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Practice exam question 

Lean production 
Mark Hage 

Check your answer to the question on p. 21 of the magazine. 

Sample answer 
Just-in-time management of stock is where inputs into production processes arrive only when they are 
needed. The aim of this type of stock management is for Sirin Labs to reduce overall spending on 
stock, for example holding no precious metals or mobile phone parts until an order has been placed. 
There will be no expenses incurred in storing these items in the shop, not only reducing the costs of 
storage (high mortgage costs for such spaces) but also gaining workshop capital to help reduce costs 
further (investing in new technologies to make phones more efficient for less money). As just-in-time 
management means no stock is held, the stock will not go out of date in the way that Apple iPhones 
do. This means Sirin Labs will provide the most up-to-date technology to millionaire buyers with no risk 
of having stock it cannot sell, again achieving the business objective of being cost efficient. 

However, just-in-time management requires a large investment in specialised tills that link directly to 
suppliers of the material and makers of the unique phones. As a result, the initial cost of putting a 
stock management system in place will not deliver cost efficiencies in the short term and may, in fact, 
increase costs. As the business is new, investors who have given £50 million to help set it up may be 
unhappy with the use of their funds, as they will not see a return on their investment immediately but a 
rise in costs. 

Just-in-case stock management, on the other hand, does not require this initial investment in 
technology and a short-term rise in costs. The benefit of just-in-case management is that, as a new 
business, Sirin Labs will be able to carry a certain amount of buffer stock. This might incur extra costs 
as it must be held there until there is a demand for it but there is no need to rely on suppliers to deliver 
stock to a specific deadline. As Sirin Labs has only just opened its shop in London, and has no actual 
sales data, just-in-case management will give it the flexibility to meet demand if the business takes off. 
With such a niche market product being offered to a small market of millionaires, it may be better to 
sacrifice cost efficiencies that just-in-time management theoretically may achieve. This ensures new 
customers’ needs are satisfied as quickly as possible, without the risk of new suppliers letting Sirin 
Labs down. The lost sale of £10,000 may be a much bigger cost than keeping stock just in case. 

In the long term, once Sirin Labs has historical data showing a pattern of sales, it can move to just-in-
time stock management, by which time it will also have built up sufficiently close relationships with its 
suppliers to ensure such a system is robust enough to keep up with the demand. Perhaps profit 
maximisation and survival should be Sirin’s first objective as a new business, particularly as the case 
study states that other competitors have ‘struggled’ in this niche market. 
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Sample examiner comment 
Mark: 20/20 (An excellent level 4 response fully focused on the question)   

Knowledge and understanding are shown through a benefit of a decision to use just-in-time stock 
management. 

The answer gives a benefit of just-in-time and just-in-case stock control to Sirin Labs with evidence. 
The answer then develops the benefits of each option in detail using evidence and relating this back to 
reducing costs. A drawback of each option is then developed using detailed evidence and again 
relates back to reducing costs. The answer also gives a drawback of offshoring using evidence. It then 
uses MOPS* and evidence to evaluate and recommend the most appropriate approach to achieving 
the best levels of cost reduction for Sirin Labs.  

*MOPS stands for market, objectives, product and situation and is a way to help focus on the wider 
areas that should be considered in the evaluation of the question. 
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