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Preface

Many companies and industries world-wide are using Lean with dramatic
results. With such outstanding results, Lean is being used across the entire
spectrum, hence the Lean Enterprise. However, one important part has been
left alone, arguably the most important, sales and marketing. Why hasn't
Lean or any other continuous improvement methodology been brought to

sales and marketing?

It has been but just under different terminologies. Companies like Pixar,
IBM, Cisco, and many others have been using iterative and agile marketing
methods. Talking too many of the latest authors on the subject, they discuss
the amazing similarities to the Lean process. These are not similarities; they
are simply a scientific methodology that has been firmly rooted in our
culture since the days of the Greek philosophers. No one calls it Lean, but all

of them are based on a simple process of continuous improvement, PDCA.

Process improvement leaders' views on how to improve the efficiency and
effectiveness of sales and marketing efforts are not found inside this book.
In fact, they are discouraged. Nor is it a discussion on problem solving,
which could be offered as a great companion to this work. Instead, we offer
a missing link: a sales and marketing solution based on the most popular

methodology, Lean.

Using Lean offers many companies an extension of their continuous efforts.
But I forewarn you to not treat sales and marketing as an addition of the
Lean tools used in manufacturing. I even discourage a Lean company to use
Lean in sales and marketing till they have become firmly entrenched in a

Lean culture. In fact, you are better starting with Lean in sales and



marketing without prior Lean experience. It is different but the culture is the

same.

We find that the words in customer value get mixed up. We pay particular
attention that the word customer precedes value. Your organization provides

what the customer believes is the value.

The Lean Engagement Team is designed not to give you a step-by-step

guide for implementation. It is our intent for you to continue to use your
existing practices and improve on them. More importantly, it is for you to
learn how to let your customer guide you through the path of continuous

improvement.

Throughout this book you will find many references to blogs, articles and
books that expand on the subjects we discuss. Thought leaders will make it

sound revolutionary. It is not revolutionary, it is simply PDCA.

You may find yourself at a point in your project when you are
just not sure how to proceed. I would recommend reviewing the reference
material at the end of the book for additional information. Please feel free to

contact me directly at info@business901.com.



mailto:info@business901.com

Acknowledgements

I would like to thank the individuals that have taken the time to participate
in the interviews on Business901 podcasts. They have provided me with an
immense appreciation for continuous improvement and a foundation for
many of my thoughts. I have been very fortunate to interview the foremost
thought leaders, authors, consultants, practitioners and industry leaders in
the fields of Lean, Six Sigma, Theory of Constraints, Lean software
development and personal improvement. Itis my hope that this book

will pass along to you just some of the help that I received.

A special thanks to the Agile and Lean Software groups that have taught me
so much about teamwork in a business setting. My book would be
incomplete without the discussions from Michael Balle, Jim Benson, Tonianne
DeMaria Barry, Geoff Bellman, Peter Dager, Verna Allee, Jack Vinson, Terry
Barnhart, Ed Muzio, Verna Allee, Bill Dettmer and Eli Schragenheim. They

provided me insight on the most important side of business, people.

Joe Dager



Introduction

Sales and marketing can no longer operate in a vacuum. It has become a
process output that intertwines across many of the departments within the
organization. As companies have become flat, their decision making is
increasingly being done by committee. As a supplier, you must mimic your
customer decision-making path and as a result your sales and marketing will
also be done by committee. Our highest priority is to deliver to the customer

content that he deems valuable to his decision-making process.

Lean is the future of marketing and one of the main reasons is the
development of Agile under the Lean umbrella. Using the Agile Manifesto as
a basis for Agile marketing or Lean marketing is a good start. Many of their
terms are described in the original Agile Manifesto. In summary they are

based on these principles:

Individuals and interactions over processes and tools

Content-rich material overelaborate promotion

Customer collaboration over contract negotiation

o Response to changing customer needs over following a plan

I cannot emphasize enough the importance of collaboration and building an
effective sales team. You should go to great lengths to find people who are
interested in working in a “network” type environment in solving problems,

building, and supporting each other.

Will Lean ever work within a company unless sales and marketing are on
board? In fact, why start with production if we want to look from the
customer’s eyes. Would it be more correct if we did Lean in sales and

marketing first?



Why Lean Sales and Marketing

Lean Sales and Marketing is a method to make you more effective than your
competitors. Lean is something that some people want to do, to beat their

competitors. It is not something you have to do.

Lean Sales and Marketing is essentially a knowledge transfer system; it's a

training system on how to define knowledge gaps and close them.

Lean Sales and Marketing takes an entirely different perspective on
knowledge transfer. It is not the perspective of educating the customer; it is
from the perspective of learning from the customer, understanding how your

customer uses and benefits from your product or service.

Lean Sales and Marketing approach is to leave your customer be the
professor, the Sensei, who will take you through a certain number of

exercises (their decision making steps), the customer leads.

Lean Sales and Marketing takes responsibility for demand. They are always
in search for the next hassle map of the customer where tomorrow’s

demand exists.
Lean Sales and Marketing is targeted to certain kinds of organizations who

actually enjoy learning. Who are committed to continuous improvement as

opposed to just doing things and running things as they are.

Lean Sales and Marketing is incredibly powerful.



Setting the Stage

Will Lean ever be sustained unless sales and marketing are on board?
Why start with production if we want to look from the customer’s eyes?
Would it be not be more correct if we did Lean sales and marketing first?
Why can’t we have Quality in Sales and Marketing?

With few exceptions, every time Lean is introduced to sales and marketing,
it was through Value Stream Mapping with the sole purpose of removing

waste in the process.

They were told what that data meant and as a result what they should stop

doing.

This resulted in neither an increase in sales nor an increase in value added

time with the customer.

Salespeople had every right to scream and ignore the conversation. All they

were ever told to do was gather data.



The Path
Continuous Improvement for Sales and Marketing

Will Lean always internalize the customer?

There seems to be an element of distaste between Lean Manufacturing
people and sales and marketing. In fact, the idea of a Lean Enterprise really
doesn’t exist. Why? It's because we have limitations with thinking on the

demand side of the equation.

Sales and Marketing people don’t throw out Lean, PDCA and continuous
improvement. Lean pundits let’s figure out how we have to change the
planning mechanisms of lean to create new rules that then foster new tools
that both the formal Sales and Marketing community and the Lean crowd

can embrace.

Typical Lean thinking can work in a world of excess demand. You can then
try to improve efficiencies. However, most of us live in a world that supply
exceeds demand. It is not about getting rid of waste. We have excess
capacity. Tell me a company that won’t accept more prospects into their
sales funnel or are refusing orders. In sales and marketing you have to drive
revenue and the role of continuous improvement and Lean lies in this area

versus the area of waste.

Many of the past examples of process improvements in sales and marketing
seem archaic and more an extension of a command and control function
than one of empowerment. Just calling something continuous improvement
does not mean that it is. Continuous improvement is not a series of pilot
tests and deployment. Rather it is empowering your workforce to practice it

every day. In modern organizations it is the practice and the power of



continuous improvement that is driving results. Factory workers, Software
Programmers and Health Care professionals, to name just a few are being
empowered as problem solvers and knowledge workers. I would think that
the sales and marketing structure should be leading the way versus being

the laggards.

There is not a more important function in sales and marketing than the
ability to share and create knowledge with your customer. When looking at
examples, I see the key terms optimize, experiments, research versus words
like cooperation, co-create, community and surprisingly “value”. I see that
heads of marketing need to spend time with employees rather that interact

with customers. What’s wrong with spending time directly with customers?

There are companies doing this. A good example is many of the gaming
companies that interact regularly with their players. They are highly
influenced by the top players and not only seek their opinions but join in and
play with them. The players I have discussed this with are amazed at the
access they have to top management. Other examples include SalesForce,
BMW, Lego, Kraft and P & G.

A customer does not realize any value from your product/service till he uses
it. When you view your product/service as an enabler of value creation
versus the center of value than you can see how increasing knowledge flows
between you and your customer is at the center of sales and marketing.
Value is an input to your company not an output. There is only one
person that determines the value of your organization and that is the
customer. I think many continuous improvement methodologies have
hijacked the term customer. It is not an internal person. The customer is the

person that purchases and uses the product.
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In the sales and marketing process we have always stayed away from a
process. Things were just not consistent enough to enable us to install a
process. Very few people take on the challenge of bringing continuous
improvement to sales and marketing and one of the reasons it is so difficult
is that sales always has been about relationships and people. And when you
are a “people person” you blame errors and faults on people not the

processes.

You just don’t consider a process at all. I would argue that you cannot
improve a system without a process and that sales and marketing does
things within the boundaries of a process. When viewing Lean and PDCA as a
knowledge creation vehicle versus a waste reduction tool, Lean becomes

applicable to sales and marketing.

Lean professes to be a continuous improvement methodology based on
value streams and pull. I believe the evolution of these principles are based
on the success that we will have in not whether we incorporate Sales and
Marketing into Lean but incorporating organizations into Sales and Marketing
thru co-working, co-creation (practically on a one on one basis) with our
customers. I think Lean, PDCA and Agile type methods are the best ways of

achieving this.

Of all the different continuous improvement methods that I am aware of, I
favor Lean more than others. Where I see Lean playing a pivotal role is
enhancing or improving the quality experience more so than removing
waste. I have distaste for looking for Muda (waste) and have a tendency to
look at Mura (inconsistency/variation) and Muri (unreasonableness) (see
appendix for more information). In most discussions about implementing
Lean in Sales and Marketing, the first thing that pops up is that Sales
doesn’t like to supply the data that is needed. I think that is one of the

11



major stumbling blocks in developing a lean culture not only in S&M but

through-out the company.

We should applaud Sales and Marketing in most organizations for the fact
that they remained a silo. Expecting your sales people to supply more data
and become a collector of data is one of the most wasteful things that you
can do. Sales efficiency properly defined is the amount of selling time spent
face-to-face with the customer and more precisely the customer decision-
maker. Bottom line, the salespeople who spent more time in front of
customers sell more. So go back to the team concept, the team

should maximize the salespersons face to face time with their
customer. But to apply improvement you need data, right? Look at the

following measurements:

Gross Sales

Gross Revenue

Product Distribution

Average length of sales cycle

Average selling price

Average size of deal

Number sales per month per salesperson

Number of calls needed to close the deal

v O N O U A W

Average gross margin

©

Number of quality sales calls per month

Name me one of these humbers that many of us determine important for
sales that a salesperson needs to generate. These all can be generated from
the team and truth be known most automated from typical accounting data.
When a team has shared responsibility to deliver improvement on these

numbers versus one person, your sales will improve.

12



I also hear quite frequently from Quality experts how Sales and Marketing
can be a resource for them or how they can make Sales and Marketing more
efficient. If you want to Lean your Sales and Marketing, partner with the
S&M Team and increase touch points and face time with the customer and
supply resources better or on demand when a customer/prospect needs
them. Flatten your organization and trust your employees to be real

resources not only for the Sales and Marketing but the customer.

Leveling demand is an act of understanding the marketplace not hitting
numbers. Meeting end of month or quarter sales quotas simply lead to waste
and could be thought of as a workaround. Leveling is important, problems
exists because organizations don’t experience true pull. It is an internal
control point that manages internal operations (Pay attention to the word
customer. The only true Customer is the person that uses the product or
service). Your expectation is that it should manage sales and marketing and
the customers also. That is why you can’t level anything. Customers just
wait till the control point needs to adjust and react accordingly. End of
month, end of quarter, etc. They just play the game by the cards that they

are dealt.

Should Sales and Marketing serve the internal organization and try to

optimize throughput. Is the goal of sales to keep the factory optimized?

I have a problem understanding applying takt time (rate at which customers
are demanding a product) in relation to sales and marketing. Theoretically, it
sounds great but in actuality how does it apply with Takt Time= Net
Available Time per Day / Customer Demand per Day. Who determines the

acceptable and projected Takt Time for sales and marketing? Is customer

13



demand determined by the capacity of the operations? Or is it by market

share?

