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Abstract. The shareholders’ value creation has become the primary goal of any company. The main chal-
lenge is to translate corporate objectives into the set of measures and to communicate high-level goals to 
the employees. The purpose of this paper is to determine the most appropriate operating objectives and 
target measures for the bank’s customer service centre. The Balanced Scorecard approach was used as a 
theoretical basis. The middle range managers and front office employees of Latvian commercial banks 
were surveyed to model the objectives tree with the quantitative metrics, which can be used by the middle 
managers as a daily management tool. The authors focused only on the financial, customer and personal 
perspectives.  

 

1. Introduction 
Already in past age the American economist, Irv-
ing Fisher proved that company’s value maximiza-
tion is the best way to solve conflict of interest 
(1930). Modern finance theorists and practitioners 
(Sinkey 2007; Helfert 2000; Lee 2009) assert that 
shareholders’ value enhancing should be an 
integral goal of any company. 

According to Copeland, Koller and Murrin 
(2002), the investors in shareholder−oriented 
economies will receive the higher return on capi-
tal, than in other countries. Thus, the latter will 
gradually fall into troubles with foreign invest-
ments and will lag behind in world competition. 

As for Latvia, the statistical data indicates the 
problem of value creation in Latvian banking sec-
tor. Although the banking profitability ratio in 
2007 (24.2%) was even higher than the average 
ROE throughout the Western, Central and Eastern 
Europe, the index in 2008 (3.63%) is the lowest in 
the European banking sector, including the neigh-
bors (Estonia and Lithuania) with 17% and 14% 
respectively (BSCEE 2008; Vries, Groen 2009). 
The data point to the high volatility of revenues 
and riskiness of banking business in Latvia. Tak-
ing into account that the 80% of Latvian banks are 
foreign-owned, the risk of capital outflow increas-
es. Thus, Latvian banks’ top executives should 
start thinking of value enhancing for their share-
holders. 

The reason of failure of using some manage-
ment approaches was performance targets that 
were not properly aligned with the ultimate goal of 
creating value. Besides, the corporate objectives 
should be translated into the set of measures ap-
propriate to each particular business group (Copel-
and et al. 1995).  

The object of the research is a system of qu 
titative indicators used to evaluate performance of 
a retail bank’s business unit. The aim of the re-
search is to collect data about the existing perfor-
mance evaluation systems that are used in Latvian 
banks’ retail departments and to take the opinions 
of bank employees about these systems. The goal 
of the paper is (i) to study the international expe-
rience in the area of banks’ performance evalua-
tion; (ii) to get an insight into the key performance 
indicators of a retail bank; (iii) to analyze the re-
sults obtained from the authors’ conducted survey 
among Latvian banks’ employees; and (iv) to con-
struct a model of objectives tree with the quantita-
tive metrics, which can be used by retail bank’s 
middle managers as a daily management tool.  

The survey conducted in 2006 among 143 
performance management professionals found out 
that 46 % of respondents still did not have a for-
mal strategy execution system. 73 % of them re-
ported average or below-average performance of 
their strategies. In turn, 70 % of the respondents 
who had a formal process to manage their strategy 
execution outperformed their peer group of com-
panies.  

The survey conducted by Cranfield University 
in 2003 found that 75 % of organizations use a 
management system based on Balanced Scorecard 
(Kaplan, Norton 2008). According to the data of 
the research that has been conducted by 
Bain&Company since 1993, the Balanced Score-
card approach is still among the 10 most popular 
management tools in 2009 (Rigby 2009). 

Balanced scorecard (BSC) is a performance 
measurement and strategic management system 
that translates an organization's mission and strat-
egy into a balanced set of integrated performance 
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measures. Strategic performance measures are the 
foundation of effective strategy management--the 
key to taking the Balanced Scorecard, or any per-
formance system, from the theoretical to the ap-
plied (Kaplan, Norton 1993).  

The Balanced Scorecard focuses on critical 
success factors of an organization and involves 
key performance indicators.  

