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1.0 OBJECTIVES 
After studying this unit, you should be able to: 

e explain the concept, objectives and importance of marketing logistics 

0 describe various tasks involved in marketing logistics 

explain that distribution, marketing and manufacturing need an integrated approach so as 
,to develop a competitive advantage + 

0 explain the factors that make international logistics different from domesticlogistics 

describe the recent developments in international logistics affecting the supply and 
demand for more efficient logistic services 

identify the need areas of logistics information and explain the role of information 
technology in respect thereof. 

v .  

1 .  INTRODUCTION 

Management of delivery of goods to the buyer is as important an element as any other activity in 
marketing. This is more true of international business where competition is fierce and suppliers 
fromvarious sources are readily available. Quite often, the most crucial part in export trade is 
the timely delivery of goods at a reasonable cost by the exporter to the importer. In fact, the 
prospective buyer may be willing to pay even higher price for timely supplies. But, the 
emergence of logistics as an integrative activity, with the movement of raw materials from their 



Tnternn tional sources of supply to the production line and ending with the movement of finished goods to the 
Mnhkcting Logistics 
System customer, has been a devcloprnent of the last couple of decades. Earlier on, all tlie functions 

comprising logistics were not viewed as components of a single system. But, with emergelice of 
logistics as an important part of corporate strategy due to the certain developments in the field 
of international trade has gained special significance. In this unit, you will learn about tlie 
concept of logistics, its objectives, importance, tasks, and the developments in international 
logistics. 

1.2 CONCEPT OF MARKETING LOGISTICS 
The word 'logistics' is derivative of a French word 'loger' which means the art of transport, . 
supply and quartering of troops. Essentially a military concept, it is now commonly applied to 
marketing management. Fighting a war requires the setting of an objective, and to achieve this 
objective meticulous planning is needed so that the troops are properly deployed and the supply 
line consisting, interalia, weaponary, food, medical assistance, etc. is maintained. Similarly, the 
plan should be such that there is a minimum loss of men and material while, at the same time, it 
is capable ofbeing altered if the need arises. As in the case of fighting a war in the battle-field, 
the marketingmanagers also need a suitable logistics plan that is capable of satisfjing the 
company objective of meeting profitably the demand of the targeted customers. . 

From the point ofview of management, marketing logistics or physical distribution has been 
described as 'planning, imple~ilenting and controlling the process of physical flows of materials 
and final products from the point of origin to the point of use in order to meet customer's needs 
at a profit. As a concept, it means the art of managing the flow of raw materials and finished 
goods from the source of supply to their users. In other words, primarily it involves eacient 
managelllent of finished goods from the end of product line to the consumers and, in some 
cases, include the movement of raw materials fro111 the source of supply to the b6ginning of the 
production line. These activities include transportation warehousing, inventory control, order 
processing and information monitoring. These activities are considered primary to the effective 
management of logistics because they either contribute most to the total cost of logistics or they 
are essential to effective co~npletion of the logistics task. However, the firms must carry out 
these activities as essential part of providing customer with the goods and services they desire. 

1.3 OBJECTIVES OF MARKETING LOGISTlCS 

The basic objective of an ideal logistics system is to ensure the flow of supply to the buyer: 

i) in correct quantity, 

ii) at desired location, 

iii) at required time, 

iv) in usable condition, and 

* v) at the lowest cost 

This implies tliat a6mi  will aim at having a logistics system wliich maximises the custolner 
setvice and minimises the distribution cost. However, one can approximate tlie reality by 
defining the objective of logistics system as acliieving a desired level of customer service i.e., 
the degree of delivery support given by the seller to the buyer. This comprises such elements as 
(a) speed of delivering nonnal orders, (b) speed of meeting emergency or non-anticipated order, 
(c) care in packing and handling distribution, (d) degree and speed of replacing defective 
goods, and (e) pmvision for sales services and maintenance of inventoty, Thus, logistics 
management starts with ascertaining customer need till its fulfillment through product supplies 
and, during this proccss of supplies, it considers all aspects of performance which include 
arranging the inputs, manufacturirlfi the goods and the physical distribution of the products. 
However, there are some specific objectives to be achieved through a proper logistics systen~. 
These can be described as follows : 

Improving customer service : As you know, the marketing coilcept assumes that the sure way IntmducUon to 

to ~naximise profits in the long run is through ~naxirnizing the customer satisfaction. As such, an Marketing Logistlcs 
System 

important objective of all marketing efforts, including the physical distribution activities, is to 
improve the custonler service. 

An ef f~c ie~~t  management of pllysical distribution can help in improving the level of customer 
service by developing an effective system of warehousing, quick and economic transportation, 
and maintaining optimuni level of inventory. But, as discussed earlier, the level of service 
directly affects the cost of physical distribution. Therefore, while deciding the level of service, a 
careful analysis of the customers' wants and the policies of the conlpetitors is necessary. The 
customers maybe inlerested in several things like timely delivery, careful handling of 
merchandise, reliability of inventory, economy in operations, and so on. However, the relative 
ilnportance of these factors i n  the minds of customers may vary. Hence, an effort should be 
nlade to ascertain whether they value ti~ilely delivery or economy in transportation, and so on. 
Once the relative weigllts are known, an analysis of what the conlpetitors arc offering in this 
regard sllould also be made. This, together with an estimate about the cost of providing a 
particular level of customer service, would help in deciding the level of custonler service. 

