
Distribution and supply  
chain 

 

Distribution. The first thing to realize is that almost all functions in the organization are impacted by 

distribution. So let’s now think about… OK, we are now in production or we are in health care. We don’t… 

we shouldn’t care about distribution. Distribution impacts almost everybody. We are going to see to what 

extent production is impacted by distribution much more than people imagine even if you are maybe the 

first link in the supply chain which means you supply to somebody else who supply to somebody else then 

supply to the market so the distribution you are impacted dramatically by distribution and not less 

important you can impact distribution not just can, must. If you are, for example, in the health care how 

you can be impacted by distribution? How much of the health care industry, how much of the cost is drugs, 

medicines?  Everyone noticed that this is something like thirty percent of total month amount of money 

and if the distribution is not handled correctly it can bring you to your knees and besides everyone of us is 

going from time to time to the shop, we are impacted by the distribution so even for general understanding 

of how come to that we are coming and what we want is white shirt and we cannot find it. Do you know I 

am missing… there is one thing that I am missing you to this program - it’s white shirt.  

Distribution, this is, by the way, one of the most difficult subject to understand because there are so many 

points of view on it. It’s a point of view of the supplier to the distribution, it’s a point of view of one side of 

the distribution, for example, in charge of original warehouse, it’s a point of view of the client and 

everybody thinks that all the others don’t know what they are doing and if he or she will have been in 

charge of the whole thing they can do much, much better. It’s amazing to what extent people think about 

that everyone is in distribution, it’s amazing, it’s not just top managers think like that if they would be in 

charge of all thing it would be much better even the lowest person in the pyramid is totally convinced that 

if he would have manage it, it would be much better. Why is it? Maybe the best way to look on it and to see 

what extent opportunity here too for improvement of the problem is big is by asking somebody in the 

distribution chain, “How much inventory do you have?” Usually their answer is, let’s say, so many millions 

of dollars. Many times it doesn’t give the answer in dollars which are actually looking in the past and saying 

how much did I invest in having the inventory but is looking into the future and is telling you, “We have six 

weeks inventory” why do I call it looking into the future? Because they actually say, “Inventory that I hold is 

sufficient on average to cover six weeks of consumption”, but when we really looking into the details of this 

six weeks inventory we find out that some items are zero in stoke they are run out totally, some other 

items they have enough for the grandchildren and this is called on average six weeks, and of course 

everyone is aware of this and that’s why everybody is convinced that can do much, much better. Let’s use 

the techniques that we have already learnt in order to understand the maze that is happening in 

distribution and why the performance are such that nobody is happy with. For that let’s use the five 

focusing steps that we have learnt in session two. Remember what was the first step? Always identify the 

system constraint, identify the thing that if we had more of it you would have more support, you would 

sold more. Now if you are in the distribution and you have inventory, plenty of inventory, not always the 

right inventory, but you do have plenty of inventory. What is the thing that if we had more, definitely you 

got more support, more sales, now everybody knows it. Clients, if more clients would come to buy 

definitely I would have found something to sale them. The constraints of the system are: Clients who come 

to buy. 



Step 1: IDENTIFY 
Clients who come to buy 

 

[00:05:00]   

What is the second step: exploit the system constraint, don’t waist it. If the client have already entered and 

want to buy, sell him, but how? What is the meaning of exploit of the system constraint?  

Step 2: EXPLOIT 
Have the right inventory in the right 

place at the right time 

 

In our case it means you must hold at the right place and the right time the right inventory because if you 

don’t hold in the right place at the time the client comes the right inventory then the client will say, “sorry” 

and then will go out also a little bit disappointed which means that the second time he will not come to 

you. Exploit the system constraint means: have the right inventory in the right place at the right time. 

Everybody knows it, not like in other places that maybe we didn’t know the constraint in distribution 

everyone knows the constraint and everybody knows how important is to exploit the constraint and 

everybody knows what is needed to be done in order to exploit the constraint. The problem is in the third 

step, in subordination, in other words how do we make our entire system subordinate so that we can 

exploit the constraint. What must we do in order to have the right inventory at the right place at the right 

time and this is not simple at all. Now let’s look on it and let’s understand much more of the logic. Now, of 

course, in order to do that I wrote some trees but in order to found out is the most people are not 

intimately in the distribution it’s quite hard to understand the cause and effect in this tree. So, instead I 

decided that I will use animation. You don’t mind that this represents the manager in distribution. He is 

nice fellow, no? He is even smiling. Moving eyes, no? Fine. Oh, does. Now let’s see where the distribution 

starting from?  What is the whole concept. Look on what is happening. What we see is the mismatch in 

satisfying the market demands. Suppose that, it takes one month to bring the merchandise from the 

vendor to this location, OK? From this submitting of order until they will produce maybe and definitely until 

they will bring it and somehow we have impression that whenever we need something urgently they’re 

using the mode of turtles to bring it to us, OK, the check is in the mail and at the same time the clients want 

it now they are in the mismatch here we are not satisfying the client needs and then what happens is 

somebody realized: here we don’t satisfy the market real needs there is a business opportunity and they 

had a marvelous idea. A light bulb came up. And what is the idea? Let me put the orders to the vendor, let 

me put the event on the place so if clients the market wants it now I can deliver it immediately now. Now if 

it takes the whole month to bring from the submitting order until it arrives how much inventory should I 

hold? One month, so I have a business I am acting upon it and what is now the situation? The situation is… 

that I’ve created the distribution business. I have one month of inventory, I am placing orders based on 

what? Forecast, but when the client comes I can deliver immediately. Looks nice, but how much inventory 

do I have to hold, if it takes one month to bring it? I have to hold one month. Wait, what is the meaning of 

one month? One month means, one month of average consumption. Now you all know the meaning of 



average consumption, right? Sometimes it is below, sometimes it is more. What happens when it is more?  

What happens when it is more?  What happens when two clients arrive, more than the average, you drain 

the inventory and what is happening now? We want it now! Do you have enough to give? No. But the 

whole business was on the customers satisfaction that you gain to give now. O-o we are in trouble. But look 

what is happening before that. 
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If it’s one month on the way, already it means I put one month in place, this means I am already holding 

two months inventory, remember what happens one monthly time of delivery means now that I am 

holding one month on the road plus one month in inventory - so doubled, but now it wasn’t enough but so 

what do I do now? If I want to give perfect customer service? Three months. Two months, three months it 

depends on how much is the fluctuations in demand. Let’s suppose that in our case the fluctuations are 

quite small, in other words one month we can sell many times twice the average months, OK? I am still 

smiling, because maybe I’ve made so much money by providing this service that I can invest in more 

inventory. Fine, I will act upon my hunch, which means now the situation will be that how much inventory 

do I have to add? Two months, so how much now is the inventory in the total supply chain? Three times 

the lead time. Do you understand now why people as telling you to shrink the lead time, because the 

inventory that supply chain have to hold three times more and by that we do everything perfect. Oh no, 

suppose that two months was enough to compensate for the market fluctuations. What about some time 

that supply going to problems?  I don’t talk about the strike I am talking about you have asked for it the 

vendor and this time the vendor has another more important order or that ship was stuck in customs or 

whatever do you hear about such crazy things?  Something went wrong. By the way, if you are talking 

about average supplier I don’t talk about these phenomenally reliable suppliers but average supplier and 

the average replenishment time for this supplier is one month. It means that you have five percent chance 

to wait more than two months, OK, that’s average suppliers, OK. Unless you are talking about these 

phenomenal suppliers that are really supplying ninety nine percent on time. Now what happens? I am 

totally stuck on the way, we can give excuses to our clients what is the tolerance time? Zero, which means 

go and give the excuses to /Finea/, your customer service is not good enough. Now we start to think again. 

When you think again what is now coming to your mind what is only way out, what is only way out? More 

inventory. For months? Ah… That’s the problem. So now have a choice, I there will increase the inventory 

even more or I give up on giving good customer service, one of the two.  Suppose, that I am deciding, OK, 

performance and double the inventory again. Now, I probably be hopefully in ninety nine percent on time 

but then look what happens to the inventory. How many inventory toys do we have? If we look on one 

product now and we were think about what the product is thinking maybe we get the following statement 

from the product. It took two months to reach and then and then I was think of the shelf another four 

months until it was my turn to be delivered to earn a customer. How lovely. It was such an urgency we 

need it now and then how much time passed until I found a customer, I found an owner – six months. We 

are looking many, many industries and you are not looking one link but on entire supply chain. How many 

inventory turns do we talk about? Sometimes less than one to that extent. Are you amazed? No it’s always 

the case, for example, if you are looking in the textile industry, in fashion goods then it’s much better, it’s 

two. Do you know by the way that in the textile industry in fashion goods we are people, shops or chains 

are buying in the summer for the winter and for the winter for the summer you know it very well is 

consumer and you know one time I’ve realized it because I was stuck in the Minneapolis in February and I 

had to go to buy myself something warm and I went… Minneapolis February … 

Level of inventory 



Maximum forecasted consumption 
within the average replenishment 

time, factored by the level of 
unreliability of re-supply. 
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Do you know the whole meaning of it? Super freezing and I went to the shops in February. Do you know 

what I found in the shops in there? Summer clothes, how lovely. It’s like, you know, the reality and this. 

Totally out of think. Look what we have now. How much level of inventory do we need? Now I will read it 

slowly and I then I will explain and I hope now after the cartoons it will be this very impressive words will be 

understood. We need to hold that if you want one hundred percent customer service or close to it ninety 

nine percent ninety eight percent we need to hold inventory which is the maximum forecasted 

consumption within the average replenishment time, if the average replenishment time is one month then 

the amount of the inventory that we have to hold is how much paranoid “leakey”, that’s not the word in 

English, how much have been paranoid you expect that you might sell within this one month, OK?  This is 

the amount of the inventory that you have to hold and that amount you have still to factor by the level of 

unreliability of the supplying chain to you. Do you understand now that this means what? This means very 

high inventories, is it understood? Very high inventories. Now we start to see what is the problem.  

Step 3: SUBORDINATE 

Hold large inventories 
Let’s see now the conflict that we are in. Steps we need that large hold inventories that’s the only way out 

if you want to give good customer service and this brings us into a conflict. And the conflict is what?  

 

We want to manage well, in order to manage well one thing is protect support, give excellent customer 

service, but in order to protect support in order to give very good customer service what we have to learn 

just now? We must hold high inventories on the other hand let’s not forget there is something cost as well 

we want to make money so in order to manage well you must control costs you must reduce costs. And 



what does it mean to reduce costs? It means to hold less inventories. Now that was the problem and this is 

the problem when we look on one distributor one location one place and that’s already the problem. What 

happens when we are looking on entire distribution mat? If we look on the entire distribution mat, what do 

we see there? We see the supplier, plant, we see regional warehouses and then we see points of sales, 

shops, a plant, the regional warehouses and many points of sales. Is it correct? That’s usually that’s called 

generic case. Now look what is happening. They are ordering according to what? If I need to hold let’s say 

three months inventory this means that I am ordering now for something that will be sold then minimum 

three months in the future. Do you really know what I am going to sell three months into the future what is 

the level of the accuracy of my forecast? Actually the forecast is pure guess or you know what, let’s be 

serious, educated guess. This means what? That we are pulling let’s say here things according to the guess 

about the future. We are fifty percent chance of… of ah… estimating too high or too low, OK? If you have 

estimated too high here this means that the inventory will accumulate here we now have here too much 

still in another place we will not have enough which means even though in overall system we have enough 

inventory of the part there are some places that there isn’t enough. What are these places are going to say 

since average were OK we don’t need the inventory we don’t have to jump through the hoops getting the 

inventory which means what? Even though the total amount of inventory might be in line with the market 

consumption since there are the pockets that have to less inventory when the total amount is in the line 

with the market still there is in the demand on plant to produce more. 
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And this demand is usually what? In those place that they don’t have which means it’s urgent it’s 

emergencies on the plant. The plant will be all the time under pressure even if the total amount is equal or 

bigger than what is needed – unavoidably almost, this is even become even bigger due to the fact that we 

prevent the smooth flow of merchandise here, if you recall on the first session when we were talking about 

the production we said the biggest things that kills the smooth flow the biggest reason is batching. now 

turns out that in the distribution there are three places that we are doing batching and on immense scale 

one batch is done at the shops level it’s done usually because of two reasons one is we don’t want to do 

the forecast every day we don’t have time for it so we will issue orders once in two weeks or we issue 

orders once a month, OK? Do you understand that if you issue orders once a month you will have done 

batching already for the whole month. The other thing is bathing done in order to save on transportation 

cost. What do you mean we will ship four days half a track empty we cannot afford it so we batch in order 

to have a whole track a whole train sometimes a whole good shipment in a ship. Huge amount of batching 

and then there is the third batching which is since orders, the urgent orders are trickled to the plants from 

all sides and a plant might have a set up especially in consumer goods it might have a huge set up on these 

lines it is batching now in order to save the sets up. There are three different places that are doing batching 

in a huge level. Due to all of that this whole system becomes immensely unstable, immensely unstable, do 

you know what the meaning of unstable system. Unstable system means that if it was stable and you give it 

even small fluctuation a small disturbancy the whole system will go into vibration. That’s the meaning of 

unstable system yes at the distribution system all the time goes into vibrations. Let me for example show 

what I mean - this everybody at distribution knows it even though very few people are talking about it, but 

just a few months ago I’ve seen beautiful data that was released by Nestle to the market. Think for Nestle 

for releasing this data. This was on one of their product line, the major product and they show what was 

the actual consumption of the market from this product months after months and it’s stable as much as 

stable can be stable in such thing you know it’s almost the straight line. Then they show on this same 

product what was the orders on all warehouses together, forget one single warehouse, OK, and it’s already 

goes like that and then they show what was the orders on the plant and this by far bigger and then they 

show the schedule of the plant and you get the impression that you are talking about very seasonal 

product, OK.  This is the meaning of a system which is in vibrations. What is the result? You know what is 



the result. So much inventory in the system and we still cannot reach ninety nine percent delivery to the 

end consumer whenever he wants. Modifications are of course immense I am not just talking about the 

inventory but at the cost of the inventory which is much bigger than if you look just on one warehouse. 

