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Introduction
The overall performance of most businesses would
improve if the Board focused more attention on the
organisation's capability to thrive in the future,
rather than just measuring what's happened in the
recent past. Moreover, if we had better ways to
assess how well an organisation was preparing for
the future, we would be able to reward those
managers who develop new capability and the
wherewithal to adapt to uncertain times. In which
case, we'd be spending our shareholders' money
more wisely than at present. 

It's hard to argue with this analysis by Professor Sir
Andrew Likierman. In our November meeting,
Likierman laid out his thinking about why and how
organisations should use more forward-looking
measures of business activity, to supplement their
propensity to report only past financial
performance. An account of the debate he created
for PARC members is summarised in the
accompanying notes. 

PARC agrees that a more rounded and forward-
looking set of measures would benefit business. It
is a matter of fact that the predominant reward
measures for senior business executives today are
financial, retrospective and short term. Even so-
called Long Term Incentive plans fall into this
category – typically based on Total Shareholder
Return (TSR) over three, one year periods, rolled
together into a single measurement element. Does
this indicate that top executives do not think "long
term" or does it mean that we have failed to
construct the metrics that would incentivise a focus
on the long term? Perhaps it is neither – and
circumstances have conspired to make "rewarding
the future" an unattractive course of action.
Whatever the reason, the question it begs is: what
should organisations measure?  
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"Not everything that counts

can be counted; not everything

that can be counted counts" –

Albert Einstein. 



Likierman's measures of sustainability and
resilience (see the side panel definitions) are
interesting and useful, we believe. But they need to
be developed and tested, to create a more
practical model for performance measurement and
reward strategy. PARC believes such measures will
likely have a strong HR dimension within them, as
success in the future implies strong and flexible
capability within the organisation: in both its
leaders and people. A number of our members
agree with this assessment, so PARC plans to take
the next step, by creating a working group of
members to study which measures could be
adopted to supplement those in current use. The
aim will be to identify a set of measures that can be
used to evaluate the organisation's ability to move
successfully to the future, as well as a basis for
reward systems. Initially, we see any such
measures being used internally. We are not
advocating the overthrow of TSR as the prime
measure for executive reward, nor suggesting that
past financial performance be jettisoned as the
best measure of performance to provide to the
market. Both are well embedded and easily
tracked, and many of the new approaches
Likierman suggests will be hard to quantify. Yet as
Einstein's observation suggests, just because we
struggle to define something doesn't mean it
shouldn't count. 

If you have an interest in joining those members
who want to explore new ways to measure
performance, please let us know. We're keen to
start defining the future. Please see Appendix 2 for
contact details. 
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"Sustainability – the ability of

the organisation to sustain its

current business model." 

"Resilience – the organisation's

ability to dynamically reinvent its

business model as circumstances

change"



The meeting on November 7th at
Trinity House brought together a
number of reward professionals and
Professor Sir Andrew Likierman from
the London Business School, to re-
engage on the topic of performance
reporting. PARC had asked
Likierman to conduct research on the
existing suite of measures that
organisations use to report
performance, and to think more
critically about how these measures
could be improved. In his report
(Appendix 1), Likierman has
developed a number of ideas on the
subject. Critical amongst these are
the concepts of Sustainability and
Resilience, which aim to look beyond
yesterday's measures of success
and focus more upon the
organisation's ability to adapt to what
will make it successful in the future.

Likierman argued that current
reporting measures are almost
entirely directed at recent history:
earnings versus prior year; net debt
now compared to prior period; gross
margin changes over the past 12
months, etc. To be sure, business
does often try to focus on the future,
for example by measuring customer
acquisitions or loss and their likely
effect on future cash flow. But
invariably, all these measures imply a
continuation of the present context –
and analysts model historic earnings

to produce a valuation profile of the
company. Executives are rewarded
on past performance, and usually on
short term activities. 

What are the Reasons for
Short Termism?

• Profit,  revenue,  return  on  capital,
p/e ratios, etc are easy to quantify
and are relatively concrete. They
readily lend themselves to
"benchmarking" and are easy to
communicate to diverse
stakeholder audiences. Well
presented, they demonstrate that
the Board is properly "in control".
When the numbers do not quite
add-up there is a long established
process of "briefing" the
appropriate external interests to
modify expectations.

