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Comparing Regions, Cities, and Communities:

Local Government Benchmarking as an Instrument for Improving
Performance and Competitiveness

Introduction

Most would agree that communities and regions are key elements in the organization and
governance of economic growth and value creation. Recently, an increase in scientific and
political attention for their competitiveness has become evident. Regions and cities have no
option but to strive for competitiveness in order to prosper in an economy strongly affected by
globalization and new information technologies.

This article tries to identify instruments which can help to enhance and consolidate regional
and local economic performance and competitiveness. In this context — based on several
international doctrines of New Public Management (NPM) — the instrument of benchmarking
is analysed in a theoretical framework and exemplified.

Competitive comparisons have become popular in the public sector and were initiated by
neoliberal thinking which has become refined by the New Public Management movement. As
a result, benchmarking has become an important instrument of local government reforms.
Local services are usually measured against some generic model of excellence or compared to
those provided by local authorities within a similar context. However, most of the
benchmarking criteria, models, and methods, which are currently being used, aim at
evaluating local service delivery. In a context of competitiveness and performance orientation,
the presenting article argues that local government reforms should go beyond the mere
improvement of local service delivery. However, before we discuss the requirements of an
integrated local government benchmarking system, the issues which face local authorities and
regional governments have to be addressed.

A focus on local and regional competitiveness raises further questions. For example: What
precisely is meant by the competitiveness of regions and cities? A number of factors
influencing performance and competitiveness have to be considered as well. We will also
distinguish between soft and hard competitiveness and performance factors by referring to the
expectations of different stakeholders. It is also important to note that given the multiplicity of
possible stakeholders several forms of benchmarking can emerge in local and regional
development strategies. Additionally, their systematic illustration and integration in a local
government system of performance targets can be identified as the central issue for generic as
well as specific benchmarking projects. This article concludes by pointing out the potential of
a holistic communal benchmarking system.
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Focus on NPM Doctrines

Benchmarking in the Context of Marketization and Performance Management

New Public Management has been discussed at length in a variety of different ways.' There is
little agreement as to the make-up of NPM, although, the academic literature does show some
common trends. The following table summarizes some of the relations between doctrines of
New Public Management, their emphasis, and the justification for their development.

Figure 1: Doctrines of New Public Management

Hands-on professional Active, visible control by those free to | Accountability requires clear
management manage the organization assignment of responsibility - not
diffusion of power

Explicit standards and Well defined quantifiable goals and Accountability requires goals and
performance measures targets close examination of objectives
Increased focus on output Resource allocation linked to Focus on results rather than procedures
controls performance
Dis-aggregation of units Division of monolithic units into Manageable units increase
specialized corporate units productivity, facilitate contract
operations
Competition Use of term contracts and public Rivalry and competition lowers costs
tendering procedures and raises standards

Private sector management | Public service ethic is replaced with | Private sector tools are proven, should

style increased flexibility through private be used in the public sector
techniques

Discipline in use of Reduce direct costs, increase Do more with less by controlling

resources discipline in labour force, resist union | public sector resource demands
demands

The most widely accepted concept within the context of New Public Management is the idea
of competition. Hood cites competition as one of the seven doctrines for public management."
Osborne/Gaebler reinvented aspects of government by letting the "most entrepreneurial
governments promote competition between service providers"." Peters, who sees four models
emerging from the attempts to rearrange “old” Public Administration, understands New
Public Management as a model of market-oriented reform."™ "There really is no single market
model, other than the basic belief in the virtue of competition and an idealized pattern of
exchange and incentives".” Competition and performance management are the two doctrines
which have attracted the most controversy during the last 15 years"—which was an era of

unprecedented public sector reform"'- and will be considered further within this article.
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Figure 2: The Concept of Competition
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The issues that come with introducing market forces into the public sector has been taken into
account, with differing degrees of intensity, in the management reform processes taking place
around the world. In a study about Finland, Sweden, New Zealand, and the United Kingdom
Pollitt and Summa (1997) found a greater emphasis on managerial reform in the latter two,
due to fast processes of privatization, the introduction of market-like rules for the distribution

of resources, and the steer intensity of the reform process.

viii

While adopting several market-oriented approaches, Denmark, Finland, Norway, and Sweden
have generally been reluctant to embrace privatization.™ Even in comparison to the
Scandinavian countries, the issue of strengthening competition and introducing market-
oriented mechanism has not played a major role in Germany and Austria until very recently.
In these two countries, politicians as well as civil servants and the unions have been averse to
considering the introduction of competitive forces and of market elements as fundamental
components of necessary reform processes. Reforms in these two countries brought about the
transfer of assets from the public to the private sector without increasing competitive

pressure.”

