GETTING THINGS DONE

Four basic problem-solving loops can
help the most crisis-driven organization
turn its operation around.

Fix the Process,
Not the Problem

by Harold Sirkin and George Stalk, Jr.

In 1983, the CEO of a paper com-
pany faced a difficult decision. His
board of directors had just met to
consider alternatives to filing Chap-
ter 11 for a subsidiary, a paper mill
acquired two years earlier that was
losing more than $1 million a
month. The acquisition had been
made to grow the company, but it
now confronted management with
the prospect of a major write-down.
The price of the company’s shares
had already fallen 40%.

One year later, the mill was just
about breaking even. Today it is very
profitable. Earnings per share for the
entire company tripled from 1983 to
1989, adjusted for stock splits, while
price per share rose almost tenfold.
Many of the mill managers can look
forward to a comfortable retirement
based on the value of their stake in
the transformed company.

What happened? The short answer
is that everyone at the paper mill be-
came a problem solver. Together,
managers and mill workers learned
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to take the initiative not just for
identifying problems but also for de-
veloping better processes for fixing
problems and improving products.
Their approach did not depend on
key senior executives taking charge
and telling people what to do. In-
stead, the entire organization learned
how to learn. The key to their suc-
cess: a multiyear learning process in
which employees developed four
progressively more sophisticated
problem-solving loops: fix-as-fail,
prevention, finding root causes, and
anticipation. {The exhibit “How the
Mill Solved Its Problems” illustrates
these four loops.)

Setting the stage

For the company’s CEO and his
senior managers, starting the learn-
ing process was neither easy nor
obvious. It was simply the only
alternative that could give the mill
a chance.

In the two months following the
board meeting, the management
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team made several hard but neces-
sary decisions. It shut down a small,
inefficient, costly pulp mill and three
paper-making machines. It laid off
roughly 25% of the work force, de-
livering a serious blow to the small
town in which the mill was the larg-
est employer. It fired the mill’s gen-
eral manager. But these actions,
management knew, could only slow
the mill’s losses. At best, it would
buy one year’s breathing time to turn
the operation around. Success would
depend on shifting the mix of prod-
ucts sold by the mill. And at first that
seemed an insuperable problem.

Of the 13 product lines the mill
produced, only 4 were profitable or
had the potential to become profit-
able because of the mill’s special
manufacturing expertise and equip-
ment. The rest of its products made
little or no money and were nothing
more than filler to keep the machin-
ery operating. Shutting down three
machines had eliminated some of
these undesirable products, but
those machines had accounted for
only 20% of the mill’s production ca-
pacity. That left significant volume
with limited profitability, but it
could not be eliminated immedi-
ately if the mill was to sustain even
a scaled-back overhead level.

Clearly, the mill had to expand its
volume in the four attractive product
lines fast. Cutting prices to attract
business was out because it would
destroy any potential for profitabil-
ity. That left improving quality and
service—areas in which the mill’s
reputation was conspicuously poor.
{The mill had always had problems
with quality and meeting delivery
dates. Adding to the difficulty was
the fact that the mill had sustained a
long, nasty strike that had ended
only a few months earlier. During the
strike, the CEO discovered on his
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way home one night that his brake
lines had been slashed. Manage-
ment’s relations with the employees
were adversarial at best.)

Management’s first approach to
the mill’s problems was top-down.
The senior managers met, analyzed
the problems—as seen through their
own eyes—and decided on ten key
actions the mill would have to take
to survive. Many of these actions
required large amounts of capital
and additional people, however—re-
sources the company for the most
part could not afford and that would
not be available from the parent in
the quantities needed. Moreover, the
plans focused on solving specific
problems, often in a slow and very
costly way: for example, rebuilding
two of the mill’s paper-making ma-
chines to correct paper-thickness
inconsistencies across the width and
length of a sheet. The rebuilding
would take two years and cost over
$23 million; whether it would actu-
ally solve the problem was not clear.

The moment of truth came when
the CEO’s controller took the plans
key managers had submitted and laid
out the overall timetable for imple-
menting them. The result startled
the management team. Reaching
break-even would take at least five
years. With losses mounting daily,
that was time the company did not
have. Management had to find a
way to improve results more quick-
ly. After further discussion, the exec-
utives identified four approaches:
add resources; fix fewer but higher
leverage problems; fix problems
taster; and learn from each experi-
ence to make subsequent efforts
more effective. But the only way to
make enough resources available
was to enlist the entire organiza-
tion’s help to improve the mill’s
quality and service levels.

