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Preface



Organization and Structure


The Logistics Handbook was developed to meet the needs of those interested in finding solutions to logistics problems. It was designed to serve as a single source to which those interested in logistics could turn for complete, authoritative information.


The experienced logistics executive will feel comfortable with the organization of the book. It is logical. As a reference book, it offers readers a conceptual explanation for almost any logistics or logistics-related topic, followed by practical, “how-to” information, often in the form of checklists. An extensive bibliography is also included where appropriate to direct readers to more in-depth treatment.


The book should also prove useful to students of logistics, especially when they want to trace how a particular thread, or functional activity, is woven into the total fabric of logistics.


While most of the contents are applicable at all levels of the channel of distribution—producer, wholesaler, and retailer—most of the material is treated from either the total-channel or producer’s perspective.


Contributors


The Logistics Handbook is the product of the efforts of many people. What distinguishes it from other books in the field of logistics is the number and qualifications of those who developed, wrote, and edited it. The authors and editors are, by any standards, among the finest educators, practitioners, and consultants in logistics.


The overall structure, design, and content of the book were developed by the two editors. They then recruited section editors for each of the ten sections. Each section editor was responsible for recommending individuals to write one or more chapters in the section. Once approved, the section editors recruited the authors, offered guidance regarding content, and made editorial suggestions. Final, comprehensive editing to eliminate redundancy, ensure appropriate topical coverage, and provide cross-referencing was completed by the associate editor and the two editors.


Contents


Section I. Perspectives on Logistics Management, Bernard J. LaLonde, Editor. The practice of logistics as a formal business management discipline is only a few decades old. Yet, even in this short time the discipline has matured, and this maturing process promises to continue and perhaps accelerate into the twenty-first century. This section reviews the evolution of the process and speculates about likely changes in the twenty-first century.


Section II. Strategic Logistics Planning, Kevin A. O’Laughlin, Editor. Change. It can be a thorny management challenge or an important competitive strategy. One thing is certain—as firms search for new ways to succeed in the ever more competitive global economy, change will be the order of the day. For logistics practitioners, change comes in many forms: faster order cycle times; increasingly differentiated products and services; and ever more sophisticated technologies to help manage all this complexity. One consequence of change is the need for more dynamic, responsive logistics systems that can readily adapt and respond to new and different requirements. Logistics is a boundary-spanning, holistic, process-oriented activity that integrates traditional, functionally oriented activities with the total-cost concept to focus companies on customer service. Developing the capabilities and competencies necessary to be truly flexible in this integrated logistics framework is the key to mastering change as a competitive weapon.


This section explores the building blocks of effective logistics strategies and presents frameworks, methodologies, and tools essential for the design and implementation of responsive, change-based, and time-sensitive logistics strategies and capabilities.


Section III. Logistics Quality and Productivity, Douglas M. Lambert, Editor. Corporate success in the 1990s will depend upon a company’s ability to focus on the customer and be a value-added supplier as well as to become a low-cost producer. Logistics quality processes and productivity measurement will be key factors in achieving these ends. This section contains materials that will help readers increase the competitiveness of their corporation in an increasingly competitive global marketplace.


Section IV. Materials Management, Joseph L. Cavinato, Editor. Raw materials, supplies, and finished goods are the physical essence of virtually all logistics systems. Hence, thoughtful management of these materials is crucial to the success of most logistics operations. This section addresses topics related to effective materials management including forecasting, determining inventory investment, managing suppliers, planning, maintaining control, manufacturing, and packaging. As technology has improved in both computing and materials handling, managers have access to increasingly sophisticated tools and concepts that were previously unavailable or too exotic for everyday use. These tools and concepts allow managers to dramatically improve materials management decisions. But to do so effectively, managers must understand the fundamental issues of both traditional and progressive materials management approaches. Each chapter provides insightful discussion for managers seeking to understand materials management and improve the efficiency and effectiveness of their investments in materials and associated operations.


Section V. Transportation Management, C. John Langley, Jr., Editor. Innovation and creativity are words that characterize the current and future state of the transportation industry in the 1990s. They represent notable and refreshing contrasts to the turbulent and traumatic changes faced by both shippers and carriers in the preceding decade. Correspondingly, this section provides perspectives on several topics that are central to the types of changes that have been experienced, as well as those that lie ahead.


Section VI. Distribution Facilities Management, Thomas W. Speh, Editor. An effective distribution center has a major impact on the organization’s overall logistics mission. To maximize the opportunity to positively affect the logistics mission, the facility must be located at the optimal site, employ handling systems appropriate for the product, utilize proper handling equipment, and be supported by an effective information system. This section examines these important aspects of facility management.


Section VII. International Logistics Management, David L. Anderson, Editor. It’s the new world order. Countries are banding together into regional trading blocs, redefining the concept of global competition, and creating new opportunities to sell products wordwide. Innovations in transportation and streamlined regulations are accelerating product flows. Madonna’s compact disc released this Friday in Los Angeles is available by next Friday in Tokyo, Moscow, and Cairo.


The message is becoming clear—we are on the verge of a global trade revolution. Are we truly on the way to developing a global economy or will international logistics managers see “more of the same” (e.g., nontariff barriers, inefficient modal hand-offs, complex paperwork) in the 1990s? No longer may companies focus entirely on their home markets or in selected markets worldwide. Global competitors, using scale production economies, superior logistics, and detailed, real-time consumer preference data will negate brand and location advantages. Survival will depend increasingly on the flexibility and responsiveness of a company’s products and global logistics network. Will your company be a global winner in the 1990s? Logistics will be crucial, if not paramount, to its success.


Section VIII. Logistics Information Systems, Donald J. Bowersox, Editor. One of the oldest elements of business operations is logistics. No commercial activity is possible without logistical support. Despite its fundamental, historical foundations, logistics is undergoing dramatic change. Many observers feel that logistical management is experiencing a renaissance—more change has occurred during the past decade than during all decades combined since the Industrial Revolution. Information technology is at the core of this change and is the enabler of the integrated logistics concept. The availability of timely, accurate, inexpensive information is opening the door for unprecedented quality and productivity improvements in the logistics process. Armed with expanded information capabilities, managers are reengineering traditional processes to better meet customer and operating requirements. The four chapters that constitute perspectives on Logistics Information Systems view varied impacts of information technology on logistics best practice.


Section IX. Logistics Organizations and Human Resources Management, Jonathan L. S. Byrnes, Editor. The focus of Logistics has shifted in a subtle but crucial way. Both executives and educators speak increasingly of “logistics management” rather than simply “logistics” when they describe their most important issues and achievements. Because logistics is rooted in product flow, and product flow crosses both functional department and company boundaries, the insightful management of organizational relations and human resources has become the key ingredient for success.


Section X. Contemporary Issues in Logistics, R. William Gardner, Editor. The focus of this section is on the late 1990s and the early 2000s and the issues logistics managers are or will soon be facing. The overall effort of the authors of this section is one of documenting current trends, identifying areas of opportunity and awakening the reader to the many possibilities for improvement of practices which yield significant cost savings and margin improvement opportunities.


The appendix entitled Publications and Other Sources of Information contains suggestions for additional reading that should prove helpful to the reader with a specialized interest or problem. The appendix also identifies organizations that may be of interest to logistics professionals.
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Perspectives on Logistics Management



Bernard J. La Londe Section Editor


The practice of logistics as a formal business management discipline is only a few decades old. Yet, even in this short time there has been a maturing process in the discipline, and this maturing process promises to continue and perhaps accelerate into the twenty-first century. This section reviews the evolution of this process and speculates about the changes that are likely in the twenty-first century.


In Chapter 1, Bernard J. La Londe broadly traces the evolution of the logistics concept. Starting with the concept of “physical distribution” and identifying some of the key change factors, he traces the evolution through to the “logistics” concept and beyond.


In Chapter 2, James M. Masters and Terrance L. Pohlen identify the transformation processes that led to a new management profession, the logistics professional. The logistics profession is divided into three broad phases in this chapter: (1) functional management of physical distributions (1960s-1970s), (2) internal integration of logistics functions (1980s), and (3) external integration of logistics between firms (1990s).


In Chapter 3, Martha C. Cooper identifies those trends and issues that will affect logistics management in the 1990s and beyond. The impact of these factors on the practice of logistics is evaluated and a potential range of management response from new organizational formats to technology integration is considered. The chapter provides a perspective on change and the impact of change on the logistics profession.








CHAPTER 1 [image: image]
Evolution of the Integrated Logistics Concept



Bernard J. La Londe


One of the challenges in writing on the subject of “evolution of the integrated logistics concept” is trying to decide where to begin. To be sure, logistics was an integral part of warfare dating from the dawn of recorded history. The ability to move people, machines, arms, and supplies was an important determinant of the winner and loser in early conflicts and remains so today. In a book on the Gulf War, it is noted on the first page that U.S. forces planned, moved, and served 122 million meals during the brief engagement—a task comparable to feeding all the residents of Wyoming and Vermont three meals a day for forty days.1 There is a long and illustrious history of logistics as an element of both ancient and modern warfare. One view of the derivation of logistics is that it comes from logistique, the title given to an officer in Napoleon’s army responsible for quartering the troops and finding forage for the horses and other animals.


The importance of transporting products from their point of production to their point of consumption is also well documented in historical files. Applied logistics probably began when early cultures found that, because of a refined expertise, one community produced excess quantities of certain goods such as arrowheads and another community downstream could make better goods of another sort, such as pottery, because of access to better materials. Thus, applied logistics began with the inception of trade. In a more contemporary context, the industrial revolution and the advent of the mass production and mass consumption economy heralded the beginning of mass distribution in the industrialized countries of the world. As early as 1915, the two functions of marketing were identified as demand creation and physical supply.2 With urbanization and scale economies in the factory, the buyer and the seller grew further apart and it was necessary to bring the goods to the buyer. Specialized middlemen and transportation services emerged to serve this growing need. The task of the seller was not only to make and sell the product but also to deliver it to the buyer. In the early days of the United States, this often meant serving a buyer at a great distance without the benefit of roads or regular delivery services or agents.


The purpose of this introduction is to present a view of the “evolution of the logistics concept.” As noted in the earlier discussion, distribution—or logistics—was recognized as a vital business process from an early time.3 However, during the past three decades, logistics has evolved considerably. This introductory chapter traces that evolution by addressing three questions:


• What is integrated logistics management?


• Why did the issue of integrated logistics (distribution) become important?


• How has integrated logistics evolved over the past three decades?


Executives and managers should be familiar with the history of integrated logistics management, for the history is enlightening and useful in today’s business environment. Integrated logistics management did not develop by accident; the fundamental reasons for its evolution are as valid today as they were at its outset and can provide lessons and frameworks for tackling new challenges.


Integrated Logistics Management


The very definition of integrated logistics management is difficult and complicated by the fact that there has been a broad-based shift in business terminology during the past decade. When management first became interested in the potential of material flow to reduce cost or increase service, the term commonly used was physical distribution.4 The use of this terminology began in the 1920s and was adopted by post—World War II business management. In 1948, the American Marketing Association defined physical distribution management as “The movement and handling of goods from the point of production to the point of consumption or use.”5


Figure 1-1 identifies the distinction between various approaches to integration in the materials flow process.6 These distinctions were presented early in the development of physical distribution management theory to show the three basic approaches. The first approach, physical distribution, focuses on the flow of outbound finished goods. The second approach, materials management, is best described by Dean Ammer:


That aspect of the industrial management concerned with the activities involved in the acquisition and use of all materials employed in the production of the finished product. These activities may include production and inventory control, purchasing, traffic, materials handling and receiving.7


[image: image]


Figure 1-1Alternative Approaches to Integrated Logistics Management Source: Prof. Bernard J. La Londe, The Ohio State University. Adapted from Bernard J. La Londe, “Integrated Distribution Management—The American Perspective,” Journal of the Society for Long Range Planning (London), no. 1 (December 1969): 61-71. © 1969 Bernard J. La Londe. Revision © 1993 by Bernard J. La Londe.





The third approach, business logistics, encompasses the total material flow process from raw material through finished goods inventory. Here is an early definition of this approach:


A total approach to the management of all activities involved in physically acquiring, moving and storing raw materials, in-process inventory, and finished goods inventory from point of origin to the point of use or consumption.8


In the relatively few short years since the logistics concept was accepted by major firms, department names for the function have quickly changed.9 Each year The Ohio State University conducts a study on logistics career patterns. The study indicates, as shown in Figure 1-2, that the commonly accepted distribution or marketing titles are giving way to reflect the new emphasis on logistics, which now accounts for almost one-third of logistics-related department names.


Over the past two decades there has been a broadening of executive responsibility for total material flow. Executive scope has been expanded to control functions that had previously been fragmented among separate departments, with little operational integration and even less attention from senior executives. Now, some firms regard logistics as a strategic function on a par with other major departments such as production, finance, product development, and marketing. Figure 1-3 shows the level of logistics responsibility by functional activity. The broadening of scope is demonstrated well by the changes in functional responsibility for international distribution. In the first Career Patterns study in 1972, international distribution management received a 9% response, whereas in the 1992 survey, 65% of logistics-related departments had international responsibility.
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Figure 1-2Department Names for Logistics-Related Functions Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies by permission of the Council of Logistics Management. 1992 study.
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Figure 1-3Logistics Department Responsibility for Material Flow Activities Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies by permission of the Council of Logistics Management. 1992 study.


Thus, structural changes in business organization and a new focus on bringing value to the customer have created a range of adaptive behavior on the part of business firms. For forward-looking companies, integrated logistics management as a dominant material flow strategy emerged during the last half of the 1980s and the first half of the 1990s. Neither a single prototype organization nor a single set of performance metrics characterizes firms that have adopted integrated material flow solutions. Rather, in the early stages of change, the firms that have adopted integrated logistics management choose continuous innovation and improvement as their path to change.


Development of Integrated Distribution


Integrated distribution systems developed during the 1950s and 1960s. Four primary factors shaped the development of distribution thinking during this period: scientific management, data processing technology, a customer focus, and profit leverage.10


Scientific Management


By the end of World War II, large gains had been made in production technology that, in turn, renewed interest in scientific management of the business enterprise. In the post—World War II period, particularly during the late 1950s and the 1960s, there was increasing emphasis on the marketing function. During this period, the amount spent on advertising in the American economy quadrupled and the number of new products launched increased almost geometrically. Thus, by the mid-1950s, businesspeople were in a situation where production technology was well advanced and marketing costs were steadily increasing. To reduce costs and remain competitive in the increasingly crowded marketplace, it was necessary to look to one of the few areas that was relatively untouched, the distribution costs of the firm.


In most firms, the cost of distribution represents from 10% to 30% of total costs. These costs, however, are diffused throughout the company. Some of the costs are incurred in inventory, some in materials handling, some in transportation, others in warehousing and storage, and so on. It is logical that this focus on efficiency in distribution was an outgrowth of the American business environment, for distribution was one of the last remaining frontiers for significant operational cost savings. The principal method of securing such cost reduction opportunity was to view distribution as an integrated task rather than as the many traditional fragmented tasks taking place in many parts of the firm.


Data Processing Technology


Another major precipitator of the “distribution revolution” was the advent of new technology in data processing. As computer technology became increasingly powerful, less costly, and more accessible, the possibility of automated inventory control procedures was realized. Distribution data generally require high-input, low-calculation, and high-output processing—the type of processing that both management and workers prefer to automate, as it is time-intensive and tedious. The new technology contributed to the technical capability of handling large amounts of order and shipment data in a rapid and efficient manner. Computers allowed data to be entered once and reused for various purposes including order tracking, production scheduling, shipping, invoicing, and analysis. Data processing technologies reduced repetitive, error-prone manual data recording and manipulation work.


A side effect of the computer was its impact on total integration of management within the firm. Data processing caused some breakdown in the traditional departmentalization within firms and paved the way for integrated distribution management, which, of course, cuts across departmental lines just as data do. Undoubtedly, increasing levels of computer technology will continue to contribute to expanding information system applications in logistics problem-solving and operations.


Customer Focus


The 1950s and 1960s brought increased management attention to logistics, for logistics was recognized as important in providing customer satisfaction. Management finally began to realize that selling a product is really only half the job. Getting the product to the customer at the right time in the right quantity and with the right logistical support (parts and service) is the other equally important half. There was increased recognition that marketing management could not have a successful sales and marketing program unless the logistics system provided adequate support.


Customer satisfaction and logistical support of sales were of particular importance for those companies selling relatively homogeneous products like chemicals, paper, and dairy foods. Such companies often competed on the basis of efficiency in logistics, and their profits, in large measure, were determined by their success in effecting a sound logistics system. Of course, companies selling differentiated products like automobiles, pharmaceuticals, and clothing also found customer satisfaction and logistical support to be important, especially those in premium niches requiring great attention to detail.


Profit Leverage


Management also realized that there was significant profit leverage available from reduced logistics costs. As markets constantly expanded during the 1950s and 1960s, emphasis was on increased sales. As the tempo of domestic and international competition increased, a “profit squeeze” was reflected in the financial statements of many American firms. This prompted many firms to look for cost reduction opportunities along with market expansion opportunities in the previously untouched logistics area.


Evolution of Integrated Logistics Management


There are many factors that impact how a firm uses its resources to focus on strategic opportunities in the marketplace. Among them are external issues such as technology, globalization, and competition. There are also internal factors, which include management style, culture, human resources, and facilities. A firm must place its available resources against the more uncertain external resources in effecting strategy. Strategy, in turn, must leverage certain advantages that the firm has or feels it can achieve in the marketplace. Many firms have chosen to allocate resources to logistics as a strategy to gain advantage.


Those firms choosing to be in the forefront of the logistics concept development did not simply stumble upon “logistics” or distribution as a strategy. Rather, they reviewed alternative ways of bringing value to their customers and then decided that logistics offered more opportunity to impact value at the customer level than other business processes. Companies have pursued three general stages in their evolution into integrated logistics management: physical distribution focus, internal linkages, and external linkages.11


Many firms do not even get to the first stage; or even if they do, they can be stalled for many years, depending on the combination of internal and external factors that play on decision-making processes of the firm. Thus, an explanation of evolution must not be viewed as a “biological” phenomenon that companies will naturally and automatically pass through, but rather as a characterization of change in the thinking of leading companies over the past three decades.


Underlying the stages of evolution philosophy is the concept that all manufacturing firms typically have three internal material flow loops. Figure 1-4 shows the internal loops as procurement, operations, and physical distribution. Procurement is the material flow loop that extends from the point of vendor location to the point of first manufacture (or perhaps reprocessing or simply repackaging). Operations is the material flow loop that extends from the point of first manufacture to a completed finished good. Accountants refer to material in this loop as work-in-process (WIP). Physical distribution is the material flow loop that extends from finished goods to the ultimate consumer.


