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ABSTRACT
 

 

In today's competitive environment and globalised economy, customers are demanding more 
varieties and better quality products with faster and reliable deliveries. New manufacturing 
technologies are developing rapidly, resulting in new products, innovations and improvements 
in the manufacturing process, thus, requiring a proactive approach by organizations. To be 
proactive, organizations require innovative methods of performance measurement, to assess 
their progress towards achieving organizational mission, vision and strategic objectives. The 
recent performance measurement literature has put forward a number of suggestions, 
recommendations and performance measurement frameworks for manufacturing companies. 
The purpose of this thesis is to assess the extent to which manufacturing companies are 
following these prescriptions. 

This research adopts an exploratory case study approach with a qualitative research method 
for collecting and analyzing the data. The case chosen in this study is Alfa Laval Lund AB. In 
this research, the main methods used for data collection are interview, questionnaire and 
electronic database. The empirical findings were analyzed through identifying themes from 
the data, by relying on theoretical propositions derived from the literature. In evaluating the 
organisation’s performance measurement system, Kaplan and Norton’s balanced scorecard 
was used as an ideal model. 

The results show that Alfa Laval Lund AB follows the prescriptions of the recent performance 
measurement literature, thus, increasing its level of performance measurement competence. 
The concept of performance measurement competence suggests that organizations use 
measures that fit with their strategy, their organizational structure and the environmental 
uncertainty that they face. The type of strategy employed by a firm should influence the 
design of its performance measurement system. 
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CHAPTER ONE: INTRODUCTION
 

This chapter introduces the thesis. It explains the background of study, problem discussion, 
research objectives, research questions and the research structure. 

 

1.1. BACKGROUND OF STUDY 

Performance measurement is the use of statistical evidence to determine progress toward 
defined organizational objectives. The design, implementation and use of adequate 
performance measurement and management frameworks can play an important role, if 
organizations are to succeed in an increasingly complex, interdependent and changing world. 
In order to respond proactively to emerging challenges, management requires an up-to-date 
and accurate information on its performance. It is natural that organizations measure their 
performance in order to direct organization`s resources towards important organizational 
goals and in designing strategy. 

Since the late 1980s performance measurement has become topical with an ever-increasing 
interest in the subject. The increasing interest has been driven by the rapidly changing 
business environment and strategy, in both the private and public sectors (McAdam & Bailie 
2002). 

The rapidity of change fostered by global competition and advancing technology has made 
adaptive flexibility another characteristic of successful organizations. Manufacturers must 
have the response capability to take advantage of technological changes through process and 
product innovation. They must have the capability to respond to changes in the marketplace 
and to respond to the failure of an executed strategy (Alfred et al. 1992). 

Business today requires better information across a wider scope than the traditional and often 
linear, financial measures, to achieve understanding of the factors that create the foundation of 
future success (McAdam & Bailie 2002). According to Neely (2002), recent years have seen 
the introduction of new methods of measurement, such as activity-based costing, throughput 
accounting and shareholder value analysis. Measurement frameworks, notably the balance 
scorecard and the business excellence model have taken the business community by storm. 

The effectiveness of performance measurement is an issue of growing importance to 
industrialists and academics alike. Many organizations are investing considerable amounts of 
resource implementing measures that reflect all dimensions of their performance. 
Measurement systems should be dynamic. They have to be modified as circumstances change 
(Kennerley and Neely 2002). 

Although it has long been recognized that performance measurement has an important role to 
play in the efficient and effective management of organizations, it remains a critical and much 
debated issue. Significant management time is being devoted to the questions - what and how 
should we measure - while substantial research effort, by academics from a wide variety of 
management disciplines, is being expended as we seek to enhance our understanding of the 
topic and related issues (Neely, 1999).  
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According to Gosselin (2005), the recent performance measurement literature suggests that 
organizations should put more emphasis on non-financial measures in their performance 
measurement systems, that organizations must use new performance measurement approaches 
such as the balanced scorecard and that measures should be aligned with contextual factors 
such as strategy and organizational structure. 

According to The Chartered Institute of Management Accountants' (CIMA) research report 
(1993), although advocates of reforms in performance evaluation and measurement systems 
strongly tend to recommend the greater adoption of non-financial manufacturing measures, 
most companies in the United Kingdom (small, medium and large) have a tendency to base 
their decisions primarily on financial monitors of performance. Changes are taking place in 
the manufacturing environment in terms of the use of flexible production technologies and the 
implementation of novel work organization techniques. Such changes have in turn been 
accompanied by an interest on the part of manufacturing companies to alter the data provided 
by performance information systems. However, a mix of practices exists particularly on the 
use of financial and non-financial measures. Moreover, a gap does exist between the 
information deemed of relevance to boards of directors and lenders and that to executives 
within enterprises. Such issues cannot go unheeded as they are at the heart of the sound 
management of manufacturing enterprises.  

 

1.2. PROBLEM DISCUSSION 

In today's competitive environment, markets are becoming more international, dynamic, and 
customer-driven. Customers are demanding more variety, and better quality and service, 
including both reliability and faster delivery. Technological developments are occurring at a 
faster pace, resulting in new product innovations and improvements in manufacturing 
processes. The resulting competitive environment requires low-cost and high-quality products 
in increasing varieties (Vokurka et al. 2007).  

Customers have become more and more demanding. On time deliveries are a must, zero 
defects are an expected standard, and short lead-times are becoming the norm in many 
industries. Thus, product manufacturers need to provide customized and innovative products.  

According to Cordero et al. (2005), to achieve this, companies require innovative methods of 
performance measurement. In measuring manufacturing performance, manufacturers usually 
compare their own plants with other manufacturing plants in the industry in terms of such 
parameters as customer satisfaction, product quality, speed in completing manufacturing 
orders, productivity, diversity of product line, and flexibility in manufacturing new products. 

The essential function of a performance measure is to assess how well the activities within a 
process, or the outputs of a process, achieve specified goals. This involves a comparison of 
actual results with a predetermined goal and an assessment of the extent of any deviation from 
that goal. A target level of performance is usually expressed as a quantitative standard, value, 
or rate (Ahmad et al. 2005). 

According to Jonsson & Lesshammar (1999), it is not obvious how firms should measure 
their manufacturing performances. Various approaches, most of them with a large number of 
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measures on different hierarchical level exist. Many of the measures used are considered 
obsolete and inconsistent for various reasons. The usefulness of most cost accounting 
systems, individual measures as well as more comprehensive activity - base costing systems, 
are frequently questioned since they do not cover manufacturing performance relative to the 
competitive capabilities. 

The measurement and communication of financial performance is central to accounting. For 
internal (management) accounting, corporate objectives are supported and communicated by 
detailed plans and budgets. Managerial control then involves measuring actual performance, 
comparing it to planned performance and taking remedial action to attempt to correct, in 
particular, adverse deviations. Experience with this management style has led to the 
overarching slogan ‘what you measure is what you get’ (Abdel-Maksoud et al.2005). 

According to Maskell (1991) the techniques of management accounting were developed over 
a period from the late nineteenth century until 1920s and 1930s. During this time theoretical 
and practical methods of management accounting became established, and these standard 
techniques were widely taught and applied. Although there have been dramatic changes in 
manufacturing techniques and technology over the last 20 years, management accounting has 
stayed the same.  

According to a survey carried out on a sample of Canadian manufacturing firms by Gosselin 
(2005), in the questionnaire, organizations had to indicate the extent to which they use 73 
performance measures. They also had to respond to questions about determinants such as 
strategy, organizational structure and environmental uncertainty. More than 100 organizations 
responded to the survey. The response rate was 50.5 percent. The results show that 
manufacturing firms continue to use financial performance measures. Despite the 
recommendations from experts and academics, the proportion of firms that implement a 
balanced scorecard or integrated performance measurement systems was low. Furthermore, 
organizations that use these approaches are not employing more extensively non-financial 
measures than those which are applying traditional performance measurement approaches.  

Furthermore, a lot performance measures have been developed by industrialists and 
academicians over the years, making it difficult for firms to actually understand and know the 
right performance measures that fit their operational activities. According to Jonsson & 
Lesshammar (1999), the problem with most performance measurement systems used in firms 
is that, they often include too many different measures, which makes it difficult to understand 
the “big picture”. 

According to The Chartered Institute of Management Accountants' research report (1993), 
there does not appear to be an optimal mix of specific financial and non-financial indicators 
applicable to all manufacturers. Rather, each company must find a balance of measures which 
it views as sufficiently adding to the management of its operational activities.  

According to Kennerley and Neely (2002), a wide range of activity-based costing has also 
been developed, indicating the attributes of effective performance and measurement systems. 
These include the need for measures to relate directly to the organization’s mission and 
objectives, to reflect the company’s external competitive environment, customers’ 
requirement and internal objectives. 
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Nanni et al. (1992), suggested that firms should increase their level of performance 
measurement competence. The degree of competence would depend on the fit between the 
design of the performance measurement system and the strategy of the firm. Performance 
competence is a new concept, introduced by Nanni et al. (1992). The concept of performance 
measurement competence suggests that organizations use types of measures that fit with their 
strategy, their organizational structure and the environmental uncertainty that they face. The 
type of strategy employed by a firm should influence the design of the performance 
measurement system. 

 

1.3. RESEARCH OBJECTIVES 

The recent performance measurement literature suggests that organizations should put more 
emphasis on non-financial measures in their performance measurement systems, that 
organizations must use new performance measurement approaches such as the balanced 
scorecard and that measures should be aligned with contextual factors such as strategy and 
organizational structure (Gosselin 2005).  

Performance-measurement systems that are based on traditional cost-accounting systems do 
not capture the relevant performance issues for today's manufacturing environment. A variety 
of integrated systems have been proposed to overcome the limitations of the traditional 
performance-measurement systems (Chen 2008). 

According to Bititci and Turner (2000), a dynamic performance measurement system should 
have an external monitoring system, which continuously monitors developments and changes 
in the external environment and an internal monitoring system, which continuously monitors 
developments and changes in the internal environment and raises warning and action signals 
when certain performance limits and thresholds are reached. 

Bititci et al (2004), describes corporate culture as one of the critical factors supporting the use 
of strategic measures stating “…companies should have a corporate culture focused on 
continuous improvement and use of strategic performance measurement system”. Concluding, 
a successful performance measurement systems leads to cultural changes towards an 
achievement culture. 

According to CIMA (1993), changes are taking place in the manufacturing environment in 
terms of the use of flexible production technologies and the implementation of novel work 
organization techniques. Such changes have in turn been accompanied by an interest on the 
part of manufacturing companies to alter the data provided by performance information 
systems. 

The purpose of this thesis is to assess the extent to which the case is following these 
aforementioned prescriptions. This thesis is aimed at evaluating the case on performance 
measurement, reviewing its performance measures, reviewing the present performance 
measurement system, and to recommend a comprehensive solution on how to improve these 
elements in the organization. 
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1.4. RESEARCH QUESTIONS 

1) Which performance measures are monitored by the case? 

2) Do the performance measures relate directly to the organization’s mission and objectives? 

3) Is the performance measurement system strategically aligned? 

4) How can the performance measurement system be improved upon? 

 

1.5. RESEARCH STRUCTURE 

The thesis consists of seven chapters as follows: 

Chapter One - Introduction: This chapter introduces the thesis. It explains the background of 
study, problem discussion, research objectives, research questions and the research structure. 

Chapter Two - Literature Review: This section reviews related literature to the research topic. 
It starts with an overview of the varying definitions and theories of performance 
measurement. It concludes by reviewing related literature that aligns performance 
measurement and the organizational strategy. 

Chapter Three - Research Methodology: This chapter covers the approach/design used by the 
researcher to answer the research questions and explains why the approach/design was 
chosen. This section provides a detailed explanation of the procedure the researcher used to 
arrive at various conclusions in the study. This chapter includes: the research design, 
methodology approach, method of data collection, data collection instrument, method of data 
analysis, and validity and reliability. 

Chapter Four - Theoretical Framework: In this chapter the concepts of the balanced scorecard are 
discussed. This study uses the balanced scorecard as an ideal model and the basis of evaluating a 
performance measurement system.  

Chapter Five - Case Study Overview and Empirical Findings: This chapter contains a short 
description and general information about the case. Furthermore, it outlines the current 
situation of the case as perceived by the researcher and then, presents the empirical findings. 

Chapter Six - Analysis and Discussion: In this chapter the empirical findings are analyzed. 
The various aspects of the subject pertaining to the case are discussed and compared to the 
recent performance measurement literature. 

Chapter Seven - Conclusion and Limitation: This chapter presents conclusions drawn from 
the findings and analysis made in the previous chapters and also discusses the limitations of 
the study.  

 

 

 

 



CHAPTER TWO: LITERATURE REVIEW 
 

This section reviews related literature to the research topic. It starts with an overview of the 
varying definitions and theories of performance measurement. It concludes by reviewing 
related literature that aligns performance measurement and the organizational strategy. 

 

2.1. PERFORMANCE MEASUREMENT 

According to Neely et al. (1995), performance measurement can be defined as the process of 
quantifying the efficiency and effectiveness of action. Literally it is the process of quantifying 
action, where measurement is the process of quantification and action leads to performance. 
According to the marketing perspective, organizations achieve their goals, that is, they 
perform, by satisfying their customers with greater efficiency and effectiveness than their 
competitors. The terms efficiency and effectiveness are used precisely in this context. 
Effectiveness refers to the extent to which customer requirements are met, while efficiency is 
a measure of how economically the firm’s resources are utilized when providing a given level 
of customer satisfaction. This is an important point because it not only identifies two 
fundamental dimensions of performance, but also highlights the fact that there can be internal 
as well as external reasons for pursuing specific courses of action. Take, for example, one of 
the quality-related dimensions of performance – product reliability. In terms of effectiveness, 
achieving a higher level of product reliability might lead to greater customer satisfaction. In 
terms of efficiency, it might reduce the costs incurred by the business through decreased field 
failure and warranty claims. Hence the level of performance a business attains is a function of 
the efficiency and effectiveness of the actions it undertakes. 

 

2.2. PERFORMANCE MEASURES 

According to Neely et al. (1995), a performance measure can be defined as a metric used to 
quantify the efficiency and/or effectiveness of an action. 

Melnyk et al. (2004), defines a metric as a verifiable measure that consists of three elements: 
(1) the specific measure (what is being measured); (2) the standard (the numerical value that 
identifies the minimum threshold of performance, as captured by the measure, considered 
acceptable to management); and (3) the environment or context within which the activity or 
person being measured operates. This last element determines the extent to which the 
measures being used are meaningful to the person using them. Ideally, metrics are consistent 
with how the operation delivers value to its customers as stated in meaningful terms to the 
users of the metrics. Metrics fulfill the fundamental activities of measuring (evaluating how 
we are doing), educating (communicating what is important; how we intend to deliver value 
to our customers), and directing (flagging potential problems by the size of gaps between the 
metrics and the standards). 

According to Tangen (2005), in designing a successful performance measure, one should first 
question what criteria a performance measure should fulfill to be considered as successful. 
Furthermore, Tangen (2005), states a successful performance measure is when the income 
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generated by using it exceeds the cost of measuring it. However, this may in most cases be 
impossible to calculate.  

Tangen (2005) summarizes the criteria of a successful performance measure as follows: (1) 
When the information from the performance measure is considered as being beneficial to the 
organization. The term beneficial should in this context be interpreted as a combination of 
quality and usefulness. (2) When the information from the performance measures is used by 
the organization. To collect information that is not used is a waste of resources. This criterion 
is highly dependent on the information retrieved from the measure going to the right person at 
the right time. In other words, it is suggested that the success and importance of a 
performance measure increases with increased information benefit and increased information 
usage. 

2.2.1. RECOMMENDATIONS FOR PERFORMANCE MEASURES 

Various authors have discussed the design of performance measures, they share diverse views 
on how performance measures should be designed. Most authors emphasize the performance 
measures should be transparent and should be linked to strategy and others choose to explore 
the issue of the formula i.e. the way the measures are calculated and used. 