Reduce total distribution costs  : Another most conunonly stated objective is to minimize the 
cost of physical distribution of the products. As explained earlier, the co%t of physical 
distribution consists of various elements such as transportation, warellousing and inventory 
maintenance, and any reductioi~ in the cost of one elements may result in an increasein the cost 
of the other elements. Tll~is, tlie objective of the fir111 should be to reduce tlle total cost of 
distribution and not just the cost incurred on ally one element. For this purpose, the total cost of 
alternative distribution systems should be analysed and tlie one which has the mininium total 
distribution cost should be selected. (You nlay refer to Unit 2 where different approaches in this 
regard have been duly esplained.) 

Generating additional sales : Another in~portant objective of tlle pllysical distribution system 
in a firm is to generate additional sales. A firm can attract additional customers by offering 
better services at lower prices. For example, by decentralizing its warehousing operations or by 
using ecoiiolnic and efficient modes of transportation, a firm can achieve larger market share. 
Also by avoiding the out-of-stock siluation, the loss of loyal customers can be arrested. 

Creating time and lllnce utilities : Tlle physical distribution systenl also ainls at creating time 
and place utilities in the products. Uilless the products are physically moved from the place of 
their origin to tlie place where they are required for consumption, they do not serve any purpose 
to the users. Similarly, the products have to be niade available at the time they are needed for 
consumnption: Both these purposes can be achieved by increasing the number of warehouses 
located at places from tvliere the goods can be delivered quickly and where s a c i e n t  stocks are 
maintained so as to meet tlie emergency demalids of the custom~ts. Moreover, a quicker mode 
of transport should be selected to move the products from one place to another in the shortest 
possible time. Thus, time and place utilities can be creald in the productsthrough an etficient / system of physical distribution. 

I Price stlbilisrtioo : Pllysical distribution may also aim at achieving stabilization in the prices 
of the products. It can be achieved by regulating the flow of the products to the market through 
a judicious use of available transport facilities and compatible warehouse operations. For 
example, in tlie case of industries such as cotton textile, there are heavy fluctuations in the 
supply of raw niaterials. I n  such cases if the market forces are allowed to operate freely, the raw 
material would be very cheap during harvesting season and very dear duril~g off season. By 
stocking the raw material during the period of excess supply (harvest season) and made 
available during the periods of s b r t  supply, the prices can be duly stabilized. 

1.4 IMPORTANCE OF MARKETING LOGISTICS 

The importance of a logistics system lies in tlie fact that it leads to ultimate consunmation of the 
sales contract. The buyer is not interested in the promixs of the seller that he can supply goods 
at competitive price but tliat he actually does so. Delivery according to the contract is essential 
t o  i fulfilling the co~nmercial and legal requirements. In the event of failure to comply with the 
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stipulated supply period, the seller may not only get his sale amount back, but may also be 
legally penalised, if the sales contract so specifies. There is no doubt that better delivev 
schedule is a good promotional strategy when buyers are reluctant to invest in warellousing 
keeping liigher level of inventories. Similarly, better andlor timely deliveq helps in getting 
repeat orders through creation of goodwill for the supplier. Thus, as effective logistics systeb 
contributes immensely to tlie achievements of the marketing objectives of a firm. It creates 
tirne and place utilities in the products and thereby helps in maximising the value satisfaction to 
consumers. By ensuring quick deliveries in mininiurn time and cost, it relieves the customers 
holding excess inventories. It also brings down the cost of carzying inventory, material 
handling, transportation and other related activities of distribution. In nutshell, an efficient 
system of physical distribution has a great potential for improving custonler service and 
reducing costs. 

The ready accepfance of the dynamics of marketing logistics has been due to a number of 
factors, including: 

i) Technological advancement in the fields of information processing and conlhunicdtion: 

ii) Technological developnlent in transportation and material handling; and 

iii) Change in the attitude towards the total cost approacll rather t hm direct cost approacll. 

As a result of these developments, the decision niaker has a number of choices to work out the 
most ideal marketing logistics systcrn. Essentially, this system implies that people at all levels 
of management Link and act in terms of integrated capabilities and adoption of a total approach 
to achievc pre-determined logistics objectives. 

Lagistics isalso important on the global scale. Eficient logistics system througl~out the world 
eco'nomy are a basis for trade and a high standard of living for all of us. Lands, as well as the 
people who occupy them, are not equally productive. That is, one region often has an 
advantage over all others in some production speciality, An &cient logistics system allows a 
geographical region to exploit its inherent advantage by specializing its productive efforts in 
those products in which it has an advantage and by exporting these products to other regions, 
The system allows the products' landed cost (production plus logistics cost) and quality to be 
competitive with those from any other region. Common examples of this specialization have 
been Japan's electronics industry, the agricultural, computer and aircrafts industries of United 
- 
sates and various countries dominaqce in supplying raw materials such as oil, gold, bauxite, 
and clwomium. 

The other reasons why logistics has gainedimportance in tlie international trade can be 
summarized as.follows: 

1 Many companies are restructuring their p r o d u c t i s  on a global basis. Some 
manufacturers are centralizing productibn to gain economies of scale. 

2 Product lines are proliferating. More and more product line variety is needed to satis@ 
the growing range of customer tastes and requirements, and stock levels in both field and 
factory inevitably rise. 

