% A-berrer way to make the work work.

slmyld not codify method (create tools); instead we should focus on thinkin

Whlch br!ngs me to the epilogue, an appeal to return to valuing knowledge;
I operations, the essential prerequisite to creating an adaptive servi%e
system. While I use some public-sector examples in the book, I return to the
p‘uhhc sector in the Addendum: ‘The better way to improve pilblic services’
Government ministers have adopted the tenets of command-and—controi
Mmanagement in their pursuit of public-sector improvement with disastrous

munlpndcd consequences. There is an urgent need to review policy and
practice.

M y hope is that this book will provide readers with the desire to increase
their awareness and, more importantly, behave in ways that further their
understanding of how to act on their organisations for improvement. The
cl'mllcnge is to be prepared to change the way you think. The reward. is to
discover a better way of managing. That can only be good for yourself, your

management colleagues, all those employed by the enterpri i
i ployed by erprise and for society
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Chapter 1

Once upon a time in manufacturing

More than 50 years ago something occurred at Toyota and a small number of
other Japanese manufacturers that has still to make its impact in the broader
organisational world. Taiichi Ohno® developed a radically different approach
to the design and management of work. He inspired others with his results.

The number of man-hours it takes to make a Lexus is less than the man-
hours used in reworking a top-of-the-line German luxury car at the end
of the production line, after it has been made’.

The research that reported this incredible result was published 10 years ago.
People say the Germans are catching up. But would you imagine that Toyota
has stopped improving over the last decade? How much further is it likely to
have gone? And how much easier is it for the company to continue to
progress when its supply chain is inculcated with the same philosophy? How
difficult is it for a traditional mass-production motor manufacturer to switch
from managing function to managing flow? We have seen many
manufacturers make extensive use of quality tools and problem-solving
teams, but have they changed their systems?

Toyota has not achieved its exemplary status (about to overtake Ford as the
second-largest motor manufacturer in the world, its market value is greater
than that of General Motors, Ford and Daimler-Chrysler put together) by
managing in the way that might be considered normal — setting targets and
driving people to meet them. Instead of top-down command-and-control
management, Toyota has learned how to use local control — control at the
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point where the work is done. The philosophy is fundamentally different. It
fepresents a seismic shift in organisational culture. The attitude is no longer
‘make these numbers’, but ‘learn and improve’. To Western minds, ‘learn and
improve’ is a problem. It is not very macho. It is ‘soft’. It requires openness,
enquiry and co-operation — all things our organisations claim as values, but
rarely practise. They are hard to practise because they run counter to the
underlying hierarchical philosophy.

To a command-and-control manager the change in locus of control looks like
anarchy. Nothing could be further from the truth. Paradoxically, ‘learn and
improve’ gives more control, not less. Equally paradoxically, as I shall
demonstrate, command-and-control methods not only afford little real
control, they are a major cause of business escaping it. By causing managers
to lose sight of their customers, they can ultimately contribute to putting the
organisation out of business altogether.

So what happened in Toyota?

Thomas Johnson and Anders Broms® tel] a story about a meeting between the
executives of Ford and Toyota in 1982. It is reported that when the
Americans visited Japan to find out how Toyota could produce better quality
at lower cost, they were astonished to receive the response, ‘We learned it
from you.” Before building manufacturing facilities in Japan, the Japanese
had studied American plants. In particular Ohno spent time at Ford’s
Highland Park® plant. Built during World War I Highland Park produced 15
million model-T Fords by 1927 with remarkable efficiency. Highland Park
was the original mass-production system. Production costs were cut through
standardisation - it was the era of ‘any colour as long as it’s black’. Henry
Ford halved the costs of making a car and doubled his workers’ wages. His
System was a genuine landmark of modern management.

