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Market-Driven Management,
Competitive Markets and
Performance Metrics

Maria Emilia Garbelli

1. Performance Metricsin a Managerial Economy

The concept of performance — and consequently @asorement — becomes
extremely important for businessem relation to their capacity to express their
vitality in time”. Management aims to measure the results reachesdsssing
performance:

- in time: focusing on a single business, in difféneeriods of reference;

- In space, assessing and comparing different siosiat a given moment
(one business compared to one or more competitoesbusiness and
‘market’ performance).

Limiting performance analysis to the measurementarporate results, does
not give a comprehensive, correct view of the qaestand may in fact appear
reductive and very often misleading. The conceptarporate performance may
be approached in different ways, in relation togpecific need for knowledge of
the interested universe, and in consideration efdtiferent dimensions that it
can express Very briefly, we can highlight the concepts of:

- economic-manufacturing, financial and socio-enuvinental performance;

- absolute performance and relative performancentitme of the analysis
and related to other companies);

- network performance, company performance, branchfopeance,
product line performance, process performancet@eléo the subject of
the analysis);

- performance from a shareholder’'s viewpoint and querhnce from a
stakeholder’s viewpoint.

If measured precisely, performance enables managetoeassess corporate
operations, to take corrective measures and to fokame choices: this acquires
growing importance the more complex the competitemtext in which the
company operates.
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The significance of the concept of performance #sdassessment is also
confirmed by the attention that management paysthe selection and
management:

- of thecritical variablesof performance;

- of theindicators(metric9 of performance.

Critical variables of performance are factors (corporate or contéxtoa
whose implementation the possibility of achievinget best corporate
performance depentls

Metrics are the system of indicatdyf various types, by which stakeholders
assess a company’s performance.

The basic criteria by which performance metricsemsessed may be:

- objectivity: different individuals must be able wheck the validity

independently, and to agree on the interpretatidheometrics used;

- comprehensiveness: the capacity to capture aBitreficant aspects of a

given action or event;

- sensitivity to the actions and efforts made byvidlials whose activities

are being monitored,;

- clear connection with the creation of economic galu

The concept of performance metrics goes beyondra reéerence to the index
as a tool of measurement. In fact, by the appre@adpted here, the metric is a
performance indicatqrused to indicate, measure or record values @lracplar
magnitude; metrics are therefore not limited to ansideration of the
performanceandices informed values (based on the relationship betvibe two
elements investigated), but they are also repredeffty measurements —
monetary and non-monetary — that derive from olsem of specific
phenomena and are not necessarily expressed adexq i

In this sense, metrics, seen as overall indicaibxrporate performance, are
one of the fundamental tools used to monitor anenbrcorporate management.
They can be classified by the following criteria:

- financiaf — non-financidt

- guantitative — qualitative;

- accountin§ — non-accounting;

- internal and external;

- process and end result

Metrics can serve a dual purpose:
- to provide elements for assessment, inside the anynenvironmerit,
structured in various ways to guarantee:
o for management, the tools to assess corporatateesiv
o for employees, the information necessary to undedsbngoing
company dynamics (goals related to the assumpfi@precise
corporate responsibility, which are the fruit af@porate culture
oriented to cooperation rather than conflict);
- to provide evaluation parameters outside the compamich express
very different goals. Very roughly:
0 in relation to suppliers and distributors, theyddao express the
company’s soundness and solvency;
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o in relation to the financial community, they exmdle capacity
to generate a return on invested capital,

0 in relation to final demand, they tend to orientrghasing
decisions, highlighting the convenience of the choof the
company’s product over other products;

0 in relation to any partner companies with whom ®velop
cooperation or acquisitions and mergers, they esprthe
company’s competitive position on the market, thearcial
capability at its disposal, and degree of expogareorporate
risk, etc.;

0 in relation to the local community, they assert tapacity to
accept a precise responsibility towards society ahe
environment that is demanded of corporate actsuitie

The variety of the indicators, as they are presehtre, seems to suggest the
advisability of projecting company results insangle indicator, which is all-
embracing and therefore synthetic. However, the piexity of the need for
information that permeates companies (particularlthe global context), limits
the importance in terms of information, and therefthe significance, of a
‘single indicator’, which may usefully be replaceg the correct and targeted
development of aystem of indicatot§ that are significant and comprehend the
corporate dynamics being analysed, created tofysafie specific need for
information of the main stakeholders.

The classifications of the metrics identified hare all the more valuable the
more complex and varied the structure of the market

In the presence of global markets, for example, peiihion apparently
develops without patterns or set rules, flexiblgntify the competition drivers
that are most suitable for a company’s succesthdee markets, the product is
generally extremely complex and its value is clpskhked to the sum of
intangible values that make it distinct, recogniealand preferable over
competitive products, while the company developsyatem of intangible
resources. The information system — in other weldscomplex system designed
to provide the company with an information base vamch to structure the
management decisions to implement, providing themehts to assess
performance — and the dimensions of corporate respitity and socio-
environmental responsibility acquire particular significance, and it becomes
possible to identify complex and varying indicatqmainly qualitative) to
measure performance.