Check Your Progress A 

1 Define marketing logistics. 

2 List the main objectives of marketing logistics. 

I 4 State whether the following statements are True or False. 

i) ECcient customer service is the only objective of nlarketing logistics. 

ii) Effective logistics system can bring stability inprices. 

The balance of power in distribution chain is shiRing from Ule manufacturers to the ' 
trader. 

3 Why do you consider rnarketillg logistics an important activity? 

Product life cycles are contracting. Companies that have gone all'out to slash costs by I 
turning to large scale batch production regularly, find themselves saddled with obsolete , stocks and are unable to keep pace with competitors' nkw-product introductions. 

1 
In many il~dustries, the value added by manufacturing is declining as the cost of i 
materials and distribution climbs. 1 

The advantage of low-cost, high volume data processing and transmission is 
revolutionizing logistics control systems. Because of new technologies, managers can 
now update sales and inventow planning faster and more frequently, and factories can 
respond with more flexibility lo volatile maiket conditions. 

iii) Marketing logistics create place and time utilities. 

iv) Marketing logistics does not include activities like order processing and 
" infonrsation monitoring. 

v . The emergence of logistics as an integrative activity is of recent origin. 

vi) Logistics system does not allow the products' Ia~ded cost and quality to be 
competitive with those from any other region. 

1.5 LOGISTICS TASKS 

The inlportatlt decisions in respect of physical distribution are : (1) how orders sllould be 
handled? (2) whcre sllauld the tvarehouse be located? (3) how much stock sl~ould be kept on 
hand? and (4) how should the goods be transported'? and (5) how is the logistics inforlnation 
monitored? In bct. as shown in Figure 1,1, these aspects constitute the major components of 
the physical distribution system. 

Introduction to 
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Figure 1.1. Ma.jor Tasks of Physical DistPibution System 
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Let us discuss about the components in detail. 

Order Processing : The starling point of the pllysical distribution activities is the processing of 
customers' orders. In order to provide quicker customer service, the orders received from 
customers sliould be processed within the least possible time. Order processing includes 
receiving the order, recording the order, filling the order, and assembling all such orders for 
tralisporfation; etc. The company and the custon~ers benefit when these steps are carried out 
quickly and accurately. Tlle enror conl~nitted at this stage at times can prove to be very costly. 
For examnple, if a wrong product or the samc product wit11 different specifications is supplied to 
the customer, it may lead to callcellation of the original order (apart from loss in the credibiliw 
ofthe firm). Similarly, if the o r c r  is rot executed within a reasonable time, it may lead to 
serious consequences. High specd data processing techniques are now available \which allow 
for rapid processing of the orders. 

Warehousing : Warehousing refers to the act of storing and assorting pr~ducts in order to 
create timeutility. The basic purpose of the warehousing activity is to arrange placanent of 
goods, provide storage facility to store Ulem consolidate them with other similar products, 
divide them into smaller quantities and build up assortment of products. Some of tlle imponant 
decision areas in respect of warehou!jing are: 

1 how many warehouses slioultl #e firm have? . 

2 where should these warehouses be located? 

3 what should be the pattern of ownership of the warehouse (owned or rented)? 

Generally, larger number ofwarehouses a firm has the lesser would be the time taken in 
serving customers at different l~ca~tions, but greater would be the cost of warehousing, 
Thus, the firm has to strike a balance between the cost of warehousing and die 

of customer service. 

Inventory Control : Linked to warehousing decisions are the inventory decisions which hold 
thc key to success of physical distribution especially where the inventory costs may be as high 
as 30-40 per cent (e.g., steel and automobiles). No wonder, therefore, thht tlle new concept of 
Just-in-Time-Inventoly decision is increasingly becoming popular with a number of companies. 

The decision regarding level of inventory involves estimation of demand for the product. 
A correct estimate of the demand helps to hold proper inventory level and control t ie  inventory 
costs. This not only helps the firm in te rm of the cost of inventory and supply to custonlers in 
time but also to maintain production at a consistent level. The major factors detemlinisg the 
inventory levels are: 

1 The firm's policy regarding the customer service level 

2 Degree of accuracy.of the sales forecasts 

Tmns~,ortrtioa : Transportation seeks to move goods from points ofproductioll i11.d salc to 
points of consumnption in the quantit~cs required at times needed and at a reasonable cost. The 
transport J o n  systeil adds time a d  place utilities to thc goods landlcd and, tl~us, increases 
their economic value. To achieve these goals, trdnsporiation facilities nlust be adequate. 
regular, dependable and equitable in ternls of costs and benefits of the facilities and service 
provided. 

hfornlation Monitoring : Tlle plqsical distribution managers colltinuously need up-to-date 
information about inventoly, transporlation and warellousing For example, in  respect on 
inventow, infornwtioo abont present stock position at each location, futme conlmi~n~ent and 
replel~isiulle~~t capabilities are constantly ieguired. Similarly, berore choosing a cilnicr, 
information about the availability of viirious modes of transport, their costs, services and 
suitability for a particular product is needed. About warellousiag, i~lforeation with respect to 
space utilization, work schedules. unit load perforn~ance, etc,, is required. 

