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Business processes—from making a mousetrap to hiring a CEO—are 

being analyzed, standardized, and quality checked. That work, as it 

progresses, will lead to commoditization and outsourcing on a massive 

scale.

 

Throughout the history of business, most
firms have built their own processes for almost
everything that needed to be done. Producing
widgets. Paying vendors. Administering pay-
roll. Whether the processes involved were crit-
ical to the organization’s strategy or incidental
to it, they were generally performed by people
within the organization. Sometimes they were
done well, sometimes they were done badly—
but since a company had no way of determin-
ing how well an outside business might per-
form these processes, they were kept in-house.

In the 1970s and 1980s, companies im-
proved their processes with total quality man-
agement. In the 1990s, they attempted to radi-
cally advance them through business process
reengineering. In the current decade, many
firms have returned to process improvement
with Six Sigma programs. Yet the process im-
provements often don’t deliver quick cost re-
ductions or balance-sheet enhancements. To-
ward the end of the twentieth century, the
idea of outsourcing processes and capabilities
began to gain currency as a means to achieve

more rapid benefits. Companies may have
previously outsourced a few ancillary activi-
ties like building maintenance or specialized
legal work, but now they were beginning to
outsource major capabilities involving thou-
sands of people. The first step in this evolu-
tion occurred when firms such as Kodak and
DuPont outsourced their information tech-
nology management. Later came business
process outsourcing when companies such as
AT&T and BT outsourced human resource ad-
ministration processes like payroll, pensions,
and benefits management; recruiting; and HR
advisory and information services. Companies
such as BP and Procter & Gamble outsourced
major pieces of their finance and accounting
functions, and Nike and Hewlett-Packard out-
sourced their manufacturing to a substantial
degree, often sending it overseas. These com-
panies were drawn to the idea of outsourcing
processes largely because of the potential for
reduced costs and leaner balance sheets, but
they gained greater flexibility and access to
specialized expertise as well. Most recently,
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companies have begun to internationalize
much of their outsourcing, sending not just
manufacturing but also service work to India,
China, the Philippines, and other countries
with low labor costs.

Despite the trend toward outsourcing, how-
ever, most companies have remained in do-it-
yourself mode for most processes. (Huge multi-
nationals are the most likely to take advantage
of outsourcing, but even then, only for highly
transactional and administrative activities.) Be-
cause of a paucity of process standards, it
would be risky to do otherwise. With the ex-
ception of IT system development, there is gen-
erally no clear basis by which companies can
compare the capabilities provided by external
organizations with those offered in-house, or
to compare services among multiple outside
providers. As a result, firms that choose to out-
source their capabilities have to proceed on
two criteria: faith that the external provider
will do a good job, and cost. Given the lack of
comparability, it’s almost surprising that any-
one outsources today. But it isn’t surprising
that cost is by far the primary criterion that
companies apply in evaluating outsourcers,
and that cost reduction is their primary objec-
tive. The lack of standards may also explain
why, in the few broad studies of satisfaction
with outsourcing, many companies—up to
half in some studies—are dissatisfied with
their outsourcing relationships.

However, a new world is coming, and it will
lead to dramatic changes in the shape and
structure of corporations. A broad set of pro-
cess standards will soon make it easy to deter-
mine whether a business capability can be im-
proved by outsourcing it. Such standards will
also make it easier to compare service provid-
ers and evaluate the costs versus the benefits of
outsourcing. Eventually these costs and bene-
fits will be so visible to buyers that outsourced
processes will become a commodity, and prices
will fall dramatically. The low costs and low
risk of outsourcing will accelerate the flow of
jobs offshore, force companies to look differ-
ently at their strategies, and change the basis
of competition. These changes are already hap-
pening in some process domains, and there are
many indications that they will spread across
virtually all commonly performed processes.

 

Three Types of Process Standards

 

A business process is simply how an organiza-

tion does its work—the set of activities it pur-
sues to accomplish a particular objective for a
particular customer, either internal or external.
Processes may be large and cross-functional,
such as order management, or relatively nar-
row, like order entry (which could be consid-
ered a process in itself or a subprocess of order
management). The variability in how organiza-
tions define processes makes it more difficult to
contract for and communicate about them
across companies.

