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UNIT- 1 

Introduction to Supply Chain Management (SCM) 

1) The network created amongst different companies producing, handling and/or 

distributing a specific product is called supply chain. Specifically, the supply chain 

encompasses the steps it takes to get a good or service from the supplier to the 

customer. Supply chain management is a crucial process for many companies, and 

many companies strive to have the most optimized supply chain because it usually 

translates to lower costs for the company. Quite often, many people confuse the term 

logistics with supply chain. In general, logistics refers to the distribution process 

within the company whereas the supply chain includes multiple companies such as 

suppliers, manufacturers, and the retailers. 

2) Supply chain management (SCM) is the management of the flow of goods. It 

includes the movement and storage of raw materials, work-in-process inventory, and 

finished goods from point of origin to point of consumption. Interconnected or 

interlinked networks, channels and node businesses are involved in the provision of 

products and services required by end customers in a supply chain. 

3) Supply chain management has been defined as the "design, planning, execution, 

control, and monitoring of supply chain activities with the objective of creating net 

value, building a competitive infrastructure, leveraging worldwide logistics, 

synchronizing supply with demand and measuring performance globally. 

 

Stages/ Key components in supply chain management 

Supply chain management (SCM) is a process used by companies to ensure that their 

upply chain is efficient and cost-effective. A supply chain is the collection of steps that a 

company takes to transform raw components into the final product. The following are five 
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basic components of SCM. 

• Plan 

• Develop (Source) 

• Make 

• Deliver 

• Return. 

1) Plan 

The first stage in supply chain management is known as plan. A plan or strategy must be 

developed to address how a given good or service will meet the needs of the customers. A 

significant portion of the strategy should focus on planning a profitable supply chain. 

This is the strategic portion of SCM. Companies need a strategy for managing all the 

resources that go toward meeting customer demand for their product or service. A big piece 

of SCM planning is developing a set of metrics to monitor the supply chain so that it is 

efficient, costs less and delivers high quality and value to customers. 

 

2) Develop (Sourcing/ suppliers) 

Develop is the next stage in supply chain management .It involves building a strong 

relationship  with suppliers of the raw materials needed in making the product the company 

delivers. This phase involves not only identifying reliable suppliers but also planning 

methods for shipping, delivery, and payment. 

Companies must choose suppliers to deliver the goods and services they need to create 

their product. Therefore, supply chain managers must develop a set of pricing, delivery and 

payment processes with suppliers and create metrics for monitoring and improving the 

relationships. And then, SCM managers can put together processes for managing their 

goods and services inventory, including receiving and verifying shipments, transferring 
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them to the manufacturing facilities and authorizing supplier payments. 

3) Make (production and operations) 

At the third stage, make, the product is manufactured, tested, packaged, and scheduled for 

delivery. This is the manufacturing step. Supply chain managers schedule the activities 

necessary for production, testing, packaging and preparation for delivery. This is the most 

metric-intensive portion of the supply chain - one where companies are able to measure 

quality levels, production output and worker productivity. 

 

4) Delivery (distribution/ logistics) 

Then, at the logistics phase, customer orders are received and delivery of the goods is 

planned. This fourth stage of supply chain management stage is aptly named deliver. 

This is the part that many SCM insiders refer to as logistics, where companies coordinate 

the receipt of orders from customers, develop a network of warehouses, pick carriers to get 

products to customers and set up an invoicing system to receive payments. 

 

5) Return ( customer service) 

The final stage of supply chain management is called return. As the name suggests, during 

this stage, customers may return defective products. The company will also address 

customer questions in this stage. 

This can be a problematic part of the supply chain for many companies. Supply chain 

planners have to create a responsive and flexible network for receiving defective and excess 

products back from their customers and supporting customers who have problems with 

delivered products. 

 

Key Decision Areas in Supply chain Management 
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To ensure that the supply chain is operating as efficient as possible and generating the 

highest level of customer satisfaction at the lowest cost, companies have adopted Supply 

Chain Management processes and associated technology. Supply Chain Management has 

three levels of activities that different parts of the company will focus on: strategic; 

tactical; and operational. 

 

1. Strategic 

At this level, company management will be looking to high level strategic decisions 

concerning the whole organization, such as the size and location of manufacturing sites, 

partnerships with suppliers, products to be manufactured and sales markets. 

 

Strategic activities include building relationships with suppliers and customers, and 

integrating information technology (IT) within the supply chain. 

 

2. Tactical 

Tactical decisions focus on adopting measures that will produce cost benefits such as using 

industry best practices, developing a purchasing strategy with favored suppliers, working 

with logistics companies to develop cost effect transportation and developing warehouse 

strategies to reduce the cost of storing inventory. 

 

Studying competitors and making decisions regarding production and delivery would fall 

under the tactical category. 

 

3. Operational 

Decisions at this level are made each day in businesses that affect how the products move 
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along the supply chain. Operational decisions involve making schedule changes to 

production, purchasing agreements with suppliers, taking orders from customers and 

moving products in the warehouse. 

 

The operational category includes the daily management of the supply chain, including 

the making of production schedules. 

Importance of supply chain management 

To remain competitive, small firms have to offer superior quality goods at the lowest prices 

possible.  The  need to minimize product costs makes effective supply chain management 

vital. There are costs involved in every process of the product life cycle, and it is the 

responsibility of management to ensure that these costs are kept low, so the company can 

continue to pass along these savings to the consumer. 

 

1. Reduced Costs 

Supply chain management involves identifying those processes that increase cost without 

increasing the value of the final product. These processes are wasteful and do not add 

value, and should be eliminated whenever possible. 

 

2. Increased Efficiency 

Resource wastage is a common source of increase production costs. Often this is due to 

improper planning. A company that employs supply chain management is able to achieve 

efficiency of its operations since only those value adding activities are encouraged. This 

ensures that the organization’s processes flow smoothly and output keeps inline with the 

company's needs. 
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3. Increased Output 

A company that employs supply chain management can foster close-knit relationships with 

its suppliers and customers, ensuring the timely fulfillment of orders. A company known 

for its timeliness and responsiveness will attract more customers, and will grow as a result 

of increased output and sales. 

4. Increased Profits 

Businesses exist to make profits. One of the most efficient ways of increasing a company’s 

profits is by ensuring that costs are kept as low as possible. The application of supply chain 

management by a small company leads to cost reductions due to elimination of wasteful 

processes. Since these are operating costs for the company, the savings on these costs 

reflect increased profits by the company. 

 

Pull v/s Push supply chain 

Under pull supply chain, products are manufactured or procured based on specific customer 

requests. We also know it as “Built to Order” or “Configured to Order” model. We often see 

this model operating in IT/High Tech Industries, where customization is the competitive 

advantage. Briefly, we have seen this model in automotive industry and it is being used in 

high end luxury market segment. The objective of this model is to minimize the Inventory 

carrying and optimize supply. Pull model are is as a response to growing uncertainty in 

demand and short product cycle. Some of the characteristics of this model include: 

1. Volatile demand situation 

2. High rate of Customization 

3. Minimal Inventory Carrying 

4. Not a off the shelf product 

5. Highly dynamic and effective distribution network. 
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Under Push model, products are manufactured or procured based on anticipated customer 

orders (speculative). This model is also known as Built to Inventory or Built to Stock. The 

name itself reveals its functionality. Products are manufactured in anticipation of customer 

needs. There are no prizes for identifying industries that use push model, it is obvious that 

retail heavily uses push model. Even though direct to store or cross docks are implemented, 

overall retail supply chain is based on push model. Some of the big names in the retail 

industry are trying to adopt the hybrid model which is a combination of pull and push. 