The following table presents a range of instruments and indicates their relation to the kind of
competitive pressure that they may be able to bring about.™

Figure 3: Instruments of Competitive Pressure
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There are two well-known examples of non-market competition, in the form of regular
performance comparisons, which can be found in Germany: the Bertelsmann Performance
Comparison and the "inter-communal indicator network™ (IKO-Netz) which is operated by
KGST.™ Numerous municipalities are collaborating in a number of different indicator

networks. Within those networks performance data is frequently exchanged, figures are
compared, and the practical experiences of other German and Austrian public sector reformers
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refer primarily to this “competition by benchmarking”, when discussing competition in the
public sector. However, the competitive force of performance measurement activities seems
to be limited throughout local authorities in Germany. The whole process is voluntary and
depends upon the capability of civil servants to draw learning conclusions from the results.
League tables, similar to those published in the United Kingdom, simply do not exist. Neither
politicians nor the general public seem to be very interested in comparing the results obtained
by public authorities.™™

What is even more prominent than the so called “market-approach” to benchmarking is the
performance management approach. Most authors agree that benchmarking owes much of its
popularity and usability to the fact that is derived from the performance management
doctrine.™"

Top performing organizations, whether they be public or private, use performance
measurement to gain insight and to make judgements about the effectiveness and efficiency of
programs, processes, and staff. These organizations decide which indicators will be used to
measure progress in meeting strategic goals and objectives and in gathering and analysing
performance data. This data is then used to drive improvement and successfully translate
strategy into action.™

While the performance of a company is principally measured and expressed by profit in the
private sector, public agencies, on the other hand, have no such universal and widely accepted
measurement of success. Public organizations can be judged in terms of the economy,
efficiency, effectiveness, equity, or sustainability of service provision. Success is often
interpreted from the distinct perspectives of various stakeholders (Newcomer, 1997) such as
legislatures, regulators, other governmental bodies, citizens, service providers, customers, and
the general public. When talking about the performance of public services and about how this
performance can be influenced and managed, an attempt is made to make a connection
between public policy and public management. It is also necessary to clarify what categories
of performance should be differentiated. Regarding this issue, we refer to the concept of the
four E’s, which are presented in the following figure.*"'

Figure 4: The Four E’s of Performance Measurement
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Performance measurement therefore includes both the setting of targets and the review of
performance against these targets.”" It can be used to improve the performance of
organizations, to improve control and accountability mechanisms, give form to the budget
process, and to motivate staff. The main objective of performance measurement in public
organizations is to support decision-making (leading to improved outcomes) and to meet
external accountability requirements. Therefore, all instruments of performance management
are strongly based on measurement. Performance measurement is thus increasingly seen as an
integrated part of many management strategies rather than an isolated approach.™"

A widely used form of performance measurement, both in the private and public sectors, is
benchmarking. Unlike many other forms of performance measurement, benchmarking
provides a proactive way of affecting change. If an organization knows its strengths,
recognizes its weaknesses, and understands how the surrounding external world performs,
then it can identify those practices that require modifications.™

Benchmarking also shares some basic features with other forms of performance measurement.
It includes quantitative and qualitative assessments of what an organization is doing, how well
it is performing, and what the effects of certain activities are. However, the process of
benchmarking must not be confused with the concept of benchmark. A benchmark is a
standard of performance, whose criteria may be established by an organization as a goal or
expected level of performance for various reasons.

However, unlike performance measurement processes, benchmarking focuses on how to
improve organizational processes by focussing on the best practices rather than merely
measuring the best performance. Best practices are the causes of best performance. The
analysis of best practices provides the greatest opportunity for strategic, operational, and
financial improvement.

Private sector benchmarking techniques focus on one aspect of a clearly identifiable
performance with the aim of improving financial results. Since the idea of performance in the
public sector is multidimensional, different approaches to benchmarking are possible. Some
focus on the comparative measurement of outcomes, some on procedural efficiency, while
others focus on the effectiveness of organizational structures.™

