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About BTM Corporation  

BTM Corporation (Business Technology Management Corporation) is a management solutions 

provider that leads the industry in the convergence of business and technology management with 

unique on-demand products and intellectual property (IP) to innovate new business models, 

enhance financial performance, and improves operational efficiency. The Company focuses on 

executing solutions from a Concept to Value Lifecycle with management processes, software 

applications, and cross-disciplinary domain expertise that allow its customers to build better 

businesses through the strategic use of technology. Founded in 1999, BTM Corporation is 

headquartered in Stamford, CT. For more information, please visit www.btmcorporation.com. 

 

 

 

About the BTM Institute 

Launched by BTM Corporation in 2003, the international, nonprofit BTM Institute is the first 

organization of its kind to bring together select academics, corporate executives, government 

officials and industry thought-leaders in a multi-disciplinary research think tank to address the 

long-standing need to manage business and technology. The BTM Institute’s collaborative 

approach and extensive research agenda is the underpinning that results in actionable 

publications based on real-world experiences and empirical data. Through various research and 

educational initiatives, the BTM Institute is committed to the betterment of industry to through 

the convergence of Business Technology Management (BTM). For more information, please visit 

www.btminstitute.com. 



  
 

© 2010 BTM Corporation                 3                          www.btmcorporation.com 

  

  

 

BTM Research Report: 
BTM Operational Excellence Index | June 2010

Executive Summary  

Operational Excellence provides managers with a sustainable advantage by giving them the 

ability to continuously improve their organizations’ decision, investment and asset performance, 

service delivery and human resources capabilities. Operationally excellent organizations possess 

the processes and structures – or what we at BTM call “intangible assets" – that give them the 

visibility, control, tools and management practices necessary to drive greater operational 

effectiveness and efficiency. In other words, Operational Excellence requires business-technology 

convergence -- the art and science of managing business and technology as one.  

 

Convergence is achieved through certain organizational “constructs,” such as management 

behaviors, which have been identified in research and confirmed in practice (to learn more, view 

all research reports published by the BTM Institute, http://www.btmexchange.com). These 

constructs establish a foundation on which corporations can build operationally superior business 

models and service delivery functions. As a result, they ultimately yield superior financial 

performance for the enterprise as a whole. 

 

The first phase of this study, which was conducted during the second quarter of 2010, examined 

publicly traded US companies across multiple industry groups, using a range of financial 

measures (see Table 4) – including value, performance, growth, margin, capital efficiency and 

stock price volatility – to measure the financial impact of Operational Excellence. Our analysis 

shows a strong positive relationship in every category – except growth. This relative 

underperformance, especially during an economic 

downturn, suggests that Operational Excellence as a 

stand-alone strategy is not enough. Growth may require 

a multi-focused strategic focus that includes the other 

vertices of the Transformational Triangle1: Business 

Agility and Sustained Innovation. 

 

The study is based on Business Technology 

Management maturity rankings and publicly available 

financial information for the year ending in December 

31, 2009. Individual company data for those with a high 

level of Operational Excellence (the operational leaders) 

was compared to the unweighted average figures for 
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the industry groups for a direct head-to-head comparison. Seven measures of economic 

performance were then calculated to quantify the financial impact of Operational Excellence 

maturity. These results form the basis for the BTM Operational Excellence Index. 

 

The overall results show that companies with highly mature Operational Excellence characteristics 

– the Operational Leaders – exhibited superior financial performance as compared to their 

industry peers: 

 

 3% to 8% performance advantage in capital efficiency and value 

 7% to 8% performance advantage in margin 

 Up to 4% performance advantage in revenue and earnings growth 

 Up to 45% less stock price volatility compared to non-operationally excellent publicly 

traded organizations 

 

Moreover, the study showed that the operational performance advantage was sustainable; these 

numbers reflect both the one-year view as well as a 5-year view. 

 

The analyses and conclusions presented in this report represent early results and are intended to 

provide an initial formulation of the BTM Operational Excellence Index and a general indication of 

its impact on financial performance – as well as a baseline for further research. 

 

To gain perspective on how operationally excellent your organization is, take an 

Operational Excellence Assessment at 

http://convergencescorecards.btmcorporation.com. 
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 1. Introduction 

Operational excellence had its genesis in manufacturing; in fact, it was the essence of Adam 

Smith’s famous pin factory example explaining the division of labor. Techniques have evolved.  

