Assessing
benefits

Return on investment soars for
participation in standardization

by Henk J. de Vries

The number of companies and organizations investing in participat-
ing in the development of standards is enormous. But are the returns
worth the expenditures ? Calculating costs is relatively simple, but
how can participants calculate the benefits ?

Which option is best?

One of our students from the Rotterdam
School of Management, Erasmus Univer-
sity, recently finished an internship in a
Swiss company that developed an innova-
tive new product in which the user benefit
is achieved by replacing analogue technol-
ogy with digital. In order to demonstrate
its fitness for use, this product should
be tested against an accepted standard.
This is important because the product is
intended to be used as part of a system,
and if the product fails, the entire system
will fail. Unfortunately, the available ISO
standard for this product category can-
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not be used because it assumes analogue
technology. In this case, the company has
four possible options :

Option #1

Do nothing and accept that sales of the
product will be low because there is no
standard to prove its fitness for use.

Option #2

Develop a company standard to specify
the interface between the product and the
system, as well as a method to test the
product’s quality. This is better than the

first option because it makes it possible
to test the product, which could be ex-
pected to improve sales. However, a test-
ing standard developed by the product’s
manufacturer would not be very credible
to customers.

Option #3

A Dbetter option would be to develop a
standard in a consortium, in cooperation
with potential customers. This would en-
hance credibility and probably improve
sales. However, some customers will still
hesitate, mainly because of compatibility
issues. The specifications laid down in the
standard may make it impossible to com-
bine the product with system elements of-
fered by competing companies.

Option #4

A common standard supported by mul-
tiple suppliers offers the fewest disad-
vantages. In this case, developing an ISO
standard is the most feasible option not
only because this would entail extension
of an existing standard, but also because
the result would be a genuine Interna-
tional Standard, allowing any stakeholder
to get involved in its development. Here,
“stakeholders” includes not only suppli-
ers and their customers, but also, for in-
stance, organizations involved in testing
and certification. The biggest winners in
this scenario are users, who would be able
to buy better products tested according to
a commonly accepted and reliable stand-
ard. This, in turn, allows users to compare
the offers among various suppliers. For the
company, the advantage is that the market
for innovative products will increase con-
siderably. However, this market may have
to be shared with other companies.

The difference for companies between
the third and fourth options is like choos-
ing between having a whole small cake,
or a large slice of a big cake. Estimates
show that, in this case, the biggest payoff
comes from the fourth option. This differ-
ence can amount to several million Swiss
francs (CHF).

The company cost of developing an
International Standard amounts to about
CHF 10 000, so the benefits far outweigh
the expenditure. Moreover, cooperation
with customers, competitors and other
stakeholders positively contributes to the
company’s reputation, while the other op-
tions may have the opposite effect.
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Calculating the benefits

How did we calculate the benefits ? The
cost part is easy. Participation in stand-
ardization is an investment of time and
money. Time is needed for writ-
ing standards, reading docu-
ments, providing comments,
meetings and travel, as well
as long discussions — both in-
ternally and externally. Time
is money — simply multiply
the estimated time investment
with salary figures. Money is
also needed for travel, hotels
and possibly for hosting meet-
ings or providing test facilities.

Calculating the benefits, on
the other hand, is more difficult.
In this case, the benefits should
come from increased sales, while
in other cases, reduced produc-
tion costs might be paramount.
We compare three alternatives
(company standardization, consor-
tium standardization and international
standardization) with the zero-option:
doing nothing.

K

The benefits far outweigh
the expenditure.

To calculate the benefits, we need es-
timates of price and cost of the product
and of the number of products to be sold
per year. The benefits can be calculated
by multiplying the difference between
sale price and production cost per product
with the total number of products. This
should be calculated for the four scenar-
ios. Of course, there are many uncertain-
ties, such as the willingness of customers
to buy the new product and the behaviour
of competing firms.

