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ABSTRACT

Performance measurement systems based on the principle that “if you can’'t measure it, you can't
manage it” reinforce a short-term culture by focussing on tangible outputs. Instead, the focus of
organistions should be on sudanable long-term performance through continuous systemic
improvement. To establish and reinforce behaviours that drive systemic improvement, measurement
and reporting systems need to be designed to re-enforce work to role behaviour by managers. This
paper discusses this concept and how it is being applied in practice through an ongoing action
research project.
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INTRODUCTION

Other than unforeseeable “Acts of God’, it seems that whenever mgor disasters occur and are
investigated with hindsght, the causes of each disaster are systemic. Repeatedly, this is the
conclusion drawn by Roya Commissions, Boards of Inquiry and Coroners.*

Part of the scenario is invarigbly a long series of semingly unrelated decisions and events over a
period of time, each usudly innocuous by themselves but eventudly coming together to permit an
outcome otherwise considered unthinkable or even impossble’. The tragic outcome from the
Canberra Hospitd imploson was judged by the Coroner to be caused by multiple systemic
problems which were both visible and managesble prior to the event.® The inquiry into the Cave
Creek tragedy, which killed 14 people, reveded that the underlying cause was the systemic failure of

! McLucas A, The worst failure: repeated failure to learn. 1% International Conference on Systems Thinking in
Management 2000. p. 426.
2 Ibid., p. 426.

Canberra Times Newspaper, “Implosion: inquiry need to prevent future debacles’, Monday 8 November 1999.



the organisation to prevent the tragedy®. Other examples of systems failures in this category include
the Black Hawk helicopter crash in 1996 and the fire aboard HMAS Westrdliain 1998.°

It is reasonable to ask why seemingly competent and professond organisations find themsdvesiin
this position. Why did managers not see the many indicators and the potentialy perverse outcomes,
and act to achieve systemic improvement? According to MclL ucas

“ ... although the accidents differed in the final tragic outcomes, their pre-cursors were
frighteningly similar to the complexity we see around us every day .... People failed to
understand what was happening around them, they failed to learn from more minor
incidents ... along the way.” ®

One key to prevention i to learn how to recognise systemic problems when dl that is visble are
patterns of information and behaviour which represent the tip of the iceberg.” However this first
requires an organisation desgned to be cgpable of systemic understanding and improvement.
Individual managers must not only be capable of interpreting trends and patterns, they must dso bein
an environment where systemic improvement is expected of al managers, and is rewarded.

THE OUTPUT FOCUSSED PERFORMANCE MANAGEMENT PARADIGM

Most organisations are not designed to focus on systemic issues and improvement. Ther
performance management systems tend to be driven by short-term imperatives, in response to
pressure from externd stakeholders with short term vested interests - such as pliticians, lobby
groups or fund managers responding to short term market gyrations.

In such organisations, measurements and decisions are a best based upon an outcome paradigm (get
the outcomes right and success is assured), and are often based upon the even more congtraining
output paradigm (get the outputs right and the outcomes will follow). In such modds it is assumed
that outcomes can be broken down into outputs and that these in turn can be further broken down,
often to the extent of deriving task based performance measures for individuds.  This inherently
assumes that the sum of the parts equas the whole - that if al performance measures a one leve
indicate success, then it follows that success a higher levelsisdso likely.

Although existing performance measurement approaches such as Balanced Scorecard vary in ther
complexity, they rardly recognise the non-linear effects that result from feedback loops and delays®.
It is these non-linear effects that result in apparent disconnects between cause and effect’. For
instance, a any point in time the outcomes achieved may not match expectations even though outputs
have been satisfactory, dueto ddlays in the process. Thusit is Smpligtic to assume that at any given

4 Isaac A, “The Cave Creek Incident: A REASONed Explanation”, The Australasian Journal of Disaster and Trauma
Sudies, Vol 3, 1997.

McLucas A, “Rectifying Failure to Learn in Complex Environments’, Journal of Battlefield Technology, Vol 3, No 3,
November 2000. p. 1.

6 Ibid., p. 1.
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8 Linard KT, A Dynamic Balanced Scorecard Template for Public Sector Agencies. Australian Evaluation Society
Conference 2001.

