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Introduction

Author’s Introduction

Logistics management as an academic discipline is not so old; in my view some 25 years. But in the more practical world companies and activities in society have been using the logistics philosophy for a long time without even realising that they have been acting according to what we now refer to as business logistics, or logistics management. When I was working in various construction and transport companies as a civil engineer back in the 1960s and 1970s, I had no clue that it was really a logistics field I was busy in. In some instances we have the opposite situation today, in which people declare that they are working according to the logistics approach, even if many have no firm grasp of what that means. Without doubt we have seen a dramatic change in the field of logistics, from a discipline known by few to a highly popular concept.

For me it has served as a very useful background to have accomplished these 20-odd years in a business world where theory and decisions have been implemented in practice. It has been useful too for my later years in the academic world, where my fields of research and teaching have always been within transportation and logistics management. The theoretical value has to be measured in practical use; nothing is better than a practical theory.

It is unreasonable to describe oneself too fully, although the reader should at least understand a little of my background, present standpoint and thoughts on the future. After practical work and research in most parts of a logistics chain, it is most interesting to try to estimate future developments; a valuable estimation is hard to make without the experiences of the past. It is also important to understand the relationship between theory and practical use, and differences both in time and concepts. Somehow one gets a feeling of there being two different worlds, but it is probably mainly just differences in the language.

Two decades of academic teaching and discussion have lead to a mountain of compendia and different teaching materials; it is these that make up the framework for the various parts of this book. Together with my own research and the co-operation of colleagues, these bring forth many important contributions on my standpoint for the future.

An Introduction to Logistics

The content in this book looks for the greater part at the future. Standpoints for the future cannot, however, be expressed without some knowledge of logistics, which itself goes back some hundred years or more; that is, the history of logistics in connection with war, unfortunately current even in present times. The history of business logistics in Sweden is however rather short, probably only some 25 years. We first used the term "business logistics" in the middle of the nineteen-eighties, while MA (material administration) had previously been the common expression. Nowadays we use many terms and expressions for the original Business Logistics Management, of which Supply Chain Management is just one. Short or long-term backgrounds and developments are interesting, but the most important issues are the future and the development in the different perspectives.

The perspective is therefore towards the future, and the target groups are those working primarily in the logistics area. This means most activities and employees in a company and its environment, because business logistics touches most activities in the business word. The logistics perspective is overall and total, and therefore concerns all departments; it is a chain or network that must be treated as an entirety. The aim in this book is strategic, and at the same time both external and internal.

The target group is also students at university level, mainly master students and doctoral students. Basic aspects in logistics (such as warehousing, packaging, organisation, quality) are, with a few exceptions, not focused upon in the book. Rather, the book focuses on the business logistics research sector and future development.

The layout is partly worked out as a logistics material flow, from inbound to reverse; the perspective is a European one. Most books in business logistics management and supply chain management have a US perspective, and even if many such perspectives are the same, many European ones do differ. This is especially so for the external factors mainly related to the EU. At the same time, external conditions will be more and more important for the design of logistics chains and logistics strategies.

The content treats different aspects in business logistics or, in other words, the supply chain. The different parts deal with business logistics for the future, in both management and strategic perspectives. They consider different aspects not only in a flow perspective, but also external aspects regarding the environment, the market and society. Business logistics have also gained more and more international importance; therefore globalisation play an important role in this book.

A general view today is that we can see how holistic perspectives on management levels in companies and organisations on all levels are needed in order to create ways of persevering with competitive advantages. Previously it was quite sufficient to perform well in certain areas in a company. Today we have a demand for a stronger system view, with an emphasis on the importance of each sector to increase its own competitive capacity.

From a logistics point of view in a company, this development has implied that its specialist role has been complemented with a logistics integration role so as to integrate its logistics function with other functions within the company. In some cases the development of business logistics has become the most important integrator between all functions in a company. A central duty for the logistics department in this enlarged role will be to create a consistency between the overall strategy and the logistics strategy.

