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Abstract

The thesis starts by examining how organisations deploy strategy and performance
measurement systems and reviews how well they link to the employee appraisal
process. Many organisations are still failing to provide the linkage that employees
require to fully exploit their potential. Whilst companies have processes for strategy
and appraisal construction, objective setting and support structures, including
communications the research found that these lacked the effectiveness necessary to
motivate employees. For strategy to become truly meaningful to employees, personal

goals and objectives must be aligned with the organisational objectives.

The methodology design detailed in this thesis assisted the research in determining
that none of the current strategy and performance measurement models or frameworks
was able to combine strategy and appraisal processes into an integrated system that
was effective. A strategy deployment process was developed which creates this link to
the employee’s appraisal system, ensuring that the actions of the individual are inline
with the company goals. Four process requirements were identified in the model
construction. The strategy deployment process is a new business model to integrate
strategy and performance measurement systems to the appraisal process. This
provides a greater understanding of the competencies required by management and

the employees of the organisation.

All businesses need to align their strategies, operations, competencies and resources in
order to achieve the organisational objectives but to gain the maximum from these the
culture of the company has to be flexible and encouraging to achieve this. To ensure
that cultural flexibility is sustained the research found that organisations should have:
strategy aligned communication links, effective leadership and a coaching
environment. From the beginning of the research, criteria for the evaluation of the
quality of the research were developed. The thesis concludes with the evaluation of
the research against these criteria. The results obtained demonstrate that the research
has satisfactorily fulfilled academic requirements and has reached the standards
outlined in the methodology.
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Chapter 1 - Introduction

Chapter 1

Why the need for change?

1.0 Introduction

1.1 Background

The emphasis by academics and writers on the importance of developing strategy and
hinking performance measurement systems within the organisation has over the years
resulted in a greater understanding of how the business should operate (Bititci ef al
1997; Porter 1996, Prahalad et al 1990). It is the relationship between the company
strategy, performance measurement systems and the employee, which often appears to
be at odds. Whilst academia espouse, the need to link strategies and employees
appraisals, this is often not the case in practice. It is this apparent gap that this thesis
will highlight and from this develop new and modified theory.

Kaplan and Norton (2001) estimated that 70 percent of strategy failures was not bad
strategy, or indeed no strategy, but bad execution. They also stated that execution is
more important than a vision. Many writers and academics, including Kaplan and
Norton (2001), Neely et al (2000), Gratton et al (1999) have highlighted the
importance of deploying strategy through the organisation using performance

measurement systems.

The problem that the writer is unravelling is how can the successful deployment of
strategy to the lowest level employee in the organisation be transposed into achieving
high performance by the individual. Thus ensuring the strategic direction of the

organisation is maintained or advanced.

Because of the author’s knowledge and experience over many years in industry the
use of these attributes could be utilised to advance the project. Gummesson’s (2000)
concept of preunderstanding has been used to enable the authors experience and
knowledge to be developed; Chapter 3 will expand the use of this methodolo gy.
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The following case highlights the problem that interests the researcher. The case study
illustrates the author’s management experiences of working with people who wanted
to be successful but in many cases found that the organisation failed to provide the
structure and direction to enable this. Can this apparent lack of coordination between
strategy, performance measures and personal objectives result in individuals not
reaching their full potential or indeed the organisations. The direction of this thesis is

based initially on the researcher’s personal knowledge and work experience.

1.2 Introduction — preunderstanding the problem

In order to start the project it is important to gain some insight into the background of
both the area of research and who the researcher is. The researcher is employed in
IBM’s Global Services Division, which is located in Greenock, Scotland and the role
of the division is to provide customer solutions in the Information Technology

Business sector. Also within the Greenock campus is the PC manufacturing facility

where production of laptop PC’s, Servers and PC options are carried out.

The researcher’s current position is the e-Business Operations Manager and leader of
a small group of employees (17), who have the responsibility of facilitating and -
managing the high availability of the IBM Internet services which is critical for
providing an efficient shopping experience for the Company’s customers when
buying products and services. The researcher has been a people manager in a number
of roles within manufacturing for over 13 years and has executed strategy and
implemented and assessed many appraisals during this time.

The problem that the writer has experienced is the Company’s (IBM) apparent lack of
effort to link the strategic direction of the organisation to the personal objectives of
the individual. This did not seem a problem when the Company was experiencing a
relatively successful period during the 80’s and early 90°s where it was implementing
significant transformational change. At that time it made little difference to the fact
that, there were many instances where it was difficult to see the relevance of what the
company was trying to achieve overall. The primary objective of the individual was as

long as the company was profitable and the infrastructure supported the individual
this apparent lack of coordination did not matter.
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Why was this the case? Each year the company would cascade the results of the
previous years strategy and then communicate the future direction for the following
year. The annual cascade was to all the employees by the Senior Management team
and was always very positive despite the fact that in later years, it transpired the
Corporation was experiencing major difficulties. The subsequent messages to the
employees were to focus on “winning the battle” on costs, competition and
implementing change with a broad outline of how this could be achieved through a

number of initiatives.

However, despite this tactic the strategy messages contained little or no performance
measures to guide the organisation and were difficult to develop into personal targets
for the majority of employees. During this early period mid 80s — early 90s the
Company vision statement was always a broad statement, which in the writer’s
opinion failed to provide sufficient direction for the employees, Kaplan and Norton
(2001) had previously suggested this was a common problem in many organisations.
When a new CEO joined the Company (IBM) in 1993, he decided that no vision
statement or strategy definition was necessary from the top and subsequently dropped
the practice (Carr 2000). The company at that time was in such a perilous state there

”

was only one way to go, ‘UP’.

Despite these difficulties, the Company continued to intimate that all employee
appraisals should be linked to the Company’s strategy. However, this was very
difficult since the strategy messages (such as they were) were targeted at a very high
management level. It is the authors opinion that the absence of linking the goals of the
Company to the employee’s job objectives was a contributing factor in IBM failing to
implement its earlier strategy quickly and at a sustainable cost, IBM had lost $9bn
over three years in the early 1990s (Carr 2000).

IBM has reinvented itself in many ways over last 10 years but could the Company in
today’s environment still be severely affected by similar problems of the past despite
its successful transformation? Therefore, could IBM and its employee’s benefit more

by having a structured and linked strategy to the employee appraisal process? The
Company still does not use strategy to formulate its employee job objectives but
prefers ranking employees to encourage development.
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Does linking strategy, performance measurement and individual achievement matter
or indeed work? Is IBM alone in not providing a link from strategy to personal
performance or is this a problem for many other organisations. Therefore, in order to

answer this, the problem and issues became important aspects of this research.

1.3 Research aim, objectives and research questions

The main issue that the story has unfolded so far is that deployment of company
strategy and performance measures that are deemed essential to every employee and
in many cases fail to be deployed throughout the organisation for the employee to
utilise in his/her daily responsibilities. Companies realise that a strategy is enormously
important but as this short case study indicates, senior management can miss the
opportunity to capitalise on creating an integrated process for the employees to
perform to the highest level of their training and ability with regard to the company

direction.

Therefore, the aim of the company problem described above, which utilised the
researchers preunderstanding of the problems, was to analyse why the linkage from
strategy to personal performance was failing by focussing on the analysis of the
interdisciplinary and dynamic environments.

The company illustration has been used to determine the initial research problem,

objectives and questions that can now be used to create the point of departure for this

research.

1.3.1 Tentative research problem

It 1s the author’s considered opinion that companies while creating strategy for
success are failing to utilise the strength that this technique brings by not deploying
the messages effectively enough throughout the organisation. Therefore, are managers
failing to understand how to use and deploy strategy and is there a gap in knowledge
that leads to this failure? In addition, do all employees understand the motivational
aspects that can be gained from an effective deployment system? Alternatively, do
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management assume that employees will understand strategy and performance
measures as they perform their job role?

1.3.2 Tentative research objectives

1. Identify the gaps in the processes of linking strategy, performance
measurement and appraisals systems that can lead to increasing the

effectiveness of employee performance.

2. To provide an analysis of current frameworks used to provide the hnks
between strategy, performance measurement and employee performance
systems.

3. To develop a model that will be used as an instrument during the research to
aid the findings and implement experiments for testing the validity and
applicability of the deployment processes identified.

1.3.3 Tentative research questions

1. Why are companies failing to develop a deployment process for strategy?

2. If by linking strategy, performance measurement and employee appraisal
systems will this lead to employees being more effective?

3. Is there an effective framework or model to link strategy, performance
measurement systems and appraisals?

4. What other factors influence employee appraisal processes?

1.4 Scope of the thesis

From a methodological perspective, this thesis falls into 2 main parts ie. theory
building and theory testing. Theory building represents an important part of this
research followed by the practical validation of the theory and as a result, the
literature review is distributed throughout the thesis. The literature on strategy,
performance management and appraisal systems are as old as human endeavour
across many centuries. The last 25 years have popularised and indeed created an
evolution in all these fields e.g. Porter (1980); Mintzberg (1987a); Kaplan (1984)
Neely et al (1994) and Gratton (1999) where new theories have been adapted and
applied to many industrial environments during this time. This has been due to the
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rapidly changing and complex world we now live in. Therefore, the literature
reviewed In this thesis has mainly focused on the recent past within the last twenty
years, because of the complexities of the area of research. Theory relevant to the

research domain on different areas is taken into account to support this study.

Although this research involves the study of different interdisciplinary areas, such as
strategy, performance management, performance appraisal and leadership among
others, the research adopts a performance management position. The research does
not pretend to evolve a new strategy but to enhance performance management theory
that changes the value of an organisation or culture. It also studies why the interaction
between these models fail to provide a reliable and sustainable linkage. Moreover, it
analyses the propositions adopted by analysing the interdisciplinary activities that

contribute to failure and where the gaps in knowledge exist.

1.5 Structure of the thesis

The research undertaken is described in this thesis using the structure in Figure 1.1
below, which describes the chapter flow highlighting the important issues and how
these relate to each other. The research phases are detailled showing the
communication interface among the thesis structure and research design presented in
Chapter 3 (figure 3.4).

In Chapter 1, the author introduces the background of the research, the motivation
behind the study, point of departure and the research issues are discussed. The
problems that are introduced provide a broader understanding of the problem domain
by highlighting where the current problems in practice and theory are. The author’s
personal experience and knowledge was a major factor in building this understanding.
Hence, the mitial aims and objectives are proposed. Finally, the chapter concludes by
stating what the scope of the thesis is, which was narrowed to the areas of the study.

Chapter 2 begins by capturing and stating relevant theory related to the research
domain. It analyses the relationship and development of strategy management in

general, strategy and performance measurement frameworks, and business processes
and how it relates to each other. The most popular frameworks are analysed, which

6
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highlighted gaps leading the researcher to identify specific problems in this research
domain. Consequently, a review of the initial four research questions was undertaken
and a revised set of five research questions formulated. This chapter is concerned with
first of these - RQ1 Why are companies failing to deploy a deployment process for
strategy? RQ2 If by linking strategy, performance measurement and employee
appraisal systems will this lead to employees being more effective? However, this
analysis led the researcher to identify that the research domain required to be

increased and an additional area of research was necessary, which is described in
Chapter 4.

Having identified the research problem and objectives of this research, the next step
was to study the scientific paradigms, research strategies and methods to formalise the
research. Therefore, the object of Chapter 3 is to position and describe the research
within the basic principle of the methodologies, which could be used in this research.
The chapter also defines the paradigm and the strategies used, as well as the research

questions introducing the initial criteria to evaluate the quality of the research,
reliability, validity, etc. Finally, the research methods are selected.

Chapter 4 is split into two sections: the first extends the research domain identified in
chapter 2 by capturing and stating the relevant theory relating to it. The analysis
evaluates strategy in relation to the various design elements of appraisal systems and
looks at why the appraisal design should incorporate strategy and performance
measures. Consequently, the research questions 1 and 2 are now fully formulated. The
second section starts to build theory highlighting that a model is necessary and it is in
this section that the main model ‘construct’ is built. Each section of the model is

described. Research questions 3 and 4 are formulated.

