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BY  MARCIA J E D D

R EGIONAL DIST R I BU T I O N
specialreport

BY THE END OF THE 20TH CENTURY, INVENTORY HAD
become about as welcome to most corporate comptrollers as a
telecom analyst at an ethics convention. Though acknowl-
edged to be a necessary evil,it was still viewed as that balance-
sheet line item that tied up a lot of the corporation’s cash and
required a lot of expensive space to house. To tame the inven-
tory monster, U.S. business went into overdrive, striving to
keep inventories lean, operating in just-in-time (JIT) mode
and consolidating distribution centers.

At least, that’s what we thought. But the reality is, well,
something completely different. Warehouse space actually
stands at an all-time high. “Today, there’s more square footage
of warehouse space than at any point in U.S. history,” Ted
Scherck, president of the Colography Group, told a session at
the annual Council of Logistics Management conference.

Scherck’s assertion is corroborated by an analysis conducted
by warehousing provider ProLogis of the 42 major markets in
which it competes. That study showed that warehousing space
increased to 3.4 billion square feet in 2002, up from some 3.1
billion two years ago. “The occupancy rate has likely declined
in the last two years,” says John Siebel, president and COO of
North America at ProLogis, “but the gross square footage has
increased.”

The hard truth is that although inventory reduction receives
a lot of lip service, inventory levels in many industries have
stayed the same or increased over the long term. That trend is
particularly evident with finished goods. “Management has
cleaned up [its] production and ordering processes for raw
materials, but [it has] less control of finished goods,” says Jim
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Ginter, professor of marketing at Ohio State University’s
Max Fisher College. Ginter, who headed up a study that
examined various types of inventories across major indus-
tries over a 20-year period ending in 1999, adds that the
apparel, grocery and medical products industries,in partic-
ular, recorded inventory increases. By contrast, real decreas-
es were found in finished-goods inventories for electronics
and computers, due in large part to the supply chain model
made famous by Dell.

Also con tri buting to the more-not-less inven tory ph e-
n om en on may be the pro l i fera ti on of produ ct va ri eti e s
of fered in recent ye a rs . P lu s , ven dor- m a n a ged inven tory,
JIT and other drives to improve the su pp ly chain man-
a gem ent process at many companies have , as Ginter put s
i t , p l aced “power incre a s i n gly down s tre a m , at the ret a i l
l evel , n e a rer to the custom er.” This means inven tory get s
t h rown back upstre a m . And it has to be wareh o u s ed
s om ewh ere .

When “pull” is the trigger
Another development that is helping kick regional ware-
housing into high gear is the growing popularity of “pull”
demand chains, whereby stock replenishment is triggered
by consumer demand (i.e.,sales) rather than, say, manufac-
turers’ promotions. It’s pretty much a given that if this
model is to succeed, inventories need to be maintained
close to their point of sale—which typically means in
regional warehouses.

One company that has adopted this strategy is Best Buy,
the nation’s largest consumer electronics retailer. Best Buy
has gone to great lengths to minimize its response time
when a need is defined at the store.“If we had a great day of
sales,” says Chas Scheiderer, Best Buy’s senior vice president
of logistics,“we need to get products back on the shelf.”

Al t h o u gh it’s a nati onal ret a i l er, Best Buy relies heavi ly on
regi onal distri buti on ,d i s tri buting produ cts to stores from six
gen eral merchandise DCs (distri buti on cen ters) around the



co u n try, with an ad d i ti onal East Coast fac i l i ty
s l a ted to open in the first half of this ye a r. Th e s e
f ac i l i ties all su pport the con ti nu a lly ex p a n d i n g
ro s ter of Best Buy store s — t h ere were 538 at
press time—as well as the Mu s i cland group of
s tore s , wh i ch inclu de Sam Goody, Su n coast and
Media Play. Best Buy distri butes media su ch as
CDs and DVDs from a ded i c a ted en tert a i n m en t
f ac i l i ty in the Mi dwe s t . In ad d i ti on , it opera te s
s everal other DCs that are ded i c a ted to large -
ti cket items su ch as app l i a n ces and bi g - s c reen
TVs wh ere del iveries are cro s s - docked , m ovi n g
s wi f t ly to stores or direct ly to custom ers .

