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Abstract
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outcomes of businesses that are managed using practices
grounded in batch-and-queue and lean production. The
former is shown to be poor at providing senior
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work of the investment analyst should change to “muda
analyst”, whose focus is the elimination of waste in
business processes between internal and external
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different types of questions to ask senior management in
order to assess the underlying business and leadership
practices.
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Introduction

Most large public businesses that are
managed in the western tradition focus on
satisfying the investors interests. However,
the investor is but one of many stakeholders
in a business. Others include employees,
suppliers, customers, governments, retirees,
local communities, labor unions, and even
competitors. Senior managers that adhere to a
purely economic view of business tend to
overlook these stakeholders or trade them off
against one another in order to improve
financial performance. They will also work to
optimize individual parts of the business, as
opposed to the whole (Figure 1), in the belief
that this can further improve financial
outcomes. The investment community has
great influence over senior managers and is
usually able to win them over to their point of
view. Focusing on only one stakeholder
makes the job of the CEO much easier.

This singular focus inevitably damages
relationships between business stakeholders
(Mikami, 1982; Basu, 1999; Caux, 2000;
Emiliani, 2000b). We know this from
everyday business experience. For example,
should the mechanical engineer focus on just
product design? Not having to think about
how the part is manufactured and
concomitant impact on cost, quality, or
lead-time makes the job of the designer much
easier. Manufacturing the part is someone
else s responsibility and budget, and is
therefore not something a design engineer
should have to worry about. So the designer
just ignores manufacturing. After all, they
were not taught to think about such matters in
engineering school. The engineering manager
supports this behavior by steering engineers
away from manufacturing and telling them
how it is a constant firefight that will use up
all of their time. It may sound foolish, but this
is exactly what happens in most
manufacturing businesses today. The typical
result is high cost products that do not meet
customers expectations on quality, delivery,
and functional performance. It also results in
perpetual friction between engineering and
operations.

Most CEOs of large public businesses
behave exactly as the engineer in this example
does. They accept the trade-offs that their
bosses, the investment analysts, allow, and
focus on narrow measures in order to secure
their rewards. Given the resultant turmoil
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Figure 1 Optimizing the parts versus integrating the whole
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Note: Batch-and-queue producers seek to optimize individual disciplines or operating metrics, which results
in trade-offs that divide internal and external stakeholders. Lean producers utilize business philosophies and
practices that seek to integrate the whole. As a result, internal and external stakeholders are more willing to

work together to achieve shared objectives.

(Byrne, 1998; Beck, 2000; Gentry, 2000;
Hechinger, 2000; Jacobs, 2000; Mollenkamp,
2000; Schultz, 2000), it is remarkable that the
single-stakeholder perspective remains the
dominant business archetype today and is
even gaining in popularity (Taylor, 1999;
Fairlamb and Ewing, 2000; Neff, 2000;
Shirouzu, 2000).

So a simple question needs to be asked:
Should investment analysts focus on financial
performance? This seems like a rather dumb
question. But is it? To focus on money as the
unit of measure is the obvious thing to do and
an easy way to keep score. But what would
happen if instead investment analysts focused
on business processes, i.e. the actual work
performed that drives financial performance?
Could this be an area of focus that can
influence senior managers to achieve more
favorable outcomes for all stakeholders?

Adding value and eliminating waste

The investment community views value
through the lens of money. Creating
shareholder value means that shareholders
received a positive return on their investment
through management s actions as driven by
investors interests. However, the fiduciary
sense of value can be misleading as
accounting methods, specifically revenue and
expense recognition, can vary by company or
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industry (Loomis, 1999; Greenberg, 2000;
Kahn, 2000). In addition, income from
non-core business activities can make it
difficult to gage the underlying performance
of continuing operations (Kahn, 2000).
Further, earnings-per-share growth derived
from share buyback programs can make it
appear as if the company s performance is
continuing to improve (McLean, 2000).

