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% Chapter 1 Overview of Logistics

Guide to Text

The main mission of this chapter is to make the reader have a clear concept of logistics and lo-
gistics management after reading the whole chapter. In addition, you will know what the elements of

logistics are and how the logistics management develops after learning the text.

Text

Unit 1 Introduction to Logistics

The term “logistics” originally comes from the moving, lodging and supplying of troops. Mili-
tary commanders have always been aware of the importance of good logistics to the success of their
campaigns. Many military failures have arisen from failure to maintain a logistic line of communica-
tion. The term involves not only the movement of goods, but also of people, as well as housing and
feeding them. Before the material, food and accommodation can be supplied, they must first be ob-
tained from somewhere. It may be bought “off the shelf” , but if it is not readily available it must be
designed and made. Logistics is also described as the art of achieving the “six rights” ; they are get-
ting the right things, in the right quantity, to the right place, at the right time, in the right condition
and at the right price. !

In the business world, however, the concept of “logistics” is applied solely to “Material Re-
plenishment Programs” (MRP) and is confined to the manufacturing sector at the beginning. There-
fore the extension of concept to' company operations is a relatively new one and the earliest dates
back to the 1950s in the USA.

Logistics starts with the provision of raw materials and semi-finished goods for the manufacturing
process, and finishes up with the physical distribution and after-sales service of products.

Economically, this creates a new source of profit characterized by the development of mass dis-
tribution and attention to service quality. The two basic objectives in practicing business logistics,

cost reduction and time saving, have enabled companies to profit not only in performance and quality
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but also in customer satisfaction. '*’

Operationally, companies have realized the different aspects of logistics instead of viewing them
as separate processes, thus substantial saving can be made within their business outgoing expendi-

ture.

Definition of Logistics

What is logistics in the sense that it is understood today? There are a number of definitions of
what is understood by the word “logistics” and, in some senses, the use of the word is simple,
while in others it is more complex. The following definitions will help understand the term:

Logistics ( business definition ) ; Logistics is defined as a business planning framework for the
management of material, service, information and capital flows. It includes the increasingly complex
information, communication and control systems required in today’s business environment.

—(Logistics Partners Oy, Helsinki, FI, 1996)

Logistics ( military definition) : The science of planning and carrying out the movement and ma-
intenance of forces. . . those aspects of military operations that deal with the design and development,
acquisition, storage, movement, distribution, maintenance, evacuation and disposition of material ;
movement, evacuation, and hospitalization of personnel; acquisition of construction, maintenance,
operation and disposition of facilities; and acquisition of furnishing of services.

——(JCS Pub. 1-02 excerpt)

Logistics: The procurement, maintenance, distribution, and replacement of personnel and ma- '
terial.

——( Websters Dictionary)

Logistics; 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 meeting customer requirements.

——(Reference: Canadian Association of Logistics Management,
http ;: //www. calm. org/ calm/ AboutCALM/ AboutCALM. html, 12 Feb. , 1998)

Logistics: Logistics is the science of planning and implementing the acquisition and use of the
resources necessary to sustain the operation of a system.

——(Reference: ECRC University of Scranton / Defense Logistics Agency included with per-
mission from: HUM—The Government Computer Magazine “Integrated Logistics” December 1993,
Walter Cooke)

From these definitions logistics can be briefly described like this: Logistics means having the
right thing, in the right place, at the right time. But in this book the underlying concept might be
defined as follows

Logistics is the process of strategically managing the procurement, movement and storage of ma-
terials, 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
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cost-effective fulfillment of orders.
This basic definition will be extended and developed as time goes by, but it makes an adequate

starting point.

Role of Logistics

Let us now have a look at how logistics works. It is important to recognize the importance of a
dynamic balance between the minute details and the main elements involved in a product. The role
of logistics is to maintain that balance. Once the firm realizes the importance of logistics it is neces-
sary that the firm make full and efficient use of logistics. The first step is to create a buyer value for
the customer and a strategic value for the firm.

The customer is the most important asset for a company. He drives the entire supply chain in-
cluding manufacturing, marketing and logistics. Hence it is important for a firm to have a clear un-
derstanding of what the customer demands and to keep up with the customers’ expectations. Once a
company has a clear understanding of its customers’ requirements it must devise a strategy on how to
use logistics to achieve it. This means that the company has to have a clear understanding or assess-
ment of company’ s strategic direction. '

Now let’ s take a look at the various steps involved in a logistics strategy development and plan-
ning process.