One of the purposes of this book is to create an understanding between the various logistics activities, and to show how business logistics is connected to the overall strategy in a company. Some of the descriptions are on a more general level, while others look more closely at special logistics activities in a company or supply chain. Another purpose is to treat business logistics in an external and global or international perspective. At the same time the goal has been to highlight and discuss conceptions which can help in understanding the connections between business logistics and strategy.

The Content and Structure

The two first chapters take the form of an introduction, and all are rather short. It will focus on the future, while at the same time consider the background in past development. The following four chapters are formulated according to a logistics flow from inbound logistics to reverse logistics. After the flow comes a special emphasis on three specific areas; environment, transportation and information systems. The environment and information systems are of special interest for the future of logistics, while transportation is an area that is basic for logistics; without movement everything stops. Transportation can also be seen as basic requirement for international trade and globalisation. The last chapter focuses more specifically on the future, and while treating trends and developments described in earlier chapters, also introduces some ideas of new fields for logistics management.

After the introduction, the first chapter treats the development of business logistics and logistics management. Different perspectives on these and their relationships to supply chain management and processes are discussed here. E-commerce and the so-called digital economy are also briefly discussed in a logistics perspective. It is mostly a conceptual discussion where similarities, differences and relationships are emphasised.

The second chapter focuses on logistics management and strategies. Logistics strategies and the relationship to general strategies in companies are discussed. In brief, fields such as quality, organisation, total cost of ownership and service are treated. Transaction costs are a basic field related to logistics costs, and a short description of this is to be found in another part of this chapter.

The third chapter considers the first part of the logistics/supply chain, namely inbound logistics. It treats globalisation, an important factor in a logistics perspective, especially so for inbound logistics. A general discussion about globalisation is presented, this part treating both external and internal conditions, and also the internal chain perspectives. Purchasing and sourcing is another important part of inbound logistics. Sourcing of suppliers is an important part of logistics, as it determines much of the forthcoming activities in the material flow. Outsourcing can be seen both from the inbound and outbound sides, and are treated here from an inbound perspective because it is closer to supplier relationships.

In the fourth chapter, manufacturing in a logistics perspective is described, done from the viewpoint of the development of different concepts. The logistics and supply chain concept is fundamentally a shift from a manufacturing focus to a chain focus, where the most efficient manufacturing can be achieved. Much of the former manufacturing we see today, and probably in the future, comprises an assembly point, like a gateway in the logistics flow. The first part in this chapter describes the development from MRP (Material Requirement Planning) to APS (Advanced Planning and Scheduling), and treats the main factors and contents in the development of the concepts. The Theory of Constraints and Drum Buffer Rope are other concepts in chapter four that have been in action for some years now. The Bullwhip Effect is yet another concept, less highly valued in research (it being a rather simple concept), but important in practice. Agile manufacturing is a concept related to world-class manufacturing and a main issue in this is employees’ involvement. Balanced Scorecard  is  a  way  of  measuring,  here  mainly  related  to  ERP (Enterprise Resource Planning). Re-engineering is briefly pointed out as a concept related to Time Based Management.

The fifth chapter treats outbound logistics, and in this chapter different aspects are given on four areas; VMI, CPFR, Postponement, and Spare Parts. It is primary an outbound perspective, but in such a perspective there will be at least two parts, the customer and the supplier, a common situation that could just as easily be regarded as an inbound situation. VMI and CPFR are treated as a development where the two concepts are related to each other. These two concepts, and postponement, are also treated in a future perspective that mainly has a state of theory, but these concepts, and spare parts, are also important in a more practical perspective.

The sixth chapter (reverse logistics) has two main parts; wastehandling and return-handling. The introduction treats more general aspects in an environmental perspective. Environmental considerations are related to the logistics flow. The other part of the chapter treats the return of goods, in which there is a strong relationship to e-commerce.

Chapter seven and eight about transportation and environment are in some parts related to chapter six where reverse logistics are described; in chapter seven some environmental aspects in relation to transportation will also be treated. After a short introduction about general standpoints in environmental handling and strategies, and a description of tools and methods, the focus is on environmental impact in logistics and especially in transportation. A reason for the focus on transportation is that much of environmental impact and destruction has, rightly or wrongly, been related to transportation. The main part is a description on an operational level and centred to road transport, especially transport by lorries. The European framework is the liberalisation and harmonisation according to environmental questions.

