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Introduction: Logistics vs. Supply Chain Management 
 
Logistics is a rather ‘old’ discipline, aiming to provide accurate information, services 
and goods, wherever those are needed (in the organization and throughout its 
marketing channels), in order to obtain current and future profitability by cost-
effective fulfillment of demands. However, the introduction of contemporary 
information technology (IT) has thoroughly changed the manner in which it is 
implemented (Kansakamedala et al., 2004). Powered by efficient information systems 
(IS), logistics management has started providing business organizations with the 
opportunity to achieve competitive advantage. At the other hand, the notion of supply 
chain management (SCM) has being extensively used in the past decade. It differs 
from the logistics (which is, essentially, a planning orientation oriented toward the 
optimization of the flow of goods, services and/or information through the value chain 
of a single), by expanding the logistics framework through linkages among the 
processes of multiple enterprises, belonging to the same value chain2. Therefore, it is 
often formally defined in terms of managing upstream and downstream relations in a 
supply chain (i.e. chain of relationships between suppliers and customers, reaching all 
                                                 
1 Corresponding author. 
2 The value chain is, esentially, nothing more than a set of linkages between 'internal suppliers' (which 
are adding value to the intermediate product) and 'internal customers', located within the same 
organization. See the definition and further discussion of a value chain in: Porter, 1985, p. 4. 
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the way to the end customer/user), i.e. as a network of organizations working together, 
in order to optimize the flow of material/information to the end users (Cristopher, 
2005, pp. 5-6).  
 
The strategic foundations of Supply Chain Management 
 
As already suggested, IT might be the reason why the fast flow of accurate 
information might assist the supply chain management practice to contribute to the 
competitive advantage. As already suggested by Porter (1985), there are two major 
manners of achieving competitive edge – differentiating products (i.e. producing 
product/services features valued by the customers willing to pay the premium price), 
or managing costs (and, thus, achieving better prices than the competition) – either on 
the entire market, or in a specific niche.  
 

Figure 1. Competitive positioning: differentiation vs. low costs  
(Source: Christopher, 2005, p. 11) 
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The cost-based advantage often arises from the economy of scale spreading fixed 
costs to numerous units, as well as from the learning/experience curve, which 
suggests that an organization with the experienced staff achieves goals much faster 
than a new entrant, which means that the increase of the quantity produced contributes 
to cumulative decreasing of unit costs (Buble, 1997, pp. 354-358). However, the cost 
is not equal to value for the customer, which  includes the value of after-sale service 
and operational performance of the product, although even professional  purchasing 
agents base their decisions upon the parameters of quality, price and time parameters 
at the time of buying.  
Logistics management, extended to include the SCM concept, has a potential to help 
the companies to achieve either differentiation, or cost advantage by reducing 
inventory, achieving closer cooperation with suppliers, etc. The notion of SCM is 
especially powerful, as it has cumulates the virtues of all participants in a supply chain 
and, therefore, contributes to their shared strategic success. However, optimization of 
business activities across multiple enterprises implies that the members of a supply 
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chain (either ‘internal’, or ‘external), which do not add sufficient value either have to 
improve their performance, or face the decision of ‘their part of the business’ to be 
outsourced instead. 
The exchange of data throughout the enterprise (as well as among the partners within 
the same value chain) is one of the most significant factors of the SCM success, as it 
is intertwined with the materials flow (see Figure 2). Namely, the faster data 
exchange, the larger the possibility of selecting key information and acting 
proactively upon it. Contemporary information systems, including on-line databases, 
are a precondition for efficient information exchange, contributing to the supply chain 
responsiveness (constituting one of the ‘4R’ components of SCM performance, i.e. 
responsiveness, reliability, resilience and relationships).  
 

Figure 2. Materials and information flows (Source: Christopher, 2005, p. 15) 
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However, the SCM performance also depends on controlling the inclination of 
particular functions or departments to act independently within the company and 
optimizing its performance independently of other members of the supply chain. 
Although such a behavior might be explained by allocation of profits within the 
supply chain, the collaborative approach of all the participants is required, if the 
delayed delivery to the end customer is to be avoided. Therefore, the synchronization 
of the supply chain could be singled out as a significant objective of the strategic 
logistics management (Cookson, 2001).  
Such a value chain requires synchronized information transfer, which implies cross-
functional information exchange between the organizational units on the same 
hierarchical level, which could be referred to in terms of ‘horizontal management’. In 
the contemporary economy, driven by customer requirements and the IT-driven 
opportunities to efficiently deliver customized products/services to mass market 
(‘mass customization’ – Piller, 2005) (see Figure 3), the supply chain(s) enable 
companies to take part in the ‘network competition’ (Castells, 2000). As brands 
become symbols for more or less successful networks’ offers, bringing together the 
varieties of products supplied from companies all over the world, IT-enabled supply 
chain management becomes much more of a requirement, than an option. 
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Figure 3. SCM implications of business transformation  
(Source: Christopher, 2005, p. 288) 
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IT Outsourcing in the SCM Context 
 
