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Driving
change

How Michael Gerster reinvigorated
WIKA Instrument to create value for customers

BY

ive years ago, Michael Gerster real-
ized the old business model at
WIKA Instrument Corp. had clearly
expired. It was losing market share to
Chinese manufacturers, was failing to
efficiently meet customer demands and
was wasting money with large amounts of
obsolete inventory. ® “The Chinese and
other low cost manufacturers ... are eating
our lunch and the bag it comes in,” says
Gerster, president of the company. € He
clearly needed to make some changes if his
company wanted to compete. His prior
company had been in the process of explor-
ing lean manufacturing, so when he left in
1998 to come to WIKA, a pressure and tem-
perature instrumentation manufacturer, he
brought a basic curiosity about it with him.
Upon starting at the company’s U.S. head-
quarters in Atlanta, he started sending his
people to lean manufacturing seminars, but
they always came back with the same
response. € “I don't know what'’s in it for us,
Michael.” € But in 2001, that finally
changed. WIKA worked with one particular
company called TBM Consulting Group
that was able to really explain the benefits
it would experience from going lean.

“The results were so earth-rocking that
everybody was instantly convinced that this
is going to be the future for us, and the way
we wanted to do business,” Gerster says.

So he and management began working
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with the outside company to make changes,
but even with people on board, implementa-
tion is much more difficult. The entire plant
was rearranged so everybody had to do
things differently and embrace a different
thought process.

“Two or three years followed where we
moved the furniture,” Gerster says. “We
broke all of these departments a-part and cre-
ated manufacturing cells.”

But after all of that, he realized the new lay-
out wasn't very efficient, so af-ter 18 months,
they finished moving everything again to opti-
mize efficiency.

His patience and persistence have paid off.
As aresult of all the changes that have taken
place during last five years, productivity
increased by double digits, market share dou-
bled, and they've saved 20 to 30 percent of
space. WIKA’s lead time has also dropped
from about six weeks to just five to 10 days.
That all yields real results — the U.S. head-
quarters’ profits and revenue doubled in the
last five years, bringing the entire global rev-
enue to $480 million and the Atlanta plant’s
revenue to $100 million last year.

“We are well-conditioned for the future,”
Gerster says. “There are things that are under
our control and there are things that are not
under our control, and even the things that
are not under our control, we have a level of
agility that we can react to those real quick.”

Making major changes in a company
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requires a lot of planning, communication
and work to succeed. Here’s how Gerster
conquered some of the challenges of driving
change through an organization.

Customer relations

The first stage of any change is having a rea-
son to do so, which starts with knowing how
your company competes.

“Clearly understand the value proposition
to the customer,” Gerster says. “When you
compete in a batch world with other cus-
tomers, same lead times, same quality serv-
ice, etc., the only thing you have to differenti-
ate yourself is price. Then if you have a com-
petitor coming through globalization that
brutally undercuts you in price, you lose your
value proposition to your customer.”

He spends about one-third of his time with
customers and says to ask questions, “then
shut up and let him talk” to learn their needs.

Gerster asks about what challenges they
face, their biggest expenses, how WIKA can
help their profitability beyond lowering price,
and what they expect from suppliers.

While these questions help surface spoken
demands, sometimes you have to dive deep-
er to find needs they don't even think about.

“If you ask the right questions, you're going
to find, hopefully, unarticulated demands that
the customer would have never told or asked
you to do,” Gerster says. “If you offer that to
the customer; all of a sudden the light bulb




goes on and they say, ‘Yeah, that would be
important for us.”

After listening, WIKA made some changes.
To start, it changed its methodology in pricing
to be customer-friendly.

“If you tell a customer, ‘Here'’s a price for
five pieces, and here’s a price for 50 pieces,
and here’s a price for 500 pieces, you are
enticing the customer to do the wrong thing
because he’s going to have one eye on the low
price,” Gerster says. “Then he’s buying more
than he actually needs and puts the rest in his
inventory.”

Inventory costs a company a lot of money
to maintain, often negating the lower price it
paid, so whether a customer needs five
pieces or 500, WIKA charges the same
price. WIKA also realized it could save
customers time, money and manpow-
er by monitoring their inventories for
them by linking their IT systems and
automatically shipping when a prod-
uct was low.

None of this would have happened if
Gerster hadn't tried to create a true
partnership, which he says many com-
panies don't understand.

“Nobody ever really understood
what partnership means,” Gerster
says. “In the past, it was who had the
lowest price. If there’s no dependency
between the customer and the suppli-
er, and the supplier and the customer, then
you don’t have a relationship.”

Real relationships are key to a successful
business.

“The customer must, at some level, depend
on WIKA — in a good sense, not in a black-
mailing sense — to meet their goals while
leveraging the capabilities of an agile suppli-
er,” Gerster says. “That creates a dependency,
and that dependency cannot be thrown out
or competed with just because somebody
walks in there with a lower price because we
offer more than a lower price.”

Communication

When making changes within an org-aniza-
tion, leaders must get buy-in from everyone in
the company, otherwise the changes won't
yield success.

“The top management support is the oxy-
gen that is blown into the candle all the time
to keep it alive,” Gerster says. “At the same
time, the whole organization has to become
more self-sustained. In other words, the
employees have to pick up the DNA and the
way we want to do business.”

