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Abstract
The impact of BSC implementation on the organization performance is considered to be an

important issue in a current business world in which organizations tries to measure their
performance using different performance evaluation systems. This study empiricaly
examines the impact of the four BSC components on performance by taking the case of
Ethiopian airlines. The study attempt to highlight the impact of financial, customer, internal
process, and learning and growth perspectives, through which the manager should cascaded
down the organization strategy to the lower level. The study employed structured
guestionnaire which was administered on a sample of 336 employees of the airline to
examine the impact of BSC implementation on Ethiopian airlines performance. The study
used SPSS data techniques specifically linear regression for its analysis. Vaidity, reliability,
and multicollinearity tests were conducted on the data. The data analysis made based on
result conducted through correlation and linear regression. The results of linear regression
anaysis shows that the customer perspective (b=0.359, p < 0.01), internal process
perspective (b=0.195, p < 0.01), and learning and growth perspective (b=0.259, p < 0.01)
significantly influence the performance of Ethiopian airlines. But financial perspective
(b=0.031, p > 0.1) is found to be not significant to influence performance of the airlinesin
this study. Based on the findings of the study the strength and weakness of BSC
implementation in the airline are aso identified. Recommendations are made based on the
overal findings for possible action which will help further improvement based on the
researcher view. This study shows the impact of the three BSC perspectives which

significantly affect the performance of Ethiopian Airlines.
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CHAPTER ONE

1.1 Introduction and Background

For centuries the primary measurement of business performance had been financial.
Organizations used their Traditiona financial reporting systems as a sole indicator of how a
firm has performed in the past, but this method offers little information about how it might
perform in the future. They focus on the financial aspects of an organization by either
claming to increase profit margin or reduce cost. However, they were not aways
successful, for instance driving down costs could sometimes be at the expense of quality,
loss of staff (lost expertise) or even losing some of their customer base. Due to this
organizations didn’t have a means to understand their future financial success with other
indicators or perspectives to measure performance. In addition the traditional performance
measurement lacks link or do not emanate from the firm strategy (Lawrie, 2004). To ded
with this problem, organizations were looking for others methods; hence, they started to use
systems consisting of a mix of financia and non-financial measures to track progress for
quite some time. One such system was created by Art Schneiderman in 1987 at Analog
Devices, a mid-sized semi-conductor company; which is called the Analog Devices
Balanced Scorecard. Schneiderman's design was similar to what is now recognized as a
"First Generation" Balanced Scorecard design (Schneiderman, A. M.2006).

In 1990 Art Schneiderman participated in an unrelated research study led by Dr. Robert
S. Kaplan in conjunction with US management consultancy Nolan-Norton, and during this
study described his work on performance measurement. Subsequently, Kaplan and David P.
Norton included anonymous details of this balanced scorecard design in a 1992 article.
Kaplan and Norton's article wasn't the only paper on the topic published in early 1992 but
the 1992 Kaplan and Norton paper was a popular success, and was quickly followed by a
second in 1993. In 1996, the two authors published a book The Balanced Scorecard. These
articles and the first book spread knowledge of the concept of balanced scorecard widely,
and has led to Kaplan and Norton being seen as the creators of the concept (Lawrie,
G.2004).

From its development as a performance measurement tool, the Balanced Scorecard has
considerably evolved. According to Lawrie and Cobbold (2004), the evolution of the



Balanced Scorecard may be represented by three generations. The lack of a clear definition
from Kaplan and Norton has triggered several attempts by others to provide definitions,
which are consistent with the 1st Generation definition. Where aternative definitions
appeared, these usually suggested changes to the number and/or naming of the perspectives.
In general, the literature endorses the utility of the approach, but notes weaknesses in the
initial design proposition, and recommends various improvements relating both to the
design methods used and the underlying design concept (Lawrie and Cobbold 2004).

The main goal of first generation BSC was to make a balance between financial numbers
and future value creator derivers in organization performance evaluation, however, Kaplan
and Norton didn’t give a distinct and clear definition of “what is a balanced scorecard?” and
just explained how to apply it and talked about BSC in relation to other organizational
factors( Lawrie, G.2004).

On the second generation BSC two key improvements were created these are: choosing
metrics based on clear strategic goals, it enables to identify cause-and-effect relationship
among strategic goals that results in designing in a strategic communicational model or in a
strategic map. Creating four new managerial processes, by using them BSC transformed
from a performance evaluation system to a strategic management system. There were still
some weaknesses in the second generation BSC concepts and identification (Lawrie,
G.2004).

On the Third generation BSC they have succeed to solve the second generation problem.
Therefore, balanced scorecard is only atool to evaluate and measure organization strategies
and not a decision-making and strategy selection tool. Kaplan and Norton added new
metrics to the second generation of BSC in order to increase strategic communication and
created the third generation of BSC based on these changes. In the late 1990s, two other
metrics, strategic destination and strategic themes were added to BSC. In addition cause-
and —effect relationship model in last level equipped with a more accurate tool which is
named strategy map was incorporated( Lawrie, G.2004).

Currently BSC is adopted by more than 50% of large US firms. Mgority of the
companies in the US, Europe and Asia are using balanced scorecard approaches. The use of
BSC is growing in those areas as well as in the Middle East and Africa. A recent global
study by Bain & Co listed balanced scorecard fifth on its top ten most widely used



management tools around the world, alist that includes closely-related strategic planning as
number one. Balanced scorecard has also been selected by the editors of Harvard Business
Review as one of the most influential business ideas of the past 75 years (Lawrie, G.2004).

When we come to the Ethiopian context performance measurement has been taken as one
of organization and employees assessment method on government proclamation of public
servant assessment 1/55, 1955. However, its application and effect is not clearly known.
Implementation of modern performance management system in Ethiopia has been started
after the federal government proclamation no. 1/55 and 262/94 in 1994. In this proclamation
all organization under government budget are obliged to measure performance of the
organization and employees.

Later, the government of Ethiopia has embarked on institutional development efforts
across layers of government; and expanded the scope of public sector capacity building
initiatives (PSCAP). The PSCAP has six priority areas—(i) Civil Service; (ii) District-Level
Decentralization; (iii) Urban Management; (iv) Tax Systems Reform; (v) Information and
Communications Technology and (vi) Justice Systems Reform. The civil service reform is
one of subprogram of PSCAP which aims to promote the development of an efficient,
effective, transparent, accountable, and ethical civil service (The Ministry of Capacity
Building, 2005).

Among the subprogram activities of the civil service reform: improving the governance
of human resource management that is the execution of strategic performance management
system is the thematic area of this research. Hence as of May 2010 balanced scorecard card
performance management system that is tool for change and strategic management system
has been implemented in many public sector organizations in Ethiopia (The Ministry of
Capacity Building, 2005).

As one of the public enterprise in Ethiopia, Ethiopian Airlines also uses the Balanced
Score Card approach to measure its performance since 2010. The Airline also usesBSC as a
strategic and communication tool, to align the vision and strategy of the organization to the
overall business activities and to monitor performance as compared to the established goals.



1.2 Problem statement

In today’s business world the fate of organizations are changing very fast. Strong
competitors are entering into industries due to the liberaization, privatization and
globalization which have formed the catchword in the economic field (Sinha 2006).

In this competitive environment, one of the fields of management which is becoming
increasingly popular and relevant is Strategic Management. This is because this subject
helps to bring a focus on those actions that should be taken by the management which would
ensure the existence, survival and the long-term success of any organization (Sinha 2006).

Strategic management is managing for the Future or Competing for the Future as had
been remarked by the renowned strategic management experts, Hamel and Prahalad (Hamel,
2010). The futures will not just happen if one wishes hard enough. It requires decision-now.
It imposes risk-now. It requires action-now. It demands alocation of resources-now. It
requires work-now.” (Drucker, 2002)

The long-term success of any organization is determined by the capabilities and the
competencies it has developed. One of the tools used as organizational appraisal in order to
achieve these objectives is Balanced Scorecard. Balanced scorecard is seen as a strategic
management system enabling business leaders to meet the challenge of strategy execution.

As Kaplan & Norton described, if companies are to survive and prosper in information
age competition, they must use measurement and management systems derived from their
strategies and capabilities. The Balanced Scorecard provides executives with a
comprehensive framework that translates a company's vision and strategy into a coherent set
of performance measures (Kaplan & Norton, 1996).

BSC provides managers with the instrumentation they need to navigate to future
competitive success. The Balanced Scorecard translates an organization's mission and
strategy into a comprehensive set of performance measures that provides the framework for
a strategic measurement and management system (Kaplan & Norton, 1996). The Balanced
Scorecard was conceived to ensure that strategy is translated into action through the
interplay of objectives, measures, targets, and strategic initiatives. The objectives appear on
a strategy map and are further translated into performance measures, which, in combination

with targets, are used to gauge the achievement of those same objectives (Niven 2014).



While using Balanced Scorecard as a Strategic Management Tool, organizations are able
to identify organizational problem like the pressure points, conflicting interests, objectives
setting, and prioritization of objectives, planning and budgeting. The management should
have taken care of the following four main important steps (Niven, 2014). These are: —

1. It isto be remembered that the vision of any organization should be understood by
each and every employee of the organization. Hence, before starting with the strategic
implementation process, organizations needs to be clear about the reason for its existence,
where it wants to see itself after a certain number of years and properly decide its business
definition. There should be consensus around the organisations about vision and strategy.
The strategies should emanate from the vision and mission of the company which means
that a linkage is formed between the strategies of the different business units and the vision
of the organization.