The outsourcing of information technology/information systems is a well-known and 
highly adopted global practice. Basically, it is the transfer of the entire organization’s 
information system department (or its part) either to a single service provider, or 
several providers. However, the simplest approach to IT outsourcing is the transfer of 
IT assets to a single service provider, enabling a business to manage one relationship 
and measure the performance accordingly. 
The concept of why and what to outsource has evolved to include IT-related 
functions, such as data center, application management, network services, managed 
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storage, etc., as well as a variety of business processes and services, including 
customer relationship management, finance and accounting, training and educational 
programs, human resources, supply chain and procurement. Motivation for 
outsourcing is increasing, varies and goes beyond just cost issues. The outsourcing 
motivation is specific for each organization, but – generally speaking - the key 
reasons for such a decision (from a practitioner’s viewpoint) might be (Preston, 2005): 
 

1. More profitable use of the remaining IT professionals, as – in ‘non-tech’ 
companies – scarce IT human resources are usually divided between two 
competing goals – meeting the everyday workload and keeping pace with 
technology. The outsourcing option lets the organization leave the technology 
issue to the provider;  

2. Reduced IT overhead, due to the reduction (or elimination) of the costs related 
to system administration, which allows organization to make investments in 
other – ‘more strategic’ IT fields; 

3. Reduced capital expense – outsourcing IT operations can shift the costs of IT 
infrastructure and equipment to operating expenses (i.e. as they become 
embodied into the fees paid to the outsourcing partner). Company can often 
pay for these on a per-transaction basis, which provides the flexibility of 
adjusting IT service to the current demand; 

4. Improved IT performance and reliability, with reducing, or even eliminating 
the operational inefficiencies, which is much easier for specialized IT 
providers than the ‘non-tech’ companies with their own IT departments; 

5. Being on the ‘technology edge’ as the outsourcing partners provide access to 
the proven best practices, as well as to the technologies/practice just being 
introduced to the market;  

6. IT skills and technology ‘on demand’, providing much needed agility in the 
environment plentiful with challenges, in contrast to developing software and 
system integration ‘in your own back yard’, with the shortcomings, such as:  
lack of experience, competing projects, emergencies, etc.; 

7. Easier and more cost-effective upgrade to new technologies, with outsourcing 
providers being able to offer already tested and operational software 
applications.  

 
It is often emphasized that the contemporary companies need to concentrate on what 
they do best, in order to achieve competitive advantage on their product/service 
market. This simple concept can be identified in the theories of strategic competences, 
i.e. core competences, which coordinate different resources and technologies across 
the enterprise, enabling it to produce a variety of inter-related products (Prahalad & 
Hamel, 1990, p. 83).  
Therefore, it could be argued that the IT support of the supply chain management 
(which is especially applicable to running and supporting specific software with SCM 
capabilities) could – for most Croatian organizations – represent a ‘non-strategic’ 
activity, which does not contribute to the competitive advantage and, hence, should be 
outsourced, in order to achieve better performance and higher flexibility. 
 
Empirical inquiry regarding the strategic use of SCM software in Croatia 
 
The research has been carried out on the convenience sample of 58 participants – IT 
managers, coming from 45 large Croatian companies/state agencies and 15 industries. 
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The data have been collected by a specially designed questionnaire and analyzed with 
the specialized application Minitab for Windows. Taking into account that the 
sociological methods have been used (opinion polling) on a convenience sample 
(although consisting of what could be described in terms of ‘decision-makers in the 
largest Croatian enterprises and state agencies’), the results are indicative and, 
hopefully, reveal some significant trends. 
 