The concept of performance and in particular thdices used to assess it
therefore take on a different value for the companyelation to the specific
competitive conditions.

The company only ‘lives’ to the extent that it nains relations (inside and
outside the company) with the relevant environmesii@ra-systeri. Analysis
of the company and of its performance is theretosely linked to the relevant
environment and acquires greater significance tighen the competitive
intensity** of the market in which the company operates.

In this sense, in under-supplied economies, wittitéd competitive intensity,
we can refer to a ‘single’ concept of corporatefqrenance — linked to a
particularly analytical perspective (which emergegem primarily internal
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considerations), while in complex economies, whiere increasingly
characterised by widespread instability and intesm®petition, performance is
created as aassessment systdimked to different investigation perspectivesttha
express the way the company or relevant corpoettieark operates as a whole.
We can therefore state that the concept of perfocmand identification of the
most suitable metrics for its assessment, are lgloskated:
- to the characteristics of the context in whichdhalysis is performed and
- to the characteristics qualifying the business urel@mination (albeit
generally conditioned by the characteristics of takevant market and
environment).

2. Under-Supplied Economies and Cor por ate Perfor mance Metrics

Markets where competitive intensity is limited asdpply is scarce are
generally stable, and for the company, this redtloesieed for a complex system
of performance measurement. In fact, it is impdrtanmeasure and analyse the
phenomenainside the company, first and foremost the core actisitibat
generate value. The external environment, andqgpgattly the competitive forces
present, is monitored and constantly measuredrdmtins subordinate to the
priority performance results of the so-called ins@phenomena.

Demandis clearly superior to supply; numerous purchasarmot meet their
purchasing and consumption needs, and are unabfiiedt@lternative goods or
services able to satisfy them suitably. It therefeeems unjustified to study
demand that does not link satisfaction of one’'sdse®w gratification of the
company product. Generally speaking, businesseaipg in economies where
supply is scarce, limit their spending to commuti@®as and marketing
activities™. On the other handpmpetitiontends to develop primarily in different
product classes, to meet a single need, and campeintensity within the
product class is limited. This condition is founch ehe market naturally
(competitors behave like small monopolies in thréttery that they control with
their products), or induced by the existence ofeagrents between direct
competitors that dominate the sources (raw masgretk.) and control or limit
their delivery.

This is the case in the fuel sector: demand is gdligesubject to little change,
and controlled by the large players, who keep cditipe and market conditions
stable by developing agreements and cartels tblettanutual control of supply
guantities and conditions. This control is exprdsgemarily in the capacity of
competitive companies to manoeuvre the sellingepoicproducts, by controlling
the quantities to put on the market (in under-siggpleconomies the price
depends on the quantity offered).

On the other hand, supply is also scarce as atrefuhe capacity of the
businesses present to intervene as a predominaet do the market, to hold off
possible threats (and sources of instability) deteed by the entry of
competitors or replacement products.

The conditions that define this type of market tensummed up briefly as
follows:

- known demand that exceeds supply;
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- distribution controlled by manufacturing companies;

- stability-control of supply on the basis of:

0 competitive system designed to control and theeefaintain
competitive conditions stable;

o supply quantities controlled by the comp&ny

o market price dependant on quantities offered.

However, the control of market conditions is somet determined by State
interventiort’.

The company identifies its critical performanceiables and develops systems
to analyse and assess the various monetary andmaooatary factors and
phenomena that could improve the internal resuftghe organisation (for
example, the choice of suppliers who are highlypoesible where times and
delivery are concerned).

Assessment of the corporate performance takes o types of analysis into
consideration:

- economic;

- financial.

Only in today’s under-supplied markets, these ammlined, but to a lesser
extent, with the concepts of social and environaeperformance, measured by
qualitative indicatorS that are considered functional to the acceptahae r{ot
the success) of corporate operations on the paum@hasers and the market as a
while. As a result, in global markets, quantitativelicators are necessarily
supplemented by qualitative metrics, which are gmesnd considered strictly
functional to the achievement of short, medium lmmg-term performance goals,
and by an intelligence system that is essentiatifercompetitive and colluding
action of competitors.

