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Unit 1. The Context of Logistics

Text 1. Logistics and Supporting Operations

1. Make sure you know the following words and wachbinations.
Logistics, manufacturer, supplier, customer, delistorage, dairy, shopping
mall, intangible, warranty, insurance, input, chef.

2. Read the text and do the tasks that follow.

All organizations move materials. Manufacturerddtactories that collect raw
materials from suppliers and deliver finished gotml€ustomers; retail shops have
regular deliveries from wholesalers; a televisi@wa service collects reports from
around the world and delivers them to viewers; nadstis live in towns and cities
and eat food brought in from the country; when yoder a book or DVD from a
website, a courier delivers it to your door. Evérge you buy, rent, lease, hire or
borrow anything at all, someone has to make suaeal the parts are brought to-
gether and delivered to your door. Logisigshe function that is responsible for this
movement. It is responsible for the transport @odage of materials on their journey
between suppliers and customers.

On a national scale, logistics involves a huge amof effort. The USA has a
gross domestic product (GDP) of US$10 trillion, it population of 280 million
produces and consumes an average of US$36,00ds gmd services. The world's
seven largest economies (USA, Japan, Germany, t#cE, Italy and Canada) have
a combined GDP of US$20 trillion. All of this — wther it is oil produced in Canada,
consumer electronics in Japan, cars in the UK oy ¢moducts in France — relies on
logistics to collect materials from suppliers arediker them to customers. Millions
of people are involved in this effort, and it costiions of dollars a year to keep eve-
rything moving.

Ordinarily we only notice a small part of logistid¥e might see lorries driving
down a motorway, visit a shopping mall, drive tlgbua trading estate, or have a
parcel delivered to our homes. These are the eislgns of a huge industry. In this
booklet you will get a more detailed look at th@mplex function. We are going to
discuss these issues and developments, and semdmoagers can get the best results
from their logistics.

Every organization delivers produdtsits customers. Traditionally we describe
these products as either goods or services. Themfaaurers like Sony and Guin-
ness make tangible goods, while AOL and Vodaformide intangible services. In
reality, this view is rather misleading, and evprgduct is really a complex package
that contains both goods and services. Ford, famge, manufacture cars, but they
also give services through warranties, after-saégsice, repairs and finance pack-
ages. McDonald's provide a combination of goodsggns, cutlery, packaging, and
so on) and services (when they sell food and Idtk ghe restaurant).

At one end of this spectrum are products that eedgminantly goods, such as
cars and domestic appliances; at the other engradkicts that are predominantly
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services, such as insurance and education. In ttdlenare products with a more
even balance, such as restaurant meals and hespital

At the heart of an organization are the operatibra¢ create and deliver the
products. These operations take a variety of inpantsconvert them into desired out-
puts. The inputs include raw materials, compong#sple, equipment, information,
money and other resources. Operations include raatwring, serving, transporting,
selling, training, and so on. The main outputs goeds and services. The ‘Golden
Lion’ restaurant, for example, takes inputs of fodlefs, kitchen, waiters, and dining
area; its operations include food preparation, capland serving; the main outputs
are meals, service, customer satisfaction, anahso o

The products created by an organization are passéslcustomers, making the
cycle. This shows customers’ generating demandh, agierations using resources to
make products that satisfy them. Logistics movesenas around this cycle. The
operations are usually divided into a number adtesl parts, in the way that a hospit-
al has an emergency room, surgical ward, purchasgpartment, heart unit, operat-
ing theatre and so on. So, logistics also movesmadd through the different parts of
an organization, collecting from internal suppliarsl delivering to internal custom-
ers. This leads to our basic definition:

Logisticsis the function responsible for the flow of matexirom suppliers into
an organization, through operations within the oizgtion, and then out to customers.

3. Scan the text to find the English equivalentsi¢ofollowing collocations.

I[OCTEIBJI?ITB IMPOAYKThI, MATCPUAJIBHBIC TOBAPLI, CJIOKHBIN INaKkeT, MPOU3BOANTDH
JIETKOBBIE aBTOMOOWIIM, TIOCJIENPOIaXKHOE O0CTyKMBaHUE, OBITOBBIC MPUOOPHI, TIpe-
BpaliaTb B XCJIACMYIO IIPOAYKIHUIO, IIPUTOTOBJICHUC ITHIIH, HpI/ICMHBIﬁ HOKOﬁ, OI1c-
pairOHHasA, OTCUCCTBCHHEIC HOTpC6I/ITCJII/I, ABUKCHUE MAaTCpHUaAJIOB.

4. Answer the questions.

1. What functions does logistics perform? 2. Lagssinvolves a great mount of
effort, doesn’t it? 3. What countries representwioeld’s largest economies? 4. What
Is their combined GDP? 5. What are the visible sighlogistics? 6. In what terms
are products usually described? To your mind,is\lew misleading? 7. What is the
other division of products? 8. What kind of opeyati make the core of any organiza-
tion? 9. What do inputs include? Give examples.Vibat is a product cycle?
11. What is logistics in terms of a product cycle?

5. Match the words with their definitions.

1. supplier a) the act of keeping or putting sonmethn a place while it is not
being used, or the lace used for this
2. customer b) an area just outside a city or toduere there are small facto-

ries and businesses

3. gross domestic c) a person who buys goods, ptedand services for their own
product use, not for business use or resell

4. manager d) a company that provides a parti¢yer of product
5. shopping mall e) things that are produced ireotd be used or sold



6. storage f) the growth or improvement in someghiso that it becomes
bigger or more advanced

7. consumer g) a person or organization that buwalg or services from a
shop or company

8. retail shop h) someone whose job is to mandge phrt of a company or or-
ganization, or a particular activity

9. goods 1) the sale of goods to customers for tvein use, rather than to
shops

10. trading estate |) a large area where theréots®f shops, usually a covered area
where cars cannot go

11. development k) the total value of goods angticses produced in a country’s
economy, not including income from abroad

6. Expand on the following statements from the text

1. Traditionally products are described as goodksanvices. 2. The idea of di-
viding all products into either goods or servicesather misleading. 3. Any organiza-
tion’s work is centred on creating and deliverimgqucts. 4. The products created by
an organization are passed to its customers. Ssticgymoves material through the
different parts of an organization.

7. Work in pairs. Speak about logistics and itspgupng operations using the
following procedure.

e Before you speak, plan what you are going to sa&y select words and
phrases you have studied so far in this text.

e Speak for about a minute.

e When you are listening to your partner’s talknkhof questions to ask at the
end of it.

I nteresting to know
Camble u3BecTHBIE MY3€H JIOTUCTUKH

Myz3eit noructuku (Museum of Logistics)Tokuo, Smorus. My3eit OTKpBIT B
1998rony. On yHacnenoBain koiekuuo myses: «Hunmon Dkcnpece»: 6onee 12 000
cratei o TpancnoptupoBke U 40 000qoKyMEHTAIBHBIX U300PAKEHHH, OTPAKAOITUX
uctopuio pupmel «Hummon Dxcapecce». cTopusi MaTepralibHO-TEXHHUECKOIO CHA0-
xkeHusi SInoHMM oToOpakeHa Ha BTOPOM dTa)e, a Ha TPEThEM PacCIoJiararoTcsl Yu-
TaJbHBIN 3271 1 KOMHATa MYJIbTHMEINA.

Mys3eit kopoiseBckoro sorucrtudeckoro kopmyca (The Royal Logistics Corps
Museum),Cyppeii, BenmukoOputanus. DKCIO3UIMS My3esl pacCcKa3blBaeT O MaTepu-
aIbHO-TEXHUYECKOU MOJIJIepKKe OpuTaHCKOi apmun co BpemeHn OnuBepa KpomBerns
no Hamux gHeil. [loceturenn myses y3HaIOT, Kak Ha mpoTsbkeHuu mociennux 500
JIeT cOoJAaT OpUTAHCKON apMUU TPAHCIIOPTUPOBAIIM, KOPMUITU, CHAOXKAIHU OPYKHEM H
CHapsKEHUEM U KaK COJAATHI MOAACPKUBAIIN CBA3b C IPY3bIMH U OJIM3KUMHU.
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Mys3eit noructuku BoopyxeHubix cuil Kanaael (The Canadian Forces Logistics
Museum),Moupeansb, Kanaga. B my3ee npencrasnenst 6oiee 10 0003kcnoHaTos,
OTHOCAIIUXCS K UCTOprH KaHagCcKOTO KOPOIEBCKOTO KOPIyca MaTepHaIbHOTO CHAO-
KEHUS U ero npueMHuka — Jloructuyeckoro nojipasaeiaeHusi BoopykeHHbix cui Ka-
HaJpl. DKCIO3ULMIO My3€s JOMOJHAET KPYIHEWIas KOJUIEKIUS KaHaICKOW BOEHHOM
TEXHUKU U apTUILIEPUH KaHAJCKOM mpoBUHIMN KBeOek.

Text 2. Aims of logistics

1. Make sure you know the following words and wamnchbinations.

Supply chain, semantics, convention, exactly, ibistion, morale, merchandis-
ing, manager, efficiently, productivity, inboundjtbound, warehouse, consumables,
tangible, intangible, circumstance, courteouslyju@asecurity, grease, shareholder,
survive.

2. Read the text and do the tasks that follow.

Logistics is responsible for the flow of materigitsough a supply chain. This
function is also called supply chain managementmépeople argue that logistics is
somewhat narrower and concentrates on the movemwitdnh a single organization,
while supply chain management takes a broader wviemovement through related
organizations. This is, however, largely an argunsmr semantics rather than real
differences in practice. In this booklet we wilicktto the convention that the two
terms refer to exactly the same function. This visveupported by the Institute of
Logistics and Transport — the main professionalybedhin the UK — who give the
following definitions:

Logisticsis the time-related positioning of resources, o gtrategic manage-
ment of the total supply-chain.
The supply chairs a sequence of events intended to satisfy ameasto

Some people also talk about logistics managemeasiness logistics, distribu-
tion management, materials management, merchaggdisira series of other terms.
Sometimes you have to be careful as these termsedanto specific parts of the
supply chain or slightly different activities. Wheonmeone talks about 'distribution
management' you should be clear about whetherrtiean transport, physical distri-
bution, the whole of logistics, or some other fumct

With our broad view, logistics managers have twannams. The first is to
move materials into, through, and out of their awganization as efficiently as poss-
ible. The second aim is to contribute to an effitiBow through the whole supply
chain. Traditionally, managers concentrate on tret 6f these, focusing on those
parts of the supply chain that they directly cohtiopefully, if each organization
looks after its own logistics properly, materialdl wnove efficiently through the
whole chain, thus achieving the second aim. To sertent this is true. It is not,
however, inevitable and organizations really needase positive approach to co-
operation. This will be discussed in a more detaiday in the next units. Here,
though, we look at the more immediate aims of kbggswithin an individual organi-
zation.
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We have said that managers’ aim for an efficienvenoent of materials — but
what exactly do we mean by 'efficient'? There a&awegal answers to this, including
fast deliveries, low costs, little wastage, quidsponse, high productivity, low
stocks, no damage, few mistakes, high staff moeadd,so on. Although these are all
worth-while goals, they are really indicators ratkiegan real aims. To find the real
aim of logistics, we must relate it to the widefeaives of an organization.

Moving materials into the organization from supmiés called inbounar in-
ward logistics;moving materials out to customers is outbowndutward logistics
moving materials within the organization is matisrimanagement.

In these definitions we have talked about the maergnof materials — but what
exactly do we mean by materialSe@metimes this is obvious when, for example, a
power station brings coal from a mine, a farmer esopotatoes to a wholesaler, or a
computer manufacturer delivers PCs to a warehosether times it is less clear
when, for example, a television company delivetemainment to its viewers, a tele-
phone company provides a communications servica, iI@search company creates
new knowledge. Tangible goods clearly have to beadpand you can easily see the
role of logistics. Even organizations providing thmst intangible services move
some goods around — perhaps paperwork or consusnatde they still need logis-
tics. However, we can take a broader view and Isatylbgistics also moves less tang-
ible things, such as information and messages. @hefevision company uses logis-
tics to move around its production facilities, alslo to transmit programmes to cus-
tomers. In different circumstances, logistics ispansible for moving raw materials,
components, finished products, people, informatipaperwork, messages, know-
ledge, consumables, energy, money and anythinghelsged by operations. To sim-
plify things, we describe all of these as materials

Materials are all the things that an organization moves teate its products.
These materials can be both tangible (e.g. raw na$} and intangible (e.g.
information).

Ultimately, the success of every organization depesn customer satisfaction.
If it does not satisfy customers, it is unlikely garvive in the long term, let alone
make a profit, have high return on assets, addebbater value, or achieve any other
measure of success. So organizations must delreglupts that satisfy customers.
Unfortunately, customers judge products by a wiselges of factors. When you buy
a DVD, for example, you judge its contents, appeegahow easy it is to buy, how
long you wait, how expensive it is, whether thentiVVD was delivered, whether it
was damaged, how courteously you were treated leg staff, and so on. Some of
these factors clearly depend on logistics — thelabiaty of the DVD depends on
stocks; the delivery time depends on transport;adgams prevented by good material
handling; the price is affected by logistics coSts.we can phrase the overriding aim
of logistics in terms of customer service. It hastganize the movement of materials
in the best way to achieve high customer satisiacti

Any organization can give outstanding customerisern it is prepared to allo-
cate enough resources. The problem, of coursdhaismore resources come with

8



higher costs. There is a limit to the amount thest@mers will pay for a product and,
therefore, on the service that can be given. Thexalstic aim for logistics balances
the service given to customers with the cost ofeathg it.

The overall aim of logistics to achieve high customer satisfaction. It muset p
vide a high quality service with low — or acceptablcosts.

We can phrase this balance in terms of perceivetbmer value. Logistics adds
value by making products available in the righttpland at the right time. If a prod-
uct is available at the place it is needed, loggsis said to have added place utility;
it is delivered at the right time, logistics haslad time utility Then we can phrase
the aim of logistics in terms of getting the highasstomer utility or perceived value.
In essence, we are trying to maximize the diffeednetween perceived value and ac-
tual costs.

People often summarize the aims of logistics asngetthe right materials, to
the right place, at the right time, from the rigoturce, with the right quality, at the
right price'. This is broadly correct, but it degderon how we define 'right'. In differ-
ent circumstances, logistics is judged by compjethfferent measures of perfor-
mance. When you post letters, you sometimes waarh thelivered quickly, some-
times as cheaply as possible, sometimes with heghrity, sometimes at a specified
time, and so on. Managers have to design logittessare flexible enough to satisfy
a variety of needs. There are two aspects of Time.first is concerned with planning,
when managers take a strategic view and desigidbe possible supply chain for
their circumstances. The second concern is aboetuton, when materials move
through this chain as efficiently as possible. H@gton summarizes this double role
by saying that, 'logistics is both the glue thadedhe materials/product pipeline to-
gether and the grease that speeds product flovg a@fon

3. Answer the questions.

1. What is the logistics function? 2. What doesnigsrower definition imply?
3. What definitions of logistics and supply chaimed the Institute of Logistics and
Transport suggest? 4. What does ‘distribution mamemt’ mean? 5. What two main
aims do logistics managers have? 6. What are theediate aims of logistics within
an organization? 7. What does the success of evganization depend on? 8. Under
what condition can an organization provide an amidiing customer service?

4. Expand on the following statements from the text

1. Logistics is responsible for the flow of matéyidhrough a supply chain.
2. One has to be careful what terms to use inioelab logistics. 3. Logistics manag-
ers have two main objectives. 4. Managers aim atrafficient movement of mate-
rials. 5. The success of any company depends domas satisfaction. 6. Allocating
enough resources is the key to any organizatiarstotner service.

5. Work in pairs. Describe the aims of logisticsvésexamples to support your
point of view.



I nteresting to know
CJI0HBI ¥ JIOTUCTHKA

Crnonsl xuByT Ha 3emiie yxxe 40 muH net. B Hacrosmee Bpems BcemupHbiii
(dboHA TPUPOBI IPHJIATaCT MHOTO YCHUJIUH JUIS 3aIlIUTHI U COXPaHEHUS B Aszun U Ad-
pPUKE CJIOHOB, XH3Hb KOTOPBIX, 0€3 COMHEHHs, HaXOAUTCs Tmoja yrpo3oii. He Besze
CJIOHaM XBaTaeT IHUIIHY, TaK Kak B JeHb UM Tpedyetcs 150-300kr enpl.

CnoHBI TTOMOTANIM YEJIOBEKY OCBAaWBATh TPYIHOMPOXOJUMBIC TPOIIUYECKHE 3a-
pociii. MHOTOKUJIOMETPOBBIE TPOIIbI, TIPOJOKECHHBIE UMH B JDKYHTJISX, 9acTO TaK
IITUPOKH, YTO 110 HUM MOKHO MPOEXaTh Ha BE3/IE€X0/I€. ITU TPOIIBl YEJIOBEK BIOCIIE-
CTBUHU WCIIOJIH30BAJ JIJISi CTPOUTEILCTBA AOPOT. Jleo B TOM, YTO TPOMHBI CIOHOB IIO-
BTOPSIOT SIPKO BBIPAKEHHBIE pelbe(bl MECTHOCTH W MPOXOMST, HACKOJIBKO ITO BO3-
MOKHO, Ha OTIPEJICIICHHONW BBICOTE HAJl YPOBHEM MODS, T.€. CJIOHBI BCETJa BHIOMPAIOT
caMbI€ pallMOHAJIbHBIC U YKOHOMHUYHBIE IMyTH. [[03TOMY CIIOHOB MOYKHO Ha3BaTh aca-
MH B 00JIACTH JIOTUCTHKH.

Text 3. Importance of Logistics

1. Make sure you know the following words and wamnchbinations.

Essential, ultimately, point of origin, expensio®erheads, costs, disagreement,
precise, expenditure, gravel, jewellery, rule afrtib, turnover, interpret, wholesale,
account for.

2. Read the text and do the tasks that follow.

Logistics is essential for every organization. NhriStopher says that 'Logistics
has always been a central and essential featwa @fonomic activity'. R.D. Shapiro
and J.L. Heskett agree, saying that 'There areafgyects of human activity that do
not ultimately depend on the flow of goods frommi@f origin to point of consump-
tion'. Without logistics no materials move, no @gigns can be done, no products are
delivered, and no customers are served.

Not only is logistics essential, but it is also erpive. Organizations may reduce
their overheads as much as possible, but theyfame left with surprisingly high lo-
gistics costs. Unfortunately, it is difficult to pa figure to these, and there is a good
deal of uncertainty in the area. Normal accountingventions do not separate ex-
penditure on logistics from other operating cosisgd there is some disagreement
about the activities to include. As a result, vy organizations can put a precise
figure on their logistics expenditure, and manyeéhalmost no idea of the costs.

The cost of logistics varies widely between différendustries. Building mate-
rials, such as sand and gravel, have very higlstiegi costs compared with, say, je-
wellery, pharmaceuticals and cosmetics. Howevee, e of thumb suggests that
logistics costs are 15-20 per cent of turnover. UBA has a GDP of $10 trillion, so
it might spend $1-2 trillion dollars a year on Istigs, with half of this spent on trans-
port. You have to interpret such figures carefudly other studies give different
views. The UK government, for example, says thapé®@ cent of the GDP comes
from wholesale and retail trades and 6 per centesofrom transport and storage.
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These figures suggest that overall logistics castsconsiderably higher — perhaps
supporting an earlier estimate by A. Childerleyt dogistics accounted for 32.5 per
cent of the UK GDP.

Despite the differences in these figures, everyagiees that logistics can be
very expensive. Whether it is getting more expenswopen to debate. Some people say
that fuel, land, safety, environmental protectiod @mployee costs are all rising and
making logistics more expensive. They argue thiatitha long-term trend that will
inevitably continue. An opposing view says that iayements in logistics are more
than compensating for price rises, and the oveddt is falling. By improving me-
thods and replacing outdated practices, logistisésccontinue to fall as a proportion
of product value. The true picture depends on pistances within each organization.

Despite its obvious importance, logistics has hwags received its fair share of
attention. Historically, organizations put all theffort into making products and
gave little thought to the associated movement afenmls. Managers recognized
that transport and storage were needed, but they viewed as technical issues that
were not worth much attention — they were simply tmavoidable costs of doing
business. Some early work in the 1920s began tortoare carefully at the transport
of finished goods. In 1962, though, P. Drucker dosiill describe logistics as 'the
economy's dark continent' and say that this forftlesl most sadly neglected, most
promising area of ... business'. Since then thave been considerable changes.

Perhaps the main reason for change was the rempyfiiat logistics was ex-
pensive. By the 1970s and 80s surveys were suggdsiat the movement and sto-
rage of materials typically accounted for 15-20 pent of revenue. It is difficult to
get accurate figures for this, and in 1994 G.VI Efiluld still say that 'many distribu-
tors are unaware of the costs of the distributEmise they provide'. However, logis-
tics had been identified as a high cost functioth @me where organizations can make
significant savings.

3. Scan the text searching for the English equivaleftthe following colloca-
tions.

CYHICCTBCHHa}I qcpTa, 4CJI0BCUCCKasa ACATCIIbHOCTE, B KOHCYHOM HUTOIC, l'IOTpC6-
JICHUC, 06CJ'Iy)KI/IBaTB KJIMCHTOB, CHWXXAaTh HAKJIIAAHbIC PACXOJbl, JIOTUCTUYCCKUC H3-
TEP>KKU, OTIEIATh, OyXrajJTepCcKue yCIOBHOCTH, paboure U3aep KK, He UMETh MpeI-
CTaBJICHU:A, BAPbHUPOBATh, TPATHUTDL, PO3HHUYHAA TOPIroOBJId, XPaHCHUE HA CKJIAAC, CMCTA.

4. Answer the questions.

1. How do A. Christopher, R.D. Shapiro and J.L. kéttsdefine the importance
of logistics? 2. Logistics isn’t of great importananly, is it? 3. Does the reduction in
overheads always lead to reducing costs? 4. Cargdhizations give the exact fig-
ure of their expenditure? 5. In what industries lagistics costs high? 6. What is
mean percentage of logistics costs? 7. What anmfumbney is spent on logistics in
the USA and UK?

