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Preface


Roughly forty-five years ago, industry began to lose its edge. Data presented in Chapter 1 show the decline continuing for twenty-five years thereafter. Then, at about the seventy-fifth year of this century, manufacturers began their renewal. The same time-line data show a remarkable pattern of industrial resurgence. One company after another learned how. And did it. And are doing it. But they need a continual infusion of energy and commitment, mainly in the form of ideas.

By 1985, the leading edge in the rebirth of industry was composed of two ideas: cycle time (then called lead time) and quality-with-a-small-q. My book, World Class Manufacturing (I), included an honor role of eighty-four manufacturers that had cut their cycle times at least fivefold (80 percent). A flood of just-in-time books and articles was being published, and George Stalk, Jr., of the Boston Consulting Group was readying his milestone Harvard Business Review article, “Time—The Next Source of Competitive Advantage.” Deming, Juran, Ishikawa, Feigenbaum, and Crosby, the giants of quality, were invited into the inner sanctums of giant corporations. Now-familiar terms and concepts such as benchmarking, reengineering, activity-based costing, design for manufacture, and total quality management (big-Q quality) were unknown or brand new.

The decade piled a dozen important management concepts upon a similar number perfected in Japan in an earlier time period. Or are they all really important? We need a litmus test of significance. And I think we have one—three, actually. By today’s standards, a good management concept, application, or plan must (1) serve the best interests of customers, (2) have the commitment of the whole enterprise, and (3) be data (fact) based. This is a book about the group that passes the tests. They form an interacting set of principles, which become manufacturing’s action agenda for the next decade.

Management by principles distances itself from conventional management—the planning and control model. In that approach, executives set numeric goals and pass them downward. In Conti’s goal deployment version, lower-level teams can recommend goal modifications in light of data obtained through benchmarking, quality function deployment, and other means.1

Principles-based management follows two main streams of thought. One is the view that companies are converging on about the same set of customer-focused goals. This is happening before our eyes, as more and more companies embrace internationally recognized standards of excellence (e.g., the Baldrige Award, Deming Prize, and ISO 9000 series criteria).

The other stream relates to how we think about power. We distrust it. We see the ambiguity of motives of executives—those in charge of the conventional planning and control model. Will they go for short-term gain, at the expense of long-term health? Too often, the answer seems to be yes. In North America, this skepticism combines with strong egalitarian beliefs and the Judeo-Christian ethic: We think we all should have a hand in running things. This begins to make sense in learning organizations: companies that educate and train everybody and keep them informed. In advanced cases, the entire work force acquires confidence in its ability to use data to continuously improve in the eyes of customers. These beliefs, along with the tools of improvement, coalesce as stable principles.

The principles approach is not antiplanning. Rather, the number of issues that have to go through the planning process is cut way down. That is, all the issues captured by the principles are no longer candidates for top-down, yes-no decision making. Make things better for customers. No debate. Turn the work force loose on data-based continuous improvement. No debate.

This book provides the principles—sixteen of them (comprising Chapter 2)—plus a tough scoring array that companies may use to assess their standing and progress toward the high reaches of world-class excellence. Some 130 above-average manufacturers already have done so, and their variously summarized scores (in Chapter 3) offer bench-marks. Many of the same companies explain (in Chapter 4) how they have made their way forward.

Those first four chapters lay the groundwork, and the next seven explain what manufacturers must do and not do in their efforts to acquire power, strength, and value. We look at issues from factory floor layouts to the hottest topics in value-chain linkages to assessment practices on Wall Street. We consider ways to reconstruct human resource management and to fix the broken performance measurement system. Along the way several semisacred cows are sacrificed, and senior executives and their tired-out metrics are taken to task. The theme of simplicity is persistent, as is the overarching goal of building a dynasty, not just a flash in the pan.




1 Industrial Decline and Ascendancy

We’ve learned more about running a manufacturing enterprise in the eighties and nineties than in all the rest of the century. And the manufacturing renaissance has not yet run its course. In fact, it has spread to less developed countries and out of manufacturing into the service sector. The many new lessons have transformed consultants into educators, invigorated sleepy community and technical colleges, and made employee training a significant budget item.

Training wasn’t important in the sixties and seventies. The existing subject matter was stale and simply did not lead clearly to success. Today’s is fresh and does drive success. Widely applied new concepts have transformed industry.

