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PREFACE

This edition of Contemporary Laogistics reflects a business landscape that is characterized by-geopolitical
tensions in various parts of the world, steadily increasing trade among countries and across continents,
supply chain vulnerabilities caused by severe natural disasters, and an unabated pace of technological
advancement. Although these and other events present both-challenges and opportunities for logis-
tics managers, the logistics discipline still remains fun, exciting, and dynamic—characteristics that are
reflected in our revision.

WHAT’S NEW IN THIS EDITION?

This edition reflects input from reviewers, adopters, and other interested parties in terms of structure,
presentation, and content. Specific modifications include the following:

This edition welcomes a new coauthor, A. Michael Knemeyer, currently Associate Professor of
Logistics at the Fisher College of Business, The Ohio State University. Mike’s impressive blend of
practical, academic, and consulting experience in logistics and supply chain management provides
this edition with fresh insights and perspectives.

This edition contains one new end-of-chapter case, Case 9-1 (“All-Indian Logistics Services”), and
modifications of several other cases. For example, some case content, as well as several discussion
questions, have been changed in Cases 7-1 (“Handy Andy, Inc.”), 11-1 (“Let There Be Light Lamp
Shade Company”), and 14-1 (“Nirnberg Augsburg Maschinenwerke (N.A.M.)”).

Each chapter in this edition has been revised and incorporates new examples and references. For
example, Chapter 1’ discussion of the globalization of trade reports the average growth rate of
world trade between 1991 and 2011 (as opposed to between 1997 and 2007 in the tenth edition).
As another example, Chapter 14s discussion of Incoterms reflects the revisions associated with
Incoterms 2010, which were effective at the beginning of 2011.

New content has been added throughout this edition. For example, Chapter 1 now includes
a discussion of the rapidly emerging topic of humanitarian logistics. In addition, the “Logistics
Activity Measures” section in Chapter 3 contains an expanded discussion of warehousing and inven-
tory management performance measurements. Chapter 6 has added a subsection, “Procurement
Portfolio Approach,” that highlights Kraljic’s Portfolio Matrix.

Tables and figures containing country and industry data have been either revised or updated.
Examples include Table 1-1, “The Cost of the Business Logistics System in Relation to a Country’s
Gross Domestic Product”; Figure 10-3, “2012 Liberty Mutual Workplace Safety Index Findings”;
and Table 12-1, “Infrastructure Statistics in Several Countries.”

The list of Key Terms at the beginning of each chapter has been modified in the eleventh edition,
and each key term is defined in the Glossary. New Key Terms in this edition include humanitarian
logistics, big data, Logistics Uncertainty Pyramid Model, near-sourcing, and total cost of owner-
ship, among others.

The end-of-chapter Suggested Readings in the eleventh edition have been revised and over 60
percent of them have been published since 2009.



Preface

INSTRUCTOR SUPPLEMENTS

Supplements are available for adopting instructors to download at www.pearsonhighered.com
Registration is simple and gives the instructor immediate access to new titles and new editions.
Pearson’s dedicated technical support team is ready to help instructors with the media supplements
that accompany this text. The instructor should visit support.pearson.com/getsupport for answers
to frequently asked questions and for toll-free user support phone numbers. Supplements include
the following:

¢ Instructor’s Manual
¢ PowerPoint Slides

The current edition of Contemporary Logistics has been prepared by Paul Murphy and Mike
Knemeyer, and they welcome your comments and suggestions at drmurphy@jcu.edu (Paul) and
knemeyer.4@osu.edu (Mike). Paul and Mike gratefully acknowledge the important contributions
that the late Donald E Wood, James C. Johnson, and Daniel L. Wardlow made to eatlier editions.
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OVERVIEW OF LOGISTICS

subject of logistics. Chapter 1 presents an overview of logistics and introduces you to what logistics
is and why it is important. The chapter covers the economic impact of logistics and discusses how
logistics interacts with other functions, such as marketing, in an organization.

Chapter 2 provides an overview of the general types of information management systems that are
applicable across each business function, and it provides examples of how these general types of information
systems are specifically applied in logistics management. Chapter 2 also explores the Internet's influence
on logistics and looks at some of the challenges associated with information technology.

