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Logistics System

MAIN POINTS

1. The definitions of logistics

2. Activities included in logistics management
The Definition of Logistics

The Council of Logistics Management (1992) 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 information from point of origin to point of consump-
tion for the purpose of conforming to the customer needs.

In practice, the terms “logistics” and “supply chain management” are now used interchangea-
bly, 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 sup-
ply-chain. The supply-chain is a sequence of events intended to satisfy a customer. It can include
procurement, manufacture, distribution, and waste disposal, together with associated transport,
storage and information technology.

Included within the definition of logistics are customer service, traffic and transportation, ware-
housing and storage, plant and warehouse site selection, inventory control, order processing, distri-
bution communications, procurement, material handling, parts and service support, salvage and
scrap disposal, packaging, return goods handling, and demand forecasting.

Some of the many activities encompassed under the logistics umbrella are given in Figure 1.1,
which illustrates that logistics is dependent upon natural , human , financial , and information resources
for inputs. Suppliers provide raw materials which logistics manages in the form of raw materials,
in-process inventory, and finished goods. Management actions provide the framework for logistics ac-

tivities through the process of planning, implementation, and control. The outputs of the logistics
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system are competitive advantage ,time and place utility, efficient movement to the customer,and pro-
viding a logistics service mix such that logistics becomes a proprietary asset of the organization. These
outputs are made possible by the effective and efficient performance of the logistics activities shown

at the bottom of Figure 1.1.

. . Management actions
Inputs into logistics Outputs of logistics
Planning Implementation Control
Natural Marketing
Resources orientation
(land, facilities, (competitive
and equipment) advantage)
Human Time and place
Resources utility
Logistics management
Financial . Efficient
Suppliers Raw In -process | Finished Customers
Resources movement
materials inventory goods
to customer
Information
Resources Proprictary
asset

Logistics activities
* Customer service ¢ Plant and warehouse site selection
¢ Demand forecasting * Procurement
* Distribution communications * Packaging
* Inventory control * Return goads handling
* Material handling ¢ Salvage and scrap disposal
* Order processing * Traffic and transportation
« Parts and service support « Warehousing and storage

Figure 1.1 Components of logistics management

Efficient management of the flow of goods from point-of-origin to poini-of-consumption 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, manufac-
tured parts, packing material, basic commodities) , in-process inventory ( product partially comple-
ted and not yet ready for sale) , and finished goods(completed products ready for sale to intermedi-
ate or final customers). Effective logistics management enhances the marketing effort of the firm
(which can create differential advantage in the marketplace) , the efficient movement of products to
customers, and time and place utility of products. It can be treated, in accounting terms, as a pro-

prietary asset of the company.




Activities Included in Logistics Management

1. 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.

2. Order processing. “Order processing may be compared to the human body’ s central nervous
system, triggering the distribution process and directing the actions to be taken in satisfying order
demand”. The components of the order processing activity may be broken down into three groups:
(1) operational elements, such as order eniry/editing, scheduling, order-shipping set preparation,
and invoicing; (2) communication elements, such as order modification, order status inquires,
tracing and expediting, error correction, and product information requests; and (3) credit and col-
lection elements, including edit checking and accounts receivable processing/collecting. The speed
and accuracy of a firm’ s order processing have a great deal to do with the level of customer service
the company provides. Advanced systems can reduce the time between order placement and ship-
ment from a warehouse or storage facility.

3. Distribution communications.- Success in today s business environment requires the manage-
ment of a complex communication system. Effective communication must take place between: (1)
the firm and its customers and its suppliers; (2) the major functional components of the company—
marketing, manufacturing, logistics, and finance/accounting; (3) the various logistics-related ac-
tivities such as customer service, traffic and transportation, warehousing and storage, order process-
ing, and inventory control; and (4) the various components of each logisties activity ( within inven-
tory control, for example, would be in -plant inventory, inventory in transit, and inventory in field
warehouse ). Communication is the vital link between the entire logistics process and the firm’ s cus-
tomers. Accurate and timely communication is the cornerstone of successful logistics management.