Key success factors are the critical fields for 
the company’s effectiveness (Никонова, 
Шамгунов 2007). Key Performance Indicators, 
also known as KPI or Key Success Indicators 
(KSI), help an organization define and measure 
progress toward organizational goals (Reh 2009). 

The main objective of the implementation of 
KPI system is to formulate the concrete tasks for 
all departments and their managers. From the sur-
vey data that Booz&Company has been collecting 
for almost five years from more than 125,000 em-
ployees of some 1,000 organizations in over 50 
countries the researches have distilled the 17 fun-
damental traits of organizational effectiveness 
(Neilson et al. 2008). The most important attribute 
of effective companies is that their employees are 
clear about which decisions and actions they are 
responsible for. 

Thus, the existence of intelligible performance 
evaluation system is obligatory success factor for 
any company, including financial institutions. Be-
sides, the each department should have its own 
measures and targets. The middle managers and 
frontline employees of Latvian commercial banks 
were surveyed in order to evaluate the existing 
systems that are used to evaluate performance of 
bank retail department. Using the Balanced Score-
card approach and the data obtained from the sur-
vey, the authors constructed the scorecard model 
for a retail bank branch. The given scheme can be 
used as a template for the construction of business 
unit’s scorecard in real commercial bank, or as an 
instrument for improving the existing evaluation 
system.  

2. Balanced Scorecard in a Bank 
Effective measurement system is an integral part 
of a process of business strategy execution. The 
balanced scorecard concept, developed in 1992 
(Kaplan, Norton 1993) is a strategy-focused ap-
proach to performance management that includes 
performance measures derived from the organiza-
tion's vision and strategy. 

Intangible assets amount to about 75 % of 
company’s value (Kaplan, Norton 2003). The 
creators of the BSC argue that in the information 
age, organizations require new capabilities for 

competitive success, such as customer relation-
ships, product innovation, customized products, 
employee skills, motivation, and information tech-
nology. By including all critical success factors in 
the performance measurement system, the organi-
zation will have a better idea of how to achieve its 
goals. 

Financial measures characterize a bank in the 
context of financial cycle (from the capital inflow 
until the receipt of income on active operations). 
This approach presents marketing researches, new 
products development, employee development etc. 
as only costly activities. These processes and re-
lated intangibles, such as customer loyalty or staff 
knowledge and skills, are characterized with non-
financial indexes. 

 The balanced scorecard augments financial 
measures with objectives and metrics in three ad-
ditional areas: customer relationships, internal 
processes, and learning and growth. Balanced sco-
recard system offers the answers to four main 
questions (Norton, Kaplan 1993): 

− Financial perspective: To success financial-
ly, how should we appear to our shareholders? 

− Customer perspective: To achieve our vi-
sion, how should we appear to our customers? 

− Internal business processes: To satisfy our 
shareholders and customers, what business 
processes must we excel at? 

− Learning and growth: To achieve our vision, 
how will we sustain our ability to change and im-
prove? 
According to Никонова and Шамгунов (2007), 
there are following milestones of BSC implemen-
tation process in a bank: 

− Develop a strategy for a bank; 
− Construct an objectives tree from the top 

goal of value enhancing to the functional goals; 
− Determine the main factors affecting the 

achievement of functional goals; 
− Determine KPI and targets; 
− Organize the process of data collection 

about the achieved targets. 
There are many successful financial service 

companies among the adopters of balanced score-
card (Norton 2006): Unibanco (Brazil), DnB Nord 
Bank (Scandinavian and Baltic region), Nordea 
Bank (North Europe and Baltic region), Chemical 
Bank (USA), KeyCorp (USA), Bank of Tokyo-
Mitsubishi (Japan), Wells Fargo Bank (USA), 
Lloyds TSB Bank (UK) and others.  