Neely et al. (1997), makes a summary of the views of different authors on the design of 
performance measures. They summarized the recommendations for performance measures as 
follows: (1) performance measures should be derived from strategy. (2) Performance 
measures should be simple to understand. (3) Performance measures should provide timely 
and accurate feedback. (4) Performance measures should be based on quantities that can be 
influenced, or controlled, by the user alone or in cooperation with others. (5) Performance 
measures should reflect the business process – i.e. both the supplier and customer should be 
involved in the definition of the measure. (6) Performance measures should relate to specific 
goals (targets). (7) Performance measures should be relevant. (8) Performance measures 
should be part of a closed management loop. (9) Performance measures should be clearly 
defined. (10) Performance measures should have visual impact. (11) Performance measures 
should focus on improvement. (12) Performance measures should be consistent (in that they 
maintain their significance as time goes by). (13) Performance measures should provide fast 
feedback. (14) Performance measures should have an explicit purpose. (15) Performance 
measures should be based on an explicitly defined formula and source of data. (16) 
Performance measures should employ ratios rather than absolute numbers. (17) Performance 
measures should use data which are automatically collected as part of a process whenever 
possible. (18) Performance measures should be reported in a simple consistent format. 
(19)Performance measures should be based on trends rather than snapshots. (20) Performance 
measures should provide information. (21) Performance measures should be precise – be 
exact about what is being measured. (22) Performance measures should be objective – not 
based on opinion. 

 

 

 



2.3. THE PERFORMANCE MANAGEMENT PROCESS 

The performance management process is the process by which the company manages its 
performance in line with its corporate and functional strategies and objectives. The objective 
of this process is to provide a proactive closed loop control system, where the corporate and 
functional strategies are deployed to all business processes, activities, tasks and personnel, 
and feedback is obtained through the performance measurement system to enable appropriate 
management decisions (Bititci et al.1997). The figure below shows the closed loop 
deployment and feedback system for the performance management process. 

 

 

 
 

Figure 1: Closed loop deployment and feedback system for the performance management 
process (Source Bititci et al. 1997). 

According to Bititci et al. (1997), the performance management process defines how an 
organization uses various systems to manage its performance. These systems include, but are 
not limited to: strategy development and review; management accounting; management by 
objectives; non-financial performance measures – informal; non-financial performance 
measures – formal; incentive/bonus scheme; personnel appraisal and review. At the heart of 
the performance management process, there is an information system which enables the 
closed loop deployment and feedback system. This information system is the performance 
measurement system, which should integrate all relevant information from the relevant 
systems. Therefore, integration means that the performance measurement system should 
enable the correct deployment of the strategic and tactical objectives of the business as well as 
providing a structured framework to allow the relevant information to feed back to the 
appropriate points to facilitate the decision and control processes. This information system, 
i.e. the performance measurement system, to be effective in achieving its objectives as 
described above, should take account of the strategic and environmental factors relating to the 
business as well as considering the structure of the organization, its processes, functions and 
their relationships.  Similarly the effectiveness of the performance management process which 
makes use of this information system depends on how this information is used to manage the 
performance of the business. Thus, it is critical that it gives consideration to soft factors such 
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as culture, behaviour and attitudes as well as harder factors such as reporting structures, 
responsibilities and the use of information technology.  
 

2.4. PERFORMANCE MEASUREMENT SYSTEM (PMS) 

Many authors have defined performance measurement system from different approaches. 
Some of the definitions that exist in the literature of performance measurement will be 
reviewed. In some of the definitions, authors used the phrase “business performance 
measurement systems”, “business” performance measurement systems, as opposed to 
“organizational” performance measurement systems. The term “business” is used as a 
boundary to exclude public and non-profit sector literatures. 

According to Neely et al. (1995), a performance measurement system is the set of metrics 
used to quantify both the efficiency and effectiveness of actions. 

According to Bititci et al. (1997), a performance measurement system is the information 
system which is at the heart of the performance management process and it is of critical 
importance to the effective and efficient functioning of the performance management system. 

According to Bourne et al. (2003), a business performance measurement system refers to the 
use of a multi-dimensional set of performance measures for the planning and management of 
a business.  

According to Forza and Salvador (2000), a performance measurement system is an 
information system that supports managers in the performance management process mainly 
fulfilling two primary functions: the first one consists in enabling and structuring 
communication between all the organizational units (individuals, teams, processes, functions, 
etc.) involved in the process of target setting. The second one is that of collecting, processing 
and delivering information on the performance of people, activities, processes, products, 
business units, etc. 

The basis of the definitions is one or a combination of the following: features of the 
performance measurement system (properties or elements which make up the performance 
measurement system), role(s) that the performance measurement system plays (purposes or 
functions that are performed by the performance measurement system) and/or processes that 
are part of the performance measurement system (series of actions that combine to constitute 
the performance measurement system). Each of the cited authors defines performance 
measurement system from a different perspective, using different types of characteristics to 
derive their definition. Neely et al. (1995) and Bititci et al. (1997) definitions of performance 
measurement system is from an operations perspective and the features of the performance 
measurement system. Bourne et al. (2003) definition is base on the role played by 
performance measurement system to management. Forza and Salvador (2000), definition is 
based on the role and processes that are part of the performance measurement system. 

According to Neely (1998), a performance measurement system enables informed decisions 
to be made and actions to be taken because it quantifies the efficiency and effectiveness of 
past actions through the acquisition, collation, sorting, analysis, interpretation, and 



dissemination of appropriate data. Organizations measure their performance in order to check 
their position (as a means to establish position, compare position or benchmarking, monitor 
progress), communicate their position (as a means to communicate performance internally 
and with the regulator), confirm priorities (as a means to manage performance, cost and 
control, focus investment and actions), and compel progress (as a means of motivation and 
rewards). 

Neely et al. (1995), proposes a framework performance measurement system design (Shown 
in figure 1). The framework examines performance measurement system in three different 
levels. (1) At the level of individual performance measures, the PMS can be analyzed by 
asking questions such as: What performance measures are used? What are they used for? How 
much do they cost? What benefit do they provide? (2) At the next higher level, the 
performance measurement system as an entity, can be analyzed by exploring issues such as: 
Have all the appropriate elements (internal, external, financial, non-financial) been covered? 
Have measures which relate to the rate of improvement been introduced? Have measures 
which relate to both the long and the short term objectives of the business been introduced? 
Have the measures been integrated, both vertically and horizontally? Do any of the measures 
conflict with one another? (3) And at the level of the relationship between the performance 
measurement system and the environment within which it operates. At this level the system 
can be analyzed by assessing: Whether the measures reinforce the firm’s strategies; whether 
the measures match the organization’s culture; whether the measures are consistent with the 
existing recognition and reward structure; whether some measures focus on customer 
satisfaction; whether some measures focus on what the competition is doing. 

 
Figure 2: A framework for performance measurement system design (Source Neely et al. 
1995). 
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2.4.1. INDIVIDUAL MEASURES OF PERFORMANCE 

Performance measurement systems consist of a number of individual performance measures. 
According to Neely et al. (1995), there are various ways in which these performance 
measures can be categorized, ranging from Kaplan and Norton’s (1992), balanced scorecard 
through to Fitzgerald et al.’s (1991) framework of results and determinants. Performance 
measures need to be positioned in a strategic context, as they influence what people do. 
Measurement may be the process of quantification, but its effect is to stimulate action, and as 
Mintzberg (1978) has pointed out, it is only through consistency of action that strategies are 
realized. 

Tengan (2005), cited (Jackson, 2000) and (Bernalak, 1997) in expressing his view on the 
optimal mix of financial and non-financial performance measures that are supposed to be used 
in a Performance measurement systems. An important aspect is that in order to take 
appropriate actions it is necessary to use a limited amount of performance measures (Jackson, 
2000).To produce unnecessary data is expensive, and can lead to more harm than good. More 
measurement will require a greater deal of time for analysis by managers, or, alternatively, it 
is a waste to collect data if they are ignored. It is therefore important to pay attention to 
limiting the data requirements to both the necessary detail and frequency, to consider whether 
the data is needed for a specific useful purpose, and whether the cost of producing it is not 
higher than expected benefit (Bernalak, 1997). Tengan (2005), concludes, a large number of 
performance measures also increase the risk of information overload, meaning that it is 
practically impossible to distinguish information with high importance from information with 
less value. Information overload can lead to all information being ignored instead of used. In 
other words, it is vital that old performance measures, that are no longer of interest, are 
removed from the performance measurement system. 

2.4.2. DIMENSIONS OF MANUFACTURING’S PERFORMANCE  

According to Neely et al. (1995), it is widely accepted that the manufacturing task, and hence 
the key dimensions of manufacturing’s performance, can be defined in terms of quality, 
delivery speed, delivery reliability, price (cost), and flexibility. Then categorizing the 
performance measures into four groups: Quality, time, flexibility and cost. 

2.4.2.1. PERFORMANCE MEASURES RELATING TO QUALITY 

Traditionally quality has been defined in terms of conformance to specification and hence 
quality-based measures of performance have focused on issues such as the number of defects 
produced and the cost of quality. For performance measures relating to quality, the following 
are identified: (1) Performance (2) Features (3) Realiability (4) Conformance (5) Technical 
durability (6) Serviceability (7) Aesthetics Cost (8) Perceived quality (9) Humanity (10) 
Value.                                                                                 

2.4.2.2. PERFORMANCE MEASURES RELATING TO TIME 

Time has been described as both a source of competitive advantage and the fundamental 
measure of manufacturing performance. Under the just-in-time (JIT) manufacturing 
philosophy the production or delivery of goods just too early or just too late is seen as waste. 
Similarly, one of the objectives of optimized production technology (OPT) is the 
minimization of throughput times. For performance measures relating to time, the following 
are identified: (1) Manufacturing lead time (2) Rate of production introduction (3) Deliver 
lead time (4) Due-date performance (5) Frequency of delivery. 
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2.4.2.3. PERFORMANCE MEASURES RELATED TO COST 

These are a set of metrics to understand factory-related costs, that are incurred during   
productions and expenses that occur apart from the actual manufacturing. Along with costs 
such as direct material and direct labor, the cost of manufacturing overhead. For performance 
measures relating to cost, the following are identified: (1) Manufacturing cost (2) Value added 
(3)   Selling price (4) Running cost (5) Service cost. 

2.4.2.4. PERFORMANCE MEASURES RELATING TO FLEXIBILITY 

Slack (1983) identifies range, cost and time as dimensions of flexibility, although he later 
modifies this model so that it includes only range and response, where range refers to the 
issue of how far the manufacturing system can change and response focuses on the question 
of how rapidly and cheaply it can change. Gerwin (1987) observes that very little is known 
about the implications of flexibility for manufacturing management and suggests that part of 
the problem arises from the lack of operational measures of flexibility. For performance 
measures relating to flexibility, the following are identified: (1) Material quality (2) Output 
quality (3) New product (4) Modify product (5) Deliverability (6) Volume (7) Mix (8) 
Resource mix. 

2.4.3. THE PERFORMANCE MEASUREMENT SYSTEM AS AN ENTITY 

The Individual measures of performance focused on the individual measures which together 
constitute a performance measurement system. Performance measurement systems as an 
entity identifies/looks at the various dimensions of a performance measurement system and 
examines the performance measurement system as a whole. 

According to Neely et al. (1995), it is possible to build a performance measurement 
framework around the concepts of results and determinants. Neely et al. (1995), citing Leong, 
et al. (1990) have suggested that the manufacturing task, and hence the key dimensions of 
manufacturing performance, can be defined in terms of quality, time, price (cost), and 
flexibility. Other authors take different stances. Fitzgerald et al.(1991) suggest that there are 
two basic types of performance measures in any organization – those that relate to results 
(competitiveness, financial performance), and those that focus on the determinants of the 
results (quality, flexibility, resource utilization and innovation). Concluding, this suggests that 
it should be possible to build a performance measurement framework around the concepts of 
results and determinants. According to Neely et al. (1995), the best known performance 
measurement framework is Kaplan and Norton’s (1992), the balanced scorecard which is 
based on the principle that a performance measurement system should provide managers with 
sufficient information to address the following questions: (1) How do we look to our 
shareholders (financial perspective)?, (2) What must we excel at (internal business 
perspective)?, (3) How do our customers see us (customer perspective)?, and (4) How can we 
continue to improve and create value (innovation and learning perspective)? 

The balanced scorecard provides a useful framework there is little underlying it, in terms of 
the process of performance measurement system design. In addition, the balanced scorecard 
contains a serious flaw because if a manager were to introduce a set of measures based solely 
on it, he would not be able to answer one of the most fundamental questions of all – what are 
our competitors doing (the competitor perspective)? 

According to Neely et al. (1995), a similar, but lesser known performance measurement 
framework – the performance measurement matrix proposed by Keegan et al (1989), as 
compared with the balanced scorecard, its strength lies in the way it seeks to integrate 
different dimensions of performance, and the fact that it employs the generic terms internal, 
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external, cost and non-cost enhances its flexibility. That is, the performance measurement 
matrix should be able to accommodate any measure which fits within the framework provided 
by the balanced scorecard, while the converse – take, for example, competitor performance – 
may not be true.  

Rather than proposing frameworks, other authors prefer to provide criteria for performance 
measurement system design. Maskell (1989), offers seven principles of performance 
measurement system design: (1) The measures should be directly related to the firm’s 
manufacturing strategy. (2) Non-financial measures should be adopted. (3) It should be 
recognized that measures vary between locations – one measure is not suitable for all 
departments or sites. (4) It should be acknowledged that measures change as circumstances 
do. (5) The measures should be simple and easy to use. (6) The measures should provide fast 
feedback. (7) The measures should be designed so that they stimulate continuous 
improvement rather than simply monitor. 

According to Neely et al. (1995), another issue that has to be considered when designing a 
performance measurement system is conflict, as illustrated by Fry and Cox (1989). They cite 
the case of a firm where the plant manager was primarily concerned with return on 
investment, the product group managers were evaluated according to the number of orders 
that were shipped on time and the supervisors and operatives were measured according to 
standard hours produced. This measurement system encouraged the supervisors and 
operatives to save set-up time by producing batches larger than those scheduled. Hence some 
orders were delayed and the product group managers had to sanction overtime to ensure good 
due-date performance. This, in turn, had a negative impact on the plant’s manager’s 
performance which was measured by return on investment. 

According to Neely et al. (1995), CAMI projects tend to adopt an activity-based approach. 
That is, they focus on the process of doing something, rather than the output. This has 
implications for the performance measurement system design task because, as Deming  
(1986) and others have argued, gaining control over a process, and hence producing things 
right first time, is probably more cost effective than repairing things after the event. 

2.4.4. THE PERFORMANCE MEASUREMENT SYSTEM AND ITS ENVIRONMENT 

Once a performance measurement system has been developed it has to be implemented. 
Amongst other things, the performance measurement system will have to interact with a wider 
environment. There are two fundamental dimensions to this environment. The first is the 
internal environment – that is the organization. The second is the external environment – that 
is the market within which the organization competes. These will be discussed in turn in this 
section. 

2.4.4.1. THE INTERNAL ENVIRONMENT 

According to Neely et al. (1995), the concept of a strategic control system sees performance 
measurement system as a part of a wider system which includes goal setting, feedback, and 
reward or sanction. Business strategists argue that the wider system has to match the business 
strategy. Organizational culturists, such as Weick (1985), suggest that strategies and cultures 
are synonymous. Hence, one can argue that the performance measurement system has to be 
consistent with the organization’s culture. Indeed it is easy to imagine what would happen in a 
culture based on blame if, for example, one were to introduce a measure of the number of 
defects produced by each operation. The culture of the organization would encourage 
everyone to lie. Hence one can question whether there would be any point in introducing such 
a measure. 
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According to Neely et al. (1995), another dimension to the problem arises because of the 
functional structure adopted by many organizations. Shapiro (1977), discusses the conflict 
between marketing and manufacturing and suggests that it is partly a result of the evaluation 
and reward systems used in many firms. 

According to Neely et al. (1995), at a higher level, KPMG, a UK management consultancy, 
reports that “increasing numbers of executive directors of KPMG client companies express 
concern that the information they receive neither enables them to measure performance 
against their chosen strategy and objectives, nor helps them in their strategic-decision making 
process. The common complaints are of too much data and too little analysis”. 

