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EXECUTIVE SUMMARY

ew can argue that ynancial services is a turbulent,

unpredictable and volatile industry. Online chan-

nels, risk management and an increasingly spoilt for
choice customer—base combine to make life challenging for
the leaders of ynancial services entities.

Yet there are still ynancial services organizations that deliver
continued year—on-year success. A glimpse into the internal
workings of these organizations shows that many have ad-
opted the Balanced Scorecard framework as their preferred
tool for successfully executing strategy in today’s challeng-
ing environments. Indeed, some of the successes have been
quite stunning.

With examples from leading ynancial services organizations
from various parts of the globe, this issue of The OTI Thought
Leadership Series explains how to build a Balanced Score-
card framework, comprising a Strategy Map of key strategic
objectives and a scorecard of accompanying metrics, targets
and initiatives.

A case study on the Jakarta, Indonesia headquartered Bank
Niaga highlights key learnings from this paper.
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INTRODUCTION

he ynancial services industry is arguable the most

turbulent, competitive and unpredictable of all mar-

ket sectors. The breathtaking advancements in in-
formation technology in recent years has totally transformed
both how ynancial services organizations go to market and
how they are perceived by their customer base.

For instance, online market channels are a staple of all in
ynancial services. While better enabling the reach to cus-
tomers, it also means that potential customers can, at a
click of a button, instantly compare prices and product char-
acteristics from many hundreds of suppliers. This has led
many analysts and researchers to argue that the notion of
fcustomer loyaltyi is all but dead within ynancial services.

Yet here’s the conundrum. There are those that argue that
product commoditization and the speed by which products
can be replicated by competitors, means that a focus on
the customer is the only way to achieve differentiation in a
crowded marketplace.

“...when we look at our performance as an
organization, we look at more than just our
ynancials. We use a Balanced Scorecard
[which] means ynancial performance [but]
also means meeting our customer goals. It
means operational success and, of course,
it means our people.o

Richard E. Waugh,
President and Chief Executive Ofycer, Scotiabank

Scotiabank Case Example

This was the view taken by the giant Canadian bank Scotia-
bank at the turn of this decade, following in—depth research
amongst its customer base. As a steer toward customer-
centricity, the organization crafted a vision, ‘to be the best
at helping its customers become ynancially better off, by
providing relevant solutions to their unique needs.’ By de-
livering that experience Scotiabank believed it would retain
(and win) customers in yercely competitive markets.

Fast forward to March 2007 and the address to the Annual
General Meeting made by Richard E. Waugh, the corpora-
tionis President and Chief Executive Ofycer.
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“Our objective is to achieve the highest levels of customer
satisfaction and loyalty. We want to deepen our relation-
ships with our existing customers. And we want to continue
to acquire new customers.”

He continued that their research had found that their vision
resonated with customers. “...In fact, it's a proposition that
translates into a tremendous level of customer loyalty,” said
Waugh, “[And] compared to the other Canadian banks,
Scotiabank customers report very high levels of customer
loyalty. This higher level of commitment means that our
customers are more likely to recommend our services to
others. And it means they’ll trust us with more of their busi-
ness.”

As for success, for 2007 the 60,000 employee—strong Sco-
tiabank reported net income available to common share-
holders of (CAN) $3,994 million and return on equity of
22.0%. Dividends increased byl16%. The total return to
shareholders (share price appreciation plus dividends re-
invested) was 12% — resulting in 13 consecutive years
of positive returns to shareholders of the Bank. The com-
pound annual return of the Bankis shares over the past yve
years has averaged 22%.

Delivering to a customer—centric vision required a struc-
tural and systems overhaul of Scotiabank’s operations. But
at the core of the transformation was the implementation of
a new strategy implementation framework — the Balanced
Scorecard.

Scotiabank’s Waugh says: “...when we look at our perfor-
mance as an organization, we look at more than just our
ynancials. We use a Balanced Scorecard [which] means
ynancial performance [but] also means meeting our cus-
tomer goals. It means operational success and, of course,
it means our people.”

