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Foreword

by W. Edwards Deming

We have reached the limits of the capability of our current phi-
losophy and resulting methods of management. American In-
dustry, our services, our government, and our education are to-
day in an invisible prison. The walls of the prison are the basic
assumptions that are made today about economics and human
behavior. They are outmoded in the global economy of this day.
We can emerge from this prison only through knowledge that is
not a part of the present system. This knowledge may be de-
scribed as Profound Knowledge. The result of adoption and ap-
plication of Profound Knowledge is transformation of the indi-
vidual. The individual, transformed, has a basis for his own life
and decisions, and a basis for judgment and suggestions for
other people’s actions.

A key element of Profound Knowledge is the concept and ap-
plication of the theory of a system. A system is a network of in-
terdependent components that work together to accomplish the
aim of the system. A business is a complex system. All of the com-
ponents—research and development, sales, manufacturing,
etc.—are interdependent and must work together to produce
products and services that accomplish the aim of the system.
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Optimization for accomplishment of the aim of a system re-
quires cooperation between the components of the system. Left to
themselves in the Western world, components become selfish,
competitive, independent profit centers. An organization must
accordingly be managed.

The cost of mistrust is one of the losses to business and to soci-
ety in the Western world that can' not be measured. There is the
unmeasurable psychological cost of anxiety, and of layers of in-
spection to test conformance to agreement.

The most important losses can not be measured, yet these are
the losses that for survival we must manage (a principle stated
years ago by Lloyd S. Nelson).

Trust is mandatory for optimization of a system. Without trust,
there can not be cooperation between people, teams, depart-
ments, divisions. Without trust, each component will protect its
own immediate interests to its own long-term detriment, and to
the detriment of the entire system. Transformation is required.
This means adoption and integration of new principles.

Transformation begins with the individual. The job of a leader
is to create an environment of trust so that everyone may confi-
dently examine himself.

Professor Whitney brings home, in concrete fashion, the tremen-
dous costs of the prevailing system of management. He helps us
examine our current systems to see how lack of trust adversely af-
fects today every aspect of our business. He helps us to look
through the lens of Profound Knowledge so that we may begin to
manage our organizations in a spirit of cooperation, win-win.

Mistrust is the basic reason for procedures drawn up in great
detail, often 30 or 40 or more pages, for any agreement or trans-
action in business, whether it be simple or complex.

In contrast, two Japanese companies would draw up an agree-
ment in one or two pages, with phrases such as “details to be
worked out later, if need arise.” It is understood without comment
that the basis for working out the details later would be win-win,
neither party to be a loser. We could learn a lot from Japan.

W.E. D.
May 1993



Preface

For the past 20 years, I have been involved with business
turnarounds. Fourteen of those years, I was a CEO, COO, or
chairman. The past seven years, I have been a professor of man-
agement, teaching the corporate turnarounds course at Columbia
Business School. And, for the past three years, I have also served
as director of the W. Edwards Deming Center for Quality
Management at Columbia. One might naturally ask, “What do
turnarounds, trust, and Dr. Deming have in common?” In a word,
everything. A sustainable business turnaround is more than fir-
ing people, divesting companies, or practicing financial engi-
neering. If the recovering company cannot soon stand toe-to-toe
with world-class competitors, its agony will have been all for
naught. Many of its competitors will have been influenced by the
theories of Dr. Deming, who, as most people know, was an archi-
tect of history’s most astonishing economic turnaround—Japan
after World War II and until the late 1980s. Although Japan is hav-
ing serious economic difficulties in the 1990s, few analysts be-
lieve these difficulties are the result of the operating management
methods introduced by Dr. Deming.

As for trust, Kenneth Arrow, the Nobel laureate, has said that it
is the lubricant of society.! In business turnarounds as well as
leading-edge companies, trust is not only the lubricant that helps
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get things done, it is also the glue that holds the organization to-
gether.

Trust might seem to be an unusual organizational attribute. But
it is well known to those who have led successful operational
turnarounds. After the agonizing period of downsizing and di-
vestiture is complete, the turnaround leader quickly assembles a
group of people whom he or she trusts. The leader works with
them to establish appropriate goals, then turns them loose with
no red tape and a minimum of control. Furthermore, the leader
sees to it that an aura of trust radiates from the core group
through the entire organization. The troubled company cannot
afford mistrust. It cannot afford to sap people’s energies by re-
quiring them to constantly outwit a tar pit bureaucracy. It cannot
afford a towering organization structure and stove-pipe func-
tions with the attendant excesses of inspection, supervision,
checks, balances, reports, and controls. If it does not unburden it-
self of this baggage, it will provide full employment for the next
decade’s crop of turnaround specialists.

