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Preface

In today’s highly competitive, global marketplace the pressure on orga-
nizations to find new ways to create and deliver value to customers
grows ever stronger. Gradually, in emerging economies as, well as mature
markets, the power of the buyer has overtaken that of the customer.

The rules are different in a buvers” market. In particular customer
service becomes a key differentiator as the sophistication and demands
of customers continually increase.

At the same time, market maturity combined with new sources of
global competition has led to over-capacity in many industries leading
to an inevitable pressure on price. Price has always been a critical com-
petitive variable in many markets and the signs are that it will become
even more of an issue as the ‘commoditization’ of markets continues.

It is against this backdrop that the discipline and philosophy of logis-
tics and supply chain management has moved to the centre stage over
the last two decades. The concept of integration within the business
and between businesses is not new, but the acceptance of its validity by
managers is. There has been a growing recognition that it is through
logistics and supply chain management that the twin goals of cost
reduction and service enhancement can be achieved. Better manage-
ment of the ‘pipeline’ means that customers are served more effectively
and yet the costs of providing that service are reduced.

This is the focus of this second edition of Logistics and Supply Chain
Management. The basic themes and underlying structure of the book have
not changed from the first edition but as ideas progress and best practice
gets even better, the need for revision and up-dating becomes inevitable.

In preparing this new edition I have been considerably assisted by
Helen Peck who has researched and contributed many of the case
examples and by Tracy Brawn who skillfully created order out of chaos
in producing the finished manuscript. I am grateful to them both.

Martin Christopher
Professor of Marketing & Logistics
Cranfield School of Management
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LOGISTICS AND SUPPLY GHAIN MANAGEMENT

This chapter:

Introduces the concept of logistics with a brief review
of its origins in military strategy and its subsequent
adoption within industry.

Highlights the principles of competitive strategy and
the pursuit of differentiation through the develop-
ment of productivity and value advantage.

Explains the concept of the value chain and the inte-
grative role of logistics within the organization.

Describes the emerging discipline of supply chain
management, defining it and explaining how and why
it takes the principles of logistics forward.

Explains the rise of the virtual organization and the
factors which have precipitated the emergence of
supply chain management.

b, T A



LOGISTICS AND COMPETITIVE STRATEGY

In the early part of 1991 the world was given a dramatic example of
the importance of logistics. As a precursor to 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 tonnes of
material and supplies were airlifted 12,000 kilometres with a further
2.3 million tonnes of equipment moved by sea — all of this achieved in a
matter of months.

Throughout the history of mankind wars have been won and lost
through logistics strengths and capabilities — or the lack of them. It has
been argued that the defeat of the British in the American War of
Independence can largely be attrib-
uted to logistics failure. The British
Army in America depended almost

Itis only in the recent past that
. . ) business organizations have
entirely upon Britain for supplies. At o000 recognize the vital impact

thC helght Of the war there were "]at Iogistics management can
12,000 troops overseas and for the have in the achievement of
most part they had not only to be competitive advantage.

equipped, but fed from Britain. For

the first six years of the war the administration of these vital supplies
was totally inadequate, affecting the course of operations and the
morale of the troops. An organization capable of supplying the army
was not developed until 1781 and by then it was too late.!

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’.

However whilst the Generals and Field Marshals from the earliest
times have understood the critical role of logistics, strangely it is only in
the recent past that business organizations have come to recognize the
vital impact that logistics management can have in the achievement of
competitive advantage. This lack of recognition partly springs from the

3



LOGISTICS AND SUPPLY GHAIN MANAGEMENT

relatively low level of understanding of the benefits of integrated logis-
tics. Arch Shaw, writing in 1915, pointed out that:

‘The relations between the activities of demand creation and physical
supply ... illustrate the existence of the two principles of interdependence
and balance. Failure to co-ordinate any one of these activities with its
group-fellows and also with those in the other group, or undue emphasis
or outlay put upon any one of these activities, is certain to upset the.equi-
librium of forces which means efficient distribution.

... The physical distribution of the goods is a problem distinct from
the creation of demand ... Not a few worthy failures in distribution cam-
paigns have been due to such a lack of co-ordination between demand

creation and physical supply ...
Instead of being a subsequent problem, this question of supply must
be met and answered before the work of distribution begins.”

It has taken a further 70 years or so for the basic principles of logistics
management to be clearly defined.

What is logistics management in the sense that it is understood
today? There are many ways of defining logistics but the underlying
concept might be defined as follows:

Logistics is the process of strategically managing the procurement,
movement and storage of materials, parts and finished inventory (and
the related information flows) through the organization and its
marketing channels in such a way that current and future profitability
are maximized through the cost-effective fulfilment of orders.

This basic definition will be extended and developed as the book
progresses, but it makes an adequate starting point.

Competitive advantage

A central theme of this book is that effective logistics management can
provide a major source of competitive advantage — in other words a
position of enduring superiority over competitors in terms of customer
preference may be achieved through logistics.

The bases for success in the marketplace are numerous, but a simple
model is based around the triangular linkage of the company, its
customers and its competitors ~ the “Three C’’. The “Three C’s’ in.




LOGISTICS AND COMPETITIVE STRATEGY

question are: the customer, the competition and the company. Figure
1.1. illustrates the three-way relationship.

Customers

Needs seeking benefits
at acceptable prices

A_;sets_ & Cost Assets &
utifization differentials utilization
Company Competitor

Fig. 1.1 Compelitive advantage and the ‘three C's’

Source: Ohmae, K., The Mind of the Strategist, Penguin Books, 1983

The source of competitive advantage is found firstly in the ability of the
organization to differentiate itself, in the eyes of the customer, from its
competition and secondly by operating at a lower cost and hence at
greater profit. ' ,

Seeking a sustainable and defensible competitive advantage has
become the concern of every manager who is alert to the realities of the
marketplace. It is no longer acceptable to assume that good products
will sell themselves, neither is it advisable to imagine that success today
will carry forward into tomorrow.

Let us consider the bases of success in any competitive context. At its
most elemental, commercial success derives either from a cost advan-
tage or a value advantage or, ideally, both. It is as simple as that — the
most profitable competitor in any industry sector tends to be the lowest
cost producer or the supplier providing a product with the greatest per-
ceived differentiated values. :

Put very simply, successful companies either have a productivity
advantage or they have a ‘value’ advantage or a combination of the
two. The productivity advantage gives a lower cost profile and the
value advantage gives the product or offering a differential ‘plus’ over
competitive offerings.

Let us briefly examine these two vectors of strategic direction.