According to Neely et al. (1995), Crawford and Cox (1990), suggest that instead of trying to 
link measures to the manufacturing strategy, the organization’s culture or the product life 
cycle, one should seek to integrate the measures and the manufacturing system. They 
therefore conducted a series of case studies and suggest that the following guidelines can be 
used to design a performance measurement system suitable for a just-in-time (JIT) 
manufacturing environment: (1) Performance to schedule criteria should evaluate group, not 
individual, work. (2)  Specific numeric standards, or goals, should be established for the 
performance to schedule criteria and these goals should be revised once they have been met. 
(3) Specific numeric standards are not required for inventory and quality criteria; improving 
trends are needed. (4) Performance criteria should be measured in ways that are easily 
understood by those whose performance is being evaluated. (5)  Performance data should be 
collected, where possible, by those whose performance is being evaluated. (6)  Graphs should 
be the primary method of reporting performance data. (7) Performance data should be 
available for constant review. (8) Schedule performance should be reported daily or weekly. 
(9) A monthly reporting cycle for inventory performance and quality performance is 
sufficient. (10) The reporting system should not replace frequently held performance review 
meetings. 

2.4.4.2. THE EXTERNAL ENVIRONMENT 

The external environment is assumed to consist of two distinct elements – customers and 
competitors. A truly balanced performance measurement system would provide managers 
with information relating to both of these. One technique that can be used to do this is 
benchmarking, although benchmarking does not have to focus on competitors. Indeed there 
are four basic types of benchmarking: 

Internal: Internal to a corporation, but perhaps external to a plant or a particular business unit. 
One of the major advantages of internal benchmarking is that it minimizes problems of access 
and data confidentiality. 

Competitive:  This is probably the most beneficial form of benchmarking, but the collection of 
data which is directly comparable is very difficult. 

 Functional:  This involves functional comparison with companies which are similar, but not 
direct competitors. 

Generic: The study and comparison of truly generic business process, e.g. order entry, 
invoicing. 

According to Neely et al. (1995), some authors see benchmarking as a means of identifying 
improvement opportunities as well as monitoring the performance of competitors. Young 
(1993), for example, argues that benchmarking is being used in this way by many large 
companies. He proposes that as most of the low hanging fruit has been picked the 
identification of improvement opportunities is becoming increasingly difficult. Hence 
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managers are adopting benchmarking as a means of searching for best practice and new ideas. 
He identifies four steps in the benchmarking process: (1) planning; (2) analysis; (3) 
integration; (4) action. Of course one danger with this approach is that the company that is 
searching for best practice will always be following rather than leading. In terms of 
performance measurement system design, Oge and Dickinson (1990), suggest that firms 
should adopt closed loop performance management systems which combine periodic 
benchmarking with ongoing monitoring/measurement. 

 

2.5. DILEMMAS IN PERFORMANCE MEASUREMENT 

When adopting performance measurement systems, organizations should not forget that there 
are other ways of managing performance. According to Halachmi (2005), performance 
management can take many forms from dealing with issues internal to the organization to 
catering to stakeholders or handling issues in its environment. Performance management 
involves the use of both quantitative and qualitative techniques and paying due attention to 
the human (behavioral) side of the enterprise. 

According to Halachmi (2005), after some decades of endeavor in this field we have reached 
the point where every manager is now confronted with the need to select and implement 
performance measures that will make their organization more accountable and effective and 
responsive to client’s needs. But the knowledge built up over these decades has not 
necessarily made the task any easier, because over that period of time the number of different 
frameworks for evaluation has proliferated. The selection of appropriate measures has become 
a confusing task; it is not driven by any conviction that the application of measures will have 
any impact on actual performance. It seems that none of us can answer the question “does 
performance measurement improve organizational effectiveness?”. Performance 
measurement must be considered along with its possible dysfunctions …the cost of 
introducing and using performance measurement may exceed the potential benefits that may 
not even materialize  

Measuring and evaluating performance, for example by using a Balanced Scorecard is 
currently a topical subject in both management literature and in practice. However, the 
effectiveness of performance measurement procedures in terms of, for example, more goal-
directed behavior, better personnel motivation, or better decision-making, is not clear: both 
positive and negative effects have been reported. Why the impact of a certain type of 
performance measurement is positive in one particular situation and negative in another is not 
always clear. If this is the case, then it would seem that, in order to have an effective 
performance measurement process, not only must the format and function of the measurement 
procedures them-selves be correct, but also the people involved in the design and use of these 
systems should demonstrate ethical behavior (Drongelen and Fisscher 2003). 

 

2.6. BUSINESS AND MANUFACTURING STRATEGY 

Strategy is the direction and scope of an organization over the long term, which achieves 
advantage in a changing environment through its configuration of recourses and competences 
with the aim of fulfilling stakeholder expectation (Johnson et al 2006). 

The complexity coming from organizational size and rate of change in the sector influences 
the strategy to be implemented by the organization. Strategy can either be designed or it can 
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emerge due to the environmental or economic situation. In this sense Mintberg (1994), 
identifies three types of strategy: intended, realized and emergent strategies. 

Intended strategy is strategy as conceived of by the top management team. Here, rationality is 
limited and the intended strategy is the result of a process of negotiation, bargaining, and 
compromise, involving many individuals and groups within the organization. 

Realized strategy is the actual strategy that is implemented. Here, it is only partly related to 
that which was intended.  

Emergent strategy is the decision that emerges from the complex processes in which 
individual managers interpret the intended strategy and adapt to changing external 
circumstances. Emergent strategy is the primary determinant of realized strategy. 

2.6.1. BUSINESS–LEVEL STRATEGY  

Business–level strategy is about how to compete successfully in particular markets (Johnson 
et al 2006). Business strategy is concerned with how to compete in defined product markets. 
Questions such as “How can we differentiate ourselves from competitors to create value in the 
market place?” or “How can we offer something unique and valuable to our targeted 
customers?” are typical of business-level strategy (Simons 2000). 

The external business environment, internal capabilities of organizations and the expectation 
and influences of stakeholders are all potential influences on the development of business-
level strategy. Business-level strategy is all about organizations developing a good 
competitive strategy. Competitive strategy is concerned with the basis on which a business 
unit might achieve competitive advantage over its competitors in the market. Competitive 
strategy in an organization is created in the separate business units of the organization and to 
develop a good competitive strategy the organization must be able to identify its strategic 
business units. 

2.6.1.1. STRATEGIC BUSINESS UNITS (SBU)  

It is a part of an organization for which there is a distinct external market for goods and 
services that is different from another strategic business unit. As mentioned above 
identification of an organization’s strategic business unit is essential to the development of 
business-level strategy, since they vary from one SBU to another. There are two criteria for 
identifying SBU: external and internal criteria. 

External Criteria: It is about the nature of the market place for different parts of the 
organization. Two parts of an organization are regarded as the same SBU if they target the 
same customer types, through the same sorts of channels and facing the same competitors. For 
example, a unit tailoring products/services to specific local needs cannot belong to the same 
SBU as another that offers standardized products or services globally. 

Internal Criteria: It is about the nature of an organization’s strategic capability – its resources 
and competence. Two parts of an organization are regarded as the same SBU, if they have 
similar products/services built on similar technologies and sharing a similar set of resources 
and competences. This means that cost structure of the units will be similar. A company 
producing imaging and photographic materials, the unit offering film-based products is not 
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the same SBU as those offering photography products – even though they are addressing the 
same customers through the same market. 

2.6.1.2. BASES OF COMPETITIVE ADVANTAGE  

Business-level strategy is all about organizations developing a good competitive strategy and 
competitive strategy is concerned with the basis on which a business unit might achieve 
competitive advantage over its competitors in the market. For public service organizations, 
the basis on which the organization chooses to sustain the quality of it services within the 
agreed budgets, is how it provides best value. 

Michael Porter proposed three different generic strategies by which an organization could 
achieve competitive advantage. These were: overall cost leadership, differentiation and focus. 
Overall cost leadership exists when the firm is able to deliver the same benefit as competitors 
but at a lower cost. Differentiations exist when the firm is able to deliver benefits that exceed 
those of competing products. These are based on the principle that organizations achieve 
competitive advantage by providing their customers with what they want, or need, better or 
more effectively than competitors.  

A resource-based view emphasizes that the firm utilizes its resources and capabilities to create 
a competitive advantage that ultimately results in superior value creation. Resources are the 
firm’s specific assets useful for creating a cost or differentiation advantage that few 
competitors can acquire easily. These includes: patents and trademarks, proprietary know-
how, reputation of the firm, brand quality etc. Capabilities are the firm’s ability to utilize its 
resources effectively. An example is the ability to bring a product to market faster than 
competitors.  

2.6.2. MANUFACTURING STRATEGY 

For most industrial companies, the manufacturing operation is the largest, the most complex, 
and the most difficult-to-manage component of the firm. Because of this, firms must have 
comprehensive manufacturing strategies. Manufacturing strategy is a critical part of the firm's 
corporate and business strategies, comprising a set of well-coordinated objectives and action 
programs aimed at securing a long-term, sustainable advantage over competitors. It should be 
consistent with the firm's overall strategies, as well as with other functional strategies (Fine 
and Hax 1985) 

According to Swamidass & Newell (1987), manufacturing strategy is view as the effective 
use of manufacturing strengths as a competitive weapon for the achievement of business and 
corporate goals. Manufacturing strategy reflects the goals and strategies of the business, and 
enables the manufacturing functions to contribute to the long-term competiveness and 
performance of the business.  

According to Bourne (2002), a manufacturing strategy is defined by a pattern of actions, both 
structural and infrastructural, which determine the capability of a manufacturing system and 
specify how it will operate to meet a set of manufacturing objectives which are consistent 
with overall business objectives  

These definitions draws attention to the core notions of manufacturing strategy: strategy 
recognised as a pattern of actions, consistency between manufacturing objectives and business 
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objectives and structural and infrastructural decision, encompassing all manufacturing 
strategy decisions.  

2.6.2.1. MANUFACTURING OBJECTIVES  

According to Bourne (2002), there exist a supportive relationship between manufacturing and 
business strategy, and this relationship results into manufacturing objectives. These objectives 
normally fall into four categories: Flexibility: Which can be specified in many dimensions 
from the speed with which a 25% capacity increase can be implemented to the number of 
different products that can be made in one shift without incurring extra costs? Quality: Which 
can be measured in a myriad of ways from warranty returns to production yields. Time: For 
example, throughput time or order lead-time. Cost: For example, a cost base reducing at a 
certain rate.  

2.6.2.2. STRATEGIC DECISION AREAS  

These are the areas that must be addressed in developing a manufacturing strategy. They are 
well agreed, they include: 

Structural decision areas: Capacity – capacity flexibility, shift patterns, temporary 
subcontracting policies. Facilities – the size, location and focus of manufacturing resources. 
Manufacturing process technology – degree of automation, technology choices, configuration 
of equipment into lines, cells, etc., maintenance policies and the potential for developing new 
processes in-house. Vertical integration – strategic make versus buy decisions, supplier 
policies, extent of dependence on suppliers. 

Infrastructural decision areas: Organisation – structure, accountabilities and responsibilities. 
Quality policy – quality assurance and quality control policies and practices. Production 
control – production and material control systems. Human resources – recruitment, training 
and development, culture and management style. New product introduction – design for 
manufacture guidelines, introduction stages, organisational aspects. Performance 
measurement and reward – financial and non-financial performance management and links to 
recognition and reward systems. 

Difficulties in formulating manufacturing strategy arise from the fact that these decision areas 
interact. Changing policy in one area affects other areas. For example, a decision to 
implement total quality management (TQM) may have severe implementation difficulties if it 
is not appreciated that a sympathetic management style or culture is also required. If a 
decision is taken to implement a cell approach to manufacturing it must be appreciated that 
cultural, organisational and manufacturing control factors may need to be updated along with 
machine layout (Bourne 2002).  

2.6.2.3. MANUFACTURING’S STRATEGIC ROLE 

Manufacturing can contribute to business strategy in various ways and the following four 
stages in the development of Manufacturing’s strategic role have been suggested. A 
manufacturing function cannot simply choose its role, it can only develop its role from its 
current state:  

Internally neutral: The objective is to minimise the negative impact of the manufacturing 
function. In this role Manufacturing is regarded as a millstone, a necessary evil. 

Externally neutral: The objective is to maintain parity with competitors, usually by following 
industry practice. Here Manufacturing is regarded as necessary but is (or is thought to be) 
incapable of providing serious competitive or strategic impact. Other factors, perhaps 
marketing and/or product design reign supreme.  
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Internally supportive: Manufacturing exists to support business strategy. Manufacturing 
investments are checked for consistency at the business level and the implications of business 
strategy changes for Manufacturing are considered. Manufacturing is recognised as important 
to the business, it has strategic impact but at a low, supportive level.  

Externally supportive: Manufacturing capabilities shape business strategy in terms of the 
types of products developed and the ways in which markets are addressed. Manufacturing 
leads rather than follows, and executes long-range programs to acquire capabilities in advance 
of needs.  

According to Bourne (2002), Japanese consumer goods manufacturers (like Sony) have 
invested heavily in the production processes necessary to assemble printed circuit boards with 
the smallest chip components available and unpackaged integrated circuits. Such investments 
enable the smallest video cameras and handheld communications products to be manufactured 
and sold at premium prices. A general manager from a firm where manufacturing’s strategic 
role is internally neutral is likely to fundamentally disagree with general managers and 
manufacturing directors whose experience is with manufacturing leading strategy 
development. This may be in spite of the fact that manufacturing employs the lion’s share of 
his company’s workforce and assets and that, decisions on the future manufacturing processes 
needed by the company may be among the most long-term, expensive and hard to reverse 
he/she will have to make. These strategic roles can be important to the strategy formulation 
stages of the process.  

2.6.2.4. BEST-PRACTICE STRATEGIES 

The success of Japanese manufacturing and the lack of success of some European and US 
industries have generated interest in manufacturing strategy from industrialists, consultants 
and academics. This has also led to a proliferation of what is call best practice strategies like 
TQM (total quality management), JIT (just in time), TPM (total productive maintenance), 
Empowerment, Supply Chain Integration Lean Manufacturing and World-class 
Manufacturing (Bourne 2002). 

The advantage of such strategies to businesses is their accessibility via training, publications 
and consultancy. The potential disadvantages are twofold. Firstly, as strategic requirements 
change, the business is in the same state as before – needing external help to adapt its 
manufacturing policies to new situations. Secondly, none of these best-practice strategies 
cover all the strategic areas within Manufacturing and thus their blind implementation is 
potentially dangerous. Nevertheless, many companies have achieved significant 
improvements by adopting best-practice strategies, successfully crafting them onto their 
existing situation (Bourne (2002). 

 

2.7. STRATEGIC PERFORMANCE MEASUREMENT (SPM) 

Managerial accounting is evolving to encompass a more strategic approach that emphasizes 
the identification, measurement, and management of the key financial and non-financial 
drivers of strategic success and shareholder value. In response, many firms are adopting 
strategic performance measurement (SPM) systems that: (1) provide information that allows 
the firm to identify the strategies offering the highest potential for achieving the firm’s 
objectives, and (2) align management processes, such as target setting, decision-making, and 
performance evaluation, with the achievement of the chosen strategic objectives (Ittnera et al. 
2003).  
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A study by the Conference Board defines strategic performance measurement (SPM) as a 
system that ‘‘translates business strategies into deliverable results. SPM systems combine 
financial, strategic, and operating business measures to gauge how well a company meets its 
targets’’ (Ittnera et al. 2003).  

There appears to be an underlying assumption in the performance measurement and 
management literature that an organisation’s performance measures should be regularly 
reviewed to ensure alignment with strategy. If this is not done then changes in priorities 
resulting from changes in strategy may render performance measurement irrelevant or even 
counterproductive. While Skinner (1969, 1971), was one of the first in the manufacturing 
literature to contend that the operational performance measures used should reinforce the 
organisation’s strategic objectives, more recent studies of world-class manufacturing 
organisations have found evidence of a consistency between performance measures and 
systems with manufacturing and organisational objectives (Johnston and Pongatichat 2008). 

Managerial decisions and directions are critical for long-term success of an organization, 
ensuring the strategic success drivers are being achieved. SPM is a formal way of focusing 
not only the organization but employees in the company in each department or function. 
There are views that operational measures need to be derived from organisations strategy and 
should support organisations strategy. 

According to Wouters and Sportel (2005), a performance measurement system aims to 
support the implementation and monitoring of strategic initiatives. The definition of 
performance measures and the setting of targets for these measures are concrete formulations 
of the firm’s strategic choices. In their review of the literature Wouters and Sportel concluded, 
performance measurement systems need to be clearly linked to the operational strategy of the 
organization.  