2. The other important point which needs to be addressed is communicating the vision
and the strategies and linking it with departmental and individual goal. The long-term
strategic goals have to be trandlated into both departmental and individual goals which
should be aligned to each other in order to realize the long-term goals.

3. The other step is the resource allocation process to various departments, activities
and the processes based on the requirement to meet the results and should depend on the
budgeted estimates based on objectives to bring linkage between strategic goals and the
budgets.

4. Thelast step of the implementation process is to know whether the organization isin
a position to achieve its strategic goals and whether it is in the right track (the process of
feedback and learning).

In this process the organization will be able to understand the cause and effect
relationships among the different perspectives, their strong linkage and whether positive
results are being obtained. This helpsto identify gap and to take immediate action.

Researchers believe that proper implementation of BSC ensure the development of
competencies within an organization which will help develop a competitive advantage
without which it cannot expect to outperform its rivals. However, the researcher claimed
that it is not easy to implement this tool because it involves a lot of subjectivity. Moreover,

the tool is much more complex compared to the other performance measurement tools. This



has paved the way for this study so that the researcher could fill the gap by studying BSC
implementation process in Ethiopian Airlines and asses its impact on the organization
performance.

Literature support that effective and efficient BSC implementation will have a higher
impact on performance. Therefore, by conducting this study the researcher assess and study
the impact of BSC implementation on performance of EAL. This research thusfills a gap by
analyzing the impact of BSC implementation on the performance of Ethiopian airlines.

The following are specific research question of the study.

1. What are the effects of the four BSC perspectives on the overall organization
performance of EAL?

2. What isthe level of agreement among employees on the overal performance of the
airlines due to the BSC implementation?

3.  What are the mechanisms to enhance performance of EAL through BSC?

1.3 Research objectives

1.3.1 General Objective

The genera objective of this study is to assess the impact of BSC on Ethiopian Airlines

performance.

1.3.2 Specific Objective

Specific objective of the research are:

a) To anayze the effect of the four BSC perspectives on the overal organization
performance of EAL,

b) To analyze the level of agreement on the overall performance of the airlines due to the
BSC implementation

¢) To examined the mechanisms to enhance performance of EAL



1.4 Significance of the Study

This study is a micro level investigation of an organization; hence the findings of the study
are believed to be primarily significant to the organization. However, it can also give insight
in to the practice and problem of BSC implementation in other companies. The overall
output of this research contribute to the general knowledge of knowhow and proper
implementation of such performance measurement related system to improve private and

public organization performance in particular and to the economy in general.

1.5 Scopeof the Study

The scope of this study was limited to assessing Ethiopian Airlines enterprise’s performance
management system, focusing on BSC implementation based on the four perspectives
(Financial, Customer, Internal process & learning & growth) contribution on organizational

performance.

1.6 Limitation of the Study

This research solely conducted on the mentioned company and doesn’t refer any other
organization. At the same time all information required for this study were not available for
the researcher for the reason of confidentiality. However, the researcher exerted a maximum

effort to obtain data that was necessary and sufficient to serve the purpose of the study.

1.7 Organization of the Paper

This paper is organized in the following way. The second chapter deals with review of
literature both theoretical and empirical ones. In the Third chapter, a discussion is presented
on the adoption of methodology for this research. The fourth chapter deals with data
description and analysis. Finally, chapter five contains conclusions and recommendations.



CHAPTER TWO

Literature Review

2.1. Balanced Scorecard

BSC is a strategic management tool which provides a manager with a clear and concise
picture of the business's health and progress in reaching its goals. Mohan Nair (2004) on his
book defined BSC as a methodology to solve challenges in balancing the theories of a
strategy with its execution and has the following characteristics: a) Its methodology is suited
for managing business strategy, b) It uses a common language at al levels of the
organization, ¢) Is uses a common set of principles to manage day-to-day operations as well
as to framework the company’s strategy. d) It is designed to identify and manage business

purposes, and €) It provides a balance between certain relatively opposing forces in strategy:

According to Niven (2014), balanced scorecard is not one single thing, but a number of
elements that combine to create a powerful unified whole. The Balanced Scorecard system,
which is designed to help any organization effectively execute its strategy, is composed of

four unifying elements: Objectives, Measures, Targets and Strategic initiatives.

2.2. The Balanced Scorecard Per spectives

The balanced scorecard retains financial measurement as critica summary of managerial
and business performance, but it highlights a more general and integrated set of
measurements that link current customer, internal process, learning and growth to long term
financial success (Kaplan and Norton, 1996). According to Kaplan and Norton (1996), the
balanced scorecard has four perspectives; a) financial perspective, b) customer perspective,

¢) internal business process perspective and d) employee learning and growth perspective.

a) Financial Perspective: Even though balanced scorecard was developed in part as a
reaction against the excessive reliance on financial measures, the financial measures are still
an important component of the balanced scorecard (Niven, 2006). According to Kaplan and
Norton (1992) and Niven (2006), measures in the financial perspective indicate whether the
implementation of the company strategy and its execution are contributing to the

improvement of bottom-line results. Focusing on resources, energy, capabilities on customer

8



satisfaction, quality, knowledge, and other factors in the other perspectives without
incorporating indicators showing the financial returns of an organization may produce little
added value (Niven, 2006). Financia perspective focuses on measures which have the goal
of enhancing shareholder value. The most commonly used measures are derived from the
objectives of revenue growth and productivity, such as return on equity, return on

investment, revenue, gross margin, and other indicators (Niven, 2006).

b) Customer Perspective: When choosing measures for the customer perspective of the
scorecard, organizations must answer three critical questions. Who are our target customers?
What is our value proposition in serving them? And what do our customers expect or
demand from us? In the customer perspective, the aim isto identify the customer and market
segments in which the organization will compete, and accordingly, the measures to track
related performances (Kaplan and Norton, 1996). Customer concerns have a tendency to fall
into four different categories: time, quality, performance & service and cost (Kaplan and
Norton (1992), Therefore, in order the balanced scorecard to work, they advocate that, the
company should articulate goals for time, quality, performance and service. Then it should

trandlate these goals into detailed measures.

¢) Internal Business Process Perspective: In the internal business process perspective of
the scorecard, the key processes the firm must excel at to continue adding value for
customers and ultimately to shareholders are identified. Customer based measures are
important, but it must be translated in to measures that the company must do internaly to
meet its customers ‘expectations. It is essentia to note that measures of the internal process
perspective should come from the processes within the business that give the most value to
the customer (Kaplan and Norton, 1992). These processes are the one that affect cycle time,
quality, employee skills and productivity. The company should aso try to identify and
measure their core competencies and critical technology needed to ensure continued market
leadership (Kaplan and Norton, 1992). Companies should decide what processes and
competencies they must excel at and specify measure for each (Kaplan and Norton, 1992).
Traditional approaches of measuring the internal processes focuses on monitoring and

improving existing business processes, the balanced scorecard approach focuses on



measuring, monitoring and improving the business processes by, when needed, identifying
entirely new processes which integrates measures for both the long-term innovation cycle

and the short-term operation cycle (Kaplan and Norton, 1996).

d) Employee Learning and Growth Perspective: The learning and growth perspective
measures the company‘s ability to keep their competitive advantage. The intense global
competition of today‘s world requires the companies to be able to change fast and be
innovative (Kaplan and Norton, 1992). The objectives and measures in the employee
learning and growth perspective of the balanced scorecard are realy the enablers of the
other three perspectives. Continual improvements and the ability to learn and introduce new
products and services are the precondition to survive, expand in the global marketplace, and
increase the company‘s value (Kaplan and Norton, 1992). Once objectives, measures, and
related initiatives in customer and internal process perspectives identified, it can be certain
discovering some gaps between current organizational infrastructure of employee skills
(human capital), information systems (informational capital), and the environment required
to maintain success (organizational capital). The objectives and measures designed in this
perspective will help to close that gap and ensure sustainable performance for the future
(Niven, 2006).

2.3. Performance M easur ement
Nedly et al. (1995) defined performance measure is a metric used to quantify the efficiency
and/or effectiveness of action. Neely et al. (1995) also defined performance measurement

and performance measurement system as follows.

Performance measurement is the process of quantifying the efficiency and effectiveness of
action. On the other hand a performance measurement system is defined as the set of metrics
used to quantify both the efficiency and effectiveness of actions. Some criterions considered
when deciding upon the measures that will make up balanced scorecard include (Niven
2014).

a) Linked to strategy: All measures on the scorecard should serve as faithful trandations of

objectives, which in turn, have been transated from strategy.
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b) Quantitative: It is important to ensure metrics are quantitative in order to avoid
subjectivity and reflect objectivity as much as possible.

c) Accessible: Proclaiming a measure as critical enough to appear on the scorecard,
regardless of initial data availability, signals a strong commitment to focusing on what really
matters.

d) Update frequently: Primary motivation in launching a balanced scorecard is most likely
to improve results. Results can only be enhanced through the provision of timely
information upon which action can be taken.

