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- Pareto Analysis

0 Used when there are many problems and
you want to focus on the most significant.

0 Helps to focus efforts on the problems that
offer the greatest potential for improvement.

/

When managers discover process problems that need to be

addressed, they have to decide which should be attacked first.

relatively few of its factors.

20% percent of the causes.
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Vilfredo Pareto proposed that most of an activity is caused by

Pareto Principle states that 80% of the issues are the result of



- Pareto Analysis

L

Pareto’s concept, called the 80-20 rule.
80% of the problems is caused by 20% of the factors.

By concentrating on the 20% of the factors, “the vital few”,
managers can attack 80% of the problem.
Of course, the exact percentages vary with each situation, but

Inevitably relatively few factors cause most of the performance
shortfall.

A Vital Few and
Trivial Many Rule
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- Pareto Analysis

Q In arestaurant, the problem could be customer complaints and
the factor could be an impolite waiter.

0 For a manufacturer, the problem could be product defects and a
factor could be a missing part.

20% 80%0 20% 80%
Factors Bl  Efforts Results
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- Pareto Analysis

o The few vital factors can be identified with a Pareto chart.

a The factors are plotted in decreasing order of frequency along
the horizontal axis.

a The chart has two vertical axes, the one on the left showing
frequency and the one on the right
showing the cumulative percentage

of frequency. ®
a The cumulative frequency curve 20

Identifies the vital few factors that 10
deserve immediate attention.
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- Pareto Analysis

Approach:

U O 00000 ~DO~DODZD

Define the problem.

Decide what measurement is appropriate (frequency, quantity, cost, ..).
Identify the possible factors (e.g. C&E diagram).
Collect then record the data.

Construct and label bars for each factor.
Calculate the percentage for each factor.

Sort the bars in descending order.

Draw a right vertical axis & label it with percentages.
Calculate and draw cumulative sums (using dots).
Connect the dots (The last dot should reach 100 %).
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- Pareto Analysis

Hints:

0 Pareto charts are frequency plots for categorical data.
0 You should be thinking critical few all the time:
- Which are the critical few customer wants and needs?
- Which are the critical few measures?
- Which are the critical causes?

a Use the “Other category” when there are lots of very small
categories that are not of interest.

a Some applications can produce separate /
charts for different categories (e.g. different %:)
failure types across several location,

departments, machines, etc.). \
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- Pareto Analysis

Example' Type of Document Complaints

Type of Customer Complaints
40 100% 40
30
80%
20
60%
10

w
o

40% 0
Docs Product Package Delivery Other
quality

Frequency
5 S

20%

0%

Quality  Quality Invoice Package Wrong  Other
certificate certificate error List quantity
error missing error

The Pareto chart shows that these three problems if rectified will account
for almost 80% of the complaints.
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- Pareto Analysis
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