Figure 4. Participants in the research project (Source: research documentation) 
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Figure 4. illustrates the distribution of respondents according to industries, revealing a 
small disproportion related to the total amount of companies and individual 
respondents from the telecommunication sector, which could ‘skew’ a results to show 
the implementation of more sophisticated and specialized information systems. In the 
next stage of analyzing the raw data provided by our primary data collection 
procedure, the existence and scope of supply chains among the participating 
organizations had to be detected. The results demonstrate that – roughly – one fifth 
(i.e. 24.14% of respondents) belong to a ‘formally defined’ supply chain, which could 
be considered as a satisfactory situation, especially if taking into account that many 
large Croatian companies are subsidiaries, depending on their corporate parent – 
acting either as a supplier, buyer, or as both. As much as 29.31% of our respondents 
are dependent on their owner (being a corporate entity, state itself, etc.), as illustrated 
by Figure 5. 
The role of IT in supporting logistics/supply chain management is rather significant, 
taking into account that 84.48% of responding organizations participating in a certain 
form of electronic data exchange (either with their suppliers, buyers, or both), while 
more than a half (53,45%) are familiar with the IT infrastructure of implemented by 
their suppliers or customers. 
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Figure 5. Supply chain dependence on the decision-making of the entity owning the 
organization (Source: research documentation) 
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However, the situation varies with different industries; with telecommunication and 
public sector ‘leading the pack’ (see Figure 6). It is also important to note than only 
32.76% of respondents are satisfied with the current practice of electronic data 
exchange, indicating that there might be a need for major improvements of existing 
SCM functionalities of the information systems used. 
 

Figure 6. Dependence of distribution channels on procuring/selling to the owner 
(Source: research documentation) 
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A little bit less than one third of respondents (32,76%) use one of the popular 
‘generic’ software packages such as those from SAP, Navision, BAAN, etc.), with the 
implementation varying greatly across industries (see Figure 7), while 17,24% use 
freely available open-source3 software with SCM functionalities. 
 

Figure 7. ‘Generic’ SCM-enabled software implementation according to industry 
(Source: research documentation) 
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The already suggested (possible) conclusion of the inappropriate implementation 
(related to the existence of ‘gaps’ between the existing and required practice in the 
field of using ‘in-house’ SCM software functionalities) can be further supported by a 
significant correlation between the existence of SCM-based data exchange and 
satisfaction of managers with the current practice. Namely, with the Pearson R 
correlation coefficient value of 0.758 (showing rather strong correlation), being 
significant at the 99% confidence level (p=0.001), it could be concluded that the 
existing SCM software functionalities in the largest Croatian organizations are not 
satisfying the needs of the responding managers. The IT outsourcing of SCM-enabled 
software applications might be one of the possible solutions to this problem, as 
indicated by 67.24% of respondents, stating that their organization might be interested 
in implementing such an option. 
At the other hand, the Croatian SCM practice itself could be limited by the fact that 
there is a high interdependence between the participation in a specific supply chain 
and ‘forced’ choice of suppliers/customers due to the owner’s influence. With the 
significant (p=0.00, implying the 99% confidence level) Pearson R correlation 
coefficient value of 0.875 (demonstrating strong interdependence between variables), 
it could be stated that the owners are the most significant factor influencing the 
decision-making to engage in SCM (in the first place), as well as in participating in a 
specific supply chain.  

                                                 
3 For additional discussion and Internet resources related to the 'open source' software, see: 
http://www.gnu.org/philosophy/philosophy.html (retrieved on 29. January 2006). 
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Conclusions 
 
Some preliminary results of the research project, demonstrate that a significant 
amount of Croatian companies/organizations does participate in supply chain 
management activities, but mostly because of decisions made by their corporate 
parents. In addition, although the rate of IT-enabled SCM practices is rather high (as 
shown by a high rate of electronic communication with the business partners), as well 
as the use of software with SCM functionalities, the respondents are quite unsatisfied 
with the current situation. Taking into account a high level of ‘generic’ software usage 
(either being ‘best-of-breed’, or comprehensive Enterprise Resource Planning - ERP 
applications) and a low familiarity level with the software packages used by the 
partners, it could be speculated that the major motivation in implementing IT support 
to SCM is compliance to the internal standards of the corporate parents. However, 
such a hypothesis remains to be verified in a future research. On the practical level, 
with both the in-house software development and ‘best-of-breed”/ERP software 
implementation and customization being costly and slow, the outsourcing of SCM-
enabled business application outsourcing seems as a viable strategic option for the 
moment, which can be verified by a rather high level of interest among the 
respondents. 
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