5. Expand on the following statements from the text
1. Logistics is essential for any organizationL@gistics is not only essential
but expensive, too. 3. The cost of logistics vasgmificantly between different in-
dustries. 4. Logistics costs make 15-20 % of tuenov
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6. Discuss the importance of logistics in pairsliéw the usual procedure of
preparing your utterance.

I nteresting to know
Camblil IJIMHHBINA peiic

Jlonrre rozpl 3TO 3BaHME yaepxkusan peiic Cunranyp — Hero-Mopk, 3amymen-
ueiii 29 urons 2004 roga. becnepecanounslii moaeT AIUAICS LEIyl0 BedyHocTh — 19
4acoB, 3a 3TO BpeMsl caMoJieT mpeozoieBan paccrosHue B 15 345kunomerpos! Cre-
UANbHO JUJIs 3TOro peiica «CHHramypckue aBUATMHUK» 3aKyNHUIU YEThIpe THTaHT-
ckux cymnepnaitnepa Airbus A340, o6opysoBaB MX HUCKIIOUUTENHHO TOJ OW3Hec-
kiacc. [lepBoHauanbHO KOMITaHUS CMOTJIa 3apaboTaTh Ha peiicax HeMIOXUe IEHbIH U
MOoJTyunsia U3BECTHOCTh KakK OIepaTopa «caMoro AJUHHOro mepenera B mupe». Ho
BCKOPE aBMALIMOHHOE TOIIMBO noaopoxano noytd Ha 30%,4to cuenano o0CityXu-
BaHue A340 BecbMa HaxiagHbIM. [Ipu 3TOM cnpoc Ha OuUIEeTHI peMUyM-Kilacca U3
A3un B AMepuKy HanpoTHB 3HauuTeNbHO yrnaj. B saBape 2013rona «Cunranypckue
aBUAIIMHUN» OOBSIBUIN O MPEKPAIIEHNN IEPEBO30K 10 TaHHOMY MapLIpyTy.

B HacTosiee BpeMsi caMbIM JUIMHHBIM, @ TI0 COBMECTUTENBCTBY U JJOJITUM Map-
mpyToM B mupe sBisiercs peiic Cunramyp — Jloc-Anmkenec. 14 114xkunomeTpoB u
18 yacoB monera — UCMbBITAHKE HE 7S CIIA0OHEPBHBIX !

Text 4. Organizing Logistics

1. Make sure you know the following words and wamchbinations.

Forklift trucks pallet, amount, procurement, destion, keep smth safe, truck,
perform, arrangement, medium sized, employ, tramdpeet, marketing, purchase,
stock control, spread, contract, third-party, corteend, human resources, variation,
common, overall function.

2. Read the text and do the tasks that follow.

It is probably easiest to imagine the activitiestttnake up logistics in a manu-
facturer, with forklift trucks unloading palletsofn lorries and moving them around
warehouses. But the same principles apply in ahgrobrganization. When a rock
band goes on tour they carry huge amounts of eqnpnProcurement buys every-
thing that is needed on the tour, transport packsd moves it to the next destina-
tion, receiving makes sure that everything arrisately, warehousing keeps things
safe until they are needed, materials handling makimgs between trucks and the
stage, location decides where to perform. The dgpes of decision are made with
even the most intangible service. Insurance conagarior example, decide what
kind of branch network to have, where to locatecef, who to buy telephone and
other services from, how to deliver informatiorctesstomers, and so on.

You can see logistics in every organization, andbiiously comes in a huge
number of different forms. The activities can bexaged in many ways within an or-
ganization, and there is certainly no single 'basangement. A small organization
might have one person looking after everything. &dmam sized organization might
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have one department with different sections forcpasing, transport, stock control,
distribution, and so on. A large organization mighte a logistics division employ-
ing thousands of people and running huge trandeats. Sometimes all the activi-
ties are organized in a single department repotbng logistics director; sometimes
they are part of a larger department such as magket production; sometimes they
are spread out in small pockets throughout thermizgtion; sometimes they are con-
tracted out to third-party suppliers.

The current trend is towards an organization wheggstics is a single inte-
grated function, with a logistics director — or a@lent — at its head. This follows a
traditional functional structure, with the logigtidirector working with directors in
production, finance, sales, human resources, amaeh.sbhere are many variations on
this, with a common one found in companies orgahem®und products or projects.
Then some logistics might exist in each divisioithva matrix structure allowing co-
ordination of the overall function.

3. Scan the text searching for the English equntalef the following colloca-
tions.

COCT&BJ’IHTB, ABTOIIOI'PY34UK, IIPUMCHATL, YAUBUTCIIBHO, ITOAJOH, OTIIPABJISATHCSA
B TypHE, 0OJIBIIIOE KOJIMYECTBO, pa3MeliaTs 0puc, J0CTaBIATh HHPOPMAIUIO, UCTION-
HATHb, HEMaTEPHAJbHBIN, CTpaxoBas KOMITAHWS, MHOTHMH CIIOCO0aMH, OOJIBIION
TpaHCHOpTHBIﬁ mapkK, NpcaoCTaBJIsITb OTYCT.

4. Answer the questions.

1. Do organizations follow the same principles @famizing logistics activities?
2. Do the same principles apply to services as™@llLogistics comes in a huge
number of different forms, doesn'’t it? 4. Is thargy single ‘best’ logistics arrange-
ment? 5. What is the current trend of organizirggstics activities?

5. Expand on the following statements from the text

1. The activities that make up an organizationgidtics apply in any other or-
ganization. 2. Logistics comes in a huge numbaeliféérent forms. 3. In current con-
ditions logistics is a single integrated function.

6. Work in pairs. Describe the importance of anamigation’s logistics activities.

I nteresting to know
IManaMmcKku# KaHAJ

CtpoutenscTBo ITaHaMCKOTO KaHasla CTajao OJHOM M3 Ba)KHEHMIIIUX BEX B MOpe-
naBanvi. Beeaennnii B oxcruryaranuio B 1920roay (mepBoe cyaHO MpOIILIO 10 He-
My B 1914, ,H0 u3-3a ¢X0/1a OIIOJI3HSI OCEHBIO TOT'0 T'0J1a, OPULHAILHOES IBUKCHHIE ObI-
JI0 OTKPBITO JIUIIb IIECThIO TOJAaMHU I03Ke), KaHaJl B HECKOJIbKO Pa3 COKPATHII IIyTh
MEXIy nopraMu Tuxoro u ATJaHTHUYECKOTO OkeaHOB. [Ipexae, 4ToObI MmomnacTh u3
OJIHOT'O OK€aHa B APYIOH, CyJlaM HY>KHO ObuT0 orudaTh KOkHYI0 AMEpHKY a)X BOKPYT
Mmbica ['opH. Cerogus [TaHaMCKUil KaHAJT — OJIUH U3 TJIABHBIX MHUPOBBIX MOPCKHX ITy-
TeH, Yepe3 KOTOPBIH €KEroJHO MPOXOJUT OKOJIO 18 Thicsd Cy10B (HBIHEIIHSS MPOITY-
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CKHasl CIIOCOOHOCTh KaHana — 48 CyZoB B CYTKH), YTO COCTABISET 3HAYUTEIHHYIO
4acTh MUPOBOIO IPy30000poTa.

Text 5. Effects on Financial Performance

1. Make sure you know the following words and word lmoations.

Have an impact on, financial performance, returrassets, earn, profit, meas-
ure, property, improve, amount of stock, fixed &ssewer (v.), borrow, resources,
attractive, available, facilities, premium pric@sgrease profits, consequently, lead
times,

2. Read the text and do the tasks that follow.

As an expensive function, logistics has an impacai organization's overall fi-
nancial performance. We can give many illustratiohshis, but will start with the
effects on the return on assets (ROA).

The return on assets is defined as the pre-tait gafned by an organization
divided by the value of the assets employed. Ithmnomputed as

Net Income

ROA Average Total Assets
This gives a measure of how well available resaiare used and, in general,
the higher the value, the better the organizatiperformance. Assets are usually de-
scribed as current (cash, accounts receivablekstand so on) or fixed (property,
plant, equipment, and so on). Improving the flowngdterials reduces the amount of
stock. This clearly lowers current assets, but e &rgue that it also reduces fixed
assets and increases profit.

¢ Current assetdMore efficient logistics reduces the current asazugh low-
er stock levels. Reducing the investment in st@kaso free up cash for other more
productive purposes and reduce the need for bangwi

¢ Fixed assets-ixed assets include property, plant and equipniagistics is a
heavy user of these resources, and the warehawaesport fleets, materials han-
dling equipment and other facilities needed to mowserials through the supply
chain form a major part of fixed assets.

¢ SalesBy making a more attractive product, or making drenreadily availa-
ble, logistics can increase sales and give higleeket share.

¢ Profit margin.More efficient logistics gives lower operating cgstnd this in
turn leads to higher profit margins.

¢ Price. Logistics can improve the perceived value of prasiucperhaps mak-
ing them more easily available, giving faster dewor shortening lead times. More
attractive products can get premium prices.

As you can see, the first two points give loweretsswhile the last three in-
crease profits. All of these effects raise ROA, aadsequently affect other measures
of performance, such as share price, return orstment, borrowing, and so on.
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3. Match the words with their definitions.
1) impact a) the way smb deals with or treatsumsan, a person, an animal, etc.
2) resources b) smth that you can get, buy or find
3) available c) taking and using smth that belaongsmb else, and returning it to
them at a later time
4) performance d) a supply of goods that is avhal&dr sale in a shop/store
5) facilities e) a thing or things that are owngdsinb

6) stock f) the money that you make in businesbyoselling things, espe-
cially after paying the costs involved
7) handling g) a supply of smth that a countryoaganization, or a person has

and can use, especially to increase their wealth
8) borrowing  h) the powerful effect that smth hassanb/smth
9) profit 1) to become or to make smth greatermmant, number, value, etc.
10) increase J) the part that is not included the®amain part of a group or situation
11) property k) buildings, services, equipment, giat are provided for a partic-
ular purpose
12) margin [) how well or badly smth works

4. Answer the questions.

1. Logistics affects an organization’s overall fical performance, doesn't it.
2. How is ‘return on assets’ defined? 3. What dbesindex show? 3. What kind of
assets do you know? Give examples. 4. What do muened fixed assets lead to?
5. How do all these five points affect ROA?

5) Work in pairs. Describe logistics effects onegptises’ financial perfor-
mance.

I nteresting to know
HNHuTepecHblIe JOrucTudecKkue (PaxkrTol

JIJ1st TOTUCTUKH, TPAHCIIOPT — 3TO JIBIPKEHHUE TOBAapa CPEJCTBAMU M KOHEUHO XKe
JIFOIbMU M3 TOYKM A K Touke B mo BO3ayxy, MOpIO, JKEJIEe3HOM Jopore, Tpacce. bes
ATOTO TMPOIIecca HaAIll COBPEMEHHBIN PUTM KU3HH HE ObUT OBl TaKOBBIM. M 4TOOBI BCE
OBLJIO TOCTaBJIEHO B HEUCIIOPYEHHOM IEPBOHAYAIBHOM BHJIE€, PAOOTHUKH 3TOM chepsl
cepbe3Ho 3a00TATca o Bamux rpy3ax. Tak, Hanpumep, B SINOHUM BCce MENKUE TPY3bI
MEePEBO3SIT B €MKOCTSX HAINOJHEHHBIX HEXHEWIIEeH pucoBoil menyxoil. CIOXKHO
IpeiCTaBUTh J0ObIYY 3TOT0 chipbsi. Ho 3T0 He camas Oouiblias 3a00Ta, MposiBIICHHAs
no otHoueHuto Kk ToBapaM. B CIIIA caenanst 600 cienuanbHbIX KeI€3HOA0POKHBIX
Ipy30BBIX IyTel mporsokeHHOCThIO 00siee 173 000munp (Mekcuka, CIIHA u Kana-
na). ITo atum penscam otnpasisitor 70% npousBeneHHbIX CeBepHO AMEpUKON aB-
tomobuei. O0muii 00beM goxoma paBeH $42 miupa. B roa. A mepBoe MECTO Cpedu
MPOIYKTOB MUTAHUS 3aHUMAET 3aMOPOKEHHBIN KapTodenb, ero 95% ot ob1mero o0b-
€Ma MEepPeBO30K. A €Clii CMOTPETh Ha BCIO JIOTUCTUKY B MHUpE, M COOpaTh IEMOYKY
BCEX MepeBOo3uMbIX Kozbac, To juHa npeBbicuT 400 000kM. DTo paccTosiHuEe OT
3emun 10 JIyHBI 1 HEMHOT'O OOpAaTHO.
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Text 6. Pressures to Improve Logistics

1. Make sure you know the following words and word lmiaations.

Savings, encourage, pressure, knowledgeable, yulétce, competition, re-
main competitive, opportunity, customization, grbywencourage, improvement, of-
fer, pollution, congestion on roads, concern, emmental, privatization, deregula-
tion, fluctuate, exchange rate, respond.

2. Read the text and do the tasks that follow.

As well as potential savings, many other factoes exicouraging organizations
to improve the management of their supply chaime llowing list suggests some
of these pressures:

¢ Customers are more knowledgeable, and demand higladity, lower costs
and better service.

¢ Competition is getting fiercer, and organizationssirook at every opportuni-
ty to remain competitive.

¢ There is changing power in the supply chain. Vargé retail chains, such as
Wal-Mart, Tesco, Toys-R-Us and McDonald's, demanstamized logistics from
their suppliers.

¢ Other changes in retail markets include the gravftB4-hour opening, home
deliveries, out-of-town malls, retail parks, telepk and on-line shopping.

¢ International trade continues to grow. This is emaged by free trade areas
such as the European Union and North American Frage Area.

¢ Organizations are introducing new types of opematguch as just-in-time,
lean operations, time compression, flexible marnufawy, mass customization, vir-
tual operations, and so on.

¢ Some organizations are turning from a product fquueere they concentrate
on the end products) to a process focus (wheredbegentrate on the way products
are made). This encourages improvement to opegtiociuding logistics.

¢ There have been considerable improvements in comeation. These allow
electronic data interchange (EDI), item coding,cetmic fund transfer (EFT),
e-commerce, shared knowledge systems, and othepra@tces.

¢ Organizations are outsourcing peripheral activiied concentrating on their
core operations. Logistics is a useful area fadtparty operators, with specialized
companies offering a range of services.

¢ Organizations are increasing co-operation throdliginaes, partnerships, and
other arrangements. This integration is importantlégistics, which is usually the
main link between organizations in a supply chain.

¢ Managers are recognizing the strategic importahdeeosupply chain.

¢ Attitudes towards transport are changing, becafisecoeased congestion on
roads, concerns about air quality and pollutiomaber environmental issues, gov-
ernment policies for the real cost of road transgmivatization of rail services, de-
regulation of transport, and a host of other change
16



This is, of course, only a partial list and there anany other pressures for
change, including uncertain market conditions,tmali change, deregulation of busi-
ness, rising costs, shortage of skilled staff,tflating exchange rates, and so on. In
the next section, we will see how logistics is msjing to these pressures.

3. Answer the questions.

1. Are there are any factors that encourage impneve in supply chain?
2. What do customers demand? 3. What encouragesahttrade? 4. What other
changes in retail markets occur? 5. What improvésnen communication do we
witness now? 6. What are the attitudes to impot¢rdaned by? 7. How do compa-
nies increase their cooperation? 8. What otherspres can you add to the list which
may help improve logistics?

4. Work in pairs. Speak on the pressures that n&ly improve an organiza-
tion’s logistics.

I nteresting to know
BepernTeCL oaJjuieT — 3T0 OYCHb OIMaCHO AJHA 3H0pOBLﬂ!

['oToBsichk K mepee3ay B HOBbIM oduc, I'pynna kommanuii Apply Logistic Group
pemmia BOTUIOTUTh HECKOJIBKO MHTEPhEPHBIX HJIEH C MOMOIIBI0 mayieT. Takue pe-
KOMEH/IalUY OBLTU MOJyYeHbI OT UCTIAHCKUX AU3aHHEPOB, KOTOPHIC MPUHUMAIH Yda-
cTHe B pa3paboTke WHTEephepa HoBoro oduca. Benp Apply Logistic Group —uro Hu
Ha €CTh 3aHMMaeTcs Joructukoi! OmHako, HEMHOTO TMOAyMaB, COTpYIHHUKH Apply
Logistic GroupmnpuHsuA pelieHre 0TKa3aThCsl OT JaHHOW 3areu. JIelo B TOM, 4TO
najyieThl — 3TO OYeHb OMacHas BEIlb JUIS 310pPOBbs YesloBeKa. Mbl 3HaeM, 4TO Uaes
MAJUIET B MHTEPhEPE — 3TO AKTyaJbHBIM NU3AWHEPCKUN TPEHJ MOCIEIHUX HECKOJIb-
KHX JIET, HO OH Hen30€KHO MpuBe Obl K TOMY, UYTO MHOTHE JIFOJU HaXOJWINCH ObI B
MOCTOSTHHOM KOHTAKTE ¢ aKTUBHBIMH KaHIIEPOT€HAMH, TOKCHYHBIMHU TMECTULIUIAMH U
BPEIOHOCHBIMH OaKTEPUSIMHU.

POINTS FOR DISCUSSION

1. Is it true that every organization has to mowedanals to support its opera-
tions? What do service companies like Internetisergroviders move? Give some
examples from different types of organization tpgsart your views.

2. How important is logistics to the national ecaoy@ What proportion of em-
ployment and gross domestic product is due to fiegid How has this proportion
changed over time?

17



Unit 2. THE SUPPLY CHAIN
Text 1. Notion of Supply Chain

1. Make sure you know the following words and word lmoations.

Focus, work in isolation, act as smb/smth, deligetiver, manufacturer, sell, a
series of organizations, dairy, distributor, joyrnextract crude oil, refinery, emphas-
ize, refer to, satisfy, unique supply chain, chatsl move ‘from dirt to dirt', go
beyond smth.

2. Read the text and do the tasks that follow.

So far, we have focused on the movement of magetfimbugh a single organi-
zation. In reality, organizations do not work iolation, but each one acts as a cus-
tomer when it buys materials from its own suppliensd then it acts as a supplier
when it delivers materials to its own customersvidolesaler, for example, acts as a
customer when buying goods from manufacturers tlagi as a supplier when selling
goods to retail shops. A component maker buys raenals from its suppliers, de-
livers these into components, and passes the sesulbther manufacturers. Most
products move through a series of organizatiorthes travel between original sup-
pliers and final customers. Milk moves through arfatanker collection, dairy, bot-
tling plant, distributor, and supermarket beforelwsg it. A toothbrush starts its jour-
ney with a company extracting crude oil, and thgrasses through pipelines, refine-
ries, chemical works, plastics companies, manufacsy importers, wholesalers and
retailers before finishing in your bathroom. A shekpaper moves through several
organizations before it reaches our desk.

People use different names for these chains ofites and organizations.
When they emphasize the operations, they refdrdgtocessivhen they emphasize
marketing, they call it a logistics channelhen they look at the value added, they
call it a value chainwhen they see how customer demands are satidfieylcall it a
demand chainHere we are emphasizing the movement of matemalsnall use the
most general term of supply chain.

A supply chairconsists of the series of activities and organtzatithat mate-
rials move through on their journey from initialgaliers to final customers.

Every product has its own unique supply chain, #wede can be both long and
complicated. The supply chain for Cadbury startf wocoa beans growing on farms
and ends with the delivery of bars of chocolatehtmgry customers. The supply
chain for Levi jeans starts with cotton growingairfield and ends when you buy the
jeans in a shop. The supply chain describes tlad gotirney of materials as they
move ‘from dirt to dirt'. Along this journey, matds may move through raw mate-
rials suppliers, manufacturers, finishing operaioflogistics centres, warehouses,
third party operators, transport companies, whidesaretailers, and a whole range
of other operations. Sometimes, the supply chassdmeyond the final customer to
add recycling and re-use of materials.
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3. Answer the questions.

1. Do organizations work as customers as well ggpl®rs simultaneously?
2. What way do products have to travel from suppli®e customers? 3. What way
does milk travel before we buy it? A toothbrush®hat names are used to describe
these activities when we emphasize different aspettorganizations’ activities?
5. What term is used in relation to the movemenmaferials? 6. Do products have
similar supply chains? Give examples. 7. What stafgematerials pass as they move
‘from dirt to dirt'? 8. Does the supply chain alvgafinish with the final customer?
9. Supply chains can be both long and complicatad’t they?

4. Expand on the following statements from the text

1. Organizations do not work in isolation. 2. Mgsbducts move through a
number of organizations on their way to final cansus. 3. Different names are used
to describe this movement of materials and an azgtan’s activities. 4. The supply
chain may go beyond the final customer.

5. Work in pairs. Describe the notion of a supgigia.

Text 2. Structure of Supply Chain

1. Make sure you know the following words and word lmoations.

Single, inwards, upstream, downstream, tiers opkens, original source, fairly
easy, general approach, hub, local feeder sernatesjue, blood transfusion, whole-
saler, complicated, grow cotton, provide, garagelividual customers, separate
strand, alternative route, mergers and divisionantess, information transfer, com-
plex pattern.

2. Read the text and do the tasks that follow.

The simplest view of a supply chain has a singtlpct moving through a se-
ries of organizations, each of which somehow addsevto the product. Taking one
organization's point of view, activities in frontib— moving materials inwards — are
called upstreamthose after the organization — moving materialsvauls — are
called downstream.

The upstream activities are divided into tiers wbiers. A supplier that sends
materials directly to the operations is a first 8applier; one that send materials to a
first tier supplier is a second tier supplier; dhat sends materials to a second tier
supplier is a third tier supplier, and so on baxckhe original sources. Customers are
also divided into tiers. One that gets a productatly from the operations is a first
tier customer; one that gets a product from a fiestcustomer is a second tier cus-
tomer; one that get a product from a second tistotoer is a third tier customer, and
so on to final customers.