This warning is not idle speculation. It is the result of my study
of hundreds of businesses, large and small, troubled and
presently untroubled. My conclusions are based on the following
premises:

If the function of business is to profitably design, build, and sell
a product or service, then about half of its activities are unneces-
sary. Put another way: Costs are about double the optimum.
Moreover, wasted activities and unnecessary complexity sap the
creative energy and the motivation of the people doing the work,
a cost that is not measurable. If these premises seem extreme, con-
sider your answers to the following—either for your organization
or for business in general.

1. Are administrative costs increasing faster than revenue
growth?

2. Are selling and marketing costs increasing faster than
revenue growth?

3. Is time-to-market competitive?

4. Are new products or services meeting or exceeding customer
expectations?
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5. Is the entire organization focused on the customer, or is it
generally focused inward on relationships among its own
members?

Current business performance suggests that answers to these
questions would be unsatisfactory. Many business giants are in
decline. Economies of scale and scope seem now to be diseconomies.
Small organizations appear with great promise, soar for a while,
then too many gradually decline or, worse, crash and burn. The
premise holds true even for businesses that have downsized.
If they have not removed unnecessary activities and unleashed
the creative potential of the people who remain, these businesses
find that they must downsize again and again—sometimes into
oblivion.

Nothing is really new here. Disasters like these are reported
daily in the business press. But if the problems are well known,
the real causes apparently are not. Quite often the blame is laid on
external forces: technological, regulatory, or environmental
changes, and competitive activities. These are reasons, not ex-
cuses. External factors apply to everyone. Companies with low
cost structures that retain the ability to move quickly with lead-
ing-edge products and services welcome change in the external
environment. But for companies whose costs are too high and
whose competitive edge is dulled and whose response is slow,
change is frightening; existence for them is difficult, even in a be-
nign environment.

My earlier assertion that 50 percent of our activities are wasted
might be conservative. George Stalk and Tom Hout, the pundits of
time-based management, report: “Most products and many ser-
vices are actually receiving value for only .05 to 5 percent of the
time that they are in the value delivery system of their compa-
nies.”? Mike Hammer, the guru of reengineering, reported his
now-legendary example of the 80 percent reduction in the ac-
counts payable work force at Ford Motor Company.® Tim Fuller,
who studies complexity in business organizations, reported
work-sampling observations of an assembly operation in which
43 percent of the activities were real work. The rest was unneces-
sary complexity.* Tom Peters in Liberation Management reports on
the famed Asea Brown Boveri firm, which believes the headquar-
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ters staff of most activities can be reduced by 90 percent in the
first year. ABB runs a company which in 1991 had $28.9 billion in
revenues, with only three layers of management. Peters reports
similar results in the Titeflex Company.®> My experience as a
work-out consultant at the appliance division of General Electric
confirms these observations. GE is probably the best-led large
company in the world, but its administrative activities, effective
as they are, still are too burdensome.

Many companies address administrative waste by applying
techniques like process mapping, flow charting, town meetings,
and thinking “outside the box.” Others bulldoze waste and com-
plexity out of the enterprise. All these streamlining activities are
necessary and commendable. Some will endure because they are
directly or indirectly addressing causes as well as symptoms. But
others will have their brief moments in the sun, then fade away,
because they have treated symptoms only. Processes that have
been reengineered will be replaced by processes that look like the
ones that have existed before the reengineering consultant ar-
rived. Time and complexity will creep back into those processes
and those systems. Managers and employees will burn out, be-
come disillusioned, or leave the enterprise.

Mistrust is the cause that must be addressed if these process im-
provements are to endure. We do not usually trust the compe-
tence and motives of others. Sometimes we do not trust their in-
tegrity. We do not trust information—especially the financial and
accounting reports. To protect ourselves, we build fortresses: ex-
tra measurements and controls, reviews, meetings, memos, and
documentation. We break jobs into smaller pieces, then we add
layers of supervision. We add inspectors. We tinker with incen-
tive and reward systems. We centralize, then decentralize. We al-
ternate between delegation, abdication, and micromanagement.
When all else fails, we transfer or terminate management and em-
ployees. Defensive measures like these will not support enduring
improvement.

Perhaps analytical business people are reluctant to address
trust and mistrust because these concepts seem too soft. “Give us
something hard and substantive, not something fuzzy like trust.”
Their reluctance is vindicated also by the realization that much
mistrust is well placed. People are often incompetent. Their mo-
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tives often clash with ours and with the firm’s. Sometimes they
lie, cheat, and steal. The financial information they provide is of-
ten late, wrong, or irrelevant.

Reluctance to address trust might be eased, however, if we
were to acknowledge that trust in business is not like Portia’s
mercy, which “droppeth as the gentle rain from heaven.” On the
contrary, in order to trust we must first mistrust. Enduring trust
must be earned—up, down, and across the organization. How it
is earned, preserved, and used to reduce waste and eliminate un-
necessary complexity, how it is used to improve the vitality of the
firm and its products and services, is the subject of our enquiry.

John O. Whitney
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