Financial Services Scorecard

Success Stories

Scotiabank is one of a host of ynancial services organi-
zations from across the globe that have adopted the Bal-
anced Scorecard. Indeed, ynancial services has probably
been the heaviest of all sector scorecard users. Other com-
panies include Bank Niaga (see case study in this issue
of The OTI Thought Leadership Series), BMW Financial
Services, Bank of Ireland, Bank of Tokyo—Mitsubishi, Bank
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Universal (now merged into PermataBank), Barclays, Astra
Insurance, Adira Finance, the Royal Bank of Scotland, and
KeyCorp. Moreover, the US—headquartered Cigna Property
& Casualty (P&C) was an early poster boy of the scorecard
movement, when during the mid 1990s the scorecard was
used as the core tool that turned around an organization
that had lost $1 billion over four years.

“When lain Robertson was appointed CEO
of the Royal Bank of Scotland (RBS)...he
implemented the scorecard because
he believed it could provide him with
an overview of the bank’s performance
against its strategic objectives in a user—
friendly, and simple, format”

THE BALANCED SCORECARD

EXPLAINED

irst described in 1992, a Balanced Scorecard is a
strategy implementation framework that comprises
four components:

1. A Strategy Map which describes the key objectives
that, if delivered to, will mean the successful imple-
mentation of the strategy.

2. The metrics used to monitor progress toward the ob-
jectives.

3. The targets for the metrics.

4. The strategic initiatives (or action programmes) that
are launched to drive performance toward the tar-
gets, and so ultimately the delivery of the strategic
objectives.

Each component comprises a ynancial perspective and the
three nonTynancial perspectives of customer, internal pro-
cess and learning & growth. Although some organizations
might opt for 3, 5 or 6 perspectives, depending on their own
strategic needs and re—label the perspectives accordingly,
or to repect their own culture. A Strategy Map for Banking
365, a remote banking arm of the Bank of Ireland is shown

in ygure 1.

FOUNDATION STONES FOR

SUCCESS

wo key foundation stones must be in place before
building and cascading a Balanced Scorecard.

Senior Management Sponsorship

Most importantly is sponsorship from a C—level executive
(preferably the CEO). Implementing a Balanced Scorecard
is an enterprise—wide initiative that crosses baronies and
power bases. Without the recourse to C—level interven-
tions, resistance, or lack of effort, within the organization
will eventually derail the scorecard programme, especially
in the face of pressing operational issues. That Scotia-
bank’s Waugh highlights the importance of the scorecard in
his annual address to the AGM is testament to his support.
Moreover, at Banking 365 the scorecard was introduced by
and daily championed by CEO Cathal Muckian. Stretching
back to the phenomenal success of Cigna P&C, this was in
no small part due to the complete support for the scorecard
effort by CEO Gerry Isom.

And let's not forget that the scorecard delivers great value
to the CEO. When lain Robertson was appointed CEO of
the Royal Bank of Scotland (RBS) in 1998 he implemented
the scorecard because he believed it could provide him
with an overview of the bank’s performance against its
strategic objectives in a user—friendly, and simple, format.
And, just as importantly, it could be used to set stretching
targets bank—wide that could be easily tracked. RBS has
been one of the best performing UK banks for much of the
last decade.

C-level executives should serve on a steering committee
that oversees the scorecard implementation programme.

Project Management

Managing the scorecard implementation on a day—to—
day basis should be the responsibility of a project man-
ager (probably one or two levels below the C—suite) who
is greatly respected in the enterprise. At Bank Niaga the
programme was headed by Wahyu Eko Wardono, head of

© Naresh Makhijani & James Creelman, 2008
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Figure 1: Strategy Map

corporate planning, while at Cigna P&C it was by Tom Vale-
rio, who was designated chief of staff with a direct reporting
line to the CEO. These project leaders should be supported
by a dedicated programme team consisting of representa-
tives from several functions.

V. BUILDING THE BALANCED

SCORECARD

ypically with the guidance of a proven scorecard
consultancy (whose key roles should be provid-
ing the methodology, best practice sharing and the
transferring of knowledge), the project team facilitates the

design of the Balanced Scorecard. Ideally, this will run as
a series of workshops starting with the Strategy Map, fol-
lowed by sessions that consider measures and targets and
ynally initiatives.

