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UNIT-I 

Supply Chain Management: 

Supply chain management (SCM), the management of the flow of goods and 

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

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

networks, channels and node businesses combine in the provision 

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

Supply chain management (SCM) is the oversight of materials, information, and finances 

as they move in a process from supplier to manufacturer to wholesaler to retailer to consumer. 

Supply chain management involves coordinating and integrating these flows both within and 

among companies. It is said that the ultimate goal of any effective supply chain management 

system is to reduce inventory (with the assumption that products are available when needed). 

Supply chain management flows can be divided into three main flows: 

 The product flow 

 The information flow 

 The finances flow 

The product flow includes the movement of goods from a supplier to a customer, as well as any 

customer returns or service needs. The information flow involves transmitting orders and 

updating the status of delivery. The financial flow consists of credit terms, payment schedules, 

and consignment and title ownership arrangements. 

                                              

https://en.wikipedia.org/wiki/Good_(economics)
https://en.wikipedia.org/wiki/Raw_material
https://en.wikipedia.org/wiki/Inventory
https://en.wikipedia.org/wiki/Business
https://en.wikipedia.org/wiki/Product_(business)
https://en.wikipedia.org/wiki/Service_(economics)
https://en.wikipedia.org/wiki/Supply_chain
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According to the Council of Supply Chain Management 

Professionals (CSCMP),“supply chain management encompasses the planning and management 

of all activities involved in sourcing, procurement, conversion, and logistics management. It also 

includes coordination and collaboration with channel partners, which may 

be suppliers, intermediaries, third-party service providers, or customers. Supply chain 

management integrates supply and demand management within and across companies” 

Challenges in supply chain management: 

Current supply chains are growing in complexity due to several factors. Customers, are 

demanding innovative products at the right time and at a reasonable price. This creates 

challenges for companies since creating both responsive and cost-effective supply chains is 

critically difficult. These challenges exciting and some of these are follows: 

Globalization: 

               One of the biggest challenges that companies are facing is how to reduce their supply 

chain cost. In order to satisfy customers’ price expectations, companies have opted to relocate 

manufacturing to low cost countries around the world in an effort to reduce direct and indirect 

costs and to minimize taxes. But, having global suppliers contributes significantly to 

complexity that comes from extended delivery lead times. Customers not only want lower 

prices, but they also want their products on time. 

 

Customer Preferences: 

 

                 As stated above, global supply chains are complex. Add to that product features that 

are constantly changing, and the challenge is even greater. A product is released and customers 

rapidly pressure companies to come up with the next big thing. Innovation is important since it 

allows companies to stay competitive in the market, but it’s also a challenge. To enhance a 

product, companies have to redesign their supply network and meet market demand in a way 

that’s transparent for customers. 

 

Market Growth: 

 

                 Another factor that presents a challenge is the pursuit of new customers. The cost of 

a developing a product, from R&D to product introduction, is significant. Therefore, 

companies are trying to expand their distribution to emerging markets in order to grow 

revenues and increase market share. Companies all around the world are expected to expand in 

their home and foreign markets. The introduction to new markets is difficult due to trading 

policies, fees, and government policies. 

Customers’ expectations nowadays are more demanding than ever. As described here, 

companies have responded with global networks, product innovation, and market expansions. 

http://cscmp.org/
http://cscmp.org/
https://en.wikipedia.org/wiki/Strategic_sourcing
https://en.wikipedia.org/wiki/Procurement
https://en.wikipedia.org/wiki/Logistics_management
https://en.wikipedia.org/wiki/Channel_partner
https://en.wikipedia.org/wiki/Suppliers
https://en.wikipedia.org/wiki/Intermediaries
https://en.wikipedia.org/wiki/Customers
https://en.wikipedia.org/wiki/Supply_and_demand
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This means that companies now rely on supply chain managers to optimize their value chains 

in order to stay competitive. As such, it’s no surprise that these professionals are in high 

demand. So customers, rest assured - experts in supply chain management, including our own 

Grainger Center graduates -  are behind the scenes tackling these complexities each and every 

day and are eager to delight the customer experience. 

Customer service  

 Supply chain management is all about providing the right product in the right quantity to 

the right place and the right time. Seems simple, but can get complicated...quickly. 

Cost control  

 Operating costs are under extreme pressure by rising energy/fuel and freight costs, 

greater number of global customers, technology, increasing labor rates and new regulations and 

rising commodity prices. 

Planning & risk management  

In order to stay as efficient and effective as possible, periodic assessments and redesigns 

are needed. These adjustments are in response to changes in the market - changes such as new 

product launches, global sourcing, credit availability and the need to protect intellectual property. 

These risks must be identified and quantified in order to control and mitigate. 

Supplier/partner relationship management  

It is important to create, understand and follow mutually agreed upon standards to better 

understand current performance and opportunities for improvement. Having two different 

methods for measuring and communicating performance and results wastes time and effort. Trust 

the system that was put in place for consistent results and better supplier/partner relationships. 

Talent: 

This was touched on in a previous post. It is becoming increasingly more difficult to find 

qualified and interested talent. Supply chain leaders need an extensive understanding of the key 

competencies and duties needed for supply chain management roles and the ability to efficiently 

source specific skill sets and methods for developing future leaders. 

Uncertainty and supply chain management: 

Supply chain management (SCM) plays an essential role in managing the movement of 

raw materials into an organization, certain issues of the internal processing of materials into 
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finished goods, and the movement of finished products out of the organization for end-consumer 

delivery. The goal of SCM is to improve trust and collaboration among supply chain partners and 

to improve inventory visibility. However, many SCM problems deal with uncertain events such 

as uncertainty in demand, supply, quality, price, etc. 

Uncertainties in supply, process and demand are recognized to have a major impact on 

the manufacturing function. Uncertainty propagates throughout the network and leads to 

inefficient processing and non-value adding activities. This uncertainty is expressed in questions 

such as: what will my customers order? how many products should we have in stock? and will 

the supplier deliver the requested goods on time and according to the demanded specifications? 

Solutions to uncertainty: 

1. Managing Supply: 

 A firm can vary supply of product by controlling a combination of the following factors 

 Managing Production Capacity When managing capacity firms use a combination of the 

following approaches:  

 Time flexibility from workforce: In this approach, a firm uses flexible work hours from 

the workforce to better match the production with demand. In many instances, plants do 

not operate continually & are left idle during portions of the day & week. Therefore, 

spare plant capacity exists in the form of hours when the plant is not operational. For 

example, many plants do not run three shifts, so existing workforce could work overtime 

during peak periods to produce more to meet demand. The overtime used is varied to 

match the variation in demand. This system would allow production from the plant to 

more closely match the demand from customers. Telemarketing centers and banks use 

part time workers extensively to match supply & demand better. 

 

 Use of seasonal workforce: In this approach, a firm uses a temporary workforce during 

the peak season to increase capacity to match the demand. The tourism industry often 

employs this approach, in which a base of full time employees exists & the rest are hired 

only for the peak season. Agriculture also uses this approach for both harvesting & 

processing. This approach may be hard to sustain if the labor market is tight. 

 

 Use of subcontracting: In this approach, a firm subcontracts peak production so that 

internal production remains level & can be done cheaply. With the subcontractor 

handling the peaks, the company is able to build a relatively inflexible but low cost 

facility where the production rates are kept relatively constant. A key here is the 

availability of relatively flexible subcontractor capacity. For example, most of power 

companies do not have the capacity to supply their customers with all the electricity 
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demanded on the peak days. They instead rely on being able to purchase that power from 

suppliers & subcontractors who have excess electricity. This allows power companies to 

maintain a level supply and a lower cost. 

 

 Use of dual facilities – dedicated and flexible: In this approach, a firm builds both 

dedicated & flexible facilities. Dedicated facilities produce a relatively stable output of 

products over time in a very efficient manner. Flexible facilities produce a widely 

varying volume & variety of products but at higher unit costs. 

 

 

 Designing product flexibility into the production processes: In this approach, a firm has 

the market adaptive, flexible production system whose production rate can easily be 

varied. This system senses the fluctuation in the market demand and the Production 

system is then changed to match the demand. The production lines are designed such that 

changing the number of workers on a line can vary the production rate. As long as 

variation of demand across different product lines is complementary the capacity on each 

line can be varied by moving the workforce from one line to other. This requires multi 

skilled workforce. 

 

2. Managing Inventory: 

 

 Using common components across multiple products: In this approach, a firm designs 

common components across multiple products, each with a predictably variable demand 

but with a relatively constant overall demand. Using common components across these 

products will result in the demand for the components being relatively constant. 

Therefore a part of supply chain producing components can easily synchronize supply 

with demand & a relatively low inventory of parts will have to be built up. 

 

 Build inventory of high demand or predictable demand products: When most of the 

products a firm produces have the same peak demand season, the previous approach is no 

longer feasible. A firm must then decide which inventory to build during the off season. 

The answer is to build products with the more predictable demand during the off season 

because there is less to be learned about their demand by waiting. As more is known 

about demand closer to selling season, production of more uncertain items should take 

place. 

 

 

3. Managing demand: To manage demand with the goal of maximizing profit, companies 

must use pricing & production decisions. The timing of the tools can have a tremendous 
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impact on demand. Therefore using pricing to shape demand can help synchronize the 

supply chain. 

 

4. Information Centralization: In many of the cases the company has many distribution 

centers from where the needs of the customers can be catered. This can be better 

managed if the demand details and inventory status updates are readily available online 

instanteniously.This can be easily achieved by centralizing the information. The benefit 

of information centralization derives from the fact that most orders are filled from the 

warehouse closest to the customer, keeping transportation costs low. 

 

 

5. Specialization: Most supply chains provide a variety of products to the customers. When 

inventory is carried at multiple locations; a key decision for a supply chain manager is 

whether all products should be stocked at every location. Clearly, a product that does not 

sell in a geographical region should not be carried in inventory by the warehouse or retail 

store located there. 

 

6. Postponement strategy: A postponement strategy aims at delaying some supply chain 

activities until customer demand is revealed in order to maintain both low systems wide 

cost and fast response.  

1. Purchasing postponement Delay purchasing of some expensive and fragile materials  

2. Manufacturing postponement Products in semi-finished forms and can be customized 

quickly in Production facilities.  

 

3. Logistics postponement Products in semi-finished forms and can be customized 

quickly in Production facilities close to customers.  

 

4. Time postponement Finished products are kept in central location and are distributed 

quickly to customers.  