As a result of these manipulations, the
quality of earnings is judged by key investors
to have been reduced, which in turn lowers
the confidence of the investment community
at large. When market cap shrinks due to
missed quarterly earnings (Nelson and
Deogun, 2000), it is often stated that value
has been destroyed . It is apparent that value
can be easily manipulated when assessed from
a purely financial perspective. Efforts by
senior management to mollify influential
investors often results in moral and ethical
lapses (Beck, 2000; Eden, 2000; Jacobs,
2000; Schultz, 2000; Spurgeon, 2000) and
even criminal prosecution (Loomis, 1999;
Cloud, 2000).

The fundamental representation of value is
the processing of materials or organization of
activities that add value to a product or
service. Value is defined by the final, or
end-use customer (Ohno, 1988a; Womack
and Jones, 1996a). Note that no other
customer along the value stream defines
value. This is a critical distinction, because
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only end-use customers know what
constitutes value. The value of a product is
classically expressed as (Monden, 1995a):

Value = Functionality ¥ Cost

or
Value = (Functionality ¥ Cost) £ Speed?

which accounts for the importance of speed in
determining customer value (Doi, 2000).
Waste is any non-value added activity that
adds cost but does not add value as perceived
by the end-use customer. In other words,
internal and external resources are consumed
without adding value to the product or
service. These resources include time, money,
mental energy, labor, equipment, space, raw
materials, information, etc. Some types of
waste, such as part travel or walking distance,
can be eliminated quite easily, while other
types of waste, such as transportation or
packaging, may be more difficult to eliminate.
Fundamentally, poor competitiveness is
caused by the existence of large amounts of
waste, or muda in Japanese. There are seven
types of waste in production (Ohno, 1988a):
(1) overproduction;
(2) waiting;
(3) transportation;
(4) processing;
(5) inventory;
(6) movement; and
(7) defects.

The eighth waste is behavioral, where
behavioral waste is defined as human
behaviors that add no value and can be
eliminated (Emiliani, 1998a; 1998b). The
behavioral waste often exhibited by business
leaders, and subsequently mirrored by
followers, results in unsustainable levels of
turmoil that negatively impact all stakeholders
(Kets de Vries, 1993; Byrne, 1998; Carvell,
1998; Gentry, 2000). Behavioral waste is due
to arbitrary conflict between stakeholders,
often precipitated by the need to aggressively
pursue financial goals. Leaders that
perpetuate arbitrary conflict give explicit
approval to employees to focus on issues
related to individual personalities instead of
wasteful business processes that fail to deliver
value to end-use customers. Said another
way, should not well-educated and highly
paid business leaders ensure that end-use
customers do not pay for destructive internal
politics?

36

Volume 13 - Number 1 - 2001 - 34-50

Adding value from a financial perspective is
not the same as eliminating waste. In fact, it
can increase waste, particularly behavioral
waste (Emiliani, 1998b; 2000a). However,
eliminating waste will always improve
financial performance (Monden, 1995b;
Fiume, 2000), as shown in the Appendix
Table All (Emiliani, 2000c). Investment
analysts are rightly concerned about the
competitiveness of the businesses that they
invest in. However, the means by which
competitiveness is valued is usually financial
and not directly related to business processes
in which the units of measure are non-
financial, i.e. time, distance, space, days of
inventory, percent on-time delivery, defects,
productivity, customer satisfaction, etc.
(Fiume, 2000).

Waste is eliminated by first gaining a
detailed understanding how business
processes are performed. However, most
businesses do not understand their business
processes and how work is actually performed
because the focus is on achieving short-term
results. When the president of the company
says, | dont care how you do it, we have to
deliver the product at the end of this month! ,
he or she is giving people very clear direction.
Namely, that the business process is not
important; this mistake can be repeated in the
future, and do not bother to figure out the
root cause of the problem or spend any time
on process improvement. As a result, the
firefights are endless and the heroes receive
the bulk of the rewards. The path to
organizational dysfunction is remarkably
short and direct (Byrne, 1998).