Visioning : this includes the systematic development of an organizational consensus regarding
the key inputs to the logistics planning process as well as identification of the potential alternative lo-
gistics approaches. This is an important step for the following reasons:

1. Help define a strategic direction for the company and also get a clear understanding of
the role of logistics.

2. Get a clear idea of the requirements of the various segments of customers.

3. Have a look at the various factors that would affect the strategy of the company.

4. Define alternative strategies and also the scope of the planning effort.

Strategic Analysis: this involves taking a look at the various components involved in the
process and selecting the best logistics process among the alternatives. These components, which are
to be reviewed, are revealed during the first step. This may include from revamping the entire
process to assessing how a single component can be used more effectively.

Planning; this involves the assembling of a plan that outlines the mission and goals for the lo-
gistics function and the programs and activities to achieve these goals. Logistics planning is an itera-
tive process. The plans have to be redefined every year to improve the quality of performance.

Managing Change: this involves effective management to implement enhanced ways of con-
ducting business. The management should keep changing the plans in accordance with the change in

the market and also coach the organization to effectively embrace this change.
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Elements of Logistics

A logistics system can include many different functional activities such as procurement, trans-
portation, storage, materials handling, inventory control, packaging, information, order processing,
customer service levels, demand forecasting, distribution communications, plant and warehouse site
locations, return goods handling ( reverse distribution) , etc. One logistics system does not fit all
companies, so the number of activities in a logistics system can vary from company to company. The
basic activities are described briefly below.

Procurement ( Purchasing)

The procurement is the process of obtaining all the goods and services required by an organiza-
tion from external sourcing. Since these inputs can have a direct impact on both the cost and quality
of the final product/service offered to the consumer, this activity is vital to the overall success of the
logistics effort.

Transportation

Transportation is an element that pervades the entire logistics, rather than being a separate ele-
ment of it. It refers to the physical movement of goods from a point of origin to a point of consump-
tion and can involve raw materials being brought into the production and/or finished goods shipped
out to the customer. *! Transportation has assumed a greater role in many logistics systems.

Storage and Materials Handling

Storage encompasses the tasks necessary to manage what space is needed ; material handling is
concerned with the movement of goods within that space. Thus, the former would consider issues re-
lated to warehouse number, size, layout, and design; the latter would focus on the systems needed
to move goods into, through, and out of each facility. Obviously, an organization’s inventory policies
have a direct impact on their storage and handling needs.

Inventory Control

Inventory control deals with balancing the cost of maintaining additional products available
against the risk of not having those items when the customer wants them (i. e. the cost of lost
scales). This task has become more complex as firms have gradually lowered inventory levels. It is
not doubted that holding inventory costs money, so firms do not want to have any more than that is
absolutely necessary to keep the customers satisfied. Although all of the interest focuses on reducing
inventories, the fact remains that they are still necessary for serving customers in a given market.
The challenge in this situation is to manage the rest of the logistics system to coordinate the lack of
inventory so that customer service does not suffer.

Packaging

Packaging focuses on protecting the product while it is being shipped and stored. Too much
packaging increases costs while inadequate protection can result in merchandise damage and, ulti-
mately, customer dissatisfaction. Furthermore, since every bit of packaging is ultimately discarded,

logistics managers must also consider the societal costs associated with waste disposal. Increasingly,
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firms are working to develop materials that provide requisite levels of protection yet are recyclable or
quickly biodegradable.

Information

Flow of information in logistics is as fundamental as the flow of goods and materials. The whole
logistics process is kept moving by the supply of information and communication. Such information
flows occur not only internally within companies, but also between external suppliers, contractors,
and customers. Indeed, firms are now linking their internal logistics information systems with those
of their venders and customers as a means of adding more value to the entire channel. Such an open
exchange of information can result in faster order placement, quicker benefit delivery, and greater

accountability throughout the logistics process.

New Words and Expressions

provision n. HERT ; BERY fh
procurement n. KAg ; BAg
implement . B LB AT
fundamental adj. FAH R FA Y

n. AR ; FeA 3R
strategic adj. AR B Y 5 R B Y
storage n. FEf#
materials handling JFOBH R 3 W eliE i
mission n. 1£55 s {fidn
cost-effective adj. AN B R
physical distribution SLAKRAL %
raw material JEA1 K
inventory control FFheiEl
internal adj. AR

Notes

[ 1]Logistics is also described as the art of achieving the “six rights” ; they are getting the right
things, in the right quantity, to the right place, at the right time, in the right condition and at the
right price.