Regional/Local Competitiveness and Performance

What precisely is meant by the competitiveness of regions, cities, and localities and in what
sense do regions and cities compete? Views on regional and local competitiveness vary
widely. Economics, geography, and management disciplines often deal with elusive concepts
regarding regional and local competitiveness™'. One of the most pressing research issues
focuses on the appropriate spatial scale with which to measure and analyse regional
competitiveness. The absence of a theory of regional competitiveness does not stop policy
makers from devising policies designed to boost the competitiveness of a certain region or
city.™" As a consequence, policies lack coherent conceptual and evidential foundations and,
on the other hand, policy outcomes prove uncertain when not disappointing. At its simplest,
regional (and local) competitiveness can be defined as the success with which regions and
cities compete with one another, based on indicators such as shares of export markets or the
ability to attract firms, capital, or workers.*™" According to Porter (1998-2000), the only
meaningful concept of competitiveness or the competitive advantage of regions is based on
productivity.™"
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The European Commission stated that, despite the fact there are competitive and
uncompetitive firms in every region, there are common factors which affect the
competitiveness of all firms located in a certain area.™ According to this view regional and
local competitiveness goes beyond the productivity of firms. There are structural limits to, and
negative consequences of, excessive competition conceived in narrow adversarial market
terms.”™"" “Since cities cannot go bankrupt if they are uncompetitive it is at best potentially
misleading and at worst positively dangerous to view regions and cities as competing over
market shares as if they are in some sort of global race in which there are only ‘winners’ and
‘losers””. ™" Competition between cities and regions can generate substantial human costs
and widen social inequalities if there are consistent losers. This focus on indicators such as the
choice of location as a measure of regional competitiveness is therefore problematic”.

The definition and explanation of regional competitive advantage has to reach well beyond
issues of productivity and need, in order to consider several other — softer — dimensions of
regional or local economy and society.™"" For example, the ability of regions to attract
skilled, creative, and innovative people; to provide high-quality cultural facilities; to
encourage the development of social networks and institutional arrangements that share a
common commitment to regional prosperity. There are key regional ‘externalities’ or ‘assets’
for the benefit of local firms and businesses and are thus major aspects of regional
competitive advantage. On a local level the list of competitive drivers include factors such as:
innovation, human capital, economic diversity and specialisation, connectivity, strategic
decision-making, and quality of life factors.”™"™ Competitiveness reached through territorial
quality, public service efficiency and effectiveness also brings advantages to all local
economic and social activities. The following figure shows local and regional location factors
according to Porter’s “Diamond” as well as issues related to quality of life.

Figure 5: Local and Regional Location Factors Related to Quality of Life
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In an era of performance indicators and rankings, it is probably inevitable that regions and
cities should be compared against each other in terms of their economic and social
performance.™* But — as mentioned and shown above — there seems to be no underlying
coherent theoretical justification for any particular choice of ‘drivers’ of competitiveness. The
selection of performance criteria will always be a mixture of technocratic or participative
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processes. A technocratic process implies that targets are set by experts (e.g. scientists, service
professionals and senior officials, either at central or local levels). A participative process
implies a form of deliberative democracy that includes citizens in their role of community or
regional stakeholders and their representatives.™™

The Role of Benchmarking in the Regional/Local Context

Different Forms and Aims of Benchmarking

In both the public and private sectors, various forms of benchmarking have been performed
for many years. Examples include, data collected from member organizations of industrial
federations and annual reviews of key statistics published by associations that focus on
specific organizational functions. More recently, however, benchmarking has become a
popular management tool used to identify performance gaps and to drive performance
improvement.

Spendolini (1992) defines public sector benchmarking as: “a continuous, systematic process
for measuring, comparing, evaluating, and understanding the products, services, functions,
and work processes of organizations for the purpose of organizational improvement.” "

A central characteristic of this form of benchmarking is its aim to improve performance.
Nowadays, many public sector organizations — ranging from central government departments
and local government organizations, to police forces and hospitals — are engaged in
benchmarking projects that aim explicitly at this goal. That is not to say that performance
improvement is the sole objective of these projects. Other purposes may include: meeting
external requirements to provide comparative data, increasing accountability to the general
public for the use of resources, justifying or defending performance, and comparisons with
private sector providers.™"

Local governments provide a wide range of services such as water and sewage treatment,
public libraries, care for the elderly, or sporting and recreational facilities. In some areas,
service provision has extended into what might be regarded as ‘non-core’ services such as
business development. Through the provision of services, local governments have a real effect
on the standard and quality of life of the people living and/or working in its general area.
Given this, it is important that these services are provided in an efficient manner and at an
appropriate level of quality. Municipalities have considerable experience with using
comparisons at both the national and local levels. However, the aims and perspectives of
comparisons vary from including a wide range of topics to including only very specific issues.

Benchmarking can be described as the comparison of activity and levels of performance
between organizations with the aim of identifying opportunities for improvements. It appears
in a variety of different forms depending on what type of activities are being compared, what
kind of comparisons are being made, and finally how benchmarks are combined with
allocation and reward mechanisms.

