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Abstract. In this paper Balanced Scorecard (BSC) and Malcolm Baldrige National Quality Award (MBNQA)
are integrated to create a better performance measurement system. The nature of each system is briefly
explained and the strengths and weaknesses are discussed. The integration is exercised by firstly mapping the
perspectives of each system. MBNQA’s perspectives are then overlaid into a typical BSC’s strategy map.
Using this approach, advantages of both systems can be exploited while at the same limitations are reduced.
The new model is then implemented in a distribution company in Indonesia and the results are reported.
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1. INTRODUCTION

To date, performance management has risen as one
subject that attracts attention of scholars and business
practitioners worldwide. Many researchers devote their
study on its development with the aid of businesses that
lend their hand in providing ground for implementation. Its
necessity has its root from today’s information era, where
changes and exchanges of information flow rapidly thus
demand a new approach for monitoring and evaluating
company’s performance. Such approach must be able to
gauge company’s performance in a timely manner. This is
to complement the traditional financial measures that are
still used but naturally lagging, hence its sole use will not
be able to describe company’s performance as a whole.

Hand in hand with the advancement of this subject are
its success/fail stories. While the fail stories outnumber the
success ones, the main reason why it still keeps evolving is
the absent of a system that can be proven superior to others.
Problems lie both in the body of knowledge (concept,
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philosophy, and structure of each system) and in the
implementation area (perception, skills, and determination
of parties involved). In this regard, the search continues for
a model that can be widely applied. It is understood that
there will never be a one-fits-for-all model, but a generally
accepted one is nonetheless worth to seek.

Among many models developed, Balanced Scorecard
(BSC) stands out and is considered as a groundbreaking
innovation in performance measurement theories over the
decades (Bourne et al, 2003). It has, however, evolved from
one generation to another in its effort to adapt with the
latest business environmental changes. This evolution is
partly driven by reported failures of its application in
various organizations that enforces the search for a better
BSC (Schneiderman, 1999; Neely & Bourne, 2000).

One approach for the search that has been adopted
lately is through integration of two different systems. This
is to overcome weaknesses of one system with strengths of
the other. Using this approach, advantages of both systems
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can be exploited while at the same limitations are reduced.

This paper discusses the integration of two different
performance measurement systems: Balanced Scorecard
and Malcolm Baldrige National Quality Award (MBNQA).
Each is firstly reviewed independently, and the process of
integration is then discussed. The new integrated model is
then implemented in a distribution company and the results
are reported.

2. LITERATURE REVIEW

Pioneered by Kaplan and Norton through various
publications (Kaplan & Norton, 1992, 1993, 1996, 2001,
2004), BSC has gained interest in the subject of
performance management. It has also evolved in several
generations. Brown (2007) divided this evolution into three
stages: (1) early 1990s when the concept of scorecard
emerged as alternative to sole financial measurement in
performance management; (2) 1995-2005 when the term
BSC was first coined and the concept began taking off; and
(3) 2006 and beyond that marked the introduction of
scorecard deployment technique and analytics metrics.

The main selling point of BSC is that in today’s
information era, financial measures are lagging and thus
incapable to anticipate future challenges of a company.
Other perspectives than financial were then introduced,
namely: customer, internal business process, and learning
and growth. However, a number of critiques have been
addressed as BSC limitations. McAdam and O’Neill (1999)
stated that BSC remains a means of effectively measuring
strategy rather than a means of deciding strategy, therefore
requires other tools as support such as SWOT analysis.
Rillo (2003) criticized that cause-and-effect relationships or
strategy maps in BSC are built up in a subjective way that
does not necessarily refer to time factor. In other words,
they are not time-wise connected. Further argument that is
also mentioned is whether the causal interrelations between
the perspectives exist in all circumstances. Wibisono and
Surjani (2005) analyzed four common problems in BSC
applications: (1) being used merely as metrics rather than
strategy-based initiative; (2) lacking of commitment during
implementation; (3) company-wide communication issues;
and (4) needing better techniques for measuring intangible
indicators. The latter was also cited by De Waal (2003).

Other types of performance measurement systems are
award-driven systems. The most notable in this
classification is Malcolm Baldrige National Quality Award
(MBNQA), initiated since 1987 and originated in the USA
(http://www.baldrige.nist.gov). It is awarded once a year to
the best company from several categories (manufacturing,
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service, small business, education, health care, and non-
profit organizations). Its major aim is to promote quality
awareness towards performance excellence. As a national
initiative, competition for the award is for USA companies
only. However, being a model for excellence, many firms
outside USA try to adopt the concept for self improvement.
Today, other continents now have their own model similar
to MBNQA. In Europe, European Foundation for Quality
Management (EFQM) was launched in 1991 and set forth
as an excellence framework that helps organizations learn
better of their business process in order to achieve better
performance (http://www.efgm.org). In Singapore, adapted
from MBNQA, the Singapore Quality Award (SQA) was
established in 1994 and has been used by industries both
for self-improvement initiative and performance excellence
recognition. The difference with MBNQA, apart from the
weights of the categories, is that SQA focuses heavily on
customer satisfaction in determining performance (Chow &
Goh, 2002).