When Ohno studied the plant, what he instantly perceived was flow — simple,
standardised and unchanging. As each car rolled off the line it represented to
him a ‘heartbeat’ that dictated how everything moved (was ‘pulled’) through
the system. Ohno put that principle to work throughout the Toyota
Production System. Today the customer order triggers flow; nothing is made
without an order, and the customer receives the car within days. Remarkable:
low cost and high quality. But the Americans did not ‘see’ flow; in their way
of thinking work was ‘pushed’ by the schedule rather than ‘pulled’ by the
customer. They thought of the management task as increasing speed and
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volume. As each increased, costs fell. Ohno on the other hand saw
management task as improving flow.

While each way of thinking sets out to achieye the same goal, better quahtz
and lower costs, the limitations of the American paradlgm became app]zﬁen
when the market changed. Customers began j[O Wapt variety. The. pro erg
was how to meet that demand at mass-production prices. The Americans an

Japanese addressed this problem quite differently.

The American approach to the ‘variety’ problem

The American approach was to mass-produce in batches to mz}gntam
cconomies of scale. To do this they needed to create what Johnson and ’rom(si
call ‘an information factory’. I prefer the label' ‘management factory’ an

shall use it-here. While there is a lot of information (a_md often‘of the wror;gt
sort) in management, there is also a lot of behaviour, so manager;ees
factory’ is in my view a better term. .The management factory dma:1 g ;
inventories, scheduling, planning, reporting a}nd 50 on. It sets the budgets ari(
targets. It is a place that works with information that is abstragted from Wotrh A
Because of that it can have a phenomenally negative impact on the

sustainability of the enterprise.

People who do the work become cogs in the machine. Decisions a(l;out worl(;
times, scheduling, parts and so on are removed from, t'he‘ work an a(rie L}:e
to control the work and the worker. But the ‘control’ is illusory. Produc 1(?3
in this environment is unlikely to match customer demand because thereil wi
always be problems of availability of the goods customers want to purchase.

In the early 1990s | was working with a new telephone-sa.IeS.c?perat/or;
selling computers - at that time a radical move. | found s;gn/ﬂcantl{ost
opportunity in the shape of unfulfilled customer demand. W/t_h _the clien

we worked our way up the hierarchy to the place where decisions were
made concerning inventory — i.e., what we could sell. En rogte we saw
that the planning numbers were translated from product§ into money
and back again. What was driving the system was production. When !/ve
presented our data and showed the lack of fit between what wa§ bfelng
produced and the nature of demand, we were told: ‘Read my lips: we

make, you sell’.

The direct sales operation was no more than an outlet or channel for the
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manufactured products,

: It was never
relationships with custom thought of as a

ers, giving them what they need.

Tl : ; ;
said that this was Just adding another cost in chasing demand that

wasn’, ;
asn't there. He started to open his eyes. ‘How would you do it another

way?’ was his question. My ans
s wer: ;
wanted to buy, y er: | would only build cars that peaple

: . despite
t some Toyota-trained sensei' to work thIe)re

dt, top management did not believe that the
e erstand the move, Inventory of course appears
even bankers can be persuaded of the folly of that

financial analysts would un
on the balance sheet —
idea.

' f i f i

means to build
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supermarket. As a customer ‘pulls’ a product off the shelf, a little factory
behind the shelf makes another and puts it in the vacated space. Sounds
crazy? Maybe, but the fact is that working this way gives you less inventory,
less time, less waste of other sorts and, most of all, good customer service.

50 it comes down to a choice: use marketing to stimulate demand for what
we have made, or build relationships with customers to deliver what
customers want — push versus pull.

The Japanese approach to the ‘variety’ problem

Ohno’s solution to the variety problem was to put variety in the line. The
same assembly line needed to be able to produce different models. His
priority was therefore to determine what the people who did the work
required to handle the variety, to do what was needed as each (different) car
moved through the line. The result was the development of a system that
managed flow, using the people within the work flow as the principal agents.
I'his simple act, integrating decision-making with the work, produced a
wholly different management infrastructure and a new lingua franca for
management. The purpose of the system is to produce against demand — to
make the car only after receiving the order.