Evolution of integrated logistics management is best framed in terms of inventory, because inventory represents 35% to 50% of current assets for an average company. This level of investment demands the attention of a firm’s most senior executives and advisers. In a typical company, 30% of total inventory is in the procurement loop, 30% is in the operations loop, and 40% is in the physical distribution loop. Inventory was used as a buffer between the three internal material flow loops and indeed was used as a buffer between the internal operations and the two flanking external material flow loops—between the vendor and procurement on the inbound side and between physical distribution and the customer on the outbound side. The net result of this multiple inventory buffering was inventory turns (total unit flow ÷ average unit level) far below what could have been achieved if common inventory theory had been used.
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Figure 1-4 Evolution of the Integrated Logistics Concept


Stage 1: Physical Distribution


Not surprisingly, the first stage, physical distribution, occurring in the 1950s and 1960s, focused on the 40% of inventory investment in finished goods. In this stage firms attempted to integrate finished goods transportation, warehousing, inventory management, customer service, and other functions directly related to delivering product to the customer. The focus of physical distribution management was to manage finished goods distribution in a way that met customer expectations at the lowest possible cost. So the firm’s basic approach was to find the appropriate balance between costs and service (optimize the cost-service trade-off curve) with respect to customer requirements and the firm’s resources. At that time, the National Council of Physical Distribution Management was active and carried both the title and focus that characterized this approach.


There were three reasons why the integration process started with finished goods. These reasons are still valid today for firms seeking to begin a logistics evolution. First, finished goods is the largest single segment of inventory to be managed. Second, because of its proximity, visibility, and frequent contact with customers, finished goods distribution most directly impacts customer service expectations and performance. Third, management of finished goods allows intervention in an important process without venturing into production processes or other powerful cost centers of the firm. That is, altering physical distribution management is a low-risk, high-gain endeavor relative to altering other functions.


The disadvantage of the physical distribution stage is identical to its primary advantage; it soon became obvious that managing finished goods dealt with only 40% of the total inventory commitment. Even if finished goods are efficiently managed, all the good work can be financially counterbalanced by poor management of either WIP or raw materials.


Although today’s logistics concepts and practices are advanced beyond those of the physical distribution stage, managers must remain cognizant of the fundamentals that brought about the stage: focus on high-impact finished goods distribution inventories and operations, and careful monitoring and control of the cost-service trade-off.


Stage 2: Internal Linkages


The focus of the concepts in stage two, internal linkages, was an attempt to join two or all three of the internal material flow loops so that 60% to 100% of the firm’s total inventory could be better managed. Logistics did not necessarily reflect an organizational change within the firm, but rather a change in the way the firm thought about value linkages across the three internal material flow loops. Developing internal linkages frequently entailed the elimination of buffer inventories between loops. The concept of inventory velocity was developed and embraced by practitioners of this business process. Thus, inventory flow was thought to be a process that involved horizontal movement of inventory and measurement of inventory from the time the raw material was delivered until an accounts receivable was recorded by the firm (a sale made and the product shipped). Prior to this time, most inventory thinking really involved level rather than flow of inventory. Pure economic-order-quantity (EOQ) thinking was supplemented by inventory velocity philosophies for many firms. At about the time this movement toward integrated logistics management began, around 1985, the National Council of Physical Distribution Management changed its name to Council of Logistics Management to reflect logistics rather than physical distribution thinking on the part of members. Most similar professional associations around the world did the same.


Stage 3: External Linkages


External linkages, stage three of the evolution, shifted the logistics concept to include externally focused change. Firms began to think “out of the box” and searched for efficiencies in relationships with vendors, customers, and third parties. In many cases, external relationships began with one link, such as supplier-customer, and migrated to multiple links, such as vendor-supplier-customer. The extended view of enterprise offered firms an opportunity to think in new ways about bringing value to the customer. It also allowed firms to use new and/or improving technologies to manage the relational interface between themselves, vendors, third-party logistics support agencies, and customers.


The development of Electronic Data Interchange (EDI), Just-in-Time processes (JIT), Distribution Requirements Planning (DRP), and other elements of the logistics parlance appeared. Today, aggressive firms are able to reduce inventory and improve value by expanding their concept of logistics efficiency and effectiveness to include elements outside the firm. For example, reducing inventory held at the inbound external linkage reduces a firm’s costs because vendors reduce extra holding and handling expenses that ultimately get built into the price of raw materials.


Future Directions


There is ample evidence of two current trends that will significantly impact the practice of logistics management. The first trend is cycle-time-to-market and the second is supply chain management. Both will change the focus of what is now termed “logistics management” and increase corporate management’s expectations of the logistics function.


Cycle-Time-to-Market


Cycle-time-to-market is variously interpreted in different industries and in different channels by different acronyms and titles. For example, it is becoming increasingly common to see considerations of JIT, Quick Response (QR), process reengineering, and other initiatives, some of which are even copyrighted such as “JIT II.”12 Although these different words usually have different meanings as they are applied in the marketplace, a thread of commonality runs through all: the removal of time as a competitive factor. For example, time might be removed by reducing the design-build-ship cycle. The major difference in the terms for time reduction initiatives usually has to do with the segment of the total order cycle that is covered. For example, some approaches to cycle-time reductions involve virtually all processes and linkages including the vendor, the design process, the manufacturing process, and the distribution process. However, other approaches simply focus on a single element such as transit time from the end of the production line to the customer or vendor lead times.


Organizational structures among leading-edge firms are being redefined to focus on cycle-time reductions and process step eliminations. Many business firms are attempting to promote cycle-time approaches to developing competitive advantages and bring new values to customers. These firms must integrate and manage this extended process, both internally and between themselves and their customers. To capitalize on these opportunities the logistics manager must stand ready to build a boundary spanning consensus across the traditional functional “stovepipe” alignments of the firm. The elements required for success are new skill sets, new organizations, new information systems, and new sets of corporate performance measurement metrics within the firms and at the firms’ interfaces with suppliers, third parties, and customers.


Supply Chain Management


The second and related trend will also impact the practice of logistics management during the last half of the 1990s and on into the twenty-first century. A growing number of companies are using the term supply chain to describe a process whereby both internal and external units are forged together to bring low-cost and high-value performance to the consumer. The supply chain concept is related to the cycle-time concept in that the firms that develop a continuous flow inventory system frequently do so with a limited number of primary accounts, often using third-party logistics support agencies.


Thus, implementation of a cycle-time-to-market strategy may result in a focused implementation of a supply chain management strategy. The movement toward more responsive inventory systems, especially for primary accounts, will lead many firms to reorganize according to supply chain management. An increasing number of Fortune 500 firms have managers with “supply chain” in their official title. Usually, these managers design, develop, and maintain a set of relationships both within and outside the firm (between the firm and vendors, third parties, and customers) capable of executing the overall corporate strategy. As organizational restructuring continues, traditional logistics organizations will evolve into organizations that design and manage internal and external supply chains.


Supply chain management presents a whole new range of career options for individuals who select logistics as the foundation of their management careers. The ability to manage between functions will become as important as the ability to manage within a function. The ability to develop a consensus across function groups will become more important than the traditional functional management skills. Also, the ability to manage across national borders may become more important than the ability to manage in the home country.


Whatever the future holds, it is certain that logistics managers will not blindly follow past patterns and restrict themselves to past practices. Rather, firms, executives, and managers who have an understanding of the past can adapt successful strategies to new situations and avoid previous errors. The future will undoubtedly present a range of opportunities, both domestic and global, that will challenge the energy and creativity of even the most progressive firms and the most intrepid logistics executives.
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Evolution of the Logistics Profession



James M. Masters


Terrance L. Pohlen


The organization of the business logistics function has undergone several transformations since American firms began to embrace the logistics concept following World War II. These transformations resulted from a growing recognition and understanding of how logistics processes affect the firm’s costs, performance, and competitiveness. Each evolving level of understanding has in turn driven major changes in the organization of logistics functions. The role of the logistics executive has undergone similar changes. The scope of the logistician’s responsibilities has expanded beyond narrowly defined functional roles, such as shipping department supervisor, and has broadened to encompass the management and control of the full spectrum of the firm’s logistical processes, as signified by a title like vice president of corporate logistics. This chapter describes the evolution of the logistics organization and the evolving role of the logistics executive. The discussion traces the development of logistics practice from the fragmentary management of logistics functions that occurred during the late 1950s and includes a description of how leading-edge firms have begun positioning their logistics organizations for the 1990s. The chapter also demonstrates how the growth of the logistics executive’s role in the organization has paralleled the growth in the importance of business logistics. It closes with a statistical profile of the contemporary logistician developed through surveys of American corporate logistics executives.


The evolution of the logistics organization has been clearly documented in the many logistics books and articles published over the last four decades. A careful review of this literature provides a foundation for tracing the evolution of the logistics organization and the changing role of the logistics executive. The literature includes many professional journal articles specifically addressing issues confronting logistics managers during these periods. Organizations like the Council of Logistics Management, the American Society of Transportation and Logistics, and various consulting firms have periodically surveyed logistics professionals, and this discussion incorporates selected results from these studies to demonstrate how firms have reorganized and realigned responsibilities of logistics executives in attempts to address changing workplace, marketplace, and environmental forces. The evolution of business logistics can be divided into three phases:


• Functional management (1960s-1970s)


• Internal integration (1980s)


• External integration (1990s)


Functional Management (1960s-1970s)


During the 1960s and 1970s, most firms made a gradual transition from the fragmentary management of individual processes like traffic, purchasing, and warehousing to the integrated management of related functions under the two common headings materials management and physical distribution. The term materials management came to mean the “single-manager organization concept embracing the planning, organizing, motivating, and controlling of all those activities and personnel principally concerned with the flow of materials into an organization.”1 Materials management included functions like purchasing, raw materials, work-in-process inventory control, inbound transportation, surplus material, and production scheduling. Physical distribution was envisioned as “the broad range of activities concerned with efficient movement of finished products from the end of the production line to the consumers.”2 Physical distribution thus included functions like freight, warehousing, materials handling, protective packaging, order processing, demand forecasting, inventory control, and customer service.3


Management of these processes prior to 1960 was typically practiced on a narrow, functional basis and often suffered from neglect. Senior management tended to view distribution activities as largely “unskilled” and unworthy of attention, and the high costs of distribution disappeared in general catchalls such as “indirect labor” or “overhead.”4 Because businesses usually spread distribution responsibilities across their organizational structure and into different cost centers, it was difficult to understand the true extent of distribution costs and to manage them effectively.


Materials management and physical distribution management began to replace the fragmented management approach during the early 1960s. Several forces contributed to this transformation in organization and management. A 1956 Harvard Business School study of air freight introduced total cost analysis to distribution management. This study demonstrated how a firm could use the high speed of air freight, despite its high costs, to offset inventory and thus to reduce the sum of its total inventory, warehousing, and transportation costs.5 In addition, advances in computerized modeling provided new capability to address questions about the design and operation of the distribution function, such as the number and location of warehouses, the assignment of customers to warehouses, and how best to organize the distribution process.6 Analyses could now be conducted in an integrated fashion so that cost trade-offs between functions like transportation and inventory could be deliberately explored and exploited. Finally, the economic climate of the late 1950s and 1960s encouraged many firms to reduce production costs to improve profits. Distribution functions now provided a previously undiscovered opportunity for cost reduction.7 The organization of materials management and physical distribution functions that emerged during this period often resulted in distribution executives who were several organizational layers distant from senior management The senior materials manager and the physical distribution manager often reported to different vice presidents.


Major Forces in the 1960s and 1970s


Each phase in the evolution of business logistics had notable changes in the basic operating environment. The first phase had changes that were so dramatic that they are still taking place in organizations today.


APPLICATION OF COMPUTERS


The application of computers to materials management and physical distribution problems led to a tremendous increase in the number and sophistication of tools available to the manager. Computers enabled managers to manipulate large databases and perform complex calculations in short periods of time. The application of computers to distribution problems made many traditional management approaches obsolete. Materials requirements planning (MRP) was a case in point. MRP introduced an alternative to the traditional approaches of managing manufacturing inventory. MRP exploited the dependent demand relationship between the end item produced and all the component parts required for its manufacture.8 The ability to synchronize the inbound flow of materials with the production requirement yielded inventory reductions and overcame the demand forecasting problems that had plagued the traditional order point models. The MRP approach was simple and intuitive, but a successful implementation in a large-scale manufacturing system was feasible only on a computer because of the many detailed calculations required. Once sufficiently powerful and economical computer hardware became available, MRP software became a popular approach to materials management.


Firms quickly applied the computer to solving other problems as well. A National Council of Physical Distribution Management (NCPDM) survey found that:


Over 90 percent of the companies indicated that they used the computer in some capacity to handle inventory control. The next most frequently mentioned activities utilizing the computer were order processing, planning and forecasting, and production planning. Over 75 percent of the companies indicated that the computer was utilized in transportation and warehousing. Over 40 percent indicated they used the computer in warehouse selection and customer service.9


Computers also provided the means to address one of the most compelling reasons for integrating materials and distribution functions—the dollars involved. The computer made it practical to extract costs frequently buried in manufacturing or selling overhead and thus to determine true distribution costs.10


CUSTOMER SERVICE AND PRODUCTIVITY


Efforts to reduce transportation and distribution costs often had adverse effects on customer service. Firms attempted to reduce costs by decreasing the number of stocking locations, drawing down inventory, and reducing the breadth of stockage in the distribution system, thus reducing the level of customer service provided.”11 However, managers were experiencing pressure to improve customer service while decreasing the costs of distribution operations. Distribution costs accounted for nearly 50% of the cost of many consumer products, yet few firms understood the extent of these costs, how to reduce them, or the impact of the marketing program on distribution costs.12 Intensive management of distribution functions emerged as a corporate strategy to achieve the goal of increasing customer service while simultaneously decreasing operating costs.


A landmark study in 1976 provided insight into how business defined the concept of “customer service” and measured the level of customer service provided. The study found no consistent definition of customer service among firms. Instead, firms viewed customer service either as an activity, a performance level, or a management philosophy.13 The study offered the following definition:


A customer oriented corporate philosophy which integrates and manages all of the elements of the customer interface within a predetermined optimum cost-service mix.14


Many firms had no comprehensive or consistent customer service objectives or standards in place. Firms with customer service standards generally used inappropriate measures or did not include the customer’s point of view, which led in turn to increased inventory, transportation, and warehousing costs.15 The growing attention to customer service issues changed management practice. Firms began to explore the linkages between customer service objectives and their effect on distribution costs. Cost/revenue trade-off models became an accepted approach for establishing appropriate service levels. ABC analysis also provided a useful tool for categorizing customers by profit contribution and for determining the appropriate level of service.


Management also suffered from a lack of productivity standards and measurement. In 1978, an NCPDM-sponsored study identified $40 billion of potential productivity gains in the physical distribution of goods.16 Only 50% of the surveyed companies had begun programs to improve distribution productivity, and only 20% had reached a meaningful level of measurement to support productivity improvement. Implementation of productivity improvement programs in distribution was expected to produce a 10% improvement in the average firm’s productivity.17


These customer service and productivity studies clearly demonstrated the benefits of integrated distribution activities that many innovative firms were beginning to achieve. Corporations could achieve improved levels of customer service at lower cost by recognizing available trade-offs. Firms could further improve their profit margins by improving the productivity of their distribution activities. The ability to capture these savings required a manager with sufficient authority to direct the necessary changes.


FORMATION OF MM AND PD ORGANIZATIONS


The integration of materials management and physical distribution functions did not proceed without debate. Consolidation of functions located in manufacturing, marketing, and finance generated controversy and “turf battles.” The debate became more intense as more firms began to explore the materials management/physical distribution concept. By 1962, 45% of U.S. manufacturing firms had adopted some kind of physical distribution organization, and half again as many had plans to do so.18 However, a 1971 NCPDM survey found that most corporations had not placed the fully integrated distribution organization into action. Most companies had not yet organized to do a total distribution job.19


Practitioners strongly advocated integrating existing functions within materials management and physical distribution organizations. The basic theme of their approach was “to establish a costing system which would identify all physical distribution costs and enable decision-making which would permit operation of the system at lowest total cost consistent with predetermined standards of customer service.”20 They further argued that these functions accounted for a high proportion of total operating costs, and that centralized management of these functions provided the most effective means for controlling these costs.21 Opposition to functional integration arose primarily in departments that stood to lose functions to the materials management and physical distribution organizations. Executives argued that they would lose control of essential functions, and that coordination within the existing organizational structure could achieve the same results. Some viewed integration efforts as “empire building” within the traffic or distribution functions. However, history indicates that the proponents of integration overcame these arguments because of the problems associated with fragmented management.


Role of the Materials Management/Physical Distribution Executive


Integration led to the executive managing a broader range of activities. This increased scope required more highly and broadly educated managers. Executives also began to report to different senior executives at higher organizational levels.


Scope of Management Responsibility. Integration expanded the role of the executive by increasing the scope of responsibility. Fragmented management spread responsibilities across the organization and limited the scope of responsibility to specific areas like transportation, raw materials warehousing, returned goods, or import/export.22 This limited scope prevented the manager from achieving cost reductions across internal organizational boundaries.23 Many firms saw integration as a means to correct this deficiency. Purchasing’s role expanded to include the management of the inbound flow of material.24 A typical materials manager had responsibility for related functions such as purchasing, production control, inbound traffic, warehousing, MIS control, inventory planning and control, and salvage and scrap disposal.25 Physical distribution managers experienced a comparable growth in their responsibilities. The single distribution manager had responsibility for the efficient, cost-effective flow of outbound material. An integrated distribution operation might include subordinate units like transportation, distribution facilities, inventory and planning control, and sales-order service.26


Education Requirements. The broadened range of responsibility increased educational requirements for materials and physical distribution managers. The restructuring of these functions prompted the distribution executive to learn more about the areas of finance, data processing, and planning skills.27 A 1972 Traffic Management survey found that over 65% of distribution executives holding director or vice presidential positions had undergraduate degrees. However, most executives did not have specific college course work or an academic major field in distribution.28 As a result, many entrants into distribution management positions desired follow-on education and professional development in distribution management. As one reaction to this need:


The National Council of Physical Distribution Management was formed in 1963 to develop the theory and understanding of the process, promote the art and science of managing systems and to foster professional dialogue and development in the field operating exclusively without profit and in cooperation with other organizations and institutions.29


Organizational Level. The stature of the distribution executive improved as firms began to recognize the importance and contribution of the distribution function. The perception of distribution activity shifted from “donkey work” to that of a key decision maker within the firm at the vice presidential level.30 Surveys revealed upward mobility for distribution executives.3132 A 1972 Traffic Management survey found that 45% of its respondents held titles that had not existed in 1962. The report also found a 69% increase in the number of vice presidents and directors within physical distribution organizations.


Impetus for Change


External and internal forces continued to generate change in business organizations and in the role of the distribution executive. Notable forces driving change were the increased cost of performing distribution processes and the deregulation of the transportation industry.


High Cost of Performing Distribution Functions. The cost of operations skyrocketed during the 1970s. Inflation continued at unprecedented rates, and interest rates reached double-digit figures by 1980.33 As a result, labor, facilities, and capital costs all drove cost increases in distribution. Additionally, fuel costs escalated owing to the OPEC oil embargo.34 These increasing operating costs compelled managers to examine further integration of distribution functions.