€) Counter balance: A useful diagnostic test for scorecard measures is to critically examine
each and ask whether the potential exists for any to drive unintended consequences.

f) Relevant: The measures appearing on scorecard should accurately depict the process or
objectives attempting to evaluate.

2.4. Implementing the Balanced Scorecard

According to Armstrong (2006), the maor steps required to introduce and operate a
balanced scorecard approach are:

a) Define the elements of the scorecard: It is necessary to establish the constituents of the
balanced scorecard perspectives from which performance requirements will be defined and
measured as a basis for improvement. The elements usually include financial, process and
customer factors. People factors covering development, motivation, leadership, and so forth
are sometimes substituted for learning and growth.

b) Identify performance drivers. The second step is to identify the performance drivers for
each of the categories. Links will need to be established between each of these areas so that
they are mutually reinforcing. For example, high levels of customer service in defined areas
will lead to better financial performance; customer service levels can be improved by
attention to processes such as on-time delivery, and customer care will be enhanced, if the
right people are selected and given the training to devel op the necessary skills.

) I dentify performance measures: The third step is to determine how performance in each
of the categories will be measured. In some areas such as finance and customer service it
may be quite easy to determine quantitative measures such as sales or levels of service as

assessed by surveys, questionnaires and mystery shopping. The measures for the process
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and change in perspectives may, however, have to focus on the achievement of development
programmers to meet defined specifications and to deliver expected results.
d) Communicate: This fourth step is to communicate to all employees what the balanced
scorecard is, why it isimportant, how it will work, the part they will be expected to play and
how they and the organization will benefit from it.
€) Operationalize: The fifth step is to operationalize the system. This means developing
policies, procedures and processes that ensure that it is applied at al levels in the
organization — strategically at the top, tacticaly in the middle — and as a matter of
continuing importance so far as working practices are concerned to all employees.
f) Train: The sixth step is to provide training for everyone in the organization on the
operation of the balanced scorecard and on what, on their different levels, they are expected
to do about managing and implementing the process.
g) Monitoring, evaluation and review: Finaly, the operation of the balanced scorecard
should be monitored and its effectiveness evaluated in agreement with its objectives. A
review can then take place to decide on where improvements or amendments need to be
made and how they will take place. Implementing means turning the scorecard into a true
management system and deploying, managing, and sustaining the newly created system.
According to Niven (2014), basically implementation of the scorecard involves three
steps. automation, cascading and evaluation. Automation: Once a good set of strategic
performance measures developed, a performance measurement information system is
needed to collect and report performance data and transform the data into performance
information. The reporting, analysis, and communication requirements represented by these
advances required new tools (Niven, 2014). Automating the balanced scorecard system
consists of analyzing software options and user requirements to make the most cost effective
software choice for today and to meet enterprise performance information requirements in
the future. Cascading: Cascading the balanced scorecard is a method designed to bridge the
considerable learning gap that exists in most organizations. Specifically, cascading refers to
the process of developing balanced scorecards at lower levels of organization. Cascading
strategy maps down and across the organization helps business units internalize their dual
roles of local optimization and corporate contribution (Rohm, et a., 2013). Vertica
alignment enables each business unit and department to contribute to higher-level strategic
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objectives while simultaneously striving to implement its local strategy for success in its
competitive environment similarly horizontal alignment with other business units enables
the corporation to realize synergies (Kaplan and Norton, 2008). Evaluation: evaluation
assesses how well the organization‘s strategies accomplish desired results and how well the

strategic management System improves communications, alignment and performance.

2.5. The Benefits of BSC

The BSC is an easy way to understand, design and more formalized process of performance
management and linking strategy to performance measures and outcomes (Pandey, 2005).
As Brunette (2010), stated many companies are motivated to implement the BSC as it
assists the organization in the following ways:

a) To promote growth and communicate strategy: As the BSC focuses on long-term
strategic outcomes and not only on short-term operational results, it promotes growth.

b) Companies use the BSC to provide focus. When measures are aligned to a few critical
strategies, the BSC is used to provide focus on what is important to the company. These are
to understand target customers and their requirements and to acknowledge the need to focus
on and invest in intellectual capital and intangible assets as these will carry a competitive
advantage in the future.

¢) The BSC performance: Individual and collective results are tracked against targets to
correct and improve matters. Furthermore BSC demonstrates where accountability lies.

d) A company uses the BSC to align its goals: When one measures what is truly important
to success, the measures are linked to and used to support one another in the process
alignment occurs across the organization. The BSC enables employees to understand
strategy, and to link strategic objectives to their day-to-day operations.

Balanced scorecard system serves three primary purposes (Niven 2014):

a) Communication: strategy maps are designed to translate the organization‘s strategy into
action via objectives stitched together through the perspectives.

b) Measurement:. The scorecard was created to aleviate three measurement challenges
plaguing modern companies. how to competently gauge the role of intangible assets,

balance financial and nonfinancial indicators, and ultimately execute strategy. While
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strategy maps communicate the strategic destination, scorecard measures (and associated
targets) monitor the course, ensuring stay on track.

c) Strategic Management: Balanced scorecard can be used as the centerpiece of a broader
management system, which links it to such crucial management processes as budgeting,

compensation, board governance, and risk management.

Similarly Mohamed and Basuony (2014), suggested some benefits of implementing the BSC
asfollows. According to Basuony (2014) a key advantage of the balanced scorecard isthat it
puts strategy, structure, and vision at the center of management‘s focus. Furthermore, BSC
was constructed to tell the story of an organization strategy and to guide its implementation.
Balanced scorecard emphasizes an integrated combination of financial and non-financial
performance measures. It keeps management focused on the entire business process and
helps ensure that actual current operating performance is in line with long-term strategy and
customer values. The cause-and-effect linkages of the BSC confine the difficulty and
interrelationships of a strategy, facilitating explicit tradeoffs among quality, cost, and
access.

According to Balanced Scorecard Institute (2009) the benefits of employing the BSC
for strategic planning and management are: a) BSC allows for organizationa alignment to
build collective and individual accountability from the vision of the company to the desktop
of individuals, b) BSC offers improved communication and transparency. Management can
build employee buy-in and offer incentives for desired behavior. Performance information
provides a basis for executives and other staff to be evaluated fairly against company

standards, and for incentives to be linked to performance.

2.6. Empirical evidencein support of the BSC
Severa literatures show evidence on BSC applicability in different sectors. BSC has been
applied in many different areas of the private sector. It has also been applied not only in
large organizations, but in small and medium enterprises (SME)’s as well. Although there
are a large number of examples of BSC usage in many different sectors, it must be

considered whether the benefits of a BSC outweigh the time and costs of implementation.
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In order to evaluate the effectiveness of the BSC, it needs to be examined whether there
is any proof that BSC implementations have led to an improvement in financia
performance. Considering the huge amount of literature in this area, it is surprising to note
that thereislittle empirical research performed on the impacts of BSC implementations.

It is important to separate the two major concepts of “success” in the BSC literature: the
first version of success may simply be a BSC successfully being applied to a company and
used as a PMSA and the other one is success driven from improved company performance
due to BSC implementation. Successful BSC implementation, like the implementation of
any other PMS, should improve the measurable performance of a firm by improving its
ability to manage its assets, whilst at the same time allowing costs to be reduced through an
increased understanding of the business environment in which it is operating. Empirical
evidence in support of the view that Balanced Scorecards lead to improvements in
performance in private sector organizations is reported to be scarce (Paranjape et al., 2006).

Some literatures evidenced an improved trandation of strategy into operational terms,
enhancing the process so that it is continuous, and ensuring a greater alignment between the
processes, services, competencies and units of an organization. Research also shows BSC
implementation on some nonprofit organizations enables managers using a score card led to
an increased ability to clarify and communicate strategy, an improvement in the alignment
of strategic objectives with actions, and that they provided a base for building up a
performance measurement system. Here again, there is relatively little evidence showing
whether an effective implementation of BSC leads to an increase in performance. However,
in order to undertake such an exercise, it is clear that the specific BSC being implemented
would need to be described. If not, it would be difficult to assess whether a failure to show
improvements in performance was due to the implementation strategy, or perhaps stemmed
from the choice of an inappropriate BSC (Paranjape et a., 2006).

While BSC is successful in assisting companies with their strategic and PMSs, it has also
attracted a certain degree of criticism. The main criticisms to BSC are: a) BSC lacks an
adequate time dimension to the scorecard. As a BSC has an inherent time lag between a
propose change and any result being seen in performance, the lack of atime dimension
means that it is difficult to demonstrate the direct link between cause and effect (Narreklit,
2003); b) The proposed relationships described between the four perspectives are
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ambiguous, it cannot be proven that improvements in one perspective can lead to
improvements in another (Narreklit, 2003,), ¢) BSC is primarily based on the lack of a
competitive dimension. Neely et al. (1995) criticize that a manager creating measures based
solely on the four perspectives of financial, customer, internal business, and innovation and
learning, would not be able to answer the key question of what the organizations
competitors are doing. Neely et al. (1995) claim that the failure of the BSC to consider more
dimensions such as a competitive perspective, HR/employee satisfaction perspective,
supplier  performance  perspective, product/service  quality  perspective, and
environmental/community perspective, limits the comprehensiveness of the model because

not all measures can be included.