Chapter 5 is dedicated to test theory by fully answering research questions 1 and 2
The chapter is split into three sections: the first stage is to apply a case study to gain
feedback from management of eleven case studies undertaken and to determine if the

companies were experiencing the same issues as literature suggests. The second stage

focuses on the analysis of the evidence provided by the testing methods to validate the

model.
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Chapter 6 in this chapter an analysis of the work completed thus far is discussed with
an overview of the first two research questions and to fully answering research
questions 3 and 4. In addition, an analysis of the how well the research questions have

been answered and what direction the research should take.

Chapter 7 is focused on developing the model and in particular the application of the
model in an industrial situation. This chapter raises interesting controversy in the form
of theory versus fact based on practice. The chapter discusses the various elements
that contribute to the model and how these are applied in practice. Finally, the chapter

concludes by answering question 5
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Chapter 8 summarises and concludes the content and structure of the model, and
discusses the contribution the research makes to knowledge and practice as well as
answering the research questions. The chapter also discusses the strengths and
limitations of the research and key lessons learned. The chapter concludes with a

discussion on the potential issues for future research.

Chapter 9 discusses the validation of the model results and compares these against the
controls established in the methodology chapter 3. The results reveal that the model
‘construct’ is valid, through demonstrating the validity and reliability of the research.
Finally, the chapter closes with a critical retrospective analysis of this investigation.

1.6 Conclusions of the chapter

Having now reached the point of departure in the research through an exploratory
analysis of strategy and appraisal practices within a company where gaps revealed
that weaknesses from applying theory and from practice were established. Based on
these findings, the research issue was identified, ie. the strategy deployment paradox
of linking performance management and the individual’s achievement. The initial
aims and objectives were established from the exploratory investigation into a
performance management problem highlighted in section 1.2 and these were:

o Identify the gaps in the processes of linking strategy, performance measurement
and appraisals systems that can lead to increasing the effectiveness of employee
performance.

e To provide an analysis of current frameworks used to provide the links between

strategy, performance measurement and employee performance systems.

e To develop a model that will be used an instrument during the research to aid the
findings and implement experiments for testing the validity and applicability of
the processes identified.

The scope of this research classifies this thesis in the theory building and theory-
testing environment and contains literature from strategy, performance measurement,

management and appraisal processes from the last two decades. The chapter

concludes with a brief introduction to the thesis structure and recognition that seven

research phases are predominant.



Chapter 2

Building an understanding of deploying strategy

2.0 Reviewing Strategy & PMS Literature

2.1 Introduction

There has been a profound shift in thinking regarding the role that people play in the
success of the business. With this is the growing view that the development and

management of people is a key organisational capability and one that should be
integrated with the aims of the business (Gratton ef al 1999; Wilson et al 2000).

The complexitiecs of the organisation and the development of people within these
structures have meant that the balance between the strategy of the company and the
actions of the individual are important to the continuing success of the organisation
(Neely et al 1994).

There are several theories, approaches and perspectives on strategy, strategy
management and the actions performed by the employee of the organisation (Schuler
and Jackson 1987; Senge 1992; Kaplan and Norton 2001). The subject that this
chapter is concerned with is vast, diverse, and highly complex and as such cannot be
narrowed down to any one school of thought. However, the variety of perspectives
analysed enables a better understanding and insights into the issues.

To create a solid understanding of the research issue the chapter starts by defining the
scope of the literature review. A review of key elements ie. creating a vision and
strategy and what can go wrong is discussed. Strategy & performance measurement
systems are also discussed and finally an analysis of several prominent frameworks is
conducted. The chapter finishes by drawing conclusions on the value of the current

practices and the identification of the research question.
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2.2 Defining the aim and scope of the literature review

Strategy deployment and the linkage to appraisals has been a growing problem for
many organisations and employees since the inception of the performance appraisal
process was introduced in many companies as a formal process. Kaplan and Norton
(2001) highlighted that, in a recent US survey (Bain’s 2001 survey), two of the most
popular senior management tools were.

e Strategic planning: used by 76%
e Mission and Vision statements: used by 70%
But,

“Less than 10% of strategies effectively formulated are effectively executed”
=> “The problem is that our age’s mistaken bellef that developing the right strategy

will enable a company to rocket past competitors. In reality, strategy is less than
half the battle. ..In the majority of cases — we estimate 70% - the real problem
isn’t (bad strategy)... It’s bad execution.” (Fortune Magazine 1999)

Chapter 1 started with an exploratory case study based on the authors experience to
get familiar with the research domain and identify the research issue ie. “Linking
strategy, PMS to appraisals”. To create a solid understanding of the research issue,
chapter 2 starts by defining the scope of the literature review and is mainly focused on
strategy and performance management, although the scope of the literature covers

fields that surround this environment.

The aim of the following sections is to undertake a comprehensive review of the
different perspectives of linking strategy and employee performance. The review
starts by identifying what causes the deployment of strategy to fail and concludes by
analysing the effectiveness of the deployment practices in the current performance
measurement frameworks and how they relate to the individual. The field that this
research covers is mainly aimed at the manufacturing and service sector. However,

any field that employs strategy and performance measurement systems would benefit
from this research.
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2.3 Building a vision

Before we get on to the main research area of investigating if there is a gap between
strategy deployment and the effect that this has on an employee’s effectiveness we
must look at what starts the process. For many organisations, it is the vision of a
company and those ideas that survive experimentation and testing eventually become

the building blocks of the manager’s vision for the company (Isenberg 1987).

Isenberg (1987:93) also suggests that while much has been written about how a
leader’s vision inspires and motivates workers throughout the organisation, what is
equally important or just as important, the vision also helps top managers organise
their own thoughts and actions i.e.

“All of the managers actions are pieces of the same pattern. You can see that plan
woven through everything. The manager is trying to get the threads to interweave, to

make sure that things are followed roughly in the same pattern”.

A manager’s vision differs from a formal strategy plan. A strategy lists goals, which
are usually objective, measurable and time-bound. By contrast, a manager’s vision of
the company’s future direction is often general, qualitative, difficult to articulate — it
might entail such things as becoming the “best™ at a given function etc. Cowley et al
(1997) stated that a vision is a statement, or a picture, of an ideal state of being or
existence in the future that is inspiring and empowering for the stakeholders of the
organisation. You must translate the vision from words to pictures with a vivid
description of what it will be like to achieve you goal (Collins and Porras, 1996).

The process of developing a vision is in itself a team-spirit enhancing activity. The
individual can also create a vision, for his’her own future. The vision inspires, “A task

without a vision is drudgery.” The characteristics of a good vision should meet several
tests. (Cowley et al, 1997).

e It should be grounded in the reality of the organisation’s present situation; that is,

it should recognise challenges that the organisation now faces as having somehow
been addressed in the ideal future.

o The vision ought to create some problems for the organisation.

12
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o The stakeholders of the organisation must be able to see themselves or their

interests represented in the vision.

e The vision should be the result of the integrated thinking of the management team,
rather than a collection of individual visions, this can be called a shared vision.

e The vision should invite and inspire people to want to bring it to fruition.

Organisations intent on building shared wvisions continually encourage members to
develop their personal visions. If people do not have their own vision, all they can do
1s “sign up” for someone else’s. The result is compliance, never commitment (Senge
1990). However, employees with a strong sense of personal direction can join
together to create a powerful synergy toward what they truly want. Little and
Mendibil (2001) found this was particularly strong in the many companies they
visited in the Basque Country of Spain, where companies emphasised this as a major

tool for success.

A well-conceived vision consists of two major components: core ideology and
envisioned future. Core ideology, the Yin in our scheme, defines what we stand for
and why we exist. Yin is the unchanging and compliments Yang, the envisioned
future. The envisioned future is what we aspire to become, to achieve, to create-
something that will require significant change and progress to attain (Collins and
Porras 1996). Core ideology provides the glue that holds an organisation together as it
grows, decentralises, diversifies, expands globally, and develops workplace diversity.

Any effective vision must embody the core ideology of the organisation, which in turn
consists of two distinct parts; core values, a system of guiding principles and tenants;
and core purpose, the organisation’s most fundamental reason for existing. Employees

need a clear sense of an organisation’s core values to form an allegiance to them
(Goleman, 1998).

2.3.1 “Structural conflict”

To further examine this phenomenon of building a vision by individuals, Senge
(1990) highlighted that most of us hold one of two contradictory beliefs that limit our
ability to create what we really want. These beliefs consist of two areas, the more

13
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common is belief in our powerlessness-our inability to bring into being all the things
we really care about. The other belief is unworthiness that we do not deserve to have

what we truly desire.

Senge (1990) used a metaphor, which was developed from Robert Fritz who had
worked with thousands of people to develop their creative abilities, and this is
highlighted in figure 2.1 below. The metaphor centres on a person being pulled by a
rubber band towards his/her powerlessness and unworthiness and a second rubber
band pulling you towards the goal. This is what Senge called creative tension, pulling

you in your intended direction but the tension anchoring us to our underlying beliefs.

This “structural conflict” is caused by a structure of conflicting forces: pulling us
simultaneously toward and away from what we want. Thus, the closer we get to our

vision the more the second rubber band pulls us back.

]
2
.
£

Belief in Your
Powerlessness Current Reality Vision
on unworthiness

Adapted from: Senge (1990)
Figure 2.1 Fritz’s Belief system

A number of forces can manifest itself causing this negative tension, which if we are
to succeed need to be overcome, (Senge 1990):

e we may lose our energy — questioning whether we want a vision in the first place,

e “finishing the job” might be increasingly difficult,

e unexpected obstacles develop in our path,

e people let us down and

¢ unawareness — deep beliefs of which we are largely unaware.
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To overcome the problems that creative tension causes Senge suggests that there 1s
nothing more important to an individual committed to his or her own growth than a
supportive environment. An organisation committed to personal development and

support can provide that environment by encouraging personal vision.

2.3.2 Vision-culture Gap ¢

Having reviewed why the vision of the organisation and the individual 1s important,
we need to understand the reasons why failures can occur and the reasons for this.
Misalignment develops when senior management moves the company m a strategic
direction that employees do not understand or support. The gap usually emerges when
senior management establishes a vision that is too ambitious for the organisation to

implement.

The main symptom is normally a breach between rhetoric and reality. Disappointed
managers often blame employees for resisting change and frustrated employees react
with cynicism and suspicion. Such scape-goating and distrust is extremely dangerous
for companies. Very much like a cancer, they eat away at the core of the organisation.
To uncover possible gaps between the vision and culture, managers should ask the
following questions of both themselves and the employees: (Hatch and Schultz, 2001)

e does your company practice the values it promotes?
e does your company’s vision inspire all its subcultures?

e are your vision and culture sufficiently different from those of your competitors?

Corporate vision and culture are themselves powerful tools. However, if the
organisation and employees do not have a clear sense of direction and support, then
developing the vision and culture into a strategy will prove fruitless. The vision can
now be expressed into a strategy and the tools to measure these can now be evaluated.

The next section will review the strategy creation and gaps.
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2.4 Strategy the art of changing a business

Business challenges today are becoming increasingly numerous, more threatening and
increasingly more urgent. This is true whether they come in the form of industry
reorganisations, global competition, or internet-driven upheaval; it is imperative that
companies respond (Fuchs er al 2000; Porter 1996; Roberts 1994). Fuchs et al (2000)
further elaborates this by stating that the problem with companies is not that they have
made mistakes or that the issues to the responses are inappropriate but the problems
usually arise as a result of the responses are not or cannot be integrated into a
cohesive strategy. They do not take into account how the company direction and its
execution capabilities should fit together. In today’s environment, capabilities are
generally accepted to be the backbone of sustainable competitive advantage;
integration is one key capability that remains under-explored (Fuchs er a/ 2000).

