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Chapter 1 Overview of Logistics

Learning Objectives . ;
Key words; logistics; physical distribution ; supply chain. ‘;
. By the end of this chapter, you should be able to
define logistics and associated terms ‘
: O list logistics activities and understand the relationships between them
0 know the aims of logistics |

O recognize the importance of logistics to every organization

Pre-Reading

I . Brainstorming. Work with Your partner and discuss what kinds of activi-
ties are involved in logistics.

transportation , packaging. . .

. Pair work: Discuss the following questions with your partner.
1. What is logistics?

2. What are the activities included in a logistics system?
3. What is the aim of logistics?

4. Why logistics is important to organizations?
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Text
1. Introduction

All organizations move materials. Manufacturers build factories that collect raw
materials from suppliers and deliver finished goods to customers; retail shops have
regular deliveries from wholesalers; a television news service collects reports from
around the world and delivers them to viewers; most of us live in towns and cities and
eat food brought in from the country; when you order a book or DVD from a website,
a courier delivers it to your door. Every time you buy, rent, lease, hire or borrow an-
ything at all, someone has to make sure that all the parts are brought together and de-
livered to your door.

Logistics is the function that is responsible for this movement. It is responsible
for the transport and storage of materials on their journey between suppliers and cus-
tomers.

All of this-whether it is oil produced in Canada, consumer electronics in Japan,
cars in the UK or dairy products in France-relies on logistics to collect materials from
suppliers and deliver it to customers. Millions of people are involved in this effort,
and it costs billions of dollars a year to keep everything moving.

Ordinarily we only notice a small part of logistics. We might see lorries driving
down a motorway, visit a shopping mall, drive through a trading estate, or have a
parcel delivered to our homes. These are the visible signs of a huge industry. In this

book, we take a more detailed look at logistics.
2. Definitions

Long associated with the distribution and supply of armed forces in wartime, lo-
gistics is proving to be a source of the victory of a campaign. Many believe the term of
logistics originates from the military science. It is reported that the term logistics be-
came a part of the military lexicon in the eighteenth century in Europe.

In military logistics, logistics officers manage how and when to move resources to
the places they are needed. Maintaining one’s supply lines while disrupting those of
the enemy is a crucial—some would say the most crucial—element of military strate-
gy, since an armed force without resources and transportation is defenseless.

Logistics as a business concept evolved only in the 1950s. This was mainly due

AT



Chapter 1 4 Overview of Logistics

to the increasing complexity of supplying one’s business with materials and shipping

out products in an increasingly globalized supply chain, calling for experts in the field

who are called Supply Chain Logisticians. This can be defined as having the right
item in the right quantity at the right time at the right place for the right price and is
the science of process and incorporates all industry sectors.

During the 1960s, military logistics began to focus upon engineering dimensions
of logistics—reliability, maintainability, configuration management, life-cycle man-
agement, continuing supply support, and so on—with increased emphasis upon mod-
eling and quantitative analysis.

In contrast, the business or commercial applications were usually more focused
upon consumer nondurable goods related to marketing and physical distribution of fin-
ished products. The engineering-related logistics, as practiced by the military, attrac-
ted attention among businesses that produced industrial products that had to be main-
tained with repair parts over the life cycle of the product, for example, generators,
airplanes , manufacturing equipment, and so on. In fact, engineers developed a sepa-
rate professional organization called the Society of Logistics Engineers ( SOLE) ,
which has had active participation from both the military and commercial enterprises.

In the early part of 1991 the world was given a dramatic example of the impor-
tance of logistics. During the Gulf War it had been necessary for the United States
and its allies to move huge amounts of material great distances in what were thought to
be impossibly short time-frames. Half a million people and over half a million tones of
material and supplies were airlifted 12,000 kilometers with a further 2. 3 million tones
of equipment moved by sea—all of this achieved in months.

Part of the definition problem is also traceable to the fact that logistics has been
described by a variety of sources that have somewhat different perspectives. We illus-
trate a number of these definitions along with the perspective or connection;

0O Logistics (business definition) : Logistics is defined as business-planning frame-
work for management of material, service, information and capital flows. It in-
cludes the increasingly complex information, communication and control systems
required in today, business environment.

——(Logistics Partners Oyo, Helsinki, FI, 1996)

0O Logistics (military definition) ;: The science of planning and carrying out move-
ment and maintenance of force. . . Those aspects of military operations that posi-

tion, maintenance, evacuation and disposition of material; movement, evacua-

RS
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tion, and hospitalization of personnel; acquisition of construction, maintenance,
operation and disposition of facilities; and acquisition of furnishing of services.
———(JCS Pub 1- 02 excerpt)

0 Logistics: The process of planning, implementing, and controlling the efficient,

cost effective flow and storage of raw materials, in-process inventory, finished

goods and related information from point of origin to point of consumption for the

purpose of meeting customer’s requirement.