Relying on the own experience in banking and 
analyzing the publicly available information about 
the strategic objectives and targets of BSC users 
(Johnson, Beiman 2007; Kaplan, Norton 2003; 
Kaplan, Norton 2001; Никонова, Шамгунов 2007; 
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Тютюнник, Машонская 2009), the authors distill-
ed the most general objectives and measures within 
the balanced scorecard perspectives for a bank’s 
retail department. Authors’ developed balanced sco-
recard is presented below (Fig. 1). 

As we can see, the most attention is focused on 
customer measures.  Loyal customers are the most 
important business asset of any company, including 
banks. In 1994, a professor James Heskett proposed 
a concept of Service-profit chain (Heskett et al. 
2008). The service-profit chain es-tablishes rela-
tionships between profitability, customer loyalty 
and employee satisfaction, loyalty, and productivi-
ty. The links in the chain are as follows: Profit and 
growth are stimulated primarily by customer loyal-
ty. Loyalty is a direct result of customer satisfac-
tion. Satisfaction is largely influenced by the value 
of services provided to customers. Satisfied, loyal, 
and productive employees create value. Employee 
satisfaction, in turn, results primarily from high-
quality support services and policies that enable 
employees to deliver results to customers. 

Despite the internet banking development, the 
number of customers’ visits to bank branches in 
European countries decreased only by 1 % during 
the period from 2001 to 2005 (Bidmead et al. 
2007). The branch remains a key channel for retail 
banking customers. Thus, branch employees  

should retain the existing and attract new custom-
ers, cross-sell the products, thereby increasing 
bank revenues. 
3. Research description  

To achieve the main goal of the research, the 
authors of the paper developed questionnaires 
designed for the middle range managers – senior 
officers of the bank branches and customer service 
centers (CSC), and frontline employees (CSS– 
customer service specialists). 25 CSS and 15 
managers from AS “Parex banka,” AS “Latvijas 
Krajbanka” (LKB) and AS “GE Money Bank” were 
surveyed. The respondents were randomly selected. 
The only stipulation was appropriate position; work 
experience, age, name of an employer and other 
characteristics were not considered.  

The main data about the survey are summa-
rized in Table 1 and Table 2.  

The authors’ goal was to form a judgment 
about existing performance evaluation systems in 
retail departments of Latvian banks.  The question-
naires included only closed questions, because they 
produce standardized data that can easily be ana-
lyzed statistically. The respondents were offered to 
select the appropriate variant from the authors’ for-
mulated alternatives. The authors used the multiply 
choice categorical and numerical questions. 

 
Fig. 1. Strategic Objectives and Strategic Measures for Retail Bank  
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Table 1. Description of the Survey 
The aim of the 
research 

To study the systems of indexes 
used to evaluate the performance 
of branches of Latvian banks 

Approach Qualitative 
The source of 
data In-person and mail surveys 
Instrument Questionnaire 
The target au-
dience 

Middle range managers and cus-
tomer service specialists of Lat-
vian commercial banks 

Location Riga, Latvia 
Period November–December, 2009 

Table 2. Respondents’ Data 
Criteria Respondents’ data 
Bank 
name 

 Parex LKB GE 
Money 

Position Managers 8 5 2 
CSS 17 5 3 

Period in 
a position 

<2 years 7 0 1 
2–5 years 15 8 1 
>5 years 3 2 3 

The questionnaires were conditionally divided 
into two blocks. The questions of the first blocks 
allowed clarifying the general opinion of em-
ployees about the evaluation of their activity. The 
questions of the second block were the same for 
both groups of respondents and allowed detecting 
the gap between the viewpoints of frontline bank 
staff and their managers. 

The second block’s questions were related to 
the evaluation indexes. In particular, the respon-
dents were offered to evaluate the importance of 
bank products for the bank performance. Besides, 
the respondents had to evaluate offered measures 
and to choose the most appropriate for their 
groups’ performance evaluation.  

4. Empirical Results 
The research evidence allows making the inter-
esting conclusions. One of the common ques-
tions for both groups of respondents was about 
the main strategic goal for any bank (Fig. 2, Fig. 
3). If the total number of the answers exceeds 
the number of respondents, it means, that the 
respondents have selected more than 1 response 
alternative.  

