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Foreword

Logistics is concerned with the organization, movement and storage of material and
people. The term logistics was first used by the military to describe the activities
associated with maintaining a fighting force in the field and, in its narrowest sense,
describes the housing of troops. Over the years the meaning of the term has grad-
ually generalized to cover business and service activities. The domain of logistics
activities is providing the customers of the system with the right product, in the right
place, at the right time. This ranges from providing the necessary subcomponents for
manufacturing, having inventory on the shelf of a retailer, to having the right amount
and type of blood available for hospital surgeries. A fundamental characteristic of
logistics is its holistic, integrated view of all the activities that it encompasses. So,
while procurement, inventory management, transportation management, warehouse
management and distribution are all important components, logistics is concerned
with the integration of these and other activities to provide the time and space value
to the system or corporation.

Excess global capacity in most types of industry has generated intense competition.
At the same time, the availability of alternative products has created a very demanding
type of customer, who insists on the instantaneous availability of a continuous stream
of new models. So the providers of logistics activities are asked to do more transac-
tions, in smaller quantities, with less lead time, in less time, for less cost, and with
greater accuracy. New trends such as mass customization will only intensify these
demands. The accelerated pace and greater scope of logistics operations has made
planning-as-usual impossible.

Even with the increased number and speed of activities, the annual expenses asso-
ciated with logistics activities in the United States have held constant for the last
several years around ten per cent of the gross domestic product. Given the significant
amounts of money involved and the increased operational requirements, the planning
and control of logistics systems has gained widespread attention from practitioners
and academic researchers alike. To maximize the value in a logistics system, a large
variety of planning decisions has to be made, ranging from the simple warehouse-floor
choice of which item to pick next to fulfil a customer order to the corporate-level deci-
sion to build a new manufacturing plant. Logistics planning supports the full range
of those decisions related to the design and operation of logistics systems.



xiv FOREWORD

There exists a vast amount of literature, software packages, decision support tools
and design algorithms that focus on isolated components of the logistics system or
isolated planning in the logistics systems. In the last two decades, several companies
have developed enterprise resource planning (ERP) systems in response to the need of
global corporations to plan their entire supply chain. In their initial implementations,
the ERP systems were primarily used for the recording of transactions rather than
for the planning of resources on an enterprise-wide scale. Their main advantage
was to provide consistent, up-to-date and accessible data to the enterprise. In recent
years, the original ERP systems have been extended with advanced planning systems
(APSs). The main function of APSs is for the first time the planning of enterprise-
wide resources and actions. This implies a coordination of the plans among several
organizations and geographically dispersed locations.

So, while logistics planning and control requires an integrated, holistic approach,
their treatment in courses and textbooks tends to be either integrated and qualita-
tive or mathematical and very specific. This book bridges the gap between those
two approaches. It provides a comprehensive and modelling-based treatment of the
complete distribution system and process, including the design of distribution cen-
tres, terminal operations and transportation operations. The three major components
of logistics systems—inventory, transportation and facilities—are each examined in
detail. For each topic the problem is defined, models and solution algorithms are
presented that support computer-assisted decision-making, and numerous applica-
tion examples are provided. The book concludes with an extensive set of case studies
that illustrate the application of the models and algorithms in practice. Because of
its rigorous mathematical treatment of real-world planning and control problems in
logistics, the book will provide a valuable resource to graduate and senior undergrad-
uate students and practitioners who are trying to improve logistics operations and
satisfy their customers.

Marc Goetschalckx
Georgia Institute of Technology
Atlanta, May 2003



Preface

Logistics is key to the modern economy. From the steel factories of Pennsylvania
to the port of Singapore, from the Nicaraguan banana fields to postal delivery and
solid waste collection in any region of the world, almost every organization faces the
problem of getting the right materials to the right place at the right time. Increasingly
competitive markets are making it imperative to manage logistics systems more and
more efficiently.

This textbook grew out of a number of undergraduate and graduate courses on
logistics and supply chain management that we have taught to engineering, computer
science, and management science students. The goal of these courses is to give students
a solid understanding of the analytical tools available to reduce costs and improve
service levels in logistics systems. For several years, the lack of a suitable textbook
forced us to make use of a number of monographs and scientific papers which tended to
be beyond the level of most students. We therefore committed ourselves to developing
a quantitative textbook, written at a more accessible level.

