
Case Study: The Factory

Helping a Successful Union Factory Redefine
High Performance

It was the highest volume production facility in the company. More
than 25,000 units were manufactured and shipped all over the world

every day. And it operated three shifts around the clock with a
workforce that included 300 union employees.

The factory had an outstanding reputation. Every year it exceeded its
goals for profitability. And the leadership team kept finding ways to

reduce costs by ten percent each year.

It was my first job as a General Manager. And my assignment was
simple: Make this outstanding factory better.

That’s exactly what I set out to do.
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The Factory
Helping a Successful Union Factory Redefine High Performance

SNAPSHOT

The Assignment
Take over management of a unionized factory that was setting the standard for on-time
delivery and profitability and find innovative ways to boost performance.

Primary Metrics
 Safety
 Employee Satisfaction
 Operating Cost Reductions
 Inventory Days of Supply

Key Drivers
 Repetitive Motion Injuries
 Workplace Morale
 Employee Engagement

Major Innovations
 Job rotation & repetitive injury reduction training
 Accurate recognition of individual employee performance
 Improved communication & managerial accountability
 Entrepreneurial education & employee empowerment

Breakthrough Results
 10% injury rate reduced to zero
 No grievances filed in last twelve months
 Employee satisfaction increased from 56 to 70%
 Costs reduced 11.4%
 Finished goods inventory reduced by fifteen days of supply
 $33 million added to bottom line, including $28 million from cost reduction

initiatives and $5 million from inventory management improvements related to
“days supply”
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Optimal Performance Comes From a Balanced Approach

I am a firm believer in the concept of balance. I believe that organizations and operations perform
better when you work to improve all of the vital signs. After all, everything is interrelated. You
have to take care of your liver and kidneys along with your heart and lungs.

So one of the first things I did on my first job as a General Manager was to look at the business
holistically and expand our list of priorities beyond the traditional focus on profitability, cost and
delivery.

In fact, I institutionalized this holistic view by creating a balanced scorecard with five targets to
guide my leadership team: profitability, on-time delivery, customer focus, employee satisfaction,
and safety.

Next I made a logical assumption. My staff was doing an exceptional job on managing profitability
and on-time delivery. So initially all I had to do was stay out of their way.

But warning lights were flashing on some of the
other dials on our scorecard. Morale was
surprisingly low. In fact, we had one of the worst
employee satisfaction ratings in the company. Our
safety rate was clearly unacceptable with ten
percent of our employees reporting injuries every
year. And there was a line of people waiting to file
grievances with union leaders every day.

Historically, these problems had been tolerated,
because the factory’s overall performance was so
impressive. But I knew they had to be keeping us
from reaching our potential. So I worked with my
management team to launch a major effort to
improve safety and morale and build a better
communication channel between our offices and the
factory floor.

Getting People to Listen By Listening To Them

As the General Manager, I had to set the tone for this shift in operational dynamics. So right from
the beginning, I decided to talk to every employee every day. And I did, all three shifts included.

I wanted to get to know the people on the front lines of our business. I wanted to hear what they
had to say. And I wanted to prove to them that I was interested in their concerns and suggestions.

If I could do that, I would have a much better chance of getting them to listen to me when I asked
them to solve problems, boost performance, and adapt to new requirements. After all, if you close
your ears to your employees, they hit the mute button when you’re talking, too.

warning lights were
flashing . . . Morale
was surprisingly low
. . . ten percent of
our employees
reporting injuries . . .
line of people waiting
to file grievances
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Making the Factory Safe for People Who Work There Every Day

While I worked to build a personal connection to all of our employees, I focused in on an issue
that was important to me personally: the poor safety record in the factory. Every employer has a
moral obligation to provide a safe workplace for employees. After all, from an employee’s
perspective, you want to be able to work without running the risk of being injured or maimed.

Of course, the conventional wisdom is that injuries come
with the territory in a high-volume manufacturing
environment with demanding delivery deadlines. But I knew
we could do much, much better. So I set an ambitious goal:
We would reduce our ten percent injury rate to two percent,
which would represent an eighty percent improvement.