Strategies are both plans for the future and patterns from the past (Mintzberg 1987a).
[f you ask anyone what strategy is, they will usually define it as a plan of some sort,
an explicit guide to behaviour. Then ask them what strategy a competitor, government
or indeed themselves have actually pursued. The chances are they will describe
consistencies in past behaviour, a pattern in action over time. Mintzberg (1987a)
explained this by describing strategy’s formal definition and its Greek military origins
do much to explain past actions as to describe intended behaviour. After all if
strategies can be planned and intended, they can also be pursued and realised, or not

as the case may be.

Teare ef al (1998) highlights strategy by defining it as a pattern or plan that integrates
a company’s major goals, policies and actions into a cohesive whole. He then
referenced a study where this concept was defined by the writer, (Webster 1994) as
the building block of strategic management and notes that a secure foundation,
strategy, 1S needed if the process, strategy management, 1S to function properly.
Strategy provides the link between where the organisation is at the present and would
like to be in the future. Mintzberg (1994) defines strategy as a plan — a direction, a

guide or a course of action for the future — and as a pattern, that is, consistency in

behaviour over time.
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Porter (1996) describes the foundation of strategy as the activities in which an
organisation elects to excel: “Ultimately, all differences between companies in cost or
price derive from the hundreds of activities required to create, produce, sell, and
deliver their products or services... Similarly differentiation arises from both choice

of activities and how they are performed”.

The essence of strategy is choosing to perform activities differently from competitors

so as to provide a unique value proposition. Porter maintains that a sustainable

strategic position comes from a system of activities, each of which reinforces the
others. Kaplan er al (1996) espoused a similar theme when his balanced scorecard
framework looked to link activities of the organisation both internally and externally.
However, strategy is only as good as the process that the company choose to make it
and how it is executed and communicated to the organisation. The object of a good
strategy is to give the company an advantage over the competition and this is what
many of the writers have been expressing for many years (Porter 1994, 1996, 2000;
Kaplan and Norton 2001; Fuchs ef al 2000).

The variety of words and phrases that come from literature and researchers on strategy
definition appear to be unable to agree on a standard terminology. Heracleous (1998)
summarised ‘Strategy Management’ as the process of integrating strategy thinking
and planning, illustrated in figure 2.2.

Strategy Thinking
The purpose of strategy thinking is to discover novel
imaginative strategies, which can re-write the rules of the
competitive game; and to envision potential futures
significantly different from the present
Synthetic, Divergent, Creative

4

Strategic Planning

The purpose of strategy planning is to operationalise the strategies
developed through strategic thinking, and to support the strategy
thinking process

Analvtical. Convergent. Conventional

Adapted from: Heracleous (1998)
Figure 2.2 Strategy — thinking & planning
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From this definition, we can conclude that, strategy is a management discipline and

can

e form the unique positioning of a company for different markets

e enable key decision makers at all levels of an organisation to develop formulation
and implementation processes by considering their practical experience, business,
market and environmental requirements

¢ be long and short term

e provide the basis for trading-off and selecting options e.g. equipment, people,

resource allocation etc.

2.4.1 Strategy classifications
Strategy has been the basis of many empirical studies and has led to the development

on many models in order to describe and understand this phenomenon. A variety of
researchers have proposed different generic strategies that are mostly based on
previously work of luminaries such as Porter’s generic strategies (1980). This process
offered many organisations a fixed strategic proposition or classification according to
their competitive advantage. However, there were other bespoke strategies that
organisations could use instead of the generic one. Examples of these strategy are
Hayes and Wheelwright (1984); Richardson ef al (1985).

The strategy management process is represented in broadly dichotomous terms,
rational versus incremental (Goodman and Lawless 1994). Goodman el al (1994)
states that although the rational approach is described as a “structured, systematic
view of potential problem areas”, this is in terms of monitoring. The incremental
approach has no such well-defined system but uses a combination of rational
measures and intuition. Chaffee (1985) recognised three main strategy processes,
while Mintzberg (1987b, 1999) identified ten different schools of thought. These
differences seem to show a lack of agreement on these major approaches. However,

the researchers who identified their categories can explain why these differences exist.

Acur (2002) identified that the various schools of thought can be grouped into three
fundamental approaches to strategy management and deployment, see table 2.1. While
this thesis is not about to analyse these approaches or the researchers who developed
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the 23 strategy models discussed by Acur. The inclusion at this point is to broadly
acknowledge the variations that exist for the strategist to consider and if relevant to an

organisation to choose an appropriate model for the environment they operate in.

Within the three approaches highlighted in table 2.1 is a list of those researchers who
developed Strategy Management Models. However, this analysis is again only to
provide the reader an opportunity to see the wide and distinct variation in the strategy
management schemes that are evident. A number of these SMM will be subject of an
analysis later in this chapter to provide an aid in determining what type of deployment

process if any 1s built into those reviewed.

Business Corporate Andrews (1987)

wide Business or Business unit Ansoff

(1965, 1990)

Pearson & Robinson (1988)
Digman (1990)

Thomson & Stricland (1990)
Wheelen & Hunger (1990)
Goodman & Lawless (1994)
STRATEGEM Hughes (1996)

Skinner (1969)
Fine & Hax (1985)

Schroeder et al (1986)

Horte et al (1987)

Leong et al (1990)

Anderson et al (1991)

Hill (1993, 1999)

Platts & Gregory (1996, 1999)
Hull & Wu (199
Edwards & Peppard (1994)
Freurer et al (1995)
Talwar (1997)

Kaplan & Norton
Adapted from: Acur (2002)

Table 2.1 Strategy Management Deployment Approaches

Functional and

operational
business unit

support

Functional /

Operational

Corporate

Business or Business unit
Operations/manufacturing

Process and
business unit

support

Business Corporate
3

process Business or Business unit

Business processes

2.4.2 Strategy defining the rules

Hamel and Prahalad (1993; 1994) commented in a series of articles, which reviewed
strategy from the mid 1980s to the mid 1990s, where the development of the
traditional concept of strategy in terms of showing the importance of strategy intent

and of leverage by stretching core competencies to provide competitive advantage
were discussed.
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Wheelwright (1984) and Mintzberg (1999) delved into the semantic minefield by

showing in practice that the word “strategy” has been used in many different ways

and implicitly accepting any number of definitions. This has resulted in the tendency

to reserve only one for formal purposes. Different strategy definitions from many

researchers can be attributed against the Mintzberg (1987a) concept of his 5 P’s,

which have been illustrated in table 2.2 Comparison of strategy definitions, but is not

exhaustive.

Mintzberg (1987)

Strategy as a..

Plan: looking ahead — a
direction, a guide or
course of action into the
future, a path to get from
current situation to long-
term result

Ansoff (1990)

Strategy management is a
systematic

approach  for

Pattern: looking at

past behaviour

Position: location of a
particular product in
particular markets

firm
and

Positioning of the
through strategy
capability planning

Ploy: competitive
MOVES Or Mmanoeuvres
aimed at reducing the
probability of competitor
| retaliation or in some
way changing
competitive  bargaining

Real-time strategy response
through issues management

Hamel & Prahalad Wheelwright (1984)
(1980-1990)

Strategy is.. Strategy is..

Conéistenc} of direction | Describes Icn_ﬁhcn |
over the long-term point | horizons to accomplish
of view about industry | such activities and

evolution and how to

shape it

observing their impact
in the time being

Resource leverage
Competition as
encirclement

Provides a pattern of
decisions across a

Stretching the business
beyond its  apparent
capacity

—

organisational
fundamental way of
| doing things that reflects
corporate personality,
culture, ideology or
driving force and so on.

—r-

resistance during strategic
implementation

Systematic management of I- Risk taking — a stretching

aspiration that is de-risked
through the resource
leverage

Big bugs — & intellectual
and emotional
commitment that ensures

consistency and constan

Table 2.2 Comparisons of Strategy Definitions

variety of sub areas
Comprises of not only
resource allocation

processes but also day-
to-day operations at all
levels of the
organisation

Provides a discipline for
managers to take a
careful look at the
impact, looking ahead
periodically instead of
looking back when time
has elapsed

Adapted from: Acur (2002)

Like all effective strategies, strategy should be easy to understand as highlighted

previously. If employees within the organisation are to achieve the objectives of the

company then understanding the strategy is paramount, as is the communication

methods used to cascade them throughout the organisation. Kaplan and Norton (2001)

stated that strategy-focused organisation want employees to align their day-to-day
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activities to accomplish the objectives and to find new and innovative ways of

contributing to the organisational objectives.

2.4.3 Strategy as simple rules

Strategies can be grossly complex and as a result difficult to communicate but if they
can be simplified and incorporated into simple rules. Simple rules are about being
different. The difference does not arise from tightly linked activity systems or
leveraged core competencies, as traditional strategies. It arises from focusing of key
strategic processes and developing simple rules that shape those processes. When a
pattern emerges from the process.... the result can be a long-term competitive
advantage (Eisenhardt and Sull 2001).

Organisation that use this approach in simplifying strategy recognise the need for a
few key strategic processes and a few simple rules to guide them through the chaos.
Most managers quickly grasp the concept of focusing on these key strategic processes
that will position their companies to where the opportunities are most likely to be. But
the problem some have is equating processes with detail routines; they can often miss

the notion of simple rules.

Yet, simple rules are essential. They poise the company on what is termed complexity
theory “ The edge of chaos,” providing just enough structure to allow it to capture the
best opportunities. Many companies have used this strategy to enable them to make

fleeting opportunities arise and successful company examples that Eisenhardt and Sull
(2001) used are AOL and Enron. See table 2.3 Simple Rules Summarised.

Type Purpose

How-to-rules They spell out key features of how a process is executed — “What makes our
process unique?”

They focus managers on which opportunities can be pursued and which are
outside the pale.

They help managers rank the accepted opportunities.

Boundary Rules
Priority Rules

Timing Rules They synchronise managers with the pace of emerging opportunities and other

parts of the company.
They help managers decide when to pull out of yesterday’s opportunities.

Source: Eisenhardt & Sull (2001)
Table 2.3 Simple Rules Summarised
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The effect that this can have on all the employees means a greater opportunity to be

able to focus closer on the real issues and set objectives that they can contribute to,
effectively.

2.4.4 What can go wrong with strategy?

We have seen that a company vision is desirable even essential and a strategy if one is
pursued should be understandable to the employees of the company and it should be
constructed with simple rules to aid this. But what is wrong with strategy and what

can kill this key process resulting in a potentially rudderless company.

The most common management tool is the strategic plan but few executives are
satisfied with it (Campbell and Alexander 1997; Beer and Eisenhardt 2000). Many
planning sessions result in no new actions and the plans can end up in the bottom
drawer never to be realised. So what is wrong with strategy or is it the way we
develop it. Three explanations have been developed by Campbell ef al (1997) to
answer these. The first is we misuse objectives. Companies fail to distinguish between
purpose, what an organisation exists to do, and constraints, what an organisation must
do in order to survive. This results in a directionless strategy (Mintzberg 1994).

The second problem identified is company managers are confounded by process.
Objectives are intertwined with strategy and with implementation m a way that makes

it difficult for organisations to decide where to start. Should managers set the
objectives and develop strategies to achieve them? Or should they look for a winning
strategy and then carve objectives out of their understanding of what is achievable? If

this confusion exists in an organisation then it is no wonder planning paralysis can
result (Porter 1996, 2001).

Thirdly many organisations expect that planning processes will lead to new and
improved strategies. However, the basic ingredient of a good strategy — insight into
how to create value — rarely emerges at planning meetings. Strategy usually comes
from hard-to-control ways; these are more to do with implementation than about

strategy development. Managers who focus on a planning process often create flat-
footed plans.
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It is easier for a company to come up with a plan if they know what they are trying to
achieve. Clear objectives are a necessary part of good planning but what objectives
should a company have? The advice to managers is often confusing they are
encouraged to develop visions, missions, strategic intent, shareholder value objectives
and customer focus. However, we often hear of managers complaining that company
objectives are not clear and “why don’t corporate tell us what they want, then we can

figure out how to do it.”