The false reality of batch-and-queue
production

Batch-and-queue production is the dominant
means by which goods and services are
produced in business today because it is
intuitive (Womack and Jones, 1996b). It is a
corrupted form of flow production, first
invented by Henry Ford and Charles
Sorensen around 1913 (Ford, 1922;
Sorensen, 1956). Batch-and-queue
production is generally characterized by long
set-up times, large batches of work moving
slowly from one work area to another, and
lower quality products since defects are not
discovered until subsequent operations or in



Redefining the focus of investment analysts

The TQM Magazine

M.L. Emiliani

the finished product. It is also very slow to
respond to changes in market conditions.

Most batch-and-queue producers plan the
delivery of goods and services based upon
forecasts, which are usually wrong and result
in the overproduction of unwanted products
or shortages of products desired by
customers. In the former case costs are high,
while in the latter sales are lost. This method
of production is producer-focused, as it
pushes products or services downstream onto
the marketplace even if customer demand is
not apparent (Figure 2). The net result is a
production system that maximizes the
consumption of internal and external
resources. The financial implications of this
type of production system are enormous, as
the capital intensity is high and cash flow is
low. In addition, public companies that miss
consensus quarterly earnings targets will
watch their market capitalization shrink 10-20
percent within just a few hours as investors
rush to sell (Nelson and Deogun, 2000).

A never discussed characteristic of
batch-and-queue production is that senior
management is not able to recognize reality
due to the existence of organizational routines
and behaviors that foster perpetual confusion,
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low morale, and re-work (Emiliani, 1998b;
2000a; Ohno, 1988b; Welch, 2000).
Constant delays and fire fighting greatly
reduce the timeliness and accuracy of
information (Argyris, 1986), making it
difficult to implement long-lasting corrective
action. Indeed, most of the problems that
arise in push production systems are never
solved, as evidenced by their periodic
recurrence.

Examples of business activities, methods,
and mindsets that make it impossible to
recognize reality include:

functional silos;

economic order quantities;

unit cost focus;

standard cost;

earned hours;

make-to-forecast or make-to-stock;
production;

expediting;

scrap/rework/repair budgets;
designing perfectly engineered parts (that
cannot be manufactured);
threatening suppliers to achieve cost
reductions;

internal politics;

blaming others;

Figure 2 Comparison between intuitive push and connterintuitive pull business systems

Intuitive “Push” System

Forward: >95% of Businesses

Design

p Customer

Counterintuitive “Pull” System

Design «

Reverse: <5% of Businesses

Customer

Note: Pushing products onto the marketplace is the intuitive way to deliver goods and services.

It is a producer-focused system used by the vast majority of companies and typically results in periods
of financial prosperity followed by periods of poor performance. Conversely, pull systems are
designed so that the final process signals the need for additional materials from the preceding

process all the way through the value stream. Pull systems are customer focused and structured

to respond to customer demand, thus reducing cyclic financial performance.
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business decisions based solely upon ROI
calculations;

goal setting without defining actionable
processes;

recurring layoffs;

huge production schedule variation;
reliance on complex technology or
information systems;

accepting tradeoffs;

producer (output) focus; and

complex contracts.

Table | summarizes key business activities
that have poor records of success because
batch-and-queue businesses do not transfer
information effectively and are slow to
identify and correct to errors (Argyris,
1994; Hammond et al., 1998; Fujimoto,
1999).

It is important to note that these business
problems are not limited to the manufacturing
discipline. Recurring errors occur in service
and support disciplines as well, since the
batch-and-queue mindset and its methods
permeate all activities. For example, finance
creates annual budgets. But assumptions made
in August often turn out to be wrong in
January. Legal departments process their work
in batches, resulting in a large amount of work
in process and very slow resolution of pending
cases. Procurement responds to suppliers
offer of economic order quantities in order to
reduce the unit cost, but without regard to the
impact of this decision on total cost. The sales
and marketing department will offer volume
discounts to induce customers to purchase a
larger batch of goods or services, creating large
variations in production volume that
manufacturing cannot satisfy. Human resource
policy requires managers to conduct annual
(i.e. batch) reviews of employees and make
adjustments in pay or promotion. Engineering
focuses on their batch of work, typically
viewing technical performance of the product
as the key measure of value, with little regard
to upstream and downstream business
processes.

