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Preface

Opportunities for careers 4An International Business have increased tremendously
especially since China joined the World Trade Organization. As a result, the need for
current knowledge about international business practice and terminology is crucial. Although
there are many reference books available, some are published abroad and therefore can be
very difficult to understand, while those published in China lack the necessary international
business terminology and expressions in English. A Series of New Century International
Business , edited by Professor WENG Fengxiang, solves these problems. The series consists
of four books written in simple English, but it also includes explanations of the more difficult
points written in Chinese: Readers are sure to benefit from his explanations of English
international business expressions. Professor WENG makes a great contribution to the
teaching and learning of intemnational business.

Professor WENG Fengxiang, having worked as a consultant for international
companies, is very experienced in current international business practice. Currently, he is
an Associate Professor of International Business at Shanghai Maritime University. As well as
teaching International Business English, Professor WENG also teaches International Trade
and International Payments. As a leading expert in his discipline, Professor WENG is among
the supervisors of International Business Translation postgraduates. Having conducted
academic research in the UK, he has been invited to be a Guest Professor at the Business
School of University of Central England, Birmingham.

Professor WENG is the author of a number of books on Intemnational Business English.
Changes in international business happen quickly, and keeping up with international issues
and their impact on international business can be difficult. The series addresses both the
instructors’ and the students’ needs for current information. I highly recommend the series to

the International Business and Business English leaners.

Han Zhonghua (# & %)
Professor of English & Translation
Shanghai Maritime University
January 28, 2004



Preface

One of the most important developments of today’s world is the international expansion
of economy. International Logistics is not only a new and big business, but also has the
close relationship with the development of international business.

Elements of International Logistics approaches the topic from a perspective of
international business. The organization of this book tries to cover all the functions of
international logistics. Each chapter mainly introduces the basic terms, concepts and
principles that are useful for management decision-making of international logistics .

The purpose of this book is to describe the framework within which intemational
logistics are made in order to meet students’ increasing demand for knowing something about
international logistics. Reading this book, students can have a brief but clear picture of
international logistics. The Chinese version in each chapter is designed to help students to

clear up what puzzles them.

LONG Jiang T I
May 25th, 2004
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Chapter 1 Introduction of International Logistics

Introduction of International
Logistics

1.1 Definition of International Logistics

Logistics and supply chain issues are more important today than ever before. Logistics
has achieved greater prominence within business with increased awareness of its operational

and financial impact.
1.1.1 Definition of Logistics

The Council of Logistics Management (CLM) defined logisfics as follows: “ 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 .’ @

Logistics was first appeared as a military term. 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 II, military forces made effective use of logistics models
and forms of systems analysis to ensure that materials were at the proper place when needed .

It was not until the recessions of the 1950s that managers started to examine their

logistics networks. The 1958 recession and profit squeeze created an environment in which

business began searching for more effective cost-control systems. Almost simultaneously,

®  Source: http://www.clml.org/.
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many companies realized that logistics were activities whose cost had neither been carefully
studied nor coordinated. A number of other irends were becoming apparent, and they made
it necessary to focus attention on product distribution. Some trends can be identified.

(1) Transport cost increased rapidly. Traditional methods of distribution had become
more expensive, and management became aware of the need to control these costs better.

(2) Production efficiency was reaching a peak.

(3) There was a fundamental change in inventory philosophy .

(4) Product lines proliferated, a direct result of the marketing concept of giving each
customer the exact product he or she desired.

(5) Management of the logistics approach involved a tremendous amount of detail and
data. Without the revolution in computer and communication technologies, logistics concepts
would have remained interesting theories with few real applications.

(6) The recycling of products rose rapidly.

(7) There was a growth of several new, large retail chains, or mass merchandisers,
with large demands and very sophisticated logistics service.