In order to receive all the illfornmtior~ stated above. an eeicie~rt m s ~ g e m e n t  i~~lorn~alion 
rystenl would be of illlmense use in controlling costs, inlproving swiccs and deternlining the 
ov&all effectiveness of distribution, Of conrse, it is diflic~~lt to corrcctly assess tllc cost of 
physical dirtriblltion o?erntioos. But if correct inforlllation is avililuble it can be analysed 
systenlaticdlly and a great deal orsi~viog can be ensured. 

1.6 LOGISTICS AND MARKETING 

Tradit~onally, physical distribolion is considered as "The Other Hill  of MKTG". Marketing 
has primarily two purpOSCS: 

a) Obtaining demand, and 

b) Servicing demand. 

These two are linked by the level of customer service provided. 

Obtaining delllalld is the result olprolootiorlal cfforlr ormrrkcting as we11 
price i111d product 

rilis offered to consumers. Once tlle dem;lnd has becn secured, it must bc served. This is wllere 
. physical distribution co111es in. Tile plysical distribution efforts put l l e  right pmduct in t l ~ c  

right place at the right tinle to meet de~nand requirements Sales pcoplc llave long recog~lized 
that pllysical distribution actually contributes to creating dsnwnd, pmdllct availability, prompt 
delivcrv. and accurate order fillilig are just a few of the services that can please a custonler and . , 
additional sales can be generated by good serviced 

~raditidnall~, distribution has been viewed by nlany as a source of heavy costs, admittedly a 
necessaq cost inevitably, such a viekvpoil~t leads to a search for improvenlent in operating 

I efficiency and a focus on cost redaction. in fact, logistics costs account for a large proponion 
of the sales value of tnany prodvcts. In a comrpetitive markct, particularly where substitutes are 
available and acceptable to the custonler, a major advantage can be gained if logistic costs can 
be rednced without jeopardising the required service levels, 

1.6.1 Marketing and Logistics Converge 

Marketing experts llavc recognized that for developing a position of sllnainable coillpctitive 
advantage, a major source is superior logistics perfor~~wncc. Tlikls, it can be argued that irlslwd 
ofviewing distributio~l, marketing and manuficturing as largely separate activities witldn tho , 
business, they need to be unified, panicularly at the strategic levcl. One n ~ i g l ~ t  be tenlyled to 

i describesuch an integrated approach to strategy and planning as 'Marketi~~g Logistics'. 
Business can only conlpete and survive either by winning a cost advantage or by providing 
superior value slid benefit to the customer. 

Responsiveness the distribution system i.e., ability of the gvste. to 
inveIltolv needs tothe factory and get the products in the market Increasingly, the power of the brand is diminishing as te~hll~lo!Zies of compctillg product 

converge, nlaking product di@erences less apparellt. Faced wit11 sac11 situations, "le custO1ner 
The cost Of inventoq consists of holding cost (such as cost ofwarehousing, tied up capital be iduenced by price or ilnage perceptions, but ~~~r - r i i d i l l g  these aspects 

and replenishnent Cost (including the manufacturing  cost^+ of product in stock may become the mhor consideration. A ~ ~ c o n d  change is ''Iat Ihc 



IitternntlonaI customer' expectations of service have increased. Tlle customer is now nlorc demanding and 
Marketing Loglstlcr more sophisticated. Industrial buyers are more professional in their approach. Increasing use 2 State the important decision areas in respect of warehousing. 
Systen~ , 

is made of forrtlal vendor appraisal systems and suppliers are now confronted with the need to 
.................................................................................................... provide just-in-time delivery pcrfornlance. 

Another change that has had severe impact in niany industries is the trend for product life 
cycles to beconie shorter. Rapid developinents in technology which have created markets 
where none existed and have rendered thelnselves obsolete as the next generation of product is 
announced. Such shorte~liiig life cycles create substantial problelrls for logistics inanagerncnt. 
In particular, sliorter life cycles demand shorter lead times. Lead time is traditionally defined 
as the elapsed period froill receipt of customer order to the actual delivery. In today's 
environment tliere is a second aspect to lead-time i.e., how long does it take from procurement 
of raw materials, sub-asscmblies, etc. to the delivery of the final product of the customer? 
What we are now witnessing is a sitnation where the product life cycle, i n  some cases, is in 
danger ofbeconung shorter tlian the procurement-to-dclivery lead time with all the consequent 
problenls for planning and operations that such a situation will create. 

I A further trend is that the production lead times are sliorte~ling through the use of new 
technology. This means that a greaterproportion of the total procurement to-delivery lead time 
is accounted for by transport and storage. Thus we see greater pressure for integrated 
distribution/logistics management. 

1.6.2 The Customer Service Dimension 

Tlie above changes in B e  environment have moved logistics to center stage and, in turn, 
focusses the spotlight on customer service. Customer service is die thread that links the 
logistics and marketing processes because the end-product of the logistics system is customer 

service. The skill lies in inanaging tlie twin anns of marketing and logistics in such a way as to - 
maximise tlie value added through custoiner service wliile seeking a cost advantage. 

1. 

The role of custoiner service is to provide time and place utilities in the transfer of goods and 
services between buycr and seller. There is no value in a product or service until it is in the 
hands of customer or consumer. It follows that making the product or service available is what, 
in  essence, the distribution function of the business is all about. However, 'Availability' is in 
itself a complex concept wliich is influenced by.a galaxy of factors. Tl~ese factors, for 
example, include delivery frequency, reliability, stock levels and order cycle time. Ultimately, 
customer service is determined by the interaction of all those factors that nffect the process of 
making products and services available to the buyer. 