Thus, not understanding or acknowledging
reality results in the institutionalization of
wasteful practices, odd management
behaviors, organizational dysfunction, and
high stress (Ohno, 1988b; France, 2000;
France and Hamm, 2000; Gentry, 2000).
Employees and other stakeholders become
confused and frustrated by senior
management s behaviors and decisions
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(Bradsher, 2000; Nagy, 2000; Sherer, 2000)
and will limit the information that gets to
them (Argyris, 1986). Only good news flows.
In addition, the values, morals, and ethics of
senior managers become compromised if they
cannot see and respond to reality (Hammond
et al., 1998; Gentry, 2000; Shellenbarger,
2000; Stainer et al., 1999).

Given these circumstances, it is no surprise
that the effective conduct of business is
exceptionally difficult to achieve. The reality
is that it is impossible to achieve in a batch-
and-queue environment. Regardless, many
senior managers believe that more MBAs
from top business schools are needed to
solve complex business problems. How
often have you heard senior managers declare:

There is a shortage of management talent ?
Could it be more likely that businesses are
run in ways that even talented people
cannot manage them? Or, are future
managers not taught the right way to manage
business?

The reality of lean production

What is reality in business? Some judge
political business environments to be reality,
while others judge reality to be an
unachievable or ideal condition. In either
case, businesses that possess such views will
be at a considerable disadvantage compared
to those businesses that can more accurately
grasp and respond to the reality of
competitive markets (Womack et al., 1990).
Reality embodies an understanding of
situations as they actually exist, objectively, as
discernable by fact, but not necessarily in the
absence of emotion or goal-oriented conflict.
Goal-oriented conflict is defined as conflict
between internal and external stakeholders
that is related to the primary objectives of lean
production, which are the elimination of
waste and improvement of customer
satisfaction. In this context, goal oriented
conflict itself is not waste, unlike arbitrary
conflict.

In contrast to batch-and-queue, lean
production is counterintuitive (Womack and
Jones, 1996b) and requires the ability to think
in reverse (Ohno, 1988a) (Figure 2). Pull
production systems, also known as just-in-
time, are enabled by kanban, or instruction
cards, in which the final process signals the
need for additional materials from the
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Table | Typical batch-and-queue business activities

Activity or practice that
obstructs reality

The real impact

Functional silos or departments
allowed to compete against
each other

Internal focus on performance

Repetitive lay-offs to improve
competitiveness

Long-term purchasing
agreements

Outsourcing overseas

Downward price online
auctions

Senior management focuses on
shareholders
Learning organizations

Knowledge management

Management slogan: Flawless
execution

Management slogan: We must
get better at forecasting

Management slogan:
Business is complex
Management slogan:
We need quick hits
Management slogan:
What gets measured gets
managed

To be effective in business, people need to understand and value the work
performed by other disciplines. Biases and stereotypes of different
disciplines result in false teams and false teamwork. Company is slow to
respond to changes in the marketplace, which reduces profitability and
leads to lay-offs

Often 50 percent or more of the cost of goods sold comes from materials
and services purchased from suppliers. Business practices that result in the
exclusion of key stakeholders ensure customer dissatisfaction

Lay-offs reduce competitiveness by lowering employee morale and
commitment. Product or service quality drops

Contracts are usually complex in order to account for changes in future
business conditions. They are difficult to administer and result in blame and
waste. Hence, the failure rate is high

Benefits of local sourcing are not understood or valued. Labor costs are not
the root cause of the problem. Waste is

Batch-and-queue businesses don’t know how to manage costs effectively.
So they rely on a technological solution to help meet investors’
expectations. The root cause of poor cost management remains
unrecognized

OK. But don’t expect other key stakeholders to be there when you need
them

All organizations learn. Some just learn the wrong things. Organizations
that run on false reality will not learn the things that are needed to
prosper in the long run

People share explicit knowledge but they will not share tacit knowledge if
the organization abuses people mentally or physically

People learn by making mistakes. An executive that calls for “flawless
execution” will witness a decline in innovation and experimentation as
workers become risk-averse. People communicate only good news;
information does not flow

Forecasts are usually wrong. Should instead say “We must reduce our
emphasis on forecasting and learn how to make to actual customer
demand using the principles of lean production”

