| Business Logistics/Supply
_ | Chain—A Vital Subject

| INTRODUCTION

s far back as history records, the goods that people wanted were
A not produced where they wanted to consume them, or these goods
waere not accessible when people wanted to consurme them. Food and
other commodities were widely dispersed and were only available in
abundance at certain times of the year. Early peoples had the choice of
consuming goods at their immaediate tocation or moving the goods to a
preferred site and storing them for later use. However, bacause no well-
developed transpartation and storage systems yet existed, the move-
ment of goods was limited to what an individual could personaily move,
and storage of perishable commuodities was possible for onty a short
time. This limited movement-storage system generally constrained peo-

ple to five close to the sources of production and to consume a rather
narrow range of goods.

Even today. in some areas of the world consumption and production
take place oniy within a very limited geographic region. Striking exam-
ses can still be observed in the developing nations of Asia, South
wrierica, Australia, and Africa, where some of the population live in
mall, self-sufficient villages, and most of the goods needed by the
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residents are produced or acquired in the immediate vicinity. Few goods
are imported from other areas. Therefore, production efficiency and the
economic standard of living are generally iow. In this type of economy.
a well-developed and inexpensive logistics system would encourage an
exchange of goods with othner producing areas of the country, Or even
the world.

Example

Suppose that consumers in the United States and South Korea buy DVD recorders
and computer software. In the coming year, about the same number of consumers
will purchase a word processing program and a television set. Because of the differ-
ences in 1ocal labor costs, tariffs, transportation, and product quality, the effective
price to the consumers differs, as shown in Table 1-1. A consumer in South Korea and
one in the United States (in this case, the economy of both countries) must pay a total
of $1,450.00 to fill their needs.

Now, if each economy trades with the other those goods with which it has a cost
advantage, both consumers and their economies will be better off. South Korea has
low labor costs for making DVD recorders, whereas the United States has an advan-
tage in producing low-cost, high-quality software. With the availability of inexpen-
sive and reliabte transportation, there s an economic advantage to specializing in the
product that can be produced most cheaply and buying the remaining product from
the other country. With reasonable transportation costs, South Korea can place DVD
recorders in the United States ata price below the locally produced and locally trans-
ported product. Conversely, the United States has the design and production cost
advantage for software and can incur a reasonable transportation charge to place
software in South Korea and at a price below what is availabie locally. The revised
economic picture can be seen in Table 1-2. Both consumers in the countries save
41,450 - 1,200 = $250. Expensive transportation would prectude the countries from
trading with each other and realizing their comparative economic advantages by
making the landed price of imported products higher than those available locally.

As logistics systems improved, consumption and production began
to separate geographécany. Regions would speciaiize in those commodi-
fies that could be produced most efficiently. Excess production could
be shipped economically to other producing {or consuming) areas, and

Table 1-1
Consumer Prices o

Buy Only Locally |
Produced Products | South Korea §250.00 $300.00 5 75000

United States 40000 500,00 TH0.00 B

DVD WORD PROCESSING
CORSUMER IN RyCORDER SCFTWARE TotaL

The econonies
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Table 1-2 VD WORD PROCESSING

The Benefits of CONSUMER N RECORDER SOFTWARE Torac
Trading Products
When Transportation
Is Inexpensive

South Korea $250.00 $350.00¢ $ 600.00 §
United States 300.000 300.00 £00.00 E
The economies $1,200.00

7 Imports from the United States

*Imports from South Korea

needed goods not produced locally were imported. This exchange
process foilows the principle of comparative advantage.

This same principle, when applied to world markets, helps to explain
the high level of international trade that takes place today. Efficient
logistics systems allow world businesses to take advantage of the fact
that lands, and the people who occupy them, are not equally produc-
tive. Logistics is the very essence of trade. It contributes to a higher
economic standard of living for us all.

To the individual firm operating in a high-level! economy, good man-
agement of logistics activities is vital Markets are often national or
international in scope, whereas production may be concentrated at rela~
tively few points. Logistics activities provide the bridge betwsen pro-
duction and market locations that are separated by time and distance.
Effective management of these activities is the major concern of this
book.

BusiNEss LogisTics DEFINED

Business logistics is a relatively new field of integrated management study in com-
parison with the traditional fields of finance, marketing, and production. As previ-
ously noted, logistics activities have been carried out by individuals for many vears.
Businesses also have continually engaged in move-store (transportation-inventory)
activities. The newness of the field results from the concept of coordinated manage-
ment of the related activities, rather than the historical practice of managing them
separately, and the concept that logistics adds value to products or services that are
essential to customer satisfaction and sales. Although coordinated logistics manage-
ment has not been generally practiced unti recently, the idea of coordinated man-
agement can be traced back to at least 1844. In the writings of Jules Dupuit, a French
engineer, the idea of trading one cost for another (transportation costs for inventory
€osts) was evident in the selection between road and water transport:

The fact is that carriage by road being quicker, more reliable and loss subject
to foss or damage, it possesses advantage to which businessmen often
aftach a considerable value. However, it may well be that the saving of
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0 fe.87 induces the merchant to use the canal; he can buy warehouses and
-nerease his floating capital in arder to have a sufficient supply of goods on
hand to protect himself against stowness and irregularity of the canal, and
if all told the saving of 0 f¢87 in transport gives him an advantage of a few
centimes, he witl decide in favor of the new route . . >

The first textbook to suggest the benefits of coordinated iogistics management
appeared around 1961,% in part explaining why 3 generally accepted definitiont of
business logistics is still emerging. Therefore, it is worthwhile to explore several def-
initions for the scope and content of the subject.

A dictionary definition of the term logistics is:

The branch of military science having to do with procuring, maintaining,
and transporting materiel, personnel, and facilities.?

This definition puts logistics into a military context. To the extent that business objec-
Hves and activities differ from those of the military, this definition does not capture
the essence of business logistics management. A better representation: of the field
may be reflected in the definition promulgated by the Council of Logistics
Management (CLM), a professional. organization of logistics managers, educators,
and practitioners formed in 1962 for the purposes of continuing education and fos-
tering the interchange of ideas. Its definition:

Logistics is that part of the supply chain process that plans, implements,
and controls the efficient, effective flow and storage of goods, services, and
related information from the point of origin 0 the point of consumption in
order to meet customers’ requirements.S

This is an excellent definition, conveying the idea that product flows are 10 be man-
aged from the point where they exist as raw materials to the point where they are
finally discarded. Logistics is also concerned with the flow of services as well as
physical goods, an area of growing opportunity for jmprovement. it also suggests
that logistics is a process, meaning that it includes all the activities that have an
impact on making goods and services available to customers when and where they
wish to acquire them. Flowever, the definition implies that logistics is part of the sup-
ply chain process, not the entire process. 50, what is the supply chain process oL
more popularly, supply chain management?

Supply chain managenent (SCM) s a term that has emerged in recent years that
captures the essence of integrated logistics and even goes beyond it. Supply chain

[T R——
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Figure 1-1 A Model of Supply Chain Management

Source: Mentzer et al., Defining Supply Chain Management,” Tournal of Business Lagistics, Vol. 22, No. 2 (20013,
p. 19. Reproduced with permission of the Councit of Logistics Management.

It is difficult, in a practical way, to separate business logistics management from
supply chain management. [n s0 many respects, they promote the same mission:

To get the right goods or services to the right place, at the right time, and in
the desired condition, while making the greatest contribution to the firm.

