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Explicate the links between external trends, stakehold-
er objectives, and an organization’s strategy by an
augmented Balanced Scorecard

Stefan Katz, Stefan Grisser?
Zusammenfassung

Die Balanced Scorecard folgt prinzipiell einer finanziellen Logik — es werden
meist nur Ziele aufgenommen, welche direkt zu einer Verbesserung der fi-
nanziellen Resultate beitragen. Nicht finanzielle Ziele, welche einer Organi-
sation aus anderen Griinden (z.B. Compliance) wichtig sein kénnen, werden
systematisch vernachlissigt. Dieser Artikel adressiert diese Herausforde-
rung, indem es die Balanced Scorecard durch Einbindung von externen
Trends sowie den Zielen von Stakeholdern zu einem umfassenderen Steue-
rungsinstrument weiterentwickelt. Dies erlaubt es Nutzern der Balanced
Scorecard eine ausgeglichene Strategie zu formulieren, welche das Umfeld
der Organisation hinreichend berticksichtigt. Wir wenden die erweiterte Ba-
lanced Scorecard in einer Fallstudie an und diskutieren die Erkenntnisse.

The Balanced Scorecard principally follows a financial logic - most often ob-
jectives are only included that directly contribute to an improvement in fi-
nancial returns. Non-financial goals, which could be important to an organi-
zation for other reasons (e.g. compliance), are systematically neglected. This
article addresses this challenge by introducing external trends and the objec-
tives of the relevant stakeholders with the aim to develop a more holistic con-
trolling and management tool. This enables users of the Balanced Scorecard
to formulate a more balanced strategy which takes into account the specific
external environment in which the strategy exists. We apply the augmented
Balanced Scorecard in a case study and discuss the findings.

1 Strategy Simulation Lab (S-Lab), Bern University of Applied Science, correspond-
ing author Stefan Grosser, Stefan.groesser@bfh.ch
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1. Introduction

The Balanced Scorecard (BSC) has been widely used in different in-
dustries. According to the 2013 Bain & Company Survey of Manage-
ment Tools, it is the 5th most used tool in business. However, the de-
gree of utilization of the BSC has reduced in the last few years from
approximately 70% to 40% (Bain & Company, 2013). Also, the degree
of implementation varies from one organization to another (Schiffer
& Matlachowsky, 2008). The motivation to create the BSC was the
epiphany that managers mostly rely on financial measures and that
these measures do not drive long-term value creation in organizations
(Kaplan & Norton, 2004). The BSC is a management system, i.e., a sys-
tem that organizes the activities for controlling, coordinating, and di-
recting the production, supportive, maintenance, and adaptive sub-
systems as well as the adjustment to the external environment (Katz &
Kahn, 1978, pp. 51). Subsequent works have added formal processes
for strategy formulation, alignment, execution, review, and learning
(Kaplan & Norton, 2004, 2008) to increase the BSC’s effectiveness.

In the recent years, researchers have addressed the effectiveness of the
BSC (e.g., De Geuser et al., 2009; Iselin et al., 2008, Crabtree & De
Busk, 2008). The result of the research indicates that organizations
that use a BSC generally have a higher performance. However, given
the difficulty of actually measuring the BSC’s effectiveness, as shown
by Rieg & Esslinger (2012), it is difficult to attribute the success of the
strategy execution to the application of the BSC. Rieg & Esslinger out-
line these challenges in their review: first, the success of BSC imple-
mentation is often evaluated at a subjective level; second, the positive
effects of a BSC implementation only occur after significant delays;
and third, factors external to the organization, which are not account-
ed for by the internal focus of a classical BSC, can play a major role to

the success or failure and thereby jeopardize the actual impact of a
BSC.

A further challenge when evaluating the effectiveness of a BSC stems
from the availability of BSC research. The majority of published BSC
case studies are successful because either the respective authors have
an interest in promoting the benefits of BSC implementations or the
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organizations portrayed in the case studies have an interest in show-
casing their successful applications of the BSC (see Schaeffer &
Matlachowsky, 2008, p. 213). To our knowledge, there are no empiri-
cal studies on the failure rate of BSC applications. Thus, the scientific
publication body does not provide a balanced view.

