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Introduction 

Raising the productivity of industry and commerce has been a major preoccupation of successive governments since the Second World War. Most of the attention has been on the economic dimension of performance – fiscal policy, deregulation and competition. Attention has also been given to education and skills. These are vital issues and nothing in this paper should be taken to imply otherwise. However the nuts and bolts of raising productivity has never enjoyed adequate support. 

Productivity management for the purposes of this paper means the operational topics that people can use to improve the way things are done in industry, commerce and the public sector – i.e., the methods and tools available to help organisations work smarter. Organisations can hardly take advantage of the winds of competition if the crew lack the know how to handle the sails. 

There is much that a government can do to raise awareness and encourage the use of modern productivity management practices through procurement and the audit of public sector activities and agencies. Unfortunately it would seem that too few in politics today and even fewer in the civil service have had adequate exposure to productivity management. While Westminster and Whitehall cannot reinvent productivity management there is much that could be done to raise awareness.   

This paper is also a call to the academic world to present productivity management as a coherent discipline and not a collection of disconnected topics lacking historical context. Part of the reason for the failure of successive governments to promote productivity management is the lack of perspective. To this end a start has been made here to produce a taxonomy of productivity management – see appendix.   Finally, the author would like to acknowledge with thanks the helpful advice of Professor Alan Stainer, Emeritus Professor of Productivity at Middlesex University.

Productivity Management as a Discipline

Evolution 

Productivity management as a modern discipline can be traced to the American pioneer Frederick Winslow Taylor. The historically minded may cite the Roman Army or the Royal Navy over the centuries as knowing a thing or two about organisation and they would of course be right, but as an organised discipline relevant to today’s world of mass and lean production we will start with Taylor. Taylor’s work in developing time and motion study, as it was known then, has led to him being seen by many as the ‘father’ of modern management. 

Taylor was joined by Frank and Lillian Gilbreth and by Henry Gantt. By 1914 these pioneers had transformed industrial engineering in the USA. Today’s process mapping, work measurement and method study tools originate from this period. These pioneers were the first modern industrial engineers and they helped lay the foundation to mass production as exemplified by Henry Ford.   

In the 1920s there were two key developments. First, Walter Shewhart, W Edwards Deming and Joe Juran developed statistical quality control methods. They addressed the variation of processes and saw that the causes of variation were due either to the process – so improve the process – or to special courses, thus anticipate and eliminate such causes. The primary focus here was on making the thing right. The second development was the work of Elton Mayo of ‘Hawthorne experiment’ fame. This broadened thinking and so statisticians and industrial engineers were joined by social scientists and hence the human relations dimension of modern management. 

The contingencies of the Second World War caused Lawrence Miles of the General Electric Company to evolve the function analysis methods that underpin today’s value management and the concept of “best value” as a management term. This approach that challenged of the function or purpose of products and their component parts, gave focus to making the right thing through smarter design.  

Since the war these topics have both developed and interbred. The US military found the tactical approach of statistical quality methods lacking for large-scale procurement so an Admiral Rickover laid the foundations for what eventually became ISO 9000. Value programmes too were led by the US military. In parallel Armand V Feigenbaum, evolved ‘total’ quality control, hence TQM. 

Today’s six sigma methods borrow heavily from SPC. Value analysis applied to design became know as value engineering and corporate value engineering emerged in commerce and public administration. In this form it absorbed process mapping and hence we have business process re-engineering as well as value management.  Comparative value analysis and the kindred value control merged into benchmarking.

Habitat

The habitat from which productivity management emerged was US manufacturing. More specifically, US manufacturing from the second industrial revolution onwards where the demands of the emerging consumer markets, plus mass immigration from Europe, created mass production. This unique combination of circumstances gave rise to the topics we know today.  

Productivity management did not readily transfer. At a meeting of the Institution of Mechanical Engineers in 1910 Taylor had a cool reception from British industrialists brought up in a craft-based habitat where improved performance meant traditional cost cutting. In fact Europe did not fully embrace mass production until the 1950s and 60s – by which time Japan was starting the move towards lean production. 

Lean Production  

Due to the special economic circumstances of the post-war period Japan, led by Toyota, evolved lean production. The flexible multi-skill nature of lean production provides superior cost benefits than mass production yet with the market flexibility of batch production. The Japanese found that the same methods and tools used in the USA for mass production worked for lean production – indeed they were vital. 