Strategy Mapping

Strategy mapping is the most important task in building a
Balanced Scorecard, and so must be the yrst of the sequen-
tial workshop events. Get the map right and it becomes
much simpler to select meaningful measures, targets and
initiatives. Indeed, spending 80% of the effort at the stage
will likely pay dividends later.

Creating A Balanced Scorecard For Financial Services
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To better understand the dynamics of a Strategy Map, it is
important to view the map as comprising two halves. The
top half (the ynancial and customer perspectives) are es-
sentially outcomes — or rather what the organization aims
to achieve ynancially and for the customer. The bottom half
of the map represents the inputs — or rather those pro-
cesses/activities that must be delivered exceptionally well
if the outcomes are to be realized and, consequently, the
strategy implemented.

fiFrom a ynancial perspective, the top
objective should typically always focus
on the delivery of value to shareholders/
owners. All commercial organizations
are in business for this reason”

Financial

From a ynancial perspective, the top objective should typi-
cally always focus on the delivery of value to sharehold-
ers/owners. All commercial organizations are in business
for this reason. Normally, the ynancial perspective will in-
clude an effectiveness objective (such as maximize rev-
enue growth) and an efyciency objective (such as manage
expenses). Financial institutions will also typically choose
an objective around managing risk (crucial, giving today’s
global risk proyles and the catastrophic failings of house-
hold name banks caused by the credit crunch) and asset
management.

Customer

The next step in the Strategy Mapping process is to popu-
late the customer perspective. Remember that a Strategy
Map should tell a performance story. Therefore, when con-
sidering which objectives to place in the customer perspec-
tive it is crucial that each customer objective is hardwired to
one or more of the objectives within the ynancial perspec-
tive.

From a customer perspective, it is also important to note
that the purpose of this perspective is to describe how

value is experienced through the eyes of the customer. So
avoid objectives such as ‘increase share of wallet’, which
is not about value to the customer, but to the enterprise
itself. Customer objectives might include ‘this bank deliv-
ers superior ynancial products,j and fthis bank provides an
exceptional quality of service’.

Internal Process

Dropping down to the internal process perspective, we
move into the half of the map where work gets done. Note
that it can be helpful to think about strategic theming at this
point. A bar could be inserted between the internal process
and customer perspectives that capture the key themes of
the strategy and will be used to collocate the objectives
within the internal process and learning and growth per-
spectives to those themes. As an illustration, themes might
be ‘build customer engagement’, ‘risk management’, ‘oper-
ational excellence’. Objectives for ‘operational excellence’
might include ‘enhance on-line delivery capabilities’, ‘prof-
itably deliver consistent service.’ Typically we would expect
to ynd about 40% of all objectives within this perspective.

Learning & Growth

The ynal perspective is learning and growth. Although the
last perspective in the sequence, it is certainly not the least
important. Indeed scorecard co—creator Professor Robert
Kaplan has said that the learning and growth perspective
is the foundation of the map — that is it holds up the other
three perspectives. In this perspective, attention is paid to
the key competencies, attitudes and values that must be
found within the employee—base if the internal processes
are to be delivered effectively and therefore the realization
of the customer and ynancial outcomes.

So for example, the customer perspective has an objective
of ‘this bank understands my needs’, there might be an in-
ternal process objective of ‘implement a customer—focused
learning process,’ and that will be supported by a learning
& growth objective of ‘build knowledge management capa-
bilities.’

With the map created, the next step is to choose and iden-
tify the metrics.

© Naresh Makhijani & James Creelman, 2008
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Choosing Strategic Measures

It is not uncommon that organizations are yrst attracted to
the Balanced Scorecard because of its role as a measure-
ment system. But although metrics are a critically important
component, the Balanced Scorecard is not a measurement
system, it is a strategic management framework. This is a
crucial understanding.

In choosing metrics, there are several key considerations
to keep in mind. Firstly, it is not unusual for up to half of the
metrics that are identiyed as best supporting the strategic
objective to be unavailable. The choices here are to build
the metric or choose a proxy (a close assimilation). A man-
ager from the Royal Bank of Scotland came across this
challenge when building its scorecard. “An excellent perfor-
mance measure may be identiyed but it may cost millions
of [dollars] and take years to create and implement. There-
fore, the challenge here was to take that ‘perfect measure’
and from it create a measure that was both useful to the
business and cost—effective to implement.”