Firms seek to standardize processes for sev-
eral important reasons. Within a company,
standardization can facilitate communica-
tions about how the business operates, enable
smooth handoffs across process boundaries,
and make possible comparative measures of
performance. Across companies, standard
processes can make commerce easier for the
same reasons—better communications, more
efficient handoffs, and performance bench-
marking. Since information systems support
processes, standardization allows uniform in-
formation systems within companies as well
as standard systems interfaces among differ-
ent firms.

Standard processes also allow easier out-
sourcing of process capabilities. In order to ef-
fectively outsource processes, organizations
need a means of evaluating three things in ad-
dition to cost. First is the external provider’s set
of activities and how they flow. Since compa-
nies have not reached consensus on just what
comprises cost accounting or HR benefits man-
agement, for example, it remains ambiguous
what services should be performed between
buyers and providers. Therefore, organizations
need a set of standards for process activities so
that they can communicate easily and effi-
ciently when discussing outsourced processes.

These 

 

process activity and flow standards

 

 are
beginning to emerge in a variety of businesses
and industries. Some are the result of efforts
by process groups such as the Supply-Chain
Council, which has more than 800 businesses
as members. It has developed the Supply-
Chain Operations Reference (SCOR) model,
which lays out a top-level supply chain process
in five key steps: plan, source, make, deliver,
and return. The model also specifies typical ac-
tivities for second-, third-, and fourth-level sub-
processes with increasing levels of detail. For
many activities, the council also has defined
key metrics (but not benchmarks) such as “fill
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rate” or “returns processing cost.” Hundreds of
organizations (from Alcatel to the U.S. Navy)
have begun to use the SCOR model to evaluate
their own processes; software vendors such as
SAP have begun to incorporate SCOR flows
and metrics into their supply chain software
packages. Some companies have already bene-
fited greatly from a SCOR-based analysis of
their supply chain processes:

• Alcatel increased its on-time delivery from
10% to 50% in nine months and reduced its ma-
terial acquisition costs by a third.

• Mitsubishi Motors reduced the number of
vehicles in ports from 45,000 to zero, saving the
organization more than $100 million in costs.

• United Space Alliance, a partnership be-
tween Boeing and Lockheed Martin, improved
several aspects of its parachute refurbishment
process, including its on-time delivery perfor-
mance and productivity.

Of course, a process standard by itself doesn’t
achieve such benefits. The SCOR model is only
a catalyst for change and a framework for analy-
sis. As with any approach to process improve-
ment, firms must still make difficult changes in
how they do their work and to associated sys-
tems and behaviors.

Some process activity and flow models are
for multiple processes. For example, a few
years ago a group of researchers at MIT cre-
ated the Process Handbook, an online library
of more than 5,000 processes and activities.
Several companies have applied MIT’s model
to their own operations. Dow Corning, for in-
stance, used the handbook to model its own
processes during a large SAP implementation
and then added its own new process flows to a
repository (and also created a Dow Corning–
specific version of the SCOR model). The
APQC (American Productivity and Quality
Center) created a Process Classification Frame-
work that describes all processes in an organi-
zation; the group has used this framework to
organize the process benchmarks it has col-
lected for more than a decade. A number of
telecommunications companies around the
world, organized as the TeleManagement Fo-
rum, have created the eTOM process flow stan-
dard for business processes in telecom firms.
Following on the success of the SCOR model, a
number of organizations (including represen-
tatives from the Product Development Man-
agement Association, firms such as Hewlett-
Packard and Intel, and several consulting

firms) are together attempting to create a
SCOR-like model for all major processes in or-
ganizations. In addition to the supply chain, it
will address processes for product develop-
ment, customer relationship management,
and customer service, as well as support pro-
cesses such as finance, accounting, and HR
management.

A second set of needed process evaluation
approaches are 

 

process performance standards

 

.
Once companies in a particular industry
achieve consensus about which activities and
flows constitute a given process, they can begin
to measure their own processes and compare
their results with those of external providers. If
there is agreement, for example, on what it
means to “process a new employee,” managers
can analyze how much it costs the internal HR
function to provide that service, on average,
and how long it takes. They can also have an in-
formed discussion with external service provid-
ers about their process performance measures.