 

5. Product development postponement. 

       7.    Demand Forecasting: Forecast of future demand are essential to a supply chain 

manager’s  decision making and planning processes. 

Supply chain Drivers and Obstacles: 

The supply chain strategic fit concept requires that a company achieve the desired 

responsiveness and efficiency in its supply chain that best meets the needs of the company's 

competitive strategy. 
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The performance of a supply chain (responsiveness and efficiency) is determined by 

decisions in the areas of inventory, transportation, facilities and information. Hence these four 

areas are identified as drivers of supply chain performance. 

A Framework for Structuring Supply Chain Drivers 

                    

Supply chain managers have to take research and development efforts to improve both 

responsiveness and efficiency of their supply chains on a continuous basis. In the past there 

were technological and managerial breakthroughs which improve one of them without any 

deterioration in the other and also improvement in both dimensions simultaneously. Actual 

economic theory tells, new technologies (capital investments) are adopted for capital 

productivity. Capital productivity in the context of supply chains comes through improvement in 

responsiveness and efficiency. 

 

                But at a certain point in time, there can be tradeoffs between resonsiveness and 

efficiency.  Hence supply chain designers come with supply chains with that give various 

combinations of responsiveness and efficiency (responsiveness - efficiency frontier) and the 

optimal combination is chosen based on the competitive strategy considerations. 

 

Definition/Explanation of Four Drivers: 

Inventory: It consists of all raw material, work in process, and finished goods within a supply 

chain. 

 

Transportation: It involves moving inventory from one point in the supply chain to another 

point. 
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Facilities: A facility is a place where inventory is stored, manufactured or assembled. Hence 

facilities can be categorised into production facilities and storage facilities. 

 

Information: It consists of data and results of analysis regarding inventory, transportation, 

facilities, customer orders, customers, and funds. 

Inventory: 

 

      Inventory is maintained in the supply chain because of mismatches between supply and 

demand. 

 

   Types of inventory based on reasons for keeping them: 

 

Cycle inventory: This results due to producing or buying larger lots to minimize acquisition costs 

related to processing each purchase order or production order. 

 

Safety Inventory: It is held to counter against uncertainty or variability of demand. 

 

Seasonal Inventory: It is inventory maintained to satisfy higher demands in a period compared to 

production capacity. It arises due to the decision to service predicted variability in demand 

through extra production during slack period or low demand periods. 

 

Increasing inventory gives higher responsiveness but results in higher inventory carrying cost. 

 

Transportation: 

 

       Number of decisions have to taken in designing a supply chain regarding transportation. 

 

Mode of Transportation: Six basic modes exist 

 

Air, Truck (Road), Rail, Ship, Pipeline, Electronic transportation (the newest mode for music, 

documents etc) 

 

Route and Network Selection 

 

       Network is a set of facilities or destinations which can be used for transportation of goods. 

Route is a specific selection of facilities or destinations through which goods move. 

 

 



SUPPLY CHAIN MANAGEMENT PRODUCT                                                               O NATRAJA RK, ASST. PROFESSOR 

 

Sanjeev Institute of Planning and Management  9 
 

Facilities: 

 

              Within a facility, inventory is either transformed into another state or stored. 

 

Facilities Related Decisions 

 

Location, Capacity, Manufacturing Methodology or Technology, Warehousing methodology 

 

Information: 

 

Issues related to Information 

 

Push Process Information and Pull Process Information 

Coordination and information sharing across various facilities in the supply chain. 

Forecasting 

Aggregate Planning 

enabling technologies 

Sourcing: Role in the Supply Chain 

 Set of business processes required to purchase goods and services in a supply chain  

 Supplier selection, single vs. multiple suppliers, contract negotiation 

Components of Sourcing Decisions 

 In-house versus outsource decisions  

  Supplier evaluation and selection  

  Procurement process  

  Overall trade-off: Increase the supply chain profits 

Components of Pricing Decisions 

 Pricing and economies of scale  

  Everyday low pricing versus high-low pricing  

  Fixed price versus menu pricing  

  Overall trade-off: Increase the firm profits 

Obstacles to Achieving Strategic Fit: 

A company’s ability to find a balance between responsiveness and efficiency that best meet the 

needs of the targeted customer is the key to achieving strategic fit. 
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 Companies face many obstacles in deciding where this balance is to be located on the 

responsiveness spectrum. 

Obstacles: 

• Increasing variety of products 

 – Increased variety (mass customization) tend to raise uncertainty, and uncertainty 

frequently results in increased cost and decreased responsiveness 

• Decreasing product life cycles 

 – This makes the job of achieving strategic fit more difficult as supply chain must 

constantly adapt to manufacture and deliver new product in addition to coping with these 

product’s demand uncertainty. 

• Increasingly demanding customers 

– Today’s customers are demanding faster fulfillment, better quality and better 

performing products for the same price they paid years ago means that the supply chain must 

provide more just to maintain its business 

• Fragmentation of supply chain ownership 

– Now-a-days most firms have become less vertically integrated  

– More members in supply chain for providing goods  

– Many owners with its own policies and interests, the chain (network) more complicated 

to coordinate. 

• Globalization  

– Supply chains are more global 

 – Global supply chains creates many benefits such as ability to source from a global base 

of suppliers who may offer better or cheaper goods than were available in a company’s 

home nation  

– Suppliers are apart making coordination much more difficult 

 – Removal of trade barrier results in increased competition from global companies  

– Companies that once protected has to find time for responding to needs of customer 

that arise due to competition  

– Now more strain on supply chain better trade-off 
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• Difficulty executing new strategies 

 – Creating successful strategy is not easy  

– Skillful execution of strategy is as important as creating successful strategies  

– For instance others could figure out Toyota’s brilliant strategies; the difficulty was in 

executing that strategy 

Supply Chain Network (SCN): 

A Supply Chain Network (SCN) is an evolution of the basic supply chain. Due to rapid 

technological advancement, organisations with a basic supply chain can develop this chain into a 

more complex structure involving a higher level of interdependence and connectivity between 

more organisations, this constitutes a supply chain network.  

Businesses are often part of a larger network of organisations, a supply chain network can 

be used to highlight interactions between organisations; they can also be used to show the flow 

of information and materials across organisations. Supply chain networks are now more global 

than ever and are typically structured with five key areas: external suppliers, production centres, 

distribution centres (DCs), demand zones, and transportation assets. 

Supply chains and supply networks both describe the flow and movement of materials & 

information, by linking organisations together to serve the end-customer.  

‘Network’ describes a more complex structure, where organisations can be cross-linked 

and there are two-way exchanges between them; ‘chain’ describes a simpler, sequential set of 

links. 

Types of Networks: 

All organisations have or can purchase the components to build a supply chain network, 

it is the collection of physical locations, transportation vehicles and supporting systems through 

which the products and services firm markets are managed and ultimately delivered. 

Physical locations included in a supply chain network can be manufacturing plants, 

storage warehouses, carrier crossdocks, major distribution centres, ports, intermodal terminals 

whether owned by a company, suppliers, a transport carrier, a third-party logistics provider, a 

retail store or an end customer. Transportation modes that operate within a supply chain network 

can include the many different types of trucks, trains for boxcar or intermodal unit movement, 

container ships or cargo planes. 

There are many systems which can be utilized to manage and improve a supply chain 

network include Order Management Systems, Warehouse Management System, Transportation 

Management Systems, Strategic Logistics Modeling, Inventory Management Systems, 

Replenishment Systems, Supply Chain Visibility, Optimization Tools and more. 

https://en.wikipedia.org/wiki/Supply_chain
https://en.wikipedia.org/wiki/Third-party_logistics_provider
https://en.wikipedia.org/wiki/Intermodal_freight_transport
https://en.wikipedia.org/wiki/Warehouse_Management_System
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UNIT-II 

Demand: 

In economics, demand is the quantity of a commodity or a service that people are willing 

or able to buy at a certain price, per unit of time. 

Demand in economics means a desire to possess a good supported by willingness and 

ability to pay for it. If your have a desire to buy a certain commodity, say a car, but you do not 

have the adequate means to pay for it, it will simply be a wish, a desire or a want and not 

demand. Demand is an effective desire, i.e., a desire which is backed by willingness and ability 

to pay for a commodity in order to obtain it.  

In the words of Prof. Hibdon:"Demand means the various quantities of goods that would 

be purchased per time period at different prices in a given market". 

  

Characteristics of Demand: 

  

There are thus three main characteristics of demand in economics. 

  

(i) Willingness and ability to pay. Demand is the amount of a commodity for which a consumer 

has the willingness and also the ability to buy. 

  

(ii) Demand is always at a price. If we talk of demand without reference to price, it will be 

meaningless. The consumer must know both the price and the commodity. He will then be able 

to tell the quantity demanded by him. 

  

(iii) Demand is always per unit of time. The time may be a day, a week, a month, or a year. 

 

Determinants of Demand / Demand Function: 

The demand for a particular commodity is influenced by so many factors- they together 

are known as determinants of demand in technical jargon, it is stated as demand function. A 

demand function in mathematical terms expresses the functional relationship between the 

demand for a product and its 

various determining factors. For instance, 

DX = f ( Px, Ps, Pc, Yd, T, A, W, C, E, P, G, U) 

Here: 

Dx = Demand for x commodity (say, tea) 

Px = Price of x commodity (of tea) 

Ps = Price of substitute of x commodity (coffee) 

Pc = Price of complementary goods of x commodity (sugar, milk) 

Yd = Disposable income of the consumer 

https://en.wikipedia.org/wiki/Economics
https://en.wikipedia.org/wiki/Commodity
https://en.wikipedia.org/wiki/Service_(economics)
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T = Taste and Preference of the consumer 

A = Advertisement of x commodity 

W = Wealth of purchaser 

C = Climate 

E = Price expectation of the consumer 

P = Population 

G = Govt. policies pertaining to taxes and subsidies 

U = Other factors (unspecified/unidentified) 

Law of demand: 

The law of demand expresses a relationship between the quantity demanded and its price. 

It may be defined in Marshall’s words as “the amount demanded increases with a fall in 

price, and diminishes with a rise in price”. Thus it expresses an inverse relation between price 

and demand. The law refers to the direction in which quantity demanded changes with a change 

in price. 

Supply Chain Demand: 

Demand chain management (DCM) is the management of relationships 

between suppliers and customers to deliver the best value to the customer at the least cost to 

the demand chain as a whole. Demand chain management is similar to supply chain 

management but with special regard to the customers. 