How can you have takt time without customer demand? Can an internal
measurement be relevant to sales? If it is the measurement that we force
sales to use, it is not a Lean process. We are pushing in lieu of pulling. Pull
comes from the marketplace and is one of the principles of Lean. Holding
sales and marketing to an internal measurement that has little if any
meaning to the marketplace or the customer confuses me. The fundamental
question should be what the marketplace demand is and what our
percentage of that market is. That leads into the questions of retention and
acquisition. Setting targets in those areas would drive the process of sales
and marketing, innovation and hold operations accountable to a realistic

level.

The metrics we have been traditional using are based on an economy with
excess demand. Since we live an economy that has excess supply,
fundamental beliefs must change. Sales and Marketing does need a process
for improvement but it is one that must be created from the marketplace

and I actually believe the principles of Lean are best suited for that journey.

I made a statement once, “it is a disaster to have sales people operating on
their own”. I think sales can be better served by a team effort. The team
could only consist of an inside and outside set of people but to really add
some fuel to the process you need to include people from marketing,
engineering, service and operations. Your teams should be created based on
one and only one thing: The Customer Experience. Think of the customer
experience that you could develop if you had a customer support team
divided up for one state, one product, etc. Utilizing a virtual daily stand-up

meeting everyone would be attuned with what was going on within the state

14



and if a customer called in he could be handled and routed very effectively

and efficiently.

Another important aspect to the team concept is the ability to handle
customer’s request more effectively and efficiently. Having a team concept
the customer can call with an engineering or operation or service request
and talk to a familiar body and someone knowledgeable with their account.
This improved touch point will ultimately be distributed to increased

revenue.

I have always been an advocate of seeking Sales and Marketing’s response
to each of the customer’s decision steps. This simple exercise utilizing a
Journey MAP can get your individual departments on the same page. Create
your own sales team by reviewing who responds to your Customer’s Journey
Map. Start having a few meetings, similar to a daily standup meeting. I
would recommend at first error in having the meeting too often, just cut
them short. In a spirit of true collaboration, don’t automatically exclude your

customer from the team. This concept really could increase face time!

Paraphrasing Six Best Practices outlined in a book by Daniel Stowell, Sales,

Marketing, and Continuous Improvement. The Six Best Practices needed:

Manage for change: Change, whether incremental improvement or radical
restructuring, does not just happen. It requires leadership and management
based on a foundation of a lasting commitment by everyone in the
organization. Of all of the best practices, management commitment stands

alone at the top of the priority list.
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Listen to Customers: Sales and marketing need input from their current
and past customers, prospects, and competitive users on which to have their
continuous improvement activities. To be most effective, they need to use
several complementary listening methods tailored to their specific customer
set. Although listening to customers appears to be easy to do, there are
pitfalls and barriers along the way. However, the input from listening will
provide the requirements and feedback that they need to implement the

other best practices. Without that information, they are just guessing.

Focus on Process: Leading companies have applied all five of these process
improvement techniques to sales and marketing processes. As we have
seen, when process improvement techniques are focused on the most
important processes and used properly, they can make dramatic

improvements in an organizations effectiveness and efficiency.

Use Teams: Teams are not appropriate for everyone or in every situation,
but virtually every organization can benefit from expanding its use of teams.
This is especially true of sales and marketing departments. They can apply
teams in almost every combination of scope, size, mission, authority, and
duration. These teams build on the synergy of the team members, improve
communication and buy-in, increase productivity, raise employee morale,
and provide a forum for personal development. To achieve these benefits
from sales and marketing teams, organizations must be prepared to address
both the critical success factors and the issues unique to teams in sales and
marketing. When they do, they have taken another major step toward an

open organization culture.

Practice an open Organization Culture: To be effective, all the elements

of the open organization culture must be used together. Gathering

16



information by practicing awareness and taking a global view is of no value if
the organization does not share the information or take informed action.
Reserving action for the top of the business does not support fast response
or take advantage of the skills of the people who really get the work done.
Taking action without questioning the organization’s underlying beliefs and
assumptions may lead to repeating mistakes. It is when all the elements of
an open culture work together that an organization becomes more effective
and efficient, whether that organization is an entire company or a sales or

marketing function.

Apply Technology: Of all best practices described in this book, applying
technology is today’s most visible. It has reached this status within the past
five years and it appears that it will continue to revolutionize the way
customers buy and companies sell in the future. That makes it important to
stay aware of changing technology, looking for ways to use it to address
opportunities and resolve problems. It is the companies that find ways to
use technology, frequently ways it was never intended to be used, that will
create and maintain their competitive edge. The others will just be playing

catch-up.

Granted the information in the book is dated but it reinforces the ideas that I
have in bringing continuous improvement to sales and marketing. For
Continuous Improvement to have a chance resides in the power of Deming’s
concept and its simplicity. The concept of feedback in the Scientific Method is
well understood. The tools used in PDCA process are very visual and
deceptively simple to start with (as you understand them, they tend to get
harder). And for the “people person”, Lean is all about people; training,

empowering and respecting.

17



Positioning your organization

to learn from your customers

The further we are from our customers’ knowledge base the more effort has
to be made to create a larger and larger supply of prospects. The ability to
share and create knowledge with your customer is the strongest
marketing tool possible. Successful Sales and Marketing are no
longer trying to get their message out but developing strategies to
get the message in.

You hear a lot of talk about touch points and increased efforts within an
organization to create them. McKinsey goes so far and states that We all
need to become Marketers. Taking this information and spreading it within
your organization will make it easier for customers to go deeper into your
organization for knowledge sharing. As a result, it will provide a flood of new
ideas for innovation and co-creation opportunities. But even more
importantly it secures a vendor-customer relationship or partnership that is

difficult for others to replicate.

This cannot be done unless we take on the role of pupil. Before you begin
teaching the customer what they need to know, start thinking of this process
a little differently. Think of it as you being the pupil rather than the teacher.
Think about you having that “aha” moment or that moment when you “get

it” versus when your customer gets it.

Participate in communities and discussions that highlight your knowledge,
developing an ever expanding network of touch points that allow prospects
to self-serve information and to locate you. Think of ways for trials or
templates of your organizations best practices to be used that will allow

prospects to move into a more collaborative arrangement. As this happens,

18



greater human interaction occurs but typically as a result of the customer

qualifying themselves.

If you view your sales and marketing from this position it will create vast
opportunities not only in sales but throughout the rest of the organization..
There is not a stronger differentiator for your company to acquire. A Lean
Marketing measurement is how deep and widespread can a customer

penetrate your organization.
Why is sales and marketing the last to adapt to Lean thinking?

Sales and Marketing understands that push marketing does not work and
have stopped sending out promotional mailings, feature driven ads and of
course they never encourage cold-calling! Or have they? Most ideas for good
marketing are investing more money to get someone into their funnel, not to

make that time in the funnel a memorable experience.

It is no longer a market that has excess demand. Our product/service cannot
be at the centrality of our sales and marketing process. With lessons learned

from SD-Logic (The Service-Dominant Logic of Marketing by Stephen Vargo

and Robert Lusch) concepts the centrality of our sales and marketing must

be the value that is created in the use of our product or service.

Can we reduce the uncertainty in response levels required and sort the
important responses needed. If this can be done we may be on a path that

efficiencies and increased effectiveness is possible in sales and marketing.

Many times in my discussions of mirroring the customer buying process and
building the appropriate value stream and response, we have a tendency to
consider a one to one marketing approach. We forget to view the enterprise
foundational need for marketing to our core customer base. There is so

much talk about innovation and early adaptors and they certainly have a role
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in your marketing structure. However, the core customer group of an
established customer is that 68% majority found in the middle of the

diffusion curve.

Companies that keep venturing to the extremities of the curve still compete
on price and availability. The organizations that align themselves with similar
cultures to themselves create an opportunity to establish a structure that is
can be identified through profiling the customer by knowledge gaps.
Surprisingly when we go to scale, these factors are seldom different.
Establishing your presence through increase knowledge transfer will allow
you to dig deeper within the structure of any company. It may take you
longer to dig the hole but every shovelful will make it that much more for

your competition to overcome.

Effective knowledge transfer seldom occurs without effective collaboration
and in today’s world having the right tools in place plays a vital role. Dr.

Graham Hill addressed this issue in a blog post, CIO view: Ten principles for

effective collaboration where he said:

“Companies should start to develop their collaboration capabilities before
purchasing collaboration technology. This will ensure that the technology
really fits the style of collaboration that has already been developed. The
pace of business is getting faster and faster. Today’s competitors may not
even have existed a few years ago. Improving effective collaboration is one
of the few insurance policies that companies have in these hyper-competitive

times.”
Can the customer be front stage in your organization?

There has been a fair amount written about designing a customer experience

and more specifically how the interpretation of theater can help. The most
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ready reference on the subject is Interactive Services Marketing by Ray Fisk,

Steve Grove and Joby John. Service Theater is based on the metaphor of

services as theater, which they have been writing about since 1983.

From their website: "By Service Theater we mean that services involve the

same theatrical elements as a stage production: actors, audience, setting,

frontstage, backstage, and a performance:

o The actors (service workers) are those who work together to
create the service for the audience (customers).

e The setting (service environment) is where the action or service
performance unfolds.

« The front stage actions that service actors perform for the
customers usually rely on significant support from the
backstage, away from the audience’s inspection, where much of
the planning and execution of the service experience occurs.

o The performance is the dynamic result of the interaction of the

actors, audience, and setting.”

But seldom do we look at the customer experience through the entire supply
chain. We view it as a "marketing” thing. However, designing a customer
experience seldom works unless your organization is actually living it.
Examples are Zingerman’s Deli, Starbucks, Ritz-Carlton, Ed Debevics, and

Zappos.

In the Lean Engagement Team metaphorically speaking the actors are your
sales team or the Front-stage crew. Back-stage is your support cast; Value
Stream Manager, Team Coordinator and Marketing Communication. The
traditional stage of course, is the platform that your customer sees to

include website, signage and such.
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In SD-Logic (The Service-Dominant Logic of Marketing by Stephen Vargo

and Robert Lusch) the premise is that products and services only create the

opportunity to provide value. Value is created only when the customer uses
the product or service. So the front-stage is your customer using your

product.

Viewing the Front-stage in this sense, you put a greater premium on value in
use! It re-defines your sales and marketing efforts and the rest of your
supply chain on supporting the customers in their process of creating value.
The stage must provide a platform for customer engagement that will
increase a network of relationships between organizations. Can actors and
the audience be entwined this way? Is that the experience that Starbucks
creates? Or maybe a better example is Personalize M&M’'S® with your words

and faces?

Profiling the customer by knowledge gaps

I think it may be interesting to group customers not by traditional segments
but by the level of knowledge that we have of each other (customer and
supplier). If we were to view the

stages such as described in the

Kaizen & leaming

blog post, The 7 step Lean

Joint improvment

Process of Marketing to Toyota,

Information sharing

we WOUId see a natural Compatible capabilities POCA

|
Control systems POCA
Interlocking structures

PDCA
Mutual Understanding O

progression through the stages of
the supplier — customer

engagement. This serves as a PDCA
gOOd outline for the knOW|edge Toyota Buyer Process Lean Marketing

that we gain in participation with

our customer.
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This type of segmentation leads to better results than a traditional buying
cycle. It may seem that many of us are already doing this. If your product
groups are actually defined by customer markets and your customer defined
by the knowledge gap as distinguished by a method such as the Toyota
supplier relationship hierarchy you are halfway there. The first question after
that, you must ask yourself when looking at the levels within those cycles is
the amount of people or organizations that your company can maintained in
that particular cycle. At what amount does it become it an asset or a
liability? It is very similar to carry the right inventory. Too little and you miss
orders and too much you have resources tied up. Your buffer zone or Work

in process (WIP) between these two points is an asset.

This is where we can take many of the Lean Marketing principles and scale
them to a larger organization. We are not going to be able to take each
individual customer and mirror their decision making paths, it would simply
be overwhelming. Instead, we must review the first step and position our
organization to learn from our customers and determine where we have the
most customer knowledge or as I like to term it where we have the ability to
play in our customers’ playground. Defining this market area allows us to

market much more effectively and systematically.