Some of the key challenges and characteristics could include: 

1. High inventory costs, 

2. Challenging working capital requirements due to low inventory turns; 

3. Huge warehousing and distribution costs; 

4. Inability to meet dynamic market conditions and 

5. Seasonal demand and off the shelf product. 

 

The Bullwhip Effect: definition 

The bullwhip effect can be explained as an occurrence detected by the supply chain where 

orders sent to the manufacturer and supplier create larger variance then the sales to  the end 

customer.  These irregular  orders in the lower part of the supply chain develop to be more 

distinct higher up in the supply chain. This variance can interrupt the smoothness of the 

supply chain process as each link in the supply chain will over or underestimate the product 

demand resulting in exaggerated fluctuations. 

 

Causes of the Bullwhip Effect 

Sources of variability can be demand variability, quality problems, strikes, plant fires, etc. 
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Variability coupled with time delays in the transmission of information up the supply chain 

and time delays in manufacturing and shipping goods down the supply chain create the 

bullwhip effect. 

The following all can contribute to the bullwhip effect: 

1. Overreaction to backlogs 

2. Neglecting to order in an attempt to reduce inventory 

3. No communication up and down the supply chain 

4. No coordination up and down the supply chain 

5. Delay times for information and material flow 

6. Order batching - larger orders result in more variance. Order batching occurs in an 

effort to reduce ordering costs, to take advantage of transportation economics such as full 

truck load economies, and to benefit from sales incentives. Promotions often result in 

forward buying to benefit more from the lower prices. 

7. Shortage gaming: customers order more than they need during a period of short supply, 

hoping that the partial shipments they receive will be sufficient. 

8. Demand forecast inaccuracies: everybody in the chain adds a certain percentage to the 

demand estimates. The result is no visibility of true customer demand. 

9. Free return policies 

 

Ways to reduce Bullwhip Effect. 

While the bullwhip effect is a common problem, many leading companies have been able 

to apply countermeasures to overcome it. Here are some of these solutions: 

 

1. Countermeasures to order batching - High order cost is countered with Electronic Data 

Interchange (EDI) and computer aided ordering (CAO). Full truck load economics are 
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countered with third-party logistics and assorted truckloads. Random or correlated ordering is 

countered with regular  delivery  appointments. More frequent ordering results in smaller 

orders and smaller variance. However, when an entity orders more often, it will not see a 

reduction in its own demand variance - the reduction is seen by the upstream entities. Also, 

when an entity orders more frequently, its required safety stock may increase or decrease; 

see the standard loss function in the Inventory Management section. 

 

2. Countermeasures to shortage gaming - Proportional rationing schemes are countered 

by allocating units based on past sales. Ignorance of supply chain conditions can be 

addressed by sharing capacity and supply information. Unrestricted ordering capability can 

be addressed by reducing the order size flexibility and implementing capacity reservations. 

For example, one can reserve a fixed quantity for a given year and specify the quantity of 

each order shortly before it is needed, as long as the sum of the order quantities equals to the 

reserved quantity. 

3. Countermeasures to fluctuating prices - High-low pricing can be replaced with every 

day low prices (EDLP). Special purchase contracts can be implemented in order to specify 

ordering at regular intervals to better synchronize delivery and purchase. 

 

4. Countermeasures to demand forecast inaccuracies - Lack of demand visibility can be 

addressed by providing access to point of sale (POS) data. Single control of replenishment or 

Vendor Managed Inventory (VMI) can overcome exaggerated demand forecasts. Long lead 

times should be reduced where economically advantageous. 

 

5. Free return policies are not addressed easily. Often, such policies simply must be 

prohibited or limited. 
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Unit-2 

Manufacturing and Warehousing 

1) Material Planning and Controlling: One of the key functions that identify the 

scope of the materials management is the materials planning and control. This 

function is based on the sales forecast and the production plans of an organization. 

The activities of this function are: 

➢ Forecasting of materials requirements 

➢ Preparation of materials budget of the organization 

➢ Estimating the levels of inventories required in the organization 

➢ Scheduling the orders placed with the vendors to ensure availability of material 

➢ Controlling by monitoring of production vis a vis sales. 

2) Purchasing: The purchasing is another major function for the materials 

management. This function contains the following activities: 

➢ Identification and selection of possible Suppliers 

➢ Finalizing the terms and references of purchases that are to be made. 

➢ Placing the purchase orders this activity may be staggered as per the inventory control 

function. 

➢ Managing the purchase orders till delivery of materials 

➢ Giving clearance to payment of received good; and 

➢ Analyzing the performance of the suppliers and rating them. 

3) Stores and Inventory Control: This function helps in physical control of materials. 

It has the following list of activities: 

➢ Minimization of material losses due to obsolescence and handling. This activity 

controls the timely disposal and efficient handling of materials. 

➢ Maintenance of stores records along with proper location and stocking of materials. 
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➢ Physical verification of stocks and reconciling. 

➢ Performing inventory setting and control. Some such activities include performing 

ABC analysis, fixing economical ordering quantities, identification of selling safety 

stock levels, performing lead-time analysis etc. 

CAPACITY MANAGEMENT 

What is Capacity? 

1) Capacity is the maximum output rate of a facility 

2) Capacity can be expressed in terms of input & output, depending on the nature of 

business. Organization Measure For some organization capacity is simple to measure. 

3) For example: 

• A legal office may express capacity in terms of the number of attorneys employed per 

year. 

• A custom job shop or an auto repair shop may express capacity in terms of 

available labour hours and/or machine hours per week, month, or year. 

• Automobile manufacturer- Numbers of autos produced per week/day/hour 

• Steel producer -Tones of steel 

• Power company -Megawatts of electricity 

• Airline -Numbers of seats 

• Hospital -Number of beds 

• Tax office Number of accountants 

 

Capacity Management : 

1) The function of establishing, measuring, monitoring, and adjusting limits or levels of 

capacity in order to execute all manufacturing schedules; i.e., the production plan, 

master production schedule, material requirements plan, and dispatch list is called 
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capacity management 

2) Capacity management is executed at four levels: resource requirements planning, 

rough-cut capacity planning, capacity requirements planning, and input/output 

control. 

3) Constraints on capacity In capacity management there are usually two potential 

constraints –TIME and CAPACITY. Time may be a constraint where a customer has 

a particular required delivery date. In this situation, capacity managers often "plan 

backwards". 

Areas of capacity Management 

A company should develop its capacity management program in the following crucial 

areas: 

1) R&D Capacity: This is very essential for development of new products. 