Now-a-days, customer service has changed its dimensions to quick and easy availability of 
products with reduced inventory costs. Customers have started analysing cost of the product 
with lead time of suppliers and the inventory cost thereof. As such, low volume purchase, but 
with larger frequency, is incrcasing. A customer may ultimately buy a large quantity but at 
different iiitervals of time. Such service is only possible through a good network of 
warehousing and appropriate logistics management In fact, today logistics malwgerncnt not 
only ensures the supply of product at lowest cost but also acts as a marketing tool for increased 
sales. 
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................................................................................................................................... 

3 Why do you coilsider physical distribution as 'the olller half marketing'. 

4 Fillin the blanks. 

i) The starting point of the physical distribution activities is the processing 
.................. of. 

..................... ii) Tile new concept of Just-in-time.. is increasingly becoming 
~ o ~ u l a r  with nlanv firnls. 
A A 

..................... iii) Logistics costs account for a of the sales value. 

.................... iv) of product life cycles create substantial problems. 

.................... v) Now a days.. service has changed its dimensions. 

1.7 DOMESTIC AND INTER NATIONAL LOGISTICS 

Difference between donlestic a id  international logistics can be said to arise mainly on account 
of three major factors: (i) logistics cost is likely to account for a much higher proportion of the 
delivered cost of tile product in international trade, (ii) the mechanics of doing business are 
nluch more complex in  the context of intemational (than domestic) logistics, and (iii) the 
political, cultural and institutional factors connected with intemational logistics are of 
considerable iinportance whereas these are u s d Y  not of much consequence in the context of 
donlestic logistics. Further, a generally more proactive than reactive approach is needed forth 
management of international trade logistics. 

Logistics cost : Let us consider the cost zspect of international logistics. First it is useful to 
concentrate on the transport cost. Since, in  quantitative terms. more than 90% of internationally 
traded cargoes still move by sea, we may look at sea freight. Acwrding to data published by 
UNCTAD, the sea freight borne by developillg countries in 1988 as a proportion of the c.i.f. cost 
of imports was 8.89% as compared to only 4.40% for developed countries. Thus. developing 
countries bear a burden twice as high as that borne by developed countries in terms of transport 
cost. In fact, studies show transport cost to be a much more formidable an obstacle faced by 

, developing countries than the tariffs. ~ u t ,  the percentages mentioned above are averaged for all 
goods and all distances and collceal a wid= rallge, Sea freight can be as low as 1% or less (of 
the fmal product cost) in the case ofpharnlaceuticds and as high as 80% in the case of rough 
granite stones. In general i t  varies inversely with the level of processing (or value addition) 
embodied in the product. But to sea freight have to be added the inland transpofi costs at either 
end and, more important, U~eevarious other logistic costs. Then, oftenunder estimated. are the 

: Check Your Progress B 

1 List the major tasks of marketing logistics. 

.............................................................. ..................................................................... 

.............................................................. ............... ...................................................... 
................................................. ....................................1.......#................................... 

................................................................. .. .............................................................. 

................I..............1.............................. ................................................. 
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costs associated with inventory, At current interest rates the annual cost of holding inventories 
can run as high as 30% of its value. Similarly, least obvious, and often ignored, are the staff 

' and computer costs ofrunning the logistics system (also called non-physical handling costs) 
including the cost of forecasting demand, planning factory loading, processing and dispatching 
orders, culnbersome documentation requiremehts, seeking various permissions, etc. 

Mechanics : The second difference is in the meciianics. ~ o i n ~  business with a foreign 
counterpart for the first time can be a daunting experience. For one thing it requires as lot of 
experience and expertise to be able to quote on a 'delivered' basis without a thorough 

. kilowledge of the procedures and regulations in operation in the concerned country. 

Furtl~er, inovements between countries are accompanied by many more documents than in the 
case of domestic shipments. A study showed that in India an export consignment required 48 , 

hours of typing to fill out forms, 327 signatures were needed from the authorities and that the 
whole process took on average six weeks to complete. Add to this the delays occurring after 
the coil~pletion of these forlhalities at the inland cargo aggregation points, at the port, etc. It 
was estinlated that for a typical intermodal shipment from Chicago to Munich, the total time 
required was 2 1 days of which tl~e 'productive' time, viz., time spent actually in transit, was less 
than 40 %. Where developing countries are involved at either end (or both ends).of an 
intertlsltionaI trade transaction, such delays at 'switching' points can account for an even greater 
proportion of total transit tirne, thus adding to the logistics costs. This explains thrtt, for the 
businesses of developing countries engaged in international trade, the logistics cost can be an 
important factor in their competitiveness and profitability. 

