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he balanced scorecard (BSC) is essentially a

customized performance measurement sys-

tem that goes beyond
accounting and is based on organizational strategy.
It is a holistic methodology that converts an orga-
nization’s vision and strategy into a comprehensive
set of linked performance and action measures
that provide the basis for successful strategic mea-
surement and management. It is considered bal-
anced because the performance measures are
grouped into various perspectives (typically four)
that are critical for organizational success. The sys-
tem strikes a balance between financial/operating
and other measures and provides a set of forward-
looking performance indicators linking strategy to
specific actions. These measures and indicators,
when correctly developed, provide a comprehen-
sive view of organizational performance.

INTRODUCTION TO THE BSC

Initially developed in the business sector, the
BSC’s performance measurement and strategic
planning methodology is directly applicable to the
health services sector and healthcare organizations.
In this article we present (1) an introduction to the
BSC, including its evolution and the traditional
four balanced perspectives pyramid; (2) flexibility
of BSC perspectives; (3) effective performance mea-
surement; (4) the scorecard from a strategic per-

conventional

spective; and (5) the BSC in the healthcare industry,
with reported applications in the literature.

The BSC is both a performance framework and
a management methodology. It was developed by
Robert Kaplan and David Norton after an exten-
sive research project in 1990. The multiclient study,
“Measuring Performance in the Organization of the
Future,” was sponsored by the Nolan Norton Insti-
tute, the research arm of the accounting/consulting
firm KPMG. It was a year-long research project
with 12 companies at the leading edge of perfor-
mance measurement (Kaplan and Norton 1992).
The researchers believed that traditional perfor-
mance measurement systems focusing primarily on
financial measurements actually hindered organiza-
tional growth and success. The conclusions were
that, contrary to popular practice, organizations
should not be managed based on “bottom line”
results.

Successful organizations depend on a variety of
lead indicators of organizational health. Those indi-
cators are prospective and allow organizations to
plan for the future and adjust to any problems.
Financial measures are lag indicators (retrospec-
tive); they report past performance and are not
good for predicting the future. Financial measures
of performance alone rarely provide managers with
all the information they need to make sound strate-
gic decisions. Reliance on financial indicators alone
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often leads to a narrow, short-term focus and can
serve as a roadblock to adopting long-term oppor-
tunities or dealing with future threats.

Evolution

With its focus on improving performance mea-
surement systems, the BSC represents a shift in
business paradigms. It provides clarification of
vision and goals, management consensus on vision
and strategy, and focus on improved performance.
Kaplan and Norton (1996d) argue that the compet-
itive environment has changed from competition
based on ability to invest in and manage physical
(tangible) assets to competition based on knowledge
and the ability to exploit intangible assets (i.e.,
human capital and information systems).

Many companies, as well as entire industries, are
facing global competition, increasingly knowl-
edgeable and demanding customers, and activist
shareholders. More companies across a variety of
industries have become dissatisfied with the lack of
responsiveness and information from their tradi-
tional performance measures. They are seeking
management models that recognize the impor-
tance of nonfinancial performance in driving
financial performance. Although many companies
use the BSC for measuring and motivating busi-
ness unit performance (in the case of healthcare,
strategic service units), some have started using it
more strategically.

According to Kaplan and Norton (19962, 1),
“many managers have begun to integrate the
scorecard into their planning and budgeting
processes. Used this way, the scorecard helps man-
agers align their business units, as well as their
financial and physical resources, to the company’s
strategy.” They believe this integration focuses
capital investments, various strategic initiatives,
and annual discretionary expenses on achieving
the targets for the strategic objectives and mea-
sures reflected on the business unit’s scorecard. As
the cornerstone of a new integrated management
system for the information age, the BSC is a sys-
tem that can align all operational activities with
overall organization strategy.

Over the past decade, the nature of the BSC has
evolved. As companies have used the methodology
and achieved tangible results, the role of the BSC
has grown to become the foundation of an inte-
grated and iterative strategic management system.
The BSC has become a framework for implement-
ing and managing stratcgy at all levels of an organi-
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zation by linking objectives, initiatives, and mea-
sures to overall strategy. As such, the BSC provides
an enterprise view of an organization’s performance
by integrating financial measures with other key
performance indicators around customer perspec-
tives, internal business processes, and organization-
al growth, learning, and innovation.

The BSC adopts the principles of continuous
quality improvement (CQI) and is similar in many
ways to strategic quality planning or hoshin plan-
ning. Hoshin planning, as applied to healthcare,
for example, flows from the organization’s strategic
vision and involves allocating resources and align-
ing or restructuring the organization (Rakich
2000). Since the concept was introduced in 1992,
BSCs have been implemented at corporate, strate-
gic business unit, departmental, shared-service,
and individual levels at hundreds of organizations
worldwide, in business and healthcare sectors both
private and public.