• The  custodian  of  this  data is the
CFO who has established himself
as the "number two" in the
organisation. He is also the key
interface with the financial
community and is most comfortable
with financial data – as are most
analysts. Frequently the CFO
moves on to become CEO and
takes with him that propensity for
tracking historic financial
performance.

• Recent    corporate    governance
initiatives have unintentionally
compounded the "problem" by
focusing attention on the
measurable versus the judgmental.
One effect of this has been to blunt
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" From Recording the Past to Shaping the
Future" – an Interpretation



the role of NED's who arguably ought to be most
oriented to promoting the long term success of the
business enterprise – "as guardians of the future"

• Constant  business  upheaval,  mergers  and
acquisitions, and the relatively short term tenure of
top executives have reduced the perception of what
"long term" really means. Meanwhile the spectre of
Private Equity in recent years, rightly or wrongly, has
encouraged focus on the "here and now".

• Communications  to  the  financial  markets  have
pandered to the desire to show quarterly results
that move inexorably upwards and onwards in a
positive and predicted direction. Of course,
ultimately this defies gravity – but analysts can only
work with the data to which they have access.

• The growth in popularity of employee stock options
and share award schemes, and their use as a
proxy for measuring success for internal
audiences, has contributed to the pressure to
produce simple, ever-improving business metrics.
Even so-called Long Term Incentives rarely reward
long term thinking – but rather longevity of the
recipients!

Some Positive Pointers from the PARC Debate:

Should we have a broader based set of measures
and what role might HR play in developing them?

Some of the general reactions:

• A successful, enduring business has to see itself as
an "enterprise" and not a "fixed asset." It must adapt
to survive – and therefore ought to measure its
ability to adapt to an uncertain future. The Mars
confectionery company did not set out to be a
purveyor of ice cream and vending machines.
General Electric did not plan to be a major financial
institution. The Cohen's had no concept of
supermarkets as an all embracing quality brand
when they opened their first outlet based on a "pile
it high and sell it cheap" philosophy. "Market space"
changes, disruptive technologies turn convention
upside down, today's benchmark companies may
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"Top managers and the main

players in the financial markets

have tended to become part of

a "system" of connected and

symbiotic interests. This system,

whilst informal, is coherent and

well understood by insiders

and can create huge

opportunities for rewarding

the players" – Don Young,

Consultant & co-author of The

Role of the Board in Creating a

High Performance Organisation

(Dr John Roberts & Don Young) –

PARC, November 2005



be irrelevant tomorrow. How many of the founding
FTSE 100 companies remain in their original form?
What happened to cause the once iconic ICI brand
to disappear? Linking reward to strategy is going to
involve some big judgments, which may sit
uncomfortably with the apparent precision of
current financial measures.

• The  roadmap  for  future success,  and  therefore
measurement, must be the Business Strategy. But
how well defined and documented is the Business
Strategy? How well has it been communicated
within the organisation – and to what extent will that
constrain participation? After all, no reward system
can be an effective motivator without transparency
of the key details

Strategy classically has three "time bound"
elements; the short, medium and long term. In the
pharmaceutical or healthcare sectors the long term
will be over a decade away; in other sectors it will
be much shorter. So one size clearly won't fit all.
Nor will the use of today's leading indicators
suffice. Leading indicators extrapolate today's
metrics and context into the future. In other words
they tend to indicate the ability of an enterprise to
continue along the current trajectory. They take
insufficient account of the underlying ability to
survive and thrive in changed market or
technological conditions. They are unlikely to fully
embrace the implications of new global markets
and the actions of market leaders. 

All of which suggest new imperatives, including:

• A NEW FRAME OF REFERENCE; Andrew Likierman
has opened up a fresh approach to the metrics of
tomorrow's success with his concepts of
Sustainability and Resilience. Sustainability is
about doing things which will underpin and
continue the success we enjoy today. It requires a
significant improvement in the quality and
relevance of current measures, and greater
freedom to move beyond the current historic
financial measures.
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"We need to be very careful

because the calibration of

reward is not a 'one size fits all'

solution. Capital intensive

industries, for example, will

need to consider a different

balance of executive reward

metrics when compared to

industries where individual

intellectual capital, rather than

plant and equipment, drives

returns. One would expect

rewards to be targeted more

specifically, with significantly

higher gearing, in the

'intellectual space', than in

general industry." – Jim

McInally, HR Director Reward &

Employee Relations, BT Group



Resilience is a step change from Sustainability; it
is about the capability of an enterprise to re-invent
itself as circumstances change. It is heavily
dependent on judgement at the highest levels in
the organization as to the future and its
implications.

