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Chapter 9

Measuring Performance
The Right Way.

Steven Thacker

Are there good ways to measure supply chain performance?
Are there even better ways? What is the best practice
approach to establishing appropriate measures of supply
chain performance? Good, better and best. There are answers
to all three of these questions, but we will focus here on the
last question – a best practice approach.
We start with the premise that says:

“You can’t improve what you don’t measure.”
“You can’t improve what you don’t measure.”
The question then is what should we be measuring? Intuitively
we know that some measures are more important than others
– hence the difference between KPIs (Key Performance
Indicators) and mere PIs (Performance Indicators). It is
therefore imperative to determine what the high level,
indeed, vital measures are and to use these as the primary
inputs from which management decisions can be made, and
in a responsive manner.
So, before embarking on the journey to best practice
measurement performance, what is the first step?

The first step is always to “Begin with the End in
Mind”.
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The first step is always to “Begin with the End in Mind”. Now
that is obvious isn’t it? Yes, it is, yet this step is more often than
not ignored and not completed. In fact it seldom is completed.
Why would we commence a journey without knowing the
destination? In a business sense, before embarking on any
business objective it is essential to understand what the
destination is – where am I going to end up, what is my
target, what is the outcome? As Stephen Covey puts it in his
book, The Seven Habits of Highly Effective People, Habit #
2 is to “Begin with the end in mind”.
The following story is probably apocryphal but demonstrates
this point:
There was a plane heading from Melbourne to Sydney that
encountered a violent electrical storm en route. At one stage
there was a deafening ‘crack’ as the cabin momentarily lit
up. The lights went out and the cabin was in darkness before
the dull emergency lights came on. After an uncomfortable
period of silence the captain was heard over the public
address system. He said, “Ladies and gentlemen, you may
have surmised that our plane was hit by lightning a few
moments ago. You are correct, we were hit by a lightning
bolt and as a result there is both good news and bad news.
The bad news is that the lightning has disabled our radar, our
tracking system is dead, our GPS is inoperable, we have no
navigation ability, our entire communications system is out,

145

Steven Thacker

and our Ground Proximity Warning System has failed. In
fact, our entire Airplane Management Information System
is gone. As a result, we have no idea where we are, or where
we are heading.
But the good news is that we have a fantastic tail wind, so
wherever we are going, we are likely to make record time!”
The principle of this story is that without a predetermined
destination in mind, we could end up anywhere!
When it comes to setting targets, and measuring performance
against those targets, there are valuable lessons that we can
learn from sports people of the past.

Lesson 1: Glass ceilings are there to be
broken.
For over one thousand nine hundred and fifty four years of
recorded modern history, no one had managed to run a mile
in under 4 minutes. Then Roger Bannister was the first to run
a mile in under 4 minutes on May 6, 1954. Roger Bannister
broke the ‘glass ceiling’, and suddenly everyone became
aware that the seemingly impossible, was now possible. As
a result of this revelation, John Landy broke the record 6
weeks later on June 21, 1954. No one else broke the record
until 1957 but there were 16 runners to break it by the end of
1957! Why did that occur? It took nearly two thousand years
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for one man to run a mile in under 4 minutes, yet 16 others
did it shortly afterwards. The answer is that once the ‘glass
ceiling’ was broken, the reality changed. As a result, new
targets were set, and the records continued to tumble.

Lesson 2: If we want to be the best, what is
the first thing that we have to know?
Usain Bolt is currently the fastest man in the world, i.e. the
fastest man in the world at running the 100M. His record is
9.58 seconds. If we wanted, as a goal, to be the fastest man
in the world, what is the first thing that we would need to
know? Answer: what time is required to be the best?

“If we want to be the best, what is the first thing
that we have to know?”
You would need to know that 9.58 seconds is the current
world record – the best. With this knowledge, all of the
necessary planning, training, preparation and measurement
would be aimed at beating that record time. This is measuring,
or what is known as benchmarking, against best in class. If,
however, you did not have this information, and were simply
competing against yourself – looking inwards so to speak –
you might be seeing improvement with training over time,
but you would always be oblivious to, and very unlikely to
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achieve, best in class performance. So it is with supply chain
performance benchmarking.