4. Inventory control. The inventory control activity is critical because of the financial necessity
of maintaining a sufficient supply of product to meet both customers’ needs and manufacturing re-
quirements. Maintaining raw materials, parts, and finished goods inventory consumers both space
and capital. Money tied up in inventory is net available for use elsewhere. It is sufficient to note that
inventory carrying costs can range from 14 to over 50 percent, depending on the product. Successful
inventory control involves determining the level of inventory necessary to achieve the desired level of
customer service while considering the cost of performing other logistics activities.

5. Demand forecasting. Demand forecasting involves determining the amount of product and ac-
companying service that customers will requires at some point in the future. The need to know pre-
cisely how much product will be demanded is important to all facets of the firm’ s operations—mar-
keting, manufacturing, and logistics. Therefore it is imperative that the firm undertake some type of
demand forecasting and communicate the results to the marketing, manufacturing, and logistics de-
partments. Sophisticated computer models, trend analysis, sales force estimates, or other methods
can help develop such forecasts.

Part | The Theory of Logistics
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6. Traffic and transportation. One major component of the logistics process is the movement or
flow of goods from point-of-origin to point-of-consumption—and perhaps their return as well. Traffic
and transportation refers to managing the movement of products and includes activities such as selec-
ting the method of shipment (air, rail, water, pipeline, truck) ; choosing the specific path (rou-
ting) ; complying with various local, state and federal transportation regulations; and being aware of
both domestic and international shipping requirements. '

Transportation is often the single largest cost in the logistics process. Therefore, it .is an impor-
tant component that must be managed effectively.

7. Warehousing and storage. Products must be stored at the plant or in the field for later sale
and consumption unless consumers need them the instant they are produced. Generally, the greater
the time lags between production and consumption, the larger the level of inventory required. Ware-
housing and storage are ‘activities that manage the space needed to hold or maintain inventories. Spe-
cific storage activities include; decisions as to whether the storage facility should be owned, leased,
or rented; warehouse layout and design; product mix considerations; safety and maintenance; secur-
ity systems; personal training; and productivity measurement.

8. Plant and warehouse site selection. Whether facilities are owned, leased, or rented, the lo-
cation of plants and/or warehouses ( storage facilities) is extremely important. The strategic place-
ment of plants and warehouse near the company’ s markets can improve the firm’ s customer service
levels. Proper facility location can be allow lower volume-related transportation rates in moving prod-
uct from plant to warehouse, plant to plant, or warehouse to customer. :

9. Material handling. Material Handling is concerned with every aspect of the movement or flow
of raw material, in-process inventory, and finished goods within a plant or warehouse. The objec-
tives of material handling are ‘

To eliminate handling wherever possible;

To minimize travel distance;

To minimize goods in process;

To provide uniform flow free of bottle necks; and

To minimize losses from wasting, breaking, spoiling and thieving.

A firm incurs costs every time an item is handled. Since handling generally adds no value to a
product, these operations should be kept to a minimum. For items with low unit value, the propor-
tion of material handling costs to total product cost can be significant. Poor material handling can
lead directly to lost or damaged products, -customer dissatisfaction, production delays, and idle em-
ployees and equipment. Material handling plays a vital role in reducing inventory, lowering costs,
and increasing productivity.

10. Procurement. Every company relies to some extent on materials and services supplied by
other firms.

Procurement is the acquisition of materials and services to ensure the operating effectiveness of

the firm’ s manufacturing and logistics processes. The procurement function includes the selection of



supply source locations, determination of the form in which the material is to be acquired, timing of
purchases, price determination, quality control, and many other activities. The changing economic
environment of recent years, marked by wide variations in availability and cost of materials, has
made procurement even more important in the logistics process.

11. Parts and service support. In addition to the movement of raw material, in-process invento-
ry, and finished goods, logistics must be concerned with the many activities involved in repairing
and servicing of products. Logistics’ responsibility does not end when the product is delivered to the
customer. Part of the firn’ s marketing activity is to provide the customer with service after the sale.
This involves providing replacement parts when preducts break down or malfunction. Adequate sup-
plies of spare and replacement parts are vital to the service and repair activity—and logistics is re-
sponsible for making sure those parts are available when and where the customer needs them. The
firm supplying the spare or replacement part must be able to respond quickly and decisively. Ade-
quate parts and service support is extremely important whenever post-sale support is part of the
firm’ s marketing effort.