Remember it was big enough it was three times more four times more than the replenishment time if look 

on that double it again minimum. It’s much more than that because it jeopardize future support. It’s not 

just a matter of the reducing cost it jeopardize the future support, why? Because so many times products 

have shelf lives. Supposing that product has thirty weeks shelf life which means thirty weeks and we dump 

it, OK. So this is a cost why do I talk about the future support. How many times we don’t dump it? And 

when we don’t dump it what it is mean? We are selling to the market damaged products, what do we do 

for the future support? Goes down. As a matter of fact the thirty weeks is dumped, it’s bad.  
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What happen within 25 weeks? You still, you work so hard to produce a quality product and when it leaves 

the plant my quality product when it reaches at the hands of the consumer, pray. This one is huge damage 

but there if even bigger damage in some industries. What happens when your product is sold through 

distribution, like, say, any consumer electronic product and the life time of your product in the market is six 

months? But overall inventory that you have at the pipe line is also about six months. Now you work so 

hard to develop on your product unbelievably hard you are all in engineering of your product development. 

Give it to me first, now you have it. What about launching it in the market? What a decision, because when 

you launch it in the market what do you have to do with all the inventories switched already in the pipe 

line? One of the two. Either sold they by the peanuts and by that I’ve just killed the market for your new 

product scrap them and because of so many times we delay the introduction of new product but the 

product that we have due to the inventories that we have at the distribution pipe line when we delay the 

better product what have we done actually to our support? We have to reduce it because we couldn’t have 

done better that’s why we have to develop the new product, is it understood? The damage is here 

phenomenal; we must do something about it, but the question is what can we do? Let’s look again on the 

conflict, on the cloud now you have it in your books as well. Look on the cloud and look where we are really 

stuck. It’s obvious that we have less inventories, it’s also obvious that we have to hold more inventories 

now what we want is to find a solution how we can give excellent customer service with less inventories, 

correct? So let’s examine  the assumptions between in order to protect support I must hold more 

inventories. Let’s look on this assumptions and let’s examine them and what are the assumptions then.  

 

One assumption is: the replenishment time is long, correct? Is it real? Oh, yes, it’s very real. It’s not just 

transportation it’s sometimes waiting for the vendors many times, that’s reality. In many, many industries it 

is reality. Many, many industries, many, many countries that’s reality. Replenishment is long.  



 

Second, second assumption is: vendors are unreliable. So what can we do? Run the business for them? I 

know, let’s change a vendor and in changing vendor what happens? Same thing. Ah, let’s educate the 

vendor, what we have to do in next five years for improve? We have a problem. And the third one looks 

really incredible.  

 

Remember what we said what can first multiplier if it is one month we have to hold not one month but two 

minimum why? Because the fluctuations in the demand is much bigger. If we just knew what will be the 

actual consumption in other words if just our forecast would have been reliable  and accurate but let’s face 

it. We have to hold high inventories because assumption is that forecast is inaccurate. Is it reality? Oh, yes. 

You know what we will buy a new computer soft as we do better forecast it’s exactly like going and finding 

a better astrologer with a nice crystal ball, same thing - it’s impossibility. So what is the problem here? Look 

each one of these three assumptions looks solid as a rock. Replenishment times are long and vendors are 

unreliable or you ask the vendors and they are telling you they are very reliable. It’s their vendors that are 

unreliable! And the forecast is inaccurate and my question is: can we break the conflict? Can we do 

something, a change in the way that we are handling, our distribution so that these assumptions will not be 

correct. At this stage look like I am asking for miracle, do I? 
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No, because we know that our company that already has shown that it is possible. For example, 

McDonalds. Is a matter of fact I can look on any company that is dealing with very perishable products, 

another words products that are spoiled in five days, believe me they don’t have four months of inventory. 

They found a way to do in spite of it. By the way do you know how much inventory turns McDonalds has? 



The official number that I got from them was 190 inventory turns a year. Do you know the meanings of it? 

It means that when you go the McDonald and buy hamburger, most probably this hamburger was mooing 

yesterday. Ah, but there is very simple product, really? OK, let me give another example, thanks God that 

company starts to get the possibility to break these assumptions and quickly and I believe the best one the 

best example of how quickly it can be done so that you will not think that first of all I have to educate all 

the vendors and so on or to invent a beautiful forecast that doesn’t exist even theoretically or… or shrink all 

the replenishment as the matter fact if you know something in production it is possible to think shrink 

replenishment and very quickly. Remember session one? Is it enough? No. Let me emphasize this point if 

you just shrink the lead time in production do you know what will happen? Can you imagine? Yes, 

distribution now can hold much less inventories, will they? They know that from this product this is amount 

of the inventory that they need to hold as a matter fact they know that even then they don’t have even one 

hundred percent. How much time it will take them to realize that this number actually reduce the lead time 

they can reduce the level of the inventory in the distribution. How much time considering the fact that 

people have inertia and company save even more inertia? Couple of days, so what will happen then you 

improve production. Inventories in the distribution has not been slashed the inventory levels but now you 

can really fulfill them what will happen unavoidably? Inventories in the distribution will go up, not down. If 

the distribution belong to your own company probably you are bankrupt for that time because you will 

drain all the cash or you are a very large company even it belongs to others it will go up and you have 

increase in sales but then everything is full in the distribution then what? And then they wake up and say, 

“we have enough of it”. So, they don’t order until the inventories will go down again, right? What happen 

to your company when they don’t order for let’s say 3-4 months? Good bye. So you want really to do 

something good, improve production don’t touch distribution or in other words you are the bankrupt what 

an improvement. You see now why I am talking about the supplying chain? Even if the distribution chain 

doesn’t belong to you remember as long as the end client doesn’t buy it you are still going to get it as 

boomerang. So, I mention it. I mention it because in one of the articles that was published in the last 

Industry Week, thank God that people start to open them eyes  and the article is about the turn around this 

phenomenal turn around Apple computers from enormous loss to real profit and in last Industry Week it is 

saying because Apple have told them and demonstrated them it’s not because of Apple computers it’s 

because they’ve changed totally supplier chain and what killed Apple before was not computers by the way 

I am a Macintosh user and let me tell you everyone that is on Macintosh hates Windows 95. You know 

why? Is Apple a customer? I can tell you. You wanted your computer 2 or 3 years ago from Apple. Couldn’t 

get it. 

[00:35:00]   

You wanted some spare part - you could get it. It was enormously problem. And they was stuck either too 

much inventories or too little inventories and that’s what would kill them and they took it seriously and 

they have changed the system and they have improved inventory turns not by twenty percent or thirty 

percent and they have released. The results in Industry Week have improved it by a factor six, factor six and 

a matter of fact they claim that the last quarter they became better in Dell computers to that extent and 

internally they claim that’s a real thing. So now the world start to understand it but what does it mean for 

us. It means that it must be a solution otherwise we have to say that what happen Apple was a miracle. 

Well, whether one wants to be in miracles, it’s fine. I believe in logic, in common sense. By the way 

common sense most of the time is by far more powerful than the miracles, because if you really ask the 

people in distribution, “What miracle do you want?” They would say, “I want to be able to give better 

service without the inventory”. No one will say, “I want to give better service with one quarter of the 

inventory”, OK, common sense is bigger than miracles. Now let’s start to look on the solution.  



What is the solution? 
What to change to? 

 

Now we understand that we must find the way to eliminate the three assumptions. Let’s start to look on 

the solution. What was the question? What do we have to change? And remember where is the direction 

of the solution that we are looking for? What will enable us without miracles to improve the forecast, to 

improve the replenishment time, even if the vendors are exactly the same as before and at the same time 

to improve the reliability of the replenishment, without yet improving the vendors, because who knows if 

we can improve the vendors, OK. Suppose that you are some chain even and the vendors are big 

companies you cannot cause them to improve and even of you have the force it takes years and years. How 

we can do it immediately, now? For that let’s look again on the supply chain on the whole picture again and 

let me start to ask you. Let’s start with the thing which is the most impossible to change which is let’s have 

more accurate forecast. But when we were asking let’s have more accurate forecast we actually in the 

question itself, we are looking to something which is wrong, we are as if giving the impression that the 

accuracy of the forecast is one thing for the whole system. I think that the accuracy of the forecast depends 

on which stage in the distribution system you are talking about and I think that you will agree with me, for 

example, if I am talking about the highest level, the shop. What is accuracy in terms of percentage of the 

forecast here. One week they can sale nothing and the next week they can sell for. Am I right? Of course, 

which means what is the percentage deviation? Infinite. But if I am now looking on the regional warehouse 

that’s supply let’s say all of Holland or all of North… all of New England. Do you really believe that I can find 

that one month I am selling ten thousand and the next month I am selling zero? That’s very unlikely that 

might be that one month I am selling ten thousand and the next month I am selling fourteen thousand or 

seven thousand but you see we are talking to much less changes which means the accuracy at the original 

warehouse level is by far better than the accuracy of the forecast at the selling points level. You want the 

mathematical formula? No. Fine. By the way it’s simple. The accuracy improve according to the square root 

of the number that you can consolidate, for example, if here there are one hundred shops it means that the 

accuracy at the regional warehouse is ten times better than the relative accuracy than each one of the 

shops, OK,  you are getting tremendous aggregation here. That’s the meaning of fluctuations are averaging 

out in this case it is correct. Same thing is to when we are going from the regional warehouses back to the 

plant and we are talking about total consumption from this vendor. Once again the accuracy becomes 

better.  
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So, if we want to talk about the more accurate forecast, we don’t have to look for a fortune teller, 

we have in the system different accuracy levels. The question starts to be how can we utilize this 

fact, something  that we have already. Let’s suppose that we will hold inventory at the most 

accurate point, not that it is very accurate, but it is the most accurate point of the system. Where is 

the most accurate point of the system? At the source, at the plant. That’s where we have the biggest 

aggregation. Let’s hold inventory there. You see, the same thing what we’ve done here, we put here 

what I call the plant warehouse. By the way, usually this plant warehouse currently is zero. You 

produced, - you ship, why: because you ship. It looks like you’ve sold. Tell me how you measure 

me, and I’ll tell you how you behave, which implies immediately, if we want to adapt,  we’ll have 

to change the measurements. You cannot ask a person to take an action that makes sense, but it is 

exactly the opposite with measurement. You can ask him to do it. He will never do it. Look now 

what happens: if I am holding here inventories, now let’s ask what happened to the replenishment 

time? It’s never replenishment time for each place the same. What is the replenishment time to this 

warehouse? It is a production replenishment time. In other words, how much time it takes for a 

plant to react to a new order and produce the things? But if I am asking how much is the 

replenishment time now to original warehouse, if I hold here all the inventory, all the products. 

Suppose, that I do, what is now the replenishment time to original warehouse? It’s not any more 

connected to production lead time. It’s just the transportation. Do you understand that we just now 

cut the replenishment time by sometimes much more than a half. Correct, and if that’s the case, and 

now we can rely on having everything the original warehouse has. Suppose, now, what’s the 

replenishment time to the shops? 1 day. It’s not few months anymore. Hello, shall I repeat it again? 

I’ll repeat it again. Look! Imagine yourself that we are totally crazy, and decide to make something 

that makes sense. We are holding the inventories at the most accurate focused points we have. 

