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The 80/20 Principle

The 80/20 Principle is the concept that in any given situation just a few of
the events (generally just 20%) give rise to the majority of the effects
(generally 80%).

80/20 is not meant to be an exact expression - rather it is convenient
short-hand that focus's on the concept of "predictable imbalance". 70/30
and 99/1 equally fall under the umbrella of 80/20, although it is surprising
how often 80/20 is the answer. Whatever the ratio, and contrary to our
intuition, 50/50 is generally the exception rather than the rule.

These events and effects cover the whole gambit of our environment.
Typical applications range from business (sales, purchases, inventory
management, people management, strategy development) to personal
(time management, career management, personal enjoyment) to societal
(social welfare management, crime, accidents).

The significance of the 80/20 Principle is that it provides the means to
leverage effectiveness by identifying the few things that really matter and
then concentrating resources and effort on those few.
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WHAT IS THE 80/20 PRINCIPLE?

In 1897, Italian economist Vilfredo Pareto discovered a recurrent
statistical pattern --- that of profound imbalance of wealth and income: A
small percentage of people owned a large proportion of money. The
pattern was eerily similar, no matter what country or time period was
examined. Roughly 80 per cent of money went to 20 per cent of people.

Since then, the 80/20 principle has been proven to work whenever it has
been applied, by economists, business people, and sometimes by social
scientists. Generally, about 20 per cent of products account for 80 per
cent of sales and profits. So do 20 per cent of customers.

20 per cent of criminals take 80 per cent of the loot. 20 per cent of
motorists cause 80 per cent of accidents. 20 per cent of your carpets get
80 per cent of the wear. And 20 per cent of your clothes are worn 80 per
cent or more of the time.

There is no magic in the 20 and the 80. They are approximations. If
anything, they under-estimate the extent to which life is lop-sided. For
instance, less than 1% of words are used 80% of the time (an 80/1
relationship). 1.3% of movies account for 80% of the box office take
(another 80/1 relationship, to the nearest round number). Less than 3% of
world wide web sites are visited 80% of the time. And it is almost certainly
true that fewer than 1% of scientists, discoverers, and religious leaders
have accounted for more than 80% of important results in their respective
spheres.

WHY APPLY THE 80/20 PRINCIPLE TO OUR DAILY LIVES?

Because the 80/20 principle seems to apply to anything where there are
inputs or causes on the one hand, and results on the other, it offers a key
to anything we want to control. The 80/20 principle opens our eyes to what
is really going on within and around us. If we understand the odd way the
world works, we can get the results we want, with much less effort.

When Richard Koch was at Oxford, he looked at previous exam papers,
and was excited to discover that a small number of topics came up, in one
form or another, on almost every year’s final examinations. By attaining
unusual depth in these topics, and ignoring most other subject areas, he
was able to gain a top degree without working long hours. Later, when
deciding on investments, he always looked for those small parts of any
business system that used very little capital yet yielded high profits. This
investment philosophy has worked time and time again in many
completely different fields.

But it is in applying the 80/20 principle, in an ‘80/20 way’, to the things that
matter personally most to each individual that we get the most benefit.
Most of us want to be successful and happy. Amazingly, the 80/20
principle can help us here.

Although business people and economists have used the 80/20 principle
for more than fifty years, it was only with the publication of The 80/20
Principle in 1997 that Pareto’s insight was re-interpreted to help ordinary
people in our personal and professional lives.
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HOW THE 80/20 PRINCIPLE CAN LIBERATE YOU

The 80/20 principle says that you can make tremendous progress in your
life by focussing on the few things that produce the results you want.

For example, if it's true that 80 per cent of your happiness and valuable
achievements take place in less than 20 per cent of your time, then these
peaks can be greatly expanded.

Take happiness first. Our lives are profoundly affected, for good or bad, by
a few events and a few decisions. The few decisions actually often are
taken by default rather than by our conscious choice --- we let life happen
to us. We can improve our lives dramatically by recognising the turning
points and make the decisions that will make us happy.