Again, this sort of performance benchmark-
ing is beginning to occur. Benchmarks for the
SCOR model are already available, and more
are being gathered. The APQC is working with
a consortium of companies called the Open
Standards Benchmarking Collaborative to cre-
ate one standard public database of process
definitions, measures, and benchmarks to help
organizations worldwide quickly assess and im-
prove their performance. Organizations as di-
verse as Bank of America, Cemex, IBM, Shell
Oil, and the World Bank are participating. It’s
clear that there will eventually be good perfor-
mance benchmarks for each major process in
an organization.

Finally, organizations need a set of 

 

process
management standards

 

 that indicate how well
their processes are managed and measured
and whether they’re on course for continuous
improvement. Because this third type of pro-
cess standard doesn’t require consensus on pro-
cess activities and flows, it is the easiest to cre-
ate and the most widely available today.
Process management standards are based on
the assumption that good process manage-
ment will eventually result in good process
flows and performance. In some domains such
as information technology and manufacturing,
these standards are already in wide use (via the
Software Engineering Institute’s Capability
Maturity Model and the ISO 9000 series, re-
spectively). They are beginning to lead to the

Given the lack of 

comparability across 

companies, it’s almost 

surprising that anyone 

outsources.
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commoditization of capabilities that will even-
tually transform organizations.

As an example of the differences between
types of process standards, let’s consider order
management, an important process for many
organizations. Process activity and flow stan-
dards for order management (which have not
yet been agreed upon) would address what the
key activities in order management should
be—perhaps beginning with order entry and
concluding with the receipt of cash. Process
performance standards for order management
would posit how much time, money, and other
resources it should take to perform the order
management process and its key subpro-
cesses—suggesting, maybe, that a company
should have a certain number of full-time em-
ployees per million dollars of revenue who are
dedicated to entering, processing, and tracking
orders. A process management standard for
order management would specify what consti-
tutes good handling of the order management
process, including how it is measured, con-
trolled, and documented.

 

The Standards-Driven 
Commoditization of Software 
Development

 

Software development is a good example of a
process that needs an overhaul. Whether done
internally or externally, software development
is error-prone, expensive, and time-consuming.
The overall level of software quality is low; a
2002 study from the U.S. National Institute
for Standards and Technology estimated that
software bugs cost the U.S. economy almost
$60 billion a year. Software quality is particu-
larly unpredictable when purchased from a
provider—and virtually every organization
buys software. There are many providers of
software—package vendors, consultants, and
lower-cost “body shops”—each with uncertain
quality levels.

One reason for quality and cost problems is
the way—or ways—in which software is usu-
ally developed. There has been no standard
method or approach for software development
or engineering; it is normally a “craft” process.
Some individual software developers are much
more productive and offer much higher qual-
ity than others. Some development shops have
standard methods and tools, but most don’t.
The variations in both practice and outcome
are enormous, in part because no process activ-
ity and flow standards or process performance
standards exist. In addition to the quality prob-
lems with software, poorly managed processes
often result in late projects and high costs. The
Standish Group estimated in 2003 that only
34% of software projects were implemented on
time and within budget.

Carnegie Mellon’s Software Engineering In-
stitute (SEI) has developed the Capability Ma-
turity Model (CMM) to address a number of
these problems. (See the exhibit “The SEI’s Ca-
pability Maturity Model.”) The model, created
in 1987, has become a worldwide standard for
software development processes and is now
embedded within many government and in-
dustry organizations. It has provided an objec-
tive basis for measuring progress in software
engineering and for comparing one software
provider’s processes to another’s. This in turn
has facilitated the growth of offshore providers
in India and China by commoditizing software
development processes and making them
more transparent to buyers.

The CMM is a process management stan-
dard, not a process flow or process perfor-

 

The SEI’s Capability Maturity Model

 

The Software Engineering Institute’s Ca-
pability Maturity Model (CMM), now a 
worldwide process management stan-
dard for software development, moves 
from Level 1—where a company has a 
very ad hoc development environ-
ment—up to Level 5, where the organi-
zation has repeatable project manage-
ment routines, quality and engineering 
standards, detailed measures of perfor-
mance, and an environment that en-
courages continuous improvement.
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mance standard. It doesn’t require that organi-
zations follow a particular process for software
development or that they achieve a certain
number of “lines of code per day” or other
metric—only that they have processes in place
for addressing quality issues. Each of the five
levels (initial, repeatable, defined, managed,
and optimizing) defines greater degrees of
management control and sophistication. Level
1 describes a very ad hoc software organization
that has few defined processes. Organizations
that reach Level 2 have basic, repeatable ap-
proaches to project management that track
costs, schedules, and functionality. Level 3 or-
ganizations embed basic tenets of both good
management and good software engineering,
such as quality assurance, into a standard soft-
ware process. Level 4 organizations collect de-
tailed measures of software process and qual-
ity. And Level 5 organizations have all of the
previous capabilities but also an environment
that encourages continuous improvement,
with learning from quantitative feedback and
controlled experiments.

