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There is nothing more practical than a good theory.






Kurt Lewin

Introduction

It has become more and more necessary to link bottom-line value to leading indicators that may be difficult to measure. For this reason, performance management increasingly relies on measurement of intangibles. But performance in organizations is a complex issue. Where does one begin to measure, and what is worth measuring? 

Measurements typically require a theory, however informal. What is not captured by the theory is also not captured by the measurements based on it, however exact they may be. I am opting for a good theory of the intangibles that enter into performance before beginning to measure, or trusting the value of measurements too much. What I am after is predictive value of measurements.  

Let’s distinguish the output performance yields from input that drives performance, and the environment in which performance is carried out. Output can be products, services, but also leadership, alignment, team cohesion, and similar HR deliverables. Let’s assume that the performance environment is largely defined by company culture. Experience in companies tells me that the input to performance is largely intangible: motivations, trust in the supervisor and in management, a “supportive” context, maturity, systemic thinking, and other non-tangible elements. So, our performance measurement formula is:

Input => Environment = Output

This formula says that we need to measure both the Input and the Environment, and also determine the nature of the ‘=>’ (arrow) operation. It says further that measuring Output alone is not satisfactory since we never learn how to control for the Input. In order to understand, not just measure, Output, we need a two-pronged approach that measures Input via the arrow operation, as well as the Environment into which the Input is entered. This is a new idea, since most performance management today measures just output, and therefore lacks predictive value. 

In our work at Laske and Associates LLC, we are following the notion that Input intangibles are best described by people properties of those who do the work. More precisely, we define Input to performance as ‘the way people construct their workplace internally,’ also referred to as the organization in here (rather than ‘out there’). We define Environment as a ‘company trust fund’ into which employees deposit their trust in the company, both its inside culture and its outside standing in the market place. In short, we assume that people do and deliver work according to how people mentally and emotionally ‘see,’ and ‘feel’ in, their place of work. 

In this paper, I would like to dispel the natural belief that intangibles of individual and group performance cannot be precisely measured. I will in fact show that the measurement of intangibles can be predictive of performance 2-5 years ahead. 

The Four Quadrants of Performance Management

In general terms, people perform to the extent that they reach their own as well as their company’s goals, but the latter only to the extent that their own goals are reached. Also, there are tangibles and intangibles to how people perform, and we may view them as either ‘extrinsic’ (somewhat visible) or ‘intrinsic’ (typically hidden from view, and hard to pin down). Consider the following matrix of issues determining what people look for in a job, put together by studies by Jac Fitz-Enz of the Saratoga Institute. (Quadrants I-III are adapted from J. Fitz-Enz, Chicago Seminar, 7/2002; they define the performance Environment, while quadrant IV defines the Input to performance. 


Tangible
Intangible

Extrinsic
I

Compensation & Benefits

Location

Technology

Opportunity

Work Conditions

Co-Workers
II

‘Company Trust Fund 1’:

Supervisor Behavior

Company Communications

Company Stability Company Reputation Workforce Productivity

Intrinsic
III

‘Company Trust Fund 2’: Personal Growth

Company Support

(In-)consistent Leadership

Promises Kept or Not Kept

Cultural Climate 

Brand Culture Equity
IV (Input)

Individual ‘People Properties’:

Developmental Maturity

Systemic Thinking Capacity

Self conduct

Task approach

Interpersonal Perspective

Fig. 1  Four Quadrants of Performance Management

It is relatively easy to talk about extrinsic tangibles (quadrant I). They fall outside of the ‘company trust funds’ that underlie optimal performance, shown in quadrants II (intrinsic tangibles) and III (extrinsic intangibles). But what about the crucial Input to performance, shown in quadrant IV (intrinsic intangibles)? How do we aptly measure such Input?

According to E. Jaques (1994), the input we want to measure is about Capability. Capability to do work is not identical with competence but rather presupposes it. Capability is the likelihood that available competences will actually be used to the fullest. According to research, capability depends on level of life span maturity, and is further determined by the workforce’s mental ability to cope with inner and outer complexity. Most importantly, capability comprises potential and, for each individual and team, has measurable limits. (You can’t ask a 20 year old to perform duties of an experienced Vice President.) 