12. Packaging. Packaging performs two basic functions—marketing and logistics. In a market-
ing sense the package acts as a form of promotion or advertising. Its size, weight, color, and printed
information attract customers and convey knowledge about the product. From a logistics perspective,
packaging serves a dual role. First, the package protects the product from damage while it is being
stored or transported. Second, packaging can make it easier to store and move products by reducing
handling and thereby material handliﬁg cost. When firms are involved in international marketing,
packaging becomes even more important. Products marketed in foreign countries travel greater dis-
tances and undergo more handling operations. In general, domestic packaging is not strong enough
to withstand the rigors of export shipment. Specially, in many countries, management must deal with
a lack of adequate material handling equipment and must rely on poorly trained personnel.

13. Salvage and scrap disposal. One by-product of the manufacturing and logistics "process is
waste material. If this material cannot be used to produce other products, it must be disposed of in
some manner. Whatever the by-products—scrap, residue, or radioactive waste—the logistics
process must effectively and efficiently handle, transport, and store it. If the by-products are reus-
able or recyclable, logistics administers their transportation to remanufacturing or reprocessing loca-
tions. .

14. Return goods handling. The handling of return goods, often referred to as reverse distribu-
tion, is an important part of the logistics process. Buyers may return items to the seller due to prod-
uct defects, overages, incorrect items received, or other reasons. Most logistics systems are ill-e-
quipped to handle product movement in a reverse channel. In many industries in which consumers
return products for warranty repair, replacement, or recycling, reverse distribution costs may be
high. The cost of moving a product back through the system from the consumer to producer may be
as much as nine times the cost of moving the same product from producer to consumer. Often the re-

turned goods cannot be transported, stored, and/or handled as easily, resulting in higher logistics

Part | The Theory of Logistics
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" costs. Reverse distribution promises to become even more important as customers demand more flexi-

lenient return policies.

implement [ 'impliment ]
consumption [ kan'sampjn ]
warehousing [ ‘weshausip ]
procurement [ pro'kjuomant |
illustrate [ 'ilostreit ]
component [ kam'pounant ]
multitude [ 'maltitju:d ]
intermediate [ ,inta'mizdiot |

enhance [ in'hains ]

. differential [ difo'renfl1]
. integrate [ ‘intigreit ]

. optimum [ *optimom ]

. integral [ ‘'intigral]

. trigger [_'triga]

. invoicing [ ‘invoisip ]

. expedite [ 'ekspidait ]

. transmit [ treenz'mit ]

. vendor [ venda]

. substantial [ sab'stzenfl]
. vital [ 'vaitl ]

. sophisticated [ so'fistikeitit ]
. facet [ "feesit ]

. allocate [ 'elokeit]

. originate [ o'ridzineit ]

. budget [ 'badszit ]

. imperative [ im'perstiv ]
. lease [lizs] ,

. eliminate [ i'limineit ]

. minimize [ 'minimaiz ]

. acquire [ o'kwaio]

. replacement [ ri'pleismont ]
. adequate [ rzedikwat ]

. perspective [ pa'spektiv ]
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1. Included within this definition are customer service, traffic and transportation ---

reverse [ ri'vazs ]
warranty [ 'woranti |

lenient [ ‘lizniont ]

n. FAX, AR, R
n. R RIE
adj. AH RARH

Terms and Expressions

logistics system

logistics management

raw material

conform to

supply chain management
time and place utility
customer service
inventory control

demand forecasting

. traffic and transportation

. warehousing and storage

. plant and warehouse site selection
. material handling

. parts and service support

. salvage and scrap disposal

. return goods handling

. proprietary asset

Notes
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A B3 4], IE H1E i 5 Customer service, traffic and transportation ---are included

within this definition. ZEZEIFEF , HREELK, M@EATLERNE, HIEEERTHEER.