Both types of performance measurement systems
(vision-led system such as BSC and excellence model such
as MBNQA) have their own advantages and disadvantages.
While typical BSC is constructed based on its classical four
perspectives, flexibility is given in this aspect. Companies
can add/modify their own perspectives to create a scorecard
that can better explain their strategy. The strategy map that
is inherent in all BSC models, when designed properly, has
a great advantage to detail the alignment of a company’s
strategy toward its vision and mission. This flexibility,
however, can also translate to the absent of guidance and
could produce difficulties during the process in generating
key performance indicators (KPIs). In this regard MBNQA
has the upper hand for being a system that is intentionally
designed to measure the entire aspects of an organization.
However this is where the debate starts: should we measure
everything and gain total information but at the expense of
focus, or should we focus by measuring only the important
issues? BSC users always argue that measurement must be
aligned to organization’s vision and therefore it needs to be
directed on the important and relevant strategies only.
Indeed, a good BSC is often associated with having small
number of KPIs. On the other hand, MBNQA practitioners
often argue that the model might lack focus on strategy, but
still put emphasis on operational results.

3. INTEGRATED MODEL BSC & MBNQA

Different characteristics of each performance model
lead to the need of a combined model with better traits. We
show first the original framework of MBNQA, followed by
brief explanation of BSC. Lastly, the integrated model of
BSC-MBNQA is presented with discussion on its rationale.
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The framework of MBNQA consists of seven
categories: (1) leadership; (2) strategic planning; (3)
customer and market focus; (4) measurement, analysis, and
knowledge management; (5) workforce focus; (6) process
management; and (7) results (Figure 1). These categories
are grouped into three perspectives: driver, system, and
results.
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Figure 1: Framework of MBNQA.

For BSC, the original perspectives are learning and
growth, internal business process, customer, and financial.
These four perspectives are linked in a causal manner from
first to last, i.e., good performance in learning and growth
will result to good performance in internal business process
and so on. Nowadays there are varieties in perspective
formulation and organizations adjust them to better suit
their operations. For example, service industry such as
logistics has its own scorecard with perspectives such as
warehousing, transportation, marketing, and customer
service. The idea is that service-oriented companies should
have different key issues from manufacturing companies,
putting more emphasis on their relationship with customers.
Likewise, non-profit organizations normally have different
structure for their performance system. Perspectives in such
organizations can also vary, but the most important part is
on the causal relationship, where financial is not normally
put at the top as an ultimate goal.

Given this development, a new model can also be
reasonably constructed. The approach used is by combining
already sound frameworks of BSC and MBNQA. It is
realized that each system has its own high and low points.
Being a vision-driven system, BSC helps organizations to
achieve its future goals by aligning their strategies toward
its vision. However, as McAdam and O’Neill (1999)
mentioned, the system itself does not dwell on the
discussion as to how to develop strategies. This lack of
guidance is a potential problem whereby if strategies are
not properly designed then the causal relationships among
perspectives will also come to questions. By firstly
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mapping and finding similarities of functions between
BSC’s and MBNQA’s perspectives, associations are made
between them. The strength of BSC with its strategy map
and cause-and-effect relationships is used as main structure
of the combined model. Its weakness of being too flexible
in strategy formulation is then offset by imposing
MBNQA’s structure into the strategy map. The combined
model is illustrated in the right block of Figure 2.

BALANCED SCORECARD MBNQA-BASED BSC

RESULTS

Financial Perspective 14 > Results

A 4

Customer and
Market Focus

Measurement,
Process Strategic Analysis, and
Management Planning Knowledge
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A
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\ 4

Figure 2: Integrated model of BSC-MBNQA.

As seen in Figure 2, the interrelationship between
perspectives in BSC is maintained, but the structure is
replaced with those of MBNQA's. In this combined model,
learning and growth perspective of BSC is substituted with
MBNQA’s driver perspective, consisting of two categories:
leadership and workforce focus. Internal business process
perspective is viewed equivalent with system perspective of
MBNQA that consists of the following categories: process
management; strategic planning; and measurement,
analysis, and knowledge management. Two categories in
MBNQA’s results perspective (results, and customer and
market focus) are broken down and connected to the last
two of BSC’s perspectives.