A General Description

The BSC strategic approach espouses the use of
information systems to track a limited number of
balanced metrics (measures and indicators) that are
closely aligned with strategic objectives. Organiza-
tional performance and strategy are multidimen-
sional. Organizational excellence stems from
achieving balance among various functions, not
from maximizing one or two of them to the detri-
ment of others. The scorecard typically measures
organizational performance across the following
four balanced and linked perspectives:

* Financial perspective. How do we look to our
shareholders? In the case of not-for-profit health-
care organizations, the questions may include the
following: How do we look to our stakeholders
(e.g., patients, payers, clinicians, communities)?
What financial/performance condition must we
maintain or achieve to accomplish our mission?
Typical scorecards combine traditional return on
investment (ROI) and net income measures with
more unique measures found in healthcare organi-
zations, such as gross revenue/cost per adjusted
discharge, contract allowances and discounts as a
percentage of operating patient revenues, and in-
patient/outpatient revenue mix. Other measures
that have financial implications are patient-payer
mix, Medicare/Medicaid mix, average length of
stay, and occupancy rate.

* Customer perspective. How well do we satisfy
our customers needs? Typical measures may
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include results of customer profitability analyses
or customer satisfaction surveys. In healthcare
organizations, this perspective should consider
the relationships with and needs of a variety of
stakeholder groups, including patients, payers
(such as Medicare/Medicaid and managed care
organizations), and medical staff. Objectives and
measures must consider internal as well as exter-
nal customers.

* [nternal perspective. How well do we perform at
key internal operational processes? Effective inter-
nal business processes are critical to providing
products and services to satisfy our customers
needs in a fiscally responsible manner. Examples in
business may include cycle time, safety ratings,
rework, and on-time deliveries. Examples in
healthcare may include surgical capacity utiliza-
tion, length of stay, timeliness and accuracy of
ancillary services, or FTEs per average daily census.

* Learning and growth perspective. Are we able to
sustain innovation, change, and continual
improvement? These measures relate to an organi-
zation’s more intangible assets and the ability to
excel in the future. They normally reflect employ-
ee satisfaction, motivation, and empowerment, as
well as the capabilities of employees and informa-
tion systems. Measures may include frequency of

training, employee development, advancement
opportunities, turnover rate, and the development
of new services and products.

The BSC is not meant to substitute for an orga-
nization’s day-to-day measurement system (Kaplan
and Norton 1996c). Scorecard measures should
direct the attention of managers and employees to
the specific factors that are expected to lead to
competitive breakthroughs for the organization.
The BSC enables organizations to track short-term
financial and operating results while monitoring
progress in building the capabilities and acquiring
the intangible assets needed for future growth and
success (Kaplan and Norton 1996b). Because mea-
sures in the various perspectives are based on orga-
nizational strategy, scorecards should include
unique measures along with those measures that
are common to many organizations (mostly lag
indicators).

We have arranged the four balanced perspectives
mentioned above in the form of a pyramid, or a
hierarchy, that is consistent among most organiza-
tions. Figure 1 represents a for-profit pyramid and
figure 2 may be more typical of not-for-profit orga-
nizations such as healthcare. The learning and
growth perspective constitutes the base. It directs

FIGURE 1. For-Profit Organization

A solid infrastructure is
needed to develop and
improve the internal
processes that lead to

Financial
(operational results)

How do we look to our
shareholders?

satisfying customer

How do our customers
perceive us?

expectations, which is Customer
necessary to meet the
financial objectives
required to achieve
the mission.
Internal

To satisfy our customers, at what
processes must we excel?

Learning and Growth

Do we have the basic
infrastructure in place to
improve, create value,
and achieve our mission?

Note: Based on Kaplan and Norton’s traditional four perspectives (Kaplan and Norton 1992).
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FIGURE 2. Not-for-Profit (Healthcare) Organization

Here the priority is to fulfill the mission and

A solid infrastructure is

satisfy the stakeholders. A healthy financial
condition is a necessary condition rather

needed to develop and
improve the internal
processes that lead to

Mission

than an ultimate goal.

achieving the financial
condition necessary
for satisfying the
stakeholders and

Stakeholders

How do our stakeholders see us?

fulfilling the : .
mission. Financial

(operating performance)

How do we look to the providers of
financial resources? What condition
must we achieve to fulfill our mission?

Internal

To satisfy our customers, at what
processes must we excel?

Learning and Growth

Do we have the basic
infrastructure in place to
improve, create value, and
achieve our mission?

