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What Is Logistics?

Whenever there is a rapid change in a field, new terms and definitions abound.
Logistics is no exception. Business logistics, physical distribution’, materials
management, distribution engineering, logistics management?, and supply-chain
management are only some of the terms being used to describe approximately the
same subject—logistics.

Logistics describes the entire process of materials and products moving into,
through, and out of a firm. Inbound logistics covers the movement of materials
received from suppliers. Materials management describes the movements of
materials and components within a firm. Physical distribution refers to the movement
of goods outward from the end of the assembly line to the customer. Finally,
supply-chain management is a somewhat larger concept than logistics, because it
deals with managing both the flow of materials and the relationships among channel!
intermediaries from the point of origin of raw materials through to the final consumer.
As such, supply-chain management must link logistics more directly with the users
total communications network and with the firm’s engineering staff. Qur use of
these terms is somewhat arbitrary, though all professionals and academics will
recognize them and their application. (See Figure 1. 1) In 1991, the Council of
Logistics Management (CLM)?, a prestigious professional organization, defined
logistics as “the process of planning, implementing, and controlling the efficient,
effective flow and storage of goods, services, and related information from the
point of origin to the point of consumption for the purpose of conforming to
customers’ requirements”.

Although physical distribution/logistics was neglected in the past, it has been
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Figure 1.1 Control Over the Flow of Inbound and Outbound Movements

receiving more attention in recent years, and the reasons for this new interest are
closely tied to the history of American business. At the beginning of the Industry
Revolution* in the early 1800s, the emphasis was on production. A firm stressed its
ability to decreasé¢ the cost of production of each unit. In the early 1900s,
production started to catch up with demand, and businesses began to recognize the
importance of sales. Physical distribution/logistics, as we know it today, was
viewed as a necessary cost, and strategic use of logistics was ignored by the
business community until much later.

The word logistics was first associated with the military. In 1905, Major
Chauncey B. Baker wrote, “ That branch of the Art of War pertaining to. the
movement and supply of armies is called logistics. ” During World War 1l, military
forces made effective use of logistics models and forms of systems analysis to
ensure that materials were at the proper place when needed.

The term is still widely used in military and military-type applications. During
the land war in Irag in 1990, for example, U.S. Armored division could consume
daily “5000 tons of ammunition, 555000 gallons of fuel, 300000 gallons of water,
and 80000 meals”.
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Many of the logistical techniques learned during World War Il were temporarily
ignored during the postwar surge in economic activity. Marketing managers turned
their attention to filling the postwar demand for goods. It was not until the
recessions of the 1950s that managers started to examine their physical distribution
networks. In 1958, the recession and profit squeeze created an environment in
which business began searching for more effective cost-control® systems. Almost
simultaneously, many firms realized that physical distribution and logistics were
activities whose cost had neither been carefully studied nor coordinated. A number
of other trends were becoming apparent, and they made it necessary to focus
attention on product distribution. Eight trends can be identified.

First, transportation costs rose rapidly. Traditional methods of distribution had
become more expensive, and management became aware of the need to control
these costs better. In the 1970s, these factors became more critical, with fuel
prices soaring and spot shortages of fuel accurring. Transportation could no longer
be considered as a stable factor in the business planner’s equations. Higher-level
management had to become involved in transportation-related aspects of logistics at
both the operating and policy levels because of the many new- decisions that had to
be made to adapt to the rapid changes in all areas of transport. Staring in the late
1970s, deregulation of common-carrier transportation changed many of the long-
established “rules of the game” that had governed shippers’ use of transportation.
Many new operating-and policy-level decisions had to be made by the users of

Eing

transport in order to take advantage of the new laws.

Second, production efficiency was reaching a peak. [t was becoming very
difficult to generate significant additional cost savings because the “fat” had been
taken out of production. Physical distribution and logistics, however, were
relatively untouched from an efficiency perspective.

Third, there was a fundamental change in inventory philosophy. At one time,
retailers held approximately half of the finished product inventory, and wholesalers
and manufacturers held the other haif. Beginning in the 1950s, more sophisticated
inventory-controt techniques, especially in the grocery business, reduced total
amounts of inventory and changed the proportions to only 10 percent held by
retailers and 90 percent by distributors and manufacturers.