Some claim that supply chain management is just snother name for integrated
business logistics management (IBLM) and that the broad scope of supply chain
management has been promoted over the vears. Conversely, others say that logistics
is a subset of SCM, where SOCM considers additional issues ‘oey‘ond those of product
fdow. For example, SCM may be concerned with product pricing and manufacturing
quality. Although SCM promotes viewing the supply channel with the broadest
scope, the reality is that firms do not practice this ideal. Fawcett and Magan found
that companies that do practice supply chain integration limit their scope t one tier
upstream and one ver downstream.” The focus seems to be concerned with creating

e e AT
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searmnless processes within their own companies and applying new information tech-
nologies te improve the quality of information and speed of its exchange among
channel members. The boundary between the logistics and supply chain manage-
ment terms is fuzzy. For the purposes of this text, integrated business logistics man-
agement and SCM will be referred to interchangeably. The focus will be on managing
the product and service flows in the most efficient and effective manner, regardless
of descriptive title. This includes Integrating and coordinating with other channel
members and service providers to improve supply chain performance when practi-
cal te do so.

THE SuPPLY CHAIN

Logistics /SC is a collection of funictional activities {transportation, inventory control,
etc.), which are repeated many times throughout the channel through which raw
materials are converted into finished products and consumer value is added.
Because raw material sources, plants, and selling points are not typically located at
the same places and the channel represents a sequence of manufacturing steps, logis-
tics activities recur many times before a product arrives in the marketplace. Even
then, Iogistics activities are repeated once again as used products are recycled
upstream in the logistics channel.

Asingle firm generally is not able to control its entire product flow channel from
raw material source to points of the final consumption, although this is an emerging
opportunity. For practical purposes, the business logistics for the individual firm has
a narrower scope. Usually, the maximal managerial control that can be expected is
over the immediate physical supply and physical distribution channels, as shown in
Figure 1-2. The physical supply channel refers to the time and space gap between a
firm's immediate material sources and its processing points. Similarly, the physical
distribution channel refers to the time and space gap between the firm’s processing
points and its customers. Due to the similarities in the activities between the two
chanmnels, physical supply (more commonly referred to as materials management)
and physical distribution comprise those activities that are integrated into business
logistics. Business logistics management is now popularly referred to as supply
chain management.” Others have used terms such as value nets, value stream, and lean
logistics to describe a similar scope and purpose. The evolution of the management of
product flows toward SCM is captured in Figure 1-3,

_ Although it is easy to think of logistics as managing the flow of products from
"~ the points of raw material acquisition to end customers, for many firms there is a
. Feverse logistics channel that must be managed as well. The life of a product, from a
Iogistics viewpoint, does not end with delivery to the customer. Products become
obscléte, damaged, or nonfunctioning and are returned to their source points for
tepair or disposition. Packaging materials may be returned to the shipper due to

JEe proponents of supply chain maragement include pricing within its scope. Business Jogistics man-
aganent rarely does this,
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Figure 1-2 The lmmediate Supply Chain for an Individual Firm z
environmental regulations or because it makes good economic sense to reuse them. 2

The reverse iogistics channel may atilize all or a portion of the forward logistics
channel or it may require a separate design. The supply chain terminates with the
final disposition of a product. The reverse channel must be considered to be within %
the scope of logistics planning and control.

Example

The reverse logistics channel comes into play when a customer buys a toaster from a
retailer. The customer fakes the toaster home and finds it defective. The customer
returns it to the retailer, who gladly refunds the purchase price. The retailer now has
1 defective toaster in in-store inventory. The retailer sends if to a central return center.
Upon receipt, the toaster’s Universal Product Code (UPC) is scanned for identifica-
ton in the return center's database. The database determines that the toaster has a
. return-to-vendor disposition. The database credits the store inventory for the toaster
§ and creates a charge back fo the manufacturer for the cost of the toaster. The toaster
s shipped back to the manufacturer. The retailer has made a CoStTECOVETY for this
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Figure 1-3 ¢
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volution of Logistics Toward Supply Chain
John Yuva, “Collaborative Logistics: Buildin
No. 5 (May 20023, . 50 (with modification).
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defective asset. The toaster is received af the manufacturer’s return center. The man-
wacturer scans the toaster into its database and determines that it has a refurbish dis-

position. The toaster is repaired and sent for resale on the secondary market, The
manufacturer has now gained value for this defective asset. !V

THEe ACTIVITY Mix

The activities to be manage
vary from firm to firm, de
management’s honest diffe
for its business,

d that make up business logistics (
pending on a firm’s particul
rences of opinion about w
and the importance of individual

supply chain process)
ar organizational structure,
hat constitutes the supply chain
activities to its operations. Follow
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Figure 1-4 Logistics Activities in a Firm’s immediate Supply Chain

Business Logistics
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along the supply chain as shown in Figure 1-2 and note the important activities that
take place. Again, according to the CLM:

The components of a typical logistics system are: customer service, demand
forecasting, distribuition communtications, inventory control, material handling,
order processing, parts and service support, plant and warehouse site selection
{location analysis), purchasing, packaging, retum goods handling, salvage and
scrap disposal, traffic and transportation, and warehousing and storage.’!

Figure 1-4 organizes these components, or activities, according to where they are
most likely to take place in the supply channel. The iist is further divided into key
and support activities, along with some of the decisions associated with each activity.
ey Activities
1. Customer service standards cooperate with marketing to:
4. Determine customer needs and wants for logistics customer service
b. Determine customer response to service
¢. Set customer service levels
2. Transportation
2 Mode and transport service selection
b. Freight consolidation
¢. Carrier routing

P
Hareers in Logistics {Oak Brook, Council of Logistics Management), p. 3.
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d. Vehicle scheduling
e. Equipment selection
f. Claims processing
g Rate auditing

3. Inventory management

a. Raw materials and finished goods stocking policies
b. Short-term sales forecasting
¢. Product mix at stocking points
d. Number, size, and location of stocking points
e, Just-in-time, push, and pull strategies
4. Infermation flows and order processing
a. Sales order-inventory interface procedures

b. Order information transmittal methods
¢. Ordering rules

SBupport Activities
1. Warehousing
a. Space determination
b. Stock layout and dock design
¢. Warehouse configuration
d. Stock placement
2. Materials handling
a. Equipment selection
b. Equipment replacement policies
c. Order«pi.cking procedures
d. Stock storage and retrievai
3. ?urchaséng
& Supply source selection
b. Purchase timing
<. Purchase quantities
#. Protective packaging designed for:
a. Hand%ing
b. Storage
. Protection from loss and damage
5. C‘Ooparat@ with production /operations to:
a. Specify aggregate quantities
b. Sequence and time production output
€. Schedule supplies for production / operations
& Information maintenance
& Informaetion collection, storage, and manipulation
b Dat analysis
¢ Control procedures
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Figure 1-b .
The Critica) Customer order p.facessmg
Customer Service (and transmittal)
Loop

Transportation
" Customers

inventory
maintenance

or supply

Key and support activities are separated because certain activities will generally

take place in every logistics channel, whereas others will take place, depending ont
the circumstances, within a particular firm. The key activities are on the “critical”
loop within a firm’s immediate physical distribution channel, as shown in Figure 1-3.