A congruence of measures and objectives helps an organisation to link its operations to 
strategic goals. However, there is also a view that not all operational measures will 
necessarily be linked to strategy or strategic objectives. There are measurement systems 
within businesses that will only have operational goals, which may or may not be implicitly or 
explicitly linked to strategy. On the other hand, the lack of alignment between performance 
measurement and business strategy in traditional models has been found to be one of the main 
obstacles to achieving the expected results from a performance measurement system 
(Johnston and Pongatichat 2008).  

2.7.1. CONTINGENCY APPROACHES TO STRATEGIC PERFORMANCE 
MEASUREMENT SYSTEMS 

According to Johnston and Pongatichat (2008), academic research on contingency approaches 
to strategic performance measurement falls into three categories. These studies focused on the 
influence of perceived environmental uncertainty (PEU) on management accounting systems. 
Secondly, studies directly examine the effects of organizational strategy on performance 
measurement choices, the relation between these choices and organizational performance. 
And, thirdly, studies provide evidence on the associations between specific manufacturing 
strategies or value drivers (such as quality and flexibility), the choice of performance 
measures, and manufacturing performance. 

Studies focused on the influence of perceived environmental uncertainty (PEU) on 
management accounting systems: The literature perceived environmental uncertainty relates 
PEU to the extent to which the firm’s competitive environment is highly dynamic and 
unpredictable, factors that are likely to be highly correlated with the extent to which the firm’s 
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strategy is focused on innovation and growth (e.g Dent, 1990; Langfield- Smith, 1997). 
Larcker (1981) and Gordon and Narayanan (1984), for example, examine the relation between 
PEU and three performance measurement system attributes: focus (internal vs. external 
measures), quantification (financial vs. non-financial measures), and time horizon (historical 
vs. future oriented), with mixed results. Larcker’s (1981) study of strategic capital budgeting 
decisions finds no association between environmental characteristics and variations in the 
perceived importance of these measurement attributes. 

In contrast, Gordon and Narayanan (1984), find a significant positive association between 
PEU and the perceived importance of externally-oriented, non-financial, and ex-ante 
information. Chenhall and Morris (1986), examine the association between PEU and the 
perceived usefulness of four management accounting system attributes: scope (i.e., the 
external, non-financial, and future-oriented attributes examined in the two previous studies), 
timeliness, aggregation (i.e., the level of aggregation by time period and functional area and 
the use of analytical or decision models), and integration (i.e., the setting of precise targets for 
activities and their interdependencies and the reporting of intra-sub-unit-interactions).They 
find significant positive associations between PEU and preferences for broader scope and 
more timely information, but no associations with aggregation and integration preferences. 
None of these studies investigates performance consequences. 

Studies that directly examine the effects of organizational strategy on performance 
measurement choices, the relation between these choices and organizational performance: 
Recent studies directly examine the effects of organizational strategy on performance 
measurement choices, and the relation between these choices and organizational performance. 
These studies typically measure strategy as a continuum between firms following a defender, 
harvest, or cost leadership strategy and firms following a prospector, build, or innovation 
strategy. The majority of these studies find significant relations between the organization’s 
strategy and performance measurement system, with a smaller set of studies also finding 
higher organizational performance when measurement is more closely aligned with the 
chosen strategy. Simons (1987), and Govindarajan (1988), for example, find higher 
performance in organizations following defender or low cost strategies when bonuses are 
based on budget targets. Govindarajan and Gupta (1985), also find that greater reliance on 
nonfinancial compensation criteria has a stronger positive impact in organizations following a 
build strategy than in those following a harvest strategy. Studies by Abernethy and Guthrie 
(1994), Chong and Chong (1997), and Bouwens and Abernethy (2000), among others, 
generally support the hypothesis that broad scope performance measurement systems are 
associated with higher (self-reported) performance in companies following prospector or 
differentiation strategies. 

Studies that provide evidence on the associations between specific manufacturing strategies 
or value drivers (such as quality and flexibility), the choice of performance measures, and 
manufacturing performance: These set of studies provides evidence on the associations 
between specific manufacturing strategies or value drivers (such as quality and flexibility), the 
choice of performance measures, and manufacturing performance. This research finds 
systematic links among these choices, with an organization’s emphasis on inventory reduction 
or just-in-time production, quality, or manufacturing flexibility positively associated with the 
provision of non-financial measures and goals and greater emphasis on non-financial 
measures in reward systems. However, empirical support for the hypothesized performance 
benefits from these measurement practices is mixed, with some studies finding positive 
performance effects when manufacturing strategies are aligned with measurement systems 
(e.g., Abernethy & Lillis, 1995), others finding mixed results depending upon the type of 
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performance measurement attribute being examined or the extent to which other 
manufacturing improvement practices are implemented (e.g., Ittner and Larcker, 1995; Sim 
and Killough, 1998), and others finding no significant associations (e.g., Pererra, Harrison, & 
Poole, 1997; Young and Selto, 1991). 

2.7.2. BENEFITS OF STRATEGY-ALIGNED PERFORMANCE MEASUREMENT 

Johnston and Pongatichat (2008), summarizes the benefits of strategy-aligned performance 
measurement as follows: (1) Informing the organisation about strategic direction. (2) 
Communicating strategic priorities. (3) Creating a shared understanding.  (4) Monitoring and 
tracking the implementation of strategy. (5) Aligning short-term actions with long-term 
strategy. (6) Encouraging behaviour consistent with strategy.  (7) Making both goals and 
means visible. (8) Making clear the links between the performance of individuals and sub-
units, and sub-units and overall organisational performance. (9) Promoting integration among 
various organisational processes. (10) Limiting overemphasis on local objectives, thus 
reducing sub-optimization. (11) Focusing change efforts. (12) Permitting and encouraging 
organisational learning. 

 

2.8. STRATEGIC PERFORMANCE MEASUREMENT SYSTEMS (SPMS) 

Strategic Performance measurement systems combine financial, strategic, and operating 
business measures to gauge how well a company meets its targets, evaluating management's 
success in improving operating efficiency and adding value for shareholders. Numerous 
researchers claimed that strategic performance measurement system plays an important role to 
assist organization to gain and sustain its competitive advantage. 

According to Chenhall (2005), there is considerable interest in the role of strategic 
performance measurement systems (SPMS), such as balanced scorecards, in assisting 
managers develop competitive strategies. A distinctive feature of SPMS is that they are 
designed to present managers with financial and non-financial measures covering different 
perspectives which, in combination, provide a way of translating strategy into a coherent set 
of performance measures. A distinctive feature of these strategic performance measurement 
systems (SPMS) is that they are designed to present managers with financial and non-
financial measures covering different perspectives which, in combination, provide a way of 
translating strategy into a coherent set of performance measures. The perspectives that are 
relevant to profit orientated companies most often include financial, customers, internal 
processes and long-term innovation. This system of associated measures has the potential to 
identify the cause-effect linkages that describe the way operations are related to the 
organization’s strategy. The aim is to provide a rational framework to formulate and 
implement strategies. 

2.8.1. THE IMPORTANCE OF STRATEGIC PERFORMANCE MEASUREMENT 
SYSTEMS 

Chenhall (2005), summarizes the importance of strategic performance measurement systems 
as follows; (1) SPMS improve an organization’s ability to be competitive, in terms of its 
specific strategic priorities. (2) SPMS assist in developing strategic advantage by formulating 
and implementing strategies in ways that ensure the value chain is compatible with strategies. 
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(3) SPMS have a role in ensuring that the organization learns so that it can maintain its 
competitiveness in the future. 

 

2.9. SPMS AND STRATEGIC ALIGNMENT OF MANUFACTURING 

Communication and information theories provide the basis to predict that integrative SPMS 
can assist in developing a strategic alignment of manufacturing (e.g Guetzkow, 1965; Krone, 
Jablin, & Putnam, 1987). Information theories consider the importance of effective routing of 
potentially synergistic information across the organization. This routing involves horizontal 
and vertical communications and assists in coordinating information between managers who 
are not aware of where information may be used, or of the existence of potentially useful 
information. Specifically, the achievement of a strategic alignment of manufacturing requires 
information to ensure there is effective coordination between strategy and manufacturing and 
between manufacturing and other functions. The role of manufacturing as a means of 
formulating and achieving strategic priorities requires a complementary, organizational-wide 
information system which ensures that manufacturing systems are provided with appropriate 
information (Chenhall 2005).     

It is the integrative nature of SPMS that assists strategic alignment of manufacturing. This 
involves combining performance measures so that manufacturing decisions can be assessed in 
terms of their coherence with strategies concerning financial returns, customers, processes and 
innovation (e.g Dixon et al., 1990; Lynch & Cross, 1995). That is, integrative SPMS can 
assist alignment by explicitly identifying, measuring and communicating to managers the 
effects of linkages between manufacturing, consumers and financial outcomes. This involves 
identifying and mapping logical connections between the stages across manufacturing 
processes to ensure consistency of the stages with overall strategy. Importantly, integrative 
SPMS provide motivation for managers to align their operations with strategies (Chenhall 
2005).  

2.9.1. APPROACHES TO STRATEGIC PERFORMANCE MEASUREMENT 
SYSTEMS 

According to Johnston and Pongatichat (2008), there are three approaches to strategic 
performance measurement systems:  

One approach to strategic performance measurement is supplementing traditional financial 
measures with a diverse mix of non-financial measures that are expected to capture key 
strategic performance dimensions that are not accurately reflected in short-term accounting 
measures. As a result, many firms are supplementing financial metrics with a diverse set of 
non-financial performance measures that are believed to provide better information on 
strategic progress and success. Early writings on the balanced scorecard provided 
considerable impetus behind this measurement diversity approach to SPM. Kaplan and 
Norton’s (1992), original balanced scorecard article argues that firms should supplement 
financial measures with non-financial measures focused on three other perspectives: 
customers, internal business processes, and learning and growth. Although the authors noted 
that the specific measures within these categories should be tailored to the firm’s strategy, 
they also claim that these broad perspectives are common across (and should be used with) all 
strategic choices. Other writers have extended these categories by adding additional 
perspectives focused on employees, partners and suppliers, and the environment (e.g., 
Edvinsson & Malone, 1997; Schiemann & Lingle, 1999). An assumption in these 
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classification schemes is that measurement across all these categories is necessary regardless 
of the firm’s strategy.  

A second general approach emphasizes the implementation of performance measurement 
systems that are more closely linked to the firm’s specific strategy and value drivers. 
Contingency theory has long held that control systems must be aligned with organizational 
characteristics such as firm strategy. Similarly, economic theories contend that the optimal 
design of a firm’s information and reward systems is a function of the firm’s business strategy 
(e.g. Brickley, Smith, & Zimmerman, 1997; Milgrom & Roberts, 1992). 

More recently, advocates of this SPM approach have extended these theories to argue that a 
key element in managing the links between strategy and performance is identifying and 
measuring the specific factors or value drivers that actually lead to strategic success or firm 
value (e.g Ittner & Larcker, 2001). By linking strategies to their underlying value drivers, and 
tying information systems, goals and objectives, resource allocation, and performance 
evaluation to these drivers, SPM systems are expected to improve communication of the 
specific actions required to achieve the chosen strategy, motivate performance against 
strategic value driver goals, and provide more rapid feedback on whether the strategy is 
achieving its objectives. In addition, the SPM literature increasingly argues that the value 
driver analysis should not only influence the design and use of measurement systems, but 
should also affect external disclosure requirements (e.g., Black, Wright, Bachman, Makall, & 
Wright, 1998; Eccles, Herz, Keegan, & Phillips, 2001; Gates, 1999). This use of SPM 
systems is consistent with calls in the financial accounting community for greater disclosure 
of information on key value drivers (e.g., American Institute of Certified Public Accountants, 
1994; Financial Accounting Standards Board, 2001; Wallman, 1995). 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER THREE: RESEARCH METHODOLOGY
 

This chapter covers the approach/design used by the researcher to answer the research 
questions and explains why the approach/design was chosen. This section provides a detailed 
explanation of the procedure the researcher used to arrive at various conclusions in the study. 
This chapter includes: the research design, methodology approach, method of data collection, 
data collection instrument, method of data analysis and validity and reliability. 

 

3.1. RESEARCH DESIGN 

According to Ghauri and Grønhaug (2005), a research design is the overall plan for relating 
the conceptual research problem to relevant and practicable empirical research. In order 
words, the research design provides a plan or framework for data collection and its analysis.  

There are three types of research design exploratory, descriptive and causal. Based on the 
research questions and objectives of this study, the research design selected is the exploratory 
design. With exploratory research you may have initially been uncertain about some major 
aspects and therefore needed to investigate these issues.   

This research is exploratory, aimed at investigating/evaluating the case on performance 
measurement based on the research questions. The research aims at answering the research 
questions developed in the earlier section. A qualitative research method is engaged in this 
study. The main emphasis of the qualitative method is to gain insight of the organization’s 
operations and to construct explanations or theory. 

 

3.2. METHODOLOGY APPROACH - CASE STUDY 

According to Yin (2003), a case study is an empirical inquiry that investigates a contemporary 
phenomenon within its real-life context, especially when the boundaries between phenomenon 
and context are not clearly evident.  

In business studies, case study research is particularly useful when the phenomenon under 
investigation is difficult to study outside its natural setting and also when the concepts and 
variables under study are difficult to quantify (Ghauri & Grønhaug 2005).  

The case study research is often associated with descriptive or exploratory research, without 
being restricted to these areas. With case study research, the researcher need to have sufficient 
information to characterize and explain the unique features of the case, as well as the ability to 
study the case in different dimensions and then to construct explanations. Different types of 
case study designs can be characterised through the number of cases they employ. Thus, case 
study designs can have either be single-case design or multiple-case design. 

Single-case studies are appropriate in circumstances where, the case represents a critical case 
for testing a well-formulated theory, the case is an extreme or unique case, or the case 
provides a revelatory case for exploring certain aspects of a phenomenon. Single-case design 
can also provide an applicable means to studies of explorative nature (Yin 2003). Through 
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using multiple-case study designs it is possible to replicate the case and thus, make use of the 
research evidence gained from cross-analysis of all the multiple cases. However, despite their 
often-proposed more compelling evidence, multiple case studies can be difficult to conduct 
(Yin 2003). Multiple-case studies often require time and extensive resources. There might 
also be situations where the use of multiple cases is not possible, as several alternative cases 
may be difficult to locate and get access to, so that real cross-analysis could be made between 
them (Yin 2003). 

This study represents a single-case study design, which means that only one case has been 
taken under investigation. The phenomenon under investigation, performance measurement in 
a manufacturing company could as well be replicated and thus making use of the research 
evidence gained from cross-analysis of all the multiple cases. According to Yin (2003), 
external conditions may influence a case remarkably, which means that especially in 
conducting multiple-case studies these external variables may make replication and cross-
analysis very difficult. This research is a critical case of testing well formulated 
recommendations and suggestions of recent performance measurement literature. Mindful of 
the time and extensive resources involve in multiple-case studies it was easier to consider a 
single-case design. The single-case setting enhances thorough concentration on making sense 
of the various aspects of the case. 

In addition to the rationale behind selecting a single-case over a multiple-case study, in this 
study Alfa Laval Lund AB was considered as the case for the following reasons: (1) It is a 
manufacturing company, (2) Its working language is English language, (3) The company was 
accessible to the researcher and (4) Its was difficult to locate and gain access to a group of 
cases with similar standards. 

 

3.3. METHOD OF DATA COLLECTION 

The research method applied in this study is qualitative and data was sourced by primary and 
secondary data. Yin (2003) has identified six sources of evidence that work well in qualitative 
research settings: documentation, archival records, interviews, direct observations, 
participant-observation and physical artefacts. In this research, the most important method 
data was collected was by an interview, utilizing a questionnaire and electronic database. 

Primary Data: This refers to first hand information collected mainly for the research and most 
often it provide appropriate answers to the research questions. In this research, the primary 
data was collected through an interview and by utilizing a self administered questionnaire. 
The questionnaire items were clearly simplified and structured in a manner void of any 
ambiguity, but there were still some technical performance measurement terms and details. 
The questionnaire included open ended and close ended items, the respondent/interviewee 
provided answers for the close ended items. Then an interview was granted, the purpose of the 
interview was to get a picture of the current situation of the company and to answer the open 
ended items on the questionnaire. The interview was analysed on the basis of the notes made 
during the interview. The respondent/interviewee the Site Manager of Alfa Laval’s Ronneby 
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manufacturing unit was knowledgeable enough of the organization’s performance 
measurement system. 