Doing that is pretty straightforward.

“You must be honest, and you must give
people a reason why change is imminent,”
Gerster says. “In order to do that, you should
have some urgency.”

But that's not enough. Top management has
to follow up with the low-level employees. He

attributes Toyota’s success to this.

“Those guys know what they are talking
about because they know what’s going on, on
the shop floor, and they make sure things are
right on the shop floor,” Gerster says. “If you
make sure things are right on the shop floor,
everything else will fall together. Don’t start at
the top — start at the bottom.”

It's also important to keep the senior team
excited and focused. That will filter down the
organization and help employees buy in to
changes.

“People on the shop floor have seen many
different programs over the years, and they
know, management says yeah, yeah, yeah,
and then six months later, nobody talks about

it anymore,” Gerster says. “It needs constant
nurturing through top management, and top
management needs to be excited about it,
and they should be because it brings you the
results you're looking for, but they don't trust
it, and they let it go too quick.”

Leaders need to get and keep everyone on
board through continuous training and men-
toring, and if they don't like those activities,
let them go. He also keeps them in the loop
by standing in front of everyone each quarter
and giving a state of the company address. He
both looks back at what the company has
accomplished and also spells out the top five
issues needing work as they move forward.

“That’s a certain set of information that I
repeat over and over again,” he says. “Then
you just need to engage with people. You
need to tell people that while they are chang-
ing, mistakes are going to happen, and it is
OKto fail.”

Continuous improvement

Most people have had a moment where
they look at a policy or procedure and say,
“That’s complete nonsense. Why do we do it
that way?”

Around WIKA, Gerster rewards people
for asking that question because it shows
they're paying attention and looking for
improvement. He calls it the “Utter non-
sense” award, and it comes with a $100
reward. It's a way of getting people to con-

tinuously improve the company.

“Sometimes you set up business processes
and never look at them again until they kick
you in your rear end,” Gerster says. “What
we're trying to do is set up a process that
looks at everything and anything continuous-
ly and try to capture opportunities for im-
provement.”

Offering incentives to those who choose to
get involved and offer ideas motivates and
ignites enthusiasm. For example, Gerster's
lean transition completely re-energized his
people and propelled WIKA forward.

“It's an employee-driven process, and it puts
people on steroids,” he says. “The morale is
totally different than what it was years ago.
Give the people responsibility. ... Just
trust them, and they will deliver for

It's also crucial to watch what you
reward.

“Often, people get a bonus for
increasing sales or increasing prof-
itability, but they only measure the sales
or only measure the profitability, so at
the end, you either have it or you don't,
or youre somewhere in between,”
Gerster says. “You need to focus on the
internal activities that drive sales and
drive profit, so you know much earlier
if you are on track or not.

“If you focus on these activities, you
don't worry about sales or profitability
because you know it's going to come togeth-
er anyway, because you're doing the right
thing. You're looking through the windshield
and not through the rear mirror.”

WIKA also sets benchmarks for employees
by averaging the previous two years’ per-
formances and then raising that number
slightly. If they hit the new goal, the company
splits its profits 50-50 with employees, so they
reap the benefits of their hard work.

“You need to define an expected outcome
for a certain business process, and you need
to make sure you raise the expectation every
now and then in order to push the limit and
start people thinking, ‘How do I do better?”
he says.

When they get a cut, theyll look at how to
be more efficient to increase their share of
the prize.

“If people want to make more money here,
it's not about working harder, it's about work-
ing smarter,” Gerster says. “You can't get it
done if you work harder. You need to do it dif-
ferently.”

While change can often seem slow and peo-
ple can be skeptical, Gerster says to plunge
forward and let success get people on board.

“If the changes work, and they see that it
works, and they get a share of it, why would
they get frustrated with it?” Gerster says.
“They must be part of the success, and we
make them part of that success.”
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WIKA Instrument Corporation, located just outside Atlanta is the world’s leading man-
ufacturer of temperature and pressure instrumentation. Celebrating the sixth anniver-
sary of its journey, WIKA continues to use the LeanSigma approach to extensively inno-
vate, develop and launch new products and has leveraged its competitive advantages
into growth in sales and earnings. From 2001 to 2007 the company has executed more
than 700 kaizen events worldwide with the following results:

e Sales revenue up 23%

e 5x increase in profit before taxes

e Rework and scrap reduced 13%

e External quality complaints reduced 60%

e | ead-times decreased from 4-6 weeks to 1-3 weeks

TBM is the global business improvement leader, helping companies on five continents
use LeanSigma® to achieve dramatic levels of efficiency and productivity, new com-
petitive advantages — and sustained profit and revenue growth. LeanSigma combines
Lean and Six Sigma into a single, coordinated initiative, eliminating the guesswork
about when and how to use these tools — and taking months out the time it typically
takes to implement them.

We help our clients remove obstacles to their business potential — and achieve new
competitive advantages and consistent sales and earnings growth. Our consultants
work side-by-side with client teams to drive Lean culture change and fast, dramatic
improvement — rooted in the fundamentals of the Toyota Production System.

Visit us at www.tbmcg.com to learn more, or, give us a call at 800.438.5535.

Australia e Brazil ¢ China e India ¢ Mexico ¢ Switzerland e United Kingdom e United States

LeanSigma® is a registered trademark of TBM Consulting Group, Inc.



