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Introduction 


Organizations in emerging markets1 (EM) are shifting swiftly towards a service focused 
 style of businesses common in developed markets (DM). Hand in hand with this 
 transformation process comes management of people into the central point of top executives 
 agenda, because of the increasing role of people in those organizations. Also, as labour costs 
 are growing, currencies strengthening and competition increasing companies in EM look 
 around how to boost their productivity. Since the key production factor in the service industry 
 are people it is then performance management what needs to be addressed in order to improve 
 productivity and satisfy stock holders expectations. 


Nowadays Balanced Scorecards (BSCs) represent a widely used system which was 
 implemented in many various companies all over the world. Therefore it usually comes first to 
 the mind of every CEO when he is wondering about performance management (PM) tool. In 
 this thesis I would like to analyze why should companies from DM be very careful when 
 thinking about implementing BSCs at their joint ventures (JVs), foreign direct investments 
 (FDIs) or subsidiaries in EM. The main goal of this thesis is to break down key issues which 
 should be addressed by C-level2 management when considering implementation of BSCs in 
 EM. 


Initially in the theoretical part I will describe various performance management systems 
 such as Balanced Scorecards, Top down assessment, 360° survey review and forced ranking 
 which are most often used to manage people and measure their performance. I will focus 
 mostly on companies operating in the service industry where so called knowledge workers are 
 being used and therefore management of their output brings more challenges than purely 
 measuring time which an employee needs to fulfill his easily defined task at a given time 
 period. 


       


1 Morgan Stanley Emerging Markets Index Source: http://www.mscibarra.com/products/indices/licd/em.html#EM 


2 Chief Executive Official (CEO), Chief Financial Officer (CFO), Chief Operating Officer (COO), etc. 



(9)Moreover I will concentrate on cultural differences between EM and DM, respectively 
 on attributes which mainly influence corporate culture and therefore create significant 
 differences in the cultural environment even within two subsidiaries of a single company 
 operating on both markets (EM&DM). When speaking about the management of people it is 
 more than obvious that creating and sustaining favorable cultural conditions is a vital “must” 


in order to create supporting environment and stimulate employees to move towards 
 organizational targets. Therefore influence of BSCs on corporate culture should be taken into 
 account because as I will develop further on, vice versa approach can have significantly 
 negative impact on the overall productivity within the team and the whole organization. 


Then in the analytical part I will firstly use my personal experience and knowledge from 
 the management consulting project in Turkey (Istanbul) during which I was part of a team 
 which was creating structure for the center of excellence for BSCs in a major bank operating 
 in the local market. This experience helped me to gain invaluable insight into the BSCs system 
 from the top management’s perspective in an organization with more than 19 000 employees 
 and a leading position in the Turkish market. 


Secondly, I had several interviews with senior managers from Unicredit Bank Prague, 
 Unicredit Bank Vienna and Banking Transaction Services. Their perspective is even more 
 interesting because they all have both local expertise in EM (Czech Republic) and DM 
 experience (Austria). I will use this knowledge to analyze various costs and benefits of BSCs 
 being implemented on both EM vs. DM as I learned about them from people with long term 
 experience with both BSCs and management of people in general. 


In the conclusion I will first summarize my findings from both theoretical and analytical 
part of this thesis and then I would like to at least line out the most pressing areas and mention 
where the top management should be most careful. I do not intend to pave out the way towards 
a perfect solution. This would mean firstly overestimating my capabilities and secondly imply 
that a perfect solution in size one fits all exists. I do not believe that in such a complicated, 
complex and challenging area as management of people definitely is, this kind of solution 



(10)exists. Therefore I will focus more on identification of key areas which should be analyzed in 
each organization before a decision whether to implement BSCs is made. 
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1  Theoretical part 



1.1 Corporate culture at EM vs. DM 



1.1.1 Cultural differences between EM and DM in general 



1.1.1.1 Geert Hofstede's five Cultural Dimensions 


To compare cross-cultural differences among EM and DM I decided to use Geert 
 Hofstede's five Cultural Dimensions3 which are used to evaluate various nations (cultures) 
 based on it’s score for each dimensions. These five dimensions are supposed to address 
 fundamental cultural issues. 


Power Distance Index (PDI)4 describes the extent to which the less powerful members of 
 organizations and institutions (like the family) accept and expect that power is distributed 
 unequally. This represents inequality (more versus less), but defined from below, not from 
 above. It suggests that a society's level of inequality is endorsed by the followers as much as 
 by the leaders. Power and inequality, of course, are extremely fundamental facts of any society 
 and anybody with some international experience will be aware that 'all societies are unequal, 
 but some are more unequal than others'. 


       


3 Source: http://www.geert-hofstede.com Date: 13.3.2008 


4 Source: http://www.geert-hofstede.com Date: 13.3.2008 



(12)Individualism (IDV)5 on the one side versus its opposite, collectivism, that is the degree 
 to which individuals are integrated into groups. On the individualist side we find societies in 
 which the ties between individuals are loose. On the collectivist side, we find societies in 
 which people from birth onwards are integrated into strong, cohesive in-groups, often 
 extended families (with uncles, aunts and grandparents) which continue protecting them in 
 exchange for unquestioning loyalty.  


Masculinity (MAS)6 versus its opposite, femininity, refers to the value placed on 
 traditionally male or female values. Male values for example include competitiveness, 
 assertiveness, ambition, and the accumulation of wealth and material possessions.  


Uncertainty Avoidance Index (UAI)7 deals with a society's tolerance for uncertainty and 
 ambiguity. It indicates to what extent a culture programs its members to feel either 
 uncomfortable or comfortable in unstructured situations. Unstructured situations are novel, 
 unknown, surprising, different from usual.  


