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Where are we Carmen Sandiego?
Ordos, Kangbashi in Inner Mogolia, China

The city was built in 2003 as a solution for a growing capital about 25 miles away that
was running out of both water and room to grow

It was a massive project master planned for 1,000,000 residents
oublic cost: 17 billion yuan or roughly $2,721,530,000
Ive there and the rent for most businesses is free...for

KPI’s of Coursell!




KPI’s are generally speaking a composite measurement of business activity used
to drive behavior in an organization

Composite in that they normally are written as ratio’s with a numerator describing the
behavior that is designed to be moved and a denominator typically used which is
either a given in the business or drives the numerator

For instance: Sales per Investments or Accidents per million miles/hours etc.




KPI’s should drive business behavior therefore:
All KPI’s should be actionable

Meaning the people being measured by it must be able to effect action based off of it

All KPI's should be meaningful

Too easy to find a “gee wiz” metric and call it a KPI

d tie directly back to:



The curse of data

Too easy to be entrapped by
the million KPI dashboard.

If everything is important, then
nothing is.

The goal is the story, not the
number!

Perfection is the bane of KPI’s

If matching everything to the
penny to the GL and the IS is
the baseline, expect a long
process, and the same value if
you stopped a few levels of
accuracy before that.

© Copyright 2017 Ascension Business Intelligence
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How do we build KPI's?

Start with understanding the goal
What do we want to change?
Change and measurement go hand in hand

Examples include overtime/inventory/sales

merator

tal — total defects




How can you tell if they are working?

First, are they being used?

Second, do they change the needle, again, what are you after?
Leading/Lagging KPI’'s

out tomorrow or yesterday?




Each KPI must be normalized across multiple axes

Time (both source and destination)

Normally a denominator problem...but often a numerator problem as well with events not being
statistically even. i.e. orders for spices and sauces spike for Christmas so what do we do?

Business Units

Can often be addressed using denominator solutions, but what about KPI’s that are more or less
meaningful across companies? i.e. drink sales ratio to total sales for a unit with a bar?

: mbols, they also need to be analyzed:




When normalizing you will likely find:
Non standard definition of metrics
Non standard method of goal definition
Data incongruences

Even if everyone agrees on a KPl and what it’s goal should be...how close to the goal
es success? Is 110% really the goal or is that a stretch (i.e. impossible) goal?




Big issues here, after you have sourced the data and identified denominators and
numerators:

Average of Averages

Ratio of Ratios

all=
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Goodhart’s Law / Unintended Conseqguences
Simply stated, people will find the best way to optimize a target at the cost of the true goal

I.e. in the Soviet Union, when managers were measured by the number of nails, the factory would
produce tiny useless nails. By weight, super heavy ones.

When incentivized to drill by feet in exploration wells, lots of short wells regardless of geology

A more complex description of unintended consequences

example:




Transportation company’s daily KPI’s

Value added for sure, but to watch them everyday ended up being an exercise in looking at
noise!

Mining company’s cascading KPI’'s and the chart of happiness

Overly complex solution that literally needed pages of flowcharts so people would
understand them

Give the consultants a raise for coming up with those!
’s that weren’t incentivized and managed
than retail employees




The story about Ordos is about an unhealthy focus on GDP, which can be
manipulated by large projects with little economical benefit. The person who ran

the Ordos project up is now the vice premier in China. See, not just US politicians
are rewarded for questionable decision!

KPI’s should be used to focus management and employees on the same
goals...not to cause us to lose focus on what is important!

eptible to data issues and gaming, intentional or not.

oals and KPI's is key when you



Questions, Comments, Suggestions
Wanted!
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Goodhart’s Law / Unintended Consequences

Superiors want an undefined goal G.

They formulate G* which is not G, but until now in usual practice, G and G* have
correlated.

iven the target G*.
* Is sought.
re explicit



	Key Performance Indicators:� Getting beyond the noise
	Agenda
	About Me
	Defining KPI’s
	Defining KPI’s
	Defining KPI’s
	Defining KPI’s
	Defining KPI’s
	Defining KPI’s
	Defining KPI’s
	Goals and Standard Setting
	Managing and Normalizing KPI’s
	Managing and Normalizing KPI’s
	Managing and Normalizing KPI’s
	Calculation Concerns
	Calculation concerns
	Calculation concerns
	Goodhart’s Law
	Examples
	Conclusion
	Slide Number 21
	Goodhart’s law - Details