Note: Based on Kaplan and Norton’s traditional four perspectives (Kaplan and Norton 1992).

attention to the foundation of all future success—
the organization’s people, information systems, and
infrastructure. Long-term success can only be pos-
sible if there is an adequate investment in the base.

The next level is the internal business perspec-
tive. The development of a true learning organiza-
tion supports success in this perspective, as well as
in the learning and growth perspective. The inter-
nal perspective must focus on the internal process-
es that drive current operations of the organiza-
tion. Improvement in critical internal processes is
a reliable indicator of future financial and opera-
tional success. To translate these improved internal
processes into financial/operational success, how-
ever, organizations must first satisfy—even delight
—their customers.

The customer perspective is the third level of the
for-profit pyramid. Anticipating and satisfying cus-
tomer needs are critical to organizational success.
The customer (or stakeholder) perspective is often
placed at the highest level of a not-for-profit pyra-
mid, as profits are not the overriding goal. In prof-
it-oriented organizations, the financial perspective
measures the ultimate results that the business pro-
vides to its shareholders. Even in not-for-profit
organizations, a healthy financial condition is a pre-
requisite for long-term viability.

Maintaining a healthy financial position allows a

not-for-profit entity to obtain the resources neces-
sary to provide its services, satisfy its stakeholders,
and fulfill its mission. Ultimately everything that
happens in an organization affects financial perfor-
mance, so it is important to identify and measure
those things that drive financial performance. The
financial perspective is not dominant in all organi-
zations, and some balanced scorecards (particular-
ly in not-for-profit entities) do not include it in
determining success.

FLEXIBILITY

Organizations adopt the perspectives that are
relevant to how they measure success. In health-
care, scorecards appear even more diverse than in
the business and academic sectors. Duke Universi-
ty Medical Center’s scorecard uses an education
and research perspective in place of the learning
and growth perspective (Meliones 1998). The
“Report Card for Outcomes Management” at the
Butterworth Health System in Grand Rapids,
Michigan, has the following four perspectives:
patient satisfaction, clinical outcomes, functional
health status, and cost (Schriefer, Urden, and
Rogers 1997). The Henry Ford Health System’s
BSC perspectives consist of growth; customer sat-
isfaction; system integration, which refers to their
entire healthcare system; and low-cost provider

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissionyz\w\w.manaraa.com




HOSPITAL TOPICS: Research and Perspectives on Healthcare

(Strenger 1997). Johns Hopkins’s new scorecard is
geared to clinical outcomes, financial goals, patient
satisfaction, and research and teaching outcomes
(HPRA 2000a).

Other healthcare organizations, such as the
Hudson River Psychiatric Center in Poughkeepsie,
New York, retain the four traditional perspectives
from the Kaplan and Norton model (HPRA
2000b). At the University of Southern California,
the Rossier School of Education uses an academic
scorecard to supply “metrics of excellence” to the
provost’s office (O’Neil et al. 1999). The scorecard
has an internal business perspective and a learning
and growth perspective, but the financial perspec-
tive was replaced by an academic management per-
spective and the customer perspective was replaced
by the stakeholder perspective. That framework
would be beneficial for academic health centers
embarking on the BSC methodology.

Those diverse perspectives highlight the ways
that the BSC can be adapted to meet the unique
needs of various organizations. The hierarchy of
the perspectives on the BSC, as well as the per-
spectives themselves, may vary among different
types of organizations and the environments in
which they exist. Many not-for-profit organiza-
tions have altered the BSC hierarchy (see figure 2)
by placing their mission statements at the very top
with customers directly below it (Kaplan and Nor-
ton 2000). Changing the scorecard does not
change the nature of the model itself; it reflects
strategy. Customizing the scorecard often sets the
stage for strategic conversation to begin and results
in initial “buy-in” to the entire initiative (Chesley
and Wenger 1999). Management commitment to
the strategy and the BSC methodology is essential
for achieving long-term benefits.

EFFECTIVE PERFORMANCE MEASUREMENT

It has often been stated that what gets measured
gets delivered. This poses a significant danger for
organizations whose performance measurement sys-
tems focus on the wrong measures. Narrow, irrele-
vant, or misleading performance measures can actu-
ally undermine an organization’s strategic mission
by encouraging nearsighted management practices
and diverting scarce resources unproductively. The
objective is not to maximize the measures; it is to
gauge progress in achieving organizational goals.

If an organization focuses on measures such as
ROI, occupancy rate, or revenue/discharge, man-
agers will focus on maximizing these measures.

