Hunting down high-potential key metrics

How to find key metrics for marketbusting?  Although there is no magic recipe, generally you’ll want to combine insights about your own operations, competitive intelligence, and data from publicly available sources. Here are our ‘top ten’ places to go for the publicly-available portion of the key metrics analysis. 
1. Industry benchmarks. You’ll find it easy to find key comparative metrics for companies in mature industries, particularly in the United States. In established industries, time and experience have created a consensus about those industry benchmarks that constitute key metrics. In other countries and for new businesses, it can be harder. For example, businesses based on the Internet are still working out appropriate key metrics.  Should the model be fee-for-transaction-based? An advertising model with the infamous ‘eyeball counts’ that characterized the Internet bubble period? Will pricing be fixed or dynamic?  Will the unit of business be a standalone offering or will it reflect a combination of products and services? Although this lack of established benchmarks can be frustrating (not to mention confusing) it offers an opportunity.  The firm that can shape what key metrics come to represent the way in which its industry or segment is evaluated often enjoys substantial investor appreciation – that is, provided that it follows up on its promises!  

2. Analyses of your own company data. What better way to gain insight that is unique than to leverage your own experience?  There are a number of useful techniques to develop trend analyses based on your own data.  Similarly, you can use any number of sensitivity analysis models to determine how you might create future advantage.  Analyze your recent income statements and balance sheets and use sensitivity analyses to build a picture of which variables most influence your firm’s profit and profit growth.  

3. Analysts’ reports. Look at the reports on your company or industry written by investment bank and stock market analysts to discover the metrics they use. Clues about the key industry profit metrics will appear in their comments about the reasons for industry profits.

4. Bankers.  Commercial bankers who specialize in loans for your industry often develop ratios to assess the riskiness of their loans to firms. They also have industry-level data that you can use as benchmarks.  

5. Industry Associations and Industry-specialized consulting firms.  If you have an industry association, check to see whether it maintains firm- and industry-level metric databanks. Also scan association publications for indicators. In some industries, competitors actually supply information to the association in order to facilitate comparisons.  The ISO (Insurance Services Office) for instance, gathers data from insurance companies which it compiles.  In others, firms have emerged that independently collect benchmark data.  Greenwich Associates, an independent company, collects and analyzes data on financial institutions and offers consulting advice.  Its annual rankings are considered an authoritative source on the performance of financial institutions.   

6. On-line databanks.  Vast amounts of data are available in on-line data services such as Value Line, Compustat, and others. The Wharton School has a user-friendly financial analysis service (WRDS) that provides access to many online databases.  In addition to publications and analyst reports, many of these databases provide rankings and comparison information.

7. Industry-specific web sites.  Since the commercialization of the Web, any number of industry-specific web sites have sprung up with the aim in part of collecting and sharing information as well as doing business.  You will find industry and competitive information on the World Wide Web at industry-specific sites such as e-STEEL, investment sites such as those run by E*TRADE, and information-oriented sites such as Hoovers.com.

8. The business press.  You can get insights by scanning business publications and the business section of major newspapers and periodicals, notably the Economist. In particular, look for commentaries about why your current industry is cooking or in the doldrums—key clues about the industry profit drivers.   

9. Books and other publications.  You can sometimes get interesting insights by scanning the business sections of libraries and bookstores and searching Amazon.com and Barnesandnoble.com for specific industry-level publications. Government Publications and NGO web-sites. Federal and international agencies (such as the United Nations or the World Bank) often publish reports on specific industries or sectors (such as the energy or environmental sectors).  Many also operate rich web sites that provide even more information.  The United Nations Statistics Division (http://unstats.un.org/unsd ) for example provides access to a vast number of demographic and industry statistics that can help you identify key trends and opportunities.  </SBNL>

If all this seems overwhelming, you may want to consider tapping into the talent of people who have been trained to sift through lots of information to distill key insights.  People with an MBA degree, for instance, have usually been marched through exercises such as the one we are proposing you undertake and are often quite skilled at data analysis and interpretation.  And the good news is that they are often readily available for a reasonable price as summer interns.  A ‘key metrics’ type project would make an excellent internship opportunity both for the student and for your company.

A word of warning here that we cannot overemphasize: You do not need highly precise data; instead, you need indicative data. In seeking MarketBusting moves you are not interested in marginally improving a key metric. Rather, you are interested in either substantially improving it or completely replacing it, so precision is relatively unimportant. What is crucial is to have convincing evidence that the metrics you are considering are in fact indicative of profits and profit growth at the firm level and the industry level.

