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ABSTRACT

Performance management of commercial banks is aortamt aspect of banking business
management. One of the tools for measuring perfocmas the Balanced Scorecard. The
balanced scorecard enables organizations to clérdyr vision and strategy and translate
them into action. It provides feedback around btth internal business processes and
external outcomes in order to improve strategiégoerance and results continuously. When
fully deployed, the balanced scorecard transfortnategjic planning from an academic
exercise into the nerve center of an enterprises dibjective of this study is to determine the
influence of Balanced Scorecard as a performanaesuni;g tool, at the Consolidated Bank
of Kenya and points out the challenges faced byb#re for relying solely on the traditional
single application of financial indicators only whi measures performance. It seeks to
understand how the balanced scorecard raises line @performance management appraisal
system based on the introduction of customer faciaternal business processes, employee
learning and growth and financial factors of tha@kbaro achieve this purpose, a case study
was carried out. The Head of Human Resources anGémeral Manager were interviewed.
The findings indicate that the balanced scorecasl lbeen a useful tool for bringing the
attainment of the mission of the Bank. This is ekptd by the ability of this tool to bring
consensus around the vision and therefore chanvétyefor its execution. Some challenges
have been faced including resistance to changk, dacufficient knowledge of the staff,
aspects of operation that are difficult to measune lack of objectivity in appraisal of staff.
The results in this study have implications fortbtiteory and practice. The results imply
Consolidated Bank of Kenya has been applying BS@ awthod to measure performance
and therefore adds to the growing body knowledgbaténce score card application in the
banking sector. This study serves as a blue poirgolicy makers, especially in the public
sector for the formulation of policies and procedurthat enhance performance of

organizations.



CHAPTER ONE

INTRODUCTION

1.1Background of the study

The Balanced Score Card (BSC) is a performance geamant approach that enables
organizations to clarify their vision and stratesgyd translate them into action. The
balanced scorecard (BSC) has received much litemacjaim from its originating
protagonists, Professor Robert Kaplan and DavidtdworTraditional performance
measures have been one dimensional with a focdmamncial measures that largely
indicate past performance. BSC is multi dimensi@sait incorporates both financial
and non-financial measures enabling its resulte Haoth reporting and predictive

value.

Mahoney and Pandian, (1992 ) states a ResourcedBédssv (RBV) of a firm
explains its ability to deliver sustainable comipeti advantage when resources are
managed such that their outcomes cannot be imitatedcompetitors, which
ultimately creates a competitive barrier. Barne99(l) summarizes the criteria for
evaluating resources as VRIN i.e. Valuable, Raranitable and Non Substitutable.
Teece, (1997) defines Dynamic Capability Theonthes firm’s ability to integrate,
build, and reconfigure internal and external corape¢s to address rapidly changing
environments. New strategic assets such as cayal#ichnology and customer
feedback have to be integrated within the comp&nxjsting strategic assets have to

be transformed or reconfigured.

The current competition in the banking industrKienya enables the banks to rethink

on better ways of measuring performance. Competitighin this sector, as well as
1



customer awareness of different services offerethbybanks, stimulates most banks
and financial institutions to adopt non-financialeasures in order to acquire
competitive ability. Most banks and financial imstions are struggling to go further
beyond the application of financial measures. Tioeeenon-financial measures arise
as the result of limitations of financial perforncan measures and the rising
prominence of intangible assets, Niven (2006). &hare a total of 44 licensed

Commercial Banks in Kenya.

1.1.1 The Concept of Balanced Scorecard

The Balanced Scorecard (BSC) concept was creatddrdyRobert S. Kaplan and
David P. Norton in 1992. It allows organizationsingplement strategy rapidly and
effectively by integrating the measurement systeith ihe management system.
Balanced score card provides a structured apprdachdeciding where the
organization is heading (its strategies), whateésded to get there and what has to
measured and controlled now to ensure that it staysourse to deliver the desired

outcome in the future.

Based on the simple premise that “measurement atesV, the Balanced Scorecard
has been integral to the success of organizatimesighout the world. As shown in
figure 1.1, measures are used in four broad aréaancial performance, customers,
internal business processes, and learning and lkgrowhese align individual,

departmental, and organizational goals and idengififirely new processes for

meeting customer and shareholder objectives.



_ _ How do we look
Financial to shareholders?

How do GOALS MEASURES
customers /
see us?

Customer Internal business
GOALS MEASURES GOALS MEASURES

‘What must we excel at

Vision &
strategy

I Can we continue?

Innovation & learning
\ GOALS MEASURES /
4

to improve and

Create value

Figure 1.1: The Balanced Scorecard Framework

Source: Kaplan and Norton (1992)

By going beyond traditional measures of financeffprmance, the concept has given
a generation of managers a better understandirpwftheir companies are really
doing. These nonfinancial metrics are so valualadiniy because they predict future
financial performance rather than simply report thalready happened. The point of
emphasis for the balanced scorecard is that finhacid nonfinancial measures must
be part of the information system, at all levelgie# organization, for all employees.
The implication of this is that the front-line empées must understand the
consequences of their decisions and actions andrseecutives must understand the

drivers of long term financial success.

This derives from the fact that the objectives am@hsures of the balanced scorecard
are derived from a top down process driven by thssion and strategy of the
business unit, which it translates into tangiblgeotives and measures (Kaplan and

Norton, 1996). The perspectives of the balancedesaod represent a balance

3



between the external measures for shareholderswsidmers and internal measures
of critical business processes, innovation, legraind growth. They are also balanced
with respect to the outcome measures (results frash efforts) and the measures that
drive future performance. The balanced scorecaréhtaias a balance between
objective easily quantifiable measures, and subgctsomewhat judgmental
performance drivers of the outcome measures (KaptehNorton, 1996). Whereas
the balanced scorecard has been used as a tactma¢rational management system,

it is more than that.

Innovative companies are using it as a strategicag@ment system, to manage their
strategy over the long run. This they do by usihg measurement focus of the
scorecard to accomplish critical management presesst clarifying the and
translating the vision and strategy, communicatmgl linking strategic objectives
and measures, planning, target setting and aligningtrategic initiatives and the

enhancement of strategic feedback and learningl@taand Norton, 1996).

There are two sets of elements that function irBakanced Scorecard: coherency and
balance, and cause-effect relationships and qicatidn."Coherency" in the
Balanced Scorecard means no discontinuities in rtt@magement process. An
organization is required to maintain its activitiasa continuum that translates into
actions by individuals, thereby realizing the siggt "It is one step in a logical
continuum that moves an organization from a higiellamission statement to the

work performed by frontline and back-office emplege (Kaplan & Norton, 2001)



In this regard, management should ensure thatrdmslation is done effectively. The
term "balance" means the appropriate allocatiothioigs that an organization has or
will have. To realize its vision and strategy, agamization has to undertake many
actions. In the Balanced Scorecard, "balance” aotiérency" are like two sides of
the same coin. Without coherency, an organizatmudcnot balance. Balance also
means appropriate allocation of strategic objestiteoughout an organization. In the
process of deploying a strategy, an organizatiasulshadjust strategic objectives

horizontally and vertically.

The Balanced Scorecard implies the need for langganizations to balance among
lower organizations. For example, a large corporagienerally deploys a strategy by
business unit or an indirect division, and then slrategy cascades down to other
organizational units. Vertically, the business uméts to adjust strategic objectives
among lower units so it can attain the goal as organization. Horizontally,

organizations share common strategic objectivels @ach other.

1.1.2 Organizational Performance

Organizational performance is one of the most ingydrconstructs in management
research. It comprises the analysis of a compg®y®rmance as compared to goals
and objectives. According to Richard et al. (20@3panizational performance
encompasses three specific areas of firm outcofiremcial performance (profits,
return on assets, return on investment.), prodwatket performance (sales, market

share.) and shareholder return (total sharehoéderm and economic value added.



Organizational performance is the ultimate dependeariable of interest for

researchers concerned with just about any areaaohgement. This broad construct
is essential in allowing researchers and manageevaluate firms over time and
compare them to rivals. In short, organizationaffgrenance is the most important
criterion in evaluating organizations, their acipand environments. This importance
is reflected in the pervasive use of organizatiopaiformance as a dependent

variable.