PR N REAR R “6R” , B4 A RKBGE MW & LUE SRR 758 YR RS
2y 1] B Al X B0 G SR LE AR

[2]The two basic objectives in practicing business logistics, cost reduction and time saving,
liave enabled companies to profit not only in performance and quality but also in customer satisfac-

tion.

JRAR G AN A B Rl 55 AL FR A BN EE A H AR, X B BARE Rk M3 A UK B
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[3]1t refers to the physical movement of goods from a point of origin to a point of consumption

and can involve raw materials being brought into the production and/or finished goods shipped out to
the customer.

EHAE Y i M BERLIR 3 — H R S 2 R M SR L B RS S AR, B AR FUR R 3K |
A —H B BA R N AN RE PPN TR,

Exercises

I . Answer the following questions according to the text:.

1. What on earth is logistics ?

2. What are the elements included in logistics?

3. Is logistics important in social economy? Why?

II. Please translate the following sentences into Chinese .

1. The term “logistics” originally comes from the moving, lodging and supplying of troops.

2. Operationally, companies have realized the different aspects of logistics instead of viewing
them as separate processes, thus substantial saving can be made within their business outgoing ex-
penditure.

3. Once the firm realizes the importance of logistics it is necessary that the firm make full and
efficient use of logistics.

4. Hence it is important for a firm to have a clear understanding of what the customer demands
and to keep up with the customers’ expectations.

Il. Topics for discussion

Try to describe the word “logistics” in your own words.

Unit 2  Introduction to Logistics Management

Logistics Management

Logistics management is part of the supply chain which plans, implements and controls the effi-
cient, effective forward and reverse flow and storage of goods, services and related information be-
tween the point of origin and the point of consumption in order to meet customers’ requirements. A
professional working in the field of logistics management is called a logistician.

The Chartered Institute of Logistics & Transport (CILT) was established in the United Kingdom
in 1919 and was granted the Royal Charter in 1926. The Chartered Institute is one of professional
bodies or institutions for the logistics & transport sectors, which offers professional qualification or

degree in logistics management.
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Evolution of Logistics Management Concept

Above all, logistics management concept has evolved over the last three decades from the nar-
rowly defined distribution management to the integrated management and to the global supply
chains. "’

Physical Distribution

The first phase of the logistics management concept began during the 1960s to replace the frag-
mented management by physical distribution management. Physical distribution is the term applied
to the broad range of activities concerned with efficient movement of finished products from the end
of the production line to the consumer. These activities include functions such as freight transport,
warehouse location, order processing, market forecasting and customer service. The main focus of
physical distribution is on the rationalization of the relationship between the firm and its customers.

Internally Integrated Logistics

Logistics management has experienced the second transformation in 1980s. The experience dur-
ing 1960s and 1970s suggested thal the physical distribution function should be integrated with pre-
production activities such as material sourcing and work-in-process inventory to form a total material
flow management.

Material flow was thought to be a process that involved horizontal movement of inventory from
the time the raw material was delivered until the time when an account receivable was recorded by
the firm (a sale made and the prodilct shipped). Emphasis varied from the minimization of the level
of inventory to the speed of processing ( e. g. inventory velocity ). These logistics management tech-
niques were primarily understood at the level of individual firm, but it has little impact on the im-
provement in the overall efficiency of the national economy.

Externally Integrated Logistics

This integrated logistics management approach has made the third evolution in the early 1990s
and beyond. It has extended the concept beyond one firm to all firms involved in the whole supply
chain, outsourcing the internally supplied materials and products to external suppliers. This open
idea of enterprises offered firms an opportunity to view the relationship with vendors, suppliers, third
party logistics support agents and customers in a different way, each forming a part of the channel.
Participants in the channel gain competitive advantage through improving the overall channel effi-
ciency by reducing risk and effectively leveraging the corporate resources of each channel member.
Coupled with the recent development of electronic data interchange ( EDI), this approach began to
bring about a broader impact on macro economic efficiency.

Global Supply Chain Management

The fourth evolution has taken place in the form of the global logistics management, which has
been applied by MNCs ( Multi-national Corporations). With declining profit margin in the domestic
market and in face of need of continued business expression, these corporations are seeking new

worldwide markets on an unprecedented scale. Global marketing and sale initiatives are the trend to-
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ward which MNCs are increasingly gearing up. This trend for internationalization, in turn, requires
much more sophisticated management techniques over the entire process of the commodity movement
from the countries of origins to the countries of destinations. Moving a wide variety of products
around the world 24 hours a day,365 days a year requires logistics management techniques signifi-
cantly different from those developed for domestic markets. Close linkage of all players in the global
supply chains requires the logistics management underpinned by the international EDI system. This
globalization of business activities is a major factor reshaping the international trading activities to

which all countries are required to adjust by adapting their institutional frameworks.
Mission of Logistics Management

The underlying philosophy behind the logistics management concept is that of planning and co-
ordinating the materials flow from source to user as an integrated system rather than, as was so often
the case in the past, managing the goods flow as a series of independent activities. 2] Thus under a
logistics management regime the goal is to link the marketplace, the distribution network, the manu-
facturing process and the procurement activity in such a way that customers are serviced at higher
levels and yet at lower cost. In other words, this means to achieve the goal of competitive advantage
through both cost reduction and service enhancement.