MANUFACTURING PERFORMANCE: DOWN, THEN UP

Consider manufacturing performance in just the last half of this century. It takes the shape of a wide V. It declined for twenty-five years and has been rising ever since:

This twenty-five-down, twenty-five-up phenomenon is a global composite, shifting somewhat by region. For Japan the bottom of the V occurred in the mid-1960s. Then total quality control and the Toyota system kicked in, raising Japan to industrial prominence. Prestigious North American manufacturers—Japan’s natural target in view of the massive U.S. market—knew they were in trouble by 1975. European manufacturers did not know they had a serious problem until the mid-1980s.

The wide V pattern does not show up clearly in plots of profitability, return on investment, sales, or market share. These “financials” rise and fall with the economic cycle, are influenced by state fiscal and monetary policies, and are easily skewed by protectionist trade practices and internal company manipulations. What, then, might support the wide-V contention?

Anecdotal evidence, for one thing. The research method used by Naisbitt, resulting in his book Megatrends,1 is to pile up stories from the press to indicate trends. In the late 1970s and early 1980s, the U.S. business press was abubble with stories about a “productivity crisis” and the “hollowing of industry.” H. Thomas Johnson provides a concrete case-study example: the once-redoubtable machine-tool maker Burgmaster. It’s history, Johnson notes, “falls into two phases: twenty years of excellent growth and profitability in the hands of a brilliant, customer-focused engineer who founded the company, followed by twenty years of decline into bankruptcy in the hands of finance-driven, numbers-oriented professional managers.” (The company had been a leveraged buyout victim of Kohlberg, Kravis, Roberts in the mid-1960s.)2

We need not rely on case studies or news clippings. One statistic extractable from corporate annual reports tells the story with surprising accuracy: inventory turnover (cost of sales divided by on-hand inventory). It happens that when a company manages its processes poorly, wastes in the form of inventory pile up.

Exhibit 1-1 shows the pattern of declining inventory turnovers for several venerable manufacturers. Ford’s, Emerson Electric’s, Motorola’s, Whirlpool’s, and Baton’s descents were precipitous. Du Font’s, Eastman Kodak’s, Cummins Engine’s, Johnson & Johnson’s, and Outboard Marine’s declines were a bit less sharp but were steady. GE defied the trend somewhat, enjoying rising inventory turnover from 1951 through 1961 (not shown); but then, reverting to pattern, its turns fell steeply.
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IBM, however, gets the prize for longest, steepest decline. Its inventory turnover up to 1961 (the inaugural year for IBM’s 360-series computer) was spectacular: in the twenties in 1958 through 1961, then down to twelve and eleven in 1962 and 1963. Exhibit 1-1 picks up IBM in 1964 when its turnover was 6.3; from there it plunges, finally bottoming out twenty-one years later at a miserable 2.1 turns.

SUSTAINED IMPROVEMENT

The long period of decline would be depressing were it not for what happened next. By the early 1980s, the Toyota system had reached Western shores. U.S. manufacturers, first to try it, may have had their share of false starts. On the whole, however, the system proved to be eminently transportable. Exhibit 1-2 and the following discussion provides some of the evidence: sustained high rates of improvement, noted in the form of inventory turnovers, for numerous companies.


U.S. Manufacturers


The star performers are Ford, Deere and Company, TRW, Eaton, PepsiCo, and Hon Industries. All have double-digit rates of improvement in inventory turns—from 4 percent per year for TRW to 3.6 percent for Ford and 3.3 percent for Eaton. All have been improving turns nearly as long as many of the top Japanese waste cutters—since 1975 for Ford; 1978 for Deere; 1974 for TRW, Eaton, and PepsiCo; and 1980 for Hon.

Honorable mention—for annual turn improvements in the 2.5 to 4 percent range for at least ten years—goes to Cummins Engine, Outboard Marine, Caterpillar, Black & Decker, General Motors, Motorola, Dover, Honeywell, Emerson Electric, and Timken. General Electric has been improving its turns at a roaring rate but only for about five years, which corresponds well with the ascendancy of GE’s common stock price and overall esteem.
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French Manufacturers


The U.S. is not alone in showing remarkable rates of improvement in inventory turns. The Paris-based consulting firm Proconseil has provided data from seven of its client companies plus one nonclient. The data, dating back to 1979, use sales rather than cost of sales in the numerator of the inventory turnover equation. This upwardly biases the computed turnovers, but the trends are fully valid.