In practice, most organizations get materials fraamy different suppliers, and
sell products to many different customers. Thendingply chain converges as raw
materials move in through the tiers of suppliers] diverges as products move out
through tiers of customers. A manufacturer miglet sgb-assembly providers as first
tier suppliers, component makers as second tigyligup, materials suppliers as third
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tier suppliers, and so on. It might see wholesadsréirst tier customers, retailers as
second tier customers, and end users as thirdustomer.

It is fairly easy to imagine the shape of a mantuiiegs's supply chain, but most
other organizations use the same general appréatines, for example, move pas-
sengers from pick-up points, through local feedgvises to major 'hub' airports, on
to another hub, and then back out through localices to their destinations; banks
collect all cheques in central clearing houses eef@nding them back to branches
and customers; blood transfusion services havemaycentres that act as wholesa-
lers for plasma.

Each product has its own supply chain, and theeehage number of different
configurations. Some are very short and simplech €18 a cook buying potatoes di-
rectly from a farmer. Others are surprisingly lomgd complicated. An everyday
product like a shirt has a long journey from therfggrowing cotton through to the
final customer. It also has several chains mergmguttons, polyester, dyes and oth-
er materials join the main process. In the same wagn you buy a computer, many
strands of the supply chain merge as Intel proti@eprocessor, Matshita the DVD
drive, Agfa the scanner, Hewlett-Packard the prjnticrosoft the operating system,
and so on.

Supply chains diverge to meet demand from diffetgpés of customer. Manu-
facturers of car components, for example, sell sproducts to car assembly plants,
some to wholesalers for garages doing repairs, gdometail shops for individual
customers, and some directly to customers througibsites. Then the supply chain
divides into separate strands with the same prdadilotving alternative routes.

As you can see, our picture of supply chains isrgeimore complicated, with
various mergers and divisions along their lengtie Teality is even more complex,
as each organization works with many — often thodsa- of different products, each
of which has its own supply chain. The French camg@arrefour is Europe's largest
retailer, and this comes at the end of tens ofgnds of supply chains; Corus makes
steel that is used in countless final products, Didkes computers that are used for
huge amounts of information transfer.

Some people argue that the term 'supply chainsgive simple a view, and they
prefer to talk about a supply netwaok supply webHowever, we will stick to the
usual name, and recognize that it refers to a cexnphttern of movements. You can
get some idea of the size and complexity of them® the ‘Logistics in Practice’ sec-
tion on the example of Wal-Matrt.

3. Answer the questions.

1. What is the simplest ay to imagine a supply h&. What is added to a
product as it moves from organization to organt&i 3. What terns are used to de-
scribe the movement of materials with referencartoorganization’s positioning?
4. Into what are the upstream activities dividedRat\about the downstream activi-
ties? 5. How does the supply chain behave wherailkeot many different suppliers
and customers? 6. There is a great number of diftesupply chain configurations,
Isn’t there? 7. What is the reason for dividing @yphains? 8. What makes the real
picture of supply chain so complex?
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4. Expand on the following statements from the text

1. A single product movement through a series ganizations can give the
simplest idea of a supply chain. 2. The upstreativiaes are divided into tiers of
suppliers. 3. Customers are also divided into .tidrsVlost organizations cooperate
with many suppliers, and sell to many customerst'sfairly easy to imagine the
shape of a manufacturer's supply chain. 6. Eaclklymibhas its own supply chain.
7. Supply chains diverge to meet customers’ dema®dSupply chains is quite a
complicated phenomenon.

5. Work in pairs. Describe the structure of a sypgiain.
Logisticsin practice
Wal-Mart

In 1962 Sam Walton opened a discount store in Rogeizona. He attracted
customers with a combination of low prices, a widiege of goods and friendly ser-
vice. Sam called his store Wal-Mart, and was s@esgful that he quickly opened
more branches. In 1983 he opened a SAM'S Club wasehfor members, and in
1988 the first 'Supercenter' selling groceries. @1 Wal-Mart had become the
leading retailer in the USA, and started its ing&ional expansion. It moved into
Mexico, Puerto Rico and Canada, and then into Séutlerica, Asia and Europe.
Most of its later expansion came through buyingla@ompanies, such as ASDA in
the UK.

Wal-Mart always kept the same emphasis on low prieewide range of prod-
ucts and friendly service. The scene is set alrtimé¢ door of each store, where a staff
member greets customers and tells them about $pEGeas and promotions. By
2000 Wal-Mart was the world's largest retailer widDO stores, serving 100 million
customers a week, employing 1.2 million staff “associates' — an annual turnover
of US$175 billion and profit of US$6 billion a year

You can imagine the size of the logistics in WalrM®n mainland USA they
have 85,000 suppliers sending $1.5 billion dollarstth of materials a week to 62
main distribution centres, and on to 1800 Wal-nsores, 800 Supercenters, 460
SAM's clubs and 13 Neighbourhood Markets. A larget pf Wal-Mart's operating
expenses depend on the efficiency of their logisighen margins are tight, a small
change in logistics performance and costs has sidenable effect on profit. This is
why Wal-Mart use the ‘industry's most efficient aswphisticated distribution sys-
tem'. Their success can be judged by continuingm®sipn, with annual sales up 20
per cent in the first quarter of 2000, and like-like sales up 5 per cent.

Text 3. Benefits of Supply Chains

1. Make sure you know the following words and wamnchbinations.

Wonder, avoid, though, author, suppose, deliveplbestiful, divert, processing
plant, coffee beans, fuel supplies, allow for migrhas, throughout, sugar cane, beet,
harvest, delivery routes, wholesaler, intermedieggardless (of), facilities, get econ-
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omies of scale, stocks of finished goods, placerder, have short lead times, devel-
op expertise.

2. Read the text and do the tasks that follow.

Supply chains are so complicated that you mightdeonf there is some way of
avoiding them. Sometimes this is possible, whemmaege products directly from ini-
tial producers to final customers — when, for exemfarm shops sell vegetables di-
rectly to consumers, or authors publish their wodks the Internet. In general,
though, there are very good reasons for havinghgdosupply chain. Suppose the
population of a town decides to buy vegetables feofarm shop. This would have a
minimal supply chain, but the whole population wbtriavel separately to the farm.
It would make more sense to have a transport coynpaliect the vegetables and de-
liver them to a central location in the town — l&kesupermarket. If the transport com-
pany delivers to one town, it can easily deliveotber nearby towns, perhaps stop-
ping at a depot to organize local deliveries. Asréhs a depot, vegetables can be put
into storage while the supply is plentiful, and os®d when there are shortages. If
the vegetables need cleaning or preparation, #resport company can divert to a
processing plant. Continuing in this way, you caa why a long supply chain devel-
ops, and what benefits it brings.

Supply chains exist to overcome the gaps createzhwshppliers are some dis-
tance away from customers. They allow for operatithrat are best done — or can on-
ly be done — at locations that are distant fromamsrs or sources of materials. For
example, coffee beans grow in South America, baitntlain customers are in Europe
and North America. The best locations for poweti@ta are away from both their
main customers in cities and their fuel supplies.

As well as moving materials between geographicadlyarate operations, supply
chains allow for mismatches between supply and ddméhe demand for sugar is
more or less constant throughout the year, busdipely varies with the harvesting of
sugar cane and beet. When there is excess supptikssare built-up in the supply
chain, and these are used after the harvests figspply chains can also make
movements a lot simpler. Imagine four factoriegcliy supplying products to eight
customers. Logistics has to organize 32 differelitvdry routes but, if the factories
use a central wholesaler, the number of routestisocl2.

The following list suggests some other benefitsvefl-designed supply chains
(where we use the terms 'wholesaler' and 'retaited convenient label for interme-
diaries):

» Producers locate operations in the best locatimugrdless of the locations
of their customers.

» By operations in large facilities, producers cah gconomies of scale. Pro-
ducers do not keep large stocks of finished goasishese are held further down the
supply chain nearer to customers.

» Wholesalers place large orders, and producers gagewer unit costs in
price discounts.
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» Wholesalers keep stocks from many suppliers, givitailers a choice of
goods.

» Wholesalers are near to retailers and have skadttimes.

» Retailers carry less stock as wholesalers pranaligble deliveries.

» Retailers can have small operations, giving agesipe service near to cus-
tomers.

» Transport is simpler, with fewer, larger deliverireducing costs.

» Organizations can develop expertise in specifiesyof operation.

3. Answer the questions.

1. Is it possible to refuse supply chains? 2. Cam give reasons on favour of
having a supply chain? Give examples. 3. Why dglsughains exist? 4. Do supply
chains allow for mismatches between supply and ddfm&. What are the benefits of
well-designed supply chains?

4. Expand on the following statements from the text

1. Sometimes it is possible to avoid supply chand.here are good reasons for
having supply chains. 3. Supply chains help to cwere the distance between sup-
pliers and customers. 4. Supply chains allow fsmaitches between supply and de-
mand. 5. A well-designed supply chain brings magedfits to an organization.

5. Work in pairs. Describe the benefits of suppigics.

Worked
Example 1

J. Mitchell currently has sales of £10 million ayewith a stock level of 25% of
sales. Annual holding cost for the stock is 20%alfie. Operating costs (excluding
the cost of stocks) are £7.5 million a year an@&o#ssets are valued at £20 million.

What is the current return on assets? How doesctiasge if stock levels are
reduced to 20% of sales?

Text 4. Logistics Separate Activities

1. Make sure you know the following words and word lmioations.

Include, initiate, procurement, finds suitable digyp, negotiate terms and con-
ditions, insurance, process orders, clerical jabe @ttention, purchase, recognize,
traffic, transport operator, meet requirements, reasonabfezspond, vehicle, dam-
age, acknowledges receipt, unload, emit fumes,ntovg, consolidate, departure,
wrap, appropriate, align, significant role, exchamg information’, sales forecasting,
production scheduling, consider the problems.

2. Read the text and do the tasks that follow.

Logistics is responsible for the movement and g materials as they move
through the supply chain. But what activities dd@s include? If you follow some
materials moving through an organization, you caa that the following activities
are normally included in logistics.
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@ Procurement or purchasinghe flow of materials through an organization is
usually initiated when procuremesg¢nds a purchase order to a supplier. This means
that procurement finds suitable suppliers, negadiaérms and conditions, organizes
delivery, arranges insurance and payment, and ee&ything needed to get mate-
rials into the organization. In the past, this haen seen as a largely clerical job cen-
tered on order processing. Now it is recognizedrasmportant link with upstream
activities, and is being given more attention.

@ Inward transport or trafficactually moves materials from suppliers to the or-
ganization's receiving area. This has to chooseyge of transport (road, rail, air,
and so on), find the best transport operator, desigoute, make sure that all safety
and legal requirements are met, get deliveriesnamand at reasonable cost, and so on.

@ Receivingmakes sure that materials delivered correspondheéootder, ac-
knowledges receipt, unloads delivery vehicles, eéatp materials for damage, and
sorts them.

@ Warehousing or storesioves materials into storage, and takes care of the
until they are needed. Many materials need speaia, such as frozen food, drugs,
alcohol in bond, chemicals that emit fumes, anipreatsl dangerous goods. As well as
making sure that materials can be available quieckign needed, warehousing also
makes sure that they have the right conditionatiment and packaging to keep them
in good condition.

@ Stock controkets the policies for inventory. It considers thetenals to store,
overall investment, customer service, stock leva@ider sizes, order timing and so on.

@ Order pickingfinds and removes materials from stores. Typicaiterials
for a customer order are located, identified, clkedckemoved from racks, consoli-
dated into a single load, wrapped and moved topartigre area for loading onto de-
livery vehicles.

@ Materials handlingmoves materials through the operations within ayaoir
zation. It moves materials from one operation ® lext, and also moves materials
picked from stores to the point where they are aededhe aim of materials handling
Is to give efficient movements, with short journeusing appropriate equipment,
with little damage, and using special packaging lzanadling where needed.

@ Outward transportakes materials from the departure area and dsliyem
to customers (with concerns that are similar toardaransport).

@ Physical distribution managemeista general term for the activities that de-
liver finished goods to customers, including outivéiransport. It is often aligned
with marketing and forms an important link with dastream activities.

@ Recycling, returns and waste dispodaven when products have been deli-
vered to customers, the work of logistics may refibished. There might, for exam-
ple, be problems with delivered materials — perhfyey were faulty, or too many
were delivered, or they were the wrong type — dm&) thave to be collected and
brought back. Sometimes there are associated @atstich as pallets, delivery box-
es, cable reels and containers (the standard 20diog metal boxes that are used to
move goods) which are returned to suppliers fosgeGome materials are not reused,
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but are brought back for recycling, such as metdéss, paper, plastics and oils. Fi-
nally there are materials that cannot be used abainare brought back for safe dis-
posal, such as dangerous chemicals. Activitiesrdtatn materials back to an organ-
ization are called reverse logistimsreverse distribution.

@ Location.Some of the logistics activities can be done ifiedd#nt locations.
Stocks of finished goods, for example, can be heltie end of production, moved to
nearby warehouses, put into stores nearer to cestomassed on to be managed by
other organizations, or a range of alternativegjistacs has to find the best locations
for these activities -or at least play a significasle in the decisions. It also considers
related questions about the size and number diti@€i These are important deci-
sions that affect the overall design of the suplgin.

@ CommunicationAlongside the physical flow of materials is the asated
flow of information. This links all parts of the goly chain, passing information
about products, customer demand, materials to heedadiming, stock levels, avail-
ability, problems, costs, service levels, and soG@vordinating the flow of informa-
tion can be very difficult, and logistics manag&ften describe themselves as
processing information rather than moving goodsistdpher supports this view by
saying that, 'Supply chain competitiveness is bagpeh the value-added exchange of
information'. The Council of Logistics Managemetgoahighlights the combination
of materials and information flow in their defimti:

Logistics is the process of planning, implementmgl controlling the efficient,
cost-effective flow and storage of raw materiatsprocess inventory, finished goods
and related information from point of origin to pbof consumption for the purpose
of conforming to customer requirements.

Depending on the circumstances, many other aesvitan be included in logis-
tics. Sometimes an organization might include stdescasting, production schedul-
Ing, customer service management, overseas liathod, party operations, and so
on. The important point is not to draw arbitraryubdaries between functions, but to
recognize that they must all work together to gegfficient flow of materials.

2. Match the words with their definitions.

1) recycling a) likely to injure or harm smb, ordamage or destroy smb

2) waste b) a heavy wooden or metal base that eansbd for moving or
storing goods

3) pallet c) a hard, usually transparent substarsesl for making windows
or bottles

4) disposal d) opposite to what has been mentioned

5) faulty e) treating things that have already based so that can be used
again

6) reel f) not perfect, not working or made corect

7) container g) the act of using smth in a carebesmnecessary way, causing it
to be lost or destroyed

8) glass h) a round object around which you candvgach things as the

thread, wire or film
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9) dangerous 1) the act of getting rid of smth
10) reverse ]) in which smth can be stored or parted

3. Answer the questions.

1. What activities does logistics include as matsrmove through the supply
chain? 2. Where does procurement start? 3. Whigg essence? 4. What makes re-
ceiving an important aspect of logistics? 5. Whagse do moving of materials and
taking care of them mark? 6. What is the purpossaxk control?

4. Decide which of the following statements arkegitrue or false.

1. Order picking considers customer service, orsiges and stock levels.
2. Material handling moves materials from suppli€@sOutward transport moves
materials into storage. 4. The term ‘physical dstion management’ sets policies
for finding suitable suppliers. 5. All organizatisfogistics activities must be done in
one location.

5. Expand on the following statements from the text

1. The work of logistics after products have beerlivdred to customers.
2. Some logistics activities may be carried outliffierent locations. 3. Logistics is
associated with the flow of information betweerfatiént parts of the supply chain.
4. Logistics may include many different activities.

6. Work in pairs. Describe different other actiggithat logistics normally in-
clude.

Logisticsin practice
Konigshaven Suppliers

Konigshaven Suppliers is a food wholesaler, delnvgerto supermarkets in
southern Denmark. Its standard accounting systemsotlidentify separate logistics
costs, and this makes it difficult to identify asemith particularly high costs, or those
that need improving. To get a clearer picture,dbmpany ran a survey in one main
warehouse. It used some estimates and simplifitgtibut feels that the following
figures give a reasonable view. These figures skiwsv costs incurred for each
€100,000 of net sales.

a.Cost of sales: €58,000he cost of purchasing products sold on to custeme
including administration of the purchasing office)

b. Transport inwards: €300QCost of bringing goods from suppliers and deli-
vering to the warehouse)

c. Other costs of delivery to warehouse: €4Q80Qeneral category covering any
other costs of relations with suppliers)

d. Warehousing and handling: €70qCosts of receiving materials, checking,
sorting, moving to the warehouse and storing)

e. Stock financing: €1000The cost of financing stock, including debt chalge
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f. Sales force: €12,00(balaries and costs of the sales office)
g. Special promotions: €3000ncluding presentations, visits and samples)

h. Delivery to customers: €500 osts of taking goods out of the warehouse
and delivering to customers)

I. Debt financing: €250QCosts of financing plant and equipment)
j. Information processing: €200Mncluding all aspects of order processing)

k. Returns and recycling: €50 ost of recovering pallets and any other mate-
rials returned to the warehouse)

These figures are open to some interpretationthmyt show that transport ac-
counts for 12 per cent of sales and warehousin@ fper cent. Several other costs
might be included in logistics, including some phasing, sales, information
processing and recycling.

Case study
Ace Dairies

Ace Dairies gives a home delivery service for mdijry products and a range
of related goods. Roger Smitheram has run the dairyhe past twelve years. His
product is a combination of goods (the items hévded) and services (the delivery
and associated jobs he does for customers).

At the heart of operations is an information systeimnch contains full details of
all Roger's 500 customers, including their regolalers, special orders, where to de-
liver, how they pay, and so on. Every day the systalculates the likely sales of all
products in two days time. Roger adds some marigsafety, allows for likely varia-
tions and passes his order to Unigate Dairy in @®in Devon (about 150 km away).
This Unigate depot acts as a wholesaler for milkimmeWales and the southwest of
England. The following evening it delivers to adinof depot in Camborne, and then
takes Roger's goods 10 km to a cold store in Ha\tlé&.30 the following morning
Roger collects the order from his cold store amdtstdelivering to customers. This
normally takes until 1.30 in the afternoon, butkndays he spends more time col-
lecting money and often finishes after 5.00 pm.

There are several specific problems facing Ace iBsirThere is, for example,
some variation in daily demand, so Roger has to/care stock. He cannot carry
too much, as dairy products have a short life amgheng not delivered quickly is
thrown away. Roger aims at keeping this waste dimaper cent of sales. There are
also problems maintaining a service during holidaysvhen Unigate has difficulties
with their deliveries.

Perhaps Roger's main concern is maintaining hesssaler the long term. De-
mand for doorstep deliveries is declining, as pedpuly more milk at supermarkets.
The number of milkmen in Hayle has declined from te 1987 to three in 2002.
Most of Roger's customers have been with him fonymgars, but he generates new
custom by canvassing, delivering leaflets, speaftdrs, carrying a range of other
products, and so on.
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Answer the questions.

1. Describe the supply chain for milk. 2. Where siéee Dairies fit into this?
3. What specific activities form the logistics ircé Dairies? 4. What are the main
problems that Ace Dairies has with logistics?

Worked
Example 1

JL Francisco & Partners run a wholesale fruit bessharound Rio del Plata. In
normal circumstances the company makes a grosg pfd% of sales. A consul-
tant's report has recently suggested that 22%ef tiperating costs are due to logis-
tics, and that improved efficiency might reducesthy 10%. How much extra profit
would this generate? If they do not improve logstihow much would sales have to
rise to get the same increase in profit?

POINTS FOR DISCUSSION

1. The supply chain is a convenient notion, butaizations are only really in-
terested in making products that they can selu&iamers. Provided they have relia-
ble supplies of materials, and reasonable trangpofinished products, logistics is
irrelevant. Do you think this is true?

2. Very few organizations deal with the final custy for a product. Most oper-
ations work upstream and form one step of the sugimhin, often passing materials
to internal customers within the same organizatidow does the type of customer
affect the organization of logistics and the meeswf customer satisfaction?

3. The cost of logistics varies widely from orgaatian to organization. What
factors affect these costs? Are the costs fixezharthey be controlled?

4. How could you find the best balance betweenicetevel and costs?
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Unit 3. INTEGRATING ALONG THE SUPPLY CHAIN

Text 1. Improving Communications

1. Make sure you know the following words and word lmoations.

Challenge, obvious change, satellite tracking afidg, automatic guidance sys-
tems, generate, invoice, time-consuming, be wadther than, enter information,
electronic data interchange, order processing systeorldwide, associate, debit,
loop, arrange payment.

2. Read the text and do the tasks that follow.

Logistics continually meets new challenges, anchisnging faster now than at
any time in the past. Perhaps the most obviousgeh&énthe increasing use of tech-
nology. Some of this appears directly in the mowenoé goods — such as electronic
identification of packages, satellite tracking ofrles and automatic guidance sys-
tems — but the greatest impact has come with conuations.

When a company wants to buy something, it typicladlg to generate a descrip-
tion of the goods, request for price, purchase rprdeder confirmation, contract
terms, shipping papers, financial arrangementsyetgl details, special conditions,
invoices, and so on. In the past, all of these & rmountains of other paperwork —
had to be printed and posted between organizatidms.could make even a simple
transaction seem complicated and time-consuminigphenes did not help much, as
Sam Goldwyn pointed out, 'a verbal contract isttivthe paper it's written on'.

In the past few years technology has revolutionthege communications. Ini-
tial progress came with fax machines that couldlssactronic copies of documents
between distant locations in seconds rather thags.dehe drawback with fax ma-
chines is that documents produced by one comptilldras/e to be printed, fed into a
fax machine, transmitted over telephone lines toesme else who reads the text and
enters the information to their own computer.