Deregulation of the Transportation Industry. Deregulation enabled managers to pursue a new set of options to reduce costs and increase performance.


Deregulation allowed (or perhaps encouraged) a new relationship between the buyer, the seller, and carrier. While part of this relationship came from the new electronic linkages between buyer, seller, and carrier, part of it emerged from the way shippers wanted to do business. There was a fundamental shift away from a day-to-day, transaction-to-transaction relationship to a longer term, contractual relationship. There was the emergence of some form of an interdependence between shipper and carrier over some fixed time horizon. This relationship involved a closer and more frequent interchange on a wide range of topics such as productivity, quality, and technology, to name only a few. It typically involved a wide range of contracts between personnel in the shipper organization and personnel in the carrier organization to solve problems or to initiate changes that were mutually advantageous to all parties in the process.35


By the end of the 1970s, many managers had come to view the materials management and physical distribution activities as an organic whole, and the term logistics became the common way to describe the entire activity.


Internal Integration (1980s)


Logistics organizations had experienced a decided shift in the positioning of distribution and materials management functions by the early 1980s. The Ohio State University Survey of Career Patterns in Logistics detected substantial changes occurring during the last half of the 1970s, with these trends stabilizing by 1981.36 The findings suggested a linkage between the distribution function and pre-production activities (i.e., purchasing, production planning, etc.) and the emergence of a total material flow organization.37 “Integrated logistics” emerged as the term coined to describe this linkage or internal boundary spanning and integration of logistics functions.


Integrated logistics is the “total range of activities concerned with the movement of materials, including information and control systems; logistics constitutes a strand running through all the traditional functional responsibilities—from raw materials procurement to product delivery.”38 It encompasses the traditional responsibilities of physical distribution and materials management, as well as several functions previously performed by marketing and manufacturing (i.e., production planning, sales forecasting, raw materials/work in process, and customer service).


Several studies during the 1980s traced the development of the integrated logistics organizational structure. A 1981 A.T. Kearney study found distribution (logistics) departments transitioned through three stages:


Stage One: Management views its mission as controlling finished goods transportation and warehousing. Management has an operational orientation.


Stage Two: Management’s mission is to integrate finished goods distribution and control inbound transportation. The orientation here is managerial, where individual activities are planned and controlled as parts of a total physical distribution process. The manager seeks out opportunities to improve by balancing trade-offs.


Stage Three: Management’s mission is to integrate the total logistics process as part of the total corporate endeavor. Management’s orientation turns to strategic issues like evaluating basic changes in the company’s logistics/operations strategy and pursuing opportunities presented by changes to the external environment.39


The study found a steady expansion in the range of functions managed by logistics organizations during the period from 1973 to 1981, with the trend accelerating in the 1980s.40 Firms reporting stage one responsibilities rose from 55% to 70%, stage two increased from 43% to 47%, and stage three increased from no responsibility to 16%.


The movement towards a stage three, or the “integrated logistics” firm, continued throughout the 1980s. Subsequent studies performed by A.T. Kearney in 1983, 1985, and 1987 demonstrated a continuing trend. Companies exhibiting only stage one characteristics leveled off near 47%.41 Companies exhibiting only stage two characteristics decreased as many “graduated” to stage three, while this category accounted for approximately 35% by 1987.42,43


The integrated logistics organizational structure provided several benefits to implementing firms. A comparison using stage one as a baseline found stage two companies incurred only 84.7% of the logistics costs of stage one companies, and stage three companies incurred only 80.7% of the costs.44 Other benefits include a competitive advantage through lower costs and higher profits, enhanced relationships with suppliers and customers, and additional value to the supply chain.45


Internal integration of logistical activities became widespread during the mid-1980s. The National Council of Physical Distribution Management encouraged this trend by changing its name to the Council of Logistics Management in 1985. The change enabled the organization to encompass the full range of logistical issues and serve a wider range of logistics professionals. The council’s definition of logistics reflected its broadened scope:


Logistics is 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 conforming to customer requirements.46


Major Forces Shaping Business Logistics


The pace of change quickened for logistics executives during the 1980s. The postderegulation era expanded the range and combination of services available in the marketplace. Third-party logistics providers exploited the service emphasis and emerged as a major player in providing a full range of logistics services. Communications and information processing applications accelerated, with numerous firms employing electronic data interchange, barcoding, and personal computers. Customer service increased in importance as firms attempted to use logistics to achieve a competitive advantage in the marketplace.


Postderegulation Expansion of Services. Deregulation influenced the logistics organization by changing the relationship between carriers and shippers. The shipping organizations focused their efforts on achieving rate reductions and transportation cost savings. Shippers decreased their carrier base and concentrated their shipments, with fewer carriers to obtain increased negotiating leverage.47 As a result, a smaller number of shippers would account for a larger proportion of a carrier’s total business. Carriers had to position themselves to be in the smaller set of carriers selected by specific shippers. Successful carriers accomplished this through superior customer service, value-added services, and reasonable prices.48 A wide variety of innovative practices emerged as carriers and shippers attempted to reduce costs and improve services, including automated freight billing and audit, and the use of electronic data interchange to assist in paperless billing, shipment tracing, rate lookup, claims tracking, and freight payment. Many shippers and carriers implemented programs such as guaranteed backhauls, uniform rate and contract formats, or cost-based discounts.49 “Logistics companies” emerged as transportation firms expanded their operations to include the full range of logistics services—other modes of transportation, freight consolidation and forwarding, warehousing, and packaging, to name a few. These firms gained acceptance as shippers attempted to limit their investment in “noncore” businesses or acquired needed logistics expertise in areas like carrier selection, rate negotiation, or freight payment.50


Third-Party Logistics Firms. Third-party or contract logistics firms represent the outgrowth of the movement toward “logistics companies.” Third-party logistics involves the use of external companies to perform logistics functions previously performed within the organization. The functions can encompass the entire logistics process or a selected subset of those activities.51 A combination of economic and regulatory forces contributed to their growth and acceptance during the 1980s. Sheffi identified several of these forces, including increased competition from foreign companies, a more demanding marketplace in the form of stockless retailers and just-in-time production lines, the high service levels yet long supply lines experienced in globalized operations, and the restructuring of corporate America to eliminate debt by cutting costs, reducing the asset base, and trimming the labor force.52 Many firms found the use of third parties attractive because it allowed them to concentrate on their core competencies, to obtain a streamlined logistics system, to exploit the third party’s economies of scale, to achieve a higher level of specialization, and to reduce financial risk.53


Communications and Information Technology. Logistics organizations developed an insatiable appetite during the 1980s for the ability to rapidly communicate, trace shipments, and exchange data. Information, as indicated in the CLM definition of logistics, had become a key component in providing logistics services and acted as a catalyst for further integrating logistical activities. Firms used information technology to further integrate their logistics functions, compress time, and eliminate cost from the supply chain. Integration resulted from the interconnection of hundreds of steps in the management and control process made possible by the rapid exchange of information.54 Compression of the supply chain permitted firms to “trade information for inventory.” Near real-time access to retailer inventory and sales data enabled manufacturers and wholesalers to more accurately project future requirements and to therefore reduce or eliminate safety stocks used as buffers against uncertainty.


Electronic data interchange (EDI) provided a medium to interconnect internal as well as external logistics functions. EDI is “the interorganization exchange of business data in standard, machine-processable form.”55 It eliminated the rekeying of data and provided a quick and accurate means for electronically exchanging data. EDI proved especially important in supporting the informational requirements for implementing distribution requirements planning or just-in-time inventories and production.


Distribution Resource Planning (DRP). DRP became a popular inventory planning and deployment tool based on exploiting the information and connectivity of integrated systems. The development of DRP enabled managers to effectively plan and efficiently deploy their finished goods inventories throughout the complex, multilevel distribution networks that most large manufacturers have established to move product from plants to customers. A DRP system operates by applying the basic logic of MRP to the control of finished goods distribution inventories. Deploying a DRP system required obtaining field-level sales forecasts from the distribution system for input into the production system’s master production schedule. The integration of demand forecasts into production scheduling resulted in several benefits including reduced inventory investment, reduced transportation costs, increased inventory turnover, and increased inventory availability.56 Implementation of DRP had the potential to significantly impact the organization of logistics functions. Traditional marketing and manufacturing activities such as forecasting and production scheduling would become more highly integrated and would most likely merge with distribution. The relatively small number of stage three firms indicates the difficulty of achieving the integration and level of coordination necessary for successful DRP implementation.


Just-in-Time (JIT). JIT production scheduling also achieved greater acceptance owing to the increased organizational integration and new information technology that became available during the 1980s. JIT is an organizational philosophy that strives for excellence and has the aim of eliminating all waste and consistently improving quality.57 A JIT approach to purchasing in a manufacturing environment requires the supplier to produce for and deliver to the manufacturer precisely the necessary units in the necessary quantities, at the necessary time, as determined by the manufacturer’s production schedule, with the requirement that products produced by the supplier conform to performance specifications every time.58 In comparison with other forms of exchange relationships, JIT exchanges have a longer-term orientation and require closer coordination to achieve specific value-added service.59 The establishment of JIT relationships imposes new requirements on logistical organizations. The supplier and manufacturer must jointly perform long-term planning, work together to achieve continuous improvement in key processes and products, interface at multiple points on a continuous basis, and operate in a potentially high-risk, sole-source environment. JIT extends the integration of logistical activities beyond an individual firm’s boundaries to achieve even greater efficiencies and process improvements. JIT takes the firms beyond stage three integration and into supply or value-added chain management.


Customer Service. Customer service continued as a dominating force in the shaping of the logistics organization throughout the 1980s. Logistics executives consistently ranked customer service as one of the major forces influencing the growth and development of the corporate logistics function.60,61,62 Repeated surveys of logistics executives indicated that most considered customer service the second-most important force, while only cost reduction, deregulation, or computer applications received higher rankings. The Council of Logistics Management commissioned a follow-on to the 1976 La Londe and Zinszer study to examine how customer service had evolved over the subsequent ten years. The study redefined customer service to reflect the internal and external integration occurring in logistics organizations:


Customer service is a process for providing significant value-added benefits to the supply chain in a cost effective way.63


The study’s findings also identified specific areas where customer service had shaped the evolution of the logistics organization. Customer service had become an important way of strategically differentiating the product or service for many firms. Firms relied heavily on the processing and release of timely information to achieve efficient, effective customer service. The customer had begun to play an active role in determining the types of services provided by the seller. For example, many buyers required their vendors to install an EDI capability. Contractual relationships had become the dominant mode of customer service relationships. The scope of customer service extended beyond the domestic market to address the issues faced in a global supply chain. Strong pressure had been placed on firms to maintain consistently high levels of customer service, and this trend was expected to continue and intensify over the visible horizon.64 During the 1980s, firms truly recognized the capability of logistics to provide a strategic advantage in the marketplace, and the logistics executive’s stature within the organization reflected this recognition.


Role of the Logistics Executive


Logistics executives directly benefited from the emphasis on using logistics as a competitive weapon. The number of senior executive appointments grew significantly, and their management scope had expanded beyond materials management or physical distribution to encompass the entire spectrum of logistics activities. However, the increased responsibilities placed new demands on the logistics executive and changed the skill set and competencies required for success in the discipline.


Scope of Management Responsibility. Integration of materials management, production planning, and physical distribution into one logistics organization greatly increased the logistics executive’s responsibilities. The 1987 A.T. Kearney study demonstrated a 15% increase in the number of stage three, or fully integrated, logistics firms, and the range of logistics responsibilities had widened across virtually all industries.65 The study also found a growing population of logistics organizations, with approximately 22% of the survey companies having established a logistics department within the last three years. Globalization also played a major role in expanding the logistics executive’s responsibilities. Logistics executives reporting international responsibilities increased to over 65% by 1987, from 30.5% in 1980 and only 9.5% in 1974.66,67


Organizational Level. The Ohio State Survey of Career Patterns in Logistics found significant growth in the number of senior logistics executives.68 The number of senior-level positions increased at a rate of about 6% per year during the 1980s. Some 56% of the firms established a senior-level logistics position during the 1980s, compared with a total of 25% prior to 1980. Only 19% of the surveyed companies had not yet established a senior position. The increased number of senior executives suggests an even greater logistics input into corporate decision making and planning. A 1992 CLM-sponsored study of strategic planning found an increasing number of logistics personnel participating in the corporate planning process and developing strategic logistics plans during the latter half of the 1980s.69


Educational Requirements. The wider range of activities managed demanded a more comprehensive background for most logistics executives. They could no longer rely on a baseline of transportation or purchasing expertise to move into senior positions. Instead, they required a broader background in logistics (e.g., inventory, warehousing, production planning, etc.) and in the firm’s other major departments (e.g., manufacturing, marketing, and particularly finance). The senior logistics executive cultivated an extensive background in logistics and has grown into a position of authority; however, the senior executive also acquired the necessary education to function at a higher corporate level. By 1989, 89% of the surveyed executives had baccalaureate degrees, and 45% had graduate degrees. Some 62% of the baccalaureate degrees and 88% of the graduate degrees were in business. And 12% of the graduate and 8% of the baccalaureate degrees were in logistics.70 When questioned regarding which topics the senior executive would specifically choose for future study, the most frequent responses included corporate finance and information technology.


The logistics executive’s broadened scope of responsibilities has also affected the educational requirements sought in new career entrants. Traffic Management’s 1989 survey of 20 top logistics executives found a definite preference for applicants with a logistics-related degree; however, the applicants also must have possessed a familiarity with computer applications and basic business concepts.71


Impetus for Change


Events occurring toward the end of the 1980s signaled a new direction for the logistics organization and executive. Leveraged buyouts and corporate restructuring forced many firms to downsize their operations. American firms recognized the full potential of international markets as a means to expand existing markets and to source materials. The marketplace also placed increasing demands on firms to expand competitiveness beyond cost to include time and quality. These forces intensified the pressure on logistics to maintain high customer service standards while simultaneously improving productivity and decreasing costs.


Corporate Restructuring. Many firms restructured during the 1980s to gain a competitive advantage and to avoid hostile takeovers. Corporate management restructured to dispose of unsuccessful businesses, de-layer management, match cost generation with debt service, and “lean-out” the organization.72 Restructuring sometimes drastically altered the logistics organization. Many logistics departments faced the prospect of consolidation within another firm’s logistics organization or the formation of a new enterprise that needed to create an entire management infrastructure with a logistics function of its own.73


International Markets. American firms increasingly expanded their international sourcing of raw materials, subassemblies, and other materials to obtain a cost advantage.74 The success of this strategy in one firm would cause the practice to spread to the firm’s competitors. International markets presented a growth opportunity for many companies with mature domestic markets. The development of major trading blocks such as the European Community and the opening of eastern Europe provided opportunities for expansion. However, the international market placed new requirements on the logistics department to contain costs while expanding operations in more distant markets.


Time and Quality. A new pattern for obtaining competitive advantage emerged by providing the most value for the lowest cost in the least amount of time. By decreasing “time to market,” firms increased productivity, decreased costs without penalty, reduced their risk, and increased market share.75 The incorporation of quality into the logistics process meant improved customer service, order fulfillment, and logistics processes. These quality gains provided key advantages that the competition often could not easily duplicate: improved on-time delivery, order completeness, invoice accuracy, order-cycle-time reduction, and overall logistics productivity improvements.76


The combination of these factors forced senior management to search for even more innovative techniques for improving logistics performance and gaining competitive footholds. However, the costs of technology, global expansion, and labor frequently prohibited action by individual firms. Instead, many companies in the 1980s explored the potential of external integration to achieve their objectives without substantially increasing costs or risk.


External Integration (1990s)


The organizational structure emerging for logistics activities in the 1990s follows the pattern of external integration. The integration of internal functions during the 1970s and 1980s focused on avoiding suboptimization of specific functions and optimizing results for the entire firm. “Supply chain management extends this concept of functional integration beyond the firm to all firms in the supply chain, bringing the concept of integration into the 1990s.”77 The focus has shifted to viewing the firm within the context of an overall chain of value-creating activities of which the firm itself is only one part.78 This drive toward external integration has resulted from a channel member’s desire to gain competitive advantage through improving overall channel efficiency by reducing costs, reducing risk, and effectively leveraging the corporate resources of specific channel members.


Costs. Adopting a supply chain framework for strategically relevant activities permits an understanding of the behavior of costs and the sources of differentiation. “Suppliers and distribution channels have profit margins that are important to identify in understanding a firm’s cost or differentiation positioning, because end-use customers ultimately pay for all the profit margins throughout the value chain.”79 Tyndall recommends using a comprehensive costing methodology for assigning costs at each level within the chain similar to the approach used in direct product pricing. The approach enables supply chain members to understand each individual member’s costs and identifies areas where costs should be reduced or productivity improved. The information also permits an assessment of alternative channel structures.80


Risk Reduction. Integration across the supply chain reduces an individual firm’s risk by spreading the investment, leveraging information against inventory, and pooling expertise. Multiple firms in the supply chain will share the investment in product distribution. The investment can take the form of manufacturing capability, product transportation, inventory levels, marketing of the product, and handling. Collective planning among channel members may also identify opportunities to eliminate asset-specific investments. Product and packaging design would permit the use of common handling, storage, and transportation equipment. The channel members leverage information existing within the channel to reduce risk. Adopting a DRP or JIT system would eliminate redundant inventories or buffer stocks. Manufacturing could produce to demand or rely on more accurate and timely forecasts of consumer demand. Channel members could also pool their expertise to identify areas driving costs and improve overall productivity. Specific actions could include techniques to eliminate unnecessary material handling, improve vertical warehousing, increase storability, or eliminate duplicate processing of information.


Leveraging Resources. The supply chain can leverage individual channel members’ resources to gain a competitive advantage. The channel could select retailers with access to new markets, share process innovations to streamline operations and reduce flow times, exchange demand and production information to eliminate inventories, ship material on other channel members’ backhaul routes, share technology, and allow each channel member to concentrate on its specific core competencies.


Major Forces Shaping Business Logistics


Three major factors have shaped the business logistics environment during the early 1990s. These factors include globalization of national economies, demographic and lifestyle changes, and the revolution in information and communications technology.81 These factors will influence all aspects of business, including logistics.


Globalization. The growing trend toward internationalization has become a way of doing business in the 1990s. Sustained economic growth in developing countries has generated new product markets and skilled labor pools. American firms have increasingly turned overseas to reduce manufacturing costs and expand market size. However, foreign firms have also continued to increase their market share in numerous sectors of the American economy. This competitive pressure will induce American firms to reduce production and distribution costs through improved quality, productivity, and delivery systems.


The growth in international trade has driven further changes in the logistics organization. Many firms have expanded logistics to include an international branch responsible for all international movements of goods. Other firms have established freestanding international divisions with a specialized international logistics branch, frequently with overseas offices. Third parties have also attempted to fill the gap by offering specialized services (e.g., customs clearance, bonded warehousing, etc.), or in some instances, all-encompassing international logistics service.


