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Unit One

Text
What is 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 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 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, distribution’
communicatiens, procurement, material handling, parts and service support, salvage and scrap disposal,
packaging, retumn goods handling, and demand forecasting. :

Efficient management of the flow of goods from point — of -~ origin to point — of ~ consumption at the
macro society or micro firm levels requires successfully plamming, implementing, and controlling a
multitude of legistics activities. The activities ‘may involve raw materials ( subassemblies, manufactured
pants, 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 intermediate 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 aceounting tenms, as a proprietary asset of the company.

Activities Included in Logistics Management

1. Customer service. A pioneering study that examined the state of the art of customer service in
major corporations defined customer service as “a customer ~ oriented philosophy that integrates and man-
ages all of the elements of the customer interface within a predetermined optimum cost — service mix.”
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Customer service acts as the binding and unifying force for all of the logistics management activities.
an integral part of customer service will be met if a firm” s overall marketing e-

Customer satisfaction
ffort is successful. Each element of a firm’s logistics system can affect whether a customer receives the
ﬁght product at the right place in the right condition for the right cost at the right time. Thus customer
service involves successful implementation of the integrated logistics management concept in order to
provide the necessary level of customer satisfaction at the lowest possible total cost.

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 entry/editing, scheduling, order - shipping set preparation, and in-
voicing; (2) communication elements, such as order modification, order status inquiries, tracing and
expediting, error correction, and product information requests; and (3) credit and collection elements,
including credit 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 shipment from a warehouse or storage
facility. In many cases orders are transmitted from the buyer’s computer to the vendor’s computer. Ad-
vanced systems, although initially expensive to the company, can substantially improve both order pro-
cessing accuracy and order response time. Often, saving in other logistics expenses (such as inventory,
transportation and /or warehousing) or increased sales from improved customer service will justify the cost
of the system.

3. Distribution communications. Success in today’ s business environment requires the man-
agement of a complex communications system. Effective communication must take place between: (a) the
firm and its customers and its suppliers; (b) the major functional components of the company———
marketing, manufacturing, logistics, and finance/accountings (c) the various logistics — related activities
such as customer service, traffic and transportation, warehousing and storage, order processing, and in-
ventory control; and (d) the various components of each logistics activity ( within inventory control, for
example, would be in - plant inventory, inventory in transit, and inventory in field warehouses ).
Communication is the vital link between the entire logistics process. and the firm’ s customers. Accurate
and timely communication is the comerstone of successful logistics management .

A firn’ s communications system may be as sophisticated as a computerized management information
system (MIS) or as simple as word — of — mouth communication between individuals. Whatever type of
system used, vital information must be available and communicated to individuals who “need to know” .

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’ néeds and manufacturing requirements.
Maintaining raw materials, parts, and finished goods inventory consumes both space and capital. Money
tied up in inventory is not 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 require at some point in the future. The need to know precisely
marketing,
manufacturing, and logistics. Marketing forecasts of future demand determine promotional strategies, allo-

how much product will be demanded is important to all facets of the firm’ s operations

cation of sales force effort, pricing strategies, and market research activities. Manufacturing forecasts de-
termine production schedules, purchasing and acquisition strategies, and in ~ plant inventory decisions.
Logistics management forecasts of demand determine how much of each item produced by the company
must be transported to the various markets the firm serves. Also, logistics management must know where
the demand will originate so that the proper amount of product can be placed or stored in each market
area. Knowledge of future demand levels enables logistics managers to allocate their resources ( budgets)
to activities that will service that demand. Decision making under uncertainty is less than optimal in most
cases because it is extremely difficult to allocate resources among logistics activities without knowing what
products and services will be needed. Therefore it is imperative :that the finn 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.

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
selecting the method of shipment (air, mil, water, pipeline, truck); choosing the specific path
(routing) ; complying with various local, state and federal transportation regulations; and being aware of
both domestic and intemational shipping requirements .

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

7. Warehousing and storage. Products must be stored at the plant or in the field far 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. Warehousing and
storage are activities that manage the space needed to hold or maintain inventories. Specific storage ac-
tivities include: decisions asito whether the storage facility: should be owned; leased, or rented; ware-
house layout and design; product mix considerations; safety and maintenance; security 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 ( starage facilities) is extremely important. The strategic placement of
plants and warehouses near the company’ s markets can improve the fim’ s customer service levels.
Proper facility location can also allow lower volume — related transportation rates in moving product from
plant to warehouse, plant to plant, or wavehouse to customer.