Simplify business processes so that people of normal intelligence can
participate in running the business

Excessive short-term focus causes long-term problems. Quick hits lack
process focus and are not repeatable

Too many measures become too difficult to manage, so people simply start
ignoring them. Manipulating measures becomes a game when they are
perceived to be non-value added

preceding process. The signals are repeated

amounts of waste, and inferior financial

upstream through each earlier process and is
paced by customer demand. Performing work
in the sequence in which value is added, one
piece at a time or in very small lots, coupled
with rapid equipment change-over, results in
the flow of goods or services. Recall that in
batch-and-queue production, materials are
pushed from earlier processes to later
processes based upon market forecasts and
results in discontinuous supply, incredible
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performance.

Lean production is a disciplined, process-
focused, production system whose objective is
to minimize the consumption of resources
that add no value to a product or service.
Lean producers are adept at seeing and
understanding the actual conditions that
affect the business and its stakeholders,
and respond to them using well-defined
business processes and simple tools to analyze
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activities intended to add value (Shingijutsu,
1992; Rother and Shook, 1999). It employs
the process of kaizen, or continuous
improvement, in which cross-functional
teams systematically analyze processes to
identify and eliminate waste (Imai, 1997).
Each kaizen event, typically one to five days in
duration, can yield 50-500 percent or more
reduction in waste compared to the 5-7
percent annual improvement sporadically
achieved by batch-and-queue businesses.
Investment analysts would be wise to
participate in shop floor kaizen events and
witness first-hand the elimination of waste
and concomitant improvements in operating
and financial performance.

As evidence of their recognition of reality,
lean producers do two things that are of great
importance which help eliminate waste: they
produce to the rate of customer demand and
utilize production leveling. For example, if
the rate of customer demand is six, 20, 12, 32,
and ten units per day, then the daily output is
simply the average quantity, and the
production area and work performed in it are
designed to complete 16 units per day or
about two units per hour. This minimizes
over- and under-production, ensuring that
customers get what they want much closer to
when they actually want it. If demand
increases, then kaizen is applied to the work
processes to increase capacity by eliminating
waste. In contrast, batch-and-queue
businesses, refusing to acknowledge reality,
waste resources trying to improve forecasts
and think that manufacturing can effectively
respond to wild swings in production volume.

The consistent inability of batch-and-queue
businesses to perform as planned forces senior
managers to favor glamorous quick hits that
can also imbue them with heroic leadership
qualities. Competitive pressures that bring
about focused initiatives designed to achieve a
business result in a short period of time are
usually forced upon stakeholders. For
example, a high cost of goods sold will often
propel senior management to adopt a supply
chain management initiative whose early
success will normally come through
reductions in supplier s profit margins rather
than fundamental process improvement
(Tully, 2000; Emiliani, 2000¢). In other
words, threaten suppliers and save some
money. Suppliers, which can account for 50
percent or more of the cost of goods sold, will
remember this unkind act and strive to
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recover lost earnings when they regain
leverage. But the buyer usually ignores the
reality of this behavior.

This is in stunning contrast to the
behaviors, methods, and tools used by lean
producers to improve the capabilities and
competitiveness of their supply chains
(Womack et al., 1990; Nishiguchi and
Beaudet, 1998; Cooper and Slagmulder,
1999). The reality is that businesses need to
behave in ways that improve the capability
and competitiveness of their suppliers in order
to help ensure the ongoing viability of the
buyer as well as the extended enterprise. But
this outcome cannot be achieved if the
methods used by influential business leaders
divide key stakeholders. The waste inherent in
batch-and-queue production, coupled with
the quick hits mentality and leadership s
neglect of key stakeholders such as employees
and suppliers (Caux, 2000; Vinten, 2000;
Emiliani, 2000b), are important factors that
can limit the life span of most businesses to
about 30 years (de Geus, 1997).

