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Basics of Benchmarking

Purpose

This interactive satellite presentation will explore how benchmarking can drive improve-
ment in small businesses.

After participating in this program, you will be able to:
. Define benchmarking in terms of how it can be used in your organization
. Conduct a benchmarking study using a 4-phase model for process benchmarking

. Assess your organization's readiness for benchmarking

Using your Audience Guide

This Audience Guide is designed to help you follow along with the presenter. The visuals
emphasize major points, and should be used as landmarks to keep up with material as it's
presented. Keep in- mind that this guide will serve as a reference when conducting
benchmarking studies of your own.

Your Presenter

Dr. Carla O'Dell is Senior Vice President in charge of the International Benchmarking
Clearinghouse, a service of the American Productivity and Quality Center. The Clearing-
house was founded to promote and facilitate benchmarking through research, common
interest group studies, training, consulting, and an on-line computer network for members
to match needs and share ideas.
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Benchmarking ...
. an alllance among partners
. a process for implementing best practices
. accelerates the rate ot change
. provides realistic improvement goals
N\ _/

Benchmarking is an alliance between partners to share information on processes and mea-
sures that will stimulate innovative practices and improve performance. A process of finding
and implementing best practices, benchmarking accelerates the rate of improvement by
providing real world models and realistic improvement goals.

Or 10 phrase it another way :
Benchmarking is the practice of being humble enough to admit that someone else is better at
something and being wise enough to learn how to match and even surpass them at it.

Benchmarking works because it helps you understand your own processes and enables you to
learn from others.
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Why benchmark? Because a business must change to stay ahead, and benchmarking is a system
managing change. Benchmarking focuses on improving key business processes. By looking outside your
organization and learning from others, you can achieve quantum leaps in performance that otherwise might
take years to achieve. Businesses simply don't have that luxury of time. Innovation and change are the keys
to survival. '
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Benchmarking Creates Organizational Value

. Self-assessment

. Industry Position

. Optimize performance
- financial
- customer satisfaction
- increased efficiency
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Your organizaton will gain several benefits from benchmarking. For starters, benchmarking provides you
with an opportuniry to assess your business performance. By looking outward for improvement, you'll gain
a better understanding of your relative position in the industry. Most importanty, the thrust of bench-
marking is to optimize your performance--through higher profits, happier customers, and more efficient
processes.

Benchmarking is an outgrowth of practices like industry analysis and compettive intelligence. Benchmark-
ing digs a level deeper by closely examining the processes behind the comparative data.

Benchmarking is even enabling competitors to talk to each other. Through structured studies and shared
findings, competing companies can raise the standard of excellence industry-wide.

But the greatest benefits come from looking for best practices ousside your industry. This is where real
innovaton is born. For example, when Southwest Airlines wanted faster changeovers, it benchmarked
INDY 500 NASCAR crews . ...

. . . emergency rooms turned to Dominoes Pizza to leam about rapid deployment.. . .

... a shell casing company benchmarked a lipstick tube manufacturer to learn about polishing cylinders. .
... and hospitals looked to Marriott and Ritz-Carlton for ideas on improving the admissions process.
How do you decide what to benchmark? Use three critical criteria. The project should:

L. Be of strategic importance to the organization

2. Make significant improvements to customer satisfaction, quality, cost, or cycle ume

3. Have a high potenaal for success

Possible benchmarking projects include customer satisfaction measurement, delivery time, maintenance
practices, capital investment decisions, training, and minimization of administrative costs.
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Benchmarking Process Model
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The benchmarking process is organized into four major phases:
1. Planning the study

2.  Collecting information

3.  Analyzing gaps in performance

4.. Adapting improvements

As evidenced by the model, benchmarking is not a one-time event; it's a continuous recalibration to improve
the quality of products and services. For those processes that are critical to your organization, benchmarking
is vital to accelerating the rate of improvement.
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. Decide what to benchmark

Select the team

-

. Understand your own process

_J

The first phase is planning the study. This is when you actually get the project off the ground. During this
phase, you define your study, form the benchmarking team, and, most importantly, understand the process

that you want to improve.

A well-planned benchmarking study ensures effective results. Understanding your own process is so

important, in fact, that it can take up half of the total project time.

Deciding what to benchmark begins with a planning session by senior leaders to identify the organizadon’s
key business processes. These are the processes that have a direct influence on customer satisfaction. and,
therefore, on the success of your business. Some examples of key business processes include on-ime

delivery, product development, and customer service.
Good process selecdon is driven by:

1. a definidon of customers

2. a mission to meet and exceed their requirements

3. a clear vision of where the organization wants to be
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Select the team:
. Executive champion

. Process owner
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Once senior leadership has prioritized improvement opponuhitics. it convenes a benchmarking team.
Every benchmarking team needs the involvement and support of two crucial players:

1. the executive champion (the advocate for the team's work)

2. the process owner (the person who has authority to make changes to the process)

The team should be made up of individuals who understand and work with the process being benchmarked.
Because processes typically cross functional areas, team composition should reflect the key functions

involved.

