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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 word combinations. 
Logistics, manufacturer, supplier, customer, deliver, storage, dairy, shopping 

mall, intangible, warranty, insurance, input, chef. 
 

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

All organizations move materials. Manufacturers build factories that collect raw 
materials from suppliers and deliver finished goods to customers; retail shops have 
regular deliveries from wholesalers; a television news service collects reports from 
around the world and delivers them to viewers; most of us live in towns and cities 
and eat food brought in from the country; when you order a book or DVD from a 
website, a courier delivers it to your door. Every time you buy, rent, lease, hire or 
borrow anything at all, someone has to make sure that all the parts are brought to-
gether and delivered to your door. Logistics is the function that is responsible for this 
movement. It is responsible for the transport and storage of materials on their journey 
between suppliers and customers. 

On a national scale, logistics involves a huge amount of effort. The USA has a 
gross domestic product (GDP) of US$10 trillion, so its population of 280 million 
produces and consumes an average of US$36,000 of goods and services. The world's 
seven largest economies (USA, Japan, Germany, UK, France, Italy and Canada) have 
a combined GDP of US$20 trillion. All of this – whether it is oil produced in Canada, 
consumer electronics in Japan, cars in the UK or dairy products in France – relies on 
logistics to collect materials from suppliers and deliver them to customers. Millions 
of people are involved in this effort, and it costs billions of dollars a year to keep eve-
rything moving. 

Ordinarily we only notice a small part of logistics. We might see lorries driving 
down a motorway, visit a shopping mall, drive through a trading estate, or have a 
parcel delivered to our homes. These are the visible signs of a huge industry. In this 
booklet you will get a more detailed look at this complex function. We are going to 
discuss these issues and developments, and see how managers can get the best results 
from their logistics. 

Every organization delivers products to its customers. Traditionally we describe 
these products as either goods or services. Then manufacturers like Sony and Guin-
ness make tangible goods, while AOL and Vodafone provide intangible services. In 
reality, this view is rather misleading, and every product is really a complex package 
that contains both goods and services. Ford, for example, manufacture cars, but they 
also give services through warranties, after-sales service, repairs and finance pack-
ages. McDonald's provide a combination of goods (burgers, cutlery, packaging, and 
so on) and services (when they sell food and look after the restaurant). 

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

At the heart of an organization are the operations that create and deliver the 
products. These operations take a variety of inputs and convert them into desired out-
puts. The inputs include raw materials, components, people, equipment, information, 
money and other resources. Operations include manufacturing, serving, transporting, 
selling, training, and so on. The main outputs are goods and services. The ‘Golden 
Lion’ restaurant, for example, takes inputs of food, chefs, kitchen, waiters, and dining 
area; its operations include food preparation, cooking and serving; the main outputs 
are meals, service, customer satisfaction, and so on. 

The products created by an organization are passed to its customers, making the 
cycle. This shows customers’ generating demands, with operations using resources to 
make products that satisfy them. Logistics moves materials around this cycle. The 
operations are usually divided into a number of related parts, in the way that a hospit-
al has an emergency room, surgical ward, purchasing department, heart unit, operat-
ing theatre and so on. So, logistics also moves materials through the different parts of 
an organization, collecting from internal suppliers and delivering to internal custom-
ers. This leads to our basic definition: 

Logistics is the function responsible for the flow of materials from suppliers into 
an organization, through operations within the organization, and then out to customers. 

 

3. Scan the text to find the English equivalents to the following collocations. 
Доставлять продукты, материальные товары, сложный пакет, производить 

легковые автомобили, послепродажное обслуживание, бытовые приборы, пре-
вращать в желаемую продукцию, приготовление пищи, приемный покой, опе-
рационная, отечественные потребители, движение материалов. 

 

4. Answer the questions. 
1. What functions does logistics perform? 2. Logistics involves a great mount of 

effort, doesn’t it? 3. What countries represent the world’s largest economies? 4. What 
is their combined GDP? 5. What are the visible signs of logistics? 6. In what terms 
are products usually described? To your mind, is this view misleading? 7. What is the 
other division of products? 8. What kind of operations make the core of any organiza-
tion? 9. What do inputs include? Give examples. 10. What 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 something in a place while it is not 

being used, or the lace used for this 
 

2. customer b) an area just outside a city or town where there are small facto-
ries and businesses 

 

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

4. manager d) a company that provides a particular type of product 
 

5. shopping mall e) things that are produced in order to be used or sold 
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6. storage f) the growth or improvement in something, so that it becomes 
bigger or more advanced 

 

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

 

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

 

9. goods i) the sale of goods to customers for their own use, rather than to 
shops 

 

10. trading estate j) a large area where there are lots of shops, usually a covered area 
where cars cannot go 

 

11. development  k) the total value of goods and services 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 goods and services. 2. The idea of di-
viding all products into either goods or services is rather misleading. 3. Any organiza-
tion’s work is centred on creating and delivering products. 4. The products created by 
an organization are passed to its customers. 5. Logistics moves material through the 
different parts of an organization. 

 

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

 

● Before you speak, plan what you are going to say and select words and 
phrases you have studied so far in this text. 

● Speak for about a minute. 
● When you are listening to your partner’s talk, think of questions to ask at the 

end of it. 
 

Interesting to know 
 

Самые известные музеи логистики 
 

Музей логистики (Museum of Logistics), Токио, Япония. Музей открыт в 
1998 году. Он унаследовал коллекцию музея «Ниппон Экспресс»: более 12 000 
статей о транспортировке и 40 000 документальных изображений, отражающих 
историю фирмы «Ниппон Экспресс». История материально-технического снаб-
жения Японии отображена на втором этаже, а на третьем располагаются чи-
тальный зал и комната мультимедиа. 

Музей королевского логистического корпуса (The Royal Logistics Corps 
Museum), Суррей, Великобритания. Экспозиция музея рассказывает о матери-
ально-технической поддержке британской армии со времен Оливера Кромвеля 
до наших дней. Посетители музея узнают, как на протяжении последних 500 
лет солдат британской армии транспортировали, кормили, снабжали оружием и 
снаряжением и как солдаты поддерживали связь с друзьями и близкими. 
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Музей логистики вооруженных сил Канады (The Canadian Forces Logistics 
Museum), Монреаль, Канада. В музее представлены более 10 000 экспонатов, 
относящихся к истории Канадского королевского корпуса материального снаб-
жения и его приемника – Логистического подразделения вооруженных сил Ка-
нады. Экспозицию музея дополняет крупнейшая коллекция канадской военной 
техники и артиллерии канадской провинции Квебек. 

 
Text 2. Aims of logistics 
 

1. Make sure you know the following words and word combinations. 
Supply chain, semantics, convention, exactly, distribution, morale, merchandis-

ing, manager, efficiently, productivity, inbound, outbound, warehouse, consumables, 
tangible, intangible, circumstance, courteously, value, security, grease, shareholder, 
survive. 

 

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

Logistics is responsible for the flow of materials through a supply chain. This 
function is also called supply chain management. Some people argue that logistics is 
somewhat narrower and concentrates on the movement within a single organization, 
while supply chain management takes a broader view of movement through related 
organizations. This is, however, largely an argument over semantics rather than real 
differences in practice. In this booklet we will stick to the convention that the two 
terms refer to exactly the same function. This view is supported by the Institute of 
Logistics and Transport – the main professional body within the UK – who give the 
following definitions: 

 

Logistics is the time-related positioning of resources, or the strategic manage-
ment of the total supply-chain. 
The supply chain is a sequence of events intended to satisfy a customer. 
 

Some people also talk about logistics management, business logistics, distribu-
tion management, materials management, merchandising, or a series of other terms. 
Sometimes you have to be careful as these terms can refer to specific parts of the 
supply chain or slightly different activities. When someone talks about 'distribution 
management' you should be clear about whether they mean transport, physical distri-
bution, the whole of logistics, or some other function. 

With our broad view, logistics managers have two main aims. The first is to 
move materials into, through, and out of their own organization as efficiently as poss-
ible. The second aim is to contribute to an efficient flow through the whole supply 
chain. Traditionally, managers concentrate on the first of these, focusing on those 
parts of the supply chain that they directly control. Hopefully, if each organization 
looks after its own logistics properly, materials will move efficiently through the 
whole chain, thus achieving the second aim. To some extent this is true. It is not, 
however, inevitable and organizations really need a more positive approach to co-
operation. This will be discussed in a more detailed way in the next units. Here, 
though, we look at the more immediate aims of logistics within an individual organi-
zation. 
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We have said that managers’ aim for an efficient movement of materials – but 
what exactly do we mean by 'efficient'? There are several answers to this, including 
fast deliveries, low costs, little wastage, quick response, high productivity, low 
stocks, no damage, few mistakes, high staff morale, and so on. Although these are all 
worth-while goals, they are really indicators rather than real aims. To find the real 
aim of logistics, we must relate it to the wider objectives of an organization. 

Moving materials into the organization from suppliers is called inbound or in-
ward logistics; moving materials out to customers is outbound or outward logistics; 
moving materials within the organization is materials management. 

In these definitions we have talked about the movement of materials – but what 
exactly do we mean by materials? Sometimes this is obvious when, for example, a 
power station brings coal from a mine, a farmer moves potatoes to a wholesaler, or a 
computer manufacturer delivers PCs to a warehouse. At other times it is less clear 
when, for example, a television company delivers entertainment to its viewers, a tele-
phone company provides a communications service, or a research company creates 
new knowledge. Tangible goods clearly have to be moved, and you can easily see the 
role of logistics. Even organizations providing the most intangible services move 
some goods around – perhaps paperwork or consumables – so they still need logis-
tics. However, we can take a broader view and say that logistics also moves less tang-
ible things, such as information and messages. Then a television company uses logis-
tics to move around its production facilities, and also to transmit programmes to cus-
tomers. In different circumstances, logistics is responsible for moving raw materials, 
components, finished products, people, information, paperwork, messages, know-
ledge, consumables, energy, money and anything else needed by operations. To sim-
plify things, we describe all of these as materials. 

 

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

Ultimately, the success of every organization depends on customer satisfaction. 
If it does not satisfy customers, it is unlikely to survive in the long term, let alone 
make a profit, have high return on assets, add shareholder value, or achieve any other 
measure of success. So organizations must deliver products that satisfy customers. 
Unfortunately, customers judge products by a whole series of factors. When you buy 
a DVD, for example, you judge its contents, appearance, how easy it is to buy, how 
long you wait, how expensive it is, whether the right DVD was delivered, whether it 
was damaged, how courteously you were treated by sales staff, and so on. Some of 
these factors clearly depend on logistics – the availability of the DVD depends on 
stocks; the delivery time depends on transport; damage is prevented by good material 
handling; the price is affected by logistics costs. So we can phrase the overriding aim 
of logistics in terms of customer service. It has to organize the movement of materials 
in the best way to achieve high customer satisfaction. 

Any organization can give outstanding customer service if it is prepared to allo-
cate enough resources. The problem, of course, is that more resources come with 
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higher costs. There is a limit to the amount that customers will pay for a product and, 
therefore, on the service that can be given. Then a realistic aim for logistics balances 
the service given to customers with the cost of achieving it. 

 

The overall aim of logistics is to achieve high customer satisfaction. It must pro-
vide a high quality service with low – or acceptable – costs. 
 

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

People often summarize the aims of logistics as getting 'the right materials, to 
the right place, at the right time, from the right source, with the right quality, at the 
right price'. This is broadly correct, but it depends on how we define 'right'. In differ-
ent circumstances, logistics is judged by completely different measures of perfor-
mance. When you post letters, you sometimes want them delivered quickly, some-
times as cheaply as possible, sometimes with high security, sometimes at a specified 
time, and so on. Managers have to design logistics that are flexible enough to satisfy 
a variety of needs. There are two aspects of this. The first is concerned with planning, 
when managers take a strategic view and design the best possible supply chain for 
their circumstances. The second concern is about execution, when materials move 
through this chain as efficiently as possible. Harrington summarizes this double role 
by saying that, 'logistics is both the glue that holds the materials/product pipeline to-
gether and the grease that speeds product flow along it'. 

 

3. Answer the questions. 
1. What is the logistics function? 2. What does its narrower definition imply? 

3. What definitions of logistics and supply chain does the Institute of Logistics and 
Transport suggest? 4. What does ‘distribution management’ mean? 5. What two main 
aims do logistics managers have? 6. What are the immediate aims of logistics within 
an organization? 7. What does the success of every organization depend on? 8. Under 
what condition can an organization provide an outstanding customer service? 

 

4. Expand on the following statements from the text. 
1. Logistics is responsible for the flow of materials through a supply chain. 

2. One has to be careful what terms to use in relation to logistics. 3. Logistics manag-
ers have two main objectives. 4. Managers aim at more efficient movement of mate-
rials. 5. The success of any company depends on customer satisfaction. 6. Allocating 
enough resources is the key to any organization’s customer service. 

 

5. Work in pairs. Describe the aims of logistics. Give examples to support your 
point of view. 
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Interesting to know 
 

Слоны и логистика 
 

Слоны живут на земле уже 40 млн лет. В настоящее время Всемирный 
фонд природы прилагает много усилий для защиты и сохранения в Азии и Аф-
рике слонов, жизнь которых, без сомнения, находится под угрозой. Не везде 
слонам хватает пищи, так как в день им требуется 150-300 кг еды. 

Слоны помогали человеку осваивать труднопроходимые тропические за-
росли. Многокилометровые тропы, проложенные ими в джунглях, часто так 
широки, что по ним можно проехать на вездеходе. Эти тропы человек впослед-
ствии использовал для строительства дорог. Дело в том, что тропы слонов по-
вторяют ярко выраженные рельефы местности и проходят, насколько это воз-
можно, на определенной высоте над уровнем моря, т.е. слоны всегда выбирают 
самые рациональные и экономичные пути. Поэтому слонов можно назвать аса-
ми в области логистики. 

 
Text 3. Importance of Logistics 
 

1. Make sure you know the following words and word combinations. 
Essential, ultimately, point of origin, expensive, overheads, costs, disagreement, 

precise, expenditure, gravel, jewellery, rule of thumb, turnover, interpret, wholesale, 
account for. 

 

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

Logistics is essential for every organization. M. Christopher says that 'Logistics 
has always been a central and essential feature of all economic activity'. R.D. Shapiro 
and J.L. Heskett agree, saying that 'There are few aspects of human activity that do 
not ultimately depend on the flow of goods from point of origin to point of consump-
tion'. Without logistics no materials move, no operations can be done, no products are 
delivered, and no customers are served. 

Not only is logistics essential, but it is also expensive. Organizations may reduce 
their overheads as much as possible, but they are often left with surprisingly high lo-
gistics costs. Unfortunately, it is difficult to put a figure to these, and there is a good 
deal of uncertainty in the area. Normal accounting conventions do not separate ex-
penditure on logistics from other operating costs, and there is some disagreement 
about the activities to include. As a result, very few organizations can put a precise 
figure on their logistics expenditure, and many have almost no idea of the costs. 

The cost of logistics varies widely between different industries. Building mate-
rials, such as sand and gravel, have very high logistics costs compared with, say, je-
wellery, pharmaceuticals and cosmetics. However, one rule of thumb suggests that 
logistics costs are 15-20 per cent of turnover. The USA has a GDP of $10 trillion, so 
it might spend $1-2 trillion dollars a year on logistics, with half of this spent on trans-
port. You have to interpret such figures carefully as other studies give different 
views. The UK government, for example, says that 12 per cent of the GDP comes 
from wholesale and retail trades and 6 per cent comes from transport and storage. 
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These figures suggest that overall logistics costs are considerably higher – perhaps 
supporting an earlier estimate by A. Childerley that logistics accounted for 32.5 per 
cent of the UK GDP. 

Despite the differences in these figures, everyone agrees that logistics can be 
very expensive. Whether it is getting more expensive is open to debate. Some people say 
that fuel, land, safety, environmental protection and employee costs are all rising and 
making logistics more expensive. They argue that this is a long-term trend that will 
inevitably continue. An opposing view says that improvements in logistics are more 
than compensating for price rises, and the overall cost is falling. By improving me-
thods and replacing outdated practices, logistics costs continue to fall as a proportion 
of product value. The true picture depends on circumstances within each organization. 

Despite its obvious importance, logistics has not always received its fair share of 
attention. Historically, organizations put all their effort into making products and 
gave little thought to the associated movement of materials. Managers recognized 
that transport and storage were needed, but they were viewed as technical issues that 
were not worth much attention – they were simply the unavoidable costs of doing 
business. Some early work in the 1920s began to look more carefully at the transport 
of finished goods. In 1962, though, P. Drucker could still describe logistics as 'the 
economy's dark continent' and say that this formed 'the most sadly neglected, most 
promising area of ... business'. Since then there have been considerable changes. 

Perhaps the main reason for change was the recognition that logistics was ex-
pensive. By the 1970s and 80s surveys were suggesting that the movement and sto-
rage of materials typically accounted for 15-20 per cent of revenue. It is difficult to 
get accurate figures for this, and in 1994 G.V. Hill could still say that 'many distribu-
tors are unaware of the costs of the distribution service they provide'. However, logis-
tics had been identified as a high cost function and one where organizations can make 
significant savings. 

 

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

Cущественная черта, человеческая деятельность, в конечном итоге, потреб-
ление, обслуживать клиентов, снижать накладные расходы, логистические из-
держки, отделять, бухгалтерские условности, рабочие издержки, не иметь пред-
ставления, варьировать, тратить, розничная торговля, хранение на складе, смета. 

 

4. Answer the questions. 
1. How do A. Christopher, R.D. Shapiro and J.L. Heskett define the importance 

of logistics? 2. Logistics isn’t of great importance only, is it? 3. Does the reduction in 
overheads always lead to reducing costs? 4. Can all organizations give the exact fig-
ure of their expenditure? 5. In what industries are logistics costs high? 6. What is 
mean percentage of logistics costs? 7. What amount of money is spent on logistics in 
the USA and UK? 

 

5. Expand on the following statements from the text. 
1. Logistics is essential for any organization. 2. Logistics is not only essential 

but expensive, too. 3. The cost of logistics varies significantly between different in-
dustries. 4. Logistics costs make 15–20 % of turnover. 



 

12 

6. Discuss the importance of logistics in pairs. Follow the usual procedure of 
preparing your utterance. 

 

Interesting to know 
 

Самый длинный рейс 
 

Долгие годы это звание удерживал рейс Сингапур – Нью-Йорк, запущен-
ный 29 июня 2004 года. Беспересадочный полет длился целую вечность – 19 
часов, за это время самолет преодолевал расстояние в 15 345 километров! Спе-
циально для этого рейса «Сингапурские авиалинии» закупили четыре гигант-
ских суперлайнера Airbus А340, оборудовав их исключительно под бизнес-
класс. Первоначально компания смогла заработать на рейсах неплохие деньги и 
получила известность как оператора «самого длинного перелета в мире». Но 
вскоре авиационное топливо подорожало почти на 30%, что сделало обслужи-
вание А340 весьма накладным. При этом спрос на билеты премиум-класса из 
Азии в Америку напротив значительно упал. В январе 2013 года «Сингапурские 
авиалинии» объявили о прекращении перевозок по данному маршруту. 