Demand chain management software tools bridge the gap between the customer 

relationship management and the supply chain management. The organization's supply chain 

processes are managed to deliver best value according to the demand of the customers. DCM 

creates strategic assets for the firm in terms of the overall value creation as it enables the firm to 

implement and integrate marketing and supply chain management (SCM) strategies that improve 

its overall performance. A study of the university in Wageningen (the Netherlands) sees DCM as 

an extension of supply chain management, due to its incorporation of the market orientation 

perspective on its concept. 

Demand Estimation: 

When running a small business, it is important to have an idea of what you should expect 

in the way of sales. To estimate how many sales a company will make, demand estimation is a 

process that is commonly used. With demand estimation, a company can gauge how much to 

produce and make other important decisions. 

Definition 

Demand estimation is a process that involves coming up with an estimate of the amount 

of demand for a product or service. The estimate of demand is typically confined to a particular 

https://en.wikipedia.org/wiki/Supply_chain
https://en.wikipedia.org/wiki/Customer
https://en.wikipedia.org/wiki/Cost
https://en.wikipedia.org/wiki/Demand_chain
https://en.wikipedia.org/wiki/Supply_chain_management
https://en.wikipedia.org/wiki/Supply_chain_management
https://en.wikipedia.org/wiki/Customer
https://en.wikipedia.org/wiki/Customer_relationship_management
https://en.wikipedia.org/wiki/Customer_relationship_management
https://en.wikipedia.org/wiki/Wageningen
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period of time, such as a month, quarter or year. While this is definitely not a way to predict the 

future for your business, it can be used to come up with fairly accurate estimates if the 

assumptions made are correct. 

The science and art of converting the qualitative understandings of a market into 

quantitative data 

Pricing 

One of the reasons that companies use demand estimation is to assist with pricing. When 

you offer a new product or start a new business, you may not have any idea how to price your 

product. When you have an idea of what the demand will be for the product, you know 

approximately how much you have to price the product. This way, you can avoid overpricing 

your product and alienating some customers. You may also be able to avoid leaving money on 

the table. 

Production 

Another reason that demand estimation is commonly used is so that it can help with 

production. Before a company puts a large amount of money into producing a product, it can 

have an estimate of the demand for that product. If the demand in the area is for 20,000 units, 

you should most likely not invest in making 1 million units during that time frame. This way, 

more of your capital can stay on hand instead of being invested into inventory. 

Considerations 

When making business decisions using demand estimation, it is important to remember 

that these estimations are only educated guesses as to what the demand for a product or service 

will be. If you have a high-quality product that people want, you may not be able to manufacture 

them fast enough to meet demand. Always allow some room for error in the estimation of the 

demand for your business. Otherwise, you may be in for some surprises as a business owner. 

Objectives of demand estimation  

How much to sell 

 Where to sell 

 When to sell 

How much to sell:  

Fixing the product wise , crop wise, month wise, and year wise targets for sale of inputs. 

The targets may also be fixed for different types of fertilizers varieties of seeds and brands & 

types of CPPs 
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Where to sell: 

  Geographical area -Identification of market area i.e.provinces,districts,group of villages 

etc 

 Product range- determination of inputs based on crops grown-cereals, fruits or vegetables or live 

stock  

When to sell:  

• To determine the period of peak, low and no demand  

• To determine if inputs will be used for basal or top dressing  

• To determine if inputs are needed for general use or for specialrequirements Profile of 

customers - large, commercial or small scale farmers. Export growers, wheat milles,or food 

processors etc 

Demand Forecasting: 

A forecast is a prediction or estimation of future situation. It is an objective assessment of 

future course of action. Since future is uncertain, no forecast can be percent correct. Forecasts 

can be both physical as well as financial in nature. The more realistic the forecasts, the more 

effective decisions can be taken for tomorrow. 

In the words of Cundiff and Still, “Demand forecasting is an estimate of sales during a 

specified future period which is tied to a proposed marketing plan and which assumes a 

particular set of uncontrollable and competitive forces”. Therefore, demand forecasting is a 

projection of firm’s expected level of sales based on a chosen marketing plan and environment. 

Forecasting Techniques: 

Demand forecasting is a difficult exercise. Making estimates for future under the 

changing conditions is a Herculean task. Consumers’ behaviour is the most unpredictable one 

because it is motivated and influenced by a multiplicity of forces. There is no easy method or a 

simple formula which enables the manager to predict the future. 

Economists and statisticians have developed several methods of demand forecasting. 

Each of these methods has its relative advantages and disadvantages. Selection of the right 

method is essential to make demand forecasting accurate. 

The more commonly used methods of demand forecasting are discussed below: 

The various methods of demand forecasting can be summarised in the form of a chart as 

shown in Table 1. 
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1. Opinion Polling Method: 

In this method, the opinion of the buyers, sales force and experts could be gathered to 

determine the emerging trend in the market. 

The opinion polling methods of demand forecasting are of three kinds: 

(a) Consumer’s Survey Method or Survey of Buyer’s Intentions: 

In this method, the consumers are directly approached to disclose their future purchase 

plans. I his is done by interviewing all consumers or a selected group of consumers out of the 

relevant population. This is the direct method of estimating demand in the short run. Here the 

burden of forecasting is shifted to the buyer. The firm may go in for complete enumeration or for 

sample surveys. If the commodity under consideration is an intermediate product then the 

industries using it as an end product are surveyed. 

(i) Complete Enumeration Survey: 

Under the Complete Enumeration Survey, the firm has to go for a door to door survey for 

the forecast period by contacting all the households in the area. This method has an advantage of 

first hand, unbiased information, yet it has its share of disadvantages also. The major limitation 

of this method is that it requires lot of resources, manpower and time. 
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In this method, consumers may be reluctant to reveal their purchase plans due to personal 

privacy or commercial secrecy. Moreover, at times the consumers may not express their opinion 

properly or may deliberately misguide the investigators. 

(ii) Sample Survey and Test Marketing: 

Under this method some representative households are selected on random basis as 

samples and their opinion is taken as the generalised opinion. This method is based on the basic 

assumption that the sample truly represents the population. If the sample is the true 

representative, there is likely to be no significant difference in the results obtained by the survey. 

Apart from that, this method is less tedious and less costly. 

A variant of sample survey technique is test marketing. Product testing essentially 

involves placing the product with a number of users for a set period. Their reactions to the 

product are noted after a period of time and an estimate of likely demand is made from the result. 

These are suitable for new products or for radically modified old products for which no prior 

data exists. It is a more scientific method of estimating likely demand because it stimulates a 

national launch in a closely defined geographical area. 

(iii) End Use Method or Input-Output Method: 

This method is quite useful for industries which are mainly producer’s goods. In this 

method, the sale of the product under consideration is projected as the basis of demand survey of 

the industries using this product as an intermediate product, that is, the demand for the final 

product is the end user demand of the intermediate product used in the production of this final 

product. 

The end user demand estimation of an intermediate product may involve many final good 

industries using this product at home and abroad. It helps us to understand inter-industry’ 

relations. In input-output accounting two matrices used are the transaction matrix and the input 

co-efficient matrix. The major efforts required by this type are not in its operation but in the 

collection and presentation of data. 

(b) Sales Force Opinion Method: 

This is also known as collective opinion method. In this method, instead of consumers, 

the opinion of the salesmen is sought. It is sometimes referred as the “grass roots approach” as it 

is a bottom-up method that requires each sales person in the company to make an individual 

forecast for his or her particular sales territory. 

These individual forecasts are discussed and agreed with the sales manager. The 

composite of all forecasts then constitutes the sales forecast for the organisation. The advantages 

of this method are that it is easy and cheap. It does not involve any elaborate statistical treatment. 
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The main merit of this method lies in the collective wisdom of salesmen. This method is more 

useful in forecasting sales of new products. 

(c) Experts Opinion Method: 

This method is also known as “Delphi Technique” of investigation. The Delphi method 

requires a panel of experts, who are interrogated through a sequence of questionnaires in which 

the responses to one questionnaire are used to produce the next questionnaire. Thus any 

information available to some experts and not to others is passed on, enabling all the experts to 

have access to all the information for forecasting. 

The method is used for long term forecasting to estimate potential sales for new products. 

This method presumes two conditions: Firstly, the panellists must be rich in their expertise, 

possess wide range of knowledge and experience. Secondly, its conductors are objective in their 

job. This method has some exclusive advantages of saving time and other resources. 

2. Statistical Method: 

Statistical methods have proved to be immensely useful in demand forecasting. In order 

to maintain objectivity, that is, by consideration of all implications and viewing the problem 

from an external point of view, the statistical methods are used. 

The important statistical methods are: 

(i) Trend Projection Method: 

A firm existing for a long time will have its own data regarding sales for past years. Such 

data when arranged chronologically yield what is referred to as ‘time series’. Time series shows 

the past sales with effective demand for a particular product under normal conditions. Such data 

can be given in a tabular or graphic form for further analysis. This is the most popular method 

among business firms, partly because it is simple and inexpensive and partly because time series 

data often exhibit a persistent growth trend. 

Time series has got four types of components namely, Secular Trend (T), Secular 

Variation (S), Cyclical Element (C), and an Irregular or Random Variation (I). These elements 

are expressed by the equation O = TSCI. Secular trend refers to the long run changes that occur 

as a result of general tendency. 

Seasonal variations refer to changes in the short run weather pattern or social habits. 

Cyclical variations refer to the changes that occur in industry during depression and boom. 

Random variation refers to the factors which are generally able such as wars, strikes, flood, 

famine and so on. 
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When a forecast is made the seasonal, cyclical and random variations are removed from 

the observed data. Thus only the secular trend is left. This trend is then projected. Trend 

projection fits a trend line to a mathematical equation. 

The trend can be estimated by using any one of the following methods: 

(a) The Graphical Method, 

(b) The Least Square Method. 

a) Graphical Method: 

This is the most simple technique to determine the trend. All values of output or sale for 

different years are plotted on a graph and a smooth free hand curve is drawn passing through as 

many points as possible. The direction of this free hand curve—upward or downward— shows 

the trend. 

(b) Least Square Method: 

Under the least square method, a trend line can be fitted to the time series data with the 

help of statistical techniques such as least square regression. When the trend in sales over time is 

given by straight line, the equation of this line is of the form: y = a + bx. Where ‘a’ is the 

intercept and ‘b’ shows the impact of the independent variable. We have two variables—the 

independent variable x and the dependent variable y. The line of best fit establishes a kind of 

mathematical relationship between the two variables .v and y. This is expressed by the regression 

у on x. 