We typically group customers through buying channels, but why? What
about grouping them through the knowledge hierarchy? Further defining
them in the individual cycles that make up the knowledge hierarchy? The

reasons are:

The level of support is readily defined within these cycles.
Variability is definable by rate of touch points.

Lead Time is a function of their decision making process..

i

Minimum order quantities would relate to size of company.
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An example for this reasoning can be

Kaizen & :ﬁgf:':d SEREES found again in the 7 Step Toyota
learning 3
* Cost Reduction Suppler model. The 3™ |evel, Control
systems in the hierarchy can be used as
Joint Pl y .
4 « Supplier Develop. an example. Striving to improve the
improvement « Study Groups
measurement systems, feedback, target
el «Data Collaction pricing areas and cost management
« Common language
sharing B structure between vendor and customer

Compatible
capabilities

«Eng. Excellence
« Open Excellence
«Problem-Solving

are very tangible and smart goals with
defined outcomes. It is not a task that is
easy but it is readily definable and as a

result a method that continuous

«Measurements Syst.
Control «Feedback improvement can be applied.
systems «Target Pricing
« Cost Management
The questions really is can a customer
« Alliance Structure . ) ) .
Interlocking « Interdependent profile be readily applied that is not so
structures Processes ) o
«Parallel Sourcing general in nature that everyone fit sit or
Trust so singular in nature that each company
Mutual «Mutual Prosperity - : .
Undrstndng efiaspact for cach has a separate profile. If we view just
«Gench genbutsu

that cycle we can identify the support

required, the customer decision process for each task and the size of the

company we are working with.

What may be needed is to define the variability of these individual
companies? Profiling them based on variability or high, medium and low
touch companies creates an opportunity to judge the level of support and
frequency required. Your higher touch companies will more than likely have
a shorter sales cycle. This may be accomplished by condensing the decision
making process or eliminating several steps. Going back to the Toyota

example, a high touch company may disregard vendor measurement
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systems and require little feedback. They may be only interesting in target
pricing. If you claim that a customer wants to be high touch but have the
entire spectrum of services, you will probably find out that may not be a

customer you would want anyway.

It is somewhat beyond this book to demonstrate calculating the buffer levels
but sizing of the buffer levels for each individual component and cycle is
possible. The advantage in doing this is that you start managing sales and
marketing by demand. You “sense and adapt” to market changes and
penetration levels. It is a continuous deployment of a SWOT analysis on a

micro and macro level.

Profiling customers based on this these types of components would allow for
a support structure to be developed and ultimately buffer levels developed.
If a buffer level is developed, you start managing resources and adjusting
capacity much earlier in the sales and marketing cycle. This will result in
better use of capital, people and a saving in time for your customers where

it is needed most.

How outdated is your sales channel structures? Are you segmenting by
products or geographically? Or Direct Sales and Distribution? Or even Online
and Offline? Once someone is in the sales funnel are they classified be level
of interest such as A,B,C? Or level of opportunity? Maybe you consider past,
present or new? Or in new marketing circles we are discussing early
adaptors, earl majority, etc.? Or the buzz words like Influencers and

Enablers? How do you decide? Or for that matter, do any of them work?

The three will-known rules of forecasting have always limited the sales and

marketing world:

1. Forecasts are always in error.
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2. The more detailed a forecast, the more error will be realized.
3. The further into the future the forecast goes, the more error will be

realized.

Most experienced sales and marketing are aware of these shortcomings and
the wide array of sales and marketing processes. Most believe that it still

comes down to beating the pavement. Can that be changed?

Variation is seldom understood within a company let alone in Sales and
Marketing. This is an area that “efficiency” experts can help in the Sales and
Marketing field. Manipulating and simplifying the data that they already have
to help S & M respond to better qualified leads and understanding the

customer desires is where they should be spending their time.

First, you must answer: How do you manage variability and volatility in
today’s market? Experts in variability and volatility tend to be more
enterprise focused and less event specific. Variability must be considered in
relation to its impact across a holistic system. All variation does not have the
same impact. Reducing variability does not necessarily improve the overall
process. There are places where it must be protected against in order to

keep the system stable and effective.”

Can we protect key portions of our sales channels? Can we reduce variability

and volatility in sales and marketing?
Think Self-organized Teams
In Supply Chain Management they discuss three types of adjustments:

1. Recalculation: These are typical automated adjustments based on

usage or occurrence.
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2. Planned: Based on seasonal/historic fluctuations or strategic such as
new product introductions.

3. Manual. Occur when dramatic changes occur such as environmental or
new regulations may be imposed that no amount of planning could

overcome.

This also holds true when you think about sales and marketing. These
adjustments are necessity in matching your Work in Process (WIP) or
customers/prospects to the internal resources needed to support them. Most
specifically you have to have the flexibility in your teams to support these
adjustments. When you can't deliver on the resources required it is not
different than not being able to get a part out the door. Rush orders disrupt
production flow. High variability disrupts sales flow. So how do you adjust

for this flow, dynamically?

The first thing we need to do is really define self-organizing. Self-Organizing
does not mean you walk down the hallway and grab people as you need

them but rather this description from Jeff Sutherland where he quotes:

“Takeuchi and Nonaka clearly explain the fundamental concepts so often
missed by management and teams new to Scrum. The discussion of self-

organizing teams is a good example:

A new product development team, consisting of members with diverse
backgrounds and temperaments is hand-picked by top management and is
given a free hand to create something new. Given unconditional backing
from the top, the team begins to operate like a corporate entrepreneur and

engage in strategic initiatives that go beyond the current corporate domain.

Within the context of evolutionary theory, such a group is said to possess a

self-reproductive capability. Several evolutionary theorists use the word
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“self-organization” to refer to a group capable of creating its own dynamic

orderliness.

The creation and, more importantly, the propagation of this kind of self-
organizing product development team within Japanese companies represents
a rare opportunity for the organization at large to break away from the built-
in rigidity and hierarchy of day-to-day operations. It is quite difficult for a
highly structured and seniority-based organization to mobilize itself for
change, especially under non-crisis conditions. The effort collapses
somewhere in the hierarchy. A new product development team is better
suited to serve as a mote for corporate change because of its visibility
(“we've been hand-picked”), its legitimate power (“we have the
unconditional support from the top to create something new”), and its sense

of mission (“we’re working to solve a crisis situation”).”

So in the sales and marketing sense, to create a buffer, you must empower
the team concept. There is high resistance due to traditional policies and
compensation structure, especially of your star sales performers. But as
Kiichiro Toyoda said, “Each person thoroughly fulfilling their duties generates
great power that gathered together in a chain, creates a ring of power.” Can

you afford not too?

Collaboration to Co-creation
Collaboration is critical to the process of generating ideas and problems in
any organization. When you review the principles of Kaizen and Agile, your

ability to succeed really comes down to how good a team you put together.

The goal of co-creation is to allow customers to specify exactly what they
want while engaging them an interactive building experience. An example
of this type of structure can be found at LEGO. LEGO has used open
innovation and co-creation as part of the development of LEGO
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Mindstorms, LEGO Design by Me and LEGO Universe.

Customer co-creation is the epiphany of early market feedback. The Agile
movement and other parts of the software community have been introducing
the customer early in the development process for many years. Co-creation
seems to be a natural extension of this process. One of the leading
authorities in the Lean product development field, Don Reinertsen of
Reinertsen Associates, talks about including the customer early in your
development process, but he warned not to stop at understanding what the
customer wants but rather understanding why they want things. He went on
to say that the real advantage of a customer-driven process is that it will
seldom lead to a product that no one will buy. A specification-driven process

can easily produce a product that nobody wants.

Collaboration starts in one place in a sales and marketing environment and
that is in the customers’ playground. If you want to be visible, if you want
the opportunity for collaboration, you literally need to play with the
customer. Even more precisely, it should be synonymous to your prime
target market. This allows you to see the market swings at the same time
your customer does. For example, if your customer has a downturn in
business you will sense that immediately versus seeing months later. Your
market upswings will also be maximized for basically the same purpose.
Theoretically it sounds great but is it that easy? Again, the customer-vendor
relationship and the degree of trust in one another are imperative. It is not

simply something that just happens it must be orchestrated.

Not everyone wants to be your partner. As a result, other segments may
produce wider swings in variability and may require different lead times or
even more frequent contact (touches) than even your prime customers. It

based on what your customer needs are and the resources you are willing to
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dedicate to the segment. This is not an arbitrary thing; it is a well-conceived

execution of the plan developed.

When we talk about visibility and collaborative execution, it is not just an
external requirement. It is an internal one as well. You must have
transparency, open collaboration and no hidden agenda that will compromise

your organizational efforts and especially your sales team.

In the sales and marketing arena the ability to execute is dependent on two
major themes; clarity and autonomy. On both macro and micro level clarity
has to be well established to enable a team to work autonomously. When
considering a particular customer segment at the macro-level a well-defined
value proposition with revenue goals must be established. At that level, I

use the Business Model Generation template to provide the clarity for a

particular customer segment.

Within that customer segment, the micro-level will be dealing with the
individual cycle that is facilitated the increase of knowledge for the customer
decision making process. This individual cycle is where the sales team needs
to have total autonomy to make execution happen. They are on the street
with the customer and should contain the expertise and authority to
complete the mission. Many would compare them to a Swat Team or even a
Navy Seal Team. That being said the teams may require extensive training

in these specialized areas to assist in the customer decision making process.

The new set of rules computational power have given us metric after metric
to analyze, distribute and even sense the marketplace. What we have not
done very well is understand how to use them in a productive manner. How
do you create a plan around empowerment of teams at the execution level?
It seems on one hand that we have metrics but on the other we empower

teams to do whatever they want.
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In traditional planning, we do little except set targets for where we want to
go and then create the plans around them. We may go ask sales and even
customers some projections but the planning exercise typically turns into
something like we want to increase revenue by 10% and how are we going
to do that. In addition most sales cycle’s evaluations are built around either
how quickly we can accelerate the process through the funnel or how we can

increase prospects by stuffing more into it.

We could start with a more definable solution based on our knowledge gaps
and the high, medium, low touch points that a customer requires in our
prime markets. Planning then takes on real meaning as no longer are we
taking an arbitrary set of numbers but instead real action on how we can

improve in our buyer relationships.

Our planning though must be customer centric versus prospect based. Your
core customer may need high or low touches and you may not have a
relationship where you are striving for anything except best price. It is
where you are, not where you want to be. But what you have just done is
defined a performance gap in sales and marketing performance that you can
develop a plan around. As you review it, you will look to other similar and
dissimilar customers to combine or create their own lanes and supporting

processes.

Our data selection should be defined in a micro and macro level. I would
encourage that the micro level data be set up to rather autonomous, simple
and very easily understood by the team. However, the most important data
would be contained in the visual task or Kanban board. At the macro level
this information can be mollified and monitored but it takes a strict discipline
to allow the team to continue to work autonomously. Should that
information be shared outside of scheduled meetings? I would if it is tactical
in nature but only through the team coordinator. Adding data to the routine
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either at the micro or macro level should be decided upon at the monthly
strategic session and that discussion should be centered around what we are
not using as much as what we want to add. The addition of more metrics or
data collection should always be subordinated to whether it increases your

organizations ability to share and create knowledge with your customer.
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Only the Customer Determine Value

Your product or service has little value in it. You cannot build value or even
create it through clever marketing. Value is only created when a customer

puts it into use. This is Service Dominant Logic Thinking (Vargo and Lusch

(2006).

If you take this approach and view your product or service as enabler of
customer value a different world opens up for you. Companies like John
Deere, P & G, Crayola and Mar's M & M’s have re-invented themselves by
understanding value in use. Each of these companies has taken it a step

further and included their customers in the co-creation of products.

We're all marketers now in the McKinsey Quarterly discusses how engaging
customers today requires commitment from the entire company and a
redefined marketing organization. They say marketers have been adjusting
to this new era of engagement through increased Web expertise and have
simply found that to be not enough. In a quick summary of the article, they
believe the marketing organization will have to change and coordinate

deeper activities based on these four critical activities:

Distribute more activities
More council and partnerships

Elevate the role of customer insights

e

More data rich and analytically intense
They sum it up by saying:

“The major barrier to engagement is organizational rather than conceptual:
given the growing number of touch points where customers now interact

with companies, marketing often can’t do what’s needed all on its own.
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CMOs and their C-suite colleagues must collaborate intensively to adapt their
organizations to the way customers now behave and, in the process,
redefine the traditional marketing organization. If companies don’t make the
transition, they run the risk of being overtaken by competitors that have

mastered the new era of engagement.”

