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Executive Summary

Bench-mark-ing - The process of improving performance by continuously identifying, understanding, and adapting outstanding practices and processes found inside and outside the organization.

Many Fortune 500 companies and other large organizations have embraced benchmarking as an important, systematic methodology for achieving the organization’s strategic objectives. Benchmarking is reflected in the Malcolm Baldrige National Quality Award criteria more extensively than any other management concept.

Benchmarking focuses on how to improve any given business process by exploiting “best practices” rather than merely measuring the best performance. Best practices are the cause of best performance. Studying best practices provides the greatest opportunity for gaining a strategic, operational, and financial advantage.

A 1995 research study conducted by the American Productivity & Quality Center’s (APQC) International Benchmarking Clearinghouse demonstrated benchmarking’s tremendous leverage. More than 30 organizations reported an average $76 million first-year payback from their most successful benchmarking project. Among the most experienced benchmarkers, the average payback soared to $189 million.

The study also measured several differences that characterized the most experienced benchmarkers. These factors included senior management’s strong support of benchmarking and a culture that generally encouraged teams to seek out and adapt ideas originating outside the organization.

The study also found that the most experienced benchmarkers often made a business case (cost/benefit projection) before implementing benchmarking findings. They also followed up projects by measuring the operational and financial results of implementation. These measurements give a company greater leverage to spread a successful implementation throughout the enterprise and to promote more extensive use of benchmarking.

Benchmarking’s positive influence extends beyond improving a particular business process. It also promotes the emergence and evolution of a “learning culture” throughout the enterprise-a key to continuous improvement, total quality, and competitiveness over the long term.

Senior management is challenged more than ever by issues of quality, costs, competitiveness, rapid change, old culture, new technology, and-in some cases-the need to reinvent the enterprise.

Strategic initiatives dot the corporate landscape. A common theme is the need to make better-informed decisions by getting more and better information. Given today’s environment, there’s simply less margin for error. Questions proliferate from organizations: How do we restructure accounts payable to reduce days outstanding? Why do we still get many customer complaints? How do we deliver field service without costs eating our lunch? Why do competitors beat us to market? How do we further improve product or service quality? What about process quality? The value chain? Positioning? Growth?

Strategic process

Whatever the process-supply or production or sales or service-some companies are already achieving world-class performance. Benchmarking utilizes these best-in-class performance examples to highlight one’s own processes and improve them.

While benchmarking dovetails with management principles such as quality, continuous improvement, and the learning organization, it “doesn’t support abstract postulations about arcane management concepts. it promotes the discovery of systems that embody the concepts in real-world situations.” [Endnote (1)]
Senior managers at Xerox, Digital Equipment Corp., Motorola, GTE, AT&T, Chrysler, AMP, Texas Instruments, and other organizations strongly support benchmarking. [Endnote (2)]  Many executives vigorously work to ingrain its underlying ethic into their corporate culture.

That ethic essentially says, “We continually learn by example.”

Inherent in this statement are several potent ideas: We continually seek to improve; we haven’t cornered the market on good ideas; our existing systems, methods, and ideas are continually open to change; change is good and we welcome it; we continually look outside ourselves for fresh inspiration; we freely adapt and adopt the most useful ideas we find; we want to meet and beat the best known performance in any process.

Benchmarking’s impact on quality and culture isn’t lost on the Baldrige Award examiners.