В настоящее время самым длинным, а по совместительству и долгим мар-
шрутом в мире является рейс Сингапур – Лос-Анджелес. 14 114 километров и 
18 часов полета – испытание не для слабонервных! 

 
Text 4. Organizing Logistics 
 

1. Make sure you know the following words and word combinations. 
Forklift trucks pallet, amount, procurement, destination, keep smth safe, truck, 

perform, arrangement, medium sized, employ, transport fleet, marketing, purchase, 
stock control, spread, contract, third-party, current trend, human resources, variation, 
common, overall function. 

 

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

It is probably easiest to imagine the activities that make up logistics in a manu-
facturer, with forklift trucks unloading pallets from lorries and moving them around 
warehouses. But the same principles apply in any other organization. When a rock 
band goes on tour they carry huge amounts of equipment. Procurement buys every-
thing that is needed on the tour, transport packs it and moves it to the next destina-
tion, receiving makes sure that everything arrives safely, warehousing keeps things 
safe until they are needed, materials handling moves things between trucks and the 
stage, location decides where to perform. The same types of decision are made with 
even the most intangible service. Insurance companies, for example, decide what 
kind of branch network to have, where to locate offices, who to buy telephone and 
other services from, how to deliver information to customers, and so on. 

You can see logistics in every organization, and it obviously comes in a huge 
number of different forms. The activities can be arranged in many ways within an or-
ganization, and there is certainly no single 'best' arrangement. A small organization 
might have one person looking after everything. A medium sized organization might 
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have one department with different sections for purchasing, transport, stock control, 
distribution, and so on. A large organization might have a logistics division employ-
ing thousands of people and running huge transport fleets. Sometimes all the activi-
ties are organized in a single department reporting to a logistics director; sometimes 
they are part of a larger department such as marketing or production; sometimes they 
are spread out in small pockets throughout the organization; sometimes they are con-
tracted out to third-party suppliers. 

The current trend is towards an organization where logistics is a single inte-
grated function, with a logistics director – or equivalent – at its head. This follows a 
traditional functional structure, with the logistics director working with directors in 
production, finance, sales, human resources, and so on. There are many variations on 
this, with a common one found in companies organized around products or projects. 
Then some logistics might exist in each division, with a matrix structure allowing co-
ordination of the overall function. 

 

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

Cоставлять, автопогрузчик, применять, удивительно, поддон, отправляться 
в турне, большое количество, размещать офис, доставлять информацию, испол-
нять, нематериальный, страховая компания, многими способами, большой 
транспортный парк, предоставлять отчет. 

 

4. Answer the questions. 
1. Do organizations follow the same principles of organizing logistics activities? 

2. Do the same principles apply to services as well? 3. Logistics comes in a huge 
number of different forms, doesn’t it? 4. Is there any single ‘best’ logistics arrange-
ment? 5. What is the current trend of organizing logistics activities? 

 

5. Expand on the following statements from the text. 
1. The activities that make up an organization’s logistics apply in any other or-

ganization. 2. Logistics comes in a huge number of different forms. 3. In current con-
ditions logistics is a single integrated function. 

 

6. Work in pairs. Describe the importance of an organization’s logistics activities. 
 
Interesting to know 
 

Панамский канал 
 

Строительство Панамского канала стало одной из важнейших вех в море-
плавании. Введенный в эксплуатацию в 1920 году (первое судно прошло по не-
му в 1914, но из-за схода оползня осенью того года, официальное движение бы-
ло открыто лишь шестью годами позже), канал в несколько раз сократил путь 
между портами Тихого и Атлантического океанов. Прежде, чтобы попасть из 
одного океана в другой, судам нужно было огибать Южную Америку аж вокруг 
мыса Горн. Сегодня Панамский канал – один из главных мировых морских пу-
тей, через который ежегодно проходит около 18 тысяч судов (нынешняя пропу-
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скная способность канала – 48 судов в сутки), что составляет значительную 
часть мирового грузооборота. 

 
Text 5. Effects on Financial Performance 
 

1. Make sure you know the following words and word combinations. 
Have an impact on, financial performance, return on assets, earn, profit, meas-

ure, property, improve, amount of stock, fixed assets, lower (v.), borrow, resources, 
attractive, available, facilities, premium prices, increase profits, consequently, lead 
times, 

 

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

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

The return on assets is defined as the pre-tax profit earned by an organization 
divided by the value of the assets employed. It can be computed as 
 

 
 

This gives a measure of how well available resources are used and, in general, 
the higher the value, the better the organization's performance. Assets are usually de-
scribed as current (cash, accounts receivable, stocks, and so on) or fixed (property, 
plant, equipment, and so on). Improving the flow of materials reduces the amount of 
stock. This clearly lowers current assets, but we can argue that it also reduces fixed 
assets and increases profit. 

 

◊ Current assets. More efficient logistics reduces the current assets through low-
er stock levels. Reducing the investment in stock can also free up cash for other more 
productive purposes and reduce the need for borrowing. 

 

◊ Fixed assets. Fixed assets include property, plant and equipment. Logistics is a 
heavy user of these resources, and the warehouses, transport fleets, materials han-
dling equipment and other facilities needed to move materials through the supply 
chain form a major part of fixed assets. 

 

◊ Sales. By making a more attractive product, or making it more readily availa-
ble, logistics can increase sales and give higher market share. 

 

◊ Profit margin. More efficient logistics gives lower operating costs, and this in 
turn leads to higher profit margins. 

 

◊ Price. Logistics can improve the perceived value of products – perhaps mak-
ing them more easily available, giving faster delivery or shortening lead times. More 
attractive products can get premium prices. 

 

As you can see, the first two points give lower assets, while the last three in-
crease profits. All of these effects raise ROA, and consequently affect other measures 
of performance, such as share price, return on investment, borrowing, and so on. 
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3. Match the words with their definitions. 
1) impact a) the way smb deals with or treats a situation, a person, an animal, etc. 
2) resources b) smth that you can get, buy or find 
3) available c) taking and using smth that belongs to smb else, and returning it to 

them at a later time 
4) performance d) a supply of goods that is available for sale in a shop/store 
5) facilities e) a thing or things that are owned by smb 
6) stock  f) the money that you make in business or by selling things, espe-

cially after paying the costs involved 
7) handling g) a supply of smth that a country, an organization, or a person has 

and can use, especially to increase their wealth 
8) borrowing h) the powerful effect that smth has on smb/smth 
9) profit i) to become or to make smth greater in amount, number, value, etc. 
10) increase j) the part that is not included into the main part of a group or situation 
11) property  k) buildings, services, equipment, etc. that are provided for a partic-

ular purpose 
12) margin l) how well or badly smth works 

 

4. Answer the questions. 
1. Logistics affects an organization’s overall financial performance, doesn’t it. 

2. How is ‘return on assets’ defined? 3. What does this index show? 3. What kind of 
assets do you know? Give examples. 4. What do current and fixed assets lead to? 
5. How do all these five points affect ROA? 

 

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

 
Interesting to know 

 

Интересные логистические факты 
 

Для логистики, транспорт – это движение товара средствами и конечно же 
людьми из точки А к точке В по воздуху, морю, железной дороге, трассе. Без 
этого процесса наш современный ритм жизни не был бы таковым. И чтобы все 
было доставлено в неиспорченном первоначальном виде, работники этой сферы 
серьезно заботятся о Ваших грузах. Так, например, в Японии все мелкие грузы 
перевозят в емкостях наполненных нежнейшей рисовой шелухой. Сложно 
представить добычу этого сырья. Но это не самая большая забота, проявленная 
по отношению к товарам. В США сделаны 600 специальных железнодорожных 
грузовых путей протяженностью более 173 000 миль (Мексика, США и Кана-
да). По этим рельсам отправляют 70% произведенных Северной Америкой ав-
томобилей. Общий объем дохода равен $42 млрд. в год. А первое место среди 
продуктов питания занимает замороженный картофель, его 95% от общего объ-
ема перевозок. А если смотреть на всю логистику в мире, и собрать цепочку 
всех перевозимых колбас, то длина превысит 400 000 км. Это расстояние от 
Земли до Луны и немного обратно. 
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Text 6. Pressures to Improve Logistics 
 

1. Make sure you know the following words and word combinations. 
Savings, encourage, pressure, knowledgeable, quality, fierce, competition, re-

main competitive, opportunity, customization, growth, encourage, improvement, of-
fer, pollution, congestion on roads, concern, environmental, privatization, deregula-
tion, fluctuate, exchange rate, respond. 

 

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

As well as potential savings, many other factors are encouraging organizations 
to improve the management of their supply chains. The following list suggests some 
of these pressures: 

◊ Customers are more knowledgeable, and demand higher quality, lower costs 
and better service. 

◊ Competition is getting fiercer, and organizations must look at every opportuni-
ty to remain competitive. 

◊ There is changing power in the supply chain. Very large retail chains, such as 
Wal-Mart, Tesco, Toys-R-Us and McDonald's, demand customized logistics from 
their suppliers. 

◊ Other changes in retail markets include the growth of 24-hour opening, home 
deliveries, out-of-town malls, retail parks, telephone and on-line shopping. 

◊ International trade continues to grow. This is encouraged by free trade areas 
such as the European Union and North American Free Trade Area. 

◊ Organizations are introducing new types of operation, such as just-in-time, 
lean operations, time compression, flexible manufacturing, mass customization, vir-
tual operations, and so on. 

◊ Some organizations are turning from a product focus (where they concentrate 
on the end products) to a process focus (where they concentrate on the way products 
are made). This encourages improvement to operations, including logistics. 

◊ There have been considerable improvements in communication. These allow 
electronic data interchange (EDI), item coding, electronic fund transfer (EFT),  
e-commerce, shared knowledge systems, and other new practices. 

◊ Organizations are outsourcing peripheral activities and concentrating on their 
core operations. Logistics is a useful area for third-party operators, with specialized 
companies offering a range of services. 

◊ Organizations are increasing co-operation through alliances, partnerships, and 
other arrangements. This integration is important for logistics, which is usually the 
main link between organizations in a supply chain. 

◊ Managers are recognizing the strategic importance of the supply chain. 
◊ Attitudes towards transport are changing, because of increased congestion on 

roads, concerns about air quality and pollution, broader environmental issues, gov-
ernment policies for the real cost of road transport, privatization of rail services, de-
regulation of transport, and a host of other changes. 
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This is, of course, only a partial list and there are many other pressures for 
change, including uncertain market conditions, political change, deregulation of busi-
ness, rising costs, shortage of skilled staff, fluctuating exchange rates, and so on. In 
the next section, we will see how logistics is responding to these pressures. 

 

3. Answer the questions. 
1. Are there are any factors that encourage improvement in supply chain? 

2. What do customers demand? 3. What encourages internal trade? 4. What other 
changes in retail markets occur? 5. What improvements in communication do we 
witness now? 6. What are the attitudes to import determined by? 7. How do compa-
nies increase their cooperation? 8. What other pressures can you add to the list which 
may help improve logistics? 

 

4. Work in pairs. Speak on the pressures that may help improve an organiza-
tion’s logistics. 

 

Interesting to know 
 

Берегитесь паллет – это очень опасно для здоровья! 
 

Готовясь к переезду в новый офис, Группа компаний Apply Logistic Group 
решила воплотить несколько интерьерных идей с помощью паллет. Такие ре-
комендации были получены от испанских дизайнеров, которые принимали уча-
стие в разработке интерьера нового офиса. Ведь Apply Logistic Group – что ни 
на есть занимается логистикой! Однако, немного подумав, сотрудники Apply 
Logistic Group приняли решение отказаться от данной затеи. Дело в том, что 
паллеты – это очень опасная вещь для здоровья человека. Мы знаем, что идея 
паллет в интерьере – это актуальный дизайнерский тренд последних несколь-
ких лет, но он неизбежно привел бы к тому, что многие люди находились бы в 
постоянном контакте с активными канцерогенами, токсичными пестицидами и 
вредоносными бактериями. 
 

POINTS FOR DISCUSSION 
 

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

2. How important is logistics to the national economy? What proportion of em-
ployment and gross domestic product is due to logistics? How has this proportion 
changed over time? 
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Unit 2. THE SUPPLY CHAINUnit 2. THE SUPPLY CHAINUnit 2. THE SUPPLY CHAINUnit 2. THE SUPPLY CHAIN 
 

Text 1. Notion of Supply Chain 
 
1. Make sure you know the following words and word combinations. 
Focus, work in isolation, act as smb/smth, deliver, deliver, manufacturer, sell, a 

series of organizations, dairy, distributor, journey, extract crude oil, refinery, emphas-
ize, refer to, satisfy, unique supply chain, chocolate, 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 materials through a single organi-
zation. In reality, organizations do not work in isolation, but each one acts as a cus-
tomer when it buys materials from its own suppliers, and then it acts as a supplier 
when it delivers materials to its own customers. A wholesaler, for example, acts as a 
customer when buying goods from manufacturers, and then as a supplier when selling 
goods to retail shops. A component maker buys raw materials from its suppliers, de-
livers these into components, and passes the results to other manufacturers. Most 
products move through a series of organizations as they travel between original sup-
pliers and final customers. Milk moves through a farm, tanker collection, dairy, bot-
tling plant, distributor, and supermarket before we buy it. A toothbrush starts its jour-
ney with a company extracting crude oil, and then it passes through pipelines, refine-
ries, chemical works, plastics companies, manufacturers, importers, wholesalers and 
retailers before finishing in your bathroom. A sheet of paper moves through several 
organizations before it reaches our desk. 

People use different names for these chains of activities and organizations. 
When they emphasize the operations, they refer to the process; when they emphasize 
marketing, they call it a logistics channel; when they look at the value added, they 
call it a value chain, when they see how customer demands are satisfied, they call it a 
demand chain. Here we are emphasizing the movement of materials and will use the 
most general term of supply chain. 

 

A supply chain consists of the series of activities and organizations that mate-
rials move through on their journey from initial suppliers to final customers. 

 

Every product has its own unique supply chain, and these can be both long and 
complicated. The supply chain for Cadbury starts with cocoa beans growing on farms 
and ends with the delivery of bars of chocolate to hungry customers. The supply 
chain for Levi jeans starts with cotton growing in a field and ends when you buy the 
jeans in a shop. The supply chain describes the total journey of materials as they 
move 'from dirt to dirt'. Along this journey, materials may move through raw mate-
rials suppliers, manufacturers, finishing operations, logistics centres, warehouses, 
third party operators, transport companies, wholesalers, retailers, and a whole range 
of other operations. Sometimes, the supply chain goes beyond 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 as suppliers simultaneously? 

2. What way do products have to travel from suppliers to customers? 3. What way 
does milk travel before we buy it? A toothbrush? 4. What names are used to describe 
these activities when we emphasize different aspects of organizations’ activities? 
5. What term is used in relation to the movement of materials? 6. Do products have 
similar supply chains? Give examples. 7. What stages do materials pass as they move 
‘from dirt to dirt’? 8. Does the supply chain always finish with the final customer? 
9. Supply chains can be both long and complicated, can’t they? 

 

4. Expand on the following statements from the text. 
1. Organizations do not work in isolation. 2. Most products move through a 

number of organizations on their way to final consumers. 3. Different names are used 
to describe this movement of materials and an organization’s activities. 4. The supply 
chain may go beyond the final customer. 

 

5. Work in pairs. Describe the notion of a supply chain. 
 
Text 2. Structure of Supply Chain 
 
1. Make sure you know the following words and word combinations. 
Single, inwards, upstream, downstream, tiers of suppliers, original source, fairly 

easy, general approach, hub, local feeder services, cheque, blood transfusion, whole-
saler, complicated, grow cotton, provide, garage, individual customers, separate 
strand, alternative route, mergers and divisions, countless, information transfer, com-
plex pattern. 

 

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

The simplest view of a supply chain has a single product moving through a se-
ries of organizations, each of which somehow adds value to the product. Taking one 
organization's point of view, activities in front of it – moving materials inwards – are 
called upstream; those after the organization – moving materials outwards – are 
called downstream. 

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

In practice, most organizations get materials from many different suppliers, and 
sell products to many different customers. Then the supply chain converges as raw 
materials move in through the tiers of suppliers, and diverges as products move out 
through tiers of customers. A manufacturer might see sub-assembly providers as first 
tier suppliers, component makers as second tier suppliers, materials suppliers as third 
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tier suppliers, and so on. It might see wholesalers as first tier customers, retailers as 
second tier customers, and end users as third tier customer. 

It is fairly easy to imagine the shape of a manufacturer's supply chain, but most 
other organizations use the same general approach. Airlines, for example, move pas-
sengers from pick-up points, through local feeder services to major 'hub' airports, on 
to another hub, and then back out through local services to their destinations; banks 
collect all cheques in central clearing houses before sending them back to branches 
and customers; blood transfusion services have regional centres that act as wholesa-
lers for plasma. 

Each product has its own supply chain, and there is a huge number of different 
configurations. Some are very short and simple – such as a cook buying potatoes di-
rectly from a farmer. Others are surprisingly long and complicated. An everyday 
product like a shirt has a long journey from the farm growing cotton through to the 
final customer. It also has several chains merging as buttons, polyester, dyes and oth-
er materials join the main process. In the same way, when you buy a computer, many 
strands of the supply chain merge as Intel provide the processor, Matshita the DVD 
drive, Agfa the scanner, Hewlett-Packard the printer, Microsoft the operating system, 
and so on. 

Supply chains diverge to meet demand from different types of customer. Manu-
facturers of car components, for example, sell some products to car assembly plants, 
some to wholesalers for garages doing repairs, some to retail shops for individual 
customers, and some directly to customers through websites. Then the supply chain 
divides into separate strands with the same product following alternative routes. 

As you can see, our picture of supply chains is getting more complicated, with 
various mergers and divisions along their length. The reality is even more complex, 
as each organization works with many – often thousands – of different products, each 
of which has its own supply chain. The French company Carrefour is Europe's largest 
retailer, and this comes at the end of tens of thousands of supply chains; Corus makes 
steel that is used in countless final products, DEL makes computers that are used for 
huge amounts of information transfer. 

Some people argue that the term 'supply chain' gives too simple a view, and they 
prefer to talk about a supply network or supply web. However, we will stick to the 
usual name, and recognize that it refers to a complex pattern of movements. You can 
get some idea of the size and complexity of these from the ‘Logistics in Practice’ sec-
tion on the example of Wal-Mart. 

 

3. Answer the questions. 
1. What is the simplest ay to imagine a supply chain? 2. What is added to a 

product as it moves from organization to organization? 3. What terns are used to de-
scribe the movement of materials with reference to an organization’s positioning? 
4. Into what are the upstream activities divided? What about the downstream activi-
ties? 5. How does the supply chain behave when we talk of many different suppliers 
and customers? 6. There is a great number of different supply chain configurations, 
isn’t there? 7. What is the reason for dividing supply chains? 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 of organizations can give the 

simplest idea of a supply chain. 2. The upstream activities are divided into tiers of 
suppliers. 3. Customers are also divided into tiers. 4. Most organizations cooperate 
with many suppliers, and sell to many customers. 5. It’s fairly easy to imagine the 
shape of a manufacturer’s supply chain. 6. Each product has its own supply chain. 
7. Supply chains diverge to meet customers’ demands. 8. Supply chains is quite a 
complicated phenomenon. 

