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Abstract 
This paper will discuss the importance of performance measurement systems in 
the management of vehicle manufacturer and supplier relationships. It is 
proposed that as relationships become closer, the emphasis of the measurement 
system should shift from a one way assessment of supplier performance to a joint 
approach to improving the alignment of the processes and products of both 
parties. An example of a joint performance measurement system is described with 
a particular focus on design relationships within the automotive industry. The 
measurement system does not measure the relationship itself, rather it measures 
design in a relationship context. The key principles of the joint system are 
outlined and discussed. Although the responsibility for designing such systems 
today rests with the vehicle manufacturer, it is suggested that both parties move 
towards developing mechanisms for joint measurement and assessment. 

Keywords 
Performance measurement systems, automotive industry, buyer supplier 
relationships, design and development 

The original version of this chapter was revised: The copyright line was incorrect. This has been
corrected. The Erratum to this chapter is available at DOI: 

© IFIP International Federation for Information Processing 1998

10.1007/978-0-387-35321-0_72

U. S. Bititci et al. (eds.), Strategic Management of the Manufacturing Value Chain

http://dx.doi.org/10.1007/978-0-387-35321-0_72


210 

1 INTRODUCTION 

The nature of relationships between Western vehicle manufacturers (VMs) and 
their first tier suppliers is changing (Helper and Sako, 1995). The increasing 
need for VMs to outsource key technologies has led to a shift in emphasis from 
"supplier development" to "relationship management". VMs are increasingly 
expecting their first tier suppliers to take on the responsibility for the design and 
development of particular components or systems (Boston Consulting Group, 
1993, Lamming, 1990). The aim is for supplier involvement in vehicle 
development and manufacture to move further and further upstream. 
Communication between the two parties will occur earlier and out of necessity 
will be more strategic in nature and words such as "collaboration", "co
makers hip" and "co-development" are becoming increasingly common(Bresnen, 
1996, Littler and Leverick, 1995). 

One approach has been designed in conjunction with one major VM and 
implemented in over 60 of its first tier suppliers (Wyatt et aI., 1997). The first 
stage has involved the alignment of buyer-supplier design procedures and 
processes. This has been done through the joint sharing of internal company 
information in order to increase mutual understanding of the day to day 
operations of both parties. This is followed by the joint identification of 
improvement activities applicable to both inter-company processes and intra
company processes. The second stage has been to develop a mechanism to 
encourage the strategic alignment of buyers and suppliers. The aim of this is 
twofold, firstly it is to ensure that both parties share a joint vision of the future for 
their respective markets and subsequent product developments, and secondly it is 
to ensure that both parties are able to focus their resources on the most appropriate 
opportunities, thereby reducing waste in the "co-development" or "co-makership" 
process. 

The aim of the first two stages has therefore been to develop processes to both 
facilitate and encourage closer working relationships between automotive buyers 
and suppliers in the areas of process and strategic alignment. The overall 
challenge however is how to successfully manage these processes. The third stage 
of the initiative has been designed to answer this question from a performance 
measurement perspective and will be the main theme of the remainder of this 
paper. Firstly the importance of performance measurement systems(pMSs) in 
general will be outlined and then applied to relationship management, and 
secondly the development of a performance measurement tool for improved design 
collaborations between automotive buyers and suppliers will be described. 
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2 PERFORMANCE MEASUREMENT SYSTEMS 

There appears to be two contrasting approaches to performance measurement. 
Firstly the average practitioner might ask "What are the measures we should 
use?". The emphasis on the importance of the measure is by no means incorrect, 
it is important to both acknowledge and recognise the behavioural implications of 
measures. Phrases such as "What you measure is what you get" are used as 
statements which illustrate the danger of overlooking the issue of what we are 
actually trying to achieve by measuring. This can be described as a measure 
focused approach. In contrast, system focused approaches are an emerging 
trend in academia and companies, where a measure is seen as just one aspect of an 
effective PMS(Johnson and Evans, 1997). The approach here is "We need to 
design a world class PMS. What are the criteria we need to consider during the 
design and how might these criteria affect the system?" 

A central question for management of any organisation is how well are we 
dOing? (Fitzgerald and Moon, 1996). Traditionally management accountants 
have provided the strategic measures against which performance of employees and 
processes was benchmarked. However, the increasing emphasis on "world class 
manufacturing" has resulted in the necessity for companies to continually 
improve, and has high-lighted inherent failures in the accountancy based 
approach to traditional performance measures (Dixon et aI., 1992, Johnson and 
Kaplan, 1987). The manufacturing process itself has now become the focus of 
PMSs providing non-financial information such as quality and delivery 
performance(Maskell, 1989). Financial measures are still of high importance but 
it has been realised that they should be balanced by other measures of company 
performance(Kaplan and Norton, 1992). 