Norreklit H, “The balance on the balanced scorecard  acritical analysis of some of its assumptions’, Management
Accounting Research, Vol 11, 2000. p. 6.



time every outcome can be directly linked to outputs, and sub-outputs.  These relationships are
often time dependant - so time must be considered as afactor in dl cause and effect relaionships.

The outputs oriented approach is illustrated in Figure 1 by the framework for performance measures
in the Depatment of Finance and Adminigration (DOFA) Framework Guidance Document
(2000)".
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Figure 1. DOFA Outcomes and Outputs Framework (2000)

The output-focussed measurement paradigm supports management behaviour that ignores delays
and subtle feedback loops, since it permits relatively convenient and rapid corrective action directly
upon outputs. Increasingly, management systems aso reward this behaviour by linking quantitetive
measures of output to remuneration. This further drives rapid short term solutions.

Congder an experienced, inteligent and careful middie manager who has noted a problem with a
relevant output indicator. Under this paradigm, she will focus on correcting the output, since she
believes that this in turn will contribute towards achieving higher level outcomes. This behaviour will
be rewarded, especidly if the short or medium term output- based response to her corrective actions
ispogtive. In addition, the more quickly the correction occurs the more she will be rewarded.

10 Department of Finance and Administration. The Outcomes & Outputs Framework Guidance Document. Nov 2000.




The type of behaviour described arises from a management paradigm which is independent of the
type of measurement system being used — the belief that achievement of outputs leads to
success for the organisation in adirect, linear cause and effect manner.

So what is the problem with this paradigm and the behaviour it drives? Superficidly, it seems to
produce results. The answer lies not so much in what it does do, but in what it does not do. The
paradigm does not drive, support or reward systemic improvements since these are more complex to
undergtand, take longer and require more effort to implement. Not only does it not drive those
behaviours, it tends to reinforce a can-do culture where those who try to take the time to improve
gysems are seen as impediments, but those who focus on outputs and outcomes are seen as
achievers and are rewarded.

Congder again the middle manager who has noted a problem with a relevant indicator. Suppose
that she has two options — one which restores the expected performance quickly but which does not
change the sysem dynamics, and another option, which will take much longer to implement, but
which will improve the system for the long term.  If she is under pressure, wants to save time and
effort and wants to be seen as successful, then she will take the firgt (non-systemic) option. Even if
she decides to implement the second option, she may not be provided with the time, resources or
higher management support to do so.

In short, under this paradigm the odds are stacked against systemic improvement, even assuming the
manager understands the dynamics involved and how to implement an effective systemic correction.
This said, the paradigm aso makes it unlikely that any non-linear dynamics will be understood in the
firg ingtance.

AN IMPROVED PARADIGM

All measurement systems are designed to drive decisions and ultimately to drive human behaviour — it
isther purpose. Given this, what assumptions should be used to underpin the measurement system
design? The research currently being conducted by Advanced Dynamics uses systems theory asits
underpinnings. Applying systems theory, the measurement system should be designed to re-enforce
the way we want people to work together in the organisation. This means that the design of the
measurement system cannot be done in isolation from the design of the organisation structure.

The Concept of Value Ddlivery

Taking this further, the purpose of an organisation can be consdered to be to ddiver vaue to
sakeholders™.  This might be expressed in terms of dividends for shareholders, or (for a
Government Department) as improved socid outcomes. In ether case, it is the role of the Chief
Executive to manage the organisation s0 that vaue to the various stakeholders is gppropriatey
balanced. For ingtance, in the case of the Canberra Hospital disagter it is clear that the systems of
the organisation did not properly baance the requirements of politica stakeholders, againg the duty
of careto the public.

In order to deliver vaue over time, choices must be made about what vaue should be delivered to
which stakeholders, and when. The familiar concepts of vison, gods and strategy dl imply thisvaue
delivery concept. It is the role of the Chief Executive of an organisation to develop a strategy to

1 Walters D & Lancaster G, “Implementing value strategy through the value chain”, Management Design, Vol 38 No 3,

2000, p. 160-178.



maximise the overall value delivered. For example, within a Branch of Government, the Director
Generd would have this role, with atime horizon of 5-10 years.”?

One levd down, the role of each Director or Generd Manager should be to develop systems to
ensure that the overall value creation strategy succeeds. Their time horizon should be 2-5 years,
and their focus should be on what systems are required and how they can be fine-tuned. They
contribute to the organisation’s delivered vaue by ensuring that the systems ae in place to deliver
that vaue.