Modern approaches are, for the most part, rooted in the statistical process control methods 

pioneered by W. Edwards Deming, Lean Six Sigma being the current incarnation. 

 

The knowledge economy, driven in large part by the rise of the services sector, adopted 

manufacturing techniques and applied them to optimize business processes. Technology became 

a critical enabler of this movement, as status information, communication, architecture, process 

design, and operational procedure became critical factors for success. Management encountered 

a new challenge – how to balance investments in operational excellence with investments 

necessary for growth, competitive advantage, and value creation. Business leaders responded to 

these pressures by adopting one or more of the following strategic postures, which we call the 

Transformational Triangle: 

Operational Excellence: consistent delivery to internal and external customers of cost-

effective services at defined performance levels.  

 

Business Agility: ability to sense changes in the business ecosystem and proactively 

respond and reach an advantageous position. 

 

Sustained Innovation: through repeatable processes, develop new products, services and 

methodologies that advance the enterprise beyond the competition. 

 

Executives can use these strategic postures individually or in concert, depending on the actions 

most appropriate for a company’s market position, core competencies and strategic imperatives. 

Making that choice is one of the most important decisions a management team can make. The 

most advanced businesses focus on hybrid patterns – operationally excellent and agile at once, 

for example – and allow them to influence and drive business model evolution to reach strategic 

goals and imperatives. 

 

Strategic postures are developed from convergence patterns, meaning that each posture relies on 

a select set of management behaviors and constructs. Operational Excellence, Business Agility, 

and Sustained Innovation each represent a particular convergence pattern.  

 



  
 

© 2010 BTM Corporation                 7                          www.btmcorporation.com 

  

  

 

BTM Research Report: 
BTM Operational Excellence Index | June 2010

Operational Excellence (the focus of this report) is the ability to drive continuous improvement 

throughout the organization by focusing on the needs of the customer, empowering employees, 

and optimizing existing activities in the process. The Index uses the following scale: 

 

Table 1: Agility Index Maturity Levels 

Maturity Level Characteristics Organizational Excellence Effect 

1 Chaotic, ad-hoc or individual heroics; islands of 
structure may exist, but are not connected and do 
not communicate with each other. 

Little or no operational awareness 
or attention. 

2 
Repeatable and operationally capable, supported by 
high-level documentation. 

Emergent operational focus. 
Inconsistent, sporadically 
effective. 

3 Fully defined, supported by detailed documentation, 
consistently repeatable, with little overlap or conflict. 

Threshold of Operational 
Excellence.  

4 Disciplined and consistent management 
characterized by quantitative performance 
measurement and analysis. 

Measurable improvement with 
increasingly higher levels of 
performance 

5 Continuous optimization, characterized by proactive 
and periodic management or operational 
improvements. 

Full Operational Excellence. A 
market influencer and leader. 

 

The BTM Operational Excellence Index2 shows a 

sample plotting of organizational maturity levels in 

the Index. BTM assessed companies of varying 

sizes by revenue across dozens of market 

segments; Figure 1 shows operational maturity 

versus top-line revenue. Most companies are 

clustered between level 3 and 4, indicating that 

most companies have started to exhibit 

operationally excellent behavior. The Index also 

shows that there is no direct correlation between 

operational excellence and company size. 

 

The BTM Operational Excellence Index confirms 

the economic value and financial performance 

advantages of companies with an effective 

operational focus. In Table 2 is a summary of the 

Figure 1:  BTM Operational Excellence Index 
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average financial performance advantages in four categories for the Operational Excellence 

Leaders.  

Table 2: Financial Outperformance Summary 

Performance Category 1 Year 5 Year 

Capital Efficiency and Value 6% 9% 

Margin 8% 7% 

Revenue and Earnings Growth 1% -1% 

Volatility 24% 45% 

 

Business leaders often use the term “operational excellence” to describe their philosophy and 

strategic initiatives, but it is often little more than a set of objectives and accompanying 

performance metrics. Delivering continuous improvement in the marketplace, facing competitors 

and demanding customers, requires business leaders to identify, understand, and create the 

capabilities, behaviors, and focus necessary for repeatable, continuous and measurable 

operational improvement. Recognizing that change is ever-present and the cost of business 

continues to rise, operationally excellent companies relentlessly build their capability to tailor 

their business processes, architectures, standards, partnerships and human resources to 

continuously improve value for their customers. 