(ii) Barometric Technique: 

A barometer is an instrument of measuring change. This method is based on the notion 

that “the future can be predicted from certain happenings in the present.” In other words, 

barometric techniques are based on the idea that certain events of the present can be used to 

predict the directions of change in the future. This is accomplished by the use of economic and 

statistical indicators which serve as barometers of economic change. 

(iii) Regression Analysis: 

It attempts to assess the relationship between at least two variables (one or more 

independent and one dependent), the purpose being to predict the value of the dependent variable 

from the specific value of the independent variable. The basis of this prediction generally is 

historical data. This method starts from the assumption that a basic relationship exists between 

two variables. An interactive statistical analysis computer package is used to formulate the 

mathematical relationship which exists. 
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(iv) Econometric Models: 

Econometric models are an extension of the regression technique whereby a system of 

independent regression equation is solved. The requirement for satisfactory use of the 

econometric model in forecasting is under three heads: variables, equations and data. 

Supply: 

In economics, we have two forces: the producer, who makes things, and the consumer, 

who buys them. Supplyis the producer's willingness and ability to supply a given good at various 

price points, holding all else constant. An increase in price will increase producers' revenues, so 

they'll be willing to supply more; a decrease in price will reduce revenues, and so producers will 

supply less. 

Supply's counterpart is demand; it measures how many consumers will want to buy a product at 

various price points. The direct relationship between price and quantity supplied of a good is 

known as the Law of Supply and is typically represented by an upward sloping line known as 

the supply curve. 
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UNIT-III 

Inputs: 

Resources  such as people , raw material, energy , information or finance that are put into 

system (such as economy , manufacturing plant , computer system) to obtain a desired output 

inputs are classified into costs in accounting. 

Definition: 

       Resources needed for processes involved with production, such as raw materials, equipment, 

personnel, facilities, and energy. Inputs include any and all factors required for production, and 

are generally recorded as costs on company balance sheets. 

 

                                        

A party that supplies goods or services. A supplier may be distinguished from a contractor or sub 

contractor, who commonly add specialized input to deliverables. Also called vendors. 

Supplier may refer to: 

 Manufacturer, uses tools and labour to make things for sale 

 Processor (manufacturing), converts a product from one form to another 

 Packager (manufacturing), encloses products for distribution, storage, sale, and use 

 Distributor (business), the middleman between the manufacturer and retailer 

 Wholesaler, sells goods or merchandise to retailers 

 Franchised dealership, local franchised distribution 

 Drug dealer, supplies illegal drugs 

 Merchant, a professional dealing with trade 

In simple words, 

A supplier is a person, company, or organization that sells or supplies something such as goods 

or equipment to customers. 

http://www.investorwords.com/4217/resource.html
http://www.investorwords.com/4048/raw_materials.html
http://www.investorwords.com/15812/equipment.html
http://www.investorwords.com/9996/include.html
http://www.investorwords.com/1872/factor.html
http://www.investorwords.com/1148/cost.html
http://www.investorwords.com/992/company.html
http://www.investorwords.com/397/balance_sheet.html
https://en.wikipedia.org/wiki/Manufacturing
https://en.wikipedia.org/wiki/Process_manufacturing
https://en.wikipedia.org/wiki/Packaging_and_labeling
https://en.wikipedia.org/wiki/Distribution_(business)
https://en.wikipedia.org/wiki/Wholesale
https://en.wikipedia.org/wiki/Franchising
https://en.wikipedia.org/wiki/Drug_dealer
https://en.wikipedia.org/wiki/Merchant
https://www.collinsdictionary.com/dictionary/english/equipment
https://www.collinsdictionary.com/dictionary/english/customer
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The party furnishing goods or services in business transaction in return for the agreed 

upon compensation. As such suppliers do not generally interact with consumers directly leaving 

that task to vendors or shop owners.it is not usually for a supplier to provide volume discount to 

vendors when they agreed to sign long term contracts or place order for large quantities. There 

are suppliers found in about any type of business. 

Types of Suppliers 

There are 7 main types of suppliers:- 

1. Manufacturers and Vendors: They produce the products and present them for purchase 

in bulk. The finished products have the idea, research, and effort put in by the 

manufacturers and vendors before coming up for sale. The products are purchased by 

distributors, retailers, wholesalers, resellers, etc. at cheap prices and are sold at a profit. 

2. Wholesalers and Distributors: These suppliers are companies that buy in bulk from 

several manufacturers or vendors. They warehouse the goods for reselling to smaller 

local distributors, wholesalers and retailers. Distributors and wholesalers may also supply 

larger quantities to organizations or government departments directly. A genuine 

wholesale supplier will require your VAT or Tax ID number. This distinguishes them 

from discount retailers and resellers who market, particularly online, as wholesalers 

3. Affiliate Merchants: Affiliate merchants sell their products online through banner ads 

and website links, which are posted on the web through a chain of affiliates. The affiliate 

merchants are paid per visit to the website and also if the product is sold through their 

link. 

4. Franchisors:  A franchisor is a business owner and will grant a license to an individual, 

which allows them to develop their own business using the trademark, name, know-how 

and business systems of the franchisor which includes suppliers and often at better 

pricing than an individual could get themselves. 

5. Importers vs. Exporters: Such suppliers either purchase products from manufacturers in 

a foreign country and import them to their own country; or export products from their 

country to some other country. They may travel abroad to deal directly with suppliers 

abroad. 

6. Independent crafts people: These are normally manufacturers of products they have 

designed or produced on smaller unique scales of economy and will usually sell direct to 

retailers or the end consumer through agents or trade shows. 

7. Drop shippers: These are suppliers of products from single or multiple companies that 

will deliver direct to the buyer once they have made the purchase from your business. 

This can be cost effective as it eliminates the need for storage or display of the items for 

sale. 
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Supplier Relations: 

Supplier relationship management (SRM) is one area all businesses need to become good 

at because it can have significant effects. In fact, adapting a more strategic approach with key 

suppliers can have immense long-term benefits for companies.they play a major role in your 

business, it’s crucial that you do everything you can to keep them on board and happy. Look at 

them more than just someone who supplies goods and/or services. They must be your allies 

because the kind of relationship you have with them can influence your success. 

 

A good relationship with suppliers is a vital part of business success. Suppliers not only provide 

you with the goods and services you need to run your business - they can also be an important 

source of information, advice and trade credit. 

 

The following tips will help you to maintain good relationships. 

 Talk to your suppliers regularly. 

 Pay your suppliers' accounts promptly. 

 Communicate with a supplier before the due date for payment, should you foresee a delay in 

paying an account. 

 Build good relations with your current suppliers' representatives. 

 Be fair but firm with industry sales representatives – they can easily take up a lot of your time. 

 Avoid rush orders wherever possible – they can cause significant stress in your business and put 

a strain on the relationship with your suppliers. 

 Monitor the financial position of your suppliers – talk with industry colleagues and competitors 

about the general financial stability of those businesses that supply goods and services to you. 

 Address any issues of concern in relationships with your suppliers as they arise. 

 Refer damaged or faulty goods to the supplier promptly, with supporting documentation. 

 Be prepared to review and renegotiate the terms of trade with your suppliers from time-to-time. 

Many business owners seem to get this supplier issue backwards. They think that because they 

write the order, they're in the dominant position and can exploit it with unreasonable demands, 

including personal perks. 

They are essential to your business's good health and growth. 

Let's briefly look at all the ways suppliers can impact your company. 

 Quality: Supplier components can positively or negatively affect the quality of your 

product. Higher quality increases customer satisfaction and decreases returns, which adds 

cash to your bottom line. 
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 Timeliness: Their timely deliveries are crucial to how customers view your reliability. A 

quick turnaround can become the key to minimizing your inventory, which in turn 

translates to less risk of inventory obsolescence and lower cash needs. 

 Competitiveness: They can give you the one-up on your competition based on their 

pricing, quality, reliability, technological breakthroughs and knowledge of industry 

trends. 

 Innovation: Suppliers can make major contributions to your new product development. 

Remember, they live their product more than you do; they're working to be on the cutting 

edge of innovation for their product. The good ones will understand your company, its 

industry and needs, and can help you tweak your new idea. 

 Finance: If you've proven to be a considerate, loyal and paying customer, you may be 

able to tap into your suppliers for additional financing once you hit growth mode--or if 

you run into a cash crunch. That financing may take the form of postponed debt, 

extended terms on new purchases, a loan, or an investment in your company. 

All of these improve your cash position. 

Sourcing: 

Sourcing, as the name implies, is locating sources of the goods and services your 

company needs. It's a subsection of the procurement process. Where procurement is concerned 

with the logistics of acquiring materials, sourcing focuses on finding the best and least-expensive 

suppliers for those goods. This part of the business can include scouting, negotiating, testing for 

quality and market research. Since the profits of a business can rely heavily on finding the best 

possible sources, this step is important even though it happens well before the business ever 

makes its first sale. we always emphasize on effective sourcing process. It reduces the supply 

chain surplus, reduces inventory costs, and bring many other benefits for the firm. It is important 

that the drivers of improved profits be clearly identified when making sourcing decisions. Some 

of the benefits from effective sourcing decisions are the following: 

 

 Better economies of scale can be achieved if orders within a firm are aggregated. 

 If you want to reduce the purchasing cost, your procurement transactions should be more 

efficient. 

 Design collaboration can result in products that are easier to manufacture and distribute, 

resulting in lower overall costs. 

 If you coordinate with suppliers, then your forecasting and planning efficiency will 

increase for goods. 

 While making contracts with suppliers, the result should be such a way of sharing the 

risk. The result is very excellent. It brings profits for both the supplier and the buyer. 

 If any Firm use auctions the can significantly reduce the purchase price due to 

competition between vendors. 

 

https://www.scmwizard.com/supplier-capability-assessment/
https://www.scmwizard.com/supplier-capability-assessment/
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The steps in a strategic sourcing process were defined, in 1994, as:  

1. Assessment of a company's current spending (what is bought, where, at what prices?). 

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 purchase, considering demand and supply 

situations, while minimizing risk and costs). 

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

Payment Terms, etc.). 

7. Implementation of new supply structure. 

8. Track results and restart assessment (Continuous cycle) 

A slimmed down strategic sourcing process was defined, in 2012, as.  