2.7. Conceptual Framework

Conceptua frame work explains the main things to be studied, the key factors, or variables
and the assumed relationship among them (Voughan 2008). Based on literature, the
conceptual framework shown in the figure below is used for this study. The framework
depicts performance as influenced by variables including: four BSC perspectives. financial,
customer, internal process and learning and growth. In addition the framework considers
age, educational level and service year in the organization as control variables (Figure 2.1).

Figure 2.1. Conceptual framework of the study

FINANCIAL >
CUSTOMER >
> PERFORMANCE
INTERNAL PROCESS >
LEARNING & GROWTH _
AGE

EDUCATIONAL LEVEL

Source: Own Literaturereview
SERVICE YEAR IN EAL
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CAPTER THREE
Resear ch M ethodology

This chapter discusses the research materials and methods used in the study including
background information about the organization on which the study is conducted, data types
and data sources, methods of sampling, methods of data collection and analysis. Finaly, the

chapter discusses reliability and ethical issues.

3.1. Background of Ethiopian Airlines

Ethiopian Airlines, the national flag carrier of Ethiopia, was founded in December 21, 1945,
as Ethiopian Air Lines Inc. as a joint venture with American airline, TWA (Trans World
Airlines) before it startsits first scheduled flight to Cairo on 8th April 1946 with 5 surplus C
47 aircraft. In the following years Ethiopian airlines expand its domestic and international
service by acquiring additional aircrafts. In 1953 Ethiopian airlines negotiated with TWA to
replace all expatriates by Ethiopian with the ultimate aim of operating entirely with
Ethiopian personnel. In 1957 the airline took some mile stones by having the first Ethiopian
commercia aircraft commander and establishing its own training center to train local pilots,
technicians and supervisor. In 1960 following the decision to operate a jet airplane the new
airport and headquarter established at Bole. After this major decision to operate jet airplanes
the airlines expand its network throughout the world and also acquired modern aircrafts.

The airlines developed its capacity on additional service for cargo operation, expand its
maintenance facility and owned simulators for crew training for jet airplanes. Ethiopian
Airlines continued its route network expansion throughout the world by connecting Africa
with the rest of the world. It aso acquired state of the art maintenance hangar and Cargo
terminal complex and operatesin amodern airports and runway.

Ethiopian has started management contract with African Airlines ASKY based in Lome
and Maawian in Maawi and the recent agreement with Air Rwanda, which will help the
airline to have multiple hubs in Africa. Ethiopian creates strong commercial cooperation
with many airlines which are the leading airline group in the industry through codeshare
agreement and joining Star Alliance group. The airline has received recognition by passing
IOSA safety audit and European Aviation Safety Agency, the Ethiopian Civil Aviation
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Authority(ECAA) and the USA Federal Aviation Administration (FAA) approva for
maintenance and Aviation training.

It is 100% government owned throughout its history. During the past sixty five plus
years, Ethiopian has become one of the continent’s leading carriers, unrivalled in Africa for
efficiency and operational success, turning profits for ailmost all the years of its existence.
Operating at the forefront of technology, the airline has also become one of Ethiopia’s major
industries and a veritable institution in Africa. It commands a lion’s share of the pan African
network including the daily and double daily east-west flight across the continent. Ethiopian
currently serves 92 international destinations operating the newest and youngest fleets. In
recognition to these excellent aviation developments in Africa, its dependable service and
all successful achievement, the airline received different rewards and recognition from
various institutions throughout the world.

Ethiopian Airlines uses the Balanced Score Card approach since 2008 to measure its
performance. It uses the BSC as a strategic and communication tool to align the vision and
strategy of the organization to the overall business activities and to monitor performance as
compared to the stated goals. BSC helps to measure the drivers to achieve the strategic
objectives of the airline; by aligning the strategy with the daily activities, where all involved
are duly communicated and are aware of what is expected in their future performance.

BSC maps the Airlines strategic objectives in four perspectives: financia, internal
processes, customers, and learning and growth; and specific metrics are attached to each
perspective. The balanced score card enables the stakeholders involved to view the activities
as internal and externa to the airline, as a financia and non-financial metric; and for
comparison of past and future performance. Strategic objectives of the organization
communicated to all employees through different communication media of the organization
and the targets are cascaded al the way to individua level. Management prepares BSC in
consultation with their immediate supervisor and agree on targets and measurements; non-
management staff will have 1SCs (individual Score card) with the KPIs clearly stated on it.
BSC as a performance measurement approach in the Airline can be considered as the control
system to monitor the execution of plans and if the targets set are not in line with the plan,
the airline will be able to review during the mid-year assessment and seek means of

improving the overall performance.
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3.2. Resear ch Method
This study adopted quantitative and qualitative research technique with a primary purpose of

determining impact of BSC on the organization performance. Quantitative research has its
own strength. Its main strengths are that it generates precise, numerical data from survey
sizes. Furthermore, the findings are reliable and can be generalized and replicated to many
populations (Maxwell and Delaney, 2004). This research therefore used both quantitative

and quantitative data approaches.

3.3. Sources of Data
This study largely depended on primary data, which was collected through survey method

by using standard questionnaires. According to Krishnaswami and Ranganatham (2007), the
advantage of this method is that it is less expensive, permits anonymity and may result in
more responses that are honest. In addition to primary data, variety of secondary data
including library sources (books and articles) and information contained from organization
web-pages were used for the study. A survey method of data collection through
guestionnaire was used to collect data for this study (see appendix 1). The data was obtained
from sample employees in the organization by preparing and distributing structured
guestionnaire. The questionnaire was pre-tested to check its appropriateness for gathering all

the required information.

3.4. Sampling methods

There are severa aternative ways of taking a sample. The major aternative sampling plans
may be grouped into probability techniques and non-probability techniques. In probability
sampling every element in the population has a known nonzero probability of selection. The
simple random is the best known probability sample, in which each member of the

population has an equal probability of being selected. Probability sampling designs are used
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when the representativeness of the sample is of importance in the interest of wider
generalizability. When time or other factors, rather than generalizability, become critical,
non-probability sampling is generally used. As a result, probabilistic random sampling is
used in this research since the target population is properly defined.

The researcher took 4000 employees from the total of 9800 employees as a population
size by excluding employees: with less than 2 years’ experience for the reason that they will
not have good exposure to BSC of the company. Employees working shift hour for that
period, outstation employees’, employee working on restricted area due to safety and
security reasons and employee with low level educational background for the reason that

they will not be able to understand the questioner.

3.5. Sample size deter mination

The researcher has taken a number of factors in to consideration in determining the sample
size. The factors include cost of data collection and analysis, the type of data required for
the study, and number of target population. On the basis of these determining factors, the
researcher has relied on RAOSOFT online sample size calculator (Woollcott, 1993) and
decided the sample size to be 9% of the study population. The required sample size
determined at 95% confidence level and with 5% margin of error. The calculator determines
the recommended sample size as 351 but 10% of the total sample was added for unreturned
and incomplete questionnaires (Tayueet a., 2012). Data collection taken place at the
premise of the company from April 15 to 25, 2016. After pre-testing, the structured survey
guestionnaire was administered on a total of 386 employees. Out of these, only 336 (95%)
employee provided full response to the questions. Hence, the required sample size 336 was
taken as total sample. A simple random sampling method was used. In this procedure,
random sampling method was employed to selected respondent. The employees included in

the sample were those willing to fill the questioner.

3.6. Operationalization of Variables

In this study the dependent variable is performance. The research measures this variable
using a 5 point Likert scale (1=strongly disagree and 5= strongly agree) using subjective
approach of measuring performance. Subjective measures often rely on stated objectives or
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expected objectives (e.g., Jaworski and Kohli, 1993, Ingenbleek, Tessema, and van Trijp,

2013). Because objective performance data typicaly is accessible for all employees, this

research turned to subjective measures and developed a scale of performance indicators that

refer to prior expectations by employees of EAL in implementing BSC concerning items

such as the increase in: sales volume of EAL, customer service quality and service

automation. The independent variables for this study are the four BSC perspectives,

financial perspective, customer perspective, internal process and learning and growth

perspectives. The researcher tried to measure these variables using a 5 point Likert scale

(1=strongly disagree and 5= strongly agree) to identify the overall level of respondents’

agreement (see also appendix 2). This research aso used three control variables. age,

educational level and service year in the Airlines.

Table 3.1. Operational definition of independent variables used in the study

Expected effect
Independent on Performance
variables Definitions M easures (+/-)
1 Financial Parameters used to measure financial Likert
Perspective performance in the organization scale +
5 Customer Parameters used to measure performance  Likert
perspective based on meeting customer expectation scale +
Internal
3 process Business process measures used to Likert
perspective succeed in the above two perspective scale +
Parameters used to measure organization
4 Learning & ability to change and improveits
growth employees to achieve above three Likert
perspective perspectives scale +
. Interval
Age The age of the respondent. variable +/-
6 Education Refers to the education level of Dummy
level respondents. variable +/-
7 Serviceyear in  Thelevel of experience that the employee Interval
theairline has variable +/-

Source: Own literaturereview
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The researcher was used factor analysis for al variables with multi-item scales. During all
factor analysis procedures, principal axis factoring with eigenvalue greater than or equal to
one extraction and varimax rotation methods were employed. The factors extracted for each
of the scales, which had factor loading value greater than 0.5, were used in a subsequent
analysis. Items with factor loadings of less than 0.5 were excluded from further analysis. For
detailed factor analysis, see Table 3.2.