Long-Term Orientation (LTO)8 versus short-term orientation describes a society's "time 
 horizon," or the importance attached to the future versus the past and present. In long term 
 oriented societies, thrift and perseverance are valued more; in short term oriented societies, 
 respect for tradition and reciprocation of gifts and favors are valued more. Eastern nations tend 
 to score especially high here, with Western nations scoring low and the less developed nations 
 very low; China scored highest and Pakistan lowest. 


       


5 Source: http://www.geert-hofstede.com Date: 13.3.2008 


6 Source: http://www.geert-hofstede.com Date: 13.3.2008 


7 Source: http://www.geert-hofstede.com Date: 13.3.2008 


8 Source: http://www.geert-hofstede.com Date: 13.3.2008 
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1.1.1.2 Comparison of EM vs. DM within the framework 


In order to compare EM&DM I selected United States (US) and United Kingdom (UK) 
 as two representatives of developed markets where BSCs were invented (in the case of US) 
 and also are most are often applied. On the other hand Brazil&India were used as two 
 representatives of developing markets and Poland as a new member country of EU. 



1.1.1.3 Common cultural characteristics of developed countries 


On graphs below you can see US&UK scores for five Hofstede’s dimensions. There is 
 an evident common pattern for both countries. They tend to score low on power distance index 
 (PDI) which describes how hierarchical each country is. On the other hand highest scores are 
 reached on the level of Individualism (IDV) which in both cases topped almost at 90%. Also, 
 quite high scores are reached in both countries for Masculinity (MAS) index reaching almost 
 70%. Again very similar values are reached for Uncertainty Avoidance Index (UAI) 40%, 
 respectively 30% and Long-Term Orientation (LTO) 25%, respectively 20%. Therefore I dare 
 to pronounce that both countries have very similar cultures. 


Table 1. Geert Hofstede - Cultural Dimensions US 


Source: http://www.geert-hofstede.com Date: 13.3.2008 



(14)Table 2. Geert Hofstede - Cultural Dimensions UK 


Source: http://www.geert-hofstede.com Date: 13.3.2008 



1.1.1.4 Comparison of common cultural characteristics of EM vs. DM 


PDI – As I mentioned above, DMs reach the lowest levels at PDI. If we have a closer 
 look at the power distance index at EM (65%, 75%, 50%) we can see that the situation is 
 exactly vice versa. 


IDV – Also values reached for individualism at EM (35%,45%,55%) are much lower 
 than those found at DM (90%,85%) 


MAS – Masculinity values tend to be similarly above the world’s average of 55% for 
 both DM&EM 


UAI – Exactly opposite positions have EM&DM on the uncertainty avoidance index. 


DM tend to reach low scores and therefore avoid unexpected situations. On the contrary 
developing markets score much higher and attain above the world’s average position which 
implies that they are accustomed to more unstructured environment. 



(15)LTO – As was mentioned in characteristics of the Hofstede’s model Western developed 
 countries tend to score very low which signals preference of the long term orientation to 
 traditions. Therefore ambiguous values can be found for DM depending on their geo position. 


Table 3. Geert Hofstede - Cultural Dimensions Brazil 


Source: http://www.geert-hofstede.com Date: 13.3.2008 


Table 4. Geert Hofstede - Cultural Dimensions India 


Source: http://www.geert-hofstede.com Date: 13.3.2008 



(16)Table 5. Geert Hofstede - Cultural Dimensions Poland 


Source: http://www.geert-hofstede.com Date: 13.3.2008 



1.1.1.5 Key differences between EM and DM according to Hofstede’s  Cultural Dimensions 


There are three main indices out of Hofstede’s five which pose potential source of cross 
 – cultural challenges. First of all the power distance index implies that organizations at EM are 
 much more hierarchical and therefore direct comparison of employees across the vertical 
 structure of the organizational tends to suggest potential conflicts. 


Secondly, it seems that developed countries tend to be much more individualistic which 
 is addressed in the performance management system by creating intra-team competition. This 
 attribute can be perceived as adverse in highly collectivistic cultures. 


Thirdly, from Hofstede’s uncertainty avoidance index arises that developing markets 
tend to operate in less structured environment then DM and therefore setting of very rigid 
structure seems much more appropriate for DM than EM. 
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1.1.2 Definition of corporate culture 


One of many various definitions of organizational (corporate) culture says that it 
 comprises attitudes, experiences, beliefs and values of an organization. It has been defined as 


"the specific collection of values and norms that are shared by people and groups in an 
 organization and that control the way they interact with each other and with stakeholders 
 outside the organization. Organizational values are beliefs and ideas about what kinds of goals 
 members of an organization should pursue and ideas about the appropriate kinds or standards 
 of behavior organizational members should use to achieve these goals. From organizational 
 values develop organizational norms, guidelines or expectations that prescribe appropriate 
 kinds of behavior by employees in particular situations and control the behavior of 
 organizational members towards one another.9



1.1.3 Major corporate cultures worldwide 


It is obvious that despite the convergence of world’s business environment and 
 globalisation in general there are differences among corporate cultures based on various 
 national cultures all over the world. If we accept this prerequisite we can divide world into 
 several major regions which dominate corporate culture worldwide. In order to illustrate those 
 above mentioned differences I will describe three major ones. Firstly we have United States 
 and United Kingdom which form purely marked – oriented organizations commonly referred 
 as Anglo-Saxon. Then Germany and France are usually regarded as representatives of 
 Continental European corporate culture and last but least Japan and it’s fabled keiretsu is 
 deemed to posses unique and specific corporate culture attributes. 


       


9 Charles W. L. Hill, and Gareth R. Jones, (2001) Strategic Management. Houghton Mifflin 
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1.1.4 Interconnection of national and corporate culture 


To sum up I would like to emphasize Hofstede’s findings which conclude that there are 
 differences among cultures on the national level. Fortunately Hofstedes’s findings do correlate 
 with the general division of corporate cultures worldwide. Hence the separation of United 
 States and United Kingdom in both national and corporate culture overview I will from now 
 on assume that there are fundamental cultural differences among DM and EM. Therefore 
 further on after describing major characteristics of BSCs system I will closer outline potential 
 clash areas of BSCs at EM. 