Secondary data: In addition to the interview and questionnaire, this study also considered date 
collected from the company’s website and fliers. 

 

3.4. DATA COLLECTION INSTRUMENT 

The main data collection instrument employed in this study was the questionnaire. The items 
were aimed at obtaining information about financial/non-financial performance measures, the 
performance measurement system and empirical evidences to establish the relationship 
between performance measurement and strategy. The questionnaire included open ended and 
close ended items structured into six sections. The sections include: 

Questions regarding mission, vision and strategy: This section seeks to understand the 
fundamental purpose/direction of the organization. The existence of the element of direction 
implies that the organization has defined its mission, vision and strategic objectives and that 
the organization’s direction is clear.  

Questions regarding performance measurement: The section was structured to investigate the 
kind of performance framework being used by the organization. The recent performance 
measurement literature suggests, that organizations must use new performance measurement 
approaches such as the balanced scorecard and that measures should be aligned with 
contextual factors such as strategy and organizational structure. 

Questions regarding performance measures: This section included a list of financial and non-
financial measures which are widely used by organizations and are mentioned in the 
professional and academic performance measurement literature. This section is aimed to 
evaluate the measures being monitored by the organization. The concept of performance 
measurement competence suggests that organizations use types of measures that fit with their 
strategy, their organizational structure and the environmental uncertainty that they face.  

Questions regarding performance management process: The section is aimed at 
understanding the performance management process. For the performance measurement 
system to be effective, it has to take into account the strategic and environmental factors 
relating to the business as well as considering the structure of the organization, its processes, 
functions and their relationships.  

Questions regarding the alignment between performance measurement and strategy: This 
section seeks to know if, performance measurement is align/misalign with the organizational 
strategy. There is an assumption in the performance measurement literature that an 
organization’s performance measures should be regularly reviewed to ensure alignment with 
strategy.  

Questions regarding the maintenance of alignment: This section seeks to understand how the 
organization maintains alignment between performance measurement and strategy. There is 
an assumption in the performance measurement literature that, performance measures need to 
be regularly reviewed and adjusted to ensure alignment with strategy.  
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3.5. METHOD OF DATA ANALYSIS 

Analysing qualitative data is about examining, categorising, tabulating and recombining the 
empirical evidence to address the initial propositions of the study (Yin 2003). The purpose of 
analysing qualitative material is to make the material more clear and distinct, making sure not 
to loose the extent of information that the material includes. 

According to Yin (2003), every investigation should start with a general analytic strategy to 
treat evidence fairly, produce compelling analytic conclusions and to rule out alternative 
interpretations. The two main strategy alternatives for case study data analysis is either to rely 
on theoretical propositions derived from literature or to develop a case description. In this 
study, the analytical strategy used is rely on theoretical propositions. According to Yin 
(2003), rely on theoretical propositions is to follow the theoretical propositions that led to 
your case study. The original objectives and design of the case study is base on each 
propositions, which in turn reflected a set of research questions, views of the literature and 
propositions. 

In this study, the empirical findings have been analysed through identifying themes from the 
data. For data reduction, the interview transcript was carefully read to identify points that 
match with the conceptual framework. The empirical findings were made more clear and 
distinct and then compared to the recommendations of the recent performance measurement 
literature. It was then possible to conclude if the company abides by the theoretical 
propositions. 

In evaluating the organisation’s performance measurement system the balanced scorecard was 
used as an ideal model. The balanced scorecard, a model for strategy implementation and 
control developed by Kaplan and Norton seems to be the most visible performance 
measurement model. The list of measures which are being monitored by Alfa Laval was used 
to tabulate an envisaged balanced scorecard. 

 

3.6. VALIDITY AND RELIABILITY 

3.4.1. VALIDITY 

According to Quinton and Smallbone (2006), the key test of validity is presented as ‘was what 
was found a response to the questions originally asked? – Internal validity. A second aspect of 
validity, external validity, is an assessment of whether the results could be applied to other 
contexts or situations and to what extent this may be possible. 

Completing the conceptual framework before conducting the study was done with an 
intention to properly understand the concepts of performance measurement, therefore 
strengthening the validity of the results. Hence, the researcher obtained valid knowledge with 
respect to the questions asked. The case study offers an interesting setting to illustrate the 
theoretical predictions. The use of case studies in qualitative research makes it hard to make 
generalizations. This means that external validity is not a problem with case studies because 
generalization is not an objective of qualitative research. However, it is not possible to 
generalize the results to the population of manufacturing companies. 
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3.4.2. RELIABILITY 

According to Quinton and Smallbone (2006), reliability is seen as an assessment of whether 
the same findings would be obtained if the research were repeated or if someone else 
conducted it. This definition is problematic in business and management research, as any 
social context involving people makes replication of research very difficult. 

This study is qualitative and the data collection was via questionnaire, consisting of 
explanations and observation by the respondent and also information from the company’s 
website. If a similar study with the same purpose is performed, certainly the results will be the 
same, if the mission, objectives and strategy of the company has not changed. However, the 
result of this study is reliable in the context in which it was carried out.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER FOUR: THEORETICAL FRAMEWORK
 

In this chapter the concepts of the balanced scorecard are discussed. This study uses the 
balanced scorecard as an ideal model and the basis of evaluating a performance measurement 
system.  

 

4.1. BALANCE SCORECARD (BSC) 

The balanced scorecard is a strategic planning and management system that is used in 
organizations to align business activities to the vision and strategy of the organization, to 
improve internal and external communications and monitor organization’s performance 
against strategic goals. 

Developed initially in 1992 by Robert Kaplan and David Norton, the Balanced Scorecard took 
an innovative approach to performance measurement, which appealed to many. The founders 
argued that financial measures tell the story of past events and hence are inadequate for 
information age companies. The Balanced Scorecard complements financial measures of past 
performance with measures of the drivers of future performance (Kaplan and Norton, 1996). 
BSC, as a strategic management system integrates financial and non-financial perspectives. In 
each perspective, strategy/vision is translated into specific objectives, goals and measures. 
The objectives and goals along with the designed performance measures are communicated 
throughout the organisation. Targets are planned and set to align with strategic initiatives and 
strategic feedback and learning is enhanced (Paranjape et al. 2006). 

The Balanced Scorecard has emerged in recent years as what can perhaps best be described as 
a strategic control tool. Its high-profile in management seminars and academic debates has 
placed the Balanced Scorecard alongside approaches such as Activity Based 
Costing/Management and Total Quality Management in terms of industry and literary 
attention. The propaganda surrounding the Balanced Scorecard provides evidence that it is the 
key for driving performance in organisations; that it transforms strategic management 
paradigms by placing the emphasis on the enablers instead of on the results; and that it is the 
cockpit which provides all relevant strategic information. According to  Kaplan and Norton 
(1996), `The Balanced Scorecard provides managers with the instrumentation they need to 
navigate to future competitive success'. They claim that it `…addresses a serious deficiency in 
traditional management systems: their inability to link a company's long-term strategy with its 
short-term actions' (Mooraj et al. 1999). 

4.1.2. DEFINITION OF THE BALANCE SCORECARD 

According to Decoene and Bruggeman (2006), Kaplan and Norton (1992, 1996, 2001) 
defined the BSC as a framework to facilitate the translation of the business strategy into 
controllable performance measures. More specifically, the BSC was labelled as a 
comprehensive system of strategically aligned performance measures. 

According to Butler et al. (1997), the Kaplan and Norton Balanced Scorecard is a set of 
measures which gives top managers a fast but comprehensive view of the business and 
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provides answers to the following areas of perspective: customer, internal business process, 
innovation and learning, and financial. It guards against sub-optimization and alerts 
management to risks such as when an improvement in one area is achieved at the expense of 
another. It puts strategy and vision at the centre. In short, it is a management system. It does, 
however, have to be tailored to the needs of each company. 

The Balance Scorecard’s aim is to present management with a concise summary of the key 
success factors of a business, and to facilitate the alignment of business operations with the 
overall strategy (Mooraj et al. 1999).  

The characteristic of comprehensiveness in the BSC involves the provision of performance 
measures in four perspectives, namely – the financial, the customer, the internal business 
process, and the learning and growth perspectives. Learning and growth measures indicate a 
company’s success in developing the personnel and systems necessary for growth and product 
improvement in the long run. Internal business process measures indicate the level of a 
company’s performance with respect to activities that are critical to meet customer and 
financial objectives. Customer-related measures indicate a company’s success in attracting 
and retaining its targeted customers. Financial measures indicate how well a company is 
performing with respect to its profitability targets. The central idea behind the four 
perspectives of the BSC was to complement traditional financial performance measures with 
non-financial performance measures (Decoene and Bruggeman 2006). 

According to Lawrie and Cobbold (2004), Kaplan and Norton don’t provide a clear definition 
of what a balanced scorecard is, focusing instead on how one might be used, or how it relates 
to other organizational attributes. Across their several documents a number of attributes can 
be deduced. Drawing from Kaplan and Norton’s publications prior to 1997, a substantial 
change in balanced scorecard thinking occurred during the mid- to late-1990s, that affects 
how balanced scorecards are described by various authors. According to Lawrie and Cobbold 
(2004), the balanced scorecard has at least the following attributes: (1) A mixture of financial 
and non-financial measures. (2) A limited number of measures, numbering between 15-20  
and 20-25. (3) Measures clustered into four groups called perspectives, originally called 
financial, customer, internal process and innovation and learning, but the last two are renamed 
internal business process and learning and growth. (4) Measures chosen to relate to specific 
strategic goals – usually documented in tables with one or more measure associated with each. 
(5) Measures should be chosen in a way that gains the active endorsement of the senior 
managers of the organisation, reflecting both their privileged access to strategic information, 
and the importance of their endorsement and support of the strategic communications that 
may flow from the balanced scorecard once designed. (6) Some attempt to represent 
causality–though it is ambiguous in Kaplan and Norton’s work what they mean by this.  

Kaplan and Norton describe the innovation of the balanced scorecard as follows: 

"The balanced scorecard retains traditional financial measures. But financial measures tell 
the story of past events, an adequate story for industrial age companies for which investments 
in long-term capabilities and customer relationships were not critical for success. These 
financial measures are inadequate, however, for guiding and evaluating the journey that 



information age companies must make to create future value through investment in customers, 
suppliers, employees, processes, technology, and innovation."   

The original Balanced Scorecard design identified four perspectives which are the financial 
perspective; the customer perspective; the internal-business-process perspective; and the 
learning and growth perspective. The perspectives represent three of the major stakeholders of 
the business (shareholders, customers and employees), thereby ensuring that a holistic view of 
the organisation is used for strategic reflection and implementation. The importance with each 
of these perspectives is that the perspectives themselves and the measures chosen are 
consistent with the corporate strategy. Fig 3: shows how the Balanced Scorecard provides a 
framework, through these four perspectives, for translating strategy into operational themes 
and thereby facilitating the role of management.  

 
Figure 3: The Balanced Scorecard Framework ( Kaplan and Norton 1996) 

4.1.3. EVOLUTION OF THE BALANCE SCORECARD  

The Balanced Scorecard has evolved considerably from its roots as a measure selection 
framework. In the mid 1990s, an improved design method emerged, known as the 2nd 
generation balance scorecards. In the new design, measures were selected based on a set of 
strategic objectives. With this modified approach, the strategic objectives are typically 
distributed across a similar set of perspectives. The design of the balance scorecard has 
continuously been improve upon. Presently, the 3rd generation balanced scorecards represent 
the current state of the art in Scorecard design. 

According to Andersen and Lawrie (2004), since the introduction of balanced scorecard as a 
performance measurement tool in 1992 (Kaplan and Norton, 1992), many changes have been 
made to the physical design, application and the design processes used to implement the tool 
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within organisations – changes that have enhanced the utility of balanced scorecard as a 
strategic management tool ( e.g Shulver et al., 2000; Andersen and Lawrie, 2001). Evolution 
of balanced scorecard, at least in terms of these three parameters, can largely be attributed to 
empirical evidence of changes driven primarily by observed weaknesses in earlier design 
processes rather than in the architecture of the original idea.  

The earliest Balanced Scorecards comprised simple tables broken into four sections - typically 
these perspectives were labeled Financial, Customer, Internal Business Processes, and 
Learning & Growth. The original balanced scorecard concept broke new ground by 
combining financial and non-financial performance measures, linked by grouping these into 
aforementioned perspectives (Kaplan and Norton, 1992). Yet, choosing the most important 
measures to be monitored represented a significant design challenge (Cobbold and Lawrie, 
2002).  

According to Lawrie and Cobbold (2004), from the outset it was clear that the methods used 
to select measures to be included in the balanced scorecard would be critical to its subsequent 
success, both in terms of filtering (organisations typically had access to many more measures 
than were needed to populate the balanced scorecard) and clustering (deciding which 
measures should appear in which perspectives). In their first paper, Kaplan and Norton had 
said little about how this measure selection activity could be done, beyond general assertions 
about the design philosophy, e.g. putting vision and strategy at the centre of the measurement 
system, companies should also attempt to identify and measure the company’s core 
competencies, in addition to measures of time, quality and performance and service, 
companies must remain sensitive to the cost of their products.  

According to Andersen and Lawrie (2004), the second-generation balanced scorecard also 
represented a potential weakness in who made the selection of strategic objectives. Kaplan 
and Norton (1996) proposed that the organisation’s strategy is first analysed by a small group 
comprising key personnel supported by consultants. Their analysis should then be used to 
drive the selection of objectives on behalf of the organisation’s management team. According 
to Cobbold and Lawrie (2002), however, a new design element, destination statement, 
emerged in the late 1990s and new design approaches based on full management participation 
were developed in response to these challenges. Cobbold and Lawrie referred to these 
developments as the emergence of third-generation balanced scorecard. 

According to Lawrie and Cobbold (2004), the third-generation balanced scorecard model is 
based on a refinement of second-generation design, with new features intended to give better 
functionality and more strategic relevance. The origin of the developments stem from the 
issues relating to the validation of strategic objective selection and target setting. These 
triggered the development in the late 1990s of a further design element – the destination 
statement. Destination statements were initially created towards the end of the design process 
by challenging the managers involved to imagine the impact on the organisation of the 
achievement of the strategic objectives chosen earlier in the design process. This integrative 
process helped identify inconsistencies in the profile of objectives chosen (in part addressing 
the type of issues raised by Kennerley and Neely, 2000; Brignall, 2002), and the final 
document was found to be useful in validating the targets chosen for some measures. The idea 



that it would be useful for an organization to have access to a clear statement concerning what 
the organisation is trying to achieve was not new (e.g Senge, 1990; Kotter, 1995): the 
innovation here was simply to realise that such a statement could act as a useful reference 
point for the target setting process. 

 

4.2. BALANCE SCORECARD PERSPECTIVES 

The original Balanced Scorecard design identified four perspectives which are the Customer 
perspective, financial perspective, internal process perspective and innovation and learning 
perspective. The grouping of performance measures in these perspectives is seen to aid in the 
gathering and selection of the appropriate performance measures for each category. In 
manufacturing performance measurement there is a fundamental assumption that a causal 
relationship is overtly recognized between the four perspectives, with innovation and learning 
being the driving force to deliver success in the internal processes, which then in turn will 
meet customer and consequently, shareholder needs. Sim and Koh (2001) suggest correlations 
exist between the four perspectives of the balance scorecard. For example, innovative 
techniques and employee training are positively correlated to shorter product development 
time. Furthermore, customer performance is negatively related to manufacturing costs (i.e. 
lower manufacturing costs are associated with higher customer satisfaction), while 
manufacturing costs are negatively related to sales (i.e. lower manufacturing costs are 
associated with higher sales) and market share (i.e. lower manufacturing costs are associated 
with higher market share). These correlations are illustrated by figure 4 below.   

                            

 

Figure 4: The balanced scorecard for a manufacturing division - a theoretical model (Source: 
Sim and Koh 2001) 

Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          42 

 



Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          43 

 

4.2.1. CUSTOMER PERSPECTIVE  

Many companies today have a corporate mission that focuses on the customer. "To be number 
one in delivering value to customers" is a typical mission statement. How a company is 
performing from its customers' perspective has become, therefore, a priority for top 
management. The balanced scorecard demands that managers translate their general mission 
statement on customer service into specific measures that reflect the factors that really matter 
to customers (Karplan and Norton 2005). 