A very simple idea that has multiplied happiness for many people is to
recognise when we are happiest --- the things we are doing, the people
we are with, the thoughts we are having --- and to deliberately engineer
life so that we spend much more time doing the same or similar things. Try
it yourself, right now. Be imaginative about how to expand your happiness
zones, moving them from the periphery to the center of your life.

An amazing proportion of our happiness or unhappiness, and our impact
or lack of it on the outside world, is determined by what goes on inside our
heads. If we think we are happy and powerful, we are. If we think we are
miserable, we are. If our self-image is that we are caring and attractive,
then we are.

It is well proven that optimism creates results. So one thing we can all do
is concentrate on the minority of thoughts and feelings that give us the
greatest feelings of personal optimism and power. If this seems too much
like self-brainwashing, the easiest way to become optimistic is to
recognise the times and patterns when we feel most optimistic, and simply
engineer our circumstances so that we spend much more time feeling that
way. We can move optimism to the center of our lives naturally, just by re-
arranging how we spend our time, so that this becomes our natural way of
working and relating to people.

Self-help is the motor of progress. We have to change ourselves and what
we do. Too many of us, too much of the time, don't make the effort ---
because it is an effort, and because we are not confident it will make any
difference. Life, it has been said, is difficult. But the wonderful thing about
the 80/20 principle is that it makes life and improvement so much easier.
Intelligent and imaginative use of the 80/20 principle almost guarantees
results. The 80/20 principle is the motor of self-help and self-improvement.

Why? Because not all of life, not all of your life, is difficult at all. Some of it
is remarkably easy and stress-free. Most may be difficult. But there is
always a small part of life that is rich in comfort, rich in results, rich in
confidence, rich in contribution to other people, and rich in happiness. If
life is easy and happy for you most of the time, that’s great: you don’t need
the 80/20 principle. But if most of your life is a struggle, the 80/20 principle
can take you to a different and far superior level of existence.

All that you have to do is to isolate your ‘rich’ zones and build your life
around them. Most people waste their lives on activities that are of low
value to themselves and everyone else. The 80/20 thinker escapes this
trap, and does nothing that isn’t enjoyable or worthwhile. Everyone has
things that they like and are enthusiastic about. The 80/20 thinker builds
his or her life around these things, even if they are initially just a very small
part of your life.
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SOME 80/20 INSIGHTS TO MAKE YOU MASSIVELY MORE
EFFECTIVE

e Work out what you want to happen. Think about everything you
would normally do to make it happen. Then work out the few things
--- the 20 per cent or less --- that have 80 per cent or more of
results. These vital few causes nearly always exist. Once you have
worked out what they are, stop doing everything else. Spend more
time and energy on the vital few causes. Before long you will be
amazed at how much more control you have over events.

e Everyone can achieve something significant. The key is not effort,
but finding the right thing to do. You are hugely more productive at
some things than others. But you dilute your overall effectiveness
by doing a large number of things where your comparative skill is
far less strong.

e Few people take objectives seriously. They put average effort into
too many things, rather than superior thought and effort into just a
few important things.

e One proven 80/20 technique is to write down your goals in life. In
1953, only 3% of Yale graduates wrote down specific life goals. In
1973, a study of the 1953 graduates found that the 3% with written
goals had a total net worth higher than that of the other 97% put
together. Many people find this difficult to believe. But expressed in
80/20 terms --- it is a 3/55 relationship, since 3% accounted for
55% of total wealth --- it is just what we should expect. If you are
serious about getting ahead, work out what you want and commit
your goals to paper.

e One of the most important decisions we make --- or don’'t make ---
in life is our choice of allies. Almost nothing can be achieved
without partners and allies. Most people don’t choose their allies
carefully, or even at all. Somehow, the allies arrive. Don't let this
happen to you. Work out the few allies you have or should have
and build the alliances carefully according to your specific
objectives.

e Don’t buy the conventional argument that we are short of time. If
80% of our happiness and achievements come from 20% of our
time --- as they usually do --- then there is no shortage of time! The
problem is not time, but our trivial use of it. Work out the best 20%
of your time --- and spend two or three times more on similar
activities.
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80/20 INSIGHTS FOR THOSE RUNNING A BUSINESS

e  Work out the 20% of products and activities that give you 80% of
your profits. Then double or treble their revenues. Put little or no
effort into the less profitable 80%. Eliminate loss-makers.