 

5. Work in pairs. Describe the structure of a supply chain. 
 

Logistics in practice 
 

Wal-Mart 
 

In 1962 Sam Walton opened a discount store in Rogers, Arizona. He attracted 
customers with a combination of low prices, a wide range of goods and friendly ser-
vice. Sam called his store Wal-Mart, and was so successful that he quickly opened 
more branches. In 1983 he opened a SAM'S Club warehouse for members, and in 
1988 the first 'Supercenter' selling groceries. By 1991 Wal-Mart had become the 
leading retailer in the USA, and started its international expansion. It moved into 
Mexico, Puerto Rico and Canada, and then into South America, Asia and Europe. 
Most of its later expansion came through buying local companies, such as ASDA in 
the UK. 

Wal-Mart always kept the same emphasis on low prices, a wide range of prod-
ucts and friendly service. The scene is set at the front door of each store, where a staff 

member greets customers and tells them about special offers and promotions. By 
2000 Wal-Mart was the world's largest retailer with 4000 stores, serving 100 million 
customers a week, employing 1.2 million staff – or '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 Wal-Mart. On mainland USA they 
have 85,000 suppliers sending $1.5 billion dollars' worth of materials a week to 62 
main distribution centres, and on to 1800 Wal-mart stores, 800 Supercenters, 460 
SAM's clubs and 13 Neighbourhood Markets. A large part of Wal-Mart's operating 
expenses depend on the efficiency of their logistics. When margins are tight, a small 
change in logistics performance and costs has a considerable effect on profit. This is 
why Wal-Mart use the 'industry's most efficient and sophisticated distribution sys-
tem'. Their success can be judged by continuing expansion, with annual sales up 20 
per cent in the first quarter of 2000, and like-for-like sales up 5 per cent. 

 
Text 3. Benefits of Supply Chains 
 
1. Make sure you know the following words and word combinations. 
Wonder, avoid, though, author, suppose, deliver, be plentiful, divert, processing 

plant, coffee beans, fuel supplies, allow for mismatches, throughout, sugar cane, beet, 
harvest, delivery routes, wholesaler, intermediary, regardless (of), facilities, get econ-
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omies of scale, stocks of finished goods, place an order, have short lead times, devel-
op expertise. 

 

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

Supply chains are so complicated that you might wonder if there is some way of 
avoiding them. Sometimes this is possible, when we move products directly from ini-
tial producers to final customers – when, for example, farm shops sell vegetables di-
rectly to consumers, or authors publish their works on the Internet. In general, 
though, there are very good reasons for having a longer supply chain. Suppose the 
population of a town decides to buy vegetables from a farm shop. This would have a 
minimal supply chain, but the whole population would travel separately to the farm. 
It would make more sense to have a transport company collect the vegetables and de-
liver them to a central location in the town – like a supermarket. If the transport com-
pany delivers to one town, it can easily deliver to other nearby towns, perhaps stop-
ping at a depot to organize local deliveries. As there is a depot, vegetables can be put 
into storage while the supply is plentiful, and removed when there are shortages. If 
the vegetables need cleaning or preparation, the transport company can divert to a 
processing plant. Continuing in this way, you can see why a long supply chain devel-
ops, and what benefits it brings. 

Supply chains exist to overcome the gaps created when suppliers are some dis-
tance away from customers. They allow for operations that are best done – or can on-
ly be done – at locations that are distant from customers or sources of materials. For 
example, coffee beans grow in South America, but the main customers are in Europe 
and North America. The best locations for power stations are away from both their 
main customers in cities and their fuel supplies. 

As well as moving materials between geographically separate operations, supply 
chains allow for mismatches between supply and demand. The demand for sugar is 
more or less constant throughout the year, but the supply varies with the harvesting of 
sugar cane and beet. When there is excess supply, stocks are built-up in the supply 
chain, and these are used after the harvests finish. Supply chains can also make 
movements a lot simpler. Imagine four factories directly supplying products to eight 
customers. Logistics has to organize 32 different delivery routes but, if the factories 
use a central wholesaler, the number of routes is cut to 12. 

The following list suggests some other benefits of well-designed supply chains 
(where we use the terms 'wholesaler' and 'retailer' as a convenient label for interme-
diaries): 

► Producers locate operations in the best locations, regardless of the locations 
of their customers. 

► By operations in large facilities, producers can get economies of scale. Pro-
ducers do not keep large stocks of finished goods, as these are held further down the 
supply chain nearer to customers. 

► Wholesalers place large orders, and producers pass on lower unit costs in 
price discounts. 
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► Wholesalers keep stocks from many suppliers, giving retailers a choice of 
goods. 

► Wholesalers are near to retailers and have short lead times. 
► Retailers carry less stock as wholesalers provide reliable deliveries. 
► Retailers can have small operations, giving a responsive service near to cus-

tomers. 
► Transport is simpler, with fewer, larger deliveries reducing costs. 
► Organizations can develop expertise in specific types of operation. 
 

3. Answer the questions. 
1. Is it possible to refuse supply chains? 2. Can you give reasons on favour of 

having a supply chain? Give examples. 3. Why do supply chains exist? 4. Do supply 
chains allow for mismatches between supply and demand? 5. 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 chains. 2. There are good reasons for 

having supply chains. 3. Supply chains help to overcome the distance between sup-
pliers and customers. 4. Supply chains allow for mismatches between supply and de-
mand. 5. A well-designed supply chain brings more benefits to an organization. 

 

5. Work in pairs. Describe the benefits of supply chains. 
 
Worked  
Example 1 
 

J. Mitchell currently has sales of £10 million a year, with a stock level of 25% of 
sales. Annual holding cost for the stock is 20% of value. Operating costs (excluding 
the cost of stocks) are £7.5 million a year and other assets are valued at £20 million. 

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

 
Text 4. Logistics Separate Activities 
 

1. Make sure you know the following words and word combinations. 
Include, initiate, procurement, finds suitable suppliers, negotiate terms and con-

ditions, insurance, process orders, clerical job, give attention, purchase, recognize, 
traffic, transport operator, meet requirements, reasonable, correspond, vehicle, dam-
age, acknowledges receipt, unload, emit fumes, inventory, consolidate, departure, 
wrap, appropriate, align, significant role, exchange of 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 storage of materials as they move 
through the supply chain. But what activities does this include? If you follow some 
materials moving through an organization, you can see that the following activities 
are normally included in logistics. 
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◙ Procurement or purchasing. The flow of materials through an organization is 
usually initiated when procurement sends a purchase order to a supplier. This means 
that procurement finds suitable suppliers, negotiates terms and conditions, organizes 
delivery, arranges insurance and payment, and does everything needed to get mate-
rials into the organization. In the past, this has been seen as a largely clerical job cen-
tered on order processing. Now it is recognized as an important link with upstream 
activities, and is being given more attention. 

◙ Inward transport or traffic actually moves materials from suppliers to the or-
ganization's receiving area. This has to choose the type of transport (road, rail, air, 
and so on), find the best transport operator, design a route, make sure that all safety 
and legal requirements are met, get deliveries on time and at reasonable cost, and so on. 

◙ Receiving makes sure that materials delivered correspond to the order, ac-
knowledges receipt, unloads delivery vehicles, inspects materials for damage, and 
sorts them. 

◙ Warehousing or stores moves materials into storage, and takes care of them 
until they are needed. Many materials need special care, such as frozen food, drugs, 
alcohol in bond, chemicals that emit fumes, animals, and dangerous goods. As well as 
making sure that materials can be available quickly when needed, warehousing also 
makes sure that they have the right conditions, treatment and packaging to keep them 
in good condition. 

◙ Stock control sets the policies for inventory. It considers the materials to store, 
overall investment, customer service, stock levels, order sizes, order timing and so on. 

◙ Order picking finds and removes materials from stores. Typically materials 
for a customer order are located, identified, checked, removed from racks, consoli-
dated into a single load, wrapped and moved to a departure area for loading onto de-
livery vehicles. 

◙ Materials handling moves materials through the operations within an organi-
zation. It moves materials from one operation to the next, and also moves materials 
picked from stores to the point where they are needed. The aim of materials handling 
is to give efficient movements, with short journeys, using appropriate equipment, 
with little damage, and using special packaging and handling where needed. 

◙ Outward transport takes materials from the departure area and delivers them 
to customers (with concerns that are similar to inward transport). 

◙ Physical distribution management is a general term for the activities that de-
liver finished goods to customers, including outward transport. It is often aligned 
with marketing and forms an important link with downstream activities. 

◙ Recycling, returns and waste disposal. Even when products have been deli-
vered to customers, the work of logistics may not be finished. There might, for exam-
ple, be problems with delivered materials – perhaps they were faulty, or too many 
were delivered, or they were the wrong type – and they have to be collected and 
brought back. Sometimes there are associated materials such as pallets, delivery box-
es, cable reels and containers (the standard 20 foot long metal boxes that are used to 
move goods) which are returned to suppliers for reuse. Some materials are not reused, 
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but are brought back for recycling, such as metals, glass, paper, plastics and oils. Fi-
nally there are materials that cannot be used again, but are brought back for safe dis-
posal, such as dangerous chemicals. Activities that return materials back to an organ-
ization are called reverse logistics or reverse distribution. 

◙ Location. Some of the logistics activities can be done in different locations. 
Stocks of finished goods, for example, can be held at the end of production, moved to 
nearby warehouses, put into stores nearer to customers, passed on to be managed by 
other organizations, or a range of alternatives. Logistics has to find the best locations 
for these activities -or at least play a significant role in the decisions. It also considers 
related questions about the size and number of facilities. These are important deci-
sions that affect the overall design of the supply chain. 

◙ Communication. Alongside the physical flow of materials is the associated 
flow of information. This links all parts of the supply chain, passing information 
about products, customer demand, materials to be moved, timing, stock levels, avail-
ability, problems, costs, service levels, and so on. Coordinating the flow of informa-
tion can be very difficult, and logistics managers often describe themselves as 
processing information rather than moving goods. Christopher supports this view by 
saying that, 'Supply chain competitiveness is based upon the value-added exchange of 
information'. The Council of Logistics Management also highlights the combination 
of materials and information flow in their definition: 

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

Depending on the circumstances, many other activities can be included in logis-
tics. Sometimes an organization might include sales forecasting, production schedul-
ing, customer service management, overseas liaison, third party operations, and so 
on. The important point is not to draw arbitrary boundaries between functions, but to 
recognize that they must all work together to get an efficient flow of materials. 

 

2. Match the words with their definitions. 
 

1) recycling a) likely to injure or harm smb, or to damage or destroy smb 
2) waste b) a heavy wooden or metal base that can be used for moving or 

storing goods 
3) pallet c) a hard, usually transparent substance used for making windows 

or bottles 
4) disposal d) opposite to what has been mentioned 

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

6) reel f) not perfect, not working or made correctly 
7) container g) the act of using smth in a careless or unnecessary way, causing it 

to be lost or destroyed 
8) glass h) a round object around which you can wind such things as the 

thread, wire or film 
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9) dangerous i) the act of getting rid of smth 
10) reverse j) in which smth can be stored or transported 
 

3. Answer the questions. 
1. What activities does logistics include as materials move through the supply 

chain? 2. Where does procurement start? 3. What is its essence? 4. What makes re-
ceiving an important aspect of logistics? 5. What stage do moving of materials and 
taking care of them mark? 6. What is the purpose of stock control? 

 

4. Decide which of the following statements are either true or false. 
1. Order picking considers customer service, order sizes and stock levels. 

2. Material handling moves materials from suppliers. 3. Outward transport moves 
materials into storage. 4. The term ‘physical distribution management’ sets policies 
for finding suitable suppliers. 5. All organization’s logistics activities must be done in 
one location. 

 

5. Expand on the following statements from the text. 
1. The work of logistics after products have been delivered to customers. 

2. Some logistics activities may be carried out in different locations. 3. Logistics is 
associated with the flow of information between different parts of the supply chain. 
4. Logistics may include many different activities. 

 

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

 

Logistics in practice 
 

Konigshaven Suppliers 
 

Konigshaven Suppliers is a food wholesaler, delivering to supermarkets in 
southern Denmark. Its standard accounting systems do not identify separate logistics 
costs, and this makes it difficult to identify areas with particularly high costs, or those 
that need improving. To get a clearer picture, the company ran a survey in one main 
warehouse. It used some estimates and simplifications, but feels that the following 
figures give a reasonable view. These figures show the costs incurred for each 
€100,000 of net sales. 

 

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

 

b. Transport inwards: €3000 (Cost of bringing goods from suppliers and deli-
vering to the warehouse) 

 

c. Other costs of delivery to warehouse: €4000 (A general category covering any 
other costs of relations with suppliers) 

 

d. Warehousing and handling: €7000 (Costs of receiving materials, checking, 
sorting, moving to the warehouse and storing) 

 

e. Stock financing: €1000 (The cost of financing stock, including debt charges) 
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f. Sales force: €12,000 (Salaries and costs of the sales office) 
 

g. Special promotions: €3000 (Including presentations, visits and samples) 
 

h. Delivery to customers: €5000 (Costs of taking goods out of the warehouse 
and delivering to customers) 

 

i. Debt financing: €2500 (Costs of financing plant and equipment) 
 

j. Information processing: €2000 (Including all aspects of order processing) 
 

k. Returns and recycling: €500 (Cost of recovering pallets and any other mate-
rials returned to the warehouse) 

 

These figures are open to some interpretation, but they show that transport ac-
counts for 12 per cent of sales and warehousing for 8 per cent. Several other costs 
might be included in logistics, including some purchasing, sales, information 
processing and recycling. 

 

Case study 
 

Ace Dairies 
 

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

At the heart of operations is an information system which contains full details of 
all Roger's 500 customers, including their regular orders, special orders, where to de-
liver, how they pay, and so on. Every day the system calculates the likely sales of all 
products in two days time. Roger adds some margin of safety, allows for likely varia-
tions and passes his order to Unigate Dairy in Totnes in Devon (about 150 km away). 
This Unigate depot acts as a wholesaler for milkmen in Wales and the southwest of 
England. The following evening it delivers to a holding depot in Camborne, and then 
takes Roger's goods 10 km to a cold store in Hayle. At 5.30 the following morning 
Roger collects the order from his cold store and starts delivering to customers. This 
normally takes until 1.30 in the afternoon, but on Fridays he spends more time col-
lecting money and often finishes after 5.00 pm. 

There are several specific problems facing Ace Dairies. There is, for example, 
some variation in daily demand, so Roger has to carry spare stock. He cannot carry 
too much, as dairy products have a short life and anything not delivered quickly is 
thrown away. Roger aims at keeping this waste down to 2 per cent of sales. There are 
also problems maintaining a service during holidays, or when Unigate has difficulties 
with their deliveries. 

Perhaps Roger's main concern is maintaining his sales over the long term. De-
mand for doorstep deliveries is declining, as people buy more milk at supermarkets. 
The number of milkmen in Hayle has declined from ten in 1987 to three in 2002. 
Most of Roger's customers have been with him for many years, but he generates new 
custom by canvassing, delivering leaflets, special offers, 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 does Ace Dairies fit into this? 

3. What specific activities form the logistics in Ace Dairies? 4. What are the main 
problems that Ace Dairies has with logistics? 

 

Worked 
Example 1 
 

JL Francisco & Partners run a wholesale fruit business around Rio del Plata. In 
normal circumstances the company makes a gross profit of 5% of sales. A consul-
tant's report has recently suggested that 22% of their operating costs are due to logis-
tics, and that improved efficiency might reduce this by 10%. How much extra profit 
would this generate? If they do not improve logistics, how much would sales have to 
rise to get the same increase in profit? 

 
POINTS FOR DISCUSSION 

 

1. The supply chain is a convenient notion, but organizations are only really in-
terested in making products that they can sell to customers. Provided they have relia-
ble supplies of materials, and reasonable transport for finished products, logistics is 
irrelevant. Do you think this is true? 

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

3. The cost of logistics varies widely from organization to organization. What 
factors affect these costs? Are the costs fixed or can they be controlled? 

4. How could you find the best balance between service level and costs? 
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Unit 3. INTEGRATING ALONG THE SUPPLY CHAINUnit 3. INTEGRATING ALONG THE SUPPLY CHAINUnit 3. INTEGRATING ALONG THE SUPPLY CHAINUnit 3. INTEGRATING ALONG THE SUPPLY CHAIN 

 

Text 1. Improving Communications 
 
1. Make sure you know the following words and word combinations. 
Challenge, obvious change, satellite tracking of lorries, automatic guidance sys-

tems, generate, invoice, time-consuming, be worth, rather than, enter information, 
electronic data interchange, order processing system, worldwide, associate, debit, 
loop, arrange payment. 

 

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

Logistics continually meets new challenges, and is changing faster now than at 
any time in the past. Perhaps the most obvious change is the increasing use of tech-
nology. Some of this appears directly in the movement of goods – such as electronic 
identification of packages, satellite tracking of lorries and automatic guidance sys-
tems – but the greatest impact has come with communications. 

When a company wants to buy something, it typically has to generate a descrip-
tion of the goods, request for price, purchase order, order confirmation, contract 
terms, shipping papers, financial arrangements, delivery details, special conditions, 
invoices, and so on. In the past, all of these – and mountains of other paperwork – 
had to be printed and posted between organizations. This could make even a simple 
transaction seem complicated and time-consuming. Telephones did not help much, as 
Sam Goldwyn pointed out, 'a verbal contract isn't worth the paper it's written on'. 

In the past few years technology has revolutionized these communications. Ini-
tial progress came with fax machines that could send electronic copies of documents 
between distant locations in seconds rather than days. The drawback with fax ma-
chines is that documents produced by one computer still have to be printed, fed into a 
fax machine, transmitted over telephone lines to someone else who reads the text and 
enters the information to their own computer. 

By the 1990s the obvious next step had arrived with electronic data interchange 
(EDI). This allowed remote computers to exchange data without going through any 
intermediaries. Early users were supermarkets who linked their stock control systems 
directly to suppliers' order processing systems. The supermarket checkouts recorded 
sales of each item, and when stocks got low the system automatically sent a message 
asking for another delivery. This use of EPOS – electronic point-of-sales data – gave 
less paperwork, lower transaction costs, faster communications, fewer errors, more 
integrated systems, and closer business relations. 

By 1997 about 2000 companies in the UK used EDI for trade with suppliers. 
Over the next few years electronic trading became more sophisticated and wide-
spread. The mushrooming of e-mail was followed by all kinds of e-business, e-
commerce – and soon 'e-anything'. The efficient transfer of information has been par-
ticularly useful for purchasing, which has developed into e-purchasing or e-
procurement. This comes in many forms, all based on the direct exchange of data be-
tween a supplier's computer and a customer's. Two main versions are B2B (business-
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to-business, where one business buys materials from another business) and B2C 
(business-to-customer, where a final customer buys from a business). By 2002 around 
83 per cent of UK suppliers used B2B, and the worldwide value of B2B trade was 
over US$2 trillion. 

Two associated technologies have developed to support EDI. The first is item 
coding, which gives every package of material moved an identifying tag. The tag is 
usually a bar code or magnetic stripe that can be read automatically as the package 
moves through its journey. Then the logistics system knows where every package is 
at any time, and automatic materials handling can move, sort, consolidate, pack and 
deliver materials. 