2. Order processing may be compared to the human body’ s central nervous system.

ITEA AL AT AR LUVE AR M E P IR B
compare *** to - j:E ...... H:ﬂg ......

3. The speed and accuracy of a firm’ s order processing have a great deal to do with the level of

customer service the company provides.

AT AL TR Y R B IR 5 0 R H B R IR 5 K P HIRKR KR

have (sth) to do with - FxK
have nothing to do with 5------ Ik

4.

in most cases TEKXZEIHEMHNT
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in case 4G, LB —

in that case FRFEMTE

5. Material handling plays a vital role in reducing inventory, lowering costs, and increasing
productivity. '

YR BRIBTE R AT , MR A AR R AR 7 1 RS 2R EENEM

play a role MG, ZEEM

Exercises

L. . Answer the following questions:
1. What is logistics management?
What are the activities included in logistics management?
Why is the inventory control activity critical?
What does the traffic and transportation activity refer to?

What aspects are included in specific storage activities?

A

6. What are the important factors that should be taken into consideration in selecting plant and
warehouse sites?

7. What are the objectives of material handling?

8. From a logistics perspective, what functions does packaging perform?

9. What respects are involved in the procurement function?

10. Why does packaging become even more important when firms are involved in international
marketing?

11. How to dispose of salvage and scrap?

12. What is reverse distribution?

II. Blank filling:;
1. Each element of a firm’ s logistics system can affect whether a customer receives the right at
the right in the right for the right at the night
2. The components of the order processing activity may be classified into three groups:
y and credit and collection elements.
3. Marketing forecasts of future demand determine , allocation of sales
force effort, , and

4. Manufacturing forecasts determine , and

in-plant inventory decisions.
5. It is imperative that a firm should undertake some type of demand forecasting and communi-

cate the results to the marketing, manufacturing and logistics departments

b4

, , or other methods can help develop

such forecasts.

6. Poor material handling can lead directly to lost or damaged products,




, and . Materials handling plays a vital

role in reducing inventory, lowering costs, and increasing productivity.

7. Packing performs two basic functions; and

In marketing sense the package acts as a form of promotion or

8. The cost of moving a product back through the system from the consumer to producer may be

as much as the cost of moving the same product from producer to consumer.

9. Order processing may be compared to the human body’ s central nervous system, triggering
and directing the actions to be taken in satisfying order demand.
II. Phrases translation:

PIRER EFORS  PREsE THRAE FREE O BRaE FR
MRS I REE&IE  FH #Hib

Reading Material
Quick Response, Canadian Style

Executives at Toronto-based Hudson’ s Bay Company left the pioneering spirit to U. S. retailers
when it came to developing quick response technology. They sat on the sidelines watching and learn-
ing from their U. S. counterparts for years.

Then, in late 1991 the decision was made to implement QR technology. Hudson’ s Bay execu-
tives quickly made up for lost time. Everything from UPC codes to floor-ready processes were set up
and put into effects in less than two years. Ironically, as U.S. retailers and manufactures hammer
out guidelines for floor-ready merchandise today, they’ re looking to their neighbors to the north for
tips.

According to Peggy Macek, director of merchandise systems at Hudson’ s Bay Company, get-
ting suppliers to comply with the various standards, including floor-ready merchandise processing,
involves a lot of partnering and understanding, and a bit of clout and coercion as well.

“We made it very clear to our suppliers what we expected of them, and gave them guidelines
for making it happen. To our way of thinking, there was no sense talking QR without having mer-
chandise floor ready, and we did our best to help them see the benefits of coming on line, ” says
Macek.

“ There were suppliers who balked initially, but we’ re the largest retailer in Canada. They
quickly came to the conclusion that you can’t fight city hall. ”

No doubt, the fact that The Bay cut off one of its largest suppliers for one month for refusing to
comply with standards sent a clear message to Canadian manufactures.

Currently, the retailer requires suppliers to price merchandise prior to shipping. Hangers have
been standardized by merchandise type, and shipping cartons are moving through the DC ( distribu-

tion center) without being opened.

Part | The Theory of Logistics