A second area of problem is at corporate level where the issue of having unclear
objectives is usually addressed “our objective is to provide a superior return to our
shareholders” and this can be seen in many annual reports. Other companies have
stakeholder statements that encapsulate superior returns... better value... better
salaries and career opportunities etc. Campbell et al (1997) states that stakeholder
objectives are unsatisfactory in that they merely restates the rules of the economic
game that companies play. But provide no help to strategists or employees, as they are
just a different way of defining the universal objective of all companies: to develop
and sustain competitive advantage.

The answer to developing a good strategy is not new planning processes or better-
designed plans but the benefit of having a well-articulated, stable purpose, and the
importance of discovering, understanding, documenting, and exploiting insights about
how to create more value than other companies do. If managers and employees
understand the two fundamental points above then strategies will evolve (Teare er al
1998).

One of the most difficult aspects of defining and implementing strategy is in its
execution; many CEO’s and organisations have failed. Either the CEO has been fired
and or the organisation has been taken over as a result of failure. In the Fortune
Magazine (1999) article previously quoted, the main cause of failure was determined
to be the execution of strategy. An example was provided when the new CEO of IBM

Lou Gerstner was parachuted into fix the previous incumbent’s shortcomings he

focused on execution, decisiveness, simplifying the organisation for speed, and
breaking the gridlock.
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The same article reported that Jack Welch of GE created the right people for the right
job. The motto of the successful CEO is “people first, strategy second” but as Bartlett
(1994) expressed capturing employees’ attention and interest is crucial to the
continued success of the organisation. By defining a company’s objectives so that
they have a personal meaning for employees is hard. Most statements are too vague to

be useful to Iine managers, and often they are too out of touch with reality even to be

credible.

The stakeholder model, figure 2.3 below, is helpful in explaining the rules of the
economic game and the link between stakeholder value and competitive advantage.
Companies must win and retain loyalty from each of their active stakeholders and
without this support they cannot function. This is particularly true with the employees
of the organisation, especially those who deal with the customers and suppliers

involved with the company.

Many execs mistakenly believe that satisfying stakeholders is an objective that
drives thinking about strategy. In fact, it’s only a constraint, not an objective.
Companies that don’t win the loyalty of stakeholders will go out of business.

Suppliers Shareholders

Source: Campbell & Alexander (1997)
Figure 2.3 The Role of Stakeholders in Strategy

Iy
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2.4.5 How to kill strategy?

Having seen what can go wrong with strategy from an organisational structure view of
point we will now look at the human areas that can kill strategy implementation. Beer
and Eisenstat (2000) i comparing strategy to cholesterol by explaining that
cholesterol is a “silent killer” because it blocks arteries with no outward signs. They
stated that companies have silent killers also working below the surface. What are the

barriers that were identified and how do they interact within the organisation. The
following points highlight the 6 main areas.

e Top-down or laissez-fare senior management style,

e Unclear strategy and conflicting priorities,

¢ An ineffective senior management team,

e Poor vertical communication,

e Poor coordination across functions, businesses or borders and

e Inadequate down-the-line leadership skills and development.

In their study Beer ef al (2000) found that employees saw the overall problem rooted
in fundamental issues of leadership, teamwork and strategic direction, not the
commitment of people or their functional competence. Tellena et al (2002) found
similar themes in developing a teamwork model. Beer’s model was created to show
how the barriers interact within the organisational structure and this is represented in
figure 2.4 below.

As we have discussed in the preceding sections strategy evolves as decisions and
courses of action are pursued. It is the deployment issues of Beer and Eisenstat model
that this thesis is attempting to understand. In the proceeding sections the tools that

are being used to cascade both strategy and performance measures throughout the
organisation will be analysed.
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How the six Strategy Killers Interact

Three killers relate to ineffective leadership at the top, two to implementation. The sixth
suggests that leaders and implementers are neither talking honestly about problems nor
Leaming.

Ineffective Quality of Direction Top-Down or
Senior

Management

Laissez-Faire
Senior

Unclear
Strategies and
Conflicting

Team

Management Style

Poor Coordination Quality of Impl fion Inadequate

Across Functions, | g——mmmomooooooooeeee—p | Down-the-line
Businesses

Leadership skills
and Development

or Borders

Source: Beer and Eisenstat (2000)

Figure 2.4 Six Strategy Killers

If as Kaplan and Norton (2001) identified many prominent CEO failures concluded
that the emphasis placed on strategy and vision created a mistaken belief that the nght

strategy was all that was needed to succeed. “In the majority of cases — we estimated
that 70% the real problem isn’t bad strategy but ... bad execution,” Fortune Magazine
(1999). They concluded that with the failure rates reported in the 70 — 90% range, “we

could appreciate why sophisticated investors have come to realise that execution is

more important than good vision”.

Therefore in the following sections some of the main strategy and performance
measurement tools will be analysed and reviewed to determine if they overcome the

apparent problems that have been identified in the previous sections or whether they
suffer from the same malaise.

2.5 Strategy and performance measurement frameworks

The business environment has changed dramatically since the 1980s. Traditional

performance measurement systems that were developed in the mid-20s are less
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relevant to the new dynamic environment now required. New performance
measurement systems have been the subject of extensive research (Kaplan 1983;
Gregory 1993, Eccles 1991) as a result.

The development and application of the new performance measurement systems have
increased significantly during the 1990s and much been published to reflect this.
Researchers with different backgrounds have used different approaches to designing
the new performance measurement systems. Some researchers use corporate vision
and strategy as starting points, others use stakeholders’ requirements, while yet others
use strategic objectives of product groups.

Research has produced significant results, but there are still many problems with the
performance measurement systems, which affects organisations that use them and in
particular the people who are the recipients and in some cases the designers of the
performance metrics. These problems are areas that are being addressed by many
researchers but the one area that this research is concerned with is that of deployment

and the effect on the employee.

One group of researchers lead by Neely el al (1992, 1993, 1994, 1995, 1997, 1999,

2000) have contributed significantly to the performance measurement approach and
design and much of this group’s work will be reflected within this research.

The current performance measurement systems have reshaped the concept of
performance management. This can be seen from the numerous frameworks and
models contained in the many performance measurement systems that have been
developed to date (Bititci et al 1997; Neely et al 1995; Kaplan and Norton 1996;
Fitzgerald er al 1991; Dixon et al 1990 and others). The more popular ones will be
discussed and analysed in the following sections.

2.5.1 Definition of Performance Measurement Systems

The mmplementation of performance measurement systems in various organisations
has revealed that people, employees often misunderstand what the statements

performance measure, performance measurement and performance measurement

27



Chapter 2 - Building the understanding of deploying strategy

system, are. To describe what performance measures mean you have to refer to the
previous section, where strategy formulation requires the availability of knowledge
for defining objectives and in determining cause-effect relationships between
objectives and actions (Feurer and Chaharbaghi 1995). This has resulted from the
increased competition and globalisation of markets, which has led to organisations to
strive to differentiate themselves from their competition. This has required sentor
management to communicate the organisation strategy and direction across a wider
base; one way of achieving this is by using appropriate performance measures
(McAdam and Bailie 2002).

Performance measures provide a feedback mechanism and are considered extremely

important as they can suggest the effect of actions before they are fully implemented.
Before we progress with analysing the frameworks that contribute to the performance
measurement structure the following statements are some definitions relating to

performance measurement systems.

Performance Measures

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

e are the numerical or quantitative indicators that show how well each objective are
being met (Pritchard ef al 1991).

e are the vital signs of the organisation, which quantify how well the activities
within a process, or the outputs of a process achieve a specified goal (Hronec
1993).

e are indicators of quantified data, which measure the efficiency of an activity or a

set of activities of a function in the process to reach the objectives (Doumeingts
1995).

Performance Measurement

e can be defined as the process of quantifying the efficiency and effectiveness of
action (Neely 1995).

e is the process of determining how successful organisations or individuals have
been in attaining their objectives (Evangelidis 1992).
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e is the systematic assignment of numbers to entities (Zairi 1994).
Some authors do not define performance measurement explicitly. However, they

underline that performance measurement is a process (De Toni and Tonchia, 1996).

Performance Measurement Systems

¢ can be defined as the set of metrics used to quantify both efficiency and
effectiveness of actions (Neely 1995).

e are a systematic way of evaluating the inputs, outputs, transformation and
productivity in a manufacturing or non-manufacturing operation (Globerson
1985).

¢ is a tool for balancing multiple measures (cost, quality and times) across multiple

levels (organisation, processes and people) (Hronec 1993).

2.5.2 Why the need for Performance Measurement Systems
Revolutions begin long before they are officially declared, stated Eccles (1991).

Companies have long realised that new strategies and competitive realities demand
new management systems. Different businesses with different strategies require
different information for decision-making and performance measurement. This should
not obscure the obviously fact that every company needs to have at least a few critical
terms in common. Many large companies still do not and this and this has resulted
from, as Eccles (1991) highlighted, years of acquisitions and divestitures,
technological limitations, and at times a lack of management discipline leaving most
big organisations with a complicated hodgepodge of definitions and variables with the
bottom line their only common denominator. Kaplan (1993), Gregory (1993) also
supported this notion.

Many organisations are looking to integrate their strategy and performance
measurement systems. Performance measurement systems are intended to motivate
and provide guidance for either individuals and or groups when performing tasks in an
organisation. In many Companies the linking of strategy to performance measurement

systems is not always achieved. Carrie and Macintosh (1992) identified the need for
effective deployment of business objectives to be cascaded through the organisation
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and the subsequent measurement of performance in critical areas as key elements of
sustainable competitive advantage.

This failure can have a severe impact on and in particular human resource
management, training and development of the organisation. If the efforts of the
organisation are not focussed on achieving the goals of the company then not only
will the company fail to take advantage of the market it operates in but also the
individuals within the structure will not realise their full potential (Neely et al 1994;
Bititci et al 1999; Gratton et al 1999).

Measuring performance is a common process that all companies of any size do,

whether it is purely measuring financial or production metrics or HR related

measures. They may do this systematically and thoroughly, or on an ad hoc¢ basis —

but it is done. Why do organisation measure performance? Parker (2000) suggested

that there are several kinds of reasons why an organisation uses measures usually they

are to:

¢ identify success,

o identify whether they are meeting customer requirements: unless they measure,
how do they know that they are providing the services/products that their

customers require?

o help them understand their processes: to confirm what they know or reveal what
they do not know,

o identify where problem bottlenecks, waste, etc., exists and where improvements
are necessary,

e ensure decisions are based on fact, not on supposition, emotion or faith or
intuition,

e show if improvements planned, actually happen.

Neely et al (1994) espoused similar themes when proclaiming that performance
measures influence behaviour. However, they have all determined that there is a gap

in the link between organisational behaviour, control and strategy. Bevan and

Thompson (1991) for example, suggested that any organisation with a performance
measurement system should,
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e have a shared wvision of its objectives, or a mission statement, which it
communicates to all employees;

¢ set individual performance management targets which relate to operating unit and
wider organisational objectives;

e conduct regular, formal review of progress towards these targets;

e use the review process to identify training, development, and reward outcomes;

e ecvaluate the effectiveness of the whole process and its contribution to overall

organisational performance to allow changes and improvements to be made.

2.5.3 Shaping the culture & environment for PMS

Hanna, Burns and Backhouse (2000) described early research results that looked at
work place behaviour. Where misaligned and mismatched variables cause groups of
people to work in a way that can have a detrimental effect on the organisation. They
proposed a consequence chart to help organise and assess a cross section of variables
that can be evident in almost all companies. The object was to identify where these
variables are mismatched modify their state and present a consistent message. Their
research assumed that if a consistent message was portrayed within the organisation
then achievement of the targets should support the strategy and subsequent
achievement of the company goals.

The assumption from the research was the highest levels of performance are achieved
when the work environment presents a uniform message to the individual. It is
important when reviewing strategy and performance measures when tying this to
individual performance appraisals that, if employees are to put out extraordinary
efforts to realise company targets, they must be able to identify with them (Bartlett er

al 1994).

Hanna, Burns and Backhouse (2000) also commented from their research that the
achievement of targets should support the organisation’s strategy and achievement of

the company goals. They stated that it seems obvious that this should be so, but
surprisingly, there appears to be a frequent mismatch, which leads employees to work

in ways that seem bizarre when an outsider looks into a company.

