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[bookmark: OLE_LINK1][bookmark: OLE_LINK2]Advocates of Lean Thinking are fond of defining categories of waste, most of them derived from Taiichi Ohno’s original list of seven categories of waste in manufacturing, namely: defects; inventory; over-processing; waiting; motion; unnecessary transportation; and over-production.
In a service context, more types of waste can be described, not all of which fit neatly into Taiichi Ohno's original listing, for instance:
· Multiple customer contacts to resolve a single issue;
· Missing, incomplete, inaccurate or irrelevant information;
· Imbalances between demand and capacity (bearing in mind that unused capacity in a service context cannot be stored as inventory and hence is lost forever); and
· Customers not receiving what they wanted when they wanted it, and then switching to other suppliers (often online, at the click of a mouse).
Indeed, it could be argued that managing service delivery is more challenging than managing manufacturing operations, not least because the concept of inventory is not applicable in the service arena and quality is typically judged by customers, rather than against detailed specifications.
Public Sector Implications

The problems of waste are particularly acute in the delivery of public services by monopoly providers.

In the wake of discussions with managers in the public sector, exploring both the positive and negative impacts of the former Labour Government’s reform agenda for public services in the UK, we have come to the conclusion that there are two generic categories of waste that should inform the debate about how best to improve public service delivery.

We call these two macro-level categories of waste Complacency Waste and Competition Waste.

Thinking about these two new categories of waste is relevant when considering issues such as: central control versus local autonomy; quasi-markets versus co-ordinated planning; customer choice versus efficient provision; etc.

Conceptually, Complacency Waste and Competition Waste ought to be polar opposites, but, paradoxically, they can and do co-exist, especially where front-line services are outsourced to commercial providers.

Let us explore these two new categories of waste in more detail.

Complacency Waste

Complacency Waste arises from a combination of vested interests, monopoly provision and overly-secure employment.

Critics, ranging from Margaret Thatcher, through Tony Blair to the incoming Coalition Government in the UK, have railed against the inability of monopolistic public service providers to deliver levels of customer satisfaction and cost-effectiveness comparable to those provided by leading organisations in the private sector.

Monopoly provision, so the argument goes, breeds complacency and inertia, because the stimulus and incentives that might promote change and innovation are lacking, and 'carrots and sticks' are in short supply.

Experience shows that when performance targets are externally imposed, entrenched public service managers become defensive, keep their heads down and wait (doggedly) for politically-driven waves of initiatives to break over them and ultimately pass, almost unnoticed, into history.

Also, studies have shown that large bureaucracies, built-up over years, can create a lethargic culture among staff and managers alike. Processes tend to become over-complicated and attention tends to become internally-driven, rather than customer-focused. 

Interestingly, when highly-respected executives are brought in from the private sector to "shake up the system", they typically find themselves baffled by the levels of entrenched resistance they encounter.

In the face of such a depressing context, it is unsurprising that successive generations of politicians have sought creative ways of delivering public services other than through public ownership. The current situation facing the National Health Service (NHS) in the UK is a classic example.

So, we need to consider whether competitive ideas (such as 'the choice agenda', 'marketisation' and 'diversification of the provider base') are likely to be more successful – and, if not, why not.

This leads us to consider Competition Waste.

Competition Waste

Competition Waste arises from the fragmentation and de-stabilisation of services that inherently benefit from integration.

Free markets work because they offer surplus capacity, thereby enabling customer choice. However, if all service providers were to be fully utilised, there would be no real customer choice. For instance, anyone who has looked for a taxi in London on a rainy evening is likely to have experienced a very long wait.

As consumers, we have lots of choices concerning where we get our hair cut or where we eat out, as there are lots of hair salons with empty chairs and lots of restaurants with empty tables. Collectively, we pay for this spare capacity but only indirectly, and the extra costs of competition are tempered by prices the market will bear.

However, the same market benefits do not necessarily apply when considering scarce, expensive public services, such as hospital beds, operating theatres and skilled surgeons, where the waste associated with competition is much more striking.

There are also other sources of Competition Waste to consider, such as:

· Less-successful providers will go out of business, thereby making way for new entrants but creating waste in terms of the human and financial costs involved in starting up and closing down;
· Free markets require competing providers to spend time and money on advertising and public relations (PR), thereby diverting resources away from front-line service delivery;
· Perverse incentives are frequently created, especially if strategies are driven by organisational imperatives rather than underlying customer needs. For instance, if services are paid for on a 'unit-cost' basis, it may be financially beneficial for providers to drive up demand, thereby increasing overall costs for taxpayers;
· Competition inhibits openness and the sharing of innovation between providers. As one senior hospital manager recently observed, "NHS Trusts will no longer be willing to pass on worthwhile improvement methods to colleagues in neighbouring hospitals and will instead keep quiet about anything that might give them a competitive edge"; and
· There are significant costs associated with coordinating outsourced public services. For instance, Professor Andy Neely quotes one example of how litter was defined in the maintenance contract between London Underground and Metronet, in an outsourced contract which subsequently failed catastrophically (see http://en.wikipedia.org/wiki/Metronet), to illustrate some of the worst excesses of this approach.

So the interplay between Complacency Waste and Competition Waste could be seen to present an intractable dilemma.

Which type of waste would we prefer? Is it possible to avoid ending up with both types of waste in public service delivery? Is there any hope?

Way Forward

The way forward starts by observing that integrated service provision (implying Complacency Waste) and customer choice (implying Competition Waste) each have their respective advantages, and can actually work in harmony.

Integrated service provision enables the benefits of whole system planning, comprehensive accountability and the avoidance of disruptive organisational failures.

Customer choice enables self-organisation in complex situations, and stimulates innovation, experimentation, risk-taking and responsiveness to customer needs and preferences.

Arguably, the challenge for the next phase of public sector reform is to find ways to avoid both 
Complacency Waste and Competition Waste.

This will require an understanding of system dynamics, the identification of clear criteria for the design of governance and funding structures, and experience in connecting functions and levels of management, not only internally but also across organisational boundaries.

Fortunately, this is not as difficult as it may seem, and techniques, such as Landmark Consulting's approach to affinity analysis, end-to-end service improvement and performance management, have something to offer.

However, the number of people who currently understand how to deliver significant, sustainable improvement in public services could be seen as a 'shortage trade'.

We look forward to contributing to ongoing discussions around important issues like this, particularly in the context of the challenging, cost-constrained environment currently facing public services in the UK.

We believe avoidable waste is a luxury that the world should no longer tolerate.
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