In under-supplied markets in the early 1900s (imtig@aar the automotive
sector), qualitative indicators (such as employ&esfction, workplace safety,
etc.) were not priorities for performance assess$niers no coincidence that the
introduction of the DuPont indicator system dateshie turn of the last century,
focusing purely on accounting measures of econ@sgessment: performance
was determined by the creation of a multiplying RQiased on a pyramid
structuré®. This meant accepting a basically historical atiay vision, which
was not very indicative of a medium to long-ternrgpective (and therefore
focused on forecasting future performance). Inespftthis obvious limit, similar
analysis is still fundamental today to assess gatpaconomic performance, and
Is applied successfully in stable markets.

In economies where competition is not intense, wugpplaced completely and
immediately with demand. This obviously enables ampany to develop
analyses that doot consider the possibility of the market refusing tompany’s
products, nor the opportunity for the company tppsrt sales — thus modifying
short-term assessments of the company’s sellingilpbi/-capacity.

In the case of oil products and fuel, for exampie, very nature of the product
and of demand (of the derivative type, being linkedthat for automotive
products, etc.), makes the latter very inelastith wespect to income, price and
the promotion (both advertising and otherwise) e produc. What is more,
‘both the global supply of oil, and that of refiginprocesses are controlled
throughout the world by a small number of orgamises that can determine the
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quantities produced and delivery times. (...) Demancbals a price rigidity that
makes it possible to keep consumption stable eveenvprices grow rapidI§’.
On the other hand, the rigidity of demand is alseHect of the latter’s inability
to acquire large quantities of fuel (creating sg)afir to access truly alternative
sources of energy, elements that certainly streamgthe position of supply (as a
whole) over demand.

In view of the efforts by the competition to contiilee competitive context, the
company’s short, medium and long-term capacity dorvival and success is
determined by the trend of core operations — &rsl foremost manufacturing.
Analysis by management focuses primarily on inteewants, with production as
a priority: quantities, costs, times, development earket placement conditions,
etc. The company is able to place its entire outputthe market without
difficulty and there is therefore no need to caoyt detailed analysis of
environmental dynamics (competition, market, eteroduction is the heart of
the company and, as a consequence, the primaryctobjeanalysis for the
purposes of assessing the organisation’s profitalaihd vitality. In this sense, ‘if
performance related to purchasing raw materialsgdyeing and selling products
and guiding the workforce is planned, measuredcamdrolled so as to highlight
both the conflicting factors and the easily influed factors, net profit is
generated as an automatic consequéhce’

By simplifying negotiations, the concept of proffiity at product level
emerges from the comparison between market positidrich derives from
market share) and unit margin, i.e. the differebhetwveen revenue per unit and
variable cost per unff. To obtain corporate profitability, overheads &d must
be subtracted from the contribution margin cal@dain this way. To improve
corporate profitability, it may be advisable to wstjthe volume of purchasers,
margin per customer or overheads.

We can however assume that:

- the general stability of the context and the mackeitinues;

- there is equality between output and sales (i.e.ptesence of unsold

products is not contemplated);

- the hypothesis of an under-supplied market remains.

From the above, we can conclude that the compamynfiaence profitability:

- by strengthening its market position, increasisgaibsolute market share,
the margin of contribution per unit being equal.isTis possible by
increasing the manufacturing capacity of compauilifies;

- by modifying the contribution margin per unit (asljng the unit selling
price and/or compressing the variable costs péj.uni

In the cases mentioned, the importance of thenateanalysis of production
emerges, focused primarily on accounting and firsdmoetrics, which use and
process data from management and above all costiatheg.

The assessment of corporate performance from anoeto viewpoint is
supported by analysis of the financial dimensiohjclv focuses on cash trends
and financial results. Reporting is a useful ancdaie tool to identify financial
performance, as it allows the values of the manarfcial movements performed
by the company during the period under examinatdme calculated.
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In a study of 1998, designed to sum up the different concepts of amare
performance in literature, eight strictly interminensions are definét related
to precise indicators (table 1).

Table 1: Performance Dimensions and Related Indices

ues

Dimension Measure
ROI, ROE, ROA, Return on net worth, Gross reven
Efficiency per employee, Net sales to total capital, Returrawerage
equity
Net profit margin, Net profit Level, Net profit fro
Profit operations, Pretax profit, Stock price appreciagtiéarnings
per share
Size and Cash flow level, Current ratio, Quick ratio, Casbwf to
liquidity total debit
Success/ Discontinued business, Return on net worth, Sadny
Failure owner, Change in gross earnings
Respondent assessment, Firm product sales to radyst
Market Share
product sales, PIMS value
Leverage D_ebt to equity, Times _interest earneq, Long-terrtde
equity, Stockholders capital to total capital

Source Adapted from G.B. Murphy, J.W. Trailer, R.C. HilMeasuring Performance in
Entrepreneurship Research, op. cit., p.16.

However, this analysis has significant limitatiomgjich limit its validity for

under-supplied economies. The following are amegntost important:

- first of all, the economic-financial metrics arelicators that emerge from
the past; so they tend to have a limited ability‘’geedict’ the future
performance of the organisation;

- moreover, they do not consider the sum of non-nagetuantitative
indicators (or qualitative metrics such as custosagisfaction).