1.2 Knowledge worker as the key production factor 


Peter Drucker10 defines a knowledge worker (KW) as a person who has knowledge 
 important for the organization and often is the only person who has it. 


Even more interesting is a definition by Kidd who says that KW is anybody who puts to 
 work what he has learned in systematic education, that is, concepts, ideas and theories, rather 
 than the man who puts to work manual skill or muscle knowledge these days. Even more 
 attractive are the factors that according to Kidd11 drive the motivation: 


•  desire to self-enforcement 


•  willingness to learn and change 


It is one of the basic tasks of PM systems to stimulate motivation of KWs or at least not 
 to decrease this motivation. From the above mentioned definitions it is clear that KWs who 


       


10 Source: Drucker, Peter F, 1973. Management: Tasks, Responsibilities, Practices. Harper & Row, New York 


11 Source: CEMS Management of Knowledge worker 



(19)consist a major part in the structure of today’s service oriented organizations do perform in 
 most cases complex solutions. Value added of KW depends on the way they decide to use 
 their tacit and explicit knowledge. This fact implies that it would be very wrong to measure 
 output of KWs on a quantitative basis and should be kept in mind when creating key 
 performance indicators (KPIs) as I will describe further on in the analytical part.  



1.3 Performance assessment in theory 



1.3.1 Why do we measure performance? 


With increasing competition companies around the world have to be able to manage 
 their costs wisely. Labor costs of knowledge workers comprise increasingly higher portion of 
 costs of production and therefore top management needs to manage their productivity. But in 
 order to manage we need to measure the performance of employees on all levels of 
 organization. Failing to do so could bring serious shortcomings into the whole system because 
 as we know from practice people very easily tend to shift their less successful responsibilities 
 to the non-measured parts of organization so that from the high-level perspective their 
 performance seems to improve but if we dig deeper we see that on the granular level the 
 variance between various performance indicators is widening. 


Performance measurement can become often very demanding and this challenge 
increases with the size and complexity of the organization. In an ideal case we would try to 
maximize the objectivity but in practice this is not done for several reasons. One of the most 
important is that we need to break down overall indicators in order to differentiate between 
individuals in the same/similar role. Based on various characteristics and system requirements 
we differentiate among many PM systems.  
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1.3.2 Various performance management systems 


As I already suggested above it is necessary for every organization which wants to 
 succeed to manage and measure it’s performance. In order to do so there are various 
 performance management systems such as Balanced Scorecards (BSCs), Top down 
 assessment, 360○ survey review or forced ranking. 


In following parts I will briefly describe those four mentioned various approaches and 
 then focus on BSCs because they play a central role in this thesis. Also, I will just briefly 
 highlight cultural aspects of each PM system because it’s relevant to the use of PM in EM. 


Table 6.: Overview of PM tools 


Source: Oliver Wyman12 team analysis 



1.3.3 Balanced Scorecard driven approach 



1.3.3.1 General description 


BSCs represent an objective, performance metric based ranking approach which 
 involves the setting of rewards and penalties corresponding to the measured performance 
 against a set of targets. Individual performance is measured against a large set of assigned 


       


12 http://www.oliverwyman.com/ 
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(21)metrics (KPIs) such that the majority of the tasks and responsibilities of the individual’s role 
 can be captured and assessed. These metrics are cascaded through the organisation, with an 
 upward funneling of achieved performance. This cascading should enforce a strict alignment 
 of individual’s goals and incentives with enterprise strategy which is the overall target of 
 BSCs. 



1.3.3.2 Pros and cons of BSCs 


Pros 


•  High transparency and accountability 


•  Clear indicators on focus areas to improve performance and consequently reward 


•  Meta-data on performance metrics where available add significant transparency 


Availability of data is quite a crucial issue when implementing PM system in 
 organization which lacks any historical series of data concerning PM. This can also play a 
 significant role for the top management when deciding which system to implement. 


Cons 


•  Need for significant data capture, validation, processing and aggregation 


•  Requires stringent processes and control mechanisms to ensure high data quality 


•  Difficult to cross-calibrate performance of individuals in different roles with qualitatively 
 and functionally different performance metrics 


•  Varying individual targets and external factors even in similar roles complicate calibration 


•  Need for a large number of performance metrics for each individual 


•  Many candidate metrics may be difficult to formulate and quantify 



(22)The last bullet point is especially important when measuring performance of KW and I 
 will address it later on in the analytical part. As mentioned above data and processes represent 
 the biggest issues when implementing BSCs. 



1.3.4 Top-down assessment approach 



1.3.4.1 General description of Top-down assessment 


This is a hybrid method which is combining objective performance data with a top-
 down, management assessed subjective performance ranking of individuals. Therefore it 
 presents a streamlined approach for a multi-factored assessment and ranking. Initial ranking 
 from objective performance metrics is calibrated and adjusted within set limits by considering 
 relative employee performance. Several management levels are involved in arriving at a final 
 subjective ranking with some auditory oversight – the usual role of inspector is involved to 
 enhance accountability of this approach. 



1.3.4.2 Pros and cons of Top-down assessment 


Pros 


•  Objective performance data offers clear indicators on focus areas to enhance future 
 rewards 


•  Ranking of performance on intangible and hard to measure roles, responsibilities and 
 factors can be assigned by management 


•  Limited and monitored subjectivity combined with objective performance data offers 
 higher transparency 


•  Subjective comparison of performance in addition to the objective data can drive a more 
complete estimation of overall employee achievement 



(23)•  Performance in roles across the organisation can be calibrated in a fair and holistic manner 


•  Can accommodate objective ranking issues arising from limited or missing data 


Top-down assessment approach can be used when there is not enough data to capture 
 individual performance but we need to bear in mind that subjective evaluations which in this 
 case comes as an substitute (and I put it among positive aspects) might be ranked as a threat at 
 the same time. 