In Appendix 1, Likierman offers an illustrative
schedule of possible Sustainability and Resilience
measures under 10 main headings. He
acknowledges these measures can also be
classified as either judgement based or numbers
based.

• A NEW  DEFINITION  OF  OUTPERFORMANCE:
Outperformance should not be rewarded in a linear
way. At a predefined point on the individual
performance scale criteria for additional reward
should switch to more strategic measures.
Similarly, corporate executives should have their
reward structure biased towards the long term and
to the development of future capability; Divisional
executives should retain a closer link with
delivering today's results.

• REWARD  STRUCTURE  MUST  BE  CLARIFIED:
Simple clarification of what counts in terms of base
pay merit awards; what counts for annual bonus
and what counts for long term success could make
a big contribution to clarifying reward – especially if
rigorously monitored by RemCo and, in normal
Board Meetings, by the non-executive Directors.

• THE ANALYSTS  DESERVE A BETTER STORY:
Analysts are too readily blamed for short termism –
they can only use the information available to them.
So long as the CFO is the main communicator, the
message is likely to be mainly financial numbers.
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Phil Wills offered an insightful

idea for consideration, namely:

"The performance of top

executives should not be

measured on a linear basis

depending simply on the

extent to which they beat

financial (budget) targets. As

an idea, I'm attracted to the

notion that there could

perhaps be an additional scale

(on a steeper trajectory) linked

to their performance against

strategic targets (linked say to

"resilience" measures) – that

connects to the real added

value they create beyond their

operational performance." –

Phil Wills, Director C&B, Reed

Elsevier



From which there is enormous scope for the HR
function:  

1.As a first step, HR can use access to NED's at the
RemCo to argue for more strategic and future-
oriented metrics to be included in reward schemes 

2.HR can use its skills in creating performance
management systems to clarify and demystify the
"lexicon" of objective setting and the language of
performance management. This means HR
executives will need to demonstrate a
comprehensive understanding of business strategy
as well as an ability to tie this back into valid
alternative measures which incorporate a broader
view of business activity.

3.By ensuring that the succession planning and
management development process is not an
annual "box ticking" exercise. That means HR must
orchestrate a regular top level "cut and thrust"
review of the talent bank, with active participation
of top execs in the talent identification and
mentoring processes.

4.By exploiting the HR role in internal communications
to ensure that strategies and objectives are clearly
understood and cascaded, and that external
success measures – such as the share price – are
not over-played as the only measures of a
company's success. 

5.By providing the CEO and CFO with fresh thinking
as to what can be communicated to analysts from
the HR domain ( people, organisation and
community) that could broaden the debate on "how
we are doing".

6.By taking a fresh look at the "Balance Scorecard" to
revitalize its contribution and credibility. 

7.By assuming more responsibility of the "Employer
Brand" in all its aspects- and ensuring that the
measures of the "non-voting" stakeholders
(employees and the community for example) are
fully included.

8.But mostly, by asserting their skills and experience
in designing and implementing reward structures
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"At Smith & Nephew we

planned the RemCo agenda

around 3 key meetings a year; in

the Summer a "blue sky" round

table meeting focused on the

alignment of business strategy

with the remuneration strategy.

This was not a decision making

meeting; it was more a shaping

forum – and it was very much in

the hands of the HR Director to

plan this meeting well so that it

was challenging and purposeful.

It would typically involve an

external contribution, but not

exclusively. The other two key

meetings covered "policy"

(October/November) and

"approvals" (January). Obviously,

the policy and approvals

meetings were about the near-

term issues and decisions." –

Paul Williams, formerly Group HR

Director, Smith & Nephew plc
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and systems to ensure that reward
strategy clearly follows business
strategy. 