31



Chapter 2 - Building the understanding of deploying strategy

However, not all systems create the most appropriate environment as performance
measures and mis-aligned strategies cause a great deal of cynicism and scepticism
over why and how they are deployed and eventually used (Parker 2000). However, if
practice as presented by many writers who state that performance measures are crucial
to the business and the continuing success of the organisation (Kaplan & Norton
2001, Neely et al 1995; Hudson et al 2001, McAdam and Bailie 2001; Dixon et al
1990). Then the importance of providing a sound and structure for performance

measures creation and its creditability is highly important.

Ghalayini and Noble (1996) stated that performance measures are used to compare the
performance of different organisations, plants, departments, teams and individuals.
The success of any process and structure depends on individuals and teams
performing to the highest level that will ensure sustained success and can be stated as
working in a ‘high performance culture’.

2.6 Performance Measurement Systems and their limitations

Given that the “basic management techniques™ have been in existence for a long time
and that business performance measurement is undoubtedly one of these techniques,
then surely most organisation should have a well developed performance

measurement system in place by now.

Neely et al (1999) states that even the most cursory examination of academic and
practitioner literature would confirm that this is not the case. Numerous authors have
discussed the problems with the performance measures used by organisations.
Traditional performance measurement system are criticised because they have been
primarily based on the management accounting system. Consequently, traditional
performance measures have focused on financial data such as cost variance,
productivity, return on investment, return on sales, sales per employee, profit per unit
production and other financial ratios (Ghalayini and Noble 1996; Johnson and Kaplan
1987; Dixon et al 1990; Neely et al 1995).
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2.6.1 Traditional PMS limitations

The failure of traditional performance measurement systems to provide relevant,
comprehensive and timely information was recognised a long time ago. Eccles (1991)
described an example of the early problems with PMS. He described the problem that
General Electric had and how they realised that good performance on product cost and
company profitability was not enough to guarantee long-term survival. A high-level

task force was set up to identify key corporate performance measures.

What they came up with was a list of key performance indicators, which not only
consisted of cost and profitability measures, but also included market share,
productivity, employee attitudes, public responsibility and a balance between short
and long-term goals. However, dissatisfaction with traditional performance
measurement systems were not realised worldwide until the late of 1980s when the

business environment was changing enormously.

Many researchers on what is called the new performance measurement systems have
pointed out the limitations of traditional performance measurement systems (Kaplan
1984, Johnson and Kaplan 1987; Maskell 1992; Zairi 1994; Dixon et al 1990; Cross
and Lynch, 1988-1989). Practitioners have also observed the same limitations. It is
claimed that traditional performance measurement systems are insufficient for use in
the current dynamic business environment and the problems associated with them can
be classified into two categories (Ghalayini and Noble 1996).

1. general limitations

2. specific measures limitations

The following are the seven most commonly cited limitations.
a) FKailure to take into account the customer perspective

Zairt (1994) pointed out that the biggest shortcoming of traditional performance

measurement system 1is the failure to take into account the customer perspective,
whether internal or external. Neely et al (1995) also supported this position.
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b) Lack of relevance

Maskell (1991) pointed out that traditional performance measurement financially
based reports are:

e not directly related to strategy,
e not meaningful for the control of production and distribution,

¢ not relevant and misleading for pricing decisions.

To be relevant performance measurement systems should also use non-financial
reports in addition to financial reports, a balanced perspective (Kaplan and Norton
1996; Neely et al 1995 pp106).

¢) Lagging metrics

Cost variance reports usually are reported monthly, while profitability reports are
reported, at most, quarterly and during those periods many things may happen.
Managers may be supplied with the results of past decisions, the information being
too late to be useful (Johnson and Kaplan, 1987).

d) Short-termism

A performance measurement system is not only used to assess a company’s
performance, but also managers’ performances. Measuring managers’ performances
using quarterly or annual profitability reports has encouraged Imanagers to pursue
short-term performance to the sacrifice of long-term performance (Maskell 1991;
Johnson and Kaplan, 1987; Neely er al 1995 pp106).

¢) Inflexibility

Traditional performance measurement reports are inflexible in that they have a
predetermined format that can be used across all departments and business units.
However, departments within the same company have their own characteristics and

priorities and the format of performance reports is unlikely to be the same (Maskell
1991).
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f) Does not foster improvement

Fisher (1992) argued that setting standards for performance measures conflicts with
continuous improvement principles, in that workers may hesitate to perform to their
maximum potential if they realise that the current standard may be revised upward if
current results are too good. Neely et al (1995 pp106) also supported this position.

g) Cost distortion

The internal and external environments of companies have changed dramatically and
the patterns of cost elements have significantly changed in recent years. Indirect cost,

rather than direct labour cost, is now the major part of production cost. Calculating
overhead absorption based on the percentage of direct labour cost will distort product
cost (Johnson and Kaplan, 1987).

So far, the research has shown in the previous sections that strategy can have a
number of negative issues when attempting to link people together. The performance
measurement systems also have problems in particular these older processes where
organisations had traditionally monitored lagging measures. The effect both have on
the employees of the company is to aliecnate them from the direction of the
organisation. Therefore, would the new performance measurement systems that
incorporate strategy and a balance of measures that try to ensure that people are

involved.

2.6.2 New PMS limitations & summary

The researchers (Bititci et al 1997; Neely et al 1995 amongst others) who were
constructing and developing the new performance measurement systems also found
problems and difficulties with the later systems. The business performance lLterature

suggests that if alignment between performance measures and business strategy is to
be meaningful and effective, then there must be “consistency of both decision making

and action”. This consistency, and hence alignment, can only be achieved in rapidly
changing and complex environments by developing a more comprehensive range of

performance measures. These measures must include dimensions such as financial,
non-financial, tangible, intangible, balanced, mechanistic and organic.
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Therefore, if we are to support a wider range of performance measures to achieve
alignment with strategy then intangibles such as “management performance, quality
of strategy, customer satisfaction and employee retention” must be addressed.
Especially if measurement, monitoring and control of these aspects helps to “pinpoint
problems, improve processes and achieve company goals” (McAdam and Baile
2002).

However, the problem that has consistently been referred to throughout the hiterature

has been implementation. Once a performance measurement system has been

developed it has to be implemented. Neely (1999) determined that there were two

questions to be answered when he looked at the PMS revolution — why is business

performance measurement on the agenda and he determined that there were seven

reasons: the changing nature of work; increasing competition; specific improvement

activities; national and international awards; changing organisational roles; changing

external demands; and power of information technology. The second question — what

further research is required in the field? Nine topics were identified.

1. What are the determinants of business performance?

2. Can the relationship between different dimensions of business performance be
mapped?

3. Can predictive performance measures, or leading indicators, be identified?

4. What are the strengths and weaknesses of the various performance measures
proposed in the academic and practitioners literature?

5. How valid is each of these measures?

6. Does the appropriateness and validity of the measures vary according to the
country and cultural setting?

7. How can measurement systems be implemented?

8. How can measurement systems be used to manage business performance?

9. How can the revolution of measurement systems be managed over the long term?

It is this question of implementation or more appropriately the deployment of the
process that creates the gap in knowledge between expectant theory of developing
strategy and the link to individual or teams performance. The real challenges for

managers come once they have developed their robust measurement system, for then
they must implement the measures. Neely et al (2000) determined that as soon as
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mangers seek to implement their PMS they encounter fear, politics, and subversion.
Individuals begin to worry that the measures might expose their shortcomings.
Different people seek to undermine the creditability of the measures in different ways.
Others will seek to game the system, and the most concerning is others will seek to
prevent it ever being implemented. Neely et al (2000) determined in order to resolve
and move businesses forward the questions highlighted above need to be answered.

2.7 Strategy and performance measurement systems: analysis & comparison

In this section, we will analyse and compare the most popular frameworks found in
literature. The definition of popular frameworks is not an easy subject to cater for and
many that could fall into this category have been omitted. The research was based on
those frameworks that were well referenced in literature, and was solely targeted to
those frameworks that were general in concept or business wide as opposed to those

frameworks that were popular for a manufacturing company (Acur 2002).

In the past decade, academic and practitioner communities have shown great interest
in performance measurement, particularly in the last few years. Ever since people
realised that traditional performance measures were out of date and no longer
appropriate in today’s competitive environment, numerous performance measurement
frameworks have been developed. There is a vast amount of literature on performance
measures and performance measurement frameworks out there, in the form of articles,
books, conference papers, research papers, postgraduate dissertations & thesis’ and
academic & practitioner journals.

This thesis will follow the same theme but rather than describe the framework in

detail the research will provide a brief outline and concentrate only on those attributes
that are directly relevant to the direction of the researchers theory.

The frameworks analysed are: See Appendix 1 for in depth analysis of each.
1. Balanced Scorecard

2. Cambridge Model (Strategy & Performance Measures)
3. Determunants & Results Framework
4

. Dixon’s Performance Measurement Questionnaires
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EFQM Business Excellence Model

Hoshin Kanri

Investors in People (I11P)

Integrated Performance Measurement System (IPMS) Model
Malcolm Baldrige National Quality Award (US)

10. Performance Prism

11. SMART System

0 0 N W

2.7.1 Integrating the performance measurement systems

Kaplan and Norton (1996) stated that “managers realised that focusing on individual
performance measures such as cost, quality, time and flexibility will lead to local
optimisation”. Performance measures must be treated as an integrated system to
support a company’s strategy. However, according to Kaplan and Norton (2001),
Neely (2000) and Gratton (1999) the need to deploy strategy and the performance
measurement through the organisation is paramount to the success of the framework

employed and for the acceptance of the concept of measuring and managing
performance of both the process and the individual’s that work within the systems.

This analysis will concentrate of the deployment and communication elements of the
framework but will also review general aspects as recommended by researchers such

as Neely et al (1997, 2001) and Bititci ef al (1996).

Most researchers have mentioned the need for a ‘good’ performance measurement
system. However, not many provide a complete description of the requirements or
characteristics of a ‘good’ performance measurement system. Only two researchers
have tried to describe these requirements, Neely ef al (1997, 2000) on performance
measures and Bititci ef al (1996) on performance measurement systems.

After reviewing extensively the literature available on performance measurement

systems, Neely et al (1997) provided recommendations for designing performance
measures see table 2.4. The recommendations are intended for designing performance

measures, not for designing performance measurement systems, which Bititci er al
(1996) described in table 2.5.
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The recommendations in table 2.4 describe what a performance measure should be,
even though some of them are common sense. Since performance measures are the
output of designing a performance measurement system, the proposed
recommendations are not very helpful for designing a PM system. For example, the
need for aligning performance measures with external factors (competitor, market and
stakeholder) i1s not strongly expressed in the recommendations and neither is the
communication and deployment of those systems.
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e

- Performance measures should be derived from strategy
- Performance measures should be simple to understand
H Performance measures should provide timely and accurate feedback

Performance measures should be based on quantity that can be influenced, or controlled.
Performance measures should reflect the ‘business process’
Performance measures should relate to specific goals (targets)

Performance measures should be relevant

Performance measures should be part of a closed management loop

Performance measures should be clearly defined

Performance measures should have visual impact

Performance measures should be focused on improvement

Performance measures should be consistent

Performance measures should provide fast feedback

Performance measures should have an explicit purpose

Performance measures should be based on an explicitly defined formula and source of data

Performance measures should employ ratios rather than absolute number

(=

7 | Performance measures should use data which are automatically collected
Performance measures should be reported in a simple consistent format
Performance measures should be reported on trends rather than snapshots
Performance measures should provide information

Performance measures should be precise - be exact about what is being measured

Performance measures should be objective = not based on opinion

Source: Neely ez al (1997)
Table 2.4 Recommendations for designing performance measures

Bititci et al (1996) on the other hand provided the requirements for an effective and

efficient performance measurement system and the elements are formulated in Table
2.5 below.
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No | Requirement

Reflect stakeholders requirement

Reflect external/competitive position of an organisation

Reflect competitive criteria of the organisation markets

Differentiate between control and improvement measures

Facilitate strategy development

Deploy strategic objectives through a logical path to business processes and activities

Focus on critical areas of the business

3

Be expressed in a locally meaningful terminology

Facilitate resource bargaining

Facilitate performance planning

Promote proactive management by focusing on leading measures
Accommodate both quantitative and qualitative measures

Measure organisational capability and learning where appropriate
Use measures at correct levels

Promote understanding of the relationship between various measures

Facilitate simple reporting — demonstrating trends where possible

Source: Bititcl 1 al (1996)
Table 2.5 Requirements for an effective performance measurement system

These requirements are intended for designing performance measurement systems.
Broader aspects of performance measurement have been covered, including: the
requirement to consider external factors, resource bargaining, interaction between
factors, objective deployment, characteristics of performance measures, strategy
development and criticality of performance measures. Consequently, this requirement

is very helpful for designing a performance measurement systérn.