We’re holding as much as we can, not as much as we can, but as much as we need at the plant. That 

moment what we’ve done: we’ve done two things. One is: we have cut dramatically the 

replenishment time for all the top of the system. Why? Because we took out of the equation a major 

part of the production replenishment time, which is the production lead time. Moreover, if now we 

do that and the same thing here, we have cut the replenishment time for a shop not by factor of two 

or three, but by much more. Suppose that the replenishment time before that was thirty days. Why 

was it 30 days, because we could not rely on the fact that it would be in the regional warehouse, 

because the regional warehouse had so much shortages. That’s why for 30 days. Now, let’s say that 

we can rely on it. What is the replenishment time now to the shop? 1 day… We’ve cut the lead time 

by a factor of 30. Remember what was the inventory that we were told. It was 4 times, 3 times 

bigger than the replenishment time. This enables us an enormous cut in inventories. But something 

more than that. If we can guarantee that we’ll have all the products before you here, then since 

we’ve cut now drastically the replenishment time, we can much much better guarantee that we have 

all the products before you here, and if we’ll do that, we can guarantee much more that you have 

whatever you want, and, in other words, by doing that we make sure that we not just cut drastically 

the replenishment time, we have increased the reliability drastically, because if we succeed to have 

everything that we need here (points at the bottom row on the slide), it means what? It means that 

reliability now, or unreliability is only the function now of the transportation rather than the 



function of the production and in the vendors to the production, which is, between you and me, the 

majority of the problems. And now the question starts to be and how much should we hold 

everywhere, and how much do we have now to add inventory to the system? That’s not too difficult 

to figure out. Let’s look on the formula again. What was the formula? Do you remember? It is 

written in your books. What was the first item in the formula? Primary conception within the 

replenishment time. OK. The replenishment time now here (points at the bottom row on the slide) is 

the replenishment time of production. That is not small. Let’s say it is now two weeks. Now I have 

to hold a parallel consumption of the whole country. That’s not small as well. Multiplied by the 

unreliability of the production itself. I would have to hold here quite a lot of inventory, but how 

much do I trim from here? How much do I have to hold now in the regional warehouses? 

Production lead time is out of the equation now. What happens now to the time? It shrank 

drastically, because of it I can shrink more drastically the inventories, because the same formula of 

to how much inventory should I hold is correct also for these points (points at I, II), but I reduced 

here much more because of paranoia consumption is the function of what: inaccuracy of a forecast. 

What did we say? The forecast here (bottom) is by far more accurate than the forecast here (II)? 

Which means here I have to hold one and a half times (bottom) of the production itself, and at the 

top I have to hold 3 times more, because the paranoia was rightfully much bigger, and what about 

the shops? The shops now, the lead time shrank unbelievably, because the transportation is less now 

from the regional warehouse. Due to that the inventory shrank enormously, remember that was the 

place where I have to put huge paranoia on each interval of time and the reliability is huge. When 

you do the calculation assuming some number of shops, some number of regional warehouses, we’ll 

find out something amazing. Yes, we’ll have to add a lot of inventory here (bottom). But in total, 

the amount of inventory that can enable us now to reach the same performance, has reduced 

dramatically. The question is how much dramatically and so on. Let me tell you from both 

calculations and from real life, if right now you are at a level, which is above 85%, here at this stage 

(points at the shops) you talk to the clients when they come in, you have the 85% that you can 

deliver immediately. At that level you can reach over 99% with 1/3 of the inventory in the chain. 

Shall I repeat these numbers? They are staggering. If right now, at the end level to the consumer, 

you are at the service level of 85%, you will be able to reach 99% with 1/3 of the inventory in the 

pipeline. The question is: Ok, how do I turn it into the whole procedure? Do you have any idea? 

How do I turn everything that I have now into a workable procedure? Remember, what we said, we 

know what we have, we know what we want, how do we do it? How will it work? We say actually, 

what do we say now is  what Japanese have tried to teach us in production, and we say the same 

thing  for distribution, which is right now we are pushing into the system. We are under the 

impression that we want the merchandise as close as possible to the end user. The whole system is 

made out by “push”, and, clearly, by the way, that we are giving commission to our sales people to 

push merchandise into the shops. Let’s move from “push” to “pull”.  

 

 

 

 

Let’s look on how the system works from “push” to “pull”.  As we said, we have entered another 

stage. We don’t just have the regional warehouse and shops, we have now the plant warehouse. 

 

From “push” to “pull” 



 

 

 

 

The Goods are coming from the plants to the shops. This is the stream of the Goods. This is not 

changed. Where is the stream of information? The stream of information goes the following. The 

shop today sold so many, they reported to the regional warehouse. What does the regional 

warehouse do with that? It immediately ships what the shop has consumed. No orders, no batching, 

no forecast. You stay there: bingo, you have it back. Then, what is the regional warehouse doing? 

He is reporting back to the plant warehouse. This is what I have sold. This is what I have given. 

What is immediately done? Exactly the same amount is now moved from the plant. This 

information goes to the plant itself and, by the way, here is good communication. It’s in the plant. 

And at the plant, the material managers and production know that our buffer went down. Do you 

remember the concept of a buffer? The plant warehouse is the shipping buffer. Our buffer went 

down. Fine. Did it go down so much that already only 1/3 left of it? Let’s expedite. Otherwise fine. 

We’ll produce. We have time. No emergency. How do you like that concept? So simple. The 

amazing thing is it does work. How to cause a change is another story. Why? Look, what is 

involved in causing the change. Having another warehouse – that’s not the biggest problem. Do you 

know what is one of the biggest problems? Who are the kings of the distribution system today? Do 

you know? It is the regional warehouse managers. They are the ones who decide where to ship. 

They are the ones who decide what to order from the plant. They are the ones who put all the 

pressure on the plant. They are the ones who we better have good relationships with. Otherwise, 

you wouldn’t get a merchandize. They are kings. Rightfully so. And they are so miserable. Because 

whatever they do they are between rock and hard place. They cannot satisfy everybody. And they 

on the plant. Then the plant says ‘fine’ for some weeks, and then they are out of merchandize. And 

they call another regional manager, and now they start to swap things, you know how much things 

are swapped between the warehouses. You know how much it would cost for nothing. Somebody 

has to pay for it eventually. They are the kings. Now, under this system. What is the job of a 

regional warehouse? Does he decide what to ship to the shop? No. Does he decide what to order 

from the plant? No. His job is to manage the warehouse. That’s it. But he is not the king anymore. 

Do you think that such a thing, such a change that goes from a regular manager to a king goes 

easily? Nope. But I have to convince you, but look, before we go into that, a little bit more, look at 

all the opportunities and look at how much it works. For example, let me give you a real nightmare. 

You know what I mean by a real nightmare? Mm, 7.5 mln. different products. How do you like 

that? How do you like that? Sounds great! By the way, each product is composed from about 8 

thousand different parts ordered from about thousand vendors? Nice...nightmare? Ok, oh, yes. What 

I’ve just told you is Cadillac. Cadillac is selling at the times that we’ve done it about 250,000 in 

items. But do you know in how many configurations Cadillacs are coming? I am talking about 

legitimate configurations. Not hint edges, existing colors, existing engines, whatever they offer, but 

I am talking about palpitations of change in the configurations that can be done only at assembly 

line. I am not talking about the things that the dealer can do. Ok. It’s 7.5 mln different 

configurations of Cadillac. Now, what was the problem? How many Cadillacs does the dealer hold 

in his lot? Believe me, not even close to 7.5 mln. If you are a big dealer – 200. Oh, yes, there are 

dealers that hold even more than that: huge dealers. Let’s say 200. Out of them you will try to hold 

some common ones, the one that really go, why? because when you order from GM, how much 
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time until you get your car from GM. Do you know how much time it takes? Cadillac is GM. They 

are much better. They promise 45 days. They sometimes deliver in 45 days. Official number is 45 

days. As a matter of fact, if you want, relatively to Ford, for example, their relative time to the 

dealer on average is 75 days. They’ve declared it a year ago. GM wasn’t much better. So, official 

number, real number. By the way, Ford said we are now taking all the efforts to reduce it to 70 

days, we are putting some hubs inside the U.S., you know to do it. They must shrink it. Anyhow, if 

you are a dealer of Cadillac, and you know that it takes you probably 70 days, and that’s on 

average, do you understand that you are not at real risk and those that are moving, are holding 6 or 7 

of the same. Even if you have 100 cars, probably, the number of configurations that you offer to 

your clients, let’s say 40 relative to 7.5 mln. That is really the full spectrum. So, when the client, the 

prospect comes to the lot, you can imagine that a dealer is going out of his way to shove down the 

client’s throat with what he has in the lot. Many times they don’t succeed to do it. Why? Because 

we don’t have what the client wants. I want this color, with this transmission, with this option. And 

you don’t have it. And the client will go. Many times what they’ve done is called the locator thing, 

which means that a dealer can go on his computer to find out what is the inventory held by all other 

dealers within, let’s say, 500 miles radius. Why this radius? Because, let’s face it. You have to 

move the car. You cannot drive it. If you drive a Cadillac, you don’t want to see a new Cadillac 

with 500 miles on its speedometer. It has to go on the truck. This will cost money quite nicely. 

Beyond 500 miles – it is going to cost almost entire profit of the dealer. So, he is not looking to find 

a car for you so quickly simply because if he will find car that you are willing to buy from another 

dealer, he will have to split the profit half and half with the other dealer, so, first of all, he will 

really try to convince you with what he has. If he finds with the other dealer how many different 

cars are within 500 miles radius, even if you are in a very popular area of the States. Say, over a 

thousand of different configurations, still very far from the 7.5 mln  that really Cadillac could have 

offered and is offering. 25% of all car sales in the United States are cars that have been moved from 

one dealer to the other, which means to that extent, client wants what he wants, other than to buy a 

totally different car. Turns out that about 2% say I don’t want it, I want my car and placing my 

order. Is it possible to get it? I am placing an order. Most dealers would go out of their way to 

convince the client not to do it. Most dealers refuse to take the order. (Laughs). Why? Well, here we 

are talking about GM and Chrysler, by the way where you have the situation, which is not better at 

all if it’s on average 75 days, something like that, in which case you have to wait, and you might 

even have to wait 120 days, but that’s not the problem, you are willing to wait, you want to buy, if 

you have to wait for 3 months, you say ‘Fine. I’ll wait 3 months’, but the problem is that in 40% of 

the cases, the car that actually arrives is not the car that you’ve ordered. Now, go explain it to the 

guys. Now what do you say? Many dealers say: “God forbid. I do not want to touch it.’. We’ve 

done exactly that. That was courageous, unbelievably courageous. Look, what’s happening here. 

You know what’s the meaning here? This means that GM, the Cadillac holds finished cars that they 

haven’t sold. That’s been like that since GM was established. Where the finished cars should be? At 

the dealer. And the minute that the car is at the dealer, Wall Street recognizes it as a sale. And, yes, 

GM has the power to persuade the dealer to take the car. By the way, ask yourself, where did the 

dealer take the money to buy a car? He borrowed the money, of course, but from whom? Many 

times, from the GM. By the way, the same thing with Ford. Same thing with Chrysler. What was 

the collateral? The car itself. By the way, when the model year change who do you think gets the 

rebate to get rid of the car? It is not the dealer. It’s the car manufacturer. But, according to Wall 

Street, the sale was done. So, under these circumstances, understand this. Do you understand what 

the meaning is of building here a plant warehouse? I could have sent it to the dealer, and I could 

have registered it as a sale, and I am not doing it. I am holding it back. Same thing in the regional 



warehouses. More so in the regional warehouses. To buy land, and they’ve done it. And in the last 

few years everywhere in North America, few come to a dealer of Cadillac. Yes, they will still try to 

persuade you to buy from the lot. Not so much as before most of the time. They will show you at 

least 100 cars called popular configurations, pop cons, not popcorns. And then they’ll tell you that, 

if you choose any of these 100 configurations, we guarantee in 24 hours you’ll have it. 24 hours – 

you have it. 99 plus, you’ll have it. By the way, the pop configurations that they offer in California 

are not the same as 100 pop configurations  that they offer in Florida, and not the same that they 

offer in Chicago. There are changes in tastes, in markets, and so on. But now they’ve done 

something even more. Since the bulk is taken by that, it’s now the plant is producing just a few lap, 

this buffer, and what happens if this buffer is full? What happens if this buffer is full? They shut 

down the line. Can you imagine?                          

(Voice from the auditorium): They take out the people. 

Oh, no, no. First of all, they cannot. They shut down the line, sometimes for up to 5 hours. Do you 

know what’s the meaning of shutting down the line sometimes for 5 hours in cars? This is equal to 

committing a suicide before. Before they shut down the line, so many changes that they have to do, 

this is what. Now nothing is urgent, because when it starts to become urgent, when the buffer is 

here, on a specific configuration went to 1/3, only then it’s urgent. Then, yes, we have enough 

capacity, which means now we can really respond to true orders from the market. Also, when we 

are shipping all the time, because we are not shipping anymore for train, it turns out that if we ship 

not for trains, but for the carts of trains, it’s the same thing, and the train company also said: ‘Thank 

you. You are not blocking our system’. Now, what happens, you are coming to the dealer today, and 

you say: ‘I do not want anyone of these 100. This is exactly what I want.’ The dealer checks on his 

computer whether or not it’s legitimate, whether or not it is one of the 7.5 mln. And then he says: 

‘Sign’, because now it depends on where you are. If you are in Chicago, 11 days. They’ll give it to 

you. If you are in FL, 15 days. They’ll give it to you. If you are in CA – 19 days, you’ll have it. 