March and Sutton (1997) found that of 439 artidleshe Strategic Management
Journal, the Academy of Management Journaland Adinaive Science Quarterly
over a three year period, 23% included some meadyserformance as a dependent
variable. In contrast to the dominant role thatamigational performance plays in
management fields, is the limited attention paiddsearchers to what performance is

and how it is measured.

The definition of ‘organizational performance’ issarprisingly open question with
few studies using consistent definitions and mess(Kirby, 2005). Performance is
SO common in management research that its strucoace definition is rarely
explicitly justified; instead its appropriateness) no matter what form, is
unquestionably assumed (March & Sutton, 1997). ysatlD years later, these

assumptions continue largely unquestioned.

Although organizational performance dominates tin@tesgic management literature,
not to mention economics, finance, and accountiitgis not unchallenged.
Performance is one type of effectiveness indicatdith some advantages and
disadvantages. It encompasses three specific akdgm outcomes: financial

performance (profits, return on assets, returmerstment, etc.); market performance
6



(sales, market share, etc.); and shareholder rétotal shareholder return, economic
value added, etc.). The narrower domain of orgaioizal performance provides the
useful potential to make meaningful comparisonsosgrfirms and industries.
However, what is evident is that even with a nasowlomain organizational
performance is not a one-dimensional theoreticalstact nor is it likely to be

characterizable with a single operational measure.

Although the multi-dimensionality of performance recognized in accounting
(Callen, 1991) and finance (Henri 2004) and disedssheoretically in the
management literature (Venkatraman & Ramanujamg) 3&mpirically the lack of
consistency in the measurement of organizationafopeance in management
research has revealed a surprising lack of researctwalking the walk”. The
administration of performance management is complanagers have many
demands on their time and so their attention muastrdiioned. For performance
management to work there must be sufficient atiengiaid to key processes by line

managers.

A firm must be inclined to not only carrying otietvarious formal requirements, but
also in undertaking the various informal activitbich help increase employees’
perceptions of fairness and their credibility ie tnanagement process. Prominent in
this regard could be ongoing appraisal, coachimgnseling, and monitoring.
Managers can be constrained by short-term goateeotompany. This can lead to
managers and employees concentrating on narrowmbscpbed tasks, making
commitments to teamwork problematic. The bureaycoidhe management process
is also of concern for managers, taking as it doesnsiderable amount of their time

in an already presumed schedule.



In the journey of organizational transformatidme tritical challenge lies in evolving
a performing organization so that the businessveelbles can contribute to the
operative efficiency of the organization (Meyer,02D Studies on organizational
performance management have centered on employderrpance management
practices in the private security services indysteationship between performance
management principles and firm performance; involeet of unionized employees

in the application of performance management pragra

One of the main reasons for many organizationstarisuccessful is that they fail to
understand and adhere to the objectives that heee bet for the organization. The
balanced scorecard provides a solution for thisbisaking down objectives and
making it easier for management and employees tergtand. Planning, setting
targets and aligning strategy are two of the keasmwhere the balanced scorecard
can contribute. Targets are set out for each ofdbe perspectives in terms of long-
term objectives. However, these targets are masthjevable even in the short run.
Measures are taken in align with achieving the dtrg Strategic feedback and

learning is the next area, where the balanced saaitelays a role.

Therefore, organizational performance is importémtscholars across the entire
domain of management research. Strategy and adegwstholars seek to influence
and measure organizational performance. Similadiiplars in marketing, operations
and human resource management seek to understdrichprove performance, each
adopting discipline-specific measures such as oustesatisfaction, productivity and

employee satisfaction (see, Chenall & Langfield4Bn2007).



However, understanding how discipline-specific niees load onto the dimensions
of organizational performance and the interrelatiops between specialist measures
is essential to understanding the relationshipsé@t multiple organizational actions.
This makes the valid measurement of an overarghénfiprmance construct important
in allowing researchers in fields such as strategsrketing and human resource
management to appreciate the linkages between hbromena they study and to

have a basis of ready comparison as to the verafctheir discipline based research.

1.1.3 Commercial Banks in Kenya

The history of banking in Kenya dates back to tléomial period. Colonial rule

brought in its wake new forms of banking. Britislmmamercial banks started
operations in Kenya during the 1890s. The operatmithese foreign-owned banks
were characterised by high degree of concentraboamch banking, and an almost
exclusive concern with financing external trade dadmany decades, a lack of
interest in, or involvement with, the African poatibn. As Kenya became more and
more part of this capitalist world economy, the kmestablished themselves in the

colony to provide services for financing exports amports.

Three British banks dominated banking in coloriainya. The National Bank of
India (later National and Grind lays Bank) begaeragions in 1896. It was followed
in 1910 by the Standard bank of South Africa (lst&ndard Bank and Standard
Chartered), and shortly thereafter the nationalkBanSouth Africa entered the field.
In 1925, the latter merged with two other Britisanks to form Barclays Bank

Dominion Colonial and overseas (later Barclays Bank



Previously prior to the modern banking in Kenyagppe used to exchange goods and
services, you give me what you have, | give you twhhave which is generally
known as trade by barter. Trading was mainly cdiettidoy the forces of demand and
supply. There was no policy guidance or centralkb@nformulate guidelines and
fiscal policies. If nobody is interested in whauyloave, they will either perish if they
are perishable or rot away. There was nothingbikek in Kenya then. Eventually the
monetary system was introduced along side with $ard banking system which
simply means the collection of deposits and lendihéunds to qualified individuals

with interest.

In modern day Kenya, there is a reasonably sadphisti banking system.
Commercial banks account for much of the total dépga the country. There are a
total number of 44 licensed commercial banks in \€ethat provide services to
several large corporations and medium sized busaseas well as small business
enterprises and individuals. The banking industrgaverned by the Companies Act,
the Banking Act and the Central Bank of Kenya Aud &arious prudential guidelines
issued by the Central Bank of Kenya. Responsibility formulating and
implementing monetary policy, fostering solvencyl amsuring proper functioning of
the financial system is bestowed on the CentrakBs#rKenya, which falls under the

Minister for Finance. PriceWaterHouseCoopers, (2009

It is noted in the Central Bank of Kenya Supennsiannual Report (2001) that the
banking system remained stable during the year 28@d recorded remarkable
increase in levels of profitability. Aggregate mpeodfits before tax rose from Ksh. 2.8
billion in 2000 to Ksh. 8.9 billion in 2001. The enall audited performance of the
banking sector measured in terms of capital adgguagset quality, liquidity and

10



earnings remained fair, based on the Central Bantesnal rating system. The sector
however, has continued to be faced with a numbechaflenges. These include
reduced business activity arising from slowdowreaonomic growth, and attempts
made during the year aim at re-introducing interagt controls. The stock of non-

performing loans still poses a major challenge.

The total number of banking institutions decrealsgd during the year 2001, as a
result of liquidations and mergers. The increasiragivanced levels of information
technology embraced by banks have had a positipad¢imin the sector, though this
has led to a massive reduction in the workforcee mbw and dynamic information
systems adopted by most banks have enabled theprotess data faster and
efficiently. This, coupled with increased use oftémated Teller Machines (ATMs)
and on-line banking, has freed bank staff fromrthenxdane manual processing tasks.
In recent years, a number of mergers and acquisiti@ve taken place in the banking

sector.

Some of the mergers have been triggered by thel meemeet the increasing
minimum core capital requirements, and also to rodanstitutions’ market share in
the highly competitive local banking environmentotigh the resulting synergies.
Over the last few years, there has been a tendeypcsome banks to reduce the
number of their branches. This has in most cases bene with the objective of
cutting down costs through staff reduction and fteroquality services to customers.
There has been a change in assets compositioroh#sgh economic conditions that
have led to the closure of a number of businessddaav effective demand for bank

credit at both personal and corporate level.