In Ohno’s philosophy each person’s work is connected to the needs of
customers, as opposed to arbitrary and counterproductive measures of
activity. In command-and-control organisations it is usually the case that the
measures used are derived from the budget — for example, the requirement to
make so many items a week or month to fit periodic sales targets. But this
introduces variation, making production performance worse and less stable.
The result of production variation is variation in ability to service customers,
variation in costs and, ultimately, variation in the probability of the system’s
ability to stay in business for the long term. Moreover, connecting work to
arbitrary measures creates the need to have additional people processing
information — scheduling work, reporting on work, making demands on those
who do the work. Separation of decision-making from the work is the
defining rationale for the management factory. The Toyota Production
System has no such management factory.

By removing the need for the management factory, organisations can make
immediate and sustainable cuts in their operating expenses. The bonus is that
they also achieve an immediate reduction in variation. But to remove the
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to do the work is inte i
grated with the work i i
consequence is that variety can now be e b e
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control, fr i
om external to internal, and, consequently, has a positive impact on

What Ohno saw

Ohno di i i
o taslgt :oIt thew low cost as attributable to scale, throughput, speed d
e gets. Instead, he saw a pattern permeating every part of th A i
ough the work were ‘joined u e
continuously through each
: part of the system at th
. . at the same rate th i
. n(]):v:;itoff }tlhe line. He could see that if every step in a flow s tefri:tl S(Iiled
o rez,u}:r :(ril ?ny rélornent in any step should consume oIr)lly tlelosaet
§ : 0 advance a customer ord
o €r one ste
Optilnlilizﬂjonhln that way, costs would be as low as they could be pHec IS(;SGTthtO
g tlow would lead to low costs because you only do wﬁat youvrle gt
ed.

b;hé:l] see, this is a profoundly important issue fo
organisations, for they exhibit much greater variety:

as a co-producer in what is ‘made’ In i t'he el i
- I Service organisations the only way to

solve the variety problem is to ‘put variety in the line’

p’. He recognised that work should flow
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from doing one thing to doing another. In a matter of months he had cut the
time from the American standard, 10 days, to 10 minutes. Then he had a
counter-intuitive moment — his costs went down. He, like others, assumed
that smaller batch sizes would mean higher costs. But he realised that his
costs had gone down because he had less inventory. Moreover, if something
was wrong it would be seen at once and corrected; it did not appear much
further down the line having consumed more resource. The time any parts
spent in his system was shorter. There was less time between the order and
delivery. Ohno realised that costs must be viewed end-to-end, and that time
was predictive of costs. If he had focused on functional or ‘unit’ costs, as the
Americans did, he might never have discovered the importance of managing
and improving flow: the end-to-end work from receipt of the customer’s
order to receipt of the customer’s money.

Having learned that the key to achieving efficient variety of output was to
reduce individual changeover times, Ohno saw that he had to make the
changeover times conform to the rate at which finished products flowed out
of the factory. He theorised that if every changeover time were less than the
time interval between units flowing off the line, then it would be possible for
every unit coming off the line to be different; yet still the unit costs would be
nearly identical to those if all units were the same.

It is extraordinary that these advances in management theory should have
taken place in motor manufacturing, one of business’ most complex
organisation forms. In service organisations similar benefits can be achieved
in a much shorter time, for little is physically ‘made’. On the other hand,
service organisations also have another crucial, countervailing, difference —
the inherent variety of demand. Customers make customer-shaped demands;
if the systems cannot absorb this variety, costs will rise.

In manufacturing you can ‘get away with’ command and control (at a cost)
because, after all, the products you make are standard; there are economies
of scale. To adopt the same scale-economies approach for a service
organisation, however, is to court failure. When applied to service
organisations, the traditional command-and-control design responds to the
variety of customer demands by establishing procedures, standard forms,
functions, levels, specialised ‘factories’ and the like to deal with them. The
consequence is enormous amounts of waste. To eliminate the waste you need
to dismantle the functional structures and ‘put variety in the line’.
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effort. In the name of ‘service’ many of our organisations have been built as
mass-production factories subjected to detailed programmes of activity
directed by managers. Often this is a significant investment in human and

financial resources. To undo or redirect this effort represents a significant
challenge.