Demographic Forces. Demographic shifts occurring during the past several decades have changed the nature of the American marketplace. The maturing of the baby-boom generation will reshape the economy in unknown ways; however, changes will most likely occur in housing and health care. Declining birthrates of the 1960s have shrunken the entry-level labor pool. Concern has focused on the quality of American education and its ability to provide the technologically sophisticated labor force needed in the modern workplace. The growth in two-income families has driven consumer demand and expectations regarding product quality, variety, and acceptable levels of customer service.


Logistics organizations have confronted these problems by leveraging other resources in place of human labor. Firms have attempted to substitute technology for labor. Automated warehouses, computerized order processing, and EDI are examples of logistics practices that reduce labor requirements. The quality movement and process improvements have reduced or eliminated inspection requirements, materials handling, and returns of defective items. Other firms have increased third-party use to avoid increased labor costs and to take advantage of their specialized work force and greater economies of scale.


Information and Communications. The explosive development of information and communications technology has had a pervasive effect on all aspects of modern life. The falling costs and increasing capabilities of these technologies have particularly benefited what have been traditionally information-intensive logistics processes. Logistics managers have been able to substitute inexpensive information investments for expensive logistics assets like inventory and transportation.


Profile of the Logistics Executive


A statistical portrait of the contemporary American logistics executive can be compiled from a series of detailed mail surveys conducted over the last 20 years. This research project, the Ohio State University Survey of Career Patterns in Logistics, has sampled the membership of the Council of Logistics Management. Respondents each year included executives at the organizational level of manager, director, or vice president in manufacturing and merchandising firms. All surveys were conducted anonymously to insure confidentiality and encourage candor in the responses.


Respondents were presented with a list of basic functions and asked whether each was considered part of the logistics organization’s responsibility in their firm. Summary results are shown in Figure 2-1, which contrasts the findings of the 1985 and 1991 surveys.


As Figure 2-1 shows, most firms have integrated their warehousing, traffic, and inventory control functions into the logistics organization, and more recently most firms have included full responsibility for international distribution as well. On the other hand, a considerably smaller percentage of firms have integrated the purchasing function, and responsibility for such tasks as packaging, product planning, and demand forecasting remain outside the scope of the logistics organization in most firms. Note also, however, that the movement from 1985 to 1991 in each of these areas is toward broadening the scope of logistics to include these activities.


Although American firms use many different structural designs to operate their logistics organizations, most can be categorized as one of four basic types. One common form is a “centralized” design, where a logistics staff at corporate headquarters manages the logistics operation for the entire firm. Other firms operate with a “divisional” structure, where each division of the firm has its own logistics organization that operates independently of the logistics operations in the other divisions. A third common organizational type is the “combination,” in which some logistics processes are managed centrally, while other functions are decentralized at the division level. Finally, logistics is organized in some firms as a “separate division” that provides logistics services to the product divisions of the firm and operates on a profit-and-loss basis on an equal footing with the other divisions.


Figure 2-2 portrays the percentage of firms that have reported using each of these four basic organizational types over the period from 1975 through 1991. In each case there is a certain amount of random sampling variation from year to year, and so a trend line is fitted to the annual data to reveal the long-term trend. The predominant organizational type is the combination, with about 40% of the firms using this form, and this percentage is relatively stable over time. The divisional form is also reasonably stable, with about 20% of all firms using this structure. The separate division organization is becoming more rare. While about 20% of firms used this type in the late 1970s, only around 10% show this organization over the last few years. On the other hand, the centralized form is clearly gaining in favor, with recent surveys showing 25% to 30% of all firms choosing this form.


Some specific demographic characteristics of the logistics executive are also worth noting. As can be seen in Figure 2-3, most of these executives are between 39 and 50 years of age, and the median age is 42. Although the vice presidents tend on average to be older and the managers tend to be younger, these differences are quite small.
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Figure 2-1 Scope of the Logistics Organization Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies with the permission of the Council of Logistics Management.


Logistics executives show a high level of formal education (see Figure 2-4). About 92% hold a bachelor’s degree, while 41% have completed a graduate degree and 22% hold formal certification in the discipline. Some 52% of the bachelor’s degrees are in business or management (see Figure 2-5), while 73% of the advanced degrees are in business (virtually all are MBAs).


A history of executive compensation is shown in Figure 2-6, where average annual salaries for managers, directors, and vice presidents are reported at five-year intervals from 1975 through 1990. In addition, the figures are adjusted for inflation by using the Consumer Price Index to express each salary in 1990 dollars. Manager compensation in real terms has been level over this period, in the range of $60,000 to $64,000. Director salaries show slight growth in the range of $80,000 to $84,000. Salaries for vice presidents have moved up and now average about $125,000.
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Figure 2-2 Trends in Organizational Types Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies with the permission of the Council of Logistics Management.
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Age Group Figure 2-3 Age of Logistics Executives (1991) Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies with the permission of the Council of Logistics Management.





[image: image]


Figure 2-4 Formal Education of Logistics Executives (1991) Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies with the permission of the Council of Logistics Management.


Change in the 1990s and Beyond


The integration of the logistics process during the past three decades has transformed the logistics organization from the “mob in the shipping room” supervised by “incompetents,” as discussed by Peter Drucker in 1962, to a sophisticated management organization led by a senior executive at the vice presidential level.82 The transformation has resulted from a variety of factors, but the principal driver has continually evolved around the notion of achieving a competitive advantage through logistics. The competitive advantage could take many forms, from lower costs and increased profitability to improved and differentiated customer service.


The logistics organization will undoubtedly continue to evolve and change. Forecasting the future remains difficult at best, especially in an area as dynamic and diverse as logistics. However, the evolution of logistics suggests that the pace of change will continue to accelerate during the 1990s, and that the changes will have a global impact. The ability of the logistics organization to adapt, to incorporate new technology, and to improve bottom-line performance ensures that it will remain in the forefront of business practice during the 1990s and beyond.
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Figure 2-5 Education of the Logistics Executive (1991) Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics studies with the permission of the Council of Logistics Management.
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Figure 2-6 Average Annual Compensation for Logistics Executives Source: Adapted from the annual Ohio State University Survey of Career Patterns in Logistics Studies with the permission of the Council of Logistics Management.
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Logistics in the Decade of the 1990s



Martha C. Cooper


To help their companies survive and succeed in the twenty-first century, logistics managers need to continually analyze trends and their effects on their industries and companies.1 This chapter looks to the future while examining the following questions:


• What are the key trends and issues for logistics in the 1990s?


• How should companies prepare for and take advantage of these changes?


Several trends and issues both external and internal to the firm are identified that affect logistics management in the 1990s. Although not exhaustive, this framework highlights trends and issues that logistics managers must address:


External


• globalization—economic and political change


• “Workforce 2000”—the changing nature of the work force


• technology


• environmental concerns


Internal


• a focus on customer service and quality


• the current state and future of logistics performance


• third-party networks


• supply chain management


• changes in management and organization style


There is the immediate need for logistics managers to anticipate, prepare for, and take advantage of the opportunities and threats posed by these changes. As a conclusion to the chapter, some propositions and suggestions are offered to assist the logistics manager in taking an active role in meeting these challenges.


Trends and Issues to Consider in the 1990s


The continuing changes in the world order are the harbingers of considerable change in logistics and corporate practice. The age, gender, culture, education, and values of the work force are changing both at home and abroad. Technological advances are exploding in communications, data processing, and data analysis that can improve the management capabilities of logistics managers. Public, government, and company concern for the environment affect logistics in both packaging and transportation of regular and hazardous goods.


In addition to factors outside the firm, several changes inside are also affecting logistics managers. Companies are discovering what logistics managers have always known—the focus of the firm must be on the customer, both current and potential. There are rising expectations for customer service from both customers and logistics managers. Firms have determined what activities they can shift outside because they have had to strip down to fight leveraged buyouts and takeover bids, as well as just compete in the marketplace. This contracting out, or outsourcing, has already had a major impact on many firms. Others will continue to review whether outsourcing is a viable alternative to such logistics activities as private fleets and warehousing. A matter that is both external and internal is supply chain management with the goal of creating a competitive supply chain in a world marketplace. Finally, as managements come and go, their individual styles and organizational preferences may affect how logistics is practiced within the firm.


External Trends and Issues


Many factors external to the firm are affecting logistics practice. The trends and issues discussed here are grouped under economic and political issues, the changing nature of the work force, technological advances, and environmental concerns.


GLOBALIZATION—ECONOMIC AND POLITICAL CHANGE


Although we speak many different languages, we are working ever more closely together, regardless of a product’s origin, destination, or manufacturing location. Even if your firm focuses on the domestic market, failing to consider international competitors is no longer viable. Logistics managers are increasingly getting involved in nondomestic purchases and sales.


Regional Changes. There is growing regional, or multicountry, coordination of trade beyond traditional trade agreements. Regions preparing for closer cooperation include Canada-United States-Mexico, the Pacific Rim, and Europe. For example, as European market integration approached, more European countries wanted a share of the pie. In October 1991, the European Free Trade Agreement (EFTA) countries signed an agreement with the European Community (EC), bringing the EFTA countries closer to EC membership. This enlarges the already potential 350 million market of the EC and indicates at least the possibility of the eventual economic union of western Europe. Add to this the unification of former East and West Germany and the changes in former Soviet-bloc countries and this constitutes major political and economic changes by the year 2000, if not sooner.


What does this mean for logistics managers? First, if firms are not in Europe doing business by now, the market may be a tougher one to enter. Major U.S. firms, such as General Electric, Ford, 3M, and Procter and Gamble, have been operating in Europe for decades, and some, such as NCR, for a century. Many of these established firms have already reconfigured their production and logistics networks to take advantage of present and expected relaxation in border-crossing requirements and more consistent regulations. Mearsk has already begun transcontinental railroad operation between Italy and Denmark with high-speed container trains.


Logistics managers should identify regional changes so that impacts on the business can be evaluated and strategies or tactics planned. For the EC, an evaluation framework might start with a simple overview of selected changes:


• EC Integration Benefits


• Faster service across borders


• Production economies of scale


• Lower cost to distribute across borders


• Reduced price differentials among countries


• More common standards for vehicles


EC Integration Concerns


• Shakeup in the marketplace


• Potential protectionism of some products


• Barriers to entry for outside firms2


Continental and Hemispheric Economies. How will the globalization process occur? Will we go straight from national economies to a global economy? Of course, this depends on how a global economy is defined. In terms of basic goods movement, we may already be there. In terms of more closely related economies, then perhaps a growth pattern will occur moving from regional to continental to hemispheric, and, finally, global economic integration.


The EC is one bold start, now connected with EFTA, and soon probably some of the former Soviet-bloc eastern European countries. The EC’s recent vote for adopting the common monetary standard, the ECU, moves Europe toward a more common economy. The U.S.-Canada trade agreement, to be followed by a Mexico-U.S.-Canada trade agreement, moves North America toward a more common economy too. Of course, the process may not always take place through formal, political agreements.


The Pacific Rim economies continue to grow as Hong Kong, Japan, Korea, and Singapore are leading traders, with others rapidly developing. Many Asian countries view their transportation systems as based on water. The Asian hemispheric economy will most probably be connected by water. Japan will reportedly test a 50-knot container ship shortly that, when introduced, will speed water transportation within regions or between continents.


Many see an intra-Asia (all the way through Russia) market and economic system. This is similar to the expected Canada-will be hemisphere economies before there are global ones.3


Global Competition. Global competition can no longer be ignored. Firms and countries are spending large amounts of capital to be in the global competitive arena. Those making the investment are in for the long term and have a higher probability of survival. For example, Hong Kong is updating three ports at a cost of billions of dollars. Large logistics services companies, such as Seal and, Mitsui, Maersk, and TNT, are all making moves to connect the world.


Those concentrating on domestic or even small-niche markets, by product line or geography, cannot ignore global competition. Their raw materials may come from international trade. Their next competitor may be from a different hemisphere. The niche marketer must carefully construct a marketing strategy that continues to serve customers very well at the best possible cost, or someone else will.


Even niche marketers have to take an international perspective to survive.4


The Global economy only works if there is an infrastructure of good operating logistics systems. Many firms who believe this are spending billions of dollars on the future, assuming a global economy.5


Communications and Regulations. Another factor facilitating globalization is the efforts to agree on common standards for information transmission, and to reduce conflicting regulations. Adoption of the harmonized code has already been useful in transportation. Whereas once there were many different coding systems for goods movement, now a single four-or six-digit code can carry much information and is useful across carriers, freight forwarders, shippers, and consignees. A common electronic data interchange standard seems much further away, but the United Nations code is an attempt to move in that direction. Common means of communication will facilitate better logistics service and management.


The agreements among EC members to eliminate conflicting regulations is particularly helpful to logistics managers in charge of goods movement. Examples include working toward common standards for vehicle manufacturing, single forms for border crossings, and changes in cabotage regulations for goods pickup in a nonorigin or nondestination country. Similar moves among other trading partners will help move toward a global economy.


Global Market-Driven Economies. As barriers to trade are reduced within and among countries, customer satisfaction becomes paramount. Constraints will not be caused as much by production, raw materials, or distance as by what the customer wants. Some suggest that the next “era” in business will be true global marketing, which we have not seen except for the isolated examples of certain multinational firms and the Japanese approach.


Marketing programs need good logistics programs to support them. A customer orientation requires effective transportation, inventory, and information management to be responsive to customer needs.


We are going to go back to where we thought we were in the 1960s, to a market-driven society. We have global banking, finance, and manufacturing, but not global marketing.6


“WORKFORCE 2000”


A major responsibility of logistics managers is the supervision and motivation of their personnel in warehouse, transportation, and customer service roles. These pools of people are becoming more diverse and have different needs. Reasons for taking particular jobs are often not strictly economic. The U.S. work force is estimated to be 44% white male. The traditional majority is dwindling with the increasing entrance of diverse minorities. Being able to work with a wide range of people is an important skill for logistics managers.


Diversity. The working population differs on several dimensions, including age, gender, culture, education, and values.7 These same issues are addressed in other parts of the world that experience expatriates or commonwealth members shifting among countries to find work. Although diversity is a challenge, it can also provide opportunities for part-time employees to balance work loads from a pool that includes college students, spouses, and older, possibly retired persons, whose expertise can benefit the company.


Individual Needs. Two-income families bring special needs and relocation constraints. Companies are moving to spousal relocation programs and consideration of a spouse in relocation decisions. Singles may prefer different benefit packages than married couples. Matching the company’s and the individual’s values is becoming a more common technique to retain productive employees.


Downsizing. Downsizing is nearly a worldwide phenomenon, according to a survey of 12,000 managers around the world.8 As firms downsize, the dislocation of people will be substantial and wages may decline. For example, an auto manufacturer may permanently eliminate a $30-per-hour job and the affected employee might take a $15-per-hour newly created position in the service industry. There will be a wealth of experience on the market. In Europe the problem may not be so much the cost of firing, because of union agreements, but rather inflexibility in reallocating human resources. Former communist countries are experiencing similar problems as they move from full-employment guarantees to market-economy competition. One concern of logistics managers has been the lack of skilled employees for logistics tasks. The reductions in work forces for some firms may help alleviate the shortages for others.


TECHNOLOGY


Technology has been a boon to the information-intensive aspects of logistics, such as materials management, electronic data interchange, barcoding, and decision support. Handling-intensive aspects have also been helped by technology. Transactions occur faster with fewer mistakes as technology helps support minimum inventory systems like JIT and Quick Response. The importance of technology in logistics will probably continue to increase in the 1990s.


Communications. Electronic data interchange (EDI), teleconferencing, and voice mail systems reduce the cycle time in communication. Simple things like eliminating time spent on “telephone tag” can boost productivity; the ability to leave detailed messages in one’s own voice, any time day or night, facilitates communication while traveling, in different time zones, or after hours. The ability to track shipments around the world and to divert those in transit is possible only through linked communication systems.


Figure 3-1 indicates substantial increases in the use of EDI. Respondents were asked in 1990 to think back to 1988 and indicate how much change had already occurred, then project future usage. On average, the amount of customer orders received via EDI had tripled in two years, from 5% to 15%. Another tripling of usage was projected over the next five years, so that we can expect nearly half of all orders to be received via EDI. A similar pattern occurs for purchase orders placed with vendors, but the trends and projections are lower.


Physical Handling. Barcoding and materials handling technologies are being used for more efficient distribution center and inventory management. Automatic guided vehicles, stacker cranes, and information-driven conveyor systems continue to improve and to be more highly integrated. As shown in Figure 3-2, the number of firms not using barcoding decreased by almost one-third between 1988 and 1990, and only about one-fifth of responding firms did not expect to be using barcoding by 1995.9


The upper tenth percentile of responses was examined for additional understanding. Those firms using barcoding are doing so in a significant way. Figure 3-3 contains the median and upper tenth (ninetieth) percentile responses for inbound merchandise that is barcoded in a format that the company can use. The barcoding practices of foreign and domestic vendors were questioned separately. The median, or middle, response was zero in both 1988 and 1990 for foreign vendors. Domestic barcoding was 10% in 1990 and expected to rise to 50% by 1995. However, the ninetieth percentile responses were at or close to the 100% mark for both 1990 and 1995. Those companies that have embraced barcoding are doing so for almost all the merchandise passing through their systems. Upward trends were also observed for outbound barcoding and warehouse automation.
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Figure 3-1 Orders Transmitted by EDI Source: Adapted from Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics (Oak Brook, Ill.: Council of Logistics Management, 1992).


Substituting Information for Inventory. The cost of information has been declining relative to other expenses, such as land, labor, and capital. Thus, it is more efficient to use information, wherever possible, in lieu of more expensive assets.10 Finished goods inventory is not produced or deployed with large safety stock quantities if the information system is comprehensive and responsive. Cutting the order lead time allows greater transit time that, in turn, permits stocking items further away while maintaining customer service delivery time targets. The number of transshipments is reduced with better decisions on stocking locations and quantities.


Combining Technologies. The real payoff of technology in the future will result from combining technologies. Companies are already integrating barcoding, EDI, scanner data, and advanced materials handling equipment to make their systems more effective. Software continues to be developed for interfacing warehouses to carriers, in addition to customers and shippers. It is possible to transfer store-level scanner sales data to suppliers for inventory forecasting and automated, demand-driven ordering for store shelf restocking. With barcoded stock in the warehouse and information systems containing stock locations and product date codes, products can be quickly picked, packed, and shipped. The information systems for ordering, distribution center operations, accounting, and transportation can be linked together. Partners up and down the supply chain can also be connected. A totally integrated system is still on the horizon for most companies because pockets of unconnected information systems remain.
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Figure 3-2 Patterns of Barcoding Application Source: Adapted from Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics (Oak Brook, Ill.: Council of Logistics Management, 1992).


ENVIRONMENTAL CONCERNS


Logistics activities are in the middle of many environmental issues. Transportation of hazardous goods is an obvious concern. Packaging is another. The concern about products being “green” from cradle to grave also involves logistics. Recycling has, to some extent, already been generally adopted. For example, recycling has been implemented particularly well in the soft drink bottling industry, as recently developed routing algorithms consider both pickups and deliveries allowing the collection of empty containers for reuse.