The SEI offers training courses on the Capa-
bility Maturity Model and its derivatives and
has created processes to authorize appraisers
(though the SEI does not conduct appraisals it-
self). Since 1987, more than 2,700 certified ap-
praisals have been performed on organizations
in 51 countries—from Argentina to Latvia to
Vietnam. Indeed, the number of appraisals in a
particular country is a good measure of its am-
bitions in the software industry. The United
States has had the largest number of appraisals
since 1987 with 1,896. India is second with 359.
China is third with 182. The UK is fourth with
135, and Japan fifth with 131.

It’s clear that both Indian and Chinese com-
panies see CMM certification as key to their
software industry objectives. Indian companies
dominate the list of published Level 5 apprais-
als, with more than twice as many as U.S.-
based organizations. (The SEI in 2003 stopped
publishing a list of organizations achieving cer-
tain CMM levels, but data show that U.S. de-
fense contractors have come on strong in re-
cent years.)

If a country wants to establish sufficient cre-
dentials in software development so that glo-
bal customers might hire its programmers un-
seen, there are few better ways to do this than
to qualify for Level 5 of the CMM. In India,
CMM Level 5 certification is becoming so com-

mon that software providers say they typically
compete only with other Level 5 providers for
software outsourcing business—a sure sign of
commoditization.

SEI’s appraisal data on the CMM also sug-
gest that there has been global progress in the
software industry. The number of appraisals
has increased from fewer than 50 in 1990 to
more than 500 in 2003. Of the organizations
that reported their maturity levels to SEI be-
fore 1992, 80% were appraised at Level 1, and
only 0.3% were at Level 5. In 2004, only 26% of
appraisals were at Level 1, and 6.6% were at
Level 5. Eighty-five percent of the more than
500 organizations that have been reappraised
moved up in their CMM level, and over 25%
moved up more than one level. This is clear ev-
idence that using the CMM leads to improve-
ment in software development processes and
that this once-chaotic process is becoming
more predictable and commodity-like. As other
evidence, software used by the U.S. military,
for which CMM Level 3 compliance is re-
quired, has error rates one-sixth to one-tenth
that of commercial software.

 

How Does a Process Standard 
Become Successful?

 

A process standard has impact only if the
world adopts it. Therefore, it’s important to
understand why a process model like the
CMM has been so influential in improving
software processes around the world.

One major factor in the CMM’s success is
the simplicity of the idea. The five-level rating
system is easily understood and offers a clear
indication of progress, or lack thereof. Of
course, there is some complexity beneath the
five levels—for example, there are 18 key pro-
cess areas, such as software quality assurance
and software subcontract management, that
can be evaluated with respect to their matu-
rity. But the simplicity of the overall model
makes it possible for nontechnical workers and
managers to understand and apply it.

Another factor in the CMM’s growing influ-
ence and success is the support of the U.S. gov-
ernment and defense sectors. Certain divisions
within the Defense Department advanced the
CMM further by making it a requirement
among contractors. A major player in another
industry, such as Wal-Mart in consumer prod-
ucts, could mandate compliance with a process
in a similar fashion.

Of course, a process 

standard by itself doesn’t 

achieve anything. Firms 

must still make difficult 

changes in how they do 

their work.
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Various aspects of the CMM’s governance
structure have also been important factors in
its success. The SEI is somewhat evangelistic; it
produces a large amount of documentation
around the standard and its application and
also facilitates a number of software process
improvement networks around the world. In
addition, the independence of the SEI and Car-
negie Mellon has aided the CMM by keeping
the standard free of ties to any particular com-
pany. A third governance-related factor in the
CMM’s growth has been the network that has
grown up around the SEI and the standard. A
variety of large and small companies offer con-
sulting, education, and appraisal services that
support the CMM.