~——( Reference; Canadian Association Logistics Management )

[0 The definition of logistics management, released by the Council of Supply Chain

Management Professionals ( CSCMP) , is that “Logistics management as that part

of supply chain management that plans, implements, and controls the efficient,

effective forward and reverse flow and storage of goods, services and related in-
formation between the point of origin and the point of consumption in order to

meet customers’ requirements. ” .

The modern military definition of logistics reflects the broad scope of functions
involved and the Institute of Logistics and Transportation’s definition follows this
closely: Logistics is the science and art of the design, optimization and management
of networks for the time-related positioning of resource. These definitions lead to our

basic definition:

Logistics is the function responsible for the flow of materials from suppliers into an

organization, through operations within the organization, and then out to customers.

3. Logistics Activities

Logistics 1s responsible for the movement and storage of materials as they move
through the supply chain. But what activities does this include? If you follow some
materials moving through an organization, you can see that the following activities are
normally included in logistics.

Q Purchasing. The flow of materials through an organization is usually initiated
when procurement sends a purchase order to a supplier. This means that pro-
curement finds suitable suppliers, negotiates terms and conditions, organizes de-
livery, arranges insurance and payment, and does everything needed to get mate-

rials into the organization. We describe Purchasing in more detail in Chapter 6.

r



Chapter 1 = Overview of Logistics

Inward transport actually moves materials from suppliers to the organization’s re-
ceiving area. This has to choose the type of transport (road, rail, and so on),
find the best transport operator, design a route, make sure that all safety and le-
gal requirements are met, get deliveries on time and at reasonable cost, and so
on. We describe transport in more detail in Chapter 2.

Receiving makes sure that material delivered corresponds to the order, acknowl-
edges receipt, unloads delivery vehicles, inspects materials for damage, and
sorts them.

Warehousing moves materials into storage, and takes care of them until they are
needed. Many materials need special care, such as frozen food, drugs, alcohol
in bond, chemicals that emit fumes, animals, and dangerous goods. As well as
making sure that materials can be available quickly when needed, warehousing
also makes sure that they have the right conditions, treatment and packaging to
keep them in good condition. We describe warehousing in more details in Chap-
ter 3.

Stock control sets the policies for inventory. It considers the materials to store,
overall investment, customer service, stock levels, order sizes , order timing and
so on. We describe stock management in more detail in Chapter 4 and customer
service in Chapter 10.

Order picking finds and removes materials from stores. Typically materials for a
customer order are located, identified, checked, removed from racks, consoli-
dated into a single load, wrapped and moved to a departure area for loading onto
delivery vehicles.

Materials handling moves materials through the operations within an organiza-
tion. It moves materials from one operation to the next, and also moves materials
picked from stores to the point where they are needed. The aim of materials han- 7
dling is to give efficient movements, with short journeys, using appropriate
equipment, with little damage, and using packaging and handling where nee-
ded. We describe packaging in more detail in Chapter 5.

Outward transport takes materials from the departure area and delivers them to
customers ( with concerns that are similar to inward transport ) .

Physical distribution is a general term for the activities that deliver finished goods
to customers, including outward transport. It is often aligned with marketing.

Recycling , returns and waste disposal. Even when products have been delivered to
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customers, the work of logistics may not be finished. There might, for example,
be problems with delivered materials—perhaps they were faulty, or too many
were delivered, or they were the wrong type—and they have to collected and
brought back. Sometimes there are associated materials such as pallets, delivery
boxes, cable reels and containers ( the standard 20 foot long metal boxes that are
used to move goods) which are returned to suppliers for reuse. Some materials
are not reused, but are brought back for recycling, such as metals, glass, pa-
per, plastics and oils. Finally there are materials that cannot be used again, but
are brought back for safe disposal, such as dangerous chemicals. Activities that
return materials back to an organization are called reverse logistics or reverse dis-
tribution.

Some of the logistics activities can be done in different locations. Stocks of fin-
ished goods, for example, can be held at the end of production, moved to nearby
warehouse, put into stores nearer to customers, passed on to be managed by other or-
ganizations, or a range of alternatives. Logistics has to find the best locations for
these activities—or at least play a significant role in the decisions.

Alongside the physical flow of materials is the associated flow of information. Co-
ordinating the flow of information can be very difficult, and logistics managers often
describe themselves as processing information rather than moving goods. We discuss
information in more detail in Chapter 7 and 8.