Green Packaging and Products. The European Community and Canada have been particularly active in legislation in response to public concern for the environment. Germany and Japan, among others are taking steps in recycling, emissions control, and environmental concerns affecting logistics.


The environmental impact of a company’s actions is becoming more important. Some companies are requiring a section in the strategic plan of each function to state how the function plans to respond to environmental issues relevant to its operations.
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Figure 3-3 Inbound Merchandise Barcoded Source: Adapted from Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics (Oak Brook, Ill.: Council of Logistics Management, 1992).


Hazardous Waste Movement and Disposal. A vast and intricate web of regulations and restrictions is being woven by federal, state, and local governments. Companies are seeking ways to ensure awareness of and compliance with increasing and changing regulations across many divisions and locations. One chemical company devotes an expert to studying what is occurring so that its employees have a reliable and current source of information. The company’s many dispatchers and others involved in goods movement do not have the time or resources to follow the changes in regulations. Additionally, this company is taking a lead in bringing government and industry together to reconcile inconsistent laws and to improve the environment.


Internal Trends and Issues


Internal trends and issues include the firm’s relationships with customers, suppliers, and the broader supply chain, as well as the effects of organization and management styles.


CUSTOMER SERVICE/QUALITY FOCUS


The buzzword of the late 1980s was “customer service.” As products become standardized, customer service achieves greater importance as a competitive, differentiating marketing tool as well as an expected product attribute. As cultural and national barriers break down, requirements for customer service become more consistent and more stringent.


Increasing Performance Expectations. Hardly anyone in recent surveys has expected any slackening of customer service performance standards. Virtually all the case study firms in The Ohio State University surveys expect customer service requirements to tighten. Indeed, as the Walmarts of the world become more knowledgeable about logistics, the standards tighten considerably. These enterprises would like suppliers to manage inventory to the individual store shelf level in many cases. In these cases, the burden of monitoring inventory and replenishment shifts to the supplier. Some customers share the burden of inventory with suppliers, such as sharing costs of component parts rather than finished goods. These strategies are being used not only by Walmart and its discount retail competitors like K-Mart and Target but also by other next-to-final-consumer firms like drug stores, grocery stores, convenience marts, department stores, and specialty retailers, to name a few.


Companies are putting tighter constraints on themselves by defining customer service factors more specifically, such as defining fill rate as orders shipped complete rather than simply shipped, albeit partially. Combining customer service measures also makes reaching target service levels more difficult. Reaching high levels of order completeness and on-time delivery as separate measures is easier than reaching the same level on a combined measure of fill rate and delivery.


Figures 3-4 and 3-5 reinforce the perceived tightening of customer service windows. Inventory turnover at corporate and public warehouses had increased by about one turn from 1988 to 1990 for survey respondents. These turn rates, along with contract warehouse turn rates, are expected to increase dramatically by 1995. Cycle time had decreased by one-fifth (one day) from 1988 to 1990 and is expected to decrease another day by 1995, to three days. A day of transit time is expected to be wrung out of the system over the same period.
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Figure 3-4 Inventory Turnover Source: Adapted from Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics (Oak Brook, Ill.: Council of Logistics Management, 1992).
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Figure 3-5 Order Cycle/Transit Time Source: Adapted from Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics (Oak Brook, Ill.: Council of Logistics Management, 1992).


The transit time of an overseas shipment is no longer an acceptable excuse for missing service targets. Global competition allows firms to find suppliers closer as well as overseas. Faster transportation or strategic placement of inventories may be required to meet target service levels, regardless of the goods’ origin. Methods to shorten order cycle time are needed to remain competitive. Breakdowns of regional barriers facilitate faster movement, but again, remove excuses for poor performance. For example, EXEL Logistics provides one week ground delivery from London to Moscow for Pizza Hut.


ISO-9000 and Other Worldwide Standards. The International Standards Organization (ISO) is applying the concept of quality to business processes in the same manner as it has been applied to products. The ISO is working in Europe to establish certification standards for company efforts to improve their business processes. Consistent standards for business practices is consistent with efforts within the EC to level the playing field by specifying standards by product and service. Some suggest that this certification may become a requirement for doing business with many firms in the EC.


Official and unofficial quality standards and process initiatives are becoming more common. The criteria for evaluating firms for the Malcolm Baldridge National Quality Award in the United States and a similar award in Japan are not only needed to win the honor but also are being used privately to improve internal operations and sometimes mandated by customers to qualify as a vendor. Delivering a product on time and according to customer specifications is fast becoming “merely adequate”; the way in which that process occurs is becoming subject to specifications and standards.


Total Quality Management (TQM). Many believe that the terms quality and customer service cannot be separated. That is, high customer service levels imply high quality in service delivery. Several case study firms indicated that the team approach and total quality management programs had helped integrate the functions of their firms and solved complex, interdisciplinary problems.


TQM is being applied to logistics as firms try to determine the cost of nonperformance on customer service. Some are finding that the cost of even a few out-of-stock situations is not only lost sales but potentially a lost channel customer.


Customer Service Segmentation. As customer service becomes more of a competitive weapon, companies are offering differentiated service packages for various markets. And because of the different offerings, customer service requirements themselves have become a basis for industrial market segmentation. For example, different levels of sensitivity to delivery service prompted the overnight package business. Different service factors, such as speed and consistency of service, may be important to different groups.11 In the United States, offerings must be varied within the constraints of the Robinson-Pattman Act. However, differences in cost and price justify offers of different service options and packages to separate market segments.


Time-Based Competition. As time-based competition increases, the need to meet ever-tighter service requirements also increases. Figure 3-6 suggests that companies are shipping and receiving more goods on a just-in-time basis. The percentage of tonnage received just in time doubled from 1988 to 1990. This trend is expected to continue almost linearly through 1995, when one-quarter of goods are expected to be received just in time. The importance of time-based competition is confirmed by a similar pattern for product shipped to customers just in time.
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MANAGING ACROSS ORGANIZATIONS


The need to manage global sourcing, production, and distribution networks and to deliver high-quality customer service suggests possible changes to relationships within the distribution channel. Supply chain management involves close coordination. Functions may be outsourced or internally “spun off” to compete under the same requirements of other vendors (and sometimes even seek external customers to augment revenues and justify existence). Many relationships are developing into partnerships.


Supply Chain Management. Supply chain management is a concept sometimes shrouded in complex jargon, but it is very much what the individual words imply: supervising all the steps of a product’s movement, regardless of corporate, political, or geographic boundaries, from raw material supply through final delivery to ultimate user to satisfy a particular customer group. It is an integrative philosophy to manage the total flow of distribution.12 Supply chain management suggests a channel focus across channel members rather than a traditional, endemic, individual company focus.


Originally, supply chain management was discussed in a logistics context of inventory management throughout the channel. The intent was to manage the inventories as efficiently and effectively as possible. This implied that each channel member should not necessarily hold redundant inventories, and that less inventory could be spread over the channel with emergency situations considered, such as regional deployment rather than individual wholesaler or retailer deployment of some products.


This original concept now has broadened into the general integration of functions throughout the supply chain. This involves more than just inventory deployment and the information systems to connect chain members. This means managing the whole chain almost as if it were one entity. Decisions regarding various functions, like production, distribution, and marketing may be viewed across the entire chain rather than from each individual member’s perspective. There are joint task forces across companies to address specific concerns, such as order cycle time and new product development.13


Outsourcing to Third Parties. Third-party logistics service companies have probably existed as long as there has been trade but perhaps less prolifically and under less glamorous labels. With high interest rates and intense efforts to reduce inventories during the 1970s and 1980s, a significant shift toward third-party logistics service providers occurred. Businesses deciding to concentrate on their core competencies or capacities continued to fuel this trend. Among others, general management guru Peter Drucker sees this trend continuing.14 Basic services provided by third parties include transportation, warehousing, and light manufacturing, as well as specialized services, such as freight forwarding.


Depending on economies of scale and management preferences, logistics services have been provided in-house or outsourced. Some companies compare outsourcing costs with private carriage or warehouse costs as one means of measuring the efficiency of in-house operations. In one case study firm, every function was benchmarked against the cost of outsourcing as a measure of efficiency and what costs could or should be. If companies pursue such a practice, care should be taken to include not only all the relevant, direct, discrete, and identifiable costs but also less tangible costs that apply to the functions that a firm may otherwise relinquish, such as convenience and control. There are both advantages and disadvantages to outsourcing.15





Strategic Alliances and Partnerships. The number of suppliers and third-party providers with which a firm interacts is generally decreasing, by factors of five or more for some firms. This permits more attention to each relationship to work on mutual efficiencies. The kinds of relationships with suppliers and third-party providers can be viewed on a continuum from a onetime, or transactional, approach to viewing the relationship from a long-term perspective. Most logistics executives interviewed were moving toward the long-term perspective, consolidating to a group of key suppliers and third-party providers.


The basic concept behind partnerships is that working together will bring greater efficiencies and benefits for each party, on balance. A sports team practices together for better performance; constantly switching the lineup prevents team members from developing familiarity, resulting in poor overall team performance. Partnerships replace the focus on image and the transactional sales process with a focus on substance and the true, ultimate task at hand.


The literature about strategic alliances, partnerships, and transaction cost analyses suggests several different dimensions to these relationships. In a logistics context these have been grouped together along the following dimensions:


• Extendedness. The investment necessary in time, personnel, and equipment to establish an interface among channel members cannot be returned over a short period in most cases. Thus, members usually enter into contracts or have an understanding of a long-term relationship if they are involved in a partnership relationship.


• Operational Information Exchange. Information systems must be connected, which means having compatible equipment and software.


• Operating Controls. Channel members want to monitor other members’ information systems to be aware of product flows and any potential supply problems.


• Sharing of Benefits and Burdens. There is an expectation that both benefits and burdens will be shared by channel members. If only the channel captain, or the strongest one in the channel, reaps the rewards, the other members will be constantly looking for alternative relationships. Certainly, the relationships should be reviewed periodically against other alternatives, but without sharing of benefits and burdens, the ties will be particularly tenuous and uncomfortable.


• Planning. Considerable planning is needed to integrate the members of the supply chain, or two partners.


• Compatible Corporate Cultures (Trust). Finally, there is a chemistry between partners and/or among supply chain members. Corporate cultures should be compatible among the parties involved for the partnership to work.16


A partnership arrangement may include some joint ventures, perhaps with ownership in each other or in a third enterprise. The U.S. government discourages close ties between the government and business. However, there are advantages to be gained by joint ventures with governments, and such partnerships are common in Asia, involving governments and banks, as well as partnerships among companies.


ORGANIZATION STRUCTURE


Discussions with logistics executives indicate that the position logistics occupies within a firm relates to the organizational structure in place, the management style of top officers, and the efforts of individual logistics champions. The structure of logistics activities may change with increased outsourcing and as top management reassesses how best to manage the supply chain.


Size. A probable future influence on logistics is the relative size of firms. During the late 1960s and early 1970s companies were intent on expansion through merger and acquisition, sometimes regardless of the kind of business involved. The term conglomerate became fashionable. Economic theory suggests that when functions can be performed more efficiently in-house, firms will enlarge and perform those functions themselves.


The emphasis during the 1980s and 1990s is to concentrate on core business functions, hence outsourcing. Core focus has also been applied to companies reviewing their constituent parts and streamlining the number of businesses in which they participate. One of the more notable examples was Kinder Kare’s divesting itself of its oil drilling business.


Restructuring of companies has been pervasive in the past few years.17 The trend has been to streamline middle management, a prediction made in the 1960s by information systems specialists who felt that better computing power and information exchange would reduce the need for middle managers who accumulated and analyzed information. A reduction in the number of middle-management layers should also be expected.18 What is left of middle management will use technology and models to manage what required many employees until only recently. To the extent that logistics activities are outsourced, the logistics function that remains may be one of analysis and management of relationships with other internal functions and with the third parties.


Companies in business in ten years will be part of international federations of companies. They will buy, produce, and sell worldwide either by themselves or in partnership with others.19


The size of logistics services providers is coming to be known. Concentration in the market is evidenced by the presence of mega-carriers and services providers who intend to compete on a worldwide, full-service basis. They are acquiring smaller warehouse companies and carriers. There will still be room for the niche players providing specialized services, but these smaller firms may also connect to the larger providers, as feeder airlines have done in the travel industry. Huge logistics companies with local feeders are likely.20


Centralized Logistics Staff. There appear to be cycles in the organizational structure of firms and in management style. The case study firms for a strategic planning study were both centralized and decentralized in their management approaches, and these had changed over time. If we judge by these firms, we note there appears to be a trend toward having a corporate-level logistics staff, as there are corporate marketing and manufacturing staffs.


An opinion occasionally expressed is that logistics is really a marketing function. Although some specialization may exist, where should it be located? As one case study participant stated, “Logistics is a marketing function and its performance should be in that direction.”


However, centralization puts logistics in a position to have input into the strategic planning process, and not all warehousing, materials management, and transportation activities are obviously marketing-oriented. The operational aspects of logistics activities tend to be located away from corporate headquarters at plants or customer service centers for the case study companies. “Out of sight, out of mind” has traditionally applied to logistics. But with the performance of logistics functions becoming critical to success, this isolation and relegation to a lower status may require rethinking the organizational structure.


With the moves toward process management and a concentration on the team approach and task forces to address particular problems, the walls between functions are crumbling. Specialized activities involved in manufacturing, marketing, and logistics must still be performed, and thus the walls may never come down completely. Others suggest that many of these activities will be mechanized and computerized, and there will be less need for managers in the old functional areas. Instead, management will concentrate on specific problems facing the firm that need further study.


The functional concept doesn’t make sense. Everyone has a telephone and a PC. This implies a different type of organization which is not paper-based. The span of control theory is no longer as viable since each manager can control much more, better.21


There will still be logistics people in firms to either do or buy logistics services.22


Success in the 1990s and Survival Beyond


The manner in which logistics managers address the current and forthcoming changes will help determine the success of their companies in the 1990s and the prospects for survival into the next century. Ignoring the changes will, of course, lead to disaster. Embracing continual change as an ever-present fact is critical. At the very least, logistics managers must be able to recognize and react to these changes; better still, logistics managers should anticipate the changes with proactive responses.


Implications of the Issues and Trends


The issues and trends reviewed indicate some of the potential responses by companies and their logistics functions to the anticipated changes for business. The results of a stream of research suggest that flexibility and organizational change are keys not only to success but also to survival.


FLEXIBILITY


One executive refers to strategic planning as managing change. Of course, a rapidly changing world and marketplace requires the flexibility to take advantage of new opportunities.


More Challenges. Survey results indicate that logistics executives feel competition will be stronger, requiring more consistent and faster service—in short, working close to the customer to meet or exceed the customer’s requirements. After earlier surveys, it was thought that perhaps some logistics managers were unnecessarily bringing the tighter constraints on themselves by expecting tighter service standards to occur. Conversations with many logistics executives suggest that indeed the customer is driving the process in many industries and that logistics must constantly and actively explore ways of improving customer service.


The make or buy issue of logistics services will continue. As managers contemplate core competencies versus the cost and control considerations of having supporting operations in-house, outsourcing will fall in and out of favor as a strategic alternative.


Some Relief. The pressure on logistics functions is tremendous. However, the ability to shorten order cycles and to provide the customer with information about orders and shipments is receiving help from such catalysts as common standards and improved technology. The efforts to achieve common standards on even a regional basis, such as those the Economic Community is pursuing, will assist logistics. Combining technology advances in materials handling and information permit faster, more accurate service delivery systems.


ORGANIZATIONAL CHANGE


A tough but necessary task is to anticipate the kinds of logistics networks and company relationships that will exist at the end of the 1990s. Closer relationships with fewer suppliers of goods and logistics services has been a recurring theme throughout recent studies. This suggests fewer, larger organizations or fewer systems consisting of central organizations with subsidiaries or affiliates.


Global Networks. Many companies are moving into the competitive arena of the global marketplace, where logistics managers must think globally. While one strategy is to treat all markets the same, the more common strategy is to adapt to local customs in terms of logistics services as well as products. For example, even a common mail system, regular or overnight, may require some adaptations in different parts of the world, including mode of transportation and use of subcontractors.


Specialized Networks. The approach taken by many companies and third-party providers is to concentrate on specific industries and to develop specialized networks to meet the needs of those targeted customers. The opportunities for niche markets in this sense will probably still be great by the end of this century. The opportunities for the truly small, localized niche marketers may be fewer as the world comes closer together. The need for personalized service may be the major factor keeping the niche marketer viable.


Human Resources. A crucial aspect of providing customer service is the capabilities and professionalism of the people planning and delivering the services. This suggests a concern for and good management of this key resource. Continuing education combined with varied benefit packages are some elements necessary to attract and retain the best people and ensure their productivity.


SURVIVAL OF THE FITTEST


The 1970s and 1980s accelerated the rate of change. The 1990s will continue this acceleration. Organizations must analyze how best to survive in the kaleidoscope of change by adapting to different competitive arenas. Different internal organizational structures may be needed, such as process management, participatory management, and simply doing more with less.


Propositions and Logistics Management Actions


Logistics managers will play key roles within and across organizations to meet the challenges of the 1990s. In fact, logistics managers must take on the key role of being champions if changes are to be made in the following strategic areas: logistics performance, logistics system structure, and technology integration. For each proposition within these areas, some selected management actions are noted.


Logistics Performance


Proposition 1: The level of logistics performance expectations will continue to increase through the 1990s, narrowing the range of acceptable performance.


• Help segment markets to better serve customers.


• Ensure customer service in terms valuable to the customer.


• Combine customer service measures for more realistic service levels as viewed by the


Proposition 2: Asset productivity will be a key logistics performance measure for the 1990s.


• Examine wide options for human resource productivity consistent with a diverse workforce.


• Assess other kinds of assets for improved productivity.


Proposition 3: Logistics performance in the 1990s will be more service-driven than cost-driven.


• Assess just-in-time and quick response needs.


• Cost is still important.


Logistics System Structure


Proposition 4: Increasing numbers of shippers will choose to build a closer relationship with a limited number of vendors, customers, and third parties to more effectively manage the supply chain.


• Help develop the selection and evaluation processes for third parties.


• If you are a third party provider, help develop specific competencies to provide a competitive edge.


Proposition 5: Functions within and across organizations will work more closely together.


• Take a leadership role because logistics is uniquely qualified to facilitate integration as a boundary spanning function.


• Develop participative management within the logistics function.


• Look at processes rather than functions to achieve improved productivity.


Technology Integration


Proposition 6: The trade-off of information for inventory will accelerate through the 1990s.


• Help top management to understand the ramifications of this proposition for operations, costs, and customer service.


• Set up logistics systems that can exploit this opportunity.


Proposition 7: The pattern of technology convergence among buyers, sellers, and third parties will increase through the 1990s.


• Build information systems that connect functions and organizations.


• Combine information and materials handling systems for increased efficiency and effectiveness.


• Integrate technology to help integrate functions and organizations.