However, these considerations are of little sigaifice in under-supplied

economies: the characteristic elements of thederlat in particular, relative
stability and limited competitive intensity (indutdy the common action of
competitors) — allows mainly internal economic-figal metrics to be used to
explain corporate performance.

3. Dynamically Balanced Economies and Cor por ate Perfor mance Metrics

Dynamically balance economies, with controlled cefitpn, reveal fairly
high competitive intensity, which is expressed witthe same product class, and
the decisive presence of agreements between dimupetitors (which often
degenerate into cartels that harm competition hadrarket), designed to control
and maintain existing conditioffon markets that are relatively stable.

The company becomes strongly demand oriefitefirst and foremost by
setting up a corporate information system to colledormation inside the
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company, and outside — regarding the market andadéfh and by developing
suitable promotional activities, designed to soli@mand for company products.

On the other hand, distribution also modifies itSte to manufacturing
companies, adopting an active, independent positerognising the importance
of:

- its essential role, halfway between industrial $y@md final demand (to
make products available to purchasers placing aéwternatives in a
single independent physical space — the $helhd, as a consequence;

- its own bargaining power, reserving a growing ortof the income from
this channel.

Companies operating in economies where competisocontrolled, develop
complex supply (classified as tangible and intalegjbto achieve demand that
has refined its tastes, and therefore its reqtfésts more suitable manner. The
company cannot avoid considering manufacturing artdrnal management
requirements, and develops a market approach lms#eedifferentiationof the
range bysegment®f demand and, through a modular manufacturingcami™,
it blends standardisation and customisation. Comnpetdevelops primarily on
the basis of the selling price (price competitionpetter, on the basis of multiple
prices elaborated by the company, to which differgoantitative levels of
product correspond. We can therefore see thatrtkdétween price and quantity
is inverted in these markets compared to underimgomarkets. Faced with high
competitive intensity within a single product claaed relative freedom in
manufacturing terms (there is no constraint in gewh capacity or market that
limit companies in production), the quantities offg (and therefore produced)
depend on the price level at which they are presetd the market. The typical
conditions on the markets considered are in secttwesre the product has no
valid replacements: for example, smoke productd,cgarettes in particul3r

Companies that operate in economies where congoetgicontrolled generally
have a complex ownership set-up, to maintain theafled ‘controlling interest’
in the hands of a few, large stockholders, while tlemaining shares are
fragmented (widespread stockholding). Minority &tomlders are unable to
influence the decisions taken by management; comepalook for external
financing, even through Stock Exchange listing. Thportance of the financial
dimension thus emerges to support corporate maregem

Particularly if it is listed, a company must coresidhe demands — and thus the
need for information — of different categories @fk&holders*

- stockholders and the financial community generafiythis way, we aim,
if possible, to maintain and increase the compamgpacity to attract
capital by generating (or promising to generatagtricial income;

- Iintermediate and end customers; the growing impogaf distribution is
expressed in their influence on management ofrttiestrial company.

The stakeholder system expresses complex deman&ésdwledge, which are
not limited to the economic-financial aspects afpowate performance.

The typical environmental conditions — in which thportance of the figure of
the customer emerges and the search for diffetemtido qualify the products
offered as reflecting the needs of demand — makectirporate performance
variables more complex. Because it is multidimenaipthe concept of corporate
performance obliges the company to refine andrdjsish its indicator system.
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In these economies there is a tendency to attrilalieost exclusively
economic-financial significance to corporate parfance, and to perform
subsequent assessment (i.e. oriented to the @asthe other hand, in economies
with controlled competition, where the balanceas stable, limiting the concept
of performance merely to an economic-financial disien is reductive, because
it could lead to a forcedly partial analysis, whishpurely internal, in which the
complexity of the context is underestimated, anelndion focused:

- inside the company, taon-financial (quantitative and qualitative)

management measures;

- outside, to final and intermediademand In this context, assessments are
extended to the concepts of customer satisfadbi@nd and store loyalty,
repeated purchasing.

In this sense, context analysis seems to suggesbrtgpanies to enlarge the
scope of their analysis: ‘excellent companies their attention tgerformance
indicators rather than on detailed information about costsiations, net profits,
cash flows or efficiency of the actidh Economies where competition is
controlled reveal a very dynamic link between conypand final demand, which
refines its needs and therefore the purchasingepgy@nd between company and
distribution, which becomes an active player, al agthe emerging importance
of finance in terms of the acquisition of the hugeources necessary to sustain
corporate development.

Companies cannot limit themselves to exploring @ssthat fall exclusively
within the company boundaries, but need a systemmd¢ators that is able to
describe a complex reality within the company andelations between the latter
and demand.