In order to develop a strategic performance measurement system, it is critically
important to identify the properties of an effective development process. Without this,

there can be little value for the business from the concept of strategic PM. As there is

a shortage of appropriate analysis in literature in addressing these issues, a review is

now undertaken to look at the process methodologies.
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Hudson et al (2001) critically analysed the theory and the practical elements of a
number of strategic PM systems and found that much of the analysis conducted had
failed to address the features of PM development processes that enhance the
hkelihood of successful implementation. He highlighted a number of deficiencies in
the information on PM systems over the last decade and the number of different
proposals and guidelines that attempted to explain the characteristics of strategic PM.

Two examples of this have been depicted in tables 2.4 & 2.5. The research highlighted
in the 22 areas defined in table 2.4, recommendations for designing a PMS. However,
there were many characteristics duplicated but the problem was addressed by the
identification of a number of features that were then developed into three categories
forming the typology for evaluating the PM approaches that have emerged from
literature. The three categories are,

¢ Development process requirements

e Characteristics of performance measures

¢ Dimensions of performance

The theoretical model proposed by Hudson et al (2001), table 2.7 offers an analysis of

what is required to develop a theoretically sound and improved strategy performance
measurement process and this analysis will build on the theory developed by Hudson.

Of the ten frameworks highlighted by Hudson er al (2001) six will be reviewed as
being the most appropriate for the analysis under consideration. The remaining four
was considered not to provide enough strength either in structure or relevance for the
analysis. Hudson explained that the analysis that the researchers conducted was with
Small, Medium Enterprises (SMEs) and that the significant differences in the
structure and philosophy of SMEs as opposed to large enterprises result in a more
taxing process for those smaller organisations to implement a strategy performance
measurement system. However, many large organisations suffer from similar
problems of implementation and sustainability with their performance measurement
systems, admittedly on a larger and more complex scale.
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Therefore, the analysis presented here is not only to review those attributes relevant to
SMEs but also extend this to the larger organisations. A further five frameworks will
be included, Hoshin Kanri, Performance Prism, EFQM, Baldrige NQF and Investors-
in-People. The Hoshin Kanri model is a strategy performance measurement
frameworks mam]y used in larger organisation but is not as well known as others. The
performance prism is a new model, which is currently being developed as an

improvement to many of the other similar constructs.

The latter three models in the list of five above are not Strategy Performance
Measurement frameworks in their own right but they facilitate an analysis of the tools
and techniques that organisations use to develop operational excellence and therefore,
are structured frameworks (Sadler 2000). The EFQM and Baldrige framework will be
analysed together with the main emphasis on EFQM. Appendix 1 provides the reader
with an overview of each of the eleven frameworks analysed in this thesis.

2.8 Identifying the gaps in deploying strategy & PMS
Using the typology in table 2.6 as the basis for analysis of the frameworks, the

objective was to identify their completeness within the areas that would influence the
deployment of strategy and performance measures as they relate to the individual.

This research will concentrate on the deployment process of a performance
measurement process and how this can be effectively achieved in particular to the
lowest levels of the organisation. The object of this review/analysis is to identify the
gaps in the process in the deployment processes. To achieve this a number key
characteristics are highlighted from the Hudson’s model that are significant for the
dissemination to the individual, the level at which the success of the process is

inevitably approved and operated.

Having reviewed the completeness of the requirements of an effective development
process, a further element was added to the analysis and that was stakeholder
requirements. This was necessary as both the IPMS and Performance Prism

frameworks included these areas as key developmental attributes. However, as the

research is designed to analyse the frameworks for a robust deployment process that
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cascades the performance measurement outcomes to the lowest employee level of the
organisations and not just the developmental aspects of PMS as described by Hudson.

The analysis provided by Hudson et al showed by using defined theoretical attributes
for developing performance measurement systems, which they found from their
research, could be used to develop and implement performance measurement systems
in organisations. His analysis, comprehensive as it is did not address the deployment
problem, identified in chapter 1, that this researcher was looking for and new
theoretical attributes had to be found that completed this.

The attributes that the author deemed necessary for good deployment practices in
addition to those described by Hudson was found in Kennerley and Neely’s (2002)
research, which looked at the gap in literature, that described the forces that shape the
evolution of the measurement system. This research was based on an analysis of

company practices that affected the evolution of PMS and highlighted areas that
facilitated positive practices and barriers to evolution.

The key outcomes that this analysis provided were.

* Integrating the PMS into the strategy and review process was essential.

* Both strategy and PMS must evolve with the business requirements.

= If people do not think measures are relevant they will not use them, the
deployment process will fail, and the process will not evolve.

* Developing an open and honest culture in which measurements are used to

support rather than a tool to punish is crucial for evolution.

A number of the facilitators used in the PMS evolution were used in conjunction with
the analysis of PM development process and the author’s preunderstanding, described
in chapter 1 section 1.2. This provided the basis of the analysis of those attributes that
determined if any or all of the frameworks had the construction elements to fulfil the
requirements that enable a strategy deployment process throughout an organisation.
Table 2.6 below outlines the analysis of both the facilitators and barriers to evolving a
performance measurement system and those elements taken from table 2.6

(lughlighted in bold and in yellow) were incorporated into the framework analysis in
table 2.7.



Chapter 2 - Building the understanding of deploying strategy

Facilitators of Evolution Barriers to Evolution

Process | Integration of measurement with strategy
development & review.
Integration of measurement with business
Process review.
PM “function” the focal point of measurement
activity.
Forum to discuss appropriateness of measures.
Implementation of common definitions /
metrics.
Consistent approach to measurement across
all areas of the business.
Away day to measures.
Involvement of external bodies.
User involvement in measures.
Maintain PM capability.
Dedicated PM resource.

= Facilitation of use of measures

* Ensure action 1s taken

* Prompt review of measures

=  (Credible sponsor

= |T and operational responsibilities
Skills succession planning.
Involvement of those being measured/local
ownership of measures.
Community of users of measures.
Develop in-house/customise IT systems.

= Flexible
Web-based
Electronic reporting
Hierarchy of measures
Linked to strategy development /
business process review
Maintain internal systems development
capabilities.
Integration of operations & IT (budgets,
responsibility, etc.)

People

Systems

The need for evolution considered to be
important.
Communication:

=  Use accepted medium

=  Feedback of actions

* Engage all employees

Culture

Identify & remove barriers to use /
change measures
Establish common understanding of
objectives. Integration/alignment of reward
syﬂeuMmMndwulbyﬁmcz.
*nit of measures and rewards.

Lack of proactive review process
Inconsistent approach to measurement
= Over time
= Between location/business units |
= No integrated measurement
function
Insufficient time to review measures
= Lack of management time
* Too much data reported
The need to trend measures limits ability |
change
Lack of data analysis

|

Lack of appropriate skills.
| = To identify appropriate
measures
= To design measures/quantify
performance
= To collect accurate data
= To analyse data
High staff turnover.
Lack of management time.
Ownership of cross-functional.

Inflexible legacy systems.
| = Data collection
= Reporting

Inflexible ERP systems — loss of
functionality.
Inappropriate “off the shelf” systems.

Senior management inertia. '
Individual inertia/resistance to
measurement. |
Ad hoc approach to measurement. |
Lack of alignment of actions with
measures.

In appropriate use of measures/measures
not used to manage the business.

Rigid remuneration and union system.

Source: Kennerley & Neely (2002)

Table 2.6 Facilitators & Barriers of PMS Evolution
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With this additional analysis, further rows were added to the PMS development table
(table 2.7), which highlighted those attributes that the research found desirable mn
order to facilitate an efficient deployment process that would effectively increase the
acceptance of the performance measurement and strategy process from an employee
viewpoint. The remainder of the analysis of the eleven PM development approaches
as described in the available literature concentrated on the completeness of the
approaches with regard to the derived framework table 2.7 illustrates the outcomes of

this activity.

The outcome of the analysis showed that of the ten frameworks, all had more than
55% of the dimensions of performance that were necessary for a sound deployment
process but only half exhibited many of the people properties necessary and when the
additional attributes from table 2.6 were added, highlighted in Blue. The analysis
showed that while many of the frameworks were competent in deriving a performance
measurement system linked to strategy they all failed to provide implicit deployment
guidance for employees to hink to.

Of the new frameworks that were analysed the Performance Prism (PP) (Neely and
Adams 2001) was relatively new to this type of analysis. As little active research has
been published on the use and acceptance of this framework to date the researcher has
made an assessment based on his experience of similar models. However, according
to the literature available and the excellent reputation of the researchers it was
concluded that the majority of the attributes would be included in this framework.
Therefore, from a deployment perspective, this model can be rated moderately, no
more than 75% of the deployment criteria included, but this requires a more

subjective in-depth research analysis by practitioners and academics to verify.

Hoshin Kanri (Cowley and Domb 1997) while not a new framework has been used in
a limited number of Western companies compared to the quite wide use in Japanese

companies over the last twenty years (Witcher and Butterworth 1999). However, a
number of publications are available and this review was conducted using these. From
both a development and deployment view, this framework covers both aspects with a

degree of depth and can be rated as the performance prism in the assessment but is
complex to implement.
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The last frameworks analysed were IiP and the EFQM and Baldrige models, while the
later two were separated when compiling a list of frameworks to be included in this
analysis both were combined for the analysis, as they are similar in their objectives.
The object of including all three frameworks was to review those audit frameworks
that provide guidance and assessment for those organisations that are pursuing quality
excellence in their company. If a company is using a combination of the IiP and
EFQM frameworks then they are more likely to have a structured system for strategy,
performance management and people policy.

While the remaining frameworks did not have as many of the attributes that were
considered essential to a deployment and people linkage process one process has
recognised that these attributes are necessary and this is the Balanced Scorecard.
Kaplan and Norton (2001) have attempted to close the gaps from their original
concept. They realised that the original Balanced Scorecard concept was they thought
about measurement, not about strategy. Therefore, to correct this shortfall the creation
of a “Strategy-Focused” direction was developed and a key element of this was a
cascade process of performance measures from the top to bottom of the organisation.
The balanced Scorecard process is by far the most popular concept used in business
today and this is further confirmed by the case study research in chapter 6.

2.9 Conclusions of the chapter

The literature review has presented a wide critical view of strategy and performance
measurements systems, deployment processes and their linkage to the individual. The
focus of this chapter concentrated on.

e What is strategy?

e Strategy classifications.

e Developing the rules of strategy and what can go wrong with it?
e How strategy can be killed?

¢ Analysis of frameworks with emphasis on deployment.

The literature review also raised some questions on the interaction of strategy,
performance measurement systems, deployment and linkage to the individual, i.e.
why are companies not implementing their strategies effectively to all employees and
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why do they not realise the importance of deployment and the advantages that this can
bring.

The success that a deployment process can bring to an organisation is two fold. The
first is to bring all the employees closer together through understanding strategy and
performance measures set out by senior management and secondly, by providing a
drection that each employee requires to assist in aligning job objectives with
company direction. This is particularly relevant in the industrial companies.