To guara n tee the best po s s i ble ground servi ce ,
Best Buy uses a ded i c a ted fleet thro u gh a lon g -
term agreem ent with a tru ck l oad (TL) carri er
that picks up shipm ents from ven dors and
del ivers produ cts to the stores on a twi ce - wee k-
ly basis with room to tweak del iveries as need-
ed . It also uses con tract carri ers as needed or in
s el ect markets on a regular basis.

Going postal
An o t h er high - profile com p a ny that has
become a convert to regional distribution is
Amazon.com. As a renegade dot-com startup in the mid
1990s, Amazon.com used one Seattle-area facility to serve
the country as the first online bookseller.

Over the last few years,however, as its business model has
morphed from that of a dot-com fulfillment company to
that of a giant retailer, Amazon.com invested in state-of-
the-art DCs and boosted its product mix. The company
now sells not only books, but also apparel, toys, electronics
and even hardware, whether via marketing agreements,
partnerships or acquisition.

Today, six Amazon.com DCs dot the country, including a
large facility in Nevada and two in Kentucky. (Amazon.com
shuttered its Seattle DC in early 2001.) “We try to perform
mathematical modeling to determine which are the fastest-
moving products and which DCs those products should be
in,” says Carrie Peters, an Amazon.com spokeswoman.

“All DCs are located close to airports or transportation
hubs,” Peters adds, which allows the e-tailer to ship items
within 24 hours of order receipt. It makes no guarantees,
but most items are received by the customer within two to
three days via its carrier par tners UPS and the U.S. Postal
Service (or via FedEx if the customer requests premium
delivery service).

Down the road
The shift toward regional distribution has implications for
the trucking industry as well. An analysis by the Colography
Group reveals that shippers are pulling back on their use of
long-haul less-than-truckload (LTL) moves. Though the
long-haul segment is experiencing only moderate average

annual growth and intermediate-distance moves of 600 to
1,800 miles are actually declining, short-haul LTL moves of
600 miles or less (in one-way movements) are seeing high
growth rates.

At the same ti m e , companies are moving con s o l i d a ted or
tru ck l oad shipm ents along lon ger-haul ro ute s , according to
ye a r- over- year trend data from a stu dy con du cted annu a lly
a m ong several hu n d red large shippers by the Un ivers i ty of
Ten n e s s ee , G eor gia So ut h ern Un ivers i ty and Cap Gem i n i
E rnst & Yo u n g. Ma ry Ho l com b, a s s oc i a te profe s s or of l ogi s-
tics at the Un ivers i ty of Ten n e s s ee , su ggests that improved
su pp ly chain managem en t , pri m a ri ly stemming from the use
of tra n s port a ti on planning and load opti m i z a ti on sof t w a re ,
is driving the tren d . An o t h er con tri buting factor may well be
the incre a s ed use of t h i rd - p a rty logi s tics provi ders (3PLs),
wh i ch are masters of l oad con s o l i d a ti on .

Ul ti m a tely, S ch erck of Co l ogra phy Group sees more
companies devel oping what he calls “an optimal mix of
s tra tegi c a lly loc a ted inven tory and short-haul distri bu-
ti on .” He cites the example of a large hom e - produ cts ret a i l-
er that keeps fewer wi n dows and doors in stock than it
u s ed to. But that doe s n’t mean it has cut back on its use of
w a rehousing space . In s te ad , it relies on direct shipm en t s
f rom its DC to the con s i gn ee .“ It’s true that ef f i c i ent su pp ly
chains ch a n ge the nu m ber, l oc a ti on and physical layo ut of
s tora ge space ,” S ch erck note s , “but this does not mean that
s tora ge space goes aw ay.” n

Marcia Jedd is a supply chain writer based in Minneapolis. Her Web site is 
www.marciajedd.com.
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S TO CK IN TRADE: E-TA IL ER AMAZO N . COM USES SOPHIS T I CAT ED MAT HEM AT I CAL MODEL IN G
TO DET ERMINE WHI CH OF ITS SIX RE GIONAL WA REH O USES SH O ULD HOUSE ITEMS LIK E
T HESE TRADE BOOKS. 