Notes


1 Much of the information in this chapter is based on the results of various surveys conducted by The Ohio State University. Unless otherwise specified, all tables and figures are from a 1990 strategic planning study (Martha C. Cooper, Daniel E. Innis, and Peter R. Dickson, Strategic Planning for Logistics [Oak Brook, Ill.: Council of Logistics Management, 1992]). Survey results are based on 149 responses to a mailed questionnaire, case studies of ten companies, and an executive logistics seminar on strategic planning. The results of the survey are intended to serve only as general trend indicators.
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Strategic Logistics Planning



Kevin A. O’Laughlin


Section Editor


Change. It can be a thorny management challenge, or an important competitive strategy. One thing is certain—as firms search for new ways to succeed in the ever more competitive global economy, change will be the order of the day. For logistics practitioners, change comes in many forms: faster order cycle times, increasingly differentiated products and services, and ever more sophisticated technologies to help manage all of this complexity. One consequence of this is the need for more dynamic and responsive logistics systems which can readily adapt and respond to changing needs and requirements. Developing the capabilities and competencies necessary to be truly flexible is the key to mastering change as a competitive weapon.


In this section, we explore the building blocks of effective logistics strategies and present frameworks, methodologies, and tools essential for the design and implementation of responsive, change based, and time sensitive logistics systems.


In Chapter 4, Kevin A. O’Laughlin and William C. Copacino present a holistic framework for integrating logistics activities within a broader marketing and manufacturing context. They propose an approach for addressing the key questions in logistics strategy development and logistics planning that will determine how the building blocks should fit to achieve the desired service outcome.


A logistics system is a competitive advantage only to the extent it provides customers with products and services they need, when they need them. In Chapter 5, Douglas M. Lambert describes a methodology for developing tailored customer service strategies and designing performance measurement systems necessary for tracking and monitoring results.


Once customer services strategies are identified, marketing and distribution channels must be designed to perform to the required standards. In Chapter 6, Louis W. Stern and Adel I. ElAnsary discuss the key issues to consider in designing effective marketing channels, and the management systems needed to keep channels operating efficiently and smoothly.


In Chapter 7, Paul T. Chapman describes how analytical tools can be used to optimally allocate and deploy financial and human resources to achieve desired levels of service in a logistics network. He decomposes logistics decisions into four core activities and describes models and other devices which can be successfully used to help manage each. He makes the important point that new information intensive approaches to logistics management are essential for a fully integrating the total supply chain.


In Chapter 8, Allen D. Rose describes the management issues and challenges surrounding implementation of new, enhanced, or modified logistics systems. He makes the crucial point that preparing the organization for doing work differently may be the most important step in successfully implementing new logistics strategies. That—and managing a variety of risksare paramount in implementing new logistics strategies that position change as a strategic capability.





CHAPTER 4 [image: image]
Logistics Strategy



Kevin A. O’Laughlin


William C. Copacino


In the 1970s, few executives realized that the function of logistics could play a strategic role in their company’s success. In fact, the business meaning of the word logistics was not widely used or accepted. This function was normally referred to in terms of physical distribution, procurement and receipt of raw materials, transformation of those materials into products, storage of finished goods in warehouses and distribution centers, and shipment of goods to customers. This view of individual and discreet activities mirrored the way firms planned and managed these operations.


Today, business logistics has gained respectability and importance for companies in almost all industries and markets. In fact, the growing awareness of supply chain management’s critical impact on a company’s competitiveness and profitability has made logistics a truly strategic issue.


Much of the credit for this enlightened understanding of logistics belongs to progressive managers with the vision needed to transcend traditional ideas about buying, making, moving, and selling products. Their willingness to challenge time-tested business practices—plus dramatic progress in the development and application of advanced information systems—have brought logistics to the center stage of corporate strategy.


Defining Logistics as a Strategic Function


In a recent Harvard Business Review article focusing on “capabilities-based competition,” authors George Stalk, Philip Evans, and Lawrence E. Shulman analyze the phenomenal success of Wal-Mart, a fast-growing firm that has in effect redefined the mass merchandising industry.1 In explaining Wal-Mart’s devotion to building customer loyalty through everyday low pricing and ready availability of merchandise, the authors assert that the key to achieving Wal-Mart’s goals of consistently superior service to customers was “to make the way the company replenished inventory the centerpiece of its competitive strategy.” This strategic vision “reached its fullest expression in a largely invisible logistic technique known as ‘crossdocking.’”


How did a logistics tactic—which in itself appeared to be so mundane—become the centerpiece of a retailer’s entire competitive strategy? First, it is important to recognize that effective corporate strategy inevitably requires a dynamic balance between small details and the big picture. Because it spans all key corporate functions, logistics by nature plays a strategic role in maintaining that balance. If the specific technique of cross-docking is a key to Wal-Mart’s success, it is because the company’s senior managers see it—and logistics generally—in the larger context of corporate strategy. This relationship is shown graphically in Figure 4-1.
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Figure 4-1 The Central Role of Logistics


Second, the essence of good strategy is in finding, implementing, and maintaining a differentiated—and not easily imitated—position in the marketplace. Excelling at seemingly mundane but hard-to-implement processes and activities like cross-docking affords powerful advantages in terms of cost reduction and sales gains from superior merchandising support. More important, such capabilities are so difficult to duplicate that even disclosing them as “trade secrets” does nothing to undermine their strategic value.


A senior logistics manager at a large consumer products manufacturer once alluded to the importance—and challenge—of logistics by describing it in terms of his own career. When asked why he found logistics management so appealing, he replied, “Because it is so complicated. In many other businesses and functions the key to mega-success is in doing one big thing very well. In logistics, I have to coordinate the delivery of hundreds and sometimes thousands of orders and shipments every day. If any one of those things goes wrong, I know I’ll hear about it, and my company may even lose a customer. It’s the complexity I find so challenging—and the desire to master it instead of letting it master me.”


When the hundreds of its individual components are integrated into a complete, wellmanaged whole—and when those activities are executed with creativity, precision, and discipline—logistics can take on strategic importance in any firm’s core capabilities and competencies.


Leveraging Logistics for Strategic Advantage


Wal-Mart is certainly not alone in its use of logistics as a strategic lever. Many other firms have successfully viewed logistics as a core capability and have been able to achieve strategic value through their logistics operations. Two additional examples are discussed below.


Baxter Healthcare


Baxter Healthcare is a major medical supplies manufacturer with operations in the United States, Europe, and around the world. In the United States, Baxter held a significant share in the medical supplies market, which comprises mainly hospitals, clinics and laboratories, and doctors’ offices. In the early 1980s, Baxter, like all medical supplies manufacturers, was being pressured by its distributors and customers to cut prices in response to government reimbursement programs that were capping prices on supplies and increasingly stringent service requirements placed by hospitals on distributors and manufacturers. Baxter feared that eventually it would be left in a position where prices would be dictated by these external forces, and that it would lose its ability to differentiate itself on service as distributors grew more powerful in their dealings with the hospitals.


As part of its strategic response to this environment, Baxter acquired American Hospital Supply Corporation, one of the largest hospital supplies manufacturers in the United States. The logic behind the acquisition was elegant and simple. By maintaining a distribution company with direct access to its customers, Baxter would be offering its own products and those of competitors. Not only could it track and influence sales of products to its customer accounts, it could also devise and deliver value-added services—such as just-in-time delivery programs—to its customers. And the extra volume of complementary product lines of other manufacturers would contribute to the overall efficiency of the operation. Moreover, the distribution organization, by keeping Baxter in close contact with customers, would help the company improve its position with key accounts. Baxter has introduced several generations of logistics services since its acquisition. Leveraging investments in its electronic order entry system, ASAP, Baxter offers tiers of scenarios, from its enhanced logistics services programs to full-fledged just-in-time and stockless programs (Valuelink).


Implementing the strategy has proved challenging at times. Some have wondered why Baxter chose to buy into a distribution business whose profit margins are small in comparison with the manufacturing enterprises that made up the core of the premerger company. These are without question important concerns. But the value Baxter has gained from its ability to work more closely with its customers, while difficult to quantify, is exceptionally important. And there is little doubt that its distribution business has permitted Baxter to become the largest and among the most effective hospital supplies companies in the United States today.


Benetton


Benetton, the Italian sportswear manufacturer, has made logistics the focal point of its marketing success.2 This well-known company distributes 50 million pieces of clothing worldwide through a highly efficient Quick Response linkage among manufacturing, warehousing, sales, and the retailers they serve. When, for example, a popular style of winter-weight slacks is about to sell out early in the fall, a retailer reorders the product through direct links with Benetton’s mainframe computer in Italy. The order is downloaded to an automated machine that makes the slacks in the necessary range of sizes and colors. Workers pack the order in a bar-coded carton addressed to the retail store, and then send the box to Benetton’s single warehouse—a highly automated $30 million facility shipping 230,000 pieces of clothing a day to 5,000 stores in 60 countries. Including manufacturing time, Benetton can ship the completed order in only four weeks—several weeks sooner than most of its competitors.


As highlighted in Chapter 29, Benetton owes much of its success to its early and effective commitment to the principles and practices of world-class logistics. Logistics professionals marvel at the globally integrated production and distribution processes Benetton has successfully implemented. As a world leader in the retailing industry, Benetton represents the vanguard of what some observers call “advanced logistics”—a level of operational performance that will increasingly become the norm rather than the exception.


These examples point up how companies, whether operating domestically or globally, can realize significant benefits by giving logistics a central role in their business strategies.


Realizing the Strategic Potential of Logistics


Once a firm recognizes the strategic potential of logistics, it then faces the challenge of actually realizing that potential. This is, of course, not an easy exercise. While many firms claim they view logistics strategically, only a few have been able to achieve the same level of success as Wal-Mart, Baxter, or Benetton.


The first step in harnessing the power of logistics lies in understanding how the components of a logistics system work in harmony to create buyer value for the customer and strategic value for the firm. As shown in Figure 4-2, there are ten key components of a logistics strategy, organized on four key levels, which must be fully coordinated and integrated to achieve world-class logistics performance.


The building blocks pictured in the figure apply whether one is designing an inbound or outbound logistics strategy. Customer requirements, the top block in the pyramid, include requirements of internal customers, such as manufacturing centers, if one is building a strategy for inbound logistics systems (for example, the coordination of component and subassembly flows into assembly plants) or external customers, such as retailers, hospitals, OEMs (original equipment manufactures, or service businesses), and the like, if one is designing an outbound finished goods logistics system. Each level and component of the logistics strategy pyramid are discussed in greater detail below.


Level 1—Setting Strategic Direction Through Customer Service


Customer service requirements drive the structure of the entire supply chain, including manufacturing, marketing, and logistics. For this reason, it is essential to start with a clear understanding of what customers demand and to develop a customer service strategy that can meet those expectations. Customer service strategies can be simple or complex, depending on a firm’s products, markets, and customer service goals.


For example, several Japanese auto manufacturers are purportedly developing new production and distribution systems that will allow them to guarantee delivery of a vehicle—customized to an individual buyer’s specifications—within three days of placing the order. While simple in concept, this customer service strategy (often referred to as a “buy-one/make-one” strategy) will require a complete revamping of these automakers’ manufacturing and distribution operations and will redefine the role of the retail dealer in serving the customer.
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Figure 4-2Key Components of Logistics Strategy Source: Service Mark by Andersen Consulting. © 1989 Andersen Consulting. All Rights Reserved.


Other firms may seek to implement more complex strategies that differentiate service programs offered to customers on the basis of how profitable—or strategically important—the customer is to the business. For example, consumer-packaged-goods manufacturers typically sell to several classes of trade—wholesalers, mass merchandisers, drug store chains, grocery chains, and independents. As the industry has matured and as each class of trade has broadened its product offerings, these “class of trade” distinctions are less useful for segmenting customers and understanding their needs and behavior.


A more useful customer segmentation framework is by “operating sophistication” and “merchandising orientation,” as shown in Figure 4-3. This framework allows a different, more insightful, and more valuable segmentation of customers.


• Traditional chains and wholesalers have the least stringent customer service requirements. However, these retailers are rapidly migrating to other segments.


• Pipeline optimizers (e.g., Wal-Mart) are imposing stringent conditions on their vendors, demanding error-free fill rates and 100% delivery reliability as they try to smooth the flow in their supply chains.


• Bulk sellers (e.g., Price Club and other warehouse club stores) are demanding special product offerings (e.g., large variety packs), short delivery times, and direct-store-delivery.


• Innovators are developing innovative merchandising programs for their consumers and want their suppliers to be flexible and create customized merchandising programs to support these store-level merchandising initiatives.


• No-frills retailers (e.g., Food Lion) want to operate at the lowest possible cost and want their suppliers to work closely with them to enhance channel efficiency.


• Forward buyers are implementing forward-buying programs—trading off the cost of holding inventory with the savings reaped by buying in bulk during manufacturers’ promotional programs.
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Merchandising Orientation Figure 4-3 Packaged Goods Retailer Segmentation Framework


By segmenting customers in this nontraditional way, and by understanding the buyer values and customer service requirements of each segment, a manufacturer selling to the retail trade can provide the basic customer service requirements and those value-added services that will meet the needs of each segment. Creative segmentation is an essential task for all firms seeking to win a differentiated position in their marketplaces.


It is extremely important that a company understand service requirements in terms of what customers want, not how they expect to have their requirements met. Customers often explain their service requirements by describing how they want their supplier to operate. “I want my vendor to have a warehouse within two hours of my warehouse” needs to be understood in the context of the actual performance the customer expects. “I expect delivery of all of my orders with 24 hours of placement” is a more useful and accurate depiction of the customer’s need, and gives the supplier greater flexibility in designing a logistics system that meets that need in the most cost-effective way. Chapter 5 expands on the issues related to customer service and presents approaches for customer service assessment and management.


When thinking about how logistics operations can create value for their companies, logistics managers should ask two key questions:


• What base capabilities do we need to meet competitor performance and customer needs?


• Can we distinguish our company through superior logistics capabilities in one of five areas of logistics differentiation?


In developing their logistics strategy and plan, most companies address the first question. Few address the second question, although it can be a valuable question to consider, as WalMart, Baxter, and Benetton have shown.


Traditionally, most logistics functions have not been deeply involved in the development of their company’s strategic plan. In developing its strategy, a company can benefit by explicitly considering how to create competitive advantage from its logistics capabilities. Managers can use logistics in five ways to significantly improve their company’s competitive advantage.3 Specifically, they can offer:


• Low cost. Through superior efficiency, logistics can contribute to a cost advantage that can be leveraged to increase market share or enhance profitability. Low-cost logistics is particularly important in logistics-intensive industries where there is little differentiation among commoditylike products (such as certain segments of the chemical or paper industries). In these industries, logistics costs can exceed 15% of the goods sold.


• Superior customer service. The most notable measures for customer service include shortorder lead times and in-stock availability. Such measures also may include order and invoice accuracy, access to information on order status, ability to respond to customer inquiries, and so forth. Most customers are willing to pay a premium for superior customer service, and logistics can play an important role in service differentiation.


• Value-added services. This involves providing services that enhance customers’ ability to compete and includes activities like pricing and ticketing of merchandise, assembling mixed pallets, making drop shipments direct to stores, arranging for quick replenishment or continuous replenishment, and providing training or software to the customer.


• Flexibility. A logistics system can create an advantage by being flexible enough to customize its service and cost offerings to meet the needs of distinct customer segments or of individual accounts. The flexibility to meet diverse customer needs in a cost-effective way can distinguish a company and allow it to serve a broader customer base.


• Regeneration. Genuine value and competitive advantage can be provided by a logistics system with the capability to reinvent itself. This means it has the capability to innovate or develop new ways to serve a market. For example, because manufacturers of generic pharmaceuticals have begun to serve the channel directly, wholesalers of those pharmaceuticals have had to reinvent themselves to focus on high-service niches. Regeneration requires an organization to take several important steps: it must implement the means to constantly take the pulse of its existing and emerging customer markets; develop the capability to change rapidly; develop flexible information systems that can adapt to new ways of doing business; develop the vision to recognize the need for and the direction of change; and develop the leadership to drive that change.


Logistics capabilities do not necessarily have to be superior in all five areas. Generally, they must stand out in one or two of the five categories and be adequate in the remaining ones. This basic framework for assessing customer service requirements and the strategic requirements from logistics not only provide a structure for managers to examine how the logistics function is adding value and how it is aligned with their company’s goals, but also represent a way to clarify and communicate their goals within their company.


Level 2—The Structural Components of Logistics Systems


Once a company understands its customers’ service requirements and how it will use logistics to compete, it must then decide how to meet them. The next two components of the strategy— the channel structure and the facility network structure—lay the foundation for meeting those requirements.


CHANNEL DESIGN


Channel design involves determining what activities and functions need to be performed for a desired level of service and which player(s) in the channel will perform them. Decisions about whether to serve customers directly—or to have distributors handle some or all of the marketing, selling, product delivery, or billing functions—are critical at this stage.


Several factors influence the channel strategy, including customer demands, channel economics, channel power, and channel players’ roles. Although it is important to understand how each of these factors works today, a company must also consider how it will change in the future. Market share and size often dictate the economics behind direct versus indirect distribution decisions. For example, in the hospital supplies market, firms like Baxter Healthcare have the necessary size and scale to implement direct distribution systems and have done so for important strategic reasons. Other firms, such as Becton Dickinson and Kendall, serve their accounts by sharing the customer support functions with hospital supply distributors. The best channel structure ultimately depends on both economics and strategy.


The design of channel structure requires careful analysis and vision because the structure, once implemented, often cannot be easily or quickly changed. Nevertheless, as customer requirements change and as competitors reposition themselves, channel strategy must be reevaluated to protect or extend market position. Chapter 6 explains the channel strategy design issues in greater detail and describes an approach for developing channel strategies in the context of an overall business strategy.


PHYSICAL NETWORK STRATEGY


The second major component at this level is the physical facility network. The network strategy should provide answers to such questions as:


• How many facilities are needed, where should they be located, and what should be the mission of each (for example, full-stocking facility, cross-dock operation, or surge inventory facility)?


• Which customers and/or product lines should be served from each facility?


• How much inventory should be maintained in each facility to satisfy specified service levels?


• What transportation services should be used to meet customer service expectations?


• How should return flows (for example, equipment returned for repair or packaging material returned for disposal) be managed in the system?


• Should all or any part of the operation be managed by a third-party logistics service provider?


The network strategy must be integrated with the channel strategy in a way that maximizes value to the customer. For example, it makes little sense for a manufacturer’s and a distributor’s warehouses several miles away to be holding large quantities of the same inventory (a common occurrence). The coordination and integration of channel participants plays an increasingly important role in overall logistics system performance.


Similarly, the logistics network strategy must be fully integrated with the production and inbound logistics strategy of the firm. The “buy-one/make-one” strategy being pursued in the automotive industry requires an integrated plan for inbound logistics (manufacturing and assembly) and outbound logistics (shipment of finished products to customers) to achieve the anticipated performance targets. The need to coordinate and analyze production and distribution systems simultaneously complicates the analysis of cost/service trade-offs. Because of the complexity involved in integrated production and distribution planning, many companies separate these decisions. This is a mistake. Today’s planning and control approaches allow for integrated production and distribution planning, and can considerably enhance a company’s cost position and investment performance.