Failed or underperforming BSC applications can have a plethora of
reasons (Bourne, 2002). We focus on three of them that we intend to
tackle. First, according to Kaplan and Norton, a successful application
of the BSC critically depends on the support received from top-level
management (Frigo 2012, p. 51). Management needs to sponsor and
commit to the application of the BSC as well as lead the change neces-
sary for a successful implementation (Bourne, 2002). Second, imple-
menting a BSC is a complex task. Research has shown that coping
with complex tasks is only possible if members from many levels of
an organization are involved (Schwaninger, 2009, p. 23). Therefore,
the strategy of the BSC should be simply formulated so that people
other than the top-management team comprehend the reason for se-
lecting specific objectives in a BSC. The capability of the members of
an organization to cope with implementation challenges increase and
the BSC application depends less on top-level management to be suc-
cessful. And finally, the strong orientation of objectives in a BSC to-
wards a shareholder logic can lead to underperformance. In recent
years, the ideas of ecological and social sustainability and corporate
social responsibility uncovered this challenge. For instance, to account
for sustainability, Butler et al. (2011) propose either to add a sustaina-
bility perspective to an existing BSC, to develop a separate sustaina-
bility balanced scorecard, or to integrate measures of sustainability in
the existing perspectives of a BSC. These options try to embed top-
level, non-financial objectives into a classical BSC which, in the end, is
oriented towards financial objectives. The basic shareholder logic of
the BSC has not changed. However, the logic of financial objectives as
the highest level objectives has to change if organizational objectives,
e.g., ecological and social sustainability, are to be implemented with a
cause-and-effect logic that is comprehensible by all members of an
organization. On a more general level, the classical BSC, i.e., the four
perspectives Organization and Learning, Internal Processes, Customers,
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and Finance, strongly limits the choice of sub-objectives to a set which
ultimately results in financial objectives. Kaplan and Norton (1996, p.
34) are not opposed to adding perspectives, but state as well that the
classic perspectives have proven robust over various industries and
they do not believe that every stakeholder needs to be included.
Moreover, while a strategy designed to satisfy shareholder objectives
might work in the short-term, it is possible that such a strategy gener-
ates reactions by competitors or other stakeholders that will render
the formulated strategy obsolete. Hence, considering a wider range of
stakeholders as being equally important redirects the BSC focus from
shareholder logic to stakeholder logic, i.e., the weighing of different
stakeholder objectives becomes more balanced.

The objective of our paper is to contribute a methodological extension
to overcome the aforementioned causes for failed or underperforming
BSC implementations. We achieve this by augmenting the classical
BSC to obtain a BSC with a wider model boundary. Besides share-
holder logic, it also includes expectations from relevant stakeholders
who are codified in the BSC as stakeholder objectives. To widen the
boundary of the BSC, we use the St. Gallen Management Model
(Riiegg-Stiirm, 2005) as a conceptual basis for including stakeholders
and environmental spheres. To provide first empirical evidence for its
usefulness, we apply the augmented BSC in a revelatory case study.

The paper is structured as follows: In Section 2, we develop the aug-
mented BSC. In Section 3, we demonstrate the application of the
augmented BSC in a case study. In Section 4, we discuss our approach
and provide ideas for further research.

2. Augmenting the BSC

Kaplan and Norton (1996, p. 92) suggest selecting only the objectives
that are most critical in achieving customer and shareholder objec-
tives. However, given that shareholder value might not be one of the
top-level objectives for organizations, including stakeholder objec-
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tives and environmental trends improve the foundation for defining
the essential objectives for an organization.

2.1 Foundations for integrating environmental trends, stake-
holder objectives, and an organization’s strategy

The classical BSC has a unidirectional view where the effects of the
organization’s strategy on the external environment are largely ne-
glected. However, in socio-economic systems, most decisions and ac-
tions taken by organizations create adaptations and reactions made
by stakeholders within the system of which the original organization
is a part (Figure 1; also Sterman, 2001).