They contribute most to the total cost of logistics or they are essential to the effective

coordination and completion of the logistics task.
el of output and degree of readiness to

Customer service standards set the lev
which the logistics system must respond. Logistics costs increase in proportion to the
level of customer service provided, such that setting the standards for service also
affects the logistics costs tO support that level of service. Setting very high service
requirements can force logistics costs tO exceedingly high levels. '

Transportation and inventorys maintenance are the primary cost-absorbing
logistics activities. Experience has shown that each will represent one-half to two-
thirds of total logistics costs. Transportation adds place value to products and ser-
vices, whereas inventorys maintenance adds time value. -

Transportation is essential because no modern firm can operate without provid-
ing for the movement of its raw materials or its finished products. This importance is

underscored by the financial strains placed on many firms
national railroad strike or independent truckers’ refusal to move goods because of
rate disputes. In these clrCumstances, markets cannot be served, and products back
up in the logistics pipeline to deteriorate or become obsolete.

[nventories are also essential to logistics management because it is usually not
possible or practical to provide inst delivery times to cus-

ant production or ensure
tomers. They serve as buffers between supply and demand 56 that needed product,
availability may be maintained for customers while providing flexibility for produc
tion and logistics in seeking efficien ;

t methods for manufacture and distribution 0
the product.

Order processing is the final key activity. lts cost
transportation ot inventory maintenance costs, Nevertheless, order processing is &
important element in the total time that it takes for a customer to receive goods-a
services. It is the activity triggering product movement and service delivery. .
Although support activities may bbe as critical as the key activities in any particul
circumstance, they are considered here as contribufing 1o the logistics missiors
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addition, one or more of the su pport activities may not be a part of the logistics activity
mix for every firm. For example, products such as finished automobiles or commeodi-
ties such as coal, iron ote, or gravel not needing the weather and security protection of
warehousing will not require the warehousing activity, even though inventories are
maintained. However, warehousing and materials handiing are typically conducted
wherever products are temporarily halted in their movement to the marketplace.

Protective packaging is a support activity of transportation and inventory main-
tenance as well as of warehousing and materials handling because it contributes to
the efficiency with which these other activities are carried out. Purchasing and prod-
uct scheduling often may be considered more a concern of production than of logis-
tics. However, they also affect the overall logistics effort, and specifically they affect
the efficiency of transportation and inventory management. Finally, information
maintenance supports alf other logistics activities in that it provides the needed
nformation for planning and control,

The extended supply chain vefers to those members of the supply channel beyond
the firm’s immediate suppliers or customers. They may be suppliers to the immedi-
ate suppliers or customers of the immediate customers and so on until raw material
source points or end customers are reached. It is important to plan and control the
previously noted activities and information flows if they affect the logistics customer
service that can be provided and the costs of supplying this service. Management of
the extended supply chain has the potential of improving logistics performance
beyond that of just managing the activities within the immediate suppiy chain.

IMPORTANCE OF LogGisTIics/
SupPPLY CHAIN

Logistics is about creating value—value for customers and suppliers of the firm, and
value for the firm’s stakeholders. Value in togistics is primarily expressed in terms of
time and place. Products and services have no value uniess they are in the possession
of the customers when {time) and where (place) they wish to consume them. For
example, concessions at a sports event have no value to consumers if they are not
available at the time and place that the event is occurring, or if inadequate invento-
ries don't meet the demands of the sports fans. Good logistics management views
each activity in the supply chain as contributing to the process of adding value. If lit-
tle value can be added, it is Guestionable whether the activity should exist, However,
value is added when customers are willing to pay more for a product or service than
the cost to place it in their hands. To many firms throughout the world, logistics has
become an increasi ngly important value-adding process for a number of reasons.

Costs Are Significant

€T the years, several studies have been conducted to determine the costs of logis-
s for the whole economy and for the individual firm, There are widely varying
stimates of the cost levels. According to the International Monetary Fund (IMF),
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Table 1-3 C ATEGORY PercEnT OFSALES  5/CWT

Recent Average T o 234, 52652
. . . . sporiat 3 S26.0
Physical Distribution ransportation

Costs in Percent of Warchousing 2.02 18.06
Sales and $fowt.? Customer service/order entry 543 438

Administration .41 2.79

mventory carrying cost @ 1 8%/ year. 172 2225

Total distribution cost” 7 65% $67.71

aThe statistics are for all firm types; however, they most closely represent
manafacturing firms since they dominate the database.
b The authors of this survey claim the wotals do not match the surs of the ndi-
vidual statistics due to a different nu mber of data entries in each calegory:

- Herbert W. Davis and William H. Dramm, “1 ogistics Costs and

ce Database—-2002,7 Apnial Conference Proceedings {San Francisco,

C 4 Council of Logistics Management, 2002} at www.clml.org.

logistics costs average about 12 percent of the world’s gross domestic product.
Robert Delaney, who has tracked logistics costs for more than two decades, estimates
that logistics costs for the US. economy are 9.9 percent of the U.S. gross domestic
product (GOP), or $921 billion.!? For the firm, logistics costs have ranged from 4 per-
cent to over 30 percent of sales.!? The results from a cost survey of individual firms
are shown in Table 1-3. Although the results show physical distribution costs at
about 8 percent of sales, this survey does not include physical supply costs. Probably
another one-third may be added to this total to represent average logistics costs for
the firm at about 11 percent of saies. Over the last decade, physicat distribution costs
have ranged between 7 percent and 9 percent of sales. There may be a trend of
increasing costs for individual firms, although Wilson and Delaney show over the
same period that logistics costs as a percent of U.S. GDP have declined by about 10
percent.” Logistics costs, substantiat for most firms, rank second only to the cost of
goods sold (purchase costs) that are about 50 percent to 60 percent of sales for the
average manufacturing firm. Value is added by minimizing these costs and by pass-
ing the benefits on to customers and to the firm’s shareholders.

Logistics Customer Service Expectations Are Increasing

The Internet, just-in-time operating procedures, and continuous replenishment of
inventories have all contributed to customers expecting rapid processing of their

[

Rosalyn Wilson ard Robert V. Delaney, “11th Annual State of Logistics Report,” Cass Iformation
Systems and Prologis (Washington, 3 National Press Club, june 5, Z000),

By a history of these costs estimnates, see Bernard | {.alonde and Paul M, Zinszer, Custorrier Service:

Meaning ard Measurerent {Chicago! satienal Council of {’hysﬁcai Oistribution Management, 1976%;
Richard E. Snvder, “Physical Distribution Costs: A Two-Year Analysis,” Distr wiion Age Vol, 62 (Januaary
1963}, pp. 50-51 and Wendall M Stewart, "Phys -2} Distribution: Key to Improved Volume and Profits,”
journel of Marketing Vol. 29 {January 1963}, p. 67,

Hilson and Delaney, op. <it.
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STANDARD PROUUCT MEAsURES 1993 1994 1005 9% 1997 joug 1999 2000 2001 2002

Total order cycle

Time, days

Product availability percent orders
percent line jtems

Sewrce: Herbert W. Davig and William i, Drumm, “Logistics Costs and Service Pratabase--2002,” Attruai Conference
Proceedings (San Francisco, CA: Couned] of Logistics Maragement, 20602} at www.elmlorg,

4

Tabie 1-4 Average Customer Service Performance Measures for Al Firms, Survey Years
1992-2002

requests, quick delivery, and a high degree of product availabiji

Davis survey of hundreds of companies gy

tors have average ord

when it is received) o to eight days and line ttem fill rates of 9¢ percent to 94
percent.’® LogFac summarizes world-clasg logistics performance for domestic com-
panies as:

* Error rates of less than one per 1,000 orders shipped

. isti ell under 5 percent of sales

* Finished goods inventory turnover of 20 or more times per vear
Total order cycle time of five working days
Transportation cost of one percent of sales revenue or tess, if products sold are
over $5 per pound!6

As might be expected, the Average company performs below these cost and customer
Service benchmarks, when compared with the Statistics in Tables 1-3 and 1-4.