The seminal 1990 book on the lean approach The Machine that Changed the World said this in a section headed Lean Supply in Practice – the Italics used below are theirs: 

“To achieve this target cost, both the assembler and the supplier use value engineering techniques to break down the costs of each stage of production, identifying each factor that could lower the cost of each part.

“Once the part is in production, in lean production, a technique called value analysis is used to achieve further cost reduction. Value analysis, which continues the entire time the part is being produced, is, again, a technique for analyzing the costs of each production step in detail, so that cost-critical steps can be identified and targeted for further work to reduce costs still further. These savings may be achieved by incremental improvements, or kaizen, the introduction of new tooling, or the redesign of the part.”       

This highlights the key role of value analysis in lean production and kaizen – value engineering, by the way, is essentially value analysis applied to the design process. The book goes on to describe the networks and relationships of suppliers and customers under the heading Managing the Relationship through which best practice was, and is, spread:

“Most of the main suppliers belong to these associations, which have been extremely important for disseminating such new concepts as statistical process control (SPC) and total quality control (TQC) in the late 1950s and early 1960s, value analysis (VA) and value engineering (VE) later in the 1960s, and computer aided design CAD) in the 1980s.”   

The USA had in fact exported to post-war Japan the productivity tooling that had been evolved for mass production. Deming, Juran and Miles took statistical process control (SPC) and value analysis methods to post-war Japan. America, however, wedded to mass production, allowed Japan to beat them in terms of quality and productivity. A key fight-back initiative was the Malcolm Baldridge Award that Europe later adopted as the EFQM Excellence Model. This is for assessing performance and not delivering improved performance as such.  

Making it Work

The differences between organisations at home with productivity management and those that are not can be likened to the differences between neighbours that are keen gardeners and those that are not. The keen gardeners will have a range of tools – spades, forks, lawnmowers, etc – and will know how and when to use them. Their neighbours, however, most likely do not have a wide range of tools and make poor use of those they have. The results in terms of their respective gardens in this instance are obvious. 

· The differences are not just in skills but mindset

However, we need to take this a step further. Imagine that the keen gardeners lived in one part of town while the rest lived in another and that the latter were unaware of what the keen gardeners achieved or how they achieved it. In short, they did not know what a lawnmower was and only had a vague idea how to use spades and forks. Thus they pulled up weeds, scythed the grass and did basic gardening as best they could due to lack of exposure to anything better. A little far-fetched, perhaps? In gardening terms yes, but not in the context of productivity management as the ill-fated “best value” policy for local government shows. 

· Best value highlights what is wrong with Government performance policy 

The policy was fundamentally sound. It enshrined four long-established principles of value management – Challenge, Consult, Compare and Compete. While councils knew a thing or two about consulting the public and had some skills in respect of procurement and competition, they had problems with Challenge and Compare.  They did not know how a value analysis team works or the need for intensity to avoid ‘drift’. They did not set tough objectives, or know that a value programme should deliver ten times its costs – a global benchmark. They lacked function-cost analysis tools and this impacted on comparison by preventing the comparison of like with like. 

Inspectors too knew no better – they did not come from that part of town where the keen gardeners lived in terms of productivity management. They did not know that UK conferences as far back as 1966 had discussed how to run such programmes. The result was predictable and predicted – best value cost as much as it delivered and by degrees was abandoned. While some attempts were made to put it on a professional footing this was far too little and far too late. 

We will return to best value in the context of policy-making shortly but one point is worth making. There is no evidence that best value could not have worked given the right inputs. There is no reason to suppose that local government could not have done a first class job given the awareness and given the skills. Councils are not poor gardeners out of choice.

· With the right tools and skills most people will adopt the keen gardener’s mindset

Changing the Habitat

It would be fair to describe the topics outlined thus far as very powerful yet sensitive to change. They originated from a single US habitat and do not travel well – the special economic, social and industrial conditions of post-war Japan might be likened to a sort of Kew Gardens insofar as these delicate plants were concerned. 

It took over 50 years for American concepts of mass production to fully take hold in Europe and today both Europe and the USA have yet to come to terms with lean production. It is small wonder that the commercial and public services sectors have yet to fully utilise the methods and tools of productivity management. Indeed, all too many managers, particularly from public services, have not even heard of them. 