Cronbach alpha was used to test the reliability of multi-items (Churchill, 1979). Financial
perspective factor is comprised of four items such as clearly defined financial perspective of
BSC in each division level to achieve strategic objectives, clearly linked financia
performance drivers to mutually reinforce with other perspectives, clearly showing all its
financial initiatives to achieve its target and putting clear objective measurement to evaluate
performance with aphavalue of 0.87.

Customer perspective factor is composed of four items: enhancing market share through
customer focus approach, identifying target customer, their value proposition and
expectation, clear communication to track related performances which enhance customer
service and increase market share following the BSC implementation with apha value of
0.84.

Internal process factor is composed of three perspectives: the target which will contribute
to an enhanced service and product quality, high value to the processes within the business
that gives the most value to customers and processes and competencies that the employees
need to excel at with aphavalue of 0.81.

The Learning and growth perspective factor is composed of five items: clearly defined
learning and growth perspective in each division level, clearly identified indicators to keep
its competitive advantage, clearly defined objectives and measures to enable the employee
to achieve the other three perspectives and clearly designed objectives, measures which will
help to close the gap (on employee skill, information system and environment) and ensure
sustainable performance in the future and proper definition of indicators to improve work
place relationship with an alpha vaue of 0.912. The Cronbach alphafor al the above factors
is higher than 0.6. This shows that the internal consistency of the items taken is good
(Joseph and Rosemary, 2003).
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Table 3. 2. Construct items, loadings and alpha values

ltem Financial Per spectives (Alpha=.866, eigenvalue=2.863) Factor loading
Clearly defined financial perspectives 0.804
2 Enhance revenue volume through financial focus dropped
Linked financial performance driversto mutually reinforce other
3 perspectives 0.775
4 Clear financid initiatives 0.791
5 Clear objective measurement to evaluate performance 0.782
6 Performance indicators to improve productivity dropped
ltem Customer Per spectives (Alpha=.835, eigenvalue=2.676) Factor loading
1 Clearly defined customer perspectives dropped
2 Enhancing its market share through customer focus 0.714
3 Clear customer acquisition and retention policy dropped
4 Identifying target customer, their value proposition & expectation 0.736
5 Clear communication to enhance customer service 0.811
6 Market share 0.729
ltem I nter nal process Per spectives(Alpha=.808, eigenvalue=2.171)  Factor loading
1 Clearly defined internal process perspectives dropped
2 Clear target to enhance service and product quality 0.767
3 High value to the process that gives most value to the customer 0.792
4 Clear process and competencies that the employee need to excel at 0.737
5 Link b/n process improvement to continuous improvement system dropped
6 Research and development dropped
Learning & growth Perspectives (Alpha=.912,
ltem egenvalue=3.701) Factor loading

Clearly defined learning and growth perspectives
Clear indicators to keep competitive advantage
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3 Clear objectives and measures to achieve other perspectives 0.849

Clear objectives and measures to ensure sustainable performance 0.813

5 Indicatorsto improve work place relationship 0.858
ltem Performance (Alpha=.928, eigenvalue=4.426) Factor loading

1 Profit 0.801
2 Saesvolume 0.860
3 Customer volume 0.879
4 Customer acquisition and retention 0.796
5 Servicequality 0.82
6 Operationa excellence 0.81
7 Employee satisfaction dropped
8 Automation dropped

Source: Own survey data, 2016

The testing of the study’s on the conceptual framework was initiated through the cal culation
of partial correlation between performance and its determinants, namely financial, customer,

internal process, learning and growth, age, education level, and service year.

Table3.3. Mean standard deviation and correlation of variables

_ Variables Mean  St.dev. 1 2 3 4 5 6
1 Meanfor Performance 3.361 0.747 1

2 Age 2128 0681  .009 1

3 Education level 1.902 0546  -074 138 1

4 Stay in the organization 2586  1.594 028 8137 118 1

5 Financial perspectives 3385 0849 5447 049 -021 .036 1

6 Customer perspective 3477 0720 667  -015 -067 -021 .634" 1

7 Internal process perspectives 3417 0802 607"  .039 -054 .001 .647° .605"
8 Learning & growth 3261 0862 .646° 012 -091 -002 .6127 .654

* ** ggnificant at the 0.05 and 0.01 level (2-tailed).
Source: own survey data
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3.7. Method of data analysis
The quantitative data gathered through structured questionnaire was processed using SPSS
(statistical package for social sciences) version 20 to get descriptive statistics results. The
relationship between the dependent variable, performance, and the independent variables is
expressed as alinear combination of the independent variables plus an error term. Following
Greene (2003), the multiple linear regression models is specified as:

Y= B0+ B1X1+ 2X2 + B3X3 + B4X4 + P5X5 + B6X6 + P7XT + €

Where: Y= performance of the airlines as expressed by its employees

B0= Constant term

X1= Financial perspective of BSC

X2= Customer perspective of BSC

X3= Internal processes perspective of BSC
X4= Learning and growth perspective of BSC
X5= Age of the respondent

X6= Education level of the respondent

X7= Length of employment servicein EAL

Where the BS are coefficients of independent variables, Xs are column vectors for the
independent variables in this case; financial perspective, customer perspective, internd
processes perspective, learning and growth perspective, age, education level and length of
employment in EAL; while € is a vector of errors of prediction. The errors are assumed to be

normally distributed with an expected value of zero and a common variance.

3.7.1. Descriptive analysis
Descriptive statistics like frequency and percentage, mean, standard deviation and histogram
were used to present socio-economic factors, the control variables and the respondent level

of agreement on the airline performance.

3.7.2. Quantitative analysis
Ordinary least squares regression model was used to indicate the major determinants of

performance. Ordinary least squares regression is a generalized linear modeling technique
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that may be used to model a single response variable which has been recorded on at least an
interval scale. According to Pohiman (2003) Ordinary least squares models the relationship
between a dependent variable and a collection of independent variables. The technique may
be applied to single or multiple explanatory variables and also categorical explanatory
variables that have been appropriately coded (Hutcheson, 2011).

Before estimating any model, it is a must to check the validity of the model properly.
Hence, the researcher has made as necessary, tests for multicollinearity. Variance Inflation
Factor (VIF) method were used to test multicollinearity of variables. As arule of thumb, if
the VIF of avariable exceeds 8, there is a serious multicollinearity problem. In this research
mean of the VIF result is 2.26 (see appendix 3). Thus, serious multicollinearity may not be a
problem in the data used for this study.

In this regression model the researcher included variables that are related and taken as
performance indicator or factors in BSC implementation, were the four perspectives
(Financial, Customer, Internal process, learning and growth), Age, Educationa level and
stay in the organization. The relationship between the dependent variable, performance of
the organization, and the independent variables is expressed as a linear combination of the

independent variables plus an error term.

3.8. Ethical Considerations

The ethical approva and clearance for the study before data collection was obtained from
the College of Business and Economics, Addis Ababa University. Consent was aso
obtained from Ethiopian Airlines after the purpose of the study was explained to the
organization. Respondent were aso informed that the information obtained from them
would not be disclosed to the third person. Name and other identifying information were not
used in the study. The researcher safeguarded all information related to the participants.
Their privacy, identity and confidentiality were maintained by assigning them code numbers
instead of names (anonymity). The completed questionnaires were filed safely and were
accessible only to the researcher.
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CHAPTER FOUR
Results of the study

The first section of this chapter presents a socioeconomic description of the sample in terms
of age, level of education, length of stay in the organization and others. The second section
includes the level of performance improvement in the organization in relation to
independent variables. The third section includes results of determinants for performance
improvements. The fourth section is about the examined mechanisms to improve

performance in the organization.