This article mimics many of my reasons for saying, "Why Lean Marketing is
the Future of Marketing.” McKinsey may create a different template for the
future but why re-invent the wheel? Lean is here with an established method
that has proven successfully in many companies and industries to include
both service and manufacturing. In fact, McKinsey even draws the
similarities to the early stages of the quality movement. Let me elaborate on

how Lean applies to their four points:

Distribute more activities: One of the foundational principles of Lean
Sales and Marketing is the establishment of a team structure with self-
organizing teams in response to the touch points of the customer. No longer
are we building internal structure for marketing activities, rather our
structure is created through the needs of the customer. We develop a SALES
PDCA cycle that continuously adapts to the changing customer need. The
Lean Sales and Marketing team resembles a support staff that sole purpose

is to facilitate the customer journey through their decision making process.

More council and partnerships: Managing the Value Stream is a key
component of these needed partnerships. The roles of the Value Stream
Manger and Team Coordinator manage the activity of the outside influencers
(council and partnerships) required by the customer via the Lean Sales and
Marketing team. The Team coordinator will also organize the necessary

support from the internal marketing communication staff.
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Elevate the role of customer insights: The Value Stream Manager
provides the oversight at a high level monitoring profitability, changing value
propositions and the needs of the identified customer/market. The VSM will
set direction and clarity for the Lean Sales and Marketing Team enabling

them to act autonomously in the spirit of PDCA.

More data rich and analytically intense: When you think of analytics and
data in an organization you first think of the quality department. In the new
marketing era driven by more data than we could ever imagine, the question
is not acquiring data. It is what data to look at and how to interpret that.
Through the use of many of quality control tools integrated within Lean, this

data can be managed, interpreted and implemented.

Lean Sales and Marketing is built upon the philosophy that there has been a
subtle shift to knowledge as the way to engage, develop and retain your
customer base. These teams must act as a vehicle to cultivate ideas not only
within their four walls but more importantly from their customers and
markets. The only competitive advantage that you have is the ability to learn
more efficiently and more effectively from your customers then your

competition.

“The fundamental idea of iteration (PDCA) is learning. To eschew PDCA is
not only arrogant; it is inefficient & often ineffective,” says Shoji Shiba

author of Four Practical Revolutions in Management : Systems for Creating

Unigue Organizational Capability.

When you discuss Lean Sales and Marketing, PDCA Cycles and how
Continuous Improvement can be used; people jump to a couple of basic
conclusions. When you throw in additional words like quality, effectiveness
and efficiencies they dig deeper and more often than not forget to take a

ladder with them. Many of my writings even follow this path because it is
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just so intuitive to attack continuous improvement efforts from this view.

The typical conclusions are:

1. Lean Sales and Marketing will increase our effectiveness and efficiencies
on a project by project basis. We will better utilize people, processes,

practices and products to do this.

2. Lean Sales and Marketing will increase flow through our sales and

marketing cycles, the marketing funnel metaphor.

There is nothing wrong with improving your sales and marketing through
these two methods. I encourage this and both of these concepts are very

dominate in previous books, Marketing with A3 and the Lean Marketing

House. But there may be a better path and you may be better served by

taking a step back and looking into the hole versus jumping in it.

For starters, the funnel metaphor is broken. People no longer are making
buying decisions in a linear fashion, going from awareness to familiarity to
consideration, evaluation, and purchase or perhaps they never did. Second,
people are now turning to their peers, friends, and other users of a particular
product for advice instead of to the company. Third, the potential number of
choices that prospects can have in their product consideration set is much
larger than it has ever been before, and the information sources through
which those products can become part of buyers’ consideration sets has

grown exponentially as well.
But this is where I think people stray, when I say,

Quit looking at trying to fill you funnel with “qualified” prospects. Instead
participate in communities and discussions that highlight your knowledge,
developing an ever-expanding network of touch points that allow prospects

to self-serve information and to locate you. Think of ways for trials or
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templates of your organization’s best practices to be used that will allow
prospects to move into a more collaborative arrangement. As this happens,
greater human interaction occurs but typically as a result of the customers

qualifying themselves.

Sounds like your typically social media mumble jumble but most including
myself seldom see or appreciate that view when you are down fighting in the
trenches. Try to take a step back and look at the cycle or iteration from
more of a big picture viewpoint. This is where the joint meeting between the
Value Stream Manager, Team Coordinator and Team Leader can be so

critical.

A sales and marketing cycle consist of numerous decision making steps of a
customer. The customer (prospect) may be in the awareness (pull), buy or
upsell stage of the process. What we attempt to do is move them “through
the stage” as in the marketing funnel metaphor versus leaving them
experience that individual stage. For example: most of time, no matter what
stage a prospect enters, they enter it through a data collection or
information seeking process step. The Lean Sales and Marketing process
moves the customer not through a pre-determined sequence of events but

instead through a hierarchy or increasing knowledge from data to wisdom.

The flow through each stage is not time based. It is not an iterative cycle
such as scrum cycle of two to four weeks. That seldom works; the customer
is in control. Instead, I prefer to use more of a Kanban type structure.
Taking each stage of the Data through Wisdom hierarchy creating the
columns and queues and visualize the work flow that way. Limiting the work
in process for teams is essential since a higher degree of interaction and
many times expertise happens as we go through the progression of the
Kanban. Visualizing the cycle in this way allows you to look at how you can
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“improve the knowledge of the customer” during the cycle or from one stage
to the next. Think about:

1. How are you going to take that data and translate it into information
and later knowledge?

2. How are you going to go from the What and When and move the
conversation to the How and Why?

3. How are you transferring efficiency conversations to effectiveness

conversations?

This viewpoint develops a better understanding of the customer needs and

the required responses that are needed.

Theory of Constraint flow concepts can be readily applied in the

progression. Many people when finding a constraint assign more resources.
In the TOC world, we know that adding another “Herbie” (resource) is
sometimes impractical. Just as hiring another superstar salesperson seldom
is the answer. In lieu of trying to increase the rapid flow of customers
through the cycle, view the constraint as a poor transfer of knowledge. Don't
try to attack the problem from your point of view. This is where the concepts
of design thinking and prototyping become useful. Use these tools to
uncover what knowledge the customer/prospect is missing in their decision
process. What will allow them to make their decision easier? Or, it may not
even be a decision? It may be an idea of that needs to mature and they are
just trying to put pieces together. As you do this, more of these concepts
that seem strange to you start to shape. Collaboration and Co-creation cease

to be words that you read about in blogs. They start becoming reality.

There is a changing emphasis on customer interaction and the importance of

embracing uncertainty in your organization. In an interview in the MIT Sloan
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Management Review with Michael Schrage on Value-Creation, Experiments
and Why IT does Matter, he stated:

“The cost of experimentation is now the same or less than the cost of
analysis. You can get more value for time, more value for dollar, more value
for Euro, by doing a quick experiment than from doing a sophisticated
analysis. In fact, your quick experiment can make your sophisticated

analysis better.”

Later in the interview, in answer to the question, "Can you summarize the
three things you think companies need to get good at?” Michael

Schrage also stated:

The most important thing I would urge companies to do would be to
experiment, by crafting good business hypotheses. I can now look
executives in the eye and say, "The cost of experimentation is now the same
or less than the cost of analysis. You can get more value for time, more
value for dollar, more value for euro, by doing a quick experiment than from
doing a sophisticated analysis. In fact, your quick experiment can make your

sophisticated analysis better.

The second is to promote greater collaboration, interaction, and diversity—

not politically-correct diversity, but diversity of skills and points of view.

And the third is to think more clearly about innovation. It's no longer about
creating new features and functionality. We have to move away from the
notion of innovation being about greater creation of choice. Instead, it’s

about greater value from use.”

To paraphrase from an outstanding book, Everything Is Obvious: Once You

Know the Answer:
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Most of us (marketers) have more data than we know what to do with. The
real problem that exists is what we are doing causing increased sales or

what we are measuring is the correlation between the two.

Differentiation between correlation and causation can be extremely difficult.
The authors recommend running an experiment. Without an experiment
they conclude that it's actually close to impossible to ascertain cause and

effect, and as a result measure real return.

They view experiments not as a one-time exercise that either yields the
answer or doesn’t, but rather as part of an ongoing learning process that is

built into the process.

Iterative Cycles seems to be the buzz word these days: Just look at the new

books:

The Lean Startup: How Today’s Entrepreneurs Use Continuous

Innovation to Create Radically Successful Businesses

o Little Bets: How Breakthrough Ideas Emerge from Small Discoveries

e Business Model Generation: A Handbook for Visionaries, Game

Changers, and Challengers

e Gamestorming: A Playbook for Innovators, Rulebreakers, and

Changemakers

e This is Service Design Thinking: Basics — Tools — Cases

e Adapt: Why Success Always Starts with Failure

e The Toyota Way to Continuous Improvement: Linking Strategy and

Operational Excellence to Achieve Superior Performance

e Open Services Innovation: Rethinking Your Business to Grow and

Compete in a New Era
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All of them focusing on iterations but they are fundamentally just PDCA
(Plan-Do-Check-Act). Test a hypothesis, improve on it and test it again.
Marketing is about moving along the cycles of EDCA = Explore, PDCA =
Plan, and SDCA = Standardize. Sometimes you may not uneven use a full
cycle but rather use more of a game environment half-cycle version of
Inspect and Adapt (IA). These iterative processes are simply responding to

the ever increasing world of uncertainty that we live in.

Iterative cycles are best handled through team interactions. Decisions made
in isolation seldom have a chance of success. And isolation means your
organization, not an individual. You have to gather outside influencers from
the markets you serve. To do this, the team must be empowered and
schooled with the new toolset. You can find these new sets of tools by
researching subjects like: Design Thinking, Cynefin, Value Networks, Open
Innovation, Co-creation, Lean Startup, Service-Dominant Logic, Q-Storming,

Game Storming, and Kanban.

The tools used in sales and marketing are certainly changing. Gone are the
days of being trained in cold-calling and the art of closing and in are the
days of iteration, open innovation, co-creation and collaboration. Funny, I

did not even mention social media?

When we think about co-creation, we have a tendency to think only in the
terms of innovation. Most of us are not ready for that step. In fact, it is a
rather large one. However, Janet R. McColl-Kennedy Professor of Marketing
UQ Business School, University of Queensland, Australia recently published a

paper where she discussed the 7Cs of Co-Creation:

1. Co-operate (compliance)
2. Collate (sorting, assorting, synthesizing)

3. Combine complementary skills, knowledge, expertise
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Connect eg with family, friends, service providers, support groups
Co-learning

Co-produce (self-service, co-design, new service development)

N oo 0 A

Cerebral activities (eg positive thinking, reframing, emotional

regulation)

These are not earth shattering revelations. However, they allow you to start
working with customers in the co-creation space. Something that is earth-
shattering. You could use a simple checklist designed around these 7 Cs that
would enable you to review sales and marketing material or presentations. If

you start asking questions like:

Does this comply 100% with what the customer requested?

o Can we sort our information to make it more meaningful?

« Can we group our material differently for the different customer
departments?

« What complementary skill does the customer have that will facilitate
the problem solving?

« Who do we need to connect with internally or externally (downstream
or upstream)?

« What can we learn together that will assist to move forward?

« What changes may be required to our product/service that provides
better use?

o Is the customer using our product/service differently than intended?

o Does the customer modify our product/service?

 How could we reframe our proposal/offer to allow our customer to

change it?

Changing our mental model and making that leap to co-creation is mind
boggling for most. Starting simply by asking the right questions around
existing procedures and content, the perspective begins to change.
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PDCA from the Outside-In

What do you find when looking from the outside in? Who are those people
outside of your four walls? Customers! So how do you include customers in
your Lean Sales and Marketing Cycles? By my definition: Lean Sales and

Marketing Cycle mirrors your customer decision making process.