 

 

2. The Financial Impact of Operational Excellence 

The BTM Operational Excellence Index reveals advantages in all four performance categories, 

though the level of industry peer outperformance is most striking in the Capital Efficiency and 

Value, Margin, and Volatility measures. Long-term impact was higher for Capital Efficiency and 

Value and Beta (56% and 83% respectively), while Revenue and Earnings Growth and Margin 

showed a superior long-term performance advantage (Growth more than doubled, and Margin 

showed a 17% advantage). 

 

A comprehensive understanding of the financial impact of Operational Excellence is based on the 

following set of financial performance measures (see Table 3 for details).  

 Capital efficiency and value measures were chosen to highlight management capabilities on 

the efficient use of resources 

 Margin to highlight cost control and pricing power, especially in a changing (and 

challenging) market 
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 Revenue and earnings growth to demonstrate consistent performance over time, and 

 Stock price beta to examine the effect of Operational Excellence on stock price volatility. 

 

Table 3: Financial Performance Measures 

Performance Category Average 

Capital Efficiency and Value EVA/Capital 
ROC 
ROE 

Margin EBITDA/Sales 

Revenue and Earnings Growth Revenue Growth 
EPS Growth 

Volatility Beta 

 

The BTM Operational Excellence Index uses publicly available financial information for the 

companies in the Index as of December 2009, except for the long-term financial performance 

measures, which used data from 2005 – 2009, inclusively. Data sources included Bloomberg, 

Value Line and Capital IQ. 

 

For each company in the Index, financial measures were calculated and compared with the 

performance achieved by their industry group; then, outperformance was calculated as the 

unweighted difference (industry performance less individual company performance)3. The 

industry comparison serves to normalize the results and to reduce the number of factors that 

could otherwise account for performance differences. (The organizations included in these 

financial measures are only those publicly traded in the United States, and therefore have audited 

financial results available. While there are private companies and public sector entities in the 

database, their results were not reflected in this paper.) 

 

The companies in the Index were then grouped into quadrants according to their Operational 

Excellence scores as follows: 

Table 4: Agility Quadrants 

Quadrant Score Range 

Q1 4 – 5 

Q2 3 – 4 

Q3 2 – 3 

Q4 1 - 2 
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Scores for each quadrant were calculated by averaging the financial performance measures for 

the companies within each quadrant. This approach identifies the level of outperformance within 

each quadrant as well as from quadrant to quadrant. Not only did Quadrant 1 firms – the leaders 

– enjoy significant performance over their industry peers, they also outperformed less 

operationally adept firms: 

Table 5: Average Outperformance over Quadrant 4 Firms 

Quadrant 1 Year 5 Year 

Q1 12.8% 13.7% 

Q2 8.9% 10.9% 

Q3 5.3% 7.7% 

Q4 NA NA 

 

Financial outperformance for the Operational Excellence Index leaders – Quadrant 1 firms – is 

shown in detail for each financial measure in the four measurement categories: Capital Efficiency 

and Value, Margin, Revenue and Earnings Growth, and Volatility. 

 

Figure 2: Leader Capital Efficiency and Value Outperformance 
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Figure 3: Leader Margin Outperformance 

 

        

Figure 4: Leader Outperformance – Revenue & EPS Growth 

 

Revenue and EPS Growth performance were not favorable to the Operational Excellence leaders; 

in fact, they showed an outperformance advantage only in the year to year comparison of EPS 

Growth. 5 year growth showed a growth disadvange, as did the one year view of Revenue 

Growth. Out initial interpretation is that a focus on Operational Excellence is not a sufficiently 

robust strategy to sustain an organization through an economic downturn. That level of 

outperformance requires either a significant focus and advancement in BTM Maturity, or on 
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Business Agility; both these strategies yielded outperformance advantages (Please see the 

following BTM Research:  BTM Convergence Index II, and BTM Business Agility Index 2010. 

Figure 5: Leader Volatility Outperformance 

 

NOTE: Beta is a measure of stock price volatility; Beta of 1 means the price moves with the market, Beta 

less than 1 means the price swings are less than the market (less volatile), and a Beta greater than 1 

means the price swings are greater than the market. 

 

These figures are not limited to any one area within the enterprise, they reflect enterprise-wide 

returns, and therefore reflect the performance of the entire enterprise. Taken together, these 

figures tell the story that these leaders have discovered and implemented a business approach 

that allows them to drive continuous improvements in problem solving ability and quality – and 

create higher levels of economic value than their industry peers. 
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3. The Anatomy of Operational Excellence 

The sample companies in the BTM Operational Excellence Index that fall in Quadrant 1 – the 

Operational Excellence Leaders – have a score between 4 and 5. The following chart shows the 

distribution of maturity scores versus revenues. 