Moreover, to be useful for aggregation, comparison and
best—practice sharing, measures should be commonly de-
yned organizationtwide. Typically this is an early and dif-
ycult challenge as it is not unusual to ynd that performance
is measured in many different ways across the enterprise.

Ownership

As with strategic objectives, ownership and accountability
should be assigned to metrics. Objective and measure own-
ership is crucial for the operationalising of the strategy.

Actionable

Importantly metrics should be actionable. Measures that
are nice to know but do not trigger step—change perfor-
mance improvement typically have no place on a Balanced
Scorecard. For instance if an organization has an objective
to retain talent and has clearly deyned what constitutes tal-
ent and has an agreed common enterprise—wide metric,
and the measures shows that strategically critical employ-
ees are walking out the door, then this should trigger an
intervention. Simply put, we have a strategic objective, the

The OTI Thought Leadership Series

measure indicates we are failing to meet that goal and so
we do something about it.

As an example, ygure 2 shows metrics from Banking 365
alongside selected objectives.

Bank Universal Case Example

Here are examples of the metrics used at Indonesia’s Bank
Universal.

¢ Financial metrics were grouped around revenue and
expenses.

e Customer satisfaction metrics included how long
customers wait for tellers or service delivery and
an annual customer satisfaction survey measured
the branch network performance collectively, and
branches individually.

e From a process perspective, measures included
how long it takes to process a cheque, to submit a
deposit, or to open an account.

e Finally on the people side, measures included suc-
cession planning at branch level and the product
knowledge of branch employees.

Selecting Targets

Once measures are agreed, the next step is to identify met-
ric targets. Of course all organizations set targets. How-
ever, these are still predominantly ynancial, with most yxed
for an annual, budgeted timeframe. Within the Balanced
Scorecard, equal attention must be paid to both ynancial
and nonTynancial targets, and goals must be synchronised
to a longer term, or strategic horizon.

“Measures that are nice to know
but do not trigger step—change
performance improvement typically
have no place on a Balanced
Scorecard”

© Naresh Makhijani & James Creelman, 2008
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Selected objectives

Selected metrics

Financial
F1 Increase return on equity
F2 Grow product volumes/income
F3 Enhance productivity/efyciency

PBT v target
e Costincome ratio
e Product sales/income v target
e Cost per transaction

Customer
C1 Increase customer conydence in buying iDirectb
C2 Increase customer satisfaction through superior deliv-
ery of day—to—day banking services

Percent products sold ‘Direct’
*  Mystery shopper rating
e Customer satisfaction rating

Internal Process
11 Drive up sales using both brands
12 Cross sell products
13 Expand CRM
14 Expand worksite sales
15 Push payment protection
16 Provide quality sales service
17 Shift trafyc to selfrserve device
18 Effectively manage key processes
19 Effectively manage resources
110 Effectively manage expenditures
111 Outsource non—core activity
112 Deliver quality service
113 Effectively manage customer complaints
114 Migrate customers to Banking 365

Volume of 365/Premier Sales v Target
*  Number of cross sales applications generated
*  Number of outbound calls made/converted
*  Number of active schemes
*  Payment protection take—up
e  Percent sales calls answered within 20 seconds
e  Percent sales calls abandoned
*  Number of transactions by self-service device
e Total call processing time (Serv)
e Application Approval Ratio
e Take up rate on approval (Sales)
e Manpower v Req v Budget for services and sales
e Expenditure v Budget
e  Status update
e Percent service calls abandoned
e Percent service calls answered within 20 seconds
e  Number/type of customer complaints
e Volume of Service calls v Target

People
P1 Develop appropriate culture in services and sales

P2 Invest in skills training

P3 Align goals

P4 Manage staff performance

P5 Listen/respond to staff concerns
P6 Retain staff

Staff feedback — survey
¢ Percentage of time invested in training
e  Staff feedback — survey
e  Staff feedback — survey
e  Staff fora update
e Staff turnover rate
e Staff rotation rate

Technology
System Performance

T2 Develop MCA infrastructure
M1 Introduce KPIs for each function

System availability/response times
*  Project, program updates

Figure 2: Selected Objectives/metrics From Banking 365

Too often, targets (ynancial or not) tend to be an outcome
of negotiations between, for example, the corporate centre
and business unit managers. As a result, targets become
more about reaching a compromise than beating the com-
petition. More, targets are normally based on an inside-
out view of the marketplace (the performance we want to
achieve in our chosen markets), rather than outside—in per-
spective (what can really be achieved in those markets).