1. Data collection and spend analysis 

2. Market Research 

3. The RFx process (also known as go-to-market)[4] 

4. Negotiations 

5. Contracting 

6. Implementation and continuous improvement 

Sourcing plan: 

The sourcing plan is the result of all planning efforts on strategic sourcing. Into this 

planning all sourcing events are organized and detailed with all tactical and operational 

information such as, the sourcing team responsible for each event, when is supposed to begin and 

end each RFX step (RFI, RFP, RFQ), the requirement, specifications of all services or materials 

and negotiations/cost goals. The objective of the sourcing plan is to manage time and quality of 

all sourcing events in the strategic sourcing program. 

Sourcing optimization: 

Operations research is a discipline of applying advanced techniques to help make better 

decisions. Optimization, in turn, utilizes mathematical algorithms to rapidly solve a business 

problem by evaluating all possible outcomes (or many outcomes) and selecting those ones that 

yield the best solution. 

When applied to sourcing and supply chain operations, optimization helps the sourcing 

professional simultaneously evaluate thousands of different procurement inputs. This evaluation 

can take into consideration the global market, specific current supply chain conditions, and 

individual supplier conditions, and offers alternatives to address the buyer’s sourcing goals.  

https://en.wikipedia.org/wiki/Strategic_sourcing#cite_note-4
https://en.wikipedia.org/wiki/Request_for_information
https://en.wikipedia.org/wiki/RFP
https://en.wikipedia.org/wiki/Request_for_quotation
https://en.wikipedia.org/wiki/Operations_research
https://en.wikipedia.org/wiki/Optimization_(mathematics)
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Cooperative sourcing: 

Cooperative sourcing is a collaboration or negotiation of different companies, which have 

similar business processes. To save costs, the competitor with the best production function can 

insource the business process of the other competitors. This is especially common in IT-oriented 

industries due to low to no variable costs, e.g. banking. Since all of the negotiating parties can be 

outsourcers or insourcers the main challenge in this collaboration is to find a stable coalition and 

the company with the best production function. This is difficult since the real production costs 

are hard to estimate and negotiators might be tempted to portray their real cost much higher than 

they actually are in order to demand higher fees for insourcing. High switching costs, costs for 

searching potential cooperative sourcers, and negotiating often result in inefficient solutions. 

Sourcing Business Model: 

Sourcing Business Models are a systems-based approach to structuring supplier 

relationships. A sourcing business model is a type of business model that is applied to business 

relationships where more than one party needs to work with another party to be successful. There 

are seven sourcing business models that range from the transactional to investment-based. The 

seven models are: Basic Provider, Approved Provider, Preferred Provider, Performance-

Based/Managed Services Model, Vested outsourcing Business Model, Shared Services Model, 

and Equity Partnership Model. Sourcing business models are targeted for procurement 

professionals who seek a modern approach to achieve the best fit between buyers and suppliers. 

Vendor: 

The word vendor comes from the French verb vendre, meaning to sell. 

A vendor, also known as a supplier, is an individual or company that sells goods or services to 

someone else in the economic production chain.  

Vendors are a part of the supply chain: the network of all the individuals, organizations, 

resources, activities and technology involved in the creation and sale of a product, from the 

delivery of source materials from the supplier to the manufacturer, through to its eventual 

delivery to the end user. 

Parts manufacturers are vendors of parts to other manufacturers that assemble the parts 

into something sold to wholesalers or retailers. Retailers are vendors of products to consumers. 

In information technology as well as in other industries, the term is commonly applied to 

suppliers of goods and services to other companies. 

https://en.wikipedia.org/wiki/Switching_barriers
https://en.wikipedia.org/wiki/Vested_outsourcing
http://whatis.techtarget.com/definition/supply-chain
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A tier 1 vendor is a large and well-known vendor, often enjoying national or international 

recognition and acceptance. Tier 1 vendors may be both manufacturers and value-added resellers 

(VARs). A tier 2 vendor is a smaller and less well-known provider that is often also limited in its 

geographic coverage as well. As a consequence, a tier 2 vendor is generally regarded as a 

secondary source rather than the preferred source. 

Some organizations implement internal units known as vendor management offices 

(VMO) dedicated to evaluating third-partyproviders of goods and services, supervising day-to-

day interactions and managing longer-term relationships. 

When you are selecting a potential vendor, you are selecting a partner in your business 

and you will trust them to work with you in a professional and profitable manner. It is important 

that you chose a company that can supply your requirements now and for the near future. 

12 vendor selection criteria 

1. Years in business 

You need to know that the company is established and ready to service your 

requirements. 

2. Ability to constantly supply products or services. 

You need your products and services on a regular basis. A vendor that has supply issues 

will affect your ability to supply your customers and this is an important factor when 

selecting a vendor. 

3. Ability to supply all the products required or the complete solution. 

This is particularly necessary when you are looking for a one of business solution such as 

a new computer system. You may also be attempting to rationalize the number of vendors 

you are dealing with or wish to purchase a product line from one vendor only. 

It would be particularly difficult to obtain good terms if you need to purchase just a small 

range from another supplier, because your chosen vendor was unable to supply the 

complete range. 

4. Flexibility to allow changes in orders or product lines. 

All businesses need to change their orders sometimes – if your vendor heavily penalizes 

you for doing this – perhaps they are not the one for you and you need to move on with 

selecting a vendor. 

5. Substantial catalogue of products or range of services. 

This not only indicates an established vendor of size, but also means that you have 

flexibility in your ordering. As your business grows, you can keep with the same vendor. 

It also means that you are able to minimize the number of vendors you are dealing with. 

http://searchitchannel.techtarget.com/definition/tier-1-vendor
http://searchitchannel.techtarget.com/definition/VAR
http://searchitchannel.techtarget.com/definition/tier-2-vendor
http://searchcio.techtarget.com/definition/vendor-management-office-VMO
http://whatis.techtarget.com/definition/third-party
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6. Appropriate supply of internal experts that can answer questions you may have. 

Again, this is very pertinent if you are purchasing a high value service, but we all need 

experts at some time or other. 

7. Testimonials and references. 

These are valuable if you can check that the vendor is reliable and as they purport to be. 

8. Sustainability and financial stability. 

The last thing you want is to have to change your vendors very quickly because one of 

them has gone out of business. 

9. Prices. 

Discounts on the price list are always negotiable, but they are an important part of 

selecting a vendor. 

10. Delivery times. 

You need to know that deliveries can be made where and when you want them. The 

number of deliveries per week or month may also be important to you. 

11. Terms of business. 

Payment terms are particularly important as they impact upon your cash flow. 

12. Customer service. 

Always an important part of any relationship. What is the availability of ordering and 

help staff? Are they cordial, professional and easy to contact. No one likes hanging on the 

end of the phone being told by a machine, “your call is important to us”! 

Vendor Selection Process: 

The first step towards selecting an Indian vendor is to analyze your business requirements. 

After the task of searching and selecting a prospective Indian vendor, you must develop a 

contract negotiation strategy to avoid contract negotiation mistakes. Here are five steps to help 

you choose the right offshore vendor from India. 

1. Analyze your business requirements 

It is important to first analyze your business needs before you even begin to search for a 

vendor in India. Assemble a vendor selection and evaluation team who would be given 

the responsibility of finding a suitable vendor from India. Discuss with your management 

and vendor selection team about what your company wants to outsource. Define in 

writing, the service or the product that your company wants to outsource to India. Once 

your company has finalized on what should be outsourced, you have to define the 

business and technical requirements that the outsourced service /product would require. 

Finally, decide on the requirements that the prospective Indian vendor should have. Ask 

your management team to analyze all the requirements and create a final document 

stating your business and vendor requirements. 
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2. Search for a vendor 

With clearly defined business and vendor requirement, your vendor selection team would 

be able to easily find a suitable vendor in India, who can deliver the service /product that 

you wish to outsource. Ask your team to compile a list of possible Indian vendors, but 

remember that not all vendors would meet your requirements. After conducting 

interviews and researching on suitable vendors’ background, you will have to select a few 

vendors from whom you would like more information. Your vendor selection team can 

then write a Request for Information (RFI) and send it to the selected vendors. The next 

step would be to evaluate the responses from the vendors and create a short list of Indian 

vendors. 

3. Write a Request for Proposal (RFP) & Request for Quotation (RFQ) 

Now that you have analyzed your business requirements and shortlisted a few Indian 

vendors that you wish to evaluate, you have to write a Request for Quotation or a Request 

for Proposal. The Request for Proposal should contain sections, such as, submission 

details, an introduction and executive summary, an overview and background of the 

business, detailed specifications, assumptions and constraints, terms and conditions and 

selection criteria. 

4. Evaluating the proposal & selecting the vendor 

To begin with, conduct a preliminary review of all your vendors’ proposals. The next step 

would be to state your business requirements and the vendors’ requirements. Discuss 

with your management team and assign an importance value for each requirement. Next, 

assign a performance value for each requirement. Now all you have to do is calculate a 

total performance score and choose the winning Indian vendor. 

5. Creating a contract negotiation strategy 

Creating a contract negotiation strategy is the final step in the Indian vendor selection 

process. Rank your priorities along with alternatives. Clearly define benchmarks and time 

constraints. Evaluate your risks and liabilities. Also state the level of confidentiality 

required. Remember to mention changes in the requirements. Understanding the 

difference between what you want and what you need, from the outsourcing contract, can 

help you create a better strategy. 

Vendor evalution: 

Vendor evaluation is a system for recording and ranking the performance of a supplier in 

terms of a variety of issues, which may include delivery performance and thequality of the items. 

A process of vendor rating is essential to effective purchasing.  Vendor selection is crucial 

because of its strategic importance especially when it comes to Government Supplies where 

money & quantities involved are generally very large. 
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Vendor Rating: 

Vendor rating is the result of a formal vendor evaluation system.Vendors or suppliers are 

given standing, status, or title according to their attainment of some level of performance, such as 

delivery, lead time, quality, price, or some combination of variables. 

Performance Rating of Suppliers: 

Supplier evaluation is a term used in business and refers to the process of evaluating and 

approving potential suppliers by quantitative assessment. The purpose of supplier evaluation is to 

ensure a portfolio of best in class suppliers is available for use.Supplier evaluation is also a 

process applied to current suppliers in order to measure and monitor their performance for the 

purposes of reducing costs, mitigating risk and driving continuous improvement. 