Presently, benchmarking and competitive comparisons are the management concepts with the single greatest influence over the 1,000 points that can be awarded in a Baldrige assessment.  In fact, the full assembly of benchmarking references influenced 550 points in the 1994 criteria. No other business concept, including process management, empowerment, employee involvement, cycle-time reduction, strategic quality planning, new product development, or innovation wields such broad-reaching influence in the Baldrige criteria. [Endnote (3)]
By benchmarking their own business units and those of other organizations, companies get the information they need to optimally adjust their performance goals and find ways to achieve them. Ideas are everywhere; the challenge is to habitually seek and adapt them. Experience proves that many ideas originate not just outside one’s own company but also outside one’s industry.
No matter where the ideas come from, leveraging them for strategic advantage generally requires senior-level involvement. GTE is one of many Fortune 500 companies that has established senior-level positions responsible for organizing and facilitating benchmarking. [Endnote (4)]  A benchmarking manager there observes:

“At GTE, benchmarking is a stepping stone to our goal. It’s one of our values and part of our mission statement. [It gets] top-level management commitment Benchmarking has been the major driving force that has allowed us to reinvent how we do business and how we are organized-from the front line to the front office.” [Endnote (5)]
Deep understandings

The 1995 study Organizing & Managing Benchmarking-conducted by APQC’s International Benchmarking Clearinghouse and briefly described in this paper-shows that on average, companies in which senior management vigorously supports benchmarking more consistently gain operational benefits and see higher financial paybacks than do other organizations. [Endnote (6)]
Senior-level cheerleading alone doesn’t produce optimum results. As with any process, benchmarking works best when senior management acquires a deep understanding of it. Consider, for example, the issue of selecting an optimum benchmarking partner. Should the organization look only within its own industry or broaden the search possibilities?

By observing production methods in a Chicago slaughterhouse, Henry Ford got the inspiration for assembly line manufacturing. [Endnote (7)] Telecommunications giant GTE discovered how to improve its field service by studying that of an elevator company. This worked well because field service held sufficient similarities across industries. On the other hand, the Ritz-Carlton hotel chain revamped its housekeeping process after benchmarking innovative best practices at a competitor’s hotel. [Endnote (8)]
Choosing an optimal benchmarking partner, then, requires a deep understanding of the process being studied and of the benchmarking process itself. Such understandings are also needed to properly adapt best practices and implement changes to each organization’s unique culture.

There are numerous steps and substeps in each phase of the benchmarking process. These steps, distilled from hundreds of organizations’ benchmarking experiences, help optimize the process and ensure successful outcomes. Databases and business libraries document thousands of cases in which benchmarking has delivered substantial paybacks.

Greatest pitfall-and potential payback

Unfortunately, senior managers who are inexperienced in benchmarking often fall prey to a misconception. These executives see benchmarking as the process of measuring best performance. They believe that after discovering the best-performance benchmark, the organization should turn to its own creative resources to meet or beat the new benchmark.

This view completely misses the most valuable part of benchmarking-the part that more sophisticated benchmarking companies leverage to gain extraordinary strategic and financial advantage. The missing piece: Benchmarking is actually the process of learning lessons about how best performance is accomplished. That is why experienced benchmarkers refer to best-in-class organizations as having “best practice”-not “best performance.” True, best-in-class companies do have best performance-but best practice is the cause.

Inherent in the willingness to focus on best practice is the willingness to transcend the commonly ingrained “not invented here” culture. It ultimately means embracing a robust enthusiasm for finding and adapting Ideas and techniques outside the organization. This, in fact, is a key characteristic of the agile “learning organization.”

The systematic discipline of benchmarking, then, is focused on identifying, studying, analyzing, and adapting best practices and implementing the results. To consistently get the most value from the benchmarking process, senior management may discover the need for a significant culture change. That change, however, unleashes benchmarking’s full potential to generate large paybacks and strategic advantage.

Leveraging results

Ironically, inexperienced benchmarking organizations also commonly err in not doing enough measurement. After completing a benchmarking project and implementing the findings, they fail to follow up by measuring the project’s operational effects and financial cost/benefit.

Such follow-up gives senior management the information it needs to judge benchmarking’s financial value and relative importance in meeting the organization’s strategic objectives. It also provides ammunition to leverage the organization’s investment in benchmarking by helping to promote the newly implemented practices throughout the enterprise and greater utilization of the benchmarking process itself.

