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Preface

The world economy has undergone a number of major changes since the
first edition of this book, then called Strategic Physical Distribution Manage-
ment, was published in 1982. Many companies have significantly expanded
their international operations, computer technology has affected the man-
agement of both marketing and logistics functions, Congress has deregu-
lated the transportation sector to a significant degree, and management
has recognized the importance of integrating functional areas in order to
obtain a competitive advantage.

The second edition of Strategic Logistics Management has been signifi-
cantly expanded to reflect these changes, and to include state-of-the-art
logistics information and technology. We retained the basic tenets of the
previous edition but added new material to make the book more mana-
gerial and integrative. Strategic Logistics Management may be the only text
that views the management of logistics from a marketing perspective. It
integrates the areas of logistics, marketing, finance/accounting, and man-
ufacturing.

The events of the past few years have led many to the realization that
logistics has a signficant impact on our standard of living. Logistics and
logistics-related activities directly account for approximately 14 to 22 per-
cent of U.S. gross national product. Logistics activities provide approxi-
mately 15 million jobs in the United States. Investments in logistics
facilities, excluding public sources, have been estimated at approximately
half a trillion dollars. Certainly, logistics is big business; its consumption
of land, labor, and capital, and its impact on the standard of living are
€normous.

Curiously, it has been only recently—since 1960—that the business
community has taken a real interest in logistics. Marketing has performed
magnificently to generate customer demand for a multitude of products,
services, and ideas, but it has failed to focus adequately on the supply side
of the marketing equation. Traditionally, we have been more successful at
generating demand in the marketplace than we have been in satisfying
that demand once it is created. Business firms now recognize that success-
ful implementation of the marketing concept requires that the logistics
activity be well managed. Management’s new emphasis on profitability
rather than sales volume will increase the importance of logistics in the
future.
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PREFACE

Strategic Logistics Management approaches the topic from a managerial
perspective. Each chapter introduces basic logistics concepts in a format
that is useful for management decision making. Of course, the basics—
terms, concepts, and principles—are covered, but they are examined in
light of how they interrelate and interface with other functions of the
firm. In each chapter we have included examples of corporate application
of these concepts to illustrate how logistics activity can be managed to
properly implement the marketing concept.

This book includes a good balance of theory and practical application.
All the traditional logistics functions have been included. However, there
are several important topics that are unique to this text or are approached
in a different way. For example, the financial control of logistics is dis-
cussed in a separate chapter, as well as being interwoven throughout all
chapters. We have purposely taken this approach because of the impact
of logistics on the firm’s profitability. Because logistics ultimately atfects
marketing’s ability to generate and satisfy demand—and thus create cus-
tomer satisfaction—the customer service activity is emphasized early in
the book. Customer service can be considered the output of the logistics
function. For this reason, customer service provides a focal point for the
entire book, and customer service implications are considered in each of
the 18 chapters.

A number of important topics not covered in many other logistics
texts are covered in this book: order processing and management infor-
mation systems; materials management; financial control of logistics per-
formance; logistics organizations; international logistics; decision support
systems; channels of distribution; and the strategic logistics plan. Our goal
in covering these topics in addition to the traditional activities is to pro-
vide readers with a grasp of the total picture of the logistics process.

There are a number of worthwhile improvements in the second edi-
tion. We have included many more references and examples from general
management literature, such as Harvard Business Review, The Journal of
Business Strategy, Managerial Planning, and Business Horizons. This edition
covers the academic and trade literature in the area of logistics exten-
sively, and includes the most up-to-date information and examples. We
have retained those elements that are “timeless” and those that made the
first edition successful.

There are several new features in this edition. We have added Sug-
gested Readings at the end of each chapter. Margin notes have been
greatly expanded, and charts, figures, and graphs have been updated and
revised where necessary. We believe that this edition is more readable for
both the instructor and student. New and/or expanded topics include
transportation deregulation, decision support systems, channels of distri-
bution, computer technology, globalization of markets, warehouse loca-
tion, strategic planning, information systems, and customer service. This
edition includes six cases. Three of the cases are new to this edition; the
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other three have been updated and/or modified. In addition, four cases
have been provided with the instructor’s manual. Our aim has been to
present instructors and students with the best textbook on the market. We
believe that we have succeeded.

The book is divided into three major sections. The first section, Chap-
ters 1-3, provides an introduction to the logistics process by examining
logistics’ role in the economy and the firm and introducing the concept of
integrated logistics management. The second section, Chapters 4—13, pre-
sents the functional areas of logistics from a customer service perspective,
emphasizing the financial implications throughout. The topics of cus-
tomer service, transportation, warehousing, inventory management, or-
der processing and information systems, materials management, and
purchasing are discussed in detail, always with a view toward how they
can be effectively managed. The third section, Chapters 14-18, empha-
sizes the strategic aspects of logistics management from both domestic and
international perspectives. Chapter topics include decision support sys-
tems, financial control of logistics performance, logistics organizations, in-
ternational logistics, and the strategic logistics plan.