Using developmental research, Laske and Associates put in place a measurement comprising 16 levels of capability (developmental maturity) and 4 types of cognitive grasp (systemic thinking capacity). In test piloting the method, we added measurements of self conduct, task approach, and interpersonal perspective (emotional intelligence). Finally, we figured in a measurement of the cultural climate of the workplace, to create CD-REM™ (Coporate Development Readiness and Effectiveness Measure). In this way, we now measure, not just present performance, but current and future potential performance two to five years ahead. 

Two Measurement Examples

In performance management, we typically measure the performance of teams and larger groups. Below are two examples, one for teams, the other for larger groups we call ‘representative samples’ (samples representative of a company or company division). When measuring team performance, we report results in a Capability Grid, while group performance (20-50 people) is reported in the form of a Capability Metric. 

1. Measuring Inputs to Team Performance Through a Capability Grid

A company has asked us to measure the performance capability of three teams, with the intent to compare them. We explain to our clients that the results define managerial and collaborative span, the capability to manage others and the team itself, in terms of people properties like leadership and systemic thinking. Managerial span is defined in terms of 16 levels of self awareness (below reduced to 4 main levels), and 4 types of complexity awareness. The higher the level, the higher leadership and collaborative ability; they higher the type, the more systemic the thinking of team members. 

Self Awareness Level
Complexity Type 1
Complexity Type 2
Complexity Type 3
Complexity Type 4

Individualist (‘Level 2’)





Group Contributor (‘Level 3)





Manager (‘Level 4)





Leader 

(‘Level 5)





Fig. 2. Managerial Grid for Performance Management of Teams 

showing three different managerial spans

The managerial span of Team #1 (green) is very broad, ranging from ‘2-4’ (level 2 type 4) to 5-1. As an executive team, the team will fail due to the heterogeneity of levels. An exeption would hold if the majority of team members lived at the Manager level (level 4), the upper limit of its future potential capability, which is not the case. Team #2 (purple) has a high degree of homogeneity, its span reaching from ‘3-2’ to ‘4-3’. Due to the homogeneity of its people properties, the team will be effective as an executive unit, able to set the work context of, and supervise the members of the workforce residing at lower grid positions. In fact, since very few managers, in our experience, exceed ‘4-4’ (level 4 type 4), team #2 will be an outstanding management team. Team #3 (blue) is a forceful executive team with a broad collaborative and managerial span. Its members have a high degree of self awareness (level); those who also muster a high level of systemic thinking (types 3 and 4) are capable of strong leadership. 

The Grid in Fig. 2 is a blueprint of what the client company can expect of each team in terms of work performance, measured in terms of people properties. The levels determine future potential the types, current potential. Through its levels, the blueprint measures performance up to 5 years ahead, while through its types, it makes a 2-year prediction. If behavioral performance data are also available, a comprehensive picture of team performance emerges. 

2. Measuring Inputs to Group Performance Through a Capability Metric

When a company or government agency is concerned with expectable performance (with regard to strategy or mission), not individual performance, we focus on groups. In such a case, we design and structure groups that are representative of a company or company (agency) division. We structure representative samples by taking into account performance goals, and incorporate where management wants to place the assessment emphasis. Typical group sizes vary between 20 and 50 people. Results are reported in a Capability Metric. 

A Capability Metric is predictive. It gives insight into three aspects of capability: present performance, current potential (2 years ahead), and future potential (5 years ahead). The parameters of the metric vary according to whether we are looking at the present, or the near and far future. Criteria for present performance are behavioral, while those for potential performance are developmental (take into account developmental potential). Fig. 3, below, depicts the aspect of current potential capability. It visualizes performance expectable within the next two years, and is included in the numerical summary of the entire metric in Fig. 4, below. 



