A given level of customer service can be achieved through various logistics approaches. The challenge is to design and implement one that supports service requirements without ignoring such important factors as costs (including operating costs and one-time implementation expenses); risk (such as that posed by disruption of service); and flexibility (for example, the ability to expand or modify distribution quickly if necessary). This complex process typically involves many steps, all of which must be managed with an understanding of the big picture—first, identifying potential logistics system solutions; then understanding the cost, service, benefits, risks, and flexibility of each; and finally, identifying additional alternatives to consider. Clearly, computer-based modeling tools are invaluable in coping with the immense range and complexity of these variables. One way to understand this trade-off is through a cost/service curve, as shown in Figure 4-4.


The curve confirms an obvious truth—it costs more to provide higher levels of service. However, considerable subtlety is required to understand the precise balance among costs and service levels. For that reason, it is important to apply an iterative process of identifying and evaluating alternative physical networks. Customer service criteria can then be mapped against the curve to establish what set of choices are the most attractive from a cost and service standpoint. At that point, qualitative criteria like risk and flexibility can be assessed to determine the preferred network choice.


Advanced modeling tools are invaluable for exploring alternative facility network choices, not only in terms of a specific company’s costs but also in terms of total channel costs. Chapter 7 describes how firms are using the latest generation of modeling tools to analyze and manage the added complexity of total channel systems.
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Total Delivery Time (days) Figure 4-4 The Cost/Service Trade-off Curve


A common mistake in developing a physical network strategy is to limit alternatives to the “tried and true.” Although a current logistics system may turn out to be the best choice, it is wise to challenge existing warehousing practices, inventory deployment policies, transportation management practices, management procedures, staff organization, and systems. Every alternative must withstand the scrutiny of certain basic questions—Does the proposed system make our customer service easier to manage? cheaper? faster? more responsive? more competitive?


No analytical models or methodologies can guarantee logistics breakthroughs because developing the best approach is by nature a challenging process that requires creativity, solid analytical skills, experience, and the intestinal fortitude to challenge the status quo. However, experienced logistics strategists, with an effective modeling tool, can create considerable value for their company.


Level 3—Functional Components of a Logistics Strategy


The third level in the logistics strategy pyramid involves a thorough analysis of the functional components of the logistics strategy, specifically, transportation, warehousing, and materials management. As used here, materials management involves the full replenishment process including forecasting, inventory planning, production planning, manufacturing scheduling, and purchasing. The analysis here should involve both strategic and tactical considerations. Strategic considerations of the functional components address issues such as:


• Should our company outsource more of its logistics activities?


• Should we consider third-party services for warehousing or transportation?


• Should we own, lease, or contract our warehousing services?


These questions often force companies to carefully determine the critical success factors for their business and their core competence. These are difficult but important considerations. WalMart, for example, opted to excel at warehousing and transportation management. With the expanding quality of third-party warehousing and with transportation companies offering high-quality services and unique capabilities (such as load consolidation planning, repackaging services, etc.), many companies are opting for third-party logistics service providers. Chapter 24 provides perspectives on how to evaluate this strategic decision.


On the tactical level, companies must assess how they can enhance functional excellence. In transportation, this analysis may include considerations like carrier selection, carrier rationalization, shipment consolidation, load planning, routing and scheduling, fleet management, or carrier performance measurement. Similarly, warehousing considerations may include facility layout, materials handling technology selection, productivity, safety, regulatory compliance, among other considerations. In materials management, the analysis may focus on best practices or improvements in forecasting, inventory management, production scheduling, and/or purchasing.


In assessing these tactical considerations, companies have taken a variety of approaches. Outside experts are sometimes used to review functional performance. In addition, benchmarking is often a useful technique to understand the opportunities for potential improvement of functional performance and/or to understand the approaches or best practices to follow to enhance performance.


There are two cautions to consider in using benchmarking information: First, everyone’s logistics system is different. Sourcing constraints, market patterns, and service requirements can differ by company and can result in cost and service differences. Second, a company must carefully consider the performance of the whole process or system, not just the functional performance. For example, one can lower transportation costs by using an alternative, slower mode of transportation or by shipping less frequently, but this tactic may increase inventory levels and cost, and reduce customer service performance. Alternatively, a better approach might involve the use of shipment planning analytic software to increase shipment consolidations. This focus on process or system excellence must not be sacrificed in search of lower individual functional costs.


Many logistics operations can enhance their functional performance. Markets, sourcing patterns, and customer service requirements change over time, and logistics operations must be modified to meet the new requirements. For example, as shipment frequencies increase and shipment sizes decrease, both warehouse and transportation operations must be modified to achieve optimal performance. Warehouse operations must consider new picking disciplines or new technologies (see Chapters 25 and 26) as shipment sizes change from full pallets to cases to splitcases. Similarly, transportation must consider the use of pool distribution, consolidated shipments with stop-offs, or other techniques as shipment sizes decrease.


Level 4—Implementation Level


The final level of the strategic logistics pyramid involves implementation and includes information systems to support logistics, policies and procedures to guide day-to-day logistics operations, installation and maintenance of facilities and equipment, and organization and people issues. Information systems and organization issues are particularly vital to effective logistics performance and are discussed below.


LOGISTICS INFORMATION SYSTEMS


Information systems are the enabler of the integrated logistics concept. Companies cannot effectively manage costs, provide superior customer service, and be leaders in logistics performance without leading-edge information systems. These capabilities are a requirement for the 1990s. Advanced logistics information systems involve four aspects, as outlined in Figure 4-5.


First, timely and accurate information is essential. This requires source data capture (input of each transaction at the time and place of occurrence) and real-time information processing capabilities. For example, a warehouse worker should not have to send pick documents to an office for keypunching and batch processing, but should scan or keypunch each transaction as it occurs.


Second, logistics processes must be carefully designed to assure superior logistics performance. Often, a “reengineering” or rethinking of the key logistics processes from “a clean sheet of paper approach” can yield impressive benefits. Specifically, careful attention should be given to the order management process and the replenishment process.


As shown in Figure 4-6, these processes have important linkages. Inventory management is the key activity that links these two critical processes. Careful attention must be given to how these processes are designed and managed, and how the organization’s structure, roles, measures, and information systems support the process approach.


More important, it is critical to think of each process as a complete effort. For example, the order management process involves order entry and order processing activities through inventory management and allocation through shipment planning, picking, and shipping through invoicing, collection, and deduction reconciliation. Viewing this full set of activities as a process, rather than separate activities or functions, can lead to nontraditional solutions and quantum performance improvements. For example, one company redesigned its order management process by organizing “cells” or complete processing units based on the technology used to transmit the order. One cell focused on traditional paper, fax, and phone orders; a second cell handled electronic data interchange (EDI) orders; a third cell handled continuous replenishment orders (i.e., vendor-managed inventory where the supplier managed and replenished the inventory at its customer’s warehouses). Each cell managed the full set of activities—from order entry through collection and deduction reconciliation. The orders did not flow from one department to another, but each cell conducted all processing functions. This arrangement shortened the average order cycle times from 12 to 5 days, reduced administrative costs by 30%, and reduced errors and invoice deductions by 50%.
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Figure 4-5 Hierarchy of Logistics Information Systems Needs
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Third, integrated application software with full functionality is a key part of an effective logistics information system. Full functionality will differ for each company but may include capabilities like the ability to allocate inventory to a specific customer or lot traceability.


Fourth, advanced decision support is an important part of a logistics information system. Capabilities in this area include logistics network planning models that allow a what-if simulation of the cost and customer service impacts of alternative logistics network structures and policies; analytic tools to optimize production planning and manufacturing scheduling; routing and scheduling analytic programs that can be used to reduce transportation costs; order consolidation programs that can design the best shipment planning strategies; and analytic software to evaluate alternative inventory deployment and management strategies.


ORGANIZATION


An integrated and high-performing organization is key to successful logistics performance. Integrated logistics management does not necessarily mean centralization of the logistics activities into a single organizational unit. However, integrated logistics management requires careful design of three key elements, as indicated in Figure 4-7.


• Structure. No single organizational structure is the best for all companies. The assignment of the responsibility for operational activities (purchasing, inbound transportation, forecasting, inventory planning, inventory control, order entry, customer service, outbound transportation, warehousing, and manufacturing planning) to the marketing, manufacturing, finance, or a logistics or distribution function must be determined considering the key competitive factors, customer needs, culture, and philosophy of each individual company.


• Roles and responsibilities. The structuring of logistics activities is often less important than how they work together. In designing organizational relationships, we generally follow an important rule. In a stable environment, design for functional efficiency; let each function manage more independently, with the goal of achieving functional excellence and the greatest functional efficiency.


In an uncertain or dynamic environment, design for functional integration; develop an organization that has close working relationships among functions and operates in an integrated way. Tactics to achieve this goal include teaming by product (for example, Procter and Gamble has created a “supply manager” position that manages the full supply chain activities for each product family) and the sales and operations planning meeting (SOPM), where all key functions meet weekly to carefully monitor and manage the production and distribution plans in light of changing market conditions.


Over the past decade, most companies have faced a more uncertain and complex operating environment. Therefore, the need for and benefits of effective, functional integration have increased and will continue to increase for most companies.


• Performance measures. To have an effective, integrated logistics system, a company must align performance measures with desired results. It is foolish to ask a purchasing manager to work to lower the total cost of a purchased item (purchase price, transportation, inventory, quality, returns, administrative costs) if the manager is evaluated solely on purchase price. Similarly, a transportation manager will not set up the most effective and efficient logistics system if a company pays bonuses based on transportation cost reduction targets alone. Performance measures are the most overlooked area of logistics and offer considerable opportunity in most companies.
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Figure 4-7 Building an Effective Logistics Organization





Strategic Logistics Planning Process


With the strategic logistics pyramid as the centerpiece, the specific process for logistics strategy development and planning should involve four steps, as outlined in Figure 4-8.


Step 1—Visioning


As outlined in Figure 4-8, the first step in logistics strategic planning (LSP) is visioning. We define visioning to include the systematic development of an organizational consensus regarding the key inputs to the logistics planning process, as well as the identification of potential, alternative logistics approaches. Significant value is added through the visioning process. Achieving an organizational consensus on the key inputs to the logistics planning process both unites the company and grounds it in a common way of thinking. Subsequently, visioning potential logistics alternatives and scoping the planning effort expands the perspectives of all the players and opens new horizons for the company.


As noted earlier, visioning sessions are an effective way to extract, enhance, and/or build consensus on these three key inputs to the logistics strategic planning process:


1. Clarify the strategic direction of the company and the implications for logistics, and articulate a concise vision of logistics requirements.


2. Understand the service requirements of different segments of customers.


3. Explore external factors and directions such as transportation services and rates, environmental and regulatory restrictions, social legislation, competitive factors, and other external events that would impact logistics. Moreover, visioning sessions are essential for defining strategic alternatives or new logistics possibilities and defining the scope of the planning effort, as outlined in Figure 4-9.


The logistics visioning activity normally involves two to five working sessions. These sessions have several purposes. First, they must define or confirm the customer service requirements, key external forces, and the mission and goals for the logistics function. Second, they must scope the logistics strategy planning activities for the next two years. Third, the sessions must explore alternatives for each analytic activity planned for the coming year. Fourth, the sessions must review and confirm the detailed logistics plan that will be completed in step three.
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Figure 4-9 Overview of Visioning Process


Effective strategy development requires the capability to think beyond the current way of operating. All assumptions, existing constraints, conventional wisdom, and traditional ways of operating must be challenged. The visioning sessions provide a framework for companies to think “outside of the box” and contemplate fundamentally new logistics strategies.


Step 2—Logistics Strategic Analysis


The second major step in the logistics planning process is to conduct the analysis required for making thoughtful choices among potential logistics alternatives. The logistics strategy pyramid, shown in Figure 4-2, depicts the essential components of a logistics strategy. The specific components to be reviewed during the strategic analysis step are identified during the visioning process. The scope may range from broad rethinking of entire ways of operating, to assessing how the productivity or the effectiveness of any single activity might be improved.


Step 3—Logistics Planning


As the logistics strategic analysis is completed, the logistics plan is then assembled. The logistics plan is a road map that outlines the mission and goals for the logistics function and the programs and activities to achieve these goals. The goals should include targets for customer service and cost performance, as well as the major analyses or projects targeted for completion during the current year. In addition, the plan should include identification of the specific performance measures for logistics.


Logistics strategy development (steps one and two) and logistics planning (step three) are iterative and overlapping processes. That means some of the tasks or activities of the logistics strategy development process (e.g., customer service survey, warehouse network configuration analysis, transportation functional analysis, etc.) may be incorporated as specific projects in the logistics plan. The logistics strategy development activity then is a true process, which never ends and continues to be refined and enhanced over time. The logistics planning activity is more of a discrete event that establishes annual goals and the analyses or activities to be completed during the current year.


Step 4—Managing Change


The final step in the logistics planning process involves managing change; that is, coaching the organization to effectively implement enhanced ways of conducting business. Several factors are key to effective change management:


• Visible Plan. The mission, goals, direction, and specific objectives for the logistics activities need to be clear. A formalized process for logistics strategy development and logistics planning is an important activity to achieve buy-in across the company concerning the objectives for customer service and logistics. Moreover, the development of a specific plan, summarizing these goals and key initiatives, is an important communication vehicle. Beyond this activity, the logistics leadership group needs to periodically (both formally and informally) reinforce the key directions and goals for the logistics function to the logistics team and the organization at large.


• A champion in the management ranks. Successful change is more likely with a leader who will represent logistics to other functions in the company and to customers and other external parties, and who can coalesce and unite the logistics group. Moreover, each logistics project in the logistics plan requires an owner with responsibility and accountability for that activity.


• Training and coaching. It is important that the logistics leadership group understand that change is often difficult, and that training and coaching are required for success. Training focuses on developing the needed content knowledge and process skills to operate in the new environment. These capabilities and skills are often best attained through formal courses, seminars and/or conferences.


In addition, effective coaching is also important. Successful logistics executives have developed a team of high performers by counseling their managers on how to be most effective, by providing a broad perspective for the managers that extends beyond their individual jobs, and by reinforcing the vision, goals, and imperatives the organization must achieve to be successful.


Summary


Logistics is a challenging and important activity because it serves as an integrating or boundary-spanning function. It links suppliers with customers, and it integrates functional entities across a company. It is critical that logistics be aligned with the company’s strategy. Moreover, beyond alignment, companies should actively explore how logistics can contribute as a source of competitive advantage (in a way that Wal-Mart, Benetton, and Baxter have achieved).


The logistics strategy pyramid frames the issues that need to be assessed in developing a logistics strategy. The pyramid frames issues on four levels: (1) strategy and customer service imperatives; (2) structural issues, specifically channel strategy and network configuration; (3) function excellence; and (4) effective implementation.


Finally, the four-step process for logistics strategy development and planning provides a useful approach when developing a logistics strategy. Step one involves visioning and includes an understanding or assessment of the company’s strategic direction, the opportunity to use logistics as a differentiator, the customer service requirements by customer segment, and the external factors that would particularly impact logistics. Most important, the visioning process provides clarity on the role and requirements of the logistics function and establishes specific goals for logistics and customer service performance. Step two involves the strategic logistics analysis on all four levels of the logistics strategy pyramid. Step three involves the development of the annual logistics plan. And step four involves the continuous process of managing change.


The remaining chapters drive deeper into each component of the logistics strategy pyramid and provide insight into specific approaches, methodologies, and tactics that can be used to enhance logistics performance.


Notes


1 George Stalk, Philip Evans, and Lawrence E. Schulman, “Competing on Capabilities: The New Rules of Corporate Strategy,” Harvard Business Review (March-April 1992): 57.
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Customer Service Strategy and Management



Douglas M. Lambert


A world-class organization must provide high levels of logistics service to customers.1 Knowledge of customer expectations and an understanding of the firm’s performance on logistics service attributes relative to competitors are vital to achieving service excellence.2 As the levels of domestic and international competition and customer demand increase, management must use logistics as a weapon to create a sustainable competitive advantage in the marketplace.


As stated in Business Week:


It seems so simple. Businesses exist to serve customers and should bend over backward to satisfy their needs. But too many companies still don’t get it. And in the 1990s, more customers are likely to take the opportunity to reward the ones that do.3


Customer service represents the output of the logistics system and the “place” component of the firm’s marketing mix. It is a measure of the effectiveness of the logistics system in creating time and place utility for a product. The level of customer service determines not only whether existing clients will remain customers but how many potential customers will become actual ones. Thus a firm’s customer service level has a direct impact on its market share, its total logistics costs, and ultimately, its profitability.4 For this reason, it is imperative that customer service be an integral part of the design and operation of any logistics system.


Logistics and the Marketing Function


The importance of a marketing orientation for business success has been well documented.5 How management allocates scarce resources to the components of the marketing mix—product, price, promotion, and place—will determine a company’s market share and profitability.6 Management can improve a firm’s competitive position by spending more dollars on the marketing mix, by allocating resources more effectively and efficiently to the individual components of the marketing mix, and/or by making changes within a component that will increase effectiveness and/or efficiency. Figure 5-1 summarizes the cost trade-offs that management must make. The objective is to allocate resources to the product, price, promotion, and place components of the marketing mix in a manner that will lead to the greatest long-run profits.
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Figure 5-1Cost Trade-Offs Required in a Logistics System Source: Adapted from Douglas M. Lambert, The Development of an Inventory Costing Methodology: A Study of the Costs Associated with Holding Inventory (Chicago: National Council of Physical Distribution Management, 1976), p. 7.





Product


Product is the bundle of attributes the customer receives from the purchase. Management may allocate resources to product development to bring new products to market or improve the quality of existing products. The quality of the product influences demand in the marketplace and the price the company can charge. Reducing quality lowers manufacturing costs and increases short-run profits but may erode long-run profitability. In the global marketplace, all major competitors will be required to have high-quality products. To quote a senior vice president of a Fortune 500 firm: “A high-quality product is simply the price of admission; the Japanese competitors all have high-quality innovative products. It is very difficult if not impossible to differentiate the firm based on the product.”


In some industries, success depends on spending substantial sums on research and development to bring a continuous stream of new products to the marketplace. However, many “new” products are nothing more than product line extensions that do little to increase total market size but do increase the cost of doing business. In these situations, the market is simply carved up into smaller and less profitable pieces. Management must carefully consider the profit impact of changes in the product offering.


Price


Price is the payment the manufacturer receives for its product. Management must determine how changes in price will affect the purchase behavior of intermediaries and ultimate consumers. Price changes are not limited to changes in a product’s list price. When a manufacturer demands faster payment of accounts receivable, provides a discount for early payment, offers inventory on consignment, or otherwise changes the financial terms of sale, it is changing the price of its products, and such changes may affect demand. The price that the manufacturer receives for its products varies, depending on the channel of distribution.