The second technology is electronic fund transfer (EFT). When the delivery of 
materials is acknowledged, EFT automatically debits the customer's bank account and 
credits the supplier's. This completes the loop, with 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. Where can the most obvious change 

be seen? 3. What must a company do if it intends to buy something? 4. How was all 
this information concerning the purchase of goods processed in the past? 5. What 
technological changes have taken place recently? 6. What developments marked the 
beginning of 1990ies? 7. What changes were observed in about 2000 UK companies 
by 1997? 8. What technologies were developed to keep up EDI? 

 

4. Find English equivalents. 
Отвечать на новые вызовы, все возрастающее использование технологии, 

автоматическая система управления, электронная идентификация пакетов, да-
вать описание, условия контракта, простая сделка, устный контракт, недоста-
ток, вводить информацию, удаленный копьютер, обмен данными, передача ин-
формации, идентифицирующий ярлык, штрих-код, подтверждать, кодирование 
отдельного товара, урегулировать оплату. 

 

4. Expand on the following statements from the text. 
1. Logistics continuously meets new challenges. 2. In the past a company had to 

generate mountains of paperwork. 3. The arrival of electronic data interchange 
marked a new stage in improving communications. 4. After 1997 electronic trading 
became more sophisticated and widespread. 5. Two related technologies were devel-
oped to import EDI. 

 

5. Work in pairs. Describe measures that are taken to improve communications. 
 
Text 2. Improving Customer Service 
 
1. Make sure you know the following words and word combinations. 
Remain competitive, affect, comparable, obviously, maintain a service level, be 

willing, different circumstances, synchronize, personalize, 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 logistics costs as low as possible. 
Logistics managers want low costs so that they remain competitive, and their users 
want to pay as little as possible. Many organizations have reduced their logistics costs 
to levels that affect their whole operations. Lower transport costs, for example, make 
it feasible to sell products over a wider geographic area. The cost of transport for, 
say, Japanese manufacturers is so low that they can offer goods at prices that are 
comparable to those offered by domestic companies. Similarly, efficient transport can 
move products quickly over long distances, so there is no need to build traditional 
warehouses close to customers. 

While striving for lower costs, organizations obviously have to maintain their 
service levels. Improved logistics means giving the service that customers want at the 
lowest possible cost. A problem, of course, is finding the features that customers real-
ly want and the level of service they are willing to pay for. These vary widely in dif-
ferent circumstances, but a key factor is the lead time. This is the total time between 
ordering materials and having them delivered and available for use. Again, it is nor-
mally in everyone's interest to make this delay as short as possible. When customers 
decide to buy something, they want it delivered as soon as possible; suppliers want to 
keep customers happy with fast service, and with no products hanging around and 
clogging the supply chain. Ideally, the lead time should be as close to zero as possi-
ble, and one approach to this uses synchronized material movement. This makes in-
formation available to all parts of the supply chain at the same time, so that organiza-
tions can coordinate material movements, rather than wait for messages to move up 
and down the chain. 

Another key factor for customer satisfaction is personalized products. Instead of 
buying a standard textbook, for example, you describe the contents you want and a 
publisher supplies a volume with exactly these specifications. This is mass customi-
zation, which combines the benefits of mass production with the flexibility of custo-
mized products. It uses B2C to give direct communications between a final customer 
and a manufacturer, and it needs supply chains that are flexible, that move materials 
very quickly, and respond to varying conditions. 

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

Dell work so closely with their suppliers that they have developed 'virtual inte-
gration', where they all seem to be part of the same company. This works well with 
Dell, who have 50 main components, but would it work with a car manufacturer and 
their three thousand components? Flexible manufacturing here would put severe 
pressures on the supply chain, but the '3DayCar Programme' 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, obvious, willing, available, possi-

ble, synchronized, exact, flexible, customized, varying, specific, necessary, close, vir-
tual, same, main, severe. 

 

4. Answer the questions. 
1. What is the man aim of logistics managers? 2. What is logistics users’ goal? 

3. What do lower transport costs help to achieve? 4. Maintaining their service levels 
should be provided while striving for lower costs, shouldn’t it? 5. What is the key 
factor in improving logistics? 6. What lead time do they have to strive for? 7. What is 
a personalized product? 8. What formula is used to describe the direct correspon-
dence between a final customer and a manufacturer? 9. What company was the first 
to use mass customization? 10. How did they achieve this? 11. What is ‘vertical inte-
gration’? 

 

5. Expand on the following statements from the text. 
1. It is in everyone’s interest to make logistics costs as low as possible. 2. While 

lowering logistics costs, organisations have to maintain their service levels. 
3. Personalized products is another key to customer satisfaction. 4. Dell Computers 
was one of the first to use mass customization. 

 

6. Work in pairs. Describe the ways to improve customer service. 
 
Text 3. Other Significant Logistics Trends 
 
1. Make sure you know the following words and word combinations. 
Emphasis, mean, competitor, be likely, restrict, free trade, removal of import 

quotas and trade barriers, look for competitors, unit production cost, encourage, ex-
penditure, postponement, dye, yarn, sweater, cross-docking, quantity, drop-shipping, 
access, vendor, courier, consumption, recognize. 

 

2. Read the text and do the tasks. 
 

Apart from increasing technology and emphasis on customer satisfaction, there 
are several other important trends in logistics. The following list includes some of the 
most significant. 

 

◊ Globalization: Improved communications and better transport mean that phys-
ical distances are becoming less significant. Organizations can become global in out-
look, buying, storing, manufacturing, moving and distributing materials in a single, 
worldwide market. As a result, international trade and competition are continuing to 
rise. Organizations used to look for competitors in the same town, but now they are 
just as likely to come from another continent. 

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

 

◊ Reduced number of suppliers: In the past, organizations have used a large 
number of suppliers. This encouraged competition, ensured that they got the best deal 
and maintained secure deliveries if one supplier ran into difficulties. The current 
trend, however, is to reduce the number of suppliers and develop long-term relation-
ships with the best. As we shall see later, working closely with a small number of or-
ganizations can bring considerable benefits. 

 

◊ Concentration of ownership: Large companies can get economies of scale, and 
they have come to dominate many supply chains. There are, for example, many shops 
and transport companies – but the biggest ones continue to grow at the expense of 
small ones. The result is a continuing concentration of ownership, which you can see 
in many logistics sectors ranging from food wholesalers to cruise lines. 

 

◊ Outsourcing: More organizations realize that they can benefit from using spe-
cialized companies to take over part, or all, of their logistics. Using a third party for 
materials movement leaves an organization free to concentrate on its core activities. 
M.C. McKinnon says that, 'Outsourcing has been one of the dominant business trends 
of the 1980s and 1990s' and surveys suggest that around 30 per cent of logistics ex-
penditure is outsourced in the EU. 

 

◊ Postponement: Traditionally, manufacturers move finished goods out of pro-
duction and store them in the distribution system until they are needed. When there 
are many variations on a basic product, this can give high stocks of similar products. 
Postponement moves almost-finished products into the distribution system, and de-
lays final modifications or customization until the last possible moment. You can im-
agine this with 'package-to-order', where a company keeps a product in stock, but only 
puts it in a box written in the appropriate language when it is about to ship an order. 

Manufacturers of electrical equipment, such as Phillips and Hewlett-Packard, 
used to build into their products the transformers and plugs needed for different mar-
kets. Then they had to keep separate stocks of products destined for each country. 
Now they make the transformer and cables as separate, external units. They only keep 
stocks of the basic, standard products, and customize them for different markets by 
adding the proper transformers and plugs at the last minute. The result, of course, is 
much lower stocks. In the same way, Benetton used to dye yarn different colours, knit 
sweaters and keep stocks of each colour to meet varying demand. Now they knit 
sweaters with undyed yarn, keep much smaller stocks of these, and dye the finished 
sweaters to meet actual orders. 

 

◊ Cross-docking: Traditional warehouses move materials into storage, keep 
them until needed, and then move them out to meet demand. Cross-docking co-
ordinates the supply and delivery, so that goods arrive at the receiving area and are 
transferred straight away to a loading area, where they are put onto delivery vehicles. 
This dramatically reduces stock levels and associated administration. 
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There are two basic forms of cross-docking. In the first, packages are moved di-
rectly from arriving vehicles and onto departing ones. This does not really need a 
warehouse and a simple transfer point is enough. In the second form there is some 
additional work as materials arrive in larger packages which are opened, broken into 
smaller quantities, sorted, consolidated into deliveries for different customers and 
transferred to vehicles. 

Cross-docking can develop to the point where nothing actually moves through a 
warehouse. Any stock is kept within vehicles, giving stock on wheels. A related ar-
rangement uses drop-shipping, where wholesalers do not keep stock themselves, but 
co-ordinate the movement of materials directly from upstream suppliers to down-
stream customers. As warehousing is expensive and time-consuming, these methods 
can give much more efficient flows, and allow methods such as quick response and 
efficient customer response. 

 

◊ Direct delivery: More customers are buying through the Web, or finding other 
ways of trading earlier in the supply chain, such as mail order or buying directly from 
manufacturers. This has the benefits of reducing lead times, reducing costs to cus-
tomers, having manufacturers talking directly to their final customers, allowing cus-
tomers access to a wider range of products, and so on. It also means that logistics has 
to move small deliveries quickly to final customers. This has encouraged the growth 
of couriers and express parcel delivery services such as FedEx, UPS and DHL. 

 

◊ Other stock reduction methods: Keeping stock is expensive, so organizations 
continually look for ways of reducing the amount stored in the supply chain. There 
are many ways of doing this. One approach uses just-in-time operations to co-
ordinate activities and minimize stock levels. 

Another approach has vendor managed inventory, where suppliers manage both 
their own stocks and those held further down the supply chain. Improved co-
ordination reduces overall costs and can give economies of scale. 

 

◊ Increasing environmental concerns: There is growing concern about air pollu-
tion, water pollution, energy consumption, urban development and waste disposal. 
Logistics does not have a good reputation for environmental protection – demonstrat-
ed by the emissions from heavy lorries, use of green field sites for warehouses, calls 
for new road building, use of extensive packaging, ships illegally flushing their fuel 
tanks, oil spillages from tanker accidents, and so on. 

On the positive side, logistics is moving towards 'greener' practices. Operators 
use more energy efficient vehicles, control exhaust emissions, reuse packaging, 
switch to environmentally friendly modes of transport, increase recycling through re-
verse logistics, add safety features to ships, develop brown-field sites, and so on. 
They increasingly recognize that careful management can bring both environmental 
protection and lower costs. A fair assessment might be that logistics is making 
progress on environmental issues, but it has some way to go. 

 

◊ More collaboration along the supply chain: Organizations in a supply chain 
increasingly recognize that they have the same objectives – which are satisfied final 
customers. They should not, therefore, compete with each other, but should co-
operate to get final customer satisfaction. This is an important point. It means that 
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competitors are not other organizations within the same supply chain, but are organi-
zations in other supply chains. Christopher summarizes this by saying that 'supply 
chains compete, not companies'. 

 

3. Answer the questions. 
1. What are other important trends in logistics apart from increasing technology 

and emphasis on customer satisfaction? 2. How does globalization tell on logistics? 
3. What is the current tendency in relation to suppliers? 4. Concentration of owner-
ship leads to the formation of economies of scale, doesn’t it? 5. In what way does us-
ing a third party for material movement benefit organizations? 6. What does post-
ponement help to achieve? 7. Cross docking coordinates the supply and delivery, 
doesn’t it? 8. What benefits does direct delivery give? 9. How is logistics moving to-
wards ‘greener’ practices? 10. How can final customer satisfaction be achieved? 

 

4. Expand on the following statements from the text. 
1. There are several other important trends in logistics apart from increasing 

technology expansion and customer satisfaction. 2. Globalization shortens physical 
distances between organizations. 3. Postponement moves almost finished products 
into the distribution system. 4. Cross docking coordinates the supply and delivery. 
5. There is a growing concern about environmental issues. 

 

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

 
Text 4. Fragmented Logistics 
 
1. Make sure you know the following words and word combinations. 
Unfortunately, come into conflict, frequent shortage, similarly, inevitably, run a 

department, fragmented, suppose, seamlessly, chance of error, emergency order, de-
lay, disadvantage, obscure, remove boundaries, value enhancement, internal integra-
tion, ten extra units, rising demand, amplify. 

 

2. Read the text and do the tasks. 
 

A general overview of successive logistical operations within an organization 
represents a series of related activities that add value to the final product. These activ-
ities have traditionally been managed separately, so that an organization might have a 
distinct purchasing department, transport department, warehouse, distribution fleet, 
and so on. Unfortunately, dividing up logistics in this way creates a number of prob-
lems. 

Purchasing might look for the most reliable suppliers, inventory control for low 
unit costs, warehousing for fast stock turnover, materials management for easy han-
dling, transport for full vehicle loads, and so on. These aims all seem worthy, so it 
might be sensible for each activity to judge its own performance in the most appro-
priate way. Unfortunately, we soon hit problems when the aims come into conflict. 
For example, warehousing might save money by reducing the stock of raw materials – 
but this leads to more frequent shortages and raises the costs of expediting for pur-
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chasing and emergency deliveries for transport. Similarly, purchasing can reduce its 
administrative costs by sending fewer, larger orders to suppliers – but this increases 
stock levels and raises the amount of money tied up in the warehouse. Using sea 
transport rather than airfreight reduces transport costs – but increases the amount of 
stock held in the supply chain. In reality, the different activities of logistics are very 
closely related, and policies in one part inevitably affect operations in another. 

The problems at RP Turner are almost inevitable if logistics is divided into sepa-
rate functions. Each part will move in a different direction, and there is duplicated ef-
fort and wasted resources. Imagine a wholesaler who has one fleet of vehicles run by 
materials management to bring materials in from suppliers, and a separate fleet run 
by distribution to deliver the same goods out to customers. This might work, but you 
can picture the duplicated effort and waste in managing two separate vehicle fleets. 
Another organization might have three stocks – raw materials, work in progress and 
finished goods – each run by different departments and using different standards and 
systems. 

A fragmented supply chain also makes it difficult to co-ordinate the flow of in-
formation through different systems. Suppose a production department knows that it 
is running short of a material and needs a new delivery. This information should pass 
seamlessly to purchasing. If, however, it has to pass from one system to another there 
is a greater chance of error, uncertainty, delay and inefficiency – resulting in late de-
livery, emergency orders, expediting and shortages. 

To put it briefly, fragmenting logistics into different parts has the disadvantages of: 
● giving different, often conflicting, objectives within an organization duplicat-

ing effort and reducing productivity 
● giving worse communications and information flows between the parts 
● reducing co-ordination between the parts – leading to lower efficiency, higher 

costs and worse customer service 
● increasing uncertainty and delays along the supply chain making planning 

more difficult 
● introducing unnecessary buffers between the parts, such as stocks of work in 

progress, additional transport and administrative procedures 
● obscuring important information, such as the total cost of logistics giving lo-

gistics a low status within an organization. 
 

We have described the benefits of integrating logistics within an organization. 
Now we can extend this argument, and suggest the same benefits for integrating lo-
gistics along more of the supply chain. If each organization only looks at its own op-
erations, there are unnecessary boundaries between them, disrupting the flow of ma-
terials and increasing costs. External integration removes these boundaries to improve 
the whole chain. M. Christopher advises this move, saying that 'Most opportunities 
for cost reduction and/or value enhancement lie at the interface between supply chain 
partners'. 

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

 

Organizations within the same supply chain should co-operate to get final cus-
tomer satisfaction. 

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

 

Forrester described one interesting effect of a fragmented supply chain. Imagine 
a retailer who notices that demand for a product rises by 5 units in a week. When it is 
time to place the next order, the retailer assumes that demand is rising, and orders ten 
extra units to make sure it has enough. The local wholesaler sees demand rise by ten 
units, so it orders an extra 15 units to meet the growth. The regional wholesaler sees 
demand rise by 15 units, so it orders another 20 units. As this movement travels 
through the supply chain, a relatively small change in final demand is amplified into a 
major variation for early suppliers. 

 

3. Answer the questions. 
1. How do they manage the activities within an organization that add value to 

the final product? 2. Does this way of dividing up logistics contribute to better organ-
ization’s performance? Why? 3. What kind of example does RP Turner give? 4. What 
happens if each part of a company will work in isolation? 5. What are other draw-
backs of fragmented supply chain? 6. Under what condition is there a greater chance 
of information error or delay? 7. What does this all result in? 8. What is the most im-
portant disadvantage of fragmented logistics that the given list gives? 9. What helps 
remove these boundaries? 10. Why does Forrester give his definition of a fragmented 
supply chain? 

 

4. Expand on the following statements from the text. 
1. Related activities which give additional value to the final product of a com-

pany have been treated differently. 2. Aims of different parts of a company may come 
into a conflict. 3. Dividing logistics into separate functions inevitably brings about 
problems. 4. A fragmented supply chain complicates the coordination of information 
flow. 

 

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

 

Logistics in practice 
 

RP Turner Corp 
 

 

RP Turner Corp. makes pipeline valves for the oil industry in western Canada. It 
buys materials from Japan, the USA and eastern Canada, manufactures valves in Ed-
monton, Alberta and ships the finished products to oil fields in the North. 

The company grew by emphasizing the high quality of its products, which work 
reliably in the harsh weather conditions of the Arctic. Transport to remote customers 
is expensive, and in 2000 the company looked for ways of reducing the cost of logis-



 

38 

tics. It soon found that separate functions worked more or less independently. This 
was sometimes all too obvious when the three main departments – Marketing, Pro-
duction and Finance – were in different locations. Production was in Edmonton, as 
the nearest major city to the oil fields; Marketing was in Calgary near to oil company 
headquarters; Finance (including procurement) was in Vancouver near the port and 
financial centre. To appreciate the potential problems, you have to remember that 
Canada is a big country, so Production was a thousand kilometres away from 
Finance, 500 km away from Marketing and over two thousand kilometres from deli-
very points. 

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

 

Marketing wanted: 
● high stocks of finished goods to satisfy customer demands quickly 
● a wide range of finished goods always held in stock 
● locations near to customers to allow delivery with short lead times 
● production to vary output in response to customer orders 
● emphasis on an efficient distribution system 
● an optimistic sales forecast to ensure production was geared up for actual de-

mand. 
 

Production wanted: 
● high stocks of raw materials and work in progress to safeguard operations 
● a narrow range of finished goods to give long production runs 
● locations near to suppliers so that they could get raw materials quickly 
● stable production to give efficient operations 
● emphasis on the efficient movement of materials through operations 
● realistic sales forecasts that allowed efficient planning. 
 

Finance wanted: 
● low stocks everywhere 
● few locations to give economies of scale and minimize overall costs 
● large batch sizes to reduce unit costs 
● make-to-order operations 
● pessimistic sales forecasts  that discouraged underused facilities. 
 

Despite good communications, the company felt that it was too widely spread 
out. It decided to centralize operations at its main plant in Edmonton. This brought 
the logistics functions geographically closer together, and major reorganization over 
the next two years brought a unified view of the supply chain. 

 
Text 5. Integrating  Activities 
 
1. Make sure you know the following words and word combinations. 
Reach, obvious, avoid problems, a vital prerequisite, tackle a problem, overall 

benefit, develop over time, take over, artificial, essential, responsible for, obvious 
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benefit, enthusiasm, considerable, authority, self-interest, logistics overheads, air-
freight, expensive, transaction, benchmarking, identify, evolve. 