The link between the different performance leveldeep and two-pronged:

- on one handsubordinationof the internal dimension to the external: in
fact, the overall assessment of company performacoasiders as
positive not only economic-technical superiorityt hlso the perception —
and acceptance — of this superiority by final detdihan

- on the other, thentegration of the internal dimension and analysis of
demand, in relation to the use of different perfance indicators,
regarding :

0 internal indicators: primarily administrative (maeament and
cost analysis), supplemented by non-financial messystock
trends, turnaround times, assessment of humanraEsuetc.);

0 external indicators (of demand and market): of amngtative
(primarily absolute and relative market share) apdlitative
type (customer satisfaction, customer retentiorglity) etc.),
linked to the development, marketing and promotanthe
product (from which the importance of intangible pply
resources and of their assessment emerges).

Demand represents the company’s competitive fogsig result, performance
assessment draws on a system of various typeslichior, which are born from
complex analysis within the corporation, but grduateracting with indicators
that address the outside world, and particularlymaled, both final and
intermediate. We underline that ‘the external penfance indicators are used to
examine the conditions for the effectiveness offitme’s performance in order to
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show how internal economic efficiency is linked @o efficient relationship
between the quality and price of the products swoldistributed; that is, to the
production of value for the user and the client,nasasured by appropriate
outcome performance measurasin these economies, the degree of complexity
of the corporate performance increases, measuned tne following indicators:

- internal;

- external, and referred to:

o demand (final and intermediate);
o financial community.

The internal indicators express a company’s capdoitmonitor its internal
dynamics. In this sense, the management controtemsysconstitutes a
fundamental tool to supplement and incorporate tihéosystem the data deriving
from preventive analysis, from simultaneous moimgprof management and,
finally, from a subsequent check on the achieverérsiet, detailed objectives,
for example, in company budgets.

The external indicators can be elaborated difféydntassess the relation with
demand, or address the financial community. Thenésrexpress a primarily
corporate ‘use’; the latter are developed by thammany, but transmitted outside
with clear financial goaf§.

The study conducted by Kaplan and Norton in 149@utlined four
performance perspectives (identifying objectivessasurements, targets and
initiatives for each of them):

- financial perspective;

- customer perspective;

- internal processes perspective;

- learning perspective.

The first two involve the external dimension; tlegtér, on the other hand,
emerge from an internal vision.

In the set-up adopted here, the client perspecsiveade up of five primary
guantitative and qualitative measurements, whick &glated: satisfaction,
acquisition, loyalty, profitability, market share.

The metrics used in the customer perspective aistude: the number of
customers; lost customers; the number of comptamtsketing expenses; the
number of visits per customer, etc..

The customer perspective is therefore the foundata which the other
perspectives are based:

- the internal process perspective identifies the fr@gesses in which the
organisation must excel to support the decisiorts goals identified in
the customer perspective and therefore createeyalu

- the learning and growth perspective identifies @eas behaviour,
capabilities and skills in the organisation’s enygles; technologies
designed to support corporate development, desitmedeate value by
achieving the set goals;

- the financial perspective (synthetically, the acvhment of the set
economic-financial results) focuses on satisfyilge tcustomer (and
therefore, on sales, satisfaction and loyalty) Bpl@ting the internal
perspectives.
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The Balanced Scorecard, originally used only ag@ to assess corporate
management, has gradually been interpreted stsategictool of management
(with the goal of action and not simply of analysidowever, the perspectives
identified by the two Authors are a suitable mamadetool for companies
operating in economies with an unstable balanaewfoch a customer focus is
expressed by a marked orientation to marketing f§teeailing orientation in the
contexts analysed above), although there are ciggrs for companies
incorporated in a network and faced with competitbontexts that are intensely
competitive and over-supplied.

To conclude, contexts where competitive intenstimited, are usually stable,
with ample potential demand: this justifies the artpnce acquired by a
primarily internal analysis perspective and therefoy a concept of performance
based on primarily economic-financial metrics. @a bther hand, in economies
where competition is controlled, where there is ymainic balance between
demand and supply, a competitive market orientgti@vails, based on complex
market conditions; the definition of performancesrdfore takes internal and
external inquiry perspectives into consideratiothweference to the customer.

Figure 1: The Customer Perspective According to Kaplan Anddid’

MARKET
SHARE

CUSTOMER |—» CUSTOMER <«— | cusToMER
ACQUISITION PROFITABILITY LOYALTY

CUSTOMER
SATISFACTION

Source Adapted from R. Kaplan, D. Norton, The Balancemr8card, 1996Harvard Business
Review
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Notes

Y *Accurate and appropriate measurement of perfoods critical in entrepreneurship research.
Without adequate means of measuring performaneeyytdevelopment is impeded, and it becomes
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difficult to develop prescriptions for entreprereuiG.B. Murphy, J.W. Trailer, R.C. HilMeasuring
Performance in Entrepreneurship ResealiohJournal of Business Research, no. 36, 19985 p.

