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CHAPTER 10 
 
Performance Measurement 
 
This chapter has been designed to provide the reader with a clear 
understanding of: 
 

a) The notion of inputs and outputs and how that relates to 
services. 

b) The productivity framework 
c) Ways of improving productivity, undesirable consequences and 

the consumer’s contribution 
d) Productivity as it relates to different services 
e) Customer retention and lifetime value 

 
 
In a wider sense it is perhaps instructive to begin by raising two 
questions: 
 

• What factors must an organisation take account of when judging its 
performance? 

 
- predetermined standards 
- competitors (if any) 
- customer expectations 
- resources deployed 

 
• Which question should be asked prior to undertaking some form of 

measurement? 
 

- what are we to measure? 
- how are we to measure? 
- why do we need to measure? 

 
A key concept in this chapter is ‘productivity’.  Reference can be made to 
‘performance indicator’ as an equivalent term currently in vogue.  
Whereas performance on its own may be judged against predetermined 
standards, competitors and customer expectations mentioned earlier, 
productivity focuses on performance relative to resources deployed. 
 
Reference should be made to the origin of productivity in the 
manufacturing sector where its measurement is relatively straightforward.  
Students should now be in a position to appreciate and state why 
productivity measurement is more demanding in services.  Figure 10.1 
could remind students of how demanding it is for some services over 
others.  Students could be encouraged to provide examples and even 
provoked into thinking about how one might measure the productivity of 
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service occupations such as doctors, teachers, nurses, social workers.  
(See section on white collar productivity). 
 
Moving on to the productivity framework enables students to appreciate 
productivity in its entirety and in its detail.  Time should be devoted to 
two words that are central to understanding performance measurement; 
efficiency and effectiveness and the extent to which they might stand in 
contra distinction to each other. 
 
Further, comparisons should be drawn between the relative ease of 
measuring inputs and the imprecise nature of outputs or outcomes.  
Where output is measured, eg number of commuters transported, service 
quality is excluded and where the true output is incapable of 
measurement, proxy measures are invoked, eg the police service.  (See 
section 10.6). 
 
Turning to ways of improving productivity there is no mention of ‘more 
output from less input’, a strategy that students who have worked may 
feel is more evident in practice and one that gives new meaning to ‘less is 
more’. 
 
The list of nine practical steps for improving productivity is by no means 
exhaustive.  Depending on the service, steps could be selected for their 
importance from an employee, customer and management perspective. 
 
At this point tutors should inject a note of caution, eg too much emphasis 
on improving productivity can subvert quality.  (See section 10.3.1 
Practical examples: some undesirable consequences). 
 
One possible answer to relieving tension between efficiency and 
effectiveness is to invite customers to become more involved in service 
delivery.  Some might argue that customers are being used as unpaid 
employees.  Others might view active customer involvement more 
positively. 
 
The last section focuses on customer retention and lifetime value.  The 
traditional role of marketing has been one of acquiring customers.  In 
recent years organisational performance has been framed more in terms 
of retaining customers.  Why should this be so?  Evidence suggests that 
loyal customers are more profitable although this has been contested.  
Apparently it boils down to the type of customers retained, not retention 
per se.  To engage the students in the controversy surrounding retention 
and profitability, tutors may wish to remind them that: 
 
 All customers are created equal but some are more equal than 

others. 
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Marketers it is argued cannot afford to be democratic.  They must invest 
their efforts and their budgets where they will produce the most return.  
The most valuable customers ‘deserve’ special treatment to build and 
retain their loyalty. 
 
By way of contrast, how does the concept of customer retention operate 
in an educational setting, eg a university? 
 
To round off this section tutors should seek to develop student 
understanding of lifetime value and net present value even though many 
students are averse to any kind of calculation! 
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Assignment 10.1 : Service Performance 
 
A university library has developed a range of service performance 
standards (see below): 
 
 
Access to information 

1. The library will provide an efficient, customer focussed and 
effective information service for all members of the university. 

 
2. The library will ensure that the quantity and quality of stock 

meets the curriculum and research needs of the university. 
 

3. All items, which appear on recommended reading lists, will be 
provided within libraries; provided that six weeks notice is given. 

 
4. Public access catalogues, electronic services and web pages 

containing help will be available via the Internet and university 
network 24 hours a day. 