11



The banking sector has continued to experience thranvassets, profitability and
product offering (PWC, 2009). Stability in the swctemained during the period to
May 2009 with all the banks being adequately céipéd. Total shareholders’ funds
increased by 26%, to 172.4 billion (Central Bankkanya, 2009). The aggregate
balance sheet of the banking sector grew to Ksh331billion from 1,220 billion by
May 2009. This was a 7.7% increase (Central BaniKefiya, 2009). The main
components of the balance sheet were net loans amwhnces, government
investments and placements, which accounted for, 49% and 9.0% of total assets

respectively.

The stock of gross non-performing loans (NPLs) eased by 19.9 percent from
Ksh8.3 billion to Ksh 69.9 billion in May 2009. As result, the quality of assets,
which is measured by the ratio of net non-perfognioans (NPLs) to gross loans
declined from 4.2 percent to 3.5percent in May 20G%oss loans and advances

increased by 15.9 percent to Ksh707.8 from KshsitOMay 2008.

1.1.4 Consolidated Bank of Kenya Ltd

Consolidated Bank of Kenya Limited was incorporaveéd7th December, 1989. The
Bank was set up with an aim to stabilize the finalngector through the acquisition of
nine insolvent institutions and thereafter reswuog them into a viable,

professionally run commercial bank. In 2001, CBWhs granted a full commercial
banking license after successfully collecting tledtd of the failed legancy financial

institutions (Consolidated Bank website).

12



CBKL has positioned itself as a Small Medium Eptese (SME) Bank of choice
providing flexible financial solutions that suppad customers achieve success. The
Bank enjoys an independent, dynamic, result oréertelture and a flexible and
innovative approach. CBKL offers one of the widestge of banking products and
services in the market today. We realize that avgng business demands a lot of time
and energy. With years of banking experience aediapfocus on SMEs, CBKL are
in a strong position to help growing businessesaltheir potential and sail through

the complexities they may face.

As of December 2013, the total asset valuationhef tank was about US$189.7
million (KES:16.7 billion), with shareholders' etyivalued at approximately
US$14.09 million (KES:1.24+ billion). At that timehe bank's total deposits were
valued at US$145 million (KES:13.29 billion) andethotal loan book stood at

US$123 million (KES:10.85 billion).

The Bank is fully owned by the Government of Kemyith the majority shareholding
in the Bank (51%) held by the Treasury through Ereposit Protection Fund. The
remaining shareholding is spread over twenty fi&b)(parastatals and other
government related/controlled organizations. Ashstle Bank is considered as a
Government parastatal. As at June 2014, the bankah&ranch network of 17
branches spread over various counties and an agetawrk over 15 agents all over

the country.
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1.2 Research Problem

In order for strategy implementation to be sucadsdhere is need for a clear
alignment and synergy between all the factors amarmpaters that make up an
organization; customers, processes, people or gegtoand capital or financials.
Today's organizations recognize that competitineaathge comes through intangible
knowledge, capabilities and relationships created eimployees, and not from

physical assets and access to capital.

Leading organizations agree on the need to hateuatured methodology for using
performance measurement information to design goal®cate and prioritize

resources and communicate business expectationglbas change policies to suit
the organization's desired direction and strat&ygce 1989, Consolidated Bank of
Kenya Ltd mandate was to collect the debts of #iled legancy financial institutions
and not to compete with other commercial banksn®e&i government parastatal it
was laden with bureaucracy and did not have anfppeance systems in place even
after being a fully-fledged licensed commercial bam 2001. The Bank had been a

loss making institution until 2009 when the bardetgtd making profits.

The major reason for this was it had finally bedeato accomplish its original
mandate of collecting debts of the failed leganayaricial institutions. Since
accomplishing its original mandate CBKL has in léw& five years been working on a
turn around and is now focused on growth. In otdeattain this, CBKL two years
ago embarked on a performance management framewamk was aimed at
identifying goals and targets to be achieved byititevidual employee over a one-

year period.
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This framework to some extent has worked but itfaded to give a balanced focus
and weighting to the various perspectives of ommion performance, people,
customers, financial and internal process as tha foaus was on the achievement of
financial targets and profits. In selecting to uge balanced scorecard as a
performance measurement tool, the Bank needs #&becctarity in its effort to achieve
its strategy as well as to accord the performarm@mdwork the necessary balance to
ensure that none of its important parameters ofinkas suffer. Velnampy and
Nimalathasan (2007) did a Comparative Study ofeStatd Private Sector Banks in
North and Eastern Provinces of Sri Lanka to find i impact of Balance Score

Card and Organizational Performance.

The results from the operational hypotheses indetdihat four perspectives of BSC
have a significant relationship with organizatioparformance which means, as the
total perspectives increase organizational perfan@ancreases in state banks, where
as learning growth perspectives significantly cibwoities to total perspectives in both
banks are important contributors to positive orgational performance, Specially
learning growth and financial perspectives are ifigantly contributing

organizational performance in private banks.

Hoque and James (2000) surveyed Australian matuiag firms on their usage of
non financial measures typically found in discussioof BSC development.
Organizational performance was a self- reportedsores relative to peers within the
same industry. Their results indicate a signifibapositive relationship between the

usage of typical BSC measures and superiors peaforen
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In an extensive field study of a large manufacmiriorganization, Malina and Selto
(2001) investigates the effectiveness of the BSCcammunicating strategies,
objectives and serving as a management contrateleVhey find evidence of an
indirect relationship between BSC’'s management robrfunction and improved
performance on BSC measures. Further, managerginstudy perceived improved
performance on the BSC would lead to improved ifficy and profitability. Ittner et
al. (2003) provide contradictory evidence to the pweviously mentioned studies by
finding a negative association between BSC usadefinancial performance (ROA

in an expensive study of the financial servicesigtiy.

They also find that while 20% of the respondengoréng using the BSC, over 75%
of these firms reported not relying on business @®that causally link performance
drivers to performance outcomes. Stephen and &gB013) studied the application
of balanced scorecard in performance measuremdtgsair Telecom Kenya Limited
and found out that benefits of balanced score aawmtiveighed the costs if
implemented fully, efficiently and effectively arnldat it complemented the financial
measures of past performance with operational messihat were likely to drive

future performance and growth.

Opiyo (2010) in her study on the application ofdvaled scorecard on employee job
satisfaction at Cooperative Bank of Kenya Ltd faemisn the benefits of BSC

aligning the operations to strategy by effectingf@enance measurement. Though
the emphasis was strategic alignment the compoofeperformance measurement

was highlighted, as key driver of the alignment.
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Lenah (2013) carried out an investigation on theatfof the balanced Scorecard
model on employees’ performance within the bankssgtor, a case of Kenya
Commercial Bank. The results showed that the ensglgyerformance was greatly
influenced by the four aspects of the balanced &@&ard; the financial perspective
affected employee performance to a great extemttimemous and timely employee
training enabled them perform well, flexible angkfidly internal business processes
led to improved employee performance and improvedtatner service highly

motivated the employees.

Magu (2013) while conducting a study on balancedrerard as a performance
measurement tool in the insurance firms in Keny@cdohat the balance scorecard as
a tool for measuring performance was widely usedhigyinsurance firms and is an

effective tool for measuring performance in theamrigations.

Although many studies have been carried out onBéenced Scorecard in Kenya
and especially in the banking sector, no enougbaret has been done on the impact
of Balanced Scorecard on the performance of Catest@ld Bank of Kenya. Therefore
does the balanced scorecard have any influencen®rbaisiness performance of

Consolidated Bank of Kenya?

1.3 Research Objectives

The objectives of the study were;
i) To determine the influence of Balanced Scorecardthen performance of
Consolidated Bank of Kenya Ltd
i) To identify the challenges associated with soleianele of financial

performance measures
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1.4 Value to the Study

To policy makers, especially in the public secterves as a blue print for the
formulation of policies and procedures that enhgrerdormance of organizations. It
has become common for the public sector to credtesgies that look good on paper
but are never actualized. It further informs regoiy policy for the Banking industry
as it provides the regulator with tools to apprdis@’s capability to measure their

own performance that is critical in the Risk BaSagbervisory framework.

This study enriches the Theory of the Balance Sddesed as a performance
measurement tool by providing insights on the ulydeg principles once evaluated
by an industry in application. In addition to olmiag insights on the four perspectives
of the Balance Score Card the concepts providitigearetical basis for this research
was also evaluated and the insights obtained eswitte theories of Resource Based

View and Dynamic Capability Theory.

