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Dear Richard 
  
The other day I was with a group of senior executives puzzling over an end-to-end value stream 
map. In this case it happened to be for an automotive component, stretching from raw materials to 
the car assembly line, but it could equally have been for many other products, such as medical 
devices supplied into a hospital. Surprisingly this was the first time these executives had looked at 
all the end-to-end flows involved in making this product. They were shocked at what it revealed. 
  
It apparently takes between 26 and 97 weeks – or between six months and nearly two years - to 
perform a total of 156 production steps in 21 plants spread across four continents. We estimated 
that it took no more than 200 minutes – or just under three and half hours - to carry out these 
forging, machining and assembly steps. Moreover these parts travel literally tens of thousands of 
miles across the globe before the final six assembly steps are performed close to the final 
customer, in this case in the USA.  
  
Calculating the total inventory cost in this long pipeline is a dramatic wake up call. But this is just 
the tip of the iceberg of unnecessary costs in this supply chain. Does it really need to take nearly 
two years to perform three and a half hours of value creating work? While these senior executives 
may have been shocked, this situation is unfortunately very common. What is surprising is that 
they and many other automotive suppliers have gone so far in the wrong direction in recent years, 
despite starting to introduce lean inside their plants more than a decade ago. 
  
So, they asked, how did we get into this mess? What does this reveal about the thinking behind 
the way we manage our supply chains? 
  
Eleven of the 21 plants are owned by this supplier and each of them specialises in a different set 
of activities, performed on many different parts for different customers across the globe. These 
are the traditional "focused factories" popular before the rise of lean and still being peddled by 
some consultants - shame on them. The thinking behind this is to concentrate skills and machines 
in fewer locations in order to benefit from economies of scale (bigger and faster machines) and to 
improve asset utilisation. 
  
However their experience of this focused factory thinking, like that of many others, is quite the 
opposite - a more complex product mix in each plant results in lower rather than higher OEEs and 
asset utilisation than before – as well as lots of additional costs throughout the much longer 
supply chain. 
  
Like many others this supplier tried to address this problem by buying an SAP ERP scheduling 
system to plan each production step and each shipment. This not only caused the usual chaos 
when it was introduced, but it did not get rid of all the short term plan changes to the schedule and 
the resulting fire-fighting, indeed both of these seem to have got worse, as did their OEEs. 
 
In the face of relentless price pressure from their customers this supplier, again like many others, 
moved a lot of its production to low wage locations in Brazil and China. In private these 
executives described going to China in retrospect as "a disaster". Cheap direct labour costs were 
more than offset by a whole host of unforeseen additional costs. 
 

Unscrambling Supply Chains          
The latest word from Dan Jones 
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The lean alternative is to try to co-locate as 
many production steps as possible for each 
product family in one location (either close to 
the customer or at a lower cost location in 
trucking distance within the region), using right 
sized equipment to flow the right products 
quickly through each step as triggered by 
Kanban pull signals from the customer. This 
simplifies the planning and scheduling process 
at the same time as compressing the total lean 
time through the supply chain. 
  
But focused factories, ERP systems and low 
wage sourcing are actually symptoms of an 
underlying management system. Unless the 
mental models behind this management system 
are challenged these mistakes will be repeated 
time and time again and lean initiatives will 
never get off the ground. 
  
Traditional management focuses on the vertical 
organisation of work, careers, technologies and 
budgets in plants and in departments. No one 
sees or is responsible for the horizontal flow of 
value across the entire organisation to the 
customer for each product family value stream. 
  
So the first thing to do is put someone in 
charge of the end-to-end value streams for 
each product family. Their job is to articulate 
the needs of the process, to shout when 
departments are tempted to act on their own 
behalf rather than in the interests if the overall 
process, and to lead the action to streamline 
these value streams. 
  
Traditional management also tells facilities and 
department heads to “make their numbers” 
during each reporting period, which is often 
easiest to do off-loading costs on up-stream 
and down-stream portions of the value stream. 
What is needed instead is agreement to use 
lean methods to streamline the flow and to 
make progress at each point visible to 
everyone involved. 
  
Traditional management allocates resources 
and makes investment decisions based on 
these numbers. This effectively means they are 
flying blind about the real situation and have no 
way to understand the total costs of different 
locations. 
  
The whole point of a lean value stream is to 
discover exactly what resources are needed to 
flow products to customers quickly. This is the 
right basis on which to build a true cost of 
location model based on total costs and not just 
on factory gate costs plus slow freight. This in 
turn will reveal the huge potential from 
compressing value streams in time and 
distance. 
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Where “Lean 
Thoughts” 
Become Reality 

 

 
The moral of this example is that it is not enough to 
think about better process design when thinking 
about supply chains of the future, but it is also 
necessary to challenge the mental models on 
which your management system is based. 
  