By the 1990s the obvious next step had arrived ®lglatronic data interchange
(EDI). This allowed remote computers to exchanga aathout going through any
intermediaries. Early users were supermarkets wiked their stock control systems
directly to suppliers' order processing systems 3impermarket checkouts recorded
sales of each item, and when stocks got low theesyautomatically sent a message
asking for another delivery. This use of EPOS8Iectronic point-of-sales data — gave
less paperwork, lower transaction costs, fasternconications, fewer errors, more
integrated systems, and closer business relations.

By 1997 about 2000 companies in the UK used EDltfade with suppliers.
Over the next few years electronic trading becanogensophisticated and wide-
spread. The mushrooming of e-mail was followed bykeds of e-business, e-
commerce — and soon ‘e-anything'. The efficiemtstiexr of information has been par-
ticularly useful for purchasing, which has develbpmto e-purchasingor e
procurementThis comes in many forms, all based on the direchange of data be-
tween a supplier's computer and a customer's. Taio wersions are B2B (business-
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to-business, where one business buys materials &moather business) and B2C
(business-to-customer, where a final customer ays a business). By 2002 around
83 per cent of UK suppliers used B2B, and the wadé value of B2B trade was
over US$2 trillion.

Two associated technologies have developed to sugi. The first is item
coding,which gives every package of material moved antitiémg tag. The tag is
usually a bar code or magnetic stripe that canehd automatically as the package
moves through its journey. Then the logistics syskmows where every package is
at any time, and automatic materials handling camensort, consolidate, pack and
deliver materials.

The second technology is electronic fund trang&T). When the delivery of
materials is acknowledged, EFT automatically dabiscustomer's bank account and
credits the supplier's. This completes the looph \EDI to place orders, item coding
to track the movement, and EFT to arrange payment.

3. Answer the questions.

1. Why is logistics changing faster now? 2. Wheae the most obvious change
be seen? 3. What must a company do if it intendsiyosomething? 4. How was all
this information concerning the purchase of goodzgssed in the past? 5. What
technological changes have taken place recently?hat developments marked the
beginning of 1990ies? 7. What changes were obsenvatdout 2000 UK companies
by 199772 8. What technologies were developed tp kpeEDI?

4. Find English equivalents.

OTBeyaTh HA HOBBIC BBI3OBbI, BCC BO3pacCTaromec MCIIOJIb30BAaHHUC TCXHOJIOTUH,
ABTOMATH4YCCKas CHUCTCMaA YIIPABJICHHUA, SJICKTPOHHAA I/I,Z[CHTI/I(I)I/IKaIII/IH IHaKeToOB, da-
BaTb OIMMCAHHC, YCIIOBHA KOHTpPAKTA, MPOCTAaA CACJIKA, YCTHbIﬁ KOHTPAKT, HCIO0CTAa-
TOK, BBOJUTH MH(OPMALINIO, yIaJCHHBIN KOMBIOTEP, OOMEH JaHHBIMH, NIepeaavya uH-
dbopMmaruu, UIeHTUGUIUPYIOUINH SPIBIK, IITPUX-KOJ, MOATBEPKAATh, KOAUPOBAHHE
OTACJILHOTO TOBapa, ypEeryJmpoBaTh OIIaTy.

4. Expand on the following statements from the text

1. Logistics continuously meets new challenge#n Zhe past a company had to
generate mountains of paperwork. 3. The arrivalel#ctronic data interchange
marked a new stage in improving communication&feer 1997 electronic trading
became more sophisticated and widespread. 5. Thatedetechnologies were devel-
oped to import EDI.

5. Work in pairs. Describe measures that are takemprove communications.

Text 2. Improving Customer Service

1. Make sure you know the following words and word lmoations.

Remain competitive, affect, comparable, obviousigjntain a service level, be
willing, different circumstances, synchronize, pealize, customization, virtual in-
tegration, volume, flexible, company.
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2. Read the text and do the tasks.

It is normally in everyone's interests to make $tigs costs as low as possible.
Logistics managers want low costs so that they mermampetitive, and their users
want to pay as little as possible. Many organizetibave reduced their logistics costs
to levels that affect their whole operations. Lowansport costs, for example, make
it feasible to sell products over a wider geogreprea. The cost of transport for,
say, Japanese manufacturers is so low that theyffan goods at prices that are
comparable to those offered by domestic compaBieslarly, efficient transport can
move products quickly over long distances, so thenmeo need to build traditional
warehouses close to customers.

While striving for lower costs, organizations olhwsty have to maintain their
service levels. Improved logistics means givinggBevice that customers want at the
lowest possible cost. A problem, of course, isifigdhe features that customers real-
ly want and the level of service they are willimgpay for. These vary widely in dif-
ferent circumstances, but a key factor is the tead. This is the total time between
ordering materials and having them delivered arailable for use. Again, it is nor-
mally in everyone's interest to make this delaglast as possible. When customers
decide to buy something, they want it delivered@sn as possible; suppliers want to
keep customers happy with fast service, and witlpmoalucts hanging around and
clogging the supply chain. Ideally, the lead tirhewdd be as close to zero as possi-
ble, and one approach to this uses synchronizedrimamovementThis makes in-
formation available to all parts of the supply chat the same time, so that organiza-
tions can coordinate material movements, rathar Whait for messages to move up
and down the chain.

Another key factor for customer satisfaction isso@alized products. Instead of
buying a standard textbook, for example, you dbsctine contents you want and a
publisher supplies a volume with exactly these jgations. This is mass customi-
zation, which combines the benefits of mass prodnatith the flexibility of custo-
mized products. It uses B2C to give direct commatons between a final customer
and a manufacturer, and it needs supply chainsatieaflexible, that move materials
very quickly, and respond to varying conditions.

Dell Computers was one of the first companies ®mmass customization. They
do not build standard computers, but wait untilugtomer places an order on their
website. Then they build a computer for the speafder. Logistics makes sure that
the necessary materials are always available fowufaaturing, and it delivers the fi-
nished machine quickly to the customer.

Dell work so closely with their suppliers that thiegve developed 'virtual inte-
gration', where they all seem to be part of theesaompany. This works well with
Dell, who have 50 main components, but would itkmarth a car manufacturer and
their three thousand components? Flexible manuiagiuhere would put severe
pressures on the supply chain, but the '3DayCagrBname’ suggests that 80 per cent
of cars in the UK could be built to order by 2010.
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3. Derive nouns from the following adjectives.

Competitive, feasible, comparable, efficient, ologpwilling, available, possi-
ble, synchronized, exact, flexible, customizedyway, specific, necessary, close, vir-
tual, same, main, severe.

4. Answer the questions.

1. What is the man aim of logistics managers? Zati#hlogistics users’ goal?
3. What do lower transport costs help to achievd@daintaining their service levels
should be provided while striving for lower cosssiouldn’t it? 5. What is the key
factor in improving logistics? 6. What lead timetthey have to strive for? 7. What is
a personalized product? 8. What formula is usedescribe the direct correspon-
dence between a final customer and a manufact@rafthat company was the first
to use mass customization? 10. How did they achigg@ 11. What is ‘vertical inte-
gration’?

5. Expand on the following statements from the text

1. Itis in everyone’s interest to make logistiosts as low as possible. 2. While
lowering logistics costs, organisations have to nta@n their service levels.
3. Personalized products is another key to cust@agsfaction. 4. Dell Computers
was one of the first to use mass customization.

6. Work in pairs. Describe the ways to improve congr service.

Text 3. Other Significant Logistics Trends

1. Make sure you know the following words and word lmoations.

Emphasis, mean, competitor, be likely, restricteftrade, removal of import
guotas and trade barriers, look for competitorst production cost, encourage, ex-
penditure, postponement, dye, yarn, sweater, @oskig, quantity, drop-shipping,
access, vendor, courier, consumption, recognize.

2. Read the text and do the tasks.

Apart from increasing technology and emphasis @starner satisfaction, there
are several other important trends in logistice dllowing list includes some of the
most significant.

¢ Globalization:Improved communications and better transport meanhghys-
ical distances are becoming less significant. Grgdilons can become global in out-
look, buying, storing, manufacturing, moving angtdbuting materials in a single,
worldwide market. As a result, international traadel competition are continuing to
rise. Organizations used to look for competitorshi@ same town, but now they are
just as likely to come from another continent.

Efficient logistics makes a global market feasilaleg other factors that encour-
age international trade include less restrictedrfanal systems, consumer demand for
imported products, removal of import quotas anddraarriers and the growth of free
trade areas. You can see the effects in manufagtusihere producers look for econ-
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omies of scale in large facilities located in areath low production costs. The unit
production cost is low, and efficient logistics gedahe delivered price down. This is
the reason why German companies open large plamfsland, American companies
work in Mexico and Japanese companies work in China

¢ Reduced number of supplierst the past, organizations have used a large
number of suppliers. This encouraged competitiosueed that they got the best deal
and maintained secure deliveries if one supplier ireo difficulties. The current
trend, however, is to reduce the number of supplad develop long-term relation-
ships with the best. As we shall see later, workilegely with a small number of or-
ganizations can bring considerable benefits.

¢ Concentration of ownershifarge companies can get economies of scale, and
they have come to dominate many supply chains.eThes, for example, many shops
and transport companies — but the biggest onesncento grow at the expense of
small ones. The result is a continuing concentnatibownership, which you can see
In many logistics sectors ranging from food wholesato cruise lines.

¢ Outsourcing:More organizations realize that they can beneditnfrusing spe-
cialized companies to take over part, or all, @irthogistics. Using a third party for
materials movement leaves an organization freet@entrate on its core activities.
M.C. McKinnon says that, 'Outsourcing has beenafrtee dominant business trends
of the 1980s and 1990s' and surveys suggest thanci30 per cent of logistics ex-
penditure is outsourced in the EU.

¢ PostponemenfTraditionally, manufacturers move finished goods @upro-
duction and store them in the distribution systartil they are needed. When there
are many variations on a basic product, this caa gigh stocks of similar products.
Postponement moves almost-finished products indodiktribution system, and de-
lays final modifications or customization until theest possible moment. You can im-
agine this with 'package-to-order’, where a compagps a product in stock, but only
puts it in a box written in the appropriate langaiaghen it is about to ship an order.

Manufacturers of electrical equipment, such asliphiland Hewlett-Packard,
used to build into their products the transfornmeerd plugs needed for different mar-
kets. Then they had to keep separate stocks olupt®diestined for each country.
Now they make the transformer and cables as sepavdernal units. They only keep
stocks of the basic, standard products, and cusethem for different markets by
adding the proper transformers and plugs at themasute. The result, of course, is
much lower stocks. In the same way, Benetton uselge yarn different colours, knit
sweaters and keep stocks of each colour to megingademand. Now they knit
sweaters with undyed yarn, keep much smaller stotkisese, and dye the finished
sweaters to meet actual orders.

¢ Cross-docking:Traditional warehouses move materials into stordgep
them until needed, and then move them out to meatadd. Cross-docking co-
ordinates the supply and delivery, so that goodseaat the receiving area and are
transferred straight away to a loading area, wheg are put onto delivery vehicles.
This dramatically reduces stock levels and assedtiatiministration.
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There are two basic forms of cross-docking. Infifst, packages are moved di-
rectly from arriving vehicles and onto departingesnThis does not really need a
warehouse and a simple transfer point is enougltthdnsecond form there is some
additional work as materials arrive in larger paygsawhich are opened, broken into
smaller quantities, sorted, consolidated into @eies for different customers and
transferred to vehicles.

Cross-docking can develop to the point where ngtlaictually moves through a
warehouse. Any stock is kept within vehicles, givstock on wheelsA related ar-
rangement uses drop-shippimghere wholesalers do not keep stock themselves, but
co-ordinate the movement of materials directly frapstream suppliers to down-
stream customers. As warehousing is expensiveiareddonsuming, these methods
can give much more efficient flows, and allow methsuch as quick responaed
efficient customer response.

¢ Direct delivery:More customers are buying through the Web, or figdither
ways of trading earlier in the supply chain, sushrail order or buying directly from
manufacturers. This has the benefits of reduciag legmes, reducing costs to cus-
tomers, having manufacturers talking directly teittinal customers, allowing cus-
tomers access to a wider range of products, amhsh also means that logistics has
to move small deliveries quickly to final customersis has encouraged the growth
of couriers and express parcel delivery serviceh si8 FedEx, UPS and DHL.

¢ Other stock reduction methodseeping stock is expensive, So organizations
continually look for ways of reducing the amourdrstl in the supply chain. There
are many ways of doing this. One approach usesintghe operations to co-
ordinate activities and minimize stock levels.

Another approach has vendor managed inventangre suppliers manage both
their own stocks and those held further down thppkuchain. Improved co-
ordination reduces overall costs and can give enm®of scale.

¢ Increasing environmental concerrihere is growing concern about air pollu-
tion, water pollution, energy consumption, urbawvedepment and waste disposal.
Logistics does not have a good reputation for @mvirental protection — demonstrat-
ed by the emissions from heavy lorries, use ofmgfedd sites for warehouses, calls
for new road building, use of extensive packagsigps illegally flushing their fuel
tanks, oil spillages from tanker accidents, andrso

On the positive side, logistics is moving towargieéner' practices. Operators
use more energy efficient vehicles, control exhaasissions, reuse packaging,
switch to environmentally friendly modes of trangpancrease recycling through re-
verse logistics, add safety features to ships, ldpverown-field sites, and so on.
They increasingly recognize that careful managemantbring both environmental
protection and lower costs. A fair assessment mightthat logistics is making
progress on environmental issues, but it has soaygovgo.

¢ More collaboration along the supply chai@rganizations in a supply chain
increasingly recognize that they have the samectbgs — which are satisfied final
customers. They should not, therefore, compete wibh other, but should co-
operate to get final customer satisfaction. Thignsimportant point. It means that
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competitors are not other organizations withinghme supply chain, but are organi-
zations in other supply chains. Christopher sunmuearithis by saying that 'supply
chains compete, not companies'.

3. Answer the questions.

1. What are other important trends in logisticsrafram increasing technology
and emphasis on customer satisfaction? 2. How glodslization tell on logistics?
3. What is the current tendency in relation to siepe? 4. Concentration of owner-
ship leads to the formation of economies of saiesn't it? 5. In what way does us-
ing a third party for material movement benefit amgations? 6. What does post-
ponement help to achieve? 7. Cross docking codelnthe supply and delivery,
doesn’t it? 8. What benefits does direct delivamed 9. How is logistics moving to-
wards ‘greener’ practices? 10. How can final custiosatisfaction be achieved?

4. Expand on the following statements from the text

1. There are several other important trends instarg apart from increasing
technology expansion and customer satisfactioGl@oalization shortens physical
distances between organizations. 3. Postponemewesnalmost finished products
into the distribution system. 4. Cross docking domates the supply and delivery.
5. There is a growing concern about environmestalas.

5. Work in pairs. Describe other significant trertdiat may help the integration
along the supply chain.

Text 4. Fragmented Logistics

1. Make sure you know the following words and wamnchbinations.

Unfortunately, come into conflict, frequent shogagimilarly, inevitably, run a
department, fragmented, suppose, seamlessly, cludrereor, emergency order, de-
lay, disadvantage, obscure, remove boundarieseathancement, internal integra-
tion, ten extra units, rising demand, amplify.

2. Read the text and do the tasks.

A general overview of successive logistical operagi within an organization
represents a series of related activities thatvatige to the final product. These activ-
ities have traditionally been managed separatelyhat an organization might have a
distinct purchasing department, transport departmearehouse, distribution fleet,
and so on. Unfortunately, dividing up logisticstimis way creates a number of prob-
lems.

Purchasing might look for the most reliable supplienventory control for low
unit costs, warehousing for fast stock turnovertemals management for easy han-
dling, transport for full vehicle loads, and so dimese aims all seem worthy, so it
might be sensible for each activity to judge itsnoperformance in the most appro-
priate way. Unfortunately, we soon hit problems whiee aims come into conflict.
For example, warehousing might save money by redutie stock of raw materials —
but this leads to more frequent shortages andsrdise costs of expediting for pur-
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chasing and emergency deliveries for transportil&ily, purchasing can reduce its
administrative costs by sending fewer, larger ardersuppliers — but this increases
stock levels and raises the amount of money tiednuihne warehouse. Using sea
transport rather than airfreight reduces transposts — but increases the amount of
stock held in the supply chain. In reality, thefehiént activities of logistics are very
closely related, and policies in one part inevigaddfect operations in another.

The problems at RP Turner are almost inevitablegistics is divided into sepa-
rate functions. Each part will move in a differeimection, and there is duplicated ef-
fort and wasted resources. Imagine a wholesalerhvalscone fleet of vehicles run by
materials management to bring materials in fronpBags, and a separate fleet run
by distribution to deliver the same goods out tetemers. This might work, but you
can picture the duplicated effort and waste in rgamatwo separate vehicle fleets.
Another organization might have three stocks — maaterials, work in progress and
finished goods — each run by different departmants using different standards and
systems.

A fragmented supply chain also makes it difficoltcb-ordinate the flow of in-
formation through different systems. Suppose ayxbon department knows that it
Is running short of a material and needs a newelsli This information should pass
seamlessly to purchasing. If, however, it has wsgeom one system to another there
IS a greater chance of error, uncertainty, delal/iaafficiency — resulting in late de-
livery, emergency orders, expediting and shortages.

To put it briefly, fragmenting logistics into difient parts has the disadvantages of:

e giving different, often conflicting, objectives thin an organization duplicat-
ing effort and reducing productivity

e giving worse communications and information fldvetween the parts

e reducing co-ordination between the parts — leatrigwer efficiency, higher
costs and worse customer service

e increasing uncertainty and delays along the suppbin making planning
more difficult

e introducing unnecessary buffers between the psuts) as stocks of work in
progress, additional transport and administratree@dures

e obscuring important information, such as the totat of logistics giving lo-
gistics a low status within an organization.

We have described the benefits of integrating taggswithin an organization.
Now we can extend this argument, and suggest tine feenefits for integrating lo-
gistics along more of the supply chain. If eachaoigation only looks at its own op-
erations, there are unnecessary boundaries bet¥veen disrupting the flow of ma-
terials and increasing costs. External integrateanoves these boundaries to improve
the whole chain. M. Christopher advises this m®agjing that 'Most opportunities
for cost reduction and/or value enhancement litaainterface between supply chain
partners'.

This effectively gives three levels of integratidrne first has logistics as sepa-
rate activities within an organization; the secdras internal integration to bring
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them together into a single function; the third bagernal integration, where organi-
zations look beyond their own operations and iregmore of the supply chain.

Organizations within the same supply chain shouléperate to get final cus-
tomer satisfaction.

They should not compete with each other, but wiglamizations in other supply
chains.

Forrester described one interesting effect of gni@nted supply chain. Imagine
a retailer who notices that demand for a prodsetsrby 5 units in a week. When it is
time to place the next order, the retailer assuimetsdemand is rising, and orders ten
extra units to make sure it has enough. The lotallesaler sees demand rise by ten
units, so it orders an extra 15 units to meet tlosvth. The regional wholesaler sees
demand rise by 15 units, so it orders another 26.uAs this movement travels
through the supply chain, a relatively small chamginal demand is amplified into a
major variation for early suppliers.

3. Answer the questions.

1. How do they manage the activities within an argation that add value to
the final product? 2. Does this way of dividinglogistics contribute to better organ-
ization’s performance? Why? 3. What kind of exangues RP Turner give? 4. What
happens if each part of a company will work in asi@in? 5. What are other draw-
backs of fragmented supply chain? 6. Under whatlitiom is there a greater chance
of information error or delay? 7. What does thigesult in? 8. What is the most im-
portant disadvantage of fragmented logistics thatgiven list gives? 9. What helps
remove these boundaries? 10. Why does Forresterhgwdefinition of a fragmented
supply chain?

4. Expand on the following statements from the text

1. Related activities which give additional valaette final product of a com-
pany have been treated differently. 2. Aims ofatéht parts of a company may come
into a conflict. 3. Dividing logistics into sepagatunctions inevitably brings about
problems. 4. A fragmented supply chain complicétescoordination of information
flow.

5. Work in pairs. Describe all the problems thatgmented logistics brings with
itself.

Logisticsin practice
RP Turner Corp

RP Turner Corp. makes pipeline valves for therausstry in western Canada. It
buys materials from Japan, the USA and easterndaamaanufactures valves in Ed-
monton, Alberta and ships the finished productsiltéields in the North.

The company grew by emphasizing the high qualitigsoproducts, which work
reliably in the harsh weather conditions of theti&tcTransport to remote customers
Is expensive, and in 2000 the company looked forsved reducing the cost of logis-
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tics. It soon found that separate functions workemte or less independently. This
was sometimes all too obvious when the three mapadments — Marketing, Pro-
duction and Finance — were in different locatioRsduction was in Edmonton, as
the nearest major city to the oil fields; Marketiwgs in Calgary near to oil company
headquarters; Finance (including procurement) wagancouver near the port and
financial centre. To appreciate the potential peoid, you have to remember that
Canada is a big country, so Production was a tmmudalometres away from
Finance, 500 km away from Marketing and over twaugand kilometres from deli-
very points.

The company was rewarding different departmentsdiffierent types of per-
formance. Not surprisingly, when the departmentsevasked for their priorities, they
had different views.

Marketing wanted:

e high stocks of finished goods to satisfy custodemands quickly

e a wide range of finished goods always held inkstoc

e |ocations near to customers to allow delivery vgitiort lead times

e production to vary output in response to custoonders

e emphasis on an efficient distribution system

e an optimistic sales forecast to ensure productias geared up for actual de-
mand.

Production wanted:

e high stocks of raw materials and work in progtessafeguard operations
e a narrow range of finished goods to give long potidn runs

e locations near to suppliers so that they could@etmaterials quickly

e stable production to give efficient operations

e emphasis on the efficient movement of materiaisugh operations

e realistic sales forecasts that allowed efficidahping.