98% guaranteed. This is the performance for the last 3 years. This is the reality. Do you understand? 

What can be done? Now, if they could have done in such a huge complexity and convincing the 

dealers to collaborate. Do you know what’s the meaning of convincing the dealers to collaborate? 

This is a separate business. These are businesses that do not exactly have a history of trust with a 

car company. Anybody who is in the business with dealers and cars knows to what extent you hate 

your car company They give you plenty of reasons for that. Convince all of them to participate in 

that and to change such fundamental things. And this could have been done very quickly. The 

whole change from the minutes when it was introduced to Cadillac until it was working took less 

than 6 months. And that’s the goal: all the time to build the land, to build regional warehouses and 

so on and on the main scale it took less than 6 months, and if GM can move so quickly, so can you. 

Still, we haven’t finished. There is an issue here, there is an issue here of measurements. For 

example, if you have a plant, and you are supplying warehouses of your own company, have you 

noticed that the minute that you ship, it’s registered for itself as if it was a sale. All of  sudden we 

have to hold back. You have to change the measurements. The question starts to be: ‘What are the 

measurements?’ What are the measurements that if you will abate them, remember, they must be 

simple, and they must be logical, if you abate them, by that you helped the whole company. As a 

matter of fact, what are we actually asking is what are the measurement of the supply chain? 

Interesting question, correct? We’ll talk about it. After the break. (Laughs, applause). We now have 

a 15 minute break.  

 



 

      WHAT IS THE SOLUTION? 

WHAT TO CHANGE TO? 

 

Measurements...not just in distribution, but the whole supply chain, but before I start with that, let 

me make some comment, which is after that we’ve actually finished something. We have not 

finished with the entire supply chain, but we have finished with the logistics of the supply chain. 

Remember, as long as we are not dealing with margarine in sales, we have not finished with a 

supply chain. But we finished the whole section of the logistic. And due to that, I would like to give 

more time to questions and answers. So, if you have a question about the entire supply chain, all the 

last 4 sessions, rush to the phone, submit your question, and maybe I’ll be on air, and I’ll give more 

time to answer your question at the end of this program. Fine. Measurements. Now, let’s remind 

ourselves what is the most important thing in measurements. I am talking first of all about the 

measurement of a plant. After that, I will expand that to the whole supply chain. Plant is a part of a 

supply chain. The most important thing about measurement is to remind ourselves what is a purpose 

of measurement.  

 

      OPERATIONAL MEASUREMENTS FOR THE PLANT 

THE PURPOSE OF MEASUREMENTS IS TO MITIGATE  

THE PART TO DO WHAT IS GOOD FOR THE ORGANIZATION AS A WHOLE 

 

We are measuring not in order to have numbers or data.  We are measuring in order to induce the 

parts to do what is good for the system as a whole. This is the most important thing in measurement. 

Measurements are not just numbers. Measurement is the vehicle to influence the behavior. Wrong 

measurements influence wrong behavior. Correct measurements mean they influence the right 

behavior. And what is the meaning of the right behavior is? The meaning is inducing the parts to do 

what is good for the system as a whole. Now, let’s look at it. Let’s talk in terms of: ‘I am a plant’. I 

have to ship to the client. One of the things that is important: I am not a whole organization. I am 

just a plant. One of the most important things that we measure today is how many times do we ship 

on time. Correct? Usually we are doing it in terms of percentage. We have this plant that’s shipping 

at 85%. This plant is shipping 90% on time. This plant is really bad. It’s shipping only 70% on time. 

I have a problem with this measurement, even though the whole world is using it, and because of 

not communicating, I myself am abusing it, if you’ve noticed. 90% of the time, this means that all 

the orders maybe are the same. Are all the orders the same? One order is for $100, another order is 

for $100,000. I’ve missed one of them. Who cares? Something is wrong here, no? We are assuming 

as if all orders are the same, we are talking about percentage. What about the $ value of the order? 

And then there is something else. Oh, I missed by a day, or I missed one order, or I missed by a 

month. Is it the same? What about by how much time have I missed? Where is it going into the 

measurement? Now let’s remember. If you really want to use people to do what is good for the 

company as a whole, do you think that we should demand from them to think in terms of: ‘Wait a 

minute. We have 10 orders. One of them is big, one of them is small, if we cannot make all of them, 



please make sure that the big order goes out, and another thing is OK. One – I have missed already, 

this is my measurement, you know what let it be missed by more; I don’t want to miss the others. Is 

it the correct behavior? I can be the client. So, if I am taking it seriously, the measurement should 

induce the parts what is good for the system as a whole. Then in terms of fulfilling the need of this 

next link, I have to take into account not that I’ve just fulfilled it, what didn’t I fulfill and for how 

long didn’t I fulfill it? Now I have to take into account both dollars and days. Does it make sense? 

Does it make sense? Hm, that’s why I am suggesting the new measurement, and this measurement, 

since both time is important here, and the dollars are important here, the unit of measure will be 

Dollar days. Its’ not dollars, it’s not days. It’s Dollar days. And I am suggesting something called 

“throughput dollar days”. What is the definition of the Throughput Dollar days? Look at all the 

orders that you haven’t shipped yet...OK? And sum up these throughput dollars at each one of these 

orders that you haven’t shipped, multiply each one of them by how many days you were late.  

 

      OPERATIONAL MEASUREMENTS FOR THE PLANT 

PRIMARY MEASUREMENT – THROUGHPUT DOLLARS 

DAYS SUMMATION OF THE THROUGHPUT TIMES 

THE NUMBER OF DAYS FROM RECEIPT OF 

THE ORDER TO SHIPMENT 

 

Sum them up. That’s something that has a meaning. How many $ days you haven’t shipped? Not 

dollars, not days, how many Dollar Days you haven’t shipped? That’s the thing that really is a good 

measurement to know whether or not you are satisfying the demand of the next link or not. Sum up 

the throughput of all the products that you haven’t shipped on time, times the number of days from 

receipt of the order until you shipped. Remember, receipt of the order in terms of the distribution 

that we talk now you should had all the inventory now in the plant warehouse. Ok. And that’s why 

it is from receipt of an order. If you are talking about this, you don’t fulfill the plant warehouse, for 

example, in production to order not to stock, then you have to do the summation of all the 

throughput of the order that you haven’t fulfilled times the number of days from commitment date 

until you shipped. From commitment date until you shipped. Not from receipt of order, but from 

commitment. For example, you promised to ship on this date, if you ship before or at that, perfect, if 

after that what’s the difference? Remember, if you are producing full stock, and it’s for distribution, 

then you must be able to replenish immediately from the plant. All the substance should be there. 

Fine. This is one measurement. Now, how much would we call excellent performance? How much 

Throughput Dollar Days should we call excellent performance? Zero. That’s the target. We want 

100% customer service. So we want zero $ days. By the way, do it today and you’ll see how many 

$ days. $ days has the meaning. $ days has the physical meaning. For example, when you go to the 

bank and you ask for a loan, ok, you don’t pay just by an amount of money that you took, but also 

by the number of days until you return it. This is a meaning of $ days. Now, take the amount of $ 

days that you don’t ship on time, and now compare it to how much was the loan, and you have to 

take this money, but imagine yourself going to the bank and getting a loan for this amount of $ days 

and then you will see what amount is there. Remember all this, that if you reduce it to zero, it the 

moment that you don’t have to borrow. Fine. This is number one measurement for a subsystem. 



That’s number one measurement, which is totally in line now with just in time. Number one 

measurement. This measurement can be turned into a very effective measurement internally inside 

the plant, because if we don’t have it in the warehouse, the plant itself gets a penalty of these 

throughput dollar days, but we can now attach this penalty to where the minute that we needed this 

inventory, and it wasn’t in the warehouse, that minute what do you have to look for? Where that 

inventory s in? Correct? And who gets then the $ days? That department. Do you think that then 

this department will expedite it immediately? Oh, yes. The minute that they are delivering it, 

passing it to the next department, what happens… The supervisor that moves it to the next 

department, what happens then they start to. Have you noticed something? We don’t need 

expeditors anymore. (Laughs in the auditorium). We have $ and we have $ days. That’s a meaning 

of a good measurement. What is the meaning of a good measurement? Something that is telling our 

people to do what we otherwise would have to tell them: ‘Stop everything. Do that’. We don’t have 

to tell them anymore: ‘Stop everything. Do that.’ It’s like: ‘Hold the potato’. It’s like everyone 

passing it to the other. That’s exactly what we want. But that by itself is not enough? Why? If we 

just have this measurement, then, I think, we are running the risk of people trying to build 

inventories to the sky in order to compensate. Yes, we want them to build inventory if it’s needed  

to compensate , new number one rule of managing is to be paranoid, also number two rule of 

management is to be paranoid. What is number three rule? Oh, no, no, no. Not at all. It’s a huge 

mistake. Number one rule is to be paranoid, #2 rule is to be paranoid, number three rule is not to 

back to one. It is: “Don’t be hysterical”. In other words, don’t build inventories to the sky just for 

the heck of it. Be sensible still, ok, which means we have to compensate with another secondary 

measurement. In other words, we do what this is to be part of the prime measurement, but we don’t 

want people to become hysterical. OK. The secondary measurement is involving what? In order to 

induce people not to build too much inventory, ok, so let’s look again, what should be here the 

measurements of inventory? And again, look what is intuitively the measurement today? Something 

that we have started this session with. When you come and ask people: ‘How much inventory do 

you have?’ What do they say? They say: “2 mln. dollars”, or and they say: ‘About 6 weeks’. Have 

you noticed, intuitively we understood that inventory should not be measured just by $ time. Time 

is not less important. As a matter of fact, many times suggest it, let’s realize the real measurement 

here is not dollars, it’s not days, it’s $ days. Let’s look at the definition now of the secondary 

measurement. It is called: Inventory Dollar Days. 

 

 

OPERATIONAL MEASUREMENTS FOR THE PLANT 

SECONDARY MEASUREMENT – INVENTORY DOLLAR DAYS 

SUMMATION OF THE VALUE OF THE NUMBER OF DAYS 

EACH STAYS IN THE WAREHOUSE 

 

 It’s called the summation of the value of all the inventory. As I suggest, the raw material value, so 

you don’t have to do too much calculation here. The value of all the inventory times, what, how 

many days we are having it in our possession, So, maybe this item is expensive, but we are holding 

it only for five days, this item is less expensive, but we are holding it for our grandchildren. We will 



not hold it for your grandchildren. Do you understand that this measurement prevents what? That 

not the thing that maybe, instead of 10 days, 11 days, because this will have a small impact on 

them. 

Distribution and Supply Chain 

 

But to cover the full inventory that building moves depending the here is urgent. In other 

words, this is the perfect measurement for not blocking paranoia but definitely blocking hysteria. 

The target here is what? Not zero, it’s reduce. Reduce. Want to show me the improve? Show me 

that you’ve reduced. Remember, the target in throughput out days, which is the primary one, is 

zero.  

 

This is correct for the warehouses. This is correct for the plant. This is correct for 

department within the plant. This is actually should go to any subsystem. Why do I stress 

subsystem? Because if it is a whole system, what is the measurement? Throughput, investment, 

operating expense. In other words, the bottom line. That is the measurement. This is for subsystem. 

If the subsystem will be measured according to that, don’t worry, you’ll have good customer 

service. Note it: all system is composed only of subsystems. If all the subsystems are behaving 

correctly, we are okay.  

In order to see what’s the impact of using such a thing on the behavior, let’s ask ourselves 

several questions. Remember what I’m assuming here. You have now the regional warehouse, and 

you have much more important for me here, it is the plant warehouse. Okay? And we are 

replenishing here, we are in the pull, rather than in the push mode. And, everybody now is 

measured according to those measurements. What will be now the behavior? Let’s look on item by 

item. What will be the impact on the way the plant is scheduling? 



  

How’s the plant scheduling today? Today the plant react to emergencies that are coming from 

individual warehouses. Even though in the whole system there are enough inventory. Due to that, 

what is happening in the plant? Emergencies are the name of the game. Moreover, I have one 

hundred now, it’s emergency. If I will do only one hundred, tomorrow another warehouse will 

scream. So, there is emergency for one hundred, it is the five hundred’s coming, which means we 

are batching because things are urgent, fine, but everything all the time is urgent. Big deal. Oh yes, 

we do want to know what is the demand, so what we are asking for is? Forecast. The forecast, we 

know already, that not exactly reliable. As a matter of fact, the other words to describe how …But 

the field manager call the forecast, some four-letter words. So, it actually almost kills if we have 

the plant warehouse. Now tell me: how I am going to schedule if the plant warehouse is full totally? 

Then what? I’m going to schedule what? Zero.  

Then will everybody standing idle? Excellent. This is definitely where is the constraint, not in my 

plant. And even my people work, I don’t help anybody. Let them stay. The Old runner technique. 

Remember the session one. If some items I have one third, other items I have two third, now in item 

when below as full. Now I know not only do I have to produce. I know also what are the priorities. 