Fig. 3. Capability Metric Depicting Two Work Groups, 

Focused on Performance Expectable Within Two Years

The metric shown in Fig. 3 reflects measurement standards agreed upon prior to assessment, in negotiation with the CEO and/or HR Director. The red bars indicate the proportion of those in the two groups group that fall below set standards, while the blue bars indicate those group members who exceed set standards. Those represented by the grey bar are close to the standard that has been set. The metric depicts a moving target that needs to be monitored. In a year’s time, the properties shown in the metric will have changed, and a different metric will thus result. 

As shown in Fig. 3, the measurement criteria for current potential of the groups are systems thinking, self conduct, task focus, and interpersonal perspective (emotional intelligence). The two groups are best compared numerically, as can be done by way of Fig. 4, below:

Capability Aspect
Employee Group 1

(Marketing)
Employee Group 2 

(Sales)

Current applied capability

[performance status quo]
+0.33
-2.02

Current potential capability

[performance 2 years ahead] 
-0.34
-1.19

Future potential capability

[performance 5 years ahead] 
+0.90
-0.95

Fig. 4. Numerical Summary of the Three Aspects of a Capability Metric,

including the information in Fig. 3
Fig. 4 summarizes three aspects of work capability in the two employee groups. It provides human capital intelligence on the quality of the company’s marketing and sales divisions, considered in terms of their present and future capability for performance. In the figure, negative numbers indicate that above-standard potential (blue in Fig. 3) is outweighed by below-standard risk (red in Fig. 3), for each of the three aspects of capability measured. 

As shown, the marketing group does better overall, compared to the sales group which is “in the red” from the start. Also, while the capability tendency of the sales group is toward steady improvement (however insufficient since not reaching positive potential), the capability tendency of the marketing group is uneven. This is due to the fact that the marketing group’s potential capability two years ahead falls “into the red,” on account of a lack of professional aspiration and of systems thinking (which also accounts for the finding for the sales group, of –1.19, on the right). 

In summary, the potential of the marketing group lags over the short term (the next two years). This calls for performance management measures such as coaching and job re-assignment, with a prospect of recovering existing potential. Essential cost savings can be realized by taking note of the existing capability picture, and investing in the development of the potential that is available in the groups (see blue bars). Therefore, the metric is a call to action by upper management. It clearly indicates the need to support the company’s marketing group in its effort of getting over its developmental ‘slump.’ The metric also signals the need to reorganize or outsource the company’s sales force, in order to bring in players better able than the present group members to carry out company strategy. 

A remark on bench marks is in order here. Both Grid and Metric are highly customized to the company in its very uniqueness. They reflect what the company presently “has going for itself” in light of its own strategic objectives, and the strategy-capability balance. By definition, no bench mark could deliver such insight, since bench marks are focused on the “other guy,” not to the company that needs insight into itself. 

Augmenting Performance Management

Capability Grid and Metrics are partly interview-, partly questionnaire-based. (Surveys will not do since they are not predictive.) Grid and Metric help companies make a step beyond conventional performance management, by shedding light on the Input intangibles of the performance. Together with a third class of information, an analysis of the cultural environment in which performance takes place, we cover all aspects of a predictive human capital performance analysis. 

The nature of the ‘arrow operation’ (=>) should by now be clear: it is the way in which people properties of the workforce interact with the cultural climate in which work happens. More specifically, this relationship is a two-way relationship:

Input <=> Environment = Output

since Input (how the work environment is ‘seen,’ ‘understood,’ and ‘experienced’ by people) is co-determined by Environment, and the latter is co-created by people’s Input. This reciprocity of the intangibles that determine Output presently escapes performance measurement. Measuring variables in quadrant I, or even quadrants II and III of Fig. 1, is no longer sufficient for effective performance management. Companies increasingly need insight into the performance intangibles listed in quadrant IV of Fig. 1.

