My name is Mike, and I am a senior manager in a relatively large
organization. Today is an important day for me as we are having our
annual managers’ meeting and I am leading it. The theme for this year’s
conference is “Performance Excellence”. All of the directors and the
top managers are here, and we are going to have a series of short
presentations on the work undertaken over the past year.
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But firstly, let me tell you how all of this has come about. Just over
18 months ago the Board recognized that, as competition was becoming
more intense and regulations were becoming ever tighter, we had to
improve our performance in all areas of the business. The company
therefore commissioned an external firm to carry out a review and
they concluded that we were lacking a “comprehensive approach to
measuring and managing performance”. Essentially, we did not really
understand how efficient and productive we were; different units seemed
to be run independently from each other; and employees were not clear
about the organization’s goals.

Shortly after the report was released 1 was tasked to lead the
“Performance Excellence” project, with the aim of introducing a
performance measurement and management system throughout the
entire organization. It was hoped that the project would completely
change the way in which we set and communicate our objectives; how
we measure and report performance; and how we appraise and reward
people. Today, after a year’s work, it is time to check what progress we
have made, both in terms of our achievements and in relation to the
implementation of the system itself.

At this point in time, before the conference kicks off, I am feeling
a little restless, but quietly confident. The lead up to today has been
somewhat stressful, and, although I've spoken to most of the people
who are attending today, I am not entirely sure what each speaker
will say. The organization has always promoted a culture of openness
and constructive criticism and 1 am looking forward to hearing my
colleagues’ presentations.

I kick off with a short ice-breaker to set the scene, explain what
has been done over the past 12 months, and outline future steps. 1
see a lot of people nodding, which is encouraging as this project has
been a priority within the company, and everyone is aware of what
is going on. Then I hand over to our CEQ. She seems positive about
our results, but states that we have to do more as other companies
are catching us up and we can’t afford to be complacent. Referring
to the Performance Excellence project, she says that we have made
progress but that she is aware of some “question marks” that we
should openly address today. I wonder what those “question marks”
could be ...?
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The CEO concludes and it is now the turn of the Chief Financial
Officer. Our financial results appear to be in line with forecast and it
seems that we have even had a few unexpected successes. Referring to
the Performance Excellence project, he reports that most people tend to
regard indicators as relevant or highly relevant, which is music to my
ears, but, somewhat unexpectedly, although the number of indicators
has increased, the extent to which information is used to make
decisions appears unchanged. He continues by saying that despite our
immense efforts to provide a balanced view of the company through
the introduction of more customer- and process-related indicators,
financial indicators are still considered to be the most important ones.
This is rather disappointing, even though he concludes by adding that it
is just a matter of time before we see more profound changes.

I have to say I feel a bit of relief on hearing his conclusions, but my
relief is short lived when, from the floor, one of our regional directors
stands up and addresses the executives: “When the Performance
Excellence project began we were promised that little effort would be
required on our side. Instead, my people have ended up spending a lot
of time collecting all sorts of data, yet nobody in headquarters seems
to give two hoots about it. I presented our data at the meeting in June
which resulted in us spending half an hour arguing over two irrelevant
figures, then about the reliability of the data themselves, and we finally
took a decision that bore no relation to the data. What was the point of
spending so much time collecting and analyzing it?” Before the CFO
can utter a response I intervene, pointing out that this should not be
happening and that things are changing. From the look on his face I
don’t seem to have persuaded the regional director, but at least we can
now move on to the next presenter.

The Supply Chain Director is up next, and he is renowned in the
organization for his obsession with maximizing efficiency. Trained in Six
Sigma and brought up on lean thinking, he has been one of the strongest
supporters of the Performance Excellence project. His presentation
focuses on operational improvements made in warehousing. After
a short introduction he goes through a sequence of histograms and
graphs reporting the comparative performance of our warehouses. One
after the other, in his monotone voice, he presents figures on the number
of cases picked per labour hour, inventory accuracy, warehouse order
cycle time and finally concludes with a ranking of all of the warehouses.
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The league table suddenly wakes everyone up. I was not aware of
this ranking, but what harm can it do? If anything, I think to myself,
it should spur on a bit of competition among the regional and site
directors. However, as he continues on down the list, an ever-increasing
hum emanates from the audience. Some people are muttering that it is
not clear how the comparisons were made and others question how he
calculated the final scores. For me, this is a typical reaction of people
who don’t want to hear that they are doing worse than others. However,
as I consider what he is saying, something starts to bug me: actually
not all of the warehouses can be considered to be the same, because we
are not using them in the same way. Some of them are inefficient, but
that is because they have to handle peak demands, they have to work
below capacity for a reason. I make a note that I will have to speak to
the Supply Chain Director.