So far, we have assumed that the stand-
ard the company wants to have will be-
come available. In the case of a company
standard, the company can manage this
internally. But the consortium standard
is more complicated because other or-
ganizations are involved. Now the choice
is between teaming up only with other
stakeholders with the same interest, or
also involving competitors, which intro-
duces greater uncertainty about the out-
come of the process.

Calculating the benefits of the last op-
tion, developing an International Stand-
ard, are even more complicated. The
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standards development process is open
to representatives of any interested ISO
member country. At the national level,
the ISO member bodies organize a con-
sensus-based process, open to all inter-
ested national stakeholders, to prepare
the national position. At the international
level, a working group with international
experts drafts the standard and a supervis-
ing technical committee takes the essen-
tial decisions, including the voting proc-
ess among participating member bodies.
With this many stakeholders involved,
the question is whether the company can
expect to achieve its preferred outcome.

Gauging stakeholders

The first step is to make an inventory of
these stakeholders. Who are they ? Which
ones are most important? The Rotterdam
School of Management, Erasmus Univer-

sity, has developed a method for mapping
stakeholders to determine a subset of core
stakeholders. A particularly important
question is whether the stakeholders have
common or conflicting interests.

If everyone is in agreement, then per-
haps participation is unnecessary : others
will probably do the job and will come up
with an acceptable standard. The other ex-
treme would be that so many stakeholders
have deviating interests that it makes no
sense to participate — we can see in ad-
vance that it will be impossible to achieve
the desired result.

The in-between situations are perhaps
the most interesting: the outcome is not
certain but participation by the company
can make the difference. Maybe the com-
pany will have to convince others to join.
And it will have to delegate competent
people and take other steps to ensure that
participation is indeed effective.
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Our research revealed more than 100
factors that together determine the effec-
tiveness of participation. Even if all pos-
sible measures are taken, the outcome of
the process is not guaranteed. The com-
pany can, however, estimate the chances
for success.

So there is a certain chance of achieving
a desired outcome (with an estimation of
the benefits) and a chance of failure (with
an estimation of the losses). Based on this
data, the company can make a decision.

In cooperation with Dutch industry,
we have developed and applied a method
to calculate the outcome, using these as-
sumptions and also taking into account
interest rates (costs precede benefits, and
the required money might be put to use
elsewhere). With the method, we are able
to calculate costs and benefits on an an-
nual basis. The number of years is lim-
ited because the standard may be revised
again, and of course, the market situation

may change. In short, everything is based
on assumptions, so it is advisable to re-
calculate after a year or so to determine
if it is still worth the effort to continue
participation.

The cases we studied show more ben-
efits from increased market share than
from cheaper production. And there can
be other good reasons for participation
as well, such as the opportunity to come
into contact with experts who share the
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same technical interests and may repre-
sent potential business partners. These
relationships can be extremely valuable,
and can even be the main reasons to
participate.

Participation is easier for big compa-
nies, but one of our cases shows how a
company with less than 100 employees
managed to influence a European stand-
ard. This has paved the way for the com-
pany to export to other European Union
countries, resulting in a huge increase in
sales.

Societal benefits

So far, this article has taken the view
of a ‘selfish’ business position for a sin-
gle company. An alternative is to defend
the interests of a group of stakeholders,
or a common national position. Then the
same cost-benefit approach can be used,
but costs and benefits are shared.

ISO tends to emphasize the common
benefits for business and society. For
example, a company’s involvement may
further technological development, en-
sure the smooth functioning of a busi-
ness sector as a whole, provide consum-
ers with the desired benefits or more
generally, contribute to sustainability.
Also in such cases it is possible to make
calculations, but questions arise around
whether a given company’s contribution

to societal benefits outweighs the cost of
participation.

In the majority of cases studied so far,
the benefits at stake outweigh the cost
of participation by a wide margin. How-
ever, whether these benefits are actually
reaped is another issue. If not, then only
the costs remain, plus the pleasant — or
for some, frustrating — experience of be-
ing involved. m
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