More detail from how the meeting
reacted: 

1.Generally, delegates agreed with
the Likierman viewpoint that most
performance measurement today is
too financially focused and
backwards looking. Most also
believe that there are good
examples of measures more
relevant to future success, and that
these should be identified,
researched, and given more
prominence.

2.Likierman's concepts of
Sustainability and Resilience also
found a receptive audience – along
with the view that the key issue is
closer alignment of reward to
strategy. Turnng the concepts into
more practical detail was
acknowledged to be inherently
difficult.

3.The initial 31 measures offered by
Andrew Likierman are a good first
step to "get the subject on the
table." They require robust review
and further development from
business based practitioners.

4.The meeting concluded in the view
that the HR function has an
obligation to promote and
champion better identification,
definition and use of performance
measures, in the context of the
business strategy and the business
plan – and in service of future
success.

PARC intends to progress this
debate with a view to providing clear
guidelines and support to Reward
practitioners. In particular, we want
to set out a better way to link reward
to strategy and develop a much
broader approach towards
identifying and incorporating the
elements that really contribute to the
delivery of the strategy. This implies
identifying where the present gaps
exist and where lies good practice.

PARC will sponsor further research
amongst members to examine the
Likierman concepts in detail; review
the validity and relevance of the
proposed measures and garner
members' experience and ideas.
Members are invited to join this work
as it unfolds over the next few
months. Paul Williams, past HR
Director at Smith & Nephew, has
offered to lead this enquiry. Our goal
is to convene another meeting in
Spring 2008, in which we will report
on findings and present
recommendations.

The PARC Proposition
– next steps



Summary

Most performance measurement is
financial and backward-looking. The
limited use of non-financial measures
is usually inwardly focussed on
activity and cost. There is room for
more sophisticated measurement,
with more focus on non-financial
measures, outside comparisons,
outcomes and the future. 

To meet the longer-term and
strategic needs of the organisation,
measurement should not only focus
on the current position and near
future, but on the organisation's
ability to sustain its existing model
and to change that model if required.
A set of measures are proposed to
do so.  

HR would benefit from more
sophisticated measures and from
active involvement in the
development of a long-term and
strategic measurement framework.
The gains would come from
increased credibility as well as a
better basis for the activities of the
function, including its role in
compensation policy. 

Introduction

Most performance reports follow a

standard pattern. Financial
performance against budget or plan,
probably with an estimate for the
period up to the end of the year,
supplemented by some non-financial
measures covering activity and
inputs on the same basis.  

The handling of reports also follows a
standard pattern. It's item 3 on the
agenda, after the minutes of the last
meeting and matters arising. There
are lots of apparently chunky items
left to discuss. So unless there is a
big minus/red number in the bottom
right-hand corner (in which case the
focus is on what went wrong) the
meeting moves swiftly on.  

At one level this is a wasted
opportunity to focus on decisions
and on taking action. At another it
provides the basis for future failure
because the range of measures is
too narrow and short-term.  

Why isn't the report better? One
reason is the dead weight of history.
Performance reports don't move fast.
A new CFO arrives, looks again at
what's being reported to the Board
and makes minor changes. A new
CEO arrives, takes a major initiative

parc research report meeting 10

Appendix 1: From Recording the Past to Shaping
the Future – Andrew Likierman
A better use of performance measures 
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and makes sure that the
performance report includes details
of how (well) things are going.  

The result of a process of
accumulation is that the
performance report is a bit like a
seashore after a storm, littered with
lots of debris from yesterday's big
waves which nobody has cleared
away. So in addition to everything
else, the report is too long and it isn't
easy to focus on what really matters.
The analogy with the debris is also
appropriate when looking at the
many performance reports which are
just collections of figures, with a bit of
commentary chucked in. Little
attempt is made to make the whole
thing attractive and understandable.  

The reason for the concentration on
financial measures and performance
against budget in reports is easy to
understand. Reports are usually put
together by the finance function,
whose preoccupation is on
performance against the budget for
the year. Nobody carries similar clout
on behalf of non-financial measures
or the links to strategy.    