Finance wanted:

e low stocks everywhere

e few locations to give economies of scale and mirgnoverall costs
e large batch sizes to reduce unit costs

e make-to-order operations

e pessimistic sales forecasts that discouragedrusee facilities.

Despite good communications, the company felt thatas too widely spread
out. It decided to centralize operations at itsmyaant in Edmonton. This brought
the logistics functions geographically closer tbget and major reorganization over
the next two years brought a unified view of thpy chain.

Text 5. Integrating Activities

1. Make sure you know the following words and wamchbinations.

Reach, obvious, avoid problems, a vital prerequiigdckle a problem, overall
benefit, develop over time, take over, artificiagsential, responsible for, obvious
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benefit, enthusiasm, considerable, authority, is¢drest, logistics overheads, air-
freight, expensive, transaction, benchmarking, tiflgrevolve.

2. Read the text and do the tasks that follow.

The obvious way of avoiding these problems is tasater logistics not as a se-
ries of distinct activities, but as a single intggd function. Then all the parts work
together to get the best overall result for theaargation. This is why P. Sheehy,
former Chairman of BAT, could say, 'l believe thatvell designed, integrated logis-
tics system is a vital prerequisite for commersiaicess'.

Integrating logisticsvithin an organization has all the related actiggiworking
together as a single function.

This is responsible for all storage and movememhaterials throughout the or-
ganization.

It tackles problems from the viewpoint of the whariganization, and looks for
the greatest overall benefit.

In practice, it is difficult to integrate all thedistics within an organization. The
supply chain consists of many different activitiesth different types of operation,
using different systems and geographically disger$ae usual approach has the in-
tegration developing over time. One department msggwly take over all aspects of
ordering and receiving raw materials. Another depant might slowly take over all
aspects of delivering finished products to cust@m8ome organizations are tempted
to stop when they reach this stage, and they widttktwo functions:

ematerials managemendligned with production and looking after the indsr
flow of raw materials and their movement througlemions;

ephysical distributionaligned with marketing and looking at the outwalmivf
of finished goods.

However, this still leaves an artificial break imat is essentially a continuous
function. The obvious step is to combine the twio ia single function responsible
for all material movement into, through and outlod organization. This completes
the internal integrationf an organization's logistics.

Despite the obvious benefits of integrated logsstibere can still be practical
difficulties. Perhaps the obvious one is findingneone with the knowledge, enthu-
siasm, ability and authority to carry through neeeg changes. This needs a senior
manager who has the necessary power to start dregeb — with effects then perco-
lating through all levels of the organization. Newactices and relationships come
from individuals working together, developing atauw that is based on teamwork
and co-operation rather than self-interest andlicbnf

Another factor that encourages internal integratsotine analysis of total logis-
tics cost. We can define this as:

total logistics cost = transport cost + warehouse cost + stock holding cost +
packaging cost + information processing cost + other logistics overheads

The traditional view considered each of these s#parosts as independent, so
reducing, say, the transport cost automaticallyel@a the total cost. In the 1960s or-
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ganizations began to take a 'systems' view of fiegisand analyze the interactions
between activities. It became clear that redudiegcbst of one activity increased the
cost of another — and the total logistics cost iigh reduced by increasing the
amount spent on certain activities. H.T. Lewis ganeearly example of this. They
found that airfreight was much more expensive tal@rnative road transport, but
faster delivery eliminated the need for local stbekd warehouses, and gave consi-
derable overall savings.

One other important factor for integration is thai&bility of integrated infor-
mation and control systems. Managers need a systewoilect, store, analyze, distri-
bute and present information ranging from the sgiat aims of the organization
down to details of each transaction. Most orgaionatuse local networks or intra-
nets for this, but the Internet is increasinglyrsas an efficient route for logistics in-
formation. The information can be used by a corgystem that assesses current cir-
cumstances, makes decisions and implements thétstefim information system
might show that stocks are running low, and a @bislystem uses this information to
place an order with suppliers.

We have now described how logistics has moved fomimg a low priority,
fragmented function, to a strategic, integrated dimés is a major change, which typ-
ically goes through the following stages:

Stage 1Separate logistics activities are not given muedndbn or considered
important.

Stage 2Recognizing that the separate activities of logsséire important for the
success of the organization.

Stage 3Making improvements in the separate functions, n@lsure that each
Is as efficient as possible.

Stage 4lInternal integration — recognizing the benefitsrdérnal co-operation
and combining the separate functions into one.

Stage 5Developing a logistics strategy, to set the longatdirection of logistics.

Stage 6Benchmarking — comparing logistics' performancénwither organiza-
tions, learning from their experiences, identifyiageas that need improvement and
finding ways of achieving this.

Stage 7Continuous improvement — accepting that furthengea are inevitable
and always searching for better ways of organitogestics.

By Stage 4 an organization has integrated logisacsl the last three stages
show how the function can be improved. Stage 5 @siphs the need for a strategic
view, Stage 6 looks at other organizations for cangons and lessons, and Stage 7
recognizes that logistics must continually evolMewever, this is not the end of the
story. Once an organization has efficient, integgtaind strategic logistics, it can start
looking at integration along more of the supplyioha

3. Answer the questions.

1. What is the main way of avoiding the disadvaesagf fragmented supply
chain? 2. What does a former BAT Chairman thinkloa score? 3. Why is it diffi-
cult to integrate the organization’s logisticsAMhat are the two functions within
which organizations work? 5. What is the obviowepgb eliminate a break between
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these two functions? 6. What are the essentiatdiffes of integrated logistics? How
can they be overcome? 7. What measure can encoutageal integration? 8. How
does the traditional view consider these costd?o% did the situation change in
1960ies? 10. Can you recall Lewis’ example? 11. \Gibs a second important fac-
tor for integration acquire such an importance?Hd®v many stages did logistics
have to go on its way from fragmented to strategiegrated function? 13. What
happens if an organization has boundaries betwgerabons?

4. Expand on the following statements from the text

1. It is difficult to integrate all the logisticsithin an organization. 2. There still
are practical difficulties in integral logistics. Gradual change in the treatment of the
traditional view on logistics costs. 4. The availiap of integrated information and
control systems is yet another important factorifbegration. 5. The stages that de-
scribe the transition of logistics from being a I@wority to acquiring a strategic
function.

5. Work in pairs. Describthe circumstances that helped to work out a concept
of integrating logistics.

Logisticsin practice
International Business Systems

International Business Systems (IBS) is the largestnational vendor of soft-
ware for supply chain management. It is listedl@n$tockholm Stock Exchange, but
works internationally with more than 5000 customerg0 countries. It was formed
in 1969, and now has 2400 employees working infB0es.

IBS offer many software products including a rangéully integrated modules
that improve performance of the supply chain. Imeotwords, they provide the infor-
mation and management controls for looking aftex ftow of goods and information
in such a way that you give better customer serai# achieve shorter lead times,
with less capital tied up, thereby releasing resesifor more profitable activities'.

The IBS system has modules based around coretediguch as purchasing,
distribution, sales, finance, production, and soTmese modules contain many dif-
ferent components for order processing, forecassates analysis, Internet trading,
bar coding, warehouse management, bar codes, oryemanagement, vendor ma-
naged inventory, spare part handling, customer lgugmin helps organizations to
manage relations management, after sales suppggcpmanagement, and so on.

The aim of IBS is to give a sophisticated systeat ith comprehensive, but easy
to run and use. Concise, well-presented and rapadmation about all aspects of the
their integrated logistics and 'puts them in cdrfdhe supply chain'.

Worked
Example 3

In a simple supply chain, each organization holds week's demand in stock.
In other words, each buys enough materials fronsutgpliers to make its closing
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stock at the end of the week equal to the demamishglthe week. Demand for a
product has been steady at 100 units a week. Oak,\demand from final customers
Is five units higher than usual. Assuming that\dsies are very fast, how does this
affect movements in the supply chain?

Text 6. Benefits of Integration

1. Make sure you know the following words and wanchbinations.

Brewery, joint, a margin of safety, genuine co-@pen, due, due to, more accu-
rate forecasts, external, be reluctant, trust othembers, quarter, sufficient trust,
priority, achieve, benefit smb, adversary, get adgdeal, lose out, assume, loyalty,
objective, long-term interest, specific adjustments

2. Read the text and do the tasks.

Confederated Bottlers used to deliver bottles ftbeir main plant in Elizabeth-
ville to a brewery in Johnston, 115 miles away. TBinewery filled the bottles and
took them to a distribution centre 20 miles outsiflizabethville. Both companies
used their own trucks to deliver products, retugrempty. Eventually, they formed a
joint transport company that used the same truckbdth deliveries. Not surprising-
ly, the transport costs almost halved. This examsh@vs one obvious benefit of in-
tegration, but there are many others.

Any uncertainty in the supply chain — such as timgldied variation of demand
seen in the last example — encourages organizatoh®ld higher stocks to give
themselves a margin of safety. These stocks inereasts and make the chain slow
to react to changing conditions (when customersatelmew products, all the stocks
of old products in the supply chain have to be -wwidefore the new ones appear). If
you continue thinking along these lines, you fihd following benefits from external
integration:

e genuine co-operation between all parts of the supipain, with shared infor-
mation and resources

e lower costs — due to balanced operations, loweakstdess expediting, econ-
omies of scale, elimination of activities that veasine or do not add value, and so on

e improved performance — due to more accurate forgcéetter planning,
higher productivity of resources, rational pri@gj and so on improved material
flow, with co-ordination giving faster and moreiadle movements

e better customer service, with shorter lead timastefr deliveries and more
customization

e more flexibility, with organizations reacting faste changing conditions

e standardized procedures, becoming routine andpvadticed with less dupli-
cation of effort, information, planning, and so on

e reliable quality and fewer inspections, with intsgd quality management
programmes.

Many organizations have moved towards externagmateon and a survey by P-
E Consulting in 1997 found that 57 per cent of cames had some form of integra-
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tion of their supply chains. More than 90 per cg@htompanies expected further inte-
gration, with a quarter looking for 'fully integeat systems (although there were
clearly different opinions about what this meant).

The benefits of external integration may be cléar, there are many practical
difficulties of achieving them. Many organizatiosiply do not trust other members
of the supply chain, and they are reluctant toeslafiormation. Even with sufficient
trust, there can be problems with different priest competition, data exchange, ap-
propriate systems, skills, security, the complewitysystems, and so on. This raises
the obvious question of how to achieve integration?

Normally, a supply chain consists of distinct orgations, each working for
their own benefit. So why should they co-operatd®/\dhould one company work to
benefit another? The answer is that external iatemgr brings benefits that can be
shared among all members of the supply chain.

The first problem with external integration is os@ming the traditional view of
organizations as adversaries. When an organizgtays money to its suppliers,
people assume that one can only benefit at thensgpef the other. If the organiza-
tion gets a good deal, it automatically meansttasupplier is losing out: if the sup-
plier makes a good profit, it means that the orgation pays too much. This adver-
sarial attitude has major drawbacks. Suppliergiget conditions and, as they have
no guarantee of repeat business, they see noipaintoperation and try to make as
much profit from each sale as possible. At the séme, organizations have no
loyalty, and they shop around to get the best dedlremind suppliers of the compe-
tition. Each is concerned only with their own obpees and will — when convenient
to themselves — change specifications and congitarshort notice. The result is un-
certainty about the number and size of orders,taatly changing suppliers and cus-
tomers, changing products and conditions, diffetiemés between orders, no guaran-
tee of repeat orders and changing costs.

To avoid these problems, organizations have togmze that it is in their own
long-term interest to replace conflict by agreem&his often needs a major change
of culture. The following table suggests some dpeadjustments.

Factor Conflict view Co-operation view
Profit One organization profits Both share profits
at the expense of the other
Relationship One is dominant Equal partners
Trust Little Considerable
Communication Limited and formal Widespread and open
Information Secretive Open and shared
Control Intensive policing Delegation and empowartne
Quality Blame for faults Solving shared problems
Contract Rigid Flexible
Focus on Own operations Customers
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3. Answer the questions.

1. How did the Confederated Bottlers cooperate waitbrewery in Johnstown?
2. Whose transport did they use to deliver thendpcts? 3. Why do you think they
formed a joint company? 4. What result did theforefbring about? 5. In what cases
do companies try to give themselves a margin adtgaf6. What happens if custom-
ers demand new products? 7. What benefits cannextartegration bring? 8. What
did the survey carried out by PE Consulting show®W/8at difficulties do organiza-
tions have to face on the way to external integr&ti 10. Why should companies
overcome the traditional view of organizations dgegisaries? How can they achieve
this?

4. Expand on the following statements from the text

1. Trying to improve their logistics companies mso various forms of integra-
tion. 2. Uncertainties in the supply chain forcenpanies to build a margin of safety.
3. External cooperation brings benefits to eaclypdr There are many obstacles on
the way to external integration.

5. Work in pairs. Describe the benefits of extelingdgration and practical dif-
ficulties of achieving them.

Logisticsin practice
Perman Frére

Perman Frere is a small manufacturer based in 8lsisis exports most of its
products and has a finished goods warehouse negyatth of Ostende. Van Rijn is
one of its customers, also based in Brussels.dors most of its materials and has a
raw materials warehouse near the port of Rotterdam.

The two companies have traded for many years a200d they started looking
for ways of increasing co-operation. It was soowialis that they could make a
number of small adjustments to improve logistics. ah example, some parts were
made by Perman Frere in Brussels, sent to theieheaise in Ostende, delivered to
van Rijn's warehouse in Rotterdam, and then brobgbk to Brussels. It was fairly
easy to organize deliveries directly between thegamies. This gave a much shorter
journey across Brussels, reduced transport andlihgndosts, removed excess
stocks, simplified administration, and reduced lde time from five days to three
hours. They also coordinated deliveries to townearthern France, so that one ve-
hicle could deliver time, but could not find any chanism for products from both
companies.

Both companies benefited from these changes. When were introduced
people in both companies said that they had beeameawf the problems for a long
overcoming them.
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Text 7. Different Types of Cooperation

1. Make sure you know the following words and word lmoations.

Experience, valuable, agreed package sizes, makepjarchases, commitment,
preferred suppliers, be obliged, partnership, miirarrangement, to supply, at a
fixed price, impose, rigid conditions, long-termnti@ct, to cover rising costs, nei-
ther, guarantee, common, supplier partnering, nhusii@ring of information, senior
manager, fair pricing, specialize, quality servigaplication, timetable, contribute,
compatibility, facilitator, alliance, growing conssus.

2. Read the text and do the tasks.

There are several ways that organizations can ecatg They can, of course,
simply do business together. If an organizationdhgeod experience with a supplier,
it will continue to use them and over some periall eevelop a valuable working
relationship. Sometimes the cooperation is moretipes such as small companies
making joint purchases to get the same quantityodists as larger companies; EDI
links to share information; combining loads to reeltransport costs; agreed package
sizes to ease material handling, lists of prefesugapliers, and so on. The key point
with these informal arrangements is that thereascommitment. This is probably
how you shop, as you have favourite shops but arelsliged to use them. Japanese
companies take this approach further formi@retsu— which are groups of organi-
zations that work together without actually formipaytnerships.

An informal arrangement has the advantage of b&gpble and non-binding.
On the other hand, it has the disadvantage thatrggarty can end the co-operation
without warning, and at any time that suits therhisTis why many organizations
prefer a more formal arrangement, with a writtentract setting out the obligations
of each party. These are common when organizaieagshemselves as working to-
gether for some time. An electricity company, feample, might agree to supply
power at a fixed price for the next three yearsyjpled a customer buys some mini-
mum quantity. More formal agreements have the adganof showing the details of
the commitment, so that each side knows exactlyt winas to do. On the other hand,
they have the disadvantage of losing flexibilitydaimposing rigid conditions. In
2001, for example, there were power cuts in Caliorwhen electricity suppliers
found that their long-term contracts with custonsgscified prices that were too low
to cover the rising costs of generation.

When an organization and a supplier are workingd teglether, they may both
feel that they are getting the best possible resuit neither could benefit from trad-
ing with other partners. Then they might look foloag-term relationship that will
guarantee that their mutual benefits continue. Thike basis of a strategic alliance
or partnership.

The supplier knows that it has repeat businesa fong time, and can invest in
improvements to products and operations; the orgéion knows that it has guaran-
teed — and continually improving — supplies. Thagangements are now common,
and you often hear statements like 'Abbey Natidresdts its suppliers as partners'.
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L.M. Ellram and D.R. Krause prefer the term suppbartneringand give the follow-
ing definition.

Supplier partnerings ‘an ongoing relationship between firms, whiclialves a
commitment over an extended time period, and aahsharing of information and
the risks and rewards of the relationship.’

The following list gives the main features of alicas:
e organizations working closely together at all lsve

e senior managers and everyone in the organizasigmgorting the alliance

e shared business culture, goals and objectives

e openness and mutual trust

e long-term commitment shared information, experidanning and systems
e flexibility and willingness to solve shared protige

e continuous improvements in all aspects of openatio

e joint development of products and processes

e guaranteed reliable and high quality goods andes

e agreement on costs and profits to give fair andptitive pricing

e increasing business between partners.

Partnerships can lead to changes in operationseXxample, the stability of a
partnership might encourage suppliers to specializne type of product. They give
such a commitment to the alliance that they redlnee product range, make these as
efficiently as possible, and concentrate on ghargmall number of customers a very
high quality service. They share information witlstomers without the threat that
this will be used to get some form of trading adage. At the same time, customers
reduce their number of suppliers, as they no longed to look around to get the best
deals. Japanese companies were among the firsivedalh strategic alliances, and at
the time when Toyota had formed partnerships W&250 suppliers, General Motors
was still working separately with 4000 suppliers.

It can be difficult to form a successful partnepsiA useful starting point is to
analyze current operations and future plans toifsaiances would be useful. A
company cannot really expect any benefits fromlbanae if it only buys a few ma-
terials, or is changing its manufacturing basas@ensitive about confidentiality, or
cannot find reliable suppliers. Most organizatiomsyever, can see potential bene-
fits, and they should start looking at possibleamagements. Typically they form a
project team to identify potential partners, defolgectives, set timetables, list re-
source implications, negotiate terms, and so onetthis project team makes its ini-
tial report, potential partners can be approachetreegotiations begin. The follow-
ing example shows how one company set about this.

Of course, forming a partnership is only the fatp, and it still needs a lot of
effort to make it a success. Some factors thatribarté to a successful partnership
include a high level of achieved service, real sastings, a growing amount of busi-
ness, compatibility of cultures, and so on. J. Rgwgave a more general list of key
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factors as management commitment, a contract spegi€osts and responsibilities,
agreed performance indicators, agreed objectivemed culture and joint informa-
tion systems. Lambert summarized these as:

@ drivers, which are the compelling reasons for forming paghigs, such as
cost reduction, better customer service, or segurit

@ facilitators, which are the supportive corporate factors thaberage partner-
ships, such as compatibility of operations, simifenagement styles, common aims,
and so on;

@ componentswhich are the joint activities and operations usedbuild and
sustain the relationship, such as communicatiomradia, joint planning, shared risk
and rewards, investment, and so on.

Alliances are certainly not the best answer in ygw@rcumstance. Some pur-
chases are so small, or materials are so chedghthaffort needed for an alliance is
not worthwhile; sometimes managers do not wanbse Icontrol or share informa-
tion; sometimes an organization may not be abfentba partner willing to make the
necessary commitment; organizational structuresutiures may be too different; it
may be impossible to reach the necessary leveust; tthere may be nobody with the
necessary skills and enthusiasm, and so on. Seyeass after starting its supplier
partnership initiative, Petro-Canada still bought4®% of materials through tradi-
tional supplier-customer relationships.

However, it is clear that alliances are becomingaasingly popular. As Ewer
says, we have 'the powerful combination of improtezhnology which can enable
better partnering, a growing consensus that pane&nabled by e-B2B is essential,
and a growing public profile for partnering issuregeneral'.

3. Answer the questions.

1. In what ways can companies cooperate? 2. Unthat wonditions can this
cooperation bring better results? 3. What is thepant in this kind of informal ar-
rangements? 4. How do Japanese companies us@pnsaah? 5. What is the draw-
back of such informal arrangement? 6. What are nreago make this arrangement
more formal? 7. What is the basis for making atastyia alliance or partnership?
8. How is supplier partnering defined? 9. What #me main characteristics of al-
liances?

4. Expand on the following statements from the text

1. There are several ways for companies to cogpe2atNo commitment is the
main point of informal arrangements. 3. Disadvaesagf informal arrangement. 4. A
long-term relationship can be a form basis for mgkia strategic alliance.
5. Partnerships can lead to changes in operaftorisoften involves certain difficul-
ties to form a successful partnership. 7. Formingagtnership is the first step in
strengthening cooperation between companies.

5. Work in pairs. Describe different ways in whmtganizations can success-
fully cooperate.

a7



Logisticsin practice
Petro-Canada

Petro-Canada (PC) is the largest oil company inaGanwith 4500 employees
and over $6 billion in sales. It owns 750 millioarkels of proved reserves, but its
main income comes from 1700 retail petrol statidiee Canadian government origi-
nally founded PC to compete with major internatloc@mpanies, and it still owns
18% of the shares.

In the 1990s PC started to form strategic alliang#k its major suppliers. It
was looking for ways of reducing costs, and supmatnerships were a clear option
for a company that spent over $2 billion a yean@aterials other than oil.

To find the best way of forming strategic alliance€ benchmarked other com-
panies who reported a history of successful pashmes, including Motorola and
Dow Chemicals. In practice, growing pressure toroap performance meant that PC
had to get results quickly, and they developed then approach. This had targets of
reducing costs by 15% in a first phase, and evéntiona 25%.

PC quickly realized that without guaranteed prodyuality it could make no
further progress, so it consolidated its use dltquality management. This included
Deming's '14 principles' which advise organizations to buy products on the basis
of cost alone, but to include a range of factohsas quality, reliability, timing, fea-
tures, trust, and so on.