When you are involved in a customer/prospect (I will use customer but

depending on the cycle it could be only a prospect) decision making cycle
there are certain stages that they go through. Your response is multiple
PDCA cycles that mirror their decision making process but there is a little

more to it than your standard Plan-Do-Check-Act.

The biggest change that occurs is your thinking process has to change. You
must think from the outside-in. Seldom does a customer enter into a new
decision making stage except at the beginning seeking new information or
building on information that they have. If a customer or for that matter your
company is not ready for the next level it is soon discovered or as this cycle
demonstrates through “reality testing”. An example may be through the use
of checklist or the customer has requested certain information or called the
next meeting with certain decision makers in attendance. Your company also
has to be on the same page as the customer. It is important that during this
reality check that there is total agreement/clarity on this decision making

step between both parties.

The purpose of moving from one stage to the next is to acquire that next
level experience. You have to first seek information and test the waters.
Than leave the customer experience your product or service to enable them
to move forward in their decision making process. After that, fully expect to
meet some sort of resistance which we all do. In typical sales training you

would at this time be taught how to ask certain types of questions to
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minimize the risk or to deflect the objections. However, in Lean Sales and
Marketing this resistance is met with opportunity to create dialogue. Don't
try to analyze, judge or argue instead take a Design Thinking approach and

think about what can be which involves constructive and creative thinking.

This moves into the next stage of compromise which is not about each side
giving something up. If you have created a true exchange of dialogue, you
have built something better at this point and time. Compromise in this sense
is @ matter of co-creation, satisfying both parties’ needs. As we finalize our
cycle we simply document what we have learned and integrate it as part of
our process. If we cannot use this this knowledge in practice, by definition
we simply have increased our information base. It is not knowledge if we
cannot use it. As with any PDCA cycle, if we did not achieve the results that
we need we simply go through the loop again based on the information on
hand. If we believe we have achieved the desired knowledge we enter the

next stage of Lean Sales and Marketing cycle.

Spend time understanding the Service Design concept. The history according
to Wikipedia:

“The earliest contributions on service design (Shostack 1982; Shostack
1984), the activity of designing service was considered as part of the domain
of marketing and management disciplines. This design process, according to
Shostack, can be documented and codified using a “service blueprint” to
map the sequence of events in a service and its essential functions in an

objective and explicit manner.

In 1991, service design was first introduced as a design discipline by Prof.
Dr. Michael Erlhoff at Kéln International School of Design (KISD), and Prof.
Birgit Mager has played an integral role for developing the study of service

design at KISD in later days. In 2010, 23 service design professionals
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published the first comprehensive textbook This is Service Design Thinking:

Basics — Tools — Cases , edited by Marc Stickdorn and Jakob Schneider.”

Wikpedia goes on the give a brief description of Service Design:

“Together with the most traditional methods used for product design, service
design requires methods and tools to control new elements of the design
process, such as the time and the interaction between actors. An overview of
the methodologies for designing services is proposed by (Morelli 2006), who

proposes three main directions:

1. Identification of the actors involved in the definition of the
service, using appropriate analytical tools

2. Definition of possible service scenarios, verifying use cases,
sequences of actions and actors’ role, in order to define the
requirements for the service and its logical and organizational
structure

3. Representation of the service, using techniques that illustrate all
the components of the service, including physical elements,

interactions, logical links and temporal sequences.”

Where Service Design has made an impact in my thinking is its obvious
connection to two areas. One in the ability to involve customers through co-

creation or open innovation and the other as it relates to The Experience

Economy popularized by the book of that name by Pine and Gilmore.

In the 90’s business processes was all the buzz and Lean and Six Sigma led
the way. They have continued gaining popularity but may soon lose out to

the methodologies of Service Design and Design Thinking.

Why? Lean and Six Sigma cannot move away from that supply chain

mentality. They are continuously bogged down in the internal world of
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product delivery. They continue to think the more efficient you become the
better company you become. They relate everything to customer value but

seldom is that referenced to an external customer.

What's different about Service Design? In the Service Design context they
put the customer experience at the center of the organization. Many product
companies have been using this concept with Apple being the shining

example. Design is the differentiating factor.

When viewing the customer experience perspective from The Service-

Dominant Logic of Marketing framework that states, value is not created till

your product/service is put into use creates a different spin. It obsoletes the
supply chain and operational excellence as the primary reason your product
is purchased. Many efficiency experts are simply at a loss to explain this and

struggle to comprehend this concept.

I am not saying improvement of a process is not a good thing. But to do it
without improving the customer experience will provide little value and may

even prove to be “invaluable”.

In The Service-Dominant Logic of Marketing edited by Robert Lusch and

Stephen Vargo they present the case to use SD-Logic as a foundation versus
a total integrative marketing method. I believe that Lean viewed through the
lens of PDCA as a knowledge creation platform can serve as the vehicle for
implementation of this Logic. The principles of SD-Logic cannot be
implemented in various silos of an organization, just as the basic principles
of Lean cannot. It requires a cultural and fundamental shift within the

organization placing the customer and user experience becoming the center.

Let me start by listing the foundational principles of Service Dominant Logic

described in the before mentioned book:
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1. The application of specialized skill(s) and knowledge is the
fundamental unit of exchange: Service is exchanged for service.

2. Indirect exchange masks the fundamental unit of exchange:
Micro specialization. organizations, goods, and money obscure
the service-for-service nature of exchange.

3. Goods are distribution mechanisms for service provision:
“Activities render service; things render service”

4. Knowledge is the fundamental source of competitive advantage:
Operant resources, especially know-how, are the essential
component of differentiation.

5. All economies are services economies: Service is only now
becoming more apparent with increased specialization and
outsourcing; it has always been what is exchanged.

6. The customer is always a co-creator of value: There is no value
until an offering is used—experience and perception are essential
to value determination.

7. The enterprise can only make value propositions: Since value is
always determined by the customer (value-in-use), it cannot be
embedded through manufacturing (value-in-exchange).

8. A service-centered view is customer oriented and relational:
Operant resources being used for the benefit of the customer
places the customer inherently in the center of value creation

and implies relationship.

My premise is that if you understand Lean as a Knowledge Creation machine
versus a waste reduction machine these principles are not only compatible

but harmonious. There is little or no difference.

I asked Dr. James Womack this question in a podcast:
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Joe: Most people don’t think of Lean as, a capturing knowledge mechanism.

Do you?

Dr. Womack: “Well, of course. That’'s what the whole idea is. It's an
experimental process that you try things. They are right. Deming most
famously captured it in PDCA. But again, Deming didn’t exactly think of

science. Hey, let’s give Galileo a little bit of credit.

Now look, it's by design and experimental process. By the way, Kaizen is
nothing but an experiment. There’s a plan based on grasping the situation, I
hope, which is to say what is the issue? Then you do it, and that’s to run the
experiment. You can run a valid experiment because you have baseline data
on how the current state works. So then you change something in a future
state, and you measure the difference and decide whether that’s a good or

bad result and whether to standardize it or not.

The entire idea here is to capture knowledge in books of knowledge and the
product development system in a progression of A3s which, of course, we
talk about a lot at LEI. But A3s are really nothing but a way to put an
experiment in context. You put PDCA in context and so they become their
own book of knowledge as time moves ahead. If you're not trying to learn
something and not trying to cumulatively learn something, so you don’t have
to do the same experiment over and over, as I often see in companies. Well
then, you need some sort of a way to write it down. To standardize it so you

can sustain it as well as discover it.”

I find a striking resemblance in the Toyota Supplier hierarchy (on left)
depicted by Liker and Meier (The Toyota Way Fieldbook) and the Economic

Pyramid model (on right) of Pines and Gilmore (The Experience Economy).
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Lean offers a guiding light for implementation of Service Dominant Logic or
maybe a more correct and broader term would be a Customer (User)
Experience Centric Platform. This change is occurring in the market place
and Lean can be part of the solution for many companies. It is a platform
that is well understood and readily accepted. But with that understanding
emanates a platform of internal focus based on a waste reduction mentality.
This focus may actually hinder the growth of the Lean Methodology into the

higher culture that it professes to emulate.

If we were to view the stages such as described previously (page __), The 7
step Lean Process of Marketing to Toyota we would see a natural progression
through the stages of the supplier. A supplier starts working with Toyota at
the stage of developing Mutual Understanding. They base this on the key
elements of Trust, Mutual prosperity, Respect for People and Genchi
gembutsu (actual part, actual place). It ultimately ends in Kaizen
(Continuous Improvement) and Learning through PDCA. I am leaving out a
significant portion of development in the five other steps but it suffices to
say that there is a continued progression through the stages based on an

increase of knowledge and sharing between the two parties.

In the The Experience Economy: Work Is Theater & Every Business a Stage,

Pine and Gilmore discussed the Progressions of Economic Value and

corresponding to a level of Progression of Value Intelligence which I have
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combined in the above diagram. They so masterfully compared it with the

statements:

« If you charge for stuff (noise), then you are in the commodity
business.

« If you charge for tangible (data) things, then you are in the goods
business.

o If you charge for the activities (service) you execute, then you are in
the service business.

« If you charge for the time (experience) customers spend with you,
then you are in the experience business.

« If you charge for the demonstrated outcome (wisdom) the customer

achieves, then and only then are you in the transformation business

When you hear discussion in Lean Marketing about mirroring the Customer
Decision process it is sometimes difficult to see how it will scale to larger
companies. These examples are the basis for such activity. It is sales and
marketing responsibility to define them and to close the knowledge gaps
that exist from one stage to the next. These gaps are readily apparent

between each stage and typically well-defined.

How to close the gaps is not readily defined in most companies. Sales and
Marketing has seldom viewed their efforts from a perspective of knowledge
gaps and with the ultimate goal of developing open innovation and co-
creation platforms. As the New Economy unfolds whether Economy is
prefaced by Experience, Transformation, User-Centric or Customer Centric,
sales and marketing’s role will be defined by their ability to learn and share
knowledge with the customer.

I have come to believe that in many successful companies there is not a lot

of low-hanging fruit left. They simply cannot make efficiency changes that
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will create significant differences in the market place. Does that mean you
should stop? Not at all, that’s part of the dilemma. Your competitors are

improving so that means the bar is continuously being raised.

The next area of we look at for growth is innovation. Apple has proven that
to be the savior. But the fact is new products and features overwhelm most
of us that now we seldom see significant advantage in changing. New
innovation is seldom a game changer. How many of us, except for a select
few see their innovation result in dramatic market place changes (hopefully
for the better). When we do hit a home run, how long does the marketplace
take to catch up? Our products are quickly commoditized and as a result our

advantages are short-lived.

So how can you develop an advantage? First, you must understand your
value proposition and how your customer values it. Secondly, you must have
the ability to share and create knowledge with your customer at a quicker

rate than your competitor.

Many will hate the simplicity by how that sounds but that is it. Reinstating it
slightly, driven by clear understanding of the values that your organization
provides and being open to redefining that value (customer needs change)
through pursuing and listening to your most important customers is what is
needed. That ability to interact with your customers in this way allows us to

outperform our competition hands down.

This is not something you can do by becoming customer —focused. You must
become customer-centric. From the book Designing Your Organization:
Using the STAR Model to Solve 5 Critical Design Challenges, the authors

discuss the differences:
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Customer-focused strategies and initiatives usually apply to how products

are developed and how customer interactions—sales and service—take

place. Companies that are customer
focused use extensive market research
and may even involve customers in the

design of their products and services.

They create products that customers want

rather than trying to build demand for the

products they are able to produce. They
invest in the training and systems that
allow frontline employees to provide

smooth and consistent service in transactions.

e Customer-focused programs, processes, and systems improve an
organization, but they do not transform it.

e Customer-centric strategies do transform an organization. Put simply,
a customer-centric organization brings together and integrates
products, services, and experiences from within and beyond the firm
to provide solutions to the complex and multifaceted needs of its

customers.