                                                                                                        Figure 6: Operational Excellence Leaders 

As a group, Operational Excellence Leaders cover a 

wide range of sizes, with 2009 revenues that range 

from approximately $3 billion to $60 billion. 

Interestingly, half are in either the Telecom Services 

or Equipment industry groups; the others fall in 

different industry groups (Industrial Services, Food 

Processing and Pharmaceuticals). This diversity 

indicates that Operational Excellence does not 

constrain itself to a particular firm size or industry 

sector. 

 

The following table provides an overview of the 

industry sectors covered in the BTM Operational 

Excellence Index:  

Table 6: Industry Groups Included in the Index 

Industry Groups 

Aerospace/Defense Medical Services 

Auto & Truck Medical Supplies 

Auto Parts Metal Fabricating 

Computer Software/Services Metals & Mining (Division) 

Computers/Peripherals Natural Gas (Division) 

Diversified Co. Newspaper 

Electric Util. (Central) Office Equip/Supplies 

Electric Utility (East) Pharmaceuticals 

Electronics Precious Metals 

Financial Services (Division) Retail Building Supply 

Food Processing Semiconductor 

Industrial Services Telecommunications Equipment 

Internet Telecommunications Services 

Machinery  
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Operational Excellence Leaders focus on three core practices, each of which requires business 

and technology convergence in order to perform at a high level of maturity. Please see Section 5, 

The Strategic Role of Technology, for a more detailed discussion of how business technology 

management underlies these practices. 

 

Value Flows:  the activity streams, consisting of business processes and services , that 

comprise value networks that define stakeholder relationships – especially those with the 

customer. 

 

Stakeholder Visualization:  the individual and collective perspectives of the members of a 

value chain, showing the value activity as well as its relationship to the customer. 

 

Participatory Optimization:  the activities of the value chain members, each proactively 

working to improve local processes and services in order to deliver increasing value to the 

customer. 

 

These leaders have rigorously defined standards that establish the primary activities of every 

stakeholder in a value flow – chains of activities or services – and then empower those 

stakeholders to continuously improve their portion of the flow. To be effective, each stakeholder 

must have the visibility into their local neighborhood of the flow, and the authority to act within 

that neighborhood to make improvements. Each improvement flows downstream to the 

customer, who experiences the collective value improvements that originated all along the value 

flow. It’s critical that these improvements be coherent, that is, additive; otherwise the customer 

experience will be chaotic with no value-add. 

 

All three of the above core practices for Operational Excellence require that the management of 

business and technology be converged. Establishing – and then maintaining – coherent 

optimization activities requires that each stakeholder knows what to do, be able to see the 

outcome, and have the ability to act in concert with other stakeholders. 
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Operationally Excellent companies establish formal definitions and standards for their business 

processes, link them with their strategic imperatives, and empower individuals to act in an 

independent but coordinated fashion to improve the work within their span of authority. Being 

operationally excellent requires a focus on management capabilities to develop and promulgate 

standards, coordinated decision-making, service delivery optimization, and workforce 

management. Orchestrating these capabilities – especially in the rapid execution cycles required 

by the leaders – requires that business and technology be managed as one. Business technology 

management must become institutionalized and part of an organization’s operational culture, 

organized around the three following core characteristics of Operational Excellence:   

 

Standardized Work. Companies must define standardized component work processes and 

services that together comprise the value activities of the company. Furthermore, these 

definitions must be dynamic and visible upstream and downstream of the value chain that 

connect an individual activity or service to the end customer. These standards must be 

constructed around the concepts of workforce management – including both internal as well as 

external resources and suppliers. Finally, a networked governance model combined with a 
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repeatable and consistent decision making capability is necessary to bring the excellent operation 

to life. Business Technology Management is a necessary practice that enables these capabilities 

to execute independently, but in a coordinated manner. 

 

Quantitative Performance. Operational Excellence relies on a foundational capability to 

measure outcomes and business value – both from an end-to-end view, and within each 

standardized work process or service component. This requires two distinct, but related classes of 

information: operational and performance.  Operational information is the symbiotic partner of 

work processes and services, defining the activities and services that combine to deliver value to 

the customer; while performance information quantifies the results of the work in business value 

terms to which the customer can directly relate. Operationally excellent companies have a 

standardized set of architectural constructs that enable performance information to be defined, 

measured and disseminated along the value flow, where it is consumed by the process, decision-

maker or service provider directly responsible for its performance, or primarily affected by its 

performance. 