Better-informed decisions

By gaining a working knowledge of such issues, senior management can better evaluate the recommendations and performance of managers and other employees responsible for benchmarking and make better-informed decisions regarding benchmarking studies and the implementation of their findings. A benchmarking manager at Honeywell offers this hypothetical example:

Your organization has a 4.2 mean [score out of a possible 5] on overall [customer] satisfaction.  “Best in class” is a 4.4. Should either organization invest to improve customer satisfaction?

A closer look may reveal that in order to increase your customer satisfaction by 0.2, you would need to build 20 new offices at a cost of $50 million. Your organization would benefit by expected increases in revenue of approximately $10 million, yielding a loss of $40 million.

However, the “best” organization may still be able to increase its customer satisfaction by another 0.3 by offering customer service training to its front-line employees. The training cost is $1 million, and the expected benefit of the improvement is $20 million, yielding a gain of $19 million.  [Endnote (9)]
The story’s moral-situations differ. Practices that produce best-in-class performance in one organization usually must be adapted if they are to work well, or at all, in another. Postwar Japanese industry grew famous not for copying but for successful adaptation of Western management theory and industrial technique. Adaptation of “best ideas” is where so-called learning organizations gain their competitive advantage. And benchmarking is where many of those ideas originate.

Senior management generally has ultimate decision power over which proposed benchmarking findings are implemented. For this purpose, payback analysis can be applied: If a business case can’t be made for the implementation, there’s probably no point in proceeding. While this seems like common sense, APQC’s Organizing & Managing Benchmarking study found that half of the 111 study participants-nearly all large organizations-still fail to require that a business case be made.

The study also confirms the importance of making a business case to support the implementation of benchmarking findings. Among “mature” organizations (those having the most benchmarking experience), 75 percent reported that making a business case for change is generally included in their implementation plans. Only 30 percent of “developing” organizations (those having less-than-average experience) reported the same.

Meanwhile, mature organizations reported an average first-year payback of $189 million from their single most successful benchmarking project. Developing organizations reported an average $370,000, although mature and developing organizations were of generally equal size.

A final note: Mature organizations reported substantially higher senior-level support, on

average, than did developing organizations.

Research findings

Members of APQC’s International Benchmarking Clearinghouse sponsored the Organizing & Managing Benchmarking study to learn more about practices that optimize the benchmarking process itself. Along the way, the study uncovered further evidence of benchmarking’s extraordinary impact on corporate finances and operational performance.

A dozen organizations teamed with the Clearinghouse to design the study. [Endnote (10)] The Clearinghouse conducted the Organizing & Managing Benchmarking study in mid-1995 and presented its findings in October 1995. The 111 participants included five companies identified as “advanced” benchmarkers having particularly extensive experience. [Endnote (11)]
Among more than a dozen key findings of the study, the following may particularly interest senior management:

· Benchmarking generates substantial payback. Thirty highly successful benchmarking projects, each performed by a different company or agency, on average generated $76 million the first year in higher net income and/or lower costs.

· Benchmarking is more likely to generate paybacks when it is driven by strategic objectives. Organizations implement their benchmarking findings more frequently when the benchmarking study is tied to their strategic objectives.
· Benchmarking generates the highest paybacks when the process is backed by senior management. Further, best practices discovered through benchmarking are utilized more frequently when implementation is strongly supported by senior management.

Integrated vs. stand-alone projects

While benchmarking readily integrates with strategic initiatives such as continuous improvement, reengineering, and total quality management (TQM), it is a discrete process that delivers value to the organization on its own. By benchmarking and then implementing supply-chain best practices, for example, a General Motors business unit reduced costs, improved dealer relations, and enabled GM dealers to provide better service to their customers:

General Motors’ Service Parts Operations (SPO) unit supplies replacement parts to some 14,000 GM dealers. SPO faced relatively high operational costs and dealer complaints. By benchmarking parts supply outside the auto industry, SPO reduced its cycle time by 20 days, a 63 percent improvement. Optimum cycle time was slashed 90 percent, to 24 hours. Service readiness, a key measure, soared to 91 percent from 73 percent and is expected to go higher. Dealer satisfaction is climbing also.