Fourth, product lines proliferated, a direct result of the marketing concept of
giving each customer the exact product he or she desired. For example, until the
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mid-1950s, products such as light bulbs, appliances, and facial tissue were largely
functional in nature. More recently, differences in the products are no longer limited
to real structural dissimilarities. Stock-keeping units (SKUs), or line items of
inventory (each different type or package size of a good is a different SKU) have
increased exponentially. “Toilet SKUs grew from approximately 300 in 1970 to 9500
in 1991” and the “number of models in Apple® Computer’s Macintosh’ line has grown
from one in 1984 to more than 20”. As part of its new business strategy, Apple
decided in 1997 to trim the number of Macintosh models to simplify forecasting and
inventory management.

The fifth trend was the revoiution in computer and communication technologies.
Management of the logistics approach invoived a tremendous amount of detail and
data. The following are examples of the information that are typically availabte: (1)
location of each customer; (2) size of each order; (3) location of production
facilities, warehouses, and distribution centers; (4) transportation costs from each
ware-house or plant to each customer; (5) available carriers and the service leveis
they offer; (6) location of suppliers; and (7) inventory levels currently available in
each warehouse and distribution center. The sheer magnitude of these data
rendered manual analysis virtually impossible. Fortunately, just as the physical
distribution concepts were being developed, along came the computer and
improved data communication, which aliowed the concepts to be put into practice.
Without the development and use of the computer at this time, logistics and
physical distribution concepts would have remained interesting theories with few
real applications.

The sixth factor is related to the increased use of computers throughout
business. Even if a specific firm does not use computers, its suppliers (vendors)
and customers do. [t became possible for firms to study systematically the quality
of service they received from their suppliers. Based on this kind of analysis, many
firms were able to pinpoint suppliers who consistently offered substandard leveis of
service. Many firms were rudely awakened and made to realize the need to upgrade
their distribution systems. As manufacturing firms shifted to just-in-time (JIT)
systems, their materials delivery requirements placed very exacting demands upon
their parts suppliers and the delivering carriers.

The seventh factor is the increased public concern for the recycling of
products, which is likely to become even more important in the twenty-first century.

PR



This has many interfaces with logistics, namely, packaging and developing return
channels for the recycled materials. Consumers are demanding that firms be
actively engaged in recycling activities, and firms have found many forms of
recycling to lower their costs.

The eighth factor has been the growth of several new, large retail chains, or
mass merchandisers (such as Wal-Mart® ), with large demands and very
sophisticated logistics service. They frequently bypass traditional channels of
distribution, and they turn their inventories so quickly that they have often sold the
product is due. They have demanded, and received, very special attention from
their suppliers. In addition to the mass merchandisers, large specialty store chains
(such as Toys “R” Us), known as “category killers”, have emerged as potent
market forces, driven in part by their well-designed logistics systems.

In discussing the development of physical distribution and logistics, Donald
Bowersox notes that early physical distribution operations involved coordination of
transport, warehousing, inventory policy, and order processing to achieve timely,
cost-effective customer service, “The movement toward coordinated physical
distribution resuited in the identification of the cost elements and improved the
overall accuracy in the measurement of customer service.” Bowerson continues that
the next plateau was firms’ decisions to regroup staff so as to manage physical'
distribution and materials management activities more efficiently. “ The term
logistics gained popularity as a label for the comprehensive management
reaponsibility for the strategic deployment of inventory from point of raw material
acquisition to final customer destination. ” Bowersox notes that during the 1980s the
concept of integrated logistics evolved and that an integrated logistic system moves
inventory through a constant and consecutive when needed in the proper quantity
and form. Value added means that each party involved acts to enhance the value of
the product or service for those who will be receiving it. Another writer states,
“Logistics may integrate distribution, production, and supply in order to synchronize
rhYthms and flows; this system, known as integrated logistics, is often found within
the leading consumer goods manufacturers.”
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inbound [in'baund] adj. coming in, heading inwards i& A% &7 ,
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prestigious [pres'tid3ies] adj. having an illustrious reputation;
respected HF RAFH; A A 24, % &
#é

exponentially [ekspsunenfali] adj. in an exponential manner 4§ ¥
t, ®&

synchronize [ sigkrenaiz] v. make (motion picture sound) exactly
simultaneous with the action ¥: SITRID
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3. the Council of Logistics Management (CLM) %.% MEHhes, BEREBE
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