Chapter 3 discusses the strategic financial outcomes influenced by logistics decisions. It uses the
strategic profit model to highlight how logistics activities influence the key corporate financial measures of
net income, capital employed, and return on capital employed

Chapter 4 examines organizational and managerial issues in logistics. The chapter begins by looking at
organizational structure and organizational design for logistics. Chapter 4 also discusses select managerial
issues in logistics such as productivity, theft and pilferage, and the impact of terrorism on logistics
systems. , »

Part 1 of Contemporary Logistics introduces the many dimensions of the complex and dynamic
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AN OVERVIEW OF LOGISTICS

Learning Objectives

1.1 To discuss the economic impacts of logistics

1.2 To define what logistics is

1.3 To analyze the increased importance of logistics

1.4 To discuss the systems and total cost approaches to logistics

1.5 To expose you to logistical relationships within the firm

1.6 To introduce you to marketing channels

1.7 To provide a brief overview of activities in the logistics channel
1.8 To familiarize you with logistics careers

ECONOMIC IMPACTS OF LOGISTICS

Although the logistics discipline today is vastly different from what it was like when the first edition
of this book was published in the 1970s, one thing that remains constant is the economic impact of
logistics. Before defining what logistics is, we believe it is important to discuss the economic aspects
of logistics; you might be surprised at its significant economic impact. From a macroeconomic per-
spective, Table 1.1 presents logistics costs in relation to gross domestic product (GDP) for a select
group of countries. Although absolute and relative logistics costs in relation to GDP vary from
country to country, logistics is most definitely an important component in any country’s economy.

Mote specifically, logistics can play an important role in a nation’s economic growth and devel-
opment. For example, relatively high logistics costs (as a percentage of GDP) in the People’s Republic
of China (China) continue to restrict the country’s economic development; in particular, the high
costs of highway transportation have severely constrained the growth of China’s e-commerce mar-
ket.! In a similar fashion, the growth of e-commerce sales in India is challenged by logistical ineffi-
ciencies to include poot roads and infetior transportation equipment.

Apart from the previous examples of macrolevel economic impacts, the economic impacts of
logistics can affect individual consumers such as you. These impacts can be illustrated through the
concept of economic utility, which is the value or usefulness of a product in fulfilling customer
needs or wants. The four general types of economic utility are possession, form, time, and place;
logistics cleatly contributes to time and place utilities.

Possession utility refers to the value or usefulness that comes from a customer being able
to take possession of a product. Possession utility can be influenced by the payment terms associ-
ated with a product. Credit and debit cards, for example, facilitate possession utility by allowing
the customer to purchase products without having to produce cash or a cash equivalent. Likewise,

! Hua Wang, “High Logistics Cost, Toll Road and Institutional Factors Countermeasure in China,” Journal of Modern Accounting
and Aunditing, 7, no. 11 (2011): 1301-1306.

2Sean McLain and Newley Purnell, “Indian Startups Vie to Win E-Commerce Battle,” 7he Wall Street Journal, October 25, 2015.
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TABLE 1.1 The Cost of the Business Logistics System in Relation to a
Country’s Gross Domestic Product

Country Logistics as a Percentage of GDP
United States 8.5
Brazil 12.0
South Africa 12.8
India 13.0
People’s Republic of China 18.0
Vietnam 25.0
Indonesia 27.0

Sources: Various country reports.

automotive leases allow customers to take possession of a more desirable model than would be pos-
sible with conventional automotive loans.

Form utility refers to a product’s being in a form that (1) can be used by the customer and
(2) is of value to the customer. Although form utility has generally been associated with production
and manufacturing, logistics can also contribute to form utility. For example, to achieve production
economies (i.e., lower cost per unit), a soft-drink company may produce thousands of cases of a
certain type of soft drink (e.g, diet cola). You'te not likely to purchase diet cola by the thousands
of cases (unless you're having a really big social eventl) but rather in smaller lot sizes, such as a six-
ot twelve-pack. Through allocation, logistics can break the thousands of cases of diet cola into the
smaller quantities that are desired by customers.

Place utility refers to having products available where they are needed by customers; prod-
ucts are moved from points of lesser value to points of greater value. Continuing with the diet cola
example, place utility is increased by moving the soda from a point of lesser value (e.g,, stored in a
warehouse) to a point of greater value (e.g.,, on a supermarket shelf).

Closely related to place utility is time utility, which refers to having products available when
they are needed by customers. It is important to recognize that different products have different
sensitivities to time; three-day late delivery of perishable items likely has more serious consequences
than three-day late delivery of nonperishable items.

Simultaneously achieving possession, form, place, and time utility goes a long way toward
facilitating—but not guaranteeing—customer satisfaction. Consider the experience of a former stu-
dent who placed an online order of Valentine’s Day flowers for his out-of-state girlfriend. The seller
facilitated possession utility by allowing the student to pay by credit card, and a healthy arrangement
of the correct bouquet (form utility) arrived at the girlfriend’s residence on Valentine’s Day (place
and time utility). Although the seller provided possession, form, place, and timely utility, the buyer
was quite unsatisfied with his purchase. The problem: The greeting card that accompanied the flow-
ers had the wrong name for the gitlfriend (but the right name for the boyftriend)!

