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FIGURE 2.4: Operations Strategy Framework

assets (ROA). According to this model, the tasks performed in every area of an organization have an 
impact on its ROI and the bottom line. For example, a firm can improve its ROI by reducing inventory 
or by improving its processes and productivity in its operations (as by speeding up production flows 
or minimizing delays). The model can be used to evaluate what-if scenarios. By asking questions such 
as, “What if productivity is improved by 2%, or we increase the number of units produced by 5%,” 
managers can get answers to improve the firm’s operations performance. Because these financial ratios 
and measures are linked, the organizations can manipulate one financial measure at a time to see its 
impact on other ratios and, ultimately, on the firm’s bottom line. This process allows the company 
to determine from a variety of sources those variables that will improve its ROI the most. The SPM 
model is simple and relatively easy to use. Its only drawback is that all aspects of performance are 
translated into financial measures and other nonfinancial measures are not factored into the model.

BALANCED SCORECARD
The balanced scorecard, developed by Robert Kaplan and David Norton, is not only a performance 
measurement system but also a strategic planning and management system that is used extensively 
by profit, nonprofit, and governmental organizations worldwide. By using this system, managers are 
able to:

•• Align a firm’s activities with the vision and strategy of the organization.
•• Improve the firm’s internal and external communications.
•• Track and monitor the firm’s performance against its strategic goals.

Unlike the strategic planning model, the balanced scorecard includes strategic nonfinancial per-
formance measures in addition to the traditional financial metrics. The inclusion of financial and 
nonfinancial measures offers managers a more balanced view of organizational performance.

The balanced scorecard transforms an organization’s strategic plan by providing a framework that 
not only includes performance measurements but also helps planners identify what should be done in 
the future and what should be measured. It provides guidance for the organization on a day-to-day 
basis. Figure 2.5 shows how the approach works.15

Figure 2.5 shows that achieving an organization’s vision and strategy requires balanced manage-
ment of activities in the following four critical areas:16
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