Before we could make headway, however, we needed to
identify the controllable factors involved. So we analyzed
every injury and accident over the previous twelve months.
And we brought every injured employee in for an interview
with our medical staff.

When the results were in, we discovered that most of the serious injuries were caused either by
repetitive motion activities or employees’ personal failure to maintain a safe, orderly work
environment. So we developed several programs to turn the situation around.

 A training initiative helped people learn new ways to work that would help them avoid
repetitive motion injuries.

 A job rotation program reduced the risk of injury for people in work assignments with the
highest incidence of repetitive motion problems.

 A major “housekeeping” campaign motivated employees to clean up their work stations,
improve sightlines, eliminate unwieldy stacks of parts and supplies, store empty pallets
safely, and reduce other hazards.

All of these efforts helped us make steady progress on the safety front.

Eliminating Incentives for Gaming the System

Another finding from our research was this: Some injuries were so minor that employees could
continue to work. We also suspected that some employees were faking injuries to get paid time
off.

The traditional approach was to give all of these employees a Short-Term Disability leave. But I
was concerned about the psychological impact of this policy on employees who show up every
day and work hard to earn their pay. In addition, we needed everyone to contribute to the best of
his or her abilities so we could achieve a higher level of performance for the factory as a whole.

we analyzed
every injury and
accident over the
previous twelve
months
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To address these issues, we changed our automatic injury leave policy to ensure that people with
minor injuries would be given other assignments until they were ready to return to their normal
position.

Not only did this decision help us improve factory productivity, it also created a more equitable
work environment from the perspective of all the people who perform diligently and don’t try to
game the system.

Building Morale through Managerial Accountability

Next we addressed the pervasive morale problem in the factory. In addition to the longstanding
safety problems, there were three key issues that undermined employee satisfaction.

 Managers were widely considered to be unresponsive to employee grievances and
concerns.

 Exceptional employees were treated exactly the same as poor performers.

 There was a general sense that employees were undervalued despite the outstanding
productivity of the factory and the intense pressure placed on performance.

We immediately took action to make managers more accountable to employees and established
a second channel for employee grievances and concerns outside the traditional union process.

In addition, employees were allowed to bring their concerns directly to me if other levels of
management were unable to resolve their problems. The line workers in the factory had never
had that option before.

The 5-85-10 Rule: Recognizing the True Performance of Individual Employees

We also launched a cost-neutral effort to recognize disparities in performance and motivate
people to do their best. Even though all aspects of compensation were covered by the union
contract, we knew there were meaningful ways to recognize exceptional performers and turn
them into role models for the factory as a whole.

We began by rating every employee from one to ten on
very specific criteria. And we found that virtually all of our
employees fell into one of three basic performance
categories.

Approximately ten percent of our employees were star
performers. At the other extreme, about five percent were
clearly candidates for termination, while the remaining
eighty-five percent were performing at an acceptable
level, but were capable of greater things.

We began by
rating every
employee from
one to ten on very
specific criteria.
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After we identified these groups, we needed to prioritize them in terms of their potential for
improvement.

The people at the bottom end of the scale deserved to be fired. So there wasn’t much point in
wasting any more time and energy on them. And there wasn’t much we could do to get star
performers to raise their game.

They were highly motivated. And a drive for achievement, a powerful sense of responsibility and
an exceptional work ethic were wired into their psychological make-up. So they were going to do
their best no matter what.

But the people in the middle—the biggest group—could go either way. They could elevate their
performance or work below their capabilities. And the factor that would determine the direction
was this: Management’s treatment of the other groups.

Winning over the Majority

Put yourself in the shoes of the middle eighty-five percent. If management treats the best workers
the same as slackers, what’s the incentive for going out of your way? Why not just show up, go
through the motions, and collect your pay?

On the other hand, if the best employees reap some
form of visible recognition or reward, then there is a
reason to push yourself to do better. Besides, you
know that management really is paying attention to
the effort people make every day. And that sense of
active oversight provides motivation, too.