The first consideration in selecting a site is the location of the firm’ s various markets. The needs of
the customers and the location of raw materials, component parts and subassemblies are also major
considerations, for the company must be concemed with inbound movement and storage of materials in ad-
dition to outbound flows. Other important factors include: labor rates; transportation services; city,
county, and state taxes; security; legal concems; local factars, such as the attitude of the community

3




toward new industry; land cost; and availability of utilities.

9. Material handling. Material handling is concerned with every aspect of the movement or flow of
raw materials, in — process inventory, and finished goods within a plant or warehouse. The objectives of
material handling are:

To eliminate handling wherever possible;

To minimize travel distance;

To minimize goods in process;

To provide uniform flow free of bottlenecks; and

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

A fimn 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 proportion 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 employees and e-
quipment.- Material handling plays a vital role in reducing inventory, lowering costs, and increasing pro-
ductivity .

10. Procurement. Every company relies to some extent on materials and services supphed 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. Inaddmﬁontothemovanentofmwmatmls in —~ process in-
ventory, and finished goods, logistics must be concemed with the many activities involved in repair and
servicing of products. Logisties’ responsibility does not end when the product is delivered to the
customer. Part of the firm’ s marketing activity is to provide the customer with service after the sale. This
involves providing, replacement parts when products break down or malfanction. Automobile dealerships,
for example, must have efficient service departments that offer complete servicing and auto repair. Ade-
quate supplies of spare and replacement parts are vital to the service and repair activity——and logistics
is responsible for making sure those parts are .available when.and where the customer needs: them. In the
industrial marketplace, where the product may.be a piece of manwfacturing equipment, downtime can be
extremely costly to the customer if product failure results in-a production ~ line slowdown or shutdown.
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 fim’s
marketing effort.

12. Packaging. Packaging performs two hmnc functlms———lmrkeung and logistics. In'a marketing
sense the package acts as a form of promotion or advertising. Its size, weight, color, and printed in-
formation attract customers and convey knowledge about the product.  From a logistics permspective, pack-

aging serves a dual role. First, the package protects the product from damage while it is being stored or
4



transported. Second, packaging can make it easier to store and move products by reducing handling and
thereby material handling costs. When firms are involved in intemational marketing, packaging becomes
even more important. Products marketed in foreign countries travel greater distances 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 — product——scrap, residue, or radioactive waste——the logistics process
must effectively and efficiently handle, transport, and store it. I the by — products are reusable or recy-
clable, logistics administers their transportation to re — manufacturing or reprocessing locations.

14. Return goods handling. The handling of retum goods, often referred to as reverse distri-
bution, is an important part of the logistics process. Buyers may retum items to the seller due to product
defects, overages, incorrect items received, or other reasons. Reverse distribution has been likened to
going the wrong way on a one — way street because the great majority of product shipments flow in one di-
rection. Most logistics systems are ill - equipped to handle product movement in a reverse channel. In
many industries in which consumers retumn products for warranty repair, replacement, -ar recycling,
reverse distribution costs may be high. The cost of moving & product back through the system from the

‘ consumertoproducermaybeasmuchasninetimesthecostofnmvingthesamepmduetfmmpmducerto
consumer. Often the retumed goods cannot be transported, stored, and/or handled as easily, resulting in
higher logistics costs. Reverse distribution prornises to become even more important as customers demand
more flexible and lenient retum policies.

New Words

implement v. carry an undertaking, agreement, promise into effect LW, 2R, BT
consumption n. using up; consuming (of food; energy, materials, etc) %%
warchousing n. storing in a warehouse %

procurement n. obtaining, esp. with care or effort RIp

illustrate v. explain by examples, pictures, etc e e DL E ST
component n. part helping to form a complete thing W, Bh

multitude n. great number E2 WX 1 v

intermediate a. situated or coming between in time, space, degree, etc 8] 6
enhance v. add to (the value, attraction, powers, price, etc) m
differential a.  of, showing, depending on; a difference BB, TR0
integrate v. combine (parts)into a whole  FEERBAK, {524

optimum a. best or most favorable BN, BB HE, B H N

integral a. necessary for completeness PR EY
trigger v. be the immediate cause of 3| X ,3|#&
invoicing n. making a list of goods sold with the prices charged HFER



expedite v. help the process of;; speed up {2k, ok &

transmit v. pass or hand on; send on ik M5k,

vendor n. seller £E

substantial a. large, considerable BEKH, H47W

vital a. of, connected with, necessary for, living AHEWNE, B4 TS
T

sophisticated a. complex, with the latest improvements and refinements B4, MR Y,
g )