The chapter partially answered these issues by introducing and addressing the
problem that current strategy and PMS models are failing to implement an intrinsic
process that enables a deployment process to link strategy and performance
measurement systems to the individual. The models are consequently failing to link
these key elements effectively leading to the reduction in efficiency of the individual.

From this review, the research found there are many elements that can contribute to
the failure of organisations to successfully implement strategy (section 2.4). The
research started out by looking at strategy and performance measurement systems and
reviewed how these processes are failing to deploy to the lowest level of the
organisation. In addition, Kaplan and Norton (2001) highlighted that strategy

formulation and implementation were only successful in less than 10% of companies.

It became evident as a result of the literature review that the initial research questions
identified in chapter one lacked sufficient width and depth to be able to answer the
strategy, performance measurement systems and individual issues. Therefore, this
chapter re-evaluated the research questions. The initial research problem and
objectives remain unchanged see section 1.3.1 & 1.3.2.

The revised research questions have been changed in order to reflect the research
findings thus far.

1. Why are companies failing to effectively deploy strategy down to the individual?
2. How can the research identify the gaps in the process and what are these?

3. Is there and effective framework or model to link strategy, performance
measurement systems and appraisals?
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4. By identifying the gaps in knowledge, can the research design a framework to
create a potential linkage that leads towards improvement in performance?
5. If by linking strategy, PMS and appraisal processes will this lead to increasing

employee effectiveness?

The chapter also highlighted that further research is necessary into how to link
appraisals to strategy deployment. This was found to be evident, as the literature
reviewed thus far did not concentrate on this area of research. Chapter four will
discuss further the gaps in deployment processes in particular within appraisal design

and formulation.

The research conducted on frameworks also concluded that there is no model
available that enables a deployment process to be wholly effective either within an
evolutionary or developmental concept. Therefore, the construction of a model that
provides the linkages from strategy formation to appraisal construction would be

necessary and this will be discussed in the second section of chapter four.

The differences found through empirical analysis of strategy and performance
measurement systems, table 2.7 further emphasises, that no model structure is evident
from literature that guides and enables a sound deployment process. The chapters aim
was to demonstrate that the different approaches are not mutually exclusive, but rather
as providing an integral solution to provide a better understanding by which strategy
and performance measurement can improve the effectiveness of the individual. The
following proposition determined from the literature review started to provide an

answer to the research question 1 and 2.

For strategy to become truly meaningful to employees, personal goals and
objectives must be aligned with the organizational objectives (Kaplan and Norton
2002).

The chapter concludes with the first set of research questions, which have been
formulated from this chapter.
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1. Why are companies failing to effectively deploy strategy down to the individual?

2. How can the research identify the gaps in the process and are these valid?

Chapter four further addresses the literature research question raised above and starts

to build theory by designing a model that will aid the research direction. Therefore,
questions 3 and 4 have also been formulated in this chapter.

3. Is there an effective framework or model to link strategy, performance
measurement systems and appraisals?
4. By udentifying the gaps in knowledge, can the research design a framework to

create a potential linkage that leads towards improvement in performance?

Chapter 5 fully addresses these issues. However, before the research can address these
questions, the methodological direction must now be determined to ensure the correct
path is taken for the research and chapter 3 enables this while chapter 4 will build on

the theory and research questions.
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Chapter 3

Research Methodology
3.0 Design

3.1 Introduction

The preponderance of literature in the field of research methodology is extremely wide
and varied as can be seen from the references used throughout this chapter. This

researcher will not attempt to delve into all aspects of the subject but explore the areas

and elements that have allowed this research to be formulated and progressed to a

conclusion.

Notable writers and academics on research methodology highlight that a wealth of
information is available that may hamper the novitiate researcher (Buckley et al 1976).
There is also a bewildering maze of terms, definitions and philosophical arguments,

which confront the answers to the straightforward questions as follows.
What is research?

Who is a researcher?
Where do research problems originate?

How should the researcher go about solving the problem?
Where should he/she go for the information?

AN O o L

How does he/she know if the problem is solved?

While it is difficult to answer these questions to the satisfaction of all concerned within
the research topic, what this chapter attempts to do is provide the path that this
researcher took and the frameworks that assisted in the attempt to provide answer(s) to
the problems and initial and final research questions discussed in chapters 1 and 2. This
chapter is one of the most important of the thesis because it is here that the research

paradigm, which governs the entire methodology, is selected. The selection is made

based on the rationalisation of the research needs.

52



Chapter 3 - Methodology

The exploratory analysis of the existing literature presented in chapter 2 shaped the
focus of the research. However, chapter 1 provided the first route to defining the

research strategy, where the author’s preunderstanding of issues was used to determine
the initial research problems and questions. Hence, chapter three starts discussing the
use of preunderstanding in research, then evaluates the scientific paradigms and

research strategies appropriate to the research, which includes a selection of the strategy

used.

The chapter concludes by analysing the methods and techniques used for building and
testing theory and includes the selection of criteria is selected for evaluating the
research. Finally, figure 3.9 presents the research process map, which has been used to
develop the research throughout the investigation period. The map outlines the various
stages that the research completed showing the interaction between the steps and the

outcomes, which evolved the research questions. This completes the chapter.

3.2 Preunderstanding the problem

Gummesson (2000) stated that qualitative methodology and case studies provide
powertul tools for many areas of management research and it 1s in this context that this
thesis has evolved. The case study described in chapter 1 was used to develop the initial

research questions that would guide the researcher to develop new knowledge and
theory.

However, in an attempt to highlight the thought process that has been used to formulate
the emerging theory within this thesis the concept that was used and described by
Gummesson, which is now discussed in this section, is the concept of preunderstanding
(Gummesson 2000). This concept refers to things such as people’s knowledge, insights,
and experiences and it is the author’s intention to show that the author’s knowledge and

experience was the driving force to develop the early formulation of his new and

modified theory.

Gummesson describes his interest in the concept had derived from an essay written by a
Swedish novelist and philosopher who wrote “Knowledge behind the Words”, which

included an encyclopaedia description on how to serve at tennis. The emphasis was that
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the description of the act was faultless but the reality was that an average player trying
to emulate this was in many cases impossible. But in order to know this you needed to

play tennis and experience the difficulties in trying to emulate the experts.

The knowledge that underlies the ability to execute a perfect tennis serve is quite
different from this encyclopaedia definition. Gummesson added that this is something
that one simply allows to happen and there are no words that can adequately describe
these actions. Life is full of this type of knowledge. The concept of preunderstanding
enables the individual who has developed this to avoid having to bother with the
interpretation of events that he or she has learned from everyday occurrences. This has
been possible as; sense impressions, interpretation, understanding and language merge

instantaneously, making it impossible to identify separate phases.

A lJack of preunderstanding as stated by Gummesson will cause the
researcher/consultant to spend a considerable time gathering the basic information (e.g.,
about the industry etc.) As most of the information, necessary to operate within a
company can only be assessed by working in the environment and learning “how things
work”. As the author has considerable experience and company knowledge, this concept
allowed him to develop the initial theory and the next section will describe what was

achieve and the subsequent research questions that arose from this activity.

However, this researcher was also aware as stated by (Gummesson 2000 p66) that it is
essential that preunderstanding be subject to change and that the researcher in this case
be aware of paradigm, selective perception, and personal defence mechanisms.
Therefore, the need to be open, mature and honest in any investigation is paramount if

the resultant theories are to be understood and successful.
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Personal
experience

Preunderstanding
Source: Gummessonr (2000)

Figure 3.1 Sources of Preunderstanding

Figure 3.1 shows the main areas (circled) that contribute to the growth of the authors
preunderstanding. Personal experience both from life and work was in this case the
main area that contributed to the development of the theory that was evolving.
However, additional knowledge was obtained from the intermediaries shown circled on

the right-hand side of the figure where a combination of academic research and

discussions with friends and work colleagues combined with the authors personal
knowledge enabled him to create a store of knowledge that represented the
preunderstanding at the start of this research.

3.2.1 Creating the momentum for understanding

Having discussed what initiated the interest in this subject and the short story of how a
company had problems of linking strategy to the employees. The emerging theory and
conclusion was not a sudden realisation of an answer but 1s an evolution of research
learning and experience. Gummesson illustrated this phenomena through his description
of understanding, see figure 3.2, by stating that the researcher when approaching a

project always has a certain amount of preunderstanding.
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Preunderstanding 0 f] a’;f:;e

Acce.;snn;ila Own methods of
memm access to experience

of others

Understanding

Figure 3.2 Sources for Understanding

Source: Gummesson (2000)

This knowledge is further enhanced by means of access, as participants in a process,
such as the one discussed in chapter 1. Researchers are able to gain certain insights to
add to their knowledge and as this writer highlighted in the case above, possess methods

that allow analysis and interpretation of the experiences of others. Gummesson also

stated that in scientific theory, reference is made to the hermeneutic circle and he
llustrated this by the following statements “no understanding without
preunderstanding” and “an understanding of the parts assumes an understanding of the

whole”,

Source: Gummessoa (2000)

Figure 3.3 The Hermeneutic Spiral
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The hermeneutic circle or as Gummesson renamed it the hermeneutic spiral is an
iterative process whereby each stage of the research provides us with knowledge and

this 1s illustrated in figure 3.3 where we take a different level of preunderstanding to
each level of the project (Gummesson 2000).

3.3 Potential research design

From the problem identified in chapter 1 and the literature reviewed i chapter 2 it
became clear that the route to developing answers to the problems identified was
through case study research. Voss ef al (2002) stated that case research has consistently
been one of the most powerful research methods in operations management, particularly
in the development of new theory. Therefore, the use of this methodology in this
rescarch seemed to be most appropriate. Voss further emphasises that pure case research
that is research based on the analysis of a limited number of cases to which, at best, only
limited statistical analysis can be applied.

So why should this research point towards case research? Merideth (1998) detailed three

outstanding strengths of case research put forward by Bebensat et al (1987):

1. The phenomenon can be studied in its natural setting and meaningful, relevant
theory generated from the understanding gained through observing actual practice.

2. The case method allows the questions of why, what and how to be answered with a
relatively full understanding of the nature and complexity of the complete
phenomenon.

3. The case method lends itself to early, exploratory investigations where the variables

are still unknown and the phenomenon not at all understood.

The problems highlighted in the introduction (section 1.2) indicated that the cascade of
strategy and performance measures through the organisation becomes highly effective
when built nto the appraisal process and the employees understand the implications.
Therefore, it is important to understand the theory and the current practice and
determine if a gap exists. Case research provides a suitable vehicle to achieve this but
first a review of the research problems and questions is necessary to ensure the eventual

design is valid for the research paradigm.
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3.4 Research Objectives and Questions

The research methods used in a research project depend on the nature of the research

objectives and questions. Therefore, it is desirable before selecting the appropriate

research method to outline these. After an exhaustive review process of the problem, the

objectives and research questions were evolved. The initial objectives as stated initially

in chapter 1 remain valid and are to:

1.

Identify the gaps in the processes of linking strategy, performance measurement and

appraisals systems that can lead to increasing the effectiveness of employee

performance.
To provide an analysis of current frameworks used to provide the links between

strategy, performance measurement and employee performance systems.

. Implement experiments for testing the validity and applicability of the processes

identified.

To achieve these objectives, the research questions were redefined:

1.
2.
3.

Why are companies failing to effectively deploy strategy down to the individual?
How can the research identify the gaps in the process and are these vahid?

Is there an effective framework or model to link strategy, performance measurement
systems and appraisals?

By identifying the gaps in knowledge, can the research design a framework to create
a potential linkage that leads towards improvement in performance?

. If by linking strategy, PMS and appraisal processes will this lead to increasing

employee effectiveness?

The aim of this research methodology is to outline the research strategy pertaining to the

study of how companies deploy their strategy throughout the organisation and the effect

this has on employee performance when linked to the appraisal process. By identifying

the gaps in theory and practice, it is also hoped to identify an appropriate model that

guides and measures the performance outcomes identified by the appraisal process.