Information (chapter nine) has always been very important in logistics and supply chains; the physical flow of goods needs suitable information systems. In this chapter only certain aspects on information systems are treated, these being done with a special focus on future development. After the IT-bubble, actors in goods chains have had to re-consider; it is now more a question of what the actors really need, what problems information systems can solve, and what advantages a company can get from a suitable information system. The first part of this chapter therefore shows a structural way of identifying chain actors’ needs, and what advantages they can get from information systems. The second part of chapter nine describes Track & Tracing and also the up-and-coming system of Supply Chain Event Management (SCEM). The description will focus on the use, advantages and disadvantages when using the system. SCEM is still in its early days, but is an interesting system for the future. A tracing system called ParcelCell is presented, also having a developing potential. Even if track and tracing is only one single system in information exchange and communication, and today seen as a system mainly in transportation, it is nevertheless a system built on, and related to, the general development in information technology. This development is briefly described in this chapter.

In the final tenth chapter some aspects on future developments in a logistics perspective are described. One area is the on-going globalisation, where the focus is on demands for ethics in commerce and culture, and how companies conduct themselves in international business. A special area in international goods flows are now the added risks for terrorism, and some aspects of this are given here. In international supply chains these risks are increasing, and have also received more attention; this means that the concept of supply chain security has to be an important part in creating international goods flows. A section in the chapter focuses on China, a very fast growing market. The development of Chinese logistics is of interest for companies in many countries. Supply chain measurement will in the future be more important to consider, and some aspects on this are also given in this final chapter. In this chapter some areas that can be seen as new fields for business logistics are also mentioned. One such field is medicinal services, where the overall logistics perspective can render effective solutions.


    CHAPTER 1

    THE BUSINESS LOGISTICS 
DEVELOPMENT

    
      This chapter will give a brief description about logistics developments and relationships to other concepts that in some way are related to business logistics. The developments can be treated in two perspectives; one is the “historical” and the other is the future. Supply Chain Management is discussed, both in relation to logistics management and as an independent concept.
    

    
      1.1. An “Historical” Development
    

    Someone once said that: “Logistics today is as important for success in the digital economy as it was for Roman Empire world dominance.” I do not intend to attempt a description of a development of logistics in the Roman Empire. The development can be treated in two different perspectives; one is when we really started to use the concept “business logistics“ or “logistics management“, another when we used the concept without thinking of it as logistics management. These two perspectives can also be seen as both internal (or business perspectives) and external perspectives (or even a military perspective). The history here is the one of business, even if the environment and society are also important, but they are more perspectives for the future.

    The logistics concept has gone through a radical change since the start of education and research in the logistics field. It started, according to my experience, with transport economy and MA (material administration). At that time we saw MA as a group of different methods to optimise the physical flow in transportation and warehousing. We saw them as very strongly related activities, and the challenges for the companies were to handle the physical flow as one system. Logistics was a vision and a philosophy applicable for a company. It was a philosophy about how to handle the total flow, from raw material through to end customer, all in one system. Later, concepts such as integrated logistics were developed, and these can be seen as predecessors to the present-day Supply Chain concepts.

    The development has meant that our original logistics concept has changed dramatically. Back in the 1970’s and 1980’s we used to work with an analytical model for transportation and warehouse problems. During the 1990’s we used logistics and supply chain management as tools for creating strategic competitiveness for the whole chain.

    The logistics concept, irrespective of the fact that its origins were in MA, logistics or supply chain management, has gradually involved more and more aspects. It is a development in at least two dimensions. The logistics concept has moved onwards from a situation defined by disciplines as being problem-oriented. Another dimension is that the logistics concept has gone from being an operational tool to a concept that nowadays involves the strategic field.

    Even if the logistics concept and the way it is used has changed, it can be said that it has been a successful development. The development implies that the concept often comes before the practical application. Reasons for this can be that we are more interested in practical solutions and implications than in developing models. Even so, we still see this theoretical modelling from what can be called the optimising side of logistics management.