Depending on the circumstances, many other activities can be included in logis-
tics. Sometimes an organization might include sales forecasting, third party opera-
tions. That is why we add Chapter 9.

The important point is not to draw arbitrary boundaries between functions but to
recognize that they must all work together to get an efficient flow of materials.

So far, we have focused on the movement of materials through a single organiza-
tion. In reality, organizations do not work in isolation. People use different names for
the chains of activities and organizations. Here, we are emphasizing the movement of
materials and will use the most general term of supply chain. We look at supply chain
in Chapter 11.

International logistics occurs when supply chain cross national frontiers. We give

you a vivid picture about International logistics in Chapter 12.

4. Aims of Logistics
With our broad view, logistics managers have two main aims. The first is to

e
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Chapter 1 4 Overview of Logistics

move materials into, through, and out of their own organization as efficiently as possi-
ble. The second aim is to contribute to an efficient flow through the whole supply
chain. Traditionally, managers concentrate on the first of these, focusing on those
part of the supply chain that they directly control.

Hopefully, if each organization looks after its own logistics properly, materials
will move efficiently through the whole chain, thus achieving the second aim. To
some extent this is true. It is not, however, inevitable and organizations really need a
more positive approach to co-operation. Here, though, we look at the more immediate
aims of logistics within an individual organization.

We have said that managers aim for an efficient movement of materials-but what
exactly do we mean by “efficient” ? There are several answers to this, including fast
deliveries, low costs, little wastage, quick response, high productivity, low stocks,
no damage, few mistakes, high staff morale, and so on. Although these are all worthy
goals, they are really indicators rather than real aims. To find the real aim of logis-
tics, we must relate it to the wider objectives of the organization.

Ultimately, the success of every organization depends on customer satisfaction.
If it does not satisfy customers, it is unlikely to survive in the long term, let alone
make a profit, have high return on assets, add shareholder value, or achieve any oth-
er measure of success. So organizations must deliver products that satisfy customers.
Unfortunately, customers judge products by a whole series of factors. When you buy a
DVD, for example, you judge its contents, appearance, how easy it is to buy, how
long you wait, how expensive it is, whether the right DVD was delivered, whether it
was damaged, how courteously you were treated by sales staff, and so on. Some of
these factors clearly depend on logistics-the availability of the DVD depends on
stocks ; the delivery time depends on transport; damage is prevented by good material
handling; the price is affected by logistics costs. So we can phrase the overriding aim
of logistics-in terms of customer service. It has to organize the movement of materials
in the best way to achieve high customer satisfaction.

Any organization can give outstanding customer service if it is prepared to allo-
cate enough resources. The problem, of course, is that more resources come with
higher costs. There is a limil to the amount that customers will pay for a product and,
therefore,, on the service that can be given. Then a realistic aim for logistics balances

the service given to customers with the cost of achieving it.




The overall Aim of Logistics is to achieve high customer satisfaction. It must pro-

vide a high quality service with low-or acceptable-costs.

We can phrase this balance in terms of perceived customer value. Logistics adds
value by making products available in the right place and at the right time. If a prod-
uct is available at the place it is needed, logistics is said to have added place utility;
if it is delivered at the right time, logistics has added time utility. Then we can
phrase the aim of logistics in terms of getting the highest customer utility or perceived
- value. In essence, we are trying to maximize the difference between perceived value
and actual costs.

People often summarize the aims of logistics as getting, “the right materials, to
the right place, at the right time, from the right source, with the right quality, at the
right price”. This is broadly correct, but it depends on how we define “right”. In
different circumstances, logistics is judged by completely different measures of per-
formance. When you post letters, you sometimes want them delivered quickly, some-
times as cheaply as possible, sometimes with high security, sometimes at a specified
time, and so on. Managers have to design logistics that are flexible enough to satisfy

a variety of needs.

5. The Increased Importance of Logistics

Logistics is essential for every organization. Chrisptopher says that, “Logistics
has always been a central and essential feature of all economic activity”. Shapiro and
Heskett agree, saying that, “There are few aspects of human activity that do not ulti-
mately depend on the flow of goods from point of origin to point of consumption”.
Without logistics, no materials move, no operations can be done, no products are de-
livered, and no customers are served.

Novich says that, “Poor logistics are the cause of roughly 50 per cent of all cus-
tomer complaints. " No organization can expect to prosper if it ignores logistics and or-
ganizing logistics properly can give a huge competitive advantage. We can summarize
the importance of logistics by saying that it

[} is essential, as all organizations, even those offering intangible services, re-

ly on the movement of materials.

[0 is expensive, with costs often forming a surprisingly high proportion of turn-

Over.



