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The following report will critically analyse factors impacting The LEGO Group’s ability to develop and increase customer satisfaction. It shall look into the customer’s experience and expectations of the company while evaluating the benefits and challenges faced when developing and maintaining customer relationships. Additionally, it shall interpret The LEGO Group’s quality process; its efficacy in achieving the customer requirements. 
[bookmark: _Toc108941361]2.0 What is customer value

Customer value is not one entity; the term ‘customer value’ can denote several business objectives. As an overarching explanation, customer value implies that a customer is considered valuable whilst purchasing or using a product or service and advertising this product or service, either by word of mouth, using or wearing the product. However, a customer is no longer ‘valuable’ once no profit or benefit is garnered. One way to measure the value of a customer is by predicting their lifetime value (LTV) to the organisation and the cost of customer acquisition (COCA) (Appendix 1). These calculations can ascertain the value of retaining customers versus acquiring new ones (Getman, 2015). 
An organisation’s objective should be primarily focused on customer value, as without a customer, the organisation will cease to be viable in any capacity. Balinas (2022) reports that the value of retaining as little as 5% of an existing customer base can increase profits by 25-95%; this is due to a success rate of new sales of 60-70%. Conversely, acquiring a new customer can cost five times more than retention, with a success rate of new sales of only 5-20%. 
Therefore, retaining customers is more profitable than finding new ones. However, this is a long-standing debate throughout organisations. It should be decided case by case where the resources are best directed (Tidey, 2018), whilst also remembering that 33% of customers are likely to leave should they experience one instance of poor customer service. (American Express cited in TemplateLab, 2021)  (Appendix 2).
Moreover, organisations need to create value for their customers, inspiring trust and loyalty; if successful, the customer’s perceived value of the organisation increases and the customer will purchase the product or service, thus creating a profit. 
DeSarbo et al. (2010) assert that the core business strategy of market-focused organisations should first ascertain what the customer values in their product or service, then create that value and ensure to maintain and manage this over the customer’s lifetime. Once understood, the customer’s perceived quality of a service or product can be set against the customer’s perceived quality to determine a suitable price (Zeithaml, 1988). Simply put, the compromise between what the customer is prepared to give in order to receive.  

[bookmark: _Toc108941362]3.0 The LEGO Group – Adding value through co-creation and innovation

[bookmark: _Toc108941363]3.1 The LEGO Group’s co-creation management strategy successfully adds customer value
During a period of financial difficulty, the new CEO of the LEGO group, Jorgen Vig Knudstorp (Cited in Rusu & Avasilcăi, 2015), implemented an action plan of co-creation. By encouraging and engaging with ‘adult fans of LEGO’ (AFOL) via a new online platform, LEGO has listened to the customer’s wants and needs, leading to an improved customer experience. 
[bookmark: _Toc108941364]3.2 Customer co-creation
Whilst LEGO employs its own designers; it was recognised that although they were considered experts, they did not understand the product, and they were not reflecting the customer’s expectations in their designs; subsequently, many product lines were unsuccessful in achieving the desired sales targets (Bass, 2021). However, in offering opportunities to the AFOL to co-create with LEGO, the online platform has seen its community welcoming upwards of one million members; these members are encouraged to submit design ideas for new products. In the last ten years, one hundred and sixty-six ideas were successfully backed by ten thousand supporters, leading to the realisation of twenty-three new official LEGO sets, of which the AFOL designers are given 1% of the profits. (The LEGO group, 2018) These new products and subsequent profits would not have been possible without the innovative approach to co-creation.
[bookmark: _Toc108941365]3.3 Customer expectations
Júlia et al. (2019) report that in 2019 LEGO doubled the number of online visitors to over one hundred million and state that this is a crucial factor of long-term growth for the company. Additionally, LEGO gathers customer feedback at every touchpoint using a Net Promoter Score (NPS) as a valuable indicator. 
NPS is a management tool LEGO uses to evaluate customer satisfaction and relationships, using the Likhurt scale, 1932 cited in Batterton & Hale, (2017) by asking customers how likely they are to recommend LEGO to a friend. According to comparably.com (2022), LEGO scores 59 NPS, which indicates that 70% of customers surveyed would recommend the brand to a friend.
In doing this, they have consistently improved their service, ensuring that they meet the expectations of their customers. The success of which can be evidenced above and in the latest annual report, which has seen a steady increase in profit year on year (LEGO, 2022). 
[bookmark: _Toc108941366]3.4 Poor communication
However, despite the media portrayal of a customer-centric organisation that is increasingly financially successful, some customers appear dissatisfied with recent price increases of 20% and have complained that the lack of communication regarding delayed product releases is a ‘frustrating and messy experience’ (https://facebook.com/jaysbrickblog, 2022). 
[bookmark: _Toc108941367]3.5 The best brand in the world
Research into LEGO returns a vast amount of information and provides an insight into who LEGO are and what they stand for. However, very little evidence highlights the company’s disadvantages, which could be down to their strict approach to confidentiality (The LEGO Group, 2017), which details that company, product and profit information is not to be shared externally. It could be that LEGO has carefully curated its media presence and only reports on positive events, or perhaps LEGO is indeed a reputable customer-caring company. 
Further research indicates the latter; The 2021 Global RepTrak® 100 annual report (Reptrak, 2021) has awarded LEGO first place for the second year running. Reptrack claims to own the ‘world’s largest benchmarking reputation database.’ Their RepTrack model is a globally recognised standard for ‘measuring and analyzing the sentiment of the world.’ Their overall scoring refers to corporate reputation, and LEGO achieved a score of 80.4, which denotes ‘excellent’ and is the only company in the 2021 report to receive an ‘excellent’ score. (Appendix 3).