     The logistics concept has also changed in other aspects, and nowadays it is not only useful in a chain perspective. The surrounding world and new fields can in some ways be involved in the logistics concept. Especially in the field of waste-handling and reverse logistics the concept can be useful. Both possibilities and demands from the surrounding world are issues that must be handled in a strategic logistics perspective. The environmental impact, globalisation, internationalisation and IT-development are some examples of factors to which logistics must pay attention.

    
      1.2. The Future for Business Logistics
    

    The questions for the future are how logistics can develop, and what importance the concept can have. We know that a great deal, both in the companies, the chains and in the surrounding world, will change. There will be no rectilinear change based on the future, rather we can expect that changes will be more like waves. One guess for the future is that we must consider to a far greater extent developments in the world around us. These are issues that will be more and more difficult to handle, because the world is becoming small, while at the same time there will be larger differences between various parts of the world. For any company the surrounding world includes the market, its competitors and society.

    Considerations to developments in the surrounding world in use of the logistics concepts are one of the most important challenges for the future. They are a challenge for strategic and logistics management. Another challenge, which has an external focus, is the development of reverse logistics. This includes the handling of waste and returns, and the environmental impact. Developments are a demand from society and customers alike, which make not only demands but also provide possibilities for future logistics strategies. The future logistics will also find new applications; security and care chain are two examples of these. This means that the logistics concept is useful not only for the flow of goods, but also in other kind of chains and processes.

    We have seen the growing importance of the connection between IT and the physical flow of goods and services, both internally within a company and externally in communication systems between partners in a chain. This development will continue. Up to now many ITcompanies have had very little knowledge about logistics, but in the future one can expect better integration between these two categories of activities, even for smaller companies.

     Integration has for many years run like a red line through the development of logistics. What we have seen is integration backwards; integration forwards is far less common. Integration within the whole chain must be driven and propounded by the larger companies with the power to put demands on others in the chain. This becomes clear when it comes to demands which cost money, as do environmental demands.

    
      1.3. Driving Forces
    

    When we meet different companies and talk about their future, especially in a logistics perspective, we can notice that integration and partnership are important factors for the future. Only to a lesser degree do we see any challenges in the separate operatives. For small firms we find a focus on their own production processes and relationships to their customers and suppliers. In the main it is the larger companies that will have to be responsible for the development of the overall logistics channel.

    There are some overall driving forces which can be decisive for future development. It is not hard to see that IT-development, globalisation and environmental questions are very important to the future logistics and strategy for companies. In particular B2C means that small scale delivery systems will grow, although B2B will probably not change delivery systems compared to present systems. E-commerce will also have importance not only for transportation, but also for warehousing, picking and packaging.

    Globalisation is dependent on many factors, one fundamental of which is market deregulation. Others are political ideas and trade political rules, stocks and bond markets, foreign exchange markets and migration of educated labour. New markets will open for companies. This has many implications, one being that companies will have to focus upon their core competences even more than before. Other consequences are that globalisation creates further driving forces for global sourcing and also outsourcing.

    Globalisation is however not uncontroversial; we have forces which are against, or at least monitor, how companies act, especially in developing countries. These concern such factors as human rights, ethics and the environment. Free trade is in some senses also controversial, Bertram Russell once described change as inevitable, and progress as problematic.

    
      1.4. Future Logistics Demands
    

    Logistics personnel and departments have to handle several hard challenges. Previously the focus has been on inter-organisational problems, but both now and in the future intra-organisational questions between companies will be more important for logistics. One example is that outsourcing demands the development of methods for the control of several independent companies.

    Successful logistics demands competence, inter- and intraorganisational management ability and capacity, cross-cultural managing competence and alteration competence. The logistics department will be the competence centre for many fields, both for internal and external issues. Even if logistics still has to handle optimising questions, it is obvious that in the future logistics will become more and more of a management issue. It will be a challenge that involves both “hard” measuring and “soft” behaviour

    Trends in the developing process towards leading edge logistics can be identified in the following terms: focus on the whole creation of value chain (competition vs. outsourcing), process orienting (TQM, Time Based Management, re-engineering) and customer driven strategy (customer focus, differentiated delivery processes). Other trends such as strategic alliances and process-oriented measuring methods will be in focus, but all these are trends that we have seen already today.