Set out below is how to improve the
measures that are the basis of
performance reports. The focus is on
decision-taking at the top of the
organisation, but the principles apply
equally to reports at divisional, unit or
whatever level is appropriate to the
decision. Where on the agenda
performance reporting should go

and how to make the appearance
more attractive are not covered – it's
left to you to exercise some
consumer power.  

1. Better discussion about

performance 

What's needed to improve
performance reports? The starting-
point is that discussion is about
taking action for the future. So
measurement needs to provide the
context for better decisions to guide
where the organisation is going,
rather than focussing wholly or
mainly on past performance and the
current position.  

Starting at the highest levels, the job
of the Board and senior executives is
to ensure that the organisation
performs well and that performance
can be sustained on the basis of its
strategy. To do so, measures are
required that deliver on each of these
and sophistication is needed to
tackle well-known but pervasive
problems of performance
measurement. These include a
tendency to skew to the measurable,
poor connections between measures
and corporate objectives,
inadequate proxies and so on.   

Improving sophistication certainly
means going beyond the financial.
While financial measures are the
bedrock of reporting, non-financial
measures should be integrated into



the planning and budgeting process,
not treated as an add-on. They
should provide support for the
financial data, not act as a parallel
track to them. Both need to be
supplemented by good qualitative
analysis. 

Other examples of increasing
sophistication include:

• sharpening the clarity of objectives
to give clearer links to measures

• incorporating a more systematic
analysis of risks 

• using independent verification for
data quality 

• pitching the level of detail to
recognise the need to limit the
number of measures to what is
manageable and understandable 

• focussing on outputs and
outcomes rather than activity and
cost

• ensuring that quality is given
proper weight

• better feedback, for example
through better- quality questions in
questionnaires or using face-to-
face feedback rather than
questionnaires.

Whatever the level of sophistication,
measures should be backed up by a
first-class commentary – lucid,
focussed, balanced, concise and
jargon-free – to put performance in
context and identify trade-offs and
risks. The commentary is crucial in
improving performance reporting
because some measurement

problems can only be mitigated, not
solved, and the commentary
provides the basis for interpretation.  

The organisation should also make
the best possible use of
comparisons to ensure that the
measures are used to guide
decisions. For example, rather than
focussing on historic trends and
performance against plan in reports,
where possible comparisons should
be against other organisations. This
comparison is more convincing than
doing better than last year or beating
one's own targets. Comparisons
against others may be on overall
performance (such as share price
movements, betas, price-earnings
ratios etc) but are likely to be more
useful against individual elements
(such as productivity, market share
on key products, labour turnover
etc). To get a breakdown of this kind,
usable data is required. This can
come through trade associations or
individual agreements to share
information, such as through
benchmarking clubs. 

Other examples of better use of
comparisons include 

• setting timescales on customer, not
internal, requirements

• using milestones for longer-term
targets

• looking for comparisons at a
disaggregated level, including
inside the organisation

• using those with outside

parc research report meeting 12
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experience (such as NEDs and
recent hires) to find better bases
for comparison

Finally, the organisation must seek
better links between the present and
the future, since that – not the
analysis of the past or the present –
should be the focus of decision-
taking. One of these links should
take the form of leading indictors,
that is, measures with a predictive
element. Examples include leading
economic indicators such as
employment growth, or changes in
the rate of inflation which are shown
to have a lagged effect on a specific
market, such as housing or
consumer goods. Within the firm,
leading indicators could include
relationships such as between sales
enquiries and sales, high-risk
lending and bad debts, maintenance
backlogs and production
bottlenecks, training and service
quality, unauthorised modifications
and project overruns etc.   

But making the connections between
the past and the future must be
treated with care. A relationship may
seem to be well-established, only to
be found to be inadequate when
circumstances change, as when
unexpected changes to the
underlying economic position mean
that provisions for bad debts turn out
to be wrong.  

An analysis at Board level represents
the greatest challenge in providing
better performance reporting. Lower

down the organisation, the
measurement issues will be more
straightforward, because the link to
what is being measured will be
closer. But the above considerations
have implications for reporting at all
levels in the organisation. Whether
the measurement is of division, unit
or function, the measures must
reflect what is being measured at the
higher level.  

…and for HR?