[bookmark: _Toc108941368]4.0 How diversification prevented LEGO from financial ruin 

[bookmark: _Toc108941369]4.1 Imminent Bankruptcy 

In 2003 the LEGO group earned $1 billion in sales but reported a loss of $228 million against these sales in operational costs. Experts were predicting imminent bankruptcy for the company. However, one year later, they reported a profit, and subsequent years have seen profits doubling. Innovation through digital transformation has brought LEGO back from the brink of financial collapse. (Andersen & Ross, 2016)
[bookmark: _Toc108941370]4.2 Digital Diversification

The LEGO group employed a digital strategy to diversify; this led to the creation of several online platforms. One such platform is Mindstorm (Lego.com, 2022a), which allows customers to purchase programmable bricks to create a selection of robots. The initial release was successful but highlighted risks to the company as customers began hacking the bricks to create customised versions; rather than LEGO pursuing legal action for the infringement of intellectual property, they saw this as an opportunity to engage with the customer and further collaborate. Resulting in a stronger customer relationship and ultimately a profitable partnership (Terzieva, 2012). 
Digital diversification allows customers to work with LEGO throughout all stages of product development. As the customer is representative of the consumer market, their ideas are critical in identifying customer needs. From inception to delivery, the customers are provided opportunities to give feedback, allowing LEGO to respond quickly to the market’s changing needs (Júlia et al., 2019).
The online platforms are operated at a negligible cost to LEGO, but having a variety of platforms available provides many spaces for users to submit ideas in a way that they are comfortable, offering a diverse range of interactive spaces to encourage and inspire the customer. Moreover, since the initial release, LEGO has learned and adapted quickly, ensuring they retain intellectual property rights and the customer is compensated financially. (Terzieva, 2012).
Frosch (1996) asserts that involving the customer in research and development is risky, as they cannot provide the correct information required or information detailed enough. However, for LEGO, this has proved mutually beneficial; LEGO builds the customer feedback into the product development, and as the customer dictates the ultimate success of a product, involving them at all stages adds significant customer value. (Terzieva, 2012)
[bookmark: _Toc108941371]4.3 Building Brand Reputation 

It is necessary to explore the following theories, to understand how involving customers in research and development has proven beneficial for LEGO.
The Kano Model (Kano, 1995) measures a customer’s expectations and requirements, separated into three groups. Baseline expectations are the requirements that must be provided to ensure a successful product. Linear satisfiers are requirements which, if provided, will create customer satisfaction, the more that are included, the greater the satisfaction; equally, the less provided, the more dissatisfied the customer, and finally, delighters are requirements which are not integral to the outcome but would provide great pleasure to the customer (HotPMO, 2021).
The Moscow model (Clegg & Barker, 1994) prioritises the previously mentioned customer requirements into Must have, Should have, Could have, and Will not have. By categorising the requirements in this manner and combining Kano with Moscow (Appendix 4), the likelihood of successfully providing the minimum acceptable product to the customer is greater; additionally, the likelihood of exceeding customer expectations is greater.
These models can be evidenced in the LEGO group’s approach to customer collaboration and diversification, detailed below.
To ensure that the customer’s ideas are realised into tangible products, LEGO utilises the customer’s perception to ascertain the marketing viability of a new product (Crawford and Di Benedetto, 2008, cited in Jensen et al., 2014). Additionally, the wants and needs of a customer are collected in each stage and analysed; in doing this, the final product will meet the customer’s basic needs to a minimum (Appendix 5). Additionally, early and continuous engagement may provide opportunities to exceed the customer’s expectations when the final product is delivered, whereby the customer’s basic needs are captured and delivered against ensuring consistent satisfaction, thus increasing customer value and brand reputation.
[bookmark: _Toc108941372]4.4 Digital Competition