2) Production Capacity: to meet the growing demands of market and to fulfill seasonal 

demand surges. 

3) Service capacity: To enhance the service levels to meet the growing demand of the 

customers. 

4) Operational Capacity: To meet the operational requirements of the growing production. 

 

Capacity Planning 

1) Capacity planning is the process of establishing the output rate that can be achieved at a 

facility 

2) “Capacity planning is the process of projecting future capacity needs based on current 

company use and industry trends. For example, the gradual increase of a production 

workforce in response to an increase in product demand is capacity planning. “ 

3) A company invests significant resources into capacity planning, including the purchase 
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of new equipment and the leasing of new facilities. Understanding the advantages of 

capacity planning can help justify the costs. 

 

Steps in Capacity Planning 

1) Determine Service Level Requirements: The first step in the capacity planning 

process is to categorize the work done by systems and to quantify users’ expectations 

for how that work gets done. 

2) Analyze Current Capacity: Next, the current capacity of the system must be 

analyzed to determine how it is meeting the needs of the users. 

3) Planning for the future Finally, using forecasts of future business activity, future 

system requirements are determined. Implementing the required changes in system 

configuration will ensure that sufficient capacity will be available to maintain 

service levels, even as circumstances change in the future. 

 

The Advantages of Capacity Planning 

1) Monitor Costs: Capacity planning takes into account personnel, facilities, production 

schedules and supplies. When the capacity level is carefully planned, the company 

can monitor costs during periods of growth and recession. 

2) Production Cycle: Your company can use capacity planning to maintain proper 

production levels during expected business cycles. For example, if your company 

traditionally sees an increase in orders during the OCTOBER in anticipation of the 

Diwali, then you can use historical data to plan production capacity and have ample staff 

on hand to handle the rise in demand. 

3) New Locations :As your company grows, you may find the need to open new 

production facilities. Using your capacity planning information from your existing 
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BENEFITS OF WAREHOUSE 

Economic Benefits Service Benefits 

Consolidation Spot Stock 

Break Bulk & cross dock Assortment 

Processing/Postponement Mixing 

Stockpiling Production support 

locations, you can develop a more accurate projection of needs for facilities and 

personnel levels, and of the kind of production that can be expected from the new 

location. 

4) Information: Your Company accumulates digital information on a daily basis. That 

information is critical in being able to run your business and maintain profitability. A 

capacity plan that stays ahead of digital information storage demands and also allows for 

the permanent archiving of vital information is essential in the efficient growth of 

your organization. 

MANAGEMENT OF WAREHOUSEBENEFITS OF A WAREHOUSE 

Economic Benefit – Economic benefits of warehousing result when overall, logistical costs 

are directly reduced by utilizing one or more facilities. It is not difficult to quantify the 

return on investment of an economic benefit because it is reflected in a direct cost-to-cost 

trade-off. For example, if adding  a warehouse to a logical system will reduce overall 

transportation cost by an amount greater than the fixed and variable cost of the warehouse, 

then total cost will be reduced. Whenever total-cost reductions are attainable, the warehouse 

is economically justified. Four basic economic benefits are consolidation, break bulk-

and cross dock, processing/ postponement, and stockpiling. Each is discussed and 

illustrated. 
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1) Consolidation – Shipment consolidation is an economic benefit of warehousing. With 

this arrangement, the consolidating warehouse receives and consolidates materials from 

a number of manufacturing plants destined to a specific customer on a single 

transportation shipment. The benefits are the realization of the lowest possible 

transportation rate and reduced congestion at a customer’s receiving  dock.  The 

warehouse allows both the in bond movement from the manufacturer to the warehouse 

and the out bond movement from the warehouse to the customer to be consolidated 

into larger shipments. Figure 1 (a) illustrates the warehouse consolidation flow. 

 

In order to provide effective consolidation, each manufacturing plant must use the 

warehouse as  a forward stock location or as a sorting and assembly facility. The 

primary benefit of consolidation is that it combines the logistical flow of several small 

shipments to a specific market area. Consolidation warehousing may be used by a single 

firm, or a number of firms may join together and use a for-hire consolidation service. 

Through the use of such a program, each individual manufacturer or shipper can enjoy 

lower total distribution cost then could be realized on a direct shipment basis 

individually. 

 

2) Bulk and Cross Break Dock – Break bulk and cross-dock warehouse operations are 

similar to consolidation except that no storage is performed. A break bulk operation 

receives combined customer orders from manufacturers and ships them to individual 

customers. Figure 1 (a) illustrates the break bulk flow. The break bulk warehouse or 

terminal sorts or splits individual orders and arranges for  local  delivery. Because the 

long-distance transportation movement is a large shipment, transport costs are lower and 
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there is less difficulty in tracking. 

A cross-dock facility is similar except that it involves multiple manufacturers. Retail 

chains make extensive use of cross-dock operations to replenish fast-moving store 

inventories. Figure 1b illustrates a retail cross- dock application. In this case, full trailer 

loads of product arrive from multiple manufacturers. As the product is received, it is 

either sorted by customer if it is labeled or allocated to customers if it has not been 

labeled. Product is then literally moved “across the dock” to be loaded into the trailer 

destines for the appropriate customer. The trailer mixed product from multiple 

manufacturers. The economic benefits of cross docking include full trailer movements 

from manufacturers to the warehouse and from the warehouse to retailers, reduced 

handling cost at the cross-dock facility since product is not stored, and more effective 

use of clock facilities because all vehicles are fully loaded, thus maximizing loading 

clock utilization. 

 

3) Processing/ Postponement – Warehouses can also be used to postpone, or delay, 

production by performing processing and light manufacturing activities. A warehouse 

with packaging or labeling capability allows postponement of final production until 

actual demand is known. For example, vegetables can be processed and canned in 

“bright” at the manufacturer. Bright are cans with no preattached labels. The use of 

bright for a private label product means that the item does not have to be committed to a 

specific customer or package configuration at the manufacturer’s plant. Once a specific 

customer order us received, the warehouse can complete final processing by adding the 

label and finalizing the packaging. Processing and postponement provide two economic 

benefits. First, risk is minimized because final packaging is not completed until an 

order for a specific label and package has been received. Second, the required level of 
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total inventory can be reduced by using the basic product (bright) for a  variety  of 

labeling and packaging configurations. The combination of lower risk and inventory 

level often reduced total system cost even if the cost of packaging at the warehouse is 

more expensive than it would be at the manufacturer’s facility. 

 

4) Stockpiling – The direct economic benefit of this warehousing service is secondary to 

the fact that seasonal storage is essential to select businesses. For example, lawn 

furniture and toys are produced year- round and primarily sold during a very short 

marketing period. In contrast, agricultural products are harvests at specific times with 

subsequent consumption occurring throughout the year. Both situations require 

warehouse stockpiling to support marketing efforts. Stockpiling provides an inventory 

buffer, which allows production efficiencies within the constraints imposed by material 

sources and the customer. 