How does this analysis apply to HR?
More sophisticated measurement
should be applied to any HR-related
process, and indeed to
measurement of the HR function
itself. For example:

• milestones should be an integral
part of any talent management
programme

• conflict arising from processes,
such as Board appraisal, needs
careful interpretation to
differentiate success in bringing
issues to the surface from poor
handling 

• anticipation of emerging issues
and of problems with the press is a
key performance measure for the
Remuneration Committee

• difficult-to-defend measures, such
as ROI, should be avoided for any
HR process 

• external comparisons, broken
down into sub-processes if
necessary, rather than activity and
cost measures should be used to
measure HR effectiveness 



• the budget should be used as the
vehicle to get frank feedback from
senior executives on HR
processes. 

And to take examples from actual
companies for coaching:

• Lehman Brothers uses a series of
interviews between coach and the
sponsor to define the coaching
plan and objectives, thus providing
a far better basis for measurement
of success 

• Canada Life links coaching to
business initiatives, ensuring that it
is aligned to the wider business
objectives  

• Those being coached at Britvic are
able to make comparisons of
individual progression with others
in the organisation and with an
index covering other organisations
giving them an opportunity to put
their experience in context 

• Shell's biannual employee attitude
survey includes the question "Do
you think you are being coached
effectively by your supervisor or
line manager?" which gives the
organisation a means of assessing
the overall impact of coaching. 

Each organisation will need to find
their own HR leading indicators,
though looking to others may give
guidance, based on what has turned
out to provide links in the past. For
example changes in economic
activity may be a good predictor of
employee turnover and the net
promoter score related to employees
("Would you recommend x as a place
to work to your family and friends") of

ability to fill posts in the future. As a
practical example, Burger King, in a
sample of outlets, showed the links
between managerial turnover, crew
turnover and efficiency.  

2. Sustainability and resilience –

the links to strategy

Improving the performance reporting
by greater sophistication, better
comparisons and the use of forward-
looking indicators is a start. But it is
not enough. Performance reporting
must provide the information on
sustainability – the ability of the
organisation to sustain its current
business model – and ensure that it
is resilient. Note that the word
resilience goes much further than the
more limited sense of being able to
bounce back from such events as IT
disruption or market adversity.
Resilience is the organisation's
ability to dynamically reinvent its
business model as circumstances
change. Annex A gives details of
over 30 such possible measures, in
10 categories, covering both
sustainability and resilience.      

The audience for measures of
sustainability and resilience are the
Board in looking at strategy and, on
a continuing basis, the CEO. But as
in the previous section, any changes
to measures at the higher levels
should cascade down to reporting at
each level to give the appropriate
signals for delivery.    
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The difference between forward-
looking indicators and sustainability
and resilience measures is the
degree of confidence in the way they
are interpreted. Leading indicators
are based on established, usually
numerical, relationships. Sustainability
and resilience measures, on the
other hand, are more likely to be
judgements than numbers, and a
commentary will be an essential part
of measurement. Thus a straight
number for the past record and
future prospects in developing
innovations or financial headroom is
not enough to give the complexities
of the underlying position. The fact
that sustainability and resilience
cannot be measured numerically
should not be taken as a hurdle in
making an assessment, since
measurement must not be confused
with quantification, and even
quantifiable leading indicators need
interpretation.  

The difference between resilience
and sustainability is that while
sustainability assumes the
continuation of the existing business
model, resilience does not – a more
realistic conclusion bearing in mind
the fast-moving nature of business.
As with sustainability, the focus will
be indicative than quantitative.
Quantitative measures are useful as
guides, but can be dangerous if not
accompanied by a commentary.  

It's worth noting that the measures
are not symmetrical positively and

negatively, because of the
uncertainty and risk attached to any
future-related measures. For
example, a dominant market position
is no guarantee that a position is
sustainable, while weak strategic
positioning in key markets is an
indication of vulnerability. Similarly,
strong finances are not necessarily
sustainable, while stretched finances
will be an immediate cause for
concern.  

…and for HR

Turning to how the role of HR in the
sustainability and resilience agenda,
it is no surprise that HR is involved
directly in 4 of the 10 areas set out in
the list of possible measures in
Annex A below – Board composition,
culture, learning environment and
management quality. HR should be
at the forefront of thinking here and
because so many of the measures
require judgement, and all require
interpretation, HR will also need to
make a significant contribution to
effective use of the indicators. They
can best do so in alliance with the
finance and strategic functions and
by integrating the thinking into talent
management.  

