Outline of Chapter 12

             DISTRIBUTION CUSTOMER

             SERVICE AND LOGISTICS

             INTRODUCTION

             PHYSICAL DISTRIBUTION

             GETS IT TO CUSTOMERS

               PHYSICAL DISTRIBUTION

               (PD)--the transporting, storing,

               and handling of goods to

               match target customers' needs

               with a firm's marketing

               mix--both within individual

               firms and along a channel of

               distribution.

               LOGISTICS--another common

               name for physical distribution.

                 Overhead 108. "Logistics

                 and Physical Distribution

                 Customer Service"

             PHYSICAL DISTRIBUTION

             CUSTOMER SERVICE

              Customers want products--not

             excuses

               CUSTOMER SERVICE

               LEVEL--how rapidly and

               dependably a firm can deliver

               what customers want.

              Physical distribution is invisible to

             most consumers

              Trade-offs of costs, service, and

             sales 

                 Transparency 80 (Exhibit

                 12-1) "Trade-Offs among

                 Physical Distribution Costs,

                 Customer Service Level,

                 and Sales"

             PHYSICAL DISTRIBUTION

             CONCEPT FOCUSES ON THE

             WHOLE DISTRIBUTION

             SYSTEM

                 Overhead 109 "Physical

                 Distribution Concept" 

              The physical distribution concept

               PHYSICAL DISTRIBUTION

               (PD) CONCEPT--all

               transporting, storing, and

               product-handling activities of a

               business and a whole channel

               system should be coordinated

               as one system which seeks to

               minimize the cost of

               distribution for a given

               customer service level.

              Decide what service level to offer

                 Overhead 110 (Exhibit

                 12-2) "Examples of Factors

                 That Affect PD Service

                 Level"

                 Transparency 81 "Factors

                 That Affect Customer

                 Service Level

              Finding the lowest total cost for

             the right service level

               TOTAL COST

               APPROACH--evaluating each

               possible PD system--and

               identifying all of the costs of

               each alternative.

              A cost comparison of alternative

             systems

                 Transparency 82 (Exhibit

                 12-3) "Comparative Costs

                 of Airplane versus Rail and

                 Warehouse"

              Identifying all the alternatives is

             sometimes difficult

             COORDINATING LOGISTICS

             ACTIVITIES AMONG FIRMS

                 Overhead 111 "Using

                 Technology to Coordinate

                 PD Activities Among Firms"

              Functions can be shifted and

             shared in the channel

              How PD is shared affects the

             rest of a strategy

              A coordinated effort reduces

             conflict

              JIT requires a close, cooperative

             relationship

              Chain of supply may involve

             even more firms

               CHAIN OF SUPPLY-the

               complete set of firms and

               facilities and logistics activities

               that are involved in procuring

               materials, transforming them

               into intermediate or finished

               products, and distributing them

               to customers.

              Better information helps

             coordinate PD

              Electronic data interchange sets

             a standard

               ELECTRONIC DATA

               INTERCHANGE--an approach

               that puts information in a

               standardized format easily

               shared between different

               computer systems.

              Ethical issues may arise

             THE TRANSPORTING

             FUNCTION ADDS VALUE TO A

             MARKETING STRATEGY

                 Overhead 112

                 "Transporting"

              Transporting aids economic

             development and exchange

               TRANSPORTING--the

               marketing function of moving

               goods.

              Transporting can be costly

                 Overhead 113 (Exhibit

                 12-4) "Transporting Costs

                 as a Percent of Selling

                 Price for Different Products"

              Governments may influence

             transportation

             WHICH TRANSPORTING

             ALTERNATIVE IS BEST?

              Transporting function must fit the

             whole strategy

                 Overhead 114 (Exhibit

                 12-5) "Benefits and

                 Limitations of Different

                 Transport Modes"

              Railroads--large loads moved at

             low cost

              Competition has forced railroads

             to innovate

               POOL CAR SERVICE--allows

               groups of shippers to pool their

               shipments of like goods into a

               full car.

               DIVERSION IN

               TRANSIT--allows redirection of

               railroad carloads already in

               transit.

              Trucks are more expensive, but

             flexible and essential

              Ship it overseas--but slowly

              Inland waterways are important

             too

              Pipelines move oil and gas

              Airfreight is expensive but fast

             and growing

              But airplanes may cut the total

             cost of distribution

              Put it in a container--and move

             between modes easily

               CONTAINERIZATION--grouping

               individual items into an

               economical shipping quantity

               and sealing them in protective

               containers for transit to the

               final destination.

              Piggyback--a ride on two or more

             modes

               PIGGYBACK

               SERVICE--loading truck

               trailers--or flat-bed trailers

               carrying containers--on railcars

               to provide both speed and

               flexibility.

