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OVERVIEW
Not since the Great Depression has the financial 
services industry seen such disruption and upheaval 
as it has in recent years. Caught in such dire straits, 
organizations often turn to drastic cost reduction 
measures to shore up the bottom line. Unfortunately, 
doing so often means major reductions in workforce 
or a delayed start of strategic initiatives that could 
lead to new sources of revenue. In 2009, companies in 
the S&P 500 displaced over 630,000 employees—19%, 
or 121,000, were in the financial services industry1.

In the past, large financial institutions were able to 
increase revenues through increased market share 
fueled by mergers and acquisitions and through total 
market growth. In today’s economy, however, firms no 
longer have the luxury of improving profit simply by 
increasing revenue. In addition, due to the significant 
headcount reductions in the financial services industry, 
these firms will need to improve operational efficiencies 
to merely support existing processes with fewer 
resources.

As a key indicator of operational cost in comparison 
to the revenue it generates, efficiency ratios at large 
financial institutions are flat at best. Efficiency ratio is 
generally calculated by dividing non-interest expense 
by total revenue less interest income. The target or 
ideal ratio is less than 50% (lower is better). The graph 
on this page depicts efficiency ratios for several large 
financial firms, including American Express, Bank of 
America, Royal Bank of Canada, Deutsche Bank, HSBC, 
UBS and Wells Fargo. Notably, none of these large 
financial services companies have been able to sustain 
the ideal efficiency ratio. The ratios have been flat or 
trending upward, even before the global economic 
crisis started in 2008. Many view this fact as evidence 
that non-interest expense or true operational costs are 
actually increasing. 

In order to continue to meet shareholder expectations, 
financial services firms must take a focused look inward 
to eliminate waste and reduce operational costs. A 
proven, effective way of doing this is to employ the same 
Lean techniques used by manufacturing firms for years. 
A 2007 study conducted by Technology Forecasters Inc. 
documented that 63% of the manufacturing companies 
surveyed reported lower overall costs as a benefit of 
Lean. In addition, 75% of the companies with advanced 
Lean programs enjoyed net profit margins greater 
than 5% of revenue, as compared to only 28% of non-
adopters of Lean1. Net profit margins at most global 
financial companies hover between 5% and 10%. With 
a fully developed Lean culture, it follows that these 
companies could see 10-15% margins.
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Why have so few financial services firms tapped 
into the power of Lean to achieve this advantage? 
Possible reasons include misconceptions about Lean’s 
applicability outside of the manufacturing environment 
or a perception that Lean may be a “bridge too far” for 
an organization gutted by lay-offs. Regardless of their 
reasons for hesitating, financial services firms should no 
longer wait to embrace Lean transformation.

IDENTIFY THE OPPORTUNITIES
Organizational leaders in financial institutions may be 
wondering how they can identify opportunities where 
an effective application of Lean could yield significant 
results. Fundamentally, Lean is about eliminating 
waste. Some waste is unavoidable, but the objective 
is to identify all activities that are non-value-added 
and reduce as many as possible. General examples of 
waste include over-producing, waiting, defects/rework, 
over-processing, inventory, motion and transport. A few 
specific examples of waste sometimes found in financial 
services include:

•	 Rework due to lost files or processing errors

•	 Over-processing due to duplicate client records or 
redundant data entry requirements

•	 Movement due to physical dispersion of process 
participants

•	 Printing, copying and transporting of documents 
instead of transmitting/storing electronically

Identifying, eliminating or reducing such waste will 
enable firms to improve productivity, redeploy resources, 
increase customer satisfaction and reduce costs. But 
waste can be pervasive and not easily identified. One Lean 
technique that can help uncover waste is Value Stream 
Mapping. A Value Stream Map (VSM) provides an end-to-
end view of a process, as well as the availability, capacity 
and performance of each step in the process. The VSM 
should include both physical flows and information 
flows. A Current State VSM shows the process as it is 
today and highlights opportunities to reduce waste in 

the current process. Future State VSMs depict how the 
process may look in the future, after improvements 
are implemented. This makes Value Stream Mapping a 
powerful visioning and communication tool. 

