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Concept of Business
Logistics Management

= F3BER:
1. ¥BHFEHATHEGEKKE
2. TRMYATEAALAZS
3. LB K LGB @At

Pre-reading questions:

1. What’s the definition of logistics in China?
2. What's the definition of logistics management according to CLM?

3. What are the key activities in business logistics management?

Text

Definition of Business Logistics Management

Business logistics is a relatively new field of integrated management study in comparison
with the traditional fields of finance, marketing, and production, although its activities have
been carried out by individuals for many years. Businesses also have continually engaged in
move-store ( transportation-inventory ) activities. The newness of the field results from the
concept of coordinated management of the related activities, rather than the historical practice
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of managing them separately, and the concept that adds values to products or services that are
essential to customer satisfaction and sales. Although coordinated logistics management has
not generally been practiced until recently, the idea of coordinated management can be traced
back at least to 1844. In the writings of Jules Dupuit, a French engineer, the idea of trading
one cost for another ( transportation costs for inventory costs) was evident in the selection
between road and water transport.

The fact is that carriage by road being quicker, more reliable and less subject to loss or
damage. It possesses advantage to which businessmen often attach a considerable value. However ,
it may well be that the saving of 0. 87fr. induces the merchant to use the canal; he can buy
warehouses and increase his floating capital in order to have a sufficient supply of goods on hand
to protect himself against slowness and irregularity of the canal, and if all told the saving of
0. 87 fr. in transport gives him an advantage of a few centimes , he will decide in favor of the new
route.

The first textbook to suggest the benefits of coordinated logistics management appeared
as recently as 1961, in part explaining why a generally accepted definition of business
logistics is still emerging. Therefore, it is worthwhile to explore several definitions for the
scope and content of the subject.

A dictionary definition of the term logistics is:

The branch of military science having to do with procuring, maintaining, and transporting
material , personnel and facilities.

This definition puts logistics into a military context. To the extent that business
objectives and activities differ from those of the military, this definition dose not capture the
essence of business logistics management. A better representation of the field may be
reflected in the definition promulgated by the Council Of Logistics Management( CLM) , a
professional organization of logistics managers, educators and practitioners formed in 1962
for the purposes of continuing education and fostering the interchange of idea. Its definition
is:

Logistics is that part of the supply chain process 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 ( CLM 2002).

The mission of the logistician is to provide goods and services to customers according to
their needs and requirements in the most efficient manner possible. To put it another way ;
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The mission of logistics is to get the right goods or services to the right place at the right time

and in the desired condition, while making the greatest contribution to the firm.

The Logistics Channel

Logistics is a collection of functional activities that are repeated many times throughout
the channel through which raw materials are converted into finished products and value is
added in the eyes of consumers. Because raw material sources, plants, and selling points are
not typically located at the same places and the channel represents a sequence of
manufacturing steps. Logistics activities recur many times before a product arrives in the
marketplace. Even then, logistics activities are repeated once again as used products are
recycled back up the logistics channel.

A single firm is not generally able to control its entire product flow channel from raw
material source to points of final consumption, although this is an emerging opportunity. For
practical purposes, the business logistics for the individual firm has a narrower scope.
Usually, the maximal managerial control that can be expected is over the immediate physical
supply and physical distribution channels. The physical supply channel refers to the time and
space gap between a firm’s immediate material sources and its processing points. Similarly,
the physical distribution channel refers to the time and space gap between the firm’s
processing points and its customers. Due to the similarities in-the activities between the two
channels, physical supply ( more commonly referred to as materials management) and
physical distribution comprise those activities that are integrated into business logistics.
Business logistics management is also popularly referred to as supply chain management.

Although it is easy to think of logistics as managing the flow of products from the points
of acquisition to the customers, for many firms there is a reverse logistics channel that must
be managed as well. The life of a product, from a logistics viewpoint, does not end with
delivery to the customer. Products become obsolete, damaged or nonfunctioning and are
returned to their source points for repair or disposition. The reverse logistics channel may
utilize all or a portion of the forward logistics channel or it may require a separate design.
The supply chain terminates with the final disposition of a product, and the reverse channel
must be considered to be within the scope of logistics planning and control. ( See
EXAMPLE. )



o xRYRKE

EXAMPLE

The reverse logistics channel comes into play when a customer buys a toaster from a
retailer. The customer takes the toaster home and finds it defective. The customer returns it
to the retailer who gladly refunds the purchase price. The retailer now has a defective toaster
in in-store inventory. The retailer sends it to a central return center. Upon receipt, the
toaster’s UPC (Universal Product Code) is scanned for identification in the return center’s
data base. The database determines that the toaster has a return to vendor disposition. The
data base credits the store inventory for the toaster and creates a chargeback to the
manufacturer for the cost of the toaster. The toaster is shipped back to the manufacturer. The
retailer has made a cost recovery for this defective asset. The toaster is received at the
manufacturer’s return center. The manufacturer scans the toaster into its database and
determines that it has a refurbish disposition. The toaster is repaired and sent for resale on the
secondary market. The manufacturer has now gained value for this defective asset.

The Activities of Logistics

The activities to be managed that make up business logistics ( supply chain management)
vary from firm to firm, depending on a firm’s particular organizational structure,
management’s honest opinions about what constitutes logistics, and the importance of
individual activities to its operations. Note the important activities that take place in the
supply chain. Again, according to the Council of Logistics Management,

The components of a typical logistics system are: customer service, demand forecasting,
distribution communications, inveniory control, material handling, order processing, parts and
service support, plant and warehouse site selection (location analysis) , purchasing , packeging,
return goods handling, salvage and scrap disposal, traffic and transportation, and warehousing
and storage.