Cons 


•  Subjectivity may raise some issues or bias, political motivation, and misrepresentation 


•  Limitations on data availability and quality may raise questions on transparency and 
 accountability 


•  Low performance of a sub-division may penalise exceptional performers in that portion of 
 the organisation 


•  May be difficult to compare and rank functionally different roles in the same team 


•  Even though performance of all employees may be satisfactory, management will have to 
 give some a low score 



1.3.5 The 360 degrees survey approach 



1.3.5.1 General description 


As it is obvious from the name itself, 360 degrees approach involves a complex system 
of individual reviews from a cross-hierarchy set of co-workers. It is used in combination with 
achievement on objective performance metrics which should help to provide a multi-level, 
cross-functional assessment of performance that drives performance ranking and reward. 



(24)These surveys which are conducted from a set of an employee’s peers, subordinates and 
 managers are filtered and assessed by management to provide a holistic subjective view of that 
 individual’s performance across many competencies. The subjective rating of every individual 
 is achieved by consensus which should adjust and refine performance on a set of objective 
 performance metrics. 



1.3.5.2 Pros and cons of the 360 degrees survey approach 


Pros 


•  Objective performance data offers clear indicators on focus areas to enhance future 
 rewards 


•  Subjective cross-hierarchical comparison of performance in addition to the objective data 
 can drive a more complete estimation of overall employee achievement 


•  Review process drives increased awareness of competencies and relevance  


•  Helps identify and reinforce desired business and work-environment competencies 


•  Encourages open feedback and discussion 


•  Can accommodate objective ranking issues arising from limited or missing data 


Cons 


•  High requirements for training on questionnaires and survey data-collection, aggregation 
 and validation 


•  Subjectivity may raise some issues of bias, political motivation, and misrepresentation 


•  Low performance of a sub-division may penalise exceptional performers in that portion of 
 the organisation 


•  Increased responsibility for all employees 


•  Accuracy of reviewer may be questionable 



(25)•  Even though performance and reviews of all employees may be satisfactory, when 
 collating results, management will have to give some low score 


High requirements pose the biggest barrier to implement this system in most 
 organizations. Therefore it is usually used in investment banks or consulting businesses where 
 meritocracy plays vital role and its value added can exceed high costs. 



1.3.6 Forced-ranking 



1.3.6.1 General description 


FR is the process of differentiation of employees based on performance such that 
 individuals are put into fixed-size performance categories with associated rewards or penalties. 


Ranking is driven primarily by a subjective decision and typically not validated against any 
 objective metrics which is the most distinguishing factor against its peers on the objectivity / 
 subjectivity level. Another significant feature of forced-ranking is that it is mandatory for the 
 assessor to categorize performance into set bands rather than give similar (average or passing) 
 rank, thereby distinguishing exceptional performance and under-performance. This attribute 
 makes FR highly inapplicable in cultures where vertical structure dominates the whole 
 organization and a simple comparison based strictly on performance eliminating its 


“averaging” would pose unbreakable barrier. 
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1.3.6.2 Pros and cons of Forced-ranking 


Pros 


•  Forces the allocation of a range of grades to employees rather than everyone receiving 
 average or passing grades 


•  Allow for the inclusion on significant but intangible performance and work related 
 elements to the incentive scheme 


•  Forces management to handle poor performers 


•  Avoids general tendency for rating creep 


•  Can help in validating / supporting similar objective ranking initiatives 


•  Ranking can be associated with a wide range of incentive methods: compensation, 
 promotion, layoffs, development… 


Cons 


•  Subjectivity raises issues of bias, political motivation, and misrepresentation 


•  High threat of litigation, unhealthy competition amongst co-workers and reduced team-
 work 


•  Typically no method to appeal against a ranking 


•  Often low transparency and unclear fairness 


•  The hidden costs of replacing staff made redundant is usually high 


•  There is potential for a negative effect on morale, productivity and profitability 


•  Even though performance of all employees may be satisfactory, some will have to be given 
 a low score 


•  May cause friction and polarise management 



(27)As I stated in the general description negative aspects of this PM system make it almost 
 inapplicable in many organizations apart from a one time use to perform downsizing, 
 restructuring or turnaround. 



1.3.7 Summary of various PM systems 


It is necessary to bear in mind that above mentioned PM systems do not represent a 
 mutually exclusive nor a collectively exhaustive way how to evaluate performance within 
 organization. In practice these are quite often used in combination to fit with needs of a 
 specific organization. Top management should be able to assess strengths and weaknesses of 
 each PM system and match it with requirements and strategic desires of their organization.  


Further on I will describe particularly the concept of BSCs because it should be clear 
 from the peer to peer comparison that BSCs tend to be the most objective PM system even 
 though sometimes used with more subjective methods when there is a lack of data available or 
 when activities cannot be characterized by appropriate KPIs. 



1.4 Theory of Balanced Scorecards 



1.4.1 Basic facts about BSCs 


The concept of Balanced Scorecard was introduced in 1992  and further developed in 
1996  by Robert S. Kaplan and David P. Norton. This concept aims at translating strategy into 
performance objectives, indicators and targets in four balanced perspectives (quadrants): 



(28)•  The Financial perspective 


•  The Customer perspective 


•  The Internal Processes perspective 


•  The Employee Learning and Growth perspective 


Picture 1.: Four perspectives of Balanced Scorecard 


Source: http://www.balancedscorecard.org/ Date: 23.3.2008 



1.4.2 Aims of the Balanced Scorecard 


The authors introduced the concept of Balanced Scorecard in order to improve 
traditional indicator-based performance management. They argued that the indicators that 
were traditionally used to measure performance were not sufficient to give a fair and balanced 



(29)image of the company. This is because traditional performance indicators were purely 
 financial indicators.  