 
5. Enquiry services will be available to all members of the university 

in person, or by enquiry form, email, letter, telephone or fax.  
Where necessary detailed enquiries will be referred to subject 
specialists.  Enquiries at all campuses will be acknowledged and 
responded to within 48 hours. 

 
6. The libraries will provide a welcoming learning environment, 

conducive to and facilitating data retrieval, study and preparation 
of coursework on computers. 

 
7. Of the stock which the library purchases, 75% will normally be 

on the recommendation of academic departments.  In the 
absence of recommendation, library staff will use reading lists 
and other sources to identify stock for purchase. 

 
8. Items recommended for purchase will be on the shelves within 

12 weeks, assuming they are readily available for purchase. 
 

9. Students registered for the distance learning service can have 
some formats of material posted to them within the UK. 

 
10. Books in stock at another campus will be available at the 

customer’s preferred campus within 3 working days. 
 

11. The library will provide access to the collections of other library 
networks where appropriate and will provide introductions to 
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other libraries for eligible staff and students within 72 hours of 
receiving the request. 

 
 
Libraries 

1. One or more library service points will be open for at least 68 
hours per week during semester and at least 40 hours per week 
during vacation, with the exception of university fixed holidays. 

 
2. We will enable access to our services by those with special needs 

through the library web pages, access to special equipment and, 
where appropriate, the provision of a fetch and carry service. 

 
3. Any library closure or extension to opening hours will be 

advertised at least 2 weeks in advance, except in unforeseen 
circumstances. 

 
4. All items returned will be re-shelved within 24 hours. 

 
 
Liaison, partnerships and advisory services 

1. All services are delivered by responsive and competent staff 
members who will treat you in a friendly and courteous way. 

 
2. An introduction to the library will be offered to every new cohort 

of students in order to provide customers with the skills required 
to use our services effectively.  More advanced user education 
sessions can be arranged through the Information Services 
Advisors. 

 
3. The library staff will introduce new staff and researchers to the 

services as part of the university’s induction programme. 
 

4. Information Service Advisors will meet with course teams 
regularly to support curriculum development. 

 
5. The library will regularly publicise and distribute information 

about its services and developments. 
 

6. The library will monitor user satisfaction on a regular basis. 
 
 
Learning Information Services Staff, development and 
effectiveness 

1. The library will publish indicators of performance, which reflect 
the work of the service. 
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2. The library will monitor suggestions received and will reply within 
48 hours to any which bear a name and address. 

 
3. Library staff will have an interview each year and thereafter 

access to staff development opportunities to update their skills.  
Staff will be monitored and supported to ensure that they have 
the appropriate skills to help users.  Training will be evaluated. 

 
4. All appropriate staff will be encouraged to be members of a 

Professional Association. 
 
Questions 
 

a) From a user perspective comment on their value, in particular 
are they what you would expect? 

 
b) In particular do you detect any conflict or tension between the 

user’s perception of service and the library’s?  For which 
standards might this be the case?  What explanation might you 
give for the existence of any discrepancies? 

 
c) It is one thing to state your performance standards on paper.  It 

is quite another to deliver them in practice.  Do you foresee any 
problems in this regard and if so, explain. 

 
 
With thanks to Chris Pinder, Napier University, Edinburgh for providing 
this assignment 
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Assignment 10.2 : Customer Retention and Lifetime Value 
 
A company has acquired 2000 new customers and made the following 
projections (see table below) over a five year period.  Complete the table 
and address the questions below. 
 
 
 
 

 

Year 1 

 

 

Year 2 
 

Year 3 
 

Year 4 
 

Year 5 
 

TOTAL No. of 
customers 

 

 

2000     

 

Retention Rate 
(%) 

 

 
55 

 
60 

 
75 

 
80 

 
80 

 

Average Sales per 
Customer (£s) 

 

 
500 

 
575 

 
650 

 
710 

 
770 

 

Total Sales 
(£s) 

 

     

 

Net Profit 
(20%) 

 

     

 

Discount Rate 
(6%) 

 

     

 

Net Present Value 
Contribution (£s) 

 

     

 

Cumulative Net Present 
Value (£s) 

 

     

 

Lifetime Value per 
customer at Net Profit 
Value (£s) 

 

     

 
 
 

1. What does your figure in the bottom right of the table literally 
mean and what is its significance? 

 
 
2. What questions (requiring further analysis) should be raised in 

respect of the contents of the table?  Suggest possible answers, 
or ways of addressing these questions, where appropriate. 
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