As a main strategic goal, both managers and 
employees almost unanimously have selected the 
sustainable growth of profit (88 % of front desk 
staff and 67 % of managers). This response aligns 
with the results that the authors received in study-
ing international experience in performance man-
agement area (Fig. 1). 

However, the authors were perplexed with the 
fact of underestimating the importance of custom-
er-oriented goal. Only 20 % of managers have 
chosen this answer.  

 
Fig. 2. Main Strategic Goal of a Bank (Viewpoint of 
Frontline Employees) 

 
Fig. 3. Main Strategic Goal of a Bank  
(Viewpoint of Managers) 

The importance of value enhancing was ap-
preciated only by 33 % of managers and 16 % of 
customer service specialists. And this result only 
accepts authors’ opinion that the bank employees 
do not have competent knowledge of Value.   

As for personal attitude of bank employees to 
the performance evaluation system in their de-
partments, 64 % of CSS and 40 % of managers are 
not fully satisfied with them.  

As a positive point, the authors can mind the 
fact, that 22 of 25 front desk employees are fully 
informed not only about own performance targets, 
but also about the common department’s tasks.  

However, we cannot account for the fact, that 
the middle managers have no opportunities for 
changing the performance targets. The measures 
and targets are strictly determined by top execu-
tives.  The opinions of middle managers are dis-
counted, that is a gross mistake on the part of se-
nior management.  
Plan targets very often do not consider the differ-
ences between business groups, such as group’s 
size, number of employees, consumer flow etc. 
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The respondents were offered to choose from a 
range of indicators those, which take into account 
these differences. The responses are presented in 
Fig. 4. 

 
Fig. 4. Plan Targets for a Bank Branch (Viewpoint of 
Bank Employees) 

The respondents’ opinions were divided in this 
matter. However, the fourth measure (number of 
sold units of retail banking product line per group) 
was considered as a most appropriate by a plurality 
of votes. Actually, this is a rather fair measure. The 
selling results in banking largely depend on the lo-
cation of a business group and social classes of cus-
tomers. It is easy to expect a large number of corpo-
rate customers in a micropolis, and the appropriate 
number of opened accounts for entities. In turn, it 
would be almost impossible in residential district. 

The last questions of the questionnaires were 
related directly to operational level performance 
indexes. At first, it was offered to choose indexes 
that most properly evaluate group’s performance. 
We focused only on financial, customer and learn-
ing&growth perspectives. We took as a basis the 
data of the previous research data (Fig. 1), but in-
troduced some amendments. We removed high-
level strategic measures and retained only opera-
tional indexes. Some indexes were substituted with 
the other measures. For instance, we replaced cus-
tomer acquisition rate (New customers/ Existing 
customers) and customer retention rate (Customers 
at the end of the year / Customers at the beginning 
of the year, ignoring acquired customers) with 
another measure (New customers/Lost customers). 
On our opinion, this measure is universal and easier 
to be interpreted. Besides, we took some measures 
from the own business practice and added to the list 
(Fig. 5, Fig. 6, Fig. 7).  

Both groups of respondents give the highest 
priority to the bank liquidity characterizing indexes. 
Today, in a period of global economic slowdown, 

the banks that have liquidity reserves take a very 
vantage place.  However, the authors insist on using 
the index that reflects both money inflow and out-
flow. The volume of attracted capital simultaneous-
ly with big withdrawal does not guarantee increased 
revenues. 

 
Fig. 5. Financial Measures 

Fig. 6. Customer Measures 

 
Fig. 7. Learning&Growth Perspective 
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As for customer measures, both managers and 
customer service specialists put more emphasis to 
the number of existing and acquired customers. 
However, as in the case of new money attraction, 
the number in itself does not matter. A person, who 
has opened a bank account, can be considered as a 
new bank customer, but this does not necessarily 
mean that the person will use this account. Thus, the 
number of customers increased, but this had no in-
fluence on bank performance result.  The authors 
suggest using quantitative customer measures with 
monetary indicators.  