Supply and Distribution Lines Are Lengthening
with Greater Comp!exity

V. Firms are seekin g, or have devel-

oped, glohal strategi gning their products for a world market and produc-

.. Ing them wherever the low-cost raw materials, components, and labor can be found
{e.g., Ford's Focus automobile), or they simply produce locaily and seif Internation-
ally. In either case, supply and distribution lines are stretched, ag compared with the

o Producer who wishes to manufacture and sell only locally. Not only has the trend
Locurred haturally by firmg seeking to cut costs op expand markets, but it ic also
being “hcouraged by political arrangements that promote trade. Examples of the at-
ter are the European Union, the North America Frep Trade Agreement (NAFTA)

W, Davis and William i, Drumm, “Logistics Costs and Service 2001, Annagl Conference
. . . o }l
8, {Kansas LIty MO: Counci st Logistics E‘v!amgemem, 20075,
Hules of Thuams 111,~ LogFae, wwwilogfac corg {2001,
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Figure 1-6
Economic Benefit of Domestic Sources Foreign Sources
Sourcing fromlow- | e
Cost Qﬁshore Profit Profit
Locations Rather P D
Than from Higher- —— G&A
Cost Local Suppliers \arket o
rkati .
Source: “International @ ng Marketing
Logistics: Battleground | £ 1~
of the "90s” {Chicago: A, .
T. Kearney, 1988). Logistics '
Logistics
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between Canada, the United States, and Mexico, and the economic trade agreement
among several courtries of South America MMERCOSUR).

Giobalization and internationalization of industries everywhere will depend
heavily on logistics performance and costs, as companies take more of a worldview
of their operations. As this happens, logistics takes on increased importance within
the firm since its costs, especiaily transportation, become a larger part of the total cost
structure. For example, if a firm seeks foreign suppliers for the raw materials that
make up its final product or foreign locations to build its product, the motivation is
to increase profit. Material and labor costs may be reduced, but logistics costs are
likely to increase due to increased transportation and inventory costs. The tradeoff,
as shown in Figure 1-6, may lead to higher profit by reducing materials, labor, and
overhead costs at the expense of logistics costs and tariffs. Qutsourcing adds value,
but it requires careful management of logistics costs and product-flow times in the
supply channei.

Example

Toyota has 35 manufacturing plants in 25 countries {excluding Japan) at which it pro-

duces nearly 900,000 vehicles annually. While exports were down by 9 percent in.
1993, overseas production was up by 16 percent. In the case of Georgefown,

Kentucky, where Camrys are built, Toyota uses the just-in-time concept o supply

Part Introduction and Planning




parts from across the Pacific. The parts are loaded into ocean containers in Japan,
shipped across the Pacific, and transferred to trains on the West Coast of the United
States for relay to Georgetown, where they feed an assem
Camrys a day. Deliveries are scheduled to the minute i

low. Due to the long supply lines and the associated unc

ertainties, supply channels
must be more carefully managed than if all production w.

ere tocal. ¥

Logistics/SC is Important to Strategy

Firms spend a great deal of time finding ways to differentiate their product offerings
from those of their competitors. When mana iz

affects a significant portion of a firm'’s costs and that the result of decisions made
about the supply chain processes yields different levels of customer service, it is in a
position to use this effectively to penetrate new markets, to increase market share,
and to increase profits. That is, good supply chain Management can generate sales,
not just reduce costs. Consider how Wal-Mart used logistics as the core of its com-
petitive strategy to become the world’s number one merchandise retailer.

Example

Wal-Mart Wins with Logistics Kmart and Wal-Mart are two retail mer-
chandise chains that, a few years back, looked alike, sold the same products, sought
the same customers, and even had similar names. When the race began, people were
quite familiar with the “big red K,” whose stores dotted metropolitan areas, but few
had heard of Wal-Mart, whose stores were in rural settings. Considering the similar-
ity of the stores and their mission, analysts attribute the fates of the two chains pri-
marily to differing management philosophies.

I 1987, Kmart was far ahead, with twice as many
compared to $16 billion for Wal-Mart, With its urban p
tising, Kmart had more visibility. In contrast, Wal-Mart began in stand-alone stores
outside small towns, luring customers away from the mom-and-pop stores in
aging downtowns. But so rapidly did Wal-Mart multiply over the rural landscape
that an invasion of urban America—and a confrontation with Kmart—was
nevitable,

Kmart executives focused on marketing and merchandising, even using
Hollywood star Jactyn Smith to promote her clothing line. By contrast, Sam Walton,
Wal-Mart's founder, was ohsessed with operations. He invested miilions of dollars in
L& Company-wide computer system linking cash registers to headquarters, enabling

himto quickly restock goods. He also invested heavily in trucks and modern distrib-
Gt Centers. Besides enhancing his control] of the supply chain, these moves sharply

reduced costs, While Kmart tried to Improve its image ard cultivate store loyalty,

stores and sales of $26 billion,
resence and a focus on adver-

B4 Bonrey, “Tovota’s Global Convevor Belts,”

" American Shipper (September 16943, Pp. 58
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Walton kept lowering costs, betting that price would prove more important than any
other factor in attracting customers. Wal-Mart’s incredibly sophisﬁcated distribution,
inventory, and scanner systems meant that customers almost never encountered
depleted shelves or price—check delays.

Meanwhile, Kmart's woes mournted, as distribution horror stories abounded.
Employees tacked the training and skill to pian and control inventory property, and
Kmart's cash registers often did not have up-to-date information and would scan
itemns and enter incorrect prices. Thisledtoa jawsuit in Califomnia, and Kmart settled
for $985,000 for overcharging its customers.

Over the years, it has peen Wal-Mart's focus on fogistical matters that enables it
to keep its prices Jow and its customers happy and returning often. Today, Wal-Mart
is nearly six times the siz€ of Kmart!*®

Kmart continued 1ts focus on ad circulars and promotional pricing into the
twenty-first century, whereas Wal-Mart continued to focus more On supply chain
efficiencies and less on advertising, with the results that selling, administrative, and
overhead costs were 17.3 percent for Wal-Mart and Kmart's were 22.7 percent.
Wal-Mart was able to achieve prices that average 3.8 percent pelow Kmart's and
even 3.2 percent below Target's. In 2002, Kmart went into bankruptcy and
reorganization.l-

Logistics/SC Adds Significant Customer Value

A product, or service, 18 of little value if it is not available to customers at the time
and place that they wish to consume it. When a firm incurs the cost of moving the
product toward the customer OF making an inventory available in a timely mannet
for the customer vaiue has been created that was not there previously. It is value as
surely as that created through the production of a quality product 0F through a low
price.