Graphic results in Exhibit 1-3 are for the top four French performers among the eight. Valeo, the automotive parts manufacturer, is the superstar, which is no surprise. In a five-year period starting in about 1984, Valeo completely converted its LaSuze radiator, heater, and air-conditioning plant to cells, called zones autonome de production (ZAP). Each ZAP has its own mix of metal-forming and plastic-molding equipment, tools, product specifications, problem displays, team often to twelve associates (per shift), and technical support staff.3 Valeo’s rate of improvement was good from 1979 to 1989—and then sharply accelerated. For the whole fifteen-year period its improvement averaged 4.6 percent per year (from 4.2 to 13.6), slightly above that of TRW. Valeo, TRW, and Dana (U.S.) and Lucas (U.K.) are in about the same kind of business—large, multiplant auto parts manufacturers. They are the West’s answer to Japan’s Nippon Denso. Like Nippon Denso, their implementation of world-class manufacturing has generally been more impressive than that of the major automakers they supply.

The other three companies represented in Exhibit 1-3 have the following rates of improvement in inventory turnover: Renault (cars), an erratic 4.4 percent for thirteen years; Plastic Omnium (auto parts), 3.9 percent for fourteen years; and Legrand (electrical appliances), 4.9 percent for nine years. In the honorable mention category are Carnaud Metalbox (packaging, affiliated with Crown Cork & Seal), 3.5 percent for thirteen years; Pechiney (aluminum and packaging), 3.1 percent for ten years; Le Carbone-Lorraine (carbon applications), 2.6 percent for eleven years; and Peugeot (cars), 2.2 percent for thirteen years. While both Renault’s and Peugeot’s improvements extend over the same number of years, Renault’s rate far exceeds Peugeot’s. Of all the companies whose inventory trend data I’ve looked at, Peugeot is the only one that experienced a recent several-year decline. Its turns rose steadily from 4.1 in 1979 to a peak of 7.9 in 1988 and then fell for the next five years to 5.8 in 1992 and 5.9 in 1993. Over the last ten years Renault has become a respected, lean, financially sound automaker; Peugeot has survived but not thrived.


Obstacles and Openings


Some companies are doing well despite unimpressive inventory turnover trends—Coca Cola, for example. (Coke is a beverage company. Stellar inventory performer PepsiCo is in a different business, since two-thirds of its sales come from snack food and restaurants.) Companies that are in the midst of global expansion may have to deal with uncertain markets, perverse laws and tax codes, corrupt officials, and lack of infrastructure (good highways, point-of-sale data capture, electronic data interchange, and the like). These factors add up to marketing mistakes, logistics difficulties—and heaps of inventory here and there. In such consumer-goods companies’ own developed markets, no excuse.

Other highly successful firms with poor inventory trends have a double difficulty: highly volatile businesses serving those same uncertain world markets. Motorola, Texas Instruments, Intel, and Hewlett-Packard fit the description. This does not necessarily mean that volatile, multinational manufacturers are stuck with static inventory performance. H-P mounted an inventory reduction crusade in 1994 that is off to a good start.

What made the ten star and fourteen honorable-mention companies (U.S. and French) so smart? Westerners were unaware of the Toyota system until about 1980, and it takes a while for knowledge to translate into action. Perhaps a more pertinent question is, why did it take so long for so many companies to see the wastes in front of their eyes? The top ten evidently did see the wastes—some of them well before they learned about the Japanese success story. Notably, however, each considerably accelerated its rate of improvement after about 1985 or 1986 in the United States and about 1988 or 1989 in France. By then, it was no longer the Toyota system. It was manufacturing excellence, or world-class manufacturing, or lean production.

These data are only for top-performing publicly held companies. Their annual reports, and therefore inventory turnover data—are open to scrutiny. Privately held companies, however, seem to be at least as adept as public ones in implementing a world-class agenda. This conclusion is based on data from just a few private companies that were willing to assist in this research. For example, Charles Machine Company, maker of the Ditch Witch line of digging equipment, improved its turns by over 3 percent yearly in a recent decade. Haworth, a maker of office-equipment, improved even more. And Steelcase, the largest office equipment maker, improved its inventory turns by about 5.9 percent per year. Haworth and Steelcase were not under pressure to compete with a foreign juggernaut. Rather, these improvements took place in a golden decade for the office-equipment industry; each of the majors increased sales at spectacular rates through the 1980s.

CUSTOMER SERVICE

We have seen some eye-opening data on inventory trends and noted the apparent connection between inventory turns and long-range competitiveness. Perhaps, therefore, trend in inventory turnover is a fairly reliable predictor of future success for a company or business unit. Whatever merit that conclusion has, still other indicators beg our attention.

One of the most important, if only it could be measured reliably, is customer satisfaction. During its dominating years, IBM was renowned for its dogged pursuit of customer-satisfaction information. Its excellence in customer service was largely reactive, but in the 1950s and 1960s a well-oiled reactive approach to customer service was world class.