Each leve in the organisation should do work that is quaitatively different from the level above, but
which supports the achievement of the work of that level. In thisway, the work of each level should
add vaue to the work of the next level. Thisisthe essence of “servant leadership”. Figure 2 shows
how this concept can be gpplied in a government agency.

Role

Strategy

""S/stemic Improvement

SJstai.hi__ng Ddlivery

Optimising Results

Completing
Tasks

Operator

Figure 2: A Branch organisational modd showing role expectations

For example, Stratified Systems Theory (SST) is based upon this approach™. SST is not a quick
fix, but it has been gpplied to many commercid and government organisation’s world-wide. Of
these, there are a growing number of success stories based upon achieving a learning culture and
continuous systemic improvement™. One of these was CRA Ltd in Austrdia®™® (now merged into Rio
Tinto Ltd).

12 Jagues E, Requisite Organisation, Cason Hall, Arlington, 1998. p. 136.

3 Ibid.

14 Ross A, “The Long View of Leadership”, Canadian Business Magazine, May 1992.
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The Importance of Work to Role

We have al experienced the frudration of having senior managers working “in the detall” or not
providing the necessary resources or authority for us to do assgned tasks, or to meet assigned
accountabilities.  When this happens many negative dynamics occur, ranging from a reduction in
mutud trugt to smple inefficiencies such as duplication of effort. Perhaps less obvious but equdly
important, it means that the senior manager is not concentrating on their own role.

In awell desgned organisation each manager has a unique role. Thisis criticd - rolesat each level
must be diginct from each other in order to reduce ambiguity and confuson between the
respongbilities and roles a adjacent management levels. However once such a structure is adopted,
if any specific manager does not carry out their role a gap is created which causes errors, risks or
dresses as adjacent levels compensate.  Discipline in organisation design and implementation is
therefore critical to creste the basic conditions for performance.

To see that thisis S0, consgder a manager who is Smply incgpable of ther role. In the best case, the
next manager up and the next managers down will have to compensate or takerisksasaresult. Itis
likey to be even worse than this, snce incgpable managers usudly dart interfering in the detall
below, causing the frustration and problems described earlier. Interestingly, due to the operation of
the outputs paradigm it is quite possible that neither the manager themsalves nor those around them
will recognise thet thisiswhet is happening.

Thus within any successful hierarchicad organisation:

the Chief Executive needs to be accountable to ensure thet an overdl dtrategy is continualy
developed and refined to maximise the value that the organisation delivers to stakeholders.

each business unit head should be designing systemic improvements to optimise long term
outcomes that maximise stakeholder vaue.

the manager of each functional area should be ensuring that the key processes are under
control to sustain ddivery of outputs which contribute to the achievement of outcomes over
time.

the leader of each section or work area must manage the trends in input consumption and
control processes to achieve those outputs consistently.

and everyone a the service or work ddivery level must complete assgned tasks, adhere to
defined procedures, monitor processes and report on anomalies.

These roles form a cooperative hierarchica sysem of organisation that enables the potentid of the
organisation to be redised. For the whole system to work effectively, incumbents at each level must
perform their “Work of Role’.** The underlying concepts make intuitive sense and reflect the
practical experience of wdl functioning organisations, noting that in each case the number of leves
and their accountabilities must be tailored to the specific needs of the organisation.

1 Ibid.® RossA, “The Long View of Leadership”, Canadian Business Magazine, May 1992.
http://www.canadiancentre.com/canbross.htm, accessed Aug 2001.

16 Jagues E, Requisite Organisation, Cason Hall, Arlington, 1998. Part 3 Section 6.



Only Senior Managers can be expected to deal with the complexity of organisational
system design

Conddering the importance of working to role provides indght into sysemic improvement in
organisations and why it is often not achieved. In any organisation, system improvement should be
focussed at the right level. The gppropriate levd is the one a which the individua can work across
al related processes within the system, with the authority and experience to identify and implement
necessary changes. It requires an ability to understand and integrate al of the feedback loops and
time delayed effects within the sysem.

This being 0, there is no point in making a manager within a system accountable to improve it —
they cannot have the authority or breadth of vison to comply. Thisiswhy systemic improvement can
only be successfully managed a about the fourth level in an organisation where both sysems
authority and systems understanding can come together. Systemic failures often occur when systems
are desgned and implemented by managers beow this leve, or by individuas who are not capable
of performing their role fully.