Value stream mapping can help uncover the process 
bottleneck. The bottleneck is the process step with 
the longest cycle time and is the step that determines 
the total output of the process. For example, common 
bottlenecks in a mortgage application approval process 
are the home inspection and/or appraisal. To increase 
output, either the cycle time of the bottleneck must be 
reduced or the available working time of the bottleneck 
must be increased. In addition, the bottleneck should be 
protected from defects to maximize the usable output 
of that process. This may be achieved by implementing 
a test point, quality gate or error-proofing, just ahead of 
the bottleneck, to ensure that defective material does 
not exacerbate the bottleneck. By identifying, improving 
and protecting bottleneck processes, financial services 
firms can improve their total operational efficiency and 
essentially “do more” with fewer resources.

Even after improving bottlenecks, we must understand 
the takt time to determine whether the process can 
meet customer demand. Takt time represents an 
increment of time used to demonstrate the frequency 
of customer demand. It is the cadence of customer 
demand. 
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IN MARCH 2009, RSM 
MCGLADREY CONDUCTED 
AN ONLINE SURVEY OF 
920 EXECUTIVES OF U.S. 
MANUFACTURING AND 
WHOLESALE DISTRIBUTORS, 
WHICH DETERMINED THAT 
61% OF COMPANIES SURVEYED 
ARE IMPLEMENTING LEAN 
OPERATING PRINCIPLES. 



To some, calculating takt time for processes inside 
a financial services company may seem unrealistic. 
However, many key functions such as bank teller 
services or delivery of investment advice by a call center 
are both measurable and somewhat predictable. By 
determining takt time—total demand for a product or 
service divided by the working time available to produce 
that product or service—and tuning processes using 
Lean techniques to eliminate waste, work is performed 
more efficiently to a consistent pace of the takt. 

Due to the nature of customer demand for financial 
services, a value stream will have various takt times 
depending on the month, day of the week or hour of the 
day. Companies that learn to leverage the concept of 
takt time to build capable processes that scale efficiently 
with the ebb and flow of demand will dramatically 
increase customer service levels and lower  
operational cost.

If the cycle time of any step in the process is greater 
than the required takt time, then the process cannot 
meet customer demand. If the cycle time of the 
bottleneck is greater than the required takt, then 
reducing the cycle time of the bottleneck step will 
improve efficiency, increase output and possibly reduce 
costs. Until the cycle time of every step in the process 
can be performed within takt, there still will be unmet 
demand and potentially unrealized revenue. Identifying 
unrealized revenue, and then responding to that 
opportunity, is another way that financial services firms 
can utilize Lean to improve profitability

ACHIEVE AND SUSTAIN  
MEASURABLE RESULTS…
One way to protect the valuable limited capacity of a 
bottleneck is to poka-yoke the feeding process step(s).

Delivering financial services requires a tremendous 
amount of data. It’s critical that all the data entering 
the value stream is complete and accurate. Poka-yoke 

is the Lean term for mistake/error proofing. It seeks to 
prevent the occurrence of defects, or at least ensure 
that mistakes are detected when they occur. Because 
anyone can make mistakes, error proofing often 
relies on mechanisms built into tools or systems that 
automatically signal when problems occur or prevent 
the process from continuing until the proper conditions 
are met. A few examples of poka-yoke techniques for 
financial companies are:

•	 Require field validation logic for all data entry 
activities to ensure accuracy and completeness of 
initial information capture

•	 Automate form generation using source data and 
limit the use of free-form fields

•	 Employ workflow technology to ensure that process 
steps are completed in the proper sequence and with 
accuracy, to reduce rework

•	 Use data encryption technology at all layers to 
prevent data corruption and hacking
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ONCE A PROCESS IS IMPROVED, 
STANDARD WORK HELPS SUSTAIN 
THAT IMPROVEMENT
This makes standard work an essential building block 
of a Lean enterprise. Standard work ensures that each 
step in the process is clearly defined so that work can 
be performed repeatedly in the same manner and within 
the calculated takt time. Here are some ways to apply 
standard work:

•	 Document common transaction types into 
summarized one-page references, and include 
decision trees for frequently encountered situations

•	 Standardize document transfer to reduce lost files, 
improve visual management of work in process and 
reduce delays

•	 Provide simple rules/checklists to ensure that 
required documents/information are present before 
packet submission/hand-off

Without documented standardized processes and a 
program to audit the use of those processes, it can be 
very difficult to achieve the expected benefits of a Lean 
program. However, once standard work is in place, it is 
much easier to develop, communicate and implement 
continuous process improvements. This means process 
improvements can be performed more quickly, and 
impacts can be measured more accurately. This can 
result in larger gains and long-term sustainability for 
firms that employ Lean.