The implications for performance-
related reward also need careful
consideration. Because of the need
to justify the basis of reward in
quoted companies, the focus
continues to be on the measurable,
usually related to earnings (such as



earnings per share) in relation to
target, or share price (such Total
Shareholder Return) often compared
to a defined peer group.  

But if an organisation is to reinforce
the measurement of forward-looking
elements, including sustainability
and resilience, performance-related
rewards need to reflect the relevant
messages. HR has the opportunity to
influence what remuneration
committees take into account
(indeed it is essential to ensure that
they do, if adequate emphasis is to
be given to more strategic measures.  

A greater degree of judgment will
often not be welcome outside the
organisation. Nor will many whose
performance is being measured
necessarily feel comfortable with
measurement that is more
subjective. There is no easy way to
overcome these fears – the trade-off
is between more precise but more
limited measures and more relevant
but more imprecise ones.  

The balance may best be achieved
through the attainment of individual
targets, for example the strength of a
pipeline of products, progress
against strategic milestones related
to long-term performance and
reputation relative to peers. This may
also provide a better basis for
assessment of "outperformance"
than reward in a more linear sense of
doing exceptionally well with the
current framework. But the emphasis

will remain on qualitative measures,
such as the quality of the talent pool
relative to competitors, as assessed
by an outsider or the evidence of
initiatives showing evidence of
flexible thinking, as assessed by the
remuneration committee. 

3. Some questions and answers

A number of questions on
sustainability and resilience
measurement have been raised and
these are answered below.  

a. What's the relationship of
sustainability and resilience
measures to the balanced
scorecard? 

The scorecard is probably the most
commonly used, and certainly the
best-known method by which
organisations have incorporated
measures giving a longer timescale
and non-financial perspective. But
seeking measures of sustainability
and resilience is much more
straightforward than providing a
balanced scorecard. The scorecard
seeks to provide balanced
framework, while sustainability and
resilience measurement are about
links to strategy.  

Indeed the essence of a balanced
scorecard is balance and one
reason why organisations abandon
them is the tension between having
enough measures to capture
performance but not so many that
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they make the organisation lose
focus. Moving beyond the short-term
needs more measures than a
scorecard can comfortable
accommodate. Another reason why
scorecards do not stick is that they
do not remain balanced for long –
the financial and short-term tends to
dominate the non-financial and long
term. The analysis of better
measures does not look to a
balance, but is addressed the
specific requirements of long-term
analysis. 

b. Are measures of sustainability
and resilience applicable to all
organisations?  

Most, but not all. It will be of
particular significance to those
industries with long time horizons,
such as research-based industries
or those with a conglomerate
structure. Examples of those to
whom they might not apply are those
where the life-cycle of the
organisation is time-limited, such as
those seeking a buy-out. It will be
less applicable to those
organisations where the rate of
change is slow or even, as with
professions, heavily constrained.  

But even these organisations cannot
assume that they are protected from
the need to consider the continuity of
their business model and their ability
to change. Technology and
globalisation have caught out many
organisations who thought they were

protected in this way.  

c. Are they applicable at all stages
of an organisation's lifecycle?

The approach applies at all stages.
The need to anticipate the need to
reinvent the model will be just as
relevant to an established
organisation as to a start-up. 

d. What about the capital
markets?  Don't they look only at
the short-term, making this
analysis irrelevant?  

This is an accusation made against
City analysts which they deny. Their
argument, which is persuasive, is
that unless the business is on a
sound basis for the long-term, the
value of their holdings is diminished.
The ability of the organisation to
sustain itself and to reinvent its
business model is essential to long-
term survival. If an organisation is not
looking after these long-term
interests, the value of the shares will
suffer.   

Analysts are often accused of
lacking understanding of the
fundamentals and of excessive
short-termism. Companies who feel
that they are misunderstood in this
way should ensure that they have
provided adequate information to
enable a long-term view to be taken.  

e. Won't devising measures for,
and monitoring, sustainability and
resilience be very expensive?