Figure 1 -1 organizes these components, or activities, as to where they are most likely
to take place in the supply channel. The list is further divided into key and support activities,
along with some of the decisions associated with each activity.

Key activities

1. Customer service standards
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Business logistics

Physical supply Physical distribution
(Materials nanagement)
Sources @ Plants/ :1
of supply _ operations Customers
« Transportation * Transportation
+ Inventory maintenance * Inventory maintenance
+ Order processing * Order processing
+ Acquisition » Product scheduling
+ Protective packaging * Protective packaging
+ Warehousing * Warehousing
* Materials handling * Materials handling
+ Information maintenance + Information maintenance

Figure 1 —1: Possible Activities in a Firm’s Immediate Supply Chain

Cooperate with marketing to
a. Determine customer needs and wants for logistics service
b. Determine customer response to service
c. Set customer service levels
2. Transportation
. Mode and transport service selection
. Freight consolidation
. Carrier routing
Vehicle scheduling
Equipment selection

Claims processing

I - N -

. Rate auditing
3. Inventory management
a. Raw materials and finished goods stocking policies
b. Short-term sales forecasting
¢. Product mix at stocking points
d. Number, size, and location of stocking points
e. Just-in-time, push, and pull strategies
4. Information flows and order processing

a. Sales order-inventory interface procedures

N
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b. Order information transmittal methods

c. Ordering rules
Support Activities

1. Warehousing
a. Space determination
b. Stock layout and dock design
¢. Warehouse configuration
d. Stock placement
2. Materials handling
a. Equipment selection
b. Equipment replacement policies
¢. Order-picking procedures

=

. Stock storage and retrieval
3. Purchasing
a. Supply source selection
b. Purchasing timing
c. Purchase quantities
4. Protective packaging
Design for
a. Handling
b. Storage
c. Protection from loss and damage
5. Cooperate with production/operations to
a. Specify aggregate quantities
b. Sequence and time production output
6. Information maintenance
a. Information collection, storage and manipulation
b. Data analysis
c¢. Control procedures
Key and support activities are separated because certain activities will generally take
place in every logistics channel, whereas others will take place, depending on the

circumstances, within a particular firm. The key activities are on the “critical” loop, as
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shown in Figure 1 -2. They either contribute most to the total cost of logistics or are essential
to the effective coordination and completion of the logistics task.

Custormer order processing
(and transmittal)

'/Tr;: ortation
S o b [coome

Inventory
maintenance
or supply

Figure 1 -2 . The Critical Customer Service Loop

Customer service standards set the level of output and degree of readiness to which the
logistics system must respond. Logistics costs increase in proportion to the level of customer
service provided and setting the standards for service also affects the logistics costs to support
that level of service. Setting very high service requirements can force logistics costs to
exceedingly high levels.

Transportation and inventories are the primary cost-absorbing logistics activities.
Experience has shown that each will represent one-half to two thirds of total logistics costs. It
is transportation that adds place value to products and service, whereas inventories add time
value.

Transportation is essential because no modern firm can operate without providing for the
movement of its raw materials and/or finished products. This essential nature is underscored
by the financial strains placed on many firms by so-called national disaster such as a national
railroad strike or independent truckers’ refusal to move goods because of rate disputes. Under
these circumstances, markets cannot be served; and products are back up in the logistics
pipeline to deteriorate or become obsolete.

Inventories are essential to logistics management because it is usually not possible or
practical to provide instant production or sure delivery times to customers. They serve as
buffers between supply and demand so that needed product availability may be maintained for
customers while providing flexibility for production and logistics to seek more efficient
methods for manufacturing and distributing the products.

Order processing is the final key activity. Its costs usually are minor compared to

transportation or inventory maintenance costs. Nevertheless, order processing is an important
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element of the total time that it takes a customer to receive goods or service. It is also the
activity that triggers product movement and service delivery.

Support activities, although they may be as critical as the key activities under any
particular circumstance, are considered here as contributing to the logistics mission. In
addition, one or more of the support activities may not be a part of the logistics activity mix
for every firm. For example, products such as finished automobiles or commodities such as
coal, iron, or gravel that do not need the weather and security protection of warehousing will
not require the warehousing activity, even though inventories are maintained. However,
warehousing and materials handling are typically conducted wherever products are temporarily
halted in their movement to the marketplace.

Protective packaging is a support activity of transportation and inventory, as well as of
warehousing and materials handling because it contributes to the efficiency with which these
other activities are carried out. Purchasing and product scheduling often may be considered
more a concern of production than of logistics. However, they also affect the overall
logistics effort and specifically the efficiency of transportation and inventory management.
Finally, information maintenance supports all other logistics activities in that it provided the

needed information for planning and control.
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§ acquisition n. R M FEIHK . A §
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?‘refurbish v. R SR transmittal n. A g
Y distribution n. 458 (545 ALt dock n. 34 !
5 warehouse A& retrieval n. W K E E
; packaging n. &% aggregate adj. %% E
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& Key Terms
coordinated management 1} [ & 2
physical distribution 52 4% 4 4%
supply chain i 7 4%

Just-in-time 4 B %] | & i 4

order processing 17 ¥ 4t 5

freight consolidation %1% . f¢ 4% &
reverse logistics 3 15 4

raw materials J§ A B

in-process inventory & £ 5

finished goods 4 % &

vehicle scheduling % 3%
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order picking #% %
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Post-reading Activities
L RFERXEEUTEE,

1. What is the newness of logistics cbmpared to traditional transportation and storage?
2. What are the relationships between logistics and supply chain?
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