    Creation of value chains implies questions about different roles in the entirety, outsourcing/insourcing, specialisation vs. co-ordination. It is probable that logistics’ actors and companies will take over more roles in the process. Changing roles implies questions like who does what; it also raises questions about core and periphery activities, and if we find an activity to be periphery, shall we outsource this activity? Process orientation must be created as a strategy to attain competitive advantages, both positional and structural advantages. Process competence is important, as is knowledge about competitors’ positions. “Operational excellence” and “best in class” are amongst such phrases in this context.

    Customer orientation is something we have seen for some years now, and this focus will continue to develop. Examples in this orientation are: wider assortment, more but smaller orders, speculation vs. postponement, differentiated delivery processes, and direct distribution. Internal and external integration will be oriented to process oriented organisation where we find questions about process owners, teams, integrated information and communication systems, strategic alliances and partnership. A picture of trends is given by Persson (2001).

    

    
      [image: image]
    

    
      Figure 1.1 Logistics Trends
    

    
      Source: Persson, 2001
    

    
      1.5. Supply Chain Management
    

    Gradually many buzz-words in logistics have emerged, with Supply Chain Management and all its variants being the most common examples. There is nothing new in any of these new concepts, and it is more of a natural development of logistics. However, there are discussions about Supply Chain Management amongst researchers. Every new book in logistics contains a definition of Supply Chain Management, which to me is a pretty absurd situation, because nothing is new even if we give it a new name or a new definition. (Some years ago everybody talked about the new economy, a real soap-bubble because nothing was really new, but rather just a most natural development of the economy). The most common differences are found in information systems and the use of information and communication, but these have always been basic and important in logistics. Supply chain has a customer focus and customer demand makes that supply in practice; it is instead more of a demand chain than a supply chain.

    According to Lambert and Stock (2001) and others the definition of Supply Chain Management expressed in books is much broader than that of logistics. This is a common argument, but in their comparison Lambert and Stock compare supply chain with the original logistics definition by CLM in 1986. Logistics management is a developing process, and nothing can be the same as it was 20 years previously; a development does not mean that we gain a new concept. CLM has revised the definition of logistics in 1998: Logistics is that part of the supply chain process that plans, implements, and controls the efficient, effective flow and storage of goods, services, and related information from the point-of-origin to the point-of-consumption in order to meet customers’ requirements.

    A definition of supply chain according to Lambert, Cooper and Pagh (1998) is: Supply chain management is the integration of key business processes from end user through original suppliers that provides products, services, and information that add value for customers and other stakeholders. This is a definition which includes most business activities. Christoper’s (1998) definition is more customer focused: The management of upstream and downstream relationships with suppliers and customers to deliver superior customer value at less cost to the supply chain as a whole. It is sometimes hard to understand all the discussions about the various definitions, as many are more of an academic nature than useful in business management. The standpoint that logistics management is more internal than Supply Chain Management is somewhat strange, since integration between different actors has always been fundamental in logistics management.

    As an illustration of both definition and content of the concept Supply Chain Management, thirty papers were presented at a conference (Enarsson, 1999), and at least twenty different variations of the SCM conception could be found. Some of these were:

    

    

	Supply Chain Network
Capacity Based Supply Chain
Network-wide Supply Chainn
Supply Network
Supply Demand
Supply Integration
Information Management
	Supply Management
Supply Chain Dynamics
Lean Supply Chain
Web Supply Chain
Seamless Supply Chain
Demand Chain
Supply Coalitions




    

    Even if we can accept some variations of the conception SCM, and that we have different opinions about relationships to logistics, it seems necessary to have a common definition of the SCM-concept. Day, Burnett and Forrester (1999) find that the term “Supply Chain Management” is frequently used, and the concept has inherited a multiplicity of meanings. They mean there are still disagreements about what definition best describes SCM. They also find that literature surveys create more confusion than a generalised agreement. The definition seems very fragmented; however New (1994) argues that the supply chain management is crossing boundaries between operations and industrial economics, marketing, economic geography and industrial sociology. This means that Supply Chain Management includes nearly everything in business (hardly a definition).