This study helps CBKL identify the challenges ofymg solely on financial
performance indicators as a performance managesystem. At the same time the
study assists CBKL in identifying the importance iatorporating non-financial
performance metrics in their performance managenfiamework and how this
affects its current financial performance and atov it can influence its future

financial performance.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The aim of this chapter is to provide relevantréitare in the field of BSC and its
application as a strategic and performance measmemodel. First, we will review
theories describing how organizations can use #ianbed scorecard as a strategic
and performance measurement tool and relate thdtowmnthey can measure their

performance using the balanced scorecard concept.

2.2 Theoretical Foundation
Over the past two-and-a-half decades, RBV has esdeaig perhaps the most fruitful

and controversial contemporary perspective in effiatmanagement. It has fuelled
the conversation within the field of strategy (Maky & Pandian, 1992) with

numerous advances and arguments, and also somisapor terms of advances,
RBV research has been credited with restoring thlance between internal and
external analysis in strategic management theoo}li§C1991), RBV has been argued
to provide the basis for a new theory of the fir@ogner, 1991), and it has been
offered as a theory of competitive advantage (R&t&@093), a theory of rents (Amit

& Schoemaker, 1993), and a theory of value creqffa@teraf & Barney, 2003).

The resource-based view (RBV) of the firm is atuantial theoretical framework for

understanding how competitive advantage within $irma achieved and how that
advantage might be sustained over time (Barneyl)19his perspective focuses on
the internal organization of firms, and so is a ptament to the traditional emphasis

of strategy on industry structure and strategidtjpeseng within that structure as the
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determinants of competitive advantage (Hendersd@o&kburn, 1994; Porter, 1979).
RBV approach assumes that organizations can beeptradized as sets of resources
that are heterogeneously distributed across thanmgtions and their differences
persist over the time (Amit and Schoemaker, 199B8¢ theory emphasizes the firm-
specific capabilities and assets and the existaicesolating mechanisms as the

fundamental determinants of firm performance (Pe&rd959; Rumelt, 1984).

According to Barney (1991) a firm resource to hdke potential of generating
competitive advantage, it must have the followihg four empirical indicators: (1)
valuable, in the sense that it exploits opportesiti(2) rare, among a firm’s current
and potential competition (3) imperfectly imitabsnd (4) without strategically

equivalent substitutes.

The resource based view has been a common interesinagement researchers and
numerous writings could be found for same. The RBylains the ability of the firm
to deliver sustainable competitive advantage whesources are managed such that
their outcomes cannot be imitated by competitor$iclv ultimately creates a

competitive barrier (Mahoney & Pandian 1992).

Recently, scholars have extended RBV to dynamicketar(Teece 1997), in these
markets, where the competitive environment is comtusly changing the dynamic
capabilities by which the firms managers integrhteld, and reconfigure internal and
external competencies to address rapidly changimgraments (Teece 1997)

become the source of sustained competitive advantag
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Dynamic capability framework considers the abibfya firm to integrate, build, and
reconfigure internal and external competences taresd rapidly changing
environments. This framework or theory refers te thsources in the resource base
theory as proposed by Barney, (1986) & Wernerfe##8d@). They are those specific
physical (specialized equipment, geographic locatimman (expertise in chemistry)
and organizational (superior sales force) asseiisdéin be used to implement value

creating strategies.

Teece, (2009) overtime a firm's assets may becayspecialized, meaning that they
are uniquely valuable in combination. An examplewbkere the physical assets
(example the plants), human resources (such aeesi@archers) and the intellectual
property (like patents and tacit knowledge) of anpany provide a synergistic
combination of complementary assets. Such co-djmiaassets are therefore more
valuable in combination than in isolation. The camaltion gives a firm a more

sustainable competitive advantage.

While extreme forms of dynamic competition are elegeristic of product markets,
dynamically competitive conditions also are presenthe markets for resources.
Indeed, competitive conditions in product markete ariven, in part, by the

conditions of competition in the markets for res@s (Barney 1986).

Hansen, (1999) also indicates that other dynanpalsitities focus on reconfiguration
of resources within firms. Transfer processes uticlg routines for replication and
brokering are used by managers to copy, transiregombine resources, especially

knowledge based ones, within the firm.
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2.3 Balanced Scorecard and Organizational Performance

There is considerable empirical support for the afsaultiple performance measures
or performance measurement diversity in the litesatFor example, in a study of 128
manufacturing firms in both US and Europe, Van &ede (2006) found that
organizations with more extensive performance nreasent systems, especially
ones that include objective and subjective nonfireln measures, have higher

performance.

Bryant (2004) reported that when firms implemenpeformance measurement
system that contains both financial and non-finalntieasures, they will benefit more
than the firms that rely solely on financial measurBanker (2000) also found that
when nonfinancial measures are included in the emsgtion contract, managers
more closely aligned their effort to those measuressulting in increased

performance. Specifically on BSC measures, HoqueJames (2000) found support

for the main effect of overall BSC measures usagirm performance.

The balanced scorecard (BSC) is essentially a pedioce measurement system.
According to Kaplan and Norton (1992, 1996, 200Lijtiple performance measures
reflect the organization’s changing business emvirent as well as the achievement
of its goals. They further argued that the BSC ey a new framework for

describing value - creating strategies that linkigtale and intangible assets.
Basically, the BSC comprises a combination of rduttensional performance

measures which include financial, customer, interbasiness processes and

innovation and learning perspectives (Kaplan anddwg 1996; 2001).

22



However, in the earlier version of the BSC framekydtaplan and Norton (1992) had
used innovation and learning instead of innovadind learning perspective. The BSC
is a revolutionary tool that motivates staff to mdke organization’s vision happen. It
does more than just measure performance. It isrengeament system that focuses the
efforts of people, throughout the organization, dovachieving strategic objectives.
It gives feedback on current performance and tarfigtire performance. Putting it
another way, The Balanced Scorecard converts aaniaation’s vision and strategy
into a comprehensive set of performance and actieasures that provides the basis

for a strategic measurement and management system.

In the context of organizational performance manegd, the BSC is a strategic
management tool that improves performance and @aional success (Brignall &

Modell, 2000; Ellinson & Wambsganss, 2001; John2891; Kaplan, 2001; Niven,

2003; Wilsonet al., 2003). In strategic feedbacll &arning, the management gets
up-to-date reviews regarding the success of tha plad the performance of the
strategy. Clearly, many companies already have adydperational and physical
measures for local activities. But these local mezs are bottom-up and derived

from ad hoc processes.

The scorecard’s measures, on the other hand, andgd in an organization’s
strategic objectives and competitive demands. Agd.equiring managers to select a
limited number of critical indicators within eachf the four perspectives, the
scorecard helps focus this strategic vision. Initeaid while traditional financial

measures report on what happened last period wiihdicating how managers can
improve performance in the next, the scorecard tians as the cornerstone of a

company’s current and future success.
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Moreover, unlike conventional metrics, the inforioatfrom the four perspectives
provides balance between external measures likeatipg income and internal
measures like new product development. This bathset of measures both reveals
the trade-offs that managers have already made @merformance measures and
encourages them to achieve their goals in the duttithout making trade-offs among
key success factors. Many companies that are ntempting to implement local
improvement programs such as process reenginedataj, quality, and employee

empowerment lack a sense of integration.

The balanced scorecard can serve as the focal firthe organization’s efforts,
defining and communicating priorities to managegsployees, investors, even
customers. As a senior executive at one major cagnpaid, “Previously, the one-
year budget was our primary management planningeeVhe balanced scorecard is
now used as the language, the benchmark againsthwddl new projects and

businesses are evaluated.”

The balanced scorecard is not a template that eaapplied to businesses in general
or even industry-wide. Different market situatiopgpduct strategies, and competitive
environments require different scorecards. Businessts devise customized

scorecards to fit their mission, strategy, techggland culture.