Political and cultural environment : The final group offactors is political and cultural 
ewiroimlent. Where, in order to retain control over the distribution, an exporter quotes on 
'delivered' basis he has to cover hiniself for a lot of uncertainty at the other end of the , 
transaction, e.g., the eextknt of governi~ient control on foreign exchange transactions and on the 
ba~dcing system, the legal recourse available in case of damage or fraud, the roductivity/ 
efficiency of labour and capital in the otller country, etc. Even insurance cover is seldom 
adequate to cover geiaine losses in cases of mishap to cargo. All these factors can be lumped 

'together in a category of 'unknowns' which necessarily come into play in a transaction of 
intemaliol~al logistics. 

b 

1.8 RECENT DEVELOPMENTS IN INTERNATIONAL 
LOGISTICS 

Vqrious dcveloplnents in international logistics eecting both 'supply' and "dernand' sides have 
spurred the emergence of logistics as perhaps the most important plank of corporate strategy in 
the developed countries. The supply of logistic services can be seen in terms of a series of 
tecllnology related, economic and political factors. In broad terms these can be summed up as 
(a) deregulation of transport services, (b) oversupply and fierce competition at a time of 
recession leading to a battle for survival in the transport industry most noticeably in world 
sllipping, (c) amendments to legislationlstatutory control encouraging greater privatization in 
the transport field, and (d) the introduction of faster, bigger and more efficient container ships. 

One oft110 cnlcial facilitatiiig developinents in the field of international trade logistics on the 
supply side has been the elnergence and the rise of 'containerization', Over 90% of the general 
cargo trafic 011 some major world sea routes moves by container in specialized 'cellular 
vessels' constructed to optimize coiltailler loading space. Speed and efficiency of all links in 
the total transport chain are increased by illovement of goods in containers. This reduces the 
nunlber of llandlings (reducing the l~ndl ing  cost as well as 'unproductive' time in transit), the 
packagiirg req~rircd, the possibility of damage to cargo and pilferage and, consequently, the cost 
of ii~surui~ce. Because of successful international efforts to reduce the 'barriers' w s e d  by 
regulatory illspectioils and other procedural requirements) to container movenlent, contaiilers 
have beell ilble to penetrate farthor and farther into theinland distribution system, thus helping 
to realize tlle advailtages of international llillterrnadal transport. 

On the 'dellland' (viz., trade) side, the various forces were at work have been : (a) unemployment 
recessioil and rising interest rates forced industry in the developed countries to seek new ways 

I! 

it0 add value, (b) the fierce competition fro111 Japa11 i~sd Vie Far East forced European 
fmanufacturers to resort to new produclion mcthods illvolvil~~g global-dispersal of manufscturing 
'and 'outsourcing' of componeilts, (c) increased trade in intcnnediales consequent on third 
country nlanufactllring (d) sllorter product developrrlellt time and smaller shipmellt size, and 
finally (e) increased product differentiation and trilde diveasificalion. 

These faktors governing the demand for, and supply of, expanded logistics services created new 
opportunities for carriers (especially deep sea) who cspaaded their activities horimntally 
(landwards) integrating with rail and road nlodcs in order to ofler 'value added' services to their 
customers. The newly found emphasis on 'just-in-time' or 'zero' inventoly based manufacturine 
implied a great deal of effective control oil the logistic clelnent. Colnpetilion wit11 Japan meant 
for the American and European manufact~lrers ail cqual ability to manage their logistics more 
cost effectively (e.g, by trading oE higher transpod costs against savings B inveotory cost). 
What resulted from all this, in short, was notllil~g less than the integration of the transport 
functionwith production. 

Let us now sun1nlarise the inail1 trends which are likely to hold tlle field in international logistics 
in the near future. 

First, fllere is a pro~~ounced awareness of the iinportilllcc of logistics as a stralegic issue in 
gaining the competitive edge. Pressures fro111 the ilisrkct place have led to new i m p o ~ n c e  beillg 
attached to timeliness, conlpleteness, frequency and relinbiliQ of service;. Indeed these are the 
most prized dimensions of customer service whicl~, in rn1.n. hold the key to conlpetitive 
advantage. 

Second, greater integration of 'inbound' logistics wit11 pllysical distribution has been another 
development. This has become necessary particularly in nlass assenlbly mallufacturing where the 
ratio of input to output flows is as great as 3 or 4 to I. ORen the preferewe is to engage third 
p a w  logistics contractors. Also manufacturers and such logistics contractors work closely in a. 
spirit of partnership to achieve mutual gains. 

Third, the proportion of logistics costs has become more significant due to (a) the dramatic 
reduction already achieved in manufacturing cost, and (b) colnpanies (Irying to trade otf logistic 
corn against competitive advantage, This fact also n~ea i~s  t l ~ i t  i~lanagcments must try hard to 
make a dent on these costs by focusing upon the k g  variabl'es. 

Check Your Progress C + 
1 State the three factors that distinglish doinestic logistics f~01n irltcrnational logistics. 

I 

2 List the developments in international logistics which have made pllysical distribution the 
most important plank of corporate stralegy in the developed countries. 

I~~tmductiol~ to 
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3 State'wllether of the following stateinwlts are True or False. 

i) Studies have shown that transport cost is inucll illore fornlidable an obstar:le laced 
by developing countries than the tariffs. 
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ii) Movciiients between countries are accoliipanied by a variety of docuxnents. 

iii) Speed and e&ciency of all links in the total transport chain are decreased by 
nlovenlent of goods in containers. 

iv) The emphasis on just-in-time inventory based manufacturing in~plies effective 
control on logistics. 

V) Tlie new dimensions of customer service hold the key to a competitive 
disadvantage. 

1.9 ROLE OF INFORMATION TECHNOLOGY 

The logistics information system (LIS) is a subsystem of the inanagenient ii~forniation system 
(MIS). It provides the inforniation that is specifically nceded for logistical management at 
four levels. 