You must become a customer-centric organization. In the before mentioned
book, the authors use the example of the IRS. Originally it was structured
based on geographically but in the late 1900s, it was reorganized into four
customer segments containing groups of taxpayers with similar

characteristics.
They go on to list the Customer-centric advantages:

e Customize for customers

o Build in-depth relationships and customer loyalty
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o Create more value-added product and service bundles and solutions

o Avoid commoditized products and competition on price alone
There are disadvantages that take place and they listed:

« Divergence among customer/market segments in focus and standards
o Duplication of resources and functions
o Challenge of measuring customer profitability and identifying

appropriate segments

I find the area of organizational structure fascinating and an area that needs
to come to the forefront as the shift to stronger customer interaction takes
place. Another facet that is discussed in the book is for this transformation
to take place; re-organization must occur. The structure of the organization
is no different than any other process within your organization. It must be

structured to facilitate the objectives it is trying to achieve.

I think organizational structure deserves serious consideration before
contemplating process improvements especially in the sales and marketing
arena. The organizational structure is adaptable to the level of integration
needed based on the degree of complexity and the number of product and
services offered to a customer segment. It is not an undertaking that should
be done or is needed by all. However, it is worth further study if your
improvement efforts are stalled. It may be that organizational

change/structure is needed.

Note: The organizational construction discussed is based on five components
of the Five Star Model developed by Jay Galbraith and explained in
Designing Matrix Organizations that Actually Work: How IBM, Procter &

Gamble and Others Design for Success (Jossey-Bass Business &

Management).

53


http://www.amazon.com/gp/product/0470316314/ref=as_li_ss_tl?ie=UTF8&tag=business901-20&linkCode=as2&camp=217145&creative=399369&creativeASIN=0470316314
http://www.amazon.com/gp/product/0470316314/ref=as_li_ss_tl?ie=UTF8&tag=business901-20&linkCode=as2&camp=217145&creative=399369&creativeASIN=0470316314
http://www.amazon.com/gp/product/0470316314/ref=as_li_ss_tl?ie=UTF8&tag=business901-20&linkCode=as2&camp=217145&creative=399369&creativeASIN=0470316314

All of us want to be customer-centric? Are your products and organization

structured to be customer-centric? In the book, Designing Your

Organization: Using the STAR Model to Solve 5 Critical Design Challenges,

the authors discuss the differences between being product-centric and
customer centric. Adapted from the book, I have created the following

survey for you to visualize where your organization is positioned.

Strategic

1. Are you looking to supply the best product or the best solution for the
Customer?

2. Is you main offering centered around new products or packages of
products/services?

3. Do you create value through cutting edge products or through
customization?

4. Do you consider your most important customers cutting edge or loyal?

5. Do you set priorities on your portfolio of products or portfolio of

customers?

6. Is your pricing structured around the market or around risk?

Structure

1. Is your organizational structured by product or customer segments?

2. Are you teams developed to support products or customers?

Processes

1. Do you put greater emphasis on new product development or
customer development?
2. Which is a greater priority, innovation or customer relationship

management?
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Rewards

1. Is number of new products measured or share of target market
measured?

2. Is revenue from new products measured or lifetime value of a
customer?

3. Is market share measured or customer retention?

4. Do you reward people based on greater product or customer

knowledge?
People

1. Is empowerment given to meet deadlines or save customer’s
business?

2. Do you view the possible ways to use a product or the possible
combination of products for a customer to use?

3. Does your sales force consistently side with the organization or the
customer during transactions?

4. Are you more open to new ideas, experimentation or finding more

customer needs?

By now the answers should be obvious. Everything on the left side of the
“or” is product-centric and to the right is customer centric. Is there a right or

wrong answer? Not really, it is just telling you where you are at.

If you think about the rapid commoditization of products and the value in

use concepts of Service Dominant Logic, you can see why I believe in

structuring an organization around the customer is so important. The
important question you must ask yourself is whether your organization is

structured and positioned to do that?
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The iCustomer and iTeam

One of the main reasons that I have attached marketing to the Lean
methodology is the simple approach that is used and termed “Learn by
Doing.” The Toyota Production System is known for Kaizen/PDCA that is

explicitly built upon learning-by-doing effects.

Kaizen is a daily process, the purpose of which goes beyond simple
productivity improvement. It is a process that, when done correctly,
humanizes the workplace, eliminates overly hard work, and teaches people
how to perform experiments on their work using the scientific method -
Wikipedia.

The use of “Learn by Doing” techniques is what drives my adaption of Lean
in the Sales and Marketing efforts. The basic premise of marketing today has
become the interaction with the customer; the more humanistic, the better.
Learn by Doing technique simply breaks the marketing process down into a

series of validating loops with the customer.

If there is only one thing that you take away from the Lean Startup
movement, it is the message that is sent about getting out of the office and
validating whatever you are working on with the customer. It is a similar

principle that is reinforced in Service Design and Design Thinking processes.

Going back to the The Lean Startup, an important lesson you can learn from

this concept is not even in the book. Author Eric Ries sold the Lean Startup
through Meetups, Lean Startup Sessions around the globe and later his own
conferences. Secondly, he leveraged everything with the brilliant use of
social media. However it was all high touch, low technology from a person

that grew up in the software community. Even the Build, Measure and Learn
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adaption of PDCA is highly structured around gaining customer acceptance

and validation; again, high touch.

No matter, what brilliant marketing efforts you may create or how
automated your marketing funnel may become, it will fail against authentic
and human touch. I think this customer interaction is the most important
marketing tool you can have. I will term this customer interaction: the

iCustomer.

In Lean Sales and Marketing the “Learn by Doing” concept is the iCustomer.
It is not about sending another email, it is about the iCustomer. It is not
another Voice Shout or tweet or even blog post, it is the iCustomer. If you
want to know how effective your marketing efforts are? Measure how many
iCustomers it creates. You have only one customer, the person that buys
and uses your product. This is the person you must learn from. “Learn by

Doing” must be done at the iCustomer.
What is your iCustomer Level?

If the customer interaction (iCustomer) is an important part of marketing
you should be able to measure it. But first, let’s review a few of other

popular “scores” out there.

Net Promoter is a customer loyalty metric developed by (and a registered
trademark of) Fred Reichheld, Bain & Company, and Satmetrix. It was

introduced by Reichheld in his 2003 Harvard Business Review article “The

One Number You Need to Grow”. The most important proposed benefits of
this method derive from simplifying and communicating the objective of

creating more “"Promoters” and fewer “Detractors”. The Net Promoter Score
is obtained by asking customers a single question on a 0 to 10 rating scale,

where 10 is “extremely likely” and 0 is “not at all likely”: "How likely is it
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that you would recommend our company to a friend or colleague?” Based on
their responses, customers are categorized into one of three groups:

Promoters (9-10 rating), Passives (7-8 rating), and Detractors (0-6 rating).

The Klout Score is a measure of your online influence based on your ability
to drive action. Every time you create content or engage you influence

others. The Klout Score uses data from social networks in order to measure:

« True Reach: How many people you influence
« Amplification: How much you influence them

« Network Impact: The influence of your network

There are of course opponents of each but both are exceptionally good tools
when used in the correct way. They give you a measure of how others view
you or your product/service. But they do little in the way of informing you
how much interaction is required with a customer. Organizations need to
have healthy relationships and interactions with their customers. However,
they need to know how much interaction is needed based on the product or

level of service being delivered.

There are two components of the iCustomer Level. One is the depth of your
organization’s customer interactions. Second is the Progressions of Economic
Value and as it corresponds to a level of Progression of Value Intelligence as

described in Pine and Gilmore’s The Experience Economy: Work Is Theater &

Every Business a Stage.

Starting on the horizontal axis, review both ends of the spectrum with 0 as
no interaction and Co-creation of products as a 10 and the highest form of

interaction. On that scale of 1 to 10, rate the state of interactions with your
customers today. It will have more value if you do this by individual

customer segments.
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On the vertical axis use the Progressions of Economic Value and
corresponding to a level of Progression of Value Intelligence. The Pine and

Gilmore description of each stage suffices for the needed scaling:

A\

~
[ Transformations - Wisdom 10
J
Experiences - Knowledge 8
- = :
Services - Information 6
- . <
Goods - Data 4
. J
4 )
Commodities - Noise 2
\ J

\

o If you charge for stuff (noise), then you are in the commodity business

« If you charge for tangible (data) things, then you are in the goods
business.

« If you charge for the activities (service) you execute, then you are in
the service business.

« If you charge for the time (experience) customers spend with you,
then you are in the experience business.

« If you charge for the demonstrated outcome (wisdom) the customer

achieves, then and only then are you in the transformation business
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The iCustomer level is not a tangible number. It is strictly based on the
degree of interaction your organization needs based on the
products/services it is delivering. You cannot afford to give high level
support when delivering a commodity. Nor can you give a low level of
support when you are part of a transformation. There is not wrong or right
answers but is meant to serve as a guide. It is a way to create a path for

discussion, such as:

o Are we supplying to little or not enough interaction?

« Do we view our position the same as customers do?

« What is (is not) working?

« What is the expectation of the other?

« Who/What needs to be communicated?

« What type of support is heeded?

e Can I strip something away and sell it as a commodity?

« Can we add support and sell it as an experience?
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I would recommend that you create your own iCustomer chart with your own
scaling. Change the vertical axis to your own progression of products (See
the The 7 step Lean Process of Marketing to Toyota). If there are no plans

ever to co-create products with a customer, why put it on the horizontal
axis? Make the iCustomer your own and debate it internally and externally.

Leave it become a discussion point.

Note: The idea of the iCustomer Level came from the book Designing Your

Organization: Using the STAR Model to Solve 5 Critical Design Challenges.

Successful Lean teams are iTeams
Teamwork is an individual not group skill. Individuals must take
responsibility for...

« the quality and productivity of each team

« relationships they are part of

« individual accountability

« the larger, shared tasks or deliverables
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When I use this term, it is based on a simple theory that Teamwork Is an

Individual Skill. In this book by Christopher Avery he describes a team as a

group of individuals responding successfully to the opportunity presented by

shared responsibility.
Paraphrased from the book:

Your ability to create high quality, productive relationships is fast becoming
the most important factor in getting your work done. It once was
management’s job to hand out individual jobs and then integrate them.
Now, organizations are giving the work to teams in larger chinks and

expecting teams to divide the work in an effective and efficient manner.

In Lean Engagement Teams the individual must come first and the reason

there must be an I at the beginning of team, hence the iTeam.
Avery goes on to state:

o Every individual at work can be far more productive if they will
take complete responsibility for the quality and productivity of
each team or relationship of which they are part of. It means
that..

o You may have individual accountabilities, but accomplishing
these will almost always depend on successful relationships with
others and their work.

o You can better attend to you own accountabilities when you
assume responsibility for a larger, share task or deliverable.

o You success depends on teams. Teamwork is an individual - not

—group - skill and should be treated as such.
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o Individuals make a huge difference in teams, for better or worse.
You can easily earn what kind of difference you make and how to

build and rebuild a team.

The team concept in Lean thinking is very much individual driven. As we
start engaging our customers in the spirit of collaboration, co-producing and
co-creation we must remember that are internal actions will mimic our
external actions. The importance of the iTeam will become intensified and
transparent in all of our external engagements. We must be willing to accept

that as individuals and organizations as we move forward.

Lean sales and marketing is built upon the philosophy that there has been a
subtle shift to knowledge as the way to engage, develop and retain your
customer base. The sales and marketing team must act as a vehicle to
cultivate ideas not only within their four walls but more importantly from
their customers and markets. If this is true, how do we create new
knowledge? How do we learn? Most studies show that we learn best by doing
and by being forced to resolve our perspective with those of others who
disagree with us. This means that you have to encourage contradictions and

be willing to push the envelope with your customers.

This is a strange paradox. Disagreement with your customer can hardly be
seen as a positive mechanism for sales and marketing. However, it is the
embracement of this understanding that will move your sales and marketing

efforts to a higher level of performance.

Can you disagree with a customer? Can you purposely cause tension? You
must! You must move away from the comfort zone and create a healthy
tension and instability in your sales and marketing process. The first step in

doing this is that you must create an atmosphere of respect. It is such an
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important function of Lean sales and marketing that I asked Dr. Michael
Balle to define respect within a Lean company. This is what he said:
The next step in the process is surprisingly easy but difficult to do. It is the
process of reflection or in Japanese, hansei. There are three key components
of hansei:

1. Recognize that there is a problem - a gap between expectations

and achievement - and be open to negative feedback.
2. Voluntarily take responsibility and feel deep regret.