That may not be healthy for the organization or
help move it toward its vision. A focus on an inap-
propriate set of performance measures can under-
mine organizational learning, employee motiva-
tion and satisfaction, creativity and innovation,
and quality. Ultimately, at all levels in the organi-
zation, we do get what we measure.

The consulting firm A.T. Kearney has done sig-
nificant research and development in performance
measurement. Based on the firm’s work and
research with leading corporations worldwide and
a recent in-depth study of performance measure-
ment practices in 113 companies (conducted for
A. T. Kearney by the Conference Board, 1999), it
was found that the leaders of performance mea-
surement share four characteristics:

1. They apply a rigorous analytical approach to
understanding the nature and logic of their busi-
ness model, which enables them to identify and
select the right measures.

2. They use the performance measurement sys-
tem as the cornerstone of their strategic manage-
ment and reporting processes, modifying their
measures as strategies are implemented or as mea-
sures become less useful.

3. They design individual performance and
compensation programs for their executives and
managers consistent with the business scorecards.

4. They support the performance measurement
system with information technology that enables
automatic data capture, drill-down presentation,
and root-cause analysis.

These four characteristics appear to be consis-
tent with those of companies successfully using the
BSC as a strategic management system. Perfor-
mance measurement systems do not always equate
to strategic management systems, which use the
feedback from performance measurement to con-
tinually test the relevance and logic of the strategy
and to modify underlying assumptions, objectives,
and strategy accordingly. The key to establishing
effective performance management systems is
translating organizational strategy into the right,
integrated set of measures. This allows the system
to provide control by monitoring short-term
results and to provide guidance by reporting on the
drivers of future performance.

A STRATEGIC PERSPECTIVE

Effective scorecards are not just collections of
generic measures grouped into four categories. An
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effective scorecard is customized to the organiza-
tion; it should describe the strategy in operational
terms. The test of whether a BSC truly communi-
cates both the outcomes and the performance dri-
vers of a business unit’s strategy is its sensitivity
and transparency (Kaplan and Norton 1996¢). In
other words, if a competitor could look at your
BSC and understand it well enough to block your
strategy, it is sensitive and transparent and, thus,
well designed.

Three criteria can be used to ascertain whether
or not the performance measures in the scorecard
truly reflect the strategy:

1. Cause-and-effect relationships. A strategy is a
set of assumptions about cause and effect. If cause-
and-effect relationships are not adequately built
into the BSC, it will not translate and communi-
cate the organization’s vision and strategy. Every
measure selected for a BSC should be part of a
chain of cause-and-effect relationships that repre-
sent the organization’s unique strategy. Cause-and-
effect relationships among the perspectives should
help managers identify performance drivers that
will positively influence important outcome mea-
sures and test the viability of the strategy.

2. Performance drivers. Many measures are
common to most companies within an industry;
these are known as lag indicators or outcome mea-
sures. Many of these common measures, such as
ROI, will be encompassed in the financial perspec-
tive. Market share and customer retention are also
examples of common measures. The drivers of per-
formance are lead indicators; they are forward-
looking and, normally, nonfinancial measures.
These tend to be unique because they reflect what
is different about the organization’s strategy. An
effective scorecard needs a mix of lead and lag indi-
cators. Outcome measures without performance
drivers do not communicate how results are to be
achieved. Performance drivers without outcome
measures may help to achieve short-term opera-
tional improvements but will not reveal whether
they have been translated into enhanced financial
performance (or stakeholder satisfaction). It is
important to understand the link between short-
term results and long-term goals.

3. Links to financial measures. Strategic goals
must translate into measures that are ultimately
linked to financial and performance indicators. If
goals and improved operational performance do
not translate into enhanced organizational perfor-
manceyivisilikelythatthere is a fundamental flaw
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in the strategy or its deployment. In not-for-profit
organizations, strategic goals usually translate into
measures that are ultimately linked to high-level
customer or other stakeholder indicators (the high-
est pyramid level).

A serious deficiency in traditional management
systems is their inability to link an organization’s
long-term strategy with short-term actions. The
BSC can provide the link between strategic plan-
ning, operational planning, and human resource
activities to ensure alignment across the organiza-
tion. Although providing valuable information on
current operations, the BSC can be used as a
strategic management system to accomplish the
following four management processes, which help
to link long-term strategic objectives with short-
term actions: translating the vision, communicat-
ing and linking, business planning, and feedback
and learning (Kaplan and Norton 1996d, 2-8).

* Translating the vision. This process involves de-
veloping an integrated set of objectives and mea-
sures based on vision and strategy; it is usually done
by a team of senior executives. Mission statements
are often vague; they tend to be interpreted differ-
ently by different people. The process of actually
formulating the measures often reveals discrepan-
cies in assumptions about the vision, mission, and
strategies. The process of translating vision and
strategy into operational measures serves to build
consensus among managers. Lheir participation
and dialogue also foster commitment.