First, the lowest level of the pyran~id refers to transactions and inquiries. Exalnples of tlicse 
activities are order inquiries. order processing, stock status checks. bill of lading preparation. 
and transportation ratelook ups. Such interactions with the system occur as frequciltly as many 
times an hour, and speed of the information flow is highly important. Operative personnel such 
as order-processing and transportation-ratc clerks are typical users at this level. 

Second, the next higher level use of the infornlation systcms involves first linc supervision. 
Warehouse supervisors must exercise control over space control over space utilization. 
inventory, and labour productivity in order-filling operations. A truck-fleet manager must have 
the necessary people, equipment. and spare parts to accomplish the transportation niission and 
schedule deliveries. The need for informatioil in the form of status and planning reports that 
are generated almost everyday, 

Third, tactical planning and control is an estension of management at supervisory level in that it 
concerns planning that is often repeated in less than one ycar. Evaluation of inventory control 
limits, supplier evaluation. carrier selection. planning warehouse layout, and planning for 
seasonal space and transportation needs are examples of technical planning and control 
problem. These tasks can frequently involve middle management such as the manager of 
physical distribution or manager of transportation. 

Anally, strategic (long-range) planning involves setting the goals, policies and objectives. 
deciding on tlie overall logistical structure and detennining the resources needed for tlie supply 
distribution task. Speed of information availability is rarely critical, and the informition system 
is interrogated infrequently. Manual procedures and off line computer storage of the necessav 
information usually prove satisfactory for tllislevel of planning. 

1.9.1 Features of the Information System 

Manual and co~nputerized systcms are basically the same. A good system design supports the 
management uses. The basic features of an intcgrated information system are identified in 
Figure 1.2. These features are reflection of the basic functions that the idonnation system 
performs such as transfcming. storing and transforming information. The illfom~ation system 
must have the capability of moving information from the points where it is obtained to tlie 
points wliere it is needed, 

, 
Pipre 1.2 Basic Features of a Logistic Information System 
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1.9.2 System Design 
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I For logistics information system, it is neces sq  to have appropriate database, data retrieval 

procedures, data processing programme and data analysis. Data for logistics management 
comes from difFerent sources and in different forms which is recorded manually and in 
computer files. Appropriate decision for the methodology of data storap, retrieval and 
criticality of the information should be decided. 

Data retrieval 

Exception 
reports 

It is the data storage and processing for which modem sopl~isticated computer hardware is used 
to assist the organization for decisioll nmking. Data analysis systm helps the management to 
correlate production schedule at different plants, to meet customea requirement at different 
locations, provide service to custonlers, built up inventories, reduce stock, transfer stock from 
one wqrehouse to another warehouse, monitor customer's payment, dispatch goods sonsidering 
inventories, fleet managenlent, warrhousing cost, trampomtion cost, operating cost, etc. 
! 
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1.9.3 Current Information Technology Applications in Distribution 

Information technology has a major role for successful logistics management, the principal 
applications in distribution are : 

Sales Order Processing and Invoicing : Many distribution operations serve highly 
competitive market. Hence, it is essential that the information about sales order is transmitted 
by sales office to the distribution department in an efticient inanner for dispatch. Information 
technology plays a key role in the controlling the order cycle, dispatch and raising invoice by 
accounts for customers. Inforination technology also helps accounting for necessary controls 
over payments from different customers. 

Warehousing and Stock Control : Integration of stock records, sales order processing, 
replenislln~e~~t of stocks and locations of different products at different warehouses are 
controlled through it. It helps in transfer of stocks from one location to another to reduce 
inventory and provide custolners services in cost effective manner. It also helps in providing 
the exact i~lfornlatioil about delivery schedule, and a nlulti product company at multi-location is 
able to quickly initiate steps for correlating production and customers requirement P 

Fleet Ma~iuprnent : Infornlation technology assists in vehicle routing, scheduling, fleet 
management, conlputerized round planning is used to evaluate, distribution, fleet mix, provide 
costing to evaluate alternative distributionnetworks. Successful implementation of 
computerized round planning system realize on accurate and timely information about order 
processing, cost control, order consolidation, distribution constituents like access restrictions, 
lunch time closing, etc. 

1.10 LETUSSUMUP 

Management of logistics of distribution is as important as any other activity of marketing. This 
involves planning, impleinentation, and control ofphysical flows of materials and final products 
from the points of origin to the points ofuse in orderto meet customer needs at a profit. 

Broadly speaking, tlle basic objective of an ideal system of logistics is to move the right goods, 
to the right place, at the right time in good condition, and at the lowest possible cost. Tllis ' 

implies that a firin should ail11 at having a logistics system which ensures the desired level of 
custonler service at the lowest possible cost. Some of the other specific objectives in a given 
marketing situation, however, are: (1) improve the customer service (2) reduce total distribution 
costs (3) generate additional sales (4) create time and space utilities, and (5) stabilize prices of 

I products. 

An effective logistics system contributes inlmensely to the achievement of marketing objectives 
of a firm. By ensuring quick delivery in minimum time and cost, it relieves the customers of I 
holding large inventories, On the global scale, it allows a geographical region to exploit its \ 
inherent advantage by specializing in its production efforts and provide goods at competitive 
prices. 