The idea of turning to your people
and asking them to solve business
problems sounds less bold and risky
now than it did in 1983. But even so,
knowing something has worked for
others and moving onto unfamiliar
ground yourself can be very different
things. In this case, the CEO and the
mill’s new general manager began by
taking their description of the mill’s
problems to lower and middle man-
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agement. They discussed the mill’s
difficulties frankly and outlined
what the product focus would have
to be if the mill were to survive.

Bonuses—for the
manager and
janitor alike —
depended on
overall profitability.

Making the stakes clear, the top
managers pledged their commit-
ment to the mill and made it tangible
in important ways. They promised
that the parent company would
make capital investments when
needed, despite the possibility of
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failure—a critical point, since the
mill had not seen capital in many
years. They promised to be available
whenever called and passed out their
home telephone numbers. They es-
tablished a bonus plan for all the
employees —from the mill manager
to the janitors—that was pegged to
improvements in individual prod-
uct-line margins or volume but con-
tingent on the mill’s overall profit-
ability. (For bonus purposes, the
mill’s financial performance would
be assessed after six months and at
six-month intervals thereafter.)

On the other hand, the downside
was just as clear. Employees who
weren’t committed to saving the
mill were invited to leave. (None
did.) And the CEOQ left no question
that the mill would be shut down if
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this effort did not succeed. Then,
knowing that most of the employees
trusted lower level management, he
asked those managers to get the mes-
sage to everyone at the mill and to so-
licit their help.

The CEO put the
companyjetatthe
teams’ disposal.

At the same time, in an effort to
narrow the field of problems needing
attention, the CEO implemented a
new organization structure designed
to make it easier for everyone to fo-
cus on problems that mattered to
customers, instead of on individual
functional goals. He created five
product teams, one for each of the
four attractive lines and one to man-
age the remaining products during
the transition period. These teams
were composed of seven middle
managers, one from each of the key
functional areas, and were headed up
by the product-line salespeople (to
reinforce focusing on customers).
These managers were charged with
enlisting the help of all the employ-
ees in their areas and urged to give
everyone a chance to contribute.

To keep the teams from making
the same mistake management had
almost made~focusing on the im-
mediately obvious problems and try-
ing to solve them all at once—and to
find further opportunities to narrow
the list to problems with the greatest
leverage, the CEO suggested that
each product team take the next few
weeks to talk with key customers to
learn their needs and develop plans
for responding. Beyond this, he let
the team managers set their own
agendas. He simply reminded them
from time to time that they always
had direct access to him and the gen-
eral manager. And he reiterated his
promise that resources would be
found. To signal his commitment, he
put the corporate jet at their disposal
and used commercial flights for his
own visits to other operations.

Learning to learn

In the weeks that followed, each
team expanded from its seven-
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manager core to draw in line opera-
tors, clerks, and other employees
whose work related to its product
line. To give the teams time to meet,
the CEO created time~-Dby author-
izing everyone to ignore the crisis
and stop fighting fires. Predictably,
the first month was a disaster, with
problems piling up and seemingly
nothing to show in return. But be-
fore long, management’s faith in
the learning process began to pay off.

To illustrate what this process en-
tailed, we will concentrate on the ac-
tivities of one team, the food-service
product team. For the turnaround to
succeed, its products had to become
the mill’s largest line, doubling the
existing volume. At the start, this
looked like an impossible goal. Food-
service product lines got more cus-
tomer complaints than any other
product, and they had gradually
been losing market share.

Within ten days of its formation,
the team had met with its three
largest customers, all of whom
rearranged their calendars to ac-
commodate the team’s schedule
because they so badly wanted a reli-
able source of paper. These custom-
ers told the team in detail about the
consequences of the mill’s poor ser-
vice and quality problems. Late de-
liveries could shut down their
plants, so they compensated by hold-
ing large amounts of inventory and
purchasing paper from other suppli-
ers. Quality problems, such as holes
in the paper, ruined their own end
products, so they incurred additional
costs inspecting incoming paper and
also bought from the mill’s competi-
tors. These discussions highlighted
how shipping poor paper cost the
mill business. The team returned to
the plant determined to solve these
and other quality problems.