 

Service Benefits – Service benefits gained through warehouses in a logistical system may 

or not reduce costs. When a warehouse is primarily justified on the basis of service, the 

supporting rationale is an improvement in the time and place capability of the overall 

logistical system. It is often difficult to quantify the return on investment of such a rationale 

because it involves cost-to-service a specific market segment may increase  cost but might 

also increase market share, revenue, and gross margin. At a conceptual level, a service-

justified warehouse would be added if the net effect was profit-justified. At an operational 

level, the problem is how to measure the direct revenue impact. 

Each is discusses and illustrated. 

1. Spot stock – Stock sporting is most often used in physical distribution. In particular, 

manufacturers with limited or highly seasonal product lines are partial to this service. 
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Rather than placing inventories in warehouse facilities on a year-round basis or shipping 

directly from manufacturing plants, delivery time can be substantially reduced by advanced 

inventory commitment to strategic markets. Under this concept, a selected amount of a 

firm’s product line is placed or “spot stocked” in a warehouse to fill customer orders during 

a critical marketing period. Utilizing warehouse facilities for stock spotting allows 

inventories to be placed in a variety of markets adjacent to key customers just prior to a 

maximum period of seasonal sales. Suppliers of agricultural products to farmers often use 

spot stocking to position their products closer to a service-sensitive market during the 

growing season. Following the sales season, the remaining inventory is withdrawn to a 

central warehouse. 

2. Assortment – An assortment warehousing – which may be utilized by a 

manufacturer, wholesaler, or retailer – stocks product combinations in anticipation of 

customer orders. The assortments may represent multiple products from different 

manufacturers or special assortments as specified by customers. In the first case, for 

example, an athletic wholesaler would stock products from a number of clothing suppliers so 

that customer can be offered assortments. In the second case, the wholesaler would create a 

specific team uniform including shirt, pants, and shoes. 

The differential between stock spotting and complete line assortment is the degree and 

duration  of  warehouse utilization. A firm following a stock sporting strategy would 

typically warehouse a narrow product assortment and place stocks in a large number of 

small warehouses dedicated to specific markets for a limited time period. The distribution 

assortment warehouse usually has a broad product line, is limited to a few strategic 

locations, and its functional year-round. 

Assortment warehouse improves service by reducing the number of suppliers that a 

customer must deal  with. The combined assortments also allow larger shipment quantities, 
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which in turn reduce transportation cost. 

3. Mixing – Warehouse mixing is similar to the break bulk process except that several 

different manufacturer shipments may be involve. When plants are geographically 

separated, overall transportation charges and warehouse requirements can be reduced by in-

transit mixing. In a typical mixing situation, carloads or truckloads of products are shipped 

from manufacturing plants to warehouses. Each large shipment enjoys the lowest possible 

transportation rate. Upon arrival at the missing warehouse, factory shipments are unloaded 

and the desired combination of each product for each customer or market is selected. The 

economies of in-transit mixing have been traditionally supported by special transportation 

tariffs that are variations if in-transit privileges. Under the mixing warehouse concept, 

inbound products may also be combines with products regularly stored in the warehouse. 

Warehouses that provide in-transit mixing have the net effect of reducing overall product 

storage in logistical system. Mixing is classified as a service benefit because inventory or 

sorted to precise customer specifications. 

4. Production support – The economics of manufacturing may justify relatively long 

production runs of specific components. Production support warehousing provides a steady 

stocks on items purchased from outside vendors may be justified because of long lead items 

or significant variations economical total-cost solution may be the operation of a production 

support warehouse to supply of “feed” processed materials, components and subassemblies 

into the assembly plant in an economic and timely manner. 

5. Market Presence – While a market presence benefit may not be as obvious as 

other service benefits, it is often cited by marketing factor is based on the perception or 

belief that local warehouses (and presumably local inventory) can be more responsive to 

customer needs and offer quicker delivery than more distant warehouses. As a result, it is 

also thought that a local warehouse will enhance market share and potentially increase 
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profitability. While the market presence factor is a frequently discussed strategy, little solid 

research exists to confirm its actual benefit impact. 

 

WAREHOUSE OPERATING PRINCIPLES 

i) Design Criteria – Warehouse design criteria address physical facility characteristics 

and product movement. Three factors to be considered in the design process are the 

number of stories in the facility, height utilization, and product flow. The ideal 

warehouse design is limited to a single story so that product does not have to be 

moved up and down. The use of elevators to move product from one floor to the 

next requires time and energy. 

Warehouse design should also allow for straight product flow through the facility 

whether items are stores or not. In general, this means that product should be 

received at one end of the building, stored in the middle, and then shipped from the 

other end. 

ii) Handling Technology – The second principle focuses on the effectiveness and 

efficiency of material- handling technology. The elements of this principle concern 

movement continuity and movement scale 

economies. Movement continuity means that it is better for a material handler or 

piece of handling equipment to make a longer move than to have a number of 

handlers make numerous, individual, sort segments of the same move. 

iii) Storage Plan – According to the third principle, a warehouse design should consider 

product characteristics, particularly those pertaining to volume, weight, and storage. 

Product volume is the major concern when defining a warehouse storage plan. High-

volume sales or throughput product should be stored in a location that minimizes the 

distance it is moved, such as near primary aisles and in low storage racks. Such a 
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Receiving Area 

Bulk Rack 

Order picking area 

Packaging or unitizing area 

Staging area 

location minimizes travel distance and the need for extended lifting. Conversely, low-

volume product can be assigned locations that are distant from primary aisles or 

higher up in storage racks. Similarly, the plan should include a specific strategy for 

products dependent on weight and storage characteristics. Relatively heavy items 

should be assigned to locations low to the ground to minimize the effort sand risk of 

heavy lifting. Bulky or low-density products require extensive storage volume, so 

open floor space or high-level racks can be used for them. 
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                                                                                 Unit-3 

Logistics Management and IT in Supply Chain Management 

                                                           Transportation 

1. Faster transportation allows a supply chain to be more responsive but generally less 

efficient. Less than full truckloads allow a supply chain to be more responsive but 

generally less efficient. 

2. Transportation can be used to support a firm’s competitive strategy. Customers may 

demand and be willing to pay for a high level of responsiveness. 

3. Mode of transportation is the manner in which a product is moved (air, truck, rail, 

ship, pipeline, electronic). Each mode differs with respect to speed, size of 

shipments, cost, and flexibility. 

4. Routes are paths along which a product can be shipped. 

5. In   house   or   outsource   the transportation  function. Many companies use third-

party logistics providers (3PL) to perform some or all of their transportation 

activities. 

 

Facilities 

1. Places within the supply chain where inventory is stored, assembled, or 

fabricated. Decisions on location, capacity, and flexibility of facilities have a 

significant impact on performance. 

2. Facilities Impact: Facilities either store inventory between supply chain stages 

(warehouses, distribution centers, retailers) or transform inventory into another state 

(fabrication or assembly plants). 

3. Centralization of facilities uses economies of scale to increase supply chain 

efficiency (fewer locations and less inventory) usually at the expense of 
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responsiveness (distance from customer) 

4. Facility Decisions Location: Centralize to gain economies of scale or decentralize to 

be more responsive. Other issues include quality and cost of workers, cost of 

facility, infrastructure, taxes, quality of life, etc. Capacity. Excess capacity allows  a 

company to be more responsive  to changes in  the level of demand, but at the 

expensive of efficiency. 