The pragmatic, applied nature of the book, its managerial orienta-
tion, and its how-to appendixes make it a must-have reference book for
present and future logistics professionals. The end-of-the-chapter ques-
tions and the case material help readers apply the material presented in
each chapter. The questions, problems, and cases are structured to chal-
lenge readers’ managerial skills. They are integrative in nature and ex-
amine issues that are important to today’s logistics executive.

James R. Stock
Douglas M. Lambert
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Objectives of This Chapter

To identify where logistics activities interface with the economic system at the
macro (society) and micro (firm) levels

To identify the relationship between logistics and marketing
To explore the historical development of the logistics function

To examine the strategic function of logistics management in the modern cor-
poration

INTRODUCTION

Few areas of study have as significant an impact on a society’s standard of
living as logistics. Almost every sphere of human activity is affected, di-
rectly or indirectly, by the logistics process.

How often have you gone to a retail store to buy an advertised prod-
uct and not found what you wanted on the shelf?

Have you ever placed an order through the mail, over the telephone,
or in person, and received the wrong merchandise?

Have you ever shipped a package to a customer in the same city or
across the country and had the item arrive damaged, or perhaps
not arrive at all?

Have suppliers in your just-in-time system ever let you down, causing
you to curtail or shut down your manufacturing operations?

When was the last time you were promised delivery of an item within
a few days and it took a few weeks?

We often don’t think of the role logistics plays in our lives until a
problem occurs. Fortunately, we usually find the items we want in the
store, receive the correct order, undamaged, and at the time it was prom-
ised.

As consumers, businesspeople, educators, government workers (or
whatever the vocation), it is important that we understand the logistics
process. This chapter shows you where logistics activities interface with
the economic system at the macro (society) and micro (firm) levels. You
will see the relationship between logistics and marketing. And the histor-
ical development of the logistics function is presented to help you under-
stand its strategic role in the modern corporation.

LOGISTICS’ ROLE IN THE ECONOMY

The rising affluence of consumers has led to increased national and inter-
national markets for goods and services. Thousands of new products have
been introduced in this century and are sold and distributed to customers
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Logistics Is Big
Business

Logistics and
the Nation’s
Productivity

in every corner of the world. Business firms have increased in size and
complexity to meet the challenges of expanded markets and the prolifer-
ation of new products. Multiple-plant operations have replaced single-
plant production. The distribution of products from point-of-origin to
point-of-consumption has become an enormously important component
of the GNP of industrialized nations.

In the United States, for example, the contribution of manufacturing
has declined in recent years to a point where it accounts for approxi-
mately one quarter of the GNP.! In contrast, logistics has increased in
importance to a point where it now contributes between 14 and 22 per-
cent of GNP.2 U.S. industry in 1982 spent an estimated $240 billion on
freight transportation,® more than $55 billion on warehousing and stor-
age, and more than $100 billion to administer, communicate, and manage
the logistics process—a total of over $400 billion.* Logistics and related
activities provided almost 15 million jobs—about 14 percent of the total
U.S. labor force.® Investment in transportation and distribution facilities,
not including public sources, is estimated to be in the hundreds of billions
of dollars. Considering its consumption of land, labor, and capital, and its
impact on the standard of living, logistics is clearly big business.

As a significant component of GNP, logistics affects the rate of infla-
tion, interest rates, productivity, energy costs and availability, and consum-
erism. One study reported that the average U.S. company could improve
its logistics productivity by 20 percent, and some firms identified oppor-
tunities for improvement of 35 percent or more.® Improvements in our
nation’s productivity have positive effects on the prices we pay for goods
and services, the balance of national payments, the value of the dollar,
our ability to compete more effectively in international markets, industry
profits (the higher productivity implies lower costs of operation to pro-
duce and distribute an equivalent amount of product), our ability to ward
off foreign competition, the availability of investment capital, and eco-
nomic growth, leading to a higher level of employment.

James E. Morehouse, “Improving Productivity in Logistics,” Handling ¢ Shipping
Management Presidential Issue, 1984-1985 25, no. 10 (September 1984}, p. 9.

2Various sources estimated logistics’ contribution to GNP differently. Although there
is disagreement as to the exact percentage, all sources agree that the level of contribution
is significant. See Robert V. Delaney, “Distribution Productivity: Old Myths and New
Realities,” speech presented to the Western New York Roundtable of the National Council
of Physical Distribution Management, Rochester, N.Y., 1984,

3Steve Tinghitella, “What Transportation Deregulation Means to Shippers and Car-
riers,” Dun's Business Month 123, no. 1 (January 1984), p. 95.

“Robert V. Delaney, “Distribution Productivity.”

5john J. Coyle and Edward ]. Bardi, The Management of Business Logistics, 3rd ed. (St.
Paul, Minn.: West Publishing, 1984), p. 40.

SWendell M. Stewart and James E. Morehouse, “Improving Productivity in Physical
Distribution—A $40 Billion Goldmine,” in Proceedings of the Sixteenth Annual Conference of
the National Council of Physical Distribution Management, 1978, pp. 2 and 5.