20n the concept of the vital entrepreneurship syste refer you to G.M. Golinelli, L’approccio
sistemico al governo dellimpresa, Tomo |, L'impaesistema vitale, CEDAM, Padova, 2000.

% For example, taking as a reference a merely faterdimension, performance may be divided
into three levels: organisation, process and waskter (G.A. Rummler, A.P. Brach®ligliorare la
performance aziendaldé-ranco Angeli, 1996). On the other hand, many gamies have already
adopted a different approach, in which the conoépterformance breaks down into economic, social
and environmental (this type of classification @opted by several companies: for example, by
SABAF — www.sabaf.it). However, particularly in dysis conducted into market trends, analysis is
significantly limited: for example, the comparistietween the performance of companies under
foreign control and those under Italian control @doa ‘common combination of indicators:
productivity and labour costs, profitability andensity of investments and of spending on research
and development’. See FITA (Federazione ItaliarlaTéeziario Avanzato per i Servizi Innovativi e
Professionali), ‘Struttura e attivita delle impreseontrollo estero, 2001.

4 Cf. R. Simons,Levers of Control: How Managers Use Innovative @inSystem to Drive
Strategic RenewalBoston, Harvard Business School Press, 1995ic@lritariables are not defined
unambiguously, but depend on the characteristitBeo€ompany and the context in which it operates.

® ‘A performance measurement system may be defisea set of measurements used to quantify
both the efficiency and the effectiveness of compauativities, see L. LucianettBalanced Scorecard
e controllo aziendaleAracne Ed. Rome, 2004, p.157.

® In particular, financial measures ‘communicateficial objectives and make unitary and general
representation of corporate performance possiblgesented on the basis of a number of rules and
conventions structured so as to unequivocally campthe expectations and requests of various
classes of stakeholder’, Cf. M. Agliatfondizioni di efficacia delle misure non finanzeamella
valutazione delle prestazioni aziendalp. cit.

"*For the former, the unit of measurement is moreteevenues, expense, profits. Non-financial
measurements, on the other hand, are expressethiounrency units: quantity, reject rates or market
share, see R. Simorisa gestione delle performance aziendali. Ruolipogsabilita e meccanismi di
controllo, EGEA, Milan, 2005 p.74. According to the authtwo reasons may be suggested to
explain the limited role of financial indicators:

not all corporate activities may be expressed inetary terms (...);

the translation of corporate activities in monet@myns is performed to simplify reporting activitie
in a commonly expressed language. However, innusleraon-financial events precede this stage of
the final translation, each of which demands marnageontrol.” See R. Simondylisurare la
performance aziendal&GEA, Milan, 1987, p. 3.

8 In this regard, we underline that ‘most methodi@egfor corporate strategy assessment and
planning and operating control are of accountirigior on the basis of analytical schemes developed
throughout the ZDcentury, a company’s economic balance, both pastature, could be examined
by analysing the profiles of operating profitalgilitgrowth and stability, solvency and equity
soundness’, see M. Agliatfondizioni di efficacia delle misure non finanzeriella valutazione delle
prestazioni aziendaliin F. Amigoni, P. Miolo Vitali. (edited by)Misure multiple di performance
EGEA

° Cf. R.J. BestMarket-Based ManagemerRrentice-Hall, 2005.

10 According to Comuzzi, for example, corporate periance indicators could be divided into:
- measurements to express performance in the appeaea;

- measurement founded on cash flows (with the i@elinks and determinants);

- measurements of profitability (with the respeetiinks and determinants);

- measurements to express performance in the fimguacea (expressing the cost of capital).

L cf. F. Amigoni, P.M. Vitali (edited byisure multiple di performanc&GEA, Milan, 2003.

12 Cf. E. Arrigo,Responsabilita aziendale e performance economiciaispGiappichelli, 2008, M.
Molteni, Responsabilita sociale e performance d'impresa. @& sintesi socio-competitiv¥ita e
pensiero, Milan 2004.
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13t is not relevant to study the systematic chaggstics of a certain organisation, X, in isolation
without also observing the supra-system in whicks ¥ncluded and the sub-system it includes’, see
G.M. Golinelli, L'approccio sistemico al governo dellimpresa. Ljinesa sistema vitalevol. I, op.
cit., p.114.

14 :‘Competitive intensity is the degree of interdegmce between competitors and regards the
significance of the operations of one competitardither competitors. The greater the importance for
a company of information about its competitorsiaties, the greater the competitive intensity loditt
market’, see M. Cornianistema informativo aziendale e dinamiche competiGiappichelli, Turin,
2000, p.13.