One distinction can be made between horizontal and vertical benchmarking.*" On a
horizontal dimension benchmarking projects are designed to improve performance within
(internal) the local level (city or county councils and the administration). The horizontal
dimension of benchmarking has its impetus within each local authority, which pushes to
compare its own performance data with those of similar authorities, driven by a desire to

8



The Innovation Journal: The Public Sector Innovation Journal, Volume 12(3), 2007, article 13.

improve themselves or to show that they are better than others. Horizontal benchmarking
arises in situations where the willingness to change is high. This stimulates “best practice
learning” and results in continuous performance improvements.

The vertical dimension of benchmarking primarily concerns the relation between regional and
local authorities, in which one has steering or supervisory powers over the other. Performance
indicators may support such a supervisory role effectively, by making it possible to use
objective criteria to reward ‘good’ and punish ‘bad’ performers. Such a model of action has
been widely adopted in the UK, but there are doubts as to whether it would be appropriate or
even desirable in countries like Austria or Germany "

Scope — Focus and Dimensions of “Regional/Local Benchmarking”

Benchmarking in the public sector concentrates on results (looking at products or services or
at their impact on a community) while benchmarking in the private sector often concentrates
on processes, either to reduce their costs or to improve their quality. Results benchmarking,
which can also be identified as ‘performance comparisons’, is the measurement (in
quantitative or qualitative terms) of inputs, outputs, outcomes, and the relationship between
them. Some authors consider performance comparisons in the public sector to be of limited
value: they may be useful in identifying specific areas of weakness but they do not help to
analyse their causes or to suggest improvement.™*"" On the other hand, it can be argued that
one important goal of performance comparisons in the public sector is to provide information
about the community in which a public institution operates. Process benchmarking may then
be based on performance comparisons and then go on to identify an organizations structures,
skills, and technologies which may support improvements in performance.

There are three general approaches which are used to describe the scope of results and process
benchmarking. First, a whole community or regional system of institutions and communities
can be compared by developing large systems of performance indicators. Second,
benchmarking can have a specific focus on a certain field, such as education or health policy.
A further form of benchmarking concerns the products, services and processes at the
organizational level. The following table summarizes the integration between different types
of benchmarking.

Figure 6: Integration of Different Types of Benchmarking
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The balance between quantitative and qualitative indicators should depend on the scale of the
benchmarking exercise. A larger scale, and more diversity between the institutions being
compared, will require a more intense use of qualitative indicators and their integration with

9
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quantitative indicators, thereby creating a significant methodological challenge. Communities
and institutions with a similar profile will benefit more from detailed quantitative analyses.

A Model of the Benchmarking Process

Successful benchmarking projects manage to take the interests of internal and external
stakeholders into account. In choosing an approach to a benchmarking project, it is therefore
critical to identify specific stakeholder requirements, since the outcome varies depending on
their objectives.

The following figure displays the various steps in the benchmarking process as a continuous
cycle in which the activities in each stage feed into the next. We discuss specific aspects
relating to each step in the next paragraph.

Figure 7: Cycle of Steps in the Benchmarking Process

Planning and Target Setting

Benchmarking

Planning and Target Setting — A Crucial First Step

Benchmarking, as well as performance management in general, includes the selection and
development of indicators. Indicators are closely linked to targets, in that they form the
information basis for the assessment of which results are acceptable and which are not. Target
setting can in turn be the result of a technocratic or of a participative process. A technocratic
process implies that targets are set by experts (e.g. service professionals and senior officials,
either at central or local levels). A participative process implies a form of deliberative
democracy which includes several stakeholders.™"

Setting targets works better if two conditions are met: "%

e Groups which benefit from the achievement of a certain target are involved in setting it.

10
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e Staff in institutions responsible for the delivery of certain services is involved not only
in setting targets but also in selecting a strategy to achieve them. The involvement of
service providers should also contribute to identifying the right balance between inputs
and outputs in the selection of targets, an activity which has been considered an integral
part of policy formulation in the public sector.”™™

The following graph summarizes the scope of benchmarking at different levels. ™

Figure 8: The Scope of Benchmarking at Various Levels

Government/Community Level

local or regional performance as a whole

»

Relevant performance indicators

Policy Level z performance in selected policy fields
Relevant performance indicators
Organisational Level ﬁ organisational performance

Comparison and Analysis

The ultimate purpose of benchmarking is to compare performance in an attempt to achieve
improvement and competitiveness. Once necessary data is collected, the analysis phase must
not only lead to the possible identification of a performance gap, but also to a better
understanding of the institution’s own current and external practices. As a result of this
analysis, the reasons why and how others perform better must become clear.