3. Commit to a specific course of action to improve.

The first step, acknowledge that there is room for improvement is not that
difficult. However, putting a number to it may be a different story. When we
create a performance gap we identify two points, one where we are at now
and one where we want to go. Of course we may not get there overnight;

there will be limitations. You have to determine what is realistic to achieve.

A simple but effective way of looking at it is, “From what to what by when”.
The second step can simply be stated - don't look for excuses. Take

responsibility, feel a little humility and move forward. Without this, you will
never fully release from the past and it may be much more difficult to bring

fresh ideas to the table.

This is your action plan to move forward. However, without step 2, you will
seldom be passionate about step 3. It will just be another effort and
ownership will be limited. Ownership cannot be achieved without an

emotional attachment.

The steps of Respect first and Reflection second will drive the third step of

Kaizen or continuous improvement. This is the process and culture of PDCA
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in your marketing cycle. It is the embodiment of tension, a performance gap
to send you off on a new path. This path acts as an expanding spiral of co-

creation of knowledge with your customer that will be truly valued.

THE ABILITY TO SHARE AND CREATE KNOWLEDGE WITH YOUR
CUSTOMER is the strongest marketing tool possible. Few companies will
take this path. Few companies will take the time to develop the level of
respect required. Even fewer will use hansei and look at performance gaps
releasing their own pre-determined reasons. Few will ever practice

continuous improvement in sales and marketing. Will you?

An example of Why thinking using a simple purchase such as a new
refrigerator: we address the concerns of the customer by asking why we
need one, how much do they want to spend and what fits in the hole. If we
start with the Who; we center on their lifestyle, who is using it, who will be
installing it, who will be removing it, and maybe even who will be paying for
it (if we don’t have terms to delay payment till next year). We develop a
customer experience that is extended into delivery, warranty and service

agreements.

We live in a replenishment society, most of us do not need anything else.
We have everything. It is the company that takes the time to understand the
customer and their behaviors that enables them to not simply design a
solution but centering on the Who to create an outstanding customer
experience. If we do that, we end up creating products and services that

customers can’t resist and competitors can’t copy.
Who...

1. Externalizes your thought processes

2. Creates customer centric organization
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3. Enables a spirit of
o Community
o Co-operation
o Co-learning
o Co-producing

o Co-creation

Who is the key in developing an obsession to understand the customer and
allow us to deliver on customer desires and wants versus just their needs.
Average companies deliver on customer needs, above average companies

deliver on desires. Which one are you?
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New Lean Thinking

Design and Customer Experience, incorporated in Service Design Thinking
are not the future but already upon us as the new norm for being successful
in business. These principles address the demand side of the equation.
Examples are Amazon, Starbucks, Xerox and IBM to name a few high profile
companies. As a side note, these companies are also driven internally by

continuous improvement.

Lean Thinking can lead the way using the external principles of Service
Design. But the internal planning focus of many Lean Companies prevents
that. Viewing PDCA as a way to identify the knowledge gaps that exist
between the customer and your organizations and closing them is actually
what Toyota has done in their supplier management programs (Use that as a
template and think of yourself as the supplier). You move up the supply
chain with your customer through cooperation, co-producing, co-creation.
You create the demand with your customer and Lean (PDCA) is the best way

to achieve this.

In Europe, Toyota used EDCA (Explore), PDCA, SDCA in the CRM systems
very successfully and the latest extension of that theory is embedded in

Service Design Thinking or Service-Dominant Logic theories where the belief

that value of your product/service is not obtained till it is put into use. When
viewed from that vantage point, "Value in Use” it opens an entirely different

view of your product/services and as a result "Demand.”

I believe that Lean is the best vehicle to do this but is bogged down in the
thoughts of only improving processes and more specifically internal
processes. When viewed as a knowledge creation vehicle, which is all PDCA
is and focused outside the organization it becomes a way to create demand.

Design Thinking can be a great conduit to achieve this (Had a Great podcast
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on this subject with Tim Ogilvie co-author of Designing for Growth: A Design

Thinking Toolkit for Managers)

Working on internal processes is not creating business opportunities.
Working on supply side economics is not solving anything. We must simply
focus on Demand through Service Design and Customer Experience and why

not use Lean to lead the way?

I believe so many continuous efforts fail, they are concentrating on supply.
Though this same scenario could happen by doing this without it being tied
to a competitive advantage in the marketplace it accomplishes little if

anything.

From the article: “Fleetguard marketing professionals developed a “solutions
for sales” proposal, which guaranteed 100 percent delivery performance and
reduction by half of the current project lead times for the export market
segment. Fleetguard’s decisive competitive edge for this sector is its

commitment to availability.”

e Look as you drive by empty Coffee Shops and you see lines at the
Starbucks? Do they have better coffee? Or better Customer
Experience?

e I had to go to the ATT store Friday and with the release of new iPhone
it was literally like Christmas. The store manager told me that they
were fully staffed and everyone had to come in at 7 AM to prepare,
move stock around, etc. They looked at selling out of their stock by
that afternoon and that was for a $200 to $500 phone not counting
additional services.

e Xerox uses Lean Six Sigma to assist in-house printers to create better

internal efficiencies. This allows the printers to operate more efficiently
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in small batches and giving them a decided advantage over out

sourcing the printing needs.

These are just 4 examples of companies focusing on the demand side of the
equation through Service Design, Customer Experience and Design Thinking.
Just as in Agile development, Lean Thinking can be the umbrella over these

processes. It will provide the culture that is embedded in the principles of

Kaizen (PDCA) and Respect for People for the entire organization.

I think improvement efforts should be based on results in the marketplace.
We are constantly trying to improve internal processes making them more
and more efficient. Many companies are seeing little change or improvement
from these efforts over their competitors and in the marketplace. Business is
Business. If it is not about succeeding in the marketplace and in a crass way
cash, what is it about? I hate to take it down to this level because I hold

corporations and

Most large manufacturers last year failed to reach their cost-savings targets,
despite significant investments in “lean manufacturing,” “Six Sigma” and
other productivity programs as part of their overall retrenchment efforts in
this tepid economy. Nearly 70% of manufacturing executives say that their
manufacturing-improvement efforts led to a reduction in manufacturing
costs of less than 5%, the typical minimum threshold for successful
productivity programs. That’s according to a survey of manufacturing

executives conducted in May and June by AlixPartners, the global business-

advisory firm.

“At their core, continuous-improvement programs must include clear
priorities based on the expected financial impact,” said Andrew Csicsila,
director in AlixPartners’ Manufacturing Practice. “Yet, there remains a

pervasive misunderstanding that simply focusing on ‘lean’ and ‘Six Sigma’
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processes alone will be the magic fix. Ultimately, it’s not about chasing a

process or philosophy. It's about the cash.”

Can this be true? I am a proponent of Lean and adhere to most of the
underlying philosophies that it exhorts. However, I go off on a rant
sometimes when I hear that we are always supposed to “wait” for
improvements to prove their effectiveness. It is all about culture, you will
hear echoed by the top-level consultants. (I always thought it might have
been because culture pays betters - just a joke). It seems to always fall
back that Leadership is shortsighted and not patient enough, even if it does

mean their jobs.

I think improvement efforts should be based on results in the marketplace.
We are constantly trying to improve internal processes making them more
and more efficient. Many companies are seeing little change or improvement
from these efforts over their competitors and in the marketplace. Business is
Business. If it is not about succeeding in the marketplace and in a crass way
cash, what is it about? I hate to take it down to this level because I hold
corporations and myself to higher standards than this but let’s face it, if you

are not making money, you cannot be effective at what you do.
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Internal Processes .

Demand

On one side of the fulcrum we have products and services supported by
internal processes and on the other side of the fulcrum are customers or the
demand side. There has been a significant shift in the marketplace and at
the moment the customer is in control. Supply exceeds demands. However,
continuous improvement seems to be still stuck on the wrong side of the

fulcrum, the internal processes.

We do not live in a world of excess demand. The strategies that we need for
improvement need to be focused on the demand side, the customer. These
efforts of continuous improvement must be focused on moving ourselves
along the path of our customers. Do you wonder how that path is shaped? A
brief synopsis is that path is shaped initially by understanding the knowledge
gaps that exist between you and your customers. As that knowledge is
shared and made explicit the gaps close and eventually the power of the two
organizations is realized. It is in the spirit of Service Design and Innovation

that these thoughts will flourish.

Looking back at the beginning of the quality movement can you remember

this types of all too common of a scenario described by Tim Ogilvie, CEO of

71


http://business901.com/wp-content/uploads/2011/10/Demand.jpg

innovation strategy consultancy Peer Insight and co-author of a new book

Designing for Growth: A Design Thinking Toolkit for Managers: “We had a VP

of production and a VP of quality, and they had an argument on the loading
dock on the 30th of the month as to whether we we’re going to ship that
order or not. And the VP of quality said, “It's not high enough quality
because I inspected it.” And the VP of production said, “I got to make my
order.” It was an adversarial system, and here we are 25 years later and the
quality is all baked in because at our workstation we self-inspected and we
fulfilled with a Kanban, and we got single minute exchanges. All of these

amazing breakthroughs have happened in that time period.”

It is the time for continuous improvement to start tackling the demand side
the equation. It is not going to be an overnight success but small gains of
moving from frameworks such as cooperation and joint ventures to co-
producing and co-creation or platforms of customer-centricity to user-
centricity are the starting points. This is the one of the few ways that you
can create and sustain demand. And with demand comes increased revenue
and market share that can be measured. Without doing this your company

may flounder and the results may not be very forgiving.

The concept of PDCA (Plan Do Check Act) is based on the scientific method,
as developed from the work of Francis Bacon (Novum Organum, 1620). The
scientific method can be written as “hypothesis” — “experiment” -

“evaluation” or plan, do, and check. Shewhart described manufacture under

III

“control” - under statistical control — as a three step process of specification,
production, and inspection. Clearly, Shewhart intended the analyst to take

action based on the conclusions of the evaluation.

PDCA was made popular by Dr. W. Edwards Deming, who is considered by
many to be the father of modern quality control; however it was always
referred by him as the “"Shewhart cycle”. Deming preferred plan, do, study,
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act because “study” has connotations in English closer to Shewhart’s intent

than “check”.

- Wikipedia

A fundamental principle of the scientific method and PDCA/PDSA is
iteration—once a hypothesis is confirmed (or negated), executing the cycle
again will extend the knowledge further. Repeating the PDCA/PDSA cycle can

bring us closer to the goal, usually a perfect operation and output.

In a Business901 Podcast Dr. Womack stated his view of Lean/PDCA: “It's
an experimental process that you try things. Deming most famously
captured it in PDCA. But again, Deming didn’t exactly think of science. Hey,

let’s give Galileo a little bit of credit.

Now look, it's by design and experimental process. By the way, Kaizen is
nothing but an experiment. There’s a plan based on grasping the situation, I
hope, which is to say what is the issue? Then you do it, and that’s to run the
experiment. You can run a valid experiment because you have baseline data
on how the current state works. So then you change something in a future
state, and you measure the difference and decide whether that’s a good or

bad result and whether to standardize it or not.

The entire idea here is to capture knowledge in books of knowledge and the
product development system in a progression of A3s which, of course, we
talk about a lot at LEI. But A3s are really nothing but a way to put an
experiment in context. You put PDCA in context and so they become their
own book of knowledge as time moves ahead. If you're not trying to learn
something and not trying to cumulatively learn something, so you don’t have

to do the same experiment over and over, as I often see in companies? Well
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then, you need some sort of a way to write it down. To standardize it so you

can sustain it as well as discover it.”

One method was by Toyota that I learned about through Graham Hill who
was the head of CRM at Toyota Financial Services at a European facility. He
stated that: “"Marketing in highly competitive markets is about exploring new
propositions on the innovation fitness landscape. The environment
determines where to start and complex marketing environments need EDCA
(EDCA = Explore-Do-Check-Act, PDCA = Plan, SDCA = Standardize).
Marketing Operations is all about moving along the EDCA>PDCA>SDCA
pathway.”