3 PERFORMANCE MEASUREMENT SYSTEMS IN VEHICLE 
MANUFACTURER AND SUPPLIER RELATIONSHIPS 

The next issue to consider is the role a PMS can play in the move towards closer 
buyer supplier relationships. With the moves towards world class manufacturing, 
a PMS is used by a VM to monitor the ability of suppliers to meet pre-determined 
quality, cost and delivery targets. It enables a VM to introduce an element of 
control into the relationship, whereby suppliers are aware that if they consistently 
failed to meet the targets the VM can, potentially, take their business elsewhere. 
Therefore in inter-organisational contexts, a PMS has generally been one way to 
measure performance. It highlights areas for supplier improvement, using 
measures developed by the VM and is focused on the achievement of objectives 
also determined by the VM. 

The moves towards closer buyer supplier relationships have resulted in the need 
to consider a new approach to performance measurement. As outsourcing 
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increases and suppliers take on more responsibility for the products, the alignment 
of the supplier processes and products with those of the VM becomes increasingly 
vital to the success of the joint project. In essence the VM is devolving both the 
responsibility and the expertise for component and system design to the suppliers. 
It is therefore unlikely that a one way PMS could encompass all the appropriate 
measures. In addition moves towards joint product development require that the 
objectives of both companies be included as the targets for the performance 
measures as opposed to simply encompassing those of the VM. 

Overall the goal of a joint PMS is to provide both parties with the most 
relevant, accurate and timely information on which to make day to day decisions 
about improving their process and strategic alignment with one another. This is 
all well and good when working with suppliers on an individual basis, however 
agreeing joint measures with several hundred suppliers is not feasible. For co
ordination purposes the control of the PMS must (at the moment) remain with the 
VM, however if close relationships are to be achieved the VM bears the 
responsibility of developing a PMS that has all the features and benefits of ajoin! 
system. The remainder of this paper will describe an attempt to develop just such 
a system with one major VM, which is now being used and assessed in over 350 
suppliers. 

4 AN AUTOMOTIVE EXAMPLE OF A "JOINT" PERFORMANCE 
MEASUREMENT SYSTEM 

4.1 Overview 
The authors have participated in the design and implementation of a joint PMS 
which focuses on the area of product design and development. The VM was 
undergoing a major change initiative requiring an improvement in the 
development performance of its supply-base, and also its ability to work jointly 
with its suppliers (see Wyatt et al., 1997). Twenty-two characteristics of a "good" 
PMS were identified from the literature and used as a checklist in the design of 
the measurement system (Johnson and Evans, 1997). For example one key criteria 
was to look at the process as well as the traditional emphasis on outputs, so 
process measures need to be included in the design. Another example was the 
need to increase the levels of objectivity (as opposed to subjectivity) when 
designing the system. Both the measures used and the characteristics included in 
the design must be considered if measurement systems are to be effective in the 
day to day management of company processes. 

The VM had operated a traditional one way supplier appraisal system for 
several years which proved effective at measuring quality, cost and delivery but 
ineffective in measuring supplier development capabilities, a problem that 
increased as the company changed towards closer supplier relationships in design. 
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The effective design of a joint PMS was identified by the company as being a key 
element in achieving their long term strategic requirements. 

4.2 Operational characteristics of the new performance 
measurement system 

The VM has a Supplier Development Department which is responsible for 
assessing each supplier's development performance. The PMS is made up of three 
measurement criteria- quality, cost and delivery- of each of the main stages of 
product development - concept definition, trial and test. The VM clearly states the 
importance it attaches to each element of its development process by weightings 
which indicate to the supplier where to focus its resource and effort. The previous 
system only provided one development score which was felt by the suppliers to 
have a detrimental effect on their ability to identify improvement activities and 
directly relate these improvement activities to corresponding changes in scores in 
the feedback. At the operational level, VM engineers work with their respective 
suppliers. The engineers input the data directly into a PC based system providing 
a "real time" assessment of each supplier's performance. The system is used to 
record and compile reports not only on supplier performance but as a basis for 
identifying joint improvement actions. This is seen as key to effective joint 
performance measurement. 

