Serious about performance 

All companies take their performance seriously, but just how much control do they really have? True performance management can be an elusive goal. Jayne Flannery reports

Most managers are only too well aware that in order to secure competitive advantage, they must be able to leverage the information at their disposal to continuously improve performance. To support this objective, the volume of data being spewed out by MRP and ERP systems on the typical British shop floor has reached epidemic proportions. In some companies, reports the size of Yellow Pages are assiduously compiled on a weekly basis. 

Does this mean that manufacturers have grasped the nettle and now have real control over their operations? Sadly, not at all. Within many operations there is often little correlation between the performance measures in place and their overall strategy. Chris Turner is co-founder and director of StrataBridge, a management consultancy that helps companies align their business activity to strategy and understand the critical choices faced. He comments: "Your strategy should define the measures that you use across the business. As an acid test you should be able to deduce the strategy by looking at the measures in place. Yet in many organisations, the strategy may say one thing, but the measures adopted will be driving a totally different set of behaviours and outcomes." 

The message is that it is your strategy that must determine information requirements, rather than the specific manufacturing operations in progress. Thus, if your overall strategy is centred on penetrating new markets by geographical expansion, it will require quite a different set of indicators than if you are, say, looking to achieve a competitive advantage through the strengthening of your partnerships in the value chain in an established market. 

"The network of measures a company develops should 'tell the story' of its strategy," continues Turner. "Using performance measures to create this clear line of sight between daily activities and the company's long term goals is one of the few ways to get the entire organisation aligned and working on delivering the same strategy." 

For many companies, the expression 'drowning in data, thirsting for information' sums up the dilemma of the 21 century. "Many organisations create an industry around the collection and distribution of meaningless data," he adds. "There is a real need to distinguish between performance measures, results and drivers. Often these distinctions are not recognised, resulting in a set of numbers being tracked and crunched each week/month without the ability to see how to use this information to improve the business."

Yasar Jarrar, a research fellow with Cranfield School of Management's Centre for Business Performance agrees that many companies struggle to interpret the data they accumulate and fail to put it into context, particularly with regard to how it ties in with their overall operating system. Businesses, he believes, create too much data, too quickly. "If you are really serious about measuring and managing your performance, you should start with an analysis of your performance planning value chain (PPVC)." This is a technique pioneered by Cranfield School of Management to provide a systemic process for extracting, understanding and acting upon data that will enhance decision-making and add real value to an organisation. 

"Before any data at all is collected, you need a working hypothesis that relates to the questions that need answering," says Jarrar. "Only then can you determine the data that is needed." He points out that playing around with scatter diagrams and Pareto analysis is pointless unless there is a clear reason for collecting the data in the first place. 

Benchmarking has emerged as a powerful management tool when it comes to gaining insights from data generated and evaluating it from a wider angle. It is widely acknowledged that the process of improving performance by continuously identifying, understanding and adapting outstanding practises and processes has revolutionised Western business cultures. Its value as a tool though only really comes through when it is related back to a clear strategic direction.

Turner explains. "Your strategy is what sets you apart in the marketplace. If you are trying to establish a unique advantage, then to rely solely on copying the best practise of others can lead at best to a strategy based on the me too syndrome." It is, he believes, imperative that a company's measures and any subsequent benchmarking activities are developed from the perspective of where it aims to be, rather than the space it currently inhabits. "Only then can you drive the values and behaviour that are critical to sustained results through the unique proposition you make to the marketplace. Unfortunately, too many measures are developed to improve on current reality," he adds. 

Comparative benchmarking is now a straightforward business. There are a number of national databases such as the Benchmarking Index which provide basic information on similar operations. It is, however, just a case of comparing numbers, there is no context available. 

Delve a little deeper and a spot of secondary research will soon reveal a plethora of published information. Electronic communication channels means that many benchmarking studies can be accessed without getting out of your chair. Then there are the various benchmarking clearing houses that have developed over recent years. A growing number of benchmarking clubs and associations are also in existence. Competition might ultimately be the name of the game but it is increasingly recognised that coming together to share information in pursuit of a common goal can be in everyone's interests. 