Once consensus has been reached, the resulting
objectives and measures are used to communicate
the strategy to people throughout the organiza-
tion. Measurement is a powerful way to help orga-
nizations implement strategy. It communicates the
strategy in a common language and stresses what is
important. Departments and individuals can look
at the metrics and identify specific actions they can
take to influence the numbers that the organiza-
tion is using to measure its strategy.

» Communicating and linking. This process in-
volves communicating the strategy to all employ-
ees and helping them understand the critical objec-
tives and how they will be measured. Using
creative and interactive modes of communication
is a good way to generate interest, enthusiasm, and
support. This process also involves defining objec-
tives and measures for operating units, functional
departments, teams, and individuals that support
the organization’s strategies and objectives. Finally,
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rewards and possibly compensation are linked to
the established performance measures, further
enhancing employee understanding, motivation,
and commitment to organizational goals.

In large organizations, a high-level BSC is nor-
mally developed first. Subsequently, each strategic
business unit develops a BSC with objectives and
unique measures that reflect its specific strategies,
as well as those of the organization. Typically,
senior managers review and approve the units
BSCs and use them for decision making and per-
formance evaluation. Many levels of scorecards
may exist within a single organization, even a small
one. Not all scorecards start at the top of the orga-
nization; many are being used successfully within
single departments. The BSC often starts as a pilot
program within a single business unit or depart-
ment and serves as a model for others and a learn-
ing experience for the organization.

* Business planning. This process helps organiza-
tions integrate business and financial plans by
using BSC objectives as the basis for setting tar-
gets, ordering priorities, and allocating scarce
resources. This ensures that various programs and
change initiatives actually support organizational
strategy and that new programs and initatives will
receive adequate resources.

o Feedback and learning. This process allows orga-
nizations to test the viability of their overall strategy.
The results from all four perspectives are reviewed
frequently and compared to the assumptions upon
which the strategy was based. If the original
hypotheses were correct, results will be moving
toward the BSC targets as predicted. If they are not,
then the strategy (cause-and-effect relationships
contained in the BSC) should be reevaluated in
light of current conditions and organizational capa-
bilities, and the objectives and measures should be
reviewed and possibly revised. This process consti-
tutes strategic (double-loop) learning, a key feature
of the BSC management system.

Although the first three of the “new manage-
ment processes” play an important role in strategy
implementation, they do not ensure that organiza-
tions excel in a very competitive environment. For
many organizations today, success depends on flex-
ibility and rapid adaptation to changing technolo-
gies and aspects of the external environment such
as government policy toward healthcare. Organiza-
tions need the capacity for strategic learning that
comes from the fourth management process, feed-
back and learning. Efforts should be made at the

executive level to extend this learning to people
throughout the organization. This transforms
healthcare organizations into learning organiza-
tions that can compete successfully in the rapidly
changing healthcare industry.

Peter Senge defines learning organizations as
“organizations where people continually expand
their capacity to create the results they truly desire,
where new and expansive patterns of thinking are
nurtured, where collective aspiration is set free,
and where people are continually learning how to
learn together” (1994, 3). Organizational learning
is commonly recognized as a source of sustainable
advantage. The BSC facilitates organizational
learning by helping to build a shared vision,
encouraging dialogue among different members of
the organization, and providing the feedback need-
ed for double-loop learning.

In essence, the BSC describes the organization’s
strategy. The four management processes enable
effective implementation of the strategy and pro-
vide for strategic learning. Strategic learning allows
organizations to manage their strategies in a con-
tinual process. With it, organizations can anticipate
and shape their futures. Such organizations are

called strategy-focused (Kaplan and Norton 2000).

The BSC and Strategy-Focused
Organizations

Kaplan and Norton have spent ten years study-
ing more than two hundred companies that have
implemented the BSC methodology. Their
research on successful BSC companies has uncov-
ered a consistent pattern of achieving high levels of
strategic focus and alignment. They have observed
five common principles at work in these organiza-
tions, which are described in detail in their latest
book, The Strategy-Focused Organization (2000).
The principles consist of the following:

1. Translate the strategy to operational terms.
This is accomplished through building balanced
scorecards and strategy maps. The map is a gener-
al graphic framework for describing strategy that
illustrates the cause-and-effect relationships among
the BSC components. The cause-and-effect chain
clearly shows how the desired outcomes will be
achieved.