15 Cf. J.J. Lambinls Gasoline Advertising Justifiedih The Journal of Business, vol. 45, no. 4, The
University of Chicago Press, 1972.

'%In this regard and in the context of the systenmofor vehicle fuel supply, Corniani observes
that the ‘installed capacity to extract and refiledoes not depend on the level of demand, whsch i
far superior to the supply delivered, but on diniems linked exclusively to supply ’, see M. Cornijan
Market-Driven Management e politiche d'impresa ppsifi’, in Symphonya. Emerging Issues in
Management (www.unimib.it/symphonya), no. 1, 2008.

" The Government's intervention is designed to keempetitive intensity as low as possible, by
adopting some of the costs of non-competition;estatervention enforces a stable and essentially
closed context for the companies present, whichdafended above all by foreign competition. This
type of policy falsifies the natural market balanahich is determined by pure confrontation between
demand and supply, determining the achievement Giranatural’ balance on the market; this type of
balance is in many ways similar to the situatiotedained in the case of cooperating competitive
companies. As we will show in the following pargmraon one hand cooperation is designed to
reduce competition costs; on the other, howevémpbses sustaining costs that can be definedeas th
cost of non-competition. There are monetary and-monetary costs. In economies where
competition is controlled, the total cost to donestompanies of non-competition with foreign
companies is often met by the State. In these eu@s0it is therefore possible to state that
competition costs are paid by the Government arfdvour of domestic economies — and therefore
companies, among which various solutions develepighed to compress the competition costs that
weigh on corporate structures. For the concephefcbsts of non-competition, we refer you to M.E.
Garbelli,Localizzazione produttiva e dinamiche competittveGiappichelli, Turin 2004.

18 Indicators of this type are easily identified letcode of conduct and code of ethics (Cf. E.
Arrigo, Il codice di condotta: uno strumento di Corporatev@rnance Symphonya. Emerging Issues
in Management (www.unimib.it/Symphonya) no. 1, 2008oth can be considered instruments of
governance as well as indicators of corporate pedace. Very often they represent a basic
requirement when selecting a supplier or distripusmd for the purchasing decisions of the end
customer.

¥ In about 1915, DuPont adopted a system of finamoiices (DuPont Chart), elaborated by the
financial analyst Donaldson Brown; the metrics tifesd acquired a pyramid form, linking a wide
range of indicators to the return on the investmeith a clear hierarchical structure, which iseatud
reveal a link between the measurements and thespmnding organisational levels. To start with, the
ROE itself was the sum of three indicators (nefipnoargin, asset turnover and equity multiplief.
A. Cariola,La misurazione sistemica delle performance d’'imar&edam, Padova, 2006; W.J. Bruns
Jr, Performance Measurement, Evaluation and Incentit#egvard Business School, Harvard, 1992;
Johnson H.T, Kaplan R.Relevance Lost. The Rise and Fall of Managemenbuiting Harvard
Business School, Boston, 1987; Eugenio Pavaraiie(edy), Analisi finanziaria Mc Graw Hill,
Milan, 2001.

200n this regard, Lambin points out that: ‘the mpioduct characteristics strongly suggest that
overall primary demand is inelastic with respecintmome, price and advertising (...). While primary
demand is inelastic, the demand for an individwaht may be very elastic with respect to the poice
other competing brands’, see J.J. LamiiinGasoline Advertising Justified®p. cit., p. 586 and
following.

1 See M. CornianiViarket-Driven Management e politiche d'impresa ppsit’, op. cit.
22 See R. Simondisurare la performance aziendalep. cit., p.4.
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23 As Simons underlines, ...the managers of the podfittres are responsible for both the revenues
and the costs. One expects these managers notcoathieve their revenue and cost objectives, but
also to look for trade-off opportunities betweenstsoand revenues to reach or surpass profit
objectives, see R. Simond,a gestione delle performance aziendali. Ruoli, pogsabilita e
meccanismi di controllcEGEA, Milan, 2005, p.77.

24 Cf. G.B. Murphy, J.W. Trailer, R.C. HilMeasuring Performance in Entrepreneurship Research
in Journal of Business Research no. 36, 1996.

% The Market Share is not an internal performancesmement, because it derives from a
comparison between the sales achieved by the cogmipathe relevant market and total sales.
However, in under-supplied economies, calculatingarket share presupposes numerous
simplifications, determined by the main charactiss of the markets (stable or with limited
competitive intensity).

% Similar forms of cooperation express the effogscbmpanies to govern external conditions and
to shift competition from the price (price competif) to the characteristics that qualify supplyr{no
price competition).

2 On these markets, sales promotion acquires uriqonabte significance for the company, based
in particular on promotional activities performedsiore and in communications.

