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Unit 1

The definition of logistics

The Council of Logistics Management ( 1985) defined the logistics as the
process of planning, implementing and controlling the efficient, cost-effective flow
and storage of raw materials, in-process inventory, finished goods and related infor-
mation from point of origin to point of consumption for the purpose of conforming to
the customer needs.

In practice, the terms “logistics” and “supply chain management” are now
used interchangeably, so the Institute of Logistics (1998 ) can give the following
definitions :

Logistics is the time related positioning of resource or the strategic management
of the total supply chain. The supply chain is a sequence of events intended to satis-
fy a customer. It can include procurement, manufacture, distribution, and waste
disposal, together with associated transport, storage and information technology.

The Council of Supply Chain Management Professionals ( CSCMP, 2005) de-

fined logistics management as the follows:
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“Logistics management is that part of supply chain management that plans, im-
plements, and controls the efficient, effective forward and reverse flow and storage
of goods, services and related information between the point of origin and the point
of consumption in order to meet customers’ requirements. ”

Included within the definition of logistics are customer service, traffic and
transportation, warehousing and storage, plant and warehouse site selection, inven-
tory control, order processing, distribution communications, procurement, material
handling, parts and service support, salvage and scrap disposal, packaging, return
goods handling, and demand forecasting. Figure 1-1 illustrates the components of

logistics management.

Management actions

Outputs of

Inputs into .
p ion Control logistics

Pl

logistics

= I 1 1.
Competitive
Natural advantage

resources

Logistics management

Suppliers Raw  In-process Finished Customers
materials inventory  goods

Time and

Human place utility

resources
/_~> Efficient
Financial movement

to customer

resources Logistics activities

i . . Proprietary
Information gustomJe; SEEviCce Plant & warehouse site selection P!
Cesoiiices oF B Procurement asset
Inventory g Packagi

ions

Reverse lggistics
Traffic and transportation
Warehousing and storage

Material handling
Order processing
Parts and service support

Figure 1-1 Components of Logistics Management

Efficient management of the flow of goods from point-of-origin to point-of-con-
sumption at the macro society or micro firm levels requires successfully planning,
implementing, and controlling a multitude of logistics activities. . The activities may
involve raw materials ( subassemblies, manufactured parts, packing materials,
basic commodities ) , in-process inventory ( product partially completed and not yet
ready for sale) , and finished goods ( completed products ready for sale to interme-
diate or final customers). Effective logistics management enhances the marketing

effort of the firm which can create competitive advantage in the marketplace, the
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Unit 1

efficient movement of products to customers, and time and place utility of prod-
ucts. It can be treated, in accounting terms, as a proprietary asset of the compa-
ny.

Logistics Provides Competitive Advantages

As part of the company’s marketing effort, logistics plays a key role in satisfy-
ing the firm’s customers and achieving a profit for the company as a whole. Logistics’
ability to provide customer service, coupled with marketing’s skill in generating and
completing sales, create an acceptable level of customer satisfaction, which can lead
to a differential advantage in quality and uniqueness.

Integrated effort requires that company coordinate its marketing activities
( product, price, promotion and distribution) to achieve synergistic results: the total
should be greater than the sum of its parts. Long term profitability and lowest total
cost leadership advantages will occur. Wal-mart, Southwest Airlines, Generic Drugs
are examples.

Information connectivity created the potential for developing responsiveness
in reliability, quickness, flexibility, ete. e. g. , Dell, Overnight delivery serv-
ices.

Through the competitive advantage obtained, the company market share can be

attracted. The philosophy is as Figure 1-2.

Responsiveness

Competitive advantage

Cost leadership

Differentiation

Figure 1-2  Strategy for Competitive Advantage
Logistics Adds Time and Place Utility

Manufactured products possess some value or utility because an assemble item

is worth more than its unassembled components or raw materials. A completed auto-
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mobile, for example, is much more valuable to a consumer than its unassembled
parts. The value, or utility, of making materials available in a completed state is
called form utility. To the consumer, however, the product not only must have form
utility, it must be in the right place, at the right time, and be available to pur-
chase. The value added to products beyond that added by manufacturing, is called
place, time and possession utility. The logistics activity provides place and time
utility, while marketing provides possession utility.
Logistics Allows Efficient Movement to the Customer

Efficient movement to customers is referred to the “five rights” of a logistics
system. The five rights include the supply of the right product at the right place at
the right time in the right condition for the right cost to those customers consuming
the product. Figure 1-3 illustrates that logistics is an important component of busi-

ness that must be managed effectively.

-

4c { Profit
Logistics
21c “
cost
$1
Sale
276 { Marketing
cost
43¢ Manufacturing
K cost

Figure 1-3 Major Costs of Doing Business and Utilities

Logistics is a Proprietary Asset

An efficient and economical logistics system is similar to a tangible asset on a
corporation’s books. And it cannot be readily duplicated by the firm’s competitors.
If a company can provide its customers with products quickly and at low cost, it
can gain market share advantages over its competitors. It might be able to sell its
product at a lower cost as a result of logistics efficiencies, or provide a higher level

of customer service, thereby creating goodwill. Although no firms presently identi-
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Unit 1

fy this “ Asset” in their balance sheets, it theoretically could be shown as an intan-
gible asset, a category that includes such items as patents, trademarks, and repu-

tations.

The origin and development of logistics

In 1901, John F. Crowell discussed the costs and factors affecting the distribu-
tion of farm products in the U. S. government’s Report of the Industrial Commission
on the Distribution of Farm Products.

In 1905, Chauncey B. Bake discussed logistics in his book “ Armed Forces
and Army Supplies Transportation” .

In 1916, Arch W. Shaw discussed the strategic aspects of logistics in his book
“ Approach to Business Problem”.

During the Second World War, logistics management was used meaning sup-
ply, distribution and replacement of materials and personnel for the armed forces.

In the 1950s, physical distribution was further developed in business. In this
period, P. D was introduced from USA in the late 1950s to Japan.

In the 1960s, logistics was studied from a system’s or company-wide perspec-
tive ( contemporary logistics ).

During the late 1960s and into the 1980s, a lot of textbooks, articles, journals
and conferences were devoted to the subject of logistics management. Logistics was
introduced to China in the early 1980s from Japan.

In the 2000s, the development of IT has made logistics management more effi-

cient and effective and devoted to supply chain logistics.

The characteristics of logistics

Value Added

Value added services refer to unique or specific activities that firms can jointly
develop to enhance their efficiency and/or effectiveness. Value-added services help
foster customer success. Because they tend to be customer-specific, it is difficult to
generalize all possible value-added services.

When a firm becomes committed to value-added solutions for major customers,
it rapidly becomes involved in customized or tailored logistics. It is doing unique

things to enable specific customers to achieve their objectives. IBM’s ability to pro-
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