However, an article by Pratap (2021) claims that although LEGO is a well-known and respected brand, they are pricing themselves out of the market. Additionally, it states that despite LEGO’s claim of financial improvement, its operating costs are still too high and makes reference to the LEGO 2019 annual report, where the total operating costs of 2019 were DKK 27.7 billion (approximately 3.2 million pounds) compared to DKK 25.6 billion (approximately 2.9 million pounds) in 2018. Although the report alludes to further IT expenses, Pratap does not quantify these. 
Moreover, in his company SWOT analysis, Pratap asserts that LEGO needs to improve, despite the recent digital diversification and states that LEGO has not addressed all market areas. It suggests LEGO is aimed at middle-class families with younger children and is not diverse enough to retain its newly found customer base. Finally, suggesting that as the market progresses, LEGO are likely to face significant digital competition from companies offering similar online platforms.
[bookmark: _Toc108941373]4.5 Continuous Improvement

Despite the assertions above, LEGO displays continuous improvement throughout the company. Although it is not directly acknowledged, the fundamental principles (Appendix 6) of the Kaizen process (Kaizen Institute, 2022) align with the promises stated in the LEGO group’s brand framework (Lego.com, 2022b) (Appendix 7). Moreover, LEGO has transitioned into digital technology through this improvement process, which has provided an 11% increase in profit alone (Andersen & Ross, 2016). 
Furthermore, This also accords with earlier observations, which showed the value of NPS data; LEGO uses this information to identify potential weaknesses or unsatisfied customers and respond immediately to improve customer satisfaction (Software Trends, 2022). Their growing success and brand reputation could be attributed to their focus in this area.

[bookmark: _Toc108941374]5.0 LEGO Is The Best Quality You Can Buy

[bookmark: _Toc108941375]5.1 Plan, Do, Check, Act 

The Deming Cycle (Plan, Do, Check, Act) developed by W Edwards Deming, (1982/2018) plays a vital role in LEGO’s quality process; the quality process document produced by LEGO refers to their integrated management system, stating that the four principles of the Plan, Do, Check, Act (PDCA) cycle are entrenched within this system. 
Lego uses the tried and tested PDCA cycle to ensure continuous improvement and quality. Furthermore, the policy states that “each employee has the right and duty to call to attention circumstances which in his/her opinion could have a significant impact to our brand” (LEGO.COM, 2014); involving all employees can create a sense inclusion and responsibility. However, it is essential to note that the quality policy document available online is dated 2014; no other versions are available, and this document may have been superseded.
Throughout the history of LEGO, quality has remained the key focus; as LEGO grew, the owners stipulated that the LEGO brick must be of the best quality that the customer can buy. Over time the manufacturing process changed, as did the materials required; however, LEGO understood that with the automation of the manufacturing process, there would be more room for error. To mitigate this risk, LEGO established a dedicated quality control department in 1963 (Lego.com, 2022b)

[bookmark: _Toc108941376]5.2 Best Practice

LEGO established an operational model of best practice, allowing the standardisation of process documents; key focus areas are performance, value and cost. A best practice is essentially process quality control, which guarantees that the process produces the same product (Quality) at the same time and cost. LEGO allows for knowledge to be documented and shared among existing employees to facilitate continuous growth. These standardised processes are then easily shared among new employees, negating the risk of one person or team holding important information and becoming a single point of failure. (Bøgebjerg et al., 2016a) (Appendix 8).