Now it had done the preparation, PC could stakiriglto prospective partners.
It chose these from companies that it currently mholst business with, and those
whose products were critical. There were alreadhg4standing, informal relation-
ships with many of these, and PC extended themetmte more formal alliances. Im-
portant considerations were that the suppliers weramitted to high quality, em-
phasized customer satisfaction, and had the patd¢atbecome 'the best of the best'.

This gave PC its likely partners, and the nextestags to form joint develop-
ment teams, including representatives from thehmsing and user departments. Be-
cause of the time pressure, this team looked farkgmprovements. Their aim was
to get the initiative moving, get some quick resjrigenerate enthusiasm for the
iIdeas, and then move the partnership forward dweelanger term.

We can summarize PC's approach to developing pahips in the following
stages:

1. prepare the organization for alliances with aesle, training, systems and
practices
. assess the risk and benefits of partnershii;ygaims and targets
. benchmark other partnership arrangements
. select qualified suppliers
. form joint teams to manage the initiative andsents forward
. confirm the partnership's principles, commitrsemelationships and obliga-

OOk, WN

tions
. formalize the terms and conditions
. continue training and improving.

o
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Text 8. Vertical Integration

1. Make sure you know the following words and wanchbinations.
Go beyond partnership, own, minority share, joiahture, thinly, steel mill,
canner, backward, desirable, necessarily, bake.

2. Read the text and do the tasks.

If an organization wants to go beyond partnershipsas to own more of the
supply chain. One common arrangement has an oagamztaking a minority share
in another company. This gives it some say in tbparations, but it does not neces-
sarily control them. A manufacturer, for examplagint take a minority share in a
wholesaler, to get some influence in the way ttsgpioducts are distributed.

Another option is for two organizations to stajoet venture where they both
put up funds to start a third company with shareshership. A manufacturer and
supplier might together form a transport companynioving materials between the
two.

The most common arrangement has one organizatioplysibuying other or-
ganizations in the supply chain. This increaseleits| of vertical integration.

Vertical integrationdescribes the amount of a supply chain that is ovayeone
organization.

If an organization buys materials from outside digipp and sells products to ex-
ternal customers, it does not own much of the suppain and has little vertical in-
tegration. If the organization owns initial suppiiedoes most of the value adding op-
erations, and distributes products through to finadtomers, it owns a lot of the
supply chain and is highly vertically integratefitHe organization owns a lot of the
supply side it has backwaad upstream integratioif; it owns a lot of the distribution
network it has downstreaar forward integration.

In some circumstances vertical integration is thstlway of getting different
parts of the supply chain to work together. Ford\oferica, for example, has at dif-
ferent times owned everything from steel mills thigb to distributor networks and
repair shops. More often, widespread vertical irgegn would be very expensive,
leading to huge organizations that spread theouregs too thinly, needing specia-
lized skills and experience that one organizatioesdnot have, reducing flexibility to
respond to changing conditions, and so on. Socatrtntegration is not necessarily
desirable, and it is usually impossible for evem lbiggest organization to own much
of their supply chains. Heinz, for example, canboy all the farmers, processors,
steel mills, canners, wholesalers, retailers ahdrabrganizations in the supply chain
for their baked beans.

3. Answer the questions.

1. What should companies do if they want to go beypartnerships 2. What are
the rights of an organization that whoch has a mtyshare in another company?
3. What rights do companies enjoy if they set upiat venture? 4. What is most
common arrangement of solving the problem of valtictegration? 5. What is ver-
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tical integration? 6. In what case does a compawy @ lot of the supply chain and is
highly vertically integrated? 7. Is vertical intatjon in many cases the best way of
making the supply chain parts work together? 8. Whakes widespread vertical in-
tegration very expensive?

4. Expand on the following statements from the text

1. Vertical integration is one of the ways to ggded partnerships. 2. Starting a
joint venture is yet another option on this pathVe&rtical integration means the
amount of a supply chain which an organization owhgd/ertical integration helps
bring different supply chain parts together. 5. ¥gdread vertical integration is quite
expensive.

5. Work in pairs. Describe the peculiarities of il integration.
Logisticsin practice
GZ Rexam

In 1996 Rexam Pharmaceutical Packaging and Grafmnini formed a joint
venture called GZ Rexam. Its primary aim is to symackaging to the pharmaceuti-
cal industry in Europe. This is an important aras,over 50% of pharmaceutical
companies' product recalls are caused by faulfmimed material, and each recall
costs several million pounds.

GZ Rexam looks for the benefits of partnershiphwts customers. John Ste-
venson, the Sales and Marketing Director, say® 8dys of the conventional supply
chain where everyone existed as an independeny entare no longer'. He quotes
three reasons for partnerships:

@ Lower costs — due to better co-ordination, elimorabf duplicated effort, less
bureaucracy, quantity discounts, and economiesalesGZ Rexam estimates that it
can save up to 60% of packaging costs through g@atips.

@ Shorter lead-times — from improved coordinatiomggadures and administra-
tion. With Eli Lilly they reduced lead times fronxdo two weeks, with just-in-time
deliveries for specific orders.

@ Higher quality — with uniform standards, collabawatin quality initiatives,
less reliance on inspections and a commitmentrig-term improvements.

Once the objectives of a partnership have beeredgthe two key factors for
success at GZ Rexam are commitment to the long4eantess of the partnership and
good communication between everyone concerned.

Case study
Friedland Timbers asa

Johann Klassen is the Managing Director of Friedll8nmbers asa. which
makes specialized wood products for the constrmatidustry. He has recently been
worried by late deliveries to some important cugsnThe industry is very competi-
tive, and Johann knows that customers will go keeosuppliers if he cannot guaran-
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tee deliveries. The marketing manager is partiqulapset because he has worked
with these customers for a long time, and promdssiveries that were not made.

Johann asked the production manager for an expban&he told him that 'Our
own suppliers were late in delivering certain typésvood. This shortage of a key
raw material disrupted our production plans. Wencaine blamed for this. If anyone
in the company is to blame, it is the warehouseaganwho does not keep enough
stocks of raw materials to cover for late deliverie

Johann then went to the warehouse manager to saewals happening. 'There
can't be anything wrong here', he was told. 'Stdkee been climbing for the past
year, and last month they were at an all time higipart, this is a deliberate deci-
sion, as | want to improve service levels to praidunc In part, though, stocks seem to
have just drifted upwards. Now we have high stamfkshost items, but there are still
occasional shortages. These high stocks are cang@ngoblems with space, and are
stretching my budget. | think that the blame liegpurchasing, who do not order the
amounts that we request.’

Johann saw that some stocks were drifting upwaedsuse purchasing were
buying large quantities of some materials. At thees time, they were delaying some
purchases, and this produced the shortages. Tlehgsing manager explained to Jo-
hann, 'Let me remind you that eight months agoigetiucted me to reduce materials
costs. | am doing this by taking advantage of tilsealints given by suppliers for
larger orders. Often | order more than requestatkuthe assumption that we will
need the material at some stage, so | get a dis@dthe material is already in
stock when we need it. Sometimes keeping thingstack would take too much
space or be too expensive, so then | might delayréar until | can combine it with
others to get bigger discounts.’

Johann thought that he was near the source ofrbidgms, and might ask for
the purchasing policies to be reviewed. Then Hesthto the transport manager who
was not so sure. 'lt is much more efficient for tméoring larger quantities into the
company', he said. 'lIf you reduce the average @idet the transport costs will rise.
Our budget is already being squeezed, as we hapaytbor expensive express deli-
veries of materials that production classify aseutg If you lower the order size,
there will be more shortages, more express dedéiseand even higher costs.'

Johann talked to some major suppliers to see yf¢beld somehow improve the
flow of materials into the company. Unhappily, vehile was talking to one company,
they raised the question of late payments. This ewdrary to Tried-land's stated
policy of immediate payment of invoices, so he dslkee accounting section for an
explanation. He was given the unwelcome news Tfte¢ company's inventory and
transport costs are so high that we are shortsif.dAd/e are delaying payments to im-
prove our cash flow. As it is, we had to use a bawvdrdraft to pay suppliers for last
month.

Later that day Johann found that the late custadeéveries which had started
his investigation, were actually caused by pooes#&brecasts by the marketing de-
partment. They had seriously underestimated demeamdl ,planned production was
too low. All the employees at FT were doing thast) but things seemed to be going
wrong.
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Answer the questions.

1. Why do all the logistics costs seem to be risihthe same time? 2. What do
you think are the basic problems in Friedland? BatWwvould you recommend Jo-
hann to do?

Project
Supply Partnerships

Find a particular product whose supply chain isygasstudy, such as petrol, a
telephone service, cars, a restaurant chain, onmgpueter game. Discuss the amount
of integration in the supply chain. What alternesivare there for integration? See if
different organizations making similar products édlve same approach, and explain
any differences. Say why the existing patternsogfstics have developed, and dis-
cuss the benefits of this level of integration.

POINTS FOR DISCUSSION

1. What do you think are the main factors that eng@ge logistics to change?
How is it responding to these pressures? What @sadg you think there will be in
the next decade?

2. When logistics is divided into separate fundiioeach is likely to have its
own objectives. Is this necessarily a bad thing;aor there be positive benefits?

3. An integrated supply chain is a convenient mytlaut it does not reflect real
operations. An organization is only really concermeth its own customers and sup-
pliers, and does not have time to consider othgarozations further along the chain.
Do you think that this is true?

4. When M. Christopher says that 'supply chainspzis not companies' what
exactly doess he mean?

5. H. Decker and A. van Goor say that integratioithie supply chain can be at
the level of:

@ Physical movement

@ Shared information

@ Integrated control

@ Integrated infrastructure.
What do they mean by this?
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Unit 4. STRATEGIC DECISIONS

Text 1. Types of Decisions

1. Make sure you know the following words and wachbinations.

Consequence, implement, concern, medium term, raaftecision, constraint,
middle manager, armed forces, rigid organizaticasspdown a decision, growing
recognition, junior manager, remote, closely, leaganization, corporate, evidence,
review, impact, environmental issues, mention,tfreaportant developments, rele-
vant information, periphery.

2. Read the text and do the tasks that follow.

Some decisions are very important to an organizatiath consequences felt
over many years. Other decisions are less importaith consequences felt over
days or even hours. We can use their importancissify decisions as:

e Strategic decisionare most important and set the overall directiothefor-
ganization; they have effects over the long temapive many resources and are the
most risky.

e Tactical decisionsare concerned with implementing the strategies dver
medium term; they look at more detail, involve fewesources and some risk.

e Operational decisiongre the most detailed and concern activities oler t
short term; they involve few resources and litib.r

A traditional view has senior managers making tinategic decisions that set
their organization on its course. These strategsibns give the objectives, con-
straints and context for the tactical decisions enagl middle managers. These, in
turn, give the objectives, constraints and confextoperational decisions made by
junior managers. This is still the usual approaciddcisions, but new styles of man-
agement and improved technology have encouragedigeka Now you rarely see
such a strict hierarchy, even among conventiorradig organizations like the armed
forces. Most decisions are discussed, negotiatecggreed rather than simply passed
down. There is also a growing recognition thatlieet person to make a decision is
the person most closely involved — and this isroigunior manager who is on the
spot rather than a remote, senior manager. Yowsearhis effect with empowerment
(which devolves decisions to the lowest possiblelle'delayering’ (to remove unne-
cessary layers of management) and lean organizafwamch remove all unnecessary
activities).

There are several types of strategic decision. [Beoge different names for
these, but the most common are:

e mission- a statement to give the overall aims of the aegdion;

e corporate strategy- which shows how a diversified corporation wilhas/e
its mission;

e business strategy which shows how each business within a divexkiter-
poration will contribute to the corporate strategy;
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e functional strategies which describe the strategic direction of eaaichon,
including logistics.

Essentially the higher strategies set the goalgyandral direction of the organi-
zation, and the functional strategies show howctuoewve these. So the business strat-
egy shows what has to be done, and the logistiategly shows how the supply chain
will help achieve this. If an organization has ainass strategy of being the lowest
cost provider of some product, the logistics stratehows how it will reduce logis-
tics costs to a minimum; if the organization is king to get fast deliveries to cus-
tomers, the logistics strategy defines policies dohieving this. This assumes, of
course, that logistics really has a strategic rBlerhaps we should review the evi-
dence to support this.

The last two chapters showed that logistics isrdgdefor every organization,
even those supplying intangible services. We datlit is concerned with major de-
cisions that have a clear strategic impact, sughaslesign of the supply chain, size
and location of facilities, relations with otherganizations, partnerships and al-
liances. We showed that logistics is a major useesources, including transport and
storage; it has an impact on organizational perémre, including profit and finan-
cial measures such as the return on assets; dtafsad time, perceived product val-
ue, reliability and other measures of customeriseyit gives public exposure, raises
safety and environmental issues, encourages soeamatagms and prohibits others.

You can see more evidence of the strategic rolegiktics in mission state-
ments, which often have some explicit referencthéosupply chain. It is, of course,
not surprising that companies offering specializegistics services refer to the
supply chain in their missions. The mission of Reag Express, an American trans-
port company, says:

We will contribute to customer success and satisfaction by providing reli-
able, responsive, and efficient service. Our principal product will be less-
than-load transportation on 2-day and longer lanes within North America,
and on international lanes to and from North America.

Similarly, Mercia Software is the largest Europ&dxh provider of software for
supply chain management, and they say that:

Mercia's mission is to provide customers with optimum value business
solutions in demand and supply chain planning.

Retailers often form the links to final customeasd their long-term survival
depends on their ability to manage supply chairg @ove materials efficiently.
Boots the Chemist says:

Our vision is to be the world's leading retailer of products and services
that help make our customers look good and feel good.

Sainsbury's objectives include:

To provide unrivalled value to our customers in the quality of the goods
we sell, in the competitiveness of our prices and in the range of choice
we offer.
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To achieve efficiency of operation, convenience and customer service in
our stores ...

Neither of these statements mentions logisticsctiyrebut they both emphasize
the supply of products to customers, and their igitpteliance on logistics. The
point, of course, is that the long-term survivaleskry organization depends on the
flow of materials through its supply chains. Theatgic importance of logistics
stems from the basic fact that without logisticsréhcan be no operations — and no
organization. You can see this message clearlyamymmission statements. GKN, for
example, include a commitment:

To treat our suppliers fairly as an integral part of our total capability to
serve our customers.

We could continue discussing the evidence for aeggic role for logistics, but
the facts are so clear that there is little poliis is, however, a relatively new opi-
nion. For many organizations the recognition tlogtidtics has a strategic impact is
one of the most important developments of receatsydt changes the way that they
manage the supply chain, and links it more clogelly other strategic decisions. Lo-
gistics has a new, prominent role and gets the sdtantion as other core functions.
Senior managers make the decisions, based on mtaeant information and a
broader view of the organization's objectives. Taeognition that logistics has a
long-term effect on overall performance has movdm the periphery to the centre
of decision making.

3. Answer the questions.

1. Into what groups can all decisions be dividedWRBat makes strategic deci-
sions so important? 3. How are operational decssicdmaracterized? 4. What is the
traditional view on decision making? 5. What eneg@s changes in approach to de-
cisions? 6. What types of strategic decisions iagded out? 7. What is the difference
between a business strategy and a logistics syrateégHow are these two strategies
combined in an organization’s activities? 9. Can ghow a strategic role of logistics
that is reflected in mission statements of différ@ganizations? 10. The recognition
of logistics strategic impact on a company’s atiggi is one of the most important
developments in recent years, isn't it?

4. Expand on the following statements from the text

1. Decisions are classified on the basis of thmpartance. 2. Many companies
adopt a traditional approach to decision makingdigher strategies set goals for an
organization. 4. Logistics strategic role is semnai company’s strategic mission
statements. 5. Recognizing logistics long-termaffen overall performance marks
the change in the attitude to decision making.

5. Work in pairs. Describe the role of various typ# decisions that affect a
company’s activities.
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Text 2. Logistics Strategy

1. Make sure you know the following words and word lmoations.

Consist, policy, link, support, respond, achievablatstanding, aiming at, sig-
nificant effect, accept, survive, availability, mmze logistics costs, competitive ad-
vantage, timing, facet, rapid supply, rush houoode.

2. Read the text and do the tasks.

All the long-term decisions about logistics forrtogistics strategy.

The logistics strategy of an organization consgtsll the strategic decisions,
policies, plans and culture relating to the managatrof its supply chains.

The logistics strategy forms a link between the enalbstract, higher strategies
and the detailed operations of the supply chainilé\Mie corporate and business
strategies describe general aims, the logistiedgegty concerns the actual movement
of materials needed to support these aims. Thenéssistrategy of UPS calls for
‘outstanding service' to its customers, and tlaedates into a logistics strategy of
organizing a very fast parcel delivery serviceltaast any point in the world.

The higher strategies set the context for the tmgistrategy. However, logistics
managers do not simply respond to this contexy; #utively contribute to its formu-
lation. Their views on what levels of performance actually achievable by logistics
form one of the inputs for the design of higheatgies. For UPS the recognition
that it really can achieve efficient logistics al® it to have a business strategy of
aiming at outstanding service.

There are, of course, many factors other thantiegiso consider in designing a
business strategy. But the amount that logistiastributes to the formulation of
higher strategies can have a significant effeab@erations. At one end of a spectrum
are organizations where logistics contributes lyaaglything to the higher strategies.
Logistics managers simply accept the higher stresedesigned by others, and design
operations to make sure these can be achievedheAdther end of the spectrum are
organizations whose logistics really dictate thghbr strategies. The Channel Tun-
nel, for example, offers a unique logistics seryviaed all its higher strategies are
based on its logistics operations.

Organizations can only survive by supplying produtiat customers view as
somehow better than those from competitors. Lampsdiffects the lead time, availa-
bility, cost, customer support, damage, and so and-hence the customers' view of
a product. In this sense, logistics actually ctmities to the design, quality, perceived
value and success of a product. But which factoesrast important for this contri-
bution and should be emphasized in a logisticzegfy® We can start to answer this
by taking a traditional view from marketing whichys that organizations compete
by concentrating on the 'four Ps' — product, placemotion and price. Here logistics
has a role in the 'product’ (through its contribatio the overall product package),
'place’ (through its delivery of materials) andcer (through its effect on operating
costs). A logistics strategy could usefully empbashese features.
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A broader view says that customers are concerndéd east, quality, service
level, reliability, availability, flexibility, delery speed, location, sourcing, supplier
relations, environmental impact, recycling, andreole range of other things. These
all depend on different aspects of logistics. lffiedent circumstances, therefore, al-
most any facet of logistics can be important fostomer satisfaction, and could be
emphasized by the logistics strategy. In pracaclegistics strategy is most likely to
emphasize the following issues:

Cost: Most organizations want low costs, but some adgpbsative strategy of
minimizing their logistics costs. This leads to leg profits for the organization and
lower prices for customers.

Customer servicelLogistics controls stock levels, delivery timesesg of re-
sponse, and other measures of customer serviceoi®yentrating the logistics strate-
gy on customer service, organizations can getgierm competitive advantage.

Timing: Customers generally want products as soon as fp@ssidpa common
logistics strategy guarantees fast deliveries. figntan also mean rapid supply of
new products, or delivering at the time specifigdalzustomer.

Quality: Customers demand higher quality in all productofmmon logistics
strategy guarantees high quality service, evenghatucan be difficult to say exactly
what we mean by 'high quality logistics'.

Product flexibility: This is the ability of an organization to customgeducts to
individual specifications. One logistics strategybased on a specialized or custo-
mized service, such as Pickfords' removals.

Volume flexibility: Changing levels of business can cause severe prsiia
logistics, as you can see during the morning rustr n any major city. Volume
flexibility allows an organization to respond quicko changing levels of demand.

Technology:Logistics uses a wide range of technologies for momications,
tracking loads, sorting parcels, identifying proticecording stock movements, and
S0 on. Some organizations have a strategy of devmg/@and using the latest technol-
ogies.

Location: Customers generally want products to be deliveseti@se to them as
possible. This might mean that a book club delivirsctly to your door, a shop has
a convenient location in a town centre, or a whadkyshas a regional logistics centre
near to major cities. One logistics strategy iprtovide a service in the best possible
location, such as bus stations in town centres.

In principle, organizations should do everythindlwgiving low cost, good cus-
tomer service, fast delivery, flexibility, usingghi technology, and so on. In practice,
this is unrealistic. Organizations have to compsanperhaps balancing the level of
service with the cost of providing it. Effectiveyey choose a specific foctm their
logistics strategy, showing which factor they cdesito be most important. Some
organizations, such as Ryanair, focus on costngia cheap service; others, such as
FedEx, focus on delivery speed; others focus aalmty; or a customized service,
and so on. One of the key decisions for logistieagers is choosing the strategic
focus.
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3. Answer the following questions.

1. What forms a logistics strategy? 2. What isdbedition of an organization’s
successful work? 3. What role does logistics plagletermining a customer’s view
of a product? 4. What does a traditional marketieygv say? 5. How is logistics re-
lated to all the ‘four Ps'? 6. What does a broadew say about a customer’s con-
cerns? 7. How are these principles realized intjgeen connection with logistics
strategy? 8. Are all these principles realistic?

4. Expand on the following statements.

1. All long-term logistics decisions form a logesistrategy. 2. Designing a lo-
gistics strategy means taking into account mantofac 3. Logistics affect the cus-
tomer’s view of a product. 4. Customer’s conceregeahd on different aspects of lo-
gistics. 5. In a particular situation any facetagistics may be important for a cus-
tomer’s satisfaction. 6. In reality it is difficuld accept all these principles as realistic.

5. Work in pairs. Describe the importance of a camps logistics strategy in
determining a company’s successful activities.

Logisticsin practice
The Schenker Group

The Schenker Group was founded in Germany morelR&ryears ago, and has
been working internationally ever since. They emp?8,000 people, serving cus-
tomers in 1000 locations. Schenker now providengeaof logistics services, includ-
ing international air and ocean freight, logisticanagement and land transport. They
provide seamless movement of customer productsimfiodnation across global
supply chains, using the latest technology andldpueg sophisticated systems for e-
commerce. However, their strategic focus is onarust service.