The term logistics gained popularity as a label for the comprehensive management
responsibility for the strategic deployment of inventory from point of raw material acquisition
to final customer destination. 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 manufactures.
1.1.2 Concepts of International Logistics

The globalization of business has had a tremendous impact on the way companies
operate today. The scope of globalization runs the gamut from foreign sourcing in the
procurement area and/or selective sales in other countries to multifaceted international
distribution, manufacturing, and marketing strategies that encompass international
production sites, multiple staging of inventory, counter trading in the sale of products, and
so on. Whatever the situation, the cost of logistics as a percentage of total cost is greater for
international ventures, and the complexity of logistics operations usually increases at a
geometric rate in the international arena. Often if procurement is included, international
logistics is the single most important factor for successful international ventures. Logistics,
in particular, has been affected because of the distances involved both inbound to
manufacturing from foreign sourcing and outbound for additional manufacturing or delivery to

3 2 .



Chapter 1 Introduction of International Logistics

customers .

more than one country or nation. International logistics means that huge array of shippers,
carriers, forwarders, businessmen, and so on that facilitate international transactions,
trades, and movement of goods and services.

It is difficult to keep separate the practices of domestic and international logistics.

Many factors influence the flow of goods between countries.

Political situations are very important. Friendly countries negotiate treaties to increase
the flow of business between them. On the other hand, wars and terrorism have a dampening
effect. For example, Iraq war put more pressure on the world airline industry.

“Now: that war in Iraq has started, the pressure on the airline industry will surely
mount. The industry has been going through its worst crisis in its 100-year history, the
International Air Transport Association (IATA) said, accumulating over US $ 30 billion
dollars of losses since September 11, 2001.”®

Economic conditions and relative economic strengths also influence trade pattemns.
Changes in relative values of two countries’ currencies influence amounts and directions of
trade and tourism between them. In addition, they influence the carrier’s cost of doing
business, as his revenues and costs are in several fluctuating currencies .

Since the mid-1970s petroleum and its price have had a significant impact on
international logistics. Petroleum is the single largest commodity to move by sea; the
demand for tankers has repercussions throughout all international shipping markets. Fuel
represents a major cost item for both sea and air carriers. In times of high fuel prices,
carriers often add a fuel surcharge to their freight rates, and this impacts on shippers as an
added cost of completing the contract.

The rapidly changing technology influences international logistics, in particular, the
changes in computer hardware and software. The most pronounced one in the last half of the
20th century has been the substitution of air for sea transportation. Virtually all passengers
use air to cross the Atlantic and Pacific oceans. By value, about half of the U. S.
international exports and imports also now move by air. Space exploration is just beginning;

it will open up logistical opportunities and challenges of its own. The significant price

(@ “Iraq war to put more pressure on ailing airline industry, says TATA.” Source: http://www. oiaglobal . com/
news. php, 3/20/2003.
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reductions for powerful computer equipment have helped bring about better inventory
control, better equipment scheduling, more efficient rating of transportation movements, and
so on. The technological changes in communications (such as satellite global positioning
systems to maintain contact with motor carrier fleets) have helped to improve service quality
to the extent that motor carrier companies are now able to meet narrowly defined time
windows for pickups and deliveries. They also speed up order processing, document flow
and improve accuracy. The intcrface between communication . technology and computers is
another area that has tremendous potential for logistics. These items are just a tip of the
iceberg; many other things could be included in this area, such as bar coding and robotics .

Environmental protection issucs are also having an impact. Many nations are enacting
more stringent packaging regulations in an effort to increase resource recycling. Aircraft
engine noise restrictions are forcing airlines to retire aircraft from some markets (although
they still can be used in some parts of the world) . In Europe, pressure from the “Greens”
(an environmental protection interest group) has caused truckers to use a ratings system,
Euro I, Euro II, and Euro III, for their vehicles. Most new trucks are in the Euro II
category, and soon there will be Euro Il vehicles.

Cultural differences play major roles in selling and establishing ongoing relationships as
well. The hard sell may be effective on the streets of Brooklyn but totally futile in Japan.
The German businessman may be very direct and precise in price negotiations, whereas the
Italian may be very deliberately and expertly coy. Indeed, insisting too much on legalisms
may be offensive to a foreign businessman and cause the deal to collapse.