Organization's

strategy
/ \1\A

Strategic Intended Unintended
objectlves outcomes outcomes
Enwronment
Objectlves of
stakeholders
Actlons of
stakeholders

Fig. 1: Links between the acting organization and the reactions of
other stakeholders (adapted from Sterman 2001)

By disregarding stakeholders” reactions, conceptually well-
formulated strategies are prone to failure. Examples of this can be es-
calating price wars or the depletion of natural resources which limit
growth (Hardin, 1968; Senge, 1992, pp. 378). Without explicating the
links between the external environment, stakeholders, and the organ-
ization’s strategy, the BSC lacks an essential component of a success-
tul strategy. A strategy which does not account for the links to its ex-
ternal environment or stakeholder objectives is not necessarily bound
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to fail —as there are many companies that have used the classical BSC
successfully. However, explicating the links to the external environ-
ment and other stakeholders uncovers latent system relations which
foster a more accurate understanding of the system’s behavior. This,
in turn, leads to more grounded discussions, improvements in mental
models of decision makers, more effective decisions, and consequent-
ly, higher organizational performance (Gary & Wood, 2011). In other
words, to include external environment and stakeholders in the BSC
enables considering intended and unintended consequences in a for-
mal way. This is crucial when formulating a sustainable strategy and
achieving organizational success.

In the following section, we focus on the interaction of organizational
objectives, the currents status of the external environment, and stake-
holders” objectives (Figure 2, based on Figure 1).

Stakeholder
objectives

Strategic objectives
of an organization

External
environment

Fig. 2: Illustrating the relationship between strategic objectives of
the organization, its external environment and its stakeholders

2.2. Integrating environmental trends, stakeholder objectives,
and organization’s strategy

SEM | Radar, 4.Jg., 02/2005: 141 - 166



Explicate the links between external trends, stakeholder objectives, and an organization’s

strategy 7

In order to account for the aspects as detailed above, we add two per-
spectives to the classical BSC. The first (bottom layer in Figure 2) rep-
resents the external environment, e.g., any kind of resource and trend,
such as the population’s willingness to work, the abundance of re-
sources, biological and genetic engineering, or macroeconomic struc-
tures. The second (top layer in Figure 2) accounts for relevant stake-
holders, for example competitors or the government, and their objec-
tives. These two additional perspectives help to explicate the relation-
ships between organizational objectives, the organizations external
environment, and its stakeholders.

Stakeholder objectives

-p
-
ain

Resources and trends

-

4. Financial
3. Customer

2. Internal Processes
1. Organization and learning

Fig. 3: The conceptual structure of the augmented BSC

The stakeholder perspective and the resources and trends perspective influ-
ence the development of the organization’s strategy by constituting a
frame in which the strategy is created. This frame of resources and
trends and stakeholders objectives enables decision makers to map the
interactions of each organizational objective with the external envi-
ronment in two ways. First, decision makers can evaluate if the de-
rived internal objectives are adequate to fulfill the external objectives
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(i.e., estimation of internal consistency). And second, decision makers
can evaluate possible external intended and unintended consequences
on external environment and stakeholders (Figure 3).

2.3. The value creation process

The value creation process runs from bottom to top in the strategy
map shown in Figure 3. It is the process that moves through the inner
workings of an organization and translates resources into a product
or a service that satisfies stakeholder objectives. The value creation
process is initiated at the environmental spheres and allows manage-
ment teams to identify trends and available resources in the environ-
mental spheres and uses the information gathered as a basis for for-
mulating the company’s strategy. The process also documents the
understanding of the environment and the business logic that the cur-
rent management team has. We use the four environmental spheres,
society, nature, technology, and economy, from the standard St.
Gallen Management Model (Riiegg-Stiirm 2005, p. 15).