Was this benchmarking project part of reengineering, continuous improvement, TQM, or some other strategic initiative? It may have been, but the point is irrelevant: Whether integrated or stand-alone, the project met GM’s strategic objectives and delivered a far-reaching positive impact.

Business libraries and benchmarking databases are filled with cases resulting in similarly strategic impacts. One International Benchmarking Clearinghouse database alone lists more than 165 case briefs selected from a broad spectrum of processes and industries.

The “learning organization”

Benchmarking adds value not only by improving a given process but also by helping companies evolve more quickly and effectively into learning organizations and facilitate the transition to a total quality culture.

Quality-aware learning organizations tend to embrace benchmarking as a matter of course. Two participants in the Organizing & Managing Benchmarking study expressed it this way:

“[The decision to do] benchmarking becomes no big issue in organizations where there is a ‘learning leader’ on the top of the heap. The organization behaves as a learning organization I asked [a manager] how his benchmarking efforts were going. He said, ‘We are no longer asking why, we are asking how.’ If organizational leaders are no longer asking, ‘Why do I have to do this?’ and instead they are asking, ‘How do I do this?’ you are halfway there. -Eastman Kodak

TQM is the process we use to manage our business, [and] the ‘learning organization’ is one of the clearly stated principles of TQM I don’t think there is any doubt we want to benchmark as part of our corporate strategic statement.” -Chevron Corporation

In the struggle for customers and profitability in a global economy, learning organizations will increasingly respond to rapid change with greater resilience and evolve winning strategies and practices more effectively. As the Baldrige criteria recognize, benchmarking’s importance will only grow in the years to come.

Springboard to effective action

How can senior managers help their organizations launch quickly into more effective best-practice benchmarking? Several action items are recommended by member companies of APQC’s International Benchmarking Clearinghouse:

· Insist on a formal methodology. Several such methodologies exist. Some companies just adopt one, while others customize one to fit their specialized needs.  A 1995 study conducted by the European Center of Total Quality Management ranked the benchmarking methodologies of 14 organizations worldwide, including APQC’s International Benchmarking Clearinghouse. The study evaluated the strength of each methodology’s focus on strategy, operations, customers, processes, TQM, continuous improvement, and continuous learning. Of these seven criteria, the Clearinghouse’s benchmarking methodology received the highest possible grade in four categories, second highest in the other three, and the highest overall score of the 14 methodologies studied.

· Insist on strict adherence to the Code of Conduct. The Code of Conduct was developed by APQC’s International Benchmarking Clearinghouse and has become a de facto standard utilized by virtually all benchmarkers worldwide. The Code minimizes the risk and establishes the protocol for organizations that share intellectual property-i.e., benchmarking information-to their mutual benefit while honoring legal antitrust issues. Copies of the Code are available from the Clearinghouse.

· Insist on utilizing a systematic process classification framework. Benchmarking focuses on how a given organization performs a specific business process. But the process of “managing human resources,” for example, can mean different things to the benchmarker, the process owner, the senior executive, and the best-practice company being studied.  APQC’s International Benchmarking Clearinghouse and Arthur Andersen have developed an extensive Process Classification Framework that companies have widely adopted as a de facto standard. Described by one Clearinghouse member as “the process equivalent of the SIC codes,” it provides a common basis for discussing, studying, and modifying business processes. For example, “human resources” is represented by 44 processes and subprocesses. Copies of the Process Classification Framework are available from the Clearinghouse.

For further information about the Code of Conduct and the Process Classification Framework, contact APQC’s International Benchmarking Clearinghouse at (800) 776-9676 or (713) 681-4020. Contact APQC by e-mail at apqcinfo@apqc.org. The Code of Conduct and Process Classification Framework are available as downloadable files in the Free Resources section of the APQC website.
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