What follows in the next step is strategy formulation.
In this stage, strategies are formulated from MBNQA items
by focusing on organization’s vision. To maintain clarity of
the strategy map, only relevant items should be taken out
and elaborated as strategies. The principle “measuring what
are important, not what can be measured” is upheld in this
process in order to avoid creating a cluttered strategy map.
A performance measurement system is after all different
from an award-based or excellence model. Such a system
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must be concise and easily understood by the stakeholders
with regard to its vision and how it can be achieved via
proper strategic planning.

Based on the formulated strategies, KPIs are then
generated. The effectiveness of a particular strategy can be
tracked down by more than one KPI. This whole process is
exercised using a distribution company in Indonesia for
case study. The next section details the application of the
integrated model for performance measurement.

4. CASE STUDY IMPLEMENTATION

In this section we report the implementation of the
integrated model in one company. We start by describing
the company’s background followed by the performance
measurement process.

4.1 Background of the Company

The company chosen for the case study is located in
Denpasar, Bali. It operates in the fields of trade and
distribution and was formed in 2007 from a merger of two
companies: a paint distribution company (established in
1998) and a motorcycle parts and accessories dealer
(established in 2004). Its areas of operation include Bali
and West Nusa Tenggara.

Implementing a new model poses a certain degree of
risk to the benefactor. To reduce it so to ensure that the
process will be manageable, we therefore chose a company
that is fairly small in size with just 20 workers and led by
two senior managers and a CEO. However, given the recent
organizational restructuring resulting from the merger, the
process remained challenging. The recent merger also
creates complexity in the company’s daily operations and
as such it can be considered in a growth stage.

4.2 Implementing the Integrated Model

The company envisioned itself to become the largest
distributor of paint and motorcycle parts/accessories in Bali
and West Nusa Tenggara. To achieve this vision, the
company formulated the following missions: (1) establish a
variety of marketing channels to reach out more customers;
(2) improve human resources skills to support growth by
providing quality products and excellent services to
customers; (3) build close work relationship with partner
companies.

To construct the strategy map, MBNQA items from its
seven categories were mapped. SWOT analysis was also
carried out at this stage and used to assist in filtering
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MBNQA items that will be formulated into strategies. This
is where the integration rationale plays its role. Without
MBNQA items, there is less direction as to what strategies
are to be built. However, an important principle that a good
scorecard must be compact is maintained by the use of
SWOT analysis as filter. It prevents explosion of MBNQA
items from swamping the strategy map with strategies
irrelevant to the achievement of the company’s vision.

From this process, nine strategies have been
formulated and grouped under the seven MBNQA
categories. Both the categories and strategies are aligned to
particular mission. Causal relationships were then made,
linking one strategy to another in the most logical manner.
How “logical” the relationships are depends on the
assumptions underlying them. There is no way at this stage
to ascertain the strength of the connections. Such must be
evaluated in the long run, adjusted and readjusted as
necessary responding to the changing/present condition. It
is suffice for early construction of the strategy map to rely
on logic supported by intensive discussion among key
persons in the company. The resulting strategy map is
depicted in Figure 3. Each of the five categories of
MBNQA has one strategy, whereas the other two have two
strategies each.

To measure the effectiveness of the strategies, KPIs
were generated. There are 27 KPIs involved, 7 belong to
driver perspective, 9 system, and 11 results. Classified in
the MBNQA categories: 2 leadership, 5 workforce focus, 3
strategic planning, 3 measurement, 3 process management,
8 customer and market focus, and 3 results. These KPIs
were then weighed. Firstly, we assigned weights to the
perspectives and categories based on MBNQA original
points for those elements (Table 1). It should be noted here
that the MBNQA framework puts emphasis on results
where this perspective is given more than half of the overall
weight. This spirit is in line with all performance
measurement systems, including BSC, where it is common
for financial perspective to be given the most weight. These
weights were then distributed to the KPIs using pairwise
comparison based on Saaty’s analytical hierarchy process
(Saaty, 1980). The final distribution of KPIs’ weights is
listed in Table 2.
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Table 1: MBNQA points.
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management
Results Customer and 85 535 53,5%
market focus
Results 450
Total | 1000 1000 100,0%

Perspectives | Categories Points | Total | Weights
points
Driver Leadership 120 205 20,5%
Workforce focus 85
System Strategic 85 260 26,0%
planning
Measurement, 90
analysis, and
knowledge
management
Process 85

The integrated model has now been fully developed
and is set for application in measuring the company’s

performance.
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Vision To become the largest distributor of paint and motorcycle parts/accessories in Bali and West Nusa Tenggara
Mission Establish a variety of marketing Improve human resources skills to support growth by providing Build close work relationship with partner
channels to reach out more customers quality products and excellent services to customers companies

{} Y Y 3
Customer & Market Focus

Add more customers to

improve market share

Results ! Results
| Increase company’s capacity in
i | Increase overall effectiveness | ing and responding to
| of operations I~ customers’ needs with quality
| A products and excellent services
i A

Process Management
Improve data management Improve supplier partnership and
and documentation overall warehouse management

A

system Strategic Planning Measurement, Analysis, and |
Develop strategies to Knowledge Mahagement
”gop;:)\;;?;formépfe air:j » Improve internal process i
" g and evaluation mechanism |
creating work systems and |
procedures A !