Good benchmarking team members are willing to seek new ideas, discover what's behind superior practices.
and break through existing paradigms.

Large benchmarking projects typically last about six months, with members devoting approximately ten
hours per week. Smaller, more-focused projects can be done much quicker.
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Scope the process:
. Most important customer
. Smaller sub-processes

. Problem areas
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As part of a benchmarking team, your first task is to gain a thorough understanding of the process to be
benchmarked. At this point, many teams discover that the process they want to improve is too big to study
at a manageable level. A team faced with this dilemma may ask itself a few quick assessment questions:
. Who is our most important customer in this process?

2. Can we break down the process into smaller sub-processes?

3. Which of these sub-processes is causing the most problems?

A broad process such as product development may need to be broken down into its sub-processes: market

research, design, and manufacturing. Resource requirements will emphasize benchmarking areas of critical
importance to the business.
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Understand your process:

. Scope the project to a manage-
abie level

. Analyze activities, flow, and
measures

Once the scope of the process has been established, the next step is to understand how that process “works.”
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Customers:

Use this process model as a guideline:

1.

Identify your customers

Develop a thorough understanding of your customers, analyzing them by market segment, demograph.
trends, etc. Phone interviews, surveys, and focus groups are good sources for obtaining customer feedback.
Determine their requirements for the products/services you provide

These are your customers’ measures of success. These measures provide the basis for determining

how well you're meering customer expectations. Measures are typically grouped into three categories:

l. Quality (error rates, # complainzs)

2. Cost (labor costs, material/supply costs)

3. Cycle rime (production time, delivery time, response time)

Identify measures that will provide you with a meaningful basis for comparing your process with other
orgarizations.

Analyze the activities-that produce customer output

This means defining the beginning and ending points, and understanding every activisy in between,
including who performs it and how long it takes. A flow chartprovides a visual tool for communicating with
key process players.

Determine input requirements

List all the products/services you need to produce outpus. Identify the measures of success for each.
Identify your suppliers

Process improvemens requires a similar desire to improve from your suppliers. Your suppliers are

often sources of valuable information about industry trends and best-in-class performance.

As you analyze your process, it's likely you'll immediately discover key areas for improvement
therefore, benchmarking.
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Collecting Information

. Conduct secondary research
. Identify benchmarking partners
. Develop data collection strategy
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This moves us into the second phase of benchmarking: Collecting Informaton.

During this phase, you embark upon a full-scale investigation to research best practices, identfy
benchmarking partners, and develop a strategy for collecting information to improve performance.
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Sources for Secondary Research:

Libraries

Business journals

Experts
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You begin by collecting information about your process—who might be good at it both inside and outsid¢
your industry. This kind of information can be collected through secondary research of libraries, trade anc
business journals, and experts in the field. Reading articles and talking to experts helps you identfy
potential parmers who appear to be excellent at a process. '

You then decide how many parmers you need and can afford. This helps you narrow down your L.
potential benchmarking parmers to those organizations that exemplify superior performance in the prixes
being benchmarked.
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Establishing Benchmarking Partners:
1. Common Interest Groups
2. Established alliances

3. Local Chambers of Commerce
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Benchmarking parters are established through several channels, including:

1. Third party sources, such as the International Benchmarking Clearinghouse, who serve as a neu-
tral base for common interest group studies--for exampie, customer satisfaction measurement,
new product development, and accounting & finance.

2. Formal and informal alliances already established with other organizations.
3. Local Chambers of Commerce and other business groups.

Library databases, trade associations, and government agencies are great sources of information. [f you
don't have your own business library, the American Productivity & Quality Center provides informatior
services 1o help you.

Small companies with limited resources often find strength in numbers. Joining forces with other smal
organizations enables a greater latitude for sharing information--both for immediate improvements, anc
ongoing networking relationships. In addition, small companies can ask to share benchmarking
information from customers of suppliers. It's in large companies' best interest to improve the overali
quality of products and services of their suppliers.

To better understand your benchmarking partners, you can develop a Best Practice Matrix (example on
next page). Companies are rated on criteria your organization deems relevant, such as customer satis-
faction, process innovation, and quality improvement initiative.

Remember: 1o establish effective parmerships, you must be willing to share information. Most organi-
zations are eager to exchange information with their peers out of natural curiosity and their own desire
to improve.
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