Li"# #3



X oy
&)
% & (



O 0O O 0 0 o
(o] = \Y

$8



&

Benchmarking has become the most cost-effective mean by principals and
regulators to deal with the information asymmetry problem in subcontracting
and regulation. Not only does it provide information on costs and attained
performance for comparable firms, it constitutes in itself a principal element in
the regulatory regime8Norway is one of the very first countries to operationalize
the integration of an advanced benchmarking approach into a performance
based regulation scheme. This report discusses the NVE benchmarking model
from three perspectives.

First, any benchmarking method must be viewed in relation to the purpose and
context. We makes this precise by three fundamental questions: Why2 Whate
Whom? The objectives for the benchmarking element may have orientations
towards learning, i.e. information dissemination to firms on best practice,
motivation, i.e. provision of rewards for firms owners or managers, or
coordination, i.e. information to facilitate reallocation of resources within the
sector. The choice of scope (What2) and reference set (Whom?) follow the first
answer and the structure of the industry.

Second, the benchmarking methodology progresses rapidly. To evaluate the
Norwegian experience, we therefore include at non-technical state-of-the-art
survey with a particular view to the different regulatory uses of benchmarking.
We introduce a 2x2 taxonomy of methods and discuss the essential procedural
characteristics of good benchmarking. Based on this, we conclude that the
Norwegian model seems well-executed although surprisingly simple and without
too much discriminatory power. We identify several routes for further progress,
viz. the introduction of more detailed models by combining with partial weight
and (industrial) norms, the support of learning via interactive benchmarking, the
support of motivation via more detailed analysis of the courses and values of
inefficiency and the support of more advanced coordination via extended
structural analysis.

Third, the rich international empirical evidence from DEA studies witness about a
high diversity of models that is nothing but a reflection of the evolutionary and
institutional diversity in regulation. Countries have chosen different positioning
with respect to benchmarking and its subsequent integration in the regulation
schemes.

Based on these three perspectives and the challenges posed by the change of
regulatory mode in FP2 and the non-grid technologies in FP5, we find that the
NVE benchmarking process has a high value for the regulation. The high data
quality and the smooth integration are excellent basis for a further review to
improve its positioning towards either higher discretionary power or higher
informational contents. The report contains proposals for further studies that
could support NVE in this endeavor.
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Figure 1.1 Report outline.
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Figure 2.1. Inputs, outputs and environmental factors for the NVE DEA model.
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Figure 2.2 NVE efficiency model 1996/99 for local distribution firms.
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Figure 2.3 NVE efficiency model 1996/99 for regional transmission grids.
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Figure 4.5 Screen shot from Danish banks web-based benchmarking system
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Table 6.1 Regulation regimes and benchmarking methods.
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Table 6.3 Variables for selected benchmarking models.
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