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Part | Introduction to Logistics System

The Historical Perspective of Logistics

Logistics starts
from military

Logistics in the
Second World War

Logistics is a concept familiar to students of military history. Long
associated with the distribution and supply of armed forces in wartime,
logistics is proving to be a source of the victory of a campaign.

In the early part of 1991 the world was given a dramatic example of the
importance 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 equipments
moved by sea—all of this achieved in months.

In the Second World War logistics also played a major role. The Allied
Forces’ invasion of Europe was a highly skilled exercise in logistics, as
was the defeat of Rommel in the desert. Rommel himself once said that
‘...before the fighting proper, the battle is won or lost by quartermasters’.

The Modern Perspective of Logistics

Logistics is
recognized only
recently

Hgnize the vital impact that logistics management can have iowever
while the generals from the earliest times have understood the critical role
of logistics, it is only in the recent past that business organizations have
come to recon the achievement of competitive advantage.

This lack of recognition partly comes from the low level of
understanding of the benefits of integrated logistics.

It has taken a further 70 years or so for the basic definition of logistics

and the basic principles of logistics management to be clearly defined.

The Concept of Logistics

Logistics focus on

customers

2

At its heart, logistics deals with satisfying the customer. A basic
definition of logistics is the continuous process of meeting customers’
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needs by ensuring the availability of the right benefits for the right
customer, in the quantity and condition desired by that customer, at the
time and place the customer wants all for a price the buyer is willing to
pay.

The Definition of Logistics Management

Definition of Logistics
Management by
CLM

Then what is logistics management in the sense that it is understood
today? There are many ways of defining logistics. The Council of Supply
Chain Management Professionals (CSCMP) defines that: “Logistics
management is 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 information between the point
of origin and the point of consumption in order to meet customers’
requirements.”

Components of a Logistics System |

Customer service

Demand
forecasting/
planning

Inventory
management

Logistics
information

A logistics system can be made up of many different functional
activities, some of which are described briefly below.

* Customer service: Customer service is the output of a.logistics
system. It involves getting the right product to the right customer at the
right place, in the right condition and at the right time, at the lowest total

cost possible.

* Demand forecasting/planning: Logistics usually becomes involved
in forecasting how much should be ordered from its suppliers, and how
much of finished product should be transported or held in each market. In
some firms, logistics may even plan production.

¢ Inventory management: Inventory management involves the
balance of the level of inventory held to achieve high customer service
levels with the cost of holding inventory.

¢ Logistics information: Information links all areas of the logistics
system together. Information processing is becoming increasingly
automated, complex, and rapid. It is key to the efficient functioning of
system.
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Material
handling

Order processing

Packaging

Procurement

Return goods
handling

Reverse logistics

Transportation

Warehousing

» Material handling: Material handling is a broad area concerning all
movements of raw materials, work in process, or finished goods within a
factory or warehouse.

* Order processing: Order processing is the system a firm has for
getting orders from customers, checking on the status of orders and
communicating to customers about them, and actually filling the order
and making it available to the customer.

* Packaging: Packaging can convey important information to inform
the customer and provide protection during storage and transport.
Pleasing packaging also can attract the customer’s attention.

* Procurement: Procurement is the purchase of materials and services
from outside to support the firm’s operations from production to
marketing, sales, and logistics.

* Return goods handling: Returns may take place because of a
problem with the performance of the item or simply because the customer
changed mind. Return goods handling is complex and costly.

* Reverse logistics: Reverse logistics is involved in removal and
disposal of waste materials left over from the production, distribution, or
packaging processes. ' -

« Transportation: Transportation involves selection of the mode, the
routing of the shipment, compliance with regulations in the region of the
country, and selection of the carriers.

* Warehousing: warehousing and storage activities related to
warehouse layout, design, ownership, automation, training of employees,
and related issues.

New Words and Expressions

logistics [la'd3istiks] . i, FBE)

familiar [ fa'milje ] adj. R, HILE
military [ 'militari ] adj. EHY), FHY
associate [ @'saufieit ] vz. ERAEBR, S
ally [ o'lai, e'lai ] n. =] 52 =

airlift ['eslift] vz. iz
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quartermaster[ kwo:tema:sta(r)] n. EFEE

critical [ 'kritikal 1 adj. BRI, IMnStH
vital [ 'vaitl ] adj. EAK, 2XEHEK
impact [ 'impaekt ] n. fbdr, #m
availability [ a.veila'biliti ] n. HX, A, oTH, B3
implement [ 'implimant ] vz. SEHE

conform [ kan'fo:m ] vz. F—8, KR, BR
forecast [ 'fo:ka:st ] vr. T

inventory [ 'invantri ] n. w5, ELF
defective [ di‘fektiv ] adj. H bR
procurement [ pra'’kjusmant ] n. X

NOTES

1. Rommel MEH/R, ZPREEMFE TN, “RHFRREILIFRGEER S E.

2. The Council of Logistics Management (CLM) of America XE#ERHE, £FXEH
Yy A B — AL E 4k, 1963 SERLAL.

3. A basic definition of logistics is the continuous process of meeting customers’ needs by
ensuring the availability of the right benefits for the right customer, in the quantity and condition
desired by that customer, at the time and place the customer wants them, all for a price the buyer is
willing to pay. VRHMEAE SR MERENBENEM, EHEFERN AN, LUK
FREXATRIMEE, FRSERNEZ S EN RN TREETWENE T EEELRE.

4. Logistics management is 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
information between the point of origin and the point of consumption in order to meet customers’

requirements. MR E BRI NG SAEMBRAZA N THEE A BRTHDH. REFAEX
15 BB AR K0 17 B0 I B RS RE AT T Bk R, B, EHIR AR e .