4.1. Respondentsprofile
Regarding the sex composition of the sampled respondents’ majority of them were male,

63% while the remaining 37% were femae. About 62% of the sampled respondents were
between the ages of 25 up to 35. The value of ages below 25, 36-50 and above 50 is 14%,
22% and 2%, respectively (Table 4.1). Regarding educationa level, (69%) of the
respondents are Degree holders while Diploma and MA/MSc holders are 20% and 10%
respectively. Respondent with a service year between two and three and four to six years’
compose 31% and 30% respectively while the rest is composed of employees with more
than 6 year experience in the organization. 26 % of the respondents are management and the
rest 76% are non-management. 33% of the respondents are currently working in

Maintenance, Repair and overhaul division and 38% working under commercial division.
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Table 4.1. Respondent profile

Items Frequency Per cent
Gender
Male 211 62.80
Female 125 37.20
Age
Below 25 47 13.99
25-35 209 62.20
36-50 72 21.43
Above 50 8 2.38
Educational level
Diploma 68 20.24
Degree 233 69.35
MA/MSc. Degree 35 10.42
Length of stay in the organization
Less than three years 104 30.95
4-6 102 30.36
7-10 37 11.01
11-15 42 12.50
16-20 29 8.63
21-30 17 5.06
Above 30 years 5 1.49
Current position
Management 88 26.19
Non-management 248 73.81
Division of the respondent
MRO 111 33.04
Commercid 129 38.39
IT 30 8.93
Finance 32 9.52
Others 34 10.12
Length of stay in current position
<1 64 19.05
1-3 176 52.38
4-6 75 22.32
Above 6 21 6.25

Source: own survey data
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4.2.Leve of organization performance due to BSC implementation

4.2.1 Agreement level of respondent on the overall performance of the organization

As shown in Figure 4.1. the mean agreement level of respondents is 3.3611 with standard
deviation of .747. This tell us the genera employee rating towards performance measure is
high which may indicate that majority of the sampled respondents agreed on performance
improvement in the organization with the implementation of BSC based on a scale ranging
from 1 (strongly disagree) to 5 (strongly agree). The optimal agreement scores for
performance improvement in the organization strongly suggest that better performance
improvement can be achieved, if the organization work more on the four BSC perspectives
and more could be done to assure that performance improvement can be achieved through
proper BSC implementation.

Figure4.1.: Agreement level of sample employeesin the performance of airlines
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4.3.Agreement level of Respondents on performance due to BSC implementation

4.3.1. Agreement level of respondent on the overall performance of the

organization

The figure shown above portraits the mean agreement level of respondents is 3.3611 with
standard deviation of .74706. This tells us that the general employee rating towards
performance measure is significantly high which may indicate that majority of the sampled
respondents agreed on performance improvement in the organization with the
implementation of BSC. The optimal agreement scores for performance improvement in the
organization strongly suggest that better performance improvement can be achieved, if the
organization works more on the four BSC perspectives. More also could be done to assure
that performance improvement can be achieved through proper BSC implementation.

4.3.2. Respondents’ agreement level on the four performance improvement

determining factors

Sampled respondents indicated their level of agreement on each of the four performance
improvement determining factors: financial, customer, internal process and learning and
growth. (See Table 4.3.) There are some variations on the level of employee agreement
across the four factors. To this respect, the mean of performance improvement score was the
highest for customer perspectives (3.4769.), followed by internal process (3.4167). The
mean of performance score was the lowest for learning and growth perspectives (3.2607).
The mean of general performance improvement in the organization acquired by employeeis
3.3611.
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Table 4.2. mean and standard deviation of theindependent variable

ltems N Mean Std. Deviation
Financial Perspective 336 3.3847 .84944
Customer Per spective 336 3.4769 12046
Internal process perspective 336 3.4167 .80153
Learning and Growth per spective 336 3.2607 .86200

Source: own survey data

Thisresult might differ from other similar research result conducted in this company. Thisis
due to the reason that Ethiopian Airlines operates in different cultures and the attitudes and
values attached to the work ethics are different in al localities. Hence, this might have a
significant effect on the outcome of this research compared to other similar studies
conducted. At the same time the organization is working in a very dynamic and fierce
competitive environment which forces the organization to go through continuous change
and this will aso contribute significantly on the outcome of similar research in the future.
Even if all the perspectives and BSC designed are similar with that of Kaplan and
Norton(2008), research conducted on similar area will bring different result due to socio
economic environment of the country, culture and other factors which affects employee

work culture and ethics and finally to their performance.

4.4.Deter minants of Performance
The results of linear regression analysis are shown in Table 4.4. . The results revealed that

the explanatory variables customer (b=0.359, p < 0.01), internal process (b=0.195, p < 0.01),

and learning and & growth (b=0.259, p < 0.01), statistically significant. But financia
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perspective (b=0.031, p > 0.1) is not significant at 5%, the rest are insignificant. Thistells us
the three independent variables significantly contribute to the dependent variable
performance improvement at 5% as predicted by the researcher in the initia stage. The
model summary below shows that the regression model can explain 54.60 % of the variance

in the dependent variable.

Table 4.3. Deter minate of performance coefficientsand t value

Variables Coefficients t-value Sig.
(Beta)

Constant 3.629 .000
Financial Perspective 031 575 .566
Customer Perspective 359 6.619 .000
Internal Perspective 195 3.481 .001
Learning & growth perspective 259 4573 .000
Age of the respondent -.077 -1.190 235
Level of education -.016 -427 .669
Length of stay in the organization .099 1.549 .061
F statistics (df) (7, 328), 56.286 .000
R (R adj.) 0.546 (0.536)

Source: own survey data

The relationship between the controlling variables shows that an employee being staying for
a longer period of time in the airlines shows significance (b=0.099, p < 0.1 one tailed).
Other two control variables were not found significantly related to the performance of the
airlines. And the dependent variable is not significant. This means education level and
length of stay in the organization don’t have significant effect on the performance of the
organization and it shows no dependable pattern found between performance and socio

economic factor.
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4.5.Examined the M echanisms to enhance perfor mance

Employees were asked to put their comments and opinion in the open ended question; to
what extent has the airline effectively implemented its BSC and the reason for their rating.
Some of the employees put their comments and opinions. Most of them have indicated that
the problems seen in the application process (execution and evaluation) as the main reason
for their rating. The researcher believes that they are indications for further improvement, if
clearly analyzed and corrective actions are taken. These comments are summarized on
issues related to: subjectivity and bias in evaluation, problem of putting objectively
measured target, awareness problem, and inconsistency of the target from time to time and
across similar departments, lack of participation of employees, not attaching performance
with reward, highly stretched target and absence of automated system to measure
performance.

a) Subjectivity and Bias: the application of 20/70/10 differentiation rule is stated by all
respondents as a reason of subjectivity. As supervisors, forced by their higher managers to
evaluate employees based on this rule rather than the actual performance, the BSC
application process is still prone to subjectivity in evaluation and assigning target at
individual level. The level of understanding and confidence is aso indicated as a reason of
biasfor first level managers.

b) Absence of objectively measured target: This happens when corporate and division level
targets weren’t properly cascaded down to the lower level. Due to this, targets are not clear
to employees and become very difficult to measure leading to disagreement. In addition to
this managers and supervisors ability to cascade down corporate and division level target to
afloor level specific individual performance is questioned by the respondents due to various
reasons.
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¢) Awareness problem: No clear information and understanding about BSC. This is found
by al respondents as a reason for first line managers’ failure to clearly interpret and
cascaded down target to individual level.

d) Inconsistency of target setting: Not having similar measure across similar departments
and positions and at the same time changing target with in one evaluation period for no clear
reason. This creates dissatisfaction of employees and less credibility of the target.

e) Lack of participation: Mangers set the target without getting the consent of the
employee. Not incorporating employees in the target setting process leads to improper
definition of KPI and misunderstanding between employees and their supervisors.

f) Lack of attachment with the performance result: after evaluation lack of clear measure
being taken as a problem. On those employees rated as low performers to improve their
performance and bring them to the performance level required through training and
coaching. Reward to employees rated as high achievers started recently. This greatly
contributes to employees’ outlook for BSC not as a performance measure, instead as
something which comes every six months to create confrontation between employees and
thelr supervisors.

g) Highly stretched target: employees are given highly stretched target which they think are
impossible to achieve. Due to the fast growth of the Airline corporate targets are designed
based on high performance organization strategy. To reflect this individual targets are
stretched. Most of the respondents indicated this as a source of demotivation and
dissatisfaction.

h) Lack of Automation: Most of the managers and employees agree that data collection task

is arduous and cumbersome, which makes the monitoring task unpleasant. Some of them
even criticize the process of data analysis which istoo much for a supervisor leading to error
and inaccuracy; resulting in wrong evaluation which creates resentment and dissatisfaction

of employees.
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4.6.Review of secondary data

In addition to the survey conducted by the researcher additional information collected from
the organization financial reports, website and portal pages to support the result of primary
data collection. The airline use Revenue as its key performance indicator in all levels to
measure financial performance. In order to understand the financial position of the
organization the researcher has taken 5 years revenue and profit data for comparison. This
data shows significant growth of revenue in each year with arelative growth of profit. These
data supports the researcher predict that BSC implementation in the airline has greatly

contributed to the improvement of performance in the organization.

Figure 4.2. Five years Revenue and Profit figures.

Source: Ethiopian Airlines website

The customers are the very reason that the airline exists and how the airline is perceived by

the customers really matters. Customers of the airline need areliable and safe transportation
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and the service must be at par with competitors' level of service; with respect to on-time
performance, quality, and loss or damage of passenger goods. Therefore, the customers are
at the heat of the performance management as the airline must serve its targeted customers
to meet the measures in the financial perspective. Hence, when we come to the customer
perspective of the airline, it is passenger number which is taken as the key indicator. The
researcher has taken five years passenger data for evaluation and this data also shows
passenger number of the airline is increasing from time to time i.e. the airline is achieving
what has been stated in the strategic manual for the interim period. This also supports the
researcher initial forecast that BSC implementation also helped the airlines to achieve its
customer perspective of developing policy for customer retention and customer growth.

Thisin return enables the airline to attract more passengers through time.