DESIGNING MEASUREMENT AND PERFORMANCE SYSTEMSWITH A SYSTEMS
FOCUS

Once working to role is recognised as fundamentd, it follows that we should be very interested to
know whether managers actudly are working to role. If we could establish that dl managersin an
organisation are working to role then we would have some confidence that the levels (roles) of
management noted earlier are happening - i.e. that srategy is being developed and implemented,
systems are being designed and improved, output capabilities are being fine tuned, and so on.

We therefore need to measure whether managers are actualy working to role, as part of the
performance measurement system. In order to do this, we need to consider the dynamics involved
and how it might work.

At any level, each manager requires performance data

in order to work to role. The type of business data needed will vary with the role — for
example a Director Generd needs to monitor externa feedback and the organisation’'s
environment, in order to develop strategies to maximise vaue for stakeholders.

to know whether managers a lower levels are carrying out their role.  This is not the same
business data as is needed by those lower managers. It is performance information designed
specificaly to indicate whether lower managers are carrying out the full scope of their role.

to support any role specific internad improvement projects for which they are persondly
accountable.



This suite of measuresisillugtrated in Figure 3.

Business Measures Work to Role Measures Project Measures
(data to support their own ability to (lower managers - are they (on their own projects)
work to role ) working to role?)
Output Indicator Start
o =
Actual End

Figure 3. Performance measuresrequired by each level of management

As noted above, the measures to support work of role vary according to the role. Figure 4 below
shows a conceptud framework for measures, where the focus of measurement at each levd reflects
the quditatively different work of role.
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Figure 4. The performance measurement framework focuses people at each level on
their role and particular aspects of their work that will, with improved focus, lead to
improved system performance.




Now let us consder the experienced, intdligent and careful middie manager again, under these new
performance management arrangements. Her performance measures have been designed spedficdly
to support her work of role. This means that the data available should help her to understand how
any problem relates to her role in the organisation, as wdll as its more direct impact upon results,
outputs, systems, or value delivery (depending upon her leve).

She has the necessary data to perform her role, and since her performance will be judged on
whether she actualy doesiit, there isincentive to fulfil her role (or to at least try to do s0). Thereis
dill dso a generd desire to act quickly in order to minimise the negative impacts of the problem.
However thisis now seen in the context of the manager’s role, not with afocus to smply “fix up” an
output. Speed of response becomes a less perverse driver of decisions, and rewards will flow from
implementing clever, innovative, long term improvements.

For a Unit Manager for example, the performance data should relate to the achievement of outputs
and the operation of the processes that support those outputs. Corrective action should am for both
short and long term benefits to outputs. However if a problem is best corrected by systemic
improvement, the problem should be referred to the General Manager for resolution.

The new paradigm focuses performance measures on ensuring that managers work to role at each
level. Inturn, thisensuresthat each manager adds gppropriate vaue to the organisation.  Over time
this will lead to continuing systemic improvement, since such behaviour is rewarded and reinforced.
At each leve in the organisation, managers have both the incentive and the data necessary to work to
role - and thisin turn drives sysemic performance improvement.

AN ONGOING ACTION-RESEARCH CASE STUDY

Background

Advanced Dynamics has been working collaboratively over a number d years with a government
agency, to introduce an integrated gpproach to organisationa design and performance.

The Processto Date

Work commenced with a diagnogtic review to assess the fitness of the organisation to implement
effective systems to improve performance.  As aresult of problems identified, the organisation was
then restructured to meet requisite design principles using Stratified Systems Theory™’.  Although as
part of this the agency developed and implemented appropriate roles and accountabilities, severd
years later many managers fill find it difficult to perform to role.

Recent andysis reveded that the primary underlying dynamics now preventing systemic improvement
were;

a drong focus on technical outputs, driving management behaviour towards shorter term
decisons and away from systemic improvemen,

lack of work to role performance by managers, whether due to a lack of individua
capability or as a secondary affect of afocus on outputs, and

w Jagues E, Requisite Organisation, Cason Hall, Arlington, 1998.



the lack of performance measures to support work to role and systemic improvement.
The Scope of Current Work

The am of the current project is to improve the vaue ddivered by the agency to the community, by
implementing a performance measurement system focussed on “work to role’” behaviour. Thisisa
further development and integration of existing performance management systems, introduced after
the restructuring. The main steps in the project have been:

A systems andyss of the current performance management system (PMYS), to identify
underlying issues and assumptions and to document its dynamics.

