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Unit One

An Introduction to Logistics

Text Oné

Profile of Logistics

Logistics played a vital role in wars.

In 1991, the Gulf War gave the world a dramatic example of the importance of logis-
tics. As a precursor to the war, the United States and its allies moved huge amounts of ma-
terials over great distance in what were thought to be impossibly short time. Half a million
people and over half a million tons of materials and supplies were airlifted 12,000 kilome-
ters with a further 2. 3 million tons of equipment moved by sea—all of this achieved in a
matter of months.

In the Second World War, the Allied Forces’ invasion of Europe was also a highly
skilled exercise in logistics. Some people said the battle was won or lost by quartermasters.

Though 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 can have in the achievement of com-
petitive advantage. This lack of recognition partly springs from the relatively low level of
understanding of the benefits of integrated logistics. It has taken a further 70 years or so for
the basic principles of logistics to be clearly defined.

Concept of Logistics
What is logistics in the sense that it is understood today? There are a number of defi-

nitions of what is understood by the word logistics and, in some senses, the use of the
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word is simple, while in others it is more complex. The following definitions will* help un-
derstand the term;
‘ Logistics: The procurement, maintenance, distribution, and replacement
of personnel and material.
—Webster’ s Dictionary
Logistics ( business deﬁmtxon) 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
Logistics: The process of planning, implementing, and controlling the effi-
cient, 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.
—(Canadian Association of Logistics Management
Logistics: The art of maintaining control over worldwide supply chains by a
combination of transport, warehousing skills, distribution management and infor-
mation technology.
—Benson, D. and Whitehead, G. , Elements of Transport and Logistics
Logistics: The process of strategically managing the movement ‘and storage
of raw materials, component parts and finished goods throughout the business
from suppliers to final delivery to customers.
—Christopher, M. , Logistics: The Strategic Issues
From these definitions, we can define logistics as follows
Logistics is the process of strategically managing the procurement, movement and
storage of materials, parts and finished ihventory ( and the related information flows )
through the organization and its marketing channels in such a way that the current and fu-
ture profitabilities are maximized through the cost-effective fulfillment of orders. -
This basic definition will be extended and developed as time goes by, but it makes an
adequate starting point.

Activity of Legistics System
Logistics involves the total movement of materials through the enterprise, including
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the movements of documents and other facilitators. to movement. It includes the manage-
ment of the interruptions to movement, such as storage. Logistics can enly be successfully
undertaken as an integrated activity in the business environment if it is allied to informa-
tion systems.

A logistics system can be composed of many different functional activities, including
customer service, demand forecasting, order processing, procurement, production plan-
ning, packaging, storage, materials handling, inventory management, ,transportationl , fa-
cility location, salvage and scrap disposal, return goods handling, information processing
etc. ,

In addition, manufacturing and retail companies have been able to contract out parts
of their logistics operation to third parties like distribution companies, while still retaining
effective control by the use of accurate and timely information igansfer. This information
transfer involves the use of the latest developments, such as satellite technology, bar-
codes, hand-held terminals, EDI and EPOS. The use of open information systems provi-
ding clearer, more reliable information can be shared by different organizations using elec-
tronic data transfer and enabling the development of a logistics chain. These developments
can result in reduced lead time from ordering a product to delivery and lower invéntory be-
cause of better production and distribution planning, reduced total logistics costs and bet-

ter customer service.

Words & Expressions

precursor n. 5K, Rl &

ally v /n. 5 BRI
quartermaster n ? R 'E'

integrated  adj. AR, B, — LK)
procurement 1. Rl AL ; K45, B
maintenance - n. P27l

distribution n. yon::

framework n. . %R ER

implement . BAT

inventory n. PEAF

a matter of K4 :

spring from ERT KRBT



4 YIRS

lead time AT E AT

salvage and scrap disposal FR{H K kb5

in-process FEH &
Exercises

Choose the best answer according to the text:
1. The benefits of logistics were initially recognized in which area? ( ).
A. Business area B. Military area C. Civil area D. Political area
2. From the Second World War, people drew a conclusion that nowadays war was won
or lost by ( ).

A. military technolagy B. wise direction

C. supply of money D. quartermasters -

3. Leading-edge logistics can not be successfully undertaken as an integrated activity
in the business environment without the help of ( ).