EXERCISE
I. Phrases translation _
WHREER TR RS 3
& R% T Rkt
Wy ki FHREH
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Il. Fill in the blanks and put the sentences into Chinese

1. A basic definition of logistics is the continuous process of by ensuring the
availability of the __ benefits for the customer, in the quantity and condition desired
by that customer, at the __ and place the customer wants all for a price the buyer is willing to
pay.

2. Customer service involves getting the product to the right customer at the right
place, in the ____condition and at the right time, at the lowest possible.

3. is key to the efficient functioning of system.

4. Order processing is the system a firm has for getting from customers, checking on
the status of orders and communicating to about them, and actually the order and
making it available to the customer.

5. Factory and warehouse site selection is a decision that affects the costs
of , customer service and of response.

6. is involved in removal and disposal of waste materials left over from the
production, , or packaging processes.

lll. Fill out the following table according to the information you get from the text.

Components of a logistics system : Important factors

Inventory management

Logistics information
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&R

Components of a logistics system Important factors

Material handling

Order processing

Packaging

Procurement

Reverse logistics

Transportation

Warehousing

IV. Challenging questions for discussion

What is the logistics?
In your opinion, what is the importance of logistics?
Please give a definition of logistics management.

W N

What activities may be considered as part of the overall logistics process?

5. Why do we say determining the location of the company and warchouse is a strategic
decision?

6. Why does return goods handling occur in a company?

7. What is reverse logistics?
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Part I The Relationship of Logistics Activities to Logistics

Costs

Logistics costs are created by the activities that support the logistics
process. Each of the major costs—customer service, transportation,

warchousing, order processing and information, lot quantity and
inventory carrying—is discussed below.

Customer Service Levels

Cost of lost sale

The objective is to
minimize total costs
given the customer
service objectives

The key cost associated with varying levels of customer service is the
cost of lost sales. Monies that are spent to support customer service
include the costs associated with order fulfillment, parts, and service
support. They also include the costs of return goods handling, which has a
major impact on a customer’s view of the organization’s service as well
as the final level of customer satisfaction.

The cost of lost sales includes not only the lost of the current sale, but also
potential future sales from the customer and from other customers due to
word-of-mouth negative publicity from former customers. A recent estimate
indicated that every unsatisfied customer tells an average of nine others
about his or her dissatisfaction with the product or service. It is no wonder
that it is extremely difficult to measure the true cost of customer service!

Thus, the best approach is to determine desired levels of customer
service based on customer needs. The idea is to minimize the total costs,
given the customer service objectives. Because each of the other five
major logistics cost elements works together to support customer service,
good date are needed regarding expenditures in each category.

Transportation Costs

The activity of transporting goods causes transportation costs.
Expenditures that support transportation can be viewed in many different
ways. Costs can be categorized by customer, product line, type of channel
such as inbound versus outbound, and so on. Costs vary with volume of
shipment (cube), weight of shipment, distance, and point of origin and
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~ destination. Costs and service also vary with the mode of transportation

chosen.

Warehousing Costs

Warehousing costs are created by warehousing and storage activities,
and by the plant and warehouse site selection process. Included are all of
the sites that vary due to a change in the number or location of
warehouses.

Order Processing/Information Systems Costs

This category includes costs related to activities such as order
processing, distribution communications, and forecasting demand. Order
processing and information costs are a very important investment to
support good customer service levels and control costs. Order processing
costs include such costs as order transmittal, order entry, processing the
order, and related internal and external costs such as notifying carriers
and customers of shipping information and product availability. Shippers
and carriers have invested a great deal in improving their information
systems, to include technology such as electronic data interchange (EDI),
satellite data transmission, and bar coding and scanning shipments and
sales, '

Lot Quantity Costs

The major logistics lot quantity costs are due to procurement and
production quantities. Lot quantity costs are purchasing- or production-
related costs that vary with changes in order size or frequency. Lot
Quantity costs must not be viewed in isolation because they also may
affect many other costs. For example, a customer goods manufacturer that
produces large production runs may get good prices from suppliers and
have long efficient production runs, but requires more storage space to
handle large runs. Customer service levels may suffer as order fulfillment
declines because products are produced infrequently, in large batches, and

9



MREWIE (58250

with inventory going to zero and creating stockout situations in between
runs. This may increase information and order processing costs, as
customers frequently call to check on availability of back- ordered

products, and cancel back orders.

Transportation costs also may rise as customers are sent partial or split
shipments. Inventory carrying costs will rise as large quantities of
inventory are held until used up, due to large batch sizes. The implication
of one cost upon another must be carefully considered.

Inventory Carrying Costs

The logistics activities that make up inventory carrying costs include
inventory control, packaging, and salvage and scrap disposal. Inventory
carrying costs are made up of many elements. The relevant inventory
costs are those that vary with the amount of inventory stored including

the four major categories as following:

The relevant inventory 1. Capital cost, which is the return that the company could make on

costs are those that the money that it has tied up in inventory.

vary with the amount 2. Inventory service cost, which includes insurance and taxes on

of inventory inventory.

3. Storage space cost, which includes those warehousing space-
related costs which change with the level of inventory.
4. Inventory risk cost, including obsolescence, stealing, relocation

within the inventory system, and damage.

New Words and Expressions

expenditure [ iks'pendit[ o, eks- ] n.
category [ 'keetigari ] n.

destination [ .desti'nei[an ] n.
inbound [ 'inbaund ] adj.

outbound [ 'autbaund ] adj

vary [ 'veari ] vt.

communication [ ke.mju:nikeifn ] n.

forecast [ forka:st 1 n. vz.

10
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