Schenker opened in the USA in 1947 and now haveffi&es in major cities.
All of these are 1SO 9002 certified, which is indiwith their strategy of complete
customer satisfaction. This strategy is clear fthmir statement that, '‘Our customers
are our future. Without them — there is no futufe.'support this view, the company
gives a number of guarantees, starting with:

Our customers will always be the centre of our cetepattention.
We will earn our customers' trust everyday, andwile never take their busi-
ness for granted.

Our customers are our partners in business. Tleeaswill be our needs.
Schenker also describe the ways that they will @@hicustomer satisfaction,
such as:

We will service our customers in an innovative,-potive manner. We will al-
ways be aware of how our service impacts theirrmss.

This overriding strategy of customer satisfactiets 2he scene for all other lo-
gistics activities. When they work with Copelandr@mation in Alabama, their pri-
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mary goal remains customer satisfaction, but taexehthis they have to attain the
secondary goals of shorter stock cycles, fastevetgl lower stocks and lower costs.

Text 3. Strategy Options

1. Make sure you know the following words and word lmoations.

Cheap, ensure, acceptable, waste, spread, enéergeisign, customer demand,
requirement, pull through, eliminate delays, wamarent operations, occur, arrive,
eliminate waste, greengrocer, transfer, alternatgdity, agile, versus, sophisticated
and demanding customers, capacity, cope, variéigclk; ability to tailor logistics,
unit, prime concern, justification, obvious, sustacompetitive advantage, exceed
demands, rule of thumb, potential customer.

2. Read the text and do the tasks.

Each organization designs its own logistics strategt they often move along
similar lines. The logistics strategies of Ford avidlkswagen, for example, are
broadly similar, as are the strategies of Lufthassa Air France. This allows us to
describe a few generic strategies. M. Porter sugddbat there are two basic strate-
gies:

o cost leadershipnakes the same, or comparable, products more cheapl

o product differentiationmakes products that customers cannot get from other
suppliers.

Lyons Bakeries compete by cost leadership, se#itagdard cakes at low prices;
La Patisserie Francaise competes by product diffiatéon, selling cakes that are not
available anywhere else. Similarly, easyJet compgteost leadership, offering the
cheapest fares; Execujet compete by offering auetyguxurious service.

In logistics, these two approaches are usuallyggtran terms of leaand agile
strategies. Organizations with a focus on leanstogg are aiming at low costs; those
with a focus on agile logistics are aiming at hogistomer satisfaction.

Lean strategies

No organization can completely avoid the cost gidtics, so the next best op-
tion is to make it as cheap as possible. Thensonedole objective is to minimize the
total cost of logistics, while ensuring acceptabBleels of customer service. This ap-
proach is generalized into lean logistics.

The aims of a lean strategy are to do every opanaising less of each resource —
people, space, stock, equipment, time, and sot @mngénizes the efficient flow
of materials to eliminate waste, give the shorkestl time, minimum stocks and
minimum total cost.

Early work on lean operations was done in the motdustry, led by Toyota.
This work concentrated on ‘'lean production' but riiethods got such good results
that they spread into other areas, eventually dpusd a 'lean enterprise'. The ap-
proach is summarized in five main principles:
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e value— designing a product that has value from a custerperspective
e value stream- designing the best process to make the product

e value flow— managing the flow of materials through the sumbigin

e pull — only making products when there is customer deiman

e aim of perfection- looking for continuous improvements to get closethe
aim of perfect operations.

The first of these principles, 'value', sets thgeafor the organization, seeing
how to add value for the final customer of the maid The second principle, 'value
stream’, designs a means of making this produdteffectively sets the requirements
of the supply chain. The last three principles refieectly to the supply chain. The
third, 'value flow', gets an efficient flow of maitas, eliminating waste, interruptions,
waiting and detours. The fourth principle, 'pughows how to control the flow of ma-
terials by pulling them through. The fifth prinagpl'aim of perfection’, describes a
continuing search for improvement. This is a comrtt@me for management initia-
tives which often say that areas of waste shoulddminually identified and elimi-
nated.

R. Townsend says that 'All organizations are atl&8% waste — waste people,
waste effort, waste space and waste time'. Dulieg development work, Toyota
identified the following areas of the supply chahere this waste is most likely to
occur:

e Quality— that is too poor to satisfy customers (eitheeml or internal).

e \Wrong production level or capacity making products, or having capacity,
that is not currently needed.

e Poor process- having unnecessary, too complicated or time-amivsy oper-
ations.

e Waiting— for operations to start or finish, for materigdsarrive, for equip-
ment to be repaired, and so on.

e Movement- with products making unnecessary, long, or ineoient move-
ments during operations.

e Stock- holding too much stock, increasing complexity amding costs.

A lean strategy looks for ways of eliminating tnaste. The typical approach
does a detailed analysis of current operations,t@d removes operations that add
no value, eliminates delays, simplifies movemerdgduces complexity, uses higher
technology to increase efficiency, looks for ecoremrof scale, locates near to cus-
tomers to save travel, and removes unnecessasy/fliokn the supply chain.

One warning is that low costs do not automaticailgan lean operations. Lean
operations maintain customer service while usingeferesources — they do not just
minimize costs. A greengrocer could minimize itgantory costs by having no stock,
but it would not generate much customer satisfact®bme people also suggest that
lean operations might work in the mass productianiedustry, but lessons do not
necessarily transfer to other supply chains. Irti@édar, lean operations might not
work when there are variable and uncertain conutid\n alternative is a more flex-
ible strategy based on agility.
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Agile strategy

An agile strategy concentrates on the other sidiefefficient versus respon-
sive' — or lean versus agile — debate. Its supfoday that lean operations put too
much emphasis on costs, and cannot deal with chgraginditions, increasing com-
petition, or more sophisticated and demanding costs. If demand for a product is
steady at 100 units a week, lean logistics will sggeall the waste and have enough
capacity to deliver these 100 units. Unfortunatélydemand suddenly rises to 110
units, lean operations cannot cope. As marketsl@ameanding more variety and cus-
tomization, logistics should be more flexible.

The aim of an agile strategy is to give a high ocosdr service by responding
quickly to different or changing circumstances.

There are two aspects of agility. First, therdhesdpeed of reaction; agile organ-
izations keep a close check on customer demandsresad quickly to changes.
Second, is the ability to tailor logistics to demarirom individual customers. These
are, of course, different aspects of customer senand the implication is that end-
customer satisfaction is a prime concern, evemsfcomes at somewhat higher price.

Organizations that put a lot of emphasis on custosadéisfaction are said to
have a customer focughe justification for this strategy comes from ti®/ious im-
portance of customers. Without customers an orgéoiz has no sales, no income,
no profit, no business -and soon no organizatiaMA Perry of Unilever says, 'To
sustain competitive advantage requires a total atmment to your customer'. Organ-
izations with a customer focus will typically:

= aim for complete customer satisfaction

= allow customers easy access to the organization

= find exactly what they want

= design logistics to meet, or exceed, these demhadiexible and respond
quickly to changing customer demands

= get a reputation for outstanding quality and value

= do after-sales checks to make sure the customeraim satisfied

= look outwards so that they are always in touchhwitstomers, potential cus-
tomers, competitors, and so on.

Organizations with satisfied customers have theicasv benefit of bringing
them back with repeat business — remembering tleeafuthumb that it costs five
times as much to attract a new customer as it tloestain an existing one. Satisfied
customers also attract new business, as they reeachengood service to four or five
other people — compared with dissatisfied customwis warn a dozen potential cus-
tomers about a bad experience.

Lean versus Agile

At first sight the aims of lean and agile operasigeem contradictory. One
looks to minimize costs, and sees customer seagce constraint; the other looks to
maximize customer service, and sees costs as sraonsThis seems to lead to im-
portant differences.
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Factor Lean logistics Agile logistics

Objective Efficient operations Flexibility to mes¢mands
Method Remove all waste Customer satisfaction
Constraint Customer service Cost
Rate of change Long-term stability Fast reactioohanging
circumstances
Measures of Productivity, utilization Lead timer\see level
performance
Work Uniform, standardized Variable, more local ttoh
Control Formal planning cycles  Less structured topewered staff

In practice, of course, there is not such a cleadel between the two strategies.
If a supplier improves EDI links with its customeitscan both reduce costs and in-
crease customer service — becoming both leanemamd agile. Similarly, a manu-
facturer selling materials through a website and/elesaler introducing cross-
docking become both leaner and more agile. Bo#iegjres accept that customer sa-
tisfaction and low costs are dominant themes, bey use different descriptions of
the process to achieve them. Organizations neea@humise one strategy at the ex-
pense of the other. B. Evans and M. Powell disthesuse of both strategies and
conclude that 'lean and agile are not mutually wesice, they both have their merits,
but also limitations, especially if an individuapect is taken, in isolation, to the ex-
treme’.

3. Answer the questions.

1. Though difficult, do organizations follow similéines in designing their lo-
gistics strategy? 2. What is the difference betweest leadership and product diffe-
rentiation strategies? 3. How are these two appesaphrased in logistics? 4. What
does ‘lean logistics’ mean? What is its aim? 5. Wheid this strategy originate?
6. What are the five principles of this approach™Mdw are these principles con-
nected? 8. How did the work along these lines gbfabegin? 9. Do low costs nec-
essarily mean lean operations? 10. What is the afiategy? 11. What are its two
aspects? 12. What does an organization’s focusonistamer mean? 13. How impor-
tant for an organization are satisfied customerk?Ale there any basic differences
between lean and agile strategies? If yes, which?

4. Expand on the following statements.

1. Each organization works out its own strategyit & hardly possible to com-
pletely avoid the costs of logistics. 3. Toyota veapioneer in adopting lean strate-
gies. 4. Agile strategy puts a lot of emphasis costomer satisfaction.

5. Work in pairs. Describe the main strategy opdidinat companies use to im-
prove their performance.
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Logisticsin practice
Ellis and Everard

Ellis and Everard is a major distributor of chenscdt has a turnover of £600
million working from 70 locations in the USA and f6pe, and employing 2000
people.

The company has been developing long-term partipsrétr many years, and is
considered a leader in the field. It has partnessforward with customers (such as
Merck, 3M and Sterling organics) and backward stippliers (such as ICI, Solvay
Interox and Junbunzlauer). Around 95% of its sigspland 6% of customer demand
are met through partnerships. Chris Whincup, Dmmecbf Sales, says that,
'‘Partnerships make our lives simpler, and as suarle productive and effective'.

Among the benefits Ellis and Everard get from penships are:

e faster decision making

e higher sales and easier introduction of new prteduc

e stability, making long-term planning easier andeneliable

e removal of unproductive administration

e on-time payments from customer

e easier introduction of new initiatives, such asl By stock levels and auto-
matic delivery scheduling.

Text 4. Strategic Alliances and Other Strategies

1. Make sure you know the following words and wachbinations.

Integration, put much emphasis, reason, share ibgnatlude, area for collabo-
ration, mention, speed-up order processing, feeommfiortable, rush passengers,
shipping, simplification, concurrent, remove bat#eks, smooth flow of materials,
time compression, emissions, road vehicles, heaiihgliversification.

2. Read the text and do the tasks.

A third strategy develops the ideas of integratiat were discussed in the pre-
ceding unit. An organization can put so much emighas close co-operation with
other parts of the supply chain that it has aefrabf forming alliances with suppli-
ers and customers. The purpose of this stratetyyget efficient supply chains, with
all members working together and sharing the benefilong-term co-operation.

Usual reasons for a strategy of forming partnesshplude better customer ser-
vice, increased flexibility, reduced costs, avomlamf investment in facilities, and
lack of expertise within the organization. In Eugopver a quarter of all logistics ex-
penditure uses specialized contract suppliers,liysnasome form of long-term part-
nership. The most common area for partnershipsaissport, where around three
guarters of companies use contract providers. Gihess for collaboration include
warehousing, import/export services, materialsagferand information processing.

We have described three general strategies basdeaonness, agility and al-
liances. There are several other general strategiesre organizations emphasize
other aspects of performance. Here we will mengidew of the more common.
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» Time-based strategiel the simplest view, time-based strategies aimafor
guaranteed faster delivery of products. Benefibsnfthese strategies include lower
costs (by having less stock in the supply chass Expediting, and so on), improved
cash flow (by not having to wait so long for paymeless risk (by reducing changes
to orders, obsolete stock, and so on) and simgderations (by eliminating delays
and unnecessary stores). The main assumption, thaughat faster delivery gives
better customer service. This is not necessatily, tand you can find many examples
of faster logistics reducing the quality. A deliyesompany might speed-up order
processing, but increase the number of mistakeairime might rush passengers and
make them feel uncomfortable; a shipping line migituce delays by stopping in
fewer ports.

One important strategy based on time is time cosgpoa. This is similar to the
lean strategy, but concentrates on wasted timeerstipply chain. Its aim is to elimi-
nate all the non-value-adding time. A. Beesley shgs'In typical UK manufacturing
supply chains at least 95% of the process timeasunted as non-value adding'.

There is clearly scope for reducing the time materspend in the supply chain
and getting the associated benefits. Carter dissussven ways of doing this:

1. simplification— making operations simpler

2. integration— improving information and material flows

3. standardizatior using standard procedures and materials

4. concurrent operations moving away from serial operations and towards pa
rallel working

5. variance controt ensuring high quality and avoiding waste

6. automation- to improve effectiveness and efficiency

7. resource planning to remove bottlenecks and ensure a smooth flowaté-
rials.

As you can see, most of these are general suggedto improvement rather
than specific features of time compression. You ldioof course, expect this. A
strategy that focuses on one aspect of performearweot ignore all the others; it still
has to achieve performance that is acceptable yigged by a range of different cri-
teria.

» Environmental protection strategie&.small, but increasing, number of or-
ganizations are developing strategies based areangdonmental protection. The
Body Shop, for example, designs products with @édtugredients and based on sus-
tainable development. It uses the same principlassilogistics, with reusable con-
tainers and recycling of materials. There are g@asons for other organizations to
adopt similar policies of environmental protection.

In 1993 a survey of UK companies suggested that meese aware of environ-
mental pressures — mainly from EU and governmegtlations — but they only
changed their practices when there were significast benefits. The major envi-
ronmental concerns were waste and packaging dis2s® of respondents), noise
and emission (23%), public perception of HGVs (158l use (12%) and road con-
gestion (11%). Only 19% of companies reported astmg environmental policy.
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Despite huge amounts of discussion in the areagthave been relatively few
changes since this survey.

Most organizations assume that 'going green' raiests. There may be some
benefits from customer approval, but in a compegtignvironment it is difficult to
justify the higher overheads. The reality, thoughthat many programmes for envi-
ronmental protection actually reduce costs. Bettsulation of warehouses, for ex-
ample, gives lower heating bills. In the same wagular maintenance of road ve-
hicles reduces both fuel consumption and emissemsloes minimizing the distance
travelled, avoiding congestion, travelling outsjgeak hours and avoiding built-up
areas. Packaging is another area with large patesdvings. You may be surprised
when a pack of chocolate biscuits has three layevgrapping — but this is only the
consumer wrapping, and you do not see the thredayf industrial packaging that
protects goods during transport. Careful design sbable containers can save
much of this packaging and considerably reducescost

» Increased productivity strategieShese strategies use available resources as
fully as possible. Facilities, such as warehousage high fixed costs and using them
at full capacity spreads these costs over more.uifollows that increasing the uti-
lization of resources reduces the delivered cogtroflucts. This is really a variation
of a lean strategy, but there are important diffees. Imagine a facility that is work-
ing at 60% of capacity. Obviously, there is spapacity that is raising unit costs.
The lean approach would look for ways of removing #0% spare capacity — and
then continue looking for further reductions ovierd. A high productivity strategy is
more likely to accept the present capacity, and staking for alternative uses for
the excess. An office or warehouse might rent pats, while a vehicle fleet might
carry materials for other organizations.

» Value-added strategie3he supply chain consists of a series of activities
each of which adds value to the final product. Thaeasonable strategy has an or-
ganization adding as much value as possible. Tdlisevis, of course, taken from the
customer's perspective. Organizations can alsovaliee by adding time and place
utility, or doing more work on the product. Imagiaeompany that delivers washing
machines to customers' houses. It adds value hyedel to the place and at the
time preferred by customers, or by doing more wsu&h as installing the machines,
testing them, giving instructions on their use, ogmg old machines, offering ser-
vice contracts, and so on.

» Diversification or specialization strategieBhese strategies look at the range
of services offered by logistics. Some organizaibave strategies of diversification,
offering the widest range of services and satigfy@s many customers as possible.
This is the approach of a department store whitth eeery product you can imagine.
Other organizations have a strategy of specialimragvery narrow range of services,
but being the best provider in their chosen arbayTarget a few customers and pro-
vide a service that cannot be found anywhere eldike—a bespoke tailor. Some
transport companies, for example, have a stratéghversification and move every
kind of load from letters through to oversize loa@thers have a strategy of speciali-
zation in, say, small packages, high security okea deliveries.
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» Growth strategiesMany aspects of logistics get economies of scaid, a
larger operations can give both lower costs antebservice. One common strategy,
then, is based on growth. There are several wagsloéving growth, perhaps taking
over competitors, expanding the geographical ay@red, diversifying into more
logistics activities, moving different types of raaals, or simply increasing market
share.

3. Answer the questions.

1. What is the purpose of making alliances? 2. \\drat the reasons for the
strategy of forming partnerships? 3. What amoulnlogistics expenditure uses spe-
cialized contract suppliers? 4. What industry is thost suitable for partnerships?
5. What other strategies except for leanness tyagitid alliances may contribute to a
company’s better performance? 6. What are the wéaysducing the time, material
sped and getting the associated benefits? 7. Whahdronmental protection strate-
gies help to achieve? 8. Does going green inewitigalds to rising costs? 9. What do
increased productivity strategies presuppose? &@. ldo value-added strategies
work? 11. Diversification and specialization stggés are connected with a range of
services offered by logistics, aren’t they? 12. W4ra the ways of achieving growth?

4. Expand on the following statements.

1. Developing the idea of integration leads to fognpartnerships. 2. Time-
based strategies aim at guaranteeing faster degloeproducts. 3. Environmental
protection strategies come to the fore in an omgm@n’s activities. 4. Using the
available resources is another important stratédgyalue-added strategies are
achieved through various activities. 6. Diversifica and specialization include a
range of logistics services. 7. There are severswof achieving a company’s
growth.

5. Work in pairs. Describe various additional strgies that organizations
choose for themselves.

Logisticsin practice
Tesco plc

Tesco is the largest supermarket chain in the Uy W00 stores taking 16% of the
food retail market. It also has stores in Asia aedtral Europe, giving total sales of
£25 billion a year in 1000 stores, with 250,000 Eywpes. Their strategy is based on
low cost, but also includes growth, high customenviee and increasing product
range.

The core purpose of Tesco is, 'Creating value @istamers, to earn their lifetime
loyalty'. This leads to a business strategy basedna four elements — strong UK
core business of food retailing, non-food salesailreservices such as personal
finance and international operations. The logisststegy supports this business
strategy, with a huge logistics network. This haslheed over time to meet changing
customer demands, 'Following the customer -as me&t® shopping habits change,
we change and respond by providing new productsandces'.
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You can see this effect in their stores. In the0K9host of Tesco's sales were in
fairly small supermarkets in town centres. Over et 20 years it closed many of
these smaller stores and focused on larger one® -L@0,000 square feet — in out-of-
town developments. More recently, Tesco has adaptekible approach, building a
range of shops to suit various needs. In 2001 dt & million square feet of sales
area in:

e 23 Extras at around 100,000 square feet

e 274 Superstores at around 40,000 square feet

e 96 Compact superstores at around 20,000 squdre fee
e 38 Metro stores at around 2000 square feet

e 45 Express stores at around 2000 square feet

e 216 other stores.

The range of products offered by these storeslsaschanged, with the Extras and
larger superstores offering a full range of nondfgoducts, and growing sales of
services from personal financial service to pharesaclhere are plans to open 100
more Express stores on Esso petrol station foréssoand extending opening hours
so that 300 stores are open 24 hours a day.

For the longer term, a significant change for Testmygistics is the growth of e-
commerce. This business grew from 13,500 customet999, to 370,000 in 2000,
and a million in 2001. With £300 million of annusdles and 70,000 deliveries a
week, Tesco has become the largest on-line grodeeiworld.

Text 5. Setting the Scene for a Strategy

1. Make sure you know the following words and wamnchbinations.

Mission, examine, suffer, set a target, floweryesteent, vague, clear, organiza-
tion's internal strengths, desired outcome, ratgrofth, external constraints, return
on investments, succeed, distinguish, distinctash flow, patent, in essence.

2. Read the text and do the tasks.

The important point about a logistics strategy hattit does not happen by
chance, but needs careful decisions. So we can'ldsy do organizations make
these decisions?' Why should a company base iistilcgystrategy on flexibility ra-
ther than cost? Why does one company choose taafipec while a similar one
chooses to diversify?

The starting point for designing a logistics stggtexamines the higher strate-
gies and sees how logistics can contribute to thEsen we can summarize the re-
sults in a logistics missioiThis gives a simple statement of the aims for suppé&in
management, like the following example.

Our mission in logistics is to contribute to corgi@r aims by moving the mate-
rials needed by production into the company, mowimgk in progress through the
company, and moving finished products out to custsme aim to give a flexible,
reliable and cost effective service that complegaiisfies our customers, both inter-
nal and external.

67



Logistics missions are useful for setting the scemel showing the overall di-
rection and priorities. They are much less comni@n tmission statements for the
whole organization, but they can suffer from thensaveaknesses. Organizations
tend to be ambitious and include aims of beingraeohkedged leaders', 'the best’,
'world class'’, and so on. Smith says that suchdigvetatements fail in three ways.
First, they are over-ambitious, setting targets the organizations cannot realistical-
ly achieve. Second, they are so vague that no andetl whether the mission is ac-
tually being achieved or not. Third, they miss thmoortunity of using a powerful
tool that can really help manage the logistics.

