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Activities to metrics mapping allows microfinance institutions to understand the effectiveness of everyday activities by linking them to short-term and long-term metrics.
Microfinance institutions (MFIs) face significant challenges in achieving strategic objectives. An important part of these challenges lies in the difficulty of choosing critical metrics for measuring success. MFIs have attributes that require a unique approach to the selection of metrics. Evaluating MFIs requires measuring and monitoring both economic and social impact (the double bottom line), and MFIs frequently have to make trade-offs when these two objectives clash. Measuring performance is only one part of the process. The organization must first agree on a strategic approach and then select the most appropriate metrics for measuring success that will achieve the desired strategy. Metrics chosen must be communicated to all levels, and management must understand how to interpret results and use them to modify its implementation of strategy. The balanced scorecard (BSC) framework can help to organize this process, and activities to metrics mapping can provide a simple yet effective way to choose appropriate metrics within that framework. Accordingly, we focus on activities to metrics mapping within the context of the BSC framework in order to guide and simplify the process of choosing metrics for achieving strategic objectives within MFIs. We also provide suggestions on how to use activities to metrics mapping to aid MFIs in analyzing their daily activities in order to optimize strategic success.

We believe applying the BSC approach in this industry is likely to be helpful — perhaps even more so than in traditional enterprises. Because of the unique challenges facing MFIs, they are especially in need of simple yet effective ways to measure how well their strategic goals are being carried out in day-to-day operations. Unfortunately, while the choice of metrics is vitally important, the BSC framework does not include a straightforward process of choosing metrics. The BSC is a broad framework using a variety of tools to assist an organization in defining and achieving overall strategy. Moreover, there are weaknesses in using the BSC alone. Per Drew Tulchin (of Social Enterprise Associates), these include achieving universal internal adoption and effective staff communication, along with the risk of “garbage in, garbage out” if poor indicators are chosen. 1 Thus, additional guidance and tools are needed. Tulchin provides some assistance by suggesting five broad areas of measurement, but he does not suggest a process of determining value-adding activities or linkages among metrics chosen in those areas. To address these issues, activities to metrics mapping can help.

Activities to metrics mapping bridges the gap between the activity level and the strategic objectives level of the organization. Strategy formulation must take place at the organizational or “big-picture” level, while value creation takes place at the activity or detail level. Clearly, every organization needs to effectively span the gap between these important levels. In this article, we explain the process of bridging that gap and describe how to use this unique tool. 

BSC concept
DeBusk and Crabtree describe the BSC as “…a system of financial and nonfinancial measures that reflect a balance between leading and lagging indicators of performance and between outcome measures and measures that drive performance.” 2 Developed in 1992 by Kaplan and Norton, 3 the BSC was labeled by Harvard Business Review in 1997 as one of the 75 most influential ideas of the 20th Century. 4 Much has been written about the BSC approach, and many companies have used the BSC with successful results. The BSC is intended to translate an organization's mission and strategy into a comprehensive set of performance metrics. Since it highlights both nonfinancial and financial metrics, it can be used to measure strategic progress. The BSC recognizes that there are important cause and effect linkages defining relationships among differing areas of the business. Some of these linkages are intuitive, while others might take considerable effort to understand. Ideally, an organization should avoid making the BSC a checklist of unrelated metrics and instead attempt to recognize and understand a linked set of measurements that are closely tied to strategy.

The BSC approach uses four key perspectives to measure an organization's performance: financial, customer, internal business processes, and learning and growth. The financial category often uses conventional big-picture, long-term, validator metrics that are traditional for ultimately measuring economic success. An example metric is number of loans outstanding or economic sustainability. The customer category seeks to understand how the organization interfaces with its customers in achieving strategy. Possible metrics here might include number of active customers or total loans to date. The internal business processes category addresses internal operations and the day-to-day details of the business in achieving strategy. Metrics in this category could include customers per loan advisor or an efficiency metric such as operational cost per customer. The learning and growth area focuses on the organization's improvement, sustainability, and adaptation — a very future-oriented category, with metrics related to new markets and maintenance of intellectual capital. An example metric here is number of new products or growth in new market segments.