Process: 

Supplier evaluation and take-on is a continual process within purchasing departments and 

forms part of the pre-qualification step within the purchasing process, although in many 

organizations it includes the participation and input of other departments and stakeholders. Most 

experts or firms experienced in collecting supplier evaluation information prefer doing so using 

five-step processes for determining which to approve.Their processes often take the form of 

either a questionnaireor interview, sometimes even a site visit, and includes appraisals of various 

aspects of the supplier's business including capacity, financials, quality assurance, organizational 

structure and processes and performance.Based on the information obtained via the evaluation, a 

supplier is scored and either approved or not approved as one from whom to procure materials or 

services. In many organizations, there is an approved supplier list (ASL) to which a qualified 

supplier is then added. If rejected the supplier is generally not made available to the assessing 

company's procurement team. Once approved, a supplier may be reevaluated on a periodic, often 

annual, basis. The ongoing process is defined as supplier performance management. 

Supplier Development: 

Supplier Development is the process of collaborating with suppliers to improve their 

processes and product manufacturing capabilities. Supplier knowledge and technology of the 

commodity they supply can be leveraged through supplier development with the OEM (Original 

Equipment Manufacturer) or service provider to reduce cost and lower project risk. 

Supplier development is about generating a new capability or competency in suppliers. It 

is often linked to, although distinct from, performance improvement. By developing suppliers, 

organisations can generate competitive advantage. This can manifest itself in a new product for 

sale, a new streamlined process or the implementation of a new standard. 

https://en.wikipedia.org/wiki/Business
https://en.wikipedia.org/wiki/Vendor_(supply_chain)
https://en.wikipedia.org/wiki/Purchasing
https://en.wikipedia.org/wiki/Questionnaire
https://en.wikipedia.org/wiki/Quality_assurance
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UNIT-IV 

Output: 

The amount of something produced by a person, machine, or industry. 

Customer: 

A person who buys goods or services from a shop or business. 

A customer is an individual or business that purchases the goods or services produced by 

a business. Attracting customers is the primary goal of most public-facing businesses, because it 

is the customer who creates demand for goods and services. Businesses often compete through 

advertisements or lowered prices to attract an ever-larger customer base. 

Customer Selection: 

Starting with the meaning of selection, which is the process of choosing in preference to 

another or other or picking out following this general definition of selection, customer selection 

would mean to pick out those customers that are preferred over others. The common use of the 

term would future imply that the firm should do business with the customers it prefer and turn 

away the others. 

Customer Selection Process: 

1. Identifying a Supplier: 

Before selecting your supplier, it is important to gather the opinions of stakeholders and 

define the criteria for the selection process. This list of stakeholders may include 

members from research and development, purchasing, marketing, quality assurance and 

any other area of your organization that touches the supplier selection process. 

 

During this time, it is important to identify a few suppliers to assess their capabilities and 

compare pricing. The supplier selection team should work with the potential suppliers to 

establish specifications. For example, they should explain how the supplier’s materials 

would be used in your products and within the manufacturing process. Keep in mind that 

the ultimate goal is a win-win situation for the supplier and manufacturer; therefore, open 

and transparent communication is extremely important. 

 

A key criterion in selecting the right supplier is value. Cost should not be the lone driver; 

you should instead look at the total cost of ownership, which looks at the supplier’s: 

• Customer service 

 

• Delivery commitments 

 

https://www.investopedia.com/terms/b/business.asp
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• Reliability and responsiveness 

 

• Resource savings (hard and soft) 

 

2. Measuring Supply Performance: 

Another important step of the supplier management process is developing an audit and 

assessment program. Best-in-class supplier programs conduct audits throughout multiple 

stages of the manufacturer/supplier relationship. You should always conduct an audit 

before the contract is signed to confirm that the supplier does not have any significant 

compliance or quality system failures that could affect your ability to produce top-quality 

products. Another reason to conduct the audit beforehand is to understand the supplier’s 

strengths and weaknesses before the relationship becomes official. 

 

Even after the contract is signed, you should continue auditing, basing the frequency of 

the audits on the criticality of the supplier. To determine the frequency, all suppliers 

should be categorized into a level of risk or importance. This prioritization will help you 

be smarter and more effective with your resources and place a higher focus on your 

important, high-risk suppliers, while continuing to monitor second-tier suppliers. 

 

Beyond an established audit program, you should continuously monitor and assess each 

supplier’s performance. You can track positive or sustained strong performances, as well 

as negative trends. 

 

3. Gaining Supplier Feedback: 

Another tool you can utilize with suppliers is a self-assessment questionnaire. The 

supplier self-assessment can be used to identify performance gaps, as well as discover 

how the supplier understands their own operation. 

 

In addition to audits and assessments, it also is beneficial to monitor informative metrics 

that direct value to the business. You should discuss and select the appropriate metrics 

with suppliers to receive their input and understanding of purposeful measurements. 

Examples of these metrics include rejected lots, perfect shipments and documentation 

errors. The metrics selected should measure the total cost of ownership, as well as 

improve performance toward the maximum finished product performance. 

 

4. Achieving Certification: 

As your supplier relationship grows stronger, and both parties feel they are receiving 

positive performances, the supplier may be able to achieve a certified status. This occurs 

when you establish a set of selected criteria to be met by your suppliers. Certification 

must be obtained with sustained successful performance and can be lost with poor 
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performance or a negative compliance outcome from an audit. 

 

As the relationship continues to grow, the supplier also will become more integrated into 

your manufacturing process. 

 

5. Developing Partnerships: 

Ultimately, the manufacturer/supplier relationship is at its best when a strategic 

partnership is formed, allowing full knowledge of the source of materials and ensuring 

high quality. 

 

With a stronger business partnership, a supplier is more likely to: 

• Anticipate what is needed from the manufacturer and begin to take the leadership role in 

communication. 

 

• Notify the manufacturer if problems occur that limit production availability, or a quality 

issue is identified. 

 

• Communicate production delays when downtime or maintenance is required. 

 

 This type of partnership allows for an increased understanding and mutual 

benefits for both parties. It cultivates stronger commitments and encourages a greater 

interest in success for the material and finished goods. This type of relationship is your 

ultimate goal. 

 

      However, there are risks associated with forging this kind of partnership. Trust in 

both parties becomes paramount, and both entities must ensure no potential or real 

conflicts of interest occur. When both parties become more reliant on each other, if there 

is a breakdown on either side or the relationship dissolves, there is much more to lose. 

 

6. Ensuring Quality for Consumers 

 Depending on the number of materials and ingredients needed, developing a 

supplier quality management program can be a complex and upfront investment. 

However, once you choose to build strong relationships with reliable suppliers, you will 

have peace of mind, knowing you’re delivering high quality to your consumer. 

 

       The benefits are realized when your supplier quality team is focused on issues other 

than material quality, and your satisfied end-users have confidence in the products you 

provide. 
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Customer relationship management: 

 The art of managing the organization’s relationship with the customers and prospective 

clients refer to customer relationship management. 

Customer relationship management includes various strategies and techniques to 

maintain healthy relationship with the organization’s existing as well as potential customers. 

Orgnaizations must ensure customers are satisfied with their products and services for higher 

customer retention. Remember one satisfied customer brings ten new customers with him where 

as one dissatisfied customer takes away ten customers along with him. 

In simpler words, customer relationship management refers to the study of needs and 

expectations of the customers and providing them the right solution. 

Need for Customer Relationship Management 

Customer Relationship Management leads to satisfied customers and eventually higher 

business everytime. 

Customer Relationship Management goes a long way in retaining existing customers. 

Customer relationship management ensures customers return back home with a smile. 

Customer relationship management improves the relationship between the organization 

and customers. Such activities strengthen the bond between the sales representatives and 

customers. 

Steps to Customer Relationship Management 

 It is essential for the sales representatives to understand the needs, interest as well 

as budget of the customers. Don’t suggest anything which would burn a hole in their 

pockets. 

 Never tell lies to the customers. Convey them only what your product offers. Don’t 

cook fake stories or ever try to fool them. 

 It is a sin to make customers waiting. Sales professionals should reach meetings on or 

before time. Make sure you are there at the venue before the customer reaches. 

 A sales professional should think from the customer’s perspective. Don’t only think 

about your own targets and incentives. Suggest only what is right for the customer. Don’t 

sell an expensive mobile to a customer who earns rupees five thousand per month. He 

would never come back to you and your organization would lose one of its esteemed 

customers. 

 Don’t oversell. Being pushy does not work in sales. It a customer needs something; he 

would definitely purchase the same. Never irritate the customer or make his life hell. 

Don’t call him more than twice in a single day. 
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 An individual needs time to develop trust in you and your product. Give him time to 

think and decide. 

 Never be rude to customers. Handle the customers with patience and care. One should 

never ever get hyper with the customers. 

 Attend sales meeting with a cool mind. Greet the customers with a smile and try to 

solve their queries at the earliest. 

 Keep in touch with the customers even after the deal. Devise customer loyalty 

programs for them to return to your organization. Give them bonus points or gifts on 

every second purchase. 

 The sales manger must provide necessary training to the sales team to teach them 

how to interact with the customers. Remember customers are the assets of every 

business and it is important to keep them happy and satisfied for successful functioning 

of organization. 

Supply Chain and Innovation: 

Innovation can greatly impact supply chain performance. Here are five aspects of the 

supply chain that can be innovated to meet consumers’ needs and save on costs: 

1. Design for manufacture: Design the product to make it easy to produce, thereby reducing the 

costs of manufacturing. 

2. Design for assembly: Design the product to minimize the number of components, easing the 

assembly process. Often, this results in building subsystems that are easier to put together. 

3. Design for product serviceability: Design the product for ease of assembly, disassembly and 

component reuse. These products are often easier to repair, compared to products that are 

assembled with bigger components, making individual parts more difficult to access. 

4. Design for Six Sigma: Design the product to eliminate failures, improve consistency and reduce 

costs. For example, an appliance manufacturer decides to use one type of electric cord – instead 

of a dozen types – across all of its products. Standardizing parts throughout the supply chain is 

good example of design for Six Sigma. 

5. Design for environment: Design the product to reduce its environmental impact throughout its 

lifecycle. This might be accomplished through less packaging, a more efficient supply chain or 

by recycling waste along the way. 

Three Types of Innovators: 

When we look at those who are innovators in their respective industries, three distinct 

types typically surface: 

1. Fast innovators – These innovators like to get products to market very quickly. They react 

immediately to competitor actions and increase profits by turning ideas into marketable products. 
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Their supply chains must also be fast and capable of sourcing materials, producing and 

delivering products very rapidly. 

2. High-quality innovators – These companies take a more cautious approach, emphasizing 

getting high-quality products to market while increasing customer satisfaction and loyalty. 

Mistakes are few, and the supply chain strategy is designed to minimize failures, not for speed. 