The book targets both an educational audience and practitioners. It should be appro-
priate for advanced undergraduate and graduate courses in logistics, operations man-
agement, and supply chain management. It should also serve as a reference for prac-
titioners in consulting as well as in industry. We make the assumption that the reader
is familiar with the basics of operations research, probability theory and statistics.
We provide a balanced treatment of sales forecasting, logistics system design, inven-
tory management, warehouse design and management, and freight transport planning
and control. In the final chapter we present some insightful case studies, taken from
the scientific literature, which illustrate the use of quantitative methods for solving
complex logistics decision problems.

In our text every topic is illustrated with a numerical example so that the reader
can check his or her understanding of each concept before going on to the next one.
In addition, a concise annotated bibliography at the end of each chapter acquaints the
reader with the state of the art in logistics.
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Problems and Website

This textbook contains questions and problems at the end of every chapter. Some
are discussion questions while others focus on modelling or algorithmic issues. The
answers to these problems are available on the book’s website

http://wileylogisticsbook.dii.unile.it,

which also contains additional material (FAQs, software, further modelling exercises,
links to other websites, etc.).
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1

Introducing Logistics Systems

1.1 Introduction

Logistics deals with the planning and control of material flows and related information
in organizations, both in the public and private sectors. Broadly speaking, its mission
is to get the right materials to the right place at the right time, while optimizing a
given performance measure (e.g. minimizing total operating costs) and satisfying a
given set of constraints (e.g. a budget constraint). In the military context, logistics is
concerned with the supply of troops with food, armaments, ammunitions and spare
parts, as well as the transport of troops themselves. In civil organizations, logistics
issues are encountered in firms producing and distributing physical goods. The key
issue is to decide how and when raw materials, semi-finished and finished goods
should be acquired, moved and stored. Logistics problems also arise in firms and
public organizations producing services. This is the case of garbage collection, mail
delivery, public utilities and after-sales service.

Significance of logistics. Logistics is one of the most important activities in modern
societies. A few figures can be used to illustrate this assertion. It has been estimated
that the total logistics cost incurred by USA organizations in 1997 was 862 billion
dollars, corresponding to approximately 11% of the USA Gross Domestic Product
(GDP). This cost is higher than the combined annual USA government expenditure in
social security, health services and defence. These figures are similar to those observed
for the other North America Free Trade Agreement (NAFTA) countries and for the
European Union (EU) countries. Furthermore, logistics costs represent a significant
part of a company’s sales, as shown in Table 1.1 for EU firms in 1993.

Logistics systems. A logistics system is made up of a set of facilities linked by
transportation services. Facilities are sites where materials are processed, e.g. manu-
factured, stored, sorted, sold or consumed. They include manufacturing and assembly
centres, warehouses, distribution centres (DCs), transshipment points, transportation
terminals, retail outlets, mail sorting centres, garbage incinerators, dump sites, etc.

Introduction to Logistics Systems Planning and Control ~ G. Ghiani, G. Laporte and R. Musmanno
© 2004 John Wiley & Sons, Ltd ISBN: 0-470-84916-9 (HB) 0-470-84917-7 (PB)



2 INTRODUCING LOGISTICS SYSTEMS

Table 1.1 Logistics costs (as a percentage of GDP) in EU countries
(T, transportation; W, warehousing; I, inventory; A, administration).

Sector T \%% I A Total

Food/beverage 3.7 22 28 1.7 104

Electronics 20 20 38 25 10.3
Chemical 38 23 26 15 102
Automotive 27 23 27 1.2 8.9

Pharmaceutical 22 2.0 25 2.1 8.8
Newspapers 47 30 36 21 134

Transportation services move materials between facilities using vehicles and equip-
ment such as trucks, tractors, trailers, crews, pallets, containers, cars and trains. A few
examples will help clarify these concepts.

ExxonMobil Chemical is one of the largest petrochemical companies in the world.
Its products include olefins, aromatics, synthetic rubber, polyethylene, polypropylene
and oriented polypropylene packaging films. The company operates its 54 manufac-
turing plants in more than 20 countries and markets its products in more than 130
countries.

The plant located in Brindisi (Italy) is devoted to the manufacturing of oriented
polypropylene packaging films for the European market. Films manufactured in Brin-
disi that need to be metallized are sent to third-party plants located in Italy and in
Luxembourg, where a very thin coating of aluminium is applied to one side. As a
rule, Italian end-users are supplied directly by the Brindisi plant while customers
and third-party plants outside Italy are replenished through the DC located in Milan
(Italy). In particular, this warehouse supplies three DCs located in Herstal, Athus and
Zeebrugge (Belgium), which in turn replenish customers situated in Eastern Europe,
Central Europe and Great Britain, respectively. Further details on the ExxonMobil
supply chain can be found in Section 8.2.