They aimed to develop a structured framework for analyzing the different objectives of a 
 company in relationship to each other, and to create a tool to analyze the gap between the 
 actual and the target performance. For this purpose, they wanted to consider external as well 
 as internal indicators, relating to past and to future performance, with a balanced mix of 
 objectivity and subjectivity. 


Furthermore, a major aim of the Balanced Scorecard is to encourage the employees to 
 take ownership of their actions, through the display of the financial incentives for both 
 individual and team performance. 



1.4.3 Description of the four perspectives 


The Financial perspective contains the most relevant financial metrics in line with the 
 organization’s strategy. It is focused on internal and past performance. This perspective aims 
 to show the dependencies between the results of the different business units (and/or 
 individuals) and the total result of the firm. 


The Customer perspective assesses the quality of the interactions of the firm with its 
 clients . Therefore, this perspective is strongly focused on external stakeholders. As clients are 
 the main drivers for revenues, they are the main asset to achieve financial objectives as set in 
 the Financial perspective. 


The Internal Process perspective considers the output of the internal processes, which 
allow the company to achieve customer satisfaction and generate revenues. This perspective is 
focused on both subjective and objective measures of the quality of processes and process 



(30)output. Quality measurement is not only focused on past performance, but also on future 
 performance, which will be driven by innovation. 


The Employee Learning and Growth perspective is focused on the development of 
 employees. An employee who has been sufficiently trained and who is satisfied with his job 
 should be able to perform the tasks that he has been assigned. The achievement of employee 
 targets is therefore required to achieve process as well as customer and financial objectives. 


This perspective is therefore strongly focused on future and internal performance. 


Picture 2.: Description of the four perspectives 
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Source: Oliver Wyman team analysis 



1.4.4 Quadrant weighting rules 


As the aim of the scorecard is to achieve balance between four quadrants, each quadrant 
should be weighted at approximately 25%.Therefore the following quadrant weighting 
methodology is suggested: 



(31)•  Weight all quadrants at 25% 


•  At levels below senior manager grade, not all of the quadrants will be relevant to a 
 particular role (for example customer and/or financial quadrants for back office roles) then 
 removing the appropriate quadrant and re-weighting the scorecard is appropriate: 


o 33% for each quadrant  


o  50% for each quadrant in the case of 2 quadrants 


•  In order to reflect the relative importance of job duties, the weights of specific quadrants 
 can be adjusted away from balance. The following are suggested maximum and minimum 
 quadrant weights.  


According to seniority, each quadrant’s weight can be adjusted within a range, as 
 detailed below: 


Table 7.: Quadrants and it’s weights according to seniority 


Number of 
 quadrants filled 


Minimum quadrant 
 weight 


Maximum 


quadrant weight 


Four 20%  35% 


Three N/A  N/A 
 Department 


Manager


Two N/A  N/A 


Number of 
 quadrants filled 


Minimum quadrant 
 weight 


Maximum 


quadrant weight 


Four 20%  35% 


Three 25%  45% 


Senior 
 Manager


Two N/A  N/A 



(32)Number of 
 quadrants filled 


Minimum quadrant 
 weight 


Maximum 


quadrant weight 


Four 15%  35% 


Three 20%  45% 


Assistant 
 Manager


Two 30%  70% 


Number of 
 quadrants filled 


Minimum quadrant 
 weight 


Maximum 


quadrant weight 


Four 15%  35% 


Three 20%  45% 


Specialist


Two 30%  70% 


Source: Oliver Wyman team analysis 


Quadrant weighting can be perceived as being pulled between two opposite 
 requirements. The Balanced Scorecard approach requires to find a balance between the four 
 quadrants, with a 25% target weight for each quadrant. Quadrant weighting also allows for 
 emphasis of some aspects of an employee’s job and one quadrant may be more heavily 
 weighted in order to make the employee’s scorecard more applicable for his role. Therefore, 
 the ranges discussed above should be used in order to match the balance and accuracy 
 requirements. 



1.4.5 Key Performance Indicators (KPIs) 


BSC is measured using key performance indicators which are meant to measure the 
output of the employee’s role within the organization. These measures are the top of the 
pyramid of indicators illustrated below:  



(33)Picture 3.: Pyramid of indicators 


Source: http://www.balancedscorecard.org/ Date: 23.3.2008 


KPIs for the balanced scorecard should be linked with organization’s strategy. The KPIs 
 are cascaded down to lower levels and will capture the employee’s output, not their input into 
 the processes over which they have control. KPIs should be aligned with strategic goals of the 
 organization, but on the other hand individually assessable and independently verifiable.  


KPIs should capture the most important functions of a specific role and ideally should be 
 able to show out-performance and not just performance at business as usual tasks 



1.4.6 Quality of KPIs 


As I mentioned above KPIs play a significant role within the whole Balanced Scorecards 
 theory. Therefore their quality is vital for the functioning of the whole system. Below are few 
 basic rules which should be followed: 


•  Aligned with strategic goals of organization 


•  Individually assessable 


•  Independently verifiable 


•  Capture the most important functions of a specific role 


Key 
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Indicators 


Operationa
 l Indicators 


•Detailed, 


process-based 
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 performance of a given 


•High-level 
 indicators showing
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•i.e. – Top-


Other 
Performance 
Indicators e.g. 



(34)•  Able to show out-performance not just performance at Business as Usual (BAU) tasks 


On the other hand there are some basic faults which should be definitely avoided 
 because they decrease value of KPIs, complicate their practical usableness and do not follow 
 above mentioned rules. 