Team members had now seen and
heard their customers’ needs first-
hand. They had talked with equip-
ment operators, salespeople, and re-
ceiving employees as well as with
the buyers. And they learned things
they never had before~for example,
the effect on a customer’s operation
of the mill’s paper-winding proce-
dures. Wound one way, the paper
moved smoothly through the cus-
tomer’s equipment. Wound the oth-

er, nothing worked right. It was as
easy for the mill operators to wind
the paper one way as the other. But
before, no one had ever known it
made a difference.

Back at the mill, team members
talked with everyone in their indi-
vidual areas and reported what they
had learned in the customers’ plants.
More importantly, they enlisted ev-
eryone’s help in resolving the prob-
lems and brought along people from
all levels, including machine opera-
tors and shipping clerks, on subse-
quent customer visits.

Loop one: fix-as-fail

Operators at the mill knew all
about the line’s quality problems.
But poor quality paper had always
been shipped to make tonnage goals
set by the CEO and agreed to by the
mill manager. The team decided on
its own to do its best to stop shipping
defective rolls, whatever the cost of
rejecting paper. A team member
checked every roll and, if there were
problems, set it aside. To show cus-
tomers that quality mattered, the
team also asked the mill’s general
manager to be the final inspector and
sign every roll. At first, half the rolls
were rejected and later salvaged by
removing the defective portions.
This salvage process was costly and
time consuming, but customers
were not sent low-quality rolls. The
team had developed its first impor-
tant problem-solving loop.

Getting stuck in
fix-as-fail

problem solving
guarantees
limited
productivity gains.

Put simply, fix-as-fail means that
when something goes wrong, the
product or service is fixed before it is
sent to the customer. It is the most
basic kind of problem-solving loop,
one that every company engages in to
some degree or it could not remain in
business. But many organizations
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get stuck in a fix-as-fail problem-
solving mode, guaranteeing static
performance and limited gains in
productivity. The frequent need for
last-minute fixes, the unpredictabil-
ity with which problems crop up,
the recurrence of the same old
problems —all lead to stress, extra
hours, and finger-pointing through-
out the organization. Production
processes come to seem uncontrolla-
ble. Operations often fall further and
further behind with no apparent
hope of catching up, since problems
seem to accumulate faster than they
can be solved. Improvement looks—
and is—impossible because an ever-
growing number of resources must
be thrown into dealing with contin-
ual crises.

Loop two: prevention

To avoid or escape a fix-as-fail cy-
cle, an organization must be able to
engage in a second kind of problem-
solving loop: developing processes to
keep problems from occurring. For
food-service product team members,
this loop began when they looked at
the buildup of scrap from rejected
rolls and realized they had to find a
way to stop solving quality problems
through inspection. Realizing that
they had to walk before they could
run, they agreed as a first step to as-
sign an inspector to watch as each
roll was produced. When a defect ap-
peared, the inspector would tell the
machine operator, who could adjust
the equipment immediately and
prevent further problems. Adding
the extra person was expensive, but
productivity {as measured by good
output per person} improved mea-
surably. Scrap rates dropped dramat-
ically, the quality of the product re-
mained high, and the reject rate fell
by some 75%.

As this example indicates, preven-
tion does not depend on tracing prob-
lems to their root causes but on
developing learning loops to feed in-
formation rapidly from the point
where problems can be discovered to
the people who can keep them from
recurring. At one level, therefore,
second-order learning is simply a
matter of resource allocation. Invest-
ing one person in increasing the ef-
fectiveness of this problem-solving
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loop, as the paper company did, can
free up 10 or 15 downstream people,
who had been correcting problems
on a fix-as-fail basis, and give them
the time—and motivation—to em-
bark on the third stage of learning,
finding root causes.

At another level, however, second-
order learning is also an organiza-
tional issue. Unless they are tackled
head-on, old habits can enter in to
keep people from moving beyond
fix-as-fail problem solving. The cor-
porate culture may block change.
Employees may not have the tools

Six months ouf,
customers were
beginning to
nofice a marked
difference in
quality:.

to find and institute an effective
problem-prevention process. Every-
one may have accepted problems as a
normal and inevitable part of doing
business —especially if they are rou-
tinely rewarded for solving rather
than forestalling them.