Tt is generally recognized that business creates four types of value in products of
services. These are: torm, time, place, and possession. Logistics creates two out of
these four values. Manufacturing creates form value as inputs are converted to outr
puts, that is raw materials are transformed into finished goods. Logistics controls the
time and place values in products, mainty through transportati(m, information flows,
and inventories. Possession value is often considered the responsibility of marketing,
engineering, and finance, where the value is created by helping customers acquire
the product through such mechanisms as advertising (information), technical sup-
port, and terms of sale (pricing and credit availability). To the extent that SCM
ncludes production, three out of the four values may be the responsibility of the
logistics/ supply chain anager.

e et

it gas Leader Flow Wal-Mart Ouidid a Omece-Touted Kmart Loy Discount Geore Race,” wall Street }{mr?mi, )
sarch 24, 1 GO%, and revenue data for 2000 fram Wal-Mart and Kmart financial reports found online at
httpr/ finarce, yahoo.com

¥ amy Merrick, “Expensive ad Circutars Help Precipitate Kmart President’s Departure,” all Street
Josirsal, January 1%, 2002, B,
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Example

When discount houses selling computer software through Web sites, catalogs, and
magazine advertisements wished to compete with tocal retailers, they had a price
advantage due to the economies of scale that they could achieve. Operations were
centralized at one location where lower-cost warehouse space rather than higher-
cost retail space could be used. Their staff was predominately telephone order takers
and warehouse order-fillers and packagers. Inventories were minimized relative to
sales through centralization, but these discount operations also offered substantial
variety and high levels of product availability, Conversely, retailers had the advan-
tage of immediate availability for the anxious customer that would offset any price
disadvantage of the local retailer. To counter this possible delivery advantage of
retailers in their local markets, the discount houses made sure that customer orders
could be placed using toll-free telephone numbers or through a Web site, that these
orders were filled the same day, and that they were shipped overnight using priority
air delivery. Many customers find this nearly as fast and, in many cases, a lot more
convenient than traditional shopping! Value has been created for the busy customer
through logistics.

Customers Increasingly Want Quick, Customized Response

Fast food retailers, automatic teller machines, overnight package delivery, and elec-
tronic mail on the Internet have led us as consumers to expect that products and ser-
vices can be made available in increasingly shorter times. In addition, improved
information systems and flexible manufacturing processes have led the marketplace
toward mass customization. Rather than consumers having to accept the “one size
fits ail” philosophy in their purchases, suppliers are increasingly offering products
that meet individual customer needs.

Observations

* Dell, a desktop computer company, will configure a PC to a customer’s exact
hardware requirements, and even install requested software.
L. L. Bean sells clothes and other items through its catalog and Web site. In
addition, some of the clothes may be altered to a customer’s exact measure-
ments. Moreover, L. L. Bean will ensure fast delivery by shipping via Federal
Express at no additional charge (if the customer charges the order toan L. L.

~ Bean Visa charge card).

* National Bicycle industrial Co., a subsidiary of the Japanese efectronics giant
~Matsushita, builds bicycles using flexible manufacturing techniques, those that
~allow switching from the production of one product to another with minimal
setup cost. Rather than mass-producing in standard sizes and building invento-

Figs for retail sales, National Bicycle builds the bicycles to precise customer
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specifications in over 11 million variations on 18 modeis of road, racing, and
mountain bikes. Although it takes three hours to produce a bicycle using flexi-
ble manufacturing as compared to 90 minutes for mass production, the com-
pany is able to charge more than twice the price by pleasing customers with
unique bikes built to their individual specifications.

Companies too have peen applying the concept of quick response to their inter-
nal operations in order to meet the service requirements of their own marketing
efforts, The quick response philosophy has peen used to create a marketing advar-
tage. Saks Eifth Avenue applied it, even though big profits are made through big
margins and not o cost reductions that might be achieved from good logistics man-
agement. Supply chain costs may oven rise, although the advantage is to More than
cover these costs through increased profits.

Application

Retailers go out of business at an alarming rate. To Saks Fifth Avenue, this fear alone
may have been adequate motivation for management to integrate merchandising
and logistics. The benefits are obvious when merchandising relies on manufacturers
that might cut cloth in Bangladesh and finish garments in [taly before shipping them
to a ritzy selling floor in the United States. The difference between profit and loss on
hot-selling items may be as little as seven o ten days, $0 good logistics performance
requires that such items be on the selling floor precisely when needed most. How
does Saks do it?

The company’s 69 stores are served by just two distribution centers. One is in
Yonkers, New York, close by Saks’ flagship store on New York City’s Sth Avenue. The
second is in Ontario, California, well situated to serve the trendy southern California
market. Rapid movement through the supply channel is key t© profitability. [tems
are processed by the centers in a 24-hour turnaround. About 80 percent of Saks'
imported items atrive by airfreight—those from Europe ate handled by Yonkers and
those from the Far Fast by Ontario. [tems are exchanged between the centers by air-
freight, with a dedicated flight between New York and Los Angeles every business
day. Distrib ution centers then serve their local stores with a combination of airfreight

and trucking.

{ ogistics/SC in Nonmanufacturing Areas

It is perhaps casiest to think of Jogistics/5C in terms of moving and storing a physi-
cal product in @ manufacturing setting. This is t00 narrow a view and can lead ©
many missed business opportunities. The logistics/SC principles and concepts

e e
Zyepce Vail, " Logistics, Fifth Avenue Sevle” Asserican Shipper {Augst 19943, pp. 4951

Part1  Introduction and Planning




learned over the years can be applied to such areas as service industries, the military,
and even environment management.

Service Industry

The service sector of industrialized countries is large and growing. In the United
States, over 70 percent of all jobs are in what the federal government classifies as the
service sector. The size of this sector alone forces us to ask if logistics concepts are not
equally applicable here as they are to the manufacturing sector, If they are, there is a
tremendous untapped opportunity yet to be fulfilled.

Many companies designated as service firms in fact produce a product.
Examples include: McDonald's Corporation (fast foods); Dow Jones & Co., Inc.
(newspaper publishing); and Sears, Roebuck and Co. (merchandise retailing). These
companies carry out all the typical supply chain activities of any manufacturing
firm. However, for service companies such as Bank One {retail banking), Marriott
Corporation (lodging), and Consolidated Edison {electric power), supply chain
activities, especially those associated with physical distribution, are not as obvious.