A. management B. government

C. information technology D. partners

4. According to Webster’ s Dictionary, logistics activities also handle ( ) besides
material.

A. personnel B. service C. information D. asset
Text Two

Integration in Logistics Management

Nowadays, integration has been one of the dominant themes in the development of lo-
gistics management. This development began around forty years ago with the integration at a
local level of transport and warehousing operation into physical distribution systems. Today,
many businesses are endeavoring to integrate supply networks that traverse the globe, com-
prise several tiers of suppliers and distributors, and use different transport modes and carri-
ers. The process of integration has changed the way that companies manage the transporta-
tion, storage, and handling of their products. Traditionally, these activities were viewed as
basic operations subservient to the needs of the functions. Their integration into a logistics

system has greatly enhanced their status and has given them a new strategic importance.
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The process of logistics integration can be divided into four stages:

The first stage in the process is generally considered to have been the “revolution in
physical distribution management” which began in the early 1960s in the USA and in-
volved the integration into a single function of activities associated with the outbound distri-
bution of finished goods. Formerly, logistics was a fragmented and often uncoordinated set
of activities spread throughout various organizational functions with each. individual func-
tion having its budgets and priorities and measurements. Separate distribution departments
were created which, for the first time, were able to coordinate the management of trans-
port, warehousing, inventory management, materials handling, and order processing.

The second stage is generally known as “materials management” which means the
general principle in physical distribution management (PDM) is subsequently applied to
the inbound movement of materials, components, and subassemblies. By the late 1970s,
many firms had established “logistics departments” with overall responsibility for the
movement, storage, and handling of products upsiream and downstream of the production
operation. This enabled them to exploit high-level synergies, share the use of logistics as-
sets between inbound and outbound flows, and apply logistical principles more consistently
across the business. .

Within the third stage, “systems integration” occurred, many firms tried to coordi-
nate logistics more closely with other functions; it means that a logistics system with cross
-functional integration should achieve greater results than one deficient in coordinated per-
formance. With the emergence of business process re-engineering ( BPR) in the early
1990s, the relationship between logistics and related functions was redefined. BPR identi-
fies a series of core processes that cut across traditional functional boundaries and are es-
sentially customer-oriented. Effective management of these processes requires the develop-
ment of new working relationships between functions and the formation of more eross-func-
tional teams.

And, in the fourth stage, the main driver of the Supply Chain Management (SCM)
over the past 20 years has unquestionably been the desire to minimize invento-
ry. Uncertainty about the behavior of suppliers and customers causes firms to accumulate
buffer stock. More open exchange of information and closer integration of logistics activities
enable companies to cut lead time and reduce stocks, to their mutual advantage and the
benefit of the supply chain as a whole.

It is difficult to define the exact chronology of the process of integration as it has dif-
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fused at different rates across industrial sectors, countries, and company size catego-
ries. There are still many small and medium-sized businesses that have not yet embraced
fully the principles of PDM and whose distribution management is still highly fragmen-
ted. While at an individual company level the process of logistics integration has proceeded
at varying rates, the sequencing of the four stages has been more regular. There is general
agreement that companies must integrate their internal logistics operations before attemp-
ting to link these operations with those of external suppliers and distributors. ,

In fact, the application of new technology has been the principal force in moving
firms from stage 1 to stage 2 (functional integration ). The transition to stage 3 (internal
integration) involves primarily a change in organizational structure, while to attain stage 4

(external integration) management must undergo a major attitudinal change.

‘Words & Expressions

Integration n. BE,—

traverse . Ed ERREFR(EHBEX)

subservient adj. WEM,\NBH

fragmented  adj. WA, S EFFH

budget n. mE

synergy n. e, E AR

chronology n. R

diffuse v. S8

deficient adj. : AR

physical distribution SKARBCI%

material management Yokl

cross-functional BEERRERY

buffer stock BT
Exercises

t

Choose the best answer according to the text: .
1. Which. of the following has been one of the dominant themes in the development of
logistics management? ( ).
A. Integration - B.3PL , C. SCM D. Glebalization
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2. The first stage in the process deals with the integration of activities associated with
the distribution of ( = ).

A. raw material B. in-process C. finished goods D. service

3. In the ( ) stage, logistics departments was set up with overall responsibility
for the movement, storage, and handling of products upstream and downstream of the pro-
duction operation.