2.4 The Balanced Scorecard as a Strategic Implementaticool

Strategies are a critical element in organizaticigctioning, but whereas most
organizations have good strategies, successful emmgahtation remains a major
challenge. The notion of strategy implementatioghhiseem quite straightforward; a

strategy is formulated and then implemented.
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To the contrary, transforming strategies into acti® far complex, difficult and a
challenging undertaking and therefore not as ditdigrward as one would assume
(Aaltonen and Ikavalko, 2001). Thompson and Staokl (1989) have described
strategy implementation as acting on what has ke@me internally to put the
formulated strategy into place and achieve desiresllts. Successful strategy
implementation involves empowering others to actloimg all the things that need to

be done to put strategy in place and execute figeatly.

As indicated and well expounded in figure 2.1, ®gg implementation is the
management activity of acquiring and allocatingafinial resources alongside the
development of structures necessary to put a girat@o operation (Pearce and
Robinson, 1991). It involves the assignment of eesybility for the success of all or

part of a strategy to the appropriate employeesdevaltso allocating resources.

The balanced scorecard has been used to commuritateew strategies to all
employees, and then align departmental, team afididiual goals to the successful
implementation of the strategy. Although senior agars might disagree on the
benefits of rapidly and explicitly linking competissm to scorecard measures, they
agree that the communication and goal setting ggbas dramatically improved the

alignment of all organizational participants to #teategy (Kaplan and Norton, 2000).

The failure to link action programs and resourdecation to long term strategic
priorities is another barrier to strategy implenagioh. In many organizations, there
are separate processes for long term strategicnipignand short term (annual)
budgeting. The impact of this is that discretionfunyding and capital allocations are

often unrelated to strategic priorities.
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Due to this, major initiatives, for example reerggnng are undertaken without
regard to priority or strategic impact, and montloly quarterly reviews focus on
explaining deviations between actual and budgetpdrations, not on whether
progress is being made on strategic objectives dhses out of the lack of foresight
of those involved in strategic planning and finarmer how their efforts can be

integrated, not pursued as separate financial agefithplan and Norton, 1996).

Figure 2.1: The Balanced Scorecard as a strategirainework for action
Source: Kaplan, R. and Norton, D. (199@Yyandating strategy into action: The

balanced scorecard, Havard Business School Press. p.11
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An important aspect of the balanced scorecardes seits ability to expand business
unit objectives beyond summary financial measuréhis enables corporate
executives to measure how their business unitsecneslue for current and future
customers and how they must enhance internal désband investment in people,
systems and procedures necessary to improve thigrp@ance. While retaining an
interest in the short term performance via the rfaial perspective, the balanced
scorecard clearly reveals the value drivers foresop long term and competitive

performance (Kaplan and Norton, 2000).

The balanced scorecard provides feedback aroumdtbetinternal business processes
and external outcomes so as to continually impsikegegic performance and results.
The balanced scorecard is a methodology suiteddémioying an organization’s
strategic direction, communicating its expectatitmall employees and measuring its
progress towards the agreed-to objectives. As b itobas helped companies focus
and align their executive teams, business unitsnam resources, information
technology and financial resources to their orgation’s strategy (Johnson et.al,

2005).

As earlier mentioned, given a choice, most orgdimna would concentrate on
financial measures of performance at the expensshefrs. To rectify this anomaly,
the balanced scorecard emphasizes that financ@lnan-financial measures must
form part of the information system for all emplegeat all levels. The objectives and
measures of the balanced scorecard are not a rawcdbection of financial and

nonfinancial measures. Rather, they are derived itdop down process driven by an

organization’s mission and strategy of the business
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An important contribution of the balanced scorddarseen in its ability to translate a
business unit's mission and strategy into tangdidgectives and measures (Kaplan
and Norton, 2001). Kaplan and Norton (1996) dethve term “balance” out of the
fact that the measures of performance represeataamde between external measures
of shareholders and customers and internal measdirestical business processes,
innovation, learning and growth. The measures B lzalanced as far as to outcome
measures are concerned. This is viewed with redpeitte results from past efforts

vis a vis the measures that drive future perforraanc
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction
This chapter describes the research design thatd@sted, the study population, the

sampling the methods of collecting data, the retegsrocedures, method of

analyzing and presenting data.

3.2 Research Design

The research carried out was a case study. A d¢adg & an in depth study of a
particular situation rather than a sweeping stasibtsurvey. It is a method used to
narrow down a very broad field of research into easily researchable topic. Whilst
it does not answer a question completely, it ge@se indications and allows further
elaboration and hypothesis creation on a subjdw. Gase study research design is
also useful for testing whether scientific theo®sl models actually work in the real
world.

Researchers are sometimes guilty of becoming boggea in the general picture
and it is important to understand specific casesaarsure a more holistic approach to
research (Shuttleworth, 2008). Case study resasappropriate for the examination
of a complex issue or object and can extend expegie®r add strength to what is
already known through previous research. Caseesiginphasize detailed contextual
analysis of a limited number of events or condsiand their relationships (Soy,

1997).
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The choice of this method was informed by the thet researchers, (Mugo 2007,
D’Souza 2007, and Mwangi 2006) have successfuldubie case study research
method in similar research studies. This qualieatiesearch method has been widely
used to examine contemporary real-life situationd @rovides the basis for the

application of ideas and extension of methods.

It has been argued that because a case studyhssuarrow approach that its results
cannot be generalized. However, it is also trud thaase study provides more
realistic results than a purely statistical survéyiother thing about case study
research is flexibility. A case study might intredunew and unexpected results
during its course, and lead to research taking de®ctions (Shuttleworth, 2008).
The method was chosen so as to enable an in-deptbstigation of the

implementation of strategy using the balanced seotk technique at the

Consolidated Bank of Kenya Ltd.

3.3 Data Collection

The methodologies adopted for this research waditafilee methods. Structured
interviews and questionnaires were designed t@ciotlata on the strategic objectives
of CBKL in order to identify relevant measures/netr used under the four
perspectives of the balanced scorecard. The dfficd the banks interviewed

included the General Manager (GM) and the Headwh&h Resources.
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The reason for selecting these two categoriesadf sias because they are directly
responsible for formulating and implementing styae, policies and guidelines in
connection with the bank’s financial performanceining and human resource
development, and operational procedures and guo&eliThis was most specifically
targeted at collecting data on metrics under custoperspective, the internal

business processes and, learning and growth péirsgsec

3.4 Data Analysis

This is a qualitative study; the data analysis W@l qualitative in nature, making use
of content analysis in the identification of keyethes, concepts and arguments.
Content analysis is an overall approach, a metinddaa analytic strategy that entails
the systematic examination of forms of communicatim document patterns

objectively. It is generally applied to narrativexts and seeks to determine, through
close examination of the language of those textsitathe respondents understanding

of phenomena and terminology, as well as theiebeli

In using content analysis as a method, the obgatias to get at aspects of meaning
by examining the data qualitatively. In effect tmethod is used to examine how
respondents view and understand certain issuestti&horth, 2008). Content
analysis has been successfully used in similaresu@ugo, 2007; D’Souza 2007,

and Mwangi 2006).
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents the results of the analydisdata collected through

guestionnaires. This chapter is organized as fallovhe first section presents the
results of demographic analysis. The second segti@sents the results on the
application of balance scorecard in ConsolidatedkBaf Kenya. The last section is

the discussion of findings.

4.2 Demographic Results
The study targeted to interview 2 staff of the Guigsted Bank of Kenya of which

all were senior level managers. All staff were imi@ved which constituted a 100%
response rate. The respondents were asked totktateumber of years they had
worked in the bank. The study found that the redpats had worked in the
organization for a period of between 4 to 6 yediserefore, the respondents were
very experienced employees in the organizatiorvesta therefore vastly experienced

in the activities of the bank.

4.3 Rationale for the application of the balancedc®recard

The respondents were asked to state if they eveadref CBKL balanced scorecard.
The results showed that all of them agreed that there aware of the same. This
suggests that there was a high level of awaremass@the respondents and therefore
the entire organization, on the existence of thiarlz® scorecard as a performance

measurement tool for Consolidated Bank of Kenya Ltd
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The general manager stated that the major reasoinfiormed the application of the
balanced scorecard at the Bank was to enhance uhigygof CBKL controlling
system while the head of human resource felt tiexetwas need to adopt BSC in the
bank so as to improve the performance managemesiersyof the bank. The
respondents felt that this was a critical elemerdadsist in performance management
and improvement of the performance of the bank asale if the BSC was to be

adopted well effectively and efficiently.