A didogue with senior management, to gain their understanding and acceptance of the key
concepts of vaue and of work to role accountability.

Development by a multifunctiond management team of an ayreed process to identify and
implement the new value based performance messures.

Implementation by management of the new process.

The Measurement Model Applied

For this project, Advanced Dynamics developed a new measurement model based on SST (see
Hgure5). The complementary nature of the work at adjacent levels was used to guide measurement
development and to focus discussions between managers and their direct subordinates.

Measures of Success Social/Technical Process Accountability
Perception of value offered V Strategy process Supports Strategy
to internal;\I En?dexternay (Identifying the right systems)/ (Value)
stakeholders 9 xS
5\\") A\niO
Systems implemented and IV Design and implement systems —  Completed Systems
their effectiveness e (Operating systems in parallel) (Effectiveness)
A\
Programme and project Il Operate the system —_— Enhanced ability
output + cost/month ey (Running processes better) (Efficiency)
S S
o oo™
Programme progress and Il Programmes and projects _—___,  Consistent results
quality/week - o (Standardising and improving) (Economy)
S /
. . . S
Results/day I Doing assigned projects o™ Completed tasks

(Completing assigned tasks) —— (Results)

Note: value is created here

Figure5: The Measurement System Model

In Figure 5, the five levels match the management Structure of the agency with levd five being the
chief executive.  There is a continuing upwards didlogue dedling with issues which need to be
ecdated, and a downwards information process to provide feedback. The whole arrangement
requires that managers work to their role accountabilities.



Moving from the previoudy dysfunctiond measures has taken time and effort. The agency currently
has performance measures which are detailed and technica and do not relate to the levels a dl. As
noted earlier, one impact of thisisto drive “output focussed” behaviour, so that role accountabilities
(the right hand side) are dso not effective. Most managers are thinking and operating in the lowest
two levels, ance thisis where the performance measurement system drives them.

Status

The action research project is a the commencement of the final phase — the process of identifying the
new measures and their implementation.  Thiswill involve a top down didogue, where (in turn) each
manager will have a conversation with their higher manager to establish a clear understanding of the
higher manager’ s role, accountabilities and performance measures.  An agreement will be negotiated
on the set of performance measures for the lower levd, in three key parts as shown earlier in Figure
3.

This top down SST based approach must not be confused with the more traditional approach
currently taken, which is aso top down but which is outputs based. In the SST case there is a new
didogue a each levd. The nature of the measures at dfferent levels are different, and only at the
third level will there be a focus on outputs — since this is appropriate to the management role at
that level.

Other Challenges and L essons So Far

This is a sysemic improvement project intended to drive sgnificant shifts in organisationd culture.
The success of the project is dependent on mgor behavioural changes from the most senior
management, and despite being an evolutionary change, requires strong leadership.

There will be a2 — 3 year seitling in period before testing in action results in redlly useful messures
being developed. The agency will learn by doing during that time and will improve both the
measurement framework and the measures used to improve business performance.

Now that the system is being implemented, managers mugt face the culturd issues involved in the shift
from an outputs paradigm to one of work torole. At each leve, this requires managers to articulate
these concepts, to argue them, and to implement them. It tests the capability and leedership of
individual managers and places them in a vulnerable position, where their subordinates will be able to
see whether they redly understand their role.

CONCLUSION

Organisations that are able to establish a culture and practice of systemic improvement can expect to
optimise the vaue they create for gakeholders. At the sametime they will minimise thar risk of
major disasters or other perverse outcomes. The fact remains however, that for the vast mgority of
organisations this god remainsfar off and dusve.

Moving to awork to role management paradigm offers away ahead for such organisations, provided
that they are willing to make the effort to desgn their organisation accordingly and to implement
business rules which reward appropriate management behaviour. To achieve this, the performance
measurement system must be integrated with the organisationa design. It must aso provide the
specific data required to ensure that work to role occurs.

The research work being carried out by Advanced Dynamicsis an example of how this can be
implemented in practice. Although not yet complete, and facing significant hurdles because of the



leadership required to make it happen, it offers the prospect of creating alearning organisation that
can offer greetly improved value to stakeholders over the long term.
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