After environmental trends and resources that are critical to the or-
ganization’s success are identified, the strategy formulation process
details how the organization aims to utilize these environmental
trends and resources. The four classical perspectives of a BSC consti-
tute this part of the value creation process (Kaplan & Norton, 1996):

e Organization and learning perspective: Organization and
learning defines the infrastructure required to run the internal
processes effectively. The organization can, for example, identi-
ty the need for more flexible working hours as well as a de-
mand for more employees to be able to better manage work-life
balance. The organization can capitalize on these trends
through objectives, e.g., hiring a certain amount of part-time
employees.

e Process perspective: The internal processes deliver the value
proposition for the customers. For example, the process per-
spective can benefit from a trend towards more green manage-
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ment. The process perspective can then include the objective,
e.g., to reduce the demand for paper resources.

Customer perspective: The customer perspective accounts for
the organization’s customers. Core outcome measures are, for
example, customer satisfaction or customer retention. A com-
mon concern among customers could be the lack of time they
have to choose products between several companies. An organ-
ization could use this information to formulate an objective and
to sell products from different companies at the same sales
point.

Financial perspective: Financial objectives typically relate to
profitability, measured, e.g., by income or return on invest-
ment. An adjustment in taxation of an organization’s profits
might lead to a different use of the profits.

Each of these four perspectives interacts with the three classical per-
spectives as well as with the two perspectives we have added:

Stakeholder perspective: The stakeholder perspective compris-
es of all stakeholder objectives relevant to an organization’s
strategy. This perspective intends to estimate the effects of the
organization’s strategy on the external environment. This al-
lows decision makers to map the external environment effects
on the organization and vice versa.

Resources and trends perspective: This perspective enables or-
ganizations to map available resources as well as predominant
trends. The visual map facilitates understanding of the strategy
and the environmental circumstances which the strategy in-
tends to utilize. In other words, explicating these relationships
increases the understanding for the organizational members
about how the strategy is based on the conditions in the envi-
ronment.
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Fig. 4: The specified structure of the augmented BSC

The examples given above are intentionally simple to foster under-
standing. It is crucial however to note that the logic between the ex-
ternal environment, the organization’s strategy, and stakeholder ob-
jectives complements —augments —the value generation logic of the
classical BSC. The implementation process still follows the “classical”
BSC logic that a vision is defined which then is translated into finan-
cial output objectives, which requires customer objectives, which re-
quires process objectives which finally requires objectives for organi-
zation and learning to be realized. While this logic continues to be
true, the augmented BSC enables organizations to thoroughly and
comprehensively allocate the selected strategy within the framework
of their specific external environment and ensure that the strategy
complies with the resources and trends as well as with objectives of
stakeholders (Figure 4).

In the following, we apply the augmented BSC to a revelatory case
study.
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3. Application of the Augmented BSC in a case study

The case described here is based on a real case. The organization
CASE is a student project at a tertiary educational institution, called
EDUCATE. CASE is a project designed by two students enrolled at
EDUCATE. Over time, the initiative engages six students to be part of
its management team. Its objective is to provide services for students
which include projects, services, and workshops which complement
the existing program at EDUCATE. The intended consequence is to
foster a participatory culture among students and to develop addi-
tional business related skills and competencies: CASE is independent
of EDUCATE. CASE’s management team has used the augmented
BSC (Section 2) to develop its strategy.

S1. Students expect S2. EDUCATE expects 83 EDUCATE . S4. Stqdent
competitiveness on cost-effective solutions posmqmng as_studles representatlor_] quy
job market in student management with practical wants to maintain
applications relevance
|
T1. Students need T3. There are limited

