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How to Measure 
supply CHain perforManCe 
All companies 
need to employ 
a performance 
measurement 
system to organize 
and manage their 
supply chain metrics. 

›› by tan miller 

T
he appropriate metrics to manage and 
measure the success of a company’s 
operation vary significantly by in-

dustry, by individual company, and by 
the scale of the business. What does not 
vary, however, is the universal need of all 
companies to employ a well-structured, 
hierarchical framework to organize and 
manage their metrics. 

The absence of a cohesive framework 
to house metrics greatly increases the 
likelihood that a company’s performance 
measurement system (PMS) will provide 
inadequate management support, and 
that resources will be wasted developing 
duplicative, unaligned and even conflict-
ing metrics. 

There are a number of well-known 
models and frameworks for operations, 
logistics and supply chain management. 

Two of the most prominent are the 
SCOR model (www.apics.org) and the 
Balanced Scorecard (www.balanced-
scorecard.org), and the interested reader 
is referred to these. 

Figure 1 depicts an integrated hier-
archical supply chain performance mea-
surement system. The framework con-
tains three levels (the strategic, tactical 
and operational), and within each level, 
it has both external and internal measures. 
In this PMS framework, it is the scale of 
an operation or activity that a particular 
metric monitors which determines its 
place in the hierarchy. 

As we observe in Figure 1, metrics that 
measure the performance of an entire ma-
jor functional area (such as distribution) 
are considered strategic, while metrics 
that monitor major sub-functions (such as 
warehouse operations and transportation) 
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are categorized as tactical, and finally 
metrics that monitor sub-functions of 
sub-functions (e.g., the receiving op-
eration in a warehouse) are considered 
operational metrics. One can adapt this 
PMS framework to as many or as few 
echelons as may exist in your company’s 
supply chain. 

Figure 2 provides additional insight 
on how this hierarchical PMS framework 
works, displaying sample external and 
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Figure 1. A Hierarchical Supply Chain Performance Measurement Framework. 

Figure 2. Illustrative Hierarchical Performance Measures for 
Distribution Function. 

internal metrics for a distribution organi-
zation at each level of the hierarchy. The 
external metrics measure outputs and/or 
services that flow across the supply chain 
and evaluate some aspect of serving the 
customer. The internal metrics have an 
“inward” focus; and as shown in Figure 
2, they evaluate how efficiently the over-
all distribution organization and each of 
its sub-functions operates. 

Employing a hierarchical performance 

measurement framework offers a number 
of important benefits. First of all, this 
approach provides a unified framework 
for aggregating performance metrics 
across a company. By implementing a 
hierarchical measurement approach, a 
company positions itself to organize its 
key performance measurements into a 
structure that leads to a relatively few, 
high-level, strategic measures (e.g., be-
tween 10 and 25) that monitor overall 
corporate performance. At the same 
time, this structure facilitates having 
many other performance measures that 
monitor smaller components of a com-
pany’s operation, yet which align with 
overall objectives. In particular, a hierar-
chical measurement system allows both 
large and small functional areas within 
a company to: 
•	 develop and maintain their own 

measures, and 
•	 contribute to and be part of an 

overall measurement system. 
This hierarchical approach thus 

helps to keep measures both simple and 
meaningful because each function and 
sub-function at each level can focus on 
a few key performance measures. 

Finally, a hierarchical performance 
measurement system can also contribute 
towards aligning the collective activities 
of a company to meet a desired mission 
and set of objectives. For example, if a 
company has a comprehensive measure-
ment system in place that covers most or 
all of its major functional areas and ac-
tivities, managers can view the system in 
its entirety to identify any potential mis-
aligned activities or objectives.    MH&l 
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