 

Distributed and Coordinated Authority. Operationally excellent firms must adopt flexible and 

distributed forms of governance and translate their mission and objectives into information that 

can easily be interpreted by constituents. These firms must replace traditional command and 

control approaches with mechanisms that facilitate coordination within and across locales. These 

mechanisms must provide individuals, groups and units with the autonomy to improvise and act 

on local knowledge, while orchestrating coherent behavior across the firm. Processes—the 

assignment of task and responsibilities—must be supplemented with personal accountability. 
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4. Framework for the BTM Operational Excellence Index  

The BTM Operational Excellence Index is built on a framework that describes the processes, 

structures and behaviors that together comprise the operating pillars of the transformational 

triangle3 that underpin Operational Excellence:  

 

Management Behaviors 

Business Technology Architecture 

Operational Practices 

 

Management Behaviors: The BTM Framework describes 17 management capabilities that 

describe the behaviors necessary for converged business and technology management. A 

capability is a specific management competency defined by four critical dimensions. Each is 

ordered by repeatable processes; executed through appropriate organizational structures; and 

enabled by correct information and technology. 
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Figure 7: Business Technology Management (BTM) Framework  

The BTM FrameworkTM defines 17 management capabilities across four functional areas, each of which is defined by four 

dimensions: Process, Organization, Information and technology. 

 

 

These capabilities are further divided into two broad categories – Foundation and Advanced. 

Foundation capabilities are “first-order” capabilities (in red above) whose maturity underlies 

overall Business Technology Management Maturity, e.g., Strategic & Tactical Governance, 

Organizational Design & Change Management and Portfolio & Program Management. Advanced 

capabilities (in black above), e.g., Communications Strategy & Management, Compliance & Risk 

Management, and Resource & Demand Management are higher-level capabilities; they are often 

developed later in the maturation process and require, in large part, that the foundation 

capabilities be in place. 

 

While all 17 capabilities are necessary for true convergence, individual businesses focus on 

subsets of these capabilities that are most appropriate to their market position and strategic 

imperatives. The capabilities that comprise Operational Excellence are as follows: 

 

Table 7: BTM Capabilities for Operational Excellence 

Foundation Advanced 
Strategic and Tactical Governance Compliance and Risk Management 

Portfolio and Program Management Resource and Demand Management 

Approval and Prioritization Strategic Supplier Management 

Technology Architecture  

Business Technology Standards  
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Business Technology Architecture: Standardized work requires a well-defined and detailed 

architecture to describe the component processes and services and their relationship to the value 

outputs promised by the company’s mission statement. Standards include business technology 

applications and tools, as well as the architectural roadmaps and definitions that drive the 

standards. Management teams of operationally excellent organizations rely on standards in order 

to execute to achieve the desired result. Effective – and efficient – utilization requires a minimum 

amount of organizational friction. Low-friction environments require a business technology 

architecture that is component-based and service oriented (see Section 5. The Strategic Role of 

Technology). 

 

Table 8: Business Technology Architecture  

Construct Characteristics 

Business Technology Architecture Inward focused - Component Based 
External focused - Services Oriented 

Business Process Internal and External Sensing 
Resource and Asset Utilization/Reuse 
Organizational Change Management 
Strategic Adaptability 

 

Operational Practices: The third structure of the BTM Operational Excellence Index addresses 

the requirement for organizational autonomy. This is the ability of organizational units or 

functions to conduct operations without direction or supervision from above, while concomitantly 

remaining open to – and actively searching for – operational coherence (operational coherence is 

achieved when all parts of the organization operate in accordance with each other, such that their 

outputs are in-phase and additive). 

 

Table 9: Operational Practices 

Practice Characteristics 

Delivery Management Services-based operations (service catalog) 
Service Level-based performance management for: 

o Business processes 
o Technology and Infrastructure 

Standards Business Processes 
Enterprise Architecture (business and technology) 
Promote reuse and interoperability 
Services decomposition and componentization 
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5. The Strategic Role of Technology 

Operational Excellence requires the ability to detect abnormal or sub-optimal flow and quickly 

correct and/or improve it. This detection and repair cycle requires three underlying capabilities 

(see Section 3 for a detailed description):   

Standardized Work 

Performance Measurement 

Local Execution 

 

Each of these capabilities standing alone adds value, and technology is a key factor in their 

success. However, the key to achieving Operational Excellence is the linkage among them – a 

linkage that is an ideal use of business technology. These linkages form a value chain4 that spans 

the breadth of the organization – and beyond, from suppliers to customers. While there are many 

value chain definitions of Operational Excellence, our focus here are the value chains that 

embrace the management of business and technology together. 