 

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

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

 

Integrating logistics within an organization has all the related activities working 
together as a single function. 

 

This is responsible for all storage and movement of materials throughout the or-
ganization. 

 

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

 

In practice, it is difficult to integrate all the logistics within an organization. The 
supply chain consists of many different activities, with different types of operation, 
using different systems and geographically dispersed. The usual approach has the in-
tegration developing over time. One department might slowly take over all aspects of 
ordering and receiving raw materials. Another department might slowly take over all 
aspects of delivering finished products to customers. Some organizations are tempted 
to stop when they reach this stage, and they work with two functions: 

●materials management, aligned with production and looking after the inwards 
flow of raw materials and their movement through operations; 

●physical distribution, aligned with marketing and looking at the outward flow 
of finished goods. 

However, this still leaves an artificial break in what is essentially a continuous 
function. The obvious step is to combine the two into a single function responsible 
for all material movement into, through and out of the organization. This completes 
the internal integration of an organization's logistics. 

Despite the obvious benefits of integrated logistics, there can still be practical 
difficulties. Perhaps the obvious one is finding someone with the knowledge, enthu-
siasm, ability and authority to carry through necessary changes. This needs a senior 
manager who has the necessary power to start the changes – with effects then perco-
lating through all levels of the organization. New practices and relationships come 
from individuals working together, developing a culture that is based on teamwork 
and co-operation rather than self-interest and conflict. 

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

 

total logistics cost = transport cost + warehouse cost + stotal logistics cost = transport cost + warehouse cost + stotal logistics cost = transport cost + warehouse cost + stotal logistics cost = transport cost + warehouse cost + stock holding cost + tock holding cost + tock holding cost + tock holding cost + 
pacpacpacpackkkkaging cost + information processing cost + other logistics overheadsaging cost + information processing cost + other logistics overheadsaging cost + information processing cost + other logistics overheadsaging cost + information processing cost + other logistics overheads    

 

The traditional view considered each of these separate costs as independent, so 
reducing, say, the transport cost automatically lowered the total cost. In the 1960s or-
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ganizations began to take a 'systems' view of logistics, and analyze the interactions 
between activities. It became clear that reducing the cost of one activity increased the 
cost of another – and the total logistics cost might be reduced by increasing the 
amount spent on certain activities. H.T. Lewis gave an early example of this. They 
found that airfreight was much more expensive than alternative road transport, but 
faster delivery eliminated the need for local stocks and warehouses, and gave consi-
derable overall savings. 

One other important factor for integration is the availability of integrated infor-
mation and control systems. Managers need a system to collect, store, analyze, distri-
bute and present information ranging from the strategic aims of the organization 
down to details of each transaction. Most organizations use local networks or intra-
nets for this, but the Internet is increasingly seen as an efficient route for logistics in-
formation. The information can be used by a control system that assesses current cir-
cumstances, makes decisions and implements the results. An information system 
might show that stocks are running low, and a control system uses this information to 
place an order with suppliers. 

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

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

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

Stage 3. Making improvements in the separate functions, making sure that each 
is as efficient as possible. 

Stage 4. Internal integration – recognizing the benefits of internal co-operation 
and combining the separate functions into one. 

Stage 5. Developing a logistics strategy, to set the long-term direction of logistics. 
Stage 6. Benchmarking – comparing logistics' performance with other organiza-

tions, learning from their experiences, identifying areas that need improvement and 
finding ways of achieving this. 

Stage 7. Continuous improvement – accepting that further changes are inevitable 
and always searching for better ways of organizing logistics. 

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

 

3. Answer the questions. 
1. What is the main way of avoiding the disadvantages of fragmented supply 

chain? 2. What does a former BAT Chairman think on this score? 3. Why is it diffi-
cult to integrate the organization’s logistics? 4. What are the two functions within 
which organizations work? 5. What is the obvious step to eliminate a break between 
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these two functions? 6. What are the essential difficulties of integrated logistics? How 
can they be overcome? 7. What measure can encourage internal integration? 8. How 
does the traditional view consider these costs? 9. How did the situation change in 
1960ies? 10. Can you recall Lewis’ example? 11. Why does a second important fac-
tor for integration acquire such an importance? 12. How many stages did logistics 
have to go on its way from fragmented to strategic integrated function? 13. What 
happens if an organization has boundaries between operations? 

 

4. Expand on the following statements from the text. 
1. It is difficult to integrate all the logistics within an organization. 2.  There still 

are practical difficulties in integral logistics. 3. Gradual change in the treatment of the 
traditional view on logistics costs. 4. The availability of integrated information and 
control systems is yet another important factor for integration. 5. The stages that de-
scribe the transition of logistics from being a low priority to acquiring a strategic 
function. 

 

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

 

Logistics in practice 
 

International Business Systems 
 
 

International Business Systems (IBS) is the largest international vendor of soft-
ware for supply chain management. It is listed on the Stockholm Stock Exchange, but 
works internationally with more than 5000 customers in 40 countries. It was formed 
in 1969, and now has 2400 employees working in 90 offices. 

IBS offer many software products including a range of fully integrated modules 
that improve performance of the supply chain. In other words, they provide the infor-
mation and management controls for looking after 'the flow of goods and information 
in such a way that you give better customer service and achieve shorter lead times, 
with less capital tied up, thereby releasing resources for more profitable activities'. 

The IBS system has modules based around core activities such as purchasing, 
distribution, sales, finance, production, and so on. These modules contain many dif-
ferent components for order processing, forecasting, sales analysis, Internet trading, 
bar coding, warehouse management, bar codes, inventory management, vendor ma-
naged inventory, spare part handling, customer supply chain helps organizations to 
manage relations management, after sales support, project management, and so on. 

The aim of IBS is to give a sophisticated system that is comprehensive, but easy 
to run and use. Concise, well-presented and rapid information about all aspects of the 
their integrated logistics and 'puts them in control of the supply chain'. 

 

Worked 
Example 3 
 

In a simple supply chain, each organization holds one week's demand in stock. 
In other words, each buys enough materials from its suppliers to make its closing 
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stock at the end of the week equal to the demand during the week. Demand for a 
product has been steady at 100 units a week. One week, demand from final customers 
is five units higher than usual. Assuming that deliveries 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 word combinations. 
Brewery, joint, a margin of safety, genuine co-operation, due, due to, more accu-

rate forecasts, external, be reluctant, trust other members, quarter, sufficient trust, 
priority, achieve, benefit smb, adversary, get a good deal, lose out, assume, loyalty, 
objective, long-term interest, specific adjustments. 

 

2. Read the text and do the tasks. 
 

Confederated Bottlers used to deliver bottles from their main plant in Elizabeth-
ville to a brewery in Johnston, 115 miles away. The brewery filled the bottles and 
took them to a distribution centre 20 miles outside Elizabethville. Both companies 
used their own trucks to deliver products, returning empty. Eventually, they formed a 
joint transport company that used the same trucks for both deliveries. Not surprising-
ly, the transport costs almost halved. This example shows one obvious benefit of in-
tegration, but there are many others. 

Any uncertainty in the supply chain – such as the amplified variation of demand 
seen in the last example – encourages organizations to hold higher stocks to give 
themselves a margin of safety. These stocks increase costs and make the chain slow 
to react to changing conditions (when customers demand new products, all the stocks 
of old products in the supply chain have to be sold-on before the new ones appear). If 
you continue thinking along these lines, you find the following benefits from external 
integration: 

● genuine co-operation between all parts of the supply chain, with shared infor-
mation and resources 

● lower costs – due to balanced operations, lower stocks, less expediting, econ-
omies of scale, elimination of activities that waste time or do not add value, and so on 

● improved performance – due to more accurate forecasts, better planning, 
higher productivity of resources, rational priorities, and so on improved material 
flow, with co-ordination giving faster and more reliable movements 

● better customer service, with shorter lead times, faster deliveries and more 
customization 

● more flexibility, with organizations reacting faster to changing conditions 
● standardized procedures, becoming routine and well-practiced with less dupli-

cation of effort, information, planning, and so on 
● reliable quality and fewer inspections, with integrated quality management 

programmes. 
Many organizations have moved towards external integration and a survey by P-

E Consulting in 1997 found that 57 per cent of companies had some form of integra-
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tion of their supply chains. More than 90 per cent of companies expected further inte-
gration, with a quarter looking for 'fully integrated' systems (although there were 
clearly different opinions about what this meant). 

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

Normally, a supply chain consists of distinct organizations, each working for 
their own benefit. So why should they co-operate? Why should one company work to 
benefit another? The answer is that external integration brings benefits that can be 
shared among all members of the supply chain. 

The first problem with external integration is overcoming the traditional view of 
organizations as adversaries. When an organization pays money to its suppliers, 
people assume that one can only benefit at the expense of the other. If the organiza-
tion gets a good deal, it automatically means that the supplier is losing out: if the sup-
plier makes a good profit, it means that the organization pays too much. This adver-
sarial attitude has major drawbacks. Suppliers set rigid conditions and, as they have 
no guarantee of repeat business, they see no point in co-operation and try to make as 
much profit from each sale as possible. At the same time, organizations have no 
loyalty, and they shop around to get the best deal and remind suppliers of the compe-
tition. Each is concerned only with their own objectives and will – when convenient 
to themselves – change specifications and conditions at short notice. The result is un-
certainty about the number and size of orders, constantly changing suppliers and cus-
tomers, changing products and conditions, different times between orders, no guaran-
tee of repeat orders and changing costs. 

To avoid these problems, organizations have to recognize that it is in their own 
long-term interest to replace conflict by agreement. This often needs a major change 
of culture. The following table suggests some specific adjustments. 

 

Factor Conflict view Co-operation view 
Profit One organization profits  

at the expense of the other 
Both share profits 

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 empowerment 
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 with a brewery in Johnstown? 

2. Whose transport did they use to deliver their products? 3. Why do you think they 
formed a joint company? 4. What result did their effort bring about? 5. In what cases 
do companies try to give themselves a margin of safety? 6. What happens if custom-
ers demand new products? 7. What benefits can external integration bring? 8. What 
did the survey carried out by PE Consulting show? 9. What difficulties do organiza-
tions have to face on the way to external integration? 10. Why should companies 
overcome the traditional view of organizations as adversaries? How can they achieve 
this? 

 

4. Expand on the following statements from the text. 
1. Trying to improve their logistics companies resort to various forms of integra-

tion. 2. Uncertainties in the supply chain force companies to build a margin of safety. 
3. External cooperation brings benefits to each party. 4. There are many obstacles on 
the way to external integration. 

 

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

 

Logistics in practice 
Perman Frère 

 

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

The two companies have traded for many years and in 2001 they started looking 
for ways of increasing co-operation. It was soon obvious that they could make a 
number of small adjustments to improve logistics. As an example, some parts were 
made by Perman Frère in Brussels, sent to their warehouse in Ostende, delivered to 
van Rijn's warehouse in Rotterdam, and then brought back to Brussels. It was fairly 
easy to organize deliveries directly between the companies. This gave a much shorter 
journey across Brussels, reduced transport and handling costs, removed excess 
stocks, simplified administration, and reduced the lead time from five days to three 
hours. They also coordinated deliveries to towns in northern France, so that one ve-
hicle could deliver time, but could not find any mechanism for products from both 
companies. 

Both companies benefited from these changes. When they were introduced 
people in both companies said that they had been aware of the problems for a long 
overcoming them. 

 
 
 
 



45 

Text 7. Different Types of Cooperation 
 
1. Make sure you know the following words and word combinations. 
Experience, valuable, agreed package sizes, make joint purchases, commitment, 

preferred suppliers, be obliged, partnership, informal arrangement, to supply, at a 
fixed price, impose, rigid conditions, long-term contract, to cover rising costs, nei-
ther, guarantee, common, supplier partnering, mutual, sharing of information, senior 
manager, fair pricing, specialize, quality service, implication, timetable, contribute, 
compatibility, facilitator, alliance, growing consensus. 

 

2. Read the text and do the tasks. 
 

There are several ways that organizations can co-operate. They can, of course, 
simply do business together. If an organization has a good experience with a supplier, 
it will continue to use them and over some period will develop a valuable working 
relationship. Sometimes the cooperation is more positive, such as small companies 
making joint purchases to get the same quantity discounts as larger companies; EDI 
links to share information; combining loads to reduce transport costs; agreed package 
sizes to ease material handling, lists of preferred suppliers, and so on. The key point 
with these informal arrangements is that there is no commitment. This is probably 
how you shop, as you have favourite shops but are not obliged to use them. Japanese 
companies take this approach further forming Keiretsu – which are groups of organi-
zations that work together without actually forming partnerships. 

An informal arrangement has the advantage of being flexible and non-binding. 
On the other hand, it has the disadvantage that either party can end the co-operation 
without warning, and at any time that suits them. This is why many organizations 
prefer a more formal arrangement, with a written contract setting out the obligations 
of each party. These are common when organizations see themselves as working to-
gether for some time. An electricity company, for example, might agree to supply 
power at a fixed price for the next three years, provided a customer buys some mini-
mum quantity. More formal agreements have the advantage of showing the details of 
the commitment, so that each side knows exactly what it has to do. On the other hand, 
they have the disadvantage of losing flexibility and imposing rigid conditions. In 
2001, for example, there were power cuts in California when electricity suppliers 
found that their long-term contracts with customers specified prices that were too low 
to cover the rising costs of generation. 

When an organization and a supplier are working well together, they may both 
feel that they are getting the best possible results and neither could benefit from trad-
ing with other partners. Then they might look for a long-term relationship that will 
guarantee that their mutual benefits continue. This is the basis of a strategic alliance 
or partnership. 

The supplier knows that it has repeat business for a long time, and can invest in 
improvements to products and operations; the organization knows that it has guaran-
teed – and continually improving – supplies. These arrangements are now common, 
and you often hear statements like 'Abbey National treats its suppliers as partners'. 
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L.M. Ellram and D.R. Krause prefer the term supplier partnering and give the follow-
ing definition. 

 

Supplier partnering is ‘an ongoing relationship between firms, which involves a 
commitment over an extended time period, and a mutual sharing of information and 
the risks and rewards of the relationship.’ 

 

The following list gives the main features of alliances: 
● organizations working closely together at all levels 
● senior managers and everyone in the organizations supporting the alliance 
● shared business culture, goals and objectives 
● openness and mutual trust 
● long-term commitment shared information, expertise, planning and systems 
● flexibility and willingness to solve shared problems 
● continuous improvements in all aspects of operations 
● joint development of products and processes 
● guaranteed reliable and high quality goods and services 
● agreement on costs and profits to give fair and competitive pricing 
● increasing business between partners. 
Partnerships can lead to changes in operations. For example, the stability of a 

partnership might encourage suppliers to specialize in one type of product. They give 
such a commitment to the alliance that they reduce their product range, make these as 
efficiently as possible, and concentrate on giving a small number of customers a very 
high quality service. They share information with customers without the threat that 
this will be used to get some form of trading advantage. At the same time, customers 
reduce their number of suppliers, as they no longer need to look around to get the best 
deals. Japanese companies were among the first to develop strategic alliances, and at 
the time when Toyota had formed partnerships with its 250 suppliers, General Motors 
was still working separately with 4000 suppliers. 

It can be difficult to form a successful partnership. A useful starting point is to 
analyze current operations and future plans to see if alliances would be useful. A 
company cannot really expect any benefits from an alliance if it only buys a few ma-
terials, or is changing its manufacturing base, or is sensitive about confidentiality, or 
cannot find reliable suppliers. Most organizations, however, can see potential bene-
fits, and they should start looking at possible arrangements. Typically they form a 
project team to identify potential partners, define objectives, set timetables, list re-
source implications, negotiate terms, and so on. When this project team makes its ini-
tial report, potential partners can be approached and negotiations begin. The follow-
ing example shows how one company set about this. 

Of course, forming a partnership is only the first step, and it still needs a lot of 
effort to make it a success. Some factors that contribute to a successful partnership 
include a high level of achieved service, real cost savings, a growing amount of busi-
ness, compatibility of cultures, and so on. J. Rowley gave a more general list of key 
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factors as management commitment, a contract specifying costs and responsibilities, 
agreed performance indicators, agreed objectives, shared culture and joint informa-
tion systems. Lambert summarized these as: 

◙ drivers, which are the compelling reasons for forming partnerships, such as 
cost reduction, better customer service, or security; 

◙ facilitators, which are the supportive corporate factors that encourage partner-
ships, such as compatibility of operations, similar management styles, common aims, 
and so on; 

◙ components, which are the joint activities and operations used to build and 
sustain the relationship, such as communication channels, joint planning, shared risk 
and rewards, investment, and so on. 

Alliances are certainly not the best answer in every circumstance. Some pur-
chases are so small, or materials are so cheap, that the effort needed for an alliance is 
not worthwhile; sometimes managers do not want to lose control or share informa-
tion; sometimes an organization may not be able to find a partner willing to make the 
necessary commitment; organizational structures or cultures may be too different; it 
may be impossible to reach the necessary level of trust; there may be nobody with the 
necessary skills and enthusiasm, and so on. Several years after starting its supplier 
partnership initiative, Petro-Canada still bought 20-40% of materials through tradi-
tional supplier-customer relationships. 

However, it is clear that alliances are becoming increasingly popular. As Ewer 
says, we have 'the powerful combination of improved technology which can enable 
better partnering, a growing consensus that partnering enabled by e-B2B is essential, 
and a growing public profile for partnering issues in general'. 

 

3. Answer the questions. 
1. In what ways can companies cooperate? 2. Under what conditions can this 

cooperation bring better results? 3. What is the key point in this kind of informal ar-
rangements? 4. How do Japanese companies use this approach? 5. What is the draw-
back of such informal arrangement? 6. What are measures to make this arrangement 
more formal? 7. What is the basis for making a strategic alliance or partnership? 
8. How is supplier partnering defined? 9. What are the main characteristics of al-
liances? 

 

4. Expand on the following statements from the text. 
1. There are several ways for companies to cooperate. 2. No commitment is the 

main point of informal arrangements. 3. Disadvantages of informal arrangement. 4. A 
long-term relationship can be a form basis for making a strategic alliance. 
5. Partnerships can lead to changes in operations. 6. It often involves certain difficul-
ties to form a successful partnership. 7. Forming a partnership is the first step in 
strengthening cooperation between companies. 

 

5. Work in pairs. Describe different ways in which organizations can success-
fully cooperate. 
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Logistics in practice 
 

Petro-Canada 
 

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

In the 1990s PC started to form strategic alliances with its major suppliers. It 
was looking for ways of reducing costs, and supplier partnerships were a clear option 
for a company that spent over $2 billion a year on materials other than oil. 

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

PC quickly realized that without guaranteed product quality it could make no 
further progress, so it consolidated its use of total quality management. This included 
Deming's '14 principles' which advise organizations not to buy products on the basis 
of cost alone, but to include a range of factors such as quality, reliability, timing, fea-
tures, trust, and so on. 

Now it had done the preparation, PC could start talking to prospective partners. 
It chose these from companies that it currently did most business with, and those 
whose products were critical. There were already long-standing, informal relation-
ships with many of these, and PC extended them to create more formal alliances. Im-
portant considerations were that the suppliers were committed to high quality, em-
phasized customer satisfaction, and had the potential to become 'the best of the best'. 