Yours sincerely 
  
Daniel T Jones 
  
Chairman, Lean Enterprise Academy 

 

Contact me if you need coaching or 
facilitation help in the areas such as but not 
limited to; 5S, Value Stream Mapping, Set-
up Reduction, Problem Solving or Policy 
Deployment and Consortium Development 
 

 

 
CHINDIA & THE DECLINING DOLLAR 
 
While the US is going through a recession, about half of the 
world's economic growth this year will be accounted for by India, 
China, Brazil and Russia.  
 
China's total growth is more than the US, Europe and Japan 
combined. India by itself is contributing more growth to the world 
economy than the US.  
 
Chinese demand for oil, metals and all the other raw materials of 
industrialization is pushing commodity prices to ever-higher 
peaks. Chinese and Indian crude oil imports will almost quadruple 
in 20 years, creating an ever worsening supply "crunch". 
 
The value of the US $ keeps falling. It is now only 75% of the 
euro.  
The price of Oil has jumped beyond $100 a barrel. Actually, oil 
prices have not increased - the dollar has declined. China is 
dumping its huge horde of $ - over a trillion - and switching to the 
euro. Three of the biggest oil exporters, Iran, Venezuela and 
Russia, are now demanding payment in euros rather than dollars. 
Clearly the dollar is losing its status as the world currency. 
 
For most Americans, if they don't travel abroad, the only visible 
effect is higher fuel prices at the pump. The prices of Chinese 
imports remain the same, because the Chinese yuan is still 
pegged to the dollar. But that will probably change soon, and then 
consumer prices will skyrocket, and we'll have "stagflation". 
 
Capitalism has no loyalty, but follows growth and success.  
Follow the money: You'll find that a huge share of American 
capital is pouring into India, China and other overseas funds. 
 
Meanwhile, Sovereign Wealth funds, or SWFs, from countries 
flush with cash - Dubai, Saudi Arabia, China - control as much as 
$3 trillion, and this could jump to $12 trillion by 2012. 
China has so much money that their wealth-funds are "investing" 
in bailing out ailing US financial giants like Citibank, Bear Stearns, 
JP Morgan. What do you think their motives are? 
 
America cannot continue to spend $2 billion a day on an 
unpopular war, and live on borrowed money, while the living 
standard of the American middle class continues to decline.  

 
Whoever the next President is, and whatever their political 
promises, it's difficult to imagine how they can dig America out of 

this hole that keeps growing deeper and deeper.  
 
Excerpt from Jim Pinto’s newsletter 
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January February March April May June  

T 

Wednesday  16 
Eaton Electrical,  
contact  Joe 
Fisher, 
JoeRFisher@eaton.com 
 
  

T 

Wednesday 13,  
ACE Bakery,  
contact  Cindy 
Grolleman, 
cgrolleman@acebakery.com  
 
  

T 

Wednesday 19,  
Nestle Waters,  
contact  Mariela 
Castano 
mcastano@perriergroup.com 

 

C 
Consortium 
Shareshowcase 
 
Saturday 05 
Eaton Milton. 

Contact Cindy 
Grolleman  
cgrolleman@acebakery.com  
  or Joe Fisher  
JoeRFisher@eaton.com  
 

 

  

T 

Wednesday 14, 
Alumicor,   
contact  Barry 
Wood 
barry@Alumicor.com  

 
  

T 

Wednesday 18, 
Morrison LaMothe,  
contact  Tony Vita 
tvita@morrisonlamthe.com   

 

 
  

July August September October November December 

 
 
 
 
 
 
 
 
 
 
 
 
 

  T 

Wednesday 24,  
Kraft Foods,  
contact  Hanif  Jivraj 
hjivraj@Kraft.com    

T 

Wednesday 16,  
 CTS Corp.,   
contact  Navneet 
Mann, 
navneet.mann@ac.ctscorp.com  

 
 
 
 
 
 
 
 

 

T 

Wednesday 12, 
Messier-Dowty,  
contact  Mike 
Smith 
Mike.Smith@Messier-
dowty.on.ca 

 
 
 
 
 
 
 
 
 
 

T 

Wednesday 10, 
Orenda,  
contact  Brenda 
McIntosh  
brendamcintosh@orenda.com    

 

 

2008 Consortium Event Schedule 
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