When both Input and Environment of performance are quantitatively assessed, the results of performance Output measurement take on additional significance. The results now document what is possible under present capability conditions in the current work culture. This amounts to an enrichment of performance management practices. Mainly, this enrichment derives from including performance potential in the measurement. And since only what gets measured gets managed, it is clear that where potential is only “intuited,” not actually measured, the effectiveness of performance management has stark limits. In fact, measuring performance without also measuring performance potential into the near, if not the far, future is a little bit like assessing a patient whose survival chances are totally unknown.

Case Study Example 

Managing performance by measuring intangibles of Output is a technique that requires foresight on the part of management. It is an approach that is future- rather than past-oriented, and one that is not based on short-term thinking. This approach requires management to think through its strategic objectives to the level of HR deliverables, and to generate and articulate ‘concerns’ about which deliverables might not be forthcoming at which level at what time (now, in two years, five years, etc.). Such an approach is ideally suited to human capital, since human capital consists of people’s present abilities as well as potential, which can be measured as precisely as past Output. 

A future-oriented approach shines wherever there is a moment of risk involved in work performance. There are few situations where such risk does not exist. The risk is especially apparent in a situation where, as shown below, a company enters a consortium of other players in order to contribute to the delivery of a large product. What follows is an executive summary of a case study that illuminates such a scenario.

Client

The client is a large software house that has entered a consortium of other software and hardware providers, formed to put in place a very large internet banking product. 

Issues and Concerns
The first delivery deadline has been missed. The CEO has concerns about the capacity of middle management, to lead the virtual teams that are engaged in the internet project. He has received a mandate from concerned board members, to safeguard timely delivery and work on smoother dynamics in the executive team.

As a result, the CEO wants to know whether the chief team leader and the six leaders of the firm’s software teams have the wherewithal to motivate their teams and deliver the product on time. He also wants to see precise coaching plans, and a team building proposal based on predictive assessment.

Mandate of Performance Measurement

· Predictive assessment of members of the executive team (including CEO)

· Predictive assessment of the leader of the virtual software teams

· Predictive assessment of the six managers leading the design, prototyping, coding, testing, and system integration teams, as well as manage the relation with the consortium

· Building a Capability Grid of the executive as well as the management teams

· Based on the findings, systematic design of coaching plans over the next year

· Based on the findings, a team building effort for the executive and middle management teams

· Assessment of coaching effectiveness in a year’s time

· In sum: the mandate is to deliver predictive data on current performance and potential capability on which interventions can be based, and their effects measured.

Results of the Measurement
· Open discussion of the pro-active assessment results in the executive team leads to the resignation and replacement of the VP for marketing, and the appointment of a Chief Technology Officer (both screened individual assessment)

· The virtual team leader is confirmed

· Three of six middle managers willingly have their jobs re-assigned, and are replaced by new hires (screened by individual assessment)

· All middle managers and the CFO enter coaching relationships (using assessment based coaching plans)

· The board considers mandating coaching for the CEO

Outcome of the Contribution to the Consortium

· After a further milestone of the consortium has been nearly missed, coaching begins to show an effect, especially with middle managers

· The CEO, too, opts for a coach, and the dynamic of the executive team improves

· Mandated weekly team leader meetings are introduced

· A new HR Director comes on board, to improve hiring criteria based on capability assessments

· After six months, deliveries to the internet project are on time.

Summary

Performance management requires a different approach depending on whether we are only measuring work Output, or are taking the performance measurement formula

Input <=> Environment = Output

into account. When we decide in favor of the latter, we are asking for a methodology that can not only measure performance intangibles in the present, but includes a measurement of performance potential 2-5 years ahead. This measurement sheds light on why present Output is what it is. It also delivers a baseline against which a company can measure the effectiveness of interventions put in place to raise the level of performance, including e-HR information services. Thanks to such a baseline (from 1 or 2 years ago), the company can assess the effects of what it has done to improve the performance of particular teams and larger groups. 

In short, companies increasingly need proactive performance management. The good news is that the predictive data for it are now available. It remains to be seen whether companies can re-think their present approach, and whether HR or outsourcers will take the lead in that process.  
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