What are the priorities according to how much is already consumed from the plant buffer. And I 

don’t have to go and ask the market and say “it’s in my place!”. I know exactly what to do. Too 

simple? There isn’t too simple.  

Remember something that bothers me all the time. Most people somehow have been trained to 

believe that the more complicated the problem, the more complicated the solution. This is wrong. 

Every physicist will tell you that. The more complicated the problem, the simpler the solution must 

be, otherwise it will not work. What is a solution that you know that it smell correct? The solution 

the say “Of course!” Scheduling becomes not a nightmare anymore. It’s much-much better, much-

much easier, and I don’t have to chase some guesses.  

Next question: when do I expedite?  



 

Well, when do I expedite? When the consumption was so much that I consumed in region one. In 

other words, I’ve left less than one third of what I want to hold. Then I expedite. Even if it means 

breaking a setup. Was there any order? No, but they will be in order. As the matter of fact, if I will 

expedite, maybe, they will be in order. If I will not expedite, they will be in order for sure, and then 

I will be run out: I don’t have stock.  

Rule is very simple. I don’t expedite anyone because one of regional warehouses screams “Hell!” 

even though that all system and other places full with inventory. Very logical, and now, there is a 

reason to do it. More than that, you know that there is a reason. It’s called Throughput Dollar Days? 

it’s your reason. It’s not because some warehouse’s streaming. It’s because otherwise your 

measurement will go kaput.  

Next one: what is the impact on the way the plant is considering promotion seasonality forecast 

what is not the way?  

 



Because that’s we remember. Many times we are working in a seasonal market. More than that, 

even if the market is not seasonal, many times we are creating picks on the market. It’s called 

promotions. How should we react to that? On those items, which are subject to seasonal, or those 

items that we make a promotion, we do expect what? We do expect that the overall consumption of 

the market will go up, which means what is the change that we have to do? We have to increase the 

size of the buffer. That’s all. It’s not emergency, it’s no nothing. We have to increase the size of the 

buffer. And, when the season is off, decrease it back.  

This is of utmost importance, especially when we are talking about big picks. What is the big pick? 

If you are in the fashion business, you know what is a big pick. If you are in toys business, you 

know what is a big pick. It’s called Christmas. If you are in the States, you are in the candy 

business, you know what is a big pick. You know what’s the biggest pick that I’ve seen? It’s in the 

candy business in the States. It’s called Halloween. You may sell half of the year thing in one 

month to the system. Usually, how do we do it from the pick? We do not have enough capacity for 

the whole, for producing the pick at the time that pick exists.  

So, we have to produce much earlier, which means increasing inventories for long time. And then 

we are selling it and we pray that the forecast was right. Because if the forecast is not right, the 

damages are very big. You see, if we forecast it that we sell at that this level, and we sold less, we 

damage all these inventories that we are stuck with. If you forecast this level, and the actual 

consumption was at that level, the damage by far bigger. What is it called? Lost sales. Oh, we don’t 

see it in front of our eyes for months and months, like the inventory that we don’t have to get 

reached. The damage is much bigger in terms of impact on the bottom line. It’s lost sales.  

Now, what is the chance that you will not miss up or you will not miss down? What is the chance? 

About the chance that the snowflake in the hell. One of the ways you will miss. And that’s why 

people hate these seasonalities. But they are part of our life. What happens when we are using all 

this mechanism? Remember, now we can move from the plant to the store within week or two. The 

pick might be two months, or, if we done what fashion goods, it’s three-four months at the actual 

season, which means what? We can replenish still within the period itself. So, if, for example, we 

expect this is a level since we know that we can produce so much within the pick itself, let’s assume 

that this is a level. Now the chances of being wrong downwards is very small, and five are wrong 

upwards, we can compensate without paying a cent. This is the thing to do what you are in a 

seasonal business. Do you understand that this solicit?  

Look, for example that you are in the shop. The shop gets this cloth that they know that they are 

getting it. Now, if it isn’t this type of cloth with this color didn’t move, they are stuck, and then 

what does it do? A sale. You know how much money is lost. How much is the money lost in the 

sale? What is the reduction that you are getting sale two percent? No, there can be sale made fifty 

percent, which means that the whole profit will be gone. Then, how much is gone? 

There is another thing. If it going well now, the heart is bleeding because what do I have to tell the 

customers? Sorry, sorry, sorry. Why to tell sorry? Instead of it, to tell them: “Okay, I’ve sold one, 

I’ve sold two. It builds new once here”. And yes, now though that really are moving, the plant is 

producing. Why? Because the shop have taken it from the regional warehouse, and regional 

warehouse took it from the central warehouse and the central warehouse immediately. It’s a plant. 

They are producing exactly things that really move rather than paying that you know in advance 

what will move and what not.  

Does it make sense to you? Do you understand all of a sudden a forecast, detailed 

forecast is not needed and what is needed is trends because what we have to do is 

just to shift the level of the buffer at the plant nothing more that all of a sudden we 

don’t need a crystal ball. What we need is to know that in summer is the hotter than 

in the winter but if it is going to be in specific day 25° or 23° or 20… oh, sorry, sorry… 



ah, I am using Israeli  temperatures I will use Dutch temperature. 7°. Summer, 

summer in Holland? Last year was here you had one week summer. Why do you talk 

about negligible things. One week, sometimes it’s a week and we are lucky. In the 

most of the world there is also the summer so,… we have to consider it. Fine, this is 

so important. If we do what we just said we do not need long term detailed forecast 

on the product level. Thank God because it’s impossible to get. What we need are 

trends only. And these trends are in order to know when to increase the plant buffer 

and so on. That’s all. Next one, next consideration what will be the impact on the 

way the plant is trying to improve on lead time?  

What will be impact on… 

- The way the plant is 
trying to improve on 
lead time? 

  

Remember prime measurement is Throughput Dollar Days on a plant, secondary 

measurement is inventory Dollar Days. What will happen to the plant willingness 

and desire to reduce its lead time? It’s not any more dictated from cooperate it 

becomes the plant real major movement because if we really reduce lead time they 

can much more easily reduce the Throughput Dollar Days into zero while at the 

same time reduce the inventory Dollar Days - that’s the way to become a hero, 

that’s the only way to become a hero. Now I don’t have to ask the plant, “Oh, you 

have to do that and that and that and on top of it that”. That’s becomes one of the 

same. Remember giving seven hundred targets you don’t give anything, OK? Now 

becomes the same, OK. What we told you is improve on the Throughput Dollar Days 

we wanted to see it at zero reduce inventory Dollar Days and I don’t have to tell you 

to reduce the lead time. This is now your program, not cooperate. And if you 

remember since the Throughput Dollar Days is going also through the departments 

it’s not just a plant manager initiative, it’s department. But that’s not the only thing. 

Let’s look on the next one. What is the impact on the way on the plant tries to 

reduce set-up? 

What will be the impact 



on… 

- The way the plant is 

tries to reduce set-up? 

 

What is causing us?  If you have large set-ups somewhere what does cause us? 

Batching. And because of this batching reaction for four products taking at the same 

time from the a buffer is now longer and if you are talking about the small quantities 

we have to produce more what is impact on the Inventory Dollar Days? Big. Now 

what happens? I don’t have to tell the plant, “You have to go and just in time. You 

have to reduce the set-up”. I don’t have to tell it it’s their problem now, and the 

meaning at the reducing set-up what happens to their measurements to their 

Throughput Dollar Days and inventory Dollar Days the same measurement 

immediately improves. All of a sudden it becomes aim to the same things all of them 

have the same phenomenal focus without running after each one separately and 

giving impression that we initiate 700 different initiatives . That’s not the only thing. 

Now let’s come to something that is unbelievably important. What is the impact on 

the way the plant is trying to improve quality?  

What will be the impact 

on… 

- The way the plant is 
trying to improve 
quality? 

 

At first glance it looks no impact, huge impact because suppose that you have 

shipped the order today and then it turns out and what your ship was defected, did 

you really deliver it? No. Real pit. You have shipped it immediately. What do you 

mean it? You have shipped something damaged, something which is not good 

quality you haven’t delivered at all, so it is revealed after two weeks. Now you 

shipping the right stuff. Fine, how much did you in kit. Two weeks on this order. 



What did the damn did you try to teach all of us? Quality at the source. Quality at 

the source. That’s the way to bring the quality at the source. Why? Because now you 

are praying that if you did do wrong quality, then somebody will find it as fast as 

possible. That is the biggest incentive to have the quality at the source. Do you see 

how everything comes together? The whole bottlement measurement at the plant, 

the all initiative of cooperate, the all initiative just in time, the all initiative of taking  

them in and basically leading initiative all are coming together so perfectly. How 

many measurements do we have? Two. That’s all. Not 700, are they fair? Oh, yes. 

Can people relate to them? Oh, yes. What do you have to do in order to implement 

them? To go both what I’ve done just now enough an hour for whole day. Take the 

people and say, “fine, if this will be the measurement what will be the impact on 

that?” And don’t tell them like I’ve told you now. Cause them to develop it. They will 

come with it, that’s undebated. When this people start once each other impact on 

each one now they start to think. One is they accept it but something much more 

they really understand it. Remember what I’ve said in one of the previous sessions 

about the measurements? Tell me how you will measure and tell me how you will 

behave is very correct, but that something else I said change my measurements to 

new ones that I don’t fully comprehend and nobody knows how it will behave not 

even me. You must make sure that when  you change the measurements that all 

people really comprehend it. What is the meaning of comprehend? They start to see 

what is the impact on their behavior? How should they behave in order to score 

high and what type of behavior will cause them to appear bad. That’s why I have 

said that this list I’ve just went a whole day. Let them develop it let them debate it, 

now you see what’s happening. They know exactly what is required they move you 

do it either by not explaining it at all or by saying it half an hour and you have said 

for months unbelievable resistance  and another one unbelievable mistakes. You 

create chaos. This takes time. Remember, don’t you realize that this is the opposite 

of what you taught people for 40 years to do? So, give them just one day to adjust 

to it. Fine. But we still have to talk about the measurements for the whole supply 

chain. Why? Because many times that supply chain is not composed of subsystems 

but it is composed of  different organizations. Whole systems, each one of them 

have the goal of not making money for the chain at the whole but for making money 

for their company.  Is it understood, yes or no? Don’t ask companies to be altruistic 

especially when they have committed to the shareholders to be egotistic. What is 

the measurement here? As a matter fact there is no problem  in terms of operating 

expense and in terms of investment for each chain, for the links of the chain where 

real problem? The real problem is coming with throughput and that two major 

questions regarding how do we measure support in the supply chain?    



One is the question: when did the sale take place. The time. The other question is: what is the 

value of the sale. If you are talking about a supply chain, one company selling it to the other. Today 

what is the answer for the first question? First question: Where did the sale took place? I don’t 

remember, we shipped. Thus  is it good for even the company itself? Look. Here you have distribution. 

The distribution asked. I shipped! I record the sale, now my inventory stocked in the distribution. What 

there actually happen? I became more  remote for my market. And this will come and backlash. And I 

will get all this isolation. Oh, not immediately in 2 weeks from now! 2 weeks from now I’m still 

sensitive to it. But if its next quarter, I’m not  sensitive to it. And that will be. You know what the same 

many times many companies are living from quarter to quarter? Ok?.  Do you agree with me there is 

the following motto? And I call it a motto. As long as the end user hasn’t bought, nobody has sold. 

Shall I repeat?. As long as the end consumer didn’t bought, nobody in the chain have sold. It’s 

illusion!  

 

As  long as the end customer hasn’t bought, no one has sold. 

 

These sales.  These internal sales. Do you agree with me? As a matter of fact just yesterday I 

read a beautiful article, err, in the Epics magazine. And one of the articles there was about the 

company called Featherborn. Fallabone is one of the companies that have Guess Welling as the 

president of that company. And he almost forced me to look on the supply chain. And together 

we’ve organized the whole  supply chain. That  was since Fallabone is producing a clothes  for 

children. So it was the company that produces a spread, the company that with the clothes,  the 

company that produces the, err, clothes  itself, and the company that has all this chain of shops they 

sell it. The whole supply them together. And that was the first time when we analyze the whole 

supply chain together. He’s talking about his results there which are quite extraordinary. But  the 

thing that really impressed me is that he said the most important it was the motto of the company. 

As  long as the end user has not bought we have not sold. And this should be sticking in our heads. 

Ok?  So, when is a time for the sale? When the end user have bought. Now  remember, today 

companies cannot afford it while  the lead time is so long that we cannot afford it. But if we do 

these things, then it’s much, much  quicker as a matter of fact the thing that already exists in several 

chains. It’s what I recommend which is the sale is when the end clients have bought. And that’s the 

day the demand is spread! The same time the customer paid anybody  get paid. And you know 

what? These companies have achieved such a shrinkage in lead time because otherwise they would 

not have dealt  and gone into it. And they get the money under that before I get the money today. 

Yes, I’ve shipped to you – I’ve sold! This does not mean that you paid me.  

Throughput 

The two main questions: 

  When did a sale take place? 

  What  is the value of the sale? 