Today’s standards are higher. We recognize the need to give equal or greater weight to customers’ present and future needs. Since those needs can change quickly and with little notice, speed and flexibility have become mainstream criteria of customer satisfaction. Furthermore, total quality calls for placing more weight on prevention of difficulties and less on recovery when things go wrong. In other words, by today’s standards IBM’s hand-holding approach was overly narrow.


Broad-Based Customer Data


Today’s broadened approach may be found in criteria for prominent quality awards. The Malcolm Baldrige Quality Award in the United States designates 250 of 1,000 possible points for “customer focus and satisfaction.” (IBM’s business unit in Rochester, Minnesota, was a Baldrige winner in 1990). The European Quality Award puts 20 percent weight on customer satisfaction.

Of all the Baldrige honorees the company with the most comprehensive customer intelligence gathering system may be 1991 winner Solectron, Inc. Solectron specializes in assembly of printed circuit boards and subsystems for makers of computers and other electronic products. Many of its customers are well-known, for example, Hewlett-Packard, AT&T, and IBM. Solectron’s customer satisfaction index (CSI) aims at grading the company’s performance on five service criteria for every customer every week. According to Les Nishimura, general manager of Solectron Washington (one of the company’s newer business units), “It isn’t easy to get that information every week. Sometimes we have to almost pry the information out of the customer.” Xerox collects customer satisfaction monthly.4 A few of the participants in a research project discussed in the next chapter were proud of surveying their customers yearly. Most companies don’t do it at all.
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Solectron’s CSI Feedback Form is shown in Exhibit 1-4. Salespeople administer the CSI and are measured on their rates of completed forms; an 85 percent completion rate is typical. Most CSI responses are conveyed in written form—by fax or E-mail—although Solectron will accept oral responses.

The CSI does not fully reveal the extent to which the system gets at customers’ real and changing needs. Both Solectron and most of its customers intend their commitments to extend from product development partnerships all the way through to funds transfer and after-delivery postmortems. Thus, any low CSI scores can trigger formation of improvement teams, often with customer representatives. Solectron’s target satisfaction score is 95 percent. Thus, if a customer grades any of the five criteria (quality, delivery, communication, service, and overall) as low as C (zero), an overall score of 95 percent is impossible. This triggers corrective action and a response to the customer.

At the same time, Solectron gets its people into two kinds of teams, both customer-focused. Project-planning teams work with customers to plan, schedule, and set forth specifications and response times. Total-quality-control teams meet weekly to monitor and evaluate production. Walt Wilson, Solectron’s president, says, “The teams here are … fiercely loyal to [customers]… . Ask anyone what team they’re on, and they’ll tell you. They’ll say they work for Intel or IBM or H-P and that Solectron just signs the checks. That’s customer focus at its best.”5

Nishimura has a mental model. It is a four-by-four matrix with customer needs on the x-axis and Solectron’s capabilities on the y-axis. He observed that his company’s challenge, not always achieved, is to be in the fourth cell (see Exhibit 1-5): all customer needs covered fully by Solectron capabilities. However, Nishimura continued, there is an all-important z-axis: time. Customer needs change, and the changes must be captured and employed to alter Solectron’s processes, products, and systems. No matter how good we are, he noted, we need to be quick to change.

Few manufacturers plumb consumer satisfaction as deeply as Solectron does. However, help is on the way. Claes Fornell and his colleagues at the National Quality Research Center at the University of Michigan’s School of Business Administration have devised a national customer satisfaction index. Fornell first created the index for Sweden in 1989. Germany set up its own similar index in 1992, and several other countries are at work establishing theirs.


Pooled Customer Data


The U.S. version, the American Customer Satisfaction Index (ACSI), began in 1994 using telephone interviews from a sample of about fifty thousand U.S. households. Respondents report on their usage of a company’s product, and satisfaction is registered on a scale of 0 (lowest) to 100 (highest). The initial ACSI measured seven sectors and forty industries and included over two hundred organizations. Manufacturers comprise two of the sectors, nondurables and durables, and eighteen industries. (The rest are service-sector organizations.) For example, Procter & Gamble, Unilever, Colgate Palmolive, Dial, and Clorox comprise the personal-care-products industry group.6

The index provides a way for a company to compare itself over time, compare with industry averages, predict long-term performance, and answer specific questions. In addition, Fornell believes the index can gauge an industry’s and a nation’s performance better than such indices as consumer prices can.7 Consumer prices are subject to currency, trade, and other influences. Marketers may sometimes be able to manipulate customer satisfaction, but not much and not for long.