They noted that before the adoption of this towlffperformed their duties but there
was no clear link between these duties and theativyeerformance strategy of the
organization. Therefore, even though the bank baddlated strategy in the previous
periods, there had been a lack of a clear guidetinethe measurement and
management of performance which caused the orgamah members to pull in

different directions, hence resulting in sub opgation of effort and goals.

4.4 Preparation for the adoption of the balanced szecard

Respondents were asked if other techniques wergd=yed for the measurement and
management of performance. The head of human m=satated that before the
adoption of Balanced Scorecard in the bank, otmmhrtiques for managing
performance were considered which included risk agament. Risk Management
was meant to identify, analyze and either accepmiigate any uncertainty in
investment decision-making in the bank. Essentigilbk management was to help the
bank analyze and attempt to quantify the poteftialosses in the investments they
made and then take the appropriate action (or iorgctgiven their investment

objectives and risk tolerance.
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Even though it was a good option too, it did n&etthe mark for the bank since it
focused more on financial perspectives. Balancearegard was considered more
appropriate since it had a higher chance of impigthe overall performance of the
bank. Concerning the communication of the BSC &adhtire Organization, both the
human resource manager and the General Managed stait this was done which

was through circulars then followed by a managenresgting.

The management meeting was meant to facilitateilbby the staff involved. For the

rest of the staff, this was done through training a@evelopment, capacity building
and through emails. Workshops were organized feretiitire bank staffs to train and
acquaint them with the use of Balanced Scorecat@BKL. When the respondents
were asked how the application of the balancedesend was communicate to them,

well they affirmed that this was done through Enaaidl training.

Regarding how they communicated the idea of BSthécstaff under them, they said
that this was done through staff meeting and onerenmeeting with the staff. Both
the general manager and the human resource maseigethat this was done so that
the idea of BSC could be well understood and irtierad by each staff to mitigate or

avoid change resistance and opposition of the same.

The respondents were requested to explain howphepare the Balanced Scorecard
for their departments and the response receivedtiatsboth the Head of Human
resource and the general manager work in tandemnghrpreparation of budgets and
staff meetings. They said this was so since budigete them to think ahead by
requiring them to formalize their planning efforfthese budgets provide a blueprint
for accomplishing a set of stated bank-wide obyestiand fitting their department

into the overall plan.
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They stated that budgets provide definite goats @sjectives which serve as bench-
marks for evaluating subsequent performance anduget warning system for
conditions requiring some type of remedial actidn. an overall sense, the
respondents suggested that budgeting coordinagexctivities of the entire institution
by integrating the plans and objectives of the ousi departments and help the
administration to ensure that the goals of thepaaltment are consistent with the

broad goals of the entire bank.

4.5 The contribution of BSC to the objectives of CBL

According to the head of human resource managentemtmandate of the HRM
department was good service delivery to all depamtsh while that of the general
manager was deduced to be Budget, Finance and tiopestarhe respondents were
also asked how the mandate contributed to the aament of the overall objectives
at CBKL. The general manager acknowledged thatrthedate actually contributed o
the achievement of the overall objectives of CBKY flacilitating communication

across the entire bank and enhanced the undenstpotlithe bank’s vision, mission

and corporate strategy.

The human resource manager agreed that the maofddiM actually contributed to

the overall objectives at CBKL by developing humasources in each and every
department. Consultants were involved in the fiadibn of the process, according to
the head of human resource and the general manBgese worked in tandem with
the head of finance. In so doing, the lead sta#isewimparted with knowledge that

they used in training.
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The lead division in the balanced scorecard ptojess the head of budget and
finance. In addition, there were champions appdinite all divisions. The top

management then cascades the scorecard to dipectsewho are the Deputy CEO's.
They use it to prepare their own scorecards. Thiegss flows until it gets to the
individuals forming the various units who constrtletir scorecards with reference to

that of their immediate superior.

The respondents agreed that the first balance@écam was constructed by the Heads
of departments but at the top management in thek,ban conjunction with
consultants. The initial scorecard had only onepective; financials. It failed to give
a balanced focus and weighting to the various pmetsges of organization
performance, people, customers, financial andnialgprocess as the main focus was
on the achievement of financial targets and pro##h time, it has been revised to
include the traditional four perspectives. This baen done to ensure that it covers
all the critical areas of operation of the bankclE@erspective has key result areas,
targets and weighting which speak about its impmeain as far as attaining the

vision is concerned.

4.6 Balanced Scorecard and the Corporate Strategyf €BKL

Results from the respondents affirmed that therea iselationship between the
balanced scorecard and the CBKL corporate stratBgyh the head of human
resources and the general manager stated thatBke BSC was used to implement
the corporate strategy. It showed what objectivbe@chieved is, which measure to

use to accomplish the objective and who is to imglet the said objective.
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At the end of the period, the SC is able to idgraihd measure whether that objective
has been met or not and how effective it has bEeis.derives from the fact that each
year, the senior management forum of the bank ftates the CEO’s balanced

scorecard (the balanced scorecard of the Bank) hwkits the agenda for the
following year. By constructing the scorecard ateam, they are able to agree on
what activities are important for the attainmentha vision. This scorecard is derived
from the vision of the bank and the areas of emphasy each year according to

their importance.

The respondents agreed that the balanced scorleehreld the top management and
all the staff of CBKL to implement the corporateuplof the bank more effectively.
This implies that there is a relationship betwedratithe balanced scorecard sets out
to measure and the actual activities that takeepdacthe ground. In the same way, the
head of human resources agreed that the balanceecacd assists them in
discharging their day to day duties. This they $alp by giving clear guidelines and
the expectations from each staff member and howh esfcthese expectations

contributes to the overall corporate strategy eftibnk.

This is to the extent that it helps them focus lom ¢ritical activities that add value.
The General Manager concurred that CBKL BSC halyrbalped in execution of
day to day work by clarifying about actual measuwrata of performance, the specific
objectives to be achieved which of the objectivesta be achieved and how. This
confirms that actually, the CBKL balanced scoredaad been of major significance
to the entire achievement of the vision, missioth goals of the organization.
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Concerning the contents of the balanced scorecambjectives, target and measures
and how they correlated to the actual objectivegetts and measures given to their
departments, both the head of human resource maesgend the general manager
agreed that the objectives, targets and measurd®eitalanced scorecard actually
corresponded. This signifies that there is a m@hstip between what the balanced
scorecard sets out to measure and the actualtedithat take place in the various

departments of the bank.

4.7 Benefits of the application of Balanced Scoreh

Balanced Scorecard was reported in this study ¢wige focus and clear lines of
accountability, providing the ability to measure thchievement of agreed outcomes.
BSC was also reported to facilitate communicatioross the entire organization and
enhance understanding of vision, mission and sfya®SC was reported to be useful
through tying the vision, mission and strategy ¢@alg and objectives of individuals

and departments concerned.

Other benefits included helping define clear mstrior better understanding and
more objective performance management and faailgat clear understanding of the
reasons behind strategic initiatives. These fimglimpncur with the assertion by
Kaplan and Norton (2001) who transformed BSC instrategic management system
describing management processes and principlesvielap and implement a strategy
focused and aligned management system built ondsdormal accounting principles.

This indicates that the BSC in CBKL enables themintplement their strategies

successfully.

38



The respondents agreed that the application of CBidlanced scorecard has
benefited the bank in various ways. First, the scard has been able to help the
CBKL system to move from analysis of historical alab encompassing broader
CBKL goals thus becoming more future oriented. ddelty there has been the
alignment of corporate and individual goals acawgdio general manager. This has
caused a clear link between individual goals argbaasibilities and the corporate

strategy.

Thirdly, a culture high performing teams has beevated informed by rewards at the
end of the year for exceeding the set targets. Ths provided a mechanism for
differentiating and rewarding high performance. igahe scorecard has embedded a
culture of responsibility and ownership. The he&dHR and the finance and budget
manager review the scorecard every quarter to mé@terwhether progress is being
made towards the set targets. This allows corre@otion to be taken where there are

disparities between the set targets and the realityhe ground.