One might ask why it is important to focus on achieving balance in these different areas of performance. This gets back to understanding the relationships in these critical areas. The answer is straightforward: Causal forces are not well understood in their achievement of strategic objectives. For example, if a company is obsessed with the financial aspect of all transactions, how willing would it be to capitulate to a customer whose immediate situation requires losing a small amount of money in order to retain that customer in the long run? If a company is too myopic in its perspective, it could unintentionally sacrifice the very goal (i.e., customer retention/loyalty) it is trying to achieve.

As mentioned earlier, other complementary tools have also been used in addition to the BSC to further enhance the BSC framework, including the global reporting initiative, analytic hierarchy process, and activities to metrics mapping. 5 The BSC provides the framework for insisting that strategy and its attainment be viewed from the different perspectives that are causally linked to the outcome. Accordingly, the MFI implementers and managers need to comprehensively understand the cause and effect forces at play. The difficulty with this is that although strategy is formulated at a macro level, it must be implemented at a micro level. Thus, management must find a way to merge these two levels together to achieve its goals. Activities to metrics mapping is a complementary and effective tool to help an organization bridge this gap. Nevertheless, when applying the BSC to MFIs, there are some unique and important issues that must first be considered. 

Unique nature of MFIs
The distinct challenges that differentiate MFIs from other businesses (and each other) are important. The following discussion of the unique challenges facing MFIs is not meant to be exhaustive or to necessarily represent the most prevalent or relevant issues to the industry as a whole. However, it will hopefully provide a window into the factors that make the achievement of strategy especially difficult for MFIs. Activities to metrics mapping will not offer solutions to these problems, but discussing the unique nature of MFIs is essential to understanding why activities to metrics mapping can be such an effective tool in connecting organizational strategy to daily activity. Activities to metrics mapping will also provide a systematic approach to choosing appropriate metrics, regardless of the challenges being faced.

We need to stress the point that metrics will and should vary between MFIs. The BSC framework, as designed by its creator Robert Kaplan, is very clear that metrics should be selected based on the unique strategies of a particular organization — even those in the same industry. Articles that apply the BSC framework to MFIs often mistakenly set out to discover and recommend specific metrics for MFIs — an approach that is clearly not prescribed by the BSC framework. 6 Nevertheless, activities to metrics mapping provides helpful advice to guide organizations in selecting metrics that are uniquely appropriate to their needs.

Spanning donor/worker and economic/social objectives. In implementing the BSC, MFIs typically must split their financial priorities, since some metrics should remain devoted to the economic growth and sustainability of the organization while other metrics should be dedicated to social impact objectives. In addition, socially minded MFIs seek to keep interest rates low while remaining as profitable as possible. In an industry with extremely high operational costs, low interest rates are hard to maintain. Following a sustainable model while keeping interest rates low is one of the most notable difficulties of an MFI's financial planning process. Herein lies the challenge of balancing the double bottom line: MFIs must achieve and measure both financial revenue and social capital.

In many ways, the poverty of MFI customers keeps them from getting the products and services they truly need. In a traditional marketplace, MFI customers lack the leverage that buying power typically affords consumers. Instead, the power shifts to donors and investors who have significant control because of their financial contributions but often little practical experience. This causes products and services to be created for the poor based on what donors and investors think is best for them — not necessarily the items that the poor may actually need or request. Servicing the needs of different constituents can be a problem for other types of organizations as well; however, the issue with MFIs can be more complex because the customer and the person providing the organization's financial bread and butter are often different entities.

Unusual and challenging internal business processes. The nature of the places in which MFIs work can frustrate everyday activities. Developing countries have notably poor infrastructure, and physically getting to customers can be difficult. Conducting social impact surveys in rural Mexico during the rainy season is nearly impossible. For weeks, many of the more remote customers are simply unreachable due to heavy rains washing out entire roads. Administering surveys at consistent intervals when roads are not guaranteed to be functional for four months out of the year is quite difficult. In addition to the poor and inadequate infrastructure, governments of developing countries are often openly corrupt and bureaucratic. MFIs lose valuable time and resources navigating their way through red tape and dealing with slow, inefficient, or nonfunctioning governmental offices.