This gave PC its likely partners, and the next stage was to form joint develop-
ment teams, including representatives from the purchasing and user departments. Be-
cause of the time pressure, this team looked for quick improvements. Their aim was 
to get the initiative moving, get some quick returns, generate enthusiasm for the 
ideas, and then move the partnership forward over the longer term. 

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

1. prepare the organization for alliances with research, training, systems and 
practices 

2. assess the risk and benefits of partnerships, setting aims and targets 
3. benchmark other partnership arrangements 
4. select qualified suppliers 
5. form joint teams to manage the initiative and move it forward 
6. confirm the partnership's principles, commitments, relationships and obliga-

tions 
7. formalize the terms and conditions 
8. continue training and improving. 
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Text 8. Vertical  Integration 
 
1. Make sure you know the following words and word combinations. 
Go beyond partnership, own, minority share, joint venture, thinly, steel mill, 

canner, backward, desirable, necessarily, bake. 
 

2. Read the text and do the tasks. 
 

If an organization wants to go beyond partnerships, it has to own more of the 
supply chain. One common arrangement has an organization taking a minority share 
in another company. This gives it some say in their operations, but it does not neces-
sarily control them. A manufacturer, for example, might take a minority share in a 
wholesaler, to get some influence in the way that its products are distributed. 

Another option is for two organizations to start a joint venture, where they both 
put up funds to start a third company with shared ownership. A manufacturer and 
supplier might together form a transport company for moving materials between the 
two. 

The most common arrangement has one organization simply buying other or-
ganizations in the supply chain. This increases its level of vertical integration. 

 

Vertical integration describes the amount of a supply chain that is owned by one 
organization. 

 

If an organization buys materials from outside suppliers and sells products to ex-
ternal customers, it does not own much of the supply chain and has little vertical in-
tegration. If the organization owns initial suppliers, does most of the value adding op-
erations, and distributes products through to final customers, it owns a lot of the 
supply chain and is highly vertically integrated. If the organization owns a lot of the 
supply side it has backward or upstream integration; if it owns a lot of the distribution 
network it has downstream or forward integration. 

In some circumstances vertical integration is the best way of getting different 
parts of the supply chain to work together. Ford of America, for example, has at dif-
ferent times owned everything from steel mills through to distributor networks and 
repair shops. More often, widespread vertical integration would be very expensive, 
leading to huge organizations that spread their resources too thinly, needing specia-
lized skills and experience that one organization does not have, reducing flexibility to 
respond to changing conditions, and so on. So vertical integration is not necessarily 
desirable, and it is usually impossible for even the biggest organization to own much 
of their supply chains. Heinz, for example, cannot buy all the farmers, processors, 
steel mills, canners, wholesalers, retailers and other organizations in the supply chain 
for their baked beans. 

 

3. Answer the questions. 
1. What should companies do if they want to go beyond partnerships 2. What are 

the rights of an organization that whoch has a minority share in another company? 
3. What rights do companies enjoy if they set up a joint venture? 4. What is most 
common arrangement of solving the problem of vertical integration? 5. What is ver-
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tical integration? 6. In what case does a company own a lot of the supply chain and is 
highly vertically integrated? 7. Is vertical integration in many cases the best way of 
making the supply chain parts work together? 8. What makes widespread vertical in-
tegration very expensive? 

 

4. Expand on the following statements from the text. 
1. Vertical integration is one of the ways to go beyond partnerships. 2. Starting a 

joint venture is yet another option on this path. 3. Vertical integration means the 
amount of a supply chain which an organization owns. 4. Vertical integration helps 
bring different supply chain parts together. 5. Widespread vertical integration is quite 
expensive. 

 

5. Work in pairs. Describe the peculiarities of vertical integration. 
 

Logistics in practice 
 

GZ Rexam 
 

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

GZ Rexam looks for the benefits of partnerships with its customers. John Ste-
venson, the Sales and Marketing Director, says, 'The days of the conventional supply 
chain where everyone existed as an independent entity ... are no longer'. He quotes 
three reasons for partnerships: 

◙ Lower costs – due to better co-ordination, elimination of duplicated effort, less 
bureaucracy, quantity discounts, and economies of scale. GZ Rexam estimates that it 
can save up to 60% of packaging costs through partnerships. 

◙ Shorter lead-times – from improved coordination, procedures and administra-
tion. With Eli Lilly they reduced lead times from six to two weeks, with just-in-time 
deliveries for specific orders. 

◙ Higher quality – with uniform standards, collaboration in quality initiatives, 
less reliance on inspections and a commitment to long-term improvements. 

Once the objectives of a partnership have been agreed, the two key factors for 
success at GZ Rexam are commitment to the long-term success of the partnership and 
good communication between everyone concerned. 

 

Case study 
 

Friedland Timbers asa 
 

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

Johann asked the production manager for an explanation. She told him that 'Our 
own suppliers were late in delivering certain types of wood. This shortage of a key 
raw material disrupted our production plans. We cannot be blamed for this. If anyone 
in the company is to blame, it is the warehouse manager who does not keep enough 
stocks of raw materials to cover for late deliveries.' 

Johann then went to the warehouse manager to see what was happening. 'There 
can't be anything wrong here', he was told. 'Stocks have been climbing for the past 
year, and last month they were at an all time high. In part, this is a deliberate deci-
sion, as I want to improve service levels to production. In part, though, stocks seem to 
have just drifted upwards. Now we have high stocks of most items, but there are still 
occasional shortages. These high stocks are causing me problems with space, and are 
stretching my budget. I think that the blame lies in purchasing, who do not order the 
amounts that we request.' 

Johann saw that some stocks were drifting upwards because purchasing were 
buying large quantities of some materials. At the same time, they were delaying some 
purchases, and this produced the shortages. The purchasing manager explained to Jo-
hann, 'Let me remind you that eight months ago you instructed me to reduce materials 
costs. I am doing this by taking advantage of the discounts given by suppliers for 
larger orders. Often I order more than requested under the assumption that we will 
need the material at some stage, so I get a discount and the material is already in 
stock when we need it. Sometimes keeping things in stock would take too much 
space or be too expensive, so then I might delay an order until I can combine it with 
others to get bigger discounts.' 

Johann thought that he was near the source of his problems, and might ask for 
the purchasing policies to be reviewed. Then he talked to the transport manager who 
was not so sure. 'It is much more efficient for me to bring larger quantities into the 
company', he said. 'If you reduce the average order size, the transport costs will rise. 
Our budget is already being squeezed, as we have to pay for expensive express deli-
veries of materials that production classify as urgent. If you lower the order size, 
there will be more shortages, more express deliveries and even higher costs.' 

Johann talked to some major suppliers to see if they could somehow improve the 
flow of materials into the company. Unhappily, while he was talking to one company, 
they raised the question of late payments. This was contrary to Tried-land's stated 
policy of immediate payment of invoices, so he asked the accounting section for an 
explanation. He was given the unwelcome news that 'The company's inventory and 
transport costs are so high that we are short of cash. We are delaying payments to im-
prove our cash flow. As it is, we had to use a bank overdraft to pay suppliers for last 
month. 

Later that day Johann found that the late customer deliveries which had started 
his investigation, were actually caused by poor sales forecasts by the marketing de-
partment. They had seriously underestimated demand, and planned production was 
too low. All the employees at FT were doing their best, but things seemed to be going 
wrong. 
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Answer the questions. 
1. Why do all the logistics costs seem to be rising at the same time? 2. What do 

you think are the basic problems in Friedland? 3. What would you recommend Jo-
hann to do? 

 

Project 
 

Supply Partnerships 
 

Find a particular product whose supply chain is easy to study, such as petrol, a 
telephone service, cars, a restaurant chain, or a computer game. Discuss the amount 
of integration in the supply chain. What alternatives are there for integration? See if 
different organizations making similar products have the same approach, and explain 
any differences. Say why the existing patterns of logistics 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 encourage logistics to change? 
How is it responding to these pressures? What changes do you think there will be in 
the next decade? 

2. When logistics is divided into separate functions, each is likely to have its 
own objectives. Is this necessarily a bad thing, or can there be positive benefits? 

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

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

5. H. Decker and A. van Goor say that integration in the 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 DECISIONSUnit 4. STRATEGIC DECISIONSUnit 4. STRATEGIC DECISIONSUnit 4. STRATEGIC DECISIONS 
 

Text 1. Types of Decisions 
 
1. Make sure you know the following words and word combinations. 
Consequence, implement, concern, medium term, make a decision, constraint, 

middle manager, armed forces, rigid organization, pass down a decision, growing 
recognition, junior manager, remote, closely, lean organization, corporate, evidence, 
review, impact, environmental issues, mention, treat, important developments, rele-
vant information, periphery. 

 

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

Some decisions are very important to an organization, with consequences felt 
over many years. Other decisions are less important, with consequences felt over 
days or even hours. We can use their importance to classify decisions as: 

● Strategic decisions are most important and set the overall direction of the or-
ganization; they have effects over the long term, involve many resources and are the 
most risky. 

● Tactical decisions are concerned with implementing the strategies over the 
medium term; they look at more detail, involve fewer resources and some risk. 

● Operational decisions are the most detailed and concern activities over the 
short term; they involve few resources and little risk. 

A traditional view has senior managers making the strategic decisions that set 
their organization on its course. These strategic decisions give the objectives, con-
straints and context for the tactical decisions made by middle managers. These, in 
turn, give the objectives, constraints and context for operational decisions made by 
junior managers. This is still the usual approach to decisions, but new styles of man-
agement and improved technology have encouraged changes. Now you rarely see 
such a strict hierarchy, even among conventionally rigid organizations like the armed 
forces. Most decisions are discussed, negotiated and agreed rather than simply passed 
down. There is also a growing recognition that the best person to make a decision is 
the person most closely involved – and this is often a junior manager who is on the 
spot rather than a remote, senior manager. You can see this effect with empowerment 
(which devolves decisions to the lowest possible level) 'delayering' (to remove unne-
cessary layers of management) and lean organizations (which remove all unnecessary 
activities). 

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

● mission – a statement to give the overall aims of the organization; 
● corporate strategy – which shows how a diversified corporation will achieve 

its mission; 
● business strategy – which shows how each business within a diversified cor-

poration will contribute to the corporate strategy; 
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● functional strategies – which describe the strategic direction of each function, 
including logistics. 

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

The last two chapters showed that logistics is essential for every organization, 
even those supplying intangible services. We said that it is concerned with major de-
cisions that have a clear strategic impact, such as the design of the supply chain, size 
and location of facilities, relations with other organizations, partnerships and al-
liances. We showed that logistics is a major user of resources, including transport and 
storage; it has an impact on organizational performance, including profit and finan-
cial measures such as the return on assets; it affects lead time, perceived product val-
ue, reliability and other measures of customer service; it gives public exposure, raises 
safety and environmental issues, encourages some operations and prohibits others. 

You can see more evidence of the strategic role of logistics in mission state-
ments, which often have some explicit reference to the supply chain. It is, of course, 
not surprising that companies offering specialized logistics services refer to the 
supply chain in their missions. The mission of Roadway 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 Europe-based 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 customers, and their long-term survival 
depends on their ability to manage supply chains and move 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 logistics directly, but they both emphasize 
the supply of products to customers, and their implicit reliance on logistics. The 
point, of course, is that the long-term survival of every organization depends on the 
flow of materials through its supply chains. The strategic importance of logistics 
stems from the basic fact that without logistics there can be no operations – and no 
organization. You can see this message clearly in many mission 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 a strategic role for logistics, but 
the facts are so clear that there is little point. This is, however, a relatively new opi-
nion. For many organizations the recognition that logistics has a strategic impact is 
one of the most important developments of recent years. It changes the way that they 
manage the supply chain, and links it more closely with other strategic decisions. Lo-
gistics has a new, prominent role and gets the same attention as other core functions. 
Senior managers make the decisions, based on more relevant information and a 
broader view of the organization's objectives. The recognition that logistics has a 
long-term effect on overall performance has moved it from the periphery to the centre 
of decision making. 

 

3. Answer the questions. 
1. Into what groups can all decisions be divided? 2. What makes strategic deci-

sions so important? 3. How are operational decisions characterized? 4. What is the 
traditional view on decision making? 5. What encourages changes in approach to de-
cisions? 6. What types of strategic decisions are singled out? 7. What is the difference 
between a business strategy and a logistics strategy? 8. How are these two strategies 
combined in an organization’s activities? 9. Can you show a strategic role of logistics 
that is reflected in mission statements of different organizations? 10. The recognition 
of logistics strategic impact on a company’s activities 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 their importance. 2. Many companies 

adopt a traditional approach to decision making. 3. Higher strategies set goals for an 
organization. 4. Logistics strategic role is seen in a company’s strategic mission 
statements. 5. Recognizing logistics long-term effect on overall performance marks 
the change in the attitude to decision making. 

 

5. Work in pairs. Describe the role of various types of 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 combinations. 
Consist, policy, link, support, respond, achievable, outstanding, aiming at, sig-

nificant effect, accept, survive, availability, minimize logistics costs, competitive ad-
vantage, timing, facet, rapid supply, rush hour, choose. 

 

2. Read the text and do the tasks. 
 

All the long-term decisions about logistics form a logistics strategy. 
 

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

 

The logistics strategy forms a link between the more abstract, higher strategies 
and the detailed operations of the supply chain. While the corporate and business 
strategies describe general aims, the logistics strategy concerns the actual movement 
of materials needed to support these aims. The business strategy of UPS calls for 
'outstanding service' to its customers, and this translates into a logistics strategy of 
organizing a very fast parcel delivery service to almost any point in the world. 

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

There are, of course, many factors other than logistics to consider in designing a 
business strategy. But the amount that logistics contributes to the formulation of 
higher strategies can have a significant effect on operations. At one end of a spectrum 
are organizations where logistics contributes hardly anything to the higher strategies. 
Logistics managers simply accept the higher strategies designed by others, and design 
operations to make sure these can be achieved. At the other end of the spectrum are 
organizations whose logistics really dictate the higher strategies. The Channel Tun-
nel, for example, offers a unique logistics service, and all its higher strategies are 
based on its logistics operations. 

Organizations can only survive by supplying products that customers view as 
somehow better than those from competitors. Logistics affects the lead time, availa-
bility, cost, customer support, damage, and so on – and hence the customers' view of 
a product. In this sense, logistics actually contributes to the design, quality, perceived 
value and success of a product. But which factors are most important for this contri-
bution and should be emphasized in a logistics strategy? We can start to answer this 
by taking a traditional view from marketing which says that organizations compete 
by concentrating on the 'four Ps' – product, place, promotion and price. Here logistics 
has a role in the 'product' (through its contribution to the overall product package), 
'place' (through its delivery of materials) and 'price' (through its effect on operating 
costs). A logistics strategy could usefully emphasize these features. 
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A broader view says that customers are concerned with cost, quality, service 
level, reliability, availability, flexibility, delivery speed, location, sourcing, supplier 
relations, environmental impact, recycling, and a whole range of other things. These 
all depend on different aspects of logistics. In different circumstances, therefore, al-
most any facet of logistics can be important for customer satisfaction, and could be 
emphasized by the logistics strategy. In practice, a logistics strategy is most likely to 
emphasize the following issues: 

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

Customer service: Logistics controls stock levels, delivery times, speed of re-
sponse, and other measures of customer service. By concentrating the logistics strate-
gy on customer service, organizations can get a long-term competitive advantage. 

Timing: Customers generally want products as soon as possible, so a common 
logistics strategy guarantees fast deliveries. Timing can also mean rapid supply of 
new products, or delivering at the time specified by a customer. 

Quality: Customers demand higher quality in all products. A common logistics 
strategy guarantees high quality service, even though it can be difficult to say exactly 
what we mean by 'high quality logistics'. 

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

Volume flexibility: Changing levels of business can cause severe problems for 
logistics, as you can see during the morning rush hour in any major city. Volume 
flexibility allows an organization to respond quickly to changing levels of demand. 

Technology: Logistics uses a wide range of technologies for communications, 
tracking loads, sorting parcels, identifying products, recording stock movements, and 
so on. Some organizations have a strategy of developing and using the latest technol-
ogies. 

Location: Customers generally want products to be delivered as close to them as 
possible. This might mean that a book club delivers directly to your door, a shop has 
a convenient location in a town centre, or a wholesaler has a regional logistics centre 
near to major cities. One logistics strategy is to provide a service in the best possible 
location, such as bus stations in town centres. 

In principle, organizations should do everything well, giving low cost, good cus-
tomer service, fast delivery, flexibility, using high technology, and so on. In practice, 
this is unrealistic. Organizations have to compromise, perhaps balancing the level of 
service with the cost of providing it. Effectively they choose a specific focus for their 
logistics strategy, showing which factor they consider to be most important. Some 
organizations, such as Ryanair, focus on cost, giving a cheap service; others, such as 
FedEx, focus on delivery speed; others focus on reliability; or a customized service, 
and so on. One of the key decisions for logistics managers is choosing the strategic 
focus. 
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3. Answer the following questions. 
1. What forms a logistics strategy? 2. What is the condition of an organization’s 

successful work? 3. What role does logistics play in determining a customer’s view 
of a product? 4. What does a traditional marketing view say? 5. How is logistics re-
lated to all the ‘four Ps’? 6. What does a broader view say about a customer’s con-
cerns? 7. How are these principles realized in practice in connection with logistics 
strategy? 8. Are all these principles realistic? 

 

4. Expand on the following statements. 
1. All long-term logistics decisions form a logistics strategy. 2. Designing a lo-

gistics strategy means taking into account many factors. 3. Logistics affect the cus-
tomer’s view of a product. 4. Customer’s concerns depend on different aspects of lo-
gistics. 5. In a particular situation any facet of logistics may be important for a cus-
tomer’s satisfaction. 6. In reality it is difficult to accept all these principles as realistic. 

 

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

 

Logistics in practice 
 

The Schenker Group 
 

The Schenker Group was founded in Germany more than 125 years ago, and has 
been working internationally ever since. They employ 28,000 people, serving cus-
tomers in 1000 locations. Schenker now provide a range of logistics services, includ-
ing international air and ocean freight, logistics management and land transport. They 
provide seamless movement of customer products and information across global 
supply chains, using the latest technology and developing sophisticated systems for e-
commerce. However, their strategic focus is on customer service. 

Schenker opened in the USA in 1947 and now have 46 offices in major cities. 
All of these are ISO 9002 certified, which is in line with their strategy of complete 
customer satisfaction. This strategy is clear from their statement that, 'Our customers 
are our future. Without them – there is no future.' To support this view, the company 
gives a number of guarantees, starting with: 

 

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

Our customers are our partners in business. Their needs will be our needs. 
Schenker also describe the ways that they will achieve customer satisfaction, 

such as: 
 

We will service our customers in an innovative, pro-active manner. We will al-
ways be aware of how our service impacts their business. 

 

This overriding strategy of customer satisfaction sets the scene for all other lo-
gistics activities. When they work with Copeland Corporation in Alabama, their pri-
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mary goal remains customer satisfaction, but to achieve this they have to attain the 
secondary goals of shorter stock cycles, faster delivery, lower stocks and lower costs. 
 