Since we were bound by the union contract, we
couldn’t institute new financial incentives. So we
looked for more subtle ways to recognize our best
performers. And one of the ways we did that was
this:

Members of our leadership team would take the time
to talk to these role model employees on a regular

basis to solicit their opinions and feedback. We would also involve them in receptions for
company leaders and visiting dignitaries.

In addition, we took action to terminate the worst employees, once again following proper union
procedures.

These very public actions made an impact on the psychology of the factory floor. And many of the
people in the eighty-five percent group began to make more of an effort. They also began to
distance themselves from the bottom five percent, because they didn’t want to be associated with
poor performers.

But the people in the
middle—the biggest
group—could go
either way. They
could elevate their
performance or work
below their
capabilities.
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Thanks to these initiatives, a cynical environment morphed into a culture that valued hard work
and achievement.

Turning Assembly Line Workers into Small Business Entrepreneurs

All of these efforts helped change the culture. But they didn’t fundamentally alter performance. So
we imported a new catalyst: the concept of empowerment.

In many industrial work settings, employees are simply viewed as cogs in a machine. It’s a
longstanding tradition that dates back to Frederick Taylor and Henry Ford. But that perception
sells people short. And it does a disservice to employers and employees alike.

We decided to elevate the role of our employees by instilling an entrepreneurial mindset. In other
words, we replaced three hundred human cogs in a machine with a team of operational
entrepreneurs constantly looking for ways to improve their “piece of the business.”

We knew it would take time. So we started to weave entrepreneurial education into the way we
ran the factory every day.

At our regular work group meetings with employees, we shared all of the key metrics we reported
upwards to the corporate chain of command. The result?
Our employees understood the big picture on our
operational and financial performance as well as an MBA
would.

Next, we helped everyone calculate the financial impact of
his or her daily activities on the factory’s profit and loss.
Then we empowered them to run their workstations like a
small business with full accountability for results. That’s
why I handed out calculators to everyone on the line so
they could track the profit and loss for their work area
every working day.

The costs of this empowerment program were
insignificant. But it paid dividends in many ways. Workers were more engaged. They actively
contributed ideas for improvement. And they responded to the notion that they were intelligent
business people, not just mindless parts in a machine.

Proving the Value of Holistic Management

By taking concrete steps to improve safety and morale, build an empowered, entrepreneurial
culture, and maintain an active, honest dialogue with employees, we made measurable progress
on all of our key metrics.

 Our injury rate plummeted from ten percent to zero—a noteworthy achievement in a fast-
paced manufacturing environment.

We decided to
elevate the role of
our employees by
instilling an
entrepreneurial
mindset.
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 Our employee satisfaction rating made the leap from 56 to 70%, which represented the
highest union workforce score in our company.

 During my last year on the job, not a single
employee grievance was filed with the union.

 After several years of successful cost reduction
initiatives, we still found ways to save an
additional 11.4 percent a year, contributing a total
of $28 million to the bottom line over a two-year
period.

 Thanks to the outstanding consistency of our daily
production and on-time delivery performance, we reduced our finished goods inventory
by fifteen days of supply, saving the company more than $5 million in the process.

It all proves that you can take a well-run operation and raise the game to a new level if you take a
fresh look at the situation. Gather the right data. Find innovative ways to energize the work
environment. And remember that the human resource is the ultimate X Factor in business.

you can take a
well-run operation
and raise the
game to a new
level
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The Perpetual Innovation Machine

How do you make a business breakthrough? You need
daring goals, skillful data analysis, highly focused
innovation engineering, dynamic leadership and an
inspiring approach to employee engagement.

These are the key components of the streamlined
management methodology featured in The Perpetual
Innovation Machine, a practical guide designed to help
executives and emerging leaders learn how to transform
their organizations…and achieve great things.

The book also covers a number of topics that should be of
interest to new managers and business students,
including:

 Key Driver and Predictive Lift Analysis
 Power Tools for managing innovations
 Tips on how to create “The Leadership Broadcasting

Network”
 Four Case Histories
 And more
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