All measures on a Balanced Scorecard should have a cor-
responding target, just as all objectives require supporting

metrics. The target represents a tangible, and quantiyable,
vision of desired performance. But targets must not be sim-
ply ‘plucked out of the air’, but be based on a thorough
analysis of both required performance and internal capa-
bilities.

Comparative Performance Goals

In the setting of targets organizations should, wherever

© Naresh Makhijani & James Creelman, 2008
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Tasks

Issues

Deyne measures to track strategic objectives
in the scorecard

As with strategic objectives, the number of measures should be kept to an
essential minimum

Be prepared to be innovative in deyning stra-
tegic measures

Most of the nonTynancial measures that are needed for a strategic scorecard
are unlikely to be readily available

Set targets for measures

Targets convert measures into tools for improving performance

Ensure that each measure passes the tests
of being valid, meaningful, actionable and
deliverable

Measures will need to conform to a number of criteria if they are to be imple-
mented and accepted, particularly in the case of nonTynancial measures

Measure leading aspects of performance

Some measures, such as customer and employee satisfaction are unreliable
indicators of future behaviour, and need further reynement

Address the political implication of measures

Since managers and individuals will be assessed against measures of perfor-
mance, new measurement frameworks have repercussions for accountability

Take data accessibility into account in select-
ing measures

Be prepared to trade off cost against value since in some cases, the cost of
sourcing and collecting the data to populate a measure may exceed its value

Identify measures that can be subject to
benchmarking and relative performance as-
sessment

Where relevant, measures that compare the organization relative to the com-
petition can help to target strategic performance improvement opportunities

Figure 3: Workshop 2: Selecting Strategic Measures and Targets

possible, identify comparative performance goals. Orga-
nizations typically set targets based on what they think
they can do. Yet, increasingly leading companies are less
concerned with what they themselves believe they can
achieve, but what is actually being accomplished by com-
petitors. For instance, for Company A the moving from 75%
to 85% customer satisfaction in a nine month timeframe
might be perceived as a stretch and its achievement a suc-
cess, but if there are competitors that are already at 85%
and are aiming for 90%-+, then performance for Company
A can legitimately still be described as below required stan-
dards — despite the ‘stretch’.

Consequently, the management team of Company A must
raise the performance bar so that they can beat the com-
petition, rather than meet an internally derived target. This,
of course, is easier said that done and organizations often
set targets while ignoring what they are actually capable of
achieving in light of the present capacity of the organization
and the capability of its processes. So if senior manage-
ment sets a target to be better that the competition by Y%,
but doesnit analyze whether the organization is conygured
to achieve Y%, then it's a short—sighted approach that will
de-motivate the lower level managers that are being asked
to hit targets that they know to be unrealistic.

Selecting Strategic Initiatives

The ynal workshop considers initiatives. When choosing
strategic initiatives the overriding criteria is that they must
directly link through to objectives on the Strategy Map. Sim-
ply, no initiative should be launched or funded unless this
link is unequivocally proven. This is because the purpose
of an initiative is to close an identiyed gap between actual
and required levels of performance to achieve a strategic
objective.

Crucially, the process of initiative selection typically leads
to the jettisoning of well-established, and often expensive,
projects. It is not unusual that anywhere between 40% and
80% of existing projects will be cancelled as a consequence
of a properly architected Balanced Scorecard framework.

Cancelling highTproyle projects may lead to resistance from
the senior executive that sponsors the project. Describing
through the scorecard why the initiative is no longer stra-
tegically relevant may help overcome this resistance. If
not, then it is the responsibility of the CEO to order project
cancellation — the political complexities in giving such an
order clearly demonstrated why the CEO must not just pay

“ Creating A Balanced Scorecard For Financial Services
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