 

There is 45 days or 60 days, and so on. And under that I have sold only when the end client have 

sold. But I’m getting the money within 30 days or less. But how much money do I  get? In  other 

words, what  is the value of the sale? And here I have huge reservation relative to what we and most 

companies are doing today what do we mean the value of the sale? for whatever have sold it for the 



next their link. This assumes the fixed price per product. Our next session will be on marketing where 

we will go deeply into the fact that there shouldn’t be and  there isn’t anyone for price to the product 

because the product, value is determined according to the needs of the client, not according to your 

cost. And different clients do have different needs. This notion of fixed price, fair price is coming from 

where? Its coming from cost accounting. This is the cost plus the reasonable margin. By  the way what 

is the reasonable margin? Depends on how greedy you are, and this is the notion. Now, who knows the 

market needs the most? Let me ask it in different way. Who is much more equipped to know how 

much the market is willing to pay? The one in touch directly to the customer! And  approach to the 

customer.  

Supply  chain composed  

of companies 

the link which is closest to the  

market has the best knowledge  

of what prices the market is 

willing to pay. 

In  other words the last link! He knows how much to sale it for, but already in this stage the 

hands are tight because everyone done the price, and so on. And now his margins are not so big. So it 

doesn’t have a room to play. So what do you think about the following thing? Since we realize that the 

link which is closest to the market has the best knowledge of what prices the market is willing to pay, 

why won’t we left it hanging in the air? Let the last chain determine what it is, and by the way in one 

region they will make one price, and in other region – other  price, and so on. Let’s give them the way 

they will do it! Oh, wait a minute. So how we know what is  (неразборчивый текст)? That means let 

the arrangement between the links in the chain should not be. This is the price. But it should be. I want 

so much percent of the end price provided that I’m not getting below this amount of money for the 

product. And in this way I covered myself. And in the same time I’m leaving  the last thing to really do 

what makes sense because sometimes it makes sense to sell for 15 USD otherwise we don’t sell it at 

all. And sometimes we can sell it for 30 USD. It depends on what is in the market, and I want to be 

part of it! No matter where I need the link. I do determine the year percentage right now. Very easy. 

What other percentage now? Start from there. You know what the percentage now. Yes, the other 

chains we are doing already. 

Supply chain composed  

of companies 

Instead  of Intermediate prices 

 there is agreement on the  

percentage of sales with a  

minimum price guaranteed. 

Beautiful results. Beautiful results. Unfortunately we haven’t finished it because there is 

another subject and  I am running out of time because I want to give you more time for questions and I 

muse that will happen. So I will do it short. Quickly and shortly, and  sweetly. Because in my eyes we 



are dealing with a problem that  shouldn’t be there  in the first place which is we are dealing with 

internal supply chain.  

Oh, internal supply chains exist you know where. The plant that sells to another plant and sells 

to this warehouse: all belong to the company. And this is called internal supply chain.  And this is the 

part of the system. This buying or selling not just to the external world, but also to another part of the 

system. But the problem is when we decide to look on each one of them as a profit center which means 

we decide something that in my eyes is not exactly sensible which is to regard the subsystem as if it 

was a standalone  system, and with that,  we still want to make any sense. Ok? And of course we’ve 

talked about it in second session: the only way that we are now determining the value of the sale is 

through transfer prices. And transfer price means cost accounting. Come in. All the local called  

“Come up to me”. Come in. All the local took conservation.  Come in. And now we are  wasting half 

of our time to really debate what will be the prices. Now I don’t want to spend a lot of time about it 

because, believe me, I see the best solution is don’t treat the subsystem as if it was a system. You have 

the measurement for subsystem. We just have found their throughput that realize the inventory.  We 

have the measurements for the whole system. That's enough. But if you want to do it at least  make it 

in a more sensible way.  

 

Now I don’t want to spend much time because many of you don’t have the problem of 

transfer prices. The same time I have to devote it some time because not few of you have the 

problem of  transfer prices. And it is vehicle problem for the whole company. It exists. Have seen 

more than one large company where the core problem that almost kill the problems of  everything 

is, err, the transfer prices. By the way Apple had transfer prices. They don’t have it any more. Of 

course. So what do we do then? In terms of operate expense – fine, only the local operate expense 

don’t charge corporate expense on plants that cannot do a thing about it. Terms of investment, 

whatever you invest in that company.  

That’s  fine. Of  course the problem is again with a throughput. Again what about the time 

that a sale took place.  Today  it’s when we ship to the other plant. Tomorrow  it  will be  when the 

company as a whole sold it. In  other words, when it crossed the boundary of  a company. Then it’s 

a sale, not a minute before. What about the value? And here is the biggest problem. What is about 

the value, remember where you start to calculate the value according to cost and you are back to 

square one. Whole problem appears  again. I give you the answer. Don’t faint, please. Yes, there are 

companies and very large companies that already done it.  

Internal  supply chain 

The entire throughput of a sale  

is registered to any subsystem 

which participated.  

We’ve sold something for 1 000 USD from one company! One plant have produced a screw to 

that for this plant is if we sold 1 000 USD. Then we have done one for 99.9! Also 100 000 USD. 

Unfair! Who is talking about fair? Remember what is a criteria. To induce the parts that are good for 

the system as a whole. That was the important thing. Oh, so how can we know now? We  are double-

booking here. What do we mean the double-booking? What do we mean actually is it I cannot know. 

What is the  total sales of the company by ending the sales of one component with another component? 



True. Why do we have to do it like that? Anyhow we want to sell to the whole company. So what we 

do to break it, and to end it up. Then we will adjust finances. We know exactly what is the sales for the 

whole company. So what do we mean to do it at all? What other benefits? The benefits are huge. If you 

go back, and you will examine the list of things that we said before, what happened to each one of the  

components of the behavior of the plant?  

 

You will find out. Everything will come first. Moreover we can’t compare 2 plants. But then 

we don’t compare them on one year performance. We are comparing them on how much they 

improved from one year to the other. Anyhow we have to do it because everybody knows to look on 

one year about the sheet of PNL is meaningless. We would see 2 as minimum. Some negatives  here. 

We find out something amazing. It doesn’t have any negatives. It is only positive and we have here 

something else. It becomes enormously important in terms of strategic decisions, in terms of should we 

close the plant or not. Enormously  important. And I leave you to do it now. You have the list of 

questions. You know exactly what do I ask?  And then find out. If you do this crazy thing what will be 

the impact? Is it going to be good or bad? And if I haven’t done a mistake I think I know the other how 

many managers that have implemented it in the few companies that implemented it. But still hundreds 

of people will fault about it in all sides. We could find anything wrong in it. Could find one negative. 

All what we implement as such it is not easy. It is quite an education here.  

 

What is the chance that I give that you will do it? Close to zero. So the summary for that will 

be good luck. I still want to summarize the distribution. Here it is important for me. How to do it 

right? First thing to realize is: don’t push. Don’t push all the inventories when it makes sense. What 

is the meaning of  making sense now we know. We know how much inventory should we hold in 

the plant. We know how  much inventory should we hold in the regional warehouse. We know how  

much inventory should we hold in the sales. All this we know. But how do we go about  

implementing it? Sometimes it’s easy for the whole company to do it. My suggestion to you is 

following: take a meaningful product line. A real meaningful product line. Not something on the 

side. Something that present may be 10 percent of all your total sales. Implementing first of all for 

that product line you don’t have any problem of space to do the plant warehouse.  

 

If you have just distribution you don’t have the plants take a meaningful product line. Hold the 

inventory at the warehouse which is closest to the vendor. You create the central warehouse.  And 

other spreading the meanings of the company is from the vendor, to all everything. So we can do it no 

matter where we are. A meaningful one do it on one. Of  course, educate all the people in it. 

Immediately  track exactly. Take every day: how much is the lost sales in terms of not delivering. Now 

that’s how many times you had shortages. And what happens to the inventory.  Within 3 months you 

will have decisive proof that it makes perfect sense. 3 months is more than enough. You will see that at 

the same time the customer service went much above the 95 percent. It depends on when it started, of 

course. But we mark immense improvement the inventories are down, down, down.  Now that’s you 

are getting something depends immediately than really breaks through because customer service goes 

up. At  the same time the inventory goes down. Significantly 3 months is enough. Once you have done 

that now everybody is convinced it makes sense. And now do it for everything, for all the  product 

lines, but my suggestion is, first of all, do it on one product line. The minute that you see the proof not 

only that we do on everything.  



 

Start the education on throughput dollar-days  inventory  dollar-days. Start the education on 

these measurements. That measurement of a subsystem. And then you will not have to wait another 

2 years like Apple to do this phenomenal turn around. But 2 years is beautiful. You will do it much, 

much quicker and with much less pain. People understand exactly and collaborate rather than be 

afraid. This is not good luck. This is “do it”.  As for transfer prices to replace them with this 

measurement I hope that you don’t have transfer prices. And now the questions. Remember, the 

questions are on all full sessions. I hope that we’ll get some of them. Oh, we already have questions.  

  

- Wichita!  

- Boeing!  

- I hear you!  

- Skip! 

- Yes, good evening! 

- You have discussed so far high, high buying time distribution systems. With our company 

we have a low buying time distribution. Wanted to know the strategy that one should have 

with that when your market price is highly bearable. When you have  a country, other 

countries that influence your market price. Their scene that the time lead  scenario will not 

be appropriate, I wanted your thoughts on that place.  

- Definitely if you are talking about Jumbo Jets. It will not be appropriate but Jumbo Jets we 

are not producing for distribution. We  are producing only when we have the firm order in 

your hand. And the tolerance time of the client may be a little bit shorter than the production 

assembly lead time but still about the same and it doesn’t have a choice. At the same time 

what I’ve said is unbelievably important because we’ve do have Cadillacs. It’s called spare 

parts. Over there in the spare parts you do feed a distribution system. Am I right?  

- Yes 

- Yes. Suppose that I am KLM or United. Do you know how much spare parts of Boeing I’m 

holding? It’s not 100 million USD. It’s so much more. And over there if I need a part and I 

don’t have it the penalty is quite big –  I may not be able to use the airplane. And when you 

are getting the emergencies, do you get the emergencies from the airlines? 

- Yes.  

- Yes. All the time. And they are driving you crazy. And at the same time you must respond 

because they are your biggest clients which means everything I have said about the 

distribution is correct exactly like what we have talked about the Cadillac and more. But for 

the spare parts. Do you agree with me?  

- For the spare parts only not the vehicle itself 

- Absolutely no! But the actual vehicle itself you are lucky. You are producing to order. You 

don’t produce the actual vehicle for, err… Stop! Am I right?  

- Surely, yes. 

- So 

- You are  good company 

- Thank you. 

- Do it right. 

- We will. 



- Thank you. By the way. It means collaboration with airlines. Will you get the collaboration? 

Let me check. Somebody in the next room is from KLM.  

 

  

- Good evening! Can I have the microphone? This was not planned at all!  

 

 

Summary  

Good luck! 

 

Goldratt: Are you from KLM? 

Man: Yes, I am. 

Goldratt: Do you have any problems with spare parts? 

M: Yes, we had and we still have of course.  

Goldratt: Do you think that you are willing to consider collaborating with Boing to solve this problem 

according to this? 

M: Yes, in 2 ways: we are planning to serve Boing with a distribution center and on the other hand we are 

pushing Boeing about every day to get our spare parts because we are not able to plan a spare part until the 

moment we need it. 

Goldratt: It’s impossible to do real forecast here. You see there is going to be no lack of cooperation from the 

airlines. It’s a huge problem for them. It’s huge problem for you. Here is the solution, which a win/win. It’s a 

matter of just initiating it. And Boing you can do it. You are a good company. Thank you. 

- We will. Thank you. 

Goldratt: You are welcome. This was not planned. He simply was watching over there. Fine, more question. 

James from Arizona, Intel. 

James: Yes, doctor Goldratt my question is more generic and it is the exemplum you are using studio to talk 

about high dollar product transportation costs which is just relatively small. How would you talk… 

Goldratt: ouups!… check your assumption! In terms of percentage the transportation price relative to the 

price of the Сadillac is in percentage much higher than the transportation price of a chip that Intel produces. 

James: Well, I was thinking there was something more generic like nobe… where the transportation costs 

would be substantially higher than the product cost, how do you supply and how do you determine the 

inventory level? 

Goldratt: You see in milk they are doing it exactly the same way. But I don’t have to teach them to do it in 

this way because they don’t have a choice. In milk they are doing for generations like that. I reinvented the 

wheel here nothing more. May be I supplied the logic or made the logic clear but in all perishable goods they 

are doing it already and in milk they don’t they are not hysterical they are just paranoid. They cannot afford 

to be hysterical there. And by the way look if you are doing in this way this doesn’t mean half trucks are 

going not at all. As a matter of a fact, if you want to see to what extent it can be done and not paying too 

much in transportation. I believe the most daring example I have learnt from one of my pupils, probably one 

of the most intelligent people I’ve met in this industry. His name is Jeff Grab. Yeah… Jeff, I don’t remember 



your last name exactly. He started a company on his own when he was in high school. This is quite a large 

company in furnitures. Incredible person. Modest person as well. And he improved on what I’m said. And if 

you want his story I’ve talked about Featherborn then talked with Apics and gave there. The other story that 

appears in the same article is Jeff Grab about the furniture business. And he succeeded to find a solution 

without using even regional warehouses. And without even though he is in California, and it’s furniture and 

he services up to the East coast is not using half trucks half empty trucks, not at all. Just see to what extend 

because the volumes that you are sending throughout the clients is still causing not to using half trucks. Still 

the truck is full. But I have a sneaky suspicion that I didn’t answer your question. Did I answer your 

question? Did I understood it?  