According to Karplan and Norton (2005), customers' concerns tend to fall into four 
categories: time, quality, performance and service, and cost. Lead time measures the time 
required for the company to meet its customers' needs. For existing products, lead time can be 
measured from the time the company receives an order to the time it actually delivers the 
product or service to the customer. For new products, lead time represents the time to market, 
or how long it takes to bring a new product from the product definition stage to the start of 
shipments. Quality measures the defect level of incoming products as perceived and measured 
by the customer. Quality could also measure on-time delivery -- the accuracy of the 
organization's delivery forecasts. The combination of performance and service measures how 
the company's products or services contribute to creating value for its customers. 

According to Niven (2006), choosing measures for the customer perspective of the scorecard, 
organizations must answer three critical questions: Who are our target customers? What is our 
value proposition in serving them? And what do our customers expect or demand from us? 
Each question offers many challenges to organizations. Most organizations will state they do 
have a target customer audience, yet their action reveal an “all things to all customer” 
strategy. Lack of focus will prevent an organization from differentiating itself from 
competitors. 

Choosing an appropriate value proposition poses no less of a challenge to most firms. Many 
will choose one of the three disciplines articulated below: 

Operational excellence: organizations pursuing an operational excellence discipline focus on 
low price, convenience and often no-frills. 

Product leadership: Product leaders push the envelope of their firm’s products. Constantly 
innovating, they strive to offer simply the best product in the market. 

Customer intimacy: Doing whatever it takes to provide solutions for unique customer’s needs 
defines customer-intimate companies. They do not look for one time transactions but instead 
focus on long-term relationship building through their deep knowledge of customer needs. 

Regardless of the value discipline chosen, these perspectives will normally include measures 
widely used today: for example, customer satisfaction, customer loyalty, market shares and 
customer acquisition. The organization must develop the performance drivers that will lead to 
improvement in these lag indicators of customer success. 
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4.2.2. INTERNAL BUSINESS PERSPECTIVE 

Customer-based measures are important, but they must be translated into measures of what 
the company must do internally to meet its customers' expectations. After all, excellent 
customer performance derives from processes, decisions, and actions occurring throughout an 
organization. Managers need to focus on those critical internal operations that enable them to 
satisfy customer needs. The internal measures for the balanced scorecard should stem from 
the business processes that have the greatest impact on customer satisfaction -- factors that 
affect cycle time, quality, employee skills, and productivity, for example. Companies should 
also attempt to identify and measure their company's core competencies, the critical 
technologies needed to ensure continued market leadership. Companies should decide what 
processes and competencies they must excel at and specify measures for each (Karplan and 
Norton 2005). 

According to Niven (2006), the organization has to identify the key process it must excel at in 
order to continue adding value to customers and ultimately shareholders. Each of the 
customer disciplines (operational excellence, product leadership and customer intimacy) 
entails the efficient operation of specific internal processes in order to serve customers and 
fulfill their value proposition. To satisfy customer and shareholders expectations, 
organizations may have to identify entirely new internal processes rather than focusing efforts 
on the incremental improvement of existing activities. Product development, manufacturing, 
delivery and post-sale service may be represented in this perspective. 

4.2.3. INNOVATION AND LEARNING PERSPECTIVE  

The customer-based and internal business process measures on the balanced scorecard 
identify the parameters that the company considers most important for competitive success. 
But the targets for success keep changing. Intense global competition requires that companies 
make continual improvements to their existing products and processes and have the ability to 
introduce entirely new products with expanded capabilities. A company's ability to innovate, 
improve, and learn ties directly to the company's value. That is, only through the ability to 
launch new products, create more value for customers, and improve operating efficiencies 
continually can a company penetrate new markets and increase revenues and margins -- in 
short, grow and thereby increase shareholder value (Karplan and Norton 2005). 

According to Niven (2006), the objective of the innovation and learning perspective of the 
balance scorecard are really the enablers of the other three perspectives. In essence they are 
the foundation upon which the balance scorecard is built. Once an organization identifies its 
objectives, measures and related initiatives in their customer and internal business 
perspectives, they can be able to discover some gaps between their current organizational 
infrastructure of employee skills (human capital), information systems (information capital) 
and the environment required to maintain success (organizational capital). The objectives and 
measures are design in this perspective will close that gap and ensure sustainable performance 
for the future. 
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4.2.3. FINANCIAL PERSPECTIVES 

Financial performance measures indicate whether the company's strategy, implementation, 
and execution are contributing to bottom-line improvement. Typical financial goals have to do 
with profitability, growth, and shareholder value. For most organizations their financial goals 
are simply to survive, to succeed, and to prosper. Survival is measured by cash flow, success 
by quarterly sales growth and operating income by division and prosperity by increased 
market share by segment and return on equity. 

According to Karplan and Norton (2005), given today's business environment, should senior 
managers even look at the business from a financial perspective? Should they pay attention to 
short-term financial measures like quarterly sales and operating income? Many have criticized 
financial measures because of their well-documented inadequacies, their backward-looking 
focus, and their inability to reflect contemporary value-creating actions. Shareholder value 
analysis, which forecasts future cash flows and discounts them back to a rough estimate of 
current value, is an attempt to make financial analysis more forward-looking. But Shareholder 
value analysis still is based on cash flow rather than on the activities and processes that drive 
cash flow. 

According to Karplan and Norton (2005), some critics go much further in their indictment of 
financial measures. They argue that the terms of competition have changed and that 
traditional financial measures do not improve customer satisfaction, quality, cycle time, and 
employee motivation. In their view, financial performance is the result of operational actions, 
and financial success should be the logical consequence of doing the fundamentals well. In 
other words, companies should stop navigating by financial measures. By making 
fundamental improvements in their operations, the financial numbers will take care of 
themselves, the argument goes. 

According to Niven (2006), financial measures are critical measures of the balance scorecard, 
especially so in for-profit world. The objectives and measures in this perspective tell us 
whether our strategy execution, which is detail through objectives and measures chosen in the 
other perspective is leading to improvement in the bottom line results. An orgainisation can 
focus all its energy on-time delivery, or any number of things, but without an indication of 
their effect on the organisation’s financial returns, they are limited value. 

Assertions that financial measures are unnecessary are incorrect for at least two reasons. A 
well-designed financial-control system can actually enhance rather than inhibit an 
organization's total quality management program. More important, however, the alleged 
linkage between improved operating performance and financial success is actually quite 
tenuous and uncertain (Karplan and Norton 2005). 

 

4.6. BALANCED SCORECARD – CRITICISM 

Atkinson et al. (1997), consider that the balanced scorecard does not properly cohere with the 
stakeholder approach to performance management, as it often fails to effectively address 
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issues relating to employee and supplier contributions and/or the role of the community and is 
biased towards shareholders. 

According to Atkinson et al. (1997), we have no basic quarrel with this process approach to 
performance measurement, we feel that it is incomplete because it (the balance scorecard) 
fails to: (1) Adequately highlight the contributions that employees and suppliers make to help 
the company achieve its objectives. (2) Identify the role of the community in defining the 
environment within which the company works. (3) Identify performance measurement as a 
two-way process, which enables management to assess stakeholders' contributions to the 
company's primary and secondary goals and enables stakeholders to assess whether the 
organization is capable of fulfilling its obligations to them now and in the future. 

The aforementioned view is supported by Neely et al. (2002), according to Neely et al. 
(2002), the balance scorecard downplays the importance of other stakeholders, such as 
employees, suppliers, regulators and communities. 

According to Atkinson (2006), others view this as potentially problematic from another 
perspective. Through its apparent adoption of a stakeholder approach (e.g Otley, 1999), it is 
claimed that if due care is not exercised there is a risk that by seeking to incorporate the 
disparate demands of each key group the resulting Balanced Scorecard can resemble a series 
of four independent and uncoordinated lists of measures (e.g Gering and Mntambo, 2002). 

Significant concerns have been expressed regarding perceived problems in achieving 
congruence between the balanced scorecard and other organisational control systems. 

According to Atkinson  (2006), whilst it is considered vital to integrate strategic and 
budgetary controls (e.g Bungay and Goold, 1991; Otley, 2001), In order to overcome such 
difficulties, for example  Ahn (2001) argues the scorecard should replace rather than 
complement other controls, while Otley (2001) suggests that the challenge is to effectively 
combine the balanced scorecard with long established systems. In this regard, Kaplan and 
Norton (1996) note that many companies have separate procedures and departments for 
dealing with strategic planning and resource allocation/budgeting. They claim that when 
properly carried out the process of creating a balanced scorecard should force companies to 
integrate their strategic planning and budgeting processes – even to the extent that the 
balanced scorecard can completely replace traditional control systems. Moreover, it also 
argued that the scorecard’s claims to support interactive control and double-loop learning 
seem to be somewhat at odds with the rather hierarchical top-down approach thus far 
associated with balanced scorecard development. 

According to Atkinson (2006), albeit widely adopted there are concerns rising about the cost 
effectiveness of performance management initiatives and also a question over the number of 
such initiatives that can be regarded as successful. Professor Claude Lewy, who claimed that 
nearly 70 percent of balanced scorecard implementation projects fail, proposed ten 
commandments for scorecard implementation including: “do use the scorecard as an 
implementation pad for strategic goals” and “don’t use the scorecard for extra top-down 
control”. 
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There is evidence to show that those initiatives that have failed to implement the scorecard 
often did not follow the now well publicised elaborate implementation processes available in 
the literature (Kaplan and Norton, 2004; Bourne et al., 2003); for example, Decoene and 
Bruggeman (2006) recently reported problems experienced due to the lack of middle 
management involvement in establishing the scorecard and as a result the lack of effectively 
translated divisional and functional scorecards linked to incentive programmes (Atkinson 
2006).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER FIVE: CASE STUDY OVERVIEW AND EMPIRICAL  

                                FINDINGS
 

This chapter contains a short description and general information about the case. Furthermore, 
it outlines the current situation of the case as perceived by the researcher and then, presents 
the empirical findings. 

 

5.1. COMPANY OVERVIEW 

Alfa Laval Lund AB, is a Swedish company with headquarters in Lund Sweden. Founded as 
De Laval Cream Separator Co. in the United States in 1883 by Gustaf de Laval and Oscar 
Lamm, the company has grown from a small Swedish firm to the large international group 
today. Alfa Laval is a leading global producer of specialized products and provider of 
solutions to a large number of industries, operating in areas such as: energy, environment 
conservation, food and water supplies and pharmaceuticals. 

Presently Alfa Laval employs approximately 12,000 employees worldwide. A large number 
of these employees work in Sweden, India, Denmark, the US and France. In 2008, gross 
revenue was SEK 27,850 million, a nearly doubled figure since 2003. Alfa Laval has a broad 
geographic coverage and a strong local presence, with 26 large and medium sized 
manufacturing units, 16 in Europe, 6 in Asia, 3 in the US and 1 in Brazil. The company sells 
its products in about 100 countries and has its own sales organizations in over half of these 
countries.  Alfa Laval’s consistent focus on Research and Development has been crucial in 
building, strengthening and developing the company’s global market leadership.  

5.1.1. PRODUCT AND SOLUTIONS 

Alfa Laval Lund AB is the global leader in its three key technologies, heat transfer, separation 
and fluid handling all of which are of vital importance for industrial processes.(1) Heat 
transfer: These, includes various solutions for heat transfer used in most industrial processes. 
Heat exchangers, used to transfer heating or cooling from one fluid to another during 
manufacturing process. (2) Separation: Technology used to separate liquids from other 
liquids, solid particles from liquids and particles from gases. (3) Fluid handling: Fluid 
handling equipment such as pumps, valves, tank equipment and installation material to move 
fluids efficiently and gently. 

Over the years, Alfa Laval has undertaken acquisitions/mergers continuously extending its 
business to cover many different industries. Alfa Laval’s products and solutions are used to 
heat, cool, separate and transport products in industries that produce food stuff and beverages, 
chemicals and petrochemicals, pharmaceuticals, starch, sugar and biofuels. 

5.1.2. ORGANISATIONAL STRUCTURE 

Alfa Laval’s organization today is a result of an extensive change program launched during 
1998. Alfa Laval is organized on the basis of three divisions; (1) Operations Division: in 
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charge of production and supplies of the company’s products, (2) Equipment Division and (3) 
Process Technology Division: in charge of marketing and selling products and solutions.  

The concept is based on both centralization and decentralization. All activities with critical 
mass, excluding sales and marketing, have been centralized and vice versa. Figure 5 below 
shows the organizational structure of Alfa Laval. 

 

 
Figure 5: Alfa Laval Organizational Structure (Source: http://www.alfalaval.com/aboutus/our-
company/organization/pages/organization). 

 

5.2. EMPIRICAL FINDINGS 

5.2.1. EXTERNAL ENVIRONMENT 

The business environment for Alfa Laval has been very stable over the years. Management 
has fixed an estimated growth potential at 5% per annum. The company has consolidated its 
global leadership as a solution provider to the manufacturing industry within its fields of 
production. Their profitability is tied to engineering expertise, efficient production operations 
and economies of scale. Their products and solutions are use across households and in almost 
all industries, thus, resulting to a large customer base. 

The demand for Alfa Laval’s products and solutions decreased towards the end of 2008, due 
to the global financial crisis. However, 2008 was a very good business year for the company 
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with record sales and profits. Due to the decline in demand during the last quarter of 2008, 
restructuring initiatives to reduce capacity and costs have been implemented. 

The global financial crisis, brewing for a while now, started showing its effects in mid 2007 
and into 2008. Stock markets have fallen around the world, many large financial institutions 
have collapsed or have been bought out and governments in even the wealthiest nations have 
had to come up with rescue packages to bail out their financial systems. This has greatly 
affected consumer behavior around the world, resulting in a decline in the demand for goods 
and services. 

The threat of entry in the industry by new companies is relatively low. The main barrier is the 
large financial commitment required to get the first unit of good or service produced, since the 
industry is capital intensive and fairly automated. Though, Alfa Laval is a leader in its field, it 
faces tough competition from other companies (for example Baker Perkins Ltd, UK and GEA 
Group Germany) which are in the same industry. 

5.2.2. BUSINESS AND MANUFACTURING STRATEGY 

Business strategy is all about developing a good competitive strategy. Alfa Laval is a 
customer-focused company and that is the main basis on which its business strategy is 
formulated. As stated in its mission “To optimize the performance of our customers’ 
processes. Time and time again”, its value proposition can be referred to as Customer- 
intimacy. According to Niven (2006), a Customer-intimacy company does whatever it takes 
to provide solutions for unique customer’s needs. They do not look for one time transactions, 
but instead focus on long-term relationship building through their deep knowledge of 
customer needs, thus, improving on their internal processes. Alfa Laval has a broad 
geographic coverage all over the world with a strong local presence, enabling them to get 
closer to their customers, understanding their needs and being able to assess their market 
share and position. Alfa Laval’s business strategy includes acquisition/mergers. During the 
process the status of the targeted company is assessed in compliance with the United Nations 
Global Compact as well as the Organisation for Economic Cooperation and Development 
(OECD) guidelines for multinational enterprises. 

Quarterly, Alfa Laval reviews   its current objectives and strategies. For strategy formulation, 
the various targets are broken down, for each product group and for the various departments.  
To align departmental strategies to organizational strategy, the workers at the shop-floor 
design their action plan to meet up with their targets. 

The main strategy adopted by Alfa Laval for its manufacturing process is to reduce lead-time, 
continuous improvement on product quality and minimizing production cost. The company 
has decentralized its production units, establishing 26 large and medium sized manufacturing 
units all over the world. The manufacturing units have almost the same manufacturing ability 
and the quality of the products manufactured at the various manufacturing units are the same. 
The company reinvests 3.0 % of its annual sales in research and development, resulting in 35-
40 new products annually.  

Alfa Laval reviews and redesigns its strategy quarterly. There are three main reasons 
management changes its strategy; customer behaviour: customers are becoming more 

http://www.unglobalcompact.org/AboutTheGC/TheTenPrinciples/index.html
http://www.unglobalcompact.org/AboutTheGC/TheTenPrinciples/index.html
http://www.oecd.org/


Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          51 

 

demanding about the cost, product quality and performance of the products that they buy and 
expect more variety and product customization. Product innovation: this benefits both the 
customer and the company. New manufacturing technology: this reduces cost of production. 