It is useful to start designing a strategy withogistics mission, but the next
steps are less clear. There is certainly no sibgkt strategy for any particular cir-
cumstance, and there is no standard procedure dsigrning a good strategy.
G. Gooderham says: No one 'right' way to develop iamplement strategy exists.
The key to successful planning is to get the bedigtween the chosen tools and
techniques, the organization's current culture lod#ipas and business environment
and the desired outcome.

This leads to the usual advice of finding the lxdance between the organiza-
tion's internal strengths and the external con#sat matching what the organization
Is good at to what customers want. So now we hianetfactors that managers must
consider when designing a logistics strategy -higber strategies, the business envi-
ronment and the organization's distinctive compegen

Higher strategieset the organization's goals and the context fdogilstics de-
cisions. The mission sets the overall aims, andctrporate and business strategies
show how these aims will be achieved. The logistitategy must support these
higher strategies. If, for example, the businesstesgy calls for high customer ser-
vice, the logistics strategy must show how logsstaall achieve this.

The business environmegbnsists of the factors that affect logistics, buéer
which it has no control. These include:

e customers- their expectations, attitudes, demographics

e market conditions- size, location, stability

e technology- current availability, likely developments, rata@rmovation

e economic climate gross domestic product, rate of growth, inflation

e legal restraints- trade restrictions, liability and employment laws

e competitors- number, ease of entry to the market, strengths

e shareholders- their target return on investments, objectivesfipneeded

e interest groups- their objectives, strengths, amount of support

e social conditions- customers' lifestyles, changing demands, sigmifitrends

e political conditions- stability, amount of governmental control, extdmrela-
tions.

All competing organizations work in a similar busss environment. Each can
only succeed if it has distinctive competencthat sets it apart from competitors.
This is defined by the factors that are under tgawization's control, and which it
uses to distinguish itself. A distinctive competerstems from an organization's as-
sets, which include:
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e customers- their demands, loyalty, relationships

e employees skills, expertise, loyalty

e finances- capital, debt, cash flow

e organization- structure, relationships, flexibility

e products— quality, reputation, innovations

e facilities— capacity, age, reliability

e technology- currently used, plans, special types

e processes structures, technology used, flexibility

e marketing— experience, reputation

e suppliers- service, flexibility, partnerships

e other assets knowledge, innovation, patents.

In essence, the business environment and distencompetence show where an
organization is now, and the higher strategies shbere it wants to be in the future.
The logistics strategy shows how to move from anié other.

3. Answer the questions.

1. Logistics strategy needs careful decisions, @od8 2. Are the higher strate-
gies summarized in a logistics mission? 3. Whatlagestics missions useful for?
4. What aims do organizations include in their misstatements? 5. What steps are
taken when designing an organization’s strategy¥tat are the three factors that
managers have to consider while designing a legisirategy? 7. What do the busi-
ness environment and distinctive competence show?

4. Expand on the following statements.

1. A logistics strategy does not happen by cha®ckogistics missions are use-
ful for setting the lines along which to build aistics strategy. 3. It is useful to start
designing a strategy with a logistics mission.t4s ladvisable to consider three fac-
tors when designing a logistics strategy.

5. Work in pairs. Describe the steps that haveaddaken into account while de-
signing a logistics strategy.

Text 6. Logistics Audit

1. Make sure you know the following words and wamnchbinations.
Audit, review, areas for improvement, relevant ing information, compe-
tence, innovation, weakness, threat, to bridgepa ga

2. Read the text and do the tasks that follow.

We can get a clear idea of current operations lnygda logistics auditThis de-
scribes the details of all current logistics atiteg.

The purpose of a logistics audstto collect relevant information about existing
practices and performance of logistics. It givesyatematic review of current
operations, describing the procedures, costs, nes®j utilization, perfor-
mance, products, and all other relevant details.
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There are two main parts to a logistics audit, msséy getting information
about the business environment and distinctive etemge. First, an external audit
looks at the environment in which logistics workig reviews the nature of custom-
ers, types of demand, accepted service levelstidosa competitors and their opera-
tions, benchmarks and comparisons, services alailalends in the industry, eco-
nomic conditions, geographical and political coaistts, and any other relevant ex-
ternal information. Second, an internal audit loakshe way things are done within
the organization and identifies areas for improvemi reviews the structure of the
supply chain, warehouse locations and size, statlifgs, methods of materials
handling, achieved service levels, lead times, spart arrangements, order
processing, damage, productivity, and any othewveglt internal information.

You can see that this approach is similar in pplecto a SWOT analysisyhich
lists an organization's:

¢ Strengths— what the organization does well, features it &hbuild on

¢+ Weaknesses problems the organization has, areas it shoybdaue
¢ Opportunities— openings that can help the organization
¢ Threats— hazards that can damage it.

Strengths and weaknesses concern the organizatidaimal operations and
show its distinctive competence. Opportunities Hmdats relate to external features,
concentrating on the business environment. A SWAlyais by Synergistic Logis-
tical Services listed their strengths as expertrsgvation and local contacts; weak-
nesses as small size, local operations and gagsperience; opportunities from the
increasing use of information technology, growingerest in logistics, and service-
based local economy; threats from larger compstitoigh overheads and a possible
take-over.

By this stage we have the aims of logistics sefroatlogistics mission. We also
have details of current performance from the a#. know where we want to go,
and where we are at the moment. The next stagadentify gaps between these two
and show how to bridge the gaps.

3. Answer the questions.

1. What does a logistics audit mean? 2. What isptirpose of logistics audit?
3. What are the two parts of logistics audit? 4. ai\dre the basic principles of this ap-
proach? 5. What is the essence of SWOT analysis?

4. Expand on the following statements.

1. Doing a logistics audit may help a better un@eding of current organiza-
tion’s operations. 2. Logistics gives a systemedigew of current operations. 3. The
information about the business environment andndiste competence is received
through logistics audit.

5. Work in pairs. Describe how logistics audit @mally organized.
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Text 7. Developing the Strategy

1. Make sure you know the following words and wamnchbinations.

Predictable, commodity, vary, fashion industrypktdood items, formal proce-
dure, give a solution, measure customer needs]igingystematic, analysis, achieve
a goal, look for improvements, guideline, moniterfprmance, ultimate success, be-
lief.

2. Read the text and do the tasks.

Usually, the single most important factor for aisbigs strategy is the type of
demand. A lean strategy, for example, works bestinwdemand is stable — or at least
predictable. It is most successful when there enedhanges to customers, products,
or logistics, and when price is an important fadtorcompetition. This is typical of
commodities or staple food items, where the lowest is the main determinant of
success. On the other hand, an agile strategy vmgisfor organizations offering a
wider range of products, where demand varies atebsspredictable. It is most suc-
cessful for organizations that do not really kno@mand until customers place or-
ders, with make-to-order operations or mass-cug@amin, such as the fashion in-
dustry.

It would be useful to have some formal proceduet tdonsiders factors such as
the type of demand, and then suggests the bestittggstrategy. Unfortunately, we
have already said that there is no single 'basttegty, and no method that always
gives a good solution. The best that we can deéssome guidelines. N.S. Novich,
for example, recommends four steps for designisggategy — understand and meas-
ure customer needs, find the weaknesses of cuogistics, benchmark, and simpli-
fy the whole logistic system. A more systematicrapph builds on the analyses we
have already mentioned, and has the following estgys:

1. Do a logistics audit. The external audit givesaaalysis of the business envi-
ronment in which logistics work. It shows the fastthat lead to success in this envi-
ronment, and the importance of each one.

2. The internal audit analyses higher strateg@s fa logistics viewpoint, giving
the context and overall aims for logistics, itsattgic focus and perhaps includes a
logistics mission.

3. Design the general features of supply chainsdha best deliver the desired
services. This includes the design of the netwdokation of facilities, capacity,
technology used, and so on.

4. Set specific goals to show what each logistat&vzity must achieve. The in-
ternal audit shows how well the current logistichiave these goals, and identifies
areas that need improving.

5. Design the best organizational structure, césmtaod systems to support the
logistics network.

6. Benchmark logistics, looking at the performantéading organizations, de-
fining measures to compare actual performance plahned, optimal and competi-
tors' performances.
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7. Implement the strategy, setting the conditi@rddwer levels of logistics de-
cisions.

8. Monitor actual performance, continually look fionprovements, keep the
strategies up to date, and give feedback.

These steps give a guideline for designing andemphting a logistics strategy.
The first two points focus on current circumstan@e=l are based on a logistics au-
dit. Steps 3 to 5 design the logistics strateggcdbing the general features of the
supply chain, goals and supporting structures. Ramee that the strategy only deals
with broad principles over the long term, and doesget involved with the tactical
and operational detail. Step 6 looks at operatiorthe best competitors and sees if
there are any lessons to learn. The last two stepsoncerned with implementation,
and adjustments to keep the strategy up to date.

We discuss some issues of implementation in the clexpter. Before we go
there, however, we should mention the presentadiothe logistics strategy. This
might seem a minor concern, but the way the styategresented can be an impor-
tant factor in its ultimate success.

A logistics strategy consists of a set of aims,cptures, structures, facilities,
beliefs, systems, and so on. These are typicadlggmted in a logistics planhis plan
might contain many parts, with the following listluding the most common.

e a broad summary, giving an overview of the logsstrategy and how this re-
lates to other parts of the organization;

e the aims of logistics within the organization, whmerformance levels are
needed and how these can be measured,

e a description of the way that logistics as a whaleachieve these aims, what
changes are involved and how these will be managed,;

e a description of how the separate functions ofslogs (procurement, trans-
port, inventory control, materials handling, andosg will contribute to the plan, the
changes involved and how operations can be intedjrat

e projections to show the resources needed by the strategy;
e projections of the costs and financial performance

e a description of the way that this strategy afdabe rest of the business, par-
ticularly in terms of performance achieved and gbation to customer value and
satisfaction.

3. Answer the questions.

1. W.o. the type of demand is usually the singlestnmportant factor for logis-
tics strategy? 2. What formal procedure is normatlppted when designing the best
logistics strategy? 3. What steps should be tak&naccount while designing a logis-
tics strategy? 4. Is the strategy presentatiomgoirtant factor for its ultimate suc-
cess? 5. What main points does a logistics pldnde€

4. Expand on the following statements.
1. The most important factor for a logistics stgatas the type of demand.
2. While designing a logistics strategy some forfaators should be included. 3. A
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more systematic approach to developing a logisicstegy should necessarily in-
clude eight most important items. 4. The presemtatif logistics strategy is impor-
tant for ultimate success.

5. Work in pairs. Describe the measures that arbe¢andertaken when design-
Ing a good logistics strategy.

Logisticsin practice
Bjorg's Pharmaceuticals

Bjorg's Pharmaceutical (BP) is a biotechnology canypthat develops and
markets specialized drugs for Alzheimer's diseliss.one of the smaller companies
competing against giant internationals, and it€ssg comes from concentrating on a
niche market.

Last year, BP was concerned that a major competigs introducing a treat-
ment that was similar to one of its own best-sgljmoducts. BP felt that the best way
to compete was to improve its customer servicedgnmg regional warehouses in its
major markets of Northern Europe. These warehowsedd guarantee same day de-
livery. To make sure that this was a sensible mtwe,company did a survey of 60
major customers. This survey confirmed that dejivane was by far the most im-
portant factor to them. The following table sumrpesi the results when customers
were asked to rate the importance of factors arake ©f 1 (not important) to 5 (very
important).

Factor Average response

Same day delivery 3.1
Next day delivery 4.9
Delivered when promised 2.7
Products delivered from stock 3.4
Cost of products 1.3
No errors in delivered products 2.8
No errors in paperwork 1.5
Ease of order entry 1.7
Ease of payment 1.4
Ease of access to customer relations 2.1
Knowledge of customer relations 2.5

Although same day delivery was fairly importantséemed that most customers
would be happy with next day delivery. From theveyr BP also found that its com-
petitors only guaranteed next day delivery for 60fwrders. Another interesting
finding was the perception that BP did not shafermation with customers, and did
not publish details of product lead times, produbtt might have shortages, likely
delays, and so on.

Based on this information, BP adopted new politeesneet the competition.
First, it cancelled the planned regional warehousasing over a million dollars a
year. Second, it adopted a policy of next day @gjivior 95% of orders, giving it the
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best logistics performance in the industry. Thitdimproved its communications,
publishing more material on its websites and eragiag customers to contact them.

Case study
Hessingen Herb Farm

Conrad and Elizabeth Kole moved into Hessingen FRar@®83. Over the past
few years their income from milk and traditionabjgs has dropped because of lower
market prices. They have supplemented this incaora bther sources, including the
conversion of old barns into holiday homes.

Eight years ago Elizabeth took over a small field atarted growing herbs. She
sold a small range of herbs to local people whotadifresh, organic produce for
cooking. Passing tourists would also buy an unusoavenir, and the herb business
began to grow. Five years ago Elizabeth starteaviggo more unusual herbs, ex-
panded her growing area into a second field andegpa visitors' centre. People now
came to look at the growing and preparation of fiedmd taste samples in various
foods. Three years ago Elizabeth introduced a aeggea of herb products. This was a
major expansion, converting some of the farm buoddiinto a 'herb kitchen' and
making products for cooking (sauces, dressings raadnades), perfumes (posies,
pot-pourri and sachets of dried herbs) and whatcslied 'healthy stuff' (herb mix-
tures traditionally said to have beneficial eff¢cihe farm is now widely advertised
as a tourist attraction. The website is particyladeful, as Elizabeth uses it to collect
orders. She currently delivers 100 parcels a weekdular locals (up to about 50 km
away) and posts 200 parcels to more distant custome

Herbs started as a small business to generateaddiincome for the farm, but
have now become its main activity. Elizabeth issid@aring another expansion. She
could expand the product range even further andenatithe processing to an indus-
trial estate 15 km away. Supporting this would nsalés around ten times the cur-
rent postal sales. Elizabeth plans to generate thgsntroducing a mail order cata-
logue and increasing use of the website.

Answer the questions.

1. How does Elizabeth currently organize her laggst 2. What do you think are
her aims and priorities? 3. What would be the éftécthe expansion on logistics?
4. What problems would Elizabeth face, and whaibogtdoes she have to overcome
them?

Project

Many organizations refer, either explicitly or ingilly, to logistics in their mis-
sion. Sometimes you can find statements aboutdleeof logistics in corporate strat-
egies, objectives, aims, publicity and related doents. Search through the docu-
ments published by different types of organizatiang see how they mention the
strategic role of logistics. You might, for exampleok for references made by cer-
tain types of manufacturer, airlines or banks. Wh#térences are there between dif-
ferent industries, and companies in the same ingst
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POINTS FOR DISCUSSION

1. To what extent is logistics a strategic functiddoes it really have a long-
term effect on an organization? Is it possibledddssential’ but not 'strategic'?

2. When customers judge products, they includeofadike availability, lead
time and after-sales service — and these are pégistics. Is it reasonable to say,
therefore, that logistics plays a role in the desija product?

3. What are the main options for a logistics stgte

4. What factors affect the choice of logistics t&gg? Take an organization that
you are familiar with, and say exactly how you wbakt about designing a logistics
strategy.

5. There is only one 'best' logistics strategyng eircumstances, and managers
should look for this. Do you think this is true?

6. In 1996 a survey of Canadian logistics compalmsésd the main benefits ex-
pected from outsourcing logistics as follows.

Factor % of companies
Reduce total cost 79
Focus on core competency 67
Improve financial performance 66
Improve customer service 53
Improve flexibility 53
Access to new technology or systems 41
Enhance competitiveness 41
Increase capacity 37
Provide alternative logistics channels 29
Increase market share 21
Broader market coverage 20

Are these benefits likely to be different in yowuatry, or to have changed over
the past few years?
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Clues to Worked Examples

Worked example 1
Solution

Taking costs over a year, the current position is:
Cost of stock = amount of stock x holding cost

=10 mIn x 0.25 x 0.2 £ 0.5 min a year
Total costs= operating costs + cost of stock

=7.5min+ 0.5 mIn £ 8 min a year
Profit= sales — total costs

=10 min — 8 min #£ 2 min a year
Total assets= total assets + stock

=20 mIn + (10 min x 0.25) £22.5 min

Return on assets = profit / total assets

=2min/22.5 min =0.089 or 8.9%
The new position with stock reduced to 20% of shkes
Cost of stocks =10 minx 0.2x 0.2 £9.4 min a year
Total costs =7.5mIn + 0.4 min £7.9 min a year
Profit =10 min = 7.9 min £ 2.1 min a year
Total assets £ 20 min + £ 10 min x 0.20) =£ 22 min
Returnon assets =2.1min/22 min =0.095 or 9.5%

Reducing stocks gives lower operating costs, higinefit and a significant in-
crease in ROA.

Worked example 2
Solution

Gross profit is 5% of sales, so if we take sale$Xfi0, operating costs amount
to $95. At present, 22% of this, or 95 x 0.22 =.$P0Qis due to logistics.

If the company reduces the cost of logistics by 1% ould save
20.90 x 0.1 = $2.09. Assuming that there are nmgés: to the selling price or other
costs, this is a direct contribution to profit. A% reduction in logistics costs raises
profit from $5 to $7.09, or an increase of 42%.

Without the reduction in logistics costs, the compavould have to increase
sales by 42% to get the same increase in profit.
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Worked example 3
Solution

The spreadsheet in Figure 2.3 shows this for tisewiieek when demand of 100
units moves through the supply chain. For eachymr can see:

mdemand — which equals the amount bought by thetreaf customers

mopening stock at the beginning of the week — wigighals its closing stock in
the previous week

mclosing stock at the end of the week — which mgsaédemand in the week

mnumber of units bought — which equals demand physchange in stock:
buys = demand met + (closing stock - opening stock)

In week 1 everything is going smoothly, with theiais100 units flowing down
the supply chain. Then in week 2 customer demamd gp to 105 units. The retailer
must buy 105 units to meet this demand, plus artiaddl 5 units to raise its closing
stock to 105. So it buys 110 units from the lochbiesaler. The local wholesaler has
to supply this 110 units, plus an additional 10tsito raise its closing stock to 110
units. So it buys 120 units from the regional wikaler. The regional wholesaler has
to supply this 120 units, plus another 20 unitsaise its closing stock to 120 units.
So it buys 140 units from the manufacturer.

In week 3 we get the reverse effect as customeraddmeturns to 100 units.
The retailer now reduces closing stock to 100 umitsit only has to buy 95 units
from the local wholesaler. The local wholesalemsss its closing stock by 15, so it
only has to buy 80 from the regional wholesalere Tégional wholesaler reduces its
closing stock by 40, so it only buys 40 from thenof@acturer. The manufacturer
would like to reduce its closing stock by 100 uniist its demand is only 40 units so
it stops production and meets all demand from stock

A variation in customer demand of five units in ameek has made manufactur-
ing vary by 180 units a week, with an effect couitigy for several more weeks.
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A List of Abbreviations

AOL — an American multinational mass media corgorabased in New York City

BAT — theBloomberg Aptitude Test — is an aptitude test owned, published, and
developed by Bloomberg Institute — an educatiomakidn of Bloomberg
LP. It is used by employers in the business waoleevvaluate employment
candidates. (Bloomberg L.P. is a privately hetdaficial software, data and
media company headquartered in New York City).

B2B — business-to-business — is commerce transactions between businesses,
such as between a manufacturer and a wholesaleefween a wholesaler and
a retailer.

B2C —business-to-consumer — is a transaction that occurs between a company
and a consumer, as opposed to a transaction betworepanies. The term
may also describe a company that provides goodsreices for consumers.

DEL —Dell Inc. — is an American privately owned multinationahygauter technol-
ogy company based in Round Rock, Texas, Unitede§tdhat develops,
sells, repairs and supports computers and relatstlipts and services. Bear-
ing the name of its founder, Michael Dell, the camyp is one of the largest
technological corporations in the world, employmgre than 103,300 people
worldwide

DHL — a division of the German logistics compdpgutsche Post DHL providing
international express mail services

DVD — (digital versatile disc ordigital video disc) is a digital optical disc stor-
age format, invented and developed by Philips, S®oghiba, and Panasonic
in 1995.

EDI — electronic data interchange
EFT — electronic fund transfer
EPOS - electronic point-of-sales data

EU — theEuropean Union — is a politico-economic union of 28 member stéted
are located in Europe.

FedEx —FedEx Corporation — is an American global courier delivery services
company headquartered in Memphis, Tennessee. The ‘fleedEX" is a syl-
labic abbreviation of the name of the company'ginal air division, Federal
Express, which was used from 1973 until 2000.

GDP —Gross Domestic Product — is defined by the Organization for Economic
Co-operation and Development as "an aggregate meeasproduction equal
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to the sum of the gross values added of all residestitutional units en-
gaged in production (plus any taxes, and minussaibgidies, on products not
included in the value of their outputs)

GKN — GKN plc - is a British multinational automotive and aewsp components
company headquartered in Redditch, Worcestershire.

HGV —heavy goods vehicle — a truck category

IBS — IBS Software Services is an Indian multinadiblT solutions provider to the
Travel Transportation and Logistics (TTL) industiyjhe company is head-
guartered at Technopark, Trivandrum India.

ISO 9002 — model for quality assurance in productinstallation and servicing

PC —personal computer — is a general-purpose computer whose size, dajgehi
and original sale price make it useful for indivadk; and is intended to be op-
erated directly by an end-user with no interveraagputer operator

ROA —return on assets — shows the percentage of how profitable a conlpasy

sets are in generating revenue.

UK — the United Kingdom of Great Britain and Nonthdreland, commonly known
as theUnited Kingdom or Britain, is a sovereign state in Europe.

UPS —United Parcel Service, Inc. — is the world’s largest package delivery com-
pany and a provider of supply chain managementisaki

US - the United States of America, commonly refétiee as thdJnited States or
America, is a federal republic consisting of 5Qestaand a federal district.
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