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5.13: Identify the Characteristics of an Effective Performance Measure
It is important to identify the characteristics that make a performance measure a good assessment of goal congruence. A good
performance measurement system will align the goals of management with the goals of the corporation, and both parties will
benefit. A lack of goal congruence in a performance measurement system can be detrimental to a business in many ways. Without
proper performance measures, goal congruence is almost impossible to achieve and will likely lead to lost profits and dissatisfied
employees,

A good performance measurement system should have the following characteristics:

It should be based on activities over which managers have control or influence.
It should be measurable.
It should be timely.
It should be consistent in its application.
When appropriate, the actual results should be compared with the budgeted results, standards, or past performance.
The measurements must not favor the manager over the goals of the entire organization. Often, managers have the ability to
make decisions that favor their individual units but that may be detrimental to the overall performance of the organization.

As you’ve learned, it is important that the activities on which managers are evaluated are within that manager’s control. In addition,
it is very important for the information that is used in the performance measurement system to be gathered, evaluated, and
presented in a timely manner. Performance measurement systems provide an indication of how well the evaluated managers are
doing their jobs. Remember, the organization wants managers to make decisions that are in the best interest of the organization as a
whole, and hence the need for the performance management system. If managers do not receive appropriate feedback in a timely
manner, they will not know which decisions they should continue to make in the same manner and which are less effective. The
same is true from the corporation’s perspective. Timely information allows the evaluation team to determine the effects of
individual management decisions on the corporation as a whole.

In addition to being timely, performance measures need to be applied or measured consistently. The accounting variables or other
measures that are used to evaluate a manager should be measured the same way from period to period. For example, if a
performance measure includes some form of income, such as operating income, then that measure should be used each time and not
replaced with another income measure for the current measurement cycle (usually one year). If, upon further analysis, it seems that
net income is a better measure to use in the evaluation of a manager, then the new measure can be implemented during the next
measurement cycle. When measures are changed, it is imperative that the manager being evaluated is aware of the measurement
change, as this may affect his or her decision-making. The idea is to keep the targets stable for a period. Otherwise, the
measurements might be inconsistent, and thus misleading. A good performance measurement plan would include the manager’s
input in the design discussion. Not only does this help to ensure that the plan is clear to all parties involved in the process, it also
helps to motivate managers. Rather than being told what goals are to be met, managers will be more motivated to achieve the goals
if they have input into the process, the goals to be reached, and the measurements or metrics being used.

Performance measures are only useful if there is a baseline against which to compare the measured results. For example, students
often evaluate how well they performed on a test by comparing their grade to the average for the test. If a student scored  out of 

 on a test, the initial response may be that this is a less than stellar grade unless that score is compared to the average. Suppose
the average on that particular test was a . Obviously, in this example, the student performed above average on this test, but this
could not be interpreted correctly until the score was compared to a baseline. In evaluating performance measures, a standard,
baseline, or threshold is typically used as a basis against which to compare the actual results of the manager.

A company has both short- and long-term goals. Short-term goals include reducing costs of production by a certain percentage for
the current year or increasing year-over-year sales by a certain percentage. Long-term goals may include expanding into new
territories or adding new products. Employees also have short- and long-term goals. Short-term goals can include a beach vacation,
and long-term goals can include saving for retirement or college. A good performance measurement system will include both short-
and long-term measures in order to motivate managers to make decisions that will fulfill both the corporation and their own short-
and long-term goals.

You’ve learned about the human factor that causes managers to make what is typically the best decision for themselves rather than
the best decision for the overall good of the corporation, especially if the decision that benefits the corporation is not beneficial to
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the manager. Again, this means the performance measurement system must attempt to prevent the manager from benefiting without
the corporation also benefiting. This is one of the trickiest parts of performance measurement system design.

For example, suppose the manager of the used car department at an automobile dealership is responsible for the profit he makes
selling used cars that were taken as trade-ins on new car sales. Some of these used cars need a few repairs to prepare them for sale.
The manager has the option of getting the cars fixed using the service department at the dealership or outsourcing the repairs to
another company. If the manager can get the repairs completed at a lower cost at another repair shop, and if he is evaluated and
receives a bonus based on his profit, then he is likely to use the outside repair shop. Is this a good thing to do? Obviously, it is good
for the manager of the used car department who will have fewer costs getting the used car ready to sell and therefore will make
more of a profit from the sale of that car. Higher profits for the used car department mean a higher bonus for the manager. But what
about for the dealership? Was outsourcing the repairs the right decision?

It depends on several factors, but here are points to ponder. What if the dealership’s service department is more expensive because
it provides higher-quality parts and the mechanics are certified? Does the reputation of the quality of the used cars sold by the
dealership affect more than just the used car department? What if the service department could have completed the work at cost?
As you can tell by these questions, without further information, we do not know whether or not the used car manager should
outsource the repairs. But we do know that his decision was based on his bonus being tied to his profitability and not linked to
other factors such as dealership profitability or dealership reputation (customer satisfaction). Therefore, it is important that the
performance management system not promote decisions that only benefit the manager to the detriment of the corporation.

Nearly twenty years ago, the National Aeronautics and Space Administration (NASA) along with five NASA contractors
undertook a project to derive performance measures. As a result, they developed a series of five models for measures. These
measures included effectiveness, quantity, quality, value, and change, and are as follows:

Effectiveness was measured as projected/actual. An example was the number of tests completed/number of tests planned.
Quantity was measured as process or product unit/sources of cost. An example was the total number of wind tunnel tests
run/facilities management cost.
Quality was measured as indicators of error, loss/process, or product unit. An example of quality measures is mistakes in
work packages issued/work packages issued in total.
Value was measured as desirability/source of cost. An example of value measures is savings from the suggestion
program/man hours to review suggestions.
Change was measured as the information provided by the indexes that are developed by tracking the same performance
measures over time. An example would be the improvement measures, like

Reduction by X percent in downtime of facilities/tests accomplished or attempted or
Increase by X percent of documents prepared by/procurement clerk

These measures have some distinct advantages but also may be met with some resistance from employees and contractors.
Advantages likely included a better understanding of their processes as well as an understanding of the amount of time wasted
and value derived from these processes. Development and implementation become an opportunity to discover what may be
wrong with processes, to start a dialogue concerning ongoing change and improvement, and to communicate and brainstorm
about organizational inefficiencies. Networking involved in development of the performance measures can become an
equalizer among processes that break down silos and complexity.

Resistance would likely come from the measurements being too time-consuming and the processes too complex to be charted
for these measurement objectives. How can upper management judge the complex progress on projects if they have little to no
involvement? If these measures were so important, then NASA would have already developed them in an organization that was
started around 1960. Resistance like this develops as one where the prior absence of these measures becomes the primary
resistance toward developing them.

General Electric is changing their performance measurement practices to more closely align with the goals of millennials. Read
the Impraise blog on GE Performance Reviews for more details.

 NASA

 Link to Learning
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Footnotes
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