Action

The findings from the benchmarking analysis phase have to be communicated to relevant
stakeholders with a view to obtaining support for the introduction of new practices aimed at
improving results and performance. Performance gaps identified in the analysis phase can
then be used to set operational targets. The change of operational practices is a key aspect of
the benchmarking process. These must also reflect the findings of the analysis phase and
include periodic performance measurement to evaluate the effects of change.

Evaluation

The essential aim of benchmarking activity is to achieve better results by changing
operational practices or policies within a community. Achieving this stage however does not
imply that the process stops and that the task is finished. In fact, the success of benchmarking
is characterised by the continuing measurement of performance against others and
improvement of practices and processes.

11
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Findings

The main objective of benchmarking exercises is to support better political and managerial
decision-making, leading to improved outcomes for the community, and also to meet external
accountability requirements.

The decision on scope and focus is crucial and should consider regional needs and contexts.
In any case, taking the need of incorporating benchmarking as a performance feature of policy
making and character into account, the focus of benchmarking projects should preferably be
on factors that regions and communities can address and influence with their strategies,
policies, and measures.

One of the most important reasons and values of a locally based regional benchmarking
process is that it raises the awareness of regional stakeholders on the situation of their region
compared to others. Therefore, it is important that the measures of performance, used by
public organization, are developed with as much input and consultation from stakeholders as
is feasible, so as to reach as much of a consensus as possible with regards to what is expected
of the organization/program.*" Presenting the regional situation in comparison may motivate
and comr{}it regional politicians and decision-makers to reconsider current strategies and
policies.™

Local benchmarking can also be seen as a regional marketing tool. From this perspective a
regional benchmarking exercise is seen as a tool for promotion and positioning of the region
on the market as a leader in certain fields.™"

Trans-regional bench-marking projects which are viewed as an opportunity to collaborate
with other regions and to establish trans-regional partnerships provide another possible
approach. Regions working together on a common benchmarking methodology get to know
each other better and can explore other forms of cooperation as a result. The scope and the
focus of regional benchmarking depend, to a large extent, on the local/regional context and on
its stakeholders. Finding consensus on a common approach and strategic focus is particularly
difficult in the context of interregional projects.™"

Such contextual differences make it practically impossible to construct and agree on one
universally applicable methodological approach to regional benchmarking. Although, while in
theory such methodology is possible, its explanatory powers would be very limited.

Comparisons can serve a useful purpose by pointing out the fact that regions and cities differ
and by calling for explanations as to why it is so. Crucially, it is important to distinguish
between ‘competition’ and ‘competitiveness’.*" This is not to deny the importance of
competition, but there are structural limits to and negative consequences of excessive

competition in the public sector if it is seen in narrow adversarial market terms.™""

The task of identifying and formulating preconditions for good and effective regional and
local policy-making is a rather challenging one. This utilizes benchmarking as a popular
method to monitor peers with the aim of identifying best practices. For the purpose of
enhancing the competitiveness of regions, however, benchmarking still has to prove its
promises. Although, it is still useful to compare the structure and performance of regions or
communities and to derive general policy implications from such benchmarking studies. Such
studies provide considerable insights in the wide range of successful development paths
available to regions. Policy-makers, however, should be reluctant to imitate a successful

12
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(institutional) model (such as the Silicon Valley model) that has its origin in a different
environment without accounting for region-specific contexts.*"

The core problem of shaping regional policy by imitating best practices concerns the (often
subtle) interdependencies existing between different factors contributing to a successful
model. This implies that the imitation of a subset of (success) factors may be detrimental for
another region because of the mismatch between the new subset and the existing structures
and routines.”™" The historical evolution of a region sets serious limits on the copying and
imitating of an external model that owed its success to its deep roots in an antagonistic
environment. This is essential not only for the whole system (such as the Silicon Valley
model), but also for transferring one successful part of a system from one local context to
another. For example, the set-up of a research centre of excellence in a technological field is
likely to remain a “cathedral in the desert” in a region that lacks the required competences (in
regards olf firms, educational facilities, financial institutes, etc.) and the necessary institutional
context.”™

Conclusion

Although the use of benchmarking has become a popular tool within public management
reform, we must conclude, at this time, that the use of benchmarking as an instrument to
improve local government performance only focuses on operational and organisational
aspects. Current benchmarking strategies in the public sector are therefore unlikely to have a
significant influence on improving services at the local level and therefore also make no
contribution to the enhancement or sustainability of the competitiveness and performance of
communities and regions.
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