Few business leaders, raised in the tradition
of western management practices, seem to
realize that the problems they face are difficult
to solve simply because they cannot be solved.
So instead they rely on trade-offs that make it
impossible for stakeholders to cooperate to
achieve shared business goals (Basu, 1999).
What usually results is heightened concern
regarding the appearance of success, rather
than fundamental business performance. The
behavioral waste that is exhibited in this type
of environment destroys trust, people,
businesses, and money (Emiliani, 1998b).
The leaders of lean businesses, however, are
more concerned about problem solving and
have the mindset, methods, and tools to
eliminate repeat non-conformances. They
know that favorable appearances follow from
one s ability to compete over decades and by
minimizing the trade-offs between cost,
delivery, quality, product functionality, or
stakeholders.

Competitiveness in a lean business is
achieved by eliminating waste. A business that
encounters the same problems over and over
again spends tremendous resources to
manage waste but not eliminate it. Lean
producers use simple tools, such as fishbone
diagrams, or ask why five or more times
until the root cause has been determined.
Then, additional counter-measures are taken
to mistake-proof the problem using simple,
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low-cost solutions, so that they never recur.
The lean production philosophy stresses the
importance of using the wisdom and
ingenuity of workers to solve complex
problems with little or no money. Employees
learn a variety of simple problem-solving tools
and methods for the elimination of
non-conformances, which have the same
power as complex statistical methods that
require expert facilitators (Harry and
Schroeder, 1999). Lean producers generally
possess strong capabilities for organizational
learning because the system relies on direct
response to reality and does not focus on
blaming people (Fujimoto, 1999).

This brief outline of lean production is
intended to highlight some key areas that
should be of interest to investment analysts.
While the fundamentals of the lean
production system can appear to be
deceptively simple (Ohno, 1988a; 1988b),
there are numerous subtle interconnections
with regards to employees (Mikami, 1982),
customers (Monden, 1993; Womack and
Jones, 1996¢), new product development
(Fujimoto, 1999), financial management
(Monden, 1993), supply chain management
(Womack et al., 1990; Fujimoto, 1999), and
leadership practices (Emiliani, 1998b; Basu,
1999; Emiliani, 2000a; 2000d). Lean
production, in its fullest form, can be difficult
to replicate even in green field businesses.
Transitioning a brown field business to lean
production poses unique challenges but is
achievable (Smith, 2000).

Most transitions to lean production fail or
achieve only partial success even though
businesses are using the same basic process
improvement tools (Robinson, 1990;
Shingijutsu, 1992; Imai, 1997). There are two
reasons for this. First, the leadership does not
have an accurate understanding of lean
production philosophy and practice. Training
by consultants is helpful but it is simply not
good enough. Senior managers must
participate in shop floor kaizen events to gain
an appreciation of the behaviors, process,
methods, and results. Leaders that want to
lead with credibility must directly experience
kaizen events, where equipment is moved and
people are enthusiastic about implementing
change.

The second pitfall is that the leaders
generally exhibit legacy batch-and-queue
behaviors that are inconsistent with the
implementation of lean (Emiliani, 1998a).
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Said another way, batch-and-queue
leadership behaviors are intuitive, while lean
behaviors and the elimination of behavioral
waste are counterintuitive. Anecdotal evidence
indicates that less than 5 percent of business
leaders possess the ability to demonstrate the
behaviors that accompany lean business
practices. Leaders can be trained to exhibit
lean behaviors, but ultimately they must
practice them in everyday business settings.
The inability to model lean behaviors will
rapidly reduce the commitment of
stakeholders such as employees and suppliers.
As a result, lean production runs the very real
risk of becoming the next flavor of the
month for many companies.

Why is every business not doing lean
production?

Remarkably, very few investors know much
about lean production. How can this be,
when lean businesses outperform their batch-
and-queue counterparts on almost every
financial and non-financial metric (Monden,
1993; Womack and Jones, 1996¢)? It should
be apparent that there are compelling reasons
for investors to gain a detailed understanding
of lean production and influence senior
managers to adopt more sustainable
stakeholder-centered business practices
(Caux, 2000; Basu, 1999).