As with all management information,
it has to be justified in terms of costs
and benefits. Using better
measurement to improve decision-
taking and help to ensure the survival
of the business is investment, not
cost. Ignoring the importance of
focussing in this way could be very
expensive indeed.    

f. If the emphasis is on qualitative
measures, won't these be less
satisfactory than numbers?

It's not realistic to assume that the
complexity of sustainability and
resilience can be captured through
numbers alone. Qualitative analysis
is essential to do so.  

Qualitative analysis will be seen as
less satisfactory by those who seek
comfort in the precision of numbers.
This category includes some who
analyse listed companies, and those
inside a company who are distrustful
of judgements as a basis for their
remuneration 

g. Should sustainability be
separated from resilience?

Yes. Further refinement of the
measures will be necessary to give
measures for each. 

h. What are the barriers to
implementation?

1.As with many aspects of
performance measurement, the
lack of a burning platform. There
will be a greater temptation to go

for the short-term and the tangible
than the longer-term and the less
tangible. 

2.The uncertainties of the future give
rise to more uncertainty and
judgement. As noted above, this
will often not be welcome to outside
observers or to those with incentive
pay.

3.The falling length of senior executive
tenure means that the inside agents
for change may not be incentivised
to promote a long-term view. 

4.There is a great deal of established
practice by outside observers and
in the compensation field that relies
on past, numerical analysis.
Change in these fields will not
always be welcomed by
established practitioners.  

i. So who are the potential change
agents?

The beneficiaries of better
measurement are ultimately the
shareholders, but because of the
barriers set out above, incentives are
weak. It will fall to the Board as a
whole to provide the necessary
stimulus and, being able to take a
dispassionate view, the non-
executives may well have a key role
in promoting good practice.  
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Annex A – Measuring
sustainability and resilience –

some possible measures

Board Quality and Composition

• The Board is assessed as
functioning efficiently and
effectively *

• Board objectives reflect need to
consider resilience *

• The organisation's leadership
recognises the need for resilience

• Board agendas focus on action
for the future and the external
environment *

• The Board has the relevant mix of
skills, background and approach *

Competitive Position

• Strategy reflects the need for
resilience 

• Customers are loyal *

• Consumer power is contained

Culture

• Employee engagement is high
relative to competitors * 

• Discussion of more radical options
is encouraged 

• CEO rewards reflects the need
for innovation *

Financial Resources

• There are favourable buy/sell and
forward price-earnings ratio
relative to competitors *

• Financial resources, including level
of dividends, leave margin for
expansion and/or capital raising *

• The organisation's appetite for risk
is aligned with that of external
analysts.  

• Earnings are of high quality 

• There is a financial plan in place
which reflects current needs (eg
adequate

• dividend cover) as well as the
need for innovation

Innovation Capacity

• High proportion of current offerings
devised in the past 3 years,
relative to competitors *

• High percentage of profits/sales
linked to innovation, relative to
competitors *

• Good record in developing
innovations

Learning Environment

• High percentage of spending on
training and development relative
to competitors *

• Lessons have been learned from
recent growth, including any
acquisitions 

Key:

Underlined – numerical

Bold – facts

Normal print – judgements

* – can be externally assessed



• There is a knowledge management
process in place with a track
record of success *

Management Quality

• There is a talent management
programme in place with a track
record of success *

• The percentage of unwanted
management departures relative to
competitors (or at least trend)
does not give cause for concern

• There is a good record in
managing the most recent major
projects *

• Management mobility reflects the
need for resilience

Risk Management

• The Board considers major risks
as part of Board reporting *

• The Audit Committee's reporting
to the Board on risk is
comprehensive *

Systems and Processes

• Performance is focussed on future
as well as past, best in class not
average and performance against
others, not trends or objectives 

• Capital allocation reflects the
needs of innovation

Track Record

• There is a good record of
success in 

– meeting corporate objectives *

– dealing with most recent external
threats * – 

Appendix 2
For those wishing to collaborate
further in these investigations please
contact:
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Paul Williams: +44 (0)7970 545545
paul@williams46.myzen.co.uk

Nick Starritt: +44 (0)207 432 4565
nick@parcentre.co.uk

Claire Dyer: +44 (0)207 432 4565
claire@parcentre.co.uk
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