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Think lean before you outsource

By ROBERT OH 

OUTSOURCING has become an in thing and many organisations are looking to outsource the non-core parts of their business so as to be more competitive.

	

	That's what lean is about --- all employees are actively engaged in making improvements across every process in any gung-ho organisation that's willing to try it. 
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Outsource vendors are seen as being able to run these operations more effectively, bringing costs down by leveraging economies of scale. IT outsource vendors also bear lower internal rates to 'acquire' in-house manufactured systems giving them a clear cost advantage over their customers. Some minimise costs by operating offshore in low labour cost countries.

But it's not all a bed of roses; the outsourcing is not without its downside. Time and again, difficulties linked with managing the vendor arise after contracts are signed. There are also ongoing overheads associated with managing the vendor's performance. Flexibility is lost, and this has been known at times to result in frequent re-negotiations due to changes in scope required by the business. Loss of control is worrisome as organisations get locked into contracts for anything from three to seven years. Imagine how difficult it would be to swap vendors if you wished to at the end of that period.

Fortunately an alternative to outsourcing exists in the form of lean management. Called 'lean' for short, this well-developed framework for improving an organisation's efficiency has been rapidly embraced in US and Europe - the first movers to leverage it to reduce lead times and drive productivity and quality up.

Dell and Toyota lead the pack in terms of their deployment of lean. Dell is miles ahead of everyone else in the high tech sector with a labour productivity rate of US$900,000 revenue per employee. Toyota is already the No 3 auto-manufacturer in the world, expected to move to the No 2 slot by 2005, and looks set to challenge GM for the No 1 position before the end of the decade. Both are stunning examples of how lean provides that sharp competitive edge which companies need.

These days, often the only means to increase margins is to reduce costs while providing high quality products at the same time - that is, provide extra value at low prices, increase market share, earn more and plow a chunk of it back to further increase productivity and quality, and in that way the cycle continues.

Is this really do-able, you may ask. Yes, certainly - lean thinking, the ability to create value and eradicate waste is easy for all employees to understand and pick up. And I mean all employees. That's what lean is about - all employees are actively engaged in making improvements across every process in any gung-ho organisation that's willing to try it.

Employees are a lot smarter than we realise. I still have vivid recollections of an incident which happened many years ago during my National Service. I was acting as an instructor on a training exercise, in the middle of a jungle, on top of a mountain far from everything else, when the section leader suddenly collapsed of heat stroke. I have never seen soldiers rally around so quickly, put a makeshift stretcher together so fast, work together so well, and get him out of there double time through rather difficult terrain to the medical evacuation point some 15 km away. They needed no instructions, they knew the urgency, they understood exactly what was required and how to get it done.

Our employees are the same; they're really 'street-smart'. They know exactly what goes on at ground level, what has to be fixed, and are often the best ones to fix it. Arm the employees with the capability, teach them lean thinking and methods, empower them to fix processes, create the shared vision of where they have to get to together, point them the way and then let them run as one.

If we don't do this we waste all the potential gains.

But there are no handouts here. Lean requires strong leadership, have no doubt about that. Managers at all levels of the organisation must stand up and lead. While it is the workforce that does the work to remove the bottlenecks, take out the waste, make the improvements continuously - all the time, everyday - management has to 'walk the talk' and lead the way.

In fact outsourcing vendors themselves and not just organisations considering outsourcing action ought to consider lean as an avenue to raise performance, create additional value for customers, become more agile, tighten belts and so increase their competitiveness.

Going forward, the combination of benefits from economies of scale, lean adoption and off-shoring is set to become the mark of the most lethal competitors in our markets. 

The writer is Robert Oh, founder and principal consultant of regional LEAN management consulting firm Eagles Wings (www.eagles-wings.info)
