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Lean, Just-in-Time and Globalization


Dear Drew, 

    
   I was contacted a few months ago to contribute to an article that would appear in an industry periodical in Europe. The premise of the article was that lean, particularly just-in-time, with its emphasis on inventory reduction was harmful in the event that problems occurred in the supply chain.  The volcanic eruption in Iceland was the backdrop for the article.  
   I asked the writer to describe her definition of "Lean".  As expected it was incomplete, and actually demonstrated important misunderstandings.  Similar misunderstandings have existed for over 20 years with the first introduction of "just-in-time" concepts back in the mid-1980s.  The belief then, and that still exists today, is that it is all about inventory reduction.  In fact companies in earnest pursued this objective under the banner of "just-in-time" well into the 1990s. Often this objective was met at the expense of customer service - yes customer service often declined.  Why would companies do this?  One partial reason was the singular focus on one aspect of what we today call Lean Thinking.  Another reason was that people then, and still today do not completely understand the concept of just-in-time.  

   I explained that just-in-time was really about having the right item in the right place in the right quantity at the right time for the customer.  The writer seemed surprised by this definition.  I further explained that a company cannot reduce inventory until first the reasons that the inventory currently exists are addressed.  Causes include long changeover times, unreliable suppliers, large batch processing, frequency of delivery, and lengthy lead times.  Which leads to another aspect of our conversation, globalization.

   The writer mentioned that lean was about cost reduction, and that many companies have pursued "globalization" as a means to reduce costs.  I could not argue that many companies have moved their operations to low wage countries, or replaced domestic suppliers with sources in low wage countries.  Further, many have done so under the "banner" of lean.  However, once again, I explained this is counter to Lean Thinking and its pursuit to decrease lead time through the supply chain.  Globalization most often increases lead time from suppliers, and increases exposure to disruptions in the supply chain.  Therefore, additional inventory must be carried somewhere to maintain customer service, even in the best designed lean "pull" system.

   Lean Thinking steers us to local sourcing, particularly for high value items.  Once again this surprised the writer.  "Why are companies doing this?", she asked.  One partial reason is that the analysis conducted to determine that "off-shoring" was the proper course was flawed.  Few companies consider the total acquisition cost.  Most simply look at purchase price.  They overlook the additional inventory that must be maintained to buffer for the greater lead time, the cost of carrying that inventory, increased transportation cost including expediting, the sure to increase cost of obsolescence, the increased expense of supplier quality assurance, the impact on customer service, the increased risk exposure (and yes risk can be calculated), etc. etc.  

   Companies that calculate a more complete acquisition cost have seen the "decision point" shift away from the "off-shoring" option.  Sometimes the shift is significant enough to make them reconsider the decision.  This is particularly true as cost assumptions from even a few years ago have changed (e.g. the cost to transport a container from Asia has significantly increased over the past five years).  Organizations must periodically revisit past sourcing decisions, and always be sure that the analysis is correctly performed.

   I am sure that this writer is not alone, as I often encounter people of similar beliefs in my travels.  It is incumbent on all Lean Thinkers to first deeply understand the concepts themselves, and then to help others improve their understanding.  Such misconceptions leading to misguided practices were the cause for many a failed application of lean concepts over the years, even before the term lean existed.  Even worse, it led to a general distaste on some people's part for the concepts altogether.  

   By the way, the theme of the article was drastically changed before publication. 

Best Regards

Drew Locher
Managing Director, Change Management Associates

Upcoming Newsletter! 
Lean in Healthcare
LEI's new book "On the Mend" provides the best reference on the subject hands down.  CMA was working with healthcare providers to apply operational excellence concepts as early as 1990. Oh what we could have accomplished in the healthcare industry over the past 20 years if we had such a reference to guide us, and to use to overcome the belief that "healthcare is different".   

"Lean Office & Service Simplified" coming Jan. 2011!
Upcoming Events 
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CMA and our network affiliates have the following events scheduled:  
"Extending Lean to Office & Services" Webinar
November 8, 1:30p eastern
Hosted by MWCC
www.mwcmc.org
Lean Enterprise Institute (LEI) Workshops 
Los Angeles CA 
 November 9-11
"Optimizing Flow in Office & Services", "Lean Supply Chain" and more
www.lean.org
  

AME Conference
Baltimore MD
November 15-19
70 company presentations, 40 tours, 40 workshops, 8 keynote speakers, and more - the best "all things lean" conference in the world. Check out www.ame.org. 
Come visit us at our exhibitor booth (#33) at the AME Conference!!


Be sure to check out our publications:

"The Complete Lean Enterprise" (winner of a 2005 Shingo Prize)
"Value Stream Mapping for Lean Development" 

  (recently reviewed in the 2nd Issue 2010 of AME's Target magazine) 

 "Lean Office & Services Simplified" 
(coming in January 2011!) 

 

Books are available at www.productivitypress.com
Recent Articles! 
"ABCs of A3s"
Assembly Magazine
"Lean Office and Service" Podcast
"Creating Continuous Flow"
Manufacturing Digital on-line magazine
Click on "News" to find articles
 www.cma4results.com   




	

	


	 