              Transportation choices affect

             environmental costs too

             ECONOMIES OF SCALE IN

             TRANSPORTING

              Freight forwarders accumulate

             economical shipping quantities

               FREIGHT

               FORWARDERS--transportation

               "wholesalers" who combine the

               small shipments of many

               shippers into more economical

               shipping quantities.

              Should you do it yourself?

             THE STORING FUNCTION AND

             MARKETING STRATEGY

                 Overhead 115 "The Storing

                 Function"

              Store it and smooth out sales,

             increase profits and consumer

             satisfaction

               STORING--the marketing

               function of holding goods.

               INVENTORY--the amount of

               goods being stored.

              Storing varies the channel

             system

              Goods are stored at a cost

                 Overhead 116 "Examples

                 of Storing Costs"

              Rapid response cuts inventory

             costs

             SPECIALIZED STORING

             FACILITIES MAY BE REQUIRED

              Private warehouses are common

               PRIVATE

               WAREHOUSES--storing

               facilities owned or leased by

               companies for their own use.

              Public warehouses fill special

             needs

               PUBLIC

               WAREHOUSES--independent

               storing facilities.

                 Overhead 117 (Exhibit

                 12-6) "A Comparison of

                 Private Warehouses and

                 Public Warehouses"

              Warehousing facilities cut

             handling costs too

             THE DISTRIBUTION CENTER--A

             DIFFERENT KIND OF

             WAREHOUSE

                 Overhead 118 "Distribution

                 Center"

              Is storing really needed?

              Don't store it, distribute it

               DISTRIBUTION CENTER--a

               special kind of warehouse

               designed to speed the flow of

               goods and avoid unnecessary

               storing costs.

              Pillsbury's distribution system

             was overwhelmed by expanding

             product lines and sales

              The distribution center brings it

             all together

              Managers must be innovative to

             provide customers with superior

             value 

             IDEAS ON USING COLOR

             TRANSPARENCIES OF ADS

             WITH CHAPTER 12

             Transparency 155

             (Minolta) "Does your copier look

             like this most of the time?"

             The logistics system for repair

             parts for a copier might require

             very fast order processing,

             inventories in central locations,

             and rapid transportation (perhaps

             by air) to be able to provide

             needed parts on a "next business

             day" basis.

             Transparency 156

             (Procter & Gamble) "Our pre-built

             displays can help you cut costs.

             How much depends on how you

             handle them."

             Moving display units from the

             receiving dock to the selling floor

             in one piece is a whole lot more

             efficient than racking, picking,

             staging, shipping, sorting, and

             stacking cases individually.

             Procter & Gamble's pre-built

             displays can save money and

             speed cross-docking, and it's one

             of the ways P&G tries to keep its

             retailers happy. This is just one

             example of the many innovations

             going on at P&G in the logistics

             area.

             Transparency 179

             (Penske) "Why outsource?

             Consider these facts...Then call

             Penske."

             Many firms have their own truck

             fleets, but other firms outsource

             transportation and distribution

             work to specialists like Penske.

             Penske can handle order

             fulfillment and inventory

             management in addition to

             transportation. Its expertise in

             logistics can help firms reduce big

             inventories and other distribution

             costs while improving the

             customer service they provide.

             Transparency 190

             (KLM Cargo) "KLM Cargo from

             Damnum Saduak? A taste of

             their global network."

             KLM Cargo moves all kinds of

             time-sensitive items from one part

             of the world to another. Its

             sophisticated information systems

             provide immediate feedback and

             updating. And its physical

             distribution service level is critical

             to many business customers.

             Transparency 193

             (Roberts Express) "Expedite."

             Roberts Express uses satellite

             tracking technologies so that its

             customers can find out the

             location of their freight every step

             of the way. This is just one

             example of how new information

             technologies are being used in

             the logistics area to improve

             customer service levels and

             reduce unnecessary costs.

             Transparency 201

             (British Fibreboard Packaging

             Association) "Nothing protects

             like fibreboard."

             Packaging can lower or add to

             total distribution costs. For

             example, the initial cost of

             protective packaging may be

             offset by a reduction in breakage

             and returns.

             Transparency 205

             (Natural Resources Defense

             Council/Japan Ad Council/Ad

             Council/EPA) "Little by little, our

             waters are looking less like art

             and more like trash."

             Ships are the lowest cost way to

             transport oil, but an accident can

             have a perilous effect on the

             environment. Many decisions in

             the logistics area have

             environmental impacts--favorable

             or unfavorable. Socially

             responsible marketing managers

             try to balance these broader

             issues--and costs--within the

             context of the specific logistics

             systems they develop.

             Transparency 214

             (Keebler-Sunshine) "New!

             Chocolate Chewy Snack Time

             Fun."