Information 

1. Data and analysis regarding inventory, transportation, facilities, and customers 

throughout the supply chain. It is potentially the biggest driver since it affects all 

the other drivers. 

2. Information’s Role: Information connects various supply chain stages and allows 

them to coordinate activities. Information is crucial to the daily operations of each 

stage of the supply chain. An information system can enable a firm to get a high 

variety of customized products to customers rapidly .An information system can 

enable a firm to understand changing consumer needs more 

 

Dimensions of logistics -Macro Perspective& macro dimension 

▪ Logistics impacts and has relationship with economy 

▪ Cost of business logistics increasing 

▪ Percentage of GDP decreasing 

▪ Transportation largest percentage of logistics costs (rising due to inventory 

management practices) 

▪ Logistics adds value to a product 

▪ Place utility - moving goods to points where demand exists 

▪ Time utility - moving goods to points at a specific time 
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▪ Allows for economic development and specialization 

▪ Affects land values due to increased accessibility 

 

                            LOGISTICS SYSTEM ANALYSIS 

1) SIMPLE LOGISTICS CHANNEL 

2) MULTI ECHELON CHANNEL 

3) A COMPLEX LOGISTICS CHANNEL 

 

Strategic sourcing is an institutional procurement process that continuously improves and 

re-evaluates the purchasing activities of a company. In a production environment, it is often 

considered one component of supply chain management. 

The steps in a strategic sourcing process are: 

1. Assessment of a company's current spend (what is bought where?) 

2. Assessment of the supply market (who offers what?) 

3. Total cost analyses (how much does it cost to provide those goods or services?) 

4. Identification of suitable suppliers 

5. Development of a sourcing strategy (where to buy what considering demand and 

supply situation, while minimizing risk and costs) 

6. Negotiation with suppliers (products, service levels, prices, geographical coverage, etc.) 

7. Implementation of new supply structure 

8. Track results and restart assessment (continuous cycle) 

9. Negotiate with the vendor about the payments terms of the specific organisation. 

 

When a company decides to outsource, it is typically seeking to achieve one or more of 

http://en.wikipedia.org/wiki/Procurement
http://en.wikipedia.org/wiki/Supply_chain_management
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the following: 

➢ Increased cost savings. 

➢ Value for money. 

➢ Better service levels. 

➢ Access to best practices. 

➢ Greater innovation. 

Based on the above points a firm may opt for single sourcing or multiple sourcing. 

 

Single sourcing 

1) In single sourcing the customer chooses a single supplier to provide the entire set 

of services that it wishes to outsource, and relies on that supplier to carry 

responsibility for the outsourced services throughout the contract term. 

2) A single sourcing arrangement generally has the following features: 

 

➢ Responsibility. The key differentiation between a single sourcing and a multi-

sourcing relationship is that the customer can look to the supplier as a single point of 

failure of service delivery, even where the supplier has subcontracted 

➢ Long-term contract. Historically, single sourcing contracts were lengthy engagements, 

at times lasting as long as 15 years. However, in recent years single sourced deals have 

shortened in duration, with most falling within a range of three to seven years for the 

initial term. As expected, suppliers seek long-term contracts because this gives them 

more leverage to deliver cost savings and value for money over time to their 

customers. 

➢ Lock-in. One of the frequent problems with single sourcing can be that the customer 

is “locked in” to its supplier. This can have disadvantages: the supplier controls its 
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subcontractors, and is often more concerned with protecting its own margins . 

Therefore, customers often find it difficult to create any sense of competition around 

the award of new services in a single sourcing. 

 

3) Advantages of single sourcing are: 

– Suppliers can enjoy economies of scale .This results in decreased costs and able 

to fulfill any extra demand beyond normal demand 

– Buyers often get quantity discounts from the suppliers 

– Increased cooperation and communication in the buyer supplier relationship 

– Accelerated learning curve means that supplier becomes proficient in manufacturing the 

component that it is supplying, this results in decreasing manufacturing time per unit. 

 

4) Disadvantages of single sourcing: 

– A single point of failure of supplier results in disruption of the whole production of the 

buyer. 

– Supplier could increase prices because it is the only supplier and no other 

supplier is capable of supplying the required component. 

– If everyone reduces their supplier base, there will be fewer suppliers and less 

competition in the long- term and this not good from the market point of view 

because this creates monopoly. 

5) Over 98% of Ford’s outsourced parts are supplied by single-source suppliers 
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Multi-sourcing 

1) In multi-sourcing, the customer enters into separate, parallel agreements with 

different suppliers for different parts of the services to be outsourced. 

2) A multi-sourcing structure generally has the following features: 

➢ Choice and flexibility. In contrast to single sourcing, multi sourcing involves 

competition between suppliers, and avoids lock-in to a single supplier for a broad 

range of services for a long period of time 

➢ Responsibility. The customer’s operational risk is higher than in a single sourcing 

because it delegates responsibility to several suppliers. This interaction with different 

parties can make it harder to strike the right deal and ensure that the separate contracts 

are properly implemented. 

3) Advantages of 

multiple 

sourcing: 

– Competition will drive 

down costs 

– Undisrupted supply if something goes wrong with one supplier 

– Buyers may have more bargaining power 

4) Disadvantages of multiple sourcing: 

– More suppliers to manage 

– Slower learning curve 

– With orders spread over multiple suppliers, buyers may not get quantity discounts 
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Cross-Sourcing 

1) The single vs. multiple sourcing decisions does not have to be mutually exclusive. A 

hybrid approach can be used that is known as cross sourcing .Dross sourcing 

expands the supplier base without increasing the actual number of suppliers. 

2)  Cross-sourcing works this way: Supplier and B can both produce parts 1, 2, 3, 4, and 

5.The advantages of both single and multiple sourcing can be achieved if supplier A 

produces of parts 1, 3, and 5 and supplier B produces parts 2 and If anything happens 

to supplier, supplier can pick up the slack as it has the capability to produce 1, 3, and 5 

as well Neither supplier suffers because overall volume remains the same 

MATERIALS MANAGEMENT 

Definition 

1) Materials management is the branch of logistics that deals with the tangible components 

of a supply chain. Specifically, this covers the acquisition of spare parts and 

replacements, quality control of purchasing and ordering such parts, and the standards 

involved in ordering, shipping, and warehousing the said parts. 

2) Materials management can deal with building design for the movement of materials, or 

with logistics  that deal with the tangible components of a supply chain. Specifically, this 

covers the acquisition of spare parts and replacements, quality control of purchasing and 

ordering such parts, and the standards involved in ordering, shipping, and warehousing 

the said parts 

Goal: The goal of materials management is to provide an unbroken chain of components 

for production to manufacture goods on time for the customer base. The materials 

department is charged with releasing materials to a supply base, ensuring that the materials 

are delivered on time to the company using the correct 

http://en.wikipedia.org/wiki/Supply_chain
http://en.wikipedia.org/wiki/Quality_control
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carrier. The materials department is also charged with the responsibility of managing new 

launches. 