STANDARD WORK IS ONLY ONE 
COMPONENT OF A 55 SYSTEM
5S stands for sort, set in order, shine, standardize 
and sustain. It is a methodology for organizing, 
cleaning, developing and sustaining a productive 
work environment. A 5S environment has “a place 
for everything and everything in its place,” with all 
the required resources ready where and when they 
are needed. Many experts believe that 5S is the first 
step in pursuing a Lean culture. This is because it is a 
visual reminder that something has changed and it is 
a constant indicator of the health of the Lean program. 
To integrate 5S into a financial services process, ot only 
should a standard of work be developed for the process, 
but standards for desk organization should also be 
established. These standards may include distinct and 
labeled areas for each type of work in process (new 
files, files on hold for questions, files ready for review), 
and/or a process to ensure that files are processed first-
in-first-out. Every day more and more firms are turning 
to workflow technology because it virtualizes the flow of 
documentation and gains control over their processes. 
Standard work and 5S concepts are intrinsically an 
integral part of workflow.
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LEAN METHODOLOGY 
CAN BE A GREAT TOOL IN 
HELPING WITH PRODUCTION, 
FULFILLMENT AND SALES/
SERVICE PROCESSES AT 
FINANCIAL INSTITUTIONS 
(FIS).  LEAN METHODS 
ARE HIGHLY EFFECTIVE 
IN HELPING ACROSS 
AREAS THAT RANGE FROM 
STATEMENT PRODUCTION AND 
DEPOSIT SUPPORT TO CARD 
OPERATIONS AND CREDIT 
SUPPORT. THE EFFICIENCIES 
GAINED THROUGH LEAN 
IMPROVEMENTS NOT ONLY 
REDUCE FI EXPENSES AND 
ENHANCE THROUGHPUT, BUT 
OFTEN INCREASE CUSTOMER 
AND EMPLOYEE SATISFACTION 
THROUGH THE STREAMLINING 
OF PROCESS HANDLING.



NEXT STEPS
The bad news is that growth in the financial sector has 
dramatically slowed, and the industry as a whole has 
not demonstrated the same productivity gains seen 
in other industries. Most firms in the industry are no 
more efficient today than they were four years ago. 
Financial institutions can no longer merge their way 
to profitability, and layoffs can go only so far. In fact, 
further headcount reductions may hinder the capacity to 
seize future opportunities. 

The good news is that there are untapped savings and 
performance improvements waiting for diligent leaders. 
By utilizing well-proven Lean techniques, financial 
services firms can eliminate waste, reduce operational 
costs and even improve customer satisfaction. Lean can 
also complement other process improvement programs, 
such as Six Sigma, which already may be active in 
financial services firms. The existence of such programs 
will only help the adoption and sustainment of a Lean 
deployment. Short-term gains can be achieved even in 
the worst economy, but long-term success will depend 
upon the fortitude of leaders to remain committed to 
achieving a Lean culture, even after economic factors 
improve.  
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LEAN IS CONSIDERED TO BE 
THE PROGRAM FOR LARGE-
SCALE COST SAVINGS, 
REDUCTION OF INEFFICIENCY 
AND INCREASING CUSTOMER 
SATISFACTION. A BROAD 
LOOK AT ALL THE FACTORS 
INFLUENCING BEHAVIOR IS 
THE ONLY WAY TO REALIZE 
SUSTAINABLE RESULTS IN 
FINANCIAL INSTITUTIONS, 
IMPLEMENTING THESE LEAN 
METHODS COMBINED WITH 
A CHANGE MANAGEMENT 
APPROACH. IN A LEAN 
APPROACH, THE COMBINATION 
OF CHANGE MANAGEMENT 
AND AN INTEGRATED 
STRATEGY AND APPROACH, 
ACROSS ALL ELEMENTS THAT 
INFLUENCES EMPLOYEE 
BEHAVIOR IN A FINANCIAL 
SERVICES ORGANIZATION, 
IS THE ONLY WAY TO WORK 
EFFECTIVELY TO ACHIEVE 
SUSTAINABLE RESULTS.
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