The balanced scorecard as stated by the head @rhresources assisted in breaking
down the overall corporate vision into daily meadle targets for employees to
implement. This enabled them to focus on the ingdrtasks that are critical to their
performance as measured by the scorecard, and hemkdowards the execution of
the organization’s vision. The balanced scorecaas Igreatly assisted in the
turnaround of the Bank from being a loss makingitunson to being one of the most
profitable indigenous banks. It has also enablesl ¢tbmpany to become more

customer focused.
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The head of human resources continued to say hieasd¢orecard became an early
warning system and a controlling system that heltre®l management to detect
potential business threats in time to initiate @ffe& counter measures. This largely
has helped the bank in gaining a stronger compefgosition in the banking industry.

The general manager stated that the balanced sedriscused in the daily operations
of the bank through daily, weekly and monthly pearfance checks, targets

measurements and recording the same for futurandeomparison. The scorecard
helped the respondent in understanding individb@aiives and targets and how they

related to the overall strategy of the bank.

4.8 Challenges encountered in application of the G8. BSC

Several challenges have been experienced by timsatepartments and individuals
in the application of the balanced scorecard agateld by the respondents. One of
the major challenges as pointed out by the gemaealager was the fact that the
scorecard did not take into consideration the cirnearket forces which could end
up making the set targets irrelevant. Such foroetided demographic factors like
age, attitude, and factors like the change of enstopreference, purchasing power,

technology changes, political changes, economiogémand socials changes.

Another challenge found in the study was turninmeaf the nonfinancial variables
like values into measurable metrics and gettingntiedrics right. There are inherent
challenges when certain metrics are not very obeasire ambiguous. These do not
translate easily into operational and measurableicaehat provide useful guidelines
to action at the local level. This concurs with wkKaplan and Norton (199) indicated

in relation to the BSC implementation.
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In implementation of the BSC, the importance ofclstrategic objectives, cause and
effect relationships between strategy and measamdsmanagement commitment to
the implementation process are emphasized or élsesticcess of the BSC is
compromised. Having efficient data collection aagdarting systems to cater for non-
financial data for the non-financial perspectiveasvanother challenge cited by the

respondents.

CBKL did not have these systems in place and becg@esspectives need to be
defined, resources committed to them for data ctiie and subsequent reporting, it
has at times been seen collecting metrics dataoasntuch time and energy
consuming, which makes it challenging for dataeochptured. There was resistance
to change especially by the employees ate theceostes, since there had not been an
individual performance management tool in the bbaeftore. Hence, the employees

viewed the technique with suspicion.

This is especially because an individual's perfaroea is used as a basis for
remuneration (year-end bonus) and consideratioprfimotion. This was depicted by
the head of human resources. The HR also statédhiaa@ has been a challenge in
knowledge on the part of the staff since most are able to formulate SMART
objectives. This has been attributed to insuffitigaining. This is because it's the
individual staff and the line manager that are oesjble for the direct report’s
scorecard. In the event that both are not conversidim the technique, the objectives,
measures and targets end up either being unretatettie vision or cannot be

measured.
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The general manager pointed out that it has beéoulli to measure the qualitative,
non financial aspects of the business which argcdif to assign a value to even
though they constitute the overall corporate pemforce. Issues like employee
morale, which though important for the attainmentttee bottom line cannot be
quantified. Another issue has been how the bankattin standardization without

replicating the balanced scorecards across thedssi

This not only affects the quality of the scorecdmgt also compromises vision
attainment because this means that there is dtiphcaf effort. The internalization of
the scorecard was indicated to be another challbpdiee general manager given that
the bank is a government parastatal where perfaenamnagement is not readily
accepted. This entailed a change of the bank’snagtonal culture to one that is

performance based, which was not the case before.

4.9 Discussion

The notion of the Balanced Scorecard was descridzda framework for multi
dimensional performance evaluation and performanaragement.” (Kaplan, 1992)
This framework urges an organization to break datsnstrategy and vision into
quantitative objectives in terms of cause-effetatrenships that can be represented
by the four perspective model: financial, custometernal business process, and
learning and growth. The main goals of BSC arelignabusiness activities to the
vision and strategy of the organization, improveterinal and external

communications, and monitor organization perforneamgainst strategic goals.

42



This study presents an analysis of the practicgllementation of the Balanced
Scorecard (BSC) as a performance management t@@bmsolidated Bank of Kenya
Ltd. The main goal of this work is to help in claarderstanding of some of the BSC
performance indicators as well as develop a sti@te@gp in order to support the
implementation of the BSC methodology based toplabée of measuring strategic
alignment by identifying and communicating the &gy, developing action plans to
enable monitor, manage and use data to improve @aoynperformance. Agostino
(2011) supports this by pointing out that effectiapplication BSC shapes the

outcome of the performance of an organization

The study found that the respondents were in ageeethat they were sufficiently
engaged in performance measurement setting. Thitseshowed that the current
performance measurement tool was ample and eféewatith respect to measurement
of performance. This is consistent with a numberpobr studies such as Niven
(2006) which concluded that the balance scorecas awaluable tool for measuring

performance.

The study found that there were so many pitfalisrédying solely on the financial
aspects of the balanced score to measure and m#magerformance of the bank.
This study indicates that other perspectives of BI$C which includes customer
perspective, internal processes, innovation, legrand growth, are equally important
and should not be ignored if the organization is¢bieve its mission, vision, goals
and objectives effectively as supported by Kapla@9@) which points out the

balanced scorecard as a powerful performance marageand measurement tool.
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The study found that the financial performance mea®f the balance scorecard
adequately measures the success of the operatiomeeting the strategic objects.
These results are therefore consistent with He@804) who noted that Balance
scorecard measured adequately performance of aajaoms. The balanced scorecard
has proved to be an effective tool for measuringjrimss performance. Organizations
should their strategy in a balanced and coherennsrawith the vision placed above
and strategic objectives broken down into four pectives as refelected in the

balanced scorecard.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of findings, lesians of the study, limitations of

the study, recommendations, and suggestions ftrduresearch.

5.2 Summary of Findings

In essence the commercial banks are comprehensdti-function financial
enterprises, which is in terms of profits and ofesdinancial assets and financial
services as a target. In the current financial vation would be difficult to produce
differentiated, so the service relationship isdirection the bank want to lead to. The
Balanced Scorecard can provide support in thisrcedghey are in the face of rapidly

changing business environment.

The objective of this study was to determine tHuénce of Balanced Scorecard on
the performance of Consolidated Bank of Kenya Lid the challenges involved in
the sole reliance of the financial perspective oflgwards this end, the concepts of
organizational performance and the balanced scates@re identified and their
application within the bank sought. Respondentsrimewed comprised of senior
managers in the bank drawn from Human Resourcesttendeneral manager. In
total, 2 respondents were interviewed. The studgbéished that the Consolidated
Bank of Kenya Ltd has applied the balanced sconmel @¢a corporate strategy

implementation and performance management.
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The tool was adopted as means to align organizatiperformance to the corporate
strategy and instill a performance driven cultund align the individual goals to the
overall organizational goals, as stated by 100%efrespondents. Both the GM and
the head of HR mentioned that this approach wasdaoted in the bank in order to
isolate employee performance, clarify the individgaals and the organizational
goals and therefore improve the performance ofinlé/idual staff and the entire

bank as a whole.

CBKL has also applied the BSC to measure profitgbinarket share, employee and
organizational productivity, identify areas of eberce, enhance personnel
development, change employee attitudes and creatsense corporate social
responsibility and finally create a balance betwesort range and long range

objectives.

Also, it was done in a bid to involve employeegp@rformance management since it
was viewed as an objective means of performanceaggap and linking performance

to remuneration of the staff and end of year boBagh the General Manager and the
head of Human Resources pointed out that the badascorecard had been a useful
tool for the realization of the organization’s $&gy, whereas the general manager

affirmed that the measures, targets and objectalage to their day to day activities.