Attempts to raise awareness have been made in the past – the old British Productivity Council and then Ministry of Technology did sound work in the 1960s and the 1970s. No doubt due to the industrial relations problems of industry, the productivity focus was somehow lost and attention turned to market solutions. These are vital, of course – but the lack of productivity management skills appears to lack a market solution. The failure to mount and maintain a comprehensive awareness raising strategy by successive governments is part explanation for the UK’s long-term endemic private sector productivity problem. 

The public sector has had even less exposure. In the 1990s The NHS tried re-engineering and TQM but made little progress. A few years ago it evolved an SPC initiative that too floundered for want of direction and support. In respect of local government very little has been done to raise awareness of productivity management and this has resulted in the failure of two key policies – one under the Conservatives the other under Labour. Given today’s pressures on public expenditure we shall explore these is a little more detail.

Two Failed Policies

Under the Conservatives in the days of compulsory competition nothing was done to raise awareness of monitoring skills – for which basic SPC tools are essential. This was despite the fact that the local authority that had led the move to competitive tending before it had become compulsory, Wandsworth, had made good use of such methods. The lack of official action led to the formation of the Local Authorities Committee of the then British Quality Association in 1987. There was little promotional information from any source on SPC for monitoring. The information available to the private sector was found to be almost non-existent save for textbooks and a handful of British Standards likely to be known only to industrial SPC users. 

A decade later Local Government Chronicle of 3 October 1997 under the headline, Too few councils have adequate monitoring and evaluation systems, reported research by Aston University, funded by the then Local Government Management Board, as having found that:   

“Local government staff are good at the language.... but the time spent doing it, discussing results and learning from the results is disappointing. We’re finding good examples but are really having to struggle. The standard of practice was worrying given the prominence monitoring would have under best value.”
This led to no action. By now best value was to the fore but as indicated earlier little was done to raise skills to help councils implement effective value programmes. Apart from two hardly known DTI leaflets on value management there was nothing available to the private sector that could be used by the public sector. Yet the relevance of value management is illustrated by this extract from a February 2000 Cabinet Office/DETR publication, Guide to Quality Schemes and Best Value:

“Value Management is about the programmed review by organisations of processes, products, services and functions to secure and sustain best value in terms of relevance to the user, quality and cost….  Best Value is a term long used in Value Management, with the same meaning as for the Best Value policy….”

As said earlier councils achieved relatively little under best value. Managers with no previous experience of value programmes floundered – aided and abetted in failure by an inspection regime that too knew no better. Although the best of the private sector had variously been running value programmes since the 1960s this was known to very few in Whitehall – not at all by those responsible for local government. 

What and How

These two examples illustrate the failure to go beyond saying what had to be done and advise how the policy was to be implemented. For example, the best value policy embodies the ‘4Cs’ – Challenge, Consult, etc as described earlier. Not problems in themselves, principles on these lines are well known in value management circles throughout the world. What was not revealed to authorities was how in practice these principles are achieved. A key reason for this failure was that it was no one’s job to do this – not least due to unawareness on the part of policy makers.    

The lean approach has also been codified into certain principles, five in fact. These comprise; Value, Value stream, Workflow, Pull and Perfection. Again, a handy way of setting down of what has long been known to practitioners but of themselves they give little guidance on how things are actually done in practice. It is a bit like saying that gardening is about sowing, weeding, watering, pruning, etc to someone with no exposure to what these things mean in practice and expecting them to get on with it. Without guidance public service simply adopt the language and not the substance. This is exactly what happened with both monitoring and the best value policy – instances where no agency was charged with the task of finding out how these things are done and ensuring it was made known.     

Promotion 

Had there been adequate promotional effort, even if only directed to the private sector, the monitoring of contracted out public services could have been greatly improved and the best value policy could have worked. And yet, the promotion of BS 5750-ISO 9000 from the mid-1980s onwards, and later the Excellence Model, was effective. Similarly, promotional effort has raised the profile of Investors in People. Worthy though these topics are they are not at the heart of continuous improvement or lean thinking. Indeed, the Cabinet Office/DETR document cited above warned that these “Quality Scheme” topics could not themselves secure best value.