Logistics management, it can be argued, has the potential to assist the organization in the
achievement of both a cost/productivity advantage and a value advantage. The mission of logistics
management is to plan and coordinate all those activities necessa;'y to achieve desired levels of deliv-
ered service and quality at the lowest possible cost. Logistics must therefore be seen as the link be-
tween the marketplace and the operating activity of the business. The scope of logistics spans the or-
ganization, from the management of raw materials to the delivery of the final product.

Logistics management is the means whereby the needs of customers are satisfied through the co-
ordination of the materials and information flows that extend from the marketplace, through the firm
and its operations and beyond that to suppliers. To achieve this company-wide integration clearly re-
quires a quite different orientation than that is typically encountered in the conventional organization.

For example, for many years marketing and manufacturing have been seen as largely separate
activities within the organization. At best they have co-existed, at worst there has been open war-
fare. Manufacturing priorities and objectives have typically been focused on operating efficiency,
achieved through long production runs, minimized set-ups and changeovers and product standardiza-
tion. On the other hand, marketing has sought to achieve competitive advantage through variety,
high service levels and frequent product changes.

In today’s more turbulent environment there is no longer any possibility of manufacturing and
marketing acting independently of each other. The internecine disputes between the “barons” of
production and marketing are clearly counter-productive to the achievement of overall corporate
goals.

It is no coincidence that in recent years both marketing and manufacturing have become the fo-
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cus of renewed attention. Marketing as a concept and a philosophy of customer orientation now en-
joys a wider acceptance than ever in the western world. It is now generally accepted that the need to
understand and meet customer requirements is a prerequisite for survival. At the same time, in the
search for improved cost competitiveness, manufacturing management has been the subject of a mas-
sive renaissance. The last decade has seen the rapid introduction of flexible manufacturing systems
(FMS) , of new approaches to inventory based on materials requirements planning (MRP) and Just-
in-time (JIT) methods and, perhaps most important of all, a sustained emphasis on quality. 131

Equally there has been a growing recognition of the critical role that procurement plays in crea-
ting and sustaining competitive advantage as part of an integrated logistics process. Leading-edge or-
ganizations now routinely include supply-side issues in the development of their strategic plans. Not
only is the cost of purchased materials and supplies a significant part of total costs in most organiza-
tions, but also there is a major opportunity for leveraging the capabilities and competencies of sup-
plies through closer integration of the buyers’ and the suppliers’ logistics process.

In this scheme of things, logistics management is therefore essentially an integrative concept
that seeks to develop a system-wide view of the firm. It is fundamentally a planning concept that
seeks to create a framework through which the needs of the marketplace can be translated into a
manufacturing strategy and plan, which in turn links into a strategy and plan for procurement. Ideal-
ly there should be a “one-plan” mentality within the business, which seeks to replace the conven-
tional stand-alone and separate plans of marketing, distribution, production and procurement. This,

quite simply, is the mission of logistics management. (4]

New Words and Expressions

evolution n. Ak AR

conventional adj. TRBIHY s B LR ;550

internecine adj. PO Y ; AR RS

return goods handling Bl 4k 2

reverse distribution B i) o EC  [mDcCiie)

managing change AR

Just-in-time ( JIT) 7 BT 4]

lean thinking LR oY

third-party logistics B=HYR

EDI abbr. (electronic data interchange ) B, T ${#E 3¢

counter-productive adj. A HUH BAR 5 KA =1
Notes

[ 1] Above all, logistics management concept has evolved over the last three decades from the

narrowly defined distribution management to the integrated management and to the global supply
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chains.

SRR, R 0 30 AFM), I EEMAE R RET T 3 M B FI AR E 4
BE RN EE,

[2] The underlying philosophy behind the logistics management concept is that of planning and
coordinating the materials flow from source to user as an integrated system rather than, as was so of-
ten the case in the past, managing the goods flow as a series of independent activities.