•  Operational in nature 


•  Formulation is difficult for the employee to understand 


•  Only capture a small portion of the job description 


•  KPIs should be for substantial portions of a person’s job 



1.4.7 KPI weighting rules 


Once a balance has been found between the different quadrants the weighting of the 
 individual KPIs within each quadrant can be done. The relevance of each KPI in any 
 employee’s scorecard and the consistency of the scorecards within the organization should 
 reflect the importance of each KPI within the individual Scorecard.  


Each KPI should have a minimum weight of 5% and a maximum KPI weighting should 
be set in line with the quadrant’s maximum weight; therefore no guidance is provided on 
maximum KPI weighting. KPIs do not need to be given the same weight within a quadrant and 
may be set in relation to the position’s objectives. 
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1.4.8 Cascading of KPIs - vital part of BSCs 


The cascading of KPIs through the BSC of different levels has an ambition to maintain 
 consistency and alignment with the organization’s strategy throughout the organization. Each 
 cascaded KPI aims to reflect the contribution of the employee to the achievement of the 
 organization’s strategic targets. Furthermore, the cascading principle aims to contain 
 complexity by ensuring that the strategic goals are followed in the organization. Additionally, 
 this has design that aims to facilitate acceptance of the BSCs concept among the employees. 


Picture 4.: Example of cascading in the employee perspective 
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Source: Oliver Wyman team analysis 



(36)The design of the BSCs through the choice of the appropriate KPIs for all roles within 
the organization should be highly consistent. Where several objectives are shared by team 
members it may be relevant to assess one’s performance on the basis of such objectives. In 
order to maximize the consistency of the various roles within teams between the BSCs, a top-
down approach should be followed. KPIs are therefore cascaded from the upper levels of the 
organization to the lower levels. The cascade does not need to be arithmetic in nature rather 
KPIs should be cascaded logically, assigning constituent parts to responsible parties. 
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2  Analytical part 



2.1 Analytical purpose of this thesis 


In this part I would like to compare the theoretical knowledge I gained during my studies 
 and from various literature with the real-life experience I had the opportunity to gain. This 
 practical know-how comes from two main sources. Firstly, I did a four month internship at 
 American management consulting company Oliver Wyman in Zurich - Switzerland. During 
 this internship I had an opportunity to spend more than 3 months in Istanbul working for one 
 of the biggest private banks in Turkey. Part of this project was creating structure for BSCs 
 Center of Excellence which would then implement BSCs in this bank with more than 19 000 
 employees. Secondly, after coming back to Czech Republic when I started to work on my 
 thesis I had the opportunity to discuss my experience with several managers from UniCredit 
 Bank and it’s service subsidiaries where BSCs system is currently being implemented. 


The above mentioned experience helped me to learn the maximum possible about 
 performance management and therefore I decided to use my master thesis as an opportunity to 
 further analyze and think through this knowledge. Later on I will sum up the theoretical part 
 and describe it’s strategic implications particularly for BSCs. 



2.2 Strategic implications for BSCs at EM 



2.2.1 Implications of Hofstede’s Cultural Dimensions 


In the very beginning of this thesis I outlined connection of the national and corporate 
culture. I suggested that there is a strong correlation between national and corporate culture 
which was most obvious from the example of the United States and United Kingdom. Both are 



(38)representatives of the Anglo-Saxon corporate culture and at the same time  both have very 
 similar evaluation at the Hofstede’s five Cultural Dimensions model. Then I selected those 
 two above mentioned countries as representatives of DM and analyzed differences to countries 
 from EM. The outcome are three main areas which came out of Hofstede’s five indices which 
 pose potential source of cross – cultural challenges. 


•  Power distance 


•  Individualism 


•  Uncertainty avoidance 


As I mentioned in the theoretical part power distance index implies that organizations at 
 DM are much more hierarchical and therefore a direct comparison of employees across the 
 vertical structure of the organization suggest potential conflicts when using BSCs to manage 
 performance. Especially if BSCs would be used in combination with Forced-ranking which 
 obliges superiors to decide on an exact ranking of subordinates it could create enormous 
 tension among employees, destroy team spirit and motivation. 


Issue of individualism is very interesting because Hofstede’s research was originally 
 conducted on employees of IBM worldwide. Even though the research was realized within one 
 Multinational company (MNC) there were significant differences based on country where 
 each subsidiary was located. Therefore it is clear that employees working in developed 
 countries tend to be much more individualistic which is addressed in BSCs system by creating 
 intra-team competition. On the other hand this attribute can be perceived as adverse in highly 
 collectivistic cultures. More than anywhere else is necessary to address this issue individually, 
 depending on the environment where applied. Nobody will be probably surprised when faced 
 with Forced-ranking at the trading floor or sales department of any investment bank. On the 
 other hand with an increasing role of teamwork it makes less sense to nurture intra-team 
 competition above all when cooperation is vital to reach desired goals. 


BSCs system creates structure in organizational performance  management where quite 
often wasn’t any or was very unclear and flexible. Therefore in countries with low scores on 



(39)Hofstede’s uncertainty avoidance index employees may prefer to operate in less structured 
 environment then DM and therefore setting of rigid KPI structure seems much more 
 appropriate for DM than EM. Also, managements may be exposed to the risk that employees 
 will behave in the extreme manner and will focus only on simply and mindlessly performing 
 tasks which are captured by their KPIs. Any activity which they would be normally willing to 
 do without hesitation because it makes logical sense could be approached reluctantly just 
 because employee wouldn’t directly benefit from performing such a task. 


Afore mentioned issues deal directly with three most relevant indexes out of Hofstede’s 
 five Cultural Dimensions. I decided to analyze these issues in the top down succession in order 
 to address most general issues first and then move to more precise ones. On the other hand this 
 approach enables that some of following issues will be logical implications of above 
 mentioned general points. I do not consider this as failure but as a vital step in order to realize 
 interconnections of those issues and the fact that they very often stem from quite simple but 
 far top levels in the issue tree of performance management in any organization. 