In healthcare and other industries there seems to be the prevalent culture of
PDSA versus the more traditional method of PDCA. The thinking, I believe
coincides with Deming’s belief that check is somewhat misunderstood and

study is a more appropriate term.

The next step of evolution of may be the beginning of the end of PDCA as it
exists today. There has been a subtle process that has been taking place
that I feel is causing an enormous shift in our thinking. Standardizing the
process has been one of the most controversial areas of Lean and PDCA
throughout the years. Most Lean traditionalist will argue that a standard is
part of the process. That was the function of A (Act) in the PDCA/PDSA
cycle. Of course, if you could not reach standard you went through the
process again. Many claim the word Adapt is better terminology at this point
versus Act. The thought is that you never stop improving so a standard is

never reached.

Other thoughts from a Lean Software Architect, James Coplien states: “A

good feedback cycle has the appearance of causing problems. It will cause

emergent and latent requirements to surface. That means rework: the value
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of prototypes is that they push this rework back into analysis, where it has
more value. And most important, good end user engagement changes end
user expectations. It is only by participating in a feedback loop that's
grounded in reality that customers get the opportunity they need to reflect
on what they’re asking for. If your customer changes their expectations in
the process, you’ve both learned something. Embracing change doesn’t just

mean reacting to it: it means providing the catalysts that accelerate it.

Along comes the innovation crowd, headed by Eric Ries of the Lean Startup

and he favors the use of Build - Measure - Learn which is very similar to
PDSA. I would argue that each of the four components of PDSA may be
minimized somewhat in practice of the Lean Startup Cycle but for innovation
it is @ much needed strategy. I will even go one step further and state that
sometimes a three step cycle has been minimized to two steps. Such as a
half-cycle version of Inspect and Adapt (IA) is common within game

structures.

These iterative processes are simply responding to the ever increasing world
of uncertainty that we live in. New books and methodologies such as the
Lean Startup, Little Bets, Adapt, Service Design, Agile and even the new
Toyota Way book all are focusing on iterations but they are fundamentally
just PDCA (Plan-Do-Check-Act). Test a hypothesis, improve on it and test it

again. We evolve to an answer through iterations.

There is an underlying tone that we are still internally focused at the
beginning and that we check or learn from the customer to validate our
hypothesis. What is missing in this equation is the involvement of the
customer in the P (Plan) or Build stage of the cycle. This stage should
represents the customer or more specifically Co-creation, Co-producing, or

at the very least Cooperation.
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Demonstrating a shared outcome with your customers should be the
ultimate strategy of your company and your improvement cycles. Many
people are still touting improving capabilities of internal processes. Except
for growing industries, such as healthcare many companies see little return
in their investment in process methodologies. It is not enough to improve
internally anymore. We do not live in a world of excess demand. The
strategies that we need for improvement must be on the demand side. We

must simply focus on the customer.

Our planning cannot be isolated. In fact, we no longer own our standards.
They are only validated through customer interaction. The customer cannot
be introduced at the end of the cycle, he must be at the beginning and part
of the entire cycle. We must share a Co-Destiny with our customer. The
evolution of our company may be one of Community, Connection,
Cooperation, Co-producing, Co-creation and finally Co-Destiny with each

being supported by Do-Study-Adapt.

Toyota has led us through the turn of the century and beyond establishing
“Respect for People” as one of the most important ingredients of the Toyota
Production System and Lean Thinking. This has led to establishing a culture
of Servant Leadership versus the more traditional command and control type
organization. This type of thinking in conjunction with Kaizen (continuous

improvement) is the bases of Lean Culture.

However, the age of process and improvement methodologies is starting to
fade as the customer experience comes to the forefront. The methodologies
of Service Design and Design Thinking are moving at a rapid pace. Lean due
to its core concepts of going to Gemba or viewing things from the customer
perspective is the one process methodology that is in position to readily
adapt to these new forces. The Lean Startup and Agile Movements are
excellent examples.
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Customer Experience is at the forefront of not only marketing but
organizational structure as evidence by the corporate shifts such as IBM to a
more Customer-Centric structure. Zappos may be the shining example and

the organization to emulate in this new culture.

What about this? Is Zappos to Customer-Centricity what Toyota and Lean

was to the process movement? The Zappos Experience: 5 Principles to

Inspire, Engage, and WOW by Joseph Michelli takes you through the Zappos

company culture revealing what occurs behind the scenes and showing how
employees at all levels operate on a day-today basis while providing the
leadership methods that have earned the company $1 billion in annual gross
sales during the last ten years. Michelli breaks the approach down into five

key elements:

Serve a Perfect Fit—create bedrock company values
Make it Effortlessly Swift—deliver a customer experience with ease
Step into the Personal—connect with customers authentically

STRETCH—grow people and products

v A E

Play to Win—play hard, work harder
Not exactly PDCA, but it may be the future of organizational culture.

So much has been written and said about Zappos that I can’t say the book
surprised me but it did allow me to gain a deeper understanding of the
internal workings. More so, the book really generated my interest on the
relationship of employee and customer experience. Does the customer
experience have to mimic the internal company culture? Is that not

what Zappos is all about?

How would you create that fun game type culture? You may turn to

Gamification which has been used primarily to focus on marketing and
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extending the customer experience. If have to mimic the internal structure
to the external, should not Gamification apply internally. I turned to my
favorite Gamification resource, Amy Jo Kim and reviewed a recent slide deck

of hers that was based on 7 Core Concepts for creating Compelling Products.

Know your players: design for their personal & social needs
Build fun/pleasure/satisfaction into your core activity loop
Design for 3 key stages of your player lifecycle

Build a system that’s easy to learn and hard to master

Use game mechanics to “light the way” towards mastery

As players progress, increase the challenge & complexity

N oA wDhRe

Embrace intrinsic motivators like power, autonomy & belonging

Putting Customer Value in the Product Lifecycle

How are you at managing your Products Lifecycles? Are they being managed
from Conception to Disposal or in a Green world, Recycled. I find this quite
often an area that can develop rapid growth and additional streams of
income very quickly. The organizations that are doing well in this economy

are a result of taking a more outside in approach to the product lifecycle.

Using a very simple Lifecycle diagram made up of five components, we can

demonstrate this approach.

What most companies are doing?

1. Innovation & Engineering: Using new innovations tactic they
are designing products with greater flexibility offer more product
choices and flexibility later in the design process, Toyota Scion.

2. Manufacturing: Lean processes have made tremendous
advances in manufacturing the past several decades and has

changed the way we view our own products. Learning to See
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Customer Value from the eyes of the customer has allowed for
significant improvements in quality and customer satisfaction.
3. Sales & Distribution: At the point of sale, customers now
experience more choices, more flexibility and better pricing than
they have ever had.
4. Maintenance & Repair: Our expectations due to the

advancement in quality

Innovation & accept little if any repair

Engineering or maintenance during the

/, \ entire lifecycle. We

[ ?Zﬁssﬁrl]:( ] [Manufacturing] probably will throw it
away before fixing it.

However, when we do we
will take it to a specialist
versus doing it ourselves.
Maintenance & Sales &
Repair Distribution 5. Disposal &
<

Recycling: We expect
more of our items to be recyclable. Or is there is value left,
saleable and that there is an easy distribution method for that to

happen. A few examples are E-bay or Craigslist.

This is the normal lifecycle and expectations of most products and even
services. So what makes you better? What differentiates you? It is a difficult
chore to do it. It is even more difficult to get someone to notice it. And even

more difficult to get someone to pay for it!!
What are the successful companies doing?
Some companies make one of these areas a differentiator and target a

customer segment that values that component. You can possibly charge
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more if that value proposition is strong enough for that segment or you can
make it a minimal cost by burying it in the total cost of the service, such as
a subscription rate. That price difference may seem minimal to that
customer segment. Another way is to make one of these propositions an
operational advantage that actually is saving you money. This is similar to

the Theory of Constraints, Mafia offer.

Companies are also partnering with others to create additional income
streams and to maintain better customer “control”. For example, these
companies may offer the ability to take and/or dispose of trade-ins. Or,
additional service contracts, product attachments or aftermarket products

may be possible.

What are the really successful companies doing?

The really successful companies are not improving but looking at a totally
different lifecycle. They realize that the value of product has diminished.
There may even be little value place in the cost of ownership. The value is
derived from the use of the product not in owning the product. So, they are
looking at how to create value throughout the entire lifecycle.

1. Innovation & Engineering: Using Design Thinking Process, we
focus on delivering to the customer Rapid Prototypes or Minimum
Viable Products to garner their acceptance.

2. Manufacturing: These processes are becoming practically
secondary in nature. This is not where you make your money but
where you continue your journey of development. No longer is
software delivered in a box, it is in the cloud. You sell iPads, iPhones
and iPods or even cars but the value is in what this enables the

customer to do.
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3. Sale & Distribution: It is
Co-Creation
an entry point through a / \

community and a joint-

education process with the i Creating

P Recycling Content
customer.

4. Maintenance & /\ /

Repair: Maintenance and

repair is practically non- Collaboration Education &
. o Community
existent. This is where we <

maximize the value for the
customer and extend his ability to do business better.

5. Disposal & Recycling: Since there was little if any original value,
there is little if any disposal or it is just a matter of returning it to

you.

Think of what Amazon does.

1. Innovation & Engineering: They have created Kindle and made a
unique shopping experience that few match.

2. Creating Content: They package, publish and inventory books.

3. Educations and Community: Over 50% of the books sold on
Amazon are electronic. This has now created a one-time fee of $150
for the Kindle, the cost of an eBook and instant delivery at the point
of sale has made the purchase a minimal part of the experience.
The price is relatively not an issue in most cases. Just as often it is
a decision based on the time you have. They educate you about
product and though it may be a stretch since they have been
around so long, were introduced through a community or eWOM.

4. Maintenance & Repair: How often do you visit Amazon, just for a

book purchase? They make a book purchase an adventure. You are
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updated, notified, asked for opinions, receive recommendations and
watch your package travel to the destination. It is a journey with
numerous touch-points that extend to your next purchase.

5. Disposal & Recycling: Accept used book returns and allows you to

loan certain books on Kindle.

As you develop your product lifecycle to an outside-in-approach it creates
more touch points and more opportunities to interact with the customer. It
also allows you greater opportunity to add value to your customer’s
experience. That value will become an integral part of the way they do

business. The strongest differentiator you can have.
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Lean Engagement Tools

Think of all the changes and improvements in the manufacturing world in the
last 20 years. We manufacture from floors cleaner than many tables that we
eat off. You open a box, turn a key, or press a button and it works. Even the
batteries are included! Most product manuals and operating instructions are
never used. In fact, we seldom include them anymore. Our machines are so
smart that they are completely intuitive to work for the entire population.
Products have come a long way! More specifically, quality has been an

amazing success story and manufacturers have led the way.

What about sales and marketing? Is your sales and marketing that much
better? Has it advanced at the same rate of improvement that your

manufacturing has? Why not?

What are some of the improvement methods? In the marketplace, these are

some of the good “marketing” ideas:

1. A blog headline said, Use Value-Added Sales to Boost Your Profit
Margin. The blog post recommended extended warranties or
guarantees, free shipping, consulting and more. I don’t know where
value-added came into this. They are all delayed costs in my mind. I
can go on but I felt the advice was like telling someone not to pay
cash but put it on your credit card. That way you don't have to pay for
it, NOW!

2. Accelerate innovation and broaden your product line. You add more
features and more products but seldom does that add or equate to
more benefits that a customer wants.

3. Create better websites, SEO, Social Media and send out more e-mails.
There are so many things that you can do on the web that you need a

marketing technologist (nice word for a geek) to keep up. Many
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manufacturers are still struggling using the internet and more
specifically social media in any way besides as a more sophisticated
and sometime animated tool to deliver the same old marketing

material, just in a little greener way.

Most of us start our quality processes through the tool set of the
methodology. I know that everyone likes to talk about Lean culture and that
tools are secondary and they are. But how many of us did not start there?
The reason that sales and marketing has never become “Lean” is that they
lack the proper tool set.