e Do the same for customers --- identify the 20% who give you 80%
of your profits. Sell more to them and to people like them. Raise
prices or reduce costs and effort on the other 80% of customers.

e Make your business as simple as possible. ldentify the most
simple 20% and examine its profitability. If it makes 80% or more
of your profits, focus exclusively on the simple 20% and cut out
everything else.

e Identify the 50% of your customers, products, components and
suppliers that add the least to revenues and profits. In general
there is a 50/5 principle --- 50% of them add 5% or less to
revenues and profits. Getting rid of the bottom 50% is a great way
to reduce complexity. That enables you to focus on the 50% that
matters at all, and the 20% that matters a great deal.

e The 80/20 principle implies that the top 20% of your people are
worth 76 times more per person than the bottom 80%. Identify the
top 20% and see if this could be true for your business. If it is,
make sure you keep the top 20%, find other recruits like them, and
encourage the other people, slowly but surely, to become nicely
overpaid elsewhere.

e 20% of your activities are likely to happen many times faster than
the other 80%, and also be many times more profitable. What are
the few things that happen much faster than most things? Check
and see how profitable they are. If they are super-profitable, do
more of them.

e Remember that the best 20% of anything today will not be the best
20% of anything in the future. Remain flexible and detect changes
in the best 20%. Try to find, within the best 20% of anything, the
super-productive 20% within the 20%. Innovate every day.
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A FINAL WORD FOR EVERYONE

The 80/20 principle reveals a world that is weird and lop-sided. There are
always a few things that matter hugely. Most of the rest of the universe is
background noise.

If you understand the 80/20 principle and run your life according to it, you
can always become several times happier and have many timeS more
impact on the world, of whatever type you want.

The history of material progress in the past 300 years demonstrates the
80/20 principle’s applications in business. We are constantly generating
more from less. 300 years ago, 97% or more of people worked on the
land, most threatened from time to time with malnutrition or starvation.
Now, in the developed world, only 2-3% of people work in agriculture, and
they produce more and better food than ever before.

Material progress matters much less than other human progress: progress
in happiness, progress in health, progress in caring, progress in making
other people happier. If we had spent the last 300 years applying the
80/20 principle to non-material matters with the same gusto as in
economic affairs, human wellbeing would be on a totally different plane.
Each of us can take responsibility for multiplying our own happiness and
effectiveness, and therefore that of other people. That way, we can each
help to change the world in ways that we can currently scarcely imagine.
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CEO Checklist: The Seven Secrets of the 80/20 Leader

1)

2)

3)

4)

5)

6)

It's almost certainly true that 80% of your profits are made in
chunks of your business that comprise less than 20% of your
revenues. The ‘chunks’ may be particular products, customers,
channels of distribution, geographies, stages of value added, or
combinations of these. Do you know where your critical 20% lies?

Once you know your critical 20%, you can try to multiply this type
of business. It's worth it --- because adding another 20% of critical
revenues could add another 80% of profits. Do you have a plan to
double the critical 20%? Is it working?

Probably 50% of your customers, products, components,
suppliers, and stages of value added add less than 5% to your
revenues and profits. | call this the ‘weedy 50%’, because they are
weeds that just get in the way. Do you know what your weedy 50%
is? Are you acting to get rid of it?

Review all your growth initiatives and new projects. Almost
certainly 20% or fewer of them will add 80% of the extra future
value. Prune the bottom 50% of initiatives and give the resources
to the top 20%.

Who are the 20% of super-stars in your organization who will add
80% of the future human value? Do these few people get 80% of
your time and attention spent leading, monitoring, mentoring,
training and developing people?

What is the 20% or less of your time that adds 80% or more of your
value? Could you double the time on this? What is the bottom 50%
of your time in terms of value? Stop doing these things yourself ---
delegate them, or just quit them altogether.

Organizations are successful when they are different from all competitors,
provided that customers like what the corporation does when it’s different!
Make a list of all the customer-pleasing things that are different about your
company. What are the top 20% of these differences, the few really
important differences that make a world of difference? How can you
accentuate these differences, and multiply their impact?