2.2.2 Strategic implications of managing knowledge workers 


In the theoretical part I mentioned definition of knowledge worker (KW) by Peter 
 Drucker and Kidd. They were both highlighting the tacit knowledge of these KWs and their 
 motivation. It is clear that performance management is being implemented in order to increase 
 productivity of employees and that can be done be either stimulating motivation of KWs or by 
 developing their skills. BSCs should in an ideal situation be able to do both. Firstly align 
 personal goals of every employee with company’s goals by carefully setting of individual 
 KPIs and secondly by fitting workforce into the bell curve (in case of normal distribution) and 
 therefore enabling to identify segments where various schoolings shall be available.  


Also, companies can use outcomes of evaluations of their workforce to identify bottom 
bucket (usually around 10%) and instead of developing their skills lay them off. In this case 



(40)top management should bear in mind that this decision can have significant impact on 
 corporate culture and shouldn’t be used as a long term tool to manage organization. At EM in 
 particular the clash with values and culture is more than obvious. Even General Electric which 
 first implemented this model doesn’t use it anymore. It may be feasible in the short term but 
 negative effects would definitely dominate in the long term. 



2.3 Common issues concerning implementation of BSC  with respect to EM 


After summarizing my observations I decided to create a structure which should be able 
 to depict most common issues faced when implementing BSCs. Instead of describing various 
 issues I experienced or heard about in each organization and from each manager I would like 
 to sort them out in a so called MECE structure. The abbreviation MECE in consulting jargon 
 stands for mutually exclusive collectively exhaustive. This grouping principle helps to create a 
 structure for further analysis without any overlapping and gaps at the same time. Each sub-
 issues can be then addressed separately, specifically and by doing so the whole problem may 
 solved in an holistic manner. 



2.3.1 MECE sub-issues of BSCs implementation 


After studying thoroughly both theoretical and practical challenges of BSCs 
 implementation and it’s cultural aspects at EM I recognized those major sub-issues: 


•  Criteria for ranking (selection of right KPIs) 


•  Linking compensation to performance - base salary vs. bonus 


•  Increased competition within team 



(41)•  Superiors are hesitant to lay offs 


•  Corporate culture differences 


Further on I will address each sub-issue separately  



2.3.2 Criteria for ranking (selection of right KPIs) 



2.3.2.1 KPIs are selected to be easily measurable  


Definitely the most often mentioned challenge is the selection and implementation of 
 right KPIs. Managers are usually unsatisfied with the quality of key performance indicators as 
 such. Firstly, the most common issue is that KPIs are set on easily measurable values such as 
 time. Unfortunately, this metrics is in most cases incapable of depicting the quality of 
 employees output. Therefore subordinates who use less time consuming solution (which 
 usually isn’t the overall best one) achieve a higher score than employees who try to solve the 
 problem in the best possible way, but in the end they deliver it later because of the higher time 
 consumption.  



2.3.2.2 KPIs are not able to capture complexity of employee’s role 


Secondly, sometimes even though superiors find few KPIs which can measure quality of 
employee’s work they cannot cope with various dimensions of employees tasks. As was 
implied by Hofstede’s uncertainty avoidance index people in emerging markets prefer to work 
in less structured environments then in DM. Setting of a rigid structure poses threat that if 
KPIs do not reflect all or at least most of employees responsibilities they may start to focus 
more on activities for which they are being rewarded. Also, another issue is the evaluation of 
shared activities by team members which will be addressed in the Increased competition 
within team chapter and further on. 



(42)For above mentioned reasons performance review processes shall be set properly from 
 the very beginning in order to capture overall output of an employee. By doing so, 
 management can avoid potential confusion and frustration when BSCs are implemented.  



2.3.3 Linking compensation to performance - base salary vs. bonus 



2.3.3.1 Performance share on the total renumeration is too low 


During interviews I conducted I found out that most of the companies are using on 
 average only cca.15 % as a bonus pool (also dependent on the overall company's profit) which 
 is then distributed in the + / - 15 % interval depending on individual performance. All 
 companies acknowledge that this ratio is too low in order to stimulate employees enough and 
 therefore it is planned to increase the bonus part of the salary to circa 30%. Distribution of the 
 bonus between high and low end performers depends on the nature of the work. Most 
 commonly mentioned issues are: 


•  Teamwork – performance of each individual is connected with other members 


•  Staff rotation / Long-term sickness / Maternity leave / etc. 


I will address the separate issue of teamwork later on but it is worth mentioning that it is 
much easier to separate top and worst performers when the job description is simple and easy 
to measure. On the other hand when tasks performed by individual employee are getting more 
complex and interdependent with other team / department members it is less viable to capture 
individual performance which significantly complicates the whole review process and 
segmentation.  



(43)Picture 5.:. GE Vitality curve 


Source: http://www.gehealthcarefinancial.com/us/acfc/vitality_curve.html 


Also, very often employees who are marked as “average performers” (for example 70% 


of workforce in the General Electric vitality curve) tend to stop volunteering for overtime or 
 extra tasks because they perceive those initiatives as mandatory activities for top performers 
 only. 



2.3.3.2 BSCs system enables to fit workforce into statistical distribution 


In the current hectic and turbulent environment changes within team are very frequent 
 and it is complicated to adjust individual’s performance because of the interconnection of 
 workload. Also, as one manager noted, especially when employees are performing repetitive 
 tasks, management is advised to support rotation of staff within organization. Unfortunately, 
 staff rotation, long term sickness, etc. complicates the whole performance measurement 
 process and creates further tension among co-workers. Therefore it is then more complicated 
 to evaluate each worker separately and rank each person into different bucket which is 
 necessary when using e.g. forced ranking. 