Maximising the ability to handle variety is central to improving service and
reducing costs. The Systems approach employs the ingenuity of workers in
managing and improving the system. It is intelligent use of intelligent people;
it is adaptability designed in, enabling the organisation to respond effectively
to customer demands. Workers are connected with customers in self-
organising relationships — diversity of flow is the hallmark of good service
design. In managing flow the work itself is the information, and this in turn
comprises the information required to direct operations in the work.

People are good at handling variety; computers are not. As managers develop
the systems approach, they learn to use computers for the things they are
good at and a contrario avoid using computers for things that people are
good at. The consequences are fewer computer systems and more control. |
shall return to some of the problems we are having with computer systems in
Chapter 8. But in essence their value lies in supporting those who deliver
service; today, too often they hinder. Computers have become the cement for
command-and-control management. It is an unquestioned assumption that
managers should have and set targets and then create contrd] systems —
incentives, performance appraisals, budget reporting and computers to keep
track of them all — to ensure the targets are met. In Toyota these practices

simply do not exist. To make our service organisations work better, they need
to be taken out.

Economies of flow

By the early 1980s Toyota was producing output at the rate needed to satisfy
demand — as Ford had done in 1925 — but with the difference that Toyota also
produced variety. The Toyota Production System (TPS) used smaller
machines, and each step was performed at a slower rate, The Toyota system
exemplifies economies of flow, a quantum leap beyond economies of scale.
The concepts associated with economies of scale have governed managerial
thinking for the last century or more, whether in the macro sense — mergers,

structure and so on
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or the micro sense — the design of work éu?cttforlli eilsn(;
S.
methods. Economies of flow represent a challenge to cult*rggltie fes ie ol
o of is — the challenge to curren -
challenge of such scale that this ol i
it i anagers to get over, for a
the most important hurdle for m ‘ it s . o 3
i logical and practical. How >
ideas themselves are simple, e s
[ iliar; sequence they are often p ’
different and unfamiliar; as a conseque : b i
llllrk'll They are certainly counterintuitive to the ‘command-and-co

mind-set.

! e i S
I'he focus of this book is the translation of the prlrrllf:;%les be.lggg ;h[er:1 g;f)n}; :
b i isations. The provi
I'roduction System for service organi £ b e
i ; it needs to be translated to apply
anage the work of making cars; 1 : . it
:::.{’wklo understanding and managing customer service, a completely

different kind of work.

The good news - for those of us working in servicg organisations . lsl:
that we don’t make cars. The TPS has taken over fifty year§ 01; p;tletn
hno and now by many of his students.
development, led by the late O : 6o
i 1 jsati 't ‘make’ anything, the work that fu
Since service organisations don’t ‘ma 4 s
ily redesigned. Change can be rapid:
customer demand can be easily re : it
. But why should it be redesigned
days rather than 50 years . ) i
t is flawed, creating was
the current system of managemen el g
imisi [ ! anisations costs are high an
boptimising service. In our service org |
zgrvife is poor. As we have noted, the problem is that managers 077’:”0;
‘see’ the real costs, because their means of management acts like

blindfold.

ice

| shall show how command-and-control manager'nen‘z1 has crfgterclll Osrearlsfl:lc(:) f

—— te, offer poor service, depress the
orpanisations that are full of waste, : S

o i beset with management facto
those who work in them and are oy
ml :;y do not contribute to improving the wgrk, but actualiy mal:li 1(t;fwthese
I'he management principles that have guided thp deve gpme gy
organisations are logical — but it’s the wrong logic. The i;te:hzv S}ilmplest
different logic. To explain the better logic I shall start wi

organisational form — the customer service centre.