Loop three: find the root
cause

Six months out, the team had the
production process under control,
and customers were beginning to no-
tice a marked difference in quality.
One of the mill’s best customers
called and said it would increase its
orders if the quality level held. The
team was pleased but not satisfied.
Assigning someone to watch every
roll was inefficient, and scrap rates
remained much higher than desired.
It was time to look for root causes, a
process in which operators, not man-
agers, would take the lead because
they understood better than anyone
how the machines worked.

Holes in the paper continued to be
one of the team’s biggest problems.
By experimenting with the many
variables that control paper quality,
the operators and team members
learned that they could produce pa-
per with fewer holes if they changed

the wire mesh in the paper-forming
machine more frequently. They
tested their finding, confirming that
more frequent changes produced
higher quality paper. Then they
asked the mill manager if they could
integrate this new procedure into
the process permanently. He granted
permission on the spot.

The operators also found that they
could raise quality and lower the to-
tal cost per ton of good paper by us-
ing pulp furnish that was slightly
more expensive. (Furnish is the mix
of pulps that constitutes the raw ma-
terial for a paper-making machine.)
The team made this change too,
without asking for approval from the
mill manager until it could demon-
strate the positive effect. Scrap rates
fell further, and quality steadily im-
proved. Before long, the team was
able to do away with the in-process
inspector because the machines were
producing quality paper almost all of
the time. The root causes of the qual-
ity problem had been found and
eliminated.

By the end of the year, satisfied cus-
tomers were giving the mill increas-
ing shares of their business, the
volume of the top four products had
doubled, and profit margins had im-
proved. The change in morale was
equally dramatic. People knew they
were winning the fight to save the
mill. Friction between management
and labor all but disappeared. Every-
one knew more about the mill’s op-
eration and customers’ needs. Cus-
tomers who had previously been dis-
couraged from visiting the mill were-
invited to tour the cleaner facility. The
organization now felt strong enough
to move from defense to offense.

Loop four: anticipation

One of the keys to the food-service
product team’s success was its new
understanding of its customers’
needs and how their businesses
worked. Such understanding would
have been unimaginable while the
mill’s people were spending most of
their time fixing problems. Perhaps
the most dramatic example of this
understanding came when a ma-
chine operator’s suggestion led to the
discovery of an unsuspected compet-
itive advantage.
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As part of the team’s effort to learn
about one customer’s business, the
operator had gone to one of its plants
and spent a long time watching the
machines and talking with their line
operators. He returned to the mill
convinced that the customer could
run slightly thinner paper just as effi-
ciently as the paper it was then using,
and he proposed that the mill offer it
as an alternative. The team liked the
idea, but the mill manager was not

. One floor worker’s
idea unearthed a
competitive
advantage.

convinced, since paper is sold by the
ton and thinner paper weighs less.
Rather than reject the idea outright,
however, the manager and the team
reviewed the proposal with other
teams, key functional managers, and
key customers.

The breakthrough came when the
mill manager realized that their key
competitor did not have machines
that could produce lower basis-
weight paper. If the mill reduced its
paper’s weight, it could provide a
low-cost alternative that competi-
tors could not match. The mill could
therefore raise its price per ton and
make more money, while the cus-
tomer’s cost would go down since it
would need less paper (by weight) to
make its product. Everyone was
ahead except the competitor.

After this, operators were invited
to work with the team to develop
new grades of paper. With experi-
ence, the team found new combina-
tions of furnish and additives that let
them make lower cost varieties that
they had not been able to manu-
facture before. The operators were
also able to alert the team to po-
tential manufacturing problems be-
fore the new papers were put into
production.

The food-service product team’s
volume did not just double, it qua-
drupled, while the number of em-
ployees stayed the same. The mill
went from being the fifth of five
suppliers to being the industry’s
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number-one supplier for its prod-
ucts in two-and-one-half years. By
1986, the mill had to expand the ca-
pacity of its machines to meet de-
mand. The organization had moved
from being a mill that faced shut-
down into the lead mill of the group.

Despite their success, mill em-
ployees are healthily dissatisfied.
They want to know more about their
company, their customers, their sup-
pliers, and their competitors. Team
members and operators have pur-
chased samples of competitors’ prod-
ucts to study and analyze. They have
also asked for, and are receiving,
training in management techniques
as well as in new skills. Formally, the
organization chart looks the same.
But informally the organization has
been revamped. Operators move
from one machine to another as nec-
essary or where there is a problem.
People participate and make sugges-
tions without worrying about lay-
offs. Bonuses (averaging 10% to 12%
of compensation) have allayed work-
ers’ fears that management might
get more than its fair share.