James: I think you gave me more information to look at it, but I was more concerned with assembling getting 

into batching and building inventories, not a perfectory but a final distribution point. 

Goldratt: I still don’t understand you. Try again. 

James: It’s seems like an old distribution you’re using more of a push strategy so that you….  

Goldratt: No, no in the milk you don’t use push strategy. In the milk you don’t use push strategy. You use 

pull strategy. Go and check again. You are using perfect pull strategy exactly as I was talking about it here. 

Don’t use push strategy at all. That’s why I didn’t understood you. Did I answer your question? 

James:  Ah, you gave me more information to look at it, yes, thank you. 

Goldratt: Fine, thank you. Charles, Ohio? 

Charles: Yes. 

Goldratt: Go ahead, Charles. 

Charles: Good afternoon  

Goldratt: Can I call you Charlie? 

Charles: That would be fine. That’s what most people do. 

Goldratt: Ok, Charles is so formal. 

Charles: Do you support an effort to reduce the office bottlenecks so we can apply constraint management to 

all processes to improve throughput? 

Goldratt: Yes.  

Charles: And how would you approach that? 

Goldratt: Why do you think that there is a difference between people in industry and people in office? Do 

you have in the office people with different skills?  

Charles: Certainly. 

Goldratt: Certainly. That’s the meaning of the same thing as in industry. Do you have in the office more than 

one type of work?  

Charles: Yes. 

Goldratt: This is a different products. The only difference is what that one is physical and the other is done 

on paper, correct? 

Charles: Correct. 



Goldratt: Where is coming into all things that we have in the last four session that it must be a piece of metal 

that you do a hole rather than piece of paper that you write something on it. Where is the difference?  

Charles: Yet, matter of looking at the process. 

Goldratt: Exactly. More on that, in your case as it’s said in the session it’s more important because many 

times you cannot build finished goods inventory. You cannot even start before the client have arrived. Your 

client is a one that with an order supplies the raw materials. Am I right? 

Charles: Yeah. 

Goldratt: Which means that more important not the part of distribution. That part of distribution is important 

for you in terms of other suppling to you. Because you are using even in office things that are coming from 

distribution systems. But in the office things you don’t build for stock. You build only for order. Am I right? 

Charles: True. 

Goldratt: Fine. Did I answer your question?  

Charles: yes, I guess I heard sort of a two-fold question is your approach to the thinking process evaluate the 

issues that we have and we can improve throughput by moving information through the office.  

Goldratt: Let me put in this way. Since a variation in offices is so big I would highly recommend that if you 

don’t see the immediate applicability one to one from what I’ve said here and you suspect that there is a lot 

of adjustment that has to be done, my recommendation is go back to the original, redo the trees for your 

environment. You might get exact the same thing but you might get significant changes. This means to use 

the trees. But this means one or two people going and doing the analysis again. That’s all. 

Charles: Yeah… 

Goldratt: It takes a long time – ten days.  

Charles: Yes, to reanalyze and then come up with a solution. 

Goldratt: Yes. It might be that you are reinventing the wheel. But at least you have the assurance and the 

understanding to what extent it is the same.  

Charles: Great. 

Goldratt: You are welcome. 

Charles: Thank you. 

Goldratt: You are welcome. Umesh? Did I pronounce your name correct? 

Umesh: Yes, you did.  

Goldratt: Ok. 

Umesh: I work for medical products company we introduce to the market a new product, a completely new 

product. We have very unreliable forecast information how much people want this product. 

Goldratt: Basically you don’t have anything, you have guesses.  

Umesh: Exactly. How does one decide how much inventory to push into the distribution system? 

Goldratt: You see right now when you are using conventional distribution system it is a major issue. Major 

issue. Because amount of inventories that you have to push you don’t give minimum service are significant. 

It also means that you have to delay a little bit introduction in order to build these inventories. Under what 



I’ve told you here do you realize that you are working with approximately one fifth of the inventory? With 

the same service level? Hello? 

Umesh: Yes. 

Goldratt: Yes. This means that the question of how much to start with becomes less of a problem because the 

whole inventory that you have to risk is much lower. Still… 

Umesh: But you know what.. I’m sorry.. what initial should be. How can I do twenty percent level?  

Goldratt: You have a guess, optimistic guess what a market would buy? What market would buy?  

Umesh: Yes, I’m optimistic, yes. 

Goldratt: That’s enough. Get, take the optimistic one. Currently with the optimistic one you may break your 

head because you build so much inventory. With this system with this optimistic one you don’t break head, 

you just lose money. What do you want, guarantees? Many times we have to go by guesses especially in 

your case. 

Charles: Ok. 

Goldratt: Yap, but the idea is to reduce the risk that’s all. And more than that once you find out that the 

market does want more. You are able to  replenish it much-much quicker. Able to react to it much-much 

better. Under this system so does it solve one hundred percent of the problem? No. ninety percent I would 

say, good enough. Than may be in ten years from now somebody will come and show how to solve it even 

better, for sure. Did I answer your question? 

Charles: Yeah, give me a way to look at it. Thank you.  

Goldratt: What I really mean listen right now this question that you raise is a huge problem for your 

company. Many times due to that you are hesitating to move aggressively in the market then it eating your 

heart out. Correct or not? 

Charles: That’s correct. 

Goldratt: With that risk is one fifth of what it is now which means you can move much more aggressively. 

Do you understand the meaning of one fifth? To reduce the problem by factor of five. It’s already a totally 

different order of a magnitude of the problem but you still have to start with a guess. 

Charles: I try.  

Goldratt: By the way do want everything to be known? Do you want all your future to be known perfectly? It 

would be so dull. Thank you. 

Charles: Thanks.   

Goldratt: Barry? 

Barry: Yes. 

Goldratt: Where are you from? 

Barry: I’m from Long Beach, California. 

Goldratt: Ok, another place, go ahead. Yes, please. 

Barry: Doctor Goldratt please comment on what the relationship is between your replenishment of goods 

concept just-in-time /…/ 



Goldratt: My concept of replenishment is just-in-time in distribution. Shall I repeat it?  

Barry: No, it’s very-very clear. Thank you.  

Goldratt: There is one thing in addition there is one biggest problem. In just in-time in production is how do 

you determine the number of cambing cards in order to put between cells. In other words what is a formula 

for the intermediate inventories that you are holding in just-in-time. What I just gave you is a formula as 

well. But it is just-in-time for distribution. Just-in-time concepts are good.  

Barry: I got it. Thank you very much. 

Goldratt: Welcome. Anybody here wants to ask a question? Just wait for the microphone. 

Doctor Goldratt, model that you are showed us today I thought it was for universal products so you could 

take inventory to early stage in early warehouse. How can we handle with very specific products like 

pharmaceutical products? Land specific where the packaging material, register etc.? you only can produce to 

order? Very short batches? To solve that problem. 

Goldratt: Look, we have the following question. Where do we need distribution to start with? And if you 

noticed we need the distribution only in one case where the replenishment time from until your order you get 

a merchandise is longer than the tolerance time of the market. Only then we are starting to talk about 

distribution. The question starts to be if in the case that you have said it might be still the case but this 

considering the replenishment time that we have today. What happens when we succeed to reduce the time in 

production to one fifth to what it is now. Then may be that we are moving from make to stock to make to 

order because the production time is shrank so much that now it’s less than the tolerance time. In some cases 

what happen when people are saying that the tolerance time is zero or an hour. Well, it’s not correct. And it 

is correct, and it’s not correct. In other words it is following look. Suppose that you are willing to wait one 

week and I’m coming to you and saying six weeks. What is your answer? Good bye. What is my impression 

about your tolerance time? It’s zero. So if we have such long replenishment time we might think that the 

tolerance time of the market is zero, when it’s not zero, when it’s a week or two. And yes we can shrink 

replenishment time to be less than this time and we are moving form make to stock to make to order. The 

first time that I’ve seen it in reality was in 1982. It’s a plant that was producing threads for textile. And they 

claim in our industry they come and ask do you have it? You don’t have it – good bye. They go to somebody 

else which in other words tolerance time zero. They had the same lead time as had all their industry at that 

time which was about six weeks plus. We didn’t intend it at all to touch the distribution and so on. We’ve 

just reduced the production lead time and knowledge of TUC is mainly production. The meaning that we 

went below two weeks and terms out. The clients are willing two weeks for the threads and they have shifted 

to make to order rather than make to stock. By the way it took them two years to realize that market doesn’t 

want on stock. 

Ok, thank you. 

Goldratt: And this is probably the answer for your question. If it’s so specialized and so on probably the 

tolerance time is not zero. But it is smaller, significant and so on than that replenishment time of today. But 

you can bring it to be bellow and moving to make to order.  

  Ok, thank you. 

Goldratt: You are welcome. What have I done to myself, a whole hour of questions. Cristopher? 

Cristopher: Yeah. 

Goldratt: Go ahead.  

Cristopher: Hello, doctor Goldratt. 



Goldratt: Hi. 

Cristopher: My question is as a manufacture we have a great ability to effect change and making inventory 

investments. But from the point of view of shop owner and it depends on a shop owner or a franchise  owner. 

What are your suggestions on influencing the rest of the supply chain to asset change? 

Goldratt: Look, if you are a shop owner, I don’t have any suggestion because I don’t want to give you 

suggestions that are worth nothing. If you are chain owner my suggestion is start immediately. In other 

words as a chain owner you are holding regional warehouses already. So you are not on the level of the shop. 

You are at the level of regional warehouses. And then even if you cannot impact your vendors you can create 

your central warehouses. Even though for one product the central warehouse will be in Arizona and for 

another product the central warehouse will be in Caulainas simply because one vendor is in Arizona and the 

other vendor is in Caulainas. You are simply holding it the closest. You are using your regional warehouse to 

be central warehouse for the products where the vendor is needed that regional warehouse which means for 

this product this regional warehouse the central warehouse for that product this one becomes the central 

warehouse and so on. This works, you will have to have a little bit better softer system. That’s all, but it still 

works. At the shop level I don’t know what to tell you to do.  

Cristopher: Thank you very much. 

Goldratt: You are welcome. Andrew? 

Andrew: Hi. 

Goldratt: Where are you from?  

Andrew: I’m calling from Marshalltown, Iowa. 

Goldratt: Iowa. That’s a nice state, friendly people. 

Andrew: My question is… 

Goldratt: By the way may I tell you something? A year ago I was in Iowa and friend of mine took me to his 

office and said. You see my office is over this hill. I didn’t see any hill and it turned out that he meant his 

pump this hill. The same day I moved from Iowa to Seattle, another friend of mine took me there to his and 

we are going up in the mountains like that and he said. In a little while we reach the hills. Everything is 

relative. Yes, go ahead, sorry. 

Andrew: My question is my company is key supplier to big manufacture and how can we implement 

anything in the distribution system to our company? 

Goldratt: Yes, you can, even if the client is very large. What you have to do is to tell the client the following. 

Don’t give me your orders, your orders are based on your forecast, it’s based on guesses and so on. Rather 

give me your forecast and then let’s do the following. I will put my inventory in your place. In other words 

I’m creating the regional warehouse, ok? It’s my inventory, whenever you need something, go and take it. 

The minute that you took it you bought, not a second before. I need your forecast to know how much to 

adjust this buffer. I will make sure that whatever you need is there. And more than that I allow you to 

measure me by how many times you went to take it and it was not there. And I will try to reach that it is zero. 

And now let me ask you another question. How many different things do you supply to this vendor?  

Andrew: Many. 

Goldratt: How many? 

Andrew: Many-many. 

Goldratt: How many is many-many? 



Andrew: I would say over hundred.  

Goldratt: Fine, big deal. By the way how many times is demanding from you a new item that after that he 

never uses again?  

Andrew: A lot quite. 

Goldratt: Exactly, you see if it’s one hundred you are holding one hundred there buffer management you will 

hold less inventories. Today you are getting stuck with it all the time because it is changing the orders on 

you. Am I right? 

Andrew: Yap. 

Goldratt: Yap. You will hold on much less inventory and you will give such a service that after the next year 

when you are coming to demand a price they will not argue. 

Andrew: Ok.  

Goldratt: Take out from the price syndrome because nobody else will be able to willing to give this service 

and to commit. 

Andrew: If this is the case how should we do with invoice ? 