International logistics is more difficult than domestic logistics. And intemational
logistics is also costly because of the longer transit way than domestic logistics. The

international logistics costs range from 25 to 35 percent of a product’s sales value.
1.1.3 International Trade Impacts on International Logistics

From the viewpoint of international trade, international logistics—the movement of
goods across national boundaries—occurs in the following situations:

(1) A firm exports a portion of a product made or grown, for example, papermaking
machinery to Sweden, wheat to Russia, or coal to Japan.

(2) A firm imports raw materials or manufactured products (such as motorcycles from
Italy or Japan) .

(3) Goods are partially assembled in one country and then shipped to another, where

- 7.



Chapter 1 Introduction of International Logistics

become part of the finished product. Currently, there is great interest in China as a site for
performing labor-intensive tasks, because wage rates there are relatively low.

(4) The firm is glob31 in outlook and sees almost all nations as being markets, sources

of supply, or sites for assembly operations. The trend is toward an integrated world
economy. Firms are seeking, or have developed, global strategies where either their
products are designed for a world market or they are produced wherever the low-cost raw
materials, components, and labor can be found or they simply produce locally and sell
internationally .

(5) Because of geography, a nation’s domestic commerce crosses foreign borders, often
in bond. Products shipped in bond are not subject to normal duties of the country through
which they are passing.

Until World War II, concepts of international trade were simple. Industrialized powers
maintained political and economic colonies that were sources of raw materials and markets for
manufactured products. When dealing with colonies, manufacturers in the main country
bought low and sold high. World War II brought an end to the colonial system; since then,
emerging nations have attempted to develop their own political and economic systems with
varying degrees of success. As emerging nations attempt to flex their political and economic
muscles, they cause changes in the traditional ways of conducting international business.

Developing countries insist that an increasing proportion of assembling and
manufacturing be conducted within their own borders.

Developing countries are also becoming more insistent that much of their foreign trade
be carried on ;/essels or planes owned by companies headquartered within their boundaries.
In addition, they want their local firms to have at least their “fair” share of revenues from
the sale of freight-forwarding services, marine insurance, and other transportation and
distribution functions.

Traditionally, the United States has been a major exporter of manufactured goods and
agricultural products. Because of its wealth, the United States has also imported many
consumer goods. The United States has been running trade deficits annually because of its
large purchases of imported oil.

The fluctuating value of the U.S. dollar has an impact on the flow of both exports and

g
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imports .

In the 1990s, several events changed the traditional patterns of how the United States
conducts business overseas. The end of Soviet rule in Eastern Europe opened up the
opportunity of engaging in much more trade with that major area of the world. In 1992,
Western Europe achieved fuller economic integration, though there remained many barriers
to the free movement of goods among all nations. In addition, environmentalists in Europe
are attempting to maintain restrictions on truck traffic so that more freight is forced to use rail
and waterways .

Not only has the trend occurred naturally by firms seeking to cut costs or expand
markets, but it is also being encouraged by political arrangements that promote trade. For
example, the North American Free Trade Agreement (NAFTA) came into being in the mid-
1990s, and it is attempting to achieve closer economic integration among Canada, the
United States, and Mexico.

Many firms have recently developed in intemational trade that can locate almost
anywhere in the world and conduct commerce between any and all nations. The term
international logistics is more applicable to the logistical challenges of these firms.
Globalization and internationalization of industries everywhere will depend heavily on
logistics performance and costs, as companies take more of a worldview of their operations.
As this happens, logistics takes on increased importance within the firm since costs,

especially transportation, become a larger part of the total cost structure.

1.2 International Logistics Activities and Functions

Logistics is a system or a process with many components or sub-processes. It is a
network of related activities that have as a primary purpose to manage the orderly flow of
materials and personnel within a firm, and the supply chain.

The followings are some logistics activitics, although many firms do not include all of
them among their logistics system:

Customer service; demand forecasting; documentation flow, handling retumns; inter-
plant movements; inventory management; parts/service support; production scheduling;
protective packaging; purchasing; salvage scrap disposal; traffic management; and
warehouse/ distribution center management .
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