Benchmarking

Idea In Short

Benchmarking analysis is an invaluable tool for today's management consultants.
Benchmarking involves comparing a current data set to historical data sets or data from
industry peers. It can help consultants determine where clients are ahead of competition,
identify areas for client improvement, boost the quality of the firm's IP, and increase the
firm's competitive value. Benchmarking is frequently used to aid strategic and business
planning, as part of an ongoing performance management program, to support significant
initiatives

Benchmarking is a strategy tool used to compare the performance of the business
processes and products with the best performances of other companies inside and outside
the industry. Benchmarking is the search for industry best practices that lead to superior
performance. Comparing your own business to a rival is essential when competing. Without
it, you would never know how successful your performance is in a market or whether you
perform one or another task better than your competitor does. For example, 80% Customer
Satisfaction (CSAT) scores might look great for you or even compared to your industry's
average, but what if your competitors' CSAT scores are over 98%7? In this situation, your
80% CSAT score should be significantly improved.
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Benchmarking
Mindmap

According to Camp:

benchmarking is simply Finding and implementing the best business practices

It's a very important tool in strategic management, because it often reveals how well your
organization performs compared to rivals. Benchmarking is one of the most recognized and
widely used tools of all the business strategy tools2. There are different types of
benchmarking the managers can use

strategic

Managers use this type of benchmarking to identify the best way to compete in the market.
During the process, the companies identify the winning strategies (usually outside their own
industry) that successful companies use and apply them to their own strategic process. It is
also common to compare the strategic goals in order to spot new strategic choices.

Performance

It is concerned with comparing your company's products and services. This tool focuses on
product and service quality, features, price, speed, reliability, design and customer
satisfaction. In addition, you can benchmark anything that has measurable metrics, including
processes. This approach compares the strength of products and services against
competition.

Process

It requires to look at other companies that engage in similar activities and to identify the best
practices that can be applied to your own processes in order to improve them. Process
benchmarking is a separate type of benchmarking, but it usually derives from performance
benchmarking. This is because companies first identify the weak competing points of their
products or services and then focus on the key processes to eliminate those weaknesses.
For example, an organization using performance comparison identifies that their product ‘X'
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is superior in features, manufacturing quality and design, but pricier than competitor's
product 'Y'. Then the company determines, which processes add the most to the cost of the
product and seek how to improve them by looking at similar, but less cost heavy processes
in other companies. In addition to the benchmarking types, there are four approaches to
benchmarking. It is important to choose the optimal approach because it reduces the costs
of the activity and improves the chances to find the best standards you can rely on.

Internal benchmark

In large organizations3, which operate in different geographic locations or manage many
products and services, same functions and processes are usually performed by different
teams, business units or divisions. This often results in processes performed very well in
one division but poorly in another. Internal benchmarking compares separate teams, units or
divisions internal to an organisation. This exercise identifies the entities that are work better
and share the knowledge with other teams to achieve higher performance. Usually,
companies benchmark internal units to create channels to diffuse best practices, promote
knowledge sharing, and improve communications. If such systems are in place, you can skip

the internal benchmarking exercise.

External / Competitive benchmark

Competitive benchmarks refer to a process when a company compares itself with the
competitors inside its industry. External benchmarking looks both, inside and outside the
industry to find the best practices. Hence, the term, competitive benchmarking. Competitive
benchmarking, often used with performance benchmarking, compares products and
services. Strategy or process benchmarking aren't viable options because it'll be very hard
to find a competitor that is willing to share sensitive information. So, your client will never
outcompete its rival if you use the competitor's information to articulate a strategy or
processes superiority. Besides, external benchmarking is a more beneficial approach to use
due to higher possibilities of finding the best practices.

Functional benchmark

Managers of functional departments find it useful to analyze how well their functional area
performs compared to functional areas of other companies. It is quite easy to identify the

best marketing, finance, human resource or operations departments, in other companies,
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that excel in what they do and to apply their practices to your own functional area. This way
the companies can look at a wide range of organizations, even unrelated ones, and instead
of improving separate processes, they can improve the whole functional areas.

Generic benchmark
According to Kulmala4, it refers to comparisons, which:

focus on excellent work processes rather than on the business practices of a

particular organization

For example, your company tries to improve its marketing capabilities and benchmarks itself
against a competitor. While observing the competitor's marketing processes, you notice
how well their human resources are managed using data analytics. This gives you an idea to
implement the necessary analytics capability in your own organisation to improve its overall
performance.

Summary

In order to dive deep and understand the why behind the data, benchmarking requires more
than simply comparing two sets of numbers. Firms can benchmark against their own
historical data, including the performance of their frameworks or assessments and key
metrics of each engagement. By analyzing their own data over time, consultants can test the
accuracy of their models and the success of their projects. On a more micro level, it can
even allow them to test the success of their client interview questions. If some questions

result in unclear answers, those questions can probably use some editing.
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