Even though many service-oriented companies may be distributing an intangi-
ble, nonphysical product, they do engage in many physical distribution activities
and decisions. A hospital may want to extend emergency medical care throughout
the community and must make decisions as to the locations of the centers. United
Parcel Service and Federal Express must locate terminals and route pickup and
delivery trucks. The East Ohio Gas Company inventories natural gas in under-
ground wells during the off-season in the region where demand will oceur. Bank One
must locate and have cash inventory on hand for its ATMs. The Federal Reserve

, a5 well as to
plan the inventory of its pastoral staff. Xerox's repair service for copying equipment

is also a good example of the logistics decisions encountered in a service operation,

Examples

* Promise Keepers is a Christian men’s ministry that conducts 23 major events
around the United States—with attendance ranging from 50 to 80,000, Promise
Keepers must rely on good logistics management to assure that their crusades
can be conducted on time. The operation is large enough to involve a major
motor carrier that handles the event logistics. Using the concept of time definite
delivery, the carrier coordinates the receipt of supplies such as Bibies from
Chicago, hats from Kansas City, in addition to trailer loads of stage equipment.
the materials must be assembled and delivered to an event site and delivered
precisely on time. Since events are held at stadiums, speedways, and the like,
there are other events (ball games, races, etc.} also scheduled on the same
weekend, There may be as many as 30 truckloads that must be coordinated to
arrive precisely on time and leave just as precisely to avoid congestion with the
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logistics of the other events. Computer technotogy is used to track trailer

movements and ensure that the extremely close coordination can be
achieved.*!

s During the time span of one week, there were three major stories that drew the
largest TV audience in history: England’s Princess Diana was killed in an auto-
mobile crash in Paris, India’s Mother Teresa died of heart failure in Calcutta,
and there was a major bombing incident in Jerusalem. Suddenly, the media had
major logistical problems with covering three major news stories in three cor-
ners of the world. For example, CNN diverted a reporter from Paris to the
Middie East, while other networks sent their Hong Kong correspondents 10
Calcutta. Then, there were the logistical problems of allocating airtime to the
three stories.”

The techniques, concepts, and methods discussed throughout this text should be
as applicable to the service sector as they are to the manufacturing sector. The key,
according to Theodore Levitt, may be in transforming an intangible service infoc a
tangibie pr(}duct.23 Problems will remain in carefully identifying the costs associated
with the distribution of an intangible product. Perhaps because of this, few service
firms or organizations have a physical distribution manager on their staff, although
they frequently do have a materials manager o handle supply matters. However,
managing logistics in service industries does represent a new direction for the future
development of logistics practice.

Military

Before businesses showed much {nterest in coordinating supply chain processes, the
military was well organized to carry out logistics activities. More than a decade
before business logistics’ developmental period, the military carried out what was
called the most complex, best-planned logistics operation of that time—the invasion
of Burope during World War 1.

Although the problems of the military, with its extremely high customer service
requirements, were not identical with those of business, the similarities were great
enough to provide a valuable experience base during the developmental years of
logistics. For example, the military alone maintained inventories valued at about
one-third of those held by all .S, manufacturers. In addition o the management
experience that such large-scale operations provide, the military sponsored, and con-
tinues to sponsor, research in the logistics area through such organizations as the
RAND Corporation and the Office of Naval Research. With this background, the
field of business logistics began t0 grow. Even the term logistics seems t0 have had its
origins in the military.

T ——

HRoger Morton, “Phrect Response Shippiug," Tr affon & Sril 19953, pp- 3236,

2K yle Pope, sty the Media, Diana’s Funeral Prompts {ebate,” ¥ sal Geptember &, 1997, BL.
% . . . . . v NS gy - . .

T heodore Levitt, The Marketing Inagmation (New York: The Free Press, 1983), pp- TOR—110
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The most recent example of military logistics on a large scale was the conflict
between the United States and Iraq over Iraq’s invasion of the small country of
Kuwait. This invasion has been described as the largest military logistics operation in
history.?* The logistics support in that war is yet another illustration of what world-
class companies have always known: Good logistics can be a source of competitive

advantage. Lieutenant General William Pagonis, who was in charge of logistics sup-
port for Desert Storm, observed:

When the Middle East started heating up, it seemed like a good time to pull
out some history books on desert warfare in this region. . . . But there was
nothing on logistics. Logistics is not a best seller. In a couple of his diaries,
Rommel tatked about logistics. He thought the Germans lost the battle not
because they didn’t have great soldiers or equipment—in fact, the German

tanks outfought ours almost throughout World War ll—but because the
British had better logistics.??

Good logistics performance was obvious. The first wave of 200,000 troops and
their equipment was deployed in a month and a half, whereas troop deployment
took nine months in the Vietnam conflict. In addition, the application of many good
logistics concepts was evident. Take customer service, for example:

AW e e

We believed that if we took care of our troops, the objectives would be
accomplished no matter whatever else happened. The soldiers are our cus-
tomers, It is no different than a determined, single focus on customers that
many successful businesses have. Now, you take care of your soldiers not
only by providing them cold sodas, and burgers, and good food: vou make
sure they have the ammunition on the front line, so that when they go fight
the war they know they have what they need.?

s

w,

€ This meant that when 120 mm guns rather than 105 mm guns were desired on tanks,
© they were changed. When brown vehicles were preferred over the traditional cam-
i ouflage green, they were repainted at the rate of 7,000 per month.

e Environment

4 Population growth and resultant economic development have heightened our
f awareness of environmental issues. Whether it is recycling, packaging materials,
t transporting hazardous materials or refurbishing products for resale, logisticians are
w involved in a major way. After all, the United States alone produces more than
- 160 million tons of waste each year, enough for a convoy of 10-ton garbage trucks
€ eaching haifway to the moon.” In many cases, planning for logistics in an environ-
: rental setting is no different from that in manufacturing or service sectors. However,

invss Week, March 4, 1991 pp. 44-4

P PR Gaso.

Harn Sharman, “Good Logistics Is Combat Power,” McKinsey CQuarterly, No, 3 (1991), pp. 3-21.

Her, “The Greening of Logistics,” Distribusion {January 1991}, p. 32.
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in a few cas
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es additional complications arise, such as govemmental regulations that
istribution channel.

make the logistics fora product more costly by extending the d

Example

[n Germany, the
of sale. Typically,

retail grocers to collect cereal boxes at the point
the product, then open the box and empty the
and put the empty boxes into col-
for recovery of the spent materi-

government requires
consumers pay for
contents into containers they brought from home,
lection bins. The seller has the responsibility either
sl and their repackaging and reuse, or for their disposai.zs

IN THE FIRM
arke%iﬁé and production

ms to organize around m
ns selling something and production means

Tt has been the fradition in many fir
Je wouldt agree that their organiza-

functions. Typically, marketing mea
making samething. Although few business peop
tion is so simple, the fact remmains that many businesses emphasize these functions
while treating other activities, such as traffic, purchasing, accounting, and engineer-
ing, as support areas. Such an attitude is gustiﬁed to a degree, hecause if a firm’s
products cannot be produced and sold, hittle else matters. Lowever, such a pattern is
dangerously simple for many firms to follow in that it fails to recognize the iMpor-
rance of the activities that must take place between points and times of production or
purchase and the points and times of demand. These are the logistics activities, and

they affect the efficiency and effectiveness of both marketing and production.

Example

General Motors (GM) hopes iMproving customer service will hoost sales of
Cadillacs, which have been squeezed as buyers <hift to other U.S. cars as well as 1o
imports. Cadillac loses substantial sales when customers are put off by lengthy deliv-
ery times. Research shows that 10 percent to 11 percent of sales are lost simply

hecause the cars are not available in a timely manner.
sram was tested in Florida, a major market for

A production and distribution prog

Cadillacs. Under the progrant, about 1,500 Cadillacs were sent to a regional disiribu-

tion center In Orlando, Florida, where they would be delivered to dealers state-wide

within 24 hours. In some areas of Florida, many buyers wait two days for popularly

ditionally, GM's Cadillac factory in Detroit increased production
adillacs

equipped cars. Ad
d Cadillacs as well as reducing shipping tme. Custom €

of specially ordere

e o
e European Logistics Changes Sharply,” Americen Shipper (May 19433, p. 60.
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arrived at dealerships in about three weeks, compared with the usual 8 to 12 weeks.