Management may attempt to increase sales and profitability by reducing prices. However, in mature industries this is a questionable strategy. For example, if a firm’s net profit after taxes is 4% of sales, a 2% price reduction will lower net profit after taxes from 4% to 3% in the absence of an increase in sales. A substantial sales increase is required just to break even and maintain the 4% profit. Achieving the necessary sales increase in a mature market is very difficult. Typically, competitors will match price reductions, and every firm will then make less profit because industry sales increase very little or not at all.


Promotion


Promotion includes both advertising and personal selling. Increasing expenditures for advertising will increase sales, but at some point additional advertising expenditures will not increase sales enough to justify the expenditure.


The amount of sales support required depends on the channel of distribution. For example, manufacturers that use direct sales have to spend more on salespeople. The size of the sales force influences the size of the potential market and the manufacturer’s market share. To justify the additional expense, however, increased expenditures for promotion must lead to an equal or greater increase in contribution as a result of increased sales.8 In many industries there is an opportunity to use personal selling more effectively by training salespeople to sell the value added provided by excellent logistics.


Place/Customer Service


The place component represents the manufacturer’s expenditure for customer service, which can be thought of as the output of the logistics system.9 Customer service is the interface of logistics with marketing. Although customer service is the output of the logistics system, customer satisfaction results when the company performs well on all components of the marketing mix. Product availability and order cycle time can be used to differentiate the product and may influence the market price if customers are willing to pay more for better service. In addition, manufacturers add logistics costs to product costs, so logistics costs may affect the market price set by the company.


For many firms customer service may be the best method of gaining a competitive advantage.10 The firm may be able to improve its market share and profitability significantly by spending more than competitors on customer service/logistics. By systematically adjusting the customer service package, however, the firm may improve service and reduce the total costs of logistics. When evaluating alternative customer service strategies, management should try to maximize the firm’s long-run profitability.


Increases in expenditures for the various components of the marketing mix require sales increases just to recover the additional costs. Most companies have limited resources and therefore must allocate them in a manner to increase market share and profitability. Shifting marketing mix dollars to customer service from areas in which the money is not achieving sufficient sales may result in cost savings as well as improved customer service. The advantage of this measure is that the contribution margin on resulting sales increases goes directly to the bottom line of the profit-and-loss statement. The impact on net profit is substantial because cost reductions in other components of the marketing mix offset the increased cost of customer service, and it is not necessary to deduct the incremental service costs from the incremental contribution generated. Also, customer service improvements are not as easily duplicated by competitors as are changes in product, price, and promotion.


Figure 5-1 illustrates the cost trade-offs necessary to implement the integrated logistics management concept successfully. Total cost analysis is the key to managing the logistics function. Management should strive to minimize the total cost of logistics rather than the cost of each activity. Attempts to reduce the cost of individual activities may lead to increased total costs. For example, consolidating finished goods inventory in a small number of distribution centers will reduce inventory carrying costs and warehousing costs but may lead to a substantial increase in freight expense or a lower sales volume as a result of reduced levels of customer service. Similarly, savings associated with large-volume purchases may be less than the associated increase in inventory carrying costs.


Management must consider the total of all the logistics costs described in Figure 5-1. Reductions in one cost invariably lead to cost increases of other components. Effective management and real cost savings can be accomplished only by viewing logistics as an integrated system and minimizing its total cost, given the firm’s customer service objectives. It is impossible to design an efficient and effective logistics system without first establishing the firm’s customer service objectives.


What Is Customer Service?


Customer service can be defined as:


a process which takes place between buyer, seller, and third party. The process results in a value-added to the product or service exchanged. This value added in the exchange process might be short term as in a single transaction or longer term as in a contractual relationship. The value-added is also shared, in that each of the parties to the transaction or contract is better off at the completion of the transaction than they were before the transaction took place. Thus, in a process view: Customer service is a process for significant value-added benefits to the supply chain in a cost-effective way.11


Successful implementation of the marketing concept requires both obtaining customers and keeping them, while satisfying the firm’s objectives for long-range profit and return on investment. Creating demand—obtaining customers—is often thought of solely in terms of promotion (selling and advertising), product, and price. However, customer service can have a significant impact on demand. In addition, customer service determines whether customers will remain customers.


Bernard J. La Londe and Paul Zinszer categorized the elements of customer service into three groups—“pretransaction, transaction, and posttransaction.” Figure 5-2 summarizes the customer service elements identified by La Londe and Zinszer.12


Pretransaction Elements


The pretransaction elements of customer service tend to be nonroutine and policy-related, and they require management input. These activities, although not specifically involved with logistics, have a significant impact on product sales. The specific elements of pretransaction customer service include the following:


1. A written statement of customer service policy. The customer service policy statement would reflect customer needs, define service standards, determine who reports the performance measurements to whom and with what frequency, and would be operational.


2. A written statement of service policy for customers. It makes little sense to provide a level of service designed to improve market penetration and then fail to inform the customer of what is being provided. A written statement reduces the likelihood that the customer will have unrealistic expectations of performance. It also informs the customer how to communicate with the firm if specified performance levels are not attained.


3. Organization structure. Although there is no one organization structure best suited to successful implementation of a customer service policy, the structure selected should facilitate communication and cooperation between and among those functions involved in implementing the customer service policy. In addition, the firm should provide customers with the name and phone number of a specific individual who can satisfy their information needs. The individuals who manage the customer service components must have the appropriate responsibility and authority, and must be rewarded in a manner that encourages them to interface with other corporate functions.


4. System flexibility. Flexibility is required for the system to respond effectively to unplanned events, such as snowstorms, shortages of raw materials or energy, and strikes.


[image: image]


Figure 5-2Elements of Customer Service Source: Bernard J. La Londe and Paul H. Zinszer, Customer Service: Meaning and Measurement (Chicago: National Council of Physical Distribution Management, 1976), p. 281.


5. Management services. Training manuals and seminars designed to help the customer improve inventory management, ordering, or merchandising are elements of customer service.


All of these pretransaction elements of customer service are essential components of a successful marketing strategy.


Transaction Elements


Transaction elements are the activities normally associated with customer service, including the following:


1. Stockout level The stockout level is a measure of product availability. Stockouts should be recorded by product and by customer to determine where problems exist. When stockouts occur, customer goodwill can be maintained by arranging for suitable product substitution and/or expediting the shipment when the product is replenished.


2. Order information. Order information is the ability to provide the customer fast and accurate information about the status of inventory, orders, expected shipping and delivery dates, and back orders. A back-order capability allows orders that require immediate attention to be identified and expedited. The number of back orders and their associated order cycle times can be used to measure system performance. The ability to back order is important because the alternative may be to force a stockout. The number of back orders should be recorded by customer and by product category to identify and correct poor system performance.


3. Elements of the order cycle. The order cycle is the total elapsed time from initiation of the order by the customer until delivery to the customer. Individual components of the order cycle include order communication, order entry, order processing, order picking and packing, and delivery. Because customers are mainly concerned with total order cycle time, it is important to monitor and manage each of the components of the order cycle to determine the cause of variations.


4. Expedite shipments. Expedited shipments are those that receive special handling to reduce the normal order cycle times. Although expediting costs considerably more than standard handling, the cost of a lost customer may be even higher. It is important for management to determine which customers qualify for expedited shipments and which do not. Presumably, such a policy would be based on how much individual customers contribute to the manufacturer’s profitability.


5. Transshipments. Transshipments are the transporting of product between field locations to avoid stockouts. They are often made in anticipation of customer demand.


6. System accuracy. Mistakes in system accuracy—the accuracy of quantities ordered, products ordered, and billing—are costly to both manufacturer and customer. Errors should be recorded and reported as a percentage of the number of orders handled by the system.


7. Order convenience. Order convenience refers to the degree of difficulty that a customer experiences when placing an order. Problems may result from confusing order forms or using nonstandard terminology; either can lead to errors and poor customer relations. An appropriate performance measurement is number of errors as a percentage of number of orders. These problems can be identified and reduced or eliminated by conducting field interviews with customers.


8. Product substitution. Substitution occurs when the product ordered is replaced by the same item in a different size or by another product that will perform as well or better. For example, a customer may order a case of shampoo for normal hair in 15-ounce bottles. If the customer is willing to accept 8-ounce or 20-ounce bottles during a stockout, the manufacturer can increase the customer service level as measured by product availability within some specified period. Two product substitutions allow the manufacturer to increase the customer service level from 70% to 97% with no change in inventory (see Figure 5-3). If the firm attained a 97% customer service level without product substitution, two product substitutions would enable it to maintain the same service level with a 28% reduction in inventory.


To develop an appropriate product substitution policy, the manufacturer should work closely with customers to inform them or gain their consent. It should also keep product substitution records to monitor performance. A successful product substitution program requires good communication between the manufacturer and customers.


The transaction elements of customer service are the most visible because of their direct impact on sales.
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Figure 5-3 Impact of Substitution on Service Level


Posttransaction Elements


The posttransaction elements of customer service support the product after it has been sold. The specific posttransaction elements include:


1. Installation warranty, alterations, repairs, parts. These elements of customer service can be a significant factor in the decision to purchase; they should be evaluated in a manner similar to that for transaction elements. To perform these functions, the following are necessary: (1) assistance in seeing that the product is functioning as expected when the consumer begins using it; (2) availability of parts and/or repair workers; (3) documentation support for the field force to assist in performing their jobs, as well as accessibility to a supply of parts; and (4) an administrative function that validates warranties.13


2. Product tracing. Product tracing is another necessary component of customer service. To avoid litigation, manufacturers must be able to recall potentially dangerous products from the marketplace.


3. Customer claims, complaints, and returns. Usually, logistics systems are designed to move products in one direction—toward the customer. Nevertheless, almost every manufacturer has some goods returned, and nonroutine handling of these items is expensive. A corporate policy should specify how to handle claims, complaints, and returns. The company should maintain data on claims, complaints, and returns to provide valuable consumer information to product development, marketing, logistics, and other corporate functions.


4. Product replacement. Temporary placement of product with customers waiting for receipt of a purchased item or waiting for a previously purchased product to be repaired is an element of customer service.


Establishing a Customer Service Strategy


A firm’s entire marketing effort can be rendered ineffective by poorly conceived customer service policies. Yet customer service is often a forgotten component of the marketing mix, and the level of customer service is often based on industry norms, management judgment, or past practices—not on what the customer wants, or what would maximize corporate profitability. What is the advantage of having a well-researched and needed product, priced to sell and well promoted, if customers cannot find it on the retailer’s shelf? However, too much customer service will needlessly reduce corporate profits. It is essential that a firm adopt a customer service policy that is based on actual customer needs, is consistent with overall marketing strategy, and advances the corporation’s long-range profit objectives.


The customer service audit evaluates the level of service a company is providing and is a benchmark for appraising the impact of changes in customer service policy. The audit is designed to identify the important elements of customer service, the manner in which performance is controlled, and the internal communication system. Audit procedures should have four distinct stages: an external customer service audit, an internal customer service audit, the identification of potential solutions, and the establishment of customer service levels.14


The External Customer Service Audit


The starting point in any thorough study of customer service is the external audit. The key objectives of an external audit are (1) to identify the elements of customer service that customers believe to be important when making the decision to buy, and (2) to determine how customers perceive the service being offered by each of the major vendors in the market.


The first step of an external audit is the identification of the customer service variables relevant to the firm’s customers. For a consumer-packaged-goods firm, the relevant customer service variables might include some or all of the following: average order cycle time, order cycle variability, orders shipped complete, in-stock variability, accuracy in filling orders, order status information, action on complaints, returns policy, remote order transmission (computer-to-computer order entry), ability to expedite emergency orders, billing procedure, palletized and unitized loads for handling efficiency, speed and accuracy in billing, handling of claims, availability of inventory status, freight at the manufacturers’ warehouses, backhaul policy, and ability to select the carrier.


It is important to develop the list of variables based on interviews with the firm’s customers. A list like the one above, or one created by management, might be a useful starting point in discussions with customers. If marketing executives are involved, the list could be expanded to include other marketing mix components, such as product quality, price, terms of sale, quantity discount structure, number of sales calls, and cooperative advertising support for the product.


There are three advantages to including the marketing function. First, marketing involvement facilitates the balancing of trade-offs within the marketing mix. Second, marketing often has considerable expertise in questionnaire design, which is the next step in the process. Third, marketing’s involvement adds credibility to the research findings, which increases acceptance and facilitates successful implementation.


Alternatives to using the corporate market research department include an outside market research firm; a local university where the research might be conducted by an MBA class, a doctoral student and/or a professor; or a consulting firm or vendor with specific expertise. The advantages of these alternatives are that the sponsoring company does not have to be identified, and assistance is available for developing the questionnaires. Identifying the sponsoring firm may bias responses, and the length and clarity of the questionnaire will influence the response rate.


The variables used in the external audit must be specifically tailored to the industry under study. Using variables from past research instruments as survey questions leads to misinterpretation and nonresponse when applied to different industries and channel structures.15 In addition, the quantity and type of variables used to select and evaluate vendors is complex and not subject to simple replication of previous research endeavors.


For example, in a comprehensive study of the plastics industry, the 110 variables used were categorized by marketing mix components as follows: product (21), price (14), promotion (29), and customer service (46). Similar research in the office systems industry was conducted prior to the plastics industry research. However, only 34 variables were the same as those used in the office systems industry, 12 were revised from variables in the office systems research, and 64 were specific to the plastics industry. While almost one-half of the price, promotion, and customer service variables were similar to those used in the office systems industry, 17 of the 21 product variables were different.16


When the relevant customer service elements have been determined, the second step in the external audit procedure is to design a questionnaire to gain feedback from a statistically valid sample of customers. Appendix 5-A contains an example of a questionnaire format designed to determine the importance customers attach to marketing variables. On a scale of 1 to 7, customers were asked to circle the number that best expressed the importance they attached to each variable. The survey defined an important variable as possessing significant weight in the evaluation of suppliers, whereas an unimportant variable did not.17 Respondents were asked to make a check mark if the variable was not used.


An important consideration in the external audit is determining competitive performance ratings for major vendors. This can be accomplished by asking respondents to evaluate major vendors’ performance on each of the variables (see Part A of Appendix 5-A). Responses to these questions help the firm compare customers’ perceptions of vendor performance. Obviously vendors want to score high on variables that are highest in importance to customers.


The questionnaire should include questions that require respondents to rate their overall satisfaction with each vendor and indicate the percentage of business they allocate to each vendor (see Part B of the questionnaire). Part C of the questionnaire also seeks to obtain specific levels of expected performance for such key variables as type of account (wholesaler, retailer, etc.), market served (national versus regional), specific geographic location, sales volume, sales growth, profit as a percent of sales, and sales volume of each vendor’s products.


Before mailing the questionnaire, it should be pretested with a small group of customers to ensure that the questions are understandable and that important variables have not been ignored. The mailing list can be developed from an accounts receivable list; a sales/marketing department list of prospects; or lists of contracts, projects, bids lost, or inactive accounts. The accounts receivable list enables stratification of the sample to achieve an adequate number of large, medium, and small customers. If management wants an analysis of inactive accounts, it can send color-coded questionnaires to identify these accounts.


The results of the customer service survey used in the external audit enable management to identify problems and opportunities. Table 5-1 illustrates the type of information that can be provided. This survey evaluated both customer service and other marketing mix variables. The two columns on the left side of Table 5-1 show that the ranking of variables was not influenced by the order of the questions on the questionnaire.


In this example, 7 of the 12 variables with the highest mean customer importance scores were customer service variables. This result highlights the importance of customer service within the firm’s marketing mix. A small standard deviation in customer importance ratings means there was little variation in the respondents’ individual evaluations of a variable’s importance. For variables with a large standard deviation, however, it is important to use the demographic information (see Part D of the questionnaire) to determine which customers want which services. The same argument holds for the last variable, “Store layout planning assistance from manufacturer.” For example, do large-volume, high-growth customers rate this higher in importance than small customers?
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The previously described study in the plastics industry revealed similar results regarding the importance of customer service. The 18 variables rated as most important by the respondents (those with a mean score of 6.0 or more on a scale of 1 to 7) were as follows:


Nine Logistics/Customer Service Variables


1. Accuracy in filling orders


2. Consistent lead times


3. Ability to expedite emergency orders in a fast, responsive manner


4. Information provided when order is placed—projected shipping date


5. Advance notice of shipping delays


6. Information provided when order is placed—projected delivery date


7. Action on complaints


8. Length of promised lead times


9. Information provided when order is placed—inventory availability


Five Product Quality Variables


1. Supplier’s resins are of consistent quality


2. Processability of the resin


3. Supplier’s resins are of consistent color


4. Supplier’s resins are of consistent melt flow


5. Overall quality of resin relative to price


Two Price Variables


1. Competitiveness of price


2. Adequate advance notice of price changes


Two Promotion-related Variables


1. Quality of the sales force—honesty


2. Quality of the sales force—prompt follow-up18


The honesty of the sales force variable was to a large extent a logistics variable. The in-depth interviews revealed that the honesty variable was related to the degree of accurate information about product availability and delivery provided by the sales force. Because inventory records were not on-line and real-time, customers would be told that inventory was available when in fact it had been sold, and the batch process system had not updated the inventory levels. Customers did not realize there was a problem until their order failed to arrive.


Although the mix of most important attributes is somewhat different for the two industries, a review of Table 5-1 reveals that the following variables were the same: ability to meet promised delivery date, accuracy in filling orders, advance notice of shipping delays, consistent lead times (order cycle consistency), shipping date information, length of lead time, overall product quality relative to price, competitiveness of price, and prompt follow-up from the sales force. These variables have also been identified as the most important attributes in other industries.


Most customer service studies emphasize the importance ratings of the variables being researched, reflecting an assumption that the variables rated the highest determine the share of business given to each vendor. But this may not be true, for one or more of the following reasons:


• All of an industry’s major suppliers may be performing at “threshold” levels, or at approximately equal levels, which makes it difficult to distinguish among suppliers.


• Variables for which there are significant variances in vendor performance may be better predictors of market share than the variables described above.


• Customers may rate a variable as extremely important, but few or many suppliers may be providing satisfactory levels of service for that variable. Such variables offer opportunities to provide differential service in the marketplace.


• A variable may be rated low in importance with a low variance in response. In addition, no single supplier may be providing adequate service levels. Therefore, customers do not recognize the advantages of superior service for that variable. If one vendor improved performance, it could lead to gains in market share.19


To determine what variables represent the best opportunity for increasing market share and/or profitability, both importance and performance measures are necessary. For this reason, Table 5-1 contains customer evaluations of perceived performance for the firm being researched and its four major competitors. This gives management some insight into the relative competitive position of each vendor, as viewed by the firm’s customers. It is important for management to determine what the top-rated vendor is doing to create this perception. Management also must consider what actions it can take to improve customers’ perceptions of its service.


The company must compare customer perceptions of service with internal measures of performance. This may show that the customer is not aware of the service being provided or that management is measuring service performance incorrectly.


The Internal Customer Service Audit


The internal audit requires a review of the firm’s current practices.20 This provides a benchmark for appraising the impact of changes in customer service strategy. The internal customer service audit should provide answers to the following questions:
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