 

Objectives of materials management 

Materials Management has several core objectives and many secondary objectives. The core 

objectives of material management are: 

➢ Proper, cost effective material procurement. 

➢ Proper storage of materials so as to minimize wastages and material holdups. 

➢ Makingavailable thematerial TIMELY. 

➢ A good material management system will keep up to data records of all the 

information generated in it, preferably using a computer-based system. 

 

In addition to these primary objectives a materials management system indirectly fulfills 

many secondary objectives also. These secondary objectives are normally related to the 

functions of a material management system. Some of these secondary objectives are: 

➢ Identifying new or better sources of supply 

➢ Development and sustenance of relationships with the vendors 

➢ Creating a standardized quality of the products 

➢ Performing the value analysis of inventory. This can be related to the cost of materials. 

➢ Creating a smooth flow of materials and information among the various 

sections of materials management system. 

 

The material management system works under the broad basic objectives of an 

organization that is “maximum profit with sustained growth and research, satisfied 
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customers and staff of the organization”. The material management supports this objective 

byproviding supportthrough: 

➢ Continuity of supply by maintaining a uniform flow of materials, 

➢ Reducing the costs of materials purchased and handling by using scientific 

techniques and electronic tools. The use of scientific tools and techniques for 

materials and information management, 

➢ Minimizing holdups of working capital and performing effective inventory control 

➢ Releasing working capital by ensuring effective control over inventories 

➢ Providing high quality at the lowest price, and 

➢ Development of better relationships with customers and suppliers. 

 

Advantages of Materials Management: 

Material management has created a niche in many organizations, which have 

implemented the integrated materials management. These organizations usually 

enjoy the following advantages: 

➢ Better accountability on part of materials as well as other departments as no one can shift 

blame to others. 

➢ As materials management is handled by single authority, it can result in better 

coordination, as it becomes the central point for any material related problems. 

➢ Materials management department makes sure that better quality material is 

supplied timely to the requesting departments. This can result in better 

performance of the organization. 

➢ A materials management system is typically controlled through an information 

system, thus, can help in taking decisions related to material in the organization. 

➢ One indirect advantage of material management is that good quality material 
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develops the ethical and moral standard in an organization. 

 

Scope of Materials Management 

Although the scope of a material management system is vast, yet we can define the 

following functions as its scope functions: 

Transportation is one of the important operations in supply chain management. It is 

concerned with the movement of goods from one location to another. Transportation is also  

one of the major sources of cost in  the supply chain. With increase competition and high 

customer expectations, timely and quick delivery of the product has become the norm in the 

business environment. 

 

FUNCTION OF TRANSPORTATION IN A SUPPLY CHAIN 

Transp 

ortation performs two important functions – product movement and product storage. 

 

Product Movement 

Product movement is the primary function of transportation. Goods – whether they are 

raw material from suppliers, work-in progress goods from one manufacturing level to 

another, or finished goods from manufacturer to warehouses and retailers or directly to 

customers are required to be transported from one level of the supply chain to another. 

Transportation of goods consumer three types of resources – temporal, monetary, and 

environment. 

1. Temporal resources are the goods that are in transit. These goods are also called in transit 

inventory. They are inaccessible o the firm during the period of travel. 

2. Firms utilize the service of vehicles, personnel, and facilities in the process of 
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transporting goods  to various destinations within a supply chain. This requires 

considerable amount of monetary resources to meet the vehicle operating costs, 

personnel costs, and other administrative expenses. 

3. Transportation also uses environmental resources directly and indirectly. Directly, 

transportation consumes fuel, which is a non-renewable natural resource. Indirectly, 

vehicles pollute the environment through noise and air pollution, causing environmental 

degradation. 

Therefore, transportation should concentrate on the movement of goods between 

various facilities in a supply chain, in a manner that utilizes, minimum resources and 

provides maximum satisfaction to customers. 

 

Product Storage 

A secondary function performed by transportation with a supply chain is a temporary 

storage. Although using transportation vehicles for temporary storage is a costly 

option, firm, resort to it when their warehouse capacity is limited. In same cases, 

temporary storage option is advisable when the costs of unloading and loading are 

more than the additional transportation costs. Firms avail themselves of temporary 

storage facility by: 

1. Using indirect routes for shipping goods 

2. Diverting shipments to other destinations. 

 

PARTICIPANTS IN TRANSPORTATION DECISIONS 

Understanding the four key participants who are involved in the transportation transactions in 

a supply chain will aid in decision making. They are 

1. The shipper 
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2. The carrier 

3. The receiver or consignee 

4. The government 

 

The Shipper and the Consignee 

The shipper and the consignee are concerned with the timely delivery of the goods from one 

point to another. Their objective is to deliver the goods at the destination quickly, and at 

minimum cost. 

The Carrier – 

The carrier acts as the intermediary between the shipper and the consignee. He is 

responsible for the actual movement of goods. The primary motive of a carrier is to 

maximize the revenue from transportation transactions. 

 

The Government 

Transportation plays an important in the economic growth of any country. Hence, the 

government has a vested interest in developing the transportation infrastructure to ensure a 

proper transportation network, that will enable an effective flow of goods. In and controls the 

transportation network, in order to make the movement of goods faster and at a reasonable 

cost. 

IMPORTANT OF TRANSPORTATION 

Importance/Advantages of Transport. Transportation is significant, useful and valuable for 

both economic  and social point of view. Transportation has the following economic and 

social advantages. 

 

Economic Advantages of Transport 
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(i) Creation of utilities. Goods are transported from the place, where its supply is in 

abundance to place, where they are scarce. This way the utility (wants satisfying 

capacity) of goods is increased. 

(ii) Large scale production and expansion of market. Transport has expanded the 

market of the commodities. These days, goods may be produced in large scale and 

sold in the different parts of the world. 

(iii) Encouragement to localization and specialisation. Industries tend to localise and 

centralise  at those places, where better transport facilities are available. 

(iv) Development of Foreign Trade. Modern improved air and water transport has 

facilitated movement of goods from one country to another country and thus foreign 

trade has developed years fast. 

(v) Development of perishable goods industries. Perishable goods such as vegetable, 

fruits, eggs, fish must be consumed at the earliest, otherwise they will perish. 

Transportation facilities enable their movement to the places, where is scarcity. 

Consequently perishable goods industries flourish with the development transport 

facilities. 

(vi) Mobility of labour. Due to the developed transport facilities worker can move to the 

place where they get more wages and better deal. 

(vii) Stability of prices. Prices of commodities are more at place where these are scarce. 

In order to take advantage of the rising prices goods from places of abundance rush 

to the places of scarcity. 
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Demand forecasts form the basis of all supply chain planning. All the push processes in 

the supply chain are performed in anticipation of customer demand, whereas all pull 

processes are performed in response to customer demand. 

 

For push processes to customer must plan the level of activity; production, transportation or 

any  other planned activity. For pull processes, a manager must plan the level of available 

capacity and inventory but not the actual amount to be executed. In both the instances, the 

first step a manager must take is to forecast what customer demand will be. 