Therefore, it can be said that the balanced scatelbas helped the organization
translate its strategy into action, clarify it Brins of day to day activities for staff to
implement and be better able to communicate it. Ru¢his, the activities of the
employees have become more focused on what is tergpnamely the vision of the

bank and how to implement it.
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This has caused a clear link between individuallgg@ad responsibilities and the
corporate strategy. A culture of high performingrte has been created informed by
rewards at the end of the year for exceeding thetasgets. This has provided a
mechanism for differentiating and rewarding higf@enance. Again, the scorecard

has embedded a culture of responsibility and oviigrs

5.3 Conclusion

From the results of the study, it can be conclutted the balanced scorecard has
succeeded both as a strategy implementation tabhara performance management
tool. The earlier BSC adopted by the bank failedeiit only focused on the financial
objectives but since the adoption of the new s@kavhich incorporates all the
aspects of the balanced scorecard i.e: Financpgcas Customer aspect, internal
processes aspect and the learning and growth m#issgethe CBKL BSC has since

been successful.

The major factor that emerged is that the balascedecard has been used as a tool to
communicate and clarify strategy and directiondiwithe business, gain consensus
and therefore rally the organizational membershim $ame direction. The resultant
effect has been that employees, regardless of pbieior grade have been able to
piece together how the role they perform fits ittie whole and therefore provided

purpose for their day to day work.
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This has made the attainment of the vision of thgawoization everyone’s job,

therefore creating ownership and responsibilitye Tdpplication of the balanced
scorecard to implement strategy has been acclaaseshe of the factors that have
contributed to the turnaround of the Bank from evpusly loss making government

parastatal to one of the largest indigenous batdeimya.

5.4 Limitations of the Study
The study focused on Consolidated Bank of Kenyhadrily. Therefore, the results

herein cannot be generalized to the banking ingugtttempts to interpret these
results in other organizations should thereforeapproached with care. The study
also used primary data which was collected throgggsstionnaires. This is only one

method among others which may have been usedsirstilndly.

Reliance on one data source for a study does lwt &r triangulation and therefore
this was one of the major limitations of the stutie use of questionnaires only. The
study concentrated on interviewing the top managerofficials only, that is the
general manager and the head of human resourcedbes not give the views of the
other staff regarding the success or failure oftthkanced scorecard as a performance
management tool in CBKL.

5.5 Suggestions for further Study

The study suggests that this study be replicatedtier industries other than the
banking industry, to examine whether the resultsnéb here still hold for other
corporate organizations. This will aid in enhancocgmparability of findings. The
study also suggests that further studies in thésm areed to expand the sources of

information.
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Instead of relying on questionnaires as the oolyree of data, there is need to use
other methods such as focus group discussionsderdo triangulate results. The
study recommends that a research be done on tleptabdity, adaptability and the
effectiveness of automating the balanced scorecatide banking sector and if how

applicable it is to other industries other thanltheking industry.

This will help organizations to adapt to the dynanginvironment and be more
competitive. Other factors such as global economiowth or regional trade

development and other factors might also have @fe¢che improvement of the

CBKL's performances. Therefore future research khaocorporate these aspects
into research models in investigating the use opa@te scorecard in the banking
industry.

5.6 Recommendations and Implications of the study no Policy,
Theory and Practice

The following recommendations are made following study results. First, the study
recommends that some of the internal policies andqulures which are outdated be
revised and improved so as to make the balancedea concept more in line with
today’s practices. The results in this study hawelications for both theory and
practice. The results imply Consolidated Bank oh¥ahas been applying BSC as a
method to measure performance and therefore adtie tgrowing body knowledge of

balance score card application in the banking secto

The study recommends that other banks that seakdasure their performance
should adopt the use of balance scorecard asaitvexy effective tool in measuring
performance in organizations. The study also recends that bank managers need to

engage more in the management of performance indhganizations by using tools
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such as balance scorecard which measure bothitietinal processes as well as the
customer aspect of performance. A main contributbnhis study is that expected
outcomes of a new managerial innovation such aB8 in an organization depends
on the coherent link between polices and rules sagdrom outside and strategies,
programs and performance measurement systems iraptechin accordance with the
mission and goals of the organization. It demonss$réhat a coherent link between the
polices and rules imposed from outside and stresegind performance measurement
systems developed and used inside organizatiorkesy dactor in achieving expected

outcomes of new managerial innovation practices.

The study will assist the policy makers in the bagkindustry to draw up policies
that help the banking industry to be more effecamel competitive. The findings of
this study enriches the Theory of the Balance SdcBeed as a performance
measurement tool by providing insights on the ulyteg principles once evaluated
by an industry in application. In addition to olmiag insights on the four perspectives
of the Balance Score Card the concepts providititearetical basis for this research
was also evaluated and the insights obtained eswitte theories of Resource Based

View and Dynamic Capability Theory.

This study explores the relevance of resource-base of strategy to how a
combined balanced scorecard and the banking indagproach serves as a high-
order dynamic capability which includes core calidds and core competences,
cross-functional management, and top executive tgudvhich, when managed
properly, explicate a new view of strategic fit, aform of nested hierarchies of

dynamic capabilities
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The outcome of this study provides a framework amgortance of application of
Balance Score Card in Banking Industry. The othdustry may also take benefit of
this study. These findings have various implicatianthe applicability of the BSC in
CBKL. They will provide focus and clear lines of accotniitey, providing the ability

to measure the achievement of agreed outcomefsitadiccommunication across the
entire organization and enhance understanding ssérvi mission and strategy. The
application of these findings in the bank will figaite the linkage between the vision,
mission and strategy to goals and objectives ofividdals and departments

concerned.

The findings of this study also will help in impiiag the Bank’s Performance due to
implementation of Balance score card models inediffit perspectives. The four
perspectives out of five: financial, customer, intd process and learning and growth
perspective has remarkable contribution in imprgvBank’s overall performance.
However, the vision and strategy perspective ctwalde insignificant role in Bank’s

Performance
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APPENDIX 1: INTERVIEW GUIDE

NB: The information collected will be treated catentially and will not be used for

any other purpose other than for this study.

1. How many years have you worked at CBKL?

2. What informed the adoption of the BSC at CBKL?

3. Were other techniques for managing performanceidered?

4. Have you ever heard about the CBKL BSC?

5. How was the concept of the BSC communicated teetiige organization?

6. How was the application of the balanced scorecandncunicated to you?

7. How did you communicate the idea of the BSC tof stafler you?

8. How do you prepare the BSC for your departmentiiran

9. What is the mandate of your department/branch,handdoes it contribute to

the achievement of the overall objectives at CBKL?
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10. Prior to the rolling out of the BSC methodology,rer@ny preparations done?

11.Was there a lead person/ department in CBKL’s B&§jept, and if so who

were they?

12.Who constructed the first CBKL BSC? Does the curf@BKL BSC cover all

aspects of it CBKL operations?

13.Does CBKL have various stages in its corporate,pdandl if so how is this

reflected in its BSC?

14.Is there any relationship between the BSC and catpstrategy?

15.What are the benefits of applying the BSC at CBKL?

16. Are there any challenges that have been encounitetbé process? comment

on the success or failure of the BSC application

17.1s there any other information that you would like share about the

application of the BSC at CBKL?

18.Is there any relationship between the CBKL BSC #rel CBKL corporate

strategy?
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19.Has the BSC helped in the discharging of your aaygdy work, and if so,

how?

20.Do the contents of the BSC (objectives, target mr@disures) correlate with

the actual objectives, targets and measures govgaur department/branch?

21.Are there any challenges you have faced/are facirthe application of the

BSC?

22.1s there any other information you would like toash regarding the

application of the BSC at CBKL?

23.How does your department/branch use the BSC utaity operations?

24.Do the contents of the BSC especially the objestiveeasures and targets
correlate with the actual measures, objectivestarykts given to you by your
immediate supervisor?

25.Does the BSC help you in any way in the coursexeteting your duties?

26.What challenges have you been facing in using th€ B

27.1s there anything you would like done in order you to be able to use the
BSC more effectively?

28.Comment on whether the BSC has succeeded or failed

29.1s there any other information you would like taasd about your experience

with the BSC?
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