 

Standardizing work requires a Technology Architecture and associated Business Technology 

Standards – both of which are key elements of a Strategic Enterprise Architecture (SEA). SEA 

includes a business, as well as technology architecture, providing the capabilities necessary to 

design the enterprise from business, process, application, data and infrastructure perspectives. 

As an example, a Service Oriented Architecture (SOA) describes how services interact via a 

loosely coupled, message-based communication model. Services can be comprised of coarse or 

fine-grained components, encapsulated business functions within existing application suites, or 

actions taken by human operators. At the highest level, service orchestration is the operational 

realization of process descriptions. 

 

Below the level of services are pre-existing components, objects and application suites that 

comprise an enterprise’s existing application portfolio. These must be encapsulated and given 

service abstractions that, in turn, allow their orchestration. New process functionality is added 

directly as services are intentionally designed to work in a service-oriented architecture. 

 

At the interface between the layers -- and within the layers themselves -- we find a variety of 

standardized but evolving protocols that aim to increase interoperability across platforms and 

firms. Standards exist for everything from defining and locating a service description to 
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requesting a Web service invocation, to various aspects of orchestration. Additional protocols 

exist for security, quality of service and operational monitoring. 

 

Work standards are also required for risk management, workforce and talent management, and 

service delivery. The linkages between each of these disciplines is critical to Operational 

Excellence – the defined linkages are what enables each discipline to act relatively autonomously 

while coordinating its activities with its adjacent upstream and downstream partners. Managing 

such a coordinated response requires that each discipline or capability have a sufficient visibility 

into how their actions impact their neighbors – as well as impact the ultimate recipient of the 

downstream activities – the customer. 

 

Visibility is provided by performance measurement. Standardized work activities must each have 

a set of performance metrics and measures that broadcast it current status upstream and 

downstream along the value chain – as well as to the managers or executives that are 

responsible for the work activity itself. 

 

Figure 8: Operational Excellence Dynamics 

 

                   Source: BTM Corporation, 2010 
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The final element of Operational Excellence builds on the standardized work and visible 

performance measurements that drive the continuous improvement, which is the ultimate 

objective: the autonomy and ability to act quickly to resolve abnormalities and defects, and to 

drive improvements in efficiency and effectiveness through improving both local work processes 

as well as the overall flow through the value chain. 

 

Local autonomy combined with enterprise-level coordination requires a delicate balance – too 

much autonomy creates chaos and destroys coordination, while too much coordination can lead 

to a hierarchical – and rigid – command and control system. The balance is preserved by 

standards, which allow each autonomous work unit to operate without constantly obtaining 

authority or approval from a superior work unit, and visibility, which informs local decision-

making and creates the critical negative feedback necessary to create a stable end-to-end 

system. 

 

From a systems perspective, operational excellence is characterized by structured components, 

each with a local negative feedback loop, operating within a systemic negative feedback loop.  

System integrity is thereby maintained at both the local work unit level as well as at the overall 

value chain level. 

 

Designing and operating operationally excellent organizations not only requires a well designed 

system, visibility and local autonomy, it also demands a system constructed around the following 

core principles: 

 

 Lean Value Chain – designing and constructing a business technology 

architecture and standards based on efficient processes. 

 

 Value Chain Flow – organizing the value chain to ensure that local 

processes and autonomous work units fit together without restricting – and 

ideally enhancing – the flow of value through the value chain. 

 

 Visualization – optimizing the degree of external visibility and manageability 

of each process in the value chain. 

 

 Standardization – creating standards that define the expected normal flow 

through the value stream, including the performance metrics – in customer-
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centric business terms – that measure the normal ‘operating range’ of the 

value flow. 

 

 Identification of Abnormal and/or Sub-optimal Flow – rapid and 

accurate identification of a value flow outside the normal operating range, 

along with sufficient information to enable root cause traceability. 

 

 Pre-defined Response – develop and deploy pre-defined responses to 

abnormal operating conditions, both at the local work unit level as well as at 

the enterprise level. 

 

 Collect Feedback – gather performance information along the value chain, 

and ensure that it is consumed locally as well as at the enterprise level. 