3. Efficient innovators – These firms fund new design, development and fulfillment projects with 

the lowest possible cost. Products are developed less quickly and at lower prices. Often, these are 

products the market has already responded to. Their supply chain is in place and ready to 

minimize or maximize economy of scale, to minimize costs. 

Supply chain innovation (SCI) is important for companies of all sizes. With new enabling 

technologies causing disruptions across the supply chain, the supply chain space is ripe for 

innovation. 

WHAT IS VIRTUALIZED INNOVATION? 

Virtualized innovation is the process of using systematic invention creation 

methodologies and carefully selected situation-specific idea/creativity tools to leverage Invention 

as well as utilizing the entire resources of the internet to create product or service change, 

alteration, revolution, upheaval, transformation, metamorphosis, or breakthrough at the business, 

market, product, or technology level, and to document and own the new products/service 

creations through rapid IP protection using a patent factory approach. 

APPLYING VIRTUAL INNOVATION TECHNIQUES TO THE SUPPLY CHAIN SPACE 

First, we need a framework for innovation, invention, and IP capabilities. 

An IP strategy is only as good as the information and input that goes into it. Align your 

business issues with the content and direction of the competitive landscape, and the IP strategy 

will support your business objectives. Document the greatest concerns to your business for 

clarity and consensus. Capture your unique business issues in a framework for communications. 

Strategically target and compile the right set of IP for your business concerns. Understand the 

business impact of IP trends in your space. Uncover new revenue and cost savings opportunities 

through IP strength analytics. Comprehensive analysis of external IP to better understand and 

inform investment or acquisition decisions. Build a strategic IP portfolio using best-in-class 

invention creation processes. Harvest, strengthen, invent, and document business-critical IP. 

Support monetization objectives throughout the invention lifecycle. 

VIRTUALIZING INNOVATION – SYSTEMATIC PROCESS 

The Virtual Innovation Process and Patent Factory approach can yield up to 30 strategic 

product or service inventions in 90 to 120 days. 

• Find the Innovations Types Needed in Business 

• Search the Patent Literature for Insights 

https://www.michiganstateuniversityonline.com/resources/supply-chain/why-companies-should-consider-strategic-sourcing/
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• Search the Non-Patent Literature for Insights 

• Develop Innovation Strategy – Cross Map 

With new enabling technologies causing disruptions across the supply chain, supply 

chain space is ripe for innovation. Applying Virtual Innovation to the supply chain space can 

generate hundreds of inventions. 
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UNIT-V 

MMeeaanniinngg::  

                 Logistics is generally the detailed organization and implementation of a complex 

operation. In a general business sense, logistics is the management of the flow of things between 

the point of origin and the point of consumption in order to meet requirements of customers or 

corporations. The resources managed in logistics can include physical items such as food, 

materials, animals, equipment, and liquids; as well as abstract items, such as time and 

information. The logistics of physical items usually involves the integration of information flow, 

material handling, production, packaging, inventory, transportation, warehousing, and often 

security.  

               Logistics management is the part of supply chain management that plans, implements, 

and controls the efficient, effective forward, and reverse flow and storage of goods, services, and 

related information between the point of origin and the point of consumption in order to meet 

customer's requirements. The complexity of logistics can be modeled, analyzed, visualized, and 

optimized by dedicated simulation software. The minimization of the use of resources is a 

common motivation in all logistics fields. A professional working in the field of logistics 

management is called a logistician. 

                               

Logistics management: 

 Traditionally organization have divide the responsibility of material management amoung 

three departments i) Purchasing Department, ii) manufacture/production department, iii) 

distribution department. 

 

https://en.wikipedia.org/wiki/Management
https://en.wikipedia.org/wiki/Materials_management
https://en.wikipedia.org/wiki/Production_%28economics%29
https://en.wikipedia.org/wiki/Packaging
https://en.wikipedia.org/wiki/Inventory
https://en.wikipedia.org/wiki/Transportation
https://en.wikipedia.org/wiki/Warehousing
https://en.wikipedia.org/wiki/Security
https://en.wikipedia.org/wiki/Supply_chain_management
https://en.wikipedia.org/wiki/Plan
https://en.wikipedia.org/wiki/Implementation
https://en.wikipedia.org/wiki/Control_%28management%29
https://en.wikipedia.org/wiki/Efficiency
https://en.wikipedia.org/wiki/Effectiveness
https://en.wikipedia.org/wiki/Good_%28economics%29
https://en.wikipedia.org/wiki/Service_%28economics%29
https://en.wikipedia.org/wiki/Information
https://en.wikipedia.org/wiki/Raw_material
https://en.wikipedia.org/wiki/Consumption_%28economics%29
https://en.wikipedia.org/wiki/Simulation_software
https://en.wikipedia.org/wiki/File:Modern_warehouse_with_pallet_rack_storage_system.jpg
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 This form of organization is defined as segmented structure. 

Logistics management is the part of supply chain management that plans, implements, 

and controls the efficient, effective forward, and reverse flow and storage of goods, services, and 

related information between the point of origin and the point of consumption in order to meet 

customer's requirements. – The American council of logistics. 

“Planning, Implementing, and controlling the physical flow of materials & finished goods 

from origin to point of use to meet the customer needs at profit”    - Philip kotler 

Suppliers → Procurement → Processing → Distribution → Customer 

Reverse logistics:  

 In the express delivery industry, reverse logistics is a term used to describe all operations 

associated with the reuse of products and materials. 

 The products goes back at least one step back in the entire supply chain that is products 

move from the customer to the distributor or manufacturer. reverse logistics comes after the sale 

of product. If the product is found damage, the customer has right to return it, return the entire 

process & management involved in getting the product back is called reverse logistics. 

Definitions:  

 

The process of planning, implementing, and controlling the efficient, cost effective flow and 

storage of raw materials, in-process inventory, finished goods and related information from point 

of origin to point of consumption for the purpose of meeting customer requirements. 

-Council of Logistics Management 

    Logistics is the process of planning, implementing, and controlling the efficient, effective flow 

and storage of goods, services, and related information from point of origin to point of 

consumption for the purpose of conforming to customer requirements. 

                                                   -Canadian Association of Logistic Management 

Customer relationship management: 

 The art of managing the organization’s relationship with the customers and prospective 

clients refer to customer relationship management. 

Customer relationship management includes various strategies and techniques to 

maintain healthy relationship with the organization’s existing as well as potential customers. 

Orgnaizations must ensure customers are satisfied with their products and services for higher 

customer retention. Remember one satisfied customer brings ten new customers with him where 

as one dissatisfied customer takes away ten customers along with him. 

https://en.wikipedia.org/wiki/Supply_chain_management
https://en.wikipedia.org/wiki/Plan
https://en.wikipedia.org/wiki/Implementation
https://en.wikipedia.org/wiki/Control_(management)
https://en.wikipedia.org/wiki/Efficiency
https://en.wikipedia.org/wiki/Effectiveness
https://en.wikipedia.org/wiki/Good_(economics)
https://en.wikipedia.org/wiki/Service_(economics)
https://en.wikipedia.org/wiki/Information
https://en.wikipedia.org/wiki/Raw_material
https://en.wikipedia.org/wiki/Consumption_(economics)
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In simpler words, customer relationship management refers to the study of needs and 

expectations of the customers and providing them the right solution. 

 

Need for Customer Relationship Management: 

Customer Relationship Management leads to satisfied customers and eventually higher 

business everytime. 

Customer Relationship Management goes a long way in retaining existing customers. 

Customer relationship management ensures customers return back home with a smile. 

Customer relationship management improves the relationship between the organization 

and customers. Such activities strengthen the bond between the sales representatives and 

customers. 

Steps to Customer Relationship Management 

 It is essential for the sales representatives to understand the needs, interest as well 

as budget of the customers. Don’t suggest anything which would burn a hole in their 

pockets. 

 Never tell lies to the customers. Convey them only what your product offers. Don’t 

cook fake stories or ever try to fool them. 

 It is a sin to make customers waiting. Sales professionals should reach meetings on or 

before time. Make sure you are there at the venue before the customer reaches. 

 A sales professional should think from the customer’s perspective. Don’t only think 

about your own targets and incentives. Suggest only what is right for the customer. Don’t 

sell an expensive mobile to a customer who earns rupees five thousand per month. He 

would never come back to you and your organization would lose one of its esteemed 

customers. 

 Don’t oversell. Being pushy does not work in sales. It a customer needs something; he 

would definitely purchase the same. Never irritate the customer or make his life hell. 

Don’t call him more than twice in a single day. 

 An individual needs time to develop trust in you and your product. Give him time to 

think and decide. 

 Never be rude to customers. Handle the customers with patience and care. One should 

never ever get hyper with the customers. 

 Attend sales meeting with a cool mind. Greet the customers with a smile and try to 

solve their queries at the earliest. 

 Keep in touch with the customers even after the deal. Devise customer loyalty 

programs for them to return to your organization. Give them bonus points or gifts on 

every second purchase. 
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 The sales manger must provide necessary training to the sales team to teach them 

how to interact with the customers. Remember customers are the assets of every 

business and it is important to keep them happy and satisfied for successful functioning 

of organization. 

Logistics Functions: 

 

Order processing: 

It is an important task in functions of logistics operations. The purchase order placed by a 

buyer to a supplier is an important legal document of the transactions between the two parties. 

This document incorporates the description or technical details of the product to supply, price, 

delivery period, payment terms, taxes, and other commercial terms as agree. 

The processing of this document is important as it has a direct relationship with the order or 

the performance cycle time, which indicates the time when the order is received and when the 

materials are received by the customer. The order processing activity consists of the following 

steps: 

 Order checking for any deviations in agrees upon or negotiated terms 

 Prices, payment and delivery terms. 

 Checking the availability of materials in stock. 

 Production and material scheduling for shortages. 

 Acknowledging the order indicating deviations if any. 

 

Inventory control: 

Inventory management is to keep enough inventories to meet customer requirements, and 

simultaneously its carrying cost should be lowest. It is basically an exercise of striking a balance 

between the customer service for not losing market opportunity and the cost to meet the same. 
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The inventory is the greatest culprit in the overall supply chain of a firm because of its 

huge carrying cost, which indirectly eats away the profits. It consists of the cost of financing the 

inventory, insurance, storage, losses, damages, and pilferage. The average cost of carrying 

inventory varies from 10 to 25 percent of the total inventory per year depending on the products. 

