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Introduction

Logistics is sometimes used in a narrow sense to describe transport
and distribution operations but in its widest sense it covers a much wide
range of activities than this. It includes the integrated chain of events
necessary to supply goods and services to agreed customer service levels.
Indeed, logistics is synonymous with supply chain management and for
many organizations it ts treated with considerable strategic significance . [

Logistics covers all the processes necessary to manage supplies of goods

and materials , move those goods and materials through the manufacturing
process, store and sort them in a way that facilitates the distribution
process, deliver products and services to the customer in the way the
customer requires, returns materials not required by the customer (e. g.
waste and re-useable items) and support the customer with spares and afier
sales services.?) In this book the terms “logistics” and “supply chain
management” are considered to be interchangeable.

Supply chain management is the integration of key business processes
from initial raw material extraction to the final or end customer , including
intermediate processing , transportation, and storage activities and final
sale to the end customer. ] Today, the practice of supply chain
management is becoming extremely important to achieve and maintain
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competitiveness. Many firms are just now beginning to realize the
advantages of supply chain integration. Supply chain management is an
outgrowth and expansion of logistics and purchasing activities and has
grown in popularity and use since the 1980s. Important elements in
supply chain management are in the areas of purchasing, operations and
production, and distribution. Finally, as markets, political forces,
technology, and competition change around the world, the practice of
supply chain management must also change.

key words:
logistics n. Y EE () BN HE, UIiE R
supply chain HE 7 £

distribution n. TR, A Y, BRAY

integrated adi. HEUKEY; HAMAK

synonymous adi. TR

strategic adj. TEHEELER

interchangeable adj.  FJAZH:f), AT H ¥R

Notes:

(1]EFr L, R SN EERER XM, 3 Bxt FiFSA AR ERS
REERRBRE L.

(2R TR LR R, IE R Y R R R I8, @ o e i
B ORGSR AT R RS LTI OB ST
WAEE P &R, WEE P RITHMR (B ESMBEMNHEYR), AE PRI
#HHNEERS .

Bt EEEE - NEHRRERIRERRBRELRE S, A+
B2 B SRS NRAHE ERREAN—RIEE L FRBHE
alk,

1.1 What Is Supply Chain Management?

A number of similar definitions are available in the literature and
among various professional associations. For example:

* The Institute for Supply Management describes supply chain
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management as

“[¢] he design and management of seamless, value-added processes
across organizational boundaries to meet the real needs of the end customer .
The development and integration of people and technological resources are
eritical to successful supply chain integration .”!]

* The Supply-Chain Council’s definition of supply chain
management as

“[m ] anaging supply and demand, sourcing raw materials and
parts , manufacturing and assembly , warehousing and inventory tracking ,
order entry and order management , distribution across all channels, and
delivery to the customer . ”*]

¢ The Council of Logistics Management defines supply chain

management as

*

‘... the systemic, strategic coordination of the traditional business
functions and the tactics across these business Sfunctions within a particular
company and across businesses within the supply chain for the purposes of
improving the long term performance of the individual companies and the
supply chain as a whole.” )

* Finally, in a research paper authored by a notable expert in
supply chain management, Dr. Hau Lee and his coauthor Mr. Corey
Billington define supply chain management as

“the integration activities taking place among a network of facilities
that procure raw materials , transform them into intermediote goods and
then final products, and deliver products to customers through a
distribution system. »[4]

Consistent across these definitions is the idea of coordinating or
integrating a number of product-related activities among supply chain
participants to improve operating efficiencies , quality , and customer service
in order to gain a sustainable competitive advansage for all of the
organizations involved in this collaboration .'*) Thus, for supply chain
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management to be successful, firms must work together by sharing
information on things like demand forecasts; production plans; capacity
changes; new marketing strategies; new product and service
developments; new technology developments; purchasing plans; delivery
dates; and anything else impacting the firn's purchasing, production,
and distribution plans.

In theory, supply chains work as a cohesive , singularly competitive
unit, accomplishing what many large, vertically integrated firms have
tried and failed to accomplish . (¢] The difference is that firms in a supply
chain are relatively free to enter and leave supply chain relationships if
these relationships are no longer proving beneficial; it is this free market
organization that helps supply chains operate more effectively than
vertically integrated conglomerates. For example, when a particular
material or product is in short supply accompanied by rising prices, a fimm
may find it beneficial to align itself with one of these suppliers to ensure
continued supply of the scarce item. This alignment may become
beneficial to both parties—new markets for the supplier, leading to new,
future product opportunities; and long-term continuity of supply and
stable prices for the buyer. Later, when new competitors start producing
the scarce product or when demand declines, the supplier may no longer
be valued by the buying firm; instead, the firm may see more value in
negotiating with other potential suppliers for its purchase requirements and
may then decide to dissolve the original buyer supplier alignment. As can
be seen from this example, supply chains are often very dynamic or fluid,
which can also cause problems in effectively managing them.