Not long ago, indices of customer satisfaction would have been less meaningful. Consumers in much of the world might have been fairly satisfied with their own countries’ poor workmanship, high defect rates, long delays, and inflexible labor and equipment. Political and trade barriers have that effect. Now, with the globalization of trade, Toyota cars, Benneton sweaters, Mercedes diesel engines, and Compac PCs are everywhere. And global communications networks bring visual portrayal of how others live and work to TV sets in parlors all over the world. Consumers are no longer in the dark. They can judge their local goods against high world standards. Thus, the introduction of customer satisfaction indices is timely.

We have now examined a pair of underappreciated indicators: customer satisfaction and inventory turnover. The two provide overlapping metrics for valuing a manufacturing business unit or company or an industrial sector for an entire country: Customer satisfaction measures quality and value; low inventory turnover reflects costly wastes, delays, scrap, rework, and other negative values.

We must understand, however, that these are aggregated metrics. As such, they can only be watched, not managed. The proper targets of management are root causes: how products and processes are designed, how the work force is trained, how data are used to isolate mishaps, how suppliers and customers are treated, and so on. In Chapter 5 we revisit customer satisfaction, inventory turnover, and other aggregated metrics and put them in their proper places. The real manufacturing renaissance has much more to do with innovations in managing the root causes.

SUMMING UP

We’ve seen evidence of a general decline in manufacturing performance over a twenty-five-year period beginning in about 1950. The causes were a combination of poor strategies and practices in all of the following functional areas: manufacturing, marketing, performance measurement (accounting), product design and development, supplier relations, and human resource management. In each area the bad strategies and practices led to wastes, which appear on the books as enlarged inventories. The same weaknesses should also show up in the form of lower customer-satisfaction indices. They often do not show up in popular financial metrics. For example, Eaton Corporation, one of the manufacturers featured in Exhibit 1-1 for its long decline and long ascent in inventory turns, had an erratic pattern of earnings per share of common stock. Its EPS was $7 in 1950, fell to $5 in 1954, rose to $9 in 1955, fell to $2 in 1963, rose to $6 in 1979, fell to $2 in 1982, rose to $5.50 in 1984, fell to $3 in 1986, rose to $6 in 1988, and fell to $4 in 1992. (Ford’s, GM’s, and Outboard Marine’s EPS patterns were not much different.)8 Stock prices and other common financial measures show similar hippety-hop patterns—for Eaton and most other firms.

Savvy company executives have learned how to manipulate most of the closely watched financials in ways that mask underlying weaknesses. Even return on stockholder equity, often thought to be a purer measure of company value, has been assailed. Byron Wien of Morgan Stanley has shown how executives inflate their ROEs by writing off equity through plant shutdowns, employee buyouts, and other well-timed size-downs.9 Juiced and jumpy financial numbers are not reliable measures of manufacturing strength and value. Over the long run, inventory turnover may be better.


Eras


In my 1982 book Japanese Manufacturing Techniques, I traced the decline in manufacturing in another way.10 I noted how the productivity emphasis during World War II gave way to a marketing emphasis. The reason was that war-related scarcities disappeared, pipelines became filled with goods, and industry ended up with overcapacity problems. (The United States and Canada began to experience overcapacity in about 1950. It occurred several years later in bombed-out Europe and Japan.) What does any company with overcapacity do? It sells, sells, sells. A productivity emphasis no longer made sense. The marketing era produced losers in danger of going under and winners with vast accumulations of cash to invest. Naturally, this ushered in the finance era, during which richer manufacturers could make more money by doing mergers and acquisitions than by manufacturing and selling.



	EXHIBIT 1-6 Eras



	1940-50
	Shortages
	= Production era



	1950-65
	Excess capacity, national
	= Marketing era



	1965-80
	Concentrated earnings
	= Finance era



	1980-90
	Intercontinental competition
	= Quality era



	1990-
	Excess capacity, global
	= Partnership era




We may now update the story. Exhibit 1-6 shows the three old eras plus an update for the past decade and another for the next. By the 1980s Japanese consumer and industrial products were everywhere in the United States. Through superior quality Japanese companies were picking off famous Western brand names one by one. Their names (e.g., International Harvester tractors and Westinghouse home appliances) fade in memory, and it’s a shame (see box, “Brand Name—Public Asset). A few Western companies (e.g., Texas Instruments, Motorola, Xerox, Ford, Hewlett-Packard, and IBM) reacted in the only effective way. They adopted their own total-quality commitments.