Finally, a key reason for the popularity of
the CMM is the flexibility of its use and appli-
cation within organizations. It provides a
framework for improvement but doesn’t spec-
ify how an organization should improve. The
CMM supports both process-heavy methods,
in which there are detailed specifications for
each aspect of software engineering, and agile
process methods such as extreme program-
ming, in which the process is largely left up to
developers.

 

Generalizing Process Management 
Standards

 

The successful adoption and implementation
of process standards in software development
seems to be providing inspiration in other
business domains. The five-level maturity
model has been modified by the SEI, for exam-
ple, to assess HR management practices, soft-
ware acquisition, and other forms of engineer-
ing. At one point, the SEI was supporting five
different types of CMMs. Brett Champlin, a
process improvement manager at Allstate, has
recently identified more than 180 versions of
capability maturity models. Some, such as one
from the IEEE (Institute for Electronic and
Electrical Engineers), employ alternative capa-
bility models for software development. Oth-
ers, such as one from the Electronics Indus-
tries Association, focus on development of
software-intensive products. Others have
nothing to do with software and deal with pro-
cess management maturity in general. Several
academics, consultants, and process-oriented
companies are attempting to establish a stan-
dard for process management maturity.

The SEI has decided to implement a broader

approach to process standards that can be used
for any engineering process, not just software
development. Called CMMI (the “I” stands for
integration), the new model is a suite of stan-
dards that allows for the addition of new pro-
cesses in a modular fashion. For example, the
SEI is currently working on adding a module
for the Department of Defense acquisition
community. CMMI already includes standards
for software development and engineering, sys-
tems engineering, software product develop-
ment, and supplier sourcing. There is, of course,
a risk to broadening the CMM; its clear focus
on software development processes was a key
element of its appeal. Thus far, however, adop-
tion rates for the CMMI are ten times as rapid
as those for the software CMM, so in practice
this broader application appears to be working.

 

Other Process Management 
Standards

 

The CMM is not the only process manage-
ment standard that has transformed its indus-
try. A variety of such standards are now in use
around the world. Perhaps most prominent
among them are the ISO 9000 family of qual-
ity standards for product manufacturing.
These standards primarily assess whether cer-
tain processes and systems are in place. The
broadest ISO quality standard, ISO 9000, in-
volves the design, development, production,
installation, and servicing of products. Unlike
the CMM five-level standard, the ISO 9000
standards are binary—an organization either
passes or it doesn’t.

The ISO 9000–9003 were created by the In-
ternational Organization for Standardization,
a global consortium of national standards bod-
ies. These criteria have been applied and certi-
fied in more than 130,000 firms around the
world. The ISO has created more than 14,000
standards—for manufacturing everything
from screw threads to telephone and bank card
formats—since its founding in 1947. The SEI
has been collaborating with the ISO to create
an international standard for software develop-
ment quality, called ISO 15504.

Certain industries have created tailored ver-
sions of these ISO standards. For example, the
U.S. automotive industry has created the QS-
9000 standard for the certification of supplier
quality. If an automotive supplier wants to sell
to GM, Ford, or Daimler-Chrysler, it must
meet the QS standards. Virtually all suppliers
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have qualified, which means greater commod-
itization of the automotive supply industry. As
another example, the U.S. Food and Drug Ad-
ministration requires that makers of medical
devices meet standards called the Quality Sys-
tem Regulation, which is based on ISO 9000
approaches.

Other standards focus less on the manage-
ment process itself and more on the output of
the process. The well-known Six Sigma stan-
dard, for example, focuses on defect reduction
to a high level of statistical reliability. Unlike
the CMM and the ISO standards, however, or-
ganizations certify themselves as meeting Six
Sigma standards; there are no external certifi-
ers. Therefore, Six Sigma is less likely to lead to
changes in how organizations buy and sell pro-
cess capabilities to each other.

 

Where Will Process Standards Lead Us?

 

Process standards could revolutionize how
businesses work. They could dramatically in-
crease the level and breadth of outsourcing and
reduce the number of processes that organiza-
tions decide to perform for themselves. With
objective criteria to evaluate whether a com-
pany can save money or get better process per-
formance by outsourcing, it’s likely that more
firms will take advantage of external capabili-
ties. As the global market for process services
matures and providers learn what it takes to
succeed with a process according to the stan-
dard, the number of providers will undoubt-
edly increase, and the prices of their services
will likely drop. In turn, this external market for
capabilities will force companies to look more
closely at their own strategies. What processes
are truly core to our organization? If another
firm has been certified as doing the work better,
why not let that firm do the work? And if our
company can’t certify a particular capability as
being world-class, what is the value of that ca-
pability to customers?