Patience makes progress

One mark of a world-class organi-
zation is that its managers seem to
have easy jobs. Operations flow
smoothly, and people put more time
and energy into making improve-
ments than reacting to problems.
Such an organization will typically
spend 80% of its time on root-cause
and anticipatory problem-solving
loops. In contrast, a lesser performer
is likely to spend 90% of its effort in
the fix-as-fail loop.

Executives from lesser performing
companies often return from visits
to superior operations charged up to
achieve similar results. In their en-
thusiasm, however, many overlook
the fact that the effectiveness they
admire comes from steady progress
through increasingly sophisticated
problem-solving loops. And that
progress, as we have seen through the
paper mill’s experience, takes time.
Although the mill began to see the ef-
fects of its learning in three to six
months (a typical time frame, in our
experience, for the first signs of
progress to become apparent), it took
two years to reach the fourth loop.

Depending on circumstances, a com-
pany may need as many as five years
to work through the entire cycle.

Given this, it is easy to understand
why many managers itch to short-
circuit the process and jump to root-
cause problem solving at once. But
most companies that take this ap-
proach achieve unsatisfactory re-
sults, both because the organization
does not truly understand its prob-
lems or the processes needed to re-
solve them and because it lacks the
necessary resources. Instead of better
performance, the net effect is over-
worked employees who neither
solve problems well nor do a good
job of maintaining the day-to-day
business.

A better, more systematic ap-
proach to organizational problem
solving should begin with a few sim-
ple questions:

COOWhat are the critical problem-
solving loops in our company? For a
manufacturer, for example, these
might include engineering change
notices and warranty-claim resolu-
tion, while a service company might
focus on satisfying nonroutine re-
quests and its response to customer
complaints.

0 How well does our operation work
from the customer’s perspective? Do
we respond to problems quickly and
well or are we slow and unreliable?
O Do we learn from problems or are
we continually fixing the same prob-
lems over and over again?

O Where do we spend most of our ef-
fort: on identifying and responding
to specific problems or on resolving
underlying causes and finding new
ways to improve?

Progressing through this four-loop
cycleis both anatural and an unnatu-
ral experience. Moving from fix-as-
fail to prevention demands a great
deal of effort, but there is little sub-
tlety about what needs to be done.
The problems that need attention are
clearly identifiable. The demanding
task is getting people to organize
around them, if only because some-
thing else will always seem more im-
portant to one or more of the critical
players. By the time the organization
is ready to move from root cause to
anticipation, however, this balance
typically shifts. By then, problem-
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solving processes are familiar, so ev-
eryone is likely to be much more at
ease. But the problem-solving loops
that will yield meaningful improve-
ments to the business (as the opera-
tor’s suggestion did at the paper
mill) are much more subtle and of-
ten depend on finding creative ways
to expose employees at all levels
to the right people in customers’
organizations.

As an organization establishes
more sophisticated problem-solving
loops and begins to learn, its funda-
mental culture changes. But unless
management supports this change
by rewarding new performance met-
rics as well as those it has tradition-
ally used, no one is likely to stay the

course. At the paper mill, for exam-
ple, the CEO took a number of un-
usual steps to let people know it was
safe to expand beyond the old ways of
working. He rewarded early change
makers by recognizing their accom-
plishments publicly. He promoted
people who were trying hard to man-
age the right processes and to make
the right decisions, even if their ef-
forts were not entirely successful.
Perhaps most dramatic, though, was
the way he handled the mill’s first
six-month bonus review. By the
numbers, the mill just missed mak-
ing its profit hurdle. Performance
had pulled up a lot, but not quite
enough to meet the plan. Neverthe-
less, the CEQ decided (and the board

agreed) to pay maximum bonuses
anyway to support and reinforce
what was happening. They knew
that customers’ perceptions change
slowly and blamed the shortfall on
history, not on the efforts under way.

In the pressure to get things done,
many managers fear being patient.
They focus on short-term fixes to
existing problems rather than on
instituting processes to solve and
eventually prevent problems and to
identify unsuspected opportunities.
But as in the fable of the tortoise and
the hare, the companies that seem to
move most slowly and laboriously at
the start often lead their industries
by the end of the day. v
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