5.2.3. PERFORMANCE MEASUREMENT 

The local offices under operations, process technology division and equipment division 
measure their performance monthly and reports to the main office. Management uses 
standardized key performance indicators (KPI), both financial and non-financial to define and 
evaluate progress towards its short and long-term organizational goals. The managers for local 
units (for example the Site Managers of manufacturing units) use local KPI to better 
understanding their manufacturing unit. Performance is measured monthly for the following 
reasons: identify success, assess customer satisfaction, understand internal processes and 
assist management in decision making.  

Five levels of performance measurement were identified: corporate level, plant production 
management level, workshop level, group level and individual level. Goals for quality, lead-
time, flexibility, internal efficiency, continuous improvement are implemented at each level. 

5.2.4. PERFORMANCE MEASURES 

Alfa Laval has an established mix of specific financial and non-financial measures. The 
priority for selecting the performance measures were as follows: customer satisfaction, quality 
and delivery. There are categorized into two main groups.  Standard measures:  measures 
each manufacturing unit has to analyze each month as required by general management of 
Alfa Laval and local measures: used by the Site Managers for the analysis of their 
manufacturing unit. The standard monthly KPI do not change, but the local KPI used by site 
manager can be change at any time as he/she desires.  

The appropriateness of performance measures are evaluated every three months. As strategy 
changes the measures are modified to ensure alignment with new strategy. When performance 
measures are changed, the previous measures are used for a period of six months before they 
are completely put out of used, especially when the changes are significant. From 2005 to 
2008 Alfa Laval’s main strategy was to meet up the increase in demand of their products, but 
for 2009 onward their main strategy is to break even, this is due to the global financial crisis. 
For this reason, performance measures are selected to align with new strategy but, that does 
not override the overall strategy of the organization. 

5.2.5. PERFORMANCE MEASUREMENT CURRENTLY BEING MONITORED 

The respondent selected performance measures which are currently being monitored from a 
list of 13 factors. The lists of 13 factors identified 13 dimensions that are considered in 
manufacturing firms. The 13 dimensions considered consisted of 98 measures derived from 
the literature of performance measurement. Table 1 below shows the various performance 
measurement dimensions and performance measures currently being monitored in each 
dimension by Alfa Lava. 

 

 



Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          52 

 

 

 

Customer and Product Sales Production Information 
Average sales order 
 Number of lines or products 
 Number of new customer contacts 
 Number of new customers 
 Number of warranty claims 
 Total sales per region 
 Total sales per sale representative 
 Selling price 
 Customer satisfaction 
 Market shares 
 Number of new products 

 Account receivable turnover 
 Amount of finished good inventory 
 Amount of material scrap produced 
 Amount of raw material inventory 
 Amount of work in process inventory 
 Inventory turnover ratio 
 Number and length of down time 
 Number of units produced 
 Number of machine or plant hours used 
 Quantity of energy consumed 
 Tonnage of production waste produced 
 Unit of output per hours of labour used 
 Unit of output per machine hours used 
 Cost per damaged unit produced 

Financial Ratio/Cost Employee Data 
 Current ratio 
 Profit before tax 
 Return on sales 
 Total costs by department 
 Total expenses 
 Total net cash flows 
 Total of cash disbursements 
 Total of cash receipts 
 Total operating cash flows 
 Manufacturing cost 
 Operating margin 
 Asset turnover 
 Value added 
 Running cost 

 Amount of training expenses 
 Level of absenteeism 
 Number of employee hours 
 Number of new employees 
 Number of worker injuries 
 Percentage staff turnover 
 Rate of incidence of injuries 
 Number of employee hours per shift 

Stock Market Measures 
 Earnings per share 
 Price-earnings ratio 
 Stock price 

Order and Delivery 

Variance of Labour and Material  Backlog in the delivery schedule 
 Length of time from order to delivery 
 Number of customer orders completed 
 Number of customer orders received 

 

 Labour efficiency variance 
 Labour rate variance 
 Materials price variance 
 Materials quantity variance 

 

 

 



Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          53 

 

Quality Revenues and Profit 
 Cost quality 
 Cost reduction resulting from quality    
  product improvement 
 Market share 
 Number of customer complaints 

 Cost of goods sold 
 Gross profit margin 
  Total sales of revenues 
  Net profit 

 

Time 

Account Receivable Manufacturing lead-time 
Rate of production introduction 
Deliver lead time 
Due-date performance 
Frequency of delivery 
Time-to-market for new products 

 Number of doubtful account receivable 
 Total sales per employee 

 

Return on Investment Flexibility 
 Return on equity (ROE) 
 Return on investment (ROI) 
 Customer satisfaction: survey ratings 
 Return on assets (ROA)  
 Return on capital (ROC)  
 Risk adjusted return on capital (RAROC)  
 Return on capital employed (ROCE) 
 Cash flow return on investment (CFROI) 

 

 Material quality 
 Output quality 
 New product 
 Modify product 
 Deliverability 
 Volume 
 Resource mix 

 

 

Table 1: Performance measurement dimensions and measures currently being monitored in 
each dimension. 

5.2.6. PERFORMANCE MEASUREMENT SYSTEM 

Alfa Laval does not use any of the widely recommended performance measurement 
frameworks (for example the balance scorecard or performance prism). Their approach to 
strategic performance measurement is supplementing traditional financial measures with a 
diverse mix of non-financial measures that are expected to capture key strategic performance 
dimensions. 

Alfa Laval has a multidimensional view of performance, when it comes to both different 
perspectives and time horizons. Their PMS supports innovation and learning and is very 
customer-oriented, aim to improve and to monitor. The measurement system makes 
productivity control and comparison between internal functions possible. The system interacts 
with customers and measures the level of customer satisfaction. 
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5.2.7. PERFORMANCE MANAGEMENT 

Organizational Culture: Alfa Laval makes widespread use of high performance management 
practices. Intensive training is the most common practice, allowing shop-floor employees to 
participate in problems solving and strategy design. The organizational culture can best be 
described as an achievement culture. Bititci et al (2004), defines an achievement culture as a 
culture which work is performed out of satisfaction in excellence of work and achievement 
and/or personal commitment to the task or goal. 

The Management Alfa Laval accepts constructive criticisms from employees, contributing to 
continuous organizational improvement. Management meets with employees regularly, 
welcoming feedbacks from employees and criticisms of existing practices. These meetings are 
aimed to promote innovation, solving production and quality control problems.   

Employee appraisal: Alfa Laval performs yearly employee appraisal to determine the 
performance and value of all employees in the company. Alfa Laval considers its employees 
as its greatest assets. This appraisal helps management to: improve performance, identify any 
training needs and identify individual strengths of its employees. 

Implementation of advance manufacturing technology enables Alfa Laval to constantly 
change its manufacturing procedure, thus, leading to improvements in productivity. 

5.2.7. ALIGNING PERFORMANCE MEASUREMENT AND STRATEGY 

Alfa Laval’s strategy changes frequently and performance measures need to be regularly 
reviewed and adjusted to ensure alignment with strategy. Alignment is assessed during 
quarterly meetings. As strategy changes, whether deliberate or emergent alignment at any one 
time can never be 100% and there is always a need for flexibility in alignment. In terms of 
performance measurement and strategy, strategy is more often the cause of misalignment. 

Alignment is created mainly by communication, making employee understand the reason they 
have to achieve their target. When every employee is on the right track toward achieving 
departmental target, organizational goals are achieved and alignment is created. Alignment is 
maintained over time by regular follow up and communication. 

 

 

 

 

 

 

 

 

 



CHAPTER SIX: ANALYSIS AND DISCUSSION
 

In this chapter the empirical findings are analyzed. The various aspects of the subject 
pertaining to the case are discussed and compared to the recent performance measurement 
literature. 

 

6.1. BUSINESS AND MANUFACTURING STRATEGY 

Strategy is the direction and scope of an organization over the long term (Johnson et al 2006). 
According to Bourne (2002), there exist a supportive relationship between manufacturing and 
business strategy, and this relationship results into manufacturing objectives (these objectives 
are flexibility, quality, time and Cost). 

According to Johnston and Pongatichat (2008), there appears to be an underlying assumption 
in the performance measurement and management literature that an organisation’s 
performance measures need to be regularly reviewed and adjusted to ensure alignment with 
strategy. As strategy changes, whether deliberate or emergent whether driven by changes in 
the external environment or internal changes, performance measures need to be reviewed and 
if necessary changed, to ensure alignment with strategy. 

Accordingly, the results are consistent with many of the expectations outlined in the literature. 
Alfa Laval’s business strategy is to improve its internal processes and market positions to 
raise their financial goals/profit.  As reflected in their mission “To optimize the performance 
of our customers’ processes. Time and time again” Alfa Laval is a customer-focus company 
aimed at providing products and solutions for unique customer’s needs. 

Alfa Laval’s strategy has been changing whether deliberate, emergent, or driven by changes 
in the external environment/internal changes. Over the past four years, their overall strategy 
has changed from meeting up with the increase in demand to breaking even due to the global 
financial crisis. 

Alfa Laval main manufacturing strategy is to reduce lead-time, continuous improvement on 
product quality and minimizing production cost. Furthermore, the qualities of the products 
manufactured at the various manufacturing units are the same all over the world. 

Managerial decisions and directions are critical for long-term success of an organization, 
ensuring the strategic success drivers are being achieved. As the drivers of change (those 
factors that cause change to be necessary e.g customer) changes, so does the organizational 
strategy. From the empirical findings three main driver for change were identified: customer 
behavior, product innovation and new manufacturing technology. As stated in the literature 
performance measures and performance measure measurement system needs to be regularly 
reviewed and adjusted to ensure alignment with strategy. Alfa Laval reviews its performance 
measures and performance measurement system quarterly to maintain alignment. 
Furthermore, when measures are considered to be inappropriate, management uses it for six 
month before they are completely discarded, to ensure effectiveness. 
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6.2. PERFORMANCE MEASURES 

According to Gosselin (2005), since the end of the 1980s, academics, consulting firms and 
practitioners have all emphasized the need to give more weight to non-financial measures in 
performance measurement systems. Despite these recommendations, we may expect that 
organizations, especially in the manufacturing industries, will still rely mainly on financial 
measures. 

New approaches to performance measurement suggest that organizations should use more 
non-financial measures than traditional performance measurement systems. Thus, we may 
expect that the extent to which organizations use non-financial measures will be higher in 
firms that have implemented innovations in performance measurement systems such as the 
balanced scorecard or integrated performance measurement system (Gosselin 2005). 

Table 1, page 52/53 shows the performance measures that are currently being monitored by 
Alfa Laval. The respondent selected these performance measures from a list of 13 factors. 
These 13 factors identified 13 dimensions that are considered in manufacturing firms. The 13 
dimensions considered, consisted of 98 performance measures derived from the literature of 
performance measurement. The measures consisted of 38 financial measures and 60 non-
financial measures. Out of the 98 measures, 11 measures are not monitored by Alfa Laval, of 
which 1 is financial and 10 is non-financial. Out of the 87 measures that are monitored, 37 are 
financial and 50 are non financial measures. From this statistic, Alfa Laval uses more of non-
financial than financial measures. 

Following the manufacturing strategy literature, it is widely accepted that the manufacturing 
task and the key dimensions of manufacturing’s performance, can be defined in terms of 
quality, delivery speed (time), delivery reliability, price (cost), and flexibility. From the 
empirical findings, Alfa Laval measures its performance in all these dimensions. 

Alfa Laval’s prioritized dimension for selecting the performance measures is: customer 
satisfaction, quality and delivery. Being a customer-focused company, customer-intimacy is 
one of its main strategies. This explains the reason why the optimal mix of performance 
measures for Alfa Laval has more of non-financial than financial measures, therefore, 
increasing Alfa Laval’s level of performance measurement competence. The concept of 
performance measurement competence suggests that organizations use types of measures that 
fit with their strategy, their organizational structure and the environmental uncertainty that 
they face. The operational performance measures used should reinforce the organization’s 
strategic objectives. 

Alfa Laval’s organization’s environments are dynamic, requiring a constant modification of 
their operations and performance measures in order to reflect these changing circumstances. 
Misalignment between strategy and performance measures is a frequent and indeed a 
naturally occurring state as a result of alignment deterioration. To ascertain the 
appropriateness and alignment of performance measures, the measures are evaluated every 
three months.  

 

6.3. PERFORMANCE MEASUREMENT SYSTEM 

According to Chenhall, (2005), strategic performance measurement systems are designed to 
present managers with financial and non-financial measures covering different perspectives 
which, in combination, provide a way of translating strategy into a coherent set of 
performance measures. This involves combining performance measures so that manufacturing 



Godwill Tapisi Mukonje, Master’s Thesis, BTH 2009                                                                                          57 

 

decisions can be assessed in terms of their coherence with strategies concerning financial 
returns, customers, processes and innovation. 

According to the empirical findings, Alfa Laval does not use any of the widely recommended 
performance measurement frameworks. Alfa Laval uses a strategic performance measurement 
system which supplements traditional financial measures with a diverse mix of non-financial 
measures. The individual measures within the performance measurement system correspond 
to strategic, tactical and operational aspects of the business. Relationships exist between the 
individual measures within the system, i.e. an improvement in one measure may lead to 
changes (improvement or deterioration) in one or more of the measures within the 
performance measurement system. 

By linking strategy to their drivers of change (e.g customer, marketplace) and tying 
information systems, goals and objectives, resource allocation, and performance evaluation to 
these drivers, Alfa Laval’s integrated performance measurement system is expected to 
improve communication of specific actions required to achieve the chosen strategy and 
provide more rapid feedback on whether the strategy is achieving its objectives. 

 

6.4. BALANCE SCORECARD 

The balanced scorecard, a model for strategy implementation and control developed by 
Kaplan and Norton seems to be the most visible performance measurement model. Advocates 
of the balanced scorecard consider it as the key element of a strategic management system 
that is required by organizations to translate its strategic goals into measures of performance.  

The balanced scorecard is widely recognised and used. Several years ago it was already 
reported as being used by 60 percent of Fortune 1000 companies. This framework views an 
organisation’s performance with regard to which organizations should articulate their core 
vision, strategy and goals before translating them into specific initiatives, targets and 
measures (Atkinson 2006). 

Evaluating if Alfa Laval’s performance measurement systems measures up to the balanced 
scorecard standards, the performance measures Alfa Laval monitors were analyzed using the 
four perspectives of the balanced scorecard. A typical balanced scorecard as recommended by 
Kaplan and Norton consist of 20-25 measures. According to Punniyamoorthy and Murali 
(2008), Best Practices LLC (1999) analyzed the scorecards of 22 organizations that had 
successfully implemented and found a typical allocation across the four perspectives as 
follows: (1) financial: five measures, (2) customer: five measures, (3) internal business 
process: eight to ten measures, and  (4) learning and growth:– five measures. 

According to Atkinson (2006), typical examples observed in companies that have adopted the 
balanced scorecard approach include: 

Financial: Emphasizing shareholder satisfaction, key goals and measures here generally 
involve (gross and/or net) profitability, return on capital employed, residual income, 
economic value added, sales growth, market position and share, cash flow. 
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Customer: Focusing on real customer satisfaction, key goals and indicators here typically 
stress common customer concerns such as delivery time, quality, service and cost. 

Internal business: Key goals and measures here should highlight critical skills and 
competencies, processes and technologies that will deliver current and future organizational 
(customer/financial) success. 

Learning/growth: Underpinning the other three perspectives, key long-term goals and 
indicators in this regard typically relate to improving flexibility and investing for future 
development and new opportunities 

It should be noted that a causal relationship is overtly recognized between the four 
perspectives with innovation and learning being the driving force to deliver success in the 
internal processes, which then in turn will meet customer and consequently, shareholder 
needs. 

6.4.1. ALFA LAVAL’S ENVISAGED BALANCE SCORECARD  

Perspectives Strategic Objectives Performance Measure Target 

 

 

 

 

Customer 

 

 

 

Customer- focused 
company, our customers 
are the focus of all we do. 
Customers are continually 
provided added value. Our 
customer success is our 
success. We seek close and 
durable relationships 
partnering for the long-
term. 

 

Customer satisfaction. 

 

Increase customer 
satisfaction along specific 
performance criteria. 

Delivery Lead-time. Improving order-to-delivery 
time. 