[bookmark: _Toc108941377]5.3 Quality Management System

Grosskopf et al. (2009/2018) assert that adopting a business process model (BPM) is particularly beneficial in times of economic downturn; this could be why LEGO adopted this approach following its financial crisis in 2003. BPM provides companies with the tools, namely easy-to-use flow charts, to precisely standardise business processes (OMG®, 2014)
Implementing these processes gives LEGO direct control over the quality and productivity of the company. BPM also allows for continuous improvement; should an idea or improvement be identified, employees must follow the process lifecycle, which includes an expert evaluation of the suggestion; upon approval, the documentation is updated and employees re-trained. 
However, after adoption, should the process not have improved, it will be altered and documented; this is a measurable process that protects the company’s quality and enables continuous improvement whilst supporting the corporate strategy.
Furthermore, all process documents meet the quality requirements of ISO 9001 (Bøgebjerg et al., 2016b). The ISO 9001 standard features seven quality management principles (ISO.org, 2021) (Appendix 9) and outlines the requirements for a quality management system; as previously stated in 5.3, LEGO has implemented an integrated management system that adheres to ISO 9001, thus ensuring customers receive consistent, good quality products and services.

[bookmark: _Toc108941378]5.4 Mistakes So Rare Items Are Collectables

According to Downard (2020), LEGO’s defect rate is 0.000000018%; however, he claims there are instances where a higher rate of defects has been reported. Despite this, customers are not perturbed, and the defective items are perceived as more desirable, with many AFOL hoping to receive a piece of inadequate LEGO with their purchase, claiming they are rare and collectable.
There is a relatively small amount of literature available with the aim to discredit LEGO products; much of the available literature discusses perceived company weaknesses and rationalises these, referring to LEGO’s robust processes previously mentioned. A possible reason for the lack of controversial studies could be due to LEGO’s ability to respond quickly to adverse situations. 

[bookmark: _Toc108941379]5.5 Customer Complaints Welcomed

Schønwandt, quality director of LEGO (cited in Admin, 2020), actively encourages consumers to call and complain should they experience missing or defective products, reasoning that this is the quickest way for them to respond and resolve the issue; it also allows for the production process of that item to be quickly stopped, assessed and corrected before other products are shipped. LEGO value its customers and uses the data collected from consumer complaints and feedback to improve the production, products and build instructions. Consumer complaints reported in 2019 were one thousand parts per million (1000 ppm); although Schønwandt claims this is already at a low level, the aim is to reduce this by a further 10%.





[bookmark: _Toc108941380]6.0 LEGO employees are involved, valued and fairly compensated
 
[bookmark: _Toc108941381]6.1 Critical factors of quality management

According to Flynn et al. (1994), there are seven critical factors to quality management, while Black & Porter (1996) claims eight. A literature review conducted by Kanapathy (2018) identified twenty-seven. Considering all of this evidence, it seems that there is no common agreement on the specific number of quality management factors; however, according to the majority of experts, employee involvement is unanimously considered a critical factor. 

[bookmark: _Toc108941382]6.2 People-focused methodologies

Plan-based methodologies are generally considered rigid, predictable, and bureaucratic, whereas Agile (Association for Project Management, 2021) is considered adaptive and people orientated, providing the ability to respond quickly to change without a heavily documented process to do so. Moreover, many manufacturing organisations operate in Taylor’s Scientific Management (2006) which could be seen as outdated, and employees are perceived as mouldable and expendable resources rather than individuals with ideas and value (Fowler, 2022). 
Additionally, Taylorism is only concerned with workers who can operate at maximum capacity all the time, with little consideration given to their physical and mental health, which will undoubtedly lead to fatigue, burnout, and mental exhaustion. Taylor’s theory (1919) also suggests a ‘differential rate system’ to pay these workers more money to coerce them into working, whilst those unwilling or unable to increase their production speed are not. Not only does this affect the team’s morale, but it does not address the issue of quality; if employees work at double their average speed, they are unlikely to achieve the required quality standard (Watanabe, 1991), thus placing quantity over quality.
To this end, LEGO implemented an Agile transformation in 2018, following the principles defined in the Agile Manifesto (Agilemanifesto.org, 2022); agile promotes collaboration opportunities and innovation, emphasising customer satisfaction, quality, teamwork, and efficient management. 