While supply chain management may allow organizations to realize
the advantages of vertical integration, certain conditions must be present
for successful supply chain management to occur. Perhaps the single most
important prerequisite is a change in the corporate cultures of all
participating members in the supply chain to make them conducive to
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supply chain management. More traditional organizational cultures that
emphasize short-term, company focused performance are in many ways in
conflict with the objectives of supply chain management. Supply chain
management focuses on positioning the organizations in such a way that all
participants in the supply chain benefit. Thus, effective supply chain
management relies on high levels of trust; cooperation; collaboration; and
honest, accurate communications.

The importans elements in supply chain management that purchasing ,
operations, logistics, and, transportation managers not only must be
equipped with the necessary expertise in these critical supply chain functions
but also must appreciate and understand how these functions interact and
affect the entire supply chain. ") Rebecca Morgan, president of Fulerum
Consulting Works, an Ohio-based supply chain management consulting
firm, says too many companies go into agreements they call partnerships,
then try to control the relationship from end to end. “A lot of the
automotive companies did this in the beginning,” she says. “They issued
a unilateral ultimatum: you will do this for me if you want to do business
with me, no matter what it means for you.” This type of supply chain
management approach almost never works.

Boundaries of integrated supply chains are also dynamic. It has been
often said that supply chain boundaries extend from “a firm’s suppliers’
suppliers to their customers” customers” ; today, most firms’ supply chain
management coordination efforts do not extend beyond those boundaries . (8]
In fact, in many cases, firms find it very difficult to extend coordination
efforts beyond a few of the firms’ most important direct suppliers and
customers (in fact, in one survey, a number of firn representatives stated
that most of their supply chain efforts were with the fim’s internal
suppliers and customers only!). However, with time and successful
initial results, many firms are extending the boundaries of their supply

chains.
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key words:
definition n. o RESCRRRIETEE, (R RS i B
literature n. 3CF(EE), X, EE, X

professional n. BHEBNLE, A G, BOlEs 5, Bk ZEA
adj. T H, BALEY

association n. e KA 4538, B8

seamless adj. EEALEM, THEM

boundary n. BR,RE

technological ai. BEH

critical adj. B, KK, AR, ERK, RAK
manufacture u. #liE, mT

n. RSk,
assembly n. 85 KRB .84, LR
warehouse n. B, B, KIS

u.  BAGE
inventory n. HHER,FR . UEER, B2
tract n. TTRAMHE, 3, 07, Hh
channel n. Mk JKIE, W, BRER

w. 519, F%,ERAE,E
delivery n. e P A D o et I

v. (7] MSHERBR, KX . E5
coordination n. R4, @
traditional adi. ARGRY,BBIRY, O1Z0, 58
tactic n. S , R

adj. IEMFEE,HEFIR
performance n. BAT, 007, G TR, KRB L E
individual N

adi.  ARHIE, BME, AR
notable of. fHBEEH,BEN,FEH
network n. R, FRY, S &M
procure v 308,58
intermediate adi. PEIE



participant

sustainable
collaboration
purchase

cohesive
singularly
conglomerate

align

scarce

decline

negotiate

dissolve
buyer
supplier
dynamic
fluid

prerequisite

corporate

conducive

partnership

unilateral
ultimatum
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boundary n.  BRHREK

Notes:

NN EEERET TR R ERBEA X BERELRE L
FRTRIEEN R, RRES ATTAEE AN NS S R KR,

RIBRET TR FHGF AR TERAR. S NEFR
ETHASHEE BEESHDE,.

(BRGNP HRHE Gk & ERBER A R — M2 A F A
Bk %5 Z [a] ) LASR BN A2 R K RSB B SR o

(4] X FGE— K% S8 B R B P 4815 LIS I, JREUR AR, B AL B P )
P e AR B R AT R E P

I-HHXLELR—NEE, CHRERNENS 5F TP ERE
G- EEFHLNESUREREEZENR RBNE RS, UFE>HX
THAP A UMEE R RGN TER RS

[6]AHEE B, N BEA — T E N R FIFHREF R AT, #F
LR NS LT 2RI BRMA A ABRE T R,

(TIEHNAEEPREENERA RN 28 URTER, EVEHE,
MEETHEENHNEF TP LEN TR, T AEEE. THE R
BRI BB R AR E R0,

(BB UN R R RSN . NS ERITHOENEDRY
RE AR EREFREF SR, KSRAANERNSEEEN T
AHABHEIIORR,

1.2 Why Is Supply Chain Management
Important?

While all firms are part of a chain of organizations bringing products
and services to customers (and most firms operate in a number of supply
chains), certainly not all supply chains are managed in any truly
integrated or coordinated fashion. Firms continue to operate independently
in many industries ( particularly small fims). It is often easy for
managers to be focused solely on their immediate customers and their
intemal daily operations. With customers complaining, employees to
train, late supplier deliveries, creditors to pay, and equipment to repair,
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who has time for relationship building and other supply chain management
eﬂorts?m