2. Align the organization to the strategy. Syner-
gy is created when individual strategies are linked
and integrated. All parts of the organization
become linked to organizational strategy through
common themes and objectives included in their
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scorecards. The role of the organization is to define
the linkages and to ensure that they are in place.

3. Make strategy everybody’s everyday job. Bal-
anced scorecards are used to help communicate and
educate the organization about the strategy. To be
successful, organizations must ensure that everyone
understands the strategy and that their daily deci-
sions and activities contribute to the success of the
strategy. That occurs as business units, depart-
ments, teams, and individuals develop their own
scorecards, which are linked to the high-level score-
card. Alignment and commitment intensify as peo-
ple participate in setting their own objectives and
targets and see how their contributions fit into the
big picture. It was found that successful organiza-
tions linked incentive compensation to the BSC.
This served to increase employee interest in all ele-
ments of the strategy and caused them to seek addi-
tional information about specific measures.

4. Make strategy a continual process. This is the
double-loop learning that combines the manage-
ment of tactics and the management of strategy
into one process. It results from feedback and
learning. It includes linking strategy to budgeting
and resource allocation, reviewing performance
measures and strategy in regular management
meetings, and continually testing and adjusting
the cause-and-effect relationships to verify or
adjust the strategy.

5. Mobilize change through executive leader-
ship. Senior management must be actively
involved in and completely support the change ini-
tiative. They must create the enthusiasm and
momentum, communicate the need for change,
and lead the transition to the new system. By link-
ing various management functions and policies
(ie., planning, budgets, compensation) to the
BSC, organizations create a total strategic manage-
ment system.

Organizations That Benefit Most
from the BSC

The BSC is most beneficial for organizations
dealing with change, growth, and the long term, as
it enables them to deal effectively with the time
delay between decisions and actions and their con-
sequences. It helps to justify investments in long-
term items (i.e., training and development, new
product development). For organizations that are
pursuing strategies of retrenching, downsizing, or
cost-reduction, key measurements will necessarily
be financialvand focuston the short term. Under
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those circumstances, traditional management tools
are appropriate (Marquardt 1997). The BSC holds
great potential benefit for any industry that is fac-
ing rapid changes in technology, competition, eco-
nomic environment, or regulation.

The balanced scorecard is a tool for strategy
implementation. Many organizations develop
excellent strategies but fail to implement them
effectively. The BSC methodology can help those
organizations. The process of developing a BSC
may show that those in management disagree on
the strategy or have disparate definitions of strate-
gy components. The development process, by pro-
moting dialogue and a critical evaluation of the
strategy among senior management, may lead to
modifying the existing strategy. In other cases, the
BSC can serve as a framework for developing
strategy. Designing a BSC forces management to
look at the organization holistically, as part of a
larger system, and to determine which factors are
critical for success. It helps to clarify assumptions
and build a shared vision.

THE BSC IN THE HEALTHCARE INDUSTRY

Balanced scorecards are particularly appropriate
for organizations in turbulent industries such as
healthcare. Many institutions are evolving into
integrated health delivery systems comprising hos-
pitals, outpatient clinics and surgery centers, nurs-
ing homes, and home health services (Curtright,
Stolp-Smith, and Edell 2000). The pressures of
operating in a dynamic environment often lead to
ignoring factors that are critically important to
organizational success. It is becoming more impor-
tant for leaders of integrated healthcare organiza-
tions to develop and implement management sys-
tems that can integrate diverse groups and focus
them on organizational strategies. Competition
among healthcare providers is growing, quality of
care is facing increasing scrutiny, and economic
issues have become decisive in the allocation of
medical care. The BSC captures this dynamic
complexity and facilitates the development of a
systems-oriented approach to management.

A variety of stakeholder groups are putting
increasing pressure on providers for measured per-
formance; they are demanding data on quality and
patient satisfaction, although simultaneously
pressing for lower costs (Griffith and King 2000).
Healthcare management teams routinely receive
large volumes of data from a variety of sources but
are often unable to distill the information they
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need to make good strategic decisions. Informa-
tion overload simply limits their capacity to man-
age effectively. The BSC methodology succinctly
provides the feedback necessary to help organiza-
tions monitor performance and manage strategy.

Healthcare has been slower than most industries
to adopt the BSC. A search of the literature reveals
that the BSC is being used successfully by some of
the major hospital and managed care organizations
around the country and around the world.
Although many healthcare professionals, organiza-
tions, and consultants are advocating the use of the
BSC as a strategic management system, there are
few detailed published accounts of the develop-
ment and implementation processes or the benefits
derived. A great deal of interest in the BSC now
exists within the healthcare industry. As industry
experience with the BSC grows and successes are
shared, use of the BSC in healthcare is continuing
to expand.