 

 Local Autonomy – maximize the ability of the local manager of a work unit 

within the value chain to operate without constraints, with the prime directive 

of maximizing the local as well as enterprise operating metrics. 

 

 

6. The Operational Excellence Journey 

Building an operationally excellent enterprise is a journey that includes a management playbook 

to coordinate the myriad activities, functions, models and operations that comprise the 

organizational value chain. The playbook for each enterprise is unique, reflecting its management 

capabilities, business architecture, operational practices and cultural norms. However, there are 

underlying foundational principles that, together, construct templates to accelerate the 

development, communication and execution of the playbook. The following diagram is an 

example of the steps in a typical Operational Excellence journey as constructed in the BTM Fusion 

360™ Framework environment: 
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Figure 9: Operational Excellence Journey 

                       

 

The key steps in this Operational Excellence journey are outlined in the following table. Each step 

is supported by activities specific to each organization’s capabilities, current state and Operational 

Excellence objectives.  

 

Table 10: Key Steps in an Operational Excellence Journey 

Steps and Activities 

Develop a Technology Architecture and associated Business Technology 
Standards 

Define value chains and document value flows 

Measure value flows and business-level performance 

Visualize abnormal or sub-optimal value flows 

Manage sub-optimal flow and risk through pre-defined responses 

Balance local autonomy and against enterprise control and stability 
 

The management playbook also contains other elements, including the organization model, 

description of operating business architectures and processes, key operational and performance 

information and measures, and automation tools and requirements. The management playbook 

must be communicated to the key executives and managers responsible for its execution. And, 

most importantly, progress must be tracked, investments made, risks managed and lessons 

learned. Operational Excellence is not simple or straightforward, but as demonstrated by the BTM 

Operational Excellence Index, a most worthwhile endeavor. 

 

Source: BTM Fusion 360™
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7. Conclusion 

BTM Corporation’s research demonstrates that operationally excellent companies have a 

dominant short-term performance advantage of 4.5% and a long-term advantage of 5.3%; they 

also have lower stock price volatility (24% short term and 45% long term) than their industry 

peers. Looking beyond the averages, individual measures of performance reinforced the 

Operational Excellence dominance: Quadrant 1 firms outperformed their peers in most 

categories. From a short-term perspective, the outperformance range was from 3.1% (Return on 

Equity) to 8.2% (EBITDA/Sales), with a 2.3% underperformance in Revenue Growth.  Long-term, 

the range was from a low of 6.9% (EBITDA/Sales) to 11.4% (EVA/Capital), again with an 

underperformance in both growth categories:  1.7% in Revenue Growth and 0.4% in EPS Growth. 

 

This relative underperformance in growth, especially during an economic downturn, may well 

reflect the fundamental nature of Operational Excellence – it is not an inherent growth strategy.  

Operational Excellence as stand-alone strategy, it appears, is not enough. Growth, especially 

during a downturn, may require a multi-focused strategic focus that includes the other vertices of 

the Transformational Triangle: Business Agility and Sustained Innovation. 

 

The BTM Operational Excellence Index reveals the critical role Operational Excellence holds in 

economic performance. Achieving such excellence is not exclusive to companies of a certain size 

by revenue or industry sector, but is available to all companies. Furthermore, the Index specifies 

the behaviors and constructs that drive Operational Excellence. Those behaviors and constructs 

are defined as a repeatable management practice that can be implemented in any company. 

Finally, companies do not have to be Operational Excellence Leaders to reap the economic 

benefits outlined in this research report. Moving from the bottom rung (Quadrant 4) to the next 

level (Quadrant 3) provides measurable – and significant – benefits. As with the Operational 

Excellence Leaders, Quadrant 3 companies exhibit underperformance in EPS and Revenue 

Growth, though at a significantly higher level of underperformance. 

 

Table 11: Quadrant 3 vs. Quadrant 4 Outperformance 

Measure 1 Year 

Capital Efficiency and Value 10.9% 

Margin 8.4% 

Revenue and Earnings Growth -7.2% 

Volatility 10.5% 
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Building an operationally excellent organization such as this is not easy. Standardization, 

visibility, and local autonomy must become a part of an enterprise’s fabric. Crucial to success is a 

relentless focus on continuous improvement at all levels of the organization. Managing business 

and technology together opens up greater areas of the organization to the advantages of 

Operational Excellence. Finding those advantages – and maintaining them over time, requires 

dedication and focus. 
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Glossary 

 

Adaptability is the capability of an organization to be both agile and resilient. 