 

For example: Dell orders PC components in anticipation of customer orders, whereas it 

performs assembly in response to customer orders. Dell uses a forecast of future demand to 

determine  the quantity of components to have on hand (a push process) and to determine 

the capacity needed in its plants (for pull production). When all stages of a supply chain 

work together to produce a collaborative forecast, it tends to be much more accurate. The 

resulting forecast accuracy enables supply chains to be both more responsive and more 

efficient in serving their customers. 

 

Characteristics of Forecasts 

1. Forecasts are always wrong and thus should include both the expected value of the 

forecast and a measure of forecast error. 

2. Long-term forecasts are usually less accurate than short-term forecasts; i.e. long-

term forecasts have a larger standard deviation of error relative to the mean than 

short-term forecasts. 

3. Aggregate forecasts are usually more accurate than disaggregate forecasts, as they 

tend to have a smaller standard deviation of error relative to the mean. 
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Impact of Forecasts on SCM 

Demand forecasting is the base for supply chain planning. It is essential for making supply 

chain decisions. A supply chain manager follows push/pull strategies. All push processes in 

the supply chain are performed in anticipation of customer demand whereas all pull 

processes are performed in response to customer demand. 

 

 

Planning consists of determining when and how much to order. Time is determined by 

average and variation  in demand and replenishment. While quantity is determined by the 

order quantity. 

 

1. When to order: The reorder point defines when a replenishment shipment should be 

initiated. It can be specified in terms of units or days supply. 

R = D x 

T 

Where – 

R = Reorder points in units. 

D = Average daily demand in units. 

T = Average performance cycle length in days. 

2. How much to order: Average inventory is equal to one-half of the order quantity. 

Hence greater order quantity will lead to larger average inventory which increases 

annual carrying cost. 

 

EOQ Model 
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The most common inventory situation faced by manufacturers, retailers and wholesalers is 

that  stock levels are depleted over time and then are replenished by the arrival of a batch of 

new units. A simple model representing this situation is the following Economic Order 

Quantity model or, for short, the EOQ model. (It sometimes is also referred to as the 

economic lot-size model.) 

For the basic EOQ model to be presented first, the only costs to 

be considered are: K = Setup cost for ordering one batch. 

c = Unit cost for producing or purchasing each unit. 

h = Holding cost per unit per unit of time held in inventory. The objective is to determine 

when and by how much to replenish inventory so as to minimize the sum of these costs per 

unit time. 

Assumptions (Basic EOQ Model) 

1. A known constant demand rate of d units per unit time. 

2. The order quantity (Q) to replenish inventory arrives all at once just when desired, 

namely, when the inventory level drops to 0. 

3. Planned shortages 

are not allowed. Reorder 

point = (demand rate) x 

(lead time) 

 

PLANNING OF STOCKING FACILITIES 

Stocking 

Inventory is a stock of goods (or material) required by an organization for its successful 

operations. To a material controller, inventory refers to the material he is asked to 

purchase and keep safe in storehouse, so that they remain serviceable till used. But to a 
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finance controller, inventory refers to the value of material carried in the storehouse in 

which the funds of the organization remains invested. 

 

Reasons behind Holding Inventory 

i) The very first reason behind holding the ‘idle resource’ i.e., inventory is 

requirement. Requirement for the future period. An arrangement made today for 

future helps in smooth functioning of any activity. 

ii) Everyone can make assumption on the basis of past trends but nobody can predict 

future, in the same way raw material availability in the past was very good, but we 

cannot predict what it will be going tomorrow. Therefore in order to safeguard 

from such contingencies (unforeseen) happenings, a provision for tomorrow is 

made today. 

iii) The reason behind smooth functioning of the organization is inventory, although at 

few juncture the market forces may not allow for that, the fluctuation in market 

condition where supply and demand curve is following a zigzag line holding of 

inventory assures continuous and uninterrupted industries operation. 

iv) Seasonality of the market and material also affects to a great extent. Suppose a raw 

material required is a seasonal crop, which grows just one a year, has to be 

procured during these year. Lets take an example of soya oil plant/refinery. For a 

smooth functioning of this plant, it requires Soya seeds at main material. 

This is available in market just one a year. So the material controller has to procure 

it for the entire year irrespective of the price. Therefore, the idle resource has to be 

held in advance. 

v) A material manager has to keep a birds eye on the price trend in the market. He 

should have a sharp knowledge as to the price movements. Whenever he thinks that 
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the prices effective in the market are at its lowest, he must procure it. 

 

Planning of Stocking Facilities 

The objectives of a firm in managing inventories should be to achieve the wealth 

maximization principle. For this purpose, the optimum level of inventory should be 

determined. To manage inventory, following two questions are very important: 

a) How much should be ordered? 

b) When should it be ordered? 

The first question how much should be ordered relates the problem of determining 

economic order quantity (EOQ). 
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Unit-4 

Key Operation Aspects in Supply Chain 

Distribution logistics is the combination of physical facilities and activities which connect the 

sources of the product (production plants) to customers, while also coordinating the 

underlying information flow. 

Basically, distribution logistics consists of five large components: 

1. The distribution network 

2. Stock management 

3. Order management 

4. Transport 

5. Warehouse management 

In this article, we will analyse the various types of distribution network. 

The distribution network 

“The distribution network is the set of warehouses, of different types and kinds, which 

operate in an organised, integrated manner to constitute the bone structure of the logistics 

system that gets the products handled (or manufactured) by the company to customers”. 

In the past, a warehouse used to be considered as just a container. Nowadays, in the 

integrated approach to the logistics chain, warehouses are viewed as fundamental hubs in the 

logistics network, with functions defined by their specific location within the network. 

In general, warehouses have four main operating functions: 

1. Storage 
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2. Handling 

3. Stock monitoring 

4. Sorting of inbound/outbound goods by origin/destination 

In terms of specific functions, there are three different types of warehouses: 

1. Plant warehouses 

2. Central warehouses 

3. Outlying warehouses 

The plant warehouse is, basically, a container to which a production plant’s output is 

temporarily transferred. A plant warehouse is required because either the company produces 

on the basis of forecasts (for stock), and therefore needs to store the goods produced pending 

receipt of orders from customers, and/or the company needs to group together a certain 

quantity of product in order to fill the entire capacity of a means of transport (and thus 

optimise its use). 

The central warehouse is basically a collection and distribution centre, necessary to 

“concentrate” different products to make them available in a single point. Normally, it 

receives loads of single products, or single lines, and dispatches loads of multiple products. 

Lastly, the function of an outlying warehouse is very similar to that of a central warehouse 

(collection/distribution centre). However, its main task is to ensure rapid delivery to 

customers, and it is located close to them to facilitate this. 

For further information about distribution and an understanding of how a network generally 

changes over a business’s lifetime, refer to the following article: The evolution of the 

distribution network. How is a new one designed? 

https://www.modula.eu/blog/en/the-evolution-of-the-distribution-network-how-is-a-new-one-designed/
https://www.modula.eu/blog/en/the-evolution-of-the-distribution-network-how-is-a-new-one-designed/
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Now we will take a closer look at the various network types. 