The main goal and underlying assumption at the same time is that the whole workforce 
 of any organization may be plotted into bell curve (in case we assume normal distribution). 


This enables superiors to structure employees based on their performance in various segments 
from top to low performers and decide how to address each segment independently. I will 



(44)deeply describe various approaches in the following chapter but the key implication in this 
 sub-issue is that on average it is less desired to compare employees one on one in EM and to 
 set rigid structure in order to be able to do so. 



2.3.4 Increased competition within team 



2.3.4.1 Superiors prefer to manually override BSCs output 


As I suggested above most managers cite as one of the biggest weaknesses of BSCs that 
 it is not able to capture the difference in quality of employee’s output as soon as the work gets 
 more complicated, complex and interconnected with other co-workers. This is one of the most 
 serious issues because it is exactly the kind of influence on team environment which seems as 
 biggest threat for the implementation of BSC in EM.  


So far I found out that managers in Czech firms usually have the possibility to 


“manually override” BSC output if they  disagree with the automatic assessment of any 
 subordinate. Unfortunately this basically ignores the framework created by BSCs and 
 therefore it is usually advised not to allow this in order to resist to the efforts of superiors to 
 report average results and cover underperforming individuals. On the other hand by doing so 
 managers are able to decrease the chances of possible clashes among employees because of 
 significant differences in renumeration. 



2.3.4.2 Cultural predisposition for competition at DM 


On the more universal level if we use outcomes of two from five Hofstede's Cultural 
Dimensions model and compare the scores on core Power distance index (PDI) and 
Individualism (IDV) at EM vs. DM we will find out that culture in DM is a better “fit” for 
creating intra team competition. Much higher scores for IDV imply that employees will be 



(45)able to comply with newly created competitive framework and at the same time lower scores 
 at PWD will ease the “pain” of differences in renumeration based on performance and merit.  


Exactly at the other side of this virtual scale stand EM which usually were dominated by 
 more or less collectivistic systems where individualism was held as at least inappropriate 
 behaviour and sometimes was even punished. Therefore employees at EM quite often 
 disapprove individualistic behaviour and feel uncomfortable in very competitive environment. 


Also much higher power distance poses a threat to comparison of employees over vertical 
 structure of the organization. 



2.3.5 Superiors are hesitant to lay offs 



2.3.5.1 High costs of increased turnover 


Quite a common question among top managers is whether they have to terminate the 
 contract when an employee is moved to the lowest category. Especially challenging is the 
 situation at EM where very often demand for educated and experienced employees exceeds 
 supply. Termination of contract implies several issues: 


•  Costs of termination 


•  HR costs of executive search 


•  Productivity loss 


•  Increased overall department’s HR costs 


Making not sufficiently performing employee redundant implies obvious costs of this 
process but also quite often increases long term team / department HR costs because external 
hires demand higher salaries than current employees. Particularly in high growth countries is 
the gap among salaries of long-term employed employees and external market salaries 
widening. Internal salaries are usually indexed to inflation p.a. plus bonus. On the other hand 



(46)market situation is quite often not only improving in the rate of inflation but is mainly 
 influenced by growing competition on the demand side of labour market among new entrants 
 to the market.  


These main above mentioned costs connected with termination of the contract usually 
 imply that superiors are highly hesitant about moving employee to the lowest rank in case that 
 it should imply termination of employees contract and therefore result in searching for 
 substitute. 



2.3.5.2 Downsizing may be the ultimate goal 


Of course that worth mentioning situation is the extreme case when BSCs system was 
 designed in order to downsize the workforce. In this case finding bottom tier of low 
 performers is the ultimate goal. As in the most known case of General Electric where CEO 
 (chief executive officer) Jack Welch used BSCs system to sort employees into three groups. 


Top 20 percent on whom rewards, promotions, and stock options are used. High-performing 
 middle 70 percent with good futures and a bottom 10 percent. Jack Welsch13 wrote in his final 
 letter to stockholders: 


"A company that bets its future on its people, must remove that lower 10 percent, and 
 keep removing it every year-always raising the bar of performance and increasing the quality 
 of its leadership." 


Unfortunately, especially in EM companies need to manage their growth and therefore 
 cannot afford the luxury of reducing their staffing pool by 10% on yearly basis. Also, even 
 General Electric left the rigid 20 – 70 – 10 model where the lowest performers were laid off 
 and rather started to invest more resources into this segment in order to develop their skills. 


       


13 Source: www.PerformanceAppraisal.com 



(47)
2.3.6 Corporate culture differences 



2.3.6.1 Differences based on industry 


BSCs system was originally successfully used in top performing companies like General 
 Electric, Microsoft or investment bank Goldman Sachs. These organizations are world known 
 for employing bright high-flyers who are willing to take an extra amount of effort in order to 
 boost their career. Obviously corporate culture and environment will be fundamentally 
 different in this sort of companies in comparison with e.g. an regular universal local bank.  


Therefore managers should be aware of the fact that the final effect of implementation of 
 BSCs system, especially when e.g. forced ranking is used, can be quite opposite then 
 expected. It is desired to find out in the very beginning if there is an cultural fit in the 
 organization and if employees will be willing or able to work in such an environment.  



2.3.6.2 Threat of litigation 


In the end of all issues I have to mention that there were cases when implementation of 
 BSCs with e.g. forced ranking system exposed company to a serious threat of litigation. Most 
 well known example is situation at Ford14 where because an obviously major portion of 
 workforce with higher average age was selected into an underperforming bucket Ford had to 
 support it’s data in order to deny the image that reviews were biased (discrimination based on 
 age). Even though currently this issue isn’t definitely more probable to take place at EM than 
 at DM, various sources state possible law challenges as a threat. Especially when performance 
 management is implemented without general acceptance of unions. 


       


14 Source: http://www.abanet.org/irr/hr/spring04/forced.html 
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