BRAND NAME—PUBLIC ASSET

To its owners, a well-known brand name ranks in value with the firm’s buildings, equipment, and labor resources. A brand name is also a public asset. The company that invests millions to build brand recognition gains sales volume, which cuts unit costs and generates revenue to improve quality and delivery. Consumers depend on the brand, which makes their shopping quicker, easier, and more likely to yield good results. The buying public is the beneficiary—and the loser when a famous brand name bites the dust.

For leading manufacturers the quality era was about a decade long. By 1990 nonconformity and rework rates for Western makers of cars, earth-moving equipment, farm machinery, TVs, computers, appliances, telephone equipment, electric motors, and many more products had plunged to world-class levels. Defectives fell from percentages to double- and single-digit parts per million. Competitive advantage shifted from quality to value: high quality for a low price.

So now value supersedes plain quality. But value is complicated. It requires high quality, timely availability, and removal of non-value adding wastes of many kinds. All this in the face of excess capacity. But this time (unlike the 1950s) it is a global phenomenon. For complex sociopolitical reasons the world is awash in products and capacity to extract, construct, and produce them. A dominant strategy for surviving and thriving is to find external partners who can perform a valued function for you. Internal partnerships across departmental lines are equally important, mainly for ensuring that internal capacity matches market, supply, and financial realities.

Since geographical distance sometimes separates the partners, advanced communications and logistics are supporting elements of the partnership strategy. Technologies such as point-of-sale data capture and electronic data interchange propel real demand data back through supply echelons. The forging of quick-response partnerships among those echelons—including multimodal freight carriers—ranks among the most important management developments of the century. More on this in Chapter 7.


Japan Decade, American Decade, Global Decade


In terms of management innovations the 1970s were Japan’s Decade and 1985-1995 America’s Decade (the early 1980s were transitional). Japan’s innovations include total quality control, just in time, kanban, total preventive maintenance, supplier partnerships, quality function deployment, target costing, employee involvement, cross-careering, and visual management. America’s (with some non-U.S. participation) include design for manufacture and assembly, benchmarking, reengineering, quick-response linkages to retailers, point-of-sale technology coupled with electronic data interchange, rapid prototyping, digital design, activity-based costing, cost of quality, peer performance appraisal, broad-band pay systems, reformulated gain-sharing/profit-sharing/bonuses/employee stock ownership, and assorted lesser innovations (e.g., cross-docking and metrics such as the linearity index and the response ratio).

Regional dominance, however, is of the past. The end of the Cold War and the globalization of trade and communications ensures that. Now we are in the Global Decade. Innovations in managing manufacturing companies—and many that are equally applicable in services—will continue to pour forth but from all parts of the world, including the less developed countries.

Amid all the commotion, what companies need is a guide path that will move them forward confidently, step by step. What fits the need is principles-based management, the subject of Chapter 2.




2 Building Strength Through Customer-Focused Principles

Chapter 1 suggests that financial data are not the best indicators of manufacturing company strength and prospects. More basic metrics, such as inventory turnover and customer satisfaction, may be more valid. The two measure differently, however. Inventory turns rise and fall slowly as a result of many activities. Thus, turns assess long-term changes in company strength. Customer satisfaction, on the other hand, can sometimes shift quickly and point to responses needed now. The firm’s producers and servers need more such pointers. Many more.

This chapter addresses that need. It provides sixteen principles of customer-focused, employee-driven, data-based performance. (Customer satisfaction is a component of the second principle.) Throughout this and later chapters, I’ll usually just call them “customer-focused principles” or “principles-based management,” though the other key words, “employee-driven” and “data-based,” are equally important. Companies or business units may score themselves on each principle using a tough zero-to-five-point scale. The next chapter provides benchmark scores for manufacturers of various sizes and types, obtained through a research project. Most of the participating companies were hand picked. I looked for companies that have shown some success in implementing the 1986-era world-class agenda. For comparative purposes, the participants also included a few manufacturers that are just starting their world-class journey, as well as a few service companies.

Benchmarking is one use of the research data. The methods of scoring are not so precise or controlled, however, as to yield highly reliable benchmark comparisons. More important uses of the data are the following:

For the participant, establish baseline scores and a one-step (one-point)-at-a-time map for broad-based, continuous improvement through this decade and into the next century.

Expose blind spots. Even award-winning companies have a few. A low score on any of the sixteen principles raises a flag, which helps combat complacency.

Evaluate proposals. If a proposed plan violates any principle, better take a second look.