5 KEY CHARACTERISTICS OF A JOINT PERFORMANCE 
MEASUREMENT SYSTEM 

If the fundamental characteristics of a PMS are not identified and their 
implication on the system not fully considered or understood during the design of 
the system, the overall effectiveness of the PMS may be questionable. Taking the 
systems approach referred to earlier, the authors have identified that the following 
PMS characteristics are key to the successful management of VM - supplier 
relationships: 
Transparency 
Levels of transparency are determined by the ability of both parties to clearly see 
and understand all necessary information within the joint PMS. Transparency of 
the system allows the supplier to understand the specific and general requirements 
of the customer, and to relate these requirements to appropriate improvement 
actions. Transparency within the system enables suppliers to focus on what needs 
to be done within their relationship with the VM and to remove wasteful activities 
in the joint development process. 
The use of both in-process and process output measures 
A process can be defined as a series of events or actions that result in an outcome. 
To improve the outcome these events and actions need to be monitored and 
controlled. A good performance measurement should therefore include in-process 
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as well as process output measures. Successful VM-supplier relationships depend 
on the ability of both parties to align their processes and process outputs. Where 
VMs co-ordinate many suppliers the central focus must be its own development 
processes, therefore the success of a joint PMS will depend on the consistency, 
reliability and credibility of a VM's own procedures and processes. These serve 
as the benchmark against which supplier processes and process outputs can be 
measured. 
The right balance of objective and subjective measures 

It has been identified (Johnson and Evans, 1998) that the effective measurement 
of joint development requires the clear identification of which process measures 
are quantitative-objective and which are quantitative-subjective; that the use of 
quantitative-objective measures should dominate; and that subjective measures 
can be used but should be kept to a minimum and used in an objective framework. 
For example the joint system already described is made up from 80% quantitative
objective measures the remaining measures being subjective both of which are 
used in an objective framework. This was a significant change from the original 
system which was made up of 15% objective and 85% subjective measures 

Any potential for misinterpretation of feedback should be removed from a joint 
PMS. The use of subjective measurement techniques in supplier assessment can be 
misleading and ambiguous. This in tum leads to a decrease in the level of PMS 
transparency. The provision of clear, simple and understandable feedback to 
suppliers is paramount. This can be achieved through objective and non
personalised assessment of suppliers. 

6 A TREND TOWARDS "CO-MEASUREMENT" 

A trend is currently emerging towards co-measurement, whereby the VM 
measurements of supplier performance are combined with measurements taken by 
supplier self assessment. The advantages of self assessment are clear, increases in 
the accuracy and reliability of in-process measures based on more detailed, 
company-specific information. Improvements in upstream in-process measures 
will have benefits for the whole of the supply chain, identifying problems before 
they become a matter for concern. For example, late delivery of prototype parts to 
a VM can have serious consequences for the trialing and testing of the vehicle 
prior to launch. Late delivery is likely to be the consequence of a number of 
process specific activities, which could be identified if a supplier self assessment 
PMS was in operation. However, the burden of co-ordination remains with the 
VM, therefore the two performance measurement systems will have differing 
characteristics. As has already been stated the supplier system can provide 
detailed in-process information which can then be aligned with the required 
overall performance objectives and targets of the VM. 
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In addition, increasing levels of globalisation of supply increase the complexity 
and inherent difficulty of developing a PMS which supports the whole of the 
supply base. Suppliers from different cultures, who speak different languages 
place even higher demands on the clarity and transparency of the system. 
Utilisation of an overall system, in conjunction with detailed, supplier-specific 
performance measures can enhance the effectiveness of the alignment process. In 
the context of closer design relationships, the supplier becomes independently 
responsible for the management and improvement of their own design and 
development processes, thereby shifting the emphasis from traditional supplier 
development to the more equitable approach of relationship management. 

7 CONCLUSIONS 

This paper has described how one VM has implemented an initiative to facilitate 
closer relationships with its first tier suppliers. The initiative aims to align the 
processes and strategic directions of buyer and supplier companies and it is 
suggested that performance measurement is key to the successful management of 
such an approach. The benefits of performance measurement have been outlined 
and two theoretical stances described. These have been applied in the context of 
relationship management, and an ideal 'joint" approach to the design of the 
system is advocated. This is then contrasted with the reality of dealing with a 
large number of suppliers and it is suggested that the control of the system should 
(at the moment) rest with the VM. The design of one such PMS, developed to 
measure joint working relationships and focusing on the design and development 
process has been described and key characteristics of the design outlined. It is 
suggested that in the future suppliers should begin to take responsibility for 
performance measurement, thereby gaining the often quoted benefits of in-process 
measurement but in the special context of a buyer and supplier company 
relationship. 
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