Applying the BSC to healthcare presents some
unique challenges. That is due in part to the many
different stakeholder groups that must be consid-
ered. At a minimum, key stakeholder groups may
include patients and their families, employers,
health plans, physicians, employees, administra-
tors, shareholders, communities (and the public in
general), and regulators. That is why the category
“stakeholders” often is a higher-order BSC per-
spective than is “financial.” It has been found that
“the process of design and implementation in
healthcare scorecards requires exquisite attention
to communications with multiple stakeholders. It
also requires ensuring their commitment and sup-
port from the beginning if the effort is to be suc-
cessful” (HPRA 2000a, 3).

Many healthcare organizations are using “report
cards” to measure and communicate performance.
Although that is a positive trend, the report cards
are often two-dimensional, using clinical outcome
and cost measures. They do not provide the infor-
mation to describe all of the critical success factors
of the organization. They are not linked to organi-
zational strategy.

Healthcare organizations need to understand
how they add value and then develop balanced
scorecards that include measures of business value,
employee value, patient value, and learning and
growth (Castaneda-Mendez, Mangan, and Lavery
1998). Many organizations do not get good results
from BSC efforts, not because they lack valid mea-
surements.of-a-balanced perspective, but simply

because they do not develop cause-and-effect links
among the measurements and the perspectives.
Merely monitoring key performance indicators or
stakeholder relationships may lead to short-term
improvements in performance, but it does not
help organizations to manage strategy.

In general, healthcare organizations are just
beginning to develop balanced scorecards. One
observer suggests that there is too much focus on
“where the data are rather than where the data are
needed” (Santiago 1999, 1574) and that efforts are
on analyzing data rather than collecting more rele-
vant data. One reason for that is the current low
capability of many information systems.

A recent study by Chow et al. (1998) explored
the applicability of the BSC approach in the
healthcare sector. These researchers surveyed top-
level administrators of five southern California
hospitals to determine whether they were develop-
ing a system like the BSC. Four out of five of the
administrators indicated that a BSC-type of system
had been implemented, and they unanimously
rated it as extremely beneficial. The respondents
declined to reveal their specific strategies or goals,
but they provided suggestions for general goals and
measures.

The study also surveyed five laboratory adminis-
trators (at a different set of hospitals) to determine
how the BSC could be applied to a hospital sub-
unit. Although none of the respondents from this
group reported a total implementation of a BSC-
type system, they felt such a system would be very
beneficial. Although this study was small and lim-
ited in geographic scope, Chow et al. believe that
the BSC has potential value for healthcare organi-
zations and that there are far more applications of
the BSC in the healthcare sector than are being
reported.

Applications of the BSC in Healthcare

St. Mary’s Duluth Clinic Health System
(SMDC) uses the BSC to provide a framework for
translating its mission and strategy into operation
(Kazemek et al. 2000). The system’s vision, goals,
measures, and targets are summarized on a single
page for the board’s review. SMDC has pioneered
the use of the balanced scorecard in its system gov-
ernance and management. The BSC approach
helps the board sec the big picture without vol-
umes of data and results in more strategic board
discussions. For management purposes, SMDC
uses more detailed summary and service line score-
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cards. Separate report cards on specific clinical ser-
vices are also generated by the BSC system.

Wachtel, Hartford, and Hughes (1999) used the
Burn Center of the University of Colorado Health
Sciences Center to test whether the BSC method-
ology was appropriate for the core business plan of
a healthcare strategic business unit. The authors
describe, in detail, the process used to develop the
scorecard and then present the completed scorecard
for the Burn Center. They concluded that the BSC
methodology could be adapted to a burn center
and could produce many benefits. The BSC, then,
does not have to originate from the top level.

In the early 1990s, the trustees at Henry Ford
Health System (HFHS) asked their executives to
develop a BSC for the system (Strenger 1997).
Strategic planning revolves around the BSC, and
executive evaluations and bonuses are linked to it.
The BSC also facilitates clinical integration efforts
(Lumsdon 1994). Vinod Sahney, senior vice presi-
dent of planning and strategic development at
HFHS, helped develop the BSC. According to
Sahney, the balanced scorecard can be developed
for the system or for any operating entity. He de-
scribes the BSC as “a powerful technique to drive
performance within an organization.” In addition,
he believes “it is an excellent framework in which
to focus energies on strategic areas” and that it “ties
together an organization’s strategies, measurement
of performance, goals to be accomplished, perfor-
mance levels, and accountabilities. . . .” (1998, 7).