Afterashortbreakthe conference resumes andthe R&D director makes
his way to the podium. I should point out that before the Performance
Excellence project the organization had unsuccessfully tried to get a
grip on this unit, but all attempts to monitor their performance had failed
miserably. We had developed a number of measures, such as the number
of patents filed, but we had never felt that this was a good indication
of the unit’s output. What about the R&D workers’ productivity? What
about forcing them to meet stricter deadlines? Or calculating the
unit’s financial contribution to the company? I am in no doubt that if
we put more effort into more sophisticated measures we will certainly
have a more accurate picture and should see an improvement in their
performance.

As a bit of background, the R&D director was appointed nine months
ago; he was previously in sales, where he achieved great results by
introducing individual performance targets and regular, in-depth,
performance reviews. Last week when I spoke to him he told me that a
few of his R&D people were upset with senior management, although
he did not elaborate on why, but he was hoping to resolve the issues
very soon. So I am hoping for a critical, but positive presentation. What
I get instead is a long list of complaints. He tells everyone that, shortly
after he was appointed, he implemented a similar system to the one he
had used in the sales department. However, while some of his new team
showed their support, the majority of them demonstrated resistance; one
could even say sheer defiance. A typical response was “Our performance
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cannot be measured, we are not sales people!” While he goes through
his slides I can’t help thinking that people in R&D have had it too good
for far too long, and that this research-oriented culture places too low
an importance on business performance. To my dismay the presentation
ends on a fairly disappointing note with the R&D director suggesting
that perhaps the performance measurement system should be designed
and implemented differently depending on a unit’s tasks and its culture.
I am flabbergasted: that’s madness, we would end up with dozens of
different systems.

It is now the turn of the Sales Director for Western Europe. She says
she will be brief: one slide and only a five-minute talk, because “the
numbers are the numbers, and they speak for themselves”. After a brief
preamble, she puts up one chart: her team’s improvement is incredible!
Sales in her region appear to have doubled over the past year. Can
this be right? I look frantically through the draft report I received from
Finance two days ago and I can only make out a 5% increase in total
company sales over the past three quarters. I don’t have a breakdown
for each of the geographical areas, but I can’t believe we achieved
such a positive result in the saturated market that is Western Europe.
While the Sales Director performs an act of self-congratulation and is
thanking all her team as if they were in the room, I peer at the graph
more carefully. It occurs to me that the y axis doesn’t start at zero; so,
I squint a bit more and I can now see some of the blurred numbers:
the real increase is less than 10%! This is really annoying, as we had
said that we would be using this forum to openly discuss failures and
successes, and then people turn up with lame graphs just to show off. 1
will have to talk to her too.

The podium is now being prepared for our Chief Operating Olfficer.
At the beginning of this year we made the news for a major fault in
one of our products: after several customers reported having the
same problem, we were forced to undertake the largest recall in the
company’s history. Not a happy time. Since we couldn’t really blame
the suppliers, this hiccup triggered a series of internal arguments
between our design and production units. Eventually, the incumbent
COO was replaced by his deputy. Before leaving, the old COO wrote
an angry letter in which he accused the board of introducing a perverse
system of targets and rewards that he labelled “bribes” in his letter,
which had completely corrupted the ethics of his team. According to
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him, people were aiming to achieve tighter deadlines and reduce lead
times, but only because they had been promised a short-term financial
benefit. This, rather than incompetence or flaws in the processes, was
the main reason for the product recall. To me that letter just felt like he
was making excuses, but quite a few people at the senior level of the
company showed support for his sentiments; so much so that I thought
the whole Performance Excellence project was going to be canned.
Thankfully, the new COO appears to have opted for a less controversial
theme for his presentation and is showing some general trend data,
without mentioning performance targets. Phew! There are still strong
feelings in the company about what happened and I wouldn’t want to
have a heated debate right here and now.

The last presentation before my final wrap up is delivered by the CEO
of our IT subsidiary. Five years ago she set up an IT firm to provide
customized software to companies in our sector. This firm proved so
successful that, two years ago, we decided to acquire it. Because of
differences in our two histories, tasks and supposed company culture,
they have always been given lots of freedom. At the beginning of the
Performance Excellence project we discussed whether to introduce
elements of the measurement system there, but in the end we decided
to run a little experiment instead. In one half of the company things
remained the same; in the other half, people capable of achieving
“stretch targets” were offered a substantial bonus, up to 30% of
their base pay, if they met those targets. In the beginning, a few of the
employees seemed unhappy about the introduction of targets; however,
since then, sentiment appears to have changed.

Somewhat surprisingly, the presentation starts on a positive note
about the Performance Excellence project. Comparative data, recorded
in the first two quarters, suggest that during the first six months the people
who were striving for a bonus achieved higher levels of performance in
terms of both efficiency and quality. This is great; finally we can see
that when people are measured, managed and rewarded appropriately
they do a better job. However, her second chart shows that this gap has
almost reduced to zero over the past six months. It is almost as if people
had put in a lot of effort to gain the reward and then just stopped trying.
The rest of the presentation spells out the death sentence for my project.
It appears that our IT subsidiary is pulling out of the Performance
Excellence project because, apparently, quite a few episodes of cheating
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were found, and customer satisfaction and organizational climate have
reached all-time lows.