Most important is demonstration: showing the logic, power, and timeliness of management by customer-focused principles. Before examining the principles, let us trace the shift toward principles-based management. Exhibit 2-1 summarizes the evolution.

FROM EDICTS TO PRINCIPLES

Under the poorest mode of management, subordinates take orders from superiors and functional experts. This is management by edict. It is arbitrary, wasteful of the experience and talent of the work force, and lacking in a customer outlook.



	EXHIBIT 2-1 Toward Twenty-first Century Management of the Manufacturing Enterprise



	Management Modes
	Assessments



	Management by Edict
	Inconsistent, wasteful of talent, and out of touch



	Management by Procedures
	More consistent and quicker but wasteful of talent; filled with gaps that force-fit poor solutions, adversely affecting customers



	Management by Policies
	Reflects high-level wisdom but limits broad empowerment and organizational learning



	Management by Principles
	Customer-focused, employee-driven, data-based; broadly effective, robust, enduring






Standard operating procedures (SOPs) make management more systematic. Procedures remove capriciousness and allow quicker decisions: Just find the best way, authorize and record it, teach it, and expect it to be followed. This is still wasteful of human talents, however, since procedures admit little case-by-case judgment. Worse, procedures-based management has gaps—no procedures to cover certain situations—and it tends to force-fit a procedure where it doesn’t belong.

Management by policy partially corrects for these weaknesses. Policies allow latitude within bounds. Those who set policies represent the highest levels of wisdom in the organization. Still, latitude is restricted, and the policies fail to incorporate a wide range of experience. The work force is not yet empowered. Policies are too often misguided and inward looking. Worst of all, policies restrict speedy organizational learning, especially as it relates to customer needs.

Thus, next-decade management must take one more step forward—to management by principles. To be worthy, the principles must take in a full range of world-class innovations. These can be described concisely: customer focused, employee driven, and data (fact) based. The customer orientation must admit both internal and external customers. By employee driven, we mean all employees, acting individually and in teams that cut across functional boundaries. Internal and external data drive continuous improvement in both small increments and big gulps. The underlying rationale is this: Sustained bottom-line success follows when

customers are well served

employees are fully involved, and

actions are based on systematic data about processes, customers, competitors, and best practices.

I am not suggesting there be no edicts, no procedures, and no policies. Of course there should. At times, if no one takes charge and gives a few orders, opportunity slips by. An organization with no procedures will appear random and out of control to the most important target of all: the customer. And policies, if they are fairly stable, can build organizational culture, which helps anchor employees, providers, and customers.

Principles are different. They do not emanate from a select group. Rather, they are fundamental truths. As such, they procure commitment, deflect skepticism, and endure through thick and thin. IBM’s CEO Lou Gerstner put it this way: “[Management by principle] … means when a situation arises, you don’t go to a manual. You know in your heart and head what to do.”1

To guide an organization as complex as a manufacturing company, principles must apply to most of the company’s business processes. And to make a difference, the principles must be fairly specific. General ones of the customer-is-always-right variety say little. Before presenting the principles, the following points need to be made:

These are not ethical principles (as are those of Steven Covey2) except indirectly. That is, it seems ethically correct—as well as good business—to do what’s right for the customer and to build employee competence and achievement.

This is not intended as breakthrough management. Breakthrough ideas spring forth in mysterious ways. Principles, however, can unify the enterprise in ways that make breakthrough ideas doable.

These principles do not provide a window to the future (visionary thinking). For every visionary strategy that succeeds (e.g., Motorola’s wireless world), there is at least one other, equally admired in its day, that went down in flames (e.g., Control Data’s PLATO-based learning). Visionary innovations present themselves often enough. But will the company have the strength and unity to be able to carry them out? Customer-focused principles build that strength and unity.

These are not principles for managers, per se. They are for everyone, from frontline associates to the most senior executives.

While the customer’s needs and wants are the main focus of the principles, at the same time they meet primary needs of employees, officers, investors, creditors, and suppliers. There is no conflict.

Principles, including these, apply in nearly every case. But there will be exceptions.

The principles overlap. Thus, an attribute may be counted more than once. But that is characteristic of good management: Everything connects and intersects.

CUSTOMER-FOCUSED PRINCIPLES

Exhibit 2-2 compresses the sixteen principles and scoring criteria into a four-page array. The following discussion presents each principle, with examples to explain the scoring. Discussion is in extra detail for the far-reaching first principle. The scoring criteria are generally not stated in manufacturing language, since they are intended to apply to all administrative and sales functions, as well as production, and to service organizations as well.


General Principles


Principle 1. Team up with customers; organize by families of customers or products (what customers buy/use).