Text 3. Strategy Options 
 
1. Make sure you know the following words and word combinations. 
Cheap, ensure, acceptable, waste, spread, enterprise, design, customer demand, 

requirement, pull through, eliminate delays, warn, current operations, occur, arrive, 
eliminate waste, greengrocer, transfer, alternative, agility, agile, versus, sophisticated 
and demanding customers, capacity, cope, variety, check, ability to tailor logistics, 
unit, prime concern, justification, obvious, sustain, competitive advantage, exceed 
demands, rule of thumb, potential customer. 

 

2. Read the text and do the tasks. 
 

Each organization designs its own logistics strategy, but they often move along 
similar lines. The logistics strategies of Ford and Volkswagen, for example, are 
broadly similar, as are the strategies of Lufthansa and Air France. This allows us to 
describe a few generic strategies. M. Porter suggested that there are two basic strate-
gies: 

○ cost leadership, makes the same, or comparable, products more cheaply; 
○ product differentiation, makes products that customers cannot get from other 

suppliers. 
Lyons Bakeries compete by cost leadership, selling standard cakes at low prices; 

La Patisserie Française competes by product differentiation, selling cakes that are not 
available anywhere else. Similarly, easyJet compete by cost leadership, offering the 
cheapest fares; Execujet compete by offering a uniquely luxurious service. 

In logistics, these two approaches are usually phrased in terms of lean and agile 
strategies. Organizations with a focus on lean logistics are aiming at low costs; those 
with a focus on agile logistics are aiming at high customer satisfaction. 

 

Lean strategies 
 

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

The aims of a lean strategy are to do every operation using less of each resource – 
people, space, stock, equipment, time, and so on. It organizes the efficient flow 
of materials to eliminate waste, give the shortest lead time, minimum stocks and 
minimum total cost. 

 

Early work on lean operations was done in the motor industry, led by Toyota. 
This work concentrated on 'lean production' but the methods got such good results 
that they spread into other areas, eventually developing a 'lean enterprise'. The ap-
proach is summarized in five main principles: 
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● value – designing a product that has value from a customer's perspective 
● value stream – designing the best process to make the product 
● value flow – managing the flow of materials through the supply chain 
● pull – only making products when there is customer demand 
● aim of perfection – looking for continuous improvements to get closer to the 

aim of perfect operations. 
The first of these principles, 'value', sets the target for the organization, seeing 

how to add value for the final customer of the product. The second principle, 'value 
stream', designs a means of making this product, and effectively sets the requirements 
of the supply chain. The last three principles refer directly to the supply chain. The 
third, 'value flow', gets an efficient flow of materials, eliminating waste, interruptions, 
waiting and detours. The fourth principle, 'pull', shows how to control the flow of ma-
terials by pulling them through. The fifth principle, 'aim of perfection', describes a 
continuing search for improvement. This is a common theme for management initia-
tives which often say that areas of waste should be continually identified and elimi-
nated. 

R. Townsend says that 'All organizations are at least 50% waste – waste people, 
waste effort, waste space and waste time'. During their development work, Toyota 
identified the following areas of the supply chain where this waste is most likely to 
occur: 

● Quality – that is too poor to satisfy customers (either external or internal). 
● Wrong production level or capacity – making products, or having capacity, 

that is not currently needed. 
● Poor process – having unnecessary, too complicated or time-consuming oper-

ations. 
● Waiting – for operations to start or finish, for materials to arrive, for equip-

ment to be repaired, and so on. 
● Movement – with products making unnecessary, long, or inconvenient move-

ments during operations. 
● Stock – holding too much stock, increasing complexity and raising costs. 
A lean strategy looks for ways of eliminating this waste. The typical approach 

does a detailed analysis of current operations, and then removes operations that add 
no value, eliminates delays, simplifies movements, reduces complexity, uses higher 
technology to increase efficiency, looks for economies of scale, locates near to cus-
tomers to save travel, and removes unnecessary links from the supply chain. 

One warning is that low costs do not automatically mean lean operations. Lean 
operations maintain customer service while using fewer resources – they do not just 
minimize costs. A greengrocer could minimize its inventory costs by having no stock, 
but it would not generate much customer satisfaction. Some people also suggest that 
lean operations might work in the mass production car industry, but lessons do not 
necessarily transfer to other supply chains. In particular, lean operations might not 
work when there are variable and uncertain conditions. An alternative is a more flex-
ible strategy based on agility. 
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Agile strategy 
 

An agile strategy concentrates on the other side of the 'efficient versus respon-
sive' – or lean versus agile – debate. Its supporters say that lean operations put too 
much emphasis on costs, and cannot deal with changing conditions, increasing com-
petition, or more sophisticated and demanding customers. If demand for a product is 
steady at 100 units a week, lean logistics will remove all the waste and have enough 
capacity to deliver these 100 units. Unfortunately, if demand suddenly rises to 110 
units, lean operations cannot cope. As markets are demanding more variety and cus-
tomization, logistics should be more flexible. 

 

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

There are two aspects of agility. First, there is the speed of reaction; agile organ-
izations keep a close check on customer demands and react quickly to changes. 
Second, is the ability to tailor logistics to demands from individual customers. These 
are, of course, different aspects of customer service, and the implication is that end-
customer satisfaction is a prime concern, even if this comes at somewhat higher price. 

Organizations that put a lot of emphasis on customer satisfaction are said to 
have a customer focus. The justification for this strategy comes from the obvious im-
portance of customers. Without customers an organization has no sales, no income, 
no profit, no business -and soon no organization. As M. Perry of Unilever says, 'To 
sustain competitive advantage requires a total commitment 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 demands be flexible and respond 

quickly to changing customer demands 
▪ get a reputation for outstanding quality and value 
▪ do after-sales checks to make sure the customers remain satisfied 
▪ look outwards so that they are always in touch with customers, potential cus-

tomers, competitors, and so on. 
Organizations with satisfied customers have the obvious benefit of bringing 

them back with repeat business – remembering the rule of thumb that it costs five 
times as much to attract a new customer as it does to retain an existing one. Satisfied 
customers also attract new business, as they recommend a good service to four or five 
other people – compared with dissatisfied customers who warn a dozen potential cus-
tomers about a bad experience. 

 

Lean versus Agile 
 

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

Objective Efficient operations Flexibility to meet demands 
Method Remove all waste Customer satisfaction 

Constraint Customer service Cost 
Rate of change Long-term stability Fast reaction to changing 

  circumstances 
Measures of Productivity, utilization Lead time, service level 
performance   

Work Uniform, standardized Variable, more local control 
Control Formal planning cycles Less structured by empowered staff 

 

In practice, of course, there is not such a clear divide between the two strategies. 
If a supplier improves EDI links with its customers, it can both reduce costs and in-
crease customer service – becoming both leaner and more agile. Similarly, a manu-
facturer selling materials through a website and a wholesaler introducing cross-
docking become both leaner and more agile. Both strategies accept that customer sa-
tisfaction and low costs are dominant themes, but they use different descriptions of 
the process to achieve them. Organizations need not choose one strategy at the ex-
pense of the other. B. Evans and M. Powell discuss the use of both strategies and 
conclude that 'lean and agile are not mutually exclusive, they both have their merits, 
but also limitations, especially if an individual aspect is taken, in isolation, to the ex-
treme'. 

 

3. Answer the questions. 
1. Though difficult, do organizations follow similar lines in designing their lo-

gistics strategy? 2. What is the difference between cost leadership and product diffe-
rentiation strategies? 3. How are these two approaches phrased in logistics? 4. What 
does ‘lean logistics’ mean? What is its aim? 5. Where did this strategy originate? 
6. What are the five principles of this approach? 7. How are these principles con-
nected? 8. How did the work along these lines at Toyota begin? 9. Do low costs nec-
essarily mean lean operations? 10. What is the agile strategy? 11. What are its two 
aspects? 12. What does an organization’s focus on a customer mean? 13. How impor-
tant for an organization are satisfied customers? 14. Are 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 strategy. 2. It is hardly possible to com-

pletely avoid the costs of logistics. 3. Toyota was a pioneer in adopting lean strate-
gies. 4. Agile strategy puts a lot of emphasis on a customer satisfaction. 

 

5. Work in pairs. Describe the main strategy options that companies use to im-
prove their performance. 
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Logistics in practice 
 

Ellis and Everard 
 

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

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

Among the benefits Ellis and Everard get from partnerships are: 
● faster decision making 
● higher sales and easier introduction of new products 
● stability, making long-term planning easier and more reliable 
● removal of unproductive administration 
● on-time payments from customer 
● easier introduction of new initiatives, such as EDI for stock levels and auto-

matic delivery scheduling. 
 
Text 4. Strategic Alliances and Other Strategies 
 
1. Make sure you know the following words and word combinations. 
Integration, put much emphasis, reason, share benefits, include, area for collabo-

ration, mention, speed-up order processing, feel uncomfortable, rush passengers, 
shipping, simplification, concurrent, remove bottlenecks, smooth flow of materials, 
time compression, emissions, road vehicles, heating bill, diversification. 

 

2. Read the text and do the tasks. 
 

A third strategy develops the ideas of integration that were discussed in the pre-
ceding unit. An organization can put so much emphasis on close co-operation with 
other parts of the supply chain that it has a strategy of forming alliances with suppli-
ers and customers. The purpose of this strategy is to get efficient supply chains, with 
all members working together and sharing the benefits of long-term co-operation. 

Usual reasons for a strategy of forming partnerships include better customer ser-
vice, increased flexibility, reduced costs, avoidance of investment in facilities, and 
lack of expertise within the organization. In Europe over a quarter of all logistics ex-
penditure uses specialized contract suppliers, usually in some form of long-term part-
nership. The most common area for partnerships is transport, where around three 
quarters of companies use contract providers. Other areas for collaboration include 
warehousing, import/export services, materials storage and information processing. 

We have described three general strategies based on leanness, agility and al-
liances. There are several other general strategies, where organizations emphasize 
other aspects of performance. Here we will mention a few of the more common. 
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► Time-based strategies. In the simplest view, time-based strategies aim for a 
guaranteed faster delivery of products. Benefits from these strategies include lower 
costs (by having less stock in the supply chain, less expediting, and so on), improved 
cash flow (by not having to wait so long for payment), less risk (by reducing changes 
to orders, obsolete stock, and so on) and simpler operations (by eliminating delays 
and unnecessary stores). The main assumption, though, is that faster delivery gives 
better customer service. This is not necessarily true, and you can find many examples 
of faster logistics reducing the quality. A delivery company might speed-up order 
processing, but increase the number of mistakes; an airline might rush passengers and 
make them feel uncomfortable; a shipping line might reduce delays by stopping in 
fewer ports. 

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

There is clearly scope for reducing the time materials spend in the supply chain 
and getting the associated benefits. Carter discusses seven ways of doing this: 

1. simplification – making operations simpler 
2. integration – improving information and material flows 
3. standardization – using standard procedures and materials 
4. concurrent operations – moving away from serial operations and towards pa-

rallel working 
5. variance control – ensuring high quality and avoiding waste 
6. automation – to improve effectiveness and efficiency 
7. resource planning – to remove bottlenecks and ensure a smooth flow of mate-

rials. 
 

As you can see, most of these are general suggestions for improvement rather 
than specific features of time compression. You would, of course, expect this. A 
strategy that focuses on one aspect of performance cannot ignore all the others; it still 
has to achieve performance that is acceptable when judged by a range of different cri-
teria. 

 

► Environmental protection strategies. A small, but increasing, number of or-
ganizations are developing strategies based around environmental protection. The 
Body Shop, for example, designs products with natural ingredients and based on sus-
tainable development. It uses the same principles in its logistics, with reusable con-
tainers and recycling of materials. There are good reasons for other organizations to 
adopt similar policies of environmental protection. 

In 1993 a survey of UK companies suggested that most were aware of environ-
mental pressures – mainly from EU and government regulations – but they only 
changed their practices when there were significant cost benefits. The major envi-
ronmental concerns were waste and packaging disposal (25% of respondents), noise 
and emission (23%), public perception of HGVs (15%), fuel use (12%) and road con-
gestion (11%). Only 19% of companies reported a logistics environmental policy. 
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Despite huge amounts of discussion in the area, there have been relatively few 
changes since this survey. 

Most organizations assume that 'going green' raises costs. There may be some 
benefits from customer approval, but in a competitive environment it is difficult to 
justify the higher overheads. The reality, though, is that many programmes for envi-
ronmental protection actually reduce costs. Better insulation of warehouses, for ex-
ample, gives lower heating bills. In the same way, regular maintenance of road ve-
hicles reduces both fuel consumption and emissions, as does minimizing the distance 
travelled, avoiding congestion, travelling outside peak hours and avoiding built-up 
areas. Packaging is another area with large potential savings. You may be surprised 
when a pack of chocolate biscuits has three layers of wrapping – but this is only the 
consumer wrapping, and you do not see the three layers of industrial packaging that 
protects goods during transport. Careful design and reusable containers can save 
much of this packaging and considerably reduce costs. 

 

► Increased productivity strategies. These strategies use available resources as 
fully as possible. Facilities, such as warehouses, have high fixed costs and using them 
at full capacity spreads these costs over more units. It follows that increasing the uti-
lization of resources reduces the delivered cost of products. This is really a variation 
of a lean strategy, but there are important differences. Imagine a facility that is work-
ing at 60% of capacity. Obviously, there is spare capacity that is raising unit costs. 
The lean approach would look for ways of removing the 40% spare capacity – and 
then continue looking for further reductions over time. A high productivity strategy is 
more likely to accept the present capacity, and start looking for alternative uses for 
the excess. An office or warehouse might rent out space, while a vehicle fleet might 
carry materials for other organizations. 

 

► Value-added strategies. The supply chain consists of a series of activities, 
each of which adds value to the final product. Then a reasonable strategy has an or-
ganization adding as much value as possible. This value is, of course, taken from the 
customer's perspective. Organizations can also add value by adding time and place 
utility, or doing more work on the product. Imagine a company that delivers washing 
machines to customers' houses. It adds value by delivering to the place and at the 
time preferred by customers, or by doing more work such as installing the machines, 
testing them, giving instructions on their use, removing old machines, offering ser-
vice contracts, and so on. 

 

► Diversification or specialization strategies. These strategies look at the range 
of services offered by logistics. Some organizations have strategies of diversification, 
offering the widest range of services and satisfying as many customers as possible. 
This is the approach of a department store which sells every product you can imagine. 
Other organizations have a strategy of specializing in a very narrow range of services, 
but being the best provider in their chosen area. They target a few customers and pro-
vide a service that cannot be found anywhere else – like a bespoke tailor. Some 
transport companies, for example, have a strategy of diversification and move every 
kind of load from letters through to oversize loads. Others have a strategy of speciali-
zation in, say, small packages, high security or tanker deliveries. 
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► Growth strategies. Many aspects of logistics get economies of scale, and 
larger operations can give both lower costs and better service. One common strategy, 
then, is based on growth. There are several ways of achieving growth, perhaps taking 
over competitors, expanding the geographical area covered, diversifying into more 
logistics activities, moving different types of materials, or simply increasing market 
share. 

 

3. Answer the questions. 
1. What is the purpose of making alliances? 2. What are the reasons for the 

strategy of forming partnerships? 3. What amount all logistics expenditure uses spe-
cialized contract suppliers? 4. What industry is the most suitable for partnerships?  
5. What other strategies except for leanness, agility and alliances may contribute to a 
company’s better performance? 6. What are the ways of reducing the time, material 
sped and getting the associated benefits? 7. What do environmental protection strate-
gies help to achieve? 8. Does going green inevitably leads to rising costs? 9. What do 
increased productivity strategies presuppose? 10. How do value-added strategies 
work? 11. Diversification and specialization strategies are connected with a range of 
services offered by logistics, aren’t they? 12. What are the ways of achieving growth? 

 

4. Expand on the following statements. 
1. Developing the idea of integration leads to forming partnerships. 2. Time-

based strategies aim at guaranteeing faster delivery of products. 3. Environmental 
protection strategies come to the fore in an organization’s activities. 4. Using the 
available resources is another important strategy. 5. Value-added strategies are 
achieved through various activities. 6. Diversification and specialization include a 
range of logistics services. 7. There are several ways of achieving a company’s 
growth. 

 

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

 
Logistics in practice 

Tesco plc 
 

Tesco is the largest supermarket chain in the UK, with 700 stores taking 16% of the 
food retail market. It also has stores in Asia and central Europe, giving total sales of 
£25 billion a year in 1000 stores, with 250,000 employees. Their strategy is based on 
low cost, but also includes growth, high customer service and increasing product 
range. 

The core purpose of Tesco is, 'Creating value for customers, to earn their lifetime 
loyalty'. This leads to a business strategy based around four elements – strong UK 
core business of food retailing, non-food sales, retail services such as personal 
finance and international operations. The logistics strategy supports this business 
strategy, with a huge logistics network. This has evolved over time to meet changing 
customer demands, 'Following the customer -as customers' shopping habits change, 
we change and respond by providing new products and services'. 
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You can see this effect in their stores. In the 1970s most of Tesco's sales were in 
fairly small supermarkets in town centres. Over the next 20 years it closed many of 
these smaller stores and focused on larger ones -up to 100,000 square feet – in out-of-
town developments. More recently, Tesco has adopted a flexible approach, building a 
range of shops to suit various needs. In 2001 it had 18 million square feet of sales 
area in: 

● 23 Extras at around 100,000 square feet 
● 274 Superstores at around 40,000 square feet 
● 96 Compact superstores at around 20,000 square feet 
● 38 Metro stores at around 2000 square feet 
● 45 Express stores at around 2000 square feet 
● 216 other stores. 

The range of products offered by these stores has also changed, with the Extras and 
larger superstores offering a full range of non-food products, and growing sales of 
services from personal financial service to pharmacies. There are plans to open 100 
more Express stores on Esso petrol station forecourts, and extending opening hours 
so that 300 stores are open 24 hours a day. 

For the longer term, a significant change for Tesco's logistics is the growth of e-
commerce. This business grew from 13,500 customers in 1999, to 370,000 in 2000, 
and a million in 2001. With £300 million of annual sales and 70,000 deliveries a 
week, Tesco has become the largest on-line grocer in the world. 
 

Text 5. Setting the Scene for a Strategy 
 
1. Make sure you know the following words and word combinations. 
Mission, examine, suffer, set a target, flowery statement, vague, clear, organiza-

tion's internal strengths, desired outcome, rate of growth, external constraints, return 
on investments, succeed, distinguish, distinctive, cash flow, patent, in essence. 

 

2. Read the text and do the tasks. 
 

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

The starting point for designing a logistics strategy examines the higher strate-
gies and sees how logistics can contribute to these. Then we can summarize the re-
sults in a logistics mission. This gives a simple statement of the aims for supply chain 
management, like the following example. 

Our mission in logistics is to contribute to corporate aims by moving the mate-
rials needed by production into the company, moving work in progress through the 
company, and moving finished products out to customers. We aim to give a flexible, 
reliable and cost effective service that completely satisfies our customers, both inter-
nal and external. 
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Logistics missions are useful for setting the scene, and showing the overall di-
rection and priorities. They are much less common than mission statements for the 
whole organization, but they can suffer from the same weaknesses. Organizations 
tend to be ambitious and include aims of being 'acknowledged leaders', 'the best', 
'world class', and so on. Smith says that such flowery statements fail in three ways. 
First, they are over-ambitious, setting targets that the organizations cannot realistical-
ly achieve. Second, they are so vague that no one can tell whether the mission is ac-
tually being achieved or not. Third, they miss the opportunity of using a powerful 
tool that can really help manage the logistics. 