Goldratt: The invoice is the minutes that he takes. The same day it tells you about it because otherwise you 

cannot replenish. And then automatically you invoice. In other words you have an umbrella contract. Not for 

each item per your order but you have an umbrella contract which every large company has. He will not have 

to invent this contract.  

Andrew: /…/ if I will going one /…/ once they take it they pay it right away. 

Goldratt: Correct. How do you like it? 

Andrew: Yes. 

Goldratt: They will like it as well. As a matter of a fact when you come with such an offer they will tell you 

are you serious? Are you crazy?  

Andrew: Thank you very much. 

Goldratt: You are welcome. That’s a beauty of this solution. You can start it even if you are part of the 

system and the other part not on it. Not always like the shop. Then you are too small tail to wag the dog. But 

usually you can do it like for example this example. Ok. Anybody else? Yes. 

KLM: Yes, Mr. Goldratt,  

Goldratt: I want to answer your question. You get your answer before.  

KLM: Yes, one more question. We are active for our clients in supply chain and supply chain management. 

We have two in a tracking and tracing system which is measuring time only. Did I understood it well that we 

have to measure the amount of money in each shipment too? On every place? Thank you, you answered my 

question.  

Goldratt: You know you measure only time and they say that the other part is saying that it’s meaningless. 

You measure dollars and the other part is saying it’s meaningless you have to measure time. That’s correct 

you have to measure the multiplication. Time – money, time – money. 

KLM: Ok.  



Goldratt: Dollar day is real measurement.  

KLM: So, do real tracking and tracing system? 

Goldratt: It should be in dollar days. Not on dollars and not in days.  

KLM: Wonderful. 

Goldratt: And otherwise you will see late probably you have it already. You one time done it on dollars, now 

you are doing it on time. And there is the pressure to go back to dollars. Am I right? 

KLM: Ok. Thank you. 

Goldratt: You are welcome.  

Q: … with passenger miles? 

Goldratt: Absolutely, you know we are going to find it out in the next session when we talk about marketing 

to what extend the airlines in terms of understanding needs… are by far more progressive in this industry, by 

far more progress, so progress that they don’t know any more what they are doing. But that’s another story. 

I’m not joking. We will see… 

Q: Another question… 

Goldratt: But before that let me just conclude that. Look. Many times it looks we are measuring dollars, we 

are measuring days. So, what is the difference if we measure the multiplication? You know from the physics 

I’ve leant what’s the difference, for example mass is very important, the mass of bodies, velocity is very 

important. You can measure mass alone, velocity alone. You don’t get the real thing and the real thing is 

momentum. It’s the multiplication of mass-time-velocity. This is a thing that is the thing you have to track 

because this is a thing that it conserved even if there was an explosion. Ok? Which means this the difference 

between measuring that alone and measuring that alone versus the multiplication is huge. It’s not small 

difference. In physics we need a Newton to do it. But once we know it why aren’t we aware of it? What is a 

thing that is conversing conserved in the system? The summation of mass-time-velocity. Ok? Here what we 

are talking about the measurement is a summation of dollars-time-money, time-time. That is the real 

significant thing, not dollars alone, not time alone when we are talking about subsystems. 

KLM: I understand now rather well. I always had the idea that we tried to reduce the inventory of our 

customers because big money is over there. 

Goldratt: Once you reduce it too much you are killing your service. So, it’s not the inventory alone, it’s 

throughput dollar days is the thing - remember, what is the penalty the KLM pays one spare part is missing. 

Now that the airplane cannot fly, now you have to rent a jumbo jet. How much is a passenger jumbo jet? 

Seventy thousand dollars a day? 

KLM: No-no. I can tell you exactly  

Goldratt: How much? 

KLM:  It’s in our service book. In the engineering and maintenance I have been working for some years. It 

stated for a Boeing 747 eighty thousand dollars an hour. 

Goldratt: Wow! Eighty thousand dollars an hour! Of course you have to be paranoid but if you are so 

paranoid how much inventories for spare parts are you holding? Probably over a billion. Right? 

KLM: With a nice tracking and tracing system without money in it. We reduced our inventories enormously 

already. 



Goldratt: Good. How much do you hold still? Is it over a billion? 

KLM: Yes, yes. 

Goldratt: Yes, this is the magnificent thing that we are talking about. Just tracking time is better than just 

tracking dollars especially even though you track only time, intuitively people continue to track dollars. 

Because they use for so long. The combi… The multiplication is the thing then you will find out what 

happening. More on that you will reduce it without creating shortages because you are reducing the 

inventory and this is enthusiasm of reducing the inventory creates from time to time shortages. Ok? Here you 

don’t have to be afraid.  

KLM: Thank you. 

Goldratt: You are welcome. More questions? Just a minute… Ok, sorry. Go ahead. 

Q: Ok, you told us if somebody is shipping defective material, the inventory dollar days comes back when to 

the point when good material is shipped. What happens to the defective materials which comes back - is that 

value also added to the laids? 

Goldratt: Then you’ll get the infinity.  

Q: And what happens to the claims that your customer count work on it? 

Goldratt: Wait. Remember the following: the defective material comes back, the penalty was huge on 

throughput dollar days. The question starts to be on inventory. Does it consider to be inventory? Of course 

but for how long? Now it depends on your decision. Do you decide to scrap it? And then it stops to be the 

inventory dollar days but it effects on operating expenses of the company. Ok? Or you decide to rework it 

than it continues to be the inventory until it’s resold. So you use good incentive to really implement TQM all 

of a sudden. 

Q: Ok. 

Goldratt: And we must implement TQM. It’s not an option any more. Bad quality - you are out of the 

market. It’s not any more competitive edge. It’s a must. 

Q: And a potential claim which is related to it when your customer count… 

Goldatt: I don’t go into it. I don’t think that you should go to it otherwise you are actually asking the person 

for something which is not responsible for. The company should have written the contract better. Not to take 

such things because the company should not assume zero defects. Should strive to zero defects but should 

cover it as ‘Oh, sorry, I not promise it, somebody else should take it” Then your legal department if you 

want. 

Q: So you keep your calculation of your dollar days? 

Goldratt: Absolutely. Absolutely. You put it on a foreman shoulders. He tells you that you can measure 

whatever you want. He lost any interest.  

Q: Thank you. 

Goldratt: You are welcome. David? 

David: Hello, how do you do initial order we order of fashion like shoes - when do you know what is going 

to be sold? 

Goldratt: You guess. What.. how do you handle it today? How do you handle it today?  

David: We buy but we think problem is that we… 



Goldratt: …in other words you guess. 

David: When we buy the shoes we don’t know what is going to be sold so we order after it’s sold that we 

order. 

Goldratt: Look on the following when you are talking about it… are you the shops or you are the producer? 

David: No, we are the shops. 

Goldratt: You are the shops. Fine. Now look what is happening today. Today under the conventional system 

you have to order big quantity. You make it stock with it because you don’t know if it will sell and how 

much it will sell. Correct? Correct? Hello? 

David: That’s right. 

Goldratt: Under this system if you are getting the replenishment every day how much should you order? 

Only what you need for visual display. Visual display might be what? Three pairs? Four pairs? That’s all 

what you are risking here. If it goes immediately replenish it day by day that’s fine. If it does not go -

maximum you got stuck with four pairs. Is it understood? Hello? 

David: Yes.  

Goldratt: But of course you cannot do it as a shop unless the supplier is willing to collaborate here. How big 

is your shop? Do you.. Are you a chain of shops or a single shop?  

David: No, it’s a chain of six stores. 

Goldratt: Six stores, you might be able to convince a supplier. You go… 

David: The problem is with time of delivery. It’s a one and a half months… 

Goldratt: You are six shops most probably you are not a tiny client you are probably an average client. Then 

if you go with all this logic to the vendor. And you probably in the shop of shoes have how much four 

vendors? Five vendors? From how many companies do you buy the shoes? 

David: One hundred. 

Goldratt: From one hundred different companies you are buying shoes?  

David: Yes, and they don’t deliver it on time. 

Goldratt: I would suggest you to do analysis of your whole business. I’m not joking here. To use the thinking 

processes to do a full analysis of your business. Because it looked to me a little bit awkward if for just shoes 

you have to offer merchandise from one hundred different vendors for shoes alone. I’m not saying that’s not 

a case but I’m saying this is so remote from the picture that I have in my eyes that I hesitate to give you now 

more of my recommendation. A full analysis should be done here to see what other reasons that cause you to 

contract one hundred different vendors. I’m not saying that it’s wrong I’m saying that it might that your 

situation might have different scenario from what I think about. So the whole analysis has to be redone. Do 

you know any journals that can do it for you in Mexico? David? 

David: No.   

Goldratt: No, call… Which town are you? Which town are you? 

David: Guadalajara, Mexico. 

Goldratt: Get in contact with Juan Carlos, you probably know him? He is Guadalajara, he is running several 

companies. Ask him to sit with you to do you a favor and to do the analysis. He is an excellent journal, Juan 



Carlos. If you cannot find him through the local network write to the Goldratt Institute, they will give you his 

address. He is not a consultant, he is the person who owns the companies in Guadalajara. In such a case - 

good analysis.  

David: Ok, thank you.   

Goldratt: Thank you. Maria from Venezuela? 

Maria: Yes. 

Goldratt: Hi. 

Maria: Good afternoon doctor Goldratt, I’m calling from Valencia Venezuela.  

Goldratt: How lovely. Do you know I was in Venezuela about six months ago and I was staying in the hotel 

exactly when the Beauty Queen contest was there. Must tell you my eyes popped out. It was a destruction.   

Maria: Ok, I have a question from one of my customers from Gabrielle in Venesuela. His mane is Mr. Louis 

Peres and he says: “When the influence of forecast is related to big changes in the demand associated with 

economical changes. How could we overate high performance and service with low inventory?   

Goldratt: I have to explain here because most of the audience of this program will not get a right impression 

if I just answer immediately. The question comes from Venezuela. Most companies are not used to situation 

where the whole economy of a whole country can change from one month to the other but a consumption 

rate is all of a sudden twenty percent of what it was before. Ok? And this is the environment that now is 

asked. My answer is: of course under this situation you cannot expect to get the same performance that you 

can expect in much more stable economy. But in terms of impact of percentage from what you have now to 

what you will get the impact is even bigger, the more chaotic is the environment the more difficult it is to get 

excellent results but the bigger is improvement between push and pull. Have I made myself clear?   

Maria: Yes, we understand.   

Goldratt: Thank you, Maria. And by the way I hope with a new government Venezuela, I hope Venezuela 

economy with a new government will stabilize. 

Maria: We hope so and this environment half override us to do better work about supply chain problem 

because cash flow is big constraint for us. The delivery of the products has to be in a weekly days which is 

everybody trying to do, we used to deliver products for long terms and that’s just not selling any more 

because of cash run. 

Goldratt: Look if you remember the logic one of the thing was what? the uncertainty of the demand is the 

thing that multiplies the replenishment time. The bigger uncertainty same replenishment time necessitates 

much more inventory. So what you have in the worst of all in the world very high uncertainty and at the 

same time the inventory you cannot afford.  

Maria: Yes. 

Goldratt: Which means immediately the compromise will be to lose sales. Ok? 

Maria: Of course. 

Goldratt: That’s why it’s so important to reduce the both the uncertainty in terms of what are you multiplying 

and the replenishment time - that’s why in your environment it’s even more important to move to what I’m 

saying here.  

Maria: Ok, yes. 



Goldratt: Thank you. 

Maria: Ok, thank you doctor Goldratt. Hello from everybody here in Venezuela.  

Goldratt: Thank you. The microphone please.  

Q: …Europe and have all kinds of regional warehouses. Is there point how can you determine how many 

regional warehouses you should have? Is it possible to close down all regional warehouses? 

Goldratt: No-no, it’s not closing down. You are leaving them but the amount of the inventories that is held 

there is so small that actually it’s not a regional warehouse, it’s a splitting point because if you will close it 

totally then you will have to deliver from the central warehouse directly to each one of the clients. Ok? Other 

your transportation price will go to the sky or the frequency of delivery will go down per client. So you need 

still to hold this regional warehouse but the amount of the inventories that you have to hold there if you do 

the central warehouse goes down dramatically. But you still have to keep it. Of course yet enormous amount 

of space available. 

Q: Yes, thank you. 

Goldratt: That’s what happening. Fine. We run out of time. We have covered so far what? We have covered 

actually the way to look on a company. Applied it so far basically to measurements and to logistic. The 

second half of the program is by far more interesting, by far. It’s sales, it’s marketing. It’s how do you 

manage people and it’s strategy. Which means everything we said so far might be necessary conditions but 

the real benefits the real bottom line impact comes from the last four sessions. That’s interesting. See you 

after two weeks break in session five. Thank you very much.  

 

This concludes our broadcast for today. We hope you’ve enjoyed it and that more important that now you 

know a new way to make the improvements in your environment and how to make that change. Good luck 

with your improvements.  We are now half way through our broadcast and it’s time for a break. Please use 

this time to use the concept that you’ve learnt, join us again in a couple of weeks for session five “Marketing. 

Using theory of constraints”. 

 

 