T2. Increasing financial
pressures in the Swiss
education system

essential skills and
competences when
graduating

quality job opportunities for
students available during
studies

Fig 5: The environment of CASE

To define its strategy, CASE analyzed the external environment using
the St. Gallen Management Model framework. This analysis included
surveys, reviewing newspaper articles, and interviewing experts in
the educational sector. The findings were then categorized using the
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stakeholder groups and environmental spheres of the St. Gallen Man-
agement Model. With this information, CASE’s management team
identified relevant external trends (bottom of Figure 5) and the stake-
holders” main objectives (top of Figure 5). The main stakeholder
groups are students, the student representative body, and EDU-
CASE’s administration. The identified objectives that CASE needs to
comply with are: (S1) graduating students expect to be competitive on
the job market, (S2), EDUCATE has to manage the student body as
cost-effectively as possible, and (S3) EDUCATE’s must make an effort
to position the study programs within the national educational envi-
ronment. The trends that CASE intends to use are (T1) the economy’s
demand to hire students with developed soft skills and business
competencies, (T2) the increasing financial pressure from the gov-
ernment in the educational sector, and (T3) that there are few quality
job opportunities available to students. Furthermore, including the
student representative body enables CASE to uncover and map unin-
tended consequences (54). With CASE’s activities, the student repre-
sentative body will forfeit its monopolistic position among the stu-
dents in terms of being the only one that offers additional engagement
opportunities for students.

This objective (S4) generated an important discussion among CASE’s
management team. Two possible scenarios were hypothesized to the
reaction of the student representative body:

1. The student representative body perceives CASE as a competi-
tor and engages in a negative competitive spiral where there is
no collaboration.

2. The student representative body sees CASE as a valuable con-
tributor to creating a participatory student culture and the two
organizations cooperate in providing such services.

CASE’s management team engaged in discussion with the representa-
tive body, which determined that the first option was much more
likely to occur. This forced CASE to take a strategic position and im-
prove its collaboration with EDUCATE and to rely less on the support
of the representative body.
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While it seems trivial that the trend of financial pressure in the educa-
tion system requires more efficient student management by EDU-
CATE, the application of the augmented BSC confirmed that this
trend is serious. The financial pressure was initially seen as a threat
because with fewer resources, initiatives such as CASE are not readily
accepted and have limited access to available resources. However, by
offering complementary services CASE might be able to increase its
level of acceptance.

The next step was to develop a strategy map that links external trends
to the stakeholders” objectives (Figure 6).

S1. Students expect
competitiveness on

S2. EDUCATE expects
cost-effective solutions

S3. EDUCATE
positioning as studies
with practical

S4. Student
representation body
wants to maintain

job market in student management Co
applications relevance
Dynamic /’ / D
evelop a
positioning Involve students studeﬁt
o participation
Increase culture

Invest money in retention rates

student
opportunities

Ensure usability ofﬂ\
services and
projects ~

Develop relevant

Increase
organizational
effectiveness

Achieve BUAS
y p’ recognition

Develop skills in

practical services and [«
/’ settings projects
Organization and
Financial Customer Internal Processes Learning

| |
T1. Students need
essential skills and
competences when
graduating

T3. There are limited
quality job opportunities for
students available during
studies

T2. Increasing financial
pressures in the Swiss
education system

Fig 6: The strategy map of CASE using the augmented BSC

After completion of the external analysis, CASE’s management team s
determined organizational objectives that addressed and satistied the
different stakeholder expectations as codified in the map. It became
clear that financial resources would be a serious challenge. To gain
access to financial resources, CASE needs to provide services that
help stakeholders, e.g., promote EDUCATE's social media presence or
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increase students’ engagement through complementary student
coaching. These projects should provide the necessary financial re-
sources needed to invest in additional activities for students. It is im-
portant to note, that to date, this has been planned, but has not yet
been achieved.

Students are expected to develop the skills and competencies that are
relevant for today’s business environment. To achieve the customer’s
objectives, CASE has to offer and provide relevant services for stu-
dents to fulfil this demand. The goal is to promote active student par-
ticipation and to provide motivating activities that may trigger stu-
dents to initiate new projects within the CASE framework. To ensure
the success of the student managed projects, time to develop a partic-
ipatory culture within the student body is essential. Moreover, a sus-
tainable business relationship with EDUCATE is necessary to demon-
strate that CASE is able to provide valuable services.