Figure 4.3. Five years passenger number figure

Source Ethiopian airlines website.
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To improve efficiency of customer service the airline take major improvements on its on-
time performance, reducing baggage regularity, reducing passengers denied boarding and
working in reducing customer complaints. The airline takes these areas as a mgor customer
dissatisfaction point and working aggressively to bring it to the industry standard. The one
which gives conclusive image of these parameters survey of customer satisfaction
conducted by the airline for each quarter and the summarized data for the five year indicated
on the figure below. This data also support improvement on airline service towards
customers by providing customer oriented services and products and putting clear indicators

in itstarget and working towards achieving these targets through BSC.

Figure 4.4. Customer satisfaction figurein percentage

Source Ethiopian airlines website
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CHAPTER FIVE

Conclusion, Managerial | mplication and Recommendation

5.1. Conclusion and recommendation

BSC as a performance management system in Ethiopian Airlines has contributed a lot in
creating a shared vision of the purpose and aims of the organization, helping each employee
understand and recognize their part, the targets and the measurements attached to those
targets, in contributing to organization strategy, and in so doing, manage and enhance the
performance of the individual and the organization. Atkinson and Epstein (2000) argue that
organizations exist to serve the objectives of their owners or sponsors. If the organisation is
commercial, this objective is likely to be increasing shareholder wealth.” Ethiopian Airlines
being a commercia entity aims to make profit from its operations and its primary driver is
profit and is aimed at increasing the wealth of the owner - the government. Hence, BSC
helps EAL to achieve its primary objectives through achieving its targets towards other
supporting objectives like customer, internal process and the employee. BSC
implementation is helping the managers to understand the inter-relationships of the
perspectives which eventually result in improved decision making and problem solving; in
the process helping the airline to look-and move forward.

Other studiesin arelated field agree with the impact of proper implementation of BSC on
organization performance based on other parameters. However in this study from the
parameters taken as a determinant factor for performance, the regression result showed that
customer perspective, internal process perspective and learning and growth prospective were
the main factors influencing the level of performance in Ethiopian airlines. This means that
these three perspectives customer, internal process and learning and growth positively and
significantly influence the level of performance in Ethiopiaairlines.

As stated in the research objective section, the first objective was to determine the impact
of BSC implementation on organization performance. It is found out that mean of
performance is 3.3611 with standard deviation of 0.74706. Based on this, the researcher can
say that employees are in better agreement on the performance improvement of the

organization due to BSC implementation. The possible reason for employees not rating the
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airline performance to more than the existing result are those indicated as execution
problems, which hinder the organization to improve performance as expected.

As employees are at the center of BSC in the organization, this research also take
employee as a main source of information to evaluate performance of the organization
through BSC implementation considering their feedback to have paramount importance on
the organization performance improvement. Hence, securing strong agreement level of
employee on BSC implementation process is equally important to the organization as one of
its feedback mechanism.

Ethiopian Airlines BSC implementation impact towards customer growth and
development also shows a good improvement both from survey result and secondary data.
Hence, the airline should continue with this momentum to retain the existing customers and
at the same time needs to continue identifying gaps in its customer service and service
delivery process to work towards its improvement to attract new customers. This can be
done by developing balanced scorecard which articulates strict target, detailed measures and
initiatives for time, quality, performance and service in its customer perspective.

In the internal-business-process perspective, executives identify the critical internal
processes in which the organization must excel at. These processes enable the business units
to: deliver the value propositions that will attract and retain customers in targeted market
segments (Kaplan & Norton 1996). Hence, per the recommendation of the literature the
airlines also need to identify its internal process, most critical for an organization's strategy
to succeed, in which the organization must excel. These processes enable the business unit
to: deliver the value propositions that will attract and retain customers in targeted market
segments, as customer are a base for the airline existence. Ethiopian Airlines also need to
incorporate objectives and measures for innovation processes into the internal-business-
process perspective than focusing on processes of delivering today's products and services to
today's customers. This will help the airline to maintain its competitive position in the
future.

Based on survey result and secondary data assessment, we can say that Ethiopian is
working towards improving and refining its process through BSC by linking it with ACE,
continuous process improvement tool. The progress of ACE throughout the organization

shows the airline’s move towards Business process improvement. However, the airline
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needs to monitor and follow up ACE implementation process with the overall business
result and service delivery in order to meet its strategic objective by linking BCS target &
measure with the continuous improvement tool.

To close the gaps seen in the learning and growth perspective, the airline will have to
invest in reskilling employees, enhancing information technology and systems, and aligning
organizational procedures and routines. Targets and measure for these items should be
incorporated in the learning and growth perspective of the airline.

At the same time, we have seen from survey and secondary data result, the organization
is in the process of identifying the gap in employee skill and competency. Hence, BSC
implementation in Ethiopian airlines contribution towards employee growth and
development is at its initial stage. The company is working aggressively to fill this gap but
the researcher believes that Ethiopian needs to work more on the training and development
of employeesin order to achieve its strategic objective. The reason for this conclusion is the
percentage of new employees is much higher compared to long serving employees as
witnessed on the survey. Knowledge transfer between these two groups can only be
achieved and addressed through formal and on job training and coaching.

Moreover the biggest gap witnessed from the survey data on BSC implementation can
also be solved through training and awareness, by doing this, employees and their
immediate supervisors will have common understanding about targets and measures, to
work towards achieving same goal. This in turn helps the organization to improve its
performance and achieve its strategic objectives.

In addition to the above, the airline need to follow proper BSC implementation steps by
defining score card elements. Then identifying performance drivers and measures, clearly
communicates its importance and expectation from all; which will help all employees to
know their role. At the same time policies, procedures and processes should strictly be
developed to operationalize the process. Continuous training as required to employees and
management should be given to create good awareness on BSC. Finally, timely review and
evauation to monitor its progress, Automation of performance report and objective
evauation are mandatory processes in order to gain better benefit from BSC. From the
survey feedback, the researcher has learned that the airline needs to work on this part
critically in order to solve al the existing BSC related issue discussed below.
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In order to solve problems seen in the airline regarding BSC implementation, it is the
researcher recommendation that the airline should work on BSC implementation procedure
as stated on the literature even if, it is very difficult in its practical application.

Subjectivity & Bias. To improve the problem of subjectivity and bias, the airline need to
work on and clearly communicate target setting guideline at individual level ,using BSC
SMART(Specific, Measureable, Achievable, Redlistic and time bound) approach. At the
same time the differentiation rule of 20/70/10 applicability should be clearly communicated
and awareness needs to be created for both management and employees in order to solve the
existing misunderstanding across the organization.

Absence of objectively measured target: One of the reasons for this problem is nature of
activities the employees are doing. It is 100% workable in some work area as outputs are
easily measurable and quantifiable but for those where output is difficult to measure it is
still in work in progress stage. To solve this chronic problem the airline need to work on
managers and team leaders’ skill development specifically on BSC and performance related
activities.

Awareness problem: No clear information and understanding about BSC, to be
internalized by all employees in order to bring it to the level of practice as working culture.
This can be solved through training and creating awareness and at the same time strict
follow-up by the concerned human resource department.

Inconsistency of target setting: The airline need to work on improving target setting
inconsistency among similar departments by forcing these department to standardize their
target setting and evaluation mechanisms. At the same time, working on avoiding re-
evaluating target now and then by setting clear target once which will work until end of
evauation period (six months). This will resolve dissatisfaction of employees and at the
same time bring credibility of the target, which will encourage employees to work towards
its achievement.

Lack of participation: Not incorporating employees in the target setting process leads to
improper definition of KPI and misunderstanding between employee and their supervisors.
Hence, the organization needs to work on improving employee participation for proper
definition of KPI which will resolve problems of disagreement and encourage employees to

work towards its achievements.
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Lack of attachment with the performance result: The airline started last year a bonus
scheme based on BSC result. It should continue this practice in the future too in order to
encourage high performers. At the same time the airline need to work on developing
mechanisms of training and rendering all required support for low performers to address
their problem which will help them to improve in the future.

Highly stretched target: Even if stretched target are supported by modern strategic
management, target setting should be realistic and achievable in order not to demotivate
employees.

Absence of automated measure performance: the airline need to work and avail a
performance measurement information system which is needed to collect and report
performance data and transform the data into performance information. Recently, with the
implementation of SAP most of the divisions have the chance to get access to SAP business
intelligence information. In this system departments will have access to any performance
report and also can request performance report customized for their own section. Asthisisa
great achievement, Ethiopia airiness should strictly follow up sections strict utilization of
performance data from SAP Business intelligence tool.

In addition to this, the airline recently developed a system called EPDMS (Employee
performance Data Management system) which will enable al managers and supervisors to
capture performance data of employees on a daily or weekly basis. This will help managers
and supervisors to have structured information at the end of the six months performance
period for proper evaluation. The airline should strictly follow up its implementation as it
significantly contributes to solve problems of disagreement between employee and
supervisors and encourage consistent feedback.

Finally, employee comment and opinion on performance of the organization is a well-
known measure for organization proper performance evaluation plan. However there is still
underutilization in addressing problems related with BSC. It thus provides the chance for
organization managers to have a better understanding of employee views and insights, and
the extent of ther participation in refining the quality of BSC implementation and
evaluation process in the organization. Hence, it can be concluded that proper and efficient

BSC implementation has significant impact on organization performance and the employees
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opinion are essential in improvement of the process and to have common understanding of
the intended goal.