Once process capabilities have become com-
moditized, providers of process outsourcing
services will have to find other sources of dif-
ferentiation. Perhaps they’ll begin to supply
not only the efficient execution of business
processes but ideas, insights, and innovations
for how to perform them better. It’s increas-
ingly common, for example, for IT outsourcers
to be evaluated not just on their CMM level or
their costs but on their ability to identify and
implement innovative IT-enabled business ini-

tiatives for their clients.
The standardization and commoditization

of processes will also require changes in strat-
egy. As an increasing number of processes be-
come common within and across industries,
executives will need to revisit the basis for
competition in their businesses. They’ll have
to decide which of their processes need to be
distinctive in order to make their strategies
succeed and which can be performed in a rel-
atively generic and low-cost fashion. Even in
today’s environment, most executives have
yet to decide what processes are core and
noncore, but doing so will become much
more critical in the future. Process standard-
ization may also mean that it’s feasible to
combine certain processes with competitors’;
if these processes offer no competitive advan-
tage, why not? Creating shared-services pro-
cesses across companies can offer scale effi-
ciencies. BP and several other oil firms have
already combined and outsourced certain fi-
nance and accounting processes for their
North Sea exploration activities. When pro-
cess standards take off, we’re likely to see
more collaboration among competitors.

Process standards will also change how in-
formation systems are bought and imple-
mented (and not just because of the CMM).
Today, many systems are custom-built to sup-
port local and idiosyncratic processes. Even
when a company buys a packaged system, it
often has to customize it or adapt its processes
to suit the package. In a world of widespread
process activity and flow standards, software
vendors can make available standard packages
that support processes that customers have al-
ready adopted. Unless a process needs to be
unique to a company for strategic reasons, it
will become much easier to buy and employ
systems in the future. In fact, it makes a lot of
sense to ask key software vendors to get in-
volved in standard-setting initiatives at an
early stage; a process design is far less valuable
without software to enable it.

Though I’ve described several areas of busi-
ness where process standards are emerging,
many other areas still conspicuously lack
them. The growth of the business process out-
sourcing industry has been inhibited by the
fact that there are virtually no standards for
how most business processes should be per-
formed. An organization wishing to outsource
human resource management, billing and col-

The external market for 

capabilities will force 

companies to ask 
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our organization?
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lections, or a call center would like to ensure
that providers have well-honed capabilities in
these domains that exceed their internal capa-
bilities. Yet there is no defined approach for
evaluating or certifying potential providers of
those services. The speed at which some busi-
nesses have adopted process standards suggests
that many previously unscrutinized areas are
ripe for change. Just as the CMM has made it
possible for organizations needing software
services to contract with confidence from pro-
viders all over the world, the development of
new process standards will facilitate—and
eventually commoditize—a wide variety of
business process outsourcing services.

Process standards will undoubtedly prolifer-
ate into most domains of business operations.
If there isn’t one for the processes your organi-
zation performs, it makes sense to begin work-
ing with customers, competitors, software pro-
viders, potential providers of the processes,
and objective researchers and standards-setters
to create a new standard. As with the CMM,
setting standards is likely to lead to the im-
provement of the process both within your or-
ganization and from external providers.

If there is a firm or organization that can ac-
celerate the adoption process, such as the De-
partment of Defense in software processes or
Wal-Mart in supply chain processes, be sure to
get it involved in your standard-setting efforts.
If your processes are world-class, you may have
an opportunity to begin providing the service
to others. Fidelity Investments, for example,
moved from offering mutual funds to com-
pany retirement plans to broad outsourcing of
benefits administration.

If your organization provides process ser-
vices, you may have mixed feelings about the
development of process standards. Standards
will lead to commoditization, more competi-
tors, and lower prices for the services you offer.
However, the move to process standards makes
so much economic sense that it is probably in-
exorable—whether or not your company gets
involved. It’s better to help shape a standard
than to be put out of business by it.
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