Whitehall of course does not know best but Whitehall can do a good job in raising awareness when required to. Britain no longer has a productivity council and lacks the powerful networks to promote best practice as described above in Japan. And insofar as the public sector has such networks they are too isolated and inward looking. Central government, however, does have a track record of successfully promoting key topics provided that the funding is coupled with long-term political commitment. 

The Cost of Ignorance

The cost of the widespread ignorance of the nuts and bolts of productivity improvement can only be guessed at. In respect of the private sector one clue may be gleaned from the CBI’s Fit for the Future document of 1999 that said: 

“If the average British companies adopted only the average best practice levels of leading competitors, the UK’s annual GDP would increase by £300 billion”

Clearly not all of this can be ascribed to productivity management but it would play an important part in raising quality and performance. It would also play a role in raising the thinking of British managers in terms of what is achievable – improved competence may raise the level of ambition. Dominic Casserley, managing partner of McKinsey and Company in the UK, gave reasons in an article in The Times of 22 March 2004 on why we in Britain do not copy best performance practice to improve productivity:

“The first barrier appears to be a lack of incentive; managers do not feel compelled constantly to improve everyday working practices… The second barrier appears to be a lack of skill in copying best practice…”

A better understanding of approaches used to raise performance might help change the low aspirations of most public sector managers. Nor is this cultural problem confined to the public sector. This following quote is from Lessons in Lean, an article in Manufacturing Engineer of October-November 2004. 

“Perhaps the more surprising finding is that many manufacturers stop after the first £100,000 (of savings) when they could go on and on”

The cost of best value’s failure has been described in terms of billions per year. Based on Treasury figures the CBI calculated in March 2005 that the cost at £6 billion. But it goes beyond this. Had the SPC skills needed for the effective monitoring of public services spread to the NHS would hospital cleaning have been such a problem – whether on not contracted out? Had best value worked it too could have spread to the NHS.  An across the board increase in public sector productivity hike of 10% beyond current initiatives would be a modest starting point for policy. 

Policy Issues

As a starting point It is worth noting that the Liberal Democrat Public Services Commission under Chris Huhne in 2002 published Quality, Innovation, Choice that was accepted at the Party Conference of that years. The publication says this on pages 45 and 46: -

“5.5.7 In addition to raising procurement skills, as we expect that direct public sector provision will remain of major significance in the public services there is also a need to raise management skills more generally in the public sector. There are a wide range of management techniques for improving performance and productivity, to which government has frequently paid lip service, and a number of useful programmes such as Investors in People and ISO 9000. The key to effectiveness however is giving political priority to ensuring best practice is effectively adopted. Liberal Democrats would:

a, Widen the Cabinet Office 'Quality Schemes' to include more powerful disciplines (for example statistical process control and value management) and strengthening the related promotional effort.

b,  Make performance management, plus related leadership and training issues, topics to be addressed in audit and inspection of public service providers

c, Ensure that when policy if formulated any related skill and implementation issues are 'owned' and not merely left to chance."

So far so good but more is needed. There needs to be a sustained and joined up strategy to raise awareness across all sectors of the economy. This requires that the topics that make up the wider discipline of productivity management should be seen in terms of their species or genus and not as individual topics disconnected from each other. For the private sector the promotion of best practice to top management might be coupled to grants and tax incentives to encourage take-up. Other than that leave it to market forces and competition. 

The business schools and the wider academic world might be encouraged to evolve a clear taxonomy of productivity topics to ensure holistic thinking in the light of their history and contribution to raising performance. At the very least this should mitigate against the ‘flavour of the month’ reaction created by the piecemeal use of topics. It is also vital that policy effort should be focused on top management. Japan’s success here owes much to top management commitment to productivity.     

While productivity management as a discipline is a product of mass production – and one that did much to advance and sustain it – it can be moved to new habitats. In fact the team-based and creative nature of modern performance topics fit them readily into the very different worlds of administration and public and commercial services. 

In the context of public sector policy the Liberal Democrat default position should be that unless a public service is visibly making comprehensive and rigorous use of productivity management – or good progress towards this – then its case for more money will not succeed. The alternative would be the growth of rationing due to public services become increasingly unaffordable.

As for competition and fiscal policy, clearly improved productivity management can only serve to improve economic performance. Nothing said here should imply that the role of competition is not vital to driving up quality and reducing costs. It is simply being argued that the market place, of itself, is not an effective mechanism for addressing fundamental ignorance.