facet n. aspect, eg of a problem (%8 )—m

allocate v. give, as a share or for a purpose OB, R E

originate v. have as a cause or beginning K

budget n estimate of probable future income and expenditure, made by a business

company. s

imperative a. urgent; essential; needing immediate attention DEN, 2V

lease v. give, take possession of by renting i, HfE

eliminate v remove; take or put away, get rid of B, BB

minimize v reduce to, estimate at, the smallest possible amount or degree Koo ¥,
ER/PERBBEEE

acquire v, gain by skill or ability by one’s own efforts or behavior K78

replacement n. taking the place of  Ff

adequate . a. satisfactory; sufficient S ANWEN GBS, R

perspective n view; prospect B

reverse n. opposite; contrary X, MR, R

warranty n authority; written or printed guarantee %, {RiE

lenient a not severe (esp. in punishing people) AR, BAH

Terms and Expressions

logistics system MRRE

logistics management - PREE

raw material JFb

conform to He M

supply chain management IR 3¢

time and place utility B () 5 4 A 38 s

customer service BERE

inventory control PEFF#4

demand forecasting TR

traffic and transportation KBz

warehousing and storage CAEFGEE

plant and warehouse site selection

k5 G R



material handling YreHgiz

procurement KT
parts and service support FHEEGRS
packaging (253 '
salvage and scrap disposal AN bS:
retum goods handling B
proprietary asset BHE™

Notes

1. Included within this definition are ‘customer service, traffic and transportation . . .

BN O EIERS ZEEH. .. ...

W) % m), IEHEF R Customer service, traffic and transportation. . . are included within
this definition. 7FE3EIE , AR FiE K, R EFBEFHAERYE . AIFREE L ELENR, A
RHIEEEETHRER.

ipig

a. Before them lay thousands miles of rough, uncultivated land.

EMMENRERBTEENTEIENRIFE L4,

b. Thus began the gold rush in American history that promoted the development of the West.

XEAGE LE#H TEBAROBSHRRIEFET .

c. Among its latest products are computerized air — conditioners and other computerized electrical
appliances.

B s PR o VAR AR el B e B

2. Order processing may be compared to the human body’s central nervous system.
TTRAL AT A e MR PR RS

a. The booming enterprises in the newly — established developing zone are compared to mushrooms
after rain.

FROFEXN SV BRTEEFREFER,
b. His father compared the goals which his ambitious son was trying hard to reach to castles in the
sand. '

HARI TR O E I LT BT 138 R 69 B AR Ve v Ak
3. The speed and accuracy of a fim’s order processing have a great deal to do with the level of

customer service the company provides.
K ERIT R TR R S AR NE RS ROWRE K PERALE,
have (sth) to do with SRR - F 3
have nothing to do with LR v 3
a. He was accused of having sth to do with the case of drug smuggling.
gt SMWRERRA X,

b. Your mother’s illness has much to do with the poor ventilation in your house.



WREESR 5 5 b 1) BB KEA K

c. Mr. Smith, chairman of the board of a big insurance company declared at the news conference
that they had nothing to do with the damaged consignment because of breakage caused by rough handling.

—RRKRRAFRINEF K BEHAEE R EEG S EERBIA RS XHZRK 5K
YI K, B AR E BIZE B .

4. 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.

JIRH B PR A 22 16 B SR AE % SR SE BB M 0% 3 s A A R B, o K8 BRAR O B 25 R 457K
T I ERF K

5. Logistics management forecasts of demand determine how much of each item produced by the
company must be transported to the various markets the firm serves.

PIRE R HAN T RS E A A TE NS RE 2O BREPIRA AR M
#HAN,

6. in most cases ERXEHHERT
in case ﬁj’%, ugjﬁ—

a. Sometimes delayed shipments do occur, but in most cases we execute delivery on or ahead of time
stipulated in the letter of credit.

IR R KA RE BEKXSBRRT , BRATERSAE FHE_EIUE RN E SR A 5%

b. Since the new product is our best seller, you’d better place an order promptly in case it is out of
stock .

B FRATHIFT RARG R, 7L BT, RS .

c. Take the umbrella along with you in case it rains.

W, F—TW,

d. In your telex, you declared it would be a sacrifice on your part if you lower the price by 6 per-
cent. In that case we can do nothing helpful but tum to other sources.