Lesson 3: The best today, but what about
tomorrow?
Johnny Weissmuller is perhaps most famous for his role as
Tarzan in movies of the 1930s and 1940s. He became the
sixth actor to portray Tarzan in films, a role he played in
twelve motion pictures. Dozens of other actors also played
Tarzan, but Weissmuller is by far the best known.
Prior to being a movie star though, Johnny Weissmuller
was an American swimmer who was one of the world’s
best swimmers in the 1920s. He won five Olympic medals
and one bronze medal as well as fifty-two US National
Championships and he set sixty-seven world records during
his swimming career. He was the holder of every freestyle
record from 100 yards to the half-mile. He could lay claim
to being the world’s greatest ever swimmer based on this
record of achievement alone, but when coupled with the fact
that Johnny Weissmuller never lost a race and retired from
his amateur swimming career undefeated makes that claim
even more reasonable. Newspapers of the day said, ‘No one
will ever swim faster than Johnny Weissmuller’. But, at the
last Olympics, Weissmuller’s records were broken by 13
year old girls!
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The moral of the story is that a truly effective performance
measurement system needs to measure your own
performance, that of your competitors and peers, and needs
to be constantly updated to permit the organisation to ‘stay
ahead of the pack’.
These examples from sporting achievement then beg the
question; how good does our supply chain need to be to be
the best? What is the 9.58 equivalent for supply chains, and
do you measure service first, and then cost? Both together?
Is there a relationship between the two?
The answer is that measuring customer service performance
is the key. An analysis of the Benchmarking Success (BMS)
database suggests that best in class supply chains operate at
half of the cost of their peers – half the supply chain cost!
This is represented in the chart below.
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Benchmarking Success undertook an analysis of the
relationship between Best Practice service and the associated
total supply chain costs of those businesses performing at
demonstrably best in class service levels to understand if
there was a correlation between the two. The BMS database
of over 800 supply chains was used as the dataset.
The criteria used were the following:
Those supply chains that were able to demonstrate that their
service levels were in the top 10%, by industry sector, were
selected. The total supply chain costs of these companies, as
a percentage of sales, was compared to others with average
service performance.

“So here is the counter intuitive truth about supply
chains – the better the level of service provided, the
lower the cost.”
The results unequivocally demonstrated the following:
Organisations with best in class supply chains - as measured
by service level performance - are able to operate at about
half of the cost of their peers with average service levels.
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This correlation was found to be consistent across all six
industry sector groupings. So here is the counter intuitive
truth about supply chains – the better the level of service
provided, the lower the cost. Counter intuitive because
typically we associate higher cost with a better level of
service – for example we pay more for a better level of
service on airplanes, we pay more for an improved standard
of service in selecting a hotel – but this is not the case for
supply chains. Any supply chain performance measurement
system then should involve a heavy bias to capturing and
measuring the level of service that customers experience
from that supply chain.
How can this be explained when higher service usually
equates to higher cost? Three primary factors contributed to
this as identified by those Best Practice companies identified
above:
1. Get it right the first time, every time.
	“We don’t make many mistakes so there is less rework,
less returns, less expediting, etc.”
2. Focus on the detail.
	“Costs become readily apparent when you have a passion
for service excellence. You can’t look at one without
unavoidably looking at the other.”
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3. Price/service relationship.
	“Because our service is consistently superior and our
customers know it and rely on it, we both increased our
market share, and also could afford to charge more than
our competitors.
This price/service relationship, how they are related and
what it means be ‘the best’ is illustrated below.

Thus, at a very high level, only 2% of supply chains are able
to match best in class service performance with best in class
cost performance, and this based on measuring only four key
metrics.
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“...the key missing link is a measurement system
that compares performance to other comparable
supply chains, and, importantly, to best in class.