Network types: just one central warehouse 

This is a simple distribution network consisting of just one large central warehouse, 

containing the stocks of all the products handled, from which deliveries are made to all the 

company’s final customers. 

In general, this solution: 

• Minimises warehouse operating costs (handling, order preparation, etc). 

• Allows accurate monitoring of stocks. 

• Simplifies management of transport missions, but does not always optimise their cost. 

• This solution is suitable in particular for businesses which serve customers who are 

not too far away and/or who receive orders of fairly large size/high value. 

Network types: a distribution centre plus a large number of branches 

The second type of distribution network is fairly similar to the first, but differs from it in 

being more suitable for large commercial businesses which have a quite large number of 

branches or points of sale with a low storage capacity. 

In practice, the distribution network consists of just one large central warehouse, which in 

this case can also be called a “distribution centre”, containing stocks of all the products 

purchased from the various suppliers and from which deliveries are made to the various 

branches or points of sale. 

In general, this solution: 

• Guarantees an excellent level of service. 



DNYANSAGAR ARTS AND COMMERCE COLLEGE, BALEWADI, PUNE – 45 
 Subject: Supply Chain Management                                             CLASS: SYBBA lll SEM 

  
 

Prof. Maya Jadhav                                                                                             www.dacc.edu.in   
 

• Allows reduction of overall stocks. 

• Is fairly complex and sometimes expensive to manage. 

It is particularly suitable for wholesalers, the large-scale retail trade and retail purchasing 

consortia. 

Network types: a central warehouse and several outlying depots 

This configuration is a quite common form of logistics organisation amongst production 

firms or commercial companies which do not have points of sale selling to the “final” 

consumer. 

In practice, depending on their location and the size/composition of their orders, the 

company’s customers are served either directly from the central warehouse or from one of the 

various branches. 

In general, this solution: 

• Guarantees an excellent level of service. 

• Raises stock levels a little (especially if they are not properly managed). 

• Differentiates the service and costs depending on customers’ characteristics. 

The solution is particularly suitable for some types of wholesalers, or single-plant production 

companies, of not especially large size, where the production department is close to the 

central warehouse. 
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Network types: plant warehouses, central warehouse and outlying depots 

This is a fairly complex configuration, suitable for fairly large manufacturing companies (or 

corporate groups). 

The company’s customers may be served by different options/procedures, depending on their 

location and order composition/size, using a three-level network structure: plant warehouses, 

central warehouses and outlying warehouses. 

In general, this system: 

• Guarantees an excellent level of service. 

• Raises stock levels a little (especially if they are not properly managed). 

• Differentiates the service and costs depending on customers’ characteristics. 

It is particularly suitable for organisations with several production locations, each producing 

specific products. Availability of the mix is guaranteed by the central warehouse, while swift 

delivery is achieved using the nearness to the market of the outlying warehouses. 
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Network types: no warehouses but just transit points 

This is a fairly innovative configuration (only introduced a few years ago), which may seem 

very simple but which actually requires a great deal of organisation. 

In practice, all the warehouses (outlying ones in all cases but sometimes the central one as 

well) are replaced by transit points. Transit points are basically warehouses without (or with 

only very low) stocks, where inbound goods from suppliers or plants are sent to customers 

immediately. 

In general, the characteristics of this solution are: 

• It guarantees an excellent level of service if it works properly. 

• Fairly simple order management. 

• Low stocks, sometimes riskily so. 

• Complex IT and organisation required. 

In general, this system is adopted by fairly large manufacturing or commercial companies. 

Network types: outsourcing 

The last example of a distribution network we present is actually an anomalous variant of the 

traditional distribution network, although it is actually now quite widely used, also in Italy. 

In practice, the traditional distribution network no longer exists, since all the physical 

distribution of goods is contracted to an external organisation (logistics firm). 

In fact, even when distribution is outsourced, the distribution network still exists, except that 

it no longer belongs to the company that produces/sells the goods for distribution, so it may 
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be “out of sight”. When establishing a partnership with a logistics firm it is important to find 

out about the distribution network it is able to provide. 

Supply Chains Are Made of People 

A supply chain is a set of organisations that work together in the upstream and downstream 

flows of products and services to provide finished products to customers. The ‘set’ of 

organisations can be as simple as a single firm (within which supplies are delivered and a 

product is produced), or it can be a complex network of raw material suppliers, third-party 

service providers, distributors and sales outlets. The purpose of supply chain management is 

to improve the long-term performance of the individual companies and of the supply chain as 

a whole. 

Although most organisations recognise the importance of strategically managing their supply 

chains, they are less likely to capitalise on the fact that successful supply chain management 

rests on the performance of the people in the supply chain. At the same time, human resource 

practitioners have established practices and processes that improve worker and firm 

performance – but rarely do they consider the implications of those practices for the 

company’s supply chain. 

In brief, both HRM and SCM have incomplete – but potentially promising – perspectives on 

managing people in supply chains. 

Broadening the HRM Perspective 

In their Human Resource Management article, Prof Vereecke and colleagues propose a 

broader view on how traditional HRM activities can be applied to supply chain management. 

Established HRM activities range from developing an HR strategy and recruiting, selecting, 
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developing and rewarding the workforce, to change management and labour relations. What 

are the benefits of applying these activities to SCM? Here are some examples: 

 

Traditionally, HR strategy involves developing flexible systems of HR best practices that 

promote an organisation’s business strategies. Applying these activities to the supply chain 

context produces these progressively broader benefits: 

• Considering supply chain strategy, characteristics and partners when developing the HR 

strategy. 

• Using HR systems (e.g. incentives, performance management, long-term relationships) to 

manage supply chain partners. 

• Collaborating with the supply chain partners to develop and coordinate HR systems for the 

supply chain as a whole. 

Applying traditional (intra-organisation) HR planning and recruitment activities to the 

supply chain partner firms produces these larger (inter-organisation) benefits: 

• Aligning recruitment practices among the supply chain firms. 

• Sharing applicant pools. 

• Forecasting labour demand and supply across the entire supply chain. 

Broadening applications of HR training activities produces these benefits: 

• Identifying training needs and objectives specifically for supply chain positions, and 

designing training to meet those needs. 

• Identifying the training needs of the supply chain partners, and training those partners (or 

vice versa). 

• Joint training and cross-organisational training of workers across the supply chain. 

Similarly, HR performance appraisal systems can be leveraged across the supply chain to 

reap greater benefits: 
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• Developing performance metrics for the supply chain. 

• Aligning performance appraisal dimensions across supply chain partners. 

• Learning from supply-chain partner feedback on individual and group performance. 

Using HRM Practices to Unify the Supply Chain 

Today’s increasingly complex business environments – which are characterised by shorter 

product life-cycles, product proliferation, ongoing outsourcing, and the globalisation of the 

supply base and markets – magnify the challenges of human resource management in supply 

chain settings. 

But meeting these challenges is well worth the effort. HRM practices can be used to 

encourage supply chain partners to develop valuable inter-firm relationships and to create 

knowledge-sharing routines. The result is a better coordinated, streamlined supply chain and, 

ultimately, new competitive advantage. 
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