It is useful to start designing a strategy with a logistics mission, but the next 
steps are less clear. There is certainly no single best strategy for any particular cir-
cumstance, and there is no standard procedure for designing a good strategy. 
G. Gooderham says: No one 'right' way to develop and implement strategy exists. 
The key to successful planning is to get the best fit between the chosen tools and 
techniques, the organization's current culture capabilities and business environment 
and the desired outcome. 

This leads to the usual advice of finding the best balance between the organiza-
tion's internal strengths and the external constraints – matching what the organization 
is good at to what customers want. So now we have three factors that managers must 
consider when designing a logistics strategy – the higher strategies, the business envi-
ronment and the organization's distinctive competence. 

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

The business environment consists of the factors that affect logistics, but over 
which it has no control. These include: 

● customers – their expectations, attitudes, demographics 
● market conditions – size, location, stability 
● technology – current availability, likely developments, rate of innovation 
● economic climate – gross domestic product, rate of growth, inflation 
● legal restraints – trade restrictions, liability and employment laws 
● competitors – number, ease of entry to the market, strengths 
● shareholders – their target return on investments, objectives, profit needed 
● interest groups – their objectives, strengths, amount of support 
● social conditions – customers' lifestyles, changing demands, significant trends 
● political conditions – stability, amount of governmental control, external rela-

tions. 
All competing organizations work in a similar business environment. Each can 

only succeed if it has a distinctive competence that sets it apart from competitors. 
This is defined by the factors that are under the organization's control, and which it 
uses to distinguish itself. A distinctive competence stems from an organization's as-
sets, which include: 
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● customers – their demands, loyalty, relationships 
● employees – skills, expertise, loyalty 
● finances – capital, debt, cash flow 
● organization – structure, relationships, flexibility 
● products – quality, reputation, innovations 
● facilities – capacity, age, reliability 
● technology – currently used, plans, special types 
● processes – structures, technology used, flexibility 
● marketing – experience, reputation 
● suppliers – service, flexibility, partnerships 
● other assets – knowledge, innovation, patents. 
In essence, the business environment and distinctive competence show where an 

organization is now, and the higher strategies show where it wants to be in the future. 
The logistics strategy shows how to move from one to the other. 

 

3. Answer the questions. 
1. Logistics strategy needs careful decisions, doesn’t it? 2. Are the higher strate-

gies summarized in a logistics mission? 3. What are logistics missions useful for? 
4. What aims do organizations include in their mission statements? 5. What steps are 
taken when designing an organization’s strategy? 6. What are the three factors that 
managers have to consider while designing a logistics strategy? 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 chance. 2. Logistics missions are use-

ful for setting the lines along which to build a logistics strategy. 3. It is useful to start 
designing a strategy with a logistics mission. 4. It is advisable to consider three fac-
tors when designing a logistics strategy. 

 

5. Work in pairs. Describe the steps that have to be taken into account while de-
signing a logistics strategy. 

 
Text 6. Logistics  Audit 
 
1. Make sure you know the following words and word combinations. 
Audit, review, areas for improvement, relevant internal information, compe-

tence, innovation, weakness, threat, to bridge a gap. 
 

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

We can get a clear idea of current operations by doing a logistics audit. This de-
scribes the details of all current logistics activities. 

 

The purpose of a logistics audit is to collect relevant information about existing 
practices and performance of logistics. It gives a systematic review of current 
operations, describing the procedures, costs, resources, utilization, perfor-
mance, products, and all other relevant details. 
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There are two main parts to a logistics audit, essentially getting information 
about the business environment and distinctive competence. First, an external audit 
looks at the environment in which logistics work. This reviews the nature of custom-
ers, types of demand, accepted service levels, locations, competitors and their opera-
tions, benchmarks and comparisons, services available, trends in the industry, eco-
nomic conditions, geographical and political constraints, and any other relevant ex-
ternal information. Second, an internal audit looks at the way things are done within 
the organization and identifies areas for improvement. It reviews the structure of the 
supply chain, warehouse locations and size, stock holdings, methods of materials 
handling, achieved service levels, lead times, transport arrangements, order 
processing, damage, productivity, and any other relevant internal information. 

You can see that this approach is similar in principle to a SWOT analysis, which 
lists an organization's: 

♦ Strengths – what the organization does well, features it should build on 

♦ Weaknesses – problems the organization has, areas it should improve 

♦ Opportunities – openings that can help the organization 

♦ Threats – hazards that can damage it. 

Strengths and weaknesses concern the organization's internal operations and 
show its distinctive competence. Opportunities and threats relate to external features, 
concentrating on the business environment. A SWOT analysis by Synergistic Logis-
tical Services listed their strengths as expertise, innovation and local contacts; weak-
nesses as small size, local operations and gaps in experience; opportunities from the 
increasing use of information technology, growing interest in logistics, and service-
based local economy; threats from larger competitors, high overheads and a possible 
take-over. 

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

 

3. Answer the questions. 
1. What does a logistics audit mean? 2. What is the purpose of logistics audit? 

3. What are the two parts of logistics audit? 4. What are 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 understanding of current organiza-

tion’s operations. 2. Logistics gives a systematic review of current operations. 3. The 
information about the business environment and distinctive competence is received 
through logistics audit.  

 

5. Work in pairs. Describe how logistics audit is normally organized. 
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Text 7. Developing  the  Strategy 
 
1. Make sure you know the following words and word combinations. 
Predictable, commodity, vary, fashion industry, staple food items, formal proce-

dure, give a solution, measure customer needs, simplify, systematic, analysis, achieve 
a goal, look for improvements, guideline, monitor performance, ultimate success, be-
lief. 

 

2. Read the text and do the tasks. 
 

Usually, the single most important factor for a logistics strategy is the type of 
demand. A lean strategy, for example, works best when demand is stable – or at least 
predictable. It is most successful when there are few changes to customers, products, 
or logistics, and when price is an important factor for competition. This is typical of 
commodities or staple food items, where the lowest cost is the main determinant of 
success. On the other hand, an agile strategy works best for organizations offering a 
wider range of products, where demand varies and is less predictable. It is most suc-
cessful for organizations that do not really know demand until customers place or-
ders, with make-to-order operations or mass-customization, such as the fashion in-
dustry. 

It would be useful to have some formal procedure that considers factors such as 
the type of demand, and then suggests the best logistics strategy. Unfortunately, we 
have already said that there is no single 'best' strategy, and no method that always 
gives a good solution. The best that we can do is use some guidelines. N.S. Novich, 
for example, recommends four steps for designing a strategy – understand and meas-
ure customer needs, find the weaknesses of current logistics, benchmark, and simpli-
fy the whole logistic system. A more systematic approach builds on the analyses we 
have already mentioned, and has the following eight steps: 

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

2. The internal audit analyses higher strategies from a logistics viewpoint, giving 
the context and overall aims for logistics, its strategic focus and perhaps includes a 
logistics mission. 

3. Design the general features of supply chains that can best deliver the desired 
services. This includes the design of the network, location of facilities, capacity, 
technology used, and so on. 

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

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

6. Benchmark logistics, looking at the performance of leading organizations, de-
fining measures to compare actual performance with planned, optimal and competi-
tors' performances. 
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7. Implement the strategy, setting the conditions for lower levels of logistics de-
cisions. 

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

These steps give a guideline for designing and implementing a logistics strategy. 
The first two points focus on current circumstances, and are based on a logistics au-
dit. Steps 3 to 5 design the logistics strategy, describing the general features of the 
supply chain, goals and supporting structures. Remember that the strategy only deals 
with broad principles over the long term, and does not get involved with the tactical 
and operational detail. Step 6 looks at operations in the best competitors and sees if 
there are any lessons to learn. The last two steps are concerned with implementation, 
and adjustments to keep the strategy up to date. 

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

A logistics strategy consists of a set of aims, procedures, structures, facilities, 
beliefs, systems, and so on. These are typically presented in a logistics plan. This plan 
might contain many parts, with the following list including the most common. 

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

● the aims of logistics within the organization, what performance levels are 
needed and how these can be measured; 

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

● a description of how the separate functions of logistics (procurement, trans-
port, inventory control, materials handling, and so on) will contribute to the plan, the 
changes involved and how operations can be integrated; 

● projections to show the resources needed by the strategy; 
● projections of the costs and financial performance; 
● a description of the way that this strategy affects the rest of the business, par-

ticularly in terms of performance achieved and contribution to customer value and 
satisfaction. 

 

3. Answer the questions. 
1. W.o. the type of demand is usually the single most important factor for logis-

tics strategy? 2. What formal procedure is normally adopted when designing the best 
logistics strategy? 3. What steps should be taken into account while designing a logis-
tics strategy? 4. Is the strategy presentation an important factor for its ultimate suc-
cess? 5. What main points does a logistics plan include? 

 

4. Expand on the following statements. 
1. The most important factor for a logistics strategy is the type of demand. 

2. While designing a logistics strategy some formal factors should be included. 3. A 
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more systematic approach to developing a logistics strategy should necessarily in-
clude eight most important items. 4. The presentation of logistics strategy is impor-
tant for ultimate success. 

 

5. Work in pairs. Describe the measures that are to be undertaken when design-
ing a good logistics strategy. 

 

Logistics in practice 
 

Bjorg's Pharmaceuticals 
 

Bjorg's Pharmaceutical (BP) is a biotechnology company that develops and 
markets specialized drugs for Alzheimer's disease. It is one of the smaller companies 
competing against giant internationals, and its success comes from concentrating on a 
niche market. 

Last year, BP was concerned that a major competitor was introducing a treat-
ment that was similar to one of its own best-selling products. BP felt that the best way 
to compete was to improve its customer service by opening regional warehouses in its 
major markets of Northern Europe. These warehouses would guarantee same day de-
livery. To make sure that this was a sensible move, the company did a survey of 60 
major customers. This survey confirmed that delivery time was by far the most im-
portant factor to them. The following table summarizes the results when customers 
were asked to rate the importance of factors on a scale of 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 important, it seemed that most customers 
would be happy with next day delivery. From the survey, BP also found that its com-
petitors only guaranteed next day delivery for 60% of orders. Another interesting 
finding was the perception that BP did not share information with customers, and did 
not publish details of product lead times, products that might have shortages, likely 
delays, and so on. 

Based on this information, BP adopted new policies to meet the competition. 
First, it cancelled the planned regional warehouses, saving over a million dollars a 
year. Second, it adopted a policy of next day delivery for 95% of orders, giving it the 
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best logistics performance in the industry. Third, it improved its communications, 
publishing more material on its websites and encouraging customers to contact them. 

 

Case study 
 

Hessingen Herb Farm 
 

Conrad and Elizabeth Kole moved into Hessingen Farm in 1983. Over the past 
few years their income from milk and traditional crops has dropped because of lower 
market prices. They have supplemented this income from other sources, including the 
conversion of old barns into holiday homes. 

Eight years ago Elizabeth took over a small field and started growing herbs. She 
sold a small range of herbs to local people who wanted fresh, organic produce for 
cooking. Passing tourists would also buy an unusual souvenir, and the herb business 
began to grow. Five years ago Elizabeth started growing more unusual herbs, ex-
panded her growing area into a second field and opened a visitors' centre. People now 
came to look at the growing and preparation of herbs, and taste samples in various 
foods. Three years ago Elizabeth introduced a new range of herb products. This was a 
major expansion, converting some of the farm buildings into a 'herb kitchen' and 
making products for cooking (sauces, dressings and marinades), perfumes (posies, 
pot-pourri and sachets of dried herbs) and what she called 'healthy stuff' (herb mix-
tures traditionally said to have beneficial effects). The farm is now widely advertised 
as a tourist attraction. The website is particularly useful, as Elizabeth uses it to collect 
orders. She currently delivers 100 parcels a week to regular locals (up to about 50 km 
away) and posts 200 parcels to more distant customers. 

Herbs started as a small business to generate additional income for the farm, but 
have now become its main activity. Elizabeth is considering another expansion. She 
could expand the product range even further and move all the processing to an indus-
trial estate 15 km away. Supporting this would need sales around ten times the cur-
rent postal sales. Elizabeth plans to generate these by introducing a mail order cata-
logue and increasing use of the website. 

 

Answer the questions. 
1. How does Elizabeth currently organize her logistics? 2. What do you think are 

her aims and priorities? 3. What would be the effect of the expansion on logistics? 
4. What problems would Elizabeth face, and what options does she have to overcome 
them? 

 

Project 
 

Many organizations refer, either explicitly or implicitly, to logistics in their mis-
sion. Sometimes you can find statements about the role of logistics in corporate strat-
egies, objectives, aims, publicity and related documents. Search through the docu-
ments published by different types of organization, and see how they mention the 
strategic role of logistics. You might, for example, look for references made by cer-
tain types of manufacturer, airlines or banks. What differences are there between dif-
ferent industries, and companies in the same industry? 
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POINTS FOR DISCUSSION 
 

1. To what extent is logistics a strategic function? Does it really have a long-
term effect on an organization? Is it possible to be 'essential' but not 'strategic'? 

2. When customers judge products, they include factors like availability, lead 
time and after-sales service – and these are part of logistics. Is it reasonable to say, 
therefore, that logistics plays a role in the design of a product? 

3. What are the main options for a logistics strategy? 
4. What factors affect the choice of logistics strategy? Take an organization that 

you are familiar with, and say exactly how you would set about designing a logistics 
strategy. 

5. There is only one 'best' logistics strategy in any circumstances, and managers 
should look for this. Do you think this is true? 

6. In 1996 a survey of Canadian logistics companies listed 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 your country, 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 mln x 0.25 x 0.2 = ₤ 0.5 mln a year 

Total costs= operating costs + cost of stock 

= 7.5 mln + 0.5 mln = ₤ 8 mln a year 

Profit= sales – total costs 

= 10 mln – 8 mln = ₤ 2 mln a year 

Total assets= total assets + stock 

= 20 mln + (10 mln x 0.25) = ₤ 22.5 mln 

Return on assets = profit / total assets 
= 2 mln / 22.5 mln = 0.089 or 8.9% 

 

The new position with stock reduced to 20% of sales has: 

Cost of stocks = 10 mln x 0.2 x 0.2 = ₤ 0.4 mln a year 

Total costs = 7.5 mln + 0.4 mln = ₤ 7.9 mln a year 

Profit = 10 mln – 7.9 mln  = ₤ 2.1 mln a year 

Total assets = ₤ 20 mln + (₤ 10 mln x 0.20) = ₤ 22 mln 

Return on assets = 2.1 mln / 22 mln = 0.095 or 9.5% 
 

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

Worked example 2 
 

Solution 
 

Gross profit is 5% of sales, so if we take sales of $100, operating costs amount 
to $95. At present, 22% of this, or 95 x 0.22 = $20.90, is due to logistics. 

If the company reduces the cost of logistics by 10%, it would save  
20.90 x 0.1 = $2.09. Assuming that there are no changes to the selling price or other 
costs, this is a direct contribution to profit. A 10% reduction in logistics costs raises 
profit from $5 to $7.09, or an increase of 42%. 

Without the reduction in logistics costs, the company would 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 the first week when demand of 100 
units moves through the supply chain. For each tier, you can see: 

■ demand – which equals the amount bought by the next tier of customers 

■ opening stock at the beginning of the week – which equals its closing stock in 
the previous week 

■ closing stock at the end of the week – which must equal demand in the week 

■ number of units bought – which equals demand plus any change in stock: 

buys = demand met + (closing stock - opening stock) 

In week 1 everything is going smoothly, with the usual 100 units flowing down 
the supply chain. Then in week 2 customer demand goes up to 105 units. The retailer 
must buy 105 units to meet this demand, plus an additional 5 units to raise its closing 
stock to 105. So it buys 110 units from the local wholesaler. The local wholesaler has 
to supply this 110 units, plus an additional 10 units to raise its closing stock to 110 
units. So it buys 120 units from the regional wholesaler. The regional wholesaler has 
to supply this 120 units, plus another 20 units to raise its closing stock to 120 units. 
So it buys 140 units from the manufacturer. 

In week 3 we get the reverse effect as customer demand returns to 100 units. 
The retailer now reduces closing stock to 100 units, so it only has to buy 95 units 
from the local wholesaler. The local wholesaler reduces its closing stock by 15, so it 
only has to buy 80 from the regional wholesaler. The regional wholesaler reduces its 
closing stock by 40, so it only buys 40 from the manufacturer. The manufacturer 
would like to reduce its closing stock by 100 units, but 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 one week has made manufactur-
ing vary by 180 units a week, with an effect continuing for several more weeks. 
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A List of Abbreviations 
 
AOL – an American multinational mass media corporation based in New York City 
 

BAT – the Bloomberg Aptitude Test – is an aptitude test owned, published, and 
developed by Bloomberg Institute – an educational division of Bloomberg 
LP. It is used by employers in the business world to evaluate employment 
candidates.  (Bloomberg L.P. is a privately held financial 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 wholesaler, or between 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 between companies. The term 
may also describe a company that provides goods or services for consumers. 

 

DEL – Dell Inc. – is an American privately owned multinational computer technol-
ogy company based in Round Rock, Texas, United States, that develops, 
sells, repairs and supports computers and related products and services. Bear-
ing the name of its founder, Michael Dell, the company is one of the largest 
technological corporations in the world, employing more than 103,300 people 
worldwide 

 

DHL – a division of the German logistics company Deutsche Post DHL providing 
international express mail services 

 

DVD – (digital versatile disc or digital video disc) is a digital optical disc stor-
age format, invented and developed by Philips, Sony, Toshiba, and Panasonic 
in 1995. 

 

EDI – electronic data interchange 
 

EFT – electronic fund transfer 
 

EPOS – electronic point-of-sales data 
 

EU – the European Union – is a politico-economic union of 28 member states that 
are located in Europe. 

 

FedEx – FedEx Corporation – is an American global courier delivery services 
company headquartered in Memphis, Tennessee. The name "FedEx" is a syl-
labic abbreviation of the name of the company's original 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 measure of production equal 
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to the sum of the gross values added of all resident, institutional units en-
gaged in production (plus any taxes, and minus any subsidies, on products not 
included in the value of their outputs) 

 

GKN – GKN plc – is a British multinational automotive and aerospace components 
company headquartered in Redditch, Worcestershire. 

 

HGV – heavy goods vehicle – a truck category 
 

IBS – IBS Software Services is an Indian multinational IT solutions provider to the 
Travel Transportation and Logistics (TTL) industry. The company is head-
quartered at Technopark, Trivandrum India. 

 

ISO 9002 – model for quality assurance in production, installation and servicing 
 

PC – personal computer – is a general-purpose computer whose size, capabilities 
and original sale price make it useful for individuals, and is intended to be op-
erated directly by an end-user with no intervening computer operator 

ROA – return on assets – shows the percentage of how profitable a company's as-
sets are in generating revenue. 

 

UK – the United Kingdom of Great Britain and Northern Ireland, commonly known 
as the United 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 management solutions 

 

US – the United States of America, commonly referred to as the United States or 
America, is a federal republic consisting of 50 states and a federal district. 
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