When finally the last presenter leaves the podium, a deathly hush
descends upon the audience. I am not only feeling puzzled, but I am also
downright demoralized: 1 did all I could to get this project off the ground
and, after a year, the results are abysmal. But what did we do wrong?
Is there any way we can rescue the situation? I reach the microphone,
I thank all the previous presenters, and say that we now need time to
reflect and think about how to move forward.

O —~—20

Poor old Mike, he has stumbled across the numerous dangers that are
inherent in using performance measures and he has discovered that
measuring organizational performance is not an easy task. What to
measure, how to measure, and perceptions of performance are all key
components to avoiding the performance measurement pitfalls described
in Mike’s story. Throughout the book we will examine and address the
issues Mike encountered. For example, Mike discovered that the data
that were being collected were not being used for effective decision-
making and that the cost of data collection, analysis and reporting was
not outweighed by the real benefits achieved. This is a typical case
of measurement for measurement’s sake. Although Mike knew the
business well, he still believed that it would be beneficial to compare
R&D to sales, even though they operated in completely different ways.
In contexts where measurement is difficult to undertake, we often
resort to hoping for A whilst measuring and rewarding B, and this
can cause serious damage to employees’ motivation and performance.
Also, all managers in the company were aware of the emphasis being
put on the numbers, especially with respect to their bonuses, and they
therefore exhibited classic behaviours to work around the system; even
misrepresenting their data to look as though they were overachieving
their targets. Dysfunctional behavioural consequences, such as gaming
and cheating, that are often determined by misuse of performance
targets and rewards, will be investigated in depth throughout the book.

Indeed, there are identifiable reasons why performance measure-
ment fails, and we will review these in the context of the madness
that ensues if the consequences of measurement are not considered.
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In Chapter 3, “Measurement for Measurement’s Sake”, we will focus
on one of the most common issues associated with performance meas-
urement: the illusion of control that measurement generates and the
resulting drive to measure more and more things, in more and more
depth. In this chapter we will not only illustrate the negative conse-
quences of this obsession, but we will also give you several ideas on
how you can turn performance measurement from a sophisticated
technical exercise into an instrument of effective management.

Chapter 4, “All I Need is the Right Measure!”, presents problems
in designing performance indicators and suggests that, in order for a
performance measure to be an effective tool for measurement, it needs
to be designed with performance management in mind. The chapter
will suggest a number of points that you need to think through if your
performance indicators are to become a help rather than a hindrance
in the task of improving performance.

In Chapter 5, “Comparing Performance”, we present the difficulties
of undertaking benchmarking and using league tables in a meaningful
way. The learning points will give you tips on determining which data
to gather; how to ensure consistency in the collection, analysis and use
of performance data; and how to report results without ambiguity.

In Chapter 6, “Target Turmoil”, we examine the dysfunctional
behaviours caused by an excessive pressure to achieve performance
targets. Here we will look at ways to use targets as a means to motivate
employees; provide a greater sense of clarity around goals; and, even-
tually, improve business performance.

In Chapter 7, “Gaming and Cheating”, we get to the core of meas-
urement madness and explore the depths that people will sink to in
order to play the system in their favour. Whilst you may feel power-
less when confronted by such uncontrollable and at times unimagina-
ble behaviours — often targeted at improving reported results rather
than underlying performance — we will show you how to take back the
initiative, using both technical and cultural ammunition.

In Chapter 8, “Hoping for A Whilst Rewarding B”, we describe those
situations in which we hope to achieve something, but attain quite the
opposite, due to the focus on the wrong measures. At this point we
will explore how, by introducing simple systems whose purpose is clear
and understood across the organization, you can avoid such unintended
consequences.
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In Chapter 9, “Failing Rewards and Rewarding Failure”, we will
navigate the shark-infested waters of financial rewards. Although meas-
ures are commonly linked to incentives, the accompanying effects on
behaviour are often undesirable, if not downright destructive. Recount-
ing some well-known examples, the chapter will delve into the complex
relationship between rewards, measurement and performance. We will
also demonstrate how you can use rewards and recognition systems to
more positive effects if you have a better understanding of the links
between performance measurement and motivation.

Finally, in Chapter 10, “Will Measurement Madness Ever Be
Cured?”, we will discuss what the future holds for performance meas-
urement and whether cross-organizational measurement systems, or the
adoption of “Big Data” analytics have the potential to cure any of the
madness described in this book.

As you will see, through reading this book, there is no end to the list
of unintended consequences that spring up in organizations due to the
application of measurement. We hope that, by emphasizing the outra-
geous, bizarre and often amusing ways in which people in organizations
respond to performance measurement, you will begin to think differ-
ently, and challenge some of your own assumptions about the utility of
your measurement practices. But let us first look at what “performance”
and “measurement” really mean.