However, benchmarking experts believe that the real gains are to be made when you look beyond the narrow confines of your particular industry. "Process benchmarking involves thinking outside of the box," says Jarrar. "Within your own industry, the differences between operators will be small. For anything beyond small incremental improvements, you need to look elsewhere. Take for instance, the example of a company which is involved in the distribution of mobile phones. Everyone else in the business will be offering next day delivery or something like that. If they really wanted to differentiate themselves, they should be taking a look at Domino Pizzas - they promise delivery in half an hour." Another example he cites is that of a metal gear components manufacturer. The company felt that managing the thermal distribution of heat better, could raise the quality of the end product. The answer lay not in talking to other manufacturers within the same sector but in taking a lesson from bakeries. 

When it comes to comparing processes, there will always be someone out there doing it better. Often much better, but you need to spread your net and look in sometimes unlikely places to find them. 

Fortunately, these days more and more companies are doing exactly that. Richard Watkins is an associate consultant with Oliver Wight, a global education and management consultancy. He comments. "We are definitely seeing a movement away from traditional performance measures such as actual versus budgeted expenditure, inventory levels, purchase price variance, overhead recovery and output. These are actually results not measures. This is especially true when profit is taken as a performance indicator. The emphasis now is increasingly shifting towards measuring and benchmarking processes such as forecasting, supply planning, making the actual product, development of new products and so on," he says. 

For some firms this involves a change in mindsets which is not always easy. "There can be technical barriers," says Watkins. "Take the example of a manufacturing subsidiary. Often its contribution will be measured in overhead recovery and its contribution to profit at the manufacturing level. If you then substitute process based measures, it could well damage perceptions at the corporate level and there will be a lot of resistance to change." 

"There is a sense that some people at senior board level are still more comfortable and familiar with old-style measures for evaluating performance," he continues. "Looking at profit and loss and inventory management is what they learned a long time ago, but we need to take on board the ideas of this generation. It can cause a lot of frustration for younger managers who are keen to take a different perspective." 

Watkins also stresses the importance of cohesion within an organisation. "The measures adapted must be integrated across all operational areas. It is useless if sales & marketing do not share common aims and objectives with manufacturing for example. The traditional approach to performance measurement of 'beat the budget' for the sales department and 'make the most efficient products' for manufacturing can lead can lead to conflict within the organisation. There must be a proper team culture with a shared focus if there are going to be real improvements," he says. Turner shares his view that there is too much emphasis given to individual measures without putting them into context for the people using them. "Understanding the interdependence of measures across the organisation is a critical part of driving a collaborative culture and sustainable performance," he adds. 

Even when companies are accessing and understanding appropriate data, it is not always easy to act upon. For Watkins there are two key cultural pre-requisites for successful action plans - honesty and a blame-free environment. "Often, when it is discovered that there is under-performance in a specific area, management want to turn the other way. Within some companies there is still a prevailing attitude of 'you can't publish that, it makes us look terrible.' Unless the problem can be acknowledged in a frank, open manner nothing is going to change." Here, he believes that the style of leadership within the highest echelons of the organisation is a crucial determinant. 

So far, benchmarking has achieved wide industrial acclaim for the benefits it has delivered with regard to process and quality improvements and the setting of internal standards. However, a recent survey conducted by Cranfield School of Management indicated that the benchmarking of support operations and IT is still poorly understood. "Take for example the budgeting process. It has been calculated that it is not unusual to take the equivalent of four man years to produce an operational budget within some enterprises. Even then it will often run over. This side of the business is still very poorly understood. Similarly with IT, measuring the return on investment is still a problem for most companies. They know they have to make the investment, but not what the return will be," states Jarrar. 

Organisations must now address the challenge of developing measures that support the soft aspects of their strategy such as customer relationships, employee satisfaction and intellectual capital. There has to be wider recognition too of the shift in corporate value towards intangibles. 

"Because of the way organisations have evolved, many companies have become masters of optimisation and techniques such as linear programming but as we move into the knowledge economy, the measurement of success has become much more difficult to quantify. What we are seeing now is a new focus on developing models to measure intellectual capital," explains Jarrar. Many companies are looking at the gap between their book value and their market value - the difference is their intellectual capital. 

Scandia is one of a growing number of companies that has developed an internal model for measuring the value of this capital and it is now published alongside financial statements. After all, how can you justify and control the salaries you are paying if you can't quantify the benefits you are deriving? The question becomes even more complex when you consider that the value of a given individual, for example, is not just determined by their knowledge of products and markets, it must extend into other areas such at their networks and future capability. 

"Knowledge," states Jarrar, "is still power, as it always has been, but now increasingly it is in the hands of the many and not just the few." Hopefully, we have provided a few pointers as to how it can be put to work to your advantage. 
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