8 Regarding the information system and the role rdbrimation in the various competitive
conditions, we refer you to M. Corniarsistema informativo aziendale e dinamiche competiti
Giappichelli, Turin, 2000.

9 Distribution contracts the selling conditions wjghoduction right through the shelf: what does
not reach the shelf cannot be chosen by the pueclmas therefore, sold. This simple consideration
reveals the power of distribution in economies wehawmpetitive intensity is not limited. On the athe
hand, distribution acquires power even in constitama

- of the great availability of information which @an easily manage and which is useful to the
manufacturer;

- of the concentration of several products compgetin the same place (a fact that allows the
customer to perfect its purchasing in a single phgpexpedition);

- of the power to negotiate the positioning of h@ducts proposed in the point of sale with
manufacturers.

¥t is in these markets that the concept of mar&esearch is developed. Corniani underlines that
‘market research increases and focuses on thelaassarch of the market's reaction to measures
taken by businesses regarding products, pricesmemigations and distribution’, see M. Corniani,
Market-Driven Management e politiche d'impresa ppsli’, op. cit.

%1 Regarding modular production and flexible manufein system, we refer you to the ample
national and international bibliography providedy Bay of example we mention: S. Gallinaro,
Imprese e competizione nellera della modulgri@EDAM, Padova, 2001; B.J. Pine IMass
Customization. The New Frontier in Business CortipetiHarvard Business Review, July-August
1993; M. Mariotti,Verso una nuova organizzazione della produzi&ieAS, 1994.

%2:On the basis of the inherent features of the pobdhe need expressed by the purchaser (to take
a dose of nicotine, enjoying the pleasure thisg®jrcan only be satisfied by a product that beldags
the same product class. Replacement products, dietpto different product classes, are not able to
satisfy the needs of demand in full and they addeestomers who actually have different needs: not
‘to smoke’, but 'to stop smoking’, thanks to alime products such as patches, inhaled nicotine,
chewing-gum, sweets, anti-stress balls and othedymts which, together with the will-power of
someone who wants to stop being a smoker, manageeno this desire.” See M. Garbellipsti di
differenziazione di prodotto e dinamiche compedjtin Symphonya. Emerging Issues in Management
(www.unimib.it/symphonya), no. 1, 2005.

33 ¢A stakeholder is any group or individual who caffect, or is affected by, the achievement of a
corporation’s purpose. Stakeholder include emplsyegistomers, suppliers, stockholders, banks,
environmentalist, government and other groups wao kelp or hurt the corporation’, see R.E.
Friedman, Strategic Management. A Stakeholder Appreodetiman, 1984, p. 28. We must also
remember that ‘the stakeholder theory is born dwtroawareness of the growing importance of the
environment and the subjects/systems that makg, iilnurelation to pursuing the corporate purpose.
The evolutionary logical of the company is therefalecided by governance decisions which must

Edited by: ISTEI - Universita degli Studi di Milandicocca



© SYMPHONYA Emerging Issues in Management, n. D&0
www.unimib.it/symphonya

constantly reflect the expectations of the varicategories of social interlocutors. (...) However, we
must underline that the company’s various intefosi do not have the same influence on the
governance decisions’, see G.M. Golinelli, L'apmiocsistemico al governo dell’impresa, Tomo I,

cit., p. 65 and following.

% See R. Simonslisurare la performance aziendalep. cit. p. 4. We must also consider Peters-
Waterman,In Search of Excellence: Lessons from American'st Bein CompaniedHarper&Row,
1982. The authors highlight that, in the contexandlysis of examples of excellence in the U.S0A. i
the 1980s, ‘financial and strategic goals are nelefined in isolation. They are always discussed in
the context of other decisions that the companyeetgpto implement with positive results. The idea
that profit is a natural consequence of doing shingtwith a positive result, and not an end inlftse
is also generally accepted’, See Peters-Waterina®garch of Excellence: Lessons from American’s
Best Run Companigsp. cit., p. 284.

% See P. Gazzola, P. Mell@prporate Performance and Corporate Social Resyiilityi (CSR). A
Necessary Choice™ Economia Aziendale 2000 web, no. 3/2006, p.@5 this issue, we refer you
to R.L. ShalockQutcome-Based EvaluatipRlenum Press, New York, 1995; P.F. Drukkegrande
cambiamentpSperling & Kupfer Editori, Milan 1996.

% The latter are not only applied in analysis regardcompanies that operate in contexts of
dynamic balance, because they are able to exgressame need for information even for companies
in under-supplied economies.

7 Cf. Robert S. Kaplan, David P. Nortofihe Balanced Scorecard: Translating Strategy into
Action, 1996, Harvard Business Review.

% Cf. R.S. Kaplan, D.P. Nortoifhe Balanced Scorecard: Translating Strategy inttiok, op. cit.
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