Performance Indicators

Policy makers should know that some productivity topics, as a matter of course, generate performance indicators of direct use for day to day service management. Statistical process control, for example, is widely used to measure the quality of outcomes and the efficacy of the processes that create the outcomes. The topic also enables managers to determine the statistical significance of trend data. 

Value analysis methods create function-cost data that helps managers determine the value for money of outcomes of services as well as the processes that create and support the services. This is particularly useful for benchmarking improvement over time and/or with other services and processes.  

Both topics enable local managers to develop performance indicators of relevance to local need – removing much of the requirement for centrally imposed indicators. They are easily audited and commented on by knowledgeable auditors and thus the need to create information that has no purpose other than ‘feeding’ Whitehall is removed.  This will of course require appropriate training for government auditors.  

Procurement

Contracting out should not set things in stone and prevent innovation. The seamless supply chain practices of companies such as Toyota, as well as guidance given to the public sector on the commissioning of works and services, show that contracts can encourage innovation between suppliers and purchasers. This includes the use of statistical process control methods to monitor quality and value incentive clauses in respect of the use of value analysis and value management to address methods – common practice in some sectors around the world for decades.    

Conclusion

This discussion paper sets down a framework for Liberal Democrat productivity policy insofar as the nuts and bolts of raising productivity are concerned. It is recognised, of course, that there are more topics in the field of productivity than could be covered here, albeit one or two of the main omissions are to be found in the appended taxonomy. There is of course a market dimension to economic growth that falls outside of the scope of this paper. 

Lack of productivity management expertise and skill has a hidden and pernicious impact on our wellbeing. It undermines our public services and impedes the growth of private sector industry and commerce. It limits the capability of organisations no less than does illiteracy. Indeed, lack of capacity here is a form of illiteracy. It also generates waste in terms of human effort, raw materials and pollution. The results are usually felt by the economically disadvantaged in terms of low pay, limited opportunity and social exclusion, and clearly we need a greater awareness of the carbon footprint of poor productivity.    

There is much that can be done by way of remedy and the costs are negligible by comparison to the benefits. Improving productivity is not rocket science – the methods and tools explored in this paper are easily acquired by managers and readily practised on the shop floor. It requires leadership and vision from top management that in turn calls for a social climate conducive to change. Those in government and politics can do much to create this climate through awareness raising and wider debate. In short, productivity in Britain can be improved given the political will. 
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APPENDIX: OUTLINE TAXONOMY OF INTERNATIONALY USED PERFORMANCE TOPICS

Primary Purpose
Name of topic
Key Focus
Method of Approach 
Derivatives & topics that work with it
Origins

Delivery of productivity and better performance 
Method Study


Processes 

(Sequences of events that produce services & products)
Process mapping and work measurement   

 
PERT (network analysis), six sigma, BPR, VM, continuous improvement & lean
USA – time & motion study & work study – 1890-1920s


SPC

(Includes statistical   sampling)
Process variation 

(As per changes of quality or process) 
Control charting and statistical sampling
Six-sigma, TQM,VM, TQM continuous improvement & lean
USA – industrial quality control –   1920s


Value Management

(Includes Value Analysis and Value Engineering)
Function & cost

(Function is the purpose of a service or process)
Analysis of function/cost structure,  programmed team work and creativity
BPR,   bench-marking, six sigma, TQM, continuous improvement, lean – also used in procurement & design (VE)
USA – wartime GE Company – 1940s

Assessing performance


EFQM Excellence Model
Assessing the level of an organisation’s performance
Questioning/  assessment of strengths & weaknesses
‘Dolphin’ and numerous other variants
US quality award scheme of   1980s 

Sustaining performance
ISO 9000
Process control

(To ensure consistency to specification)
Evolving effective procedures & their audit
Standards for TQM & environment
USA/UK & NATO –  1970s

Implementing strategy or projects
Project management
Project control 

(Mainly but not only for capital projects)
Planning of events and monitoring of progress
Prince 2

(Supported by OGC)
USA –  Manhattan Project


Balanced Scorecard
Project control 

(Mainly but not only for services)
Planning of events and monitoring of progress
Various ‘me-too’ topics have emerged
USA – Harvard Business School –  1990s
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