5.2. Managerial Implications

Data collected using survey tool can be considered as a valid source of information on how
BSC is perceived in the eyes of the employee and how they evaluate performance of the
organization as they are telling us from their experience. Hence, managers need to take
where the weakness and strength, to identify where communication gap exist and where
employees misunderstood what really exist. This will give them the chance to address the
situations with the required remedies and help the organization to grow more and achieve
what is stated in the strategy. This information can be used as a bridge between higher
management and employees as it gives some information about the real situation in the
ground regarding BSC implementation and how mission, vision and strategies perceived by
employees. At the same time, it also gives them the awareness on how strategy and targets
communicated to the lower level employees and can aso give feedback on the level of
middle level managers BSC understanding. The practical contribution of this study is to
explicitly provide answer in relation to what were the experience of employeesin relation to

BSC implementation and itsimpact on performance.

5.3. Recommendation for Future Resear ch

Though this study has assessed employees’ viewpoints with regard to core variables,
Financial, customer, internal process and learning and growth BSC perspectives, there are
other different categories of determinants that have been ignored in this study. Thus, for
further study it is suggested that those determinant factors have to be assessed to get better
result. This would help in designing comprehensive and effective BSC implementation

process for the overall improvement of the organization performance.

Subsequent study on the same area should consider other organization employee experience
to get better view of the relationship of BSC and performance. This will help to compare

difference and similarity between organizations BSC implementation process and
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performance achieved. Though the reliability of the questionnaire was tested, the existence
of subjectivity could not be avoided. It was concluded from this study that, data collection

needed utmost care at the time of collection to control the quality of the data.
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Appendixes
Appendix 1. Structured Questionnaire

Addis Ababa University
College of Business and Economics
Department of M anagement
Survey on Ethiopian Airlines performance management system (BSC)
Dear Participant,

This questionnaire is designed to conduct a research on the topic of
Assessment of BSC implementation and its impact on organizational performance

the case of Ethiopian Airlines.

The purpose of the study is for the partial fulfillment of the requirements of MA
Degree (Executive MBA) at Addis Ababa University, College of Business and
Economics. For the successful accomplishment of the research, the genuine
response of the employees of the Airline will have pivotal role and will be used as
a vauable and primary input for the study. So, you are kindly and humbly
requested to take few moments of your busy schedule and genuinely fill this
guestionnaire.

Thank you in advance for your cooperation and enhancing research and
education!

I nstructions:-

1. Writing your name is not necessary.
2. Circle or put tick mark “\” for each question as required or answer the

guestions in the space provided.
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Part One: Respondent Profile

1. Sex
(1 Male O Female
2. Age(Years)
] Below 25 [125-35 1 36- 50 ] above
50
3. Highest educational level
1 Diploma 1 Degree 1 MA/MSc. Degree [1above MA
Degree
4. How long did you work in Ethiopian Airlines?
1 Less than 3years 14-6 17-10 011 -
15
] 16— 20 121-30 ] above 30 years
5.  What isyour current position in the organization?
"] Management ] NorManagement
6. What is your divison that you are currently working

7. How long have you been in this position?

<1 113 146 ] above 6
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Part Two: Questions related with the topic

Questions related to the four BSC perspectives

. . . Strongly  Disagree Neutral Agree Strongly
Financial Per spective disagree (1) @ 3) 4 agree (5)
EAL has clearly defined its financia
perspective of BSC in each division level to 1 2 3 4 5
achieve its strategic objectives
EAL has increasingly aspired to enhance its
Revenue volume through financial focus 1 2 3 4 5
approach with its BSC
EAL has clearly linked its financia
performance drivers to mutually reinforce with 1 2 3 4 5
other perspectivesin the BSC
EAL has clearly shown in the BSC al its 1 5 3 4 5
financial initiativesto achieve itstarget
EAL has put clear objective measurement to
evauate performance to achieve its financia 1 2 3 4 5
strategy
EAL BSC has performance indicators which
encourages employees to improve/increase their 1 2 3 4 5
productivity
Strongl i Strongl
Customer Perspective diwei(yl) Dls(%gree Ne(l;t)ral A(g;)ee agreeg(%
EAL has clearly defined its customer
perspective of BSC in each division level to 1 2 3 4 5
achieveits strategic objectives
EAL has increasingly aspired to enhance its
market share through customer focus approach 1 2 3 4 5
with its BSC
EAL BSC measures have clearly advocated to
achieve its customer acquisition and retention 1 2 3 4 5
policy
EAL BSC measures clearly shows. Who are
your target customers, What the value 1 5 3 4 5
proposition in serving them & what do
customers expect or demand from you.
EAL has clearly communicated the measures to
track related performances which will enhance 1 2 3 4 5
its customer servicein each level.
Thereis an increase in the market share of EAL 1 2 3 4 5

following the BSC implementation
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Internal process per spective

Strongly
disagree
(1)

Disagree Neutral Agree  Strongly

2)

3)

(4)

agree (5)

EAL has clearly defined its internal process
perspective of BSC in each division level

BSC has clearly indicated the target which will
contribute to an enhanced service and product
quality of EAL

The measure of the internal process perspective
of BSC gives high value to the processes within
the business that gives the most value to EAL
customers.

EAL BSC has clearly put processes and
competencies that the employees need to excel
at and specify measure.

EAL BSC has linked its internal process
improvement system to continuous
improvement system (ACE) to achieve its
targets.

Research and development in EAL has
increased since the introduction of BSC

1

2

3

4

5

L earning and growth(HCM)

Strongly
disagree (1)

Disagree Neutral Agree  Strongly

2)

3)

(4)

agree (5)

EAL has clearly defined its learning & growth
perspective of BSC in each division level

EAL BSC has clearly identified its indicators
which will help the company to keep its
competitive advantage.

EAL’s BSC objectives and measures in this
perspective have clearly defined to enable the
employee to achieve the other three
perspectives.

EAL has clearly designed its objectives and
measures in this perspective which will help to
close the gap (on employee skill, information
system and environment) and ensure sustainable
performance in the future.

BSC indicatorsin this perspective have properly
defined to improve work place relationship at
EAL

1

2

3

4

5
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Questions related to the EAL Performance

Strongly Disagree Neutral Agree Strongly

Performance dis?g)ree @) 3) (4) a%r;ae

1 5

EAL has increased its profit since the

introduction of BSC 1 2 3 4 5

Implementation of BSC has increased EAL’s

sales volume 1 2 3 4 5

Implementation of BSC has contributed to

enhance customer volume of the Airline 1 2 3 4 5

Implementation of BSC has contributed to

EAL to achieve its customer acquisition and 1 2 3 4 5

retention strategies

Implementation of BSC has contributed to an

enhanced service quality at EAL 1 2 3 4 5

Implementation of BSC has contributed to

EAL to gain operational excellence 1 2 3 4 5

BSCs have increased the employee

satisfaction level at EAL 1 2 3 4 5

The level of automation by EAL has

increased following the implementation of 1 2 3 4 5

BSC

Please specify the reason for the above grading

Thank you for your time.
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Appendixes 2. Working factors definitions

Concepts Factors M easures No. of
measur es
. _ Clearly defined financia perspectives, Financial
Fi nanC|a_I focus approach to enhance revenue, mutually 6
perspectives reinforcing financial performance drivers, clear
financial initiatives, clear objective measurement
and performance indicators to improve productivity
Clearly defined customer perspective, enhancing
Customer market share through customer focus, measure of 6
perspectives customer acquisition and retention policy, measure
to identify customer and their expectation, tracking
performance which will enhance customer services
Clearly defined internal process perspectives,
clearly defined target to enhance service and
Internal product quality, measures giving high value to the
Organization ~ Process process which gives most value to customers, clear 6
performance perspectives process and competency that employee need to
excel, link between internal process and continuous
improvement system and presence of research ad
development i EAL
_ Clearly defined learning and growth perspective,
Learning & clearly defined indicator of competitive advantage,
growth objectives and measures are enablers to achieve the 5
PErspectives  giner three perspectives, objectives and measures
are enablers of sustainable performance and
improve work place relationship
Increased profit and sales volume, contribution to
Performance  €nhanced customer volume, customer acquisition 8

and retention, service quality and operational
excellence, increase in employee satisfaction level
and increase in level of automation
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Appendix 3: Varianceinflation factor results

Collinearity Statistics

Variables

VIF 1/VIF
Financial Perspective 2.122 0.471
Customer perspective 2.122 0.471
Internal Perspective 2.276 0.439
Learning & growth perspective 2.323 0.430
Age 2.984 0.335
Level of Education 1.031 0.970
Length of stay 2.961 0.338
Mean 2.26 0.442

Source: Own survey data
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Appendix 4. Research findings and respondent number

Resear ch open ended question: please specify the reason of your grading on
BSC implementation of theairline

Number of

Findings respondents
Subjectivity and Bias 33
Absence of objectively measured target 21
Awareness problem 15
Inconsistency of target setting 15
Lack of participation 14
Lack of attachment with the performance result 12
Highly stretched target 9
Lack of Automation 7
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