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Special logistics staffs handle the movement of items and displays for trade shows and special
events. This sleek Mercedes racer is being loaded aboard a KLM Bocing 747,
Photo © KLM-Roval Duteh Airlines Photo Archives. Reproduced with permission.
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Key Terms

MW Channcl intermediaries B Phuniom freight

B Cost trade-ofls B Flace utihity

B Economic utility B Possession utility
B FOB destination pricing B Postponcment

B FOB origin pricing B Power retailer

B Form utility B Rcverse logistics
B Freight absorption B Siock-kKeeping uniis (SKLUs)
B Inhound logistics B Siockous

M Landed costs B S.sems approach
W Loostics B Tailored logistics
W Mass lomstcs B Timc unlity

B Materials management B Total cost approach

Learning Objectives

B To learn the deflinition of logistics

B To understand the economic importance of lopistics

B Tolearn of recent events and their influences on beaistics prachces
B To gain an understanding of logstics pracuces within o firm

B Toicarn diffcrent pricing polices

B 10 know about logistics careers

ECONOMIC IMPACTS OF LOGISTICS

At this poant. vou may have hmited awareness of. and knowledge about, logistics — the subject
matier of this texrhook, However, if that s the case. volre reallv not very diflerent from lots of
other people whe inhabit this planet, and it might come a5 a surprise to vou that logistics tends
(o have significant economic impacts. From a macroeconomic perspective, Table 1-1 summa-
rizes LS logistics costs inorelation o gross domesie product (GDEF) [or Tive-vear tme penods
between 1960 and 2005, Note that logisties as a percentage of GOP has declined trom approxi-
mately 15 porcent in 1900 0 less than [0 percent in 2005 and that annual aggregate logisucs
costs now approach $1.2 rillion. Although absolute and eelative logistics costs in relation Lo
GDEP vary from country to country (logistes expenditures im China are esumated to be about
19 percent).! logistics is most definitely an important component in any countr’s Conomy,
Continaing with a macro perspective, logisties can also play an important role ina nation’s
ceonomic growth and development. Hannigan and Manean pointed out that logistics, particu-
larly improvements in transportation elliciency. plaved a key role in the explosive growth of
Ireland’s economy in the mud- and late-19%0s (they had a GDP inerease of 62 percent m this
period ). According 1o Hannmigan and Mangan. future growth of Ireland’s economy will not he
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TABLE 1-1 the Cost of the Business Logistics System

in Relation to Gross Domestic Producl {GDP)

fn & Billion

P —

Inventory Foral LA, Logistics As
Carrving Transportation Administrarive Logistics a Percentage
Year E'ﬂ.'nl".'n__._ _ Cosns | - (’.'rl,z:r.'..' _ _ Cost _ af GDFP
1 50 31 i 3 It 4.7
1965 38 frd 1 | (3c 14.7
1870 36 41 b 35 [4.7
1975 OT 116 4 222 [ A5
1980 220 214 17 451 16,1
| s 227 274 20 321 124
15490 283 351 ube 54 1.4
1905 M2 441 M 773 1.4
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Sowerges: Bosalvn Walson and Robert Delapey. Twelitn Annca, Sone of L ogianes Repers, M0 Rosalvn Wilson,
scventecnth Annual Siare of Logosics Kepor, 2U06,

possible without improvements 1o its logisticul capabilities.” In a similar fashion, both the
Chinese government and Lthe privdate sector recoemize that as China's [abor cost advantage
shitts to ether countries. logistics eificiencey becomes an essential component to fueling an ecaon-
omy that has been cxpanding at between & and 11 pereent per vear.”

Apart trom the previous examples of macro-level cconomic impacts, the ¢conomic impacts
of logistics can affect individual consumers such as vou. These impacts can be 1llusirated
through the concepl of economie utility, which 15 the value or usetulness of a4 product in tulfill-
ing customer necds or wants The four general tvpes of ceonomic withily arg possession, form,
time, and place. Logistics clearly contribuies 1o time and place utihties,

Possession utility refers 1o the value or usefulness that comes from a customer being able
to take posscssion of a product, Posscssion utility can be intluencad by the paviment terms asso-
clated with a product. Credin and debat cards. Lor example. facilinae possession uulay by allow-
ing the customer 1o purchase products without having te produce cash or a cash cguivalent,
Likewisc. automotive leases allow customers to take posscessicn o o more desirable model than
would be possible with conventional automaotive loarns,

Form atility refers 1o a product’s being in a form that D) can be used by the customer and
(2) is of value to the customer. Althoush form wiilitey has generally been associated with pro-
duction and manulacturing, logistics can also contribute 1o form utility, For example, w achieve
production coononmmes (e lower cost per wmt). a soft-dnnk company mav produce thousands
of cases of a certam 1ype of solt drink (e.g. dict cola). You're not likely 10 purchase diet cola by
the thousands of cases {unless vou're having a really big social event!) but rather in smaller lo
sizes, such as a six- or twelve-pack, Through allecanon, which wall be discussed more fully in
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