A. first B. second C. third D. fourth

4. What has acted as the main driver of the SCM over the past 20 years? ( ).

A. The desire to minimize inventory B. The desire to reduce cost

C. The desire to increase service level D. The desire to increase profit

5. BPR identifies a series of core processes that cut ( ) traditional functional
boundaries and are essentially customer-oriented.

A. down B. on C.in D. across
Text Three

The Changing Logistics Environment

As the competitive context of business continues to change, bringing with it new com-
plexities and concerns for management generally, it also has to be recognized that the im-
pact of these changes on logistics can be considerable. Indeed, of the many sirategic issues
that confront the business organization today, perhaps the most challenging ones are in the
area of logistics.

These challenges, perhaps the most pressing currently, are:

» The customer service explosion

» Time compression

» Globalization of industry

P Organizational integration

The Customer Service Explosion

So much has been written and talked about service, quality and excellence that there
is no escaping the fact that the customer in today’s marketplace is more demanding, not
just of product quality, but also of service.

- Custemer service may be ‘defined as the consistent provision of time and place utili-
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ty. In other words, products don’t have value until they are in the hands of the customer
at the time and place required. There are clearly many facets of customer service, ranging
from on-time delivery through to after-sales support. Essentially the role of customer serv-
ice should be to enhance “value-in-use” , meaning that the product becomes worth more
in the eyes of the customer because service has added value to the core product. In this
way, significant differentiation of the total offer (that is the core product plus the service
package) can be achieved.

Those companies that have achieved recognition for service excellence, and thus have
been able to establish a differential advantage over their competition are typically those
companies where logistics management is a high priority. Companies like Xerox, BMW and

Dell Computers are typical of such organizations.

Time Compression ,

One of the most visible features of recent years has been the way in which time has
become a critical issue in management. Product life cycles are shorter than ever, industrial
customers and distributors require just-in-time deliveries, and end users are ever more
willing to accept a substitute product if their first choice is not instantly available.

All of these initiatives are indeed necessary if the business is to stay alive. However,
among all the concerns with the process of creating and managing innovation, there is one
issue that perhaps is only now being given the attention it demands. That issue is the prob-
lem of extended logistics lead time.

The concept of logistics lead time is simple: How long does it take to convert an order
into cash? While management has long recognized the competitive impact of shorter order
cycles, this is only a part of the total process whereby working capital and resources are
committed to an order.

To overcome these problems and to establish enduring competitive advantage by ensu-
ring timely response to volatile demands, a new and fundamentally different approach to

the management of lead time is required.

Globalization of Industry

The third of the strategic issues that provide a challenge for logistics management is
the trend towards globalization. :

A global company is moere than a multinational company. In the global business mate-
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rials and components are sourced worldwide, manufactured offshore and sold in many dif-
ferent countries perhaps with local customization.

Such is the trend towards globalization that it is probably safe to forecast that before
long most markets will be dominated by global companies. The only role left for national
companies will be to cater for specific and unique local demands, for example, in the food
industry. {

For global companies, the management of the logistics process has become an issue of
central concern. The difference between profit and loss on an individual product can hinge
upon the extent to which the global pipeline can be optimized, because the costs involved
are so great. The global company seeks to achieve competitive advantage by identifying
world markets for its products and then developing a manufacturing and logistics strategy to
support its marketing strategy. So a company has dispersed assembly operations to key o-
verseas markets and uses global logistics channels to supply parts to offshore assembly

plants and after-markets.

Organizational Integration

While the theoretical logic of taking a systems view of the business might be appar-
ent, the reality of practical implementation is something else. The classical business organ-
ization is based upon strict functional divisions and hierarchies.

In these conventional organizations, materials managers manage materials, while pro-
duction managers manage production, and marketing managers manage marketing, Yet
these functions are components of a system that needs some overall plan or guidance to fit
together. Managing the organization under the traditional model is just like trying to com-
plete a complex jigsaw puzzle without having the picture on the box cover in front of you.

To achieve a position of sustainable competitive advantage, tomorrow’ s organization
will be faced with the need to dispense with outmoded labels like marketing manager,
manufacturing manager or purchasing manager. Instead, we will need broad-based integra-
tors who are oriented towards the achievement of marketplace success based upon manag-
ing processes and people that deliver service. Generalists rather than narrow specialists will
increasingly be required to integrate materials management with operations management
and delivery. Knowledge of systems theory and behaviors will become a prerequisite for this

new type manager.