A

Workforce Focus

Leadership Create conducive work
atmosphere to improve
employees’ motivation,
responsibility,
productivity, and
satisfaction

Exercise leadership, good

Driver governance, and corporate g
social responsibility

Figure 3: Modified Strategy Map for the case study’s company.

Table 2: Strategies, KPIs, and KPIs’ weights.

Strategies KPIs Weights (%)
Increase overall effectiveness of operations Process effectiveness level 4,12%
Workforce focused outcomes level 5,56%)
Leadership outcomes level 2,84%)
Add more customers to improve market share Market share improvement capacity 6,21%
Product sales 6,15%)
Customer acquisition 5,14%
Customer complaints 3,32%
Increase company’s capacity in translating and Customer focused outcomes level 4,98%
responding to customers’ needs with quality Product & service outcomes 4,98%
products and excellent services Customer satisfaction 5,19%
Market knowledge 4,98%
Improve supplier partnership and overall Supplier stockout level 1,69%
warehouse management Supplier turnover 1,46%
Supplier performance 1,40%
Improve data management and documentation Evaluation & analysis capacity 4,45%
Improve internal process and evaluation Information & knowledge management 3,87%
Process management capacity 2,99%
Develop strategies to improve performance and |Work system design 3,35%
company’s capability in creating work systems Strategy deployment 3,41%
and procedures Strategy development 3,38%
Create conducive work atmosphere to improve Employee turnover 1,52%
employees’ motivation, responsibility, productivity, |Abseenteism 1,70%
and satisfaction Employee complaints 1,29%
Workforce environment 3,92%
Workforce engagement 2,21%
Exercise leadership, good governance, and Governance and social responsibility 3,71%
corporate social responsibility Senior leadership involvement 6,13%
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Data were collected quarterly from January 2008 to
March 2009, i.e., period 1 equals to January to March 2008,
period 2 equals to April to June 2008 and so on. Thus there
are five data points. Some data were measured qualitatively
using interview and questionnaire, for example employees’
perception on company’s leadership, strategic planning and
execution, etc., and some were obtained from secondary
resources (company’s data) such as employee turnover,
supplier performance, etc. Other data such as customer
satisfaction rating were gathered externally from a survey
to customers.

To be able to aggregate the measurements into a total
performance index, all KPI measures are scaled from 1 to
5, with 1 being the farthest from expectation and 5 being
the most desired performance. After a series of calculation,
we arrived at the following charts describing the company’s
performance viewed in perspectives and as a whole (Figure
4 and 5). The chart shows that the company is progressing
well overall, except in period 4 where it suffered the impact
of global economy crisis as were also experienced by most
companies worldwide.

‘—O—Driver =8 System == Results ‘
5
45 A
4
3,5 1
3 —
25 /r' \/
2 'y
1,51
14
0,5
0 T T T T
Period 1 Period 2 Period 3 Period 4 Period 5

Figure 4: Performance of perspectives.

—@—Total Performance Index
4
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, / /'
./ \/
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1
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Figure 5: Total Performance Index.
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5. CONCLUDING REMARKS

This research shows the integration process of two
different performance models into a combined model that is
believed able to utilize the good principles and limit the
drawbacks of each model. The structure used is BSC and its
principles such as vision alignment and compact scorecard
are maintained. This approach is chosen since we intend to
develop a performance measurement system rather than an
excellence model. The framework, however, follows
MBNQA to capitalize its nature as an excellence model that
evaluates an organization in wide ranging aspects. The
common lack-of-guidance problem in BSC during the
strategy development stage is lessened with this approach.
Furthermore, our case study also shows that the integrated
model did not meet any major obstacle and could be
applied smoothly. An issue that should be anticipated is
regarding the number of KPIs with qualitative data that
tends to dominate the quantitative measures. This should be
controlled so that the performance index remains objective.

Future research in this area is wide open given a
number of today’s existing performance/excellence models.
EFQM, SQA, Oregon Productivity Matrix, Supply Chain
Operations Reference (logistics-based scorecard), are just
to name a few. The quest in finding a robust model or other
supporting techniques shall always continue. Such a mixed
model must be able to elevate the benefits of each and more
importantly, adapt to the current condition or organizational
environment.

One must always remember, however, that a good
model is but a start to a good practice. Other issues at the
implementation ground such as leadership support, overall
commitment, and determination to run the system in the
long run before being able to reap the promised benefits,
are important factors to attend. A good model thus should
also be easily understood and implementation-friendly to
help in this area.
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