The problems cited above are clearly related to the internal business processes category of the BSC, and they reflect the importance of considering how value creation is hampered by these unique problems. Bridging the gap between these daily trials while attempting to achieve broad strategic goals is uniquely important to MFIs. Establishing clear metrics for measuring internal business processes and mapping those to strategic objectives necessarily relies on experience and cultural awareness (to ensure that assumed metric linkages are valid). Tracking internal business process success can be “death by details” if not conducted appropriately.

Customers themselves can present barriers, and a useful example of this is in efforts to effectively monitor social impact. Often education levels are so low among MFI recipients that surveys and other forms of information-gathering must be tailored to individuals who have no more than a grade school education. Many MFIs have chosen to implement one-on-one verbal surveys in order to accommodate many of their illiterate customers. However, many customers seem intimidated by this method, and they fear that their answers will affect their relationship with the lender. With direct experience in piloting a number of social impact surveys, customers consistently seek to give the perceived “correct” answer to MFI survey questions to manipulate the most desirable outcome. In a particularly frustrating round of survey testing, customers unanimously reported always feeling completely confident, no matter to whom they were talking or what type of work they were doing. Poorly educated recipients fail to understand methods of information-gathering that a more educated individual would view as simple (such as selecting an answer from a list of multiple choice questions or assigning numerical values to one's feelings and experiences on a Lickert-type scale). These observations are not intended to insult the educationally deprived or the intelligence level of the poor; it has nothing to do with mental capacity, but rather the lack of educational opportunities. The premise of microfinance itself ascribes value to the poor and their ability to contribute meaningful products and services to the marketplace. However, innovative and creative methods of surveying must still be employed in order to gather the most relevant and accurate data.

Growing MFI revenue and measuring that growth can be challenging when customers are telling you whatever they think you want to hear. Moreover, the widely held belief that MFIs address social concerns first and financial concerns second belies the typical approach of BSC mapping from the customer to the financial category (where financial achievement is indeed the ultimate goal). Achieving accurate cause and effect mapping may rely on financial results initially finding the customers — much like an answer finding a problem.

Limited information and poor information technology. MFIs typically lack relevant and useful resources to make their operations more efficient. Data organization is an especially challenging barrier and affects MFIs not only in relation to social impact monitoring, but also in almost every other aspect of operations. 7 An example of this type resulted from having worked to update the management information system (MIS) of a small MFI; it had almost 400 customers but had not yet reached its break-even point. While the organization was less than one year old, the small staff was drowning in Excel spreadsheets as they sought to manage their loan portfolio, financial projections, customers, and groups. While organizations like the Consultative Group to Assist the Poor (CGAP) have organized helpful appraisals of the management information systems available to MFIs, we found they were all either grossly expensive or underdeveloped and useless.

Talking to a similarly sized MFI revealed that it had tried to implement an MIS created specifically for MFIs by the Grameen Foundation called “Mifos.” This MFI found that without the budget to hire a technology specialist to adapt and implement the software, that software was utterly useless to its staff. Open source software often presents a similar problem: Adapting it to fit an MFI's needs requires time, money, and technology know-how. Conventional software costs fall somewhere between $5,000 and $50,000. As evidenced by this example, MFIs do not lack industry-wide tool development, but there is often a disconnect between the tools and technology available to MFIs and their real needs. As a result, many MFIs wind up spending valuable time and wasting precious resources trying to manage information in the wake of affordable, easily adaptable management tools.

Without adequate resources, MFIs struggle to achieve serviceable management information systems that allow them to clearly measure and achieve learning and growth. Innovation often enables growth, but it can just as clearly limit growth. Thus, the metrics and approach must be centered on achieving functional adaptability. Many other challenges play a role in the ability of MFIs to meet their organizational goals and best serve their customers. 