Said another way, if lean production is so
great then why is every business not doing it?
Figure 3 is a classical representation of a
fishbone diagram containing the five major
cause categories: machines/equipment,
people, methods, measurements, and
materials. Each cause category contains the
root causes of why lean production is not
more prevalent today despite its primary
reduction to practice in the mid-1960s
(Ohno, 1988a). The root causes are explained
as follows. First, machines and equipment are
sized for batch-and-queue production, in
order to produce large quantities of goods to
sales forecasts. In addition, western business
practices tend to rely on expensive technology
to solve business problems, resulting in high
fixed costs that managers find difficult to
dispose of.

Second, the methods of western business
practice are firmly entrenched. The concepts
of value and waste are not understood, which
results in the optimization of individual
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Figure 3 Fishbone diagram showing the root causes of why lean production is not more prevalent today despite an

abundance of favorable attributes

Machines/Equipment

Equipment Sized for B&Q

Bigger/Newer Equipment . .
Presumed to be Better Reliance on Expensive
Technology to Solve Problems
Equipment not Designed L— High Fixed Costs
for Quick Set-Up
Run Machines to Forecast

(Producer Focus)

Pressure to Deliver Short-Term Results

Taught to Fix Problems with Money vs. Brains

\&— Behavioral Waste

Managers Don’t Know About Lean
Not Taught Lean in MBA/MA/BS
Teachers Don’t Teach Lean

Teachers Not Taught Lean Why Isn’t

Value not Understood

3

Waste not Understood
Optimize Single Process
vs. Whole
. Financial Systems &
Re-Engineer Op Sheets
. B Metrics Favor B&Q
Reduces Cash Flow
Make to Forecast
Bias Against Japanese
Business Practices

Short-Term Focus

Efficiency Based on Output

Western Business Tradition
is Well-Established

Measurements

\ 4

Everyone
Doing Lean?

Abundant
Resources
Short-Term
Volume Discounts Purchasing Decisions
Large Batches More
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of Life

process without understanding their impact
on other business processes or stakeholders.
Efficiency is incorrectly assumed be high if
output is high (Ohno, 1988b). For example, if
quality does not meet customer expectations,
then total costs will increase even though
factory costs are low. In addition, there is
usually an unwillingness to re-evaluate the
way work is performed because of the expense
required to re-write manufacturing operations
sheets. Western managers also may be
unwilling to learn Japanese business practices,
thinking that long-term continuous
improvement is not as effective as short-term
quick hits (Figure 4).

Third, there is the relative abundance of
materials and natural resources in the West
compared to Japan, as well as the belief that
scrap/rework/and repair are normal
consequences of manufacturing. Lean
producers see this as waste and have devised
simple and effective methods for eliminating
defects (Shingo, 1986). In addition, volume
discounts and short-term supplier
relationships are ingrained business practices.
Buyers typically solicit quotes from suppliers
that require them to reduce prices as the
quantity increases, in the belief that large
batches are more efficient. This encourages
suppliers to amortize the labor cost associated
lengthy machine set-ups, often several hours
in duration, over larger quantities of parts. In
contrast, lean producers teach their suppliers
how to reduce set-up times to a few minutes
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(Shingo, 1985), thus greatly reducing the
dependency of price upon quantity (Figure 5).
Customers that request quotes in this manner
are sustaining the status quo and reducing the
capabilities and competitiveness of their
suppliers. Investors and suppliers would be
wise to strongly question this practice.

The fourth reason is people. Many
investment analysts condone quick hits and
the questionable moral and ethical behavior
exhibited by CEOs. But more importantly,
lean production is not taught in college and
graduate school. Specifically, many business
schools give superficial treatment to methods
such as just-in-time, preferring instead to
highlight its shortcomings rather that show
students how JIT can be made to work and
the resulting benefit to all stakeholders. Lean
production is treated as a peripheral topic,
rather than as essential knowledge that
permeates all subjects taught from human
resources to finance to new product
development. This is due in part to the fact
that lean production is learned by direct
experience in industrial settings; an
opportunity that is not usually available to
career academics. In addition, we are not
taught to understand the root causes of
problems. Instead we fix problems by simply
avoiding them or by spending money on
technology-based solutions to fix perceived
problems.

The fifth reason is measurements. Most
financial systems are based on traditional