R R FERERN E 2 ARE R 54, BBRNE, RF B8NS, R
G157 8

7. Material handling plays a vital role in reducing inventory, lowering costs, and increasing produc-
tivity.
YRHRETE R FEAF , R R A IR B A= RS EXLEE MM,
play a role $} A0, XIEER
a. 'Ihesmdioinvitedafamnsﬁlmstarﬁunl'kﬂlymmdto;ﬂaythemle&asingerintlmtdetectiveﬁhn.
REW AT AFRIBEBHE M E LY BELRPHEA P RREN A A,
b. Division of labor has been playing an important role in the development of human civilization.
FPRTEANRTHHE B —ERETEEM, :

Exercises



. What is logistics management?

oo

. What are the activities included in logistics management?
. Why is the inventory control activity critical?
. What does the traffic and transportation activity refer to?

[= P o]

. What aspects are included in specific storage activities?

4]

f. What are the important factors that should be taken into cons1derat10n in selecting plant and ware-
house sites?

g. What are the objectives of material handling?

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

i. What respects are involved in the procurement function? :

j. Why does packaging become even more important when firms are involved in intemational
marketing?

k. How to dispose of salvage and scrap?

1. 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 right
2. The components of the order processing activity may be classified into three groups:
, and credit and eollection elements.
3. Marketing forecasts of future demand determine , allocation of sales force effort,
» and .
4. Manufacturing forecasts determine ) , and in — plant inventory de-
cisions.

5. It is imperative that a firm should undertake some type of demand forecasting and comnmmicate

the results to the marketing, manufacturing and logistics departments.
» or other methods can help develop such forecasts.

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

k4 ’

2

,and " .Material 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.

III. Translation; .

LYRABRY— N EEE R RERREYN = BN RS, OB ERE N
HIRX PR AUBHER, CREENEEERTR(SE KBEH KB ERES . ABE
) AR W BRER R A 3T . RN BUR (0 45 0055 S A0 5 8 B oA 0 L B 138 1

9



EREBIIES.

2 AEPATHIAEA TG, M E MR, NHEEX LR, SRR NRH M EH
No RN EREMNEE FEIRIREHRS | FEBEHEETHES. NIROAERE,
BERBEENEMLS . F— EEBMEEPERRP T RET 08 2, @3B K
TR B S R VR A . AT RO IR ESS . —HoRH, YA T8 LT
bR, OREBENER, MR REEELNERHEREZNEDES,
NEEABRE, AR UAZHEYH O IRER,

Reading Material
International Logistics

As one writer noted“One of the most important phenomena of the 20th century has been the in-
ternational expansion of industry. Today, virtually all major firms have a significant and growing presence
in business outside their country of origin.” Furthermore, current business conditions make the distinction
between domestic and international distribution unimportant. Successful enterprises have realized that to
survive and prosper in the business environment of today and tomorrow, they must go beyond the
organizational structures and strategic approaches of the past, and adopt a worldwide, global view of
business.

Now, an increasing number of companies are becoming involved in intemational markets through
exporting, licensing, joint ventures, and ownership. This trend should continue. With this expansion in-
to global marketing comes a need to develop worldwide logistics networks. The international logistics exec-
utive will have to acquire a wide range of skills not needed in domestic logistics — skills in areas such as
international finance, documentation, political science, and foreign business practices and customs. As
the firm expands intemationally, the concepts of an integrated logistics management and total cost trade —
off analysis become even more complex and difficult to manage.

In the future, several trends or events are expected to occur which will have an impact on those firms
already involved in intemational logistics or those compenies anticipating such involvement. These items
include:

1. Increasing number of logistics executives with intemational responsibility and authority.

2. Expansion of the number and size of foreign trade zones.

3. Reduction in the amount of international paperwork and documentation especially the bill of lad-
ing and increase in standardization.

4. Increasing utilization of foreign warehousing owned and controlled by the exporting firm.

5. Increasing number of smaller firms engaging in exporting with larger fimns utilizing licensing,
joint venture, or direct ownership in lieu of exporting to foreign markets.

6. Domestically, especially in the United States, a trend toward foreign ownelshlp of logistics
service finms, e.g., public warehousing and transportation carriers.

7. Increasing vertical integration of the channel of distribution, including channel members from

several different countries, especially in the acquisition of foreign sources of supply for certain raw
materials.
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As firms identify customer markets in foreign countries, they must establish logistics systems to
provide the products and services demanded. The single most significant development in international
logistics will be the increasing sophistication and expertise of global logistics executives and

departments.
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