Many firms, though, have discovered value-enhancing, long-term
benefits from their supply chain management efforts. Firms with large
system inventories, many suppliers, complex product assemblies, and
highly valued customers with large purchasing budgets have the most to
gain from the practice of supply chain management. 2] For these firms,
even moderate supply chain management success can mean lower
purchasing and inventory costs, better product quality, and higher levels
of customer service and sales. According to the U.S. Census Bureau’s
Annual Survey of Manufacturers, the cost of inventories was over $2.2
trillion just among U. S. manufacturers in 2000. (3] Additionally,
transportation and inventory carrying costs in the United States totaled
$ 434 billion in 2000. Thus it can be seen that purchasing, inventory,
and transportation cost savings can be quite sizable for finns utilizing
supply chain management strategies.

Firms must realize that their management efforts can start small— for
instance , with just one key supplier—and build through time to include
more supply chain participants—such as other important suppliers, key
customers, and shippers—and, eventually, second-tier suppliers and
customers ( these are the customers’ customers and the suppliers’
suppliers ) . (4] 5o why is this integration activity important? As alluded to
carlier, when a fim, its customers, and its suppliers all know each

others’ future plans, the planning process is easier and more accurate.

key words:
operate v. ﬁfﬁﬁf‘éﬂ@ﬁﬁf’ﬁﬁi@%ﬁ I
fashion n. BT, 0, AT, A

w.  FBRLIE - BER BN, HES, B K
'3
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independently adv. B, B3

solely adv. AL,

immediate adj. EEN,RHER, REK, R, HREH
creditor n. (L ON

complex adi. EZM,EBM.GE5H

n.  BARk
assembly n. B0 50,82 851Uk
budget n. fik -

u. BEE . RATE
moderate odi. WEHEN EENETH

v. Zm
inventory n. HMER,FR U AE
trillion num. 112
sizable adi. HMEKE), K/FEEK
allude . B, AT, R A
Notes:

(1IREETE , IR E S B/ TEMITH P EF - i1 XN
HEEER. BREXME AL S THE ENELAHR FRARMR
HEBETIE, MITE22F M ER KR BB FH A5 TIER?

213 FAR LA KB RIS G S UM LR ™ SR B B
RMEKNIHEP QAR BN EE RS REER.

[3VARHE 2 B A O ZTHUHIR il b 6048 BE 1R 45 , 2000 46 3 B 28 Mk
AR T 2.2 HL%ETT,

(412 R A RIRB A1 A RN BE B M/ T I —2A T, @
— AN ERHRNE— AN AN RGN E EESHS 5E—FImE
M EER UL, EEEFAEA, RAE _F B R RNE T (5
EPH% P MR ARE) o

1.3 The Origins of Supply Chain Management

During the 1950s and 1960s, U.S. manufacturers were employing
mass production techniques to reduce costs and improve productivity,
while relatively little attention was typically paid to creating supplier
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partnerships, improving process design and flexibility, or improving
product quality (see Figure 1.1). New product design and development
was slow and relied exclusively on in-house resources, technologies, and
capacity. Sharing technology and expertise through strategic buyer
supplier parinerships was essentially unheard of back then. Processes on
the factory floor were cushioned with inventory 1o keep machinery running
and maintain balanced material flows, resulting in large investments in

working process inventory . [1]

Increased supply chain
capabilities

Supply chain relationship
formation and extension

JT, TQM, BPR, supplier
& customer alliances

Inventory management & cost
containment

Traditional mass manufacturing

1950s 1960s 1970s 1980s 1990s 2000s Future

Figure 1.1  Historic Supply Chain Management Events in the United States

In the 1960s and 1970s, material requirements planning ( MRP)
systems and manufacturing resource planning ( MRPIL) systems were
developed, and the importance of effective materials management was
recognized as manufacturers became aware of the impact of high levels of
inventories on manufacturing and storage costs .8 As computer capabilities
grew, the sophistication of inventory tracking software also grew, making