Output Quality. Continuous improvement of 
product quality. 

Market shares. Increase number of 
customers/Units sold. 

Cost. Cost reduction resulting 
from quality product 
improvement, competitive 
pricing. 

 

 

 

Financial 

 

 

 

Improve market position 
through acquisition, raise 
financial goals/profits, 
increase operating margin, 
profitable growth. 

Net profit. Pursue economic value 
added opportunities. 

Return on capital. Creating value, effective use 
of capital. 

Sales growth. Increase profitable 
growth/broader base of 
customers. 

Manufacturing cost. Reduce manufacturing and 
purchase costs. 

Operating cash flow. Long-term business 
survival. 
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Perspectives Strategic Objectives Performance Measure Target 

 

 

 

 

Internal Business 
Process 

 
 
 
To achieve profitable growth 
work together across titles, job 
responsibilities, organizational 
structure and geographic 
boundaries,  leverage 
resources by sharing 
information and expertise, 
expect participation in 
decision making and problem 
solving across all functional 
areas and organizational 
levels. 

New product. Proper use of research 
and development funds. 

Rate of product introduction Technological 
competence. 

Modify product. Product innovation. 

Material quality. Product improvement. 

Number of customer 
complains. 

Customer satisfaction. 

Number of warranty claims. Number of defect 
products. 

Number of new products. Proper use of research 
and development funds. 

Amount of material scrape 
produced.  

Increase efficient use of 
raw material. 

Tonnage of production 
waste produced. 

Efficient use of raw 
material. 

 

 

Learning/growth 

 
 
New ways of manufacturing, 
new technology, foster an 
environment where creativity 
and imagination are highly 
regarded, incorporating 
different cultures and people 
who make learning a lifelong 
experience, develop world 
class people through training 
and education. 

Total sales per employee. High rate of product 
sales. 

 

Amount of training expense. More skills, knowledge 
and attitudes to deliver 
goals. 

 

Percentage of staff turnover. Employee satisfaction, 
control and forecast 
staff turnover. 

 

Labour efficiency 
variance. 

Improve lead-time. 

 

Labour rate variance. Employee satisfaction

 

Table 2: Alfa Laval’s envisaged Balance Scorecard 
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In Table 2 above, Alfa Laval’s performance measures have successfully been incorporated 
across the four perspectives of Kaplan and Norton balanced scorecard. Though, Alfa Laval 
does not use the Balance scorecard as recommended by most of the performance 
measurement literature, its performance measurement systems, measures performance in all 
four perspectives as recommended by Kaplan and Norton.  A performance measurement 
system’s main goal is to give important information at the right time, to the right person and it 
should be derived from the company’s strategic objectives. Alfa Laval has been experiencing 
a profitable growth over the years, this implies its performance measurement system’s gives 
the right and timely information and is derived from the company’s strategy. 

Kaplan and Norton (1996b), suggest the use of correlation analysis to test the expected 
relationships in the scorecards. For example, innovative techniques and employee training are 
positively correlated to shorter product development time. In many instances, innovative 
techniques and shorter product development time are positively related to internal business 
process perspective (i.e. quality performance and lead time performance), while quality 
performance is positively related to the customer perspective (customer and delivery 
performance).  

Furthermore, customer performance is negatively related to manufacturing costs (i.e. lower 
manufacturing costs are associated with higher customer satisfaction), while manufacturing 
costs is negatively related to sales (i.e. lower manufacturing costs are associated with higher 
sales) and market share (i.e. lower manufacturing costs are associated with higher market 
share). 

In the innovation process, managers identify new customers, new markets, and the emerging 
needs of the existing and future customers. With intense competition, current technology and 
employee skills often quickly become obsolete or inadequate to keep pace with the changing 
needs of the customers. Accordingly, businesses continue to invest in employee training while 
searching for breakthrough technology in order to excel. Proponents for the balance scorecard 
have suggested that the innovation and learning perspective could be used to monitor this 
long-term value creation process. 

The revolution in information technology has facilitated the collection, access and 
interpretation of a vast amount and range of data. This has facilitated the managerial duty of 
selecting performance measures. A large number of performance measures also increases the 
risk of information overload, which makes it difficult to understand the “big picture”. 
However, the four specified categories require translation into the special operating conditions 
and needs of individual companies. 

 

 

 

 

 

 



CHAPTER SEVEN: CONCLUSIONS LIMITATIONS AND FURTHER  

                                   RESEARCH
 

This chapter presents conclusions drawn from the findings and analysis made in the previous 
chapters and also discusses the limitations of the study.  

 

7.1. CONCLUSIONS 

The purpose of this thesis was to evaluate the case on performance measurement, reviewing 
its performance measures, reviewing the present performance measurement system and to 
recommend a comprehensive solution on how to improve these elements in their organization. 
Alfa Laval Lund AB is the case in this study. A qualitative research method was engaged with 
the main emphasis to gain insight of the organization’s operations and to construct 
explanations. The findings of this study provide useful information in this regard. Based on 
the findings and the information gathered in the process of this study, our conclusions are: 

• Alfa Laval does not use any of the widely recommended performance measurement 
frameworks (for example the balance scorecard or performance prism). Their 
approach to performance measurement is supplementing traditional financial measures 
with a diverse mix of non-financial measures that are expected to capture key strategic 
performance dimensions. As shown in table 1, pages 52/53, out of the 87 performance 
measures that are monitored by the company, 37 are financial measures and 50 are 
non-financial measures. This confirms to the suggestion of the recent performance 
measurement literature that, organizations should put more emphasis on non-financial 
measures in their performance measurement systems. 

• Alfa Laval is a customer-focused company with main aim to provide products and 
solutions for unique customer’s needs. Its value proposition can be referred to as 
customer-intimacy, i.e. focusing on long-term relationship building through their deep 
knowledge of customer needs. Quarterly, its performance measures are evaluated to 
ensure alignment with the organization’s mission and objectives. The priority for 
selecting the performance measures are as follows: customer satisfaction, quality and 
delivery. Furthermore, Alfa Laval has a broad geographic coverage all over the world 
with a strong local presence, enabling them to get closer to their customers. Hence, 
understanding their needs and being able to assess their market share and position. 

• Performance competence is a new concept, introduced by Nanni et al. (1992). It 
suggests that to be competent, a performance measurement system should measure 
what is important for the organization and use types of measures that fit with its 
strategy, organizational structure and the environmental uncertainty it faces. As 
strategy changes, be it deliberate or emergent, Alfa Laval modifies its performance 
measures to ensure alignment with new strategy. Three main reasons were advanced 
for strategy change: customer behaviour, product innovation and new manufacturing 
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technology. Due to the competiveness and uncertainty of today’s business 
environment, Alfa Laval reviews and redesigns its strategy quarterly.   

• Though, Alfa Laval does not use the Balance scorecard as recommended by most of 
the performance measurement literature, its performance measurement system was 
evaluated by designing an envisaged balanced scorecard as shown in table 2, pages 
58/59. Alfa Lava’s performance measurement system, measures performance in all 
four perspectives as recommended by Kaplan and Norton.  A performance 
measurement system’s main goal is to give important information at the right time, to 
the right person and it should be derived from the company’s strategic objectives. Alfa 
Laval has been experiencing a profitable growth over the years, this implies its 
performance measurement system gives the right and timely information and it is 
derived from the company’s strategy. Thus, as per the findings there were no specific 
recommendations for the measurement system to be improved upon. 

 

7.2. LIMITATIONS 

The performance measures in the questionnaire were selected by the researcher from existing 
performance measurement literature. Though, the measures covered all the dimensions of 
performance measurement, there are certainly some measures Alfa Laval is monitoring which 
were not included on the list of measures. The respondent was never given the opportunity to 
add measures which were not on the list.  

Alfa Laval has 26 production units all over the world.  The primary data used for the study 
was collected at Alfa Laval’s production unit at Ronneby, Sweden. Certainly, there exist some 
differences in the implementation of organizational goals, objectives and strategies by the 
different manufacturing units. Those differences were never taken into consideration by this 
study.  

 

7.3. FURTHER RESEARCH 

Originally this research was aimed at using a multiple case study. We had to sample a cross 
section of Swedish manufacturing companies, for which the results of this study could be 
generalized to the population of manufacturing companies. However, due to resources and 
time constraints only a single case was considered. This research can be replicated to make 
use of the evidence from cross-analysis of multiple cases and the results can then generalized 
to the population of Swedish manufacturing companies. 
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APPENDIX 

 

BLEKINGE INSTITUTE OF TECHNOLOGY 

SCHOOL OF MANAGEMENT 

              

QUESTIONNAIRE FOR MASTERS THESIS IN BUSINESS   ADMINISTRATION 

           
                         

TOPIC: PERFORMANCE MEASUREMENT IN A MANUFACTURING COMPANY 

 (THE CASE OF ALFA LAVAL SWEDEN) 

 

Purpose of the Questionnaire: This questionnaire is a data collection instrument for the 
aforementioned topic, administered by Godwill Tapisi Mukonje in partial fulfillment of an 
award of a Masters degree in Business Administration. I hope the respondent will do justice 
by providing clear and accurate answers as much as possible. The data collected is strictly for 
academic purposes and no public disclosure of the information in will be allowed in any form 
whatsoever.  

 

1. QUESTIONS REGARDING MISSION, VISION AND STRATEGY 

1.1. What are the mission, vision and strategic objectives of your organization? 

1.2. How does your organization set its strategic goals? 

1.3. How are those strategies formulated? 

1.4. How do the various departmental strategies support the organizational strategies? 

1.5. How often do strategies change? 

1.6. What are the factors causing those changes? 

1.7. How does your organization make changes in strategies? 

1.8. What are the unexpected consequences resulting from the changes? 

1.9. How are the changes communicated throughout the organization? 
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2. QUESTIONS REGARDING PERFORMANCE MEASUREMENT 

2.1. How do you know if your organization is working towards achieving its pre-set goals?    
Measures/indicators? 

2.2. What is the performance measurement framework being used by your organization to 
measure performance?  

2.3. What kind of performance measures are being used in your organization? Financial/non-
financial measures? 

2.4. What criteria are used to select these measures? 

2.5. How do you know those measures are appropriate? 

2.6. How often do you assess the appropriateness of these measures? 

2.7. What would you do if the measures in use appear to be inappropriate? On what are those 
decisions based? 

2.8. How do you make the decision as to the final solution for the change of performance 
measures? 

2.9. When measures are considered as inappropriate, does your organization still use these 
measures? If yes, why are they still in use? 

2.10. Are the performance measures and performance data used for purposes other than 
assessing organizational performance? 

 

3. QUESTIONS REGARDING PERFORMANCE MEASURES 

From the list of performance measure below, place a tick or cross against the performance 
measures your organization uses/does not use for performance measurement. 

3.1. Customer and Product Sales  

(a) Average sales order_______ (b) Number of lines or products______ (c) Number of new 
customer contacts______ (d) Number of new customers_______ (e) Number of warranty 
claims________ (f) Rate of products removal_________ (g) Total sales per region_________  

(h) Total sales per sale representative________ (i) Selling price________ (j) customer 
satisfaction_______ (k) customer loyalty________ (l) market shares_______ (m) Number of 
new products________ (n) Number of removed products_______. 

3.2. Production Information 

(a) Account receivable turnover_________ (b) Amount of finished good inventory_________ 

(c) Amount of material scrap produced_______ (d) Amount of raw material inventory______ 

(e) Amount of work in process inventory___________ (f) Cost per unit produced__________ 

(g) Inventory turnover ratio______ (h) Number and length of down time_______ (i) Number 
of unit of material components in the inventory_________ (j) Number of units of finished 
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goods in the inventory________ (k) Number of units produced________ (l) Rate of 
production capacity or resources used________ (m) Number of machine or plant hours 
used________ (n) Quantity of energy consumed_______ (o) Tonnage of production waste 
produced_______ (p) Unit of output per hours of labour used________ (q) Unit of output per 
machine hours used________ (r) Unit of output per square foot used________ (s) Unit of 
output per unit of raw materials used_________ (t) Cost per damaged unit produced_______. 

3.3. Financial Ratio/Cost 

(a) Current ratio_______ (b) Profit before tax________ (c) Return on sales_______ (d) Total 
costs by department_______ (e) Total expenses_____ (f) Total net cash flows_____ (g) Total 
of cash disbursements_______ (h) Total of cash receipts_________ (i) Total operating cash 
flows_______ (j) Manufacturing cost_______ (k) Operating margin_______ (l) Asset 
turnover_______ (m) Value added______ (n) Running cost_______. 

3.4. Employee Data 

(a) Amount of training expenses________ (b) Level of absenteeism________ (c) Number of 
employee hours________ (d) Number of new employees_________ (e) Number of worker 
injuries________ (f) Percentage staff turnover________ (g) Rate of incidence of 
injuries________ (h) Number of employee hours per shift_________. 

3.5. Variance of Labour and Material 

(a) Labour efficiency variance___________ (b) Labour rate variance_________ (c) Materials 
price variance__________ (d) Materials quantity variance________. 

3.6. Stock Market Measures 

(a) Earnings per share________ (b) Price-earnings ratio_________ (c) Stock price_________. 

3.7. Order and Delivery 

(a) Backlog in the delivery schedule_______ (b) Length of time from order delivery________ 
(c) Number of customer orders completed________ (d) Number of customer orders 
received________. 

3. 8. Quality 

(a) Cost quality________ (b) Cost reduction resulting from quality product improvement 
(c)Market share________ (d) Number of customer complaints_________. 

3.9. Revenues and Profit 

(a) Cost of goods sold_________ (b) Gross profit margin________ (c) Total sales of 
revenues__________ (k) Net profit_______. 

3. 10. Return on Investment 

(a) Return on equity (ROE)_______ (b) Return on investment (ROI)______ (c) Customer 
satisfaction: survey ratings_______ (d) Return on assets (ROA) _______ (e) Return on capital 
(ROC) _______ (f) Risk adjusted return on capital (RAROC) ________ (g) Return on capital 
employed (ROCE)_______ (h) Cash flow return on investment (CFROI)_________.  
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3. 11. Account Receivable 

(a) Number of doubtful account receivable________  (b) Total sales per employee_________. 

3.12. Time 

(a) Manufacturing lead time_______ (b) Rate of production introduction________ (c) Deliver 
lead time________ (d) Due-date performance_________ (e) Frequency of delivery_________ 

(j) Time-to-market for new products________. 

3.13. Flexibility  

(a) Material quality______ (b) Output quality______ (c) New product_____ (d) Modify 
product_______ (e) Deliverability_______ (f) Volume_______ (g) Resource mix________. 

 

 

4. QUESTIONS REGARDING PERFORMANCE MANAGEMENT PROCESS 

According to Bititci et al. (1997), the performance management process is defined as the 
process by which a company manages its performance in line with its corporate and 
functional strategies and objectives. The performance management process defines how an 
organization uses various systems to manage its performance. These systems include: strategy 
development and review, management accounting, management by objectives, financial/non-
financial performance measures, incentive/bonus scheme; personnel appraisal and review.  

On the basis on the aforementioned definition and illustration, how does your company 
manages performance? 

 

5. QUESTIONS REGARDING THE ALIGNMENT BETWEEN PERFORMANCE 
MEASUREMENT AND STRATEGY 

5.1. How do you know if performance measurement is aligned with strategy? 

5.2. How can you assess the degree of alignment? 

5.3. Is alignment formally assessed? If so, how often? If not, how is it assessed? 

5.4. What factors influence the need to assess alignment? Why are they influential? 

5.5. Is it always necessary to maintain tight alignment? Why/why not? 

5.6. What are the consequences of having performance measurement misalignment with 
strategy? 

5.7. In terms of performance measurement or strategy, which is more often the cause of 
misalignment? 

5.8. What are your sources of information on alignment/misalignment? 

5.9. If misalignment is sometimes desirable, have you ever intentionally misaligned measures 
with strategy for any particular reason? 
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5.10. What made measures formerly aligned with strategy become misaligned at a later date? 

 

6. QUESTIONS REGARDING THE MAINTENANCE OF ALIGNMENT 

6.1. How can alignment be created? 

6.2. What are the factors affecting alignment? 

6.3. How can alignment be maintained over time? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Thank you for your time and patience! 
"Patience is the toughest road to stay on, but the surest path to victory."— Dave Weinbaum 
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