Spectfically, the research objectives are derived from identifying gaps in the literature

and the subsequent research design embraces both qualitative and quantitative methods.
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The deficiency in understanding raised by these research problems has implications for
research methods in this area. An appropriate research method for building a causal

explanation of linking strategy and appraisal processes is now introduced.

3.5 Research Philosophy — selecting the theoretical paradigm

Like any human action, research is grounded on the philosophical perspectives,
implicitly or explicitly. Ignoring philosophical issues, though not necessarily fatal, can
seriously affect the quality of the research in management science. Understanding the
philosophical positioning of research is particularly useful in helping the rescarcher
clarify alternative designs and methods for a particular research, and identifymng which
is more likely to work in practice (Easterby-Smith et al 1991).

(Easterby-Smuth ef al 1991) also argued that there are three reasons why an

understanding of philosophical issues are important:

1. It can help clarify research designs.

2. Knowledge of philosophy can help the researcher to recognise, which research
design may work and which may not.

3. Knowledge of philosophy can help the researcher identify, and even create, designs
that may be outside his or her experience.

Before we examine the paradigm options that were analysed to identify what was the
optimum route for this investigation a definition of what is meant by theoretical
paradigm. Christie et al (2000) identified that a theoretical paradigm is the underlying
basis that 1s used to construct a scientific investigation. It is a loose collection of
logically held-together assumptions, concepts, and propositions that orients thinking and
research. A paradigm can be defined as the basic belief system or world-view that

guides the investigation/researcher.

Three distinct philosophical approaches to developing research have been investigated
in order to locate case studies as a research methodology within one of them. However,
there has been the subject of a long-standing debate in science, positivism and
phenomenological (realism) paradigms. These two paradigms lie at the two extremes of
a contmuum (Easterby-Smith ef al 1991) and while they have been researched widely,
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this research will also look at a mixed approach (Amaratunga and Baldry 2001:
Remenyi et al 1998).

3.5.1. Positivist Approach

The positivist approach, often designated as quantitative research, believes that the
subject under analysis should be measured through objective methods rather than being
inferred subjectively — through sensation, reflection or intuition (Remenyi et al 1998).
Among the major implications of this approach are the need for independence of the
observer from the subject being observed, and the need to formulate hypotheses for

subsequent verification. Positivism searches for causal explanations and fundamental
laws, and generally reduces the whole into its simplest possible elements in order to
facilitate analysis (Easterby-Smith 1991; Remenyi ef al 1998).

The primary mode of the research inquiry of positivism is theory testing based on
deduction. The use of this hypothetico-deduction allows for statistical generalisation to
be tested, with replaceable findings being true (Guba and Lincon, 1994). Also the
principle data collection techniques include experiments and sample surveys that are
out-come onented and assume the natural laws and mechanisms. The researcher carries
out data collection for the positivism approach, as he/she is remote from the phenomena

under investigation.

In contrast to the positivist paradigm, the following two paradigms, realism and
constructivism are more suitable for exploring complex social phenomena that require
working with people and real life experiences and where the researchers seek to
understand the problem by reflecting, probing, understanding and revising meanings,
structures and issues (Hirschman 1986; Orlikowski et al 1991). Not all research issues

allow an entirely value-free, one-way mirror between phenomena and the researcher.

The building of a strategy focused appraisal system does not seek to identify causal
relationships as you would in the positivistic paradigm but would consider the complex
nature of the research problem by reflecting, probing etc of the issues of the deployment
of strategy and the development of objectives in the appraisal process. To build an
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entirely value-free, one-way mirror between phenomena and the researcher would not

be possible in this form of research.

3.5.2. Constructivism Approach

This methodology investigates the beliefs of the individual rather than investigating an
external reality, such as the tangible and comprehensible economic and technological
dimensions of management. The constructivist paradigm, perception by itself is not
reality but is a blend of perceptions and external reality. Perceptions are important for
they assist is examining complex reality. Multiple realities cannot be the focus of
constructivist research. Constructivism is interested in the values which are beneath the

findings thus it uses inductive methods.

The inductive methods of constructivism require the researcher to be a ‘passionate
participant’ (Guba and Lincoln 1994) during fieldwork. The constructivist approach
means problem solving through the construction of models, diagrams, plans,
organisations etc. This mode of research is widely used in technical sciences,
mathematics, operations analysis and clinical medicine (Kasanen and Siitonen 1993).
Christie et al (2000) stated that in contrast, any research that has to deal with multiple
realities such as detailed in this thesis that has elements of both positivism and

constructivism then that paradigm is realism.

3.5.3. Phenomenological (realism) Approach

The realism approach, also known as the interpretative or phenomenological approach,
understands reality as holistic, and socially constructed, rather than objectively
determined. (Susman and Evered 1978) talk of an ‘‘epistemological crisis’’ in
management research which has arisen out of the application of the positivist model of
science in the social sciences and hence realism, an approach which arose in the last half

of the twentieth century.

According to this philosophy, the researcher should not gather facts or simply measure
how often certain patterns occur, but rather appreciate the different constructions and
meanings people place upon their own experiences and the reasons for these

differences. The realism approach tries to understand and explain a phenomenon, rather
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than search for external cause or fundamental laws (Easterby-Smith et al 1991;

Remeny1 1998). Realism provides a worldview in which an actual social phenomenon

can be ascertained even though it is imperfect.

The central premise of non-positivist research is that the researcher should be concerned
with understanding the phenomena in depth and that the understanding should result
from attempting to find tentative answers to questions such as ‘What?” ‘Why?’ and
‘How?’ Phenomenology (realism) contends that such an understanding can result from
using methods other than measurement, unlike the assumption positivism, which 1is
ultimately concerned with answering the questions of ‘How many?’ or ‘How much?’
(Remeny1 et al 1998)

For the realist the means to determine the reality of a social phenomenon is through the
triangulation of cognition processes. A perception for realists is a window on to reality
from which a picture of that reality can be triangulated with other perceptions (Christie
et al 2000). Within this framework, the discovery of observable and non-observable
structures and mechanism, independent of the events they generate, is the goal of this
research methodology. Realism researchers observe the empirical domain to discover
knowledge of the real world, by naming and describing the generative mechanisms that
operate in the world and result in the events that may be observed. Given this

complexity of the social science world, reality is considered real but fallible.

Therefore, this methodology appears to fit the problem described in this thesis of how to
maximise human effort through performance management by linking strategy to
performance appraisal systems. As the investigation is to discover through identifying,
describing and analysing the variables of the structures and generative mechanisms of
the strategy deployment processes and the relationship that is necessary to improve

individual and team performance.

However, before the realism approach is concluded a further review of the three
methodologies is required. The philosophical assumption that supports the three
theoretical paradigms relate to ontology, epistemology and methodology and these are
summarised below in table 3.1. Ontology is the essential assumption that is made
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regarding the basic elements of reality. Epistemology examines the character and basis
of knowledge or the characteristics of the relationship between reality and the

researcher. Methodology is the procedure carried out by a researcher to explore that
reality (Guba and Lincon 1994).

As we have discussed the three approaches of research paradigm and indicated that the
phenomenological (realism) approach favours this research of “linking strategy to
performance appraisal systems” two of the main philosophical approaches to developing
research, positivism and phenomenology have been subject to long-standing debate in
management science. While the two approaches have been analysed above in relation to
the research subject there is an argument that a pure approach can be unrealistic.
Therefore, can a mixed approach can be considered an appropriate route (Amaratunga
and Baldry 2001).

Paradigm Positivism Constructivism (Phenomenology)

Nalve realism: Critical relativism:
Reality is real and Multiple local and specific
apprehensible ‘constructed’ realities

Critical realism:
Reality is ‘real’ but only
imperfectly and
probabilistically
apprehensible and so
triangulation from many
sources is required to
know it

Modified objectivist:
Findings probably true
with awareness of values
between them

Case studies/convergent
interviewing:
triangulation,
interpretation of research
issues by qualitative
methods. (i.e. structural
equation modelling

Source: Guba & Lincoln 1994
Table 3.1 Basic belief systems of alternative inquiry paradigms

Subjectivist:

Epistemology | Objectivist: Subj
inding crea

Findings true

Hermeneutical/dialectical:
Researcher is a ‘passionate
participant’ with the world
being investigated

Experiments/surveys:
Verification of

hypothesis; chiefly
quantitative methods

Common
methodologies

3.5.4. Mixed Approach
The mixed approach Remenyi (1998) argues that positivism and realism are not totally

different in terms of their impact on research, and in the generalisation of findings. Both

approaches need a convincing argument that the findings are valid before these findings
are accepted as a valuable addition to the body of knowledge. Ultimately, it is more
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useful to see these two approaches as complementary rather than as two opposite
extremes (Remeny1 ef al 1998).

The philosophical approach underlying this research is a balance between positivism
and realism. This shows in the way the research questions were formed. Objectives
were formulated to identify empirical evidence to match theoretical propositions.
Remenyi (1998) suggest that the world is essentially non-deterministic (in any absolute
sense) and repeated positivist research will produce different results; a balanced
approach is therefore more *‘‘realistic’’. Furthermore, because an intention was to
understand the holistic context of strategy and performance measurement frameworks
and appraisal approaches, a “‘realism’’ approach would help to provide the means to
interpret practice allowing a study of the various different practices that companies use

within the theoretical framework.

A pure realism approach was not applied, as there was an expectation that, to a certain
level, other researchers should be able to apply the same research methodology and
obtain similar results. This assumption was incompatible with the basic fundamentals of
a ‘‘pure’’ realism approach where establishing “‘different views’’ 1s one of the preferred

research methods. (See Table 3.2, to illustrate the principles of the mixed approach

applied to the research).

Positivist paradigm Phenomenological paradigm

Basic beliefs: the world 1s external and the world is socially constructed
objective and subjective
observer is independent » observer is part of what is
science is value-free observed
» science is driven by human
interests
Researcher should; | » focus on facts » focus on meaning
» look for causality and » try to understand what is
fundamental laws happening
» reduce phenomena to simplest | » look at the totality of each
elements situation
» formulate hypotheses and then | » develop ideas through induction
test them from data
Preferred methods | » operationalising concepts so » using multiple methods to
include: that they can be measured establish different views of
> taking large samples phenomena

» small samples investigated in
depth or over time

Source: Easterby-Smith ef al 1991
Table 3.2. The characteristics of positivist and phenomenological paradigms
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Betfore we discuss the route that this research methodology has taken, it is appropriate to
point out there is no single research method or strategy that is ideal for all types of
research (Easterby-Smith er al 1991). Consequently, the researcher must continually use
judgement to select the most appropriate research strategy. In fact, acquiring the
knowledge and skill to select the most appropriate research strategy is one of the most
important outcomes of conducting management research (Buchanan, 1980).
*

However, frameworks have been developed which can be used as guidelines in
selecting the appropriate research method. Buckley et al (1976) proposed a
comprehensive framework of research methodology as depicted in figure 3.4. Using this

methodology framework the issues the investigation can be examined and outlined.

3.5.5 Problem Definition

Research methodology can be divided into two wide areas - problem finding and
problem solving. Research problems may be generated formally or informally. Formal
problem finding implies that careful and methodical procedures are used to discover the
research problems. Obviously, scientific research needs a formal approach to ascertain
the research problems, while an informal approach uses a subjective and non-routine
process of problem finding. Formal and informal methods are indicated as prescribed by
Buckley (1976) 1n figure 3.4

Problem definition is an important aspect in conducting research. Many research

projects have failed because of poor problem definition. An appropriate research

problem is characterised by the following attributes (Buckley et al 1976):

1. The problem is defined properly. It is labelled and described accurately.

2. The problem is expressed in solvable terms.

3. The problem is connected logically to the environment from which it is drawn and
the solution can be applied within such an environment.

4. The problem has been screened against the existing body of knowledge to assure its
uniqueness, i.e. it has not been solved previously.

5. The solution to the problem must be viewed as making a potential contribution to
the body of knowledge.
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Buckley also emphasised that literature search is an important part of problem-
definition. The intent is to see whether the problem has surfaced previously, to examine
the environment from which it was drawn, and to evaluate proposed solutions to the
problem. From the lit