[bookmark: _Toc108941383]6.3 Maintaining a competitive advantage

A journal article produced by Sommer (2019) supports the notion that organisations need to respond quickly to change to maintain competitive advantage, and an Agile methodology can provide the flexibility to achieve this (Appendix 10). Prior to LEGO’s transformation, the organisation was struggling financially; employees were instructed how to operate via rigid management processes, contracts and delivering precisely to plan took prominence above all else, and employees tended to work in silos; this is comparable to the previously mentioned scientific management style of Taylor (1919).
Unlike the previously mentioned management style, Sommer (2019) reports that during and following the Agile transformation, LEGO employees were trained in Agile methodologies, allowing them to choose from a suite of resources, such as JIRA (Atlassian, 2021) and Kanban (Poppendieck & Thomas David Poppendieck, 2003) providing them with the opportunity to explore the most appropriate Agile approach for the task at hand. The management structure was redesigned, correctly attributing accountability and removing the previously draconian autocratic leadership style (Lewin & Lippitt, 1938). 
Managers are now leading their teams to success, and employees are empowered and trusted to interact with other teams, share knowledge, and collaborate internally and externally. The focus has shifted from delivering to the plan to concentrating on delivering value, and teams are recognised and rewarded for their efforts, in turn motivating and influencing other teams across the organisation who have yet to adopt Agile to pilot the new approach. 
In addition to the successful 2018 transformation, LEGO overhauled its processes and documentation; several of these are available for public consumption; one of these documents, Responsible Business Principles (The LEGO Group, 2018b), details its organisation’s approach to the responsibility of children, people and the environment, the documents states “Our aim is to ensure the rights and well-being of anyone involved in the production of LEGO® products and to protect the environment for future generations.” (The LEGO Group, 2018b). LEGO states that they comply with minimum employment rights as set by law; however, they have also set best practice benchmarks which may exceed the minimum requirements. 
LEGO aims to be an inclusive employer ensuring that reasonable measures are taken to accommodate employees with mental or physical health needs and fights against discrimination, supporting LGBTQI+ (ILGA, 2017) and ensuring that all employees are treated with dignity and respect. They also promote themselves as a family-friendly organisation with paid breastfeeding breaks.


[bookmark: _Toc108941384]6.4 Employee Reviews

Although the organisation claim to have achieved the category’ top in class’ in an external survey conducted by Ennova (cited in LEGO.COM, 2021) and exceeded its target by nine points, employee reviews of LEGO posted on the job hunting site Indeed (2018) present a conflicting perspective of LEGO. Several reviews state that the culture within LEGO is unnecessarily competitive, leaving them feeling demotivated and undervalued; another describes poor management, low pay and inflexible unsocial working hours.
However, it should be noted that the source has not confirmed the validity of these reviews.

[bookmark: _Toc108941385]6.5 Empowering employees increases motivation

LEGO adopts various methodologies and principles throughout the organisation, another notable influence being Lean Production (Vorne Industries Inc, 2021), which focuses on identifying what the customer wants, adding value and reducing waste. However, it could be argued that this is also Fordism, developed by Henry Ford in 1926 (Licht & Tolliday, 2001), whereby the production process was constantly improved to increase production and decrease waste. Other influences can be seen in the Just In Time Principle (JIT) (Monden, 1983/2015), which utilises a Kanban system to implement continuous improvement. 
Oláh et al. (2017) report that Lean methodology and principles such as Six Sigma (Rosing et al., 2015) delegate responsibility to employees, empowering them to take ownership of their work, thus increasing motivation and a sense of achievement and fulfilment in their work. Additionally, since Lean is a way of thinking, indoctrinating employees into this thought process encourages commitment to the brand, and employees are more likely to volunteer effort in addition to their obligated duties. The report concludes; that 91% of LEGO employees are committed to the organisation and that 99% of employees would feel comfortable submitting an idea for improvement irrespective of reward.




[bookmark: _Toc108941386]7.0 Conclusion

Since this assignment was limited to only a few factors of customer value and the quality process, it was not possible to fully explore the efficacy of The LEGO Group; undoubtedly, further research into these areas is likely to provide extensive information enabling a complete conclusion to be drawn.
However, with the research conducted throughout this assignment, it is already possible to identify a commonality between several long-standing methods and principles, such as BPM, PDCA, Kaizen, Agile, Lean, Six Sigma, Fordism, Total Quality Management (TQM), Kano and previously Taylorism. Due to the implementation of continuous improvement and adopting these methods and principles, LEGO will likely continue to strive to grow and innovate in line with the fast-growing digital online community, empowering its employees and AFOL to present ideas for innovation and new products. 
All methods and principles mentioned throughout this assignment strongly correlate to an Agile environment, suggesting that there is no one right way to establish quality and value but that success can be found in implementing and integrating several of these approaches. Continuously refining and improving processes until LEGO achieve its vision statement created in 1936 by the founder Ole Kirk Christiansen “Only the best is good enough” (cited in Grayson, 2020).
To conclude, this assignment provides an insight into what makes LEGO a reputable brand with an ever-growing customer base and goes some way to explain how they monitor and achieve customer value through a quality process.
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