The benefits of including EDUCATE’s and students” stakeholder ob-
jectives as a basis for analysis increases the level of understanding
among the CASE’s management team. Another important realization
was that the interaction between students from different semesters
should be fostered. This interaction can promote knowledge transfer
between students and eventually result in a culture where students
are actively involved. By increasing the level of student participation
is a good example to demonstrate the value of the augmented BSC:
the participatory culture does not have a direct financial logic per se
for CASE. Any money saved through student projects does not result
in better financial performance of CASE, but in better performance of
EDUCATE. This, in turn, would improve the internal reputation of
CASE.

In concluding the case study, we can state that the objectives we ini-
tially defined were mostly met during CASE’s strategy formulation
process: First, the weighing of stakeholder interests is more evenly
distributed and financial objectives are now a means to achieve other
stakeholder objectives rather than the ultimate goal. And second, the
relationships between external trends, the stakeholders’ objectives,
and CASE’s strategy have been clarified.
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4. Discussion and Conclusion

The classical BSC has limitations: First, the execution depends largely
on the top-level management’s understanding of implicit relation-
ships between the organization and its external environment. Second,
this understanding should be available to all levels of an organization
to successfully implement a strategy. Third, a classical BSC does not
allow for a cause and effect relationship for objectives that does not
follow a shareholder logic. The augmented BSC helps to overcome
these limitations. During strategy formulation, each organizational
objective is defined in a way that it has three possible links for the ob-
jectives to be causally linked to each other:

e An objective can support another objective towards providing
customer and shareholder value.

e An objective can be linked to the fulfillment of a stakeholder ob-
jective.

e An objective can be linked to trends and resources an organiza-
tion intends to capitalize on.

In defining the organizational objectives, at least one of these links
needs to be used; ideally, all three are used. This allows organizations
to set objectives based on internal requirements, the external envi-
ronment, and stakeholder objectives. To summarize, the resulting
benefits of the augmented BSC are:

e A richer understanding of the causal relationship between exter-
nal developments and the formulated strategy.

e A clearer comprehension of the causal relationship between
stakeholder objectives and the formulated strategy.

e With a wider model boundary, the effects of the strategy on the
various stakeholder groups are discussed more vividly and can
be assessed which reduces the risk of unintended consequences
of an organization’s strategy.
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e A more differentiated weighing of stakeholder objectives.

A strategy formulated using the augmented BSC adds possibilities to
discover links between an organization’s strategy and its external en-
vironment. This is valuable to define a successful long-term strategy
as well as for communicating the strategy and its foundations to or-
ganizational members. Moreover, using the augmented BSC allows
learning about both internal aspects of the strategy and the strategy’s
effects on the external environment to be more systematic and availa-
ble to all organizational members.

In addition, in times with frequent changes in management teams,
implicit understandings of the links between the external environ-
ment, the stakeholder objectives, and the organization’s strategy
might be absent. This complicates the development and execution of a
long-term strategy and it might be one of the reasons for the negative
relation between changes in management teams and firm stock per-
formance (Kaplan & Minton, 2011). This challenge can be reduced
significantly if the strategy is comprehensively visualized and exten-
sively documented (Eppler & Platts, 2009).

Moreover, we propose that an organization which can adapt to and
influence its external environment more professionally, can be con-
sidered an intelligent organization (Schwaninger, 2009, p. 7). The
augmented BSC is a tool, providing its users with a better under-
standing of the strategy to enable sustainable long-term performance.

One limitation is that the augmented BSC has been applied in only
one organization. Clearly, the case is not representative for all types of
existing organizations, e.g., profit and non-profit organizations.
Hence, we cannot generalize our insights to a larger sample. Howev-
er, the case study was helpful in substantiating the usefulness of the
augmented BSC.

One fruitful direction for future research could be to review failed
and underperforming BSC applications with a special focus on the
external environment, e.g., trends and resources, as possible reasons
for the application failure. Another direction could be to apply the
augmented BSC in large organizations over extensive periods of time
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in order to evaluate both the performance implications and changes to
the level of understanding of the strategy within the studied organi-
zation.
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