The Pfizer Pharmaceuticals Group is the largest pharmaceutical corporation in the
world. The company manufactures and distributes a broad assortment of pharmaceu-
tical products meeting essential medical needs, a wide range of consumer products for
self-care and well-being, and health products for livestock and pets. The Pfizer logis-
tics system comprises 58 manufacturing sites in five continents producing medicines
for more than 150 countries. Because manufacturing pharmaceutical products requires
highly specialized and costly machines, each Pfizer plant produces a large amount of
a limited number of pharmaceutical ingredients or medicines for an international mar-
ket. For example, ALFA 10, a cardiovascular product, is produced in a unique plant for
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an international market including 90 countries. For this reason, freight transportation
plays a key role in the Pfizer supply chain. A more detailed description of the Pfizer
logistics system is given in Section 8.3.

Railion is an international carrier, based in Mainz (Germany), whose core business
is rail transport. Railion transports a vast range of products, such as steel, coal, iron
ore, paper, timber, cars, washing machines, computers as well as chemical products. In
2001 the company moved about 500 000 containers. Besides offering high-quality rail
transport, Railion is also engaged in the development of integrated logistics systems.
This involves close cooperation with third parties, such as road haulage, waterborne
transport, forwarding and transshipment companies. More details on the freight rail
transportation system at Railion can be found in Section 8.4.

The Gioia Tauro marine terminal is the largest container transshipment hub on the
Mediterranean Sea and one of the largest in the world. In 1999, its traffic amounted to
2253 million Twenty-foot Equivalent Units (TEUs). The terminal is linked to nearly
50 end-of-line ports on the Mediterranean Sea. Inside the terminal is a railway station
where cars can be loaded or unloaded and convoys can be formed. Section 8.5 is
devoted to an in-depth description of the Gioia Tauro terminal.

The waste management system of the regional municipality of Hamilton-Went-
worth (Canada) is divided into two major subsystems: the solid waste collection
system and the regional disposal system. Each city or town is in charge of its own
kerbside garbage collection, using either its own workforce or a contracted service.
On the other hand, the regional municipality is responsible for the treatment and
disposal of the collected wastes. For the purposes of municipal solid waste planning,
the region is divided into 17 districts. The regional management is made up of a
waste-to-energy facility, a recycling facility, a 550 acre landfill, a hazardous waste
depot and three transfer stations. Section 8.6 contains a more detailed description of
this logistics system.

Supply chains. A supply chain is a complex logistics system in which raw materials
are converted into finished products and then distributed to the final users (consumers
or companies). It includes suppliers, manufacturing centres, warehouses, DCs and
retail outlets. Figure 1.1 shows a typical supply chain in which the production and
distribution systems are made up of two stages each. In the production system, com-
ponents and semi-finished parts are produced in two manufacturing centres while
finished goods are assembled at a different plant. The distribution system consists
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Figure 1.1 A supply chain.

of two central distribution centres (CDCs) supplied directly by the assembly cen-
tre, which in turn replenish two regional distribution centres (RDCs) each. Of course,
depending on product and demand characteristics it may be more appropriate to design
a supply chain without separate manufacturing and assembly centres (or even without
an assembly phase), without RDCs or with different kinds of facilities (e.g. cross-
docks, see Section 1.2.2). Each of the transportation links in Figure 1.1 could be
a simple transportation line (e.g. a truck line) or of a more complex transportation
process involving additional facilities (e.g. port terminals) and companies (e.g. truck
carriers). Similarly, each facility in Figure 1.1 comprises several devices and subsys-
tems. For example, manufacturing plants contain machines, buffers, belt conveyors or
other material handling equipment, while DCs include shelves, forklifts or automatic
storage and retrieval systems. Logistics is not normally associated with the detailed
planning of material flows inside manufacturing and assembly plants. Strictly speak-
ing, topics like aggregate production planning and machine scheduling are beyond
the scope of logistics and are not examined in this textbook. The core logistics issues
described in this book are the design and operations of DCs and transportation termi-
nals.

Push versus pull supply chains. Supply chains are often classified as push or pull
systems. In a pull (or make-to-order (MTO)) system, finished products are manu-
factured only when customers require them. Hence, in principle, no inventories are
needed at the manufacturer. In a push (or make-to-stock (MTS)) system, production
and distribution decisions are based on forecasts. As a result, production anticipates
effective demand, and inventories are held in warehouses and at the retailers. Whether
a push system is more appropriate than a pull system depends on product features,
manufacturing process characteristics, as well as demand volume and variability.
MTO systems are more suitable whenever lead times are short, products are costly,
and demand is low and highly variable. In some cases, a mixed approach can be used.