Under this program, GM expected dealership inventories to decline by about 50
percent.””

Scholars and practitioners of both marketing and production have not neglected
the importance of logistics. In fact, each area considers logistics within its scope of

action. For example, the following definition of marketing management includes
physical distribution:

Marketing {(management) is the process of planning and executing the con-
ception, pricing, promotion, and distribution of ideas, goods, and services

to create exchanges with target groups that satisfy individual and organiza-
tional objectives.’

Marketing's concern is to place its products or services in convenient distribution
channels to facilitate the exchange process. The concept of production/operations
management often includes fogistics activities. For example, “operations manage-
ment has the responsibility for the production and delivery of physical goods and
services.” Production/ operations, on the other hand, is likely to be most interested
in those activities that directly affect manufacturing and its primary objective of pro-
ducing at the lowest unit cost. Now, viewing product flow activities as a process to
be coordinated, product flow aspects within marketing, production, and logistics are
collectively managed to achieve customer service objectives.

The difference in operating objectives (maximize revenue versus minimize cost)
for marketing and production/operations may lead to a fragmentation of interest in,
and responsibility for, logistics activities, as well as a lack of coordination among
logistics activities as a whole. This, in turn, may lead to lower customer service levels
or higher total logistics costs than are necessary. Business logistics represents a
regrouping, either by formal organizational structure or conceptually in the minds of
management, of the move-store activities that historically may have been partially
under the control of marketing and production /operations.

it logistics activities are looked upon as a separate area of managerial action, the
relationship of logistics activities to those of marketing and production/operations
would be as shown in Figure 1-7. Marketing would be primarily responsible for mar-
ket research, promotion, sales-force management, and the product mix, which create
possession value in the product. Production/operations would be concerned with
the creation of the product or service, which creates form value in the product. Key
responsibilities would be quality control, production planning and scheduling, job

Vall Street Journal, August [6, 1994, A5
Tl teapproved by the American Marketing Association as paraphrased in Philip Kotler, Mas

Planning, Analysis, lmplemeniation, and Contral, Hth ed. (Upper Saddle River, NJ: Prentice-

tall, 20003, p. 13
0. MoClain end L. Joseph Thomas, {
per Haddle River, NI Prentice-Hall,
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design, capacity planning, maintenance, and work measurement and standards.
Logistics would be concerned with those activities (previcusly defined) that give a
product or service time and piace value. This separation of the activities of the firm
into three groupings rather than two is not always necessary or adv isable to achieve
the coordination of logistics activities that is sought. Marketing and
production/operations, when broadly conceived and coordinated, can do an effec-
tive job of managing logistics activities without creating an additional organizational
entity. Fven if a separate functional area is created for logistics within the firm so as
to achieve effective contrel of the firm's immediate logistics activities, logisticians
will need to view their responsibility as one of coordinating the entire supply chain
process rather than being just a local logistics activity administrator. To do otherwise
may miss substantial opportunities for cost reduction and logistics customer service
improvement.

Figure 1-7 also shows activities that are at the interface of marketing and logistics
and production/operations and logistics within the immediate firm. An interface
activity is one that cannot be managed effectively within one functional area. The inter-
face is created by the arbitrary separation of a firm’s activities into a limited number of
functional areas. Managing the interface activities by one function alone can lead to
suboptimal performance for the firm by subordinating broader company goals to indi~
vidual functional goals—a potential danger resulting from the departmental form of
organizational structure so comamon in companies today. To achieve interfunctional
coordination, some measurement system and incentives for cooperation armong he -
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Figure 1-8
Scope of the Modermn
Supply Chain Company
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functions involved need to be established. This is equally true of the interorganiza-
tional coordination required fo manage product flows across company boundaries.
It is important to note, however, that establishing a third functional group is not
without its disadvantages. Two functional interfaces now exist where only one
: between marketing and production/operations previously existed. Some of the most
difficult administrative problems arise from the interfunctional conflicts that occur
when one is attempting to manage interface activities. Some of this potential conflict
may be dissipated if a new organizational arrangement is created whereby produc-
tion/operations and logistics are merged into one group called supply chain.

Just as managers are beginning to understand the benefits of interfunctionat
logistics management, interorganizational management is being encouraged.
Supply chain management proponents who view the area more broadly than some
logisticians have been strongly promoting the need for collaboration among supply
channel members that are cutside the immediate control of a company’s logistician,
that is members who are legally separate companies. Collaboration among the
channel members that are linked through buyer-seller relationships is essential to
achieving cost-service benefits unable to be realized by managers with strictly an
internal view of their responsibilities. Supply chain managers consider themselves
to have responsibility for the entire supply channel of the scope as iflustrated in
Figure 1-8. Managing in this broader environment is the new challenge for the
contemporary logistician.

- OBJecTiVES OF BUSINESS
~ LoaisTics/SC

Within the broader objectives of the firm, the business logis

ician seeks to achieve
supply channel process goals that will move the firm toward its overall objectives.
Specifically, the desire is to develop a logistics activity mix that will result in the high-
est possible return on investment over time. There are two dimensions to this goal:
(1) the impact of the Jogistics system design on the revenue contribution, and (2) the
Gperating cost and capital requirements of the design.
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{deally, the logistician should know how much additional revenue would be
generated through incremental improvements in the quality of customner service pro-
vided. However, such revenue is not generally known with great accuracy. Often, the
customer service level is set at a target value, usuaily one that is acceptable to cus-
tomers, the sales function, or other concerned parties. At this point, the logistics
objective may become cne of minimizing costs subject to meeting the desired service
Jevel rather than profit maximization or return on investment.

Unlike revenue, logistics costs usually can be determined as accurately as
accounting practice will allow and are generally of two types: pperating costs and
capital costs. Operating costs are those that recur periodicalty or those that vary
directly with variation in activity levels. Wages, public warehousing expenses, and
administrative and certain other overhead expenses are examples of operating costs.
Capital costs are she one-time expenses that do not change with normal variations int
activity levets. Examples here are the nvestment in a private trucking fleet, the con-
struction cost of a company warehouse, and the purchase of materials-handling
equipment.

If it is assumed that there 1 knowledge of the effect of logistics activity levels on
covenues of the firm, a workable financial objective for logistics can be expressed in
the ratio known as ROLA (refurn o1 logistics assefs). ROLA is defined as

ROLA = Contribution to revenue — logistics operating costs

Logistics assets

The contribution to revenue refers to the sales resulting from the logistics system
design. Logistics operating costs are the expenses incurred 1o provide the level of
logistics customer service needed to generate sales. Logistics assets are the capital
‘nvestments made in the logistics system. ROLA is to be maximized over time.

1f the value of money is high, maximizing the present value of cash flows or max-
imizing the internal rate of return is a more appropriate statement of the objective.
Maximizing the cumulative return on ‘avestment over time is the single most impor-
tant objective to ensure the long-run survival of the firm.