- The ilnportant con~poneuts of an effective system of logistics are : (1) order processing, (2) 
warehousing, (3) inventories, (4) transportation, and (5) information system. Order processing 
involves procurement and assenibling ordered goods for dispatch to the customer. Warehousing 
involves providing necessary storage facility at appropriate locations for convenient delivery 
and dispatch. 1nventor)i dccisions are based primarily on the demand patterns of various 
products. A correct prediction in this regard helps in minimizing the inventory costs. As 
regards transportation, tlie firm has to constantly evaluate different modes of transportation so 
as to ensure safe delivery at reasonable cost. Proper information system is required for 
ensuring a continuous flow of data on all aspects of the logistics system 

Traditionally, tlie pl~ysicaIdistribution is considered as 'the other half of marketing'. The 
marketing experts have recogaized that superior logistics performance acts as a major source 
for developing a position of sustainable advantage. It is contended that instead of viewing 
distribution, marketing and lnanufacturing as separate activities within thebusinesg they should 
to unified, panicularly at thc strdtegic level. It is further emphasized that the twin arms of 

marketing and logistics should be so managed as to nlasi~ilize the value added through customer 
service at lowest cost. 

It is observed that management of internatio~lal logistics is ~llucli Inore co~nplex than the 
domestic system because (i) the logistics costs are higher, (ii) the inechanics of the system are 
too intricate involving numerous perniissions, documents and ~niddlemen, and (iii) the political 
cultural and institutional factors also play a role. Tlus rcquires a proactive approach. Moreover, 
a variety of recent developnlents affecting both supply and denland of logistic seivices have 
made it the most important plank to corporate strategy in the dcveloped countries, have 
expanded logistics services, created new opportunities for carriers, and laid more emphasis on 
just-in-time inventory and the integration of the transport hilction with productioq. 

The information technology also plays an inlportilnt role in management of logistics system. 
Logistical information needs can be divided into four levels, viz., transactions and enquiries 
(order processing and transportation), first line supervision (control over space utilization, 
inventory and labour productivity), tactical planning and control (evaluation of inventory coiltrol 
limits, carrier selection hcilities, planning warehousing), and strategic planning (goals, policies 
and objective). An eficient management of inforination system would be of immense use in 
controlling costs, improving services and determining tlic overall effectiveiiess of the 
distribution system of the firm. 

1.11 KEY WORDS 

Containerisation : Placing the goods into colltaillers ensuring tllc carriage of goods by one or 
more modes of transport without il~tertnediate de-stufl~ng and stufing of container. 

Inter-modal transport : Movement of internatiotul containerized freight from a shippers 
premises to consignee's warehouse using different modes of transport enroute. 

Inventory : The stock of goods 

Jugt-in-time concept : Supply of goods to a production line, a warehouse, or a customer just as 
they are needed by maintaining zero or little il~veiltory 

Landed Cost : Production plus logistics cost. 

Lead time : Time gap between placing the order and receiving the supply 

Marketing Logistics : Process of pl~ysical llows of materials and find products from the point 
of origin to the point of use. It involves activities such as order processing, warehousing, 
inventory control and transportation. 

Vendor appraisal system : A systelil of ascertaining tlie strengtlis and weaknesses of suppliers 
for selection of the supplier. 

1.12 ANSWERS TO CHECK YOUR PROGRESS 

A 4 (i) False (ii) True (iii) T n ~ e  (iv) False (v) Tnle (vi) False 

B 4 (i) Customer's order (ii) inventory (iii) major proportion (iv) shortening 

(v) customer 

C 3 (i) True (ii) True (iii) False (iv) Tnie (v) False 

I~itrodactIon to 
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System1 
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1.13 TERMINAL QUESTIONS 

1 Define Marketing Logistics and explain its objectives. 

2 What are the main activities involved in marketing logistics? Explain them briefly. 

3 Why do you regard logistics as an important activity of marketing? Explain it with 
special reference to international trade. 

4 "Difference between domestic and international logistics can be said to arise on account 
of three major factors." Elaborate on this statement and enumerate the recent 
developments in international logistics that have made it an important plank of corporate 
strategy. 

5 In the cohtex? of trade liberalisation policies in India, examine the importance of 

a) domestic logestics 

b) international logistics 

6 You are free to purchase tea, process and back it, and export it to a buyer in U.K. Plan 
logistics set up right upto the consumer. 

7 Comment on the following statements. 

a) Traditionally, physical distribution is considered as the other half of marketing. 

b) Distribution, marketing and manufacturing can not be viewed as separate 
activities within the business, particularly at the strategic level. 

C) Logistics systenl helps in improving the customer service. 

8 State the four levels at which logistics information is needed and explain the main 
features of an integrated information system. 
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2.0 OBJECTIVES 
After studying this unit, you should be able to : 

explain the expectations of customers from the pl~ysical distribution system 

describetheftamework for strategic logistics planning, its three major aspects, and the 
- -- factorsjhat influence it 

explain the strategic distribution arrangements 

describe the three basic concepts relevant to managing physical distribution of products 

explain the H i a r i t i e s  of foreign triode environment that form logisticians to adopt a 
different approach to physical distr1bvtion in international marketing 

identify the conflicting functional objectives of logistics system and describe the strategy 
used for balancing them. 

explain the horizontal and vcrtical integration of system functions in international 
supply chains. 