Systematically choosing metrics
We have provided examples of how MFIs face interesting and unique roadblocks in connecting strategy to activity. Considering these challenges, some might ask why we need a BSC so long as we choose the right metrics. The answer to this question is important to understand. After revealing the unique issues that MFIs encounter, some may not have a clear overall strategy, much less the metrics needed to achieve it. Using the BSC approach forces managers to think about their strategy and the metric development process. Communication is especially important given the unique problems of MFIs — significant internal business process issues, little standardization of policies, diverse and special needs, and the need to establish priorities. Social objectives are extremely important and must overtly be a part of strategy. Resources are extremely limited, so a simple yet powerful model must be used. Staff are routinely underpaid and asked to tackle both economic and social objectives. There is often a steep learning curve for staff dealing with inadequate data management tools, and this requires creativity and adaptability. Generally, training is quite informal with innovation and learning taking place on the job. Thus, the BSC can provide a beneficial structure for managing the strategy and measurement process for many MFIs.

Goals and processes of BSC choice. Once the strategy is developed and objectives are selected, metrics should be chosen and communicated to all levels within the organization. 8 This communication must ensure that management understands how to interpret metric results in relation to the MFI's strategy. There are some common sense tips that are easy to follow. For example, the process of constructing a BSC should result in a limited number of important metrics in each of the four categories. Having too few metrics will introduce the risk of not capturing important results, while using too many metrics will only cause confusion. Once the collection of metrics is established, the new metrics should clarify the overall strategy. As applied to an MFI, these metrics should, of course, consider its unique challenges and priorities. It is important to remember to include both the economic and social double bottom line as issues pertinent to the MFI's donors and customers, since these constituents clearly have differing objectives. Ultimately, the BSC should reflect:

· the determination of whether current activities are creating value;

· a clear linkage of metrics across organizational levels; and

· the clear measurement of strategic achievement.

Exhibit 1 provides an example of a completed BSC based on the inclusion of metrics that incorporate the results of observing our suggestions. Remember that the specific metrics displayed in the exhibit are not the focus of this example. Every MFI will need to determine the unique set of metrics appropriate to its organization based on its strategic objectives. Moreover, the list of metrics shown is not presented so that other MFIs can emulate it — it is simply an example.

Exhibit 1. 

Possible BSC Performance Metrics
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Furthermore, the process of developing a relevant BSC involves more than just choosing a handful of metrics that seem to be of interest. Even if the metrics chosen are appropriate, without using an additional tool, the method of how we arrived at these metrics is likely still a bit obscure. This is because we have not yet explained the metric choice process, and Exhibit 1 does not illustrate how the metrics relate to each other or how they provide cause and effect linkages between activities and strategy across the organization. Kaplan and Norton recommend strategy maps for this purpose. 9 Although we believe strategy maps are helpful in specifying expected relationships between scorecard categories, metric choice still needs to be explained and simplified in order to be successfully used with MFIs.

Activities to metrics mapping. Rather than focusing on linkages between the four BSC categories (the purpose of strategy mapping), our recommendation is to focus on the process of linking key activities and metrics together to span organizational levels. This is the job of activities to metrics mapping. Following Clinton and Hsu, 10 we first use an approach that is helpful in choosing metrics. Fundamentally this is accomplished by considering the effectiveness of everyday activities using simple, short-term metrics and then linking those to long-term metrics in order to validate the effect of those activities on achieving organizational strategy. For a small organization, these two levels may be all that is needed to tie daily activities to the big picture; for others, it might be helpful to add intermediate metrics as well.

Again, metric choice is guided here by linking activities to metrics and using both short- and long-term metrics through organizational levels. Each long-term validator metric will ultimately be assigned to one of the four BSC areas to clearly reflect the measurement of strategic objectives. This will also help ensure that each of the four BSC categories is adequately represented. The short-term metrics should reflect the intended effects of daily activities. The process of choosing and linking metrics to higher organizational levels must consider the ways in which these metrics (from different organizational levels) link to strategic objectives.