As for learning&growth perspective, the au-
thors offered four measures to be evaluated. The 
survey results prove the fact, that the questions of 
operational excellence are underestimated in our 
banks. The only quantitative measures of sales are 
in the focus. Tying of motivation bonuses to sales 
results yields insufficient respect for other measures 
from the part of employees. 

The last task for respondents was to evaluate 
the importance of bank group’s performance meas-
ures, using the numerical scale (0 – unessential for 
bank performance; 10 – critically important).  

All the grades were reduced to the arithmetical 
mean value. The closer the mean value of the ele-
ment to 10 the more important the given measure 
for performance evaluation from the viewpoint of 
bank employees. The elements in the table are 
ranked from the most important to the less impor-
tant. The managers and employees were agreed on 
this matter. The same indexes are ranked among the 
first (Table 3).   

Without reference to the results of the sur-
vey, it is clear, that the measurement system is 
integral part of business management. 17 from 25 
customer service specialists affirmed that they 
need to be evaluated, because it helps them to 
perform their duties.  

In conclusion, the authors suggest our devel-
oped model of objective tree for the bank customer 
service centre (Fig. 8). The objectives are supple-
mented by quantitative metrics from our conducted 
research.  

The optimal number of measures for a business 
unit is in range from 15 to 20 (Kaplan, Norton 
1993). We involved in our model 13 measures that 
can be complemented with the range of metrics re-
lated to specific banking products. Strategically im-
portant product lines for a bank condition the choice 
of these additional measures at each specific mo-
ment.  

According to Norton and Kaplan (2000), the 
main strategies to achieve shareholders’ value en-
hancing are Revenue growth strategy and Produc-
tivity strategy. As a main strategic goal for our hy-

pothetical retail bank branch, we have chosen the 
purpose of increasing revenues. 
Table 3. The Importance of Performance Measures 
(Viewpoins of Managers and CSS) 
Measure Range  Managers Range CSS 
Term deposits 1 9,80 1 9,72 
New money 2 9,67 2 9,64 
Opened  
accounts for 
entities 

3 8,6 3 8,84 

Account  
balances  

4 8,6 5 8,56 

Commission 
fee 

5 8,6 8 7,28 

New  
customers 

6 7,73 4 8,76 

Administrative 
costs 

7 7,73 10 6,64 

Opened  
accounts for 
physical  
persons 

8 7,33 6 7,68 

Lost  
customers 

9 7,07 9 7,08 

Sold payment 
cards 

10 6,6 7 7,6 

Number of 
complaints 

11 5,46 12 5,2 

New internet 
bank users 

12 5,07 11 5,68 

5. Conclusions 
In the current market environment the highest goal 
of any company, including financial institutions is 
creation and enhancing of shareholders’ value.  

To succeed in value enhancing strategy execu-
tion, it is extremely important to align performance 
targets with the overarching goal.  

The most popular performance evaluation sys-
tem is Balanced Scorecard, developed by D. Norton 
and R. Kaplan.  

The balanced scorecard augments financial 
measures with objectives and metrics in three addi-
tional areas: customer relationships, internal 
processes, and learning and growth. The studying of 
international experience and the results of authors’ 
conducted survey allow distilling the most appro-
priate performance measures for a business group 
of bank retail department. 

In Latvian banks, the attention is mostly focused 
on financial and customer measures. Tying the sys-
tem of remuneration only to selling results leads to 
the underestimation of other measures. It may be 
followed by increased number of technical errors 
and, finally, by depreciation of service quality.  
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Fig. 8. Objective Tree for a Bank Customer Service Center (Strategy of Revenue Growth) 

 
Considering the survey data and the expe-

rience of successful BSC adopters, the authors de-
veloped the objective tree with quantitative me-
trics for the customer service center of a retail 
bank. This model can be used as a framework for 
constructing the performance evaluation system 
for business groups in Latvian commercial banks. 
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