APPROACH TO THE STUDY OF
LoaisTics/SC

Now that a background of definition and significance has been provided, we can
begin our study of the management of logistics in a systematic way, Two themes are
used in this text; they follow what management does and the skills needed to per-
form in a technically complex world. First, the work of management can be looked

upon as performing the tasks of planning, organizing, and controlling to achieve the
objectives of the firm. Planning refers to deciding on the goals for the firm, organizing
refers to collecting and positioning the resources of firm t© accomplish the company
goals, and controlling vefers to measuring COMpany performance and taking correc-
tive action when performance is not i tine with goals. Because these are central t@
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what management does, each will be discussed within the various chapters of
this book.

Second, managers, whether at entry level or top level, spend a great deal of time
in the planning activity. To do effective planning, it is useful to have a vision of the
goals of the firm, to have concepts and principles for guidance on how to get there,
and to have tools that help to sort among alternative courses of action. Specifically
for logistics management, planning follows a primary decision triangle of location,
inventory, and transportation, with customer service being the result of these deci-
sions (see Figure 1-9). Although the logistics’ planning triangle is the primary orga-
nizational theme for this book, additional topics that relate to it will also be dis-
cussed. We begin with, an overview of a strategy for logistics planning and the
information systems and technology that support the strategy. A chapter follows on
the customer, who drives all logistics decision making. Chapters covering trans-
portation, location, and inventory, which form the cornerstones of the logistics’ plan-
ning triangle, are all included. Finally, chapters on organization and control round
out the planning, organizing, and control theme, Contemporary issues such as global
logistics, service industry logistics, quality, collaborative logistics, and reverse logis-
tics are important, but are recognized as extensions of the basic ideas presented in the
text. Therefore, their discussion is integrated throughout the text. Numerous exam-
ples are given to illustrate how the concepts and tools for good logistics/ supply
chain management apply to the problems actually encountered in the real world.

From just about every standpoint—whether cost, value to customers, or strategic
importance to a firm’s mission—logistics /SC is vital, However, only in recent years
have businesses on a broad scale begun to manage supply chain activities in an

Figure 1-9 The Planning Triangle in Relation to the Principal Activities of
Logistics/Supply Chain Management
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integrated way-—that is, to think about products and services flowing seamlessly
from the sources of raw materials fO the final consSUMETs. Moreover, it recent times
that flow must include backward movement in the supply channel, or reverse logis-
tics. The economic forces»—-wmainly increased worldwide dereguiaﬁon of business,
proliferation of free trade agreements, increased foreign competition, increased glob-
atization of industries, and increased requirements for faster and more certain logis-
tics pefformancewhave all been strumental in elevating logistics toa high level of
importance in many firms. New opportunities for logistics management, brought
about by gx:owt"h in the service seclot, environmenta‘l issues, and information tech-
nology, will continue to support the vital nature of logistics for many years to come.

The primary emphasis of this text is directed toward dealing effectively with the
managerial problems associated with moving and storing goods throughout the sup~
ply chain by business firms. These firms may be producing either goods of services
and will have profit-making objectives.

This text is organized around the three primary tasks of management: planning,
organizing, and controiling. Usually, the most difficutt of these i planning, that is,
the identification of, and selection among, alternative courses of action. Therefore,
Major emphasis will be given to this phase of management. 1t1s the approach of this
rext to describe logistics problems a8 simply as possible and to appiy definitive
methodology in solving themn that has proven to be of practical value in real applica-
tions. ftisa decision-making approach.

QuUESTIONS AND PROBLEMS

30
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1. What is supply chain management’ Contrast it with business logistics manage-
ment.
7. Describe business logistics, as you would expect it to be practiced in the foliow-
ing countries of reglons:
a. United States
p. Japan
. Furopean Union
4. Australia
e. South Africa
£, China
g. Brazil
_Gumumarize the factors and forces that give logistics importance among other
functional areas {marketing, finance, product‘;on) of a firm.
. Discuss the similarities and differences between logistics management of a man-
afacturing firm and
4. aservice firm (bank, hospiﬁ;al, etc.)
b. a ﬁonproﬁ_t organization { symphgn}? orchestra, art museun, ete.)
¢, the military
4. a retailing firm (generzﬂ merchandise, sast food, etc.)
Discuss the role that officient and effective fogistics systems play in encouraging:
a high level of foreign trade.
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10.

1.

13,

- Why is it that both marketing and production may claim some or all of logistics

activities as part of their area of responsibility?

- What are the key activities of the business logistics function? Discuss their exis-

tence and importance to the management of

a TV manufacturer (Sony)

a touring musical group (Berlin Phitharmonic)
a hospital (Massachusetts General)

a city government (New York City)

. a fast-food chain (McDonald’s)

©an T

. How do you think international logistics differs from logistics for a firm with

global operations?

- Suggest some products that benefit significantly from increased time and place

value.

Establishing logistics as a separate area for management within a business firm
creates an additional set of interface activities. What are interface activities? Why
would the creation of an additional set of interface activities cause concern in
most comparnies?

The political and economic barriers are continuing to come down among the
several countries of the European Union. If you are a manager of physical distri-
bution for a multinational company that sells finished consumer goods (e.g.,
Procter & Gamble of ltaly) within your own country, what distribution decisions
are facing you in the future?

2. Suppose that @ manufacturer of men'’s shirts can produce a dress shirt in its

Houston, Texas plant for $8 per shirt (including the cost of raw materials).
Chicago is a major market for 100,000 shirts per year. The shirt is priced at $15 at
the Houston plant. Transportation and storage charges from Houston to Chicago
amount to $5 per hundredweight (cwt.). Each packaged shirt weighs 1 pound.
As an alternative, the company can have the shirts produced in Taiwan for
$4 per shirt (including the cost of raw materials). The raw materials, weighing
about 1 pound per shirt, would be shipped from Houston to Taiwan at a cost of
$2 per cwt. When the shirts are completed, they are to be shipped directly to
Chicago at a transportation and storage cost of $6 per cwt. An import duty of
$0.50 per shirt is assessed.
a. From alogistics-production cost standpoint, should the shirts be produced
in Taiwan?
b. What additional considerations, other than economic ones, might be consid-
ered before making a final decision?
Use the following form as part of an in-class exercise. Be prepared to discuss
your choices and to contrast them with others in the class. Identify the common
elements making some companies successful logistically and the elements that
are missing among others leading to logistics /SC failures,
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Examples of Good Logistics/
Supply Chain Strategy,
or Lack Thereof

05/

Many firms use logistics/supply chain strategy 5
45 a central element in their corporate strategy. | Hall of Shamers | Elements
You are asked to identify those firms that have ! '
been successful because of their logistics /sup-
ply chain strategy execution and to note why
you consider the execution outstanding {Hall of
Eamers). Conversely, identify those firms that
suffer from peor execution of an important
logistics/supply chain  strategy  (Hail of

Shamers). 3. From a logistics/ supply chain viewpoint,

1. Hall of Famers. [dentify three firms that »‘vhat diSﬁﬂng__h?s the Hall of Famers
use a logistics/ supply chain strategy as an irom the Hall of Shamers?

ement of their overatl business [

That Failed
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'ﬁ‘«"éﬁa{s&&%ﬁ«:«:g ik

important el e
Distinguishing Features
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strategy.

o :
= i M et a— ;
) | Logistics/Supply Chain
3 : Hali of Famers ] Flements Well Fxecuted _ ; =
’
3
g ] E:
5:" 5 Hall of Shamers. ldentify three firms that
; have failed in the execution of 2
%

logistics /supply chain strategy important

1o their overall strategy.
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