LOGISTICS: WHAT IT IS

Now that you have been introduced to select economic impacts of logistics, it’s important to define
what logistics is. This book adopts the definition promulgated by the Council of Supply Chain
Management Professionals (CSCMP), one of the world’s most prominent organizations for logistics
professionals. According to the CSCMP, “Logistics management is that part of supply chain manage-
ment that 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 consump-
tion in order to meet customers’ requirements.”3

3 www.cscmp.otg/about-us /supply-chain-management-definitions
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Let’s analyze this definition in closer detail. First, logistics is part of supply chain manage-
ment. We’ll talk about supply chains and supply chain management in greater detail in Chapter 5,
but the key point for now is that logistics is part of a bigger picture in the sense that supply chain
management focuses on coordination among business functions (such as marketing, production,
and finance) within and across organizations. The fact that logistics is explicitly recognized as part
of supply chain management means that logistics can affect how well (or how pootly) an individual
firm—and its associated supply chain(s)—can achieve goals and objectives.

The CSCMP definition also indicates that logistics “plans, implements, and controls.” Of pat-
ticular importance is the word and, which suggests that logistics should be involved in all three activi-
ties—planning, implementing, controlling—and not just one or two. Note that the CSCMP defini-
tion also refers to “efficient and effective forward and reverse flows and storage.” Broadly speaking,
effectiveness can be thought of as, “How well does a company do what it says it’s going to do?”
For example, if a company promises that all orders will be shipped within 24 hours of receipt, what
percentage of orders are actually shipped within 24 hours of receipt? In contrast, efficiency can be
thought of as how well (or pootly) company resources are used to achieve what a company promises
it can do. For instance, some companies use premium or expedited transportation services—which
cost more money—to cover for shortcomings in other parts of their logistics systems.

With respect to forward and reverse flows and storage, for many years logistics focused only
on forward flows and storage, that is, those directed Zoward the point of consumption. Increasingly,
however, the logistics discipline has recognized the importance of reverse flows and storage (reverse
Jogistics), that is, those that originate at the point of consumption. Although the majority of the discus-
sion in this book focuses on forward logistics, many companies today recognize the tactical and
strategic implications of reverse logistics. Indeed, reverse logistics continues to grow in importance
as individual companies, and select supply chains, recognize it as an opportunity for competitive
advantage.* One illustration of this is FedEx Corporation’s (a leading logistics service provider) 2015
acquisition of GENCQO, a logistics service provider with long-standing expertise in reverse logistics.

The CSCMP definition also indicates that logistics involves the flow and storage of “goods,
services, and related information.” Indeed, in the contemporary business environment, logistics is as
much about the flow and storage of information as it is about the flow and storage of goods. The
importance of information in contemporary logistics is captured by Fred Smith, CEO and chairman
of FedEx, who believes that “information about the package is as important as the package itself”
Furthermore, an important contemporary logistics and supply chain axiom involves the ability to
substitute information for inventory;® for example, the cash register at many contemporary retailers
also tracks what and when products are being purchased.

Finally, the CSCMP definition indicates that the purpose of logistics is “to meet customer
requirements.” This is important for several reasons, with one being that logistics strategies and
activities should be based on customer wants and needs, rather than the wants, needs, and capabili-
ties of manufacturers or retailers. Contemporary information technology facilitates an understand-
ing of customer wants and needs and this technology allows for real-time interactive communication
with customers—a key to meeting customer requirements.

A second reason for the importance of meeting customer requirements is the notion that
because different customers have different logistical needs and wants, a one-size-fits-all logistics
approach (mass logistics)—in which every customer gets the same type and levels of logistics set-
vice—will result in some customers being overserved while othets are underserved. Rather, compa-
nies should consider tailored logistics approaches, in which groups of customers with similar
logistical needs and wants are provided with logistics service appropriate to these needs and

*C. Clifford Defee, Terry Esper, and Diane Mollenkopf, “Leveraging Closed-Loop Orientation and Leadership for Environ-
mental Sustainability,” Supply Chain Management: An International Journal, 14, no. 2 (2010): 87-98.

®Quote by Fred Smith, CEO and chairman of FedEx.
David Ross, Distribution Planning and Controk: Managing in an Era of Supply Chain Management, 3trd ed. (New York: Springet, 2015).