Activities to metrics mapping example. An example can be used to illustrate the process — consider the BSC metrics shown in Exhibit 2. Although identifying the BSC areas contributes to a balanced perspective, thinking about the distinct metric levels will help explain how the short-term driver metrics map to the long-term validator metrics with common sense cause and effect relationships. Our quest is to choose our metrics so as to produce short-term metrics that reflect the root cause of purposeful activities, ultimately generating desirable strategic outcomes.

Listing activities first is the easiest way to start since they should already be in place and will be descriptive of what the organization does every day. These activities can be as broad or narrow as desired, but if considering a small MFI, we advise that the activities spanning the organization be specified at a “key activities” level. Typically, we are interested in the main functions or processes of work across the organization. In Exhibit 2, we depict 10 activities broadly describing the organization's functions.

Next we consider what metrics would most clearly and directly tap into the activities of interest. An appropriate metric at this level should be as precise as possible in rifling the outcome expected from the activity — this is why the metrics at this level are called short-term drivers. Once completed, we have a list of activities and short-term driver metrics that essentially describes the day-to-day work of the organization. From here, each long-term validator metric can be selected by considering what a given activity's driver metrics should ultimately contribute or lead to in terms of a broad, long-term validator metric. Another possible approach is to start from the other end — choose an appropriate long-term metric based directly on strategic objectives — and then back into a short-term metric. In the end, both directional approaches should make common sense linkages across organizational levels from bottom to top and top to bottom. After going through this process, the example in Exhibit 2 is complete. Once a working model (as displayed in the exhibit) is finished, this document can be used to consider how well the relationships fit together. All metrics can and should be revised as needed, providing a fully dynamic documentation of all the relationships describing the organization's work and how it should be measured.

Achieving success. Several important issues should be considered to ensure success when using the activities to metrics mapping process. Significant discussions should take place between the various individuals and levels of the organization in order to consider what metrics make sense for different organizational levels. Wrestling with opinions regarding metric choice is a healthy approach to achieving success. Revision is expected and an unavoidable part of the process — even for activities. It should not be uncommon to realize (upon listing activities and considering the long-term validator metrics that would seem to match them) that the activities being carried out show success in the short-term driver metric but genuinely do not reflect the achievement of strategic objectives. If so, the organization should reevaluate and perhaps alter its operational activities to connect them more closely to upper-level objectives. In this sense, activities to metrics mapping becomes an important management tool for optimizing organizational processes.

When communicating how these activities and metrics accomplish strategic objectives, both staff and management must clearly understand the linkages. Finally, the metrics from Exhibit 2 should be referenced to the completed BSC in Exhibit 1 (based on the appropriate BSC category for each metric) and revised where too much or too little emphasis appears present for specific BSC categories. This process should be repeated periodically, especially when changes occur in either the key activities or the strategic objectives of the organization.

Exhibit 2. 

Activities to Metrics Mapping
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Conclusion
MFIs seek to create value just like other businesses. However, there are marked differences that set MFIs apart and often make it more difficult for them to achieve strategy and validate that achievement with appropriate metrics. MFIs face considerable challenges in simply working — their operations are made difficult by corrupt and bureaucratic governments, inefficient internal management systems, severely lacking resources, uneducated clients, and the ever-present struggle between the demands of their clients and those of their donors. MFIs are further challenged to balance the double bottom line: They must achieve financial revenue while creating (and measuring their creation of) social capital. The demand of the double bottom line coupled with especially difficult organizational challenges can leave many MFIs unable to muster the tools and time necessary to effectively connect what they do every day to their overall organizational objectives.

It is in this environment that the BSC becomes most useful. In this manner, we believe we provide a unique contribution to the literature that goes beyond other applications of the BSC to MFIs. With the addition of activities to metrics mapping, we contribute a complementary tool that helps MFIs connect value-creating activities to strategy. This tool takes few organizational resources, forces the users to consider how strategy is accomplished, and allows ease of understanding and implementing it across the organization. While there is no tool that can take away the frustrations that commonly make work in an MFI difficult, implementing activities to metrics mapping in MFIs could help to make choosing metrics and measuring the achievement of strategic objectives easier. 
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