Montefiore Hospital is the university hospital for
the Albert Einstein College of Medicine. Work on a
BSC project began in October 1998. The BSC
management system was subsequently used as a
mechanism to communicate and implement new
strategy (GRIP: grow—volume and market share;
rebalance—academic and clinical staff; infrastruc-
ture—information systems and state-of-the-art
technology; performance—setting targets and
achieving them) within its newly decentralized units
(Kaplan and Norton 2000). Montefiore’s scorecard
system has three levels: the acute care division (the
highest level), all of the eight care centers, and the
individual service centers (cost centers). Develop-
ment began at the top level and spread downward.
Prior to adopting the BSC, 90 percent of the hospi-
tal’s measurements were financial. Early results from
the BSC program were reported to be favorable.

One of the most impressive applications of the
BSC in the healthcare sector is that of Duke Chil-
dren'siHospitaly(PE€H)sin Durham, North Caroli-
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na. DCH is a 134-bed academic pediatric hospital
within the Duke University Health System. The
chief medical director, Dr. Jon Meliones, led the
BSC program in 1997 in response to serious organ-
izational problems, including a $7 million increase
in annual losses in four years. The DCH vision,
which subsequently became the new mission state-
ment, was “to provide patients and families with
high quality, compassionate care within an effi-
cient organization” (Meliones 2000, 58). Meliones
outlines the design and implementation of the first
pilot BSC in the pediatric ICU, which he led. The
pilot was so successful that within a year, the BSC
was implemented in all areas of DCH.

Results attributed to the BSC at Duke Chil-
dren’s Hospital from 1996 to 2000 include reduc-
tion in average cost per case from nearly $15,000
to $10,500; a margin increase from an $11 million
annual loss to a $4 million gain; an 18 percent
increase in customer satisfaction ratings; a decrease
in average length of stay from 7.9 days to 6.1; a
decrease in readmission rate from 7 percent to 3
percent; a cost reduction of $29 million without
staff cutbacks; and a 45 percent increase in satis-
faction with children’s services and with the way
the entire administration team performed its job.

Canada provides publicly funded health ser-
vices, and the 1990s have been turbulent for its
healthcare providers. Cutbacks in funding and
other factors have forced hospitals to adopt a more
businesslike approach to management (Chan and
Lynn 1998). In 1997, Ontario Hospital Associa-
tion (OHA) announced plans to create balanced
scorecards for Ontario hospitals (CNW 1999).
The publication “Hospital Report "99: A Balanced
Scorecard for Ontario Acute Care Hospitals” is the
largest and most comprehensive report published
on Canadian hospital performance; it was released
on December 16, 1999. The project was initiated
and funded by the OHA and was prepared by a
research team from the University of Toronto.

The four key perspectives of this BSC are finan-
cial performance, patient satisfaction, clinical util-
ization and outcomes (how hospitals deal with
common conditions requiring their care), and sys-
tem integration and change (hospitals’ efforts to
invest in the future by improving links with other
providers of care, investing in better information
for decision making, and improving coordination
of care). The report includes both system-level
results and hospital-specific information.

That effort seems to represent what Kaplan and
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Norton (2000) refer to as a KPI (key performance
indicator) scorecard. It considers various perspec-
tives but is not specifically linked to a unique strat-
egy and is often found in manufacturing and
healthcare organizations that have been using

CQI. This information is available from the OHA
Web site.

CONCLUSIONS

Adopting a BSC is not a decision to be taken
lightly. It is a major undertaking for any organiza-
tion, much like decisions to implement CQI and
reengineering. It is costly, especially in terms of
management time, it is complex, and it often
meets with a great deal of initial resistance. In
many instances, new information systems must be
developed to capture relevant data. It requires the
full support and commitment of the entire senior
management team. That is often a challenge, espe-
cially when the process is long and results do not
materialize quickly. Implementing a BSC requires
a long-term commitment, critical thought and the
challenging of existing assumptions, creativity,
teamwork, and open communication. Moreover,
traditional patterns of thinking must change; the
BSC requires systems thinking. It is necessary to
look at the big picture over the long term and to
understand fully the interdependencies that exist.
Senior management needs to understand that the
development of an effective strategic management
system is a continual, evolving process.

Organizations have encountered a wide variety
of design and implementation problems with the
BSC methodology. Some estimates suggest a 70
percent failure rate for scorecard implementations.
In spite of the numerous challenges, many organi-
zations have achieved high levels of success using
the BSC, and the number using it is growing
rapidly. As they continue, more information and
valuable experiences are being shared. Managers
who are considering adopting a BSC for their
organizations should research the topic thoroughly
and, above all, know what they hope to achieve
before they start the project. To be successful, espe-
cially in healthcare, the BSC will require the long-
term commitment characteristic of other major
organizational changes.
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