    Olsen and Ellram (1997) have had a broad discussion about the buyer-supplier relationship. Another definition is that of Mattsson (1998) when he defines the supply chain as a line of actors who are in a dependence relationship with one other and through which material, payment and information flows (a definition which can also be seen as a traditional logistics definition). All the variations of the term, and the lack of clarity in the definition, lead to the conclusion that SCM is what you make of it; in other words, it can involve anything according to a specific situation. It is hardly a new theory, nor a new scientific field. If we want to keep the chain concept, the most proper concept must be value chain.

    Leaving the variations of definition and relationships to logistics management, we have to look more deeply into the concept and the possible advantages. The extension of the supply chain concept is a focus on production and takes place both on the supply and distribution side of the company. The extension of the chain shows other factors in the developing process, where the distance between the manufacturer and the end consumer has increased, both geographically and from an operational point of view. At the same time there is a strong trend towards more and more customer-oriented products and production which requires close relationships between suppliers and customers. This trend points out the need for a form of supply chain or, more generally, a system for integration and closer relationship. But the question is; is the concept of “supply chain” the solution to this challenge? A chain of companies is only part of the whole complex system of which both the single company and the chain of companies are a part. There has to be a focus on all the relationships and the dependencies, and this is a big challenge.

    The present focusing of SCM research is dominated by IT-related research which can be described as IT-based modelling and simulation. The SCM consultants (and also researchers) are building models in one limited field, sometimes (often) without any deeper knowledge of established theory, practical usefulness, economical benefits or effects on the system as a whole.

    It is a general statement that the world of business is based on complexity, fast changes and development. This means instability in many respects, but is this development today really as many describe it? If we look back and look at development in an historical perspective, have not people in all periods thought that their present period was more dynamic and more changing than ever. Today we can also better predict developments and changes, which means that we can control the development and that the rate of development is low today compared to previously.

    In the present dynamic period of changes and complexity, how then do we act? We create new theories and new concepts such as “Supply Chain Management”. I can see much striving to meet dynamic development and complexity, a striving for stability and of doing different actions more easily. We create new standards, new norms, we bring in harmonisation, international supranational agreements and rules. It is now much easier to trade with common rules on a deregulated and harmonised market; even if not all trade is yet deregulated or harmonised, more and more will be. The goal for ITdevelopment is to a great extent a goal to create a better (which often means a simpler) usefulness. It is meant to be easier for us.

    In this dynamic world it can be established that people and companies in general are striving for stability, but researchers (and consultants) are striving for new theories, such as Supply Chain Management in all its variations. One question is what the criteria for the new theories are, and how new conceptions are related to new theory? Sometimes I have a feeling that it is the degree of popularity which is the determining factor, which means how often it is used, mentioned or referred to. In this line SCM has incorporated both marketing channel theory, logistics theory, network theory and Porters theory of the value chain.

    In some respects it would be more correct to call the supply chain the demand chain. An important basis for this is that initiatives for demands of more effective support often come from the customers. The discussion about supply and demand leads to the conclusion that all actors in the supply chain can be seen both as customers and suppliers, depending on from what position you view the chain. A most important statement in all this, however, is that the end of the chain is always the final customer.

    A comparison between the supply chain theory and other theories gives us some conclusions (if we treat the supply chain as a theory and the question at issue). The marketing channel theory focuses on the distribution and demand side of a company; it can be argued that this may only be part of the chain, but it all depends on where the company is situated in the chain. The value chain focuses on internal activities in a company and the physical flows as primary activities, whereby the support activities are related to the external activities. In comparison with supply chains, the value chain pays very little attention to information systems. The network theory considers the whole network, its actors, activities and relationships.

    The supply chain is only one part of a network, and therefore it only gives us one part of the entirety (perhaps a statement in contradiction to many others).
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