 

Agility is the capability of an organization to instigate change to take advantage of opportunities. 

 

Alignment is the condition in which technology supports, enables and does not constrain the 

organization’s current and evolving business strategies. 

 

Beta is a measure of stock price volatility with respect to the broad market. A Beta of 1 means 

the stock price moves with the market, Beta greater than one means higher price swings than 

the market, a Beta less than one means the price swings are smaller than the market. 

 

Business Technology is any technology, including information technology that is used to deliver 

a business capability or automate a business operation.  

 

Business Process Management (BPM) is management approach focused on aligning all 

aspects of an organization with the wants and needs of clients. It promotes business 

effectiveness and efficiency while striving for innovation, flexibility, and integration with 

technology. 

 

Business Technology Management (BTM) is a multi-disciplinary management science. It 

combines or converges business management and technology management, theory and 

practices, into a new more powerful management discipline. By implementing BTM, organizations 

achieve dramatic performance improvements. 

 

Capabilities are the 17 fundamental management practices that comprise the BTM Framework, 

each defined in terms of four dimensions: process, organization, information and technology. 

 

Constructs are management processes and behaviors. 

 

Convergence occurs when business and technology activities are intertwined, and the leadership 

teams operate almost interchangeably. 
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Innovation is doing something new that creates value in the marketplace. 

 

Resilience is the capability of an organization to react effectively to unexpected situations. 

 

Services Oriented Architecture (SOA) describes how services interact via a loosely coupled, 

message-based communication model. Services can be comprised of coarse or fine-grained 

components, encapsulated business functions within existing application suites, or actions taken 

by human operators. At the highest level, service orchestration is the operational realization of 

process descriptions. 

 

Strategic Enterprise Architecture (SEA) includes business architecture as well as technology 

architecture, the capabilities necessary to design the enterprise from business, process, 

application, data and infrastructure perspectives. 

 

Sustained Innovation involves processes and organizational design that make innovation 

repeatable. 

 

Sustainable Innovation involves solutions to problems that reflect a commitment to 

economically, environmentally and socially sound business practices. 

 

Synchronization is the condition in which technology not only enables the execution of current 

business strategy but also anticipates and helps shape future business models and strategies. 

 

Transformational Triangle is the group of three strategies that underpin organizational 

transformations:  Business Agility, Operational Excellence, and Sustained Innovation 

 

Sustainable Innovation involves solutions to problems that reflect a commitment to 

economically, environmentally and socially sound business practices. 

 

Value Chain is a chain of activities for a firm operating in a specific industry which gives the end 

products or services of the firm more added value than the sum of added values of the individual 

activities. 

 

Value Stream is a form of a Value Chain describing an end-to-end business process with 

intermediate steps, the removal of which may improve operational efficiency. 
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Notes 

1. The three operating pillars of management behaviors, business technology architecture, and 
operational practices support all three strategic imperatives of the Transformational Triangle:  
Operational Excellence, Business Agility, and Sustained Innovation. Please see BTM Institute 
Research Paper: The Transformation Triangle (December 2007) for further information. 
 
2. These Operational Excellence Maturity scores are preliminary and should be used as indicators 
only. They are calculated from existing BTM Maturity data; they do not include data on 
Architectural Constructs and Operational Practices. 
 
3. Companies with outlying financials were excluded from the index to reduce the impact of 
unusual or one-time financial events on the overall index. Corrections were also applied to 
minimize the effect of under or over-representation of industry groups. 
 
4. Porter, M.E. (1980) Competitive Strategy, Free Press, New York, 1980. 
 
5.The highest growth performance in the Transformational Triangle is exhibited by firms that are 
either leaders in BTM Convergence, Sustained Innovation or Business Agility. Their short-term 
outperformance advantage in EPS Growth ranged from4% to 14%.Short-term revenue growth 
was about zero in all cases. Long-term results show a similar pattern, though with a more limited 
range for EPS Growth – 1% to 7%. 
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About BTM 360™ 

BTM 360 is the industry's first product suite to include a comprehensive Management Framework 

(BTM Fusion 360™), Software Applications (BTM Works 360™) and Templates (BTM Accel 360™) 

that address a wide range of management challenges. Born from a multi-year research and 

development effort, these products provide the self-assessment tools, management playbook, 

collaborative decision-making analytics, and out-of-the box automation needed to converge the 

management of business and technology. 

 

For more information, visit: www.btmcorporation.com/btm360/. 
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