Wy AR AR A BT 2 B SRR R IR SK BIR P A S B T R R R g
EESRE , MARBR AN BIARE H 0 R YiE e B ER— R IIMS TS,

[3] The last decade has seen the rapid introduction of flexible manufacturing systems (FMS) ,
of new approaches to inventory based on materials requirements planning ( MRP) and Just-in-time
(JIT) methods and, perhaps most important of all, a sustained emphasis on quality.

BJAE— B BUIE T P18 R 48 (FMS) B K3 & R R T YRk K 11K (MRP) Fi i
B (JIT) BB B Rl O v, WIF R BB, X IR B AT E ML,

[4] Ideally there should be a “one-plan” mentality within the business, which seeks to replace
the conventional stand-alone and separate plans of marketing, distribution, production and procure-
ment. This, quite simply, is the mission of logistics management.

IR bR, BEZA A TR BB, RBURE S o8 AR RBUX S G ey AHE
WAL R, X RIERYRE B ERTE.

Exercises

1. Answer the following questions according to the text;

1. What on earth is logistics management?

2. What is the mission of logistics management?

3. Is logistics management important in social economy? Why?

II. Please translate the following sentences into Chinese :

1. Logistics management is part of the supply chain which 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.

2. The Chartered Institute is one of professional bodies or institutions for the logistics & trans-
port sectors, which offers professional qualification or degree in logistics management.

3. The mission of logistics management is to plan and coordinate all those activities necessary to
achieve desired levels of delivered service and quality at the lowest possible cost.

4. For example, for many years marketing and manufacturing have been seen as largely sepa-
rate activities within the organization.

. Topics for discussion

How to understand the concept of logistics management?
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Supplementary Reading Materials

History of Logistics / Supply Chain Management

Logistics has always been a critical part as one of the 4P in Marketing: product, place, price

and promotion. The “place” component ensures the product is at the right place, at the right time,
.in the right quantity and the right quality. Read about how the logistics discipline started and where

it is headed.

Military Roots

Logistics received recognition in military operations during World War II. It gained its momen-
tum as it contributed to the effective distribution of machinery and supplies to troops. A service de-
livery failure here may mean an increase in unnecessary fatalities. Peter Drucker (a business guru in
the 1960’ s) identified logistics as a growing concern within business.

Deregulation

As the economies in North America evolved in the 1970’ s and 1980’ s, transportation deregu-
lation changed the competitive landscape of business. Carriers were free to charge their customers
(shippers) at a competitive rate for their shipments. Warehousing companies that typically acted as
surplus inventory storage locations married up with transportation companies to offer customers full-
service solution capabilities. This formed the beginning of the 3rd party logistics business and paved
the way for outsourcing logistical activities.

Globalization

With the advent of globalization, firms began to seek ways of cutting their production costs.
Thus, multi-national corporations re-located their factories of production to low-wage countries to
gain a competitive advantage. Increasingly, more and more countries are joining the World Trade
Organization ( WTO) and opening their country to foreign capital investment ( most recently in Chi-
na). Retail giants like Wal-Mart exploit these new efficiencies and increase their imports from new
emerging economies to reduce product prices in their stores. Thus, the new challenge is how to man-
age the product and information flows around the world. The increased pressure on managing these
operations further underscored the importance of logistics as an area for optimization.

Information Technology

Another contributor that led to an increased presence for logistics was the explosion in informa-
tion technology and use of computers throughout the 1980’ s and onwards. The cost of computing has
decreased year after year since then and computing power rose exponentially. The use of the Internet
and increased bandwidth capacity further enhanced and enabled quick connectivity and collaborative
relationships that reduced inventories and created a Just-In-Time operating opportunity for organiza-
tions. These efficiencies reduced errors, increased fill-rates and cut overall operating costs for organ-

1zations.
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Supply Chain Management

As the above factors fuelled efficiencies, logistics gained more prominence in organizations. A
natural extension was to link the logistical operations from each firm to the entire supply chain. The
new paradigm became known as the “systems approach” to supply chain management and introduced
the concept of trade-offs. In order to achieve least total supply chain cost, operational integration of
the 5 main areas of logistics must be simultaneously optimized; warehousing, transportation, inven-
tory, order processing and lot quantities. Optimizing any one of these areas individually will sub-op-
timize the system as a whole. For example, a single warehouse in a network would achieve the low-
est warehousing cost. This would create high transportation costs as suppliers ship over greater dis-
tances to ship products into the warehouse and conversely, outbound to its market distribution area.
The addition of a second warehouse in the network would reduce transportation costs more than the

marginal cost of operating the second warehouse, which would reduce total supply chain costs.