Warehousing: 

Warehousing is the storing of finished goods until they are sold. It plays a vital role in 

logistics operations of a firm. The effectiveness of an organization’s marketing depends on the 

appropriate decision on warehousing. In today’s context, warehousing is treated as switching 

facility rather than a storage of improper warehousing management. Warehousing is the key 

decision area in logistics. The major decisions in warehousing are: 

 Location of warehousing facilities 

 Number of warehouses 

 Size of the warehouse 

 Warehouse layout 

 Design of the building 

 Ownership of the warehouse 

 

Warehouse can take the following two forms  

1. Storage warehouse 

2. Distribution centers 

Transportation: 

For movement of goods from the supplier to the buyer, transportation is the most 

fundamental and important component of logistics. When an order is placed, the transaction is 

not completed till the goods are physically moved to the customer’s place. The physical 

movement of goods is through various transportation modes. In logistics costs, its share varies 

from 65 to 70 percent in the case of mass-consumed, very low unit-priced products. 

Firms choose the mode of transportation depending on the infrastructure of transportation 

in the country or region. Cost is the most important consideration in the selection of a particular 

mode of transport. However, sometimes urgency of the good at the customer end overrides the 

cost consideration, and goods are sent through the fastest mode, which is an expensive 

alternative. 
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There are five modes of transportation 

 Rail 

 Truck 

 Pipeline 

 Air 

 Water 

Material handling and storage system: 

The speed of the inventory movement across the supply chain depends on the material 

handling methods. An improper method of material handling will add to the product damages 

and delays in deliveries and incidental overheads. Mechanization and automation in material 

handling enhance the logistics system productivity. Other considerations for selection of a 

material handling system are the volumes to be handled, the speed required for material 

movement and the level of service to be offered to the customer.  

The storage system is important for maximum space utilization (floor and cubic) in the 

given size of a warehouse. The material handling system should support the storage system for 

speedy movement (storage and retrieval) of goods in and out of the warehouse. 

Logistical packaging: 

Logistical or industrial packaging is a critical element in the physical distribution of a 

product, which influences the efficiency of the logistical system. It differs from product 

packaging, which is based on marketing objectives. However, logistical packaging plays an 

important role in damage protection, case in material handling and storage space economy. The 

utilisation of load has a major bearing on logistical packaging with regard to the packaging cost. 

Information: 

Logistics is basically an information-based activity of inventory movement across a 

supply chain. Hence, an information system plays a vital role in delivering a superior service to 

the customers. 
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Use of IT tools for information identification, access, storage, analysis, retrieval and 

decision support which is vital among the functions of logistics is helping business firms to 

enhance their competitiveness. 

Other Functions 

Breaking Bulks 

Accumulating Bulk 

Creating Assortments 

Transaction Efficiency 

Credit Facilities 

Risk Taking 

Structure of logistics: 

logistics enterprise can have many organization structures, but the most typical logistics 

organizational structure consists of the shareholder, board of directors, the sales supervisor, 

logistics manager, customs supervisor, merchandiser supervisor, materials manager, purchasing 

manager, trading manager, merchandiser manager, warehouse manager, distribution manager, 

customs specialist, documentation specialist, shipping specialist, courier , warehouse stock 

management and employees. 

 
 

Definition: Logistics Costs 

Logistics costs are defined differently by different companies. Some companies do not 

account interest and depreciation on inventories as logistic costs. Others include the distribution 

costs of their suppliers or the purchasing costs. In some cases, even the purchase value of the 

https://www.edrawsoft.com/organizational-structure.php
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procured goods is included in the logistic costs. So, there is no generic definition of this term but 

every company needs to define the logistics costs for itself and the KPI’s it will be tracking to 

lower the costs. 

Generally, logistics costs include: 

1) Transportation costs 

2) Inventory carrying costs 

3) Labour Costs 

4) Customer service costs 

5) Rent for storage costs 

6) Administration costs 

7) Other costs 

Logistics costs arise in the following stages of production:  

 acquisition of materials, intermediates and other products from suppliers,  

 storage of materials and waste, 

 external and internal transport,  

 production planning,  

 storage of semi-finished products, 

 storage of finished products,  

 transfer of finished products to customers.  

Customer service as a link between logistics&marketing: 

Logistics and marketing are complementary business operations that enable a company to 

ensure that it can offer the right products to the right customers in the right place. Place is one of 

the five P's of marketing, which also includes product, price, promotion and people. By 

coordinating logistics and marketing, companies can build the highest levels of customer 

satisfaction. 

Logistics in customer service: 

Logistics management is the activity that plans, implements and controls the efficient, 

effective flow and storage of goods, services and related information between the point of origin 

and the point of consumption to meet customers' requirements, according to The Council of 

Supply Chain Management Professionals. The key term is “to meet customer requirements.” 

Market research identifies where customers prefer to purchase their products, which might be in 

https://ceopedia.org/index.php/Production_planning
https://ceopedia.org/index.php/Product
https://ceopedia.org/index.php/Customer
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stores, on the Internet or by telephone. Logistics ensures that the products are available from 

those sources. 

Marketing in customer service: 

Choosing the right distribution strategy enables companies to reach different sectors of the 

market and increase market share. A store that serves a local community can increase its business 

by offering a delivery service to customers outside the area who order online or by telephone. 

Companies can appoint wholesalers, distributors or retailers to sell and deliver products to 

smaller customers, rather than use its own sales and distribution facilities. Companies may also 

acquire distribution outlets so that they can control the quality of sales and customer service. 

Customer service: 

Customer service is the process of ensuringcustomer satisfaction with a product or service. 

Often, customer service takes place while performing a transaction for the customer, such as 

making a sale or returning an item. 

Customer service is the provision of service to customers before, during and after a 

purchase. The perception of success of such interactions is dependent on employees "who can 

adjust themselves to the personality of the guest". Customer service concerns the priority an 

organization assigns to customer service relative to components such as product innovation and 

pricing. In this sense, an organization that values good customer service may spend more money 

in training employees than the average organization or may proactively interview customers for 

feedback. 

Supply Future Challenges: 

The future of supply chain management is the future of the business management when 

there will be no business that is not part of a supply chain. The paradigm of business 

management will soon be converged to the paradigm of supply chain management. To precisely 

fortune-tell the future of supply chains is meaningless. 

But what’s useful is to identify and explore some challenges that we better prepare 

ourselves for. Three key challenges have been identified and discussed here. 

Creating Customer Centric Supply Chain: 

The first challenge that the supply chain managers are facing is to transform the supply 

chains from supplier-centric to customer-centric. Traditionally, supply chains have been 

developed from factory outwards so that the company’s business model may be continued 

without major change. The management emphasis was on how to ensure the production process 

could be most efficiently run and products could be most cost effectively distributed. The 

https://en.wikipedia.org/wiki/Service_(economics)
https://en.wikipedia.org/wiki/Customer
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marketing is to find the customer that fit to the products rather than to make the products that fit 

to the market. 

In today’s highly competitive global market place, the market favours whichever the 

supply chain that satisfies them best. The strategic aim of the supply chains must be on the 

higher levels of customer responsiveness. Thus the agility rather than the cost becomes the key 

diver. The supply chains must be designed to get the customer on the driving seat. Coordination 

and operational integration of the supply chain members must be significantly strengthened to 

counterbalance the increased volatility of market behaviour. 

It is anticipated that there will be a culture change towards the 21st Century supply chain 

management. This change, which is already underway, is expected to transform the business 

model from supplier centric to customer centric. The customer centricity idea represents a 

renewed paradigm that will have profound implications through every aspect of supply chain 

management. Research shows that close connectivity to customer will significantly improve 

supply chain effectiveness and market performance. 

Managing Supply Networks: 

The second challenge is to take on the whole supply network and manage it as an 

integrated entity. Managers see the only legitimate platform for them to exercise control is their 

own organisation, beyond which is the supply chain they participated. This limited scope of 

business management is to be and has already been challenged. Companies will not stand alone 

in the competition. Like it or not the competition will only be waged with supply chain against 

supply chain. The survival of the supply chain is the survival of the organisations in it. 

Therefore the new competitive paradigm place the firm in the middle of an 

interdependent network - a confederation of mutually complementary competencies and 

capabilities - which competes as an integrated supply chain against other supply chains. To 

manage in such a radically revised competitive structure clearly requires different skills and 

competencies than those used in the traditional structure. To achieve future global market 

leadership in the networked competitive environment necessitates a network focused 

management model and the associated management processes. 

 As supply network complexity and uncertainty becomes ever more persistent the 

challenges also ripple out to the supply chain risk management. This is particularly true when 

supply chains become more reliant on virtual networks. 

Watch the Dynamics: 

 The third challenge is how to survive the dynamics of the never ending supply 

chain evolution. The future of supply chain will face unprecedented dynamics in terms of 

structural dynamics, technological dynamics, and relationship dynamics, to say the least. 

https://conspecte.com/Management/supply-chain-management.html
https://conspecte.com/Management/supply-chain-management.html
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Structural dynamics: 

 From a system dynamics point of view, the flow structure of a supply chain is a 

typical dynamic system with lows and stock; there are feedbacks and delays. From managerial 

experience perspective, it is even more so; there are fluctuations of demand, overproduction, 

high inventory, capacity miss-match, backlogs of unfulfilled orders, delayed delivery and so on. 

The trouble is that the supply structure is growingly more complex, and market volatility is set to 

increase too. There is little doubt the dynamic behaviour of a supply chain is only to be 

exacerbated. 

Technological dynamics: 

Innovation and technology advancement have been great news for the business and the 

consumers alike in most cases. But the changeover to new technologies can be a very painful 

process as it induces series of dynamic changes to the supply chains. All too often the disruptive 

technology advancement decease the existing operating model and invalidates the existing 

markets. 

The changing dynamics that have been enforced upon the supply chain can be observed from 

number of directions: 

 Sudden change of competition landscape when the new technology advancement has 

helped the competitors to update their offering to the market. 

 The manufacture may be forced to switch the suppliers due to the desperate need of the 

new technology in the supply base in order to keep competitive. 

 Sudden arise of the new investment requirement due to the pressure to upgrade the 

equipments and facilities to cater the new technology. 

 Unfolding a significant skill gap in the workforce due to the unpreparedness of the 

technology. 

Relationship dynamics: 

Many people believe the operating core of supply chain management is that of 

relationships with the suppliers and buyers including the end consumers. Hence, the external 

business relationship management for a company has become the centre piece of today’s and 

arguably the future’s supply chain management. However the conceptual alignment of this 

concept in the academic as well as the practitioners’ circles has always been a quagmire, as there 

are many apparently conflicting approaches towards managing the relationships. 
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