Under this principle, the conventional way of organizing—everyone hemmed in by functional walls—gets zero points. Forming multifunctional project teams earns one point; getting a client on such teams earns another. Three points requires bringing down the functional walls for key customer or product families. Microsoft’s Redmond, Washington, headquarters provides an administrative example. The company’s largest family of bought items is computers and workstations, which Microsoft buys at a rate of over one thousand units per month. That kind of volume suggested a product-focused cell. So Microsoft established a co-located team of buyers, receiving associates, and accounts payable clerks just for computers. (This buy-receive-pay unit has since been dissolved and turned over to a reseller—a contractor on Microsoft’s premises doing the same thing.) The functional departments—purchasing, receiving, and accounts payable—continued to handle the multitude of lower annual-value items.

1. Cross-functional project teams

2. Customer/client representatives on project teams

3. Focused work-flow teams (cells) for key product/ customer families

[image: Image]









By itself Microsoft’s focused computer unit would not qualify for three points, since various other administrative processes are still functionally separated. (However, as is the norm in software development shops, Microsoft-Redmond’s primary “production” activity is product-family focused: Windows, Excel, Word, etc.)

Reengineering by product families is far more prominent in factories than for administrative processes. Harley-Davidson eliminated the functional shop structure in its Milwaukee engine and transmission factory in the early 1980s. The new structure has layers of product-oriented units. Each provides components to the next layer of internal customers. For example, several mixed-machine cells make gears for other mixed-process cells that make complete gear boxes for lines that assemble transmissions that go to Harley’s York, Pennsylvania, motorcycle assembly lines. This structure meets the three-point criteria for plant operations.

Magma International Incorporated, the Canadian auto parts giant, is structured in a way that might qualify for three or four points. Each of its eighty-six plants is product focused and a separate profit center. Its managers have nearly total control, plus very lucrative performance bonuses. CEO Frank Stronach says that the bonus system has made “many of them millionaires.”3

Sometimes it makes sense for a manufacturer to organize by families of customers instead of products. An example is Microsoft’s Dublin software production center serving all of Europe. The center was reorganized into four customer-focused production units—call them focused plants-in-a-plant. One plant is for all English-language customers, another is for German-language customers, another is for French customers, and the fourth is for all other customers. Each of the four plants consists of a few product-focused cells. The customer focus reaches out externally as well. On the supplier side, each plant has its own contract printer; that is, one printer specializes in German-language manuals, one French, and so forth. The printer for all other languages has become adept at running small lots and quick changeovers. For one thing, Microsoft has standardized to a single page size. Also, the printer uses quick-dry inks and has moved folding machines directly against printing presses. On the distribution side, sales is also organized by customer (language group). Thus, nearly the entire European enterprise is aligned by family of customer, which may meet the four-point criteria.

4. Entire enterprise reengineered by customer/product families

Occasionally, a unit can be both customer- and product-focused. For example, if Pope and Talbot (an Oregon-based paper company) got the contract to supply all of Wal-Mart’s store-brand disposable diapers, Pope might set up a separate plant-in-a-plant just for that contract. The unit would have all necessary-equipment, direct-labor, staff-support, and customer-service resources and would produce to Wal-Mart’s specifications and brand name. The rest of the factory, the high-variety unit, would provide all other diapers for all other customers in a less focused manner.

Principle 2. Capture and apply customer, competitive, and best-practice information.

This principle aims at tapping three vital sources of external information:

1. From the customer, the question is, what products and services maximize satisfaction and minimize dissatisfaction? The firm gets this information in two main ways:

Through customer surveys. Solectron’s customer satisfaction index (see Chapter 1) is a good example.

Through early and continuing customer involvement. In effect, the customer helps design and improve the firm’s products and services. Boeing’s 777 commercial airplane is a case in point. Customers—including British Airways, United Airlines, Japan Airlines, and All Nippon Airlines—had permanent representatives on Boeing’s 235 design-build teams. Thus, for the 777 product, Boeing gets good points for customer linkages. Boeing has a reputation, however, for being insular in other ways: The company did not mount an early, thorough competitive analysis of its European competitor, Airbus Industrie, and it has not engaged extensively in benchmarking outside of its industry. For example, Boeing’s current total-quality management and just-in-time initiatives lagged those of other prestigious U.S. companies by nearly ten years. So Boeing as a whole is not at the five-point level on use of customer information.
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EXHIBIT 22
Toward Management by Principles: Five-Step Assessment Tool

Principles of Customer-Focused, Employee-Driven, Data-Based Performance
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