The next level of performance measurement might involve
the use of Level 1 metrics using the SCOR methodology.
The example below sets out how measuring performance
internally is important, but the key missing link is a
measurement system that compares performance to other
comparable supply chains, and, importantly, to best in class.
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These six key supply chain metrics, covering service and
cost, are compared for the organisation in question to other
organisations with a similar supply chain profile. This
measurement system starts to then identify where the gaps
are to best in class performance, and also starts to identify
the delta to best practice, i.e. how far are we from best in
class? The ‘traffic light’ reporting methodology clearly
highlights performance that can be categorised into supply
chains that are operating at a competitive disadvantage,
those that operate in parity to the average range, and those
that operate at a competitive advantage. The latter of course,
in the words of Ken Blanchard and Sheldon Bowles, are the
most likely to attract and retain customers that are ‘Raving
Fans’. Quoting from the book of the same name, “Your
customers are only satisfied because their expectations are
so low and because no one else is doing better. Just having
satisfied customers isn’t good enough anymore. If you really
want a booming business, you have to create Raving Fans.”
Remember, delivering service that customers rave about,
delivers the lowest overall supply chain cost. Service and cost
therefore can be measured simultaneously, as demonstrated
from the chart below, as a sample performance benchmarking
report.
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The Cost/Service Trade Off Chart is used to demonstrate
how the two factors - service and cost -can be combined and
compared to the other supply chains in a comparative group.
The area shaded in the ‘cloud’ represents the responses from
comparative supply chains, and an individual company’s
performance is noted with the Co. X diamond. Given that the
horizontal axis measures low to high service and the vertical
axis measures high to low supply chain cost, note that those
organisations that provide a superior service are also those in
the upper quadrant when it comes to cost. There are no ‘high
service/high cost’ results and this is typical of supply chain
measurement reports of this kind.
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In summary then:
1. There are best in class supply chain measurement
systems.
2. These processes and systems focus on the level of
customer service provided.
3. Organisations providing best in class service do it at half
the cost of their competitors and peers.
4. Broad based, external benchmarking is an essential part
of establishing appropriate performance metrics and the
targets to be set for these measures.
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Supply Chain Secrets
Book Series
Watch out for these other books in the series.
Also by registering on www.SupplyChainSecretsBooks.
com you will get advance notification of new books being
released.

Logistics
Outsourcing
- A Valuable Story of
Logistics Outsourcing
from Pain to Gain.

If you’ve been involved in Logistics Outsourcing you’ll know
only too well that disaster can easily strike the innocent and
ill prepared! This book, written in an entertaining ‘novel’
style will give you all the tips and traps you need to make
Logistics Outsourcing a valuable and rewarding experience!
It’s based on the author’s involvement in over 100 Logistics
Outsourcing assignments. “It doesn’t matter if you are the
Logistics Services Provider, or the Client. If you want an
outsourcing relationship with maximum gain and minimal
pain, you must read this book”.
www.logisticsoutsourcingguide.com
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Supply Chain and Logistics for many years. Having worked
with hundred of businesses across 22 countries, Rob O’Byrne
has seen the same mistakes being made time and time again.
You don’t need to make them. In this book he highlights
seven key areas for you to make massive improvements
in your Supply Chain. And none of it is Rocket Science!
“Regardless of whether you are the CEO or the warehouse
supervisor, these essentials will give you the tools to not
only drive massive business improvement, but give you the
knowledge to recognise Supply Chain BS from 100 metres
when you see it”!
www.supplychainmanagement7keys.com
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China Sourcing
- A Story of Low Cost
Country sourcing that
proves size really
doesn’t matter to
success.

The trend for Western countries in particular to ‘off-shore’
their production to lower cost countries such as China
continues. But for those not experienced in the concept
and the processes, there are many traps awaiting them.
This book, written as an entertaining ‘Novel’ guides you to
ensure that your venture into off-shoring is well prepared
and rewarding. “Moving product sourcing to lower cost
countries is a fact of life today for many businesses, not only
to remain competitive, but to remain in business! If you are
new to off shoring or have had some bad experiences in the
past, you NEED to read this book”.
www.outsourceoffshoreguide.com
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What is
Supply Chain
Management?
– Your Easy Step by
Step Guide.

If you know nothing about Supply Chain or are studying
Supply Chain, this book will give you key insights into what
all the key elements of a Supply Chain are, so that you can
nod ‘knowingly’ when self confessed ‘experts’ are trying to
baffle you!
www.WhatIsTheSupplyChain.Com
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How to save your
business millions!!!
The international expert and author Rob O’Byrne gives his
powerful and essential tips and insights based on over 1,200 client
assignments across 22 countries. This book shows you how to find
the greatest potential for massive savings and increased bottom
line.

You’ll Learn:
•

How to access the big ticket items to reduce costs

•

5 critical tips on measuring for superior performance

•

Balancing cost and service for more effective distribution

•

How to stop inventory investment blow outs

•

3 key steps to developing a game winning supply chain
strategy

•

The 5 key steps to improving warehousing effectiveness

•

Avoiding the stuff that screws your supply chain performance

“This book is a must read if you’re really serious about creating a
sustainable business and building shareholder wealth.”
Darren J stephens
international best selling author
Millionaires & Billionaires Secrets Revealed

To avoid costly
mistakes
read this book.
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