             Keebler wants to be certain that

             customers know about and will

             look for its new Chocolate Chewy

             cookies, but the money spent on

             introductory advertising and

             coupons will be wasted if cookies

             are out of stock when the

             customer looks for them. Yet,

             new products pose a problem

             because the producer's marketing

             manager can only estimate how

             strong demand will be. Further,

             retailers tend to be conservative

             in their initial estimates because

             they don't want to fill the shelves

             with a new product until they

             know that it's going to sell well.

             On the other hand, if the product

             is a big hit the retailer may want

             inventories replenished faster

             than it is possible to do it at a

             reasonable cost.

             Transparency 221

             (Mobil) "It's two of the safest

             ships ever built."

             Marketing managers must be

             sensitive to the environmental

             effect of transportation decisions.

             For example, this ship has 2.2

             million barrels of oil on board.

             Under normal circumstances

             even a small accident with that

             much oil could prove to be an

             environmental disaster. However,

             Mobil built this ship with both an

             inner hull (to keep the oil in) and

             an outer hull (to keep the water

             out) to reduce the odds of there

             ever being a problem.

             PERSPECTIVES ON TEACHING

             CHAPTER 12--DISTRIBUTION

             CUSTOMER SERVICE AND

             LOGISTICS

             A decade ago, physical

             distribution topics were often

             treated as the "stepchild" of

             marketing. One reason was that

             the focus of most of the academic

             and practitioner literature on

             managing inventories and

             transportation was driven by a

             cost minimization perspective.

             While it is important for marketers

             to find efficient ways to

             implement their strategies in each

             of the marketing mix areas, cost

             minimization is not a useful focus

             when taken by itself because it

             doesn't focus on customer needs.

             In other words, it makes sense to

             spend more on logistics functions

             that add to customer value. That

             means that the focus should be

             on providing customer service

             levels to support product

             availability in a way that is

             consistent with the needs of the

             target market, other members of

             a channel of distribution or supply

             chain, and the whole marketing

             mix.

             In light of this perspective, we

             substantially shifted the focus of

             the treatment of physical

             distribution in Basic

             Marketing--starting over fifteen

             years ago. Our development of

             these topics has continued to

             evolve with subsequent editions.

             Importantly, the thinking among

             logistics professionals has also

             caught up with the point of view

             we have long advocated. This

             reflects the need to come to grips

             with the requirements of

             just-in-time inventory and delivery

             systems, buyer expectations

             concerning rapid order placement

             systems, and the like. But,

             clearly, it is the development and

             adoption of new information

             technologies that have been the

             driving force for change in the

             logistics arena. Better information

             flows that are coordinated among

             companies are improving service

             levels and reducing total

             distribution costs in the channel. 

             The development of topics in this

             chapter reflects this change.

             Now, the whole set of logistics

             issues are first framed in terms of

             physical distribution service

             levels. Then, we address issues

             of costs and how they can be

             reduced by coordinating logistics

             functions across firms. This leads

             naturally to a discussion of

             Electronic Data Interchange

             systems, J.I.T, and other ways

             that technology is impacting

             distribution thinking. Once this

             broader conceptual

             framework--including discussion

             of a coordinated logistics

             system--is established, we

             conclude with a more streamlined

             discussion of transportation,

             inventory, and materials

             management. 

             The contemporary view of

             logistics makes it easier to teach

             these topics--and easier to

             stimulate student

             interest--because the logic is

             more compelling. Students can

             appreciate the examples because

             they are consistent with the

             institutional perspectives

             developed in the previous

             chapter. At the same time, they

             come to grips with issues of how

             cooperation works to benefit

             everyone in the

             channel--including customers at

             the end of the channel. This

             perspective is extremely important

             and has become the central

             strategy of many companies. It

             affects not only producers, but

             also wholesalers and retailers. 

             An effective way to introduce

             discussion of these points is to

             revisit the chapter-opener

             example of Coke and its efforts to

             be "within an arm's reach of

             desire." The example provides a

             useful juxtaposition. Students

             tend to be very aware of the "cola

             wars" when it comes to

             advertising effort, but may not

             have much knowledge of the

             logistical issues behind the

             scenes. This case highlights what

             is required. It also gives students

             a good sense of how this element

             of the marketing mix tends to be

             different in different parts of the

             world.

             The highlighted teaching case

             (page 330), which focuses on

             Clorox, looks at these issues in a

             business-to-business context. In

             fact, this case provides an

             excellent basis for discussion of

             the idea of buyer-seller

             partnerships in business markets,

             a topic that is introduced in the

             text in Chapter 7.

             The 1998-99 edition of

             Applications in Basic Marketing

             includes a very interesting article

             on logistics entitled, "Baxter's Big

             Makeover in Logistics." It

             addresses hospital supply

             systems and includes an

             excellent discussion of JIT. Even

             if this article is not used as a

             student assignment, the

             instructor may want to

             considering drawing on it for

